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“ T he  e x cl u s iv e  p riv il e g e s  o f  co rp o rat io n s ,  s t at u t e s  o f  
ap p re n t ice s hip ,  an d  al l  t ho s e  l aws  which re s t rain ,  in  
p art icu l ar e m p l o ym e n t s ,  t he  co m p e t it io n  t o  a s m al l e r 
n u m be r t han  m ig ht  o t he rwis e  g o  in t o  t he m ,  hav e  t he  
s am e  t e n d e n cy. . .  T he y are  a s o rt  o f  e n l arg e d  
m o n o p o l ie s ,  an d  m ay f re q u e n t l y,  f o r ag e s  t o g e t he r,  . . .  
k e e p  u p  t he  m ark e t  p rice  o f  p art icu l ar co m m o d it ie s  
abo v e  t he  n at u ral  p rice ,  an d  m ain t ain  bo t h t he  wag e s  o f  
t he  l abo r an d  t he  p ro f it s  o f  t he  s t o ck  e m p l o ye d  abo u t  
t he m  s o m e what  abo v e  t he ir n at u ral  rat e .  Su ch 
e n han ce m e n t s  o f  t he  m ark e t  p rice  m ay l as t  as  l o n g  as  
t he  re g u l at io n s  o f  p o l ice  which g iv e  o ccas io n  t o  t he m . ”   
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E c o n o m is t s  h a v e  d e v o t e d  a t t e n t io n  t o  t h e  e c o n o m ic s  o f  r e g u l a t io n  f o r  a  l o n g  t im e . 

E v e n  t h e  f o u n d e r  o f  m o d e r n  e c o n o m ic s ,  A d a m  S m it h ,  d e v o t e d  c o n s id e r a b l e  p a r t  o f  h is  
f a m o u s  w o r k  ( b o o k  I V  o f  t h e  W e a l t h  o f  N a t io n s )  t o  r e g u l a t io n  is s u e s ,  e s p e c ia l l y  t o  s h o w in g  
h o w  s p e c ia l  p r iv il e g e s  m ig h t  e n r ic h  t h e  m e r c h a n t ,  b u t  im p o v e r is h  t h e  g e n e r a l  p u b l ic . 
 P r io r  t o  1970 s  t h e  e c o n o m ic s  o f  r e g u l a t io n  w a s  f o c u s e d  m o s t l y  o n  a n t it r u s t  r e g u l a t io n . 
I n  1962,  C h ic a g o  e c o n o m is t  G e o r g e  S t ig l e r  a l o n g  w it h  C l a ir e  F r ie d l a n d  w r o t e  a  c l a s s ic  p a p e r  
o n  s t a t e  r e g u l a t io n  o f  e l e c t r ic  u t il it ie s . T h e y  s u r p r is e d  m a n y  e c o n o m is t s  w it h  t h e ir  a n s w e r  t o  
a n  a b s u r d l y  s im p l e  q u e s t io n :  D o  t h e  v a r io u s  s t a t e  r e g u l a t o r y  a g e n c ie s  a c h ie v e  t h e ir  in t e n d e d  
o b j e c t iv e  o f  l o w e r in g  t h e  c o s t  o f  e l e c t r ic it y ?  S t ig l e r  a n d  F r ie d l a n d  p r o v e d  t h e ir  “ in a b il it y  t o  
f in d  a n y  s ig n if ic a n t  e f f e c t s  o f  r e g u l a t io n  o f  e l e c t r ic  u t il it ie s ” .2 
 I n  1971 S t ig l e r  p u b l is h e d  h is  s e m in a l  w o r k  o n  r e g u l a t io n .3 A c c o r d in g  t o  S t ig l e r ,  
r e g u l a t io n  h a s  t w o  s u b s t a n t ia l  c o n s e q u e n c e s :  it  r e a l l o c a t e s  w e a l t h  a n d  it  im p o s e s  d e a d w e ig h t  
c o s t s  o n  t h e  e c o n o m y . I n t e r e s t  g r o u p s  d e m a n d  r e g u l a t o r y  a c t io n s  f r o m  t h e  g o v e r n m e n t ,  a n d  
t r y  n o t  t o  p u r s u e  “ p u b l ic  in t e r e s t ”  g o a l s ,  b u t  r a t h e r  t o  g e t  t h e  g o v e r n m e n t  t o  im p o s e  
r e g u l a t io n s  t h a t  b e n e f it  t h e s e  g r o u p s  a t  t h e  e x p e n s e  o f  o t h e r s . “ W h e n  a n  in d u s t r y  r e c e iv e s  a  
g r a n t  o f  p o w e r  f r o m  t h e  s t a t e ,  t h e  b e n e f it  t o  t h e  in d u s t r y  w il l  f a l l  s h o r t  o f  t h e  d a m a g e  t o  t h e  
r e s t  o f  t h e  c o m m u n it y .” 4 P o l it ic ia n s  s u p p l y  r e g u l a t o r y  a c t io n s ,  n o t  t o  a m e l io r a t e  m a r k e t  
im p e r f e c t io n s  a s s o c ia t e d  w it h  a  n a t u r a l  m o n o p o l y  o r  t o  in c r e a s e  a g g r e g a t e  s o c ia l  w e l f a r e ,  b u t  
                                                 
1 Smith, Adam: The Wealth of Nations, The University of Chicago Press, Chicago 1976, p. 69. 
2 B eck er, G ary S. and Nashat B eck er, G u ity: The E conomics of L ife, M cG raw -H ill, 1997, p. 3 0 9. 
3 Stigler, G eorge J .: “ The Theory of E conomic R egu lation” , B ell J ou rnal of E conomics and M anagement 
Science, 2 ( 1) , Spring, pp. 3 -2 1. 
4 Ibid., p. 10 . 
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r a t h e r  t o  r e s p o n d  t o  t h e  d e s ir e s  o f  in t e r e s t  g r o u p s  t h a t  a r e  in  a  p o s it io n  t o  d e l iv e r  b e n e f it s  t o  
t h e  p o l it ic ia n s  ( f o r  e x a m p l e  in c r e a s in g  t h e ir  p r o b a b il it y  o f  b e in g  r e e l e c t e d ) . T h e  s c o p e  a n d  
c h a r a c t e r  o f  t h e  r e g u l a t o r y  a c t io n s  r e f l e c t  t h e  in t e r e s t s  o f  t h o s e  g r o u p s  t h a t  a r e  in  t h e  b e s t  
p o s it io n  t o  in f l u e n c e  p o l it ic ia n s . S t ig l e r  m o d e l e d  r e g u l a t io n  “ a s  a  p r o f it -s e e k in g  e n t e r p r is e  in  
w h ic h  s e l f -in t e r e s t e d  g r o u p s  a n d  in d iv id u a l s  a t t e m p t  t o  g a in  v ia  t h e  u s e  o f  c o e r c io n .” 5 
 B e f o r e  S t ig l e r ´ s  c o n t r ib u t io n ,  t h e  v a s t  m a j o r it y  o f  e c o n o m is t s  s h a r e d  t h e  id e a  t h a t  
g o v e r n m e n t  r e g u l a t io n  w a s  in s t it u t e d  p r im a r il y  t o  p r o t e c t  a n d  t o  b e n e f it  t h e  g e n e r a l  p u b l ic ,  
a n d  t h a t  it  r e p r e s e n t e d  a  s o c ia l  r e s p o n s e  t o  v a r io u s  k in d s  o f  “ m a r k e t  f a il u r e s ” . H is t o r ic a l  f a c t s ,  
h o w e v e r ,  a r e  d if f e r e n t . T h e  d e v e l o p m e n t  o f  e l e c t r o e n e r g y  a n d  t e l e c o m m u n ic a t io n s  a t  t h e  s t a r t  
o f  20 t h  c e n t u r y  w a s  s im il a r . T h e s e  n e t w o r k  in d u s t r ie s  w e r e  n o t  o r ig in a l l y  m o n o p o l ie s ,  a n d  
t h e y  w e r e  n o t  n a t u r a l  m o n o p o l ie s  a t  a l l .6 B u s in e s s  p e o p l e ,  t w o  c h ie f s  o f  l e a d in g  c o m p a n ie s  a t  
t h a t  t im e ,  C h ic a g o  C o m m o n w e a l t h  E d is o n  a n d  A T & T ,  in v it e d  t h e  g o v e r n m e n t  t o  s u p e r v is e  
e l e c t r o e n e r g y  a n d  t e l e c o m m u n ic a t io n  in d u s t r ie s  in  o r d e r  t o  t o  s e c u r e  a  l o n g -t e r m  m a r k e t  s h a r e  
f o r  t h e ir  c o m p a n ie s . T h e y  in it ia t e d  t h e  l a t e r  e s t a b l is h m e n t  o f  r e g u l a t io n  a g e n c ie s  f o r  
in d iv id u a l  in d u s t r ie s ,  a d m in is t r a t iv e  m a r k e t  s h a r in g ,  a n d  t h e  r is e  o f  r e g io n a l  a n d  l o c a l  
m o n o p o l ie s . S t ig l e r  c o n s id e r e d  m o d e r n  e c o n o m ic  r e g u l a t io n  t o  b e  “ m e r c a n t il is m  in  a  n e w  
c o s t u m e ,  s t il l  m a s q u e r a d in g  a s  p u b l ic  in t e r e s t .” 7 
 A n o t h e r  s u b s t a n t ia l  c o n t r ib u t io n  t o  t h e  e c o n o m ic  r e g u l a t io n  t h e o r y  w a s  m a d e  b y  S a m  
P e l t z m a n  in  1976.8 P e l t z m a n  p r o v e d  t h a t  p o l it ic ia n s  “ s e l l ”  r e g u l a t io n  t o  t h e  h ig h e s t  “ b id d e r , ”  
in  a  m a r k e t  w h e r e  “ b id s ”  t a k e  t h e  f o r m  o f  m o n e y  b r ib e s ,  v o t e s  a n d  o t h e r  r e s o u r c e s  v a l u a b l e  t o  
p o l it ic a l  d e c is io n  m a k e r s . P e l t z m a n  a d m it e d  t h e  p o s s ib il it y  t h a t  g o v e r n m e n t  r e g u l a t io n  d o e s  
n o t  h a v e  t o  b e  s o l e l y  a f f e c t e d  b y  p r o d u c e r  in t e r e s t . T h is  is  w h y  g o v e r n m e n t  r e g u l a t io n  is  
u s u a l l y  d e s ig n e d  t o  a p p e a l  t o  b o t h  t h e  o r g a n iz e d  p r o d u c e r  a n d  t h e  o r g a n iz e d  c o n s u m e r  
in t e r e s t s . N o t  a l l  p r o d u c e r s  a n d  n o t  a l l  c o n s u m e r s  b e n e f it  f r o m  a  p a r t ic u l a r  r e g u l a t io n ,  b u t  
r a t h e r  t h e  s u b g r o u p s  t h a t  a r e  a b l e  t o  p u s h  t h r o u g h  t h e  r e g u l a t io n  in  s u c h  a  f o r m ,  t h a t  it  f it s  
                                                 
