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THE EVOLUTION OF PARTICIPATORY POLICY-
MAKING FOR REGIONAL POWER GRIDS
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Synopsis: In the United States, Regional Transmission Organizations
(RTOs) are critical for maintaining electric reliability and facilitating the shift to-
ward more efficient and sustainable electric power systems. RTOs are voluntary
member-driven organizations that engage hundreds of stakeholders in policy de-
cisions affecting planning, markets, and operations. RTOs have evolved into
highly complex and interdependent systems with internal feedback among and
within RTO functions, and external feedback from emerging technologies and fed-
eral and state clean energy policies. In the PJM Interconnection, the expanded
scope of responsibilities, complexity, and member body size has created tensions
within the stakeholder processes that has led some to question the efficacy of ex-
isting decision-making structures. We develop a case study of recent tensions
within the PJM stakeholder process and argue that the source of many of these
tensions is a fundamental change in the organizational nature of PJM and other
RTOs.
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I. INTRODUCTION

“I’ve said it before and I’1l say it again — democracy simply doesn’t work!”
--Kent Brockman, The Simpsons

RTOs have become an established part of electricity production and delivery
in the United States. The seven U.S. RTOs' manage approximately 70% of whole-
sale electricity supply” using combinations of administrative procedures and mar-
ket mechanisms. As the independent regional transmission system operator and
market organizer, the RTO is required by the Federal Energy Regulatory Commis-
sion’s (FERC) Order 2000 to have a “decision making process that is independent
of control by any market participant or class of participants,” and to include stake-
holders in system governance.* “RTOs are organizations whose success depends
on voluntary participation and engagement by a large number and variety of stake-
holders, including transmission owners, generating companies, electric distribu-
tion utilities, industrial energy consumers, public consumer advocates and oth-
ers.”> RTOs have become critical players in facilitating technological change in
the electric power grid, including grid integration of renewable resources; includ-
ing new market actors, such as energy storage and third-party demand response;
and negotiating inter-technology competition, such as the increased use of natural
gas in place of coal for power generation.® RTOs also need to accommodate state
energy policy choices, such as renewable portfolio standards. “Despite the goal
of achieving independence from any individual stakeholder or class of stakehold-
ers, RTOs are subject to both political forces and technological innovations, plac-
ing them under continuous pressure to evolve.”’

To understand the dynamics of the changing context for RTO decision mak-
ing better, we interviewed stakeholders who participate in the PJM stakeholder
engagement process. Our study reveals perceptions among PJM management,
staff and stakeholder members and identifies emerging tensions that have made it
increasingly difficult to move some issues forward to resolution through PJM’s
stakeholder process.® Key factors contributing to these tensions include:

1. Independent regional grid operators in North America go by several different names, including RTOs
and Independent System Operators (ISOs). In this essay we use the term RTO in a general sense to encompass
all such organizations.

2. RTOs and ISOs, FERC, https://www.ferc.gov/industries-data/electric/power-sales-and-markets/rtos-
and-isos (last visited Oct. 12, 2023); Midcontinent Independent System Operator Adding Four New Electric Ter-
ritories in December, EIA (Oct. 24, 2013) http://www.eia.gov/todayinenergy/detail.cfm?id=13511.

3. Order No. 719, Wholesale Competition in Regions with Organized Electric Markets, 125 FERC
61,071 at P 503 (2008); see also Kate Konschnik, RTOGov: Exploring Links Between Market Decision-Making
Processes and Outcomes, NICHOLAS INST. ENV’T. POL’Y SOL., DUKE UNIV. (Sept. 2019) (detailing the govern-
ance requirement).

4. Order No. 719, supra note 3, at P 503.

5. Nicholas H. Johnson, Dissertation, Studies in the Governance of Regional Transmission Organiza-
tions, PENN STATE UNIV. 3 (Dec. 2021).

6.  Electric Competition, FERC, https://www.ferc.gov/industries-data/electric/power-sales-and-mar-
kets/electric-competition (last accessed Oct 12. 2023).

