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FERC's Attack on Market Power
by David West, Energy Consulting Group, LLC

California experienced very high power prices during the summer of
2000 -~ 500% higher than average prices during the same months of
1998 and 1999. While it is true the soaring prices were at least in part
due to higher gas prices, several analysts have determined that at
least half of the price increases were the result of the exercise of
market power in tight supply situations within a market design that
was decidedly flawed. Also in 2000, PJM determined that one trading
entity was able o run up prices on the capacity credit market
because it was lenger than the PJM as a whole and was able to
charge higher than competitive prices. Such market power abuses
underscere the importance of menitoring the behavier of market
participants 1o determine the exercise of market power

{2002
System Load and Average Unit Cost of Energy
24 000 00 - — spmammrmann s 360
N L Moy onmamp sty EE L
o A et apn Luory Gund per RIVE Toonr
Frdoiilgs] s e e e Ve s
BIHKID Funes R | K | SR MU : 5 ; T
KOO0 G : ------
1O G0 ey
[PTYISus T N — o] -..
1700000 fae . \?;’
GO0
R ucalis
14.000 000 £

ot

3$8§$s$ss$$§$§§§ 3 5 o
2§ §3 4233833 3%:;: §i1ii3
Avyerage onergy costs since January 2001 based on welghted average of production cost of utifity owned

generation, and pusrchase prices of wholesale energy lo meet “net short” load of California wtility
distribution companies (UDCs), and offer non-UDC load's
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Units for Strategic Bidding in Supply Curve in
Korean Market

Bid Price

Strategic

Capacity

RIS EYOl= BTA0) WL S0 BN APY RUELL gAML YY
[Economic withholding), bidding T124% APSETI OIYRE oY @ KoL
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The Model Inputs Screen

Fuel Costs Demand Side Stratelgic Capacity
in$ per million BTU inputs

Fraction of D16 Gas Staam Cap
Pice of Impoed Toat

Comrtvabion Samegs
s MY o Pask

Paa Chippng Savings
b g0 P

Real Time Pricing

GW of Posk Laad with
Real Titne Pricing

Valtey Fithng W
3aded 19 of Prac

o Each fuel cost are $ per milion BTU

« Demand growth rate 1s 5% per year

o ignore the DSMimpacts

» The key input slider is the “fraction of Old Gas Steam Capacity subject to Economic  withholdng”
If this shider 1s set to zero, al of the older Gas-fired capacity will be bid at vanable cost
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New Combined Cycle Private Developers
CC Capitat Lost Dawatopser? Goatfer
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e If Gasprice 15 $4.2 per MBTU,
nvestors expect the ful levelzed
cost of new CC power plan to be

4445
Hirvestors Expect the Natural » New CC's
Gas Price (Sfmrabli) 1o be Permit delay 15 1 year
fvten Waight Sn o Construction delay 1s 2years
Creteen ine Fipcins Permit shelf Ife is 10 years
then the fully levelized cost of @ Irvestors Weight give to n the
new CC ($fmwh) would be Ppeline 15 50%

Market Prices without withholding
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» Market prices is somewhat higher than the full cost of new CC power plant at the start of the
simulation.

« Hourly market prices go off the chart n summer of 2005 (quarterly price 1s about $90/mwh).
(there s nsufficient generating capacity to meet the growing demand for electricity)

 Market price fall below the full cost of a new CC due to overbulding at the end of the simulation
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» Because of the delays for permits and construction, the new CC capacity does not grow
substantally until the year 2006.

» the new CC capaaty does not come on line n time to prevent tight condition in the year 2005,

« Construction appears in a major building boom during 2006-2007, there 1s major “over-bulding”
in this simulation. That is, the market prices decline below the full cost of anew CC plant

1

Strategic Behavior;
Simulation with Economic withholding

Frachion of Old Gas Steam Cep
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