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NATURAL GAS PJPELINES:RENT REVEALED

Af te r  1984 ,  t he  we l l head  p r i ces  f o r  mos t  sou rces  o f  na tu ra l  gas  w j l l  be

de regu laLed .  Neve r the less ,  unde r  cu r ren t  l aw ,  s i gn i f i can t  quan t i t i e s  o f

na tu ra l  gas  w i l l  r ema in  unde r  p r i ce  con t ro l s  f a r  beyond  1984 .  I n  f ac t ,

du r ing  the  f i r s t  ha l f  o f  1984 ,  47  pe rcen t  o f  t he  domes t i ca l l y  p roduced  gas

tha t  was  pu rchased  by  i n te r s ta te  p i pe l i ne  compan ies  came  f r om rese f ves  t ha t

a re  cu r ren t l y  schedu led  t o  r ema in  unde r  p r i ce  con t ro l s  i nde f i n i t e l y .

Consumer  oppos i t i on  t o  f u r t he r  decon t ro l  r ema ins  a  f o rm idab le  obs tac le

to  any  new  l eg i s l aL ion  t ha t  wou ld  comp le te l y  de regu la te  na tu ra ' l  gas  p r i ces

a t  t he  we l l head .  Th i s  oppos i t i on  Lo  decon t ro l  appea rs  l a rge l y  based  on  t he

fea f  t ha t  consumer  p r i ces  f o r  na tu ra l  gas  wou ld  r i se .  Th i s  f ea r  cou ld  be

m isp laced ,  howeve r ,  because  t he  t o ta l  decon t ro l  o f  we l l head  p r i ces  cou ld

resu l t  i n  l owe r  consumer  p r i ces  f o r  na tu ra l  gas .

B ind ing  ce i l i ngs  on  the  we l  i head  p r i ces  fo r  some sou rces  o f  na tu ra l  gas

have  acco rded  economic  ren t  t o  i t s  pu rchase rs .  Econome t r i c  ev i dence

sugges t s  t ha t  desp i t e  f ede ra l  r egu la t i on  o f  t he  i n te r s ta te  t r anspo r t  o f

na tu ra l  gas ,  l h i s  r en t  has  been  re ta j ned  a t  l eas t  i n  pa r t  by  i n t e r s ta te

p ipe l i ne  compan ies - -and  has  no t  been  sh i f t ed  f o rwa rd  Lo  consumers - -w iden ing

the  gap  be tween  we l l head  and  de l i ve red  p r i ces .  The  decon t ro l  o f  we l l head

p r i ces  wou ld  na r row  th j s  gap ,  poss ib ' l y  y i e l d i ng  bo th  a  h i ghe r  ave rage

we l l head  p r i ce  and  l owe r  consumer  p r i ces  f o r  na tu ra l  gas .



REGULATION AND RENTS AFTER i984

The  regu la t i on  o f  t he  we l l head  p r i ces  o f  gas  f r om some  p roducL ion

ca tego r jes  under  the  Na tu ra l  Gas  Po l i cy  Ac t  o f  1978  (NGPA)  acco rds  economic

ren t  t o  t he  pu rchase rs  o f  gas  w i t h  con t ro l l ed  p r i ces .  The  way  i n  wh i ch

th i s  r en i  i s  d i s t r i bu ted  de te fm ines  wha t  e f f ec t  a  t o ta l  de regu la l i on  o f

we l l head  na tu ra l  gas  p r i ces  wou ld  have  on  t he  de l i ve red  p r i ce  o f  gas ,  t he

we l l head  p r i ce  o f  gas  and  t he  t o ta l  quan t i t y  o f  na tu ra l  gas  p roduced .

To  uncove r  t he  e f f ec t  o f  p r i ce  con t ro l s ,  i t  i s  use fu l  t o  exam jne  t he

case  i n  wh i ch  t he re  a re  no  p r i ce  regu la t i ons .  I n  t he  absence  o f  p r i ce

con t ro l s ,  t he  we l t head  supp l y  o f  na tu ra l  gas  wou ld  be  t he  sum o f  r r o1d , "

"new"  and  ' r h jgh  cos t "  gas  b rough t  f o r t , h  a t  eve ry  we l ' l head  p r i ce  ( shown  as

S ,  i n  f i  gu re  1 ) : 1 /

=  q o ( p n )  +  q n ( p n )

w h i  c h

(1 )

n  . i <  +h6  +^ - i t  ^ , , . n i i l - y  o f  gas  supp l i ed .- s

qo  i s  t he  quan t i t y  o f  o l d  gas  supp l j ed .

qn  i s  t he  quan t i t y  o f  new  and  h i gh  cos t  gas  supp l i ed .

pn  i s  t he  vve l  l head  p r i ce  o f  new  gas ,  wh i ch  \ r ou ld  be  t he

we l  l head  p r i ce  o f  a l l  gas  i n  t he  absence  o f  p r i ce

con t ro l  s .

