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IntroductionIntroduction

• For the last decade we have seenFor the last decade we have seen 
the prices to consumers diverge 
between RTO and non-RTO statesbetween RTO and non RTO states
– How much of this is the inefficiency of 

administered markets?administered markets?

– How much of the cost is fuel and how 
h i di tit ?much is divestiture?

1/13/2011 2



RTO and non-RTO Average Rates
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DataData

• Is at a premium – RTO data isIs at a premium RTO data is 
especially difficult to find

• FERC generally does not check• FERC generally does not check 
required reports for timeliness or 
accuracyaccuracy

• EIA data is basically all that is left
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Times Series/Cross Sectional 
A l iAnalysis

• We can extend the data set byWe can extend the data set by 
looking at both states and months

• From 1996 this gives a universe of• From 1996, this gives a universe of 
almost 9,000 observations
Specification of the question is• Specification of the question is 
always a problem, but the right 
answer is a simple hypothesisanswer is a simple hypothesis 
without data mining
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A Nice CounterexampleA Nice Counterexample
• In 2006, Harvey, McConihe, and 

Pope conducted a “similar” study to 
show that RTOs lowered prices
As usual the study posed an odd• As usual, the study posed an odd 
question, used cherry-picked data, 
and seemingly reflected a clear biasa d see g y e ected a c ea b as

• How often do you compare 
Arkansas with New York?
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Harvey McConihe and Pope statesHarvey, McConihe, and Pope states 
analyzed
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Why Avoid Louisiana?Why Avoid Louisiana?
• As we will see in a moment, eliminating 

t t ll t l t thstates allows one to select the 
appropriate conclusion

• This is the statistician’s version of “he• This is the statistician s version of he 
loves me, he loves me not”
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McCullough Research’s Sample
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A Simple SpecificationA Simple Specification
Consumer 

Cost

STATASTATA
Xtreg 
modelmodel

Fuel 
Costs

RTO 
Costs 
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Model ResultsModel Results
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How many alternative models 
?were run?

• NoneNone
• One model, one data set, one result
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Peaks in 2001 and 2008 reflecting adversePeaks in 2001 and 2008 reflecting adverse 
conditions
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ConclusionsConclusions

• RTOs are costing consumersRTOs are costing consumers 
approximately $1 billion a month

• While much of the cost comes from• While much of the cost comes from 
overall cost increases, the largest 
single impact appears to be a highsingle impact appears to be a high 
response to natural gas price hikes 
– even though the percentage use– even though the percentage use 
of gas is comparable with non-RTO 
statesstates
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Adding Harvey’s missing states back in
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Solutions?Solutions?

• The volatility of customer bills inThe volatility of customer bills in 
RTO states reflects a number of 
issuesissues

• Perhaps the most significant is the 
bizarre pricing policies in manybizarre pricing policies in many 
RTOs

• In New York almost 10% of bids• In New York, almost 10% of bids 
are so-called “hockey stick bids”
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Substantial Evidence Exists that 
S i V E iSecrecy is Very Expensive

• When Texas reduced the lag inWhen Texas reduced the lag in 
releasing bid data, average and 
peak bids fell immediatelypeak bids fell immediately

• This is not true in New York, 
although New York continues toalthough New York continues to 
hide bidders’ identities

• The clear conclusion is that hiding• The clear conclusion is that hiding 
bidders from the market is a costly 
choicechoice

1/13/2011 17


