European Electricity Market Integration 

An analysis of the European governance dynamics

Ir. H.M. de Jong and dr. ir. R.A. Hakvoort

Delft University of Technology

Faculty of Technology, Policy and Management, Department of Energy & Industry

Jaffalaan 5, NL−2628 BX Delft, the Netherlands

+31 15 278 2727 (phone); +31 15 278 3422 (fax)

r.a.hakvoort@tudelft.nl; h.m.dejong@tbm.tudelft.nl
Overview
The European Commission is making another push towards the creation of a Single European Electricity Market. Commonly mentioned causes for the slowness of the market integration process are technical-economic oriented factors such as an ineffective market structure, network underinvestment, inefficient network congestion management and market intransparency. However, practical experience gained over the last decade reveals yet another factor slowing down the market integration process. The factor concerns the ongoing search for an appropriate governance mode by which the technical-economic issues can be dealt with in an efficient way. We define governance as the way (the administrative and/or political processes) in which the institutional environment (the regulations that govern electricity markets and networks) is constituted.

So far, European policy makers have largely followed a ‘trial and error' approach in order to find the appropriate way to establish the rules and regulations that govern European electricity markets. This paper examines the governance dynamics within the European process of electricity market integration. It discusses the various traditional and new modes of European governance. Furthermore, the most prominent modes of governance considering today’s European electricity markets are identified. Based on an analysis of the issue-specific governance dynamics of three key electricity market integration issues ― (i) transmission investment, (ii) congestion management, and (iii) market transparency ―  it is concluded that the development of a structured approach for governance decisions may help and encourage European policy makers to make more informed governance mode decisions. 
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Methods and results

The paper examines the governance dynamics within the European process of electricity market integration. First, the paper shortly explicates the institutional context of the EU. Secondly, the various ways of establishing rules and regulation within the European Union are identified based on scientific, professional and official literature. Two categories of these so-called ‘European governance modes’ are distinguished namely the traditional and the new modes of governance. Thirdly, the most prominent modes of governance considering today’s European electricity market are identified based on an analysis of the current governance practices within these markets. 
After this, the main differences of these prominent modes of governance are discussed by means of four two-dimensional frames: (i) the level of obligation vs. the level of discretion, (ii) the level of focus on process vs. the level of focus on contents, (iii) the level of solution flexibility vs. the level of democratic legitimacy, and (iv) the institutional level of regulation vs. the origin of regulation. 
The paper continues by analyzing the issue-specific governance dynamics (starting in 1996) of three key electricity market integration issues, namely (i) transmission network investment, (ii) congestion management and (iii) market transparency. Based on the findings (see table below), the paper provides an overview of both the governance dynamics in general as well as the issue-specific governance dynamics. Furthermore, the paper examines if any general governance trends can be observed.
The paper concludes by presenting a proposal for helping and encouraging European policy makers to make more informed governance mode decisions in order to speed up market integration processes.

Conclusions

Based on an analysis of the governance dynamics within the European process of electricity market integration (starting in 1996), we conclude that there is continuous, trial-and-error based, search for the appropriate mode of governance through which the rules and regulations that govern the European electricity markets (and inherently its market integration process) are established. Furthermore, we conclude that the specific characteristics of the market integration issues at stake have influenced ― although rather unconsciously ― the governance mode applied. Although different governance strategies were applied for each specific market integration issue, some general governance trends may nevertheless be observed:
	Regulatory phases
	General developments
	Transmission

investment
	Congestion management
	Market 

transparency

	Phase 1 (1996)

adoption liberalization directive
	· Joint Decision
· New Instruments (framework  regulations)
	· Joint Decision

· New Instruments

(framework regulations)
	· Joint Decision

· New Instruments

(framework regulations)
	· Joint Decision


	Phase 2 (1997-2000)

first phase Florence Forum
	· OMC
	· OMC (limited)
	· Self-regulation
(voluntary)

· OMC
	· OMC (limited)

	Phase 3 (2001-2003)

towards a new directive and regulation
	· Joint Decision


	· OMC

· Joint Decision

· New Instruments

 (incentive
  regulations)
	· Joint Decision
· OMC


	· Joint Decision (limited)

· OMC (limited)

	Phase 4 (2004-2006)

towards a regional approach and new CM guidelines
	· OMC

	· Joint Decision

· Comitology
	· Comitology 
· OMC
	· OMC
· Self-regulation

(voluntary)

· Comitology

	Phase 5 (from 2007)

towards EU’s third legislative energy package
	· Joint Decision

· Regulatory Agency 
· Self-regulation 

(delegated)

· Comitology
	· Self-regulation (delegated)
· Regulatory Agency (advice and  individual decisions)
· Comitology
	· OMC

· Regulatory Agency

(individual decisions)


	· OMC

· Comitology


· A circular through steady movement towards a more detailed (low level of discretion) and binding (high level of obligation) regulatory framework on an EU level can be observed. To establish this more detailed regulation, periods of governance modes characterized by a low level of obligation and a high level of discretion continually alternate with a periods of governance modes characterized by a high level of obligation and a high level of discretion. 

· Secondly, a gradual trend towards more ‘content-oriented modes’ of governance can be observed. Since the type of market integration issues on the EU political agenda are becoming more and more specific (and complex), this trend seems rather easily explained. 

· In the course of time less extreme swings are made between modes with a low level of democratic legitimacy but a high level of flexibility and vice versa. There seems to be a (fairly stable) tendency towards modes of governance that provide a reasonable level of solution flexibility while maintaining at least a minimum level of democratic legitimacy. 

· Finally, on may observe a general trend of modes applied at an EU level (with some national / governmental influences) alternating with modes applied on an international level (with some nongovernmental influences). Given the specific features of the various modes of governance, this observation naturally relates to the observations concerning the level of discretion and obligation.

As the fact that all modes of European governance have different features, strengths and weaknesses, the challenge seems to be apply an appropriate mode of governance for each market integration issue at stake. The development of a decision support approach may help and encourage European policy makers to make more informed decisions on an ex ante basis about the way in which they will create the necessary rules and regulations that govern European electricity markets. Such a structured decision approach should stimulate European policy makers to start from (an analysis of) the specific market integration issue at stake because its specific characteristics will largely determine which governance mode is most appropriate (in the sense of being conductive to tackle the issue in an efficient way). However, mutatis mutandis, it may also be applied to European integration processes in other fields than electricity. 

This paper has provided some first building blocks for such Structured Approach for Governance Decisions (STRAGODE).
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