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Overview

In recent years, New England has experienced severe, contemporaneous price spikes in its natural gas and wholesale electricity markets.  Although these spikes are commonly attributed to limited pipeline capacity serving the region, we demonstrate that they have been exacerbated by firms with long-term contracts for pipeline capacity scheduling for deliveries without actually flowing gas.  We analyze firms' scheduling patterns on the Algonquin pipeline and identify the institutional conditions that enable and incentivize this capacity-withholding behavior.  We find that some firms are able to offset the opportunity cost of unused capacity by increasing the price of the gas they do sell in the spot market and by increasing the interconnected wholesale electricity price, which increases the revenues of infra-marginal generation resources owned by their parent energy companies.  Finally, we employ an economic dispatch model to estimate the welfare losses, emissions consequences, and distributional impacts of capacity withholding over the period from 2014-2016.
Methods
Instrumental Variables Regression, Economic Dispatch Model
Results

- Two firms have been using their long-term contracts to systematically withhold capacity from the Algonquin pipeline

- The incentives of these firms are consistent with oligopolistic pricing in the downstream natural gas market and with raising the wholesale electricity price

- The capacity withholding behavior of these two firms increased the natural gas spot price by $4.05 on average during the winters of 2014-2016 (to an average price of $10.28, roughly three times the national average)

- Welfare, emissions, and distributional impacts TBD
Conclusions

Under the current market structure and regulatory framework of the natural gas transportation industry, pipeline congestion can lead some firms to withhold transportation capacity, resulting in productive inefficiency and significant costs to gas and electricity ratepayers.
