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Overview
This article employs a simple model to describe bidding behaviour in multi-unit uniform price procurement auctions when firms are capacity constrained. Using data from the New York City procurement auctions for installed generation capacity, I find that firms use simple bidding strategies to co-ordinate on an equilibrium that extracts high rents for all bidders. I show theoretically and empirically that the largest firm submits the auctions clearing bid. All other inframarginal firms submit bids that are low enough to not be profitably undercut. Inframarginal firms decrease the bids as the largest firms capacities and its profits of undercutting increase. The period of observation is 2003 – 2008.
Methods

The article relies on a full information auction framework, in which bidders submit price and quantity bids against a perfectly known demand. The framework relies, amongst others, on Fabra et al. (2006). I derive equilibrium best response functions for the pivotal and for the inframarginal bidders. I test these theoretically derived best responses against the auction bid data. For the pivotal firm, I compare the realized pivotal bid against the modelled benchmark for the optimal pivotal bid,. For the inframarginal firms, I derive OLS estimators for the best response functions and discuss the empricial co-efficients for best responses in submitted bids vis-à-vis the model’s predictions. I use auction data from the spot auction only, neglecting forward auctions and bilateral trades of capacity. The data comprises all auctions from 2003 until 2008, when a new regulation was introduced and changed the bidding incentives.
Results

The model largely holds. The largest firm is predicted to be pivotal. In the data, the largest firm (the one that submits the largest bid in terms of MW ICAP) is indeed always pivotal. Inframarginal firms bid low enough such that undercutting is not profitable. Few excpetions exist, especially in the first auction rounds, indicating learning.
Conclusions

Without proper market power mitigation rules, capacity markets are open to strategic bidding that arisis whenever firms are capacity constraint, that is, whenever a pivotal bidder is needed to clear the auction and Bertrand competition is not possible. The results easily translate to multi-unit auctions in general.
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