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Market Design Principles

Competitive market forces are more effective 
than economic regulation in controlling the 

cost of generating electricity
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Providing the electric service attributes (e.g term, pricing level, price 
certainty) appropriate for different customer classes;

Establishing prices that facilitate efficient consumption decisions 
by consumers; 

Ensuring that customers have a real choice of providers and 
are not slammed; and

Ensuring that any default price has an adjustment mechanism that links 
the retail price to the wholesale price.



Supply Procurement

Supply procurement solely at the discretion of 
the default provider (e.g. auction, RFP, 

bilateral contract, etc.)
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Competitive forces will determine the appropriate price for goods and 
services offered by competitive suppliers

A default price that adjusts to prevailing market prices will allow the default 
provider to recover its procurement costs and to offer a default price that is 
complementary to a competitive market place

Results in a robust, sustainable retail market



Default Design Characteristics

Desires of Individual Market 
Participants:
Customers: pricing, innovation, 
etc.

Alternate Retail Electric Suppliers:
ongoing opportunity to participate 
in the market

Default Providers: adequate 
compensation for default risk 

Wholesale Electric Suppliers:  
Multiple suppliers enter the 
market
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Key Default Design Features

Large Customers
•Hourly Priced Default

Service

Small Customers

•Market Responsive Pricing 



Large Customer Model
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Default Service for Large Customers
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Design Features:

Default product should not be a substitute for, nor hinder 
the development of a competitive market

Switching restrictions should not impede customer choice

Default pricing that is responsive to market forces

Results in:
Vigorous customer choice/competition



Mass Market Model
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Default Service for Mass Markets

Fixed Price/Rate Cap Model

Market Responsive   
Pricing Model

Generators Default 
Provider

Customers

Alternate Retail 
Electric Providers

Generators

Alternate Retail 
Electric 

Suppliers

Default 
Provider

Customers
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Number of Providers Offering Competitive Electric Service to Electric Customers

4 Providers10 ProvidersOctober 2003

15 Providers9 ProvidersStart of Customer 
Choice

Fixed Price/Rate Cap Model
Duquesne (PA) Light Company

Market Responsive Pricing Model
Texas (in Houston and Dallas Areas)
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Texas Switching Statistics
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Note:  Switching statistics for residential and small non-residential represent ERCOT-wide data and large customers represent
Centerpoint Service Territory only.
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Default Service for Mass Markets

Switching restrictions should 
not impede customer choice

Auction 
Model

Rate Cap 
Model

Market 
Responsive 
Price Model

Vigorous customer 
choice/competition

A default price responsive to 
market forces

Provides customers reasonable 
price protection while allowing 
ongoing opportunities for 
competitors to participate in 
the market

Design Features
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Benefits of Market Responsive Price Model

• Provides customers the electric attributes they desire 
for their electric service (price level, price certainty, 
term, etc.)

• Mitigates default providers’ risk by allowing default 
prices to reflect changes in wholesale price

• Provides certainty to alternate retail electric suppliers 
that default prices will not become below market

Therefore,
• Creates a market design wherein robust, sustainable 

competition will exist
11


