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agency’s de ci s ion ma k i ng so that it is
more resp on s ive to their preferenc es.”
He concl udes that dele gat ion do es not
ne c essa rily pro d uce a pri ncipa l- agent
problem and so is “not equ iva lent to the
ab dicat ion of Cong ress’s law ma k i ng
aut hori ty.” 

P rofessor Mc Cubbins is wrong in
concl udi ng there is no pri ncipa l- agent
problem because he mista kes the agent
for the pri ncipa l. It is the publ ic, not the
mem b ers of Cong ress and the pres i-
dent, that is the pri ncipa l. In the Con-
st i tut ion, “t he people” dele gate law-
ma k i ng aut hori ty to their agent s:
Cong ress and the pres ident. To mini-
m ize pri ncipa l- agent problem s, the
Con st i tut ion incl udes ex ante cont rol s
( bica meralism and present ment) and ex
p ost cont rols (at least a majori ty of
t hose ele cted law ma kers is on the ho ok
at the next ele ct ion for the ru les
i mp osed by govern ment on thei r
watch). It is then no surpri se that Pro-
fessor Mc Cubbi n s’ ersatz pri ncipa l s
can sat i sfy their “preferenc es” by dele-
gat i ng, for they are able to es cape the
Con st i tut ion’s cont rols yet retain some
p ower over re g u lat ion. So, althoug h
P rofessor Mc Cubbins is corre ct that
Cong ress and the pres ident do not
ab dicate power when they dele gate,
t hey do evade resp on s i bil i ty. That is
why I ca l led my book on dele gat ion
Power Witho ut Resp on s i bil i ty. 

A l t hough Cong ress and the pres-
ident are happy with dele gat ion, the
le g i t i mate pri ncipals lose out, as
s hown in the econom i st’s art icle
( more on that later). Professor Mc Cub-
bi n s’s suggest ion that the people ca n
use the pol i t ical pro c ess to get le g i s-
lators to imp ose dif ferent cont rols on
agencies overlo oks the rea l i ty that
voters have little pu r chase on le g i s la-
tors who have evaded the Con st i tu-
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P U B L I S H E R

Edward H. Cra ne

Regulation was first publ i s hed in Ju ly 1977 “b e cause
t he exten s ion of re g u lat ion is pie c emea l, the sou r c es
a nd ta rgets diverse, the la ng uage complex and often
opaque, and the vol u me overwhel m i ng.” 
Regulation is devoted to ana lyz i ng the impl icat ion s
of govern ment re g u latory pol icy and the ef fe cts on
our publ ic and private endeavors.

For the Re c o r dFor the Re c o r d

We welcome notes ab o ut cu rrent re g u latory topics, let ters that cha l lenge or ex pa nd up on material we have
pu bl i s he d, and repl ies from aut hors. The wri ter’s na me, af fil iat ion, add ress, and telephone nu m b er sho u ld be
i ncl ude d. We ca n not pu blish all the let ters we receive, and we may reject any let ter at our di s c ret ion. We may
e dit let ters for lengt h, cla ri ty, and conform i ty to our edi torial style.

under a cover headlined “three
Routes to Re g u latory Reform,” Re g u la-
t ion ( Vol. 22, No. 2) has done a real ser-
v ice by juxtap os i ng three reform pro-
p osals— from a pol i t ical scient i st, an
e conom i st, and a con st i tut ional law yer.
Each arg ues that his di s cipl i ne prov ides
t he right reform, but it tu rns out that we
need the insights of all thre e. 