De l  j ve red  supp l y  (S r1 )  ecua l s  we l l head  supp l y  p l us  t he  e f f i c i en t  cos t

requ i red  by  na tu ra l  gas  n r i dd lemen  t o  co11ec t ,  t r anspo r t  and  d i s t r i bu te  t he
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gas .  G i ven  consumer  demand ,  a  marke t - c l ea r i ng  p r i ce  and  quan t i t y  o f

de l  i ve red  gas  i  s  ob ta i  ned  (a t  P '  Q1 ) .

W i th  a  b i nd jng  p r i ce  ce i l i ng  (po * )  on  o l d  gas ,  we l l head  supp l y  i s

e i t he r  sh i f t ed  i nward  (S r )  o r  ou tward  (56 )  f rom i t s  f ree  marke t

cons t ruc t i on  (S1 ) .  The  d i r ec t i on  o f  t he  sh i f t  depends  on  who  ob ta i ns

ren t  t ha t  i s  acco rded  t o  pu rchase rs  o f  o1d  gas .  The  ren t  r ece i ved  by

pu rchase rs  o f  o1d  gas  i s  t he  d j f f e rence  be tween  t he  ce i l i ng  p r i ce  on

gas  and  t he  p r i ce  t ha t  p roduce rs  o f  un regu la ted  new  and  h i gh  cos t  gas

the

o'l d

c a n

command  when  o ld  gas  i s  r egu la ted .  I f  t h i s  r en t  i s  who l l y  r e ta i ned  by

na tu ra l  gas  m idd lemen ,  t he  supp l y  cu rve  sh i f t s  i nwa rd .  I f  t h i s  r en t  i s

sh i fLed  comp le te l y  f o rward  to  consumers ,  t he  supp ly  cu rve  sh i f t s  ou tward .

I f  na tu ra l  gas  m idd lemen  we re  compe t i t i ve  and  d i d  no t  f ace  gove rnmen t

regu la t i on  o f  t he i r  p ro f i t s ,  t hey  wou ld  re ta ' i n  t he  ren t  a r i s i ng  f r om

we l l head  p r i ce  con t ro l  s  and  t o ta l  we l l head  supp l y  wou ld  s imp l y  r e f l ec t  t he

cos t  o f  j nc remen ta l  gas ,  compr i sed  o f  new  and  h i gh  cos t  gas :

Qr=9o*+qn (pn ) ;

i n  wh i ch

(2 )

Con  sequen t l y ,  supp l y  wou ld  be

I f  Lhe  regu l  a t  i on  o f  o l d

o f  o a s  r i s p s  ( + . o  P - )  r n c i  l i l g

^ f  ^ 1 , . 1  - . .  - , , ^ ^ l i ^ . 1  . *  + h 6  n F i . 6  n o i l i n nu ,  u , u  g o >  ) u P P , r E u  c , ,  , - , , c  p ,  , L E  s L '  | , , , r

p r i c e  o f  n e w  a n d  h i g h  c o s t  g a s -

sh i f t ed  i n l a rd  ( t o  S^ ) .' z '

gas  sh i f t s  supp l y  i nwa rd ,  t he  de l  i ve red  p r i ce

to ta l  quan t i t y  o f  gas  consumed  fa l  I  s  ( t o  Q2 ) .

pn

i s  Lhe  quan t i  t y

po * .

i  s  t he  we l  I  head
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The  p r i ce  rece i ved  by  p roduce rs  o f  new and  h igh  cos t  gas  r i ses  somewha t  ( t o

pnn )  and  t he j r  p roduc t i on  o f  gas  i s  s t imu la ted  ( t o  qnn ) .
L " l .