5 Anderson, G ary M .:”  The E conomic Theory of R egu lation”  in The E lgar Companion to Au strian E conomics, 
E dited b y Peter J . B oettk e, E dw ard E lgar, Cheltenham, UK , 1998 . 
6 Sammu el I nsu ll, the president of National E lectric L ight Association ( in Z aj icek , M iroslav: Competition w ithin 
Cz ech G as I ndu stry, L ib eralni I nstitu t, Pragu e 1999, pp. 75 -76)  and at the same time the head of an electricity 
company Chicago Commonw ealth E dison operating on the competitive mark et, gave a presidential address on 
J u ne 7 t h  18 98 , in w hich he proposed the third w ay b etw een socialism and predatory competition ( in B radley, 
R ob ert J ., J r.: “ The O rigin of Political E lectricity – M ark et F ailu re or Political O pportu nism? ” , E nergy L aw  
J ou rnal, V ol. 17/ 5 9, 1996)  “ The b est services for the low est prices can b e achieved… b y ex clu sive control of a 
certain territory that w ill b e concentrated in the hands of the only electricity company… To protect pu b lic these 
ex clu sive licences have to b e connected w ith pu b lic inspection and complete regu lation of all prices for 
services… The higher secu rity w ill b e provided the low er w ill b e interests and total costs. Conseq u ently prices 
for su pplied services w ill b e low er for pu b lic as w ell as pu b lic consu mers.”  All these argu ments are alive and are 
freq u ently u sed b y su pporters of regu lation still today. B y 1915  regu lation agencies w ere estab lished in 3 3  of the 
US states. A similar role to the one Sammu el I nsu ll played in electroenergy w as played b y the head of AT& T 
Theodore New ton V ail in telecommu nications. H e w as convinced that telephones shall connect each u ser w ith 
someb ody else. Universal service w as his term for this concept. V ail started to b u y ou t his competitors. B ecau se 
Sherman Act w as valid since 18 90 , V ail w as afraid of b eing b lamed for monopoliz ation. V ail changed his 
strategy, declared that competition w ithin telecommu nications did not lead to u niversal service development, b u t 
rather to inefficient du plication of mu tu ally disconnected telecommu nication netw ork s. I n 1913  an agreement 
w as signed b y the government and AT& T, k now n as the K ingsb u ry commitment. Conseq u ently the 
telecommu nication mark et w as commercially divided and local monopolies arose. Su ch w as the start of the end 
of competition in telecommu nications. The end w as closely connected to the passing of the Commu nication Act 
in 193 4  and the fou ndation of the F ederal Commu nications Commission ( F CC) . ( in Stastny, D an: “ ( D on´ t)  B e 
afraid of monopolies! ” , Terra L ib era, Nov. 2 0 0 0 , pp. 1-3 )  
7 H igh, J ack : “ R egu lation as a Process: O n the Theory, H istory, and D octrine of G overnment R egu lation”  in 
Au strian E conomics: Perspectives on the Past and Prospects for the F u tu re, ( Champions of F reedom, V ol. 17) , 
edited b y R ichard M . E b eling, H illsdale College Press, H illsdale, M ichigan, 1991, p. 2 68 . 
8 Peltz man, Sam: “ Tow ard a M ore G eneral Theory of R egu lation” , J ou rnal of L aw  and E conomics, 19, Au gu st 
1976, pp. 2 11-2 4 0 . 
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w it h  t h e ir  in t e r e s t s . R e g u l a t o r s  a l l o c a t e  b e n e f it s  a c r o s s  o r g a n iz e d  p r o d u c e r  a n d  c o n s u m e r  
g r o u p s  s o  t h a t  t h e  r e g u l a t o r s ´  t o t a l  u t il it y  is  m a x im iz e d . A c c o r d in g  t o  P e l t z m a n ,  a l l  p o l it ic a l l y  
e f f e c t iv e  g r o u p s  s h a r e  t h e  r e n t s  a t  t h e  r e g u l a t o r ´ s  d is p o s a l . 
 T h e  e f f e c t  o f  in t e r e s t  g r o u p  c o m p e t it io n  o n  t h e  e c o n o m ic  e f f ic ie n c y  o f  g o v e r n m e n t  
r e g u l a t io n  w a s  p r e s e n t e d  b y  a n o t h e r  C h ic a g o  e c o n o m is t  G a r y  B e c k e r .9 B e c k e r  a d d s  a  
s ig n if ic a n t  l im it a t io n  t o  t h e  in e f f ic ie n c y  o f  t h e  r e g u l a t io n . H e  a s s u m e s  t h a t  g r o u p s  e x e r t  
p r e s s u r e  o n  p o l it ic ia n s  in  o r d e r  t o  o b t a in  b e n e f it s  f o r  t h e m s e l v e s  o r  t o  e x e m p t  t h e m s e l v e s  
f r o m  p a y in g  b e n e f it s  t o  o t h e r s . T h e  a c t u a l  r e g u l a t o r y  r e g im e  a t  a n y  g iv e n  t im e  r e p r e s e n t s  a n  
e q u il ib r iu m  in  t h e  c o m p e t it io n  b e t w e e n  t h e s e  o p p o s in g  f o r c e s .10  C o m p e t it io n  b e t w e e n  
p r e s s u r e  g r o u p s  c o n t r ib u t e s  t o  t h e  s u r v iv a l  o f  p u b l ic  p o l ic ie s  t h a t  r a is e  o u t p u t  in  t h e  l o n g  r u n .  
 B o t h  B e c k e r  a n d  P e l t z m a n  r e c o g n iz e d  t h a t  t h e  c o n t in u a t io n  o f  a  g iv e n  r e g u l a t o r y  
r e g im e  r e q u ir e s  a  c o n t in u in g  in v e s t m e n t  o f  r e s o u r c e s  b y  it s  b e n e f ic ia r e s  a s  t h e y  l o b b y  t o  f ig h t  
o f f  a t t e m p t s  o n  t h e  p a r t  o f  a n t i-r e g u l a t o r y  in t e r e s t s  t o  r e d u c e  t h e  r e g u l a t o r y  b u r d e n . 
 B o t h  P e l t z m a n  a n d  B e c k e r  e x t e n d e d  t h e ir  e c o n o m ic  t h e o r y  o f  r e g u l a t io n  t o  t h e  
p r o b l e m  o f  d e r e g u l a t io n . T h e y  a s s u m e d  t h a t  g o v e r n m e n t  r e g u l a t io n  o f  p a r t ic u l a r  in d u s t r ie s  
t e n d s  t o  r e l a x  in  c a s e s  w h e r e  m a r g in a l  b e n e f it s  o r  m a r g in a l  c o s t s ,  o r  b o t h  a t  t h e  s a m e  t im e ,  
s h if t  in  r e l a t io n  t o  r e l e v a n t  in t e r e s t  g r o u p s  o n  e it h e r  s id e  o f  t h e  p o l ic y . T h e  m o s t  s ig n if ic a n t  
e x a m p l e s  o f  d e r e g u l a t io n  in  t h e  p a s t  w e r e  m a r k e d  b y  a  d e c l in e  in  t h e  m a r g in a l  b e n e f it s  f r o m  
r e g u l a t io n  f o r  p r o d u c e r s  a n d  a n  in c r e a s e  in  m a r g in a l  c o s t s  f o r  c o n s u m e r s . T h is  f a c t  s h if t e d  t h e  
p o l it ic a l  e q u il ib r iu m ,  w h ic h  e v o k e d  a  c h a n g e  in  t h e  r e g u l a t o r y  r e g im e  – t h e  r e -r e g u l a t io n . 
 R e g u l a t io n  w a s  a n  in t e r e s t in g  t o p ic  d is c u s s e d  d u r in g  t h e  1s t  m e e t in g  o f  t h e  M o n t  
P e l e r in  S o c ie t y  in  A p r il  1947. T h e r e  w a s  a  s e s s io n  e n t it l e d  “ F r e e  E n t e r p r is e  o r  C o m p e t it iv e  
O r d e r ? ”  in  w h ic h  H a y e k  r e a d  t h e  m a in  p a p e r .11 A  v e r y  s t im u l a t in g  d is c u s s io n  f o l l o w e d  w it h  
t h e  p a r t ic ip a t io n  o f  m a n y  f o r m e r  d is t in g u is h e d  S o c ie t y ´ s  m e m b e r s . C o n t r o v e r s y  a b o u t  
r e g u l a t io n ,  s p e c if ic a l l y  a n t it r u s t ,  b e t w e e n  C h ic a g o  e c o n o m is t s  a n d  t h e ir  a s s o c ia t e s  o n  o n e  s id e  
a n d  A u s t r ia n  e c o n o m is t s  o n  t h e  o t h e r  s id e ,  h a s  a l r e a d y  a p p e a r e d .12 T h e  e c o n o m ic  t h e o r y  o f  
                                                 