Pol i t ical scient i st Mat t hew Mc Cub-
bins arg ues that the problem is not
t hat Cong ress dele gates its law ma k i ng
p ower to re g u latory agencies, but that
it somet i mes dele gates in the wrong
way. For him, the sol ut ion is for voters
to use the pol i t ical pro c ess to com-
plain to Cong ress. He shows that Con-
g ress can try to inf l uence how agencies
use dele gated law ma k i ng power ei t her
by appropriately shapi ng the substa n-
t ive and pro c e d u ral terms of the dele-
gat ion (wh ich he calls “ex ante con-
t rol s”) or by cre di bly threaten i ng to go
after the agency with a meat cleaver
s hou ld it pro d uce ru les that upset to o
ma ny le g i s lators (wh ich he calls “ex
p ost cont rol s” ) .

P rofessor Mc Cubbins thinks ex ante
cont rols work pret ty wel l, but ot hers
a re not so sure. (Se e, for exa mple,
Dav id B. Sp enc e’s “Ma nag i ng Dele ga-
t ion Ex ante: Us i ng Law to Ste er
Ad m i n i st rat ive Agencies,” in Jo u rnal of
Le gal Studies 28 [1999]: 413.) Based on
t he supp osed ef f icacy of ex ante con-
t rol s, Professor Mc Cubbins concl udes:
“t he pres ident and Cong ress have
ma ny opp ortu n i t ies to st ructu re the



t ion’s ex post cont rols on their ow n
cond uct. Be cause he has misident i-
f ied the pri ncipa l, he is wrong as a
mat ter of pri nciple. 

Econom i st Ra ndall Lut ter arg ues
that the way to confine delegated law-
ma k i ng aut hori ty is to set up an 
independent federal agency to produce
cost- b enefit ana lyses of prop osed re g u-
lations. Mr. Lutter points out that such
se cond- g uess i ng of agencies’ own ana ly-
ses is “a publ ic good and thus is likely to
be undersupplied by private markets.”

The quest ion, thoug h, is whet her
this publ ic good wou ld do much go o d.
M r. Lut ter says it will because it wil l
“ma ke re g u latory de ci s ion ma kers
more ac cou ntable to the publ ic and
Cong ress.” Professor Mc Cubbi n s, I
t h i n k, wou ld say that Mr. Lut ter’s pro-
p osal wou ld have an
i mpact both ex ante a nd
ex post, and I wou ld tend
to ag re e. But I am not
opt i m i st ic that the pub-
l ic wou ld gain much, for a
com bi nat ion of reason s.
The re g u latory agency
( not Mr. Lut ter’s watch-
dog agency) wou ld st il l
have aut hori ty to pro-
mu lgate re g u lat ions and
wou ld be ent i t led to deference in
cou rt. Le g i s lators cou ld st ill di s cla i m
resp on s i bil i ty for what the re g u latory
agency do es. A rep ort from Mr. Lut-
ter’s new agency cla i m i ng that the re g-
u latory agency’s cost- b enefit ana lyses
a re way off wou ld be unlikely to pro-
d uce a sca ndal with wh ich le g i s lators
must dea l. epa, for exa mple, wou ld
have cou ntera rg u ments ab out plaus i-
ble dif ferenc es in risk ana lyses, mon-
et iz i ng death and di sease, di s cou nt-
i ng the futu re loss of hu man life, and
more. Whatever the merits of the
a rg u ment s, they wou ld create more
t han enough noi se to fuzz the deb ate.
L ong before such di sputes were
resolve d, the publ ic wou ld tu ne out,
more conc erned with who pays the
costs and who reaps the benefits tha n
with the cost- b enefit rat io. 

M r. Lut ter’s prop osed agency
wou ld, however, ma ke a big dif ferenc e
if re g u lat ions from epa a nd ot her agen-
cies had to be enacted by Cong ress

b efore they cou ld go into ef fe ct. That
a rra ngement wou ld be re qu i red by the
Cong ress ional Resp on s i bil i ty Act bil l,
wh ich Rep. J. D. Hay worth and Sen.
Sam Brow nb ack have int ro d uced as
one way for Cong ress to ob ey the Con-
st i tut ion’s proh i bi t ion on dele gat ion.
Were their bill to become law, le g i s la-
tors wou ld have not on ly the informa-
t ion from Mr. Lut ter’s agency but also
t he resp on s i bil i ty for the re g u lat ion s
t hat get imp ose d. 

