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An Empirical Assessment of the Competitiveness of
the New England Electricity Market

James Bushnell, Celeste Saravia¤

May 2002

Summary

Underlying the current debates over the appropriate organization of the electricity
industry and its wholesale markets is a need for metrics that allow for comparisons of
the markets that are already operating. One such metric is provided by competitive
benchmark analysis. The basic idea behind a competitive benchmark is to estimate the
price that would result if no ¯rm attempted to exercise market power and to compare
it to observed market prices. In this paper we estimate competitive benchmark prices
for the electricity market overseen by the Independent System Operator of New England
(ISO-NE).

We study the period from May 1999 to September 2001. Using the Energy Clearing
Price (ECP) of the ISO-NE as a measure of market price, we ¯nd the demand-weighted
markup between the ECP and the competitive benchmark to be 12%. However, the ECP
re°ects adjustments for factors, including transmission congestion and other unit operat-
ing constraints, that are not explicitly considered in forming our competitive benchmark.
Alternative measures of market prices that more closely match our methods for estimating
a competitive price can be derived by intersecting market demand with the aggregate sup-
ply curve taken from the o®er prices of generation units. One such measure intersects the
aggregate o®er curve of all generation units with overall market demand. Using this mea-
sure of price, we ¯nd a demand-weighted markup of 4% over our estimate of competitive
price.

¤Bushnell: University of California Energy Institute. Email: jimb@IEOR.Berkeley.edu. Saravia:
Dept. of Economics, University of California, Berkeley, and University of California Energy Institute.
Email: CSaravia@econ.berkeley.edu. This work was supported by the Massachusetts O±ce of the Attorney
General and the ISO New England.
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