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Executive Summary

The U.S. wholesale electricity markets play 
a critical role in ensuring a reliable and 
efficient flow of power across the nation. 
This whitepaper delves into the intricacies 
of this market, exploring the two primary 
structures – traditional and deregulated – 
and the key players involved. It sheds light 
on the auction processes that determine 
electricity prices, explores ancillary service 
markets, and discusses the advantages 
and challenges associated with 
deregulation. By understanding the 
nuances of the wholesale market, 
stakeholders can make informed decisions 
about energy procurement and advocate 
for a robust and evolving electricity sector.
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Introduction

The electricity that seamlessly powers our 
homes, businesses, and industries is the 
culmination of a complex infrastructure. The 
unseen engine driving this system is the 
wholesale electricity market, where 
generators sell electricity and entities 
responsible for meeting customer demand 
purchase it. 

This intricate system ensures a constant 
flow of power, but its inner workings can 
often be shrouded in mystery. This 
whitepaper aims to demystify the U.S. 
wholesale electricity market, providing a 
comprehensive overview for stakeholders 
across the energy sector.
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Traditional vs. Deregulated 
Markets

The U.S. electricity markets operate under 
two primary structures: traditional and 
deregulated.

Traditional Markets

Primarily found in the Southeast, 
Southwest, and Northwest regions, these 
markets feature vertically integrated 
utilities. These utilities handle all aspects of 
the electricity supply chain – generation, 
transmission, and distribution. 

They plan for resource needs and determine 
the electricity mix with oversight from state 
public utility commissions. Power purchases 
often occur through bilateral transaction 
agreements between the utility and 
generators.
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Traditional vs. Deregulated 
Markets

Deregulated Markets

Prevalent in the Eastern and Midwestern 
regions, these markets separate the roles of 
generation and delivery. Independent 
System Operators (ISOs) or Regional 
Transmission Organizations (RTOs) oversee 
organized marketplaces where generators 
compete to sell electricity. 

Load-serving entities, whether traditional 
utilities or competitive retail providers, 
purchase power in these auctions to meet 
customers' needs. ISOs/RTOs are crucial in 
ensuring grid reliability, managing power 
flows, and conducting auctions.

5V E D E N I  E N E R G Y  |  P o w e r i n g  Y o u r  B u s i n e s s  P o t e n t i a l



V E D E N I  E N E R G Y  |  P o w e r i n g  Y o u r  B u s i n e s s  P o t e n t i a l 6

The Power of Auctions

The auction process is the cornerstone of a 
deregulated wholesale electricity market. 
Generators submit bids specifying the price 
and quantity of electricity they can supply. 
These bids consider factors like fuel type, 
operating efficiency, and planned 
maintenance. Conversely, load-serving 
entities submit offers reflecting their 
anticipated customer demand.

The ISO/RTO then facilitates the auction and 
determines the clearing price. This is the 
lowest price at which sufficient electricity 
can be generated to meet projected 
demand. The clearing price applies to all 
market participants for that specific trading 
period, ranging from hours to days ahead. 
This dynamic auction process ensures 
efficient allocation of resources and price 
discovery based on supply and demand.
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Beyond Day-Ahead Markets: 
Addressing Real-Time Needs

The ever-changing nature of electricity 
consumption necessitates markets beyond 
the day-ahead auctions. These cater to the 
need for real-time adjustments to maintain 
grid stability.

Real-Time Markets: Fluctuations in 
demand or generation throughout the day 
can necessitate real-time adjustments. 
Real-time markets allow generators and 
load-serving entities to adjust their positions 
to address these unexpected changes. This 
helps maintain grid reliability by ensuring 
sufficient power is available when needed.

Ancillary Services Markets: Ancillary 
services are essential for ensuring grid 
reliability. These services address issues like 
voltage regulation, frequency control, and 
spinning reserves. Ancillary service markets 
allow providers to offer these specialized 
services to the ISO/RTO, further contributing 
to grid stability.
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The Two Sides of Deregulation: 
Benefits and Challenges

Deregulated wholesale electricity markets 
offer several advantages:

Competition: Competition among 
generators can drive efficiency and 
potentially lower consumer electricity 
prices.

Price Signals: Market prices provide clear 
signals for future investment in power 
plants, guiding the development of a more 
efficient and reliable grid.

Innovation: Competition can incentivize 
innovation in generation technologies and 
market mechanisms.
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The Two Sides of Deregulation: 
Benefits and Challenges

However, deregulation also presents 
challenges:

Price Volatility: Electricity prices can be 
more volatile in deregulated markets, 
particularly during peak demand or fuel 
price fluctuations.

Market Manipulation: The potential for 
market manipulation exists, requiring 
robust oversight from ISOs/RTOs and 
regulatory bodies.

Grid Reliability Concerns: Focusing on 
short-term market prices can sometimes 
discourage investment in long-term grid 
resilience projects.
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Conclusion

The U.S. wholesale electricity market is a 
complex and dynamic system that plays a 
vital role in ensuring a reliable and efficient 
flow of power. Understanding the two 
primary market structures, the auction 
process, and the role of ancillary services is 
crucial for stakeholders across the energy 
sector. 

While deregulation offers potential benefits, 
it also presents challenges that require 
ongoing monitoring and mitigation 
strategies. As the energy sector evolves, 
policymakers, market participants, and 
consumers must work together to ensure 
the wholesale market remains transparent, 
efficient, and reliable – a critical foundation 
for powering the nation's future.
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