Con st i tut ional law yer Ga ry Law-
son suggests enfor ci ng the Con st i tu-
t ion’s proh i bi t ion on Cong ress’s dele-
gat ion of its law ma k i ng aut hori ty.
P rofessor Lawson lo cates the con st i-
tut ional proh i bi t ion in the “ne c essa ry
a nd prop er” clause. His ana lysis is
soph i st icated and plaus i ble. He then

add resses the quest ion of how the
cou rts shou ld def i ne uncon st i tut ion-
al dele gat ion. He prop oses that “Con-
g ress must ma ke whatever pol icy de ci-
s ions are suf f icient ly imp orta nt to the
statutory scheme at iss ue so that Con-
g ress must ma ke them.” My own pro-
p osal is that Cong ress must state the
ru les of cond uct rat her than aut ho-
riz i ng agencies to do so. The pu rp os-
es of our tests are the sa me: to ma ke
Cong ress ac cou ntable. But he gets my
test wrong by ta k i ng one of my state-
ments ab out its pu rp ose for the test
i t sel f. I prefer my forma l i st ic test to
P rofessor Lawson’s inst ru mental one
b e cause cou rts are less apt to defer to
Cong ress when they have a forma l i s-
t ic test to apply. In any event, I ag re e
with Professor Lawson that the dif fer-
enc es betwe en us are sma l l. 

In sum, try i ng to reform re g u lat ion
w i t hout endi ng dele gat ion may pro d uc e
a lot of act ion, but it won’t do much
go o d. Ma k i ng Cong ress ta ke resp on s i-

bil i ty the con st i tut ional way wou ld put
b oth pol i t ics and econom ics in the ser-
v ice of real re g u latory reform. 

D avid Schoenbrod
P rofessor, New York Law Scho ol

Ad ju nct Schola r, Cato Inst i tute

More on the
Failure of 
“Market Fa i l u r e ”
THE REAL ISSUE

paul ballonoff’s “on the failure of
Ma rket Fa il u re” (Re g u lat ion, Vol. 22, No.
2) is an interest i ng and useful cri t ique of
t he Law rence Berkeley Lab oratory (lbl)
study of fluores c ent- l ig h t i ng ballast s.

However, Mr. Ba l lonof f’ s
claim that “t he case for
ma rket intervent ion rest s
on bad ana lys i s” app ea rs
to be based on on ly one
study, wh ich eva l uates the
e conom ic benefits of a sin-
g le type of dema nd- s ide
ma nagement (dsm) .

M r. Ba l lonoff finds the
lbl study flawed and
asserts that it “is the pre-

m ier exa mple of ma rket fa il u re used by
t he energy con servat ion lobby to just i-
fy govern ment intervent ion in energy
ma rket s.” From that he concl udes: “t he
case for [govern ment] intervent ion is
wea k.” He asks us to ac c ept the prop o-
s i t ion that a sing le study is representa-
t ive of yea rs of invest igat ion and deb ate
a nd, fu rt her, that the flaws he bel ieves to
have fou nd in it inva l idate all ot her seri-
ous studies of the topic.

M r. Ba l lonof f’s statement is rema rk-
able for at least two reason s. Fi rst,
a l t hough lbl c erta i n ly has done much
work in the dsm a rea over the yea rs,
one study ha r d ly qua l if ies, nor is
ac cla i med as “t he prem ier exa mple of ma r-
ket fa il u re” (emphasis added). If it were,
it wou ld astou nd the thousa nds of eng i-
ne ers, econom i st s, fina ncial ana lyst s,
mat hemat icia n s, phys ici st s, pol icy ana-
lyst s, law yers, pol icy ma kers, and ot hers
who have been grappl i ng with ma rket
st ructu re and dsm meas u rement and
ef fe ct iveness iss ues since the mid-

Trying to reform regulation without ending

delegation won’t do much good. Congress

must take responsibility the constitutional

way for real regulatory reform.