7. Johnson, supra note 5, at 3.

8.  See, e.g., Kyungjin Yoo & Seth Blumsack, Can Capacity Markets be Designed by Democracy?,J. OF
REGUL. ECONS., 127, 128 (Mar. 2018), https://doi.org/10.1007/s11149-018-9354-1 [hereinafter Can Capacity
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o The emerging influence of new energy policy objectives has broad-
ened the original responsibilities of RTOs, changing the fundamen-
tal nature of RTOs as organizations. While energy policy originally
focused RTOs on reliability and affordability, more recent policy
choices at the state and federal level have had the result of putting
RTOs in the position to meet additional policy goals for sustaina-
bility and technological innovation.

e AsRTOs and their practices have matured and as their markets have
opened to a broader array of participants, a narrowing of both stake-
holder interests and the scope of RTO decisions has created tension
by asking a diverse group of stakeholders to consider RTO rule
changes that increasingly tend to establish apparent winners and
losers.

e [Internal reactions to these tensions by RTO staff reflect serious
concern about the ability of RTOs to maintain their core reliability
mission, but an increasingly active role by RTO staff in steering the
stakeholder process through some issues raises questions among
some stakeholders and RTO staff about the efficiency of the process
and the spirit of Order 2000.

At the same time, the decision-making process has become more complex.
The increasing complexity of the market systems managed by RTOs means that
changes to RTO rules increasingly create unanticipated interactions within and
across RTO markets and practices, where a change in one set of market rules can
affect outcomes in other markets. These interactions lead to specific winners and
losers among the RTO stakeholder population, and the losers in a specific situation
naturally turn back to the stakeholder decision-making process for adjustments
that will ameliorate their losses.

This essay takes a step toward a more systematic understanding of the ten-
sions within RTOs, the processes used to address these tensions, and ultimately to
identify needed mechanisms to balance the technical missions of RTOs with the
need for increasingly inclusive stakeholder participation. We hope that this re-
search will yield insights for refinement of RTO stakeholder processes as they
continue to evolve in response to complex market, regulatory, and technical de-
mands under which critical infrastructure decisions are made.

In the following Section, we first provide an overview of the differences in
RTO governance structures and the drivers in their evolution. Section III presents
the study methodology and results. We use our interview data to describe specific
tensions that have arisen within the PJM stakeholder process. The relevance of
these identified sources of tension are discussed in the context of capacity markets
in Section IV, and we conclude in Section V.

Markets be Designed by Democracy?]; see Kyongiin Yoo & Seth Blumsack, The Political Complexity of Re-
gional Electricity Policy Formation, 2018 HINDAWI 1 (2018) https://doi.org/10.1155/2018/3493492.



536 ENERGY LAW JOURNAL [Vol. 44.3:533

II. PJM’S ORGANIZATIONAL STRUCTURE

In general, RTO decision processes are complex and involve varying degrees
of stakeholder involvement. There are differences in how much authority RTOs
vest in stakeholder groups to craft RTO rule/protocol alternatives and decide
which rule changes are filed before the FERC.

The PJM Board of Managers is an independent body that receives recom-
mendations from standing committees of stakeholders representing specific indus-
try sectors.” The stakeholder engagement process is structured, with a hierarchy
of committees, sector representation, membership requirements, and voting.'

PJM has about 1,100 members'' categorized in five membership sectors:
Transmission Owners (fifty-one, 5%), Generators (340, 34%), Electricity Distrib-
utors (fifty-four, 5%), End Use Customers (forty-three, 4%), and Other Suppliers
(558, 51%).'? The Other Suppliers sector is significantly larger than the other sec-
tors and is a highly heterogeneous group including power marketers, financial in-
stitutions, and municipal and cooperative utilities."

