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Problem

ÅRole of imports in the context of the 

liberalization of natural gas markets

ÅInvestment in transport capacity should 

have an impact on regional market power 

and efficiency of alternative control 

instruments
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ÅIndustry features

ïHigh concentration 

ïDependency on foreign supplies

ÅStructural reforms

ïPromotion of ñgas-to-gasò competition

ïNetwork expansion

ÅRole of transport capacity

ïAnticipate growth of demand

ïAffect market structure

Institutional context ïEU
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Literature

ÅElectricity
ïRegulatory perspective (Nasser, 1998) 

ÅImportance of institutions to obtain ñoptimalò network expansion

ÅIdentification of the substitution and strategic effect of transmission 
capacity

ïCompetitive strategies in deregulated markets (Borenstein et al., 2000) 

ÅHighlights the relationship between transmission and market equilibrium

ÅNatural Gas
ïEmpirical work on access pricing in the US (Doane and Spulber, 1994)

ÅImpact of network interconnection on the degree of market integration

ïSimulation work on successive oligopolies in the EU (Boots et al, 2004)

ÅPrice distortion due to market power, mainly in the trading segment
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Capacity expansion as a policy 

instrument for promoting competition

ÅNatural Gas (Cremer and Laffont, 2002, Cremer, Gasmi, and 
Laffont, 2003)

- Impact of local market power on network size when transport 
capacity is the only control instrument

- ñExcessò capacity to mitigate monopoly power

ÅElectricity (Smeers and Wei, 1999)
- Oligopoly with generators competing à la Cournot and regulated 

transmission prices

However, short-term analysis does not really leave room 

for capacity expansion decisions..

Closer to this work
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Objective

ÅAnalyze some policies, including imports,
to be implemented by a social planner
concerned by the exercise of regional
market power (normative approach)

ÅWhen the social planner cannot directly
control transport capacity, analyze the role
of transport regulation under imperfect
competition in the gas commodity market



Determinant factors

ÅAvailable control instruments

ÅCost structure (technology)

ÅCost of public funds

ÅMarket structure

ÅInformation structure 
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Step 1

Controlling regional monopolies in 

the natural gas industry ïThe 

complete information case
ÅObjectives:

ïStudy a sample of fiscal-, pricing-, and investment-type
policies when regional market power is of concern.

ïAnalyze the degree of substitutability among control
instruments
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Model
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ÅAssumptions:

ïCost gap (zero or 

positive)

ïDecreasing returns in 

capacity building

ïFixed cost to the 

regional firm

ïPositive social cost of 

public funds

ïComplete information

ÅAgents:
ïBenevolent social planner
ÅProgram:

Maximize W in market M

under appropriate constraints 
(IR and incumbent active)

ÅControl Instruments:

ïTransport capacity : K

ïPrice (output) : pM

ïTransfers : T

ïConsumption in monopoly 
market M
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Role of transport capacity
ÅBuilding K has two effects on efficiency

- Productive inefficiency (cost gap)

- Allocative inefficiency (regional market power)

ÅLiberalization should lessen intervention "
reduce the set of available instruments to the 
social planner

- One would expect the planner to intensively rely on the 
remaining instruments to fight market power

Removing T and pM should require a 

strictly higher level of transport capacity

(ñexcessò capacity)



11

Analysis design
Å Three control schemes:

ïScheme A: {K, pM, T}

ïScheme B: {K, pM }

ïScheme C: {K}

Å Study the consequences, in terms of transport capacity, of removing 
control instruments

Å Explore the issue of the need of ñexcessò capacity when public funds 
are costly

Å Characterize the conditions that necessitate ñoverò (ñunderò)-sizing of 
the transport network

Social plannerôs incentives to invest in  

infrastructure in an increasingly deregulated environment 