9 B eck er, G ary. S: “ A Theory of Competition among Pressu re G rou ps for Political I nflu ence” , Q u arterly J ou rnal 
of E conomics, 98 , Au gu st 198 3 , pp. 3 71-4 0 0 . 
10  „ B eck er´ s k ey argu ment is that u nder these conditions deadw eight losses are a constraint on inefficient 
regu latory policies. D eadw eight loss is the w inner´ s gain from the regu lation minu s the loser´ s loss. These gains 
and losses are w hat motivate the competing pressu res on the political process. Therefore rising marginal 
deadw eight costs redu ce the incentive to pu rsu e more regu lation and pow er the incentive to oppose it as w ell, 
from the perspective of the respective interest grou ps. I n other w ords, the regu latory ou tcomes w hich redu ce 
deadw eight cost ( economic w aste)  tend to dominate b ecau se redu cing deadw eight cost mak es siz e of the “ pie” , 
for distrib u tion b etw een competing pressu re grou ps b igger. R ational self-interest on the part of the competing 
pressu re grou ps tends to force more efficient ou tcomes.“  ( in The E conomic Theory of R egu lation b y G ary M . 
Anderson in The E lgar Companion to Au strian E conomics, E dited b y Peter J . B oettk e, E dw ard E lgar, 
Cheltenham, UK , p. 2 96)  
11 F rom the e-mail message “ Au strian vs. M ainstream V iew s on Antitru st”  posted b y R ichard E b eling on 
m is e s . o r g  on Sept. 4 , 2 0 0 1, at 18 :18 . 
12 L u dw ig M ises said at one point: „ I f it is tru e, as has b een su ggested, that I  am defending the orthodox y of the 
18 t h  centu ry, then it is tru e that I  am defending it against the orthodox y of the 17 t h  centu ry. … I nterventionists all 
w anted different types of intervention. Therefore they thou ght they w ere in opposition. … We are discu ssing 
monopolies from the view point that governments are against monopolies, b u t they are not… “  
 L ionel R ob b ins then said: „ We agree w ith Professor M ises that most of the interventions of the state in 
regard to the w ork ing of the mark et mechanism has b een b ad… “  And finally added: „ I t w as an essential 
principle of the idea of a competitive society that freedom of contract shou ld not b e allow ed to destroy freedom 
of contract… “  
 M ises replied, cu rtly: „ All the trou b les w ith monopoly springs from the w ay in w hich government 
policy is fostering monopoly. Why do people attack  monopoly b u t not the patent law , tariffs, etc.? “  
 M ises later: „ Shou ld society b e b ased on pu b lic ow nership, or private?  There is nothing b etw een them 
w hich is permanently possib le for society. I  am in favor of private enterprise. I f consu mers b u y something, so 
that a firm increases in siz e, I  don´ t w ant someone to come along and prevent them from enj oying the resu lts of 
this… “  
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r e g u l a t io n  is  a  p r o d u c t  o f  t h e  C h ic a g o  s c h o o l . O f  c o u r s e ,  it  is  b a s e d  o n  m e t h o d o l o g ic a l  
in d iv id u a l is m  a n d  it  e x t e n d s  m a r k e t  r e a s o n in g  t o  t h e  p r o b l e m  o f  e x p l a in in g  t h e  b e h a v io r  o f  
g o v e r n m e n t  a c t o r s  a s  r a t io n a l ,  s e l f -in t e r e s t e d  a g e n t s . T h is  a p p r o a c h  is  g e n e r a l l y  c o n s is t e n t  
w it h  t h e  A u s t r ia n  e c o n o m ic  t h e o r y . H o w e v e r ,  d if f e r e n c e s  in  o p in io n  b e t w e e n  t h e s e  s c h o o l s  o f  
e c o n o m ic s  s u r v iv e  f o r  m o r e  t h a n  50  y e a r s  a n d  t h e  c o n t r o v e r s y  c o n t in u e s . C o m p e t it io n  o f  
id e a s  w a s  t o  t h e  b e n e f it  o f  b o t h  C h ic a g o  a n d  A u s t r ia n  s c h o o l s . N e v e r t h e l e s s ,  f r e e  c o m p e t it io n  
in  id e a s  is  o f  g r e a t e r  b e n e f it  t h a n  t h e  r e g u l a t e d  o n e ,  a l t h o u g h  “ r a t io n a l .”  
 
 
II. C a l i f o r n i a n  d e r e g u l a t i o n  t r a p  

 
N o  c a s e  o f  d e r e g u l a t io n  e v e r  r a is e d  m o r e  in t e r e s t  a n d  c o m m e n t  f r o m  t h e  m e d ia  t h a n  

t h e  C a l if o r n ia n  o n e . N o  w o n d e r . I f  e c o n o m ic  p r o c e s s e s  c h a n g e  t h e  u s u a l  l if e s t y l e ,  o r  e v e n  
t a k e  it  s e v e r a l  d e c a d e s  b a c k ,  t h e n  j o u r n a l is t s  a n d  p o l it ic ia n s  h a v e  t o  r e a c t  s o m e h o w . F r o m  
t h e ir  p o in t  o f  v ie w ,  it  w a s  t h e  1996 e l e c t r ic it y  in d u s t r y  d e r e g u l a t io n  t h a t  c a u s e d  b l a c k o u t s  in  
A m e r ic a ’ s  l a r g e s t  a n d  r ic h e s t  s t a t e . A c c o r d in g  t o  m o s t  o f  t h e m ,  t h is  w a s  j u s t  a n o t h e r  e x a m p l e  
o f  h o w  m a r k e t s  c a n n o t  o p e r a t e  w it h o u t  p r o p e r  r e g u l a t io n . P o l it ic ia n s  r e c o g n iz e d  t h a t  it  w a s  
t h e ir  r e s p o n s ib il it y  t o  s o l v e  t h e  p r o b l e m ,  a n d  s u g g e s t e d  f u r t h e r  r e g u l a t io n  o f  t h e  d e r e g u l a t e d  
a n d  c o l l a p s in g  C a l if o r n ia n  e l e c t r ic it y  m a r k e t . 

W h a t  e x a c t l y  d id  t h e  C a l if o r n ia n  e l e c t r ic it y  d e r e g u l a t io n  in v o l v e ?  T h e  s t a t e  
g o v e r n m e n t  f r e e d  t h e  w h o l e s a l e ,  b u t  n o t  t h e  r e t a il  p r ic e s . M o r e o v e r ,  t h e  s t a t e  p r o h ib it e d  
u t il it ie s  f r o m  c l o s in g  l o n g -t e r m  p u r c h a s e  c o n t r a c t s ,  in s t e a d  r e q u ir in g  t h e m  t o  b u y  p o w e r  o n  
t h e  s p o t  m a r k e t  t h r o u g h  t h e  m o n o p o l y  s t a t e  a g e n c y ,  c a l l e d  t h e  I n d e p e n d e n t  S y s t e m  O p e r a t o r  
( I S O ) . I S O  t o o k  o v e r  o p e r a t io n a l  c o n t r o l  o f  C a l if o r n ia ’ s  e l e c t r ic it y  t r a n s m is s io n  g r id . T h e r e  
e x is t s  a  m a n d a t o r y  b id d in g  p o o l ,  in  w h ic h  a l l  t h e  s e l l e r s  o f  e l e c t r ic it y  a r e  p a id  t h e  p r ic e  o f  t h e  
l a s t  b id d e r  a b l e  t o  m e e t  t h e  t o t a l  d e m a n d . T h is  b id d e r ,  o f  c o u r s e ,  o f f e r s  t h e  h ig h e s t  p r ic e . T h e  
l a w  b a s ic a l l y  c r e a t e d  a  m ic r o -m a n a g e d  p s e u d o -m a r k e t ,  in  w h ic h  t h e  s u p p l ie r s  o f  e l e c t r ic it y  
h a d  t h e  a b il it y  a n d  in c e n t iv e  t o  m a n ip u l a t e  p r ic e s  t o  t h e ir  a d v a n t a g e . T h e  l a r g e s t  c u s t o m e r s  – 
u t il it ie s  – w e r e  f o r b id d e n  t o  s h o p  f o r  b e t t e r  p r ic e s . A  s y s t e m  o f  t h is  s o r t  n a t u r a l l y  e f f e c t e d  a n  
in c r e a s e  in  e l e c t r ic it y  p r ic e s . 

T h e  “ d e r e g u l a t io n  l a w ”  s e t  u p  u n b e l ie v a b l y  h ig h  c h a r g e s  f o r  c o v e r in g  s t r a n d e d  c o s t s . 
T h e s e  c o s t s  w e r e  d e t e r m in e d  b y  t h e  f o r m e r  s y s t e m  o f  r e g u l a t o r y  r u l e s  f o r  t h e  e l e c t r ic it y  
in d u s t r y  w h e n  p o w e r  g e n e r a t io n  w a s  a l s o  a n  o b j e c t  o f  d ir e c t  r e g u l a t io n . T h e  m a n d a t o r y  
c h a r g e s  w e r e  s u p p o s e d  t o  c o v e r  t h e  f o r m e r  l o s s -m a k in g  in v e s t m e n t s . 

T h e  “ d e r e g u l a t io n  l a w ”  h a s  p r e s e r v e d  t h e  o b l ig a t io n  t o  p r o v id e  e l e c t r ic it y  f o r  
d e m a r c a t e d  a r e a s . T h e  d is t r ib u t io n  c o m p a n ie s  h a v e  r e t a in e d  t h e ir  r e g io n a l  m o n o p o l y ,  b u t  t h e y  
a r e  l ia b l e  f o r  t h e  p r o v is io n  o f  e l e c t r ic it y  t o  a l l  c u s t o m e r s . 

T h e  s t a t e  g o v e r n m e n t  m a n d a t e d  t h a t  t h e  u t il it ie s  s e l l  t h e ir  g e n e r a t o r  f a c il it ie s ,  b u t  d id  
n o t h in g  t o  c r e a t e  c o n d it io n s  f o r  t h e  c o n s t r u c t io n  o f  n e w  p l a n t s  w it h  c o m p e t it iv e  e l e c t r ic it y  
s u p p l y . N o  n e w  p l a n t s  in  C a l if o r n ia  h a v e  b e e n  b u il t  in  15 y e a r s  b e c a u s e  o f  u n c l e a r  r u l e s ,  
e x c e s s iv e  e n v ir o n m e n t a l  r e g u l a t io n , 13 g r o w in g  n o t -in -m y -b a c k y a r d  a c t iv is m ,  a n d  in c r e a s in g  
b u r e a u c r a t ic  d e l a y . C a l if o r n ia  c u r r e n t l y  p r o d u c e s  l e s s  p o w e r  p e r  r e s id e n t  t h a n  a n y  o t h e r  s t a t e  

                                                                                                                                                         
 F inally the session ended b y the follow ing remark  b y Aaron D irector, of the University of Chicago: „ I  
don´ t think  w e shall ever get anyw here in defining w hat the ru les of the game shou ld b e, if w e don´ t k now  
w hether there shou ld b e any ru les at all. Professor M ises seems to think  that past ru les are good ru les. I  shou ld 
lik e to k now , how  far b ack ? “  
13 R alph Nader, the w ou ld-b e patron of consu mers and an ecology activist, u su ally received the largest amou nt of 
election votes in California. 
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in  t h e  U .S . a n d  im p o r t s  o n e -q u a r t e r  o f  it s  e n e r g y  f r o m  p l a c e s  a s  f a r  a w a y  a s  Q u e b e c . T h e s e  
t y p e s  o f  b a r r ie r s  c o n t r ib u t e d  t o  a n  in c r e a s e  in  e l e c t r ic it y  p r ic e s  l a s t  y e a r .14  

F o r e c a s t s  o f  g o v e r n m e n t  b u r e a u c r a t s ,  e c o l o g is t s  a n d  p o w e r  e n g in e e r s  t h a t  n e w  
t e c h n o l o g ie s  a n d  t h e  I n t e r n e t  w o u l d  d e c r e a s e  t h e  t o t a l  c o n s u m p t io n  o f  e l e c t r ic it y  p r o v e d  t o  b e  
c o m p l e t e l y  w r o n g . E l e c t r ic it y  c o n s u m p t io n  g r e w  b y  u p  t o  25 p e r c e n t  a n d  m o r e  in  s o m e  
C a l if o r n ia n  r e g io n s  in  90 s . 

