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The Issue
It’s no secret that retail electricity rates have been rising in the U.S. The causes, however, are disputed. 

A recent study by Bloomberg, for example, claimed that increased electricity consumption by data centers 
is driving up residential electric bills, based on an analysis of price increases at wholesale pricing “nodes” 
near data centers.1 (Nodes are individual locations where electricity is physically delivered to a consumer 
or received from a generator.) 

An article in RealClearEnergy claims that higher prices are driven by a long-standing “cost-of-ser-
vice” regulatory framework that provides electric utilities with a “guaranteed” return on investment. It 
recommends adopting an alternative framework that emphasizes performance and market competition 
for investment dollars.2 

Still other studies have claimed that increasing retail prices are being driven by subsidized wind and 
solar generation,3 a claim that is vigorously disputed by wind and solar advocates.4 Another recent article 
claims that retail electricity prices have generally tracked inflation and that wind and solar power develop-
ment had no discernible impact on retail prices.5 

Viewed separately, all of these claims seem reasonable. Data centers gobble lots of electricity. Most 
electric utilities are regulated under a cost-of-service regime that does encourage greater spending on 
infrastructure that earns returns for investors. Wind and solar costs can be both higher or lower than other 
generating resources, depending on which costs are included.6 

In reality, the factors contributing to the electric rates paid by individuals and businesses are numerous 
and interrelated. First, there are the nuts and bolts issues that govern wholesale and retail markets. For 
example, wholesale electric prices, such as those in the formal markets operated by nonprofit Regional 
Transmission Organizations (RTOs) such as PJM Interconnection (which covers 13 mid-Atlantic states and 
the District of Columbia) are affected by the arcane and often changing rules that those RTOs enforce. That’s 
especially true for so-called capacity markets, which provide generating plant owners with revenues for 
being available when needed. The rates paid by residential, commercial, and industrial customers depend 
on how electric utilities’ fixed costs—i.e., the costs that must be paid regardless of how much electricity 
consumers use—are allocated among them. These methodologies are also arcane.7 Allowed returns on 
utilities’ capital investment—they are not guaranteed, as some claim8—are also set by regulators using 
different methodologies and assumptions. Moreover, state regulators use different methods to regulate 
electric rates; most are cost-based, but some require that utilities meet specific performance targets.
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Second, broader policy issues, such as state mandates for increasing renewable generating capacity or reducing 
greenhouse gas emissions, affect electric prices. Additionally, state and federal subsidies, not only for renewable 
generation but also for nuclear plants, influence these prices. Environmental regulations and restrictions on siting 
new infrastructure—whether high-voltage transmission lines or new natural gas pipelines that deliver supplies to 
natural gas-fired generating plants—affect generating costs.9 

Teasing out the impacts of each of these factors separately is a Herculean task and would require an issue book, 
not an issue brief. Here we focus on one factor that the price increase debaters appear to have ignored and that is 
fundamental to electricity prices: the supply of generating resources.

The Missing Link
The following two charts set the stage. Figure 1 shows the percentage change in average residential rates by state 

between the first quarter of 2010 and the second quarter of 2025. As shown, the price changes ranged from 0% in 
Nevada to 127% in California. The average for the U.S. was about 63%. Interestingly, some of the states with higher 
percentage increases over the past 15 years are not the same as the states with the highest actual residential rates, as 
shown in figure 2.

Figure 1

Percentage Change in Average Residential Electric Prices, Q1 2010–Q2 2025

Source: U.S. Energy Information Administration, “Average Retail Price of Electricity, United States, 
Monthly,” Electricity Data Browser dataset, and author calculations.

https://www.eia.gov/electricity/data/browser/#/topic/7?agg=2,0,1&geo=g&freq=M&start=200101&end=202508&ctype=linechart&ltype=pin&rtype=s&maptype=0&rse=0&pin=
https://www.eia.gov/electricity/data/browser/#/topic/7?agg=2,0,1&geo=g&freq=M&start=200101&end=202508&ctype=linechart&ltype=pin&rtype=s&maptype=0&rse=0&pin=


3

Residential prices in West Virginia, for example, increased more than 90% over the past 15 years but are still 
lower than the overall U.S. average. Residential customers in New York state, however, experienced an increase of 
just 50% over the previous 15 years. Yet they now pay some of the highest rates in the country. Notably, residential 
customers in Massachusetts and California have experienced the most significant percentage increases in their rates 
and pay the highest average rates. Thus, while electric rates have increased, the impacts have not been uniform.

