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Does Economics Matter?
• People are “profit maximizers”

– Our calculus is complex, group outcomes may deviate
• People respond to price signals

– We change the amount and kinds of things we demand
• Competition makes a difference

– As do private transactions costs, frameworks, property rights
• Perception of risk – emotion trumps reason

– Loss aversion (“losses loom larger than gains”)
• Negative information has big impact
• Youngest, oldest more susceptible to new information
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Persistent Energy Dilemmas
• Access (resources, infrastructure)
• Energy supply and delivery (pricing and price 

signals)
• Reliability at what cost? (capacity, storage)
• Risk mitigation (safety, security, acceptance)
• Entry of new technology (timing)
• Environmental protection (future generations)
• Economic, social benefits (“all politics is 

local”)
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Access, Competition
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Competition and Performance
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Pricing

Source: DB Global Markets 
Research, 2006
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Price Signals and Demand
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Changing the Quantity Demanded
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Changing What We Demand, 
Introducing Competition
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Reliability
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Reliability, Capacity, Implied 
Storage
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Local, host
community

Mitigating Risk, Finding Local 
Benefits So That We Can Build

Costs are perceived to be 
concentrated at the local site and
local host community

Benefits of the project are
spread across a larger area; 
local host community may not 
perceive sufficient benefits to 
support project

Result: Perception of imbalance; 
“environmental justice” issue

Sources: CEE-UT
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Timing of Technology
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Climate, Future 
Generations, 
Uncertainty, 

and Value from 
Waiting

Sources: The Economist, 2005

Each wedge reduction 
represents a more 
rigorous deployment of 
capital and technology 
to achieve additional 
reductions
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What Does This Mean for You?

• Supply, demand, price, risk, uncertainty, 
timing are business variables

• Strategic economic thinking provides clues to 
underlying trends, ripple effects in the political 
realm (“policy”)
– Demand, “market basket” restructuring
– Oil market “contestability” from biofuels
– Natural gas for electricity reliability
– Socio-environment and the status quo


