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Turkey has been reforming its electricity market since 2001 and plays an important role in the potential South East Europe regional energy market, and is emerging as a hub and transit country between Europe and Asia. An essential part of the reform programme is the introduction of cost-reflective tariffs but there is real concern that this will create social hardship among Turkish consumers. This paper aims to identify the affected consumers and the extent of the impact of the reform programme using 6 different scenarios, some of which are based on proposed policies by the sector regulator, Energy Market Regulatory Authority. These scenarios are as follows: (1) the potential impact of EMRA’s policy proposal (which has been rejected) to

allow tariffs to reflect the current wide regional variation in network losses; (2) the effect of potential changes in residential tariffs as a result of a national tariff equalization programme that is currently being implemented; (3) the effect of potential efficiency savings from the proposed merger of distribution companies; (4) the impact of raising the current low ratio of domestic to industrial tariffs to the OECD average; (5) the effect of reducing taxation levels on households; and (6) the effect of changing the present flat rate per kilowatt hour to a tariff which reflects more accurately the pattern of consumer-related and consumption-related costs. The research uses household level data from the Turkish Household Expenditure Survey to calculate potential welfare changes for different households and income groups of the 6 scenarios. The results of applying the first scenario indicate that reflecting the losses fully implies large price increases for some households. For example, Mardin, which is almost the poorest province, would face price increases of 170% if the cost of losses were to be fully reflected, representing a quarter of average household income. The effect of removing the small discount for priority status provinces in a revenue neutral way is similar to scenario 1, but is much smaller. The poorest deciles of the population lose and the richest gain, reflecting the higher concentration of low income consumers in the priority provinces. The third scenario proposes lower tariffs in provinces which have the potential to improve their efficiency levels, and is therefore not revenue-neutral, with effects in the opposite direction to scenarios 1 and 2. Differences between average gains were not statistically significant across income deciles despite a tendency for higher average absolute gains for the richest decile of households. The price rise from scenario 4 and the price fall from scenario 5 are similar in magnitude, raising or decreasing household expenditure on electricity by 1.5% of disposable income on average. The largest effect is on larger families (3 or more children) because they have relatively high electricity requirements and relatively low household income. The introduction of a revenue-neutral standing charge benefits those who consume more electricity and penalizes users of smaller quantities. This results in losses of 2% of income for the poorest deciles and gains of 0.2% of income for the richest. People who are more vulnerable and likely to consume less electricity, i.e. those with a Green Card, not registered with social security, or receiving an old age pension, face increased expenditure. Single person households would experience the worst effect (since likely to use least electricity). Surprisingly, however, larger families would also pay more, albeit a relatively small amount. 
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