Stakeholder-driven decision making at PJM usually involves a multi-layered
and highly hierarchical structure.'* For a stakeholder or group to change PIM’s
rules or protocols they must introduce the change in one of the thematic or issue-
specific standing committees, working groups or task forces, and then manage it
as it is deliberated in the Markets and Reliably Committee (MRC) and the Mem-
bers Committee (MC) before moving on to the Board of Managers and, if needed,
a formal filing with the FERC."” Uniquely among all RTOs, the PJM Members
Committee has filling rights to the PJM Operating Agreement under section 205
of the Federal Power Act, so the MC can also go directly to FERC with revisions
to the Operating Agreement that would fall under section 205 filings.'® Appendix
A shows how an issue moves through the stakeholder process beginning with an
issue’s creation, the development of a problem statement and formal charge, and
to voting in the committee bodies on issue resolution.

9. AnIntroductory Guide for Participation in PJM Processes, FERC, https://www.ferc.gov/introductory-
guide-participation-pjm-processes (last accessed Oct. 12, 2023).
10. 1Id.
11.  The information in this paragraph was obtained from the PJM membership list on September 15, 2023.
Member List, PIM, https://www.pjm.com/about-pjm/member-services/member-list.aspx (last accessed Oct. 12,

2023).
12. Id
13. Id

14.  Figure 2 author adaptation from PJM Manual 34: PJM Stakeholder Process — Section 5: Structure of
the Stakeholder Process, PJM 25 (Jan. 25, 2023), https://www.pjm.com/~/media/documents/manuals/m34.ashx
[hereinafter PJM Stakeholder Process); see also Johnson, supra note 5, at 18.

15. Id

16.  Federal Law Guides Changes in PJM Governance Documents: Review standards under sections 205
and 206 of the Federal Power Act have a direct effect on how proposed revisions to PJM’s governing documents
are filed with, and reviewed by, the Federal Energy Regulatory Commission, PIM 1-2 (July 20, 2023),
https://www.pjm.com/~/media/about-pjm/newsroom/fact-sheets/federal-power-act-sections-205-and-206.ashx
[hereinafter Federal Law Guides Changes in PJM Governance Documents].



2023] THE EVOLUTION OF PARTICIPATORY POLICY-MAKING 537

Thematic or Issue-Specific * Markets and Reliability
Subcommittees and Working Groups Committee (MRC)
Examples: * Members Committee (MC)

Federal Energy
Regulatory Commission

* Reliability Standards Subcommittee Some subcommittees report first
* Demand Response Subcommittee to the MRC and then the MC while
* Regional Planning Task Force others report to the MC directly.

Figure 2: The PJM Stakeholder Process."’

Voting in the MRC and MC are highly structured and segmented by defined
sectoral affiliations."® Voting in the subcommittees and working groups is done
by a majority vote, and it is possible (and common) for multiple proposals to pass
through to the MRC." Voting in the MRC and the MC is done through sector-
weighted voting with a two-thirds supermajority required for an issues to pass and
go to the Board for final approval to file with FERC. %

The MC takes on particular importance since this Committee has the author-
ity to over-ride decisions of the Board in some circumstances.?! “It is also possible
under certain circumstances for proposals to fail the MRC vote but still go to the
MC for a vote if consensus building amongst stakeholders can be done to gain
support for a modified proposal.”* “PJM’s Independent Market Monitor may
make proposals to the MC that did not pass through the stakeholder process.”*

PJM Board Managers

17. PJM Stakeholder Process, supra note 14, at 25; see also Johnson, supra note 5, at 18.

18. Id.

19.  PJM Stakeholder Process, supra note 14, at 17.

20.  Can Capacity Markets be Designed by Democracy?, supra note 8, at 131.

21.  Federal Law Guides Changes in PJM Governance Documents, supra note 16, at 1-2 (outlining section
205 and 206 filings. Sections 205 and 206 of the Federal Power Act give FERC much of their authority over the
transmitting and selling of interstate power by the electric power industry and are relevant to utility and RTO
documents that are filed with and reviewed by FERC. Documents that are filed to FERC through section 205
need to show that the submitted changes are “just and reasonable.” Documents that are filed through section 206
must also prove that the current document is “unjust and unreasonable” which may be considerably more difficult
to do and thus having section 205 filing rights is a powerful tool. In a disagreement between the MC and the
PJM Board over the Operating Agreement, the PJM Board would have to utilize section 206 filing rights to try
and override the MC. There are two other foundational documents in PJM. The PJM Board has section 205
filing authority over the Reliability Assurance Agreement. Section 205 filing authority over most of the Open
Access Transmission Tariff is split between PJM Board and the PJM transmission owners.)

