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Abstract

The traditional view of electricity distribution is that of a natural monopoly. The EU Electricity directive (2003/54/EC) has required the legal unbundling of distribution networks from the remaining units in the electricity value chain by July 1st 2007. However, there is a diversity of unbundling choices of the distribution businesses in Europe (Eurelectric, 2007). This diversity highlights some ambiguities in the natural monopoly status of electricity distribution.

The aim of this paper is to discuss the economic properties of electricity distribution and supply activities. In the light of the current restructuring of these activities, we focus on two principal questions. The first one is whether electricity distribution really has the natural monopoly characteristics as assumed by the literature. The second one is whether there are some interdependencies between the different components of distribution and supply businesses. From an academic point of view, few authors explore the question as to whether electricity distributors are natural monopolies as is typically assumed (Gunn and Sharp 1999), or whether the underlying cost structure of distribution companies indicate a natural monopoly (Salvnes and Tjotta 1998). Therefore, we propose a new framework for analyzing these questions, which considers the modular properties of the reform of the distribution business (Dubois, 2007). 

The first part of this paper discusses the natural monopoly characteristics of electricity distribution and supply activities. While there is not much theoretical debate on the natural monopoly characteristics of electricity distribution (Saplacan, 2007) and on the necessity of regulating this sector, we show that there are several shortcomings in the empirical tests of natural monopoly. The second part of our paper presents the modular framework we employed in order to analyse the reform of distribution and supply businesses and applies this framework to the reforms of electricity distribution in the UK and France, showing that there is room for organization diversity. The third part discusses some policy implications of this modular framework from a public service perspective.
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