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Today’s retail electric power system is largely run and regulated the same way it has been since the early 
1900s.  Policy reforms are needed to create a modern, 21st century grid.  Advanced technologies are creating 
an opportunity to modernize the electric power grid.  This modernization would give consumers more freedom 
to choose their electricity services provider, reduce energy bills, enhance reliability, and improve the 
environment.   
 
The traditional electric power system consists primarily of large power plants generating electricity that flows 
across the grid to consumers.  New technologies enable consumers to play a much larger role in meeting the 
energy needs of those served by the electric power system.  Small-scale power generation such as solar panel 
systems and natural gas micro-turbines are turning consumers into energy producers.   
 
Consumers can also enter into agreements with grid operators to provide other energy services such as quickly 
reducing demand when the grid is stressed.  Consumers can install “energy management systems” that 
automatically adjust electricity use of their appliances and other devices in response to price or other signals 
from grid operators.  Grid operators could then send signals to a large number of energy management systems 
to reduce energy demand instead of ramping up a power plant. 
 
Experts are calling the potential transition that leads to much greater use of consumer energy resources the 
“Uberization” of the electric power grid.  Uber is an online digital platform that connects independent drivers 
and prospective riders.  The electric grid could become a similar platform that links customers and retail 
energy service companies.  Such a transition would create additional consumer choices, increase efficiency, 
and spur technological innovation. 
 
A regulatory framework designed for the last century, however, is blocking this transition.  The framework was 
developed for a system that relied almost exclusively on large power plants (often long distances from 
consumers).  Energy resources on the consumer’s side of the meter now play a much larger role, but the 
outdated regulations create barriers to these resources being deployed.  The key reforms needed are (1) 
limiting the monopoly utility to ownership and maintenance of the retail electric distribution system (i.e., the 
wires alone), (2) creating an independent entity to plan and operate the distribution system, (3) decoupling the 
monopoly utility’s revenues from electricity sales, and (4) using more accurate electricity pricing. 
 
Quarantine the monopoly.  Monopoly utilities must get out of the business of selling electricity before a 21st 
century electric grid platform can emerge.  Private sector retail energy companies can completely serve 
customer needs through dynamic, competitive markets.  Monopoly utilities remaining in the market use their 
regulation-enabled market power to crowd out competition,1 to say nothing of their political influence being 
used to distort the market.  Monopoly utilities should be limited to owning and maintaining the distribution 
grid (i.e., the wires), a function that has the characteristics of a legitimate monopoly.  
 

                                                      
1 See Michael Giberson and Lynne Kiesling, “The Need for Electricity Retail Market Reforms,” Regulation (Fall 2017); Lynne 
Kiesling, “Incumbent Vertical Market Power, Experimentation, and Institutional Design in the Deregulating Electricity 
Industry,” The Independent Review (Fall 2014).  

https://object.cato.org/sites/cato.org/files/serials/files/regulation/2017/9/regulation-v40n3-4.pdf
http://www.independent.org/pdf/tir/tir_19_02_04_kiesling.pdf
http://www.independent.org/pdf/tir/tir_19_02_04_kiesling.pdf


 

 

 

The telecommunications industry required a similar limitation, which some experts refer to as a “quarantine,” 
to unleash the innovation that helped take the U.S. from landlines to smart phones. The federal anti-trust suit 
that broke up AT&T in the early 1980s included a quarantine of monopoly telephone service in the U.S. limited 
to just local service. The quarantine was achieved by AT&T spinning off its local telephone service business to 
separate regional Bell Operating Companies (called the “Baby Bells”), which continued to be regulated 
monopolies. AT&T was then free to compete for long distance service. The competition prompted in part by 
the AT&T break-up led to lower prices and more choices for consumers.  
 
Establish an Independent Distribution System Operator.  An independent distribution system operator (IDSO) 
is needed to transition to a 21st century grid platform.2  A distribution utility that both owns and operates the 
grid has a conflict of interest that inhibits the development of consumer energy resources.  The utility earns a 
rate of return on its infrastructure (e.g., wires and transformers), so it has a financial interest in meeting 
demands through this infrastructure rather than consumer-based options like dynamic pricing alternatives or 
consumer-based resources like rooftop solar. 
 
The best way to address this conflict of interest is by splitting the ownership and operation of the distribution 
grid by creating an IDSO, a neutral party that plans and operates the grid3 while the utility would continue to 
own and maintain the grid.  Several wholesale electricity markets already use a similar split with independent 
system operators running the transmission grid and utilities owning and maintaining this infrastructure. 
 
Decouple monopoly utility revenues from sales.  Many monopoly utilities recover revenue for their fixed costs 
(e.g., maintaining distribution lines) through volumetric rates (i.e., cents per kilowatt-hour), creating a strong 
incentive to promote sales of electricity.  These utilities also have an incentive to discourage the use of 
consumer-based generation resources because the utilities recover less revenue when these are used.  This 
bias can be neutralized by decoupling a utility’s revenue recovery from its energy sales. Decoupling does not 
change how regulators calculate the amount of revenue utilities can recover. The policy simply enables 
regulators to periodically adjust the rates without having to do a full rate case, which takes an enormous 
amount of time and resources.  These adjustments help ensure that the utility recovers no more (or less) 
revenue than its regulator authorizes.4  They also make the utility agnostic on the business plans of the grid 
users (i.e., whether the plans will increase or decrease electricity throughput).   
 
Use more accurate electricity pricing.  A 21st century electric grid will use rates that send more accurate price 
signals and better allocate costs.  Electricity is most valuable at times of peak demand, but today’s rates are 
typically flat, bundling the various charges associated with electric service.  Advanced technologies such as 
digital smart meters enable rates that unbundle these charges and are based on the time and location of 
electricity use.  Such rates send better price signals about the costs of using the system and maximize the 
benefits of consumer-based energy resources.  Recent utility proposals to increase fixed or demand charges 
take us in the wrong direction because they do not vary by the amount of electricity consumed. 
 
Move towards a more competitive, cleaner, and cost-effective power system.  New energy technologies are 
poised to unleash a wave of innovation and greater consumer choice.  But they remain bogged down by a 
regulatory structure developed when Ford Model T cars were still in production.  It is time for these 
regulations to catch up with the 21st century and deliver the choice and value consumers want.   

                                                      
2 See Wellinghoff, Jon, James Tong, and Jenny Hu, 51st State of Welhuton (2015); Wellinghoff, et al., 51st State of Welhuton 
Addendum (2015). 
3 See 51st State of Welhuton Addendum. 
4 See Lazar, Jim, Frederick Weston, and Wayne Shirley, Revenue regulation and decoupling: A guide to theory and 
application, Regulatory Assistance Project (June 2011). 

https://www.raponline.org/knowledge-center/revenue-regulation-and-decoupling-a-guide-to-theory-and-application-incl-case-studies/
https://www.raponline.org/knowledge-center/revenue-regulation-and-decoupling-a-guide-to-theory-and-application-incl-case-studies/
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