22. Johnson, supra note 5, at 10.

23, Id.
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Figure 3:** “The Growth in RTO Membership. PJM membership data in-
cludes full, associate, and ex officio members. NYISO membership data repre-
sents both voting and non-voting organizations that belong to the Management
Committee. ISO-NE membership data represents members of the Participant’s
Committee that have voting rights. ERCOT membership data includes both cor-
porate and (non-voting rights) associate members. All SPP members have voting
rights. Limited historical data for MISO is available.”

III. THE CHANGING STAKEHOLDER ENVIRONMENT IN PJIM

Some RTOs have shown substantial growth in membership, as shown in Fig-
ure 3.2 PJM’s membership is notable for its growth, which has roughly quintupled
since the late 1990s, but other RTOs have grown as well. >’ “SPP and MISO have
more than doubled the number of members in their respective decision-making
bodies.”?® “ISO-NE and NYISO have also shown growth.”®® The intensity of
participation in the stakeholder process of members varies, with some choosing
not to participate. Some members have multiple participants. The number of mar-
ket participants (who do not participate in the stakeholder process) in each RTO
far outnumber the number of members of each RTO.

The rapid growth in PJM stakeholder membership, along with its position as
the largest RTO and a leader in electricity market design, motivates our focus on

24, Id. at8.

25.  Johnson, supra note 5, at 8.

26. Id. at7. CAISO is not represented because their organizational structure does not contain a decision-
making body comprised of member organizations.

27. .

28. Id.

29. Johnson, supra note 5, at 7.
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how the character of PJM’s stakeholder process has evolved and the forces driving
that evolution. This case study discusses how both the context for decision making
in PJM have evolved, and what tensions have arisen as a result. We conclude that
this changing context consists of three interrelated factors. First, there has been a
rapidly evolving policy context influencing decisions made about planning and
operating the power grid. Second, there has also been an explosion in the number
of organizations participating, or at least voting, in the decision-making process,
with many of the new participants having narrow financial interests. Third, as
RTOs and their markets have matured as institutions there has been a progressive
narrowing of the kinds of issues that stakeholders are asked to consider; in partic-
ular these increasingly narrow issues tend to produce starkly different economic
winners and losers.

Our case study consists of two parts.*® The first is analysis of semi-structured
interviews with PJM staff and stakeholders conducted in 2013 and 2014. This
coincides with a period of growing tension within the PJM stakeholder process
and includes the first (and, as of this writing, only) time that a backstop process
known as the Enhanced Liaison Committee was triggered to resolve an issue that
stakeholders could not.*! The second part discusses PJM’s approach to managing
more recent stakeholder tensions, particularly around capacity market issues.

A. Interview Protocol

We conducted twenty-one semi-structured interviews with PJM stakeholders,
staff, board members and others with deep knowledge about PJM’s stakeholder
process in 2013 and 2014. We asked about transmission planning and the integra-
tion of renewable energy, as well as about perceptions and interpretations of their
own and other stakeholder interests for participating, and the formal and informal
nature of communication within the stakeholder process. This initial information
allowed us to fine tune our interview protocol’” and later respondents were directly
asked about the stakeholder process if they had not mentioned the topic previously.

Participants were chosen through purposeful sampling.*> We identified ini-
tial participants by using recommendations from our research advisory committee.
Next, PJM documents of committee meetings were used to identify individuals
who were active and experienced in the organization. Here we targeted partici-
pants categorically, to get representation amongst all five-member categories, PIM
staff, and other stakeholders who weren’t necessarily members. At the end of each
interview, we also asked participants if they felt that there was anyone in particular
with whom we should talk.

