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Introduction
In 1999, a biparWiVan coaliWion of Te[aV legiVlaWorV bXcked Whe inWereVWV
of Te[aV pXblic XWiliWieV Wo inWrodXce ZhaW became Whe Zorld¶V moVW
compeWiWiYe elecWriciW\ markeW. ThoXgh noW ZiWhoXW iWV flaZV, Whe
legiVlaWion paVVed WhaW VeVVion VeW Whe VWage for an XnprecedenWed
e[perimenW in alloZing markeWV²WhaW iV, bX\erV and VellerV²Wo
deWermine hoZ mXch elecWriciW\ Te[aV needV and hoZ mXch iW coVWV.

For moVW of Whe laVW 22 \earV, Whe Te[aV markeW haV e[perienced Vome
groZing painV bXW oYerall haV performed Zell. HoZeYer, Te[aV¶ ZinWer
hiVWoric free]e e[poVed ZhaW haV been an increaVing
problem²diVWorWionV of markeW priceV in Whe form of VXbVidieV and
XneYen regXlaWion.

An efforW iV noZ being made in Whe Te[aV CapiWol Wo finiVh off Whe Te[aV
elecWriciW\ markeW. The pXVh Wo e[change Te[aV¶ ³energ\-onl\´ markeW
for a ³capaciW\´ markeW in Zhich generaWorV geW paid jXVW for
e[iVWing²When geW paid again Zhen Whe\ Vell elecWriciW\. ThiV doXble
dipping ZoXld increaVe Whe coVW of elecWriciW\ for Te[aV conVXmerV
VomeZhere beWZeen $4 billion Wo $8 billion per \ear. If VXcceVVfXl,
Te[anV Zill haYe an elecWriciW\ grid WhaW lookV mXch like WhoVe of
California and NeZ York; no more reliable, bXW a loW more e[penViYe.

Some People Do Not Like Competition
The moVW recenW aVVaXlW on Te[aV¶ compeWiWiYe elecWriciW\ markeW began
on da\ one of Whe FebrXar\ blackoXWV.

The blackoXWV had onl\ been going on for aboXW half a da\ Zhen Whe
FebrXar\ 15 ediWion of Whe DallaV Morning NeZV ran a Bloomberg Wire
VWor\ WhaW blamed Whe blackoXWV on compeWiWion: ³The e[Wreme cold
appearV Wo haYe caXghW Te[aV¶V highl\ decenWrali]ed elecWriciW\ markeW
b\ VXrpriVe.´

Soon afWer, VWaWe Rep. ChriV Paddie, Rep. Craig Goldman, and HoXVe
Speaker Dade Phelan called for a joinW meeWing of WZo commiWWeeV on
FebrXar\ 25 Wo ³reYieZ Whe facWorV´ WhaW conWribXWed Wo WhiV
³XnaccepWable´ ViWXaWion. While Wheir langXage ZaV ambigXoXV,
VXbVeqXenW legiVlaWion ZaV filed WhaW ZoXld effecWiYel\ end Te[aV¶
compeWiWiYe ³energ\ onl\´ markeW in faYor of an inefficienW and coVWl\
³capaciW\ markeW´.

ThiV iV noWhing neZ, WhoXgh. Since eYen before Whe Te[aV LegiVlaWXre made iWV deciVion Wo moYe Wo compeWiWion in 1999,
Whe markeW haV been Xnder aWWack. MoVW of Whe aWWackV haYe been VXcceVVfXll\ foXghW off. BXW Whree haYe conWinXed Wo gain
groXnd: anWi-compeWiWiYe regXlaWionV, reneZable energ\ VXbVidieV, and Whe pXVh for a capaciW\ markeW. WhaW all Whree haYe
in common iV a diVlike of compeWiWion.
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RegXlaWorV diVlike compeWiWiYe markeWV becaXVe Whe\ cannoW conWrol Whe oXWcomeV, Zhich can make Whem Yer\ nerYoXV.
ProponenWV of goYernmenW VXbVidieV diVlike compeWiWion becaXVe iW e[poVeV Whe inefficiencieV of Wheir bXVineVV modelV. .
Man\ generaWorV and Wall SWreeW financierV diVlike compeWiWion becaXVe Wheir inYeVWmenWV face mXch more riVk in markeWV
Whan in h\brid V\VWemV ZiWh reWXrnV gXaranWeed b\ Whe goYernmenW.