1 9 7 0 s. There is a robust literatu re on
dsm a nd the typ es of ma rket fa il u re
t hat may prevent its wider adopt ion.
For exa mple, the pro c e e di ngs of the
n i ne Internat ional Energy Prog ra m
Eva l uat ion Conferenc es, held every two
yea rs since 1983, il l ust rate the scop e,
dept h, rigor, and qua l i ty
of dsm resea r ch as it has
evolved since the 1970s
a nd 1980s. 

dsm was, in fact,
adopted “by the ma rket,”
as ev idenced by the suc-
c ess of energy serv ic e
compa n ies (escos), wh ich
i nvested their own capi ta l
in energy- sav i ng equ ip-
ment and pract ic es in
retu rn for a sha re of the sav i ngs on thei r
cl ient s’ ut il i ty bil l s. Clea rly, dsm ca n
a nd did pro d uce real energy and dol la r
sav i ngs.

Of cou rse, Mr. Ba l lonoff is not
assert i ng that dsm p er se is inappro-
priate or inef f icient but, rat her, that
t here is no cre di ble ev idence that gov-
ern ment act ion to promote dsm is jus-
t if ied or pro d uc es net sav i ngs. That is
an assert ion and no more. There have
b e en ma ny studies meas u ri ng cha nges
in energy con s u mpt ion before and
after appl icat ion of a pac kage of dsm
meas u res. I, for exa mple, pa rt icipate d
in a study done for the Nat ional Bu reau
of Sta ndards in 1977-78 that meas u re d
t he thermal cha racteri st ics of va rious
typ es of apa rt ment bu ildi ngs. That
study was one of the first to show that
heat loss through “non- obv ious” inf il-
t rat ion pat h ways (e. g., up throug h
u n i n s u lated walls into and out of at t ics
a nd at t ic crawl spac es) is much greater
t han heat loss through the more obv i-
ous pat h ways: windows and do ors.
A l t hough the study did not meas u re
t he ef fe ct iveness of dsm meas u res, it
was useful in ident ify i ng the typ es of
meas u res that cou ld be most ef fe ct ive.
The iss ue of ef fe ct ive dsm eva l uat ion
a nd meas u rement cont i nues to be
i nten sely exa m i ne d.

Clea rly, there have been barriers
to the use of ot herw i se econom ica l ly
ef f icient dsm. Those barriers have
i ncl uded improp er re g u latory prici ng,
as Mr. Ba l lonoff suggest s. But there

a re ot her barriers. For exa mple,
bu ilders fa il to con st ruct hig h ly ef f i-
cient hous i ng because of hig her first
costs and the natu re of ava ilable
f i na nci ng; lenders lack informat ion
ab out the cost- ef fe ct iveness of va ri-
ous dsm meas u res; and low- i ncome

customers ca n not af ford to ret rof i t
t heir dwel l i ngs to be more ef f icient,
wh ich wou ld not on ly save them
money but also re d uce the bad- debt
bu r den imp osed on ot her ut il i ty cus-
tomers through hig her rates.

But the real iss ues surrou ndi ng
dsm have not been ab out whet her
t here are ma rket barriers or if energy
use de cl i nes after the appl icat ion of
dsm meas u res. Two key quest ions have
b e en deb ate d: What per c entage of the
cha nge in con s u mpt ion can be at t ri b-
uted to dsm meas u res? Is it appropri-
ate to ma ke nonpa rt icipa nts pay for
dsm meas u res that re d uce total ut il i ty
bills but perhaps lead to an inc rease in
t he price per unit of energy? In ot her
wor d s, what benefits flow from dsm,
who reaps those benef i t s, and who
s hou ld pay for them ?

