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COMMENTARY
LIGHTS OUT FOR VARIABLE PRICING?

TiMm HAMILTON™

In February 2021, Texas experienced extraordinary winter weather for four days. As a
result of the freezing temperatures, Texans faced rolling blackouts across the state. Current
reports estimate that over sixty percent of Texans lost power at some point during the winter
storm.! Public outrage was severe, and lawmakers vowed to pass new regulations to ensure the
power supply will not be impacted by winter weather again.? Other states will certainly study
what went wrong in Texas to ensure their electric grid is able to withstand winter weather.

An underdiscussed lesson of the blackouts is consumers’ inability to respond to price
signals under variable pricing plans. There are many types of variable pricing for energy
consumption but all attempt to provide price signals to customers in attempt to discourage energy
use at peak usage times.3 Although there is some variance, energy use is greatest in the evening
hours.* Variable pricing models try to encourage consumers to use energy at times when demand
is lower.® Dispersing energy use throughout the day reduces the amount of energy required at a
given time reducing the need for generating facilities and costs to consumers.® Further, shifting
energy use to daytime hours can allow for greater utilization of solar energy.’

*J.D. Candidate, Class of 2021, Arizona State University Sandra Day O’Connor College of Law.
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Many Texans have the option of selecting a variable rate plan.® Understandably, during
the blackouts these customers saw their rates rise in response to decreased supply. In theory,
when faced with significant increases in rates these customers should have decreased their
energy consumption.

However, despite having access to real-time data on rates and usage, some customers
increased their power consumption. One customer’s consumption doubled when compared to the
week before the storm.® For other customers it was unclear if their consumption increased during
the storm but their consumption from February 1 — 18 was significantly higher than the average
monthly consumption in the United States of 877 kwh.'° One consumer posted their electricity
bill to Twitter showing 1,956 kWh used from February 1- 18.1* Another consumer used 2,568
kWh over the same period while another used 3,417 kWh.1?

These increases are not entirely explained by increased heating demands. A typical space
heater consumes roughly 1.5 kWh of electricity for every hour it is continuously in use.’* A
central electric furnace consumes more but still accounts for only slightly more than 200 kWh a
day if used continuously for a twenty-four-hour period.** These appliances’ energy consumptions
are not significant enough to explain the high overall power usage.

The response of Texas consumers does not bode well for the future of variable pricing. If
consumers do not respond to price increases of multiple dollars per KkWh, it is unlikely
consumers would alter their behavior in response to significantly more minor changes of a few
cents per kWh. Moving forward, energy providers will need to keep Texas consumers’ reactions
to price signals in mind when designing ways to reduce peak demand.
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