The  ren t  i s  sh i f t ed  fo rward  to  consumers ,  however - ,  i f  f ede ra l

r egu la t i on  i s  success fu l  i n  r es t r i c t i ng  t he  t a r j f f  cha rged  by  m idd lemen  Lo

a  no rma l  p ro f i t  p l us  t he  cos t  o f  co l l ec t i ng ,  t r anspo r t i ng  and  d i s t r i bu t i ng

na tu ra l  gas .  Unde r  t hese  regu la t i ons  i t  i s  gene ra l l y  p resumed  tha t

m idd lemen  se11  gas  t o  consumers  a t  t he  ave rage  we l l head  p r i ce  p l us  a

compe t j t i ve  co1 lec t i on ,  t r anspo r ta t i on  and  d i s t r i bu t i on  cha rge :

PO =  t  +  ( po *  qo *  +  pn  qn )  /  ( qo *  +  qn )  ( 3 )

i n  wh i ch

P ,  i s  t h e  o e l i v c r p r J  n r i r c  o f  o a s' d

t  i s  t he  compe t i t i ve  co l l ec t i on ,  t r anspo r ta t i on  and

d j  s t r i  bu t i  on  cha rge .2 /

Unde r  an  ave rage  cos t  p r i c i ng  o f  na tu ra l  gas  and  common ly  assumed

e las t i c i t i e s  o f  supp l y ,  t he  p roduc ! i on  i nc rease  i n  new  and  h i gh  cos t  gas  i s

g rea te r  t han  t he  dec rease  i n  o1d  gas  p roduc t i on .  As  a  resu l t ,  supp l y  i s

sh i  f t ed  ou twa rd  ( t o  S r ^ ) . 3 , /u '  -

The  ou twa rd  sh i f t  i n  supp l y  r esu l t s  i n  a  l owe r  p r i ce  f o r  de l  i ve red  gas

(Pn )  and  a  g rea te r  quan t i t y  o f  gas  consump t i on  (Q" )  t han  wou ld  resu l t  i n  a-  u '  '  '  u '

f r ee  marke t .  New  and  h i gh  cos t  gas  wou ld  rece i ve  a  much  h ighe r  p r i ce  ( l n6 )

t han  i f  m idd lemen  re ta i ned  t he  renL  and ,  consequen t l y ,  i t s  p roduc t i on  i s

g rea t l y  expanded  ( t o  qn " ) ..  U '



MIDDLEIV1EN I .4AY RETAIN RENT
DESPITE REGULATION

Because  t he i r  ma rke t  ac t i v i t i e s  i nc l ude  buy ing  na tu ra l  gas  f r om

produce rs  and  se l l i ng  i t  t o  consumers - -and  a re  no t  con f i ned  t o  co l l ec t i ng ,

t r ansp0 r t i ng  and  d i s t r i bu t i ng  na tu ra l  gas - -na tu ra l  gas  m idd lemen  a re  i n  a

pos i t i on  t o  cap tu re  t he  ren t  r esu ' l t i ng  f r om the  con t ro l  o f  we l l head  p r i ces .

Because  the  ren t  need  no t  appear  as  accoun t ing  p ro f . i t  on  the  books  o f  t he

compan ies ,  f ede ra l  and  s ta te  r egu la t i on  o f  co l l ec t i on  cha rges ,  p i pe l i ne

t ranspo r ta t i on  t a r i f f s  and  d i s t r i bu t i on  cha rges  may  p rove  i ne f f ec t i ve  i n

sh i f t i ng  Lhe  ren t  f o rward  to  na tu ra l  gas  consumers .  Ren t  may  be  re ta ined

as  p ro f i t s  i n  o the r  compan ies  owned  by  t he  company rs  co rpo ra te  pa ren t ,

d j ss i pa ted  t h rough  s imp le  i ne f f i c i ency  o r  consumed  i n  t he  cos t s  o f

ob ta i n j ng  and  p ro tec t i ng  owne rsh ip  o f  t he  ren t .

Ve r t i ca l  i n t eg ra t i on  w iLh  un regu la ted  ac t i v i t i e s  i s  one  way  i n  wh i ch

th i s  r enL  can  be  cap tu red .  0nce  a  company  i s  ve r t i ca l l y  i n t eg ra ted ,

t r ansac t i ons  can  be  made  "a t - l ess - ! han -a rmrs - l eng th r r  t ha t  enhance  Lhe

p ro f i t ab i l i t y  o f  un r "egu la ted  compan ies  unde r  t he  same  co rpo ra te  banne r .