A  n u m b e r  o f  f a c t o r s  ( a  h o t  s u m m e r  a n d  c o l d  w in t e r ,  d r o u g h t  a n d  h ig h  n a t u r a l  g a s  
p r ic e s )  c o n t r ib u t e d  t o  C a l if o r n ia ´ s  20 0 1 e n e r g y  c r is is . H o w e v e r  t h e  d e s ig n  o f  t h e  m a r k e t ,  
w h ic h  p r o h ib it e d  t h e  p a s s in g  o f  a p p r o p r ia t e  p r ic e  im p a c t s  o n  t o  e n d  c o s t u m e r s ,  m a d e  t h e  c r is is  
w o r s e  t h a n  it  n e e d e d  t o  b e . P r ic e  r e g u l a t io n  f o r  e n d  c u s t o m e r s  ( p r ic e  c e il in g s  o n  e l e c t r ic it y  
p r ic e s )  w a s  a  b o t t l e n e c k  t h a t  c o n t r ib u t e d  t o  g r o w t h  in  t h e  d e m a n d  f o r  e l e c t r ic it y . T h e  s u p p l y  
s id e  c o u l d  n o t  r e a c t  b e c a u s e  o f  e x c e s s iv e  r e g u l a t io n ,  w h ic h  r e s u l t e d  in  a  l a c k  o f  e l e c t r ic it y . 
T h e  C a l if o r n ia n  e n e r g y  c r is is  b e c a m e  r e a l it y .  

T h is  w a s  n o t  t h e  e n v is io n e d  w h e n  t h e  s t a t e  g o v e r n m e n t  p a s s e d  a  l a w  o n  t h e  
d e r e g u l a t io n  o f  t h e  u t il it y  in d u s t r y  in  1996. C a l if o r n ia  w a s  t h e  f ir s t  s t a t e  t h a t  p u b l ic l y  d e c l a r e d  
“ t h e  e n d  o f  a  m o n o p o l y  a n d  o p e n in g  o f  a n  e l e c t r ic it y  m a r k e t .” 15 H o w e v e r ,  r e s t r u c t u r in g  b a s e d  
o n  d e t a il e d ,  c e n t r a l iz e d  m ic r o m a n a g e m e n t ,  r a t h e r  t h a n  r e a l  d e r e g u l a t io n  w a s  r e a l iz e d . T h e  
g o v e r n m e n t  s u c c e e d e d  in  im p o s in g  m o r e  r e g u l a t io n s  o n  e l e c t r ic it y  t r a n s a c t io n s  t h a n  e v e r  
b e f o r e ,  a n d  it  c h a n g e d  t h e  s t r u c t u r e  o f  t h e  e l e c t r ic it y  in d u s t r y ,  b u t  it  d id  n o t  d e r e g u l a t e  it . 
I g n o r in g  t h is  f a c t ,  p o l it ic ia n s  a n d  j o u r n a l is t s  n o w  b l a m e  d e r e g u l a t io n  f o r  t h e  c u r r e n t  e l e c t r ic it y  
c r is e s  in  C a l if o r n ia . T h e  e x p e c t e d  r e a c t io n  h a s  a p p e a r e d  – a n  e n d e a v o r  a t  r e -r e g u l a t io n . 
M is u n d e r s t a n d in g ,  m is u s e ,  a n d  c o n f u s io n  o f  t h e  d e r e g u l a t io n  c o n c e p t  m o v e d  C a l if o r n ia  c l o s e r  
t o  t h e  T h ir d  W o r l d  t h a n  b l a c k o u t s .  

T h e  “ d e r e g u l a t io n ”  o f  t h e  C a l if o r n ia n  e l e c t r ic it y  in d u s t r y  is  a  p r im e  e x a m p l e  o f  a  
r e g u l a t o r y  f a il u r e . 
 
 
III. E U  d e r e g u l a t i o n  m o c k e r y  

 
T h e  r e s t r u c t u r in g  o f  n e t w o r k  in d u s t r ie s  w it h in  t h e  E U  is  in c o r r e c t l y  t e r m e d  

d e r e g u l a t io n .16 T h e  E U  “ d e r e g u l a t io n ”  ( i.e . r e s t r u c t u r in g )  c o n s is t s  o f  s e v e r a l  p r a c t ic a l  
m e a s u r e s  t h a t  f o r m  t h e  s u b s t a n c e  o f  t h e  s o -c a l l e d  d e r e g u l a t io n  m a in s t r e a m . J u s t  a s  
m a in s t r e a m  e c o n o m ic s ,  it s  p r in c ip l e s  a r e  a c c e p t a b l e  t o  r e g u l a t o r s ,  r e g u l a t e d  c o m p a n ie s ,  t h e  
m a j o r it y  o f  p o l it ic ia n s ,  a n d  m a in s t r e a m  e c o n o m is t s . T h e  E U  “ d e r e g u l a t io n ”  c o u l d  n o t  b e  
r e a l iz e d  w it h o u t  t h e  f o l l o w in g  f e a t u r e s :  

1 .  R e g u l at o r 
A  n a t io n a l  r e g u l a t o r y  a g e n c y  p l a y s  t h e  k e y  r o l e  in  t h e  E U  d e r e g u l a t io n . I n d iv id u a l  E U  

u t il it y  m e g a -r e g u l a t o r s  p l a y  t h is  r o l e  in  d if f e r e n t  in d u s t r ie s  u n d e r  t h e  s u p e r v is io n  o f  t h e  
E u r o p e a n  C o m m is s io n . A l m o s t  n o  o n e  in  E u r o p e  ( e x c e p t  f o r  s o m e  l ib e r t a r ia n s )  is  a b l e  t o  
c o n c e iv e  o f  a  f u n c t io n in g  u t il it y  m a r k e t  w it h o u t  a n  e x p l ic it  r e g u l a t o r . I n s t e a d  o f  c h e c k in g  
w h e t h e r  n e w  d e r e g u l a t o r y  l e g is l a t io n  is  b e in g  a d h e r e d  t o  d u r in g  a  p e r io d  o f  r e p l a c e m e n t  o f  a  
m o n o p o l is t ic  m a r k e t  s t r u c t u r e  w it h  e m e r g in g  c o m p e t it iv e  m a r k e t  s t r u c t u r e ,  t h e  r o l e  o f  
r e g u l a t o r s  s h o u l d  b e  r e d u c e d  w it h  s u b s e q u e n t  d e r e g u l a t io n ,  a n d  t h e  d u r a t io n  o f  t h e ir  
a p p o in t m e n t  s h o u l d  b e  l im it e d  b y  a  s u n s e t  c l a u s e .17 N o  E u r o p e a n  c o u n t r y  w a s  a b l e  t o  p a s s  
                                                 
14 B andow , D ag: “ Pow er O u t” , The Washington Times, J anu ary 2 2 , 2 0 0 1. 
15 Z aj icek , M iroslav: Cohesion of E nergy M ark ets, L ib eralni I nstitu t, Pragu e 2 0 0 1, p. 10 4 . 
16 The electricity indu stry is one of the leading indu stries connected w ith deregu lation in the E U. That is w hy I  
w ill u se the practical ex amples from that particu lar indu stry. 
17 Su nset clau se is a time limit for the regu latory agency or any other government entity ex istence determined b y 
the law . The ex istence cannot b e prolonged w ithou t proving fu rther u sefu lness. 
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t h is  c l a u s e  in  it s  d e r e g u l a t io n  l e g is l a t io n . T h e  r e g u l a t o r y  a g e n c ie s  s e e m  t o  b e  h e r e  f o r e v e r . I n  
o r d e r  t o  d e m o n s t r a t e  t h e  n e c e s s it y  o f  t h e ir  e x is t e n c e  f o r  n e t w o r k  in d u s t r ie s ,  n a t io n a l  
r e g u l a t o r s  s t r iv e  t o  d e s ig n  a  n e w  s t r u c t u r e  f o r  t h e  in d u s t r y . T h a t  is  a  t a s k  a t  w h ic h  r e g u l a t o r s  
h a v e  b e e n ,  a n d  a r e  l ik e l y  t o  c o n t in u e  t o  b e ,  in c o m p e t e n t .  

“ A  k e y  is s u e  w it h  r e g u l a t o r -c o n t r o l l e d  d e r e g u l a t io n  is  w h e r e  w il l  it  e n d . T h e  
o p t im is t ic  v ie w  is  t h a t  o n c e  t h e  c h a n g e s  s t a r t ,  t h e  p r o c e s s  w il l  l e a d  in e v it a b l y  t o  f u l l  
d e r e g u l a t io n -t h e  e x p e r ie n c e  in  t r a n s p o r t a t io n  ( f r e ig h t  t r a n s p o r t )  r e f o r m . T h e  p e s s im is t ic  v ie w  
is  t h a t  t h e  r e g u l a t o r ’ s  r e l u c t a n c e  w il l  s e v e r e l y  h in d e r  e v o l u t io n  a n d  o v e r e x t e n d e d  b a t t l e s  w il l  
p r e v a il  – t h e  t e l e p h o n e  c a s e .” 18 

