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Abstract

Priority service offers electrlclty customers the opportunity
to trade off cost against service rellablllty by offering them a
menu of reliability options at different prices. Innovations in
meterlng a control technology enable such product differentiation
in the supply of electricity and nearly all electric utilities in
the US and Europé offer some form of prlorlty service options, at
least to their industrial customers. It is demonstrated that a
properly designed menu of service options and prices can be Pareto
superior to the traditional approach of random rationing through
rotating outages in case of electricity shortfall, i.e., every
customer can be made better off. Furthermore, this approach
reduces the social cost of outages and can defer or reduce the need
for generation capacity expansion.
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