H ighe r  than  marke t  p r i ces  may  be  pa id  fo r  un regu la ted  na tu ra ' l  gas  f rom lhe

co rpo ra t i on rs  p roducL ion  company ,  and  l owe r  t han  markeL  p r i ces  may  be

rece j ved  f r om gas -us ing  compan ies  owned  by  t he  co rpo ra t i on .  The  va l i d i t y

o f  t h i s  a rgumen t  i s  casua l l y  suppo r ted  by  t he  number  o f  p i pe l i ne  compan ies

tha t  have  ve r t i ca l l y  i n t eg ra ted  t h rough  ho ld i ng  compan ies .

No t  a l l  l he  economic  ren t  cap tu red  by  na tu ra l  gas  m idd lemen  w i l l

necessa r i l y  become  co rpo raLe  p ro f i t s .  R i cha rd  Posne r  [ 1975 ]  and  Go rdon

Tu l l ock  [ 1967 ]  have  po in ted  ou t  t ha t  ob ta i n j ng  and  p ro tec t i ng  t he  owne rsh ip



o f  economic  ren t  can  consume tha t

ren t s ,  m idd leman  compan ies  can  be

owne rsh jp  t ha t  cou ld  cos t  as  much

de fend i  ng  t he  nen t . 4 /

6

ren t .  I n  add i t i on  t o  compe t i ng  t o  ob ta i n

pxnpc t cd  tD  ra i se  a  de fense  o f  t he i r  r en t

as  t he  expec ted  va lue  o f  success fu l  l y

Lobby ing  i s  one  f o rm  o f  r en t  p ro tec t i on .5 /  F i nanc ia l  con t r j bu t i ons  o f

t he  p i pe l i ne  and  gas  u t i l i t y  i ndus t r i es  t o  l obby ing  o  r  g  a  n  i  z  a  t  i  o  n  s  -  -  s  u  c  h  as

the  Amer i can  Gas  Assoc ia t i on  and  t he  I n te r s ta te  Na tu r "a l  Gas  Assoc ia t i on  o f

Amer i ca - - tha t  oppose  the  comp le te  decon t ro l  we l  l head  na tu ra l  gas  p r i ces

p rov ide  some  casua l  ev i dence  t ha t  r en t  i s  be ing  ea rned .

A  TEST FOR P IPEL INE
COMPANY RETENTION OF RENT

As  sugges ted  above ,  economjc  ren t  may  no t  be  ev iden t  i n  t he  accoun t ing

p ro f i t s  o f  m idd leman  compan ies .  None the less ,  i f  t he  ren t  acco rded

pu rchase rs  o f  o i d  gas  i s  r e ta i ned ,  d i ss i pa ted  o r  consumed  by  t he  ac t i v i t i e s

o f  m idd lemen ,  t he  ren t  shou ld  r ema jn  ev iden t  i n  t he  d i f f e rence  be tween  t he

de l  i ve red  and  we l l head  p r i ces  o f  gas .  I f  na tu ra l  gas  m idd lemen  gene ra l l y

f ace  compe t i t i on  w i t h  o i l  p roduc t s  j n  t he i r  f i na l  de l  i ve r y  marke t s ,  t hose

m idd lemen  f i  rms  endowed  w i t h  g rea te r  access  t o  l ow  cos t  na tu ra l  gas  shou ld

ev idence  a  g rea te r  markup  than  those  w i th  poo re r  access  i f  t hey  re ta in  the

ren t  assoc ia ted  w i t h  access  ! o  l ov /  cos t  gas .

