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Overview

In organized energy markets that use locational pricing, power generators and energy suppliers use Financial Transmission Rights (FTRs) to hedge against grid congestion charges, while the third parties try to capture a return on their investments. FTRs are defined between two locations on the power transmission grid, known as a path. These financial instruments accrue their value based on the price differential at two ends of a path. This paper builds a framework for measuring and analyzing the risk and abnormal returns of the FTR positions. Then it conducts such analysis to contrast the risk and abnormal returns of peak and off-peak monthly FTRs representing the hub-to-zone (HZ) paths in the PJM  region in the USA. The HZ paths can be viewed as the highways of the transmission grid and of much bigger significance to the system than less critical zone-to-node (ZN) paths.
Methods

Econometric data analysis.
Results

The analysis suggests that overall peak positions have higher systematic risk variance than off-peak positions. We do not find any evidence that peak and off-peak HZ positions have different average levels of risk. The evidence also suggests that abnormal returns have higher variance among the estimated peak FTRs relative to their off-peak counterparts. Majority of the estimated FTRs do exhibit abnormal returns with more than three quarters of them representing losses.
Conclusions

To our knowledge, this is the first paper that studies the systematic risk and abnormal returns in markets for FTRs. We suggest the theoretical framework of simultaneously estimating both risk and abnormal returns of individual FTRs even when the price of acquiring the asset is negative, which is the case for the majority of counter flow FTRs. We then apply our model to the PJM monthly FTR market and estimate the patterns of risk and abnormal returns for the On-Peak and Off-Peak HZ FTR positions. The empirical investigation suggests that On-Peak FTRs tend to have more dispersed distributions for the systematic risk and abnormal returns. On-Peak FTRs are also more likely to experience abnormal returns, which are predominantly negative. Thus, the market does not seem to be providing guaranteed windfall profits for market participants if such worry were to exist. That said the studied FTR market remains a good place to procure a hedge against the risks of the energy market.
