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One of the major events of European competition policy in 2007 was the publication of the European Commission’s Energy Sector Inquiry. The main result of the study was that wholesale electricity prices are significantly higher than would be expected on perfectly competitive markets. Such conclusion was based on the assumption that the wholesale electricity price increase of 2003/2006 could not be entirely explained by increased fuel and procurement costs, therefore raising the suspicion of abusive market behavior on the part of some major electricity producers. 

The conclusions of the sector inquiry heavily depend on the use of traditional market power indicators based on market shares, such as the HHI index or the concentration ratios. Key to the calculation of such indicators is the definition of the proper “relevant” market, both on a geographical and a product dimension. The EC report chose to use national markets as the relevant geographical market base for the calculation of HHIs. 

Using market data resulting from the trilateral market coupling auctions taking place between Powernext, Belpex and APX (the power exchanges of France, Belgium and the Netherlands respectively) it appears that wholesale electricity prices in the three zones converge to the same level approximately 60% of the time (at least two of the prices being equal about 80% of the time). These results clearly challenge the definition of relevant geographical market used by the European Commission in its 2007 report, therefore undermining its conclusions on potential abuses of market power and exercise of anticompetitive behaviors. 

The aim of this paper is to use this revised definition of relevant geographical market to determine to which extent the European Commission’s claims of possible exercise of market power are robust to a different methodology. 

We expect that by considering a geographically broader relevant market, the “revised” market power indicators would raise less of a legitimate suspicion of abuse of dominant position. These results could be reinforced by the extension of such market arrangement to an enlarged “pentalateral” market coupling zone which would include Luxembourg and Germany. 
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