I bel ieve that Mr. Ba l lonoff is con-
c erned with who benefits and who pays.
If that is so, he is re- enteri ng the arg u-
ment ab out ef ficiency vers us equ i ty. In
essenc e, the arg u ment is whet her it is
b et ter to inc rease general econom ic wel-
fa re at the ex p en se of a subset of the
e conomy or to ta ke on ly those act ion s
t hat pro d uce no losers, even if that
means forgoi ng inc reases in the gener-
al wel fa re. Mr. Ba l lonoff app ea rs to be in
t he “no losers” ca mp.

I submit that there is no objectively
right answer to the arg u ment. It ulti-
mately requires a value judgment th at
tu rns on one’s personal ph ilosophy.
Mov i ng to comp et i t ive ma rkets and pro-

mot i ng dsm have the sa me goa l, that
i s, to inc rease econom ic ef ficiency. Com-
petitive markets create losers as well as
w i n ners, wh ile opt i m iz i ng econom ic
ef f iciency, if the ory holds in pract ic e.
But there has been a deb ate over whet her
competitive markets have actually pro-

duced the efficiency gains
cla i med for them and who
has re c eived whatever
gains have been pro d uc e d.
Is that debate conceptual-
ly dif ferent than arg u-
ments ab out the real va l ue
of dsm a nd whet her the
“no loser” sta ndard shou ld
be appl ied? I submit that it
is not.

P aul S. Galen
Sen ior Ana l yst II, Energy Ana lysis Offic e,
Nat ional Renewable Energy Lab oratory,

Depa rt ment of Energy
( T he views and opi n ions ex p ressed here are ent i rel y
t he wri ter’s and do not necessa rily rep resent those of
t he U. S. Depa rt ment of Ener gy or its Nat iona l
Renewable Ener gy Lab oratory. )

SETTING THE RECORD

S T R A I G H T

in “on the failure of market fail-
u re” (Re g u lat ion, Vol. 22, No. 2), Paul Ba l-
lonoff ma kes ma ny incorre ct assert ion s
about our case study of efficient mag-
net ic ballast s, “E nergy- E f ficient Lig h t-
i ng: Ma rket Data, Ma rket Imp erfe ct ion s,
a nd Pol icy Suc c ess,” wri t ten with Les l ie
J. Show n. We wa nt to set the re cor d
st ra ig h t. (Readers can find the full rep ort
in Contemporary E conomic Policy, Vol. 14,
No. 3 [July 1996], or as “Magnetic Fluo-
res c ent Ba l last s: Ma rket Data, Ma rket
I mp erfe ct ion s, and Pol icy Suc c ess”
[LBNL-37702, December 1995], under
1995 rep orts at  h t t p: / / end use. l bl. gov /
Info/Pubs.html.)

Our resea r ch demon st rates beyond
a reasonable doubt that the ma rket
do es not always captu re energy ef f i-
ciency invest ment opp ortu n i t ies with
h igh internal rates of retu rn. Ra nda l l
Lut ter, wri t i ng on the imp orta nce of
qua l i ty cont rol in appl ied re g u latory
e conom ics, states that “t he gold sta n-
dard in science is con s i stency with
empi rical ev idenc e.” (See “The Role of
Econom ic Ana lysis in Re g u latory
Reform,” in Re g u lat ion, Vol. 22, No. 2.)

The real issues surrounding demand-side

management are not about market barriers

or energy use but about the benefits: who

reaps them and who should pay for them.



Our pap er presents such empi rical ev i-
denc e, but Mr. Ba l lonoff fa ils to grasp its
origins or its imp ort. 

