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Introduction

• New Zealand

• Australia

• Singapore

• Indonesia

• Malaysia

• The Philippines

• South America

• Ghana

• Nord Pool

• Nigeria

• Ireland

• North America:
– ISO New England

– New York ISO

– PJM

– Southwest Power Pool
– ERCOT

– Midcontinent ISO

– California ISO
– Ontario
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These eleven lessons are based on extensive and direct experience in: 
advising clients, designing/implementing/operating electricity markets, 
electricity de-regulation, or commercially participating in the following 
markets or countries:



Lessons Learned #1 – Focus on real time

• Focus on real time…this cannot be emphasized enough!
• Market designs that have focused on forward or 

bilateral markets rather than real time operations have 
all failed!

• What do we mean by focus?
– Understand what the dispatcher must do in order to 

balance real time supply and demand.
– Understand what information he/she needs in order to 

balance real time power flows.
• Decide from whom and how the dispatcher will get this 

information.
– Understand the tools, i.e. software and communications, 

the dispatcher needs in order to perform their task.
– Understand that the dispatcher does not have many 

degrees of freedom.
• Power flows obey the laws of physics not contracts or rules.

– Align the physics (real time power flows) with the 
incentives (prices)!
• Prices are a tool to achieve reliability at least cost.
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Lessons Learned #2 – Don’t separate the market 
from the operation of the physical system

• Cannot and should not separate the “market” from the 
physical system.

• Every market design that has separated “the market” 
from the operation of the transmission system has 
failed and has had to be re-designed and re-implemented.

• Instead of separating the market from physical 
operations, use the market rules to align the economic 
incentives of the participants with the physics of the 
grid.

• Separation leads to “uplift”…the more the separation, 
the more the uplift.
– Uplift means the price really isn’t the price.

– The greater the uplift the more the uncertainty and the 
worse the decision making…and the worse the market will 
perform.
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Lessons Learned #3 – Limit  and carefully 
control outsourcing

• Don’t turn the design and implementation over to 
“outsiders.”
– They aren’t nearly as “expert” as their resumes might 

suggest.
– They won’t be running the system they design and implement.
– Incentives are wrong.

• Instead, supplement existing staff with outside 
resources…but don’t hand the outsiders the keys to the 
car!
– Hire the right senior staff before you hire the consultants.
– Don’t hire the “implementers” before you are ready to 

implement.
– Be careful how you separate “the project” from ongoing 

operations.

• Don’t make implementation an “IT” project. “IT” is vitally 
important…but implementing a market is much more than 
“IT.”
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Lessons Learned #4 – Know what you need in 
order to start and don’t start  if you aren’t 

ready
• Delays, missed budgets and unsuccessful market 

launches are potentially fatal pitfalls that  need not 
happen.

• With respect to the market design and implementation 
process too often there is a disconnect between the 
“decision-makers”, the “implementers” and then the 
eventual “operators.”
– Each has their own concerns and perspective.

– A successful implementation requires effective 
management of the three.

• Management needs to be more than a “dashboard.”

• Don’t tolerate excuses.
– Facts yes…excuses no…learn the difference.
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Lessons Learned #5 – Work to a schedule and 
make sure there are consequences for not 

meeting timelines
• This is the corollary to Lesson # 4.

• Change is hard…it is natural to prefer the status quo.
• As a result, there is always a bias towards delay and 

missing deadlines.

• Don’t let perfection be the enemy of the good.

• Decision-makers need to know the difference between:
– “Must have” items and

– “Like to have” items.

• Understand the order in which things must take place.
– e.g., don’t write code before the rules are finalized.

• (I believe) New Zealand is the only market that was 
launched on time and on budget.
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Lessons Learned #6 – Successful (and effective) 
stakeholder involvement and management is vital

• Ongoing stakeholder involvement is vital, but it must be:
– Transparent,

– Systematic,

– Organized,

– Purposeful, and

– Well managed.

• Stakeholder process should be run by the SO/MO.
– Different skill set than technical operations.

• SO/MO must collaboratively set the agenda with the 
stakeholders
– Avoid unilateral hi-jacking of the agenda.

• Meetings should be run according to a standard, i.e., 
Robert’s rules of order.
– Detailed minutes enhances understanding and avoids 

redundant debate.
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Lessons Learned #7 – Interim markets are 
important

• They can become permanent if there isn’t a driving force 
to reach the “final” market.

• SO/MO credibility is established during the interim 
market.
– If the interim market fails, then some participants will use 

this to argue to delay further market evolution.

– As such, the SO/MO do not have very much room for “on 
the job training.”

• Establish clear and defined objectives for the interim 
market before it begins:
– If there are no objectives, some market participants will 

never be ready to move ahead.

• SO/MO must communicate to policy makers and 
regulators how market is performing.
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Lessons Learned #8 – Appreciate the 
importance of data

• Data is the lifeblood of the system.
– From metering to network topology…and everything in 

between.
• Pay attention before rather than after to:

– Data gathering,
– Data use,
– Data retention/archival, and
– Data retrieval.

• Make sure that appropriate QA/QC processes are in 
place.

• Do not underestimate the data storage needs and 
requirements.

• Understand what the difference between “mission 
critical” (i.e., dispatch) and “memory critical” (i.e., 
settlement) means for the organization and operation 
of the SO/MO as well as the hardware requirements 
for the SO/MO.
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Lessons Learned #9 – Get settlement right

• The market will stop if participants don’t get paid.

• Avoid excessive charge types.
– Link charges to identifiable behavior.

– Alternatively don’t strive for brevity just for the sake of 
being simple.

• Make sure invoicing is accurate, timely and 
understandable.

• Avoid/eliminate constant re-settlement processes.

• Make sure the dispute resolution process is robust
– Initially market participants are likely to use the dispute 

resolution process simply to understand their invoices.

• Insist on a high degree of integrity…participants must 
trust the settlement process and the resulting 
invoices.

Copyright © 2013 First Principles Economics, LLC.  All rights reserved. 11



Lessons Learned #10 – Understand the 
importance of the market rules, business 

practice manuals and training
• The only sources of information about how the market 

is supposed to work…and how market participants are 
supposed to behave…are found in either the market 
rules, the business practice manuals or in the training 
materials.
– All three must be aligned and integrated.

– Make sure they are complete and correct.

– Make sure they are always current.

• Engage stakeholders in the review of the business 
practice manuals.

• Make sure the SO/MO are the experts about how the 
market works…and make sure they are correct!

• Don’t outsource the responsibility for the business 
practice manuals and training – stays with the SO/MO.
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Lessons Learned #11 – Some final 
considerations

• Hire the “right” people to manage the SO and MO.
– Successful markets can always be traced to good 

leadership.
– Good leadership is not just inward focused…also able to 

communicate to a broad range of stakeholders.

• Transparency and communication are vitally important.
• Don’t allow the SO and MO to become insular…they are 

a service provider to the market and not a principal in 
the market…and they need to understand the concerns 
of the participants.

• Successful markets rely relatively less on consultants 
to “run the show”…rather consultants provide specific 
expertise within a broader management structure.

• Don’t be innovative just for the sake of being different.
– The laws of physics don’t change by country…there is a 

reason why the markets continue to converge. 
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