The Histors of Capacits Market Politics in Teras
Once Whe\ goW oYer Whe Vhock of being forced inWo compeWiWion, moVW generaWorV embraced compeWiWion for Whe firVW feZ
\earV of Whe reYamped Te[aV elecWriciW\ markeW. High naWXral gaV priceV led Wo high elecWriciW\ priceV WhaW Zere generaWing
record profiWV. Which in WXrn generaWed record inYeVWmenW in Te[aV.

MarkeW priceV VWarWed dropping ZiWhin a \ear or Vo of Whe 2007 acqXiViWion of TXU in a $45 billion leYeraged bX\oXW b\
Kohlberg KraYiV RoberWV, Te[aV Pacific GroXp and Goldman SachV CapiWal ParWnerV. AW WhaW Wime, iW ZaV Whe largeVW
leYeraged bX\oXW in hiVWor\. When Whe priceV dropped, Vo did profiWV. B\ 2011, iW became obYioXV WhaW a nXmber of
inYeVWmenWV like WhaW of KKR Zere heading WoZard bankrXpWc\ aV profiW leYelV neYer reWXrned Wo Whe head\ da\V of Whe neZ
markeW. IW ZaV WhaW aW WhiV poinW WhaW Te[aV generaWorV began Wo VoXr on compeWiWion and Veek profiWV WhroXgh a capaciW\
markeW.

WhaW iV a capaciW\ markeW? AV KaWhleen HXnker deVcribeV iW, ³In Vimple WermV, a capaciW\ markeW iV a meWhod of
rediVWribXWion. IW rediVWribXWeV riVk aZa\ from energ\ inYeVWorV Wo conVXmerV, and iW rediVWribXWeV poZer aZa\ from markeW
parWicipanWV Wo regXlaWorV.´ She conWinXeV:

CapaciW\ markeWV Zork b\ iVVXing a VerieV of direcW pa\menWV, or VXbVidieV, Wo generaWorV baVed on Whe amoXnW of
generaWing capaciW\ Whe\ haYe. TheVe pa\menWV are noW for Whe amoXnW of energ\ Whe\ haYe prodXced, bXW Whe
amoXnW of energ\ Whe\ coXld WheoreWicall\ prodXce if Wheir operaWionV Zere rXnning aW peak efficienc\ and, moVW
imporWanW, if WhaW energ\ Zere needed. (KleiW and MichaelV 2013b) CapaciW\ markeWV WreaW Whe abiliW\ Wo prodXce
energ\, and Whe reliabiliW\ WhiV allegedl\ conferV on Whe markeW, aV a VeparaWe commodiW\. (RoVe 2011) ThiV meanV
WhaW conVXmerV pa\ for iW in addiWion Wo Wheir monWhl\ elecWriciW\ XVe. IW alVo meanV WhaW generaWorV geW WheVe
pa\menWV regardleVV of hoZ mXch elecWriciW\ Whe\ acWXall\ prodXce and Vell.

The preYioXV pXVh for capaciW\ markeWV reached iWV peak in 2013 Zhen Whe PXblic UWiliW\ CommiVVion of Te[aV (PUC) ZaV
conVidering implemenWing iW ZiWhoXW legiVlaWiYe acWion. AW Whe Wime²jXVW like Woda\, proponenWV of a capaciW\ markeW XVe
fear Wo bolVWer profiWV. The\ complained WhaW Whe compeWiWiYe markeW coXld noW mainWain adeqXaWe VXpplieV of elecWriciW\ Wo
enVXre a reliable V\VWem. ThiV ZaV effecWiYe ZiWh regXlaWorV and man\ polic\makerV Zho ³did noW ZanW Whe lighWV Wo go oXW
on Wheir ZaWch.´

HoZeYer, Whe pXVh for a capaciW\ markeW died in earl\ 2014 afWer Whe Te[aV SenaWe NaWXral ReVoXrceV CommiWWee, led b\
Sen. Tro\ Fra]ier, Zeighed in on Whe iVVXe and made iW clear WhaW Whe PUC did noW haYe Whe aXWhoriW\ Wo implemenW a
capaciW\ markeW ZiWhoXW legiVlaWiYe inpXW. UnforWXnaWel\, Whe PUC ZaV able Wo implemenW a capaciW\-markeW-liWe in Whe
OperaWing ReVerYe Demand CXrYe (ORDC), Zhich arWificiall\ increaVeV Whe price of elecWriciW\ in WimeV of markeW VcarciW\.