Passage  o f  t he  NGPA endowed  p ipe l j nes  compan ies  w i t h  va ry i ng

con t rac tua l  r i gh t s  t o  buy  p r i  ce - con t ro l  1ed  gas .  D i f f e rences  j n  t hese

endowmen ts  have  con t r i bu ted  t . o  a  va r j a t i on  i n  t he  ave rage  we l l head  p r i ce  o f

gas  ac ross  p i pe l i ne  compan ies .6 /  Th j s  va r i a t i on  i n  ave rage  we l I head  p r i ces
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can  be  exp lo i t ed  t o  t es t  f o r  p i pe l i ne  company  re ten t i on  o f  r en t .  I f

p i pe l  i ne  compan ies  re ta i n  t he  ren t  assoc ja ted  w i t h  pu rchases  o f

p r i ce - con t ro l  l ed  gas ,  t he re  w i l l  be  an  i nve rse  re l a t i onsh ip  ac ross  f i rms

be tween  the  markup  fo r  t ranspor t i ng  the  gas  to  marke t  and  the  ave rage

pu rchase  cos t  o f  i t s  gas  t ha t  i s  i ndependen t  o f  t he  d j f f j cu l t y  j n

t r anspo r t i ng  t ha t  gas  Lo  marke t .  Ev . i dence  o f  t h i s  r e l a t i onsh ip  was

revea led  i n  a  l i nea r  r eg ress ion  t ha t  used  da ta  poo led  ac ross  31  compan jes

and  fou r  yea rs  fo l l ow ing  imp ' l emen ta t i on  o f  t he  NGPA:

NlARKUP i
=  .?747  +  .0159  D81-  +  .0822

(5 .11)  ( . s1 )  (2 .50)

-  .1083  Av lP .  +  2 .4559  TRANS.
( -3 .26)  (2 .73)

D82 '  +  .1409  083-
(4 .20)

-  .4277  PGP.  +  e .' I l

( -3 .11. )Z/  R?=.Zs
i n  wh i ch

I,4ARKUP.'l
' i  s  t he  d i f f e rence  be tween  the  ave rage  rea l  p r i ce  aL

wh i ch  a  p i pe l  i ne  so ld  gas  t o  d i s t r i bu t i on  compan ies

and  o the r  p i pe l i ne  compan ies  i n  a  g i ven  yea r  and  t he

ave rage  rea l  p r i ce  i t  pa id  f o r  gas  i n  t ha t  yea r . 8 /

' i  s  t he  ave rage  rea l  p r i ce  tha t  a  company  pa id  fo r  gas

in  a  g i ven  yea r .  I t  i n c l udes  we l l head  pu rchases ,

pu rchases  f r om o the r  compan ies  ( i nc l ud ing  o the r

subs id i a r i es  o f  i t s  co rpo ra te  pa ren t )  and  impo r t s .

i s  a  measu re  o f  t he  d i f f i cu l t y  t ha t  t he  p i pe l i ne

faces  j n  t r anspo r t i ng  t he  gas  t o  marke t .  The  gas

consumed  j n  t r ansm jss ion  pe r  un i t  o f  t o t a l  gas  so ld

by  the  p ipe l i ne  company  se rved  as  a  p roxy  fo r

t ran  spo r ta t i  on  d i  f f i  cu l  t y .

AuIP.'I

TRANS.
I
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PGP.  j s  t he  pe rcen tage  o f  t o ta l  gas  ob ta i ned  by  a  p i pe l i ne
I

t ha t  i s  p roduced  f r om rese rves  t ha t  t he  p i pe l i ne

company  j t se l f  owns .  Th j s  va r i ab le  does  no t  i nc l ude

purchases  o f  gas  f rom p roduc t i on  compan ies  oh ,ned  by

lhe  p i pe l i ne rs  co rpo ra te  pa ren t . 9 /

D8 l .  i s  a  dummy  va r i ab le  f o r  obse rva t i ons  i n  1981 .'I

D82 .  i s  a  dummy  va r j ab le  f o r  obse rva t j ons  i n  1982 .'I

D83 .  i s  a  dummy  va r j ab le  f o r  obse rva t i ons  i n  1983 .'I

I t  shou ld  be  no ted  t ha l  t h i s  econome t r i c  t es t  has  a  b i as  aga ins t

f i nd ing  ev idence  o f  p i pe l j ne  ren t  r e ten t i on .  The  da ta  used  d j d  no t  pe rm i t

t he  i nden t i f i ca t i on  o f  gas  pu rchased  f rom p roduc t i on  compan ies  owned  under "

t he  same  co rpo raLe  banne r  as  l he  pu rchas ing  p i pe l i ne .  Th i s  da ta  l jm jLa t i on

p reven ts  d i r ec t  cons ide ra t i on  o f  one  means  i n  wh i ch  p i pe l i ne  compan ies

cou ld  re ta i n  and  h i de  ren t .