30.  Id. at 10 (including more detailed information on the construction of the case study method).

31.  PJM Stakeholder Process, supra note 14, at 85-86; see also Enhanced Liaison Committee — Capacity
Performance, PIM, https://www.pjm.com/committees-and-groups/closed-groups/elc (last visited Oct. 19, 2023)
(detailing more information on the PJM Enhanced Liaison Committee which has been archived).

32.  MATTHEW B, MILES & A. MICHAEL HUBERMAN, AN EXPANDED SOURCEBOOK — QUALITATIVE DATA
ANALYSIS (SAGE Publications, Rebecca Holland ed., 2nd ed. 1994).

33. THOMAS R. LINDLOF & BRYAN C. TAYLOR, QUALITATIVE COMMUNICATION RESEARCH METHODS
120-23 (SAGE Publications, 3rd ed. 2011).
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Quotes used in this paper are representative of ideas shared by multiple re-
spondents and shown as (PJM-XX). The raw interview data is on file with the
authors, consistent with policies established through the Institutional Review
Board at Pennsylvania State University.

B. Outcomes

Respondents identified challenges with the stakeholder process that we cate-
gorized into three factors: (1) The increasingly complex policy influence on the
decisions that the stakeholder process is asked to make; (2) the narrowing scope
of decisions and narrowing interests of individual stakeholders; and (3) the inter-
nal response by PJM to tension in the stakeholder process. We now turn to a
discussion of each of these three factors.

1. The Emerging Influence of New Policy Objectives

In the initial years of the PIM RTO, the organizational mission of maintaining
electric reliability was highly aligned with the missions of the electric utilities
whose transmission responsibilities PJM was assuming.>* This mission was also
familiar to the primary stakeholders participating in developing rules for PJM, and
those stakeholders were fewer in number.>> The interviewees who were involved
with the earliest days of PJM RTO expressed some sense of lost comradery that
made things seem simpler (even if the issues themselves were complex).

Proposed policy and rule changes within the RTO had costs and benefits, and
created winners and losers, but our interview participants described an environ-
ment in which decisions were ultimately made in light of the critical reliability
mission, as described by one participant:

The nature of the problems in the beginning were isolated. You could work on one
area and make a fix and be oblivious to the surrounding areas. As things got more
interconnected and interdependent that wasn’t working. The nature of the problem-
solving got more difficult. (PJM-02)

Some of our interview participants pointed towards a shifting set of respon-
sibilities within the RTO, driven primarily by changes in the policy environment.
RTOs have increasingly been viewed not only as the keepers of a reliable power
grid, but also as market-makers and promoters of economic efficiency (following
the issuance of Order 2000);*® a mechanism to absorb renewable power generation
investments to comply with state Renewable Portfolio Standards and federal cli-
mate regulation; and the means to accommodate new technologies wanting to par-
ticipate in electricity markets such as demand response and energy storage.

The expansion of RTO responsibilities appears to have had two related im-
pacts on the functioning of the stakeholder process. First, it expanded the size and
diversity of PJM’s voting membership, as highlighted in Figure 2. Second, it cre-
ated complex interactions between rule changes that did not exist before. This
additional complexity has induced reinforcing feedbacks with a change in one set

34.  Can Capacity Markets be Designed by Democracy?, supra note 8, at 128.
35, Id
36.  Order No. 2000, Regional Transmission Organizations, 89 FERC 4 61,285 (1999).