The argument that data centers are causing a rapid increase in average rates is also not supported by the 
evidence. Virginia, for example, has a high concentration of data centers. Yet residents of that state have experienced 
below-average price increases and still pay below-average rates. Similarly, Virginia’s electric utilities remain vertically 
integrated and thus earn a rate of return on investment set by regulators on their generating plants. Massachusetts, 
however, deregulated its electric industry many years ago, forcing utilities to divest their generating assets and 
allowing customers to choose their electricity suppliers in a competitive market.10

Nor is increasing electricity demand from data centers and other customers necessarily driving state increases. 
In California, for example, sales through July 2025 were lower than those of the first seven months of 2024, whereas 
in Virginia, sales were almost 3.5% greater.11 (In fact, lower sales can lead to higher average prices because electric 
utilities’ relatively large percentage of fixed costs is recovered across fewer kilowatt-hours.) 

Figure 2

Average Residential Electric Prices, Q2 2025

Source: U.S. Energy Information Administration, “Average Retail Price of Electricity, United States, 
Monthly,” Electricity Data Browser dataset.

https://www.eia.gov/electricity/data/browser/#/topic/7?agg=2,0,1&geo=g&freq=M&start=200101&end=202508&ctype=linechart&ltype=pin&rtype=s&maptype=0&rse=0&pin=
https://www.eia.gov/electricity/data/browser/#/topic/7?agg=2,0,1&geo=g&freq=M&start=200101&end=202508&ctype=linechart&ltype=pin&rtype=s&maptype=0&rse=0&pin=
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The Impacts of a Changing Generating Capacity Mix
Between 2010 and 2024, U.S. generating capacity increased by about 200 gigawatts (GW), or just over 16%, from about 

1,140 GW to 1,325 GW (see figure 3). Over the same period, total retail sales of electricity increased by just 5%, from 
3,755 gigawatt-hours (GWh) to 3,962 GWh.12 Hence, at first glance, it would appear that generating capacity growth has 
outpaced growth in demand. However, the growth in total generating capacity belies the loss of existing dispatchable 
fossil fuel and nuclear generation, and its replacement by wind and solar. Total dispatchable capacity fell by about 80 GW, 
while intermittent (and subsidized) wind and solar increased almost sevenfold, from 40 GW in 2010 to 278 GW in 2024.

This pattern has continued this year. Between January and July 2025, over 1,900 megawatts (MW) of fossil-fuel 
generation were retired.13 For the remainder of this year, another 3,450 MW of coal-fired generators are scheduled 
to retire along with about 4,400 MW of gas-fired generators. An additional 6,750 MW of coal-fired and 4,000 MW 
of gas-fired generators are scheduled to retire in 2026.14 Hence, in 2025 and 2026, more than 20,000 MW of existing 
fossil-fuel generators are expected to be retired, replaced almost exclusively by intermittent wind and solar genera-
tors, along with some battery storage.

Figure 3

Dispatchable and Non-Dispatchable Generating Capacity, 2010–2024

Source: U.S. Energy Administration (EIA), EIA-860 Annual Electric Generator Report, “Existing 
Nameplate and Net Summer Capacity by Energy Source, Producer Type, and State, 1990–2024,” (EIA, 
2025). 

https://www.eia.gov/electricity/data/state/
https://www.eia.gov/electricity/data/state/
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The loss of dispatchable generating capacity is the result of several factors. First, some states have forced generators 
to close prematurely. For example, the state of New Jersey effectively forced the retirement of the 625-MW Oyster Creek 
Nuclear Station in 2018 by requiring the plant to install cooling towers, which its owner, Exelon Generation, estimated 
would cost $800 million.15 Ironically, when the plant was first built, New Jersey environmental regulators prohibited 
the plant from installing cooling towers because they were deemed too costly.16 Similarly, citing safety concerns in 
2017, then– Governor of New York Andrew Cuomo pressured Entergy Corporation to shutter the Indian Point Nuclear 
Station in 2021, which had provided up to 25% of New York City’s electricity. 