 
2 .  T hird -P art y-A cce s s  ( T P A )  
T h e  E u r o p e a n  d ir e c t iv e s  s t r iv e  t o  p r o m o t e  a  n o n -d is c r im in a t o r y  a c c e s s  b y  l ic e n s e d  

e c o n o m ic  a g e n t s  t o  t h e  n e t w o r k ,  w h ic h  is  c o n s id e r e d  t o  b e  a  n a t u r a l  m o n o p o l y . T h e r e  a r e  t w o  
a p p r o a c h e s  t o  r e m o v in g  b a r r ie r s  t o  c o m p e t it io n  a c c o r d in g  t o  t h e  d e r e g u l a t io n  m a in s t r e a m :  
 a )  S in g l e  b u y e r . T h is  a p p r o a c h  is  b a s e d  o n  t h e  e x is t e n c e  o f  o n e  b u y e r  a p p o in t e d  b y  t h e  
g o v e r n m e n t . T h e  s in g l e  b u y e r  p u r c h a s e s  e l e c t r ic it y  f r o m  a l l  p r o d u c e r s  in v o l v e d  in  e l e c t r ic it y  
t r a n s m is s io n . T h e  p u r c h a s e d  e l e c t r ic it y  is  s o l d  t o  d is t r ib u t io n  c o m p a n ie s  o r  d ir e c t l y  t o  e n d  
c u s t o m e r s . T h e r e  is  c o m p e t it io n  in  p r o d u c t io n  – p r o d u c e r s  c o m p e t e  f o r  t h e  p r o v is io n  o f  t h e ir  
e l e c t r ic it y  t o  t h e  s in g l e  b u y e r . P u r c h a s e  p r ic e s  a r e  d e t e r m in e d  b y  t h e  s in g l e  b u y e r ,  a n d  t h e  
p r ic e s  f o r  e n d  c o n s u m e r s  a r e  d e t e r m in e d  b y  t h e  p u r c h a s e  p r ic e s ,  p l u s  t r a n s m is s io n  c o s t s ,  p l u s  
a d e q u a t e  p r o f it  f o r  t h e  s in g l e  b u y e r . T h e  g r e a t e s t  w e a k n e s s  o f  t h is  m e t h o d  is  t h e  s in g l e  
b u y e r ’ s  l a c k  o f  r e s p o n s ib il it y . T h is  l a c k  o f  r e s p o n s ib il it y  c o m b in e d  w it h  t h e  s in g l e  b u y e r ’ s  
p r iv il e g e d  p o s it io n  g iv e s  o p p o r t u n it y  f o r  c o r r u p t io n ,  b e c a u s e  p r o d u c e r s  h a v e  a n  in c e n t iv e  t o  
b r ib e  t h e  s in g l e  b u y e r  in  o r d e r  t o  g e t  a  b e t t e r  c o n t r a c t . T h is  m e t h o d  b r in g s  t o  m in d  t h e  f a m o u s  
m a t r ix  o f  M il t o n  F r ie d m a n .19 A c c o r d in g  t o  t h is  m a t r ix ,  t h e  w o r s t  s c e n a r io  is  w h e n  o n e  s p e n d s  
o t h e r ’ s  m o n e y  f o r  s o m e o n e  e l s e . T h is  s c e n a r io  l a c k s  p o s it iv e  in c e n t iv e s  t o  s p e n d  m o n e y  
e f f ic ie n t l y . T h e  s in g l e  b u y e r ` s  d e c is io n -m a k in g  b e h a v io r  is  t h e  s a m e . “ I t  p u r c h a s e s  f o r  
s o m e b o d y  e l s e ` s  m o n e y  f o r  s o m e b o d y  e l s e . M o n e y  is  s u p p l ie d  b y  c u s t o m e r s .” 20  O f  c o u r s e ,  
t h is  is  n o t  t h e  r e a s o n  w h y  m o s t  o f  E U  c o u n t r ie s  p r e f e r  o t h e r  m e t h o d s  ( T P A )  t o  t h e  s in g l e  
b u y e r . 

b )  T P A  a s s u m e s  t h e  e x is t e n c e  o f  a  n a t u r a l  m o n o p o l y  o n l y  in  d is t r ib u t io n  a n d  
t r a n s m is s io n ,  a n d  t h e  s e p a r a t io n  o f  t r a n s m is io n  a n d  d is t r ib u t io n  f r o m  p r o d u c t io n  a n d  t r a d e . 
T P A 21 e n a b l e s  w h o l e s a l e r s  a n d  a u t h o r iz e d  c u s t o m e r s  t o  c o n t r a c t  d ir e c t l y  w it h  p r o d u c e r s  a n d  
w it h  o n e  a n o t h e r . T P A  c r e a t e s  c o n d it io n s  f o r  t h e  r e m o v a l  o f  d is c r im in a t o r y  a c c e s s ,  b u t  it  
c r ip p l e s  in c e n t iv e s  t o  o w n  o r  b u il d  u p  n e w  g r id s . T h e  g r id s  u n d e r  s u c h  a n  o p e r a t io n  r e g im e  
p r e v e n t  t h e  f u r t h e r  d e v e l o p m e n t  o f  t h e  e n e r g y  s e c t o r . 

 
3 .  P u bl ic s e rv ice  l iabil it y 
T h is  p r in c ip l e  f o l l o w s  f r o m  t h e  a l l e g e d  e x is t e n c e  o f  a  p u b l ic  e c o n o m ic  in t e r e s t . 

A l t h o u g h  t h e  c o n c e p t  o f  p u b l ic  s e r v ic e  is  n o t  p r e c is e l y  d e f in e d ,  t h is  t e r m  is  u s e d  v e r y  
f r e q u e n t l y  b y  p o l it ic ia n s . T h e  p u b l ic  s e r v ic e  l ia b il it y  p r in c ip l e  c o n c e r n s  n o t  o n l y  s a f e t y ,  
                                                 
18 G ordon, R ichard L .: “ D oǹ t R estru ctu re E lectricity;  D eregu late” , The Cato J ou rnal, V olu me 2 0 , No. 3 , p. 3 2 7. 
19 F riedman, M ilton & R ose, F ree to Choose, L ib eralni I nstitu t, Pragu e 1992 , Chapter 4 , p. 118 : “ The simple 
classification of spent money show s w hy this process leads to u ndesirab le resu lts. When you  spend you  can 
spend you r money or money of someb ody else;  and you  can spend it to you r b enefit, or to b enefit of someb ody 
else.”  
20  D u sek , L ib or: Competition: The R oad to E fficient Produ ction and Consu mption of E lectricity, L ib eralni 
I nstitu t, Pragu e 1998 , p. 3 4 . 
21 There are tw o types of TPA: negotiated TPA and regu lated TPA. The system operator in the negotiated TPA 
releases only indicative interval for rates for u sing the grid. The concrete price is negotiated w ith the client. I n 
the regu lated TPA the system operator issu es fix ed rates. 
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c o n t in u it y ,  q u a l it y  a n d  p r ic e  o f  d e l iv e r y ,  b u t  a l s o  e n v ir o n m e n t a l  p r o t e c t io n  a n d  a  d u t y  t o  
d e l iv e r  e l e c t r ic it y ,  o r  g a s ,  o r  v o ic e  s e r v ic e ,  in  r e m o t e  a r e a s ,  o r  f o r  s e l e c t e d  p e o p l e  f o r  a  
s u b s id iz e d  p r ic e . T h is  l ia b il it y  s e e m s  t o  b e  a  s a c r if ic e  f o r  s u p p l ie r s ,  b u t  in  r e a l it y  it  is  n o t . I t  
r e p r e s e n t s  o n l y  t h e  p r e s e r v a t io n  o f  t h e  s u p p l ie r ’ s  m o n o p o l is t ic  p o s it io n  t o w a r d  a  g r o u p  o f  
c u s t o m e r s  w h o  a r e  s p e c if ic a l l y  s e l e c t e d  o r  l o c a t e d  in  a  c e r t a in  a r e a . A s  a  m e a n s  f o r  t h e  
im p l e m e n t a t io n  o f  t h e  p u b l ic  s e r v ic e  l ia b il it y  p r in c ip l e ,  t h e  E U  c o u n t r ie s  m a y  e s t a b l is h  a n  
in s t it u t e  f o r  l o n g -t e r m  p l a n n in g . ( I t s  m is s io n  is  e x p e c t e d  t o  in c l u d e  t h e  p l a n n in g  o f  s u p p l y  a n d  
t h e  t r a n s f e r  o f  c a p a c it y ,  in  o r d e r  t o  s a t is f y  d e m a n d  in  t h e  l o n g -t e r m  p e r s p e c t iv e ,  a n d  t o  
d iv e r s if y  e n e r g y  r e s o u r c e s  a n d  g u a r a n t e e  d e l iv e r y  t o  c u s t o m e r s ) . 

 
4 .  C e n t ral ize d  co n t ro l  o f  in v e s t m e n t s  
T h is  p r in c ip l e  is  b a s e d  o n  t h e  E U  b u r e a u c r a t s ’  a n x ie t y  a b o u t  e x c e s s iv e  b u il d in g  o f  

n e w  g e n e r a t o r s  a n d  g r id s . T h e y  a r e  a f r a id  o f  o v e r p r o d u c t io n ,  in e f f ic ie n t  d u p l ic a t io n  a n d  
e n v ir o n m e n t a l  p r o t e c t io n . T h e r e  a r e  t w o  w a y s  t o  a c h ie v e  “ p u b l ic  in t e r e s t ”  in  t h e  f u t u r e  
p r o v is io n  o f  e n e r g y  s u p p l y :  p r o p o s a l  o f  t e n d e r  a n d  a u t h o r iz a t io n . P r o p o s a l  o f  t e n d e r  is  
o r g a n iz e d  b y  t h e  g o v e r n m e n t . T h e  o r g a n iz e r  ( t h e  c e n t r a l  p l a n n e r )  r e l e a s e s  a  s p e c if ic a t io n  o f  
p u b l ic  d e m a n d  f o r  n e w  e n e r g y  r e s o u r c e s ,  a n d  s p e c if ie s  p a r a m e t r e s  s u c h  a s  s a f e t y  
r e q u ir e m e n t s ,  e n v ir o n m e n t a l  p r o t e c t io n ,  t y p e  o f  p r im a r y  f u e l ,  in v e s t o r ´ s  f in a n c ia l  s it u a t io n ,  
e t c . O n l y  a u t o -p r o d u c e r s  a n d  in d e p e n d e n t  p r o d u c e r s 22 c a n  a v o id  t h is  p r o c e d u r e ,  b u t  t h e y  h a v e  
t o  t a k e  p a r t  in  t h e  a u t h o r iz a t io n  p r o c e e d in g s . I n  t h is  a p p r o a c h ,  t h e  p r o d u c e r s  m a k e  d e c is io n s  
a b o u t  in v e s t m e n t s  in s t e a d  o f  t h e  c e n t r a l  p l a n n e r s . H o w e v e r ,  t h e  f in a l  a p p r o v a l  is  in  t h e  h a n d s  
o f  g o v e r n m e n t  b u r e a u c r a t s ,  b e c a u s e  in v e s t o r s  h a v e  t o  a p p l y  f o r  a n  a u t h o r iz a t io n  p e r m it  in  
o r d e r  t o  b u il d  a  n e w  e n e r g y  r e s o u r c e . E v e n  if  t h e  g o v e r n m e n t  is s u e s  a n  a u t h o r iz a t io n ,  it  c a n  
s t il l  s e t  u p  a d d it io n a l  l im it a t io n s  f o r  a  n e w  e n e r g y  g e n e r a t o r .23 I f  t h e  a u t h o r iz a t io n  is  n o t  
is s u e d ,  t h e  g o v e r n m e n t  h a s  t o  g iv e  it s  r e a s o n s  f o r  t h e  r e j e c t io n  o f  t h e  p r o j e c t . T h e  c e n t r a l iz e d  
c o n t r o l  o f  in v e s t m e n t s  p r o v e s  t h a t  E u r o c r a t s  h a v e  n o t  r e l in q u is h e d  t h e ir  c o n v ic t io n  t h a t  
c e n t r a l  p l a n n e r s  h a v e  a c c e s s  t o  s u p e r io r  in f o r m a t io n .24 

 
5 .  N e g at iv e  re cip ro cit y 
T h is  p r in c ip l e  r e f l e c t s  t h e  d if f e r e n t  l e v e l  o f  m a r k e t  o p e n n e s s  in  v a r io u s  c o u n t r ie s . 

