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	From Prof Geoffrey Heal.
Sir, One point remains to be made about the blackout of 2003. In any highly interdependent system such as the power grid, there is a systemic tendency to under-invest in reliability. A consequence of the interdependence is that a part of the cost of a failure, perhaps a large part, is passed on to competitors and their customers.

In the case at issue, it appears that the costs of a failure at an Ohio utility were passed on to other utilities and customers over the north-eastern US and south-eastern Canada.

When the costs of your shortcomings are visited on your competitors, why spend money to remedy them? This is an illustration of the social returns to an investment, in reliability in this case, exceeding the private: a classic cause of market failure.

There are two routes to a solution. One, the property rights approach, is to hold a utility responsible for the full costs of a service failure, wherever it occurs. The second, the regulatory approach, is to mandate minimum reliability standards with monitoring and serious penalties for non-compliance.

In bringing home to each utility the full costs of its shortcomings, the first route provides a clear incentive to avoid failures. The second seeks to prevent them through regulatory action. Currently the US is following neither route. Spencer Abraham's otherwise articulate article "We need more power over America's grid" (August 22) shows no appreciation of this, a defect that must be remedied before the US can be said to hav e an energy policy appropriate to its needs.
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