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TECHNICAL INEPPICIENCY AND PRODUCTIVE DECLINE

INDUSTRY UNDER THE NATURAL GAS POLICY ACT
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IN THE U.S. INTERSTATE NATURAL GAS PIPELINE

The purpose of this paper is to examine the priaal

production technolo~y of the interstate natural ~as pipeline

industry durin~ a period (1977-85) in which the industry faced

seveJ:>echan~es in the reculatory environment. We utilize a newly

constructed panel data set of firms that comprise almost 90% of

the industry. We find that durin~ the first six yeaJ:>sof partial

pJ:>icedere~ulation. there was a marked decline in productivity.

The only fiJ:>mswhich maintained positive productivity rates were

those with relatively lar~e and crowin~ transport services for

others. We also find that firm-specific avera~e efficiency

rankin~s weJ:>estron~ly and ne~ativelY correlated with firm size.

We conjecture that this may be due to the rate base J:>eculation 1n

the industry and the relative ease with which lareer fiJ:>mscan

pad their base and produce at levels that are inconsistent with

frontier levels of production.

.




