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Overview

The UK power market faces significant challenges related to the retirement of generation assets, the growth in economic development and the lack of new investment in clean, reliable generation capacity.  While their privatized and restructured market has been recognized as a success in providing reliable and affordable energy for over two decades, there is now concern that the current market will not support the scale of investment needed to maintain this success.  In 2011, the UK published an Electric Market Reform (EMR) plan that will significantly transform their market.  The proposed reforms are focused on ensuring future security of supply and building a more clean, diverse, and sustainable electricity mix. These reforms already appear to be attracting new investment in wind and nuclear power development.  

The Texas power market finds itself in a similar situation to the UK where it faces challenges with investment in new generation to meet demand. Market stakeholders are evaluating the adequacy of the market design to incentivize investment in new energy supply.  Texas consumers have been fortunate to have relatively low power prices driven by the market design and low natural gas prices.  While these low power prices have been beneficial in the short term, in the long term they may undermine long term economic reliability and supply.  Therefore, it is useful to compare the UK market and reforms against the current Texas power market to determine if the UK reforms may be transferable to Texas.

The paper is organised as follows: After the introduction the second section gives a brief summary comparison of the UK and Texas power markets.  The third section provides a summary of the UK market challenges and the associated electric market reform mechanisms.  The fourth section provides a summary for the Texas power market and its associated challenges.  The fifth section assesses the application of the UK EMR mechanisms to the Texas power market.  In the final section policy implications are derived.
Methods

A comparative case study is used to provide a current assessment of the UK power market, the proposed electric market reform, and associated policy implications.  The case study will then assess the proposed market reform changes to the Texas power market by drawing upon similarities between the two markets to determine if the reforms would be applicable and beneficial to Texas.
Results

Both the UK and Texas power markets operate with restructured generation and retail markets.  They have similar power infrastructure and generation mix.  Each market is facing generation capacity reductions driven by aging infrastruture, relatively low power prices, and increasing environmental controls.  The UK is proposing electric market reforms to incentivise generation development, improve energy security, and improve emissions.  Texas is beginning to recognize that low marginal power prices may not be sufficient to encourage new generation development and that market changes may be needed to assure generation adequacy.  

Conclusions

Aspects of the UK electric market reform may be applied to Texas to promote new generation while maintaining the critical aspects of the restructured power market and minimizing cost and risk to consumers.
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