2023] THE EVOLUTION OF PARTICIPATORY POLICY-MAKING 541

of rules inducing a need for more rules and additional complexity. As put by two
stakeholders:
It’s the complexity of the rules that I think is really throwing a lot of people off . . .
If you got one rule that’s designed on how FTRs are funded, there’s five or six other
things that could affect that FTR under funding. Peeling that onion back has been
very difficult. It was simple when we started. . .. Now, as the years have gone by

and we keep on having this plethora of rule changes—because ‘oh, we didn’t think
of that’ or ‘oh, that’s not working. (PJM-03)

Most of the conflicts, within our industry, have, if you think about it, they don’t come
from the operation of the system. They come from the fact that we have broader
public policy goals, that aren’t enshrined at the federal level . . . a lot of them are state
initiatives, because we have no agreement on what our energy policy should be.
(PIM-04)

2. The Narrowing of Issues and Interests

As PJM’s markets have evolved, it has faced a narrowing of issues that the
stakeholder process is asked to address. At the same time, the scope of its markets
has grown to encompass a large number of new stakeholders beyond the integrated
utilities whose service territories make up the physical footprint of PJM. Many of
these new stakeholders have narrowly defined business interests in specific mar-
kets or products within the PJM footprint, differing from the interests of the verti-
cally-integrated utilities that comprised PJM’s initial membership.

As (PIM-06) said:

We probably have [fewer] of the big policy decisions. In the beginning I think there
was more policy direction, big ticket decisions of how the industry wanted to move
particularly under open access deregulation. The members had a better understanding
of getting their arms around that. Maybe because most of them didn’t necessarily
know how ultimately financially that would impact them. As we matured and the
details are getting much more specific . . . it’s less about what necessarily is what’s

good for the industry. It’s much more now just coming out with this either impacts
my business or doesn’t.

The result was described by our interview participants as “pocketbooking” -
voting in response to clearly delineated financial positions. Pocketbooking is a
natural response towards the increasingly narrow and technical issues put before
stakeholders under PJM processes. Several of our respondents reported that this
development has made compromise and informal collaboration more difficult,
with one stakeholder explaining:

In PJM in particular, much of the infighting about rule changes is on narrow and
detailed parts of the rules that naturally, as you winnow down a problem, you have
less degrees of freedom to move and less room for compromise . . . I don’t want to
diminish the potential for cost impact . . . the stakes are high—but it just leaves stake-
holders with less room to move. (PJM-07)

In other words, stakeholders have become more focused on economic im-
pacts of specific decisions and less focused on the broader reliability mandate that
was a cornerstone for vertically integrated utilities. In response, the PJM staff has
had to participate in a more active manner to fill the void due to their mandate to
maintain reliability.
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3. Internal Reactions to Maintaining the Core Reliability Mission

PJM stakeholders described ways in which PJM, through actions by its staff
and other initiatives related to policy formation within the RTO, has begun to play
amore active role in the stakeholder process. One stakeholder (PJM-08) described
how “the perception, always, is that PJM is doing more and more stuff on its own
or, let me say, being less flexible in some of the solutions that it’s looking for.”

Perhaps explaining this perceived shift, we also found a shared perception
among PJM staff that the increased difficulty of stakeholder coordination may
threaten reliability of the electricity system — viewed within PJM as the primary
mission of the RTO.

While PJM and other RTOs have many different responsibilities, electric re-
liability tends to be internally prioritized. As one customer-side stakeholder put
it,

I think they have to because they have certain absolute responsibilities, and I think
that there are some things that are entirely within PJM’s purview. It’s their responsi-
bility. The reliability stuff is theirs, and they can’t not perform that function because
stakeholders can’t agree on how to move forward. (PJM-08)

This view was echoed by a state regulator: “Reliability really is the funda-
mental reason that the [PJM] board will [go over stakeholder heads]—if they can’t
get a stakeholder consensus, will go forward [to the FERC] with something”
(PJM-04). If policy changes relevant to electric reliability are contentious, then a
tension is created between this critical mission of the RTO (and the focus of the
PJM staff) to keep the grid functioning and the desire to drive stakeholder groups
to consensus.

