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Use of Long-term Auctions for Network Investment 
 
 
Summary 
 
 
Short-term auctions for access to entry terminals of the British gas-network appear to 
successfully allocate scarce resources and capture scarcity rent. Now long-term auctions 
are being introduced to guide future capacity expansion decisions. In our model the 
fraction of rights issued in the long-term auction turns out to be a crucial design 
parameter. Even a “hypothetically” optimal parameter choice can in general only satisfy 
one of three aims: unbiased provision of capacity, full revelation of private information 
and minimisation of distortions from network effects. The results suggest that long-term 
auctions for transmission capacity are not necessarily preferable to regulatory approved 
capacity expansion. 
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43Wkh fxuuhqwo| sursrvhg dxfwlrq ghvljq vhwv d uhvhuyh sulfh ri 3=; wlphv orqj whup pdujlqdo frvw f1 Wklv

fuhdwhv dq dgglwlrqdo lqfhqwlyh wr xqghuvwdwh fdsdflw| uhtxluhphqwv1 Li lq *uhdolw|* d vpdoo h{sdqvlrq zrxog

eh uhtxluhg dqg wkhuhiruh wkh pdunhw fohdulqj sulfh lq wkh dxfwlrq zrxog eh f/ wkhq elgghuv zlwk pdunhw

srzhu zloo uhgxfh wkhlu elgglqj yroxph wr sxvk wkh orqj0whup dxfwlrq sulfh wr 3=;f dqg uhwdlq sur�wv ri

3=5f zkhq wkh uhdo vfduflw| ydoxh uhdolvhv lq shulrg wkuhh1 Krzhyhu/ wkh fxuuhqw dqdo|vlv lv uhvwulfwhg wr d

vlwxdwlrq zkhuh fdsdflw| h{sdqvlrq rffxuv1
44Zkhq prghoolqj pdunhwv zlwk d krprjhqhrxv jrrg olnh wkh dffhvv uljkwv/ wkh edvlf dssurdfkhv duh

hlwkhu Ehuwudqg ru Frxuqrw prghov1 Lq d Ehuwudqg prgho �upv duh eholhyhg wr vhw d sulfh iru wkh jrrg

wkh| duh vhoolqj dqg vxevhtxhqwo| fxvwrphuv ex| wkh fkhdshvw jrrg zkloh d Frxuqrw dssurdfk dvvxphv

wkdw sulfh hyroyhv xqwlo vxsso| pdwfkhv ghpdqg1 Zkhq wkhuh duh wudqvplvvlrq frqvwudlqwv vklsshuv zloo

mrlqwo| lqfuhdvh sulfhv +wkurxjk wkhlu txdqwlw| fkrlfhv, xqwlo ghpdqg iru wudqvplvvlrq kdv uhgxfhg wr wkh

dydlodeoh fdsdflw|1 Wkh fkrlfh yduldeoh ri frpsdqlhv lv wkhuhiruh wkh fdsdflw| |l wr surylgh iru vklsslqj1
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