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Electricity markets are often characterized as “deregulated” or “regulated,” but this 
dichotomous classification is an oversimplification. “Deregulation” of electricity markets is 
better characterized as market reform that brings about a shift in regulatory approach 
associated with a change in market structure away from vertically integrated monopoly 
utilities; it is not an elimination of regulation altogether. The Texas electricity market 
underwent such a shift with the passage of Senate Bill 7 in 1999. Utilities were first 
unbundled into retail energy providers, generators, and distribution and transmission 
utility companies before consumer choice commenced in January 2002. In the five years 
that followed, transitory provisions such as mandated price caps or “price-to-beat” rates 
were established to incentivize market entry and increase competition.  

 
In this study, we analyze monthly residential billing data for both competitive and non-
competitive market areas in the state of Texas to assess the impact of competition. We find 
that residential rates in competitive and non-competitive areas of Texas have behaved in a 
manner that is consistent with economic theory. More specifically, residential rates in 
competitive areas are highly reflective of wholesale rates, which suggests that electricity 
providers are minimizing costs in meeting market demands. By contrast, residential rates 
in non-competitive areas do not generally reflect wholesale rates. Furthermore, we find a 
shrinking gap between residential rates and wholesale rates in competitive areas, which is 
consistent with improvements in firm and market efficiency. This has not generally been 
the case in non-competitive areas. 
 
We also find that residential rates in areas with regional cooperatives tend to behave 
more similarly to those in competitive market areas. If this arises because cooperatives 
must effectively compete with outside entities for market access, the implication is that 
the introduction of market competition has spillover effects on some less competitive 
market areas.  
 
We also examined site-specific load and billing data for several large commercial 
consumers of electricity. This provides a more complete picture of electricity rates in the 
state of Texas across competitive and non-competitive areas since market reforms began. 
The data reveal that commercial electricity customers in non-competitive areas may be 
cross-subsidizing residential customers. Since commercial customers tend to have a lower 
price elasticity of demand, this may indicate price discrimination by local load-serving 
entities in non-competitive areas. A risk of such behavior comes if the cross-subsidies are 
large relative to the cost of on-site generation, and commercial customers install their own 
generation capabilities. In that case, residential rates may be forced to adjust upward so that 
the utility can cover its costs. 
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Figure ES1. Annual Residential Electricity Rates (1000kWh load, 2015$) and Wholesale 
Electricity Prices (2015$), 2002-2016* 
 

 
 
Data sources: Nominal data collected from the Texas PUC and ERCOT and converted to real  
2015$ using the US Consumer Price Index from the US Federal Reserve Database. 

*Note the data are annual averages so do not depict the seasonality in rates in some  
non-competitive areas. 
 
 
The data in Figure ES1 are annual averages of the inflation-adjusted (real) monthly 
residential billing data normalized by 1000kWh. The annual data graphically highlight 
some key results of the statistical analysis. To begin, they indicate that effective residential 
prices closely track wholesale price in the competitive market areas, but generally do not in 
non-competitive areas. The data also indicate that the residential rates were lower in 
competitive areas in 2016 than in 2002, but higher in non-competitive areas. In other 
words, real prices have generally declined since 2002 in competitive areas but increased in 
non-competitive areas. Of course, the rates to residential customers rose significantly in 
competitive areas relative to non-competitive areas through 2006 before beginning to 
track downward after 2008. This tends to closely match the patterns observed in wholesale 
prices, which tend to track natural gas prices in Texas. 
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Table ES1. Summary Statistics of Monthly Data  
 

 
 
Data Sources: Nominal data collected from the Texas PUC and ERCOT and converted to real 2015$ 
using the US Consumer Price Index from the US Federal Reserve Database. Calculations by authors. 

 
 
When averaged from 2002 to 2016, the price paid for electricity by residential consumers 
in competitive areas has been higher than that paid by residential consumers in non-
competitive areas, but this ignores the dynamics of price movements through time. Noting 
Table ES1, we see: 

• In 2002, the average price paid by residential customers in competitive areas was 
between two and three cents higher than the rates paid in non-competitive areas. 
This is before market reforms and retail competition could have had a material 
impact on the price paid by residential customers. 

