ESPC COMMENTS ON PROPOSED CONSTITUTIONAL AMENDMENTS  

ESPC comments – Nov. 27, 2006 Joint Minerals Committee

The Equality State Policy Center opposes both bills (07LSO_166 and 167) proposing constitutional amendments allowing the state to invest directly in pipelines, transmission lines and energy facilities.

It certainly seems odd to have to argue against state ownership of major means of production in a state where we believe most people are advocates of a free market, but here we are.  

The argument for state investment in pipelines and transmission lines is that transportation bottlenecks hold down prices Wyoming can get for energy commodities and if we could get more transport, we could maximize revenue from our mineral assets.

Actually, even as advocates of this proposal have pointed out, there are three elements affecting price: supply, demand, and infrastructure.  The ability to sort these out and determine what part of a lower price to Wyoming producers might be due to infrastructure and what might be due to oversupply requires, in our opinion, an infinite crystal ball.  Not only do you have to be able to figure out market fluctuations versus infrastructure bottlenecks now, but also five, 10, and 15 years down the road when the pipeline or transmission line is built and the state still is trying to recover its investment.

 What if, instead of erasing the gas price differential, a pipeline induces companies to overproduce and too much supply reduces gas prices across the board?

The gas price differential has waxed and waned significantly just in the past five years.  When it gets bigger, people start getting upset, and when it dwindles again, the issue goes off the radar.  This is a concern for the state in terms of tax revenue fluctuations, but imagine how much bigger a concern it would be if the state had to consider not only the revenue changes but also a huge investment exposure.

Our free-market economy operates on the principle that potentially profitable projects will attract investors.  If private investors are not stepping up to pipeline, transmission line, or energy projects (and we note here that “new technology energy projects” are not defined), it must be because these investors see more risk than they can tolerate.  

Why should the citizens of Wyoming take those risks?  If these projects were on a scale where you as individual investors could think about them, would you invest your own money?  State funds should be treated no differently; in fact, they should be treated with even more care.

This is especially true because, as far as the state is concerned, there is at least one completely no-risk alternative to maximizing revenues from current production, and that is to increase the severance tax.  The Legislature authorized a study which showed that modest increases in severance tax would generate significant revenues for the state without adverse effects on jobs or production.  

The Wyoming coal industry demonstrated its ability to compete successfully under 10.5% tax rate in the last years of the 20th century.

Before launching an unprecedented interference in the free market system involving significant risk of state funds with the goal of increasing tax revenues, the Legislature should consider the full range of options for generating those revenues.