The Current Push for a Capacits Market
GeneraWorV haYe neYer giYen Xp on Whe idea of doXble dipping Whe V\VWem b\ geWWing paid for boWh capaciW\ and energ\.
AfWer \earV of receiYing relaWiYel\ Vmall pa\menWV WhroXgh Whe ORDC, Whe\ Zere able Wo geW PUC commiVVionerV Wo
VignificanWl\ increaVe Whe ORDC pa\menWV in JanXar\ 2019. The commiVVionerV Zere recepWiYe in parW becaXVe of Whe
reliabiliW\ challengeV in Whe Te[aV markeW caXVed b\ Whe $19.6 billion of reneZable energ\ VXbVidieV WhaW haYe diVWorWed Whe
Te[aV markeW Vince 2006.

HoZeYer, raWher Whan dealing direcWl\ ZiWh Whe reneZable energ\ VXbVidieV, Whe PUC increaVed Whe ORDC, reVXlWing in a
$3.6 billion elecWriciW\ µWa[¶ on Te[anV in 2019. AV noWed, Whe ORDC had been in place for VeYeral \earV bXW ZaV increaVed
aboXW $2 billion b\ Whe PUC in 2019, and ZaV increaVed again in 2020. The ORDC fXncWionV eVVenWiall\ aV a capaciW\
markeW. And like a fXll capaciW\ markeW, Whe ORDC doeV noW addreVV Whe caXVe of reliabiliW\ problemV, markeW inWerYenWion
WhroXgh reneZable energ\ VXbVidieV, and oWher meanV.
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Pa\menWV from Whe ORDC Wo generaWorV are dependenW on markeW condiWionV WhaW can Yar\ VignificanWl\ from \ear Wo \ear.
ThXV Woda\, generaWorV, inYeVWorV, and regXlaWorV are once again Veeking Wo Wake adYanWage of Whe FebrXar\ blackoXWV Wo
pXVh for a fXll-bloZn capaciW\ markeW. Ignoring Whe harm Wo reliabiliW\ caXVed b\ reneZable energ\ VXbVidieV, e[ceVViYe
regXlaWionV, and Whe ORDC, Vome Te[aV laZmakerV Veem Wo be recepWiYe.

HB 4378 b\ Rep. ChriV Paddie, Zhich receiYed a pXblic hearing in Whe HoXVe SWaWe AffairV CommiWWee on April 8, reqXireV
Whe PUC Wo ³adopW and enforce rXleV Wo promoWe adeqXac\ of generaWion VXppl\.´ In order Wo accompliVh WhiV, Whe bill¶V
primar\ pXrpoVe iV Wo inVWiWXWe a capaciW\ markeW in Te[aV Wo gXaranWee increaVed reYenXe for generaWorV. IW doeV WhiV b\
reqXiring Whe PUC¶V rXleV Wo ³enVXre reYenXeV VXfficienW Wo encoXrage conVWrXcWion and operaWion of diVpaWchable
generaWion reVoXrceV neceVVar\ Wo enVXre reliable poZer VXppl\.´

Problems with Capacits Markets
The Viren Vong of Whe capaciW\ markeW iV WhaW iW ZoXld gXaranWee reliabiliW\ b\ pa\ing for addiWional capaciW\ in order Wo
enVXre reliabiliW\. IW alVo appearV aWWracWiYe Wo Vome becaXVe Whe\ Vee iW aV one Za\ Wo paper oYer Whe harm caXVed b\
reneZable energ\ VXbVidieV ZiWhoXW eliminaWing Whe VXbVidieV WhemVelYeV. HoZeYer, WhiV VeWXp Vimpl\ repreVenWV a
Zindfall of addiWional pa\menWV Wo large Vcale generaWorV and Whe added bXrden of coVWV Wo conVXmerV Zhile proYiding no
eYidence of gXaranWeed reliabiliW\.

DeWracWorV of Whe Te[aV markeW blame Whe efficienc\ WhaW compeWiWion haV broXghW Wo oXr ³fragile´ grid. While compeWiWion
iV noW Wo blame, ZhaW haV happened iV WhaW Whe compeWiWiYe VWrXcWXre of Whe Te[aV markeW haV alloZed reneZable energ\
generaWorV Wo Wake adYanWage of Whe billionV of dollarV of VXbVidieV in Te[aV. BecaXVe of Whe VXbVidieV, Zind and Volar can
draVWicall\ redXce Wheir priceV, Wo Whe poinW of negaWiYe priceV, in order Wo gain markeW Vhare. The loZer priceV from
reneZable generaWorV ofWen loZer priceV²WhoXgh noW conVXmer coVWV²for all generaWorV and redXce Whe profiWabiliW\ of
Whermal generaWorV. ThiV, in WXrn, haV draVWicall\ redXced neZ inYeVWmenW in reliable generaWion. OYer Whe laVW feZ \earV,
Whe YaVW majoriW\ of inYeVWmenW in neZ generaWion in Te[aV haV gone inWo reneZableV aV companieV chaVe Whe VXbVidieV.
EYen WhoXgh reneZableV haYe proYen Xnable Wo keep Whe lighWV on for Te[anV.

