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Overview

An average Norwegian household consumes close to 20 000 kWh electricity per year, and the average budget share for electricity in Norwegian households is 4,4 percent. Private consumers have been free to choose electricity supplier since 1997. At the end of 2007, around 50 percent of Norwegian households had performed active choices of contract type and/or supplier in the electricity market.

During the period 1997-2007 there have been large changes in the structure at the supply side in the retail market with a large number of entries, exits, mergers and acquisitions. In parallel wholesale electricity prices have varied a lot during this period. The price movements – in particular rising prices - have attracted huge interest from media and public debate.

In a subsequent paper
), we analyzed aggregate data and found that Norwegian retail electricity prices adjust according to wholesale price movements. However, adjustments happen with delay and prices are adjusted upwards more rapidly when wholesale prices increase than they are reduced when wholesale prices fall.     

In this paper, which also is part of a joint Nordic research project the aim of which is to identify and explain the nature and reasons for the differences observed in the residential markets and the consequences for market efficiency
, we study the Norwegian retail price movements on a more disaggregated level. Local, incumbent suppliers that are the successors of pre-liberalization local monopolies currently dominate the Norwegian retail market. These suppliers have sometimes developed particular pricing strategies to protect their local markets. Several entrants are active at the national level and these suppliers increase gradually their market shares. However, we see a tendency whereby the incumbents establish “fighting brands”, which are subsidiaries that compete with the true entrants at the national level. This strategy has similarities with “predatory pricing” which is a well-known but controversial, strategic pricing theory. 

We identify suppliers and attempt to distribute them in the following groups about their behavioral differences:

1. incumbents

a. active only in their local home market

b. active nationwide 

2. entrants and

3. fighting brand suppliers

We study the price development for these four groups, and we consider as well individual suppliers’ price adjustments. We relate the retail price adjustments to the spot price movements. Today, most suppliers practice two-part tariffs, and we study the development in tariff structure. 

Methods

Our analysis is mainly descriptive and we present a number of figures and graphs, which illustrate the price movements from 1999 until 2007. However, we discuss theory for strategic behavior in retail electricity markets and discuss how it fits with the behavior of the Norwegian suppliers. We do as well estimate econometrically the relationship between spot and retail electricity prices for the four mentioned groups. The data studied are those collected by the Norwegian Competition Authority covering the period from week 1 1999 until week 46 2007. We specify econometric equations where the retail price depends on spot prices and monthly dummies. We allow for non-symmetric price response within an error correction model. However, we do not allow for non-symmetric retail price response to spot price movements in the final long-run retail to spot price equation. 

Results

The results from the descriptive study are presented as figures and graphs. We discover significant differences across the four different groups of suppliers. Local incumbents often have very stable retail prices. Such prices lead to consumer loss when wholesale prices are low and consumer benefit when wholesale prices are high. However, from the society’s point of view, stable retail prices are not beneficial, as the wholesale price signals are not transferred to end-users.

Our econometric exercises find several differences across groups with respect to retail price adjustments. Entrants and fighting-brands adjust prices more rapidly than incumbents, and this result sustain that there is two segments in the retail market; one active competitive market with price that adjust to wholesale price changes and one more passive segment with prices that move much more slowly.

Conclusions

Among our conclusions are:

· More use of two-part retail tariffs over time.

· Still, the retail market is segmented in an active and passive part. However, the passive segment has decreased considerably over the last years.

· Local incumbents do not transfer wholesale price movements into retail price adjustments as fast as entrants and fighting-brand suppliers do.
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