Working Paper No. 886

Keep in mind

The series Working Papers on Economics is published by the Office for Economic Studies at the Banco
de la Republica (Central Bank of Colombia). The works published are provisional, and their authors are
fully responsible for the opinions expressed in them, as well as for possible mistakes. The opinions
expressed herein are those of the authors and do not necessarily reflect the views of Banco de la
Republica or its Board of Directors.

AUTHORS AND/OR EDITORS

Jorge Balat

Carranza-Romero, Juan Esteban

Juan D. Martin

In this paper we formulate a dynamic multi-unit auction model to characterize bidding behavior in hydro
power dominated electricity markets. Our model implies that, in order to maximize expected profits,
hydro producers will submit bid prices above its marginal production costs that account for the
intertemporal opportunity cost of water and the expected strategic effects of bids on rivals’ behavior. We
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test the predictions of our model against data of the Colombian electricity market, where hydro
producers hold 63% of total installed capacity, and find evidence consistent with both dynamic and
strategic behavior.


http://www.tcpdf.org