• In 2016, the average price paid by residential customers in competitive areas was 
roughly equal, in aggregate, to the average price paid in non-competitive areas, with 
some competitive areas actually seeing rates below those in non-competitive areas. 
In fact, in all competitive areas prices declined from 2002 to 2016, but they 
increased in non-competitive areas over the same time period.  

• Wholesale price declined from 2002 to 2016, which is generally consistent with 
trends observed in natural gas markets in Texas and across the country. 

• The declines in residential prices in competitive areas from 2002 to 2016 were 
generally larger than the decline in wholesale price, which is consistent with 
efficiency gains and associated cost reductions for electricity service providers in a 
competitive market.  

  

Sample Average 
(Jan02-Dec16)

Std Deviation 
(Jan02-Dec16) 2002 Average 2016 Average

Rate Change 
(2002-2016)

SWPS 0.0967 0.0099 0.0835 0.1007 0.0171
SWEP 0.0856 0.0127 0.0823 0.0942 0.0119

Magic Valley 0.1069 0.0155 0.0910 0.0933 0.0023
Upshur 0.0948 0.0090 0.0814 0.1021 0.0208
Victoria 0.1110 0.0117 0.0957 0.1077 0.0120

Austin Energy 0.1032 0.0074 0.0993 0.1005 0.0013
CPS 0.0975 0.0095 0.0910 0.1055 0.0145

San Marcos 0.0986 0.0093 0.0867 0.0912 0.0045
AEP-CTX 0.1341 0.0250 0.1155 0.1047 -0.0108
AEP-NTX 0.1297 0.0288 0.1143 0.1019 -0.0124

Oncor 0.1228 0.0243 0.1090 0.0930 -0.0161
Reliant/CPT 0.1311 0.0247 0.1125 0.1021 -0.0104

TX-NM 0.1275 0.0220 0.1182 0.1000 -0.0182
Wholesale-West 0.0449 0.0214 0.0315 0.0216 -0.0099
Wholesale-South 0.0459 0.0232 0.0294 0.0239 -0.0055
Wholesale-North 0.0452 0.0217 0.0329 0.0219 -0.0110

Wholesale-Houston 0.0464 0.0234 0.0323 0.0237 -0.0086
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• The volatility of residential prices (measured by standard deviation) in competitive 
areas has been higher than in non-competitive areas. Moreover, price volatility in 
competitive areas has generally mirrored wholesale price volatility in competitive 
areas, but the same is not true in non-competitive areas. 

 
The changes in wholesale and residential prices from 2002 to 2016, and the patterns of 
volatility in the price series, support the notion that residential prices better reflect 
wholesale prices in competitive areas. This is consistent with electricity service providers 
acting to minimize costs in a competitive market and suggests that competitive markets 
have delivered what was intended. 
 
At the residential level, although prices were much higher in competitive areas than non-
competitive areas when reforms were first implemented, rates have fallen to a point of 
parity with non-competitive market areas. This outcome highlights the importance of 
evaluating market dynamics over time rather than focusing on sample averages, and 
indicates the gains from competition are material. Moreover, while wholesale electricity 
prices declined from 2002 to 2016, with a significant increase in the interim, the declines in 
residential prices in competitive market areas were generally larger than the declines in 
wholesale prices. This is consistent with a market where competitive electricity service 
providers are realizing efficiency gains and cost reductions. 
 
Overall, the changes in wholesale and residential prices from 2002 to 2016, and the 
patterns of price volatility, support the notion that retail prices clearly reflect wholesale 
prices in competitive market areas. Indeed, our analysis consistently indicates a positive 
and statistically significant relationship between wholesale price and residential price 
across competitive market areas. This result suggests that competitive markets have 
delivered what was intended.  
 