Discussions of this tension among our interview participants revealed some
willingness to defer to the expertise of PJM’s staff, its market monitor and ulti-
mately to the FERC. This deference appears to cut across sectoral or other interest
lines among the PJIM stakeholders. Ultimately, the increasingly active role taken
by PJM, according to the perceptions of our interview participants, may not simply
be necessary but also welcome. Some stakeholder comments reflected the view
that PJM management or the board will recognize sub-optimal actions taken by
the stakeholder process and will take steps to correct those sub-optimal actions.
One board member explained that members rely on PJM management and the
Board to balance conflicting interests and that members have stated:

We have to vote this way because we represent our members and this is their interest,
but in the end, we know that the PJM management and the board will do the right
thing, even if we vote for what they know in their hearts is the wrong thing. (PJM-
09)

Some control has been ceded to PJM’s independent market monitor, who has
in some cases been viewed as a safety valve. Some issues take a great deal of time
to understand the long-term ramifications of. One respondent told us,

... just below the surface [of some stakeholder issues] is a very significant conflict.
Sometimes it’s only all supposing things because people don’t have the time or the
energy to deal with all of it. People just let things go ... [and] voted in favor of

things which are clearly against their own interest . . . and said, “We know [the market
monitor will] take care of it if anything comes up.” (PJM-10)
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IV. EVOLUTION OF CAPACITY MARKET

Tensions within PJM’s stakeholder process have arisen over multiple issues,
but perhaps none more so than over PJM’s capacity market. The capacity market
is a mechanism used to ensure that the RTO will have enough power generation
capacity to meet future peak electricity demand, plus some extra capacity for re-
serve. This construct is important for PJM because it is one of the chief mecha-
nisms that PJM uses to ensure adequate future electricity supply. It has also been
a highly contentious issue for over a decade.

Multiple policy drivers external to PJM affect the PJM capacity market.
These are largely state-led and mostly related to environmental policy. When
PJM’s electricity markets first opened in 1997, none of the states in its footprint
had Renewable Portfolio Standards, meant to encourage growth in renewable and
low-carbon power generation. Today all PJM states (and DC) have some variation
of an RPS, except for Kentucky and West Virginia.*” In 2011, two states attempted
to subsidized new generation specifically to affect capacity market prices, accord-
ing to the market monitor.>® More recently, states have begun subsidizing existing
nuclear plants.** Outside of capacity market affects, PJM is now needing to deter-
mine how the mix of exogenous carbon pricing markets (at state, regional, and
RTO levels) will affect PJM, and in 2019 created a new senior task force to address
the questions.*’

Second, the narrowing of issues and interests has been particularly clear
within the capacity market. Because the capacity market is set up to allow RTOs
to meet regulatory requirements with respect to resource adequacy, price outcomes
in capacity markets can be driven by the administrative rules determined through
the stakeholder process. Generators naturally benefit from rules that support
higher capacity prices, and customer-side interests benefit from lower prices.
Stakeholder behavior in capacity market deliberations has reflected this. The nar-
rowing of interests can also be seen in the results of MC votes since 2014, where
there is strong evidence of bloc voting.*'

Third, PJM’s response to these conflicting interests has been to take a more
active role in market development by making unilateral decisions, relying on al-
ternative processes or looking to FERC for solutions. Because capacity markets
have been controversial and the financial stakes have been high, the PJM stake-

37. A map showing the status of state RPS policies. Renewable & Clean Energy Standards, DSIRE (Nov.
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holder process has exhibited repeated difficulties in supporting decisions on ca-
pacity market rules. The stakeholder process has not been able to move forward
a set of administrative rules for the capacity market since 2011. On three separate
occasions (2011, 2014 and 2018) stakeholders rejected every set of capacity mar-
ket rules put before them, with supply-side interests voting down proposals that
would tend to depress prices and customer-side interests voting down proposals
that would tend to increase prices. In each of these cases, PJM responded to the
stalemate in the stakeholder process. In 2011, after stakeholders voted down every
set of capacity market rule changes (including a proposal to make no changes to
the rules at all), the PJM Board selected the set of rules most preferred by PJIM
staff. In 2014, the PJM Board triggered an alternative mechanism for stakeholder
engagement rather than take unilateral action. This alternative stakeholder mech-
anism, known as the Enhanced Liaison Committee (ELC), involves stakeholders
forming organic coalitions that present proposals directly to the Board.*> The
Board ultimately makes the decision (and in this case files the changes with
FERC).* In 2018, PJM asked FERC to convene a settlement process rather than
prolong fundamental disagreements among stakeholders.

