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 (1) Overview

EU energy policy strives for a sustainable energy supply, a competitive energy sector, and a secure supply of energy. But the current European electricity and gas market show substantial deficiencies in this respect. Different factors contribute to lack of investment in energy infrastructures which results in insufficiently interconnected national and regional markets. In addition, the level of competition at wholesale and/or retail level in these national and regional markets is at best mediocre. In order to break this apparent deadlock in the way forward to a competitive integrated European market where security of supply is safeguarded, the European Commission (EC) recently proposed new legislative package, prepared by commissioners Kroes (Competition) and Piebalgs (Energy). In this paper we discuss the flaws and merits of the package and signal a number of concerns regarding the ultimate effectiveness of the new energy market Directive into which the proposed package will culminate.
(2) Method
In this paper we review the newly proposed energy legislation
 presented in September 2007. Major issues tackled in the proposals are: (a) the separation of energy supply and production from network activities, (b) improvement of the functioning of the internal market, (c) the creation of an agency for the cooperation of energy regulators, (d) increased cooperation between transmission system operators, and (e) enhanced powers and independence of national regulators. The measures are aimed to reduce problems on both the internal gas and electricity market, earlier identified in the Sector enquiry performed by DG competition (2007). 

For this review we rely on an extensive literature and modelling study performed under the research project Encouraged
 (EC 2007). There the focus was on the integration of energy markets through an increased connectivity between countries and regions across the EU. Among other aspects, issues related to the realization of energy infrastructures and the role for transmission system operators (TSOs) and regulators were analyzed. In addition, we make use of the insights from an impact and cost-benefit analysis of specific energy policy measures undertaken by Ecorys/ECN/Moffatt Associates (2007) carried out for the European Commission.
(3) Conclusions

Based on our discussion and assessment we come to the following conclusions:

· The package breathes the spirit of more formalization of rules and procedures (more bureaucracy) on a centralized (European) level, whereas the superiority of this approach over current ‘more voluntary’ and decentralized (at the same time. regionalized) approach is not demonstrated.
· The package misses a link between the functioning of markets and security of supply. It would have been recommendable to deal with both competition and security of supply measures in an integrated proposal for energy market legislation.

· National and European policy-makers should be aware of the interdependencies that exist within the total package of measures: successful implementation of the one can be crucially dependent on the successful implementation of the other. We have a distinguished a number of these interdependencies.
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� The ‘Energy Package’ consists of a number of documents all available and downloadable from � HYPERLINK "http://ec.europa.eu/energy/electricity/package_2007/index_en.htm" ��http://ec.europa.eu/energy/electricity/package_2007/index_en.htm�. 


� Encouraged is an acronym for the two year RTD project recently finished and entitled ‘Energy Corridor Optimization for the European Markets of Gas, Electricity and Hydrogen. For more info on this project we refer to website www.encouraged.info.
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