IW VhoXld be emphaVi]ed WhaW a capaciW\ markeW iV noW an acWXal markeW, bXW an energ\ Wa[ paid b\ conVXmerV. HoZeYer,
Xnlike a regXlar Wa[, Whe capaciW\ markeW pa\menWV b\paVV Whe goYernmenW and go direcWl\ Wo generaWorV. IW doeV liWWle Wo
incenWiYi]e neZ inYeVWmenW, bXW inVWead VXbVidi]eV old, inefficienW poZer planWV. A capaciW\ markeW pa\V generaWorV for
Vimpl\ e[iVWing, noW for improYing reliabiliW\.

ThiV can be Veen in WhaW a capaciW\ markeW ZoXld haYe done noWhing Wo keep Whe lighWV from going oXW dXring Whe ZinWer
free]e. In facW, Te[aV haV plenW\ of e[ceVV capaciW\, and did eYen dXring Whe ZinWer VWorm. The problem ZaV WhaW Whe
capaciW\ did noW WXrn inWo generaWion. The charW beloZ VhoZV WhaW dXring Whe peak load²or ma[imXm demand²dXring Whe
WedneVda\ of Whe blackoXWV, Zind generaWion ZaV operaWing aW aboXW onl\ 11 percenW of capaciW\. A capaciW\ markeW Zill
noW VolYe Whe reliabiliW\ problemV of Te[aV Zind and Volar generaWion.
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Looking aroXnd Whe coXnWr\, Where iV no eYidence WhaW e[iVWing capaciW\ markeWV operaWed in oWher VWaWeV are an\ more
reliable Whan Whe Te[aV markeW. Rolling blackoXWV in Whe PJM capaciW\ markeW--Zhich VerYeV man\ mid-AWlanWic and
MidZeVWern VWaWeV, NeZ York, and California bear ZiWneVV Wo Whe failXre of capaciW\ markeWV Wo mainWain reliabiliW\.
MichaelV and KleiW noWe Whe reaVon for WhiV iV ³WhaW
priceV in a capaciW\ markeW are of neceVViW\ deWermined b\ WhoVe Vame adminiVWraWiYe rXleV and
ma\ haYe liWWle relaWion Wo acWXal VcarciWieV in eiWher Whe VhorW rXn or Whe long.´

The Cost of a Capacits Market in Teras� ¹Å Billion to ¹É Billion per Year
While differing markeW condiWionV each \ear make a preciVe forecaVW impoVVible, a capaciW\ markeW Zill cerWainl\ coVW
Te[anV billionV of dollarV ZiWhoXW improYing reliabiliW\.

MichaelV and KleiW eVWimaWed WhaW ³from Whe PJM capaciW\ markeW¶V 2007 incepWion WhroXgh 2011, PJM reWail cXVWomerV
paid oYer $50 billion in capaciW\ chargeV.´ ThaW ZorkV oXW Wo $10 billion a \ear for Whe PJM capaciW\ markeW a decade ago.
YeW ³93 percenW of [Whe VXbVidieV] ZenW Wo oZnerV of e[iVWing generaWion and onl\ 1.8 percenW Wo neZ and reacWiYaWed
XniWV.´

HXnker proYided a VXmmar\ of eVWimaWeV for Whe coVW of a Te[aV capaciW\ markeW in 2013:

RoXgh eVWimaWeV haYe pXW capaciW\ pa\menWV in a capaciW\ markeW VomeZhere beWZeen $3 Wo $5 billion per \ear. PUC
CommiVVioner Ken AnderVon, XVing PJM capaciW\ pricing, eVWimaWed WhaW impoVing a cenWrali]ed capaciW\ markeW on
ERCOT¶V load ZoXld coVW ³norWh of $3.6 billion [per \ear]. « and WhaW¶V before an\bod\ pa\V for energ\.´ (AnderVon
2012) According Wo a VWXd\ b\ CharleV RiYer AVVociaWeV, and commiVVioned b\ NRG Energ\, capaciW\ pa\menWV ZoXld
coVW Te[aV raWepa\erV, aW minimXm, $4.7 billion annXall\. (PleZeV and Hieron\mXV 2013) PXW anoWher Za\, Whe capaciW\
pa\menWV forfeiWed Wo generaWorV, regardleVV of Whe energ\ WhoVe generaWorV prodXced, and e[clXding deVign and
implemenWaWion e[penVeV, ZoXld amoXnW Wo oYer $180 per \ear for eYer\ man, Zoman, and child in Te[aV.