Neve r the less ,  ev j dence  o f  p i pe l  i ne  ren t  r e ten t i on  was  f ound .  The

coe f f i c i en t  on  AWP.  i s  nega t i ve  and  s i gn i f i can t  a t  be t t e r  t han  t he  99' I

pe rcen t  1eve1  .  I n  add i t i on ,  t he  t r anspo r ta t i on  Va r i ab le  i s  s i gn i f i can t  a t

h e t t e r  t h a n  t . h e  9 9  n p r r ^ o n t  l o v c l  n r o v i d i n n  r ^ n n f i d p n c p  + h a f .  t h e  r p o r e s . i O n

d i f f e ren t i a tes  be tween  ren t  and  e f f i c i en t l y  cos t l y  t r anspo r ta t i on .

Fu r the rmore ,  t he  yea r l y  dummy va r iab les  i nd i ca te  tha t  t he  rea l  markup  on

na tu ra l  gas  has  i nc reased  ove r  t ime ,  pe rhaps  i nd i ca t i ng  t ha l  p i pe l i ne

compan ies  have  i nc reas ing l y  ava j l ed  t hemse l ves  o f  t he  ren t .



CONCLUS]ON

Fede ra l  con t ro l  o f  we l l head  p r i ces  f o r  na tu ra l  gas  y i e l ds  economic  ren t

to  the  pu rchase rs  o f  t he  p  r  i  c  e  -  c  o  n  t  r  o  I  1  e  d  gas .  Fo r  a  number  o f  reasons

gove rnmen t  r egu la t i on  o f  na tu ra l  gas  m idd lemen  may  no t  be  e f f ec t j ve  i n

sh i f t i ng  t h i s  r en t  f o rwa rd  t o  consumers .  Econome t r i c  ev i dence  i nd i ca tes ,

i n  f ac t ,  t ha t  some  o f  t h i s  r en t  i s  r e ta i ned  by  p i pe ' l  i ne  compan ies .

Co l l ec t i on  and  d i s t r i bu t i on  compan ies  may  a l so  re ta i n  some  o f  t he  ren t .

l ' l j dd leman  re ten t i on  o f  t he  ren t  c rea ted  by  na tu ra l  gas  p r i ce  con t ro l  s

se rves  t o  w iden  t he  gap  be tween  t he  de l  j ve red  and  we l l head  p r i ces  o f

na lu ra l  gas .  The  comp le te  de regu la t i on  o f  we l l head  na tu ra l  gas  p r i ces

wou ld  na r row  th i s  gap .  The  de l i ve red  p r i ce  o f  na tu ra l  gas  cou ' l d  f a l l  wh i l e

t he  ave rage  we l l head  p r i ce  rose .

| l / e l l head  de regu la t i on  may  no t  be  su f f i c i en t  t o  assu re  l owe r  consumer

p r i ces  and  h i ghe r  we l  l  head  p r i ces ,  howeve r .  P ipe l  i ne  compan ies  own

gove rnmen t  f r anch i ses  t o  t r anspo r t  gas  a l ong  spec i f i c  r ouLes  and  l hey  ac !

as  marke t i ng  agen ts  ( buy ing  and  rese l l i ng  mos t  gas ) .  As  a  resu l t  o f  t he i r

f r anch i ses ,  p i pe l i ne  compan ies  have  monopsony  buy ing  power  i n  some

produc t i on  reg ions  and  monopo i y  se l l i ng  power  j n  some  consumpL jon  reg ions .

I n  add i t i on ,  gas  u t i l i t i e s  own  gove rnmen t  f r anch j ses  t o  d i s t r i bu te  na tu ra l

gas  i  n  pa r t i  cu ' l  a r  reg i  ons  o r  I  oca l  es .  Add i  t i  ona l  compe t i  t i  on  cou l  d  be

' i  n t r oduced  by  sh i f t i ng  p i pe l i ne  and  d i s l r i bu t i on  compan ies  i n to  con t rac t

ca r r i age  o r  by  a l l ow ing  t he  f r ee  en t r y  o f  new  compan ies  a l ong  ex i s t i ng

p ipe l i ne  rou tes  and  i n  ex i s t i ng  d i s t r i bu t i on  reg ions .
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NOTES

When  enac ted ,  t he  NGPA c rea ted  ove r  20  p r i c j ng  ca tego r ies  o f  na tu ra l
gas  t o  wh i ch  d i f f e ren l  ce i l i ng  p r . i ces  we re  app l i ed .  Fo r  pu rposes  o f
ana l ys i s ,  t hese  ca tego r i es  a re  I  umped  j n t . o  two  g roups :  " o1d  gas "  and
"new  p lus  h i gh  cos t  gas . r r  (See  Lab le  1 . )  A f t e r  1984 ,  t he  we l l head
p r i ce  o f  o1d  gas  w i l l  r ema in  con t ro l l ed  and  t he  we l l head  p r i ces  o f  new
and  h jgh  cos t  gas  w i l l  be  de regu la ted .