M r. Ba l lonoff begins by ma k i ng two
m i sta kes in summa riz i ng our ana lys i s.
Fi rst, he states that “t he aut hors ca lcu-
late the average cost of ele ct rici ty in
1993 for three classes of com mer cia l
bu ildi ngs that they des c ribe very gen-
era l ly as hav i ng ‘h ig h,’ ‘average,’ and
‘low’ use of ele ct rici ty.” Our art icle
ma kes it clear that we drew on a stat i s-
t ica l ly representat ive sa mple of 5,000
com mer cial bu ildi ngs, us i ng ele ct rici-
ty bil l i ng data and op er-
at i ng hou rs for indiv id ua l
bu ildi ngs to avoid agg re-
gat ion problem s. We then
sorted those results into
t he three cate gories that
M r. Ba l lonoff ment ions (as
well as into ot her cate-
gories), but the ana lys i s
was done at the level of
i ndiv id ual bu ildi ngs in the
sa mple. Se cond, Mr. Ba l-
lonoff confuses the F40 and F96 des ig-
nat ions for ballasts as meas u res of the
ef f iciency or “adva nc e d” natu re of cer-
tain ballast s. In fact, they are merely
na mes for the two main kinds of la mps,
each of wh ich is driven by a dif ferent
type of ballast.

M r. Ba l lonoff asserts that we made
four errors in our ana lys i s. We treat
each of the four alle ged errors in tu rn:

(1) His first cri t icism is that we use d
average- and not ma rg i na l- cost data
for assess i ng the bill sav i ngs from the
more ef f icient ballast. What is cu rious
ab out this cri t icism is that we did not
use cost data at all. In fact, we use d
bil l i ng data from each of our 5,000 rep-
resentat ive bu ildi ngs to find the aver-
age price of ele ct rici ty for each bu ild-
i ng in the sa mple. Mr. Ba l lonof f’ s
excu rs ion into the data on the va riable
costs of generat i ng ele ct ric power is
i rreleva nt and shou ld simply be
ig nore d. The on ly thing that mat ters
for our arg u ment is that the avoidable
p ort ion of a typical com mer cial se ctor
ele ct rici ty bil l is virtua l ly the ent i re
a mou nt of the bil l. (The do cu mentat ion
can be fou nd at h t t p:// end use. l bl. gov /
s ha re ddata / let terto C E P. do c.) 

(2) Mr. Ba l lonoff asserts that fa l l i ng ele c-
t rici ty pric es in the 1990s wea ken ou r
case. However, unless one bel ieves that
bus i ness firms are not merely rat iona l
but pres cient, that trend is irreleva nt to
assess i ng the de ci s ions made by com-
mer cial customers in the 1980s, wh ich
was the pu rp ose of our ana lys i s. The
convent ional approach, wh ich we
appl ie d, is to approx i mate the ex p e c-
tat ions at the time de ci s ions were
u nderta ken. Our use of the Ele ct rici ty
I nformat ion Ad m i n i st rat ion’s late-
1980s fore cast of roug h ly flat ele ct rici-

ty pric es was ent i rely appropriate for
t hat pu rp ose. 

(3) Mr. Ba l lonoff then claims that we
used opt i m i st ic est i mates of ballast life-
t i mes. In fact, our ballast lifet i mes are
b ased on empi rical data from the Lig h t-
i ng Resea r ch Inst i tute, wh ich surveye d
b a l last ma nufactu rers, lumina i re ma n-
ufactu rers, and lig h t i ng ma nagement
compa n ies. We referenced the data in
our rep ort. Mr. Ba l lonoff appa rent ly
pulls his est i mate of 5 yea rs out of the
a i r; it has no empi rical bas i s, to ou r
k nowle dge.

