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How much do I value Mangoes?
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• Consumers behaviour is modelled by the demand curve – aggregation 
of the individual demands of all consumers

Modeling Consumers

Demand Function Inverse Demand Function
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• Consumers spend until the price 
is equal to their marginal utility

• What does that mean?
• If you produce pickle, you will buy 

only when a price is sufficiently 
low so that after selling it you 
have earned some profit

• ….. or if it is less expensive than 
buying pickle at a store ….

Modeling Consumers
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Types of  Markets
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Is Trading of Energy Contracts on Existing Commodities Exchange Possible?
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# Characteristics Electricity as Commodity Red Chili as a Commodity

1 No Storage/ 
Inventory

Electricity cannot be stored like other commodities. Currently, 
there are technologies that are under research for the storage of  
electricity. However, it is still not economical to store large 
quantities of  electrical energy. 

Other commodities are storable. For 
example, red chili can be stored easily and 
can be used on need basis. 

2 Consumption 
is linked with 
real time 
production 

Because the Electrical Energy is not a storable commodity, it 
must be produced instantaneously when demanded, e.g. when 
we switch on light, additional generation must kick-in 
spontaneously 

This is not the case with red chili, e.g. red 
chili can be stored and consumed 
whenever needed. 

3 System 
Operator’s 
Role

In electric power system, the System Operator keeps the 
equation ‘’Energy Produced = Energy Demanded’’ in balance, 
on second by second basis, otherwise the whole system can 
collapse. The System Operator also clears the generators for 
dispatch. The Physical Markets have very tight connection with 
System Operator who is responsible for the dispatch of  
electricity on real time basis

There is no such need for central 
balancing on a real-time basis like in an 
electricity’s market. Chilis can be stored 
for use later-on. Even in-case of  
imbalances between demand and supply, 
the whole market place does not collapse, 
as in electricity market

Differences Between Electricity and Red Chili as a Commodity 
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# Characteristics Electricity Red Chili as a Commodity

4 Price 
Elasticity of  
Demand

The short-run price elasticity to demand is low, therefore, 
balancing supply and demand requires productions facilities to 
follow large variations in demand. In-order to follow this 
demand, different generators are run resulting in the changing 
of  marginal cost of  electricity to vary throughout the day. 

Owing to the availability of  the 
storage facilities, the production does 
not have to follow the variations in 
demand on short term basis and thus, 
the short-run-marginal costs do not 
change as in electricity 

5 Can’t Direct 
Electricity 
from a 
Particular 
Seller to a 
Buyer

Energy produced by one generator can’t be directed towards 
one specific consumer in Grid. The electricity follows the least 
resistant path. Therefore, the energy generated is pooled and is 
transferred to consumers following laws of  physics 

In case of  chili’s market, any 
consumer can be supplied the 
product from any producer. There is 
an infrastructure of  transportation 
available which can be used freely 
between the suppliers and demand 

6 Deviations 
between 
Contracted 
Amounts and 
Actual 
Consumptions

As consumers are connected to electrical grid and one can’t 
limit their consumption in real-time, therefore consumers 
continue to draw electrical energy as per their instantaneous 
need e.g. even it is more than contracted amount. Therefore, 
there will always be differences between contracted and 
consumed quantities. In all markets around the globe these 
deviations settlement will require a mechanism to settle through 
Market Operator

The chili’s market does not have any 
such deviations. The buyer purchases, 
what is contracted. 
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# Characteristics Electricity Red Chili as a Commodity

7 Centrally & Self  
Dispatch Markets

In wholesale electricity markets there are two types of  markets, 
Centrally dispatched and Self-dispatched. Centrally dispatch market 
(like Pakistan) requires (non-embedded) generators to be 
dispatched based on a Security Constrained Economic Dispatch 
(SCED) by System Operator centrally. In a Self-dispatch market the 
generators are self-dispatched based on contracts and this also 
requires System Operator to see the constraints allowing these 
dispatches. In both cases MO and SO are integral part market. 

These concepts are alien for Chili 
market

8 Transmission 
Network (the 
Market-place)

The electrical energy between the buyers and sellers is transported 
over wires (transmission and distribution networks). The 
transmission and distribution networks, because of  extensive 
constraints, imposes restrictions on dispatch that would 
limit/distort free trading. The System Operator also clears the 
generators for dispatch based on such restrictions & consequently 
impacts the contracted quantities. Therefore, market designs for 
trading has to account for all such factors.

There is no such physical network 
other than transportation 
infrastructure that is required to 
deliver the chilies. The roads are 
accessible to everyone and can be 
used for the purpose of  delivery of  
the product at any time and thus, free 
trading is possible. 

9 Electricity 
Regulator’s Role

The electricity regulator approves the capital investments in 
transmission and distribution lines expansions, approves the 
operational costs, provides electricity market rules, monitors 
markets based on those rules, issues technical codes for operation 
of  grid, commercial code for market settlement, etc.

These concepts are alien for 
commodities market’s regulators


