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Foreword to F P Sioshansi (ed) Evolution of Global Electricity Markets, Academic Press, 2013, pp xxvii – xxx.

Electricity market reform was intended to increase the role of market forces throughout the electricity sector, and correspondingly to reduce the role of political forces. The main components were private ownership, restructuring, competition and incentive regulation. These were to replace state ownership and control in a monopoly sector characterised by political rather than economic decisions, inefficiency, a cost-plus mentality, and unresponsiveness to the wishes of consumers.
Properly implemented, this reform could be expected to bring greater productive efficiency – better planned and implemented capital expenditure, and lower operating costs. There would be greater responsiveness to customer preferences – improved reliability and better customer service. The ability to choose supplier would stimulate a greater variety of tariffs, contractual terms and methods of payment. Across the board there would be more innovation.

What about prices? They could be expected to be more cost-reflective. Where prices already reflected costs, and competition and/or regulation was effective in driving costs down, then prices would fall in real terms. But where prices were initially below costs, or where competition and/or regulation was ineffective, prices could be expected to increase. And there’s the rub: what would be the outcome in each particular case?
Sioshansi and Pfaffenberger (2006)
 painted the picture in more than a dozen countries after some 15 years of electricity market reform. Some countries took the plunge, some paddled at the edges, some stayed out of the water. What were the outcomes? Broadly speaking, the predictions proved correct. Politics were by no means absent, but economic factors played a greater role than before. New investment took place, sometimes on an unprecedented scale. Efficiency, responsiveness and innovation improved. Properly specified, the predictions about prices also proved correct. Not all prices fell, but neither could they have been expected to do so. Some prices needed to rise if they were to reflect costs.

Of course, it was all more complex than this. There was often a great deal of uncertainty and controversy. Does a particular increase in wholesale price reflect the removal of a previous policy that held prices below cost, or an increase in underlying costs, or a shift in demand, or the recognition of a scarcity that requires a higher price to bring forth the necessary capacity? Or does it reflect the exercise of market power by generators, or inappropriate rules used to calculate market price, or lax regulation? In some cases these questions remained unanswered.
Nonetheless, Paul Joskow’s Introduction to the 2006 Volume noted the emergence of a “textbook model” for electricity reform. We could begin to see which countries had followed the model, and to what extent. We could also assess their performance in the light of it, bearing in mind the initial conditions just noted. Broadly speaking, the textbook model seemed the way to go.
Two years later, Sioshansi (2008)
 provided more information and evidence, looking in more detail at “design, implementation and performance”. It became even more apparent that the road to reform was a rocky one. Some countries were still making progress towards the textbook model. And there was some attempt to extend reform from local or national markets to regional or international markets. But some markets were falling by the wayside, others were bedevilled by problems of insufficient restructuring or inadequate design. It also became apparent that design and implementation could be more complex than the textbook model implied. Was a capacity mechanism needed? How to incorporate demand participation and distributed generation? Maybe there were multiple roads to reform, multiple textbook models.
Nevertheless, despite the additional complexity of the issues related to restructuring and regulation, there seemed no serious challenge to the fundamental drivers of reform, namely private ownership and competition. Evidence was adduced from Texas and Australia, in particular, to suggest that concerns about resource adequacy were overplayed. Nuclear energy was not yet an issue. Yet, in retrospect, subsidised and/or mandated renewables were being deposited like cuckoos in many market nests. And on the horizon appeared global climate change, that small cloud as yet no bigger than a man’s hand, presaging the storm to come. 
Here we are, another five years later. What does the present volume tell us about the state of affairs and of reform in the world’s electricity markets today? 
In the United States, most of the regional power systems have accepted reform and created competitive wholesale markets, though the design and implementation of capacity markets remain a work in progress. The retail sector – that last bastion of political resistance to reform – is now somewhat more open to competition. Perhaps about half the US population can now choose their supplier, but whether retail markets will extend further is as yet uncertain. Texas, the leader in US retail markets, also has a vigorous energy-only market that calls into question the arguments for capacity markets. In addition, Texas seems to have taken in its stride the challenge of significant renewables and transmission expansion. In contrast, California has abandoned the textbook model and reverted to central planning. 
Canada’s electricity market remains fragmented. Alberta is still swimming well and Ontario has made some effort, but most other provinces have not ventured into the water. Vertically integrated incumbents, particularly Government-owned hydropower companies, have been preferred to competition. Political factors have prevented regional integration in Canada, though the case for it is argued herein. 
Latin America, like Canada, has very diverse electricity sectors. Some countries are untouched by reform, but markets continue to develop in Chile, Colombia and Peru. Brazil began to reform but has increasingly reverted to central planning. Argentina, once at the very forefront of reform, is systematically undermining the market, not only in electricity. Across Latin America, again as in Canada, political differences have precluded any significant regional integration. 
Australia’s reform continues, with Victoria still the leader. Retail markets are very active. There is increasing evidence of the advantages of private over public ownership. Support for privatisation may be increasing, even in New South Wales. But as elsewhere, political involvement has hindered a more effective national market. New Zealand is described as drifting in a regulatory vacuum.