(4) Fi na l ly, Mr. Ba l lonoff claims that the
om i ss ion of 80 bu ildi ngs with ele ct ric-
i ty pric es ab ove 20 cents per kilowat t-
hour (kWh) from our sa mple sig n if i-
ca nt ly biases the results because those
bu ildi ngs “represent facil i t ies with low
use.” But because the 80 bu ildi ngs rep-
resent on ly 1.2 per c ent of the flo or area
of our 5,000-bu ildi ng sa mple, the om i s-
s ion had little ef fe ct on our res u l t s. The
80 om i t ted bu ildi ngs averaged 59 op er-
at i ng hou rs a we ek; the average for the
ent i re sa mple was 79 hou rs a we ek. But
t he average ele ct rici ty price for these
sa me bu ildi ngs was 22 cents per kWh,

or ab out t h ree times gre ater t han the aver-
age price for all bu ildi ngs. Thus if we
had incl uded the 80 bu ildi ngs in ou r
sa mple, the hig her price of ele ct rici ty
wou ld have more than of fset the ef fe ct
of the lower op erat i ng hou rs, ma k i ng
our concl us ions even st ronger, albei t
not by much.

In his “Pol icy Impl icat ion s” se ct ion,
M r. Ba l lonoff em b a rks on a di s cuss ion
ab out prop er rate des ig n, wh ich is irrel-
eva nt to the arg u ment given in ou r
rep ort. The tra n s lat ion of ut il i ty costs to

rates is an interest i ng and
i mp orta nt topic, but it has
not h i ng to do with ou r
a na lys i s. We fo cuse d, cor-
re ct ly, on the bills that
com mer cial customers in
t he 1980s actua l ly fac e d,
not bills as Mr. Ba l lonof f
wou ld have liked them to
be des ig ne d.

M r. Ba l lonof f’s cri-
t ique thus fa ils on every

cou nt. He finds “p e cu l ia r” our concl u-
s ion that the ballast ef ficiency sta nda r d s
i mproved econom ic ef ficiency, but we
a re puz z led by his skept ici s m. The lit-
eratu re is rife with exa mples of inst i tu-
t ional and ma rket imp erfe ct ions that
lead to econom ic inef f iciency. That
some of these imp erfe ct ions can be
ef fe ct ively and ef ficient ly add ressed by
govern ment pol icy shou ld not be a sur-
pri s i ng res u l t. For a ra nge of thoug h t fu l
opi n ions on the mat ter, we re com mend
t he Octob er 1994 iss ue of the jou rna l
E ner gy Pol icy.

J onathan G. Koomey, Ph. D . ,
and Alan H. Sanstad, Ph. D . ,

Law rence Berkeley Nat iona l
Lab oratory

THE AUTHOR REPLIES

i will begin with four general 
com ments ab out the pre c e di ng let ters
from Mr. Ga len and Drs. Ko omey and
Sa n stad. Then I will tu rn to met ho d-
olog ical iss ues ra i sed in the Ko omey-
Sa n stad let ter.

All three wri ters ma ke the com mon
m i sta ke of confus i ng eng i ne eri ng ef fi-
ciency with econom ic ef f iciency. The
total energy convers ion of a dev ice is
not the sa me as the econom ic ef ficien-

There are many examples of institutional

and market imperfections that lead to

economic ineffic i e n c y. Some imperf e c t i o n s

can be addressed by government policy.



cy of that dev ic e, and eng i ne eri ng life is
not the sa me as econom ic life.

As for empi rical ev idenc e, none of
t he wri ters can poi nt to a sp e cific study
t hat shows that any govern ment
dema nd- s ide ma nagement (dsm) pro-
g ram ever pro d uced benefits wort h
more than its cost s. The mass ive litera-
tu re they allude to prom i ses mass ive
b enef i t s, but that is all. The literatu re
may enu merate pol icy pu rp oses that
a re pol i t ical just if icat ion for govern-
ment prog ra m s, but pol i t ical agendas do
not prove ma rket fa il u re.

It is certa i n ly true, as Mr. Ga len
notes, that there are private compa n ies
t hat suc c essfu l ly sell energy ef ficiency
serv ic es. But the ex i stence of such com-
pa n ies ha r d ly proves that govern ment
s hou ld create and imp ose dsm pro-
g rams on unwil l i ng con s u mers.