Other states have forced the closure of coal and natural gas generators. Many states have legislated 100% 
“zero-emissions” electricity generation as soon as 2035.17 In states that have not enacted rules forcing plant closures, 
poor economic conditions driven by increasingly strict environmental regulations have caused premature retire-
ments. In 2024, for example, the U.S. Environmental Protection Agency (EPA) finalized rules that would have forced 
most coal plants to retire by 2032.18 Under the Trump administration, however, the EPA is in the process of rescinding 
those rules, as well as more stringent standards for vehicle emissions.19

The loss of dispatchable generating capacity and its replacement with intermittent wind and solar is one factor 
contributing to higher electric rates, despite arguments that categorizing generators this way is incorrect.20 In effect, 
the argument is that wholesale markets “choose” wind and solar generation, as well as battery storage, because their 
output is the lowest cost when the grid needs electricity. Wind and solar advocates also point out that some states with 
large quantities of wind and solar generation, such as Iowa, have relatively low retail electric rates. Hence, it cannot be 
the case that increasing wind and solar generation is causing higher retail electric rates.21 

These arguments are simplistic and misleading. Most utility-scale wind and solar facilities have benefited from 
generous federal tax credits and state mandates that require an increasing proportion of the electricity local utilities 
need to meet customer demand to come from these resources. The subsidies, especially the federal production tax 
credit (PTC), distort wholesale electric markets. The PTC, which is currently $27.50 per megawatt-hour (MWh),22 allows 
wind and solar owners to bid at below-zero prices and still be profitable. When they supply more generation than what 
is consumed, wholesale market-clearing prices can be negative, which force baseload generators that cannot be cycled 
on and off to pay to continue delivering electricity to the grid. 

This is a market distortion that has adverse impacts. First, it reduces the competitiveness of unsubsidized genera-
tors because, but for the subsidies, total electricity supplied would be lower and market prices would be higher. 
Second, artificially lowering wholesale market prices force otherwise competitive but unsubsidized generation out of 
the market, which I have previously termed Gresham’s Law of Green Energy.23 

Some wholesale markets, such as those operated by PJM, the New York State Independent System Operator (ISO), 
and ISO New England also have established “capacity” markets. These are administratively created markets that 
establish a separate value for the availability of generating capacity when it is needed, in effect placing a value on “iron 
in the ground.” However, intermittent resources like wind and solar, by their nature, cannot always be available when 
needed. In its July 2024 auction, for example, PJM’s capacity market-clearing prices jumped almost tenfold, from $29/
MW-day to $270/MW-day,24 reflecting increasing demand but less dispatchable generating capacity.25 In its July 2025 
auction, prices rose still further to $329/MW-day.26 These increased wholesale prices contribute to higher retail prices.

The intermittency of wind and solar generation can be addressed to some extent by adding battery storage to the 
grid. But battery storage is costly. Moreover, wind and solar do not provide other key attributes needed to maintain 
reliable electricity, such as inertia and reactive power.27 Thus, wholesale market operators such as PJM must incur 
additional costs to supply these necessary components.
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Perspective
There is no single factor that can explain all the increases in all electric utilities’ retail electric rates over the past 

few years. The rates retail customers pay for electricity depend on numerous factors, some of which are market-
based, while others are specific to individual state regulators. There is no doubt, however, that the loss of dispatch-
able generating capacity is contributing to higher electric rates. 

The effects are most clearly seen in the rapid increase in capacity market payments, which are designed to reward 
availability and dispatchability. But higher capacity market prices are not the only evidence. The growing instability 
of wholesale energy markets, caused by subsidized wind and solar, is driving out dispatchable generators. Addition-
ally, short-sighted efforts by policymakers to mandate zero-emissions electricity, often justified to address climate 
change, will have no measurable impact on the world’s climate.

The “grid transformation” envisioned by wind and solar proponents will not take place if it results in unafford-
able and unreliable electricity. Storage batteries to correct for wind’s and solar’s inherent intermittency are too costly. 
Moreover, the quantities of storage that would be required are unrealistic and likely physically impossible to develop.28 
These realities are likely why owners of data centers increasingly seek to rely on nuclear, natural gas, and even coal 
generation for their growing electricity requirements. If wind-solar-battery systems were a less costly alternative, 
they would surely rely on those. n
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