A c c o r d in g  t o  t h e  n e g a t iv e  r e c ip r o c it y  p r in c ip l e ,  a  c o u n t r y  w it h  a  m o r e  o p e n  m a r k e t  c a n  r e d u c e  
t h e  a c c e s s  o f  e l e c t r ic it y  p r o d u c e r s  f r o m  a  c o u n t r y  w it h  a  l e s s  o p e n  m a r k e t  t o  it s  m a r k e t . 
A l t h o u g h  t h is  s e e m s  f a ir ,  it  is  a g a in s t  t h e  p r in c ip l e s  o f  a  f r e e  m a r k e t . I t  p r e s e r v e s  t h e  c u r r e n t  
m o n o p o l ie s  in  t h e  m o r e  l ib e r a l iz e d  m a r k e t s  a n d  s l o w s  d o w n  t h e  l ib e r a l iz a t io n  o f  t h e  
in t e r n a t io n a l  m a r k e t .  

T h e  t y p ic a l  E U  d e r e g u l a t io n  d ir e c t iv e  is  in  r e a l it y  a  r e -r e g u l a t io n  l a w  t h e  s iz e  o f  a  b ig  
c it y  p h o n e  b o o k . W e l l -k n o w n  E u r o p e a n  l o b b y  g r o u p s  g r e a t l y  c o n t r ib u t e d  t o  t h is . T h e  G r e e n s  
p u s h e d  t h r o u g h  t h e  id e a  t h a t  E U  m e m b e r  c o u n t r ie s  c a n  a s k  t h e  s y s t e m  o p e r a t o r  t o  p r e f e r  t h e  
s u p p l ie r s  o f  e l e c t r ic it y  f r o m  r e n e w a b l e  e n e r g y  s o u r c e s . T h e  c o a l  l o b b y  p u s h e d  t h r o u g h  t h e  
c l a u s e  t h a t  E U  m e m b e r  c o u n t r ie s  c a n ,  o f  c o u r s e  f o r  d e l iv e r y  s a f e t y  r e a s o n s ,  p r e f e r  s u p p l ie r s  o f  
e l e c t r ic it y  p r o d u c e d  f r o m  d o m e s t ic  s o u r c e s . I n t e r e s t s  o f  m o n o p o l is t s  a r e  p r o t e c t e d  b y  t h e  
“ t r a n s it io n  p e r io d  p r o v is io n , ”  w h ic h  s o l v e s  t h e  s t r a n d e d  c o s t s  is s u e . I f  a n y  g o v e r n m e n t  
p r o v id e s  g u a r a n t ie s  o n  n u c l e a r  p o w e r  p l a n t  in v e s t m e n t s  a n d  t h e s e  t u r n  o u t  t o  b e  u n p r o f it a b l e  
o n  t h e  o p e n  m a r k e t ,  t h e n  t h e  g o v e r n m e n t  m a y  a s k  t h e  E u r o p e a n  C o m m is s io n  f o r  t e m p o r a r y  
                                                 
22 The au to-produ cer is a person produ cing electricity for his ow n u se. The independent produ cer is an entity that 
does not operate the grid or the distrib u tion system in his cou ntry of origin, or it is an entity that is not 
ex clu sively su b ordinate to the electricity system hierarchy. 
23 Practically the same as in the proposal of tender. 
24 H ayek , F riedrich Au gu st: “ The Use of K now ledge in Society” , The American E conomic R eview , 194 5 , 
V ol. 3 5 , No. 4 , p. 5 19-5 3 0 . 
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p o s t p o n e m e n t  o f  m a r k e t  o p e n in g . S u c h  is  t h e  p r o t e c t io n  o f  n a t io n a l  m o n o p o l ie s  b y  E u r o p e a n  
g o v e r n m e n t s  ( f o r  e x a m p l e ,  t h e  F r e n c h  g o v e r n m e n t  p r o t e c t s  E d F  a n d  G d F ) .25 

“ T r u e  d e r e g u l a t io n  w o u l d  h a v e  a c t u a l l y  f r e e d  m a r k e t s  t o  o p e r a t e  a c c o r d in g  t o  s u p p l y  
a n d  d e m a n d . I t  w o u l d  h a v e  r e m o v e d  r u l e s  a n d  b a r r ie r s  in s t e a d  o f  c r e a t in g  a  m a s s  o f  n e w  o n e s . 
I t  w o u l d  h a v e  g r a n t e d  g o v e r n m e n t  l e s s  c o n t r o l ,  n o t  m o r e .” 26  
 
 
IV . D e r e g u l a t i o n  M a g i c  i n  t h e  T r a n s i t i o n  C o u n t r i e s  
 

A l l  c e n t r a l ,  a n d  s o m e  e a s t  E u r o p e a n  c o u n t r ie s ,  w it h  t r a n s it io n  e c o n o m ie s  h a v e  a p p l ie d  
f o r  E U  m e m b e r s h ip . A  v a s t  m a j o r it y  o f  p o l it ic a l  l e a d e r s ,  j o u r n a l is t s ,  b u s in e s s  p e o p l e  a n d  
a c a d e m ic s  in  t h o s e  c o u n t r ie s  s t r iv e  t o  f o l l o w  w h a t  c o u l d  b e  t e r m e d  t h e  im p l ic it  11t h  
C o m m a n d m e n t  “ Y o u  s h a l l  n o t  d o u b t  t h e  E U  a n d  t h e  n e c e s s it y  o f  o u r  a c c e s s io n .” 27 I n  
a c c o r d a n c e  w it h  t h is  a p p r o a c h ,  t h e  s t a t e  b u r e a u c r a t s  r e a d  a n d  t r a n s l a t e  t o n s  o f  E U  l a w s ,  
r e g u l a t io n s  a n d  p r e s c r ip t io n s  a n d  s t r iv e  t o  c h a n g e  a n d  a d a p t  o u r  l e g is l a t io n  s o  t h a t  it  is  f u l l y  
h a r m o n iz e d  w it h  t h e  E U .28 T h e  s a m e  t h in g  is  h a p p e n in g  in  d e r e g u l a t io n  l e g is l a t io n . T h e  
m a g ic a l  E U  a c r o n y m  d o m in a t e s  a l m o s t  e v e r y  d is c u s s io n  a b o u t  d e r e g u l a t io n  a n d  t h e  E U  
a r g u m e n t s  a r e  a l w a y s  t h e  m o s t  c o n v in c in g  o n e s .  

E u r o p e a n  d ir e c t iv e s  e m b o d y  t h e  c o m p r o m is e  r e s u l t in g  f r o m  c o m p l ic a t e d  n e g o t ia t io n s  
a m o n g  E U  m e m b e r  s t a t e s ,  e a c h  o f  w h ic h  h a s  it s  o w n  p a r t ia l  in t e r e s t s . I n t e r e s t  g r o u p s  in  
t r a n s it io n  e c o n o m ie s `  e n e r g y  s e c t o r s  w it h  in -d e p t h  e x p e r ie n c e  f r o m  c o m m a n d  e c o n o m ie s  a r e  
v e r y  s k il l f u l  in  a d o p t in g  e x t e n d e d  a n d  v a g u e  E U  d ir e c t iv e s . T h e y  u s e  t h e ir  s u c c e s s f u l l y  t e s t e d  
c o m m u n is t  k n o w -h o w  t o  n e g o t ia t e  t h e  s o f t e s t  p l a n  it e m s  w it h  t h e  g o v e r n m e n t  b u r e a u c r a t s  in  
o r d e r  t o  p a s s  n a t io n a l  d e r e g u l a t io n  b il l s  w h ic h  f o l l o w  t h e  b o t t o m  l in e  o f  E U  d e r e g u l a t io n  
d ir e c t iv e s . T h e  b o t t o m  l in e  c a n  b e  d e f in e d  a s  t h e  s t a t u s  q u o . I n  r e a l it y  it  is  a  c o n n e c t in g  
e l e m e n t  b e t w e e n  t h e  f o r m e r  m o n o p o l y  r e g u l a t io n  a n d  t h e  n e w  c a r t e l  r e -r e g u l a t io n . T h e  c a r t e l  
s t r u c t u r e  is  w il f u l l y  c r e a t e d  e it h e r  b y  t h e  s o -c a l l e d  in d e p e n d e n t  r e g u l a t o r s  o r  b y  s t a t e  
b u r e a u c r a t s  b y  m e a n s  o f  l ic e n c e  o r  a u t h o r iz a t io n  p r o v is io n s . 

T h e  in t e r e s t  g r o u p s  in  t r a n s it io n  e c o n o m ie s  a r e  m o r e  s u c c e s s f u l  in  t h e  l e g is l a t io n  
p r o c e s s  t h a n  t h e ir  E U  c o m p e t it o r s . T h e  c o n t e n t s  o f  t h e  C z e c h  e n e r g y  l e g is l a t io n  c a n  s e r v e  a s  
a n  e x c e l l e n t  e x a m p l e  o f  t h e ir  l o b b y in g  a b il it ie s . T h e  C z e c h  l a w s  c o n t a in  a l m o s t  a l l  o f  t h e  
p o s s ib l e  e x c e p t io n s  a n d  p o s t p o n e m e n t s  t h a t  t h e  E U  d ir e c t iv e s  a l l o w  f o r .  

W h a t  a r e  t h e  m o s t  p r o n o u n c e d  f e a t u r e s  o f  u t il it y  in d u s t r ie s  d e r e g u l a t io n  in  t r a n s it io n  
c o u n t r ie s ?  

 
1 .  T he  al m ig ht y s t at e  
T h e  g o v e r n m e n t  p l a y s  a  s c h iz o p h r e n ic  t r ip l e -a c t  a s :  

- t h e  a u t h o r  o f  e n e r g y  p o l ic y  
- t h e  o w n e r  o f  m o n o p o l y  o r  d o m in a n t  e n t it ie s  o n  t h e  n a t io n a l  e n e r g y  m a r k e t  
- t h e  r e g u l a t o r  

                                                 
25 The E U directive 96/ 92 / E C of E u ropean Parliament and E u ropean Cou ncil on general ru les of electricity inner 
mark et and the E U directive 98 / 3 0 / E C of E u ropean Parliament and E u ropean Cou ncil on general ru les of gas 
inner mark et. 
26 R eed, L aw rence W.: “ The California Pow er M ess” , I deas of L ib erty, April 2 0 0 1, p. 17. 
27 H ampl, M oj mir: “ Why I  am not an E u ro-optimist” , L aissez -F aire, Pragu e, 11/ 98 , p. 1. 
28 See Sima, J osef: “ F rom the B osom of Commu nism into the Claw s of the E U Central Planners” , J ou rnal of 
L ib ertarian Stu dies, Spring 2 0 0 2  ( forthcoming) . 



