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Overview 

We examine the theoretical underpinnings of existing European gas regulation. The guiding principles of current gas regulation are provided by neoclassical economics. We show that the context for regulation has fundamentally changed due to a number of market shifts and trace the implications for existing gas regulation. In this new context, investments and uncertainty are the key elements for regulation. Current regulation fails to explicitly take these elements into account due to its neoclassical guiding principles. This provides a suspicion that the transaction cost economics (TCE) perspective (Williamson, 1975, 1985, 1996), which explicitly considers both elements, may provide a more appropriate guiding principle for gas regulation. 

Methods and results 

Against this backdrop, the paper analyzes whether the TCE perspective is appropriate. To this end, we combine the neoclassical and TCE perspectives into a comprehensive framework of analysis. We apply this framework to the European gas market. Specifically, we consider the transactional characteristics of European gas markets and determine whether these correspond to the criteria spelled out by TCE in order to determine whether the TCE perspective is indeed the proper one for analyzing European gas markets. 

Two criteria, asset specificity and contractual incompleteness, emanate from the market shifts that have created the new regulatory context. The third TCE criterion, opportunism, is closely tied to the credibility of regulation. To determine whether European gas regulation is credible, therefore, we derive six criteria from the regulation literature (cf. Newbery, 1999; Levine et al., 2005): 1) the nature of gas demand; 2) technological development; 3) private or public ownership of energy companies; 4) the level of capital depreciation; 5) the emphasis on consumer or producer interests; and 6) the discount factor of a regulator. 

Our analysis shows that the European gas market exhibits all TCE criteria. Hence, TCE provides the lens through which the European gas market should be analyzed. 

Conclusions 

A few conclusions are the following. First, European gas regulation needs to move away from its neoclassical underpinnings and become more firmly embedded in the TCE perspective. Second, the TCE perspective implies that the costs of regulatory intervention must be explicitly considered; identifying an impediment to competition is not sufficient anymore to justify intervention. Third, less competitive solutions than those currently proposed should not be ruled out beforehand. Fourth, regulatory opportunism must be explicitly acknowledged. 
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