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Characteristics and Problems of Bid-based
Electricity Market

ABSTRACT

Jae-Do Song”

Electricity market of Korea is a cost-based market where prices are
derived through regulation and suppliers bid only for quantity.
However, the current situation is recognized as a transitional one, and
the opinion that it should be changed to bid-based market where the
price is determined by bids from suppliers seems to be dominant. In
this study, bid-based market is divided into two types: 1) energy only
market and 2) capacity compensation situation which includes a price
ceiling in energy market, capacity obligation to retailers, and capacity
compensation. In addition, the objectives of the electricity market are
defined in four ways: providing appropriate cost signals to the retail
market, suppressing electricity purchase costs to stabilize retail prices,
providing appropriate entry/exit signals, and improving X-inefficiency.
This study theoretically examines whether each of the objectives could
be achieved in each type of the bid-based market. There seems to be
a significant limitation in performing the defined objectives in the
bid-based markets.

Key Words : Electricity market, bid-base market, Energy only market,
Capacity compensation
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