 9 

T h e  r e s u l t  is  in e f f ic ie n t  g o v e r n a n c e  c o n t r o l  in  s t a t e -o w n e d  c o m p a n ie s , 29 l a c k  o f  
in c e n t iv e s  f o r  s t a t e  b u r e a c r a t s  t o  in it ia t e  p r o g r e s s iv e  c h a n g e s  in  t h e  r e g u l a t o r y  f r a m e w o r k ,  a n d  
a n  a b s e n c e  o f  p o l it ic a l  c o u r a g e  t o  e n f o r c e  a n y  s u b s t a n t ia l  s t r u c t u r a l  c h a n g e s . 

 
2 .  P ro t e ct e d  cu s t o m e r in s t e ad  o f  t he  cap t iv e  cu s t o m e r 
T h e  C z e c h  e n e r g y  l a w  f u l l y  h a r m o n iz e d  w it h  t h e  E U  e n e r g y  d e r e g u l a t io n  l e g is l a t io n  

u s e s  t h e  e u p h e m is t ic  c o n c e p t  o f  t h e  p r o t e c t e d  c u s t o m e r . T h e  C z e c h  l e g is l a t o r s  a s s u m e d  t h a t  
h o u s e h o l d s  w it h  s m a l l  e n e r g y  c o n s u m p t io n  h a v e  t h e  r ig h t  t o  b e  p r o t e c t e d  f r o m  g ia n t  e n e r g y  
s u p p l ie r s . T h e y  d id  n o t  c o m p r e h e n d  t h a t  t h e  e q u a l it y  o f  a  c o n t r a c t  d o e s  n o t  d e p e n d  o n  t h e  s iz e  
o f  c o n t r a c t in g  p a r t ie s ,  b u t  o n  t h e  s u p p l ie r ’ s ,  a s  w e l l  a s  t h e  c u s t o m e r ’ s ,  f r e e d o m  t o  c h o o s e . 

T h e s e  l e g is l a t o r s  d o  n o t  u n d e r s t a n d  t h a t  c o m p e t it io n  w o r k s  b e n e f ic ia l l y  in  a l l  m a r k e t  
s e g m e n t s . D iv is io n  o f  t h e  m a r k e t  in t o  c a p t iv e  a n d  a u t h o r iz e d  c u s t o m e r s  w il l  h a v e  a  n e g a t iv e  
im p a c t  o n  t h e  w h o l e  m a r k e t ,  b u t  e s p e c ia l l y  o n  t h e  c a p t iv e  c u s t o m e r s . P r ic e  c h a n g e s  w il l  b e  
d if f e r e n t  f o r  b o t h  s e g m e n t s . W h il e  p r ic e s  f o r  a u t h o r iz e d  c u s t o m e r s  c a n  b e  e x p e c t e d  t o  
d e c r e a s e ,  p r ic e s  f o r  c a p t iv e  c u s t o m e r s  w il l  in c r e a s e . D a n g e r  o f  c r o s s -s u b s id ie s  w il l  b e  
p r e s e r v e d ,  b u t  in  t h e  o p p o s it e  d ir e c t io n  ( f r o m  c a p t iv e  c u s t o m e r s  t o  a u t h o r iz e d  o n e s ) .30  

 
 
 
3 .  P e rv e rt e d  p riv at izat io n  
P r iv a t iz a t io n  is  o f t e n  c o n n e c t e d  w it h  in d u s t r ia l  p o l ic y . S o m e  g o v e r n m e n t s  h a v e  s p l it  

u p  t h e  s t a t e  m o n o p o l y  u t il it y  c o m p a n ie s  b e f o r e  p r iv a t iz a t io n . T h e  f o r m e r  e l e c t r ic it y  
m o n o p o l ie s  s u p p l y in g  e l e c t r ic it y  g e n e r a t io n ,  p o w e r  t r a n s m is s io n ,  t r a d e  a n d  d is t r ib u t io n  w e r e  
u s u a l l y  d iv id e d  in t o  v a r io u s  m o n o p o l ie s  d e a l in g  w it h  a  d if f e r e n t  p a r t  o f  t h e  f o r m e r l y  
c o n s o l id a t e d  b u s in e s s . T h e  r e s u l t  o f  s u c h  a n  in d u s t r ia l  p o l ic y  is  t h e  e x is t e n c e  o f  a  d o m in a n t  
c o m p a n y  o n  t h e  e l e c t r ic it y  p r o d u c t io n  m a r k e t ,  m o n o p o l ie s  s u p p l y in g  e l e c t r ic it y  d is t r ib u t io n  in  
d e m a r c a t e d  a r e a s ,  a n d  a  m o n o p o l y  p r o v id in g  e l e c t r ic it y  t r a n s m is s io n  o n  t h e  g r id . B e c a u s e  
p r iv a t iz a t io n  in  t r a n s it io n  e c o n o m ie s  d id  n o t  im m e d ia t e l y  f o l l o w  r e s t r u c t u r r in g ,  a n d  b e c a u s e  
in  t h e  m e a n t im e  t h e  in t e r n a t io n a l  e n e r g y  m a r k e t  s u b s t a n t ia l l y  c h a n g e d ,  t h e  p o l it ic a l  c y c l e  w it h  
c o n s t a n t l y  c h a n g in g  g o v e r n m e n t s  n e c e s s a r il y  l e d  t o  a n  in d u s t r ia l  p o l ic y  c o n n e c t e d  w it h  t h e  
n e w  g o v e r n m e n t . T y p ic a l  in d u s t r ia l  p o l ic ie s  d u r in g  a  t r a n s it io n  p e r io d  a r e  n o n -s y s t e m ic ,  h a l f -
w a y ,  u n f in is h e d  a n d  m u t u a l l y  in c o m p a t ib l e . E v e r y  d e l a y  in  p r iv a t iz a t io n  p r o c e s s  d e c r e a s e s  t h e  
p r ic e  o f  s t a t e  o w n e d  a s s e t s . T h e  u n f in is h e d  p r iv a t iz a t io n  c o n t r ib u t e d  t o  d e r e g u l a t io n  d e l a y s . 

 G o v e r n m e n t s  in  m a n y  t r a n s it io n  c o u n t r ie s  a r e  w il l in g  t o  s e l l  s t a t e  p r o p e r t y  t o  t h e  s t a t e  
o w n e d  c o m p a n y  ( f o r  in s t a n c e  E d F  o r  G d F )  in  o r d e r  t o  o b t a in  m a x im u m  in c o m e  f r o m  t h e  s a l e  
o f  s t a t e  a s s e t s  f o r  t h e  p a y m e n t  o f  ir r e s p o n s ib l e  g o v e r n m e n t  p r o j e c t s . I n  o r d e r  t o  g e t  a  g r e a t e r  
a m o u n t  o f  m o n e y ,  s o m e  g o v e r n m e n t s  d o  n o t  h e s it a t e  t o  is s u e  p r iv il e g e s  t o  p r iv a t iz e r s  f o r  t h e  
c o m in g  y e a r s  a n d  t h u s  t o  r e s t r a in  c o m p e t it io n .31 M a x im u m  in c o m e  a n d  m a x im u m  
r e d is t r ib u t io n  b y  m e a n s  o f  b u d g e t  e x p e n s e s  is  u s u a l l y  t h e  m o s t  p r e f e r r e d  g o a l  o f  t h e  
g o v e r n m e n t . 

U n d e r  t ig h t  s t a t e  r e g u l a t io n  t h e  g o v e r n m e n t  d o e s  n o t  l o s e  it s  e c o n o m ic  p o w e r ,  e v e n  
a f t e r  f in is h in g  p r iv a t iz a t io n  p r o c e s s . O n l y  t h e  s p e c if ic  m e c h a n is m s  o f  g o v e r n m e n t  c o n t r o l  
h a v e  c h a n g e d . T ig h t  s t a t e  r e g u l a t io n  d o e s  n o t  s u p p o r t  t h e  a p p e a r a n c e  o f  a  c o m p e t it iv e  
e n v ir o n m e n t ,  w h ic h  is  a l w a y s  b e n e f ic ia l  f o r  c u s t o m e r s . 

 
4 .  St ran d e d  co s t s  

                                                 
29 The monopoly or dominant energy companies in the Cz ech R epu b lic are j oint-stock  companies fu lly or 
partially controlled b y the government or its agencies. 
30  The regu lator w ill not b e ab le to prove the level of q u alified costs. 
31 The case of the Cz ech Telecom, in G ary B eck er in Pragu e, L ib eralni I nstitu t, Pragu e, 1995 , p. 4 9. 
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D u r in g  t h e  p r e -p r iv a t iz a t io n  a g o n y  o f  e l e c t r ic it y  c o m p a n ie s  c o n t r o l l e d  b y  t h e  C z e c h  
s t a t e  ( m o r e  t h a n  10  y e a r s )  ir r e v e r s ib l e  in v e s t m e n t  d e c is io n s  t h a t  e v o k e d  s t r a n d e d  c o s t s  w e r e  
m a d e  b y  t h e  g o v e r n m e n t  b u r e a u c r a t s .32 T h e s e  r e l a t iv e l y  n e w  s t r a n d e d  c o s t s  r e s u l t e d  in  a  f e a r  
o f  o p e n in g  t h e  m a r k e t s . P o l it ic ia n s  b e g a n  t o  b e  a f r a id  o f  g e t t in g  t h e  e x p e c t e d  a m o u n t  o f  
m o n e y  f r o m  s t a t e  o w n e d  e n e r g y  c o m p a n y  p r iv a t iz a t io n  f o r  t h e ir  s p e n d in g  a n d  v o t e  
p u r c h a s in g . F e a r  o f  c h e a p  e l e c t r ic it y  im p o r t s 33 f r o m  t h e  E a s t  E u r o p e a n  c o u n t r ie s  d e l a y e d  t h e  
o p e n in g  o f  e l e c t r ic it y  m a r k e t s . A b s e n c e  o f  f o r e ig n  c o m p e t it io n  in c r e a s e d  t h e  d o m e s t ic  p r ic e  
l e v e l . T h e  b ig g e s t  b e n e f ic ia r ie s  w e r e  t h e  o w n e r s  o f  p o w e r  p l a n t s  b u r d e n e d  b y  s t r a n d e d  c o s t s .  