No te  tha t  SO i s  cons t ruc ted  f rom 51 .

W i th  a  su f f i c i en t l y  g rea te r  e l as t i c i t y  o f  o1d  gas  supp l y ,  a
su f  f  i c i en t ' l y  l owe r  e l as t j c i t y  o f  new  and  h i gh  cos t  9as  supp l y ,  o r  a
comb ina t i on  o f  bo th ,  SO cou ld  l i e  above  S r .  Neve rLhe less ,  i n  such  a

case ,  S ,  wou ld  s t j l l  1 i e  above  SO.

4 .  The  e f f o r t s  o f  na tu ra l  gas  p roduce rs  t o  e l im ina te  t he  ce i l i ngs  on  t he
p r i ce  o f  o l d  gas  wou ld  a l so  con r r i bu te  t o  t he  soc ia l  cos t  o f  t he  p r i ce
con t ro l  s .

6 .

Fede ra l  r egu la t i on  and  l ong -s tand ing  con t rac t s  i nh ib i t  compe t i t i on  t o
ob ta i n  t he  p  r  i  c  e  -  c  o  n  t  r  o  I  I  e  d  gas ,  pe rhaps  l im i t i ng  t h i  s  means  o f
conve r t i  ng  ren t  t o  cos t s .

0 f  cou t ' se  t r anspo r ta t i on  cos t s  a l so  con t r i bu te  Lo  t he  va r i a t i on  i n
we l l head  p r i ces .  I n  a  compe t i t i ve  marke t ,  na tu ra l  gas  t ha t  i s  f a r t he r
f r om i t s  consump t i on  marke t  t han  a  compe t i ng  sou rce  o f  gas  can  be
expec ted  t o  have  a  h i ghe r  t r anspo r ta t i on  cos t  and  l owe r  pu rchase  p r i ce
than  t he  compe t i ng  sou rce  o f  gas .

7 .  F i gu res  shown  i n  pa ren thes i s  a re  t  s t a t i s t i c s .  An  F  s ta t i s t i c  o f . 36
(w i t h  9 ,  108  deg rees  o f  f r eedom)  j us t i f i e s  poo l i ng  t he  da ta  ac ross
yea rs .

8 .  I nqu i r y  was  l im i t ed  t o  sa les  f o r  r esa le  t o  avo id  t he  cons ide ra t i on  o f
d i s t r i bu t i on  cosLs  f o r  a  p i pe ' l  i ne  compan ies  t ha t  have  re ta i I  cus tomers .

9 .  W i th  t he  excep t i on  o f  p r i ce  de f l a to r s ,  annua l  da ta  f o r  a l l  va r j ab les
fo r  each  company  were  comp i led  f rom Federa l  Energy  Regu la to ry
Commiss ion  (FERC)  Fo rm No .  11 ,  r rNa tu ra l  Gas  P ipe l i ne  Company  l " l on th l y
S ta temen t .  "  P r i ces  we re  de f l a ted  w i t h  t he  t he  imp l i c i t  GNP de f l a to r .
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Tab l  e  1
NATURAL GAS PURCHASES
OF I '4AJOR INTERSTATE PIPELINE COI' lPANIES
DURING THE F ]RST HALF OF 1984

Average
we l  I  h  ead

p r i ce
pe r

thousand
cub i  c  f e  e t

New +  h i gh
A1  1  ga  s *

1.2 .07
22 .77

1  .41
J .  Y J

2.76

"As  a  resu l  t  o f
ag ree .

round i  ng  e r ro r ,  t o t a l  doe  s  no t

Ana l ys i  s
Ca Lego ry

Pu rchases
(b i1 l i ons
o f  cub i  c

feet
er day
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