Contents

1 Introduction............. ... .. . . ... 1
2 Literature Review . ......... ... ... ... ... . i 7
2.1 Auctions in Electricity Markets .. ....... ... ... ... ... .. 7

2.2 England and Wales: The Reference Market ..................... 9

2.3 The Supply-Function Approach............................ ... 12

2.4 Literature Based on von der Fehr/Harbord (1993)................ 15

2.5 Related Literature on Auctions ...............ccoiiiiiinennn.. 18

3 Model. . ... 21
3.1 ASSUMPLONS .ottt et ettt et e e e et e et e 21

32 Definitions .......oooiiii 27

3.3 Preliminaries ................. i il 28

34 Example .. ... 32

4 Results. ... ... 41
4.1 Demand Ranges.............oooiiiiiiiiiiiiiiiiii 41

42 Costsand Efficiency ........ ... 42

4.3 Discriminatory Auction ...................ouiiiiiiiiiiaian. 54
4.3.1 Case A: A Single Generator Serves the Demand .......... 54

4.3.2 Case B: Both Generators Are Necessary ................. 83

4.3.3 Case C: Full Market Capacity Utilization ................ 106

4.4  Uniform-Price Auction . ......... .. ..o 109
4.4.1 Case A: A Single Generator Serves the Demand .......... 109

4.4.2 Case B: Both Generators Are Necessary ................. 114

4.4.3 Case C: Full Market Capacity Utilization ................ 154

4.5 Generalized Second-Price Auction . ........................... 156
4.5.1 Case A: Competition . ...........ooveiiiunneeennnn... 156

4.5.2 Case B: Full Market Capacity Utilization ................ 181

vii



viii Contents

4.6 CompariSON ... ...ttt e 183
4.6.1 Case A: A Single Generator Serves the Demand .......... 183

4.6.2 Case B: Both Generators Are Necessary ................. 190

4.6.3 Case C: Full Market Capacity Utilization ................ 202

S Conclusion . ............ 205
References............. ... . . . 209