Cont ra ry to Mr. Ga len’s suggest ion,
I am not merely conc erned that there be
“no losers” as a result of govern ment
prog ra m s. The iss ue is not who pays
a nd who benef i t s. Aga i n, the iss ue is
t he govern ment’s role in dictat i ng to
con s u mers and the lack of ev idence that
a ny govern ment dsm prog ram yield s
b enefits greater than its cost s.

I will tu rn now to sp e cific met ho d-
olog ical iss ues ra i sed by Drs. Ko omey
a nd Sa n stad.

Fi rst, they claim that I wrote ab out
t he cost of generat i ng ele ct rici ty,
whereas their resea r ch was based on
cha rges bil led to customers (price per
unit of ele ct rici ty times the nu m b er of
units). In fact, govern ment re g u lators
set ut il i ty ta rif fs — t he pric es of fered by
re g u lated ut il i t ies — to corresp ond
genera l ly with the cost of generat i ng
p ower. Thus the average “pric e” com-
puted from a ut il i ty bill is not on ly a
pric e, it is an approx i mat ion of the
ut il i ty’s average cost for the units of
energy suppl ied to the customer dur-
i ng the bil l i ng perio d. At best, it is an
approx i mat ion of the ut il i ty’s ma r-
g i nal cost, because that is what ut il i-
ty re g u lators st rive to ref le ct in ta r-
if fs. As I showed in my art icle, the use
of ma rg i nal costs wou ld re d uce sig-
n if ica nt ly the est i mated retu rns on
i nvest ments in govern ment- ma ndat-
ed ballast s. As a con se quence of thei r
m i s u ndersta ndi ng of my ana lys i s,

t hey di s m i ss it as “i rreleva nt.” But the
prop er prici ng of ele ct rici ty is cri t i-
cal to ef f icient resource allo cat ion. It
is a mat ter too imp orta nt to be left to
re g u lators.

D rs. Ko omey and Sa n stad next
p oi nt out that they ass u med flat rat her
t han fa l l i ng ele ct rici ty pric es because
t hat was the ex p e ctat ion of the Ele c-
t rici ty Informat ion Ad m i n i st rat ion at
t he time they did their resea r ch. In ot her
wor d s, govern ment ca n not pre dict the
cost of ele ct rici ty (among ma ny ot her
t h i ngs) but it shou ld nevert heless ma n-
date the use of “energy ef ficient” lig h t-
i ng ballast s.

D rs. Ko omey and Sa n stad then
rebu ke me for il l ust rat i ng how rates of
retu rn wou ld be re d uced if govern-
ment- ma ndated ballasts fa il to last as
long as ass u med in their rep ort. Thei r
let ter claims that the ballast lifet i mes
t hey used were based on “empi rica l
data … referenced…in our rep ort.” But
t he rep ort merely ci tes an underly i ng
rep ort prepa red by the Lig h t i ng

Resea r ch Inst i tute, the deta ils of wh ich
a re not repro d uc e d. All we know is
what Drs. Ko omey and Sa n stad sa id in
t heir rep ort and say in their let ter,
na mely, that the Lig h t i ng Resea r ch
I n st i tute’s est i mates are based on “s u r-
veys of ballast ma nufactu rers, lumi-
na i re ma nufactu rers, and lig h t i ng ma n-
agement compa n ies.” Their incl us ion of
ma nufactu rers’ data in those surveys
s uggests that the so- ca l led empi rica l
data ab out ballast lifet i mes are simply
eng i ne eri ng est i mates.

All of this leads to a few final obser-
vat ion s. It is time for the govern ment to
lo ok at mass of studies of “ma rket fa il-
u re” it has fu nded and ask what they
have pro d uced ot her than unrea l ize d
b enefits and prop osals for more studies.
It is time to tu rn off the govern ment-
fu ndi ng spigot. What is worth doi ng in
t he area of energy con servat ion, pri-
vate ind ust ry can do.

P aul Ballonoff
Ba l lonoff Con s u l t i ng, 

A lexa nd ria, Vi rg i n ia


