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THE NATURE OF THE PROBLEM

· There is wide variation in the marginal cost of supplying electricity and associated wholesale market prices during different times of the day and year.   Factor of 50.

· Capacity must be built to meet peak demand to maintain reliability. Moreover, old dirty inefficient plants must run to meet peak demand

· Consumers have wide variations in the value they place on being served during high demand/cost periods

· The combination of tight supplies and inelastic demand increases potential market power problems.  Increasing effective market demand elasticity during tight supply situations can help to mitigate this market power and lead to lower prices for all consumers

· UNDER RTP RETAIL PRICES VARY WITH HOURLY WHOLESALE PRICES

· Retail prices don’t have to be equal to wholesale prices but should at least vary with them 

· ADVANTAGES

· Provides consumers with appropriate price signals upon which to make efficient consumption decisions

· Will encourage conservation at times when electricity is most costly and reduce the need for peaking capacity and running old inefficient generators at the top of the stack

· Helps to mitigate market power during tight supply situations, reducing costs for all consumers

· Ends de facto subsidies for customers who consumer larger fraction of demand on-peak

· DISADVANTAGES

· Requires investment in real time meters and perhaps communications technology to interact with the wholesale market.

· Start with largest customers to avoid inefficient investment.  Technological change may make RTP appropriate for all customers in the future

· Almost inevitably leads to significant changes in average bills across customers, though some of these bill impacts can be moderated with rate design

· Only real disadvantage is that the politics of bill impacts must be overcome

· COMPETITIVE WHOLESALE MARKETS WILL WORK POORLY IF THERE IS NOT A SIGNIFICANT FRACTION OF LOAD ON RTP

· Had hoped that this would be a service offered by retailers (directly or indirectly), but retailer stimulated diffusion has been minimal so far

· Make RTP the default option for larger customers

· Encourage retailers to offer hedging services for some or all of this demand plus other load management options, including shared savings arrangements

· Gradually move RTP to smaller customers and evaluate UDC investment in supporting metering infrastructure

· Moving a significant fraction of load to RTP is essential for good market performance

· RTP IS DIFFERENT FROM TRADITIONAL TOU PRICING OPTIONS

· Traditional options set prices in advance to reflect “average” prices at different time periods

· This mutes customer incentives and is ineffective in mitigating market power

· RTP IS DIFFERENT FROM “DEMAND BIDDING” OPTIONS

· Much of the discussion of demand bidding is an unfortunate residue of bad thinking surrounding “integrated resource planning” of yore

· Demand bidding must confront serious adverse selection problems and payments for nothing.  What is the baseline?

· Demand bidding has no analogy in other product and service markets

· Demand bidding is not an alternative to RTP, but a potential complement if it is done properly

· Requires consumer or aggregator to pre-commit to level of demand (imbalance penalties if the demand is not realized)

· “Buying back” a credible commitment to consume is the appropriate framework for demand bidding

· Multi-settlement system can facilitate demand bidding and guard against free-riding

· May be some argument for subsidizing load reduction during peak period due to positive impacts on market power mitigation which benefits all customers