We can alVo Vee Whe poWenWial coVW of a capaciW\ markeW in Whe coVW of Whe ORDC, Zhich coVW Te[aV conVXmerV $3.6 billion
in 2019.

AnoWher Za\ Wo eVWimaWe Whe coVW of a Te[aV capaciW\ markeW iV Wo e[amine Whe recenW propoVal of Warren BXffeWW¶V
BerkVhire HaWhaZa\ Energ\ Wo bXild 10 neZ naWXral gaV poZer planWV in Te[aV. The\ eVWimaWe Whe coVW Wo be $8 billion.
BXffeWW WhinkV he can make mone\ b\ bXilding neZ generaWion in Te[aV. UnforWXnaWel\, like e[iVWing generaWorV pXVhing
for a capaciW\ markeW, he doeVn¶W ZanW Wo Wake an\ riVk on hiV inYeVWmenW. InVWead he ZanWV Te[anV Wo bear all of Whe coVWV
for Whe neZ generaWion WhroXgh higher elecWriciW\ billV WhaW ZoXld all bXW gXaranWee hiV profiWV. The one good Whing aboXW
BXffeWW¶V propoVal, Xnlike ZiWh a capaciW\ markeW, iV WhaW iW ZoXld reVXlW in 10 neZ poZer planWV in Te[aV and ZoXld noW go
Wo e[iVWing poZerplanWV. Spreading Whe pa\menWV oXW acroVV all e[iVWing planWV Zhile VWill encoXraging neZ inYeVWmenW
ZoXld bring poWenWial coVWV back Wo billionV of dollarV per \ear.

A capaciW\ markeW ZoXld likel\ coVW aW leaVW $15 per megaZaWW hoXr (MWh) Wo make capaciW\ pa\menWV Wo generaWorV. AW
WhaW raWe, an indXVWrial faciliW\ XVing 100 MW ZoXld pa\ an addiWional $12 million per \ear. A large Vchool diVWricW like
HoXVWon or DallaV ZoXld Vee coVWV increaVe b\ $5 Wo $8 million per \ear; Whe coVWV for Vmaller diVWricWV coXld be more Whan
$1 million. The raWeV for large reWail VWoreV coXld increaVe b\ $70,000 or more per \ear. And Whe coVW for Whe aYerage reWail
conVXmer ZoXld be $150 Wo $200 per \ear.

AV WhiV anal\ViV makeV clear, capaciW\ markeWV are e[Wremel\ e[penViYe, and proYide Yer\ liWWle improYemenW in reliabiliW\.
ConVXmerV pa\ for e[iVWing generaWion aV Zell aV an\ neZ generaWion. ThiV makeV capaciW\ markeWV e[Wremel\ inefficienW.
Adding Wo WhiV are Whe endleVV rXle changeV in capaciW\ markeWV aWWempWing Wo keep Xp ZiWh changing condiWionV in Whe
markeW. UlWimaWel\, capaciW\ markeWV force cXVWomerV Wo pa\ for 20% Wo 30% e[ceVV capaciW\²ZheWher iW iV needed or noW.
OYerall, iW iV likel\ WhaW capaciW\ markeW coVWV Zill rXn from $4 billion Wo $8 billion a \ear.

Conclusion
Te[aV¶ reliabiliW\ challengeV are noW being caXVed b\ compeWiWion. InVWead, reneZable energ\ VXbVidieV and e[ceVViYe
regXlaWionV haYe led Wo Whe problemV Ze are facing Woda\. Replacing compeWiWiYe forceV ZiWh mXlWi-billion-dollar VXbVidieV
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for all generaWorV²Whermal and reneZable alike²Zill noW improYe Whe ViWXaWion. EliminaWing reneZable VXbVidieV,
VWopping micro-managemenW of Whe grid b\ regXlaWorV, and leWWing companieV compeWe iV Whe onl\ VXcceVVfXl polic\ for
keeping Whe lighWV on in Te[aV.