The capacity market serves as a useful example of how a changing policy
environment and evolving focus of stakeholder interests have combined to intro-
duce tensions in PJM’s stakeholder process, affecting its ability to advance issue.
The internal responses of the PJM Board to these tensions illustrate a more funda-
mental regulatory tension in the design of RTOs themselves. FERC has charged
RTOs with a fundamental mission to maintain a reliable power grid and ensuring
resource adequacy is a core aspect of that mission.** FERC has also sought to
ensure a prominent role for stakeholder-driven decision making within RTOs. In
PJM, that has resulted in a particularly high level of formal authority within the
stakeholder group.* When these design goals for RTOs have clashed, as they
have repeatedly involved PJM’s capacity market, the organizational response by
PJM has been to support the reliability mission in ways that reveal the organiza-
tion’s preferences.*® These responses — which constitute backstop mechanisms for
organizational decision-making — represent a valid part of RTO stakeholder re-
sponses whose structure and function have received relatively little attention in the
emerging RTO governance literature.*’
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The nature of backstop solutions to stakeholder stasis has continued to evolve
in ways that increase the authority of PJM within its own stakeholder process. One
outcome of ongoing tensions over capacity market design was the 2019 develop-
ment of a stakeholder processes called The Critical Issues Fast Path (CIFP).** Like
the ELC, the CIFP is intended to be used only rarely and for particularly important
and contentious issues. This companion to the ELC acts as a hybrid model of
decision-making by giving PJM more control over the timeline and solution pro-
posal than it would otherwise have, but still allowing members to vote on PJM’s
solution and any proposed alternative solutions.

V. CONCLUSION

RTOs are highly complex organizations that will continue to be critical focal
points for electricity policy implementation in North America. These complex
organizations have been evolving in ways that reflect the complexity of industry
feedbacks induced by policy change. State and federal policies have opened the
doors to new types of participants in RTO markets, and in an effort to accommo-
date these new participants (whose business models tend to be highly focused)
RTOs have allowed their missions to broaden. These broader missions have, in
turn, induced fundamental organizational change that has been reflected in ten-
sions arising within stakeholder-driven decision processes.

PJM’s increased role in the stakeholder process represents a series of evolu-
tionary steps in response to the changing industry and regulatory environment.
This evolution is important in that it highlights tensions between differing views
of PJM as an organization. It also encapsulates one of the major challenges in
increasing the level of participatory decision-making in all areas of the U.S. power
grid. On the one hand, the internal culture of PJM views PJM as operating with a
clearly-defined reliability mission and deference towards expertise consistent with
that mission. On the other hand, PJM’s more diverse stakeholders view PJM as a
forum to further and negotiate their own narrow interests.

The broadening stakeholder positions, the increased diversity of stakeholder
interests, and the evolution of demands on PJM, have made reaching decisions on
some issues within PJM much more difficult. To the extent that FERC, PJM and
other RTOs may build new mechanisms for more inclusive stakeholder decision-
making, these tensions are likely to persist and even grow. We suggest that the
development of appropriate backstop mechanisms and clear delineation of high-
priority organizational goals will need to be integrated into reforms around RTO
governance and stakeholder participation and not assembled ex post once existing
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processes have stopped functioning. Despite these challenges, we perceived a be-
lief in the system among some participants that have been active for many years.
One stakeholder commented,

It’s not [any longer] the Wild West, where we just have to throw up a market
design, and hope that it works, and then tweak it over the years, as we’ve done. 1
think things used to be easier to get through, meaning we didn’t have to go through
all this process, and if we had the votes, we could just trample on everybody.
There [now] may be some frustration with that because that isn’t any longer the
case. There’s a fairly onerous process in place, and sometimes it is too onerous
for its own good. Other times it gives us all time to stop, and think, and usually, I
think, work out a better solution. (PJM-08)
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