Asia is positively dispiriting. Japan: reform still under consideration, and with nuclear obviously an issue. Korea: reform frustrated. India: reform too difficult, though little pockets of market are emerging. China: reform postponed. Russia: reform repealed. Where prices are held below costs, reform offers few attractions to customers. But how long can the costs of such subsidies be sustained?
In Europe, a common energy framework and policy have been actively developed. New transmission links are gradually impacting on wholesale markets. Retail markets are slowly evolving. Norway and Sweden (not discussed in this volume) appear to be doing well. Yet France, still dominated by an unrestructured and predominantly state-owned incumbent, has no more than a toe in the water of market reform, seemingly only for form’s sake. Politically determined prices of nuclear energy are argued to preclude further reform. Germany struggles with political decisions on nuclear and renewables. The UK is characterised by ever more challenging targets for renewables and carbon; concerns about security of supply that seem to be created or exacerbated by government policy; active government involvement in detailed market design, not least of a capacity mechanism and related contracts; increasing subsidy for renewables and the prospect of subsidy on an unprecedented scale for nuclear; and the prospect of retail market regulation that will virtually extinguish retail competition.
In sum, the beacons of electricity market reform shine brightly in Texas and Victoria. They continue to burn in several other states in the US and Australia, and in Chile, Colombia and Peru. The lights are flickering, nearly extinguished, or as yet unlit, in most of Asia. Africa remains the Dark Continent. And Europe? In 1914, Sir Edward Grey remarked that, “The lamps are going out all over Europe. We shall not see them lit again in our time.” The European picture is mixed. But what was once the first and brightest lamp of all is indeed being dismantled, and not because it failed to provide good light. 
Where it was implemented, electricity market reform, based on private ownership and competitive markets, has generally achieved what was predicted for it. And it could continue to do so. Many economists would argue that, with an appropriate framework of carbon taxes or property rights, competitive markets could meet the challenge of climate change along with the challenge of technological innovation. Indeed, competitive markets could adapt to, and help to shape, the future needs of customers in a more efficient way, providing investment to meet demand with less dependence on expensive and problematic renewables, and a less erratic role for nuclear. Andrew Reeves’ excellent Preface to this volume outlines in more detail many of the challenges and needed responses. 

At the same time, Jean Michel Glachant’s stimulating Epilogue forcefully reminds us that the energy world is inevitably characterised by unexpected developments. In the event, hopes and fears – not all obviously realistic - about security of supply, renewables, nuclear and climate change have led governments to superimpose their own ideas on electricity market reform. They now intend to provide direction and supervision of the electricity sector. We must assume that this will be consistent with government direction and supervision of that sector in the past – there is no reason to suppose that leopards can change their spots. The consequence will be electricity bills and/or taxes higher than they otherwise would be. Thanks to electricity market reform, and the increased transparency that it has brought, the causal links are now clearer than they were before. Businesses and voters are already expressing concerns about rising electricity bills. These concerns will grow. In response to political pressures, governments will increasingly reconsider their policies. We may hope that the lamps of European electricity market reform will be lit again in our time.
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