 
5 .  Su rv iv in g  cro s s -s u bs id ie s  
T h e  ir r a t io n a l  p r ic e  s t r u c t u r e  w a s  d e r iv e d  f r o m  t h e  c o m m u n is t  p a s t . M a n y  p l a n s  w e r e  

a d o p t e d  f o r  p r ic e  a d j u s t m e n t s . T h e  o n l y  r e s u l t  w a s  a n d  in c r e a s e  in  e n e r g y  p r ic e s  f o r  a l l  
c o n s u m e r s . T h e  c r o s s  s u b s id ie s  r e m a in e d  in t a c t . C r o s s -s u b s id ie s  a n d  r e l a t iv e l y  c h e a p  e n e r g y  
f o r  h o u s e h o l d s ,  in  c o m p a r is o n  t o  E U  m e m b e r  c o u n t r ie s  a c c o r d in g  t o  t h e  n o m in a l  e x c h a n g e  
r a t e ,  a r e  a l w a y s  a n  a t t r a c t iv e  t o o l  in  t h e  h a n d s  o f  p o l it ic ia n s ,  w h o  u s e  it  t o  p u r c h a s e  v o t e s . O n  
t h e  o t h e r  h a n d ,  t h e r e  w a s  a  l a c k  o f  m a r k e t  p r e s s u r e  b y  b ig  c o n s u m e r s  f o r  a  p r ic e  d e c r e a s e . 
S u c h  s u r p r is in g  b e h a v io u r ,  d if f e r e n t  f r o m  t h e  s t a n d a r d  b e h a v io u r  o f  b ig  e n e r g y  c o n s u m e r s  in  
E U  c o u n t r ie s ,  c a n  b e  e x p l a in e d  b y  t h e  t ig h t e r  r e l a t io n s h ip  b e t w e e n  b u s in e s s  a n d  p o l ic y  in  t h e  
t r a n s it io n  c o u n t r ie s . D ir e c t  s t a t e  o w n e r s h ip ,  a r b it r a r y  a n d  s e l e c t e d  s u b s id ie s ,  a n d  o t h e r  n o n -
t r a n s p a r e n t  f o r m s  o f  s t a t e  a s s is t a n c e  a f f e c t e d  t h e  in c e n t iv e s  f o r  b ig  e n e r g y  c o n s u m e r s  t o  p r e s s  
f o r  a  p r ic e  d e c r e a s e . P r ic e  c u t s  f o r  b ig  c o n s u m e r s  a r e  im p o s s ib l e  w it h o u t  a  r a t io n a l  p r ic e  
s t r u c t u r e  b a s e d  o n  f u l l  p r ic e  l ib e r a l iz a t io n  in  t h e  e n e r g y  s e c t o r ,  a  m a r k e t  o p e n in g ,  a n d  
d e r e g u l a t io n . 

T h e  t r a n s it io n  c o u n t r ie s  im it a t e  t h e  e c o n o m ic  p o l ic y  o f  E U  c o u n t r ie s ,  in c l u d in g  
w e l f a r e -s t a t is m . T h e  E U  s t a n d a r d  o f  l iv in g  is  a  g r e a t  e n t ic e m e n t  f o r  p o p u l a t io n s  f r o m  
t r a n s it io n  c o u n t r ie s . B u t  t h e  c u r r e n t  e c o n o m ic  p o l ic y  o f  m o s t  E U  m e m b e r  c o u n t r ie s  w o u l d  n o t  
b e  c a p a b l e  o f  s e c u r in g  t h e  p r e s e n t  h ig h  l iv in g  s t a n d a r d s ,  b e c a u s e  w e a l t h  is  m o r e  r e d is t r ib u t e d  
t h a n  c r e a t e d  in  m a n y  c o u n t r ie s . I m it a t io n  o f  c o n t e m p o r a r y  E U  e c o n o m ic  p o l ic ie s  b y  t r a n s it io n  
c o u n t r ie s  is  t h e  l o n g e s t  w a y  h o w  t o  a c h ie v e  t h e  p r e s e n t  E U  l iv in g  s t a n d a r d s . I t  is  s im il a r  t o  
d e r e g u l a t io n  p r o c e s s e s . T h e  E U  w a y  o f  d e r e g u l a t io n  l o o k s  t o  b e  t h e  s l o w e s t  o n e . G iv e n  t h e  
t r a n s it io n  c o u n t r ie s ’  d e r e g u l a t io n  p e c u l a r it ie s ,  t h e  w a y  t o  d e r e g u l a t io n  c o u l d  b e  e v e n  l o n g e r . 
H o p e f u l l y  t e c h n o l o g ic a l  p r o g r e s s 34 a n d  n e w  m a r k e t  p r a c t ic e s  w il l  d e r e g u l a t e  u t il it y  m a r k e t s  
f a s t e r  t h a n  p o l it ic ia n s  a n d  g o v e r n m e n t  b u r e a u c r a t s  c a n  e v e n  im a g in e . 
 
V . C o n c l u s i o n s  
 
T h e r e  a r e  a t  l e a s t  t w o  f u n d a m e n t a l  r e a s o n s  f o r  o b j e c t in g  t o  p u b l ic  u t il it y  r e g u l a t io n :  

1. T h e  n a t u r a l  m o n o p o l y  ( if  it  e v e r  e x is t e d )  h a s  d is a p p e a r e d  b e c a u s e  o f  m a r k e t  g r o w t h  
a n d  t e c h n o l o g ic a l  c h a n g e s .35 

                                                 
32 E x amples inclu de the decision to finish the nu clear pow er-plant Temelin in 1992  ( the state ow ned company 
CE Z  w as the investor) , that has not b een finished yet, and the 15  years long contract ( of “ tak e or pay”  type)  on 
delivery of R u ssian gas to the Cz ech R epu b lic throu gh the mediation of state monopoly gas importer Transgas 
company. 
33 The official reason is an ab sence of environmental regu lation in the cou ntries E ast of the Cz ech R epu b lic and 
their incomparab le economic systems ( especially low er tax ation and social and health secu rity payments) . 
34 „ New  small generation technologies mak e self-generation a viab le alternative to the traditional grid.”  M ichael 
B lock  ( G oldw ater I nstitu te, Phoenix ) , in D eregu lation of E lectricity M ark ets: An American Perspective, 
L ib eralni I nstitu t, Pragu e, 1998 . 
35 “ O ld concepts in economics die slow ly, b u t the concept of natu ral monopoly is no longer of mu ch relevance to 
economic policy. The sooner w e get rid of this dated idea, the b etter off the average consu mer and produ cer w ill 
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2. W h a t e v e r  t h e  c ir c u m s t a n c e s ,  r e g u l a t io n  is  m o r e  l ik e l y  t o  w o r s e n ,  r a t h e r  t h a n  t o  
im p r o v e ,  t h e  g e n e r a l  e c o n o m ic  a n d  s o c ia l  s it u a t io n . 

 
T h e  d e r e g u l a t io n  p r o c e s s  in v o l v e s  t h e  f o l l o w in g  s t e p s :  

1. R e d u c e  s t a t e ,  r e g io n a l  a n d  l o c a l  “ p u b l ic  u t il it y ”  r e g u l a t io n  . 
2. L ib e r a l iz e  a l l  p r ic e s  ( e l im in a t io n  o f  c r o s s -s u b s id ie s ) . 
3. R e p e a l  r e g u l a t o r y  a u t h o r it ie s . 
4. A b o l is h  g o v e r n m e n t  “ p u b l ic  u t il it y ”  d e v e l o p m e n t  p l a n s . 
5. E n d  s u b s id ie s  t o  s o m e  in d u s t r ie s  ( r a il  t r a n s p o r t ,  a g r ic u l t u r e  e t c .)  
6. P r iv a t iz e  a l l  g o v e r n m e n t -o w n e d  a n d  c o n t r o l e d  e c o n o m ic  e n t it ie s  a n d  e l im in a t e  

p r e f e r e n t ia l  a c c e s s  r u l e s . 
7. D r o p  r e q u ir e m e n t s  f o r  d e m a n d -s id e  m a n a g e m e n t ,  in t e g r a t e d  r e s o u r c e  p l a n n in g ,  o r  

in t e r n a t io n a l iz a t io n  o f  c o s t s  a s  p a r t  o f  d e r e g u l a t io n . 
8. R a t io n a l iz e  e n v ir o n m e n t a l  r e g u l a t io n . 

 
A d o p t io n  o f  t h e s e  s t e p s  w il l  l e a d  t o  r e a l  d e r e g u l a t io n  w it h  u n l im it e d  p o s it iv e  e f f e c t s  

o n  c o n s u m e r s  a n d  o n  p r o d u c e r s  a s  w e l l . D e p o l it ic iz a t io n  o f  u t il it ie s  w il l  b e  a  s u b s t a n t ia l  b y -
p r o d u c t . E n d in g  g o v e r n m e n t  r e g u l a t io n ,  n o t  a im in g  f o r  “ b e t t e r ”  r e g u l a t io n ,  is  t h e  o n l y  t o  
r e v it a l iz e  c u r r e n t l y  r e g u l a t e d  e n e r g y ,  t e l e c o m m u n ic a t io n ,  w a t e r  s u p p l y ,  p o s t a l  s e r v ic e  a n d  
t r a n s p o r t a t io n  m a r k e t s .36 A s  a  r e s u l t ,  c o n s u m e r s  w il l  b e  a b l e  t o  g e t  t h e  f u l l  b e n e f it  o f  n e w  
t e c h n o l o g ie s ,  m a r k e t  p r a c t ic e s  a n d  s e r v ic e  p r o v is io n s .37 

P o l it ic s  p l a y s  t h e  d e c is iv e  r o l e  in  in f l u e n c in g  t h e  n a t u r e  a n d  p e r f o r m a n c e  o f  r e g u l a t io n ,  
a n d  t h e  s p e e d  a n d  d ir e c t io n  o f  r e g u l a t o r y  r e f o r m  a n d  d e r e g u l a t io n .38 P o l it ic ia n s  a n d  t h e ir  
a c t io n s  w il l  d e c id e  w h e t h e r  d is s a t is f a c t io n  w it h  p r e s e n t  r e g u l a t io n  w il l  l e a d  t o  d e r e g u l a t io n  o r  
r e -r e g u l a t io n . U n f o r t u n a t e l y ,  t h e y  s p e a k  in  s u p p o r t  o f  t h e  f o r m e r ,  b u t  t h e y  a c t  u p o n  t h e  l a t t e r . 
 
 
Jo u rn al  d e s  E co n o m is t e s  e t  d e s  E t u d e s  H u m ain e s ,  v o l .  1 1 ,  n o .  4 ,  D e ce m be r 2 0 0 1 ,  p p .  6 6 9 –8 4  
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