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Overview 

On June 2005 the DG Competition launched a sector inquiry on the European electricity and gas markets in order to evaluate the level of competition. Releasing its preliminary results in February 2006, the DG Competition stated that the level was unsatisfactory. In January 2007, the Commission confirmed it and clearly affirmed that further actions would be necessary to create competitive energy markets in the European Union.
Without discussing all the items that the DG Competition evaluated, we would like to analyse in this paper the economic approach the DG Competition considered to measure market concentration and market power. We would like to discuss on how it succeeded in defining the relevant market in order to use structural indicators which give the scope for exercising market power. 
One issue that arises with the move to open some energy activities to competition is market power. This issue is of particular interest to policymakers and legislators as they consider electric power and natural gas industries restructuring. The exploitation of market power can significantly erode the consumer benefits that would be expected to result from the transition from regulated to competitive markets. The shift to reliance on competitive market prices instead of regulated rates raises the possibility that some firms could drive up prices by exercising market power.

Any attempt to measure or understand the potential for market power must begin with a clear definition of the relevant market that identifies both the geographic area and the products included. Often concentration measures are used as a first screen for the potential for market power. Authorities have long relied on projected changes in concentration measures as a significant part of their analyses of the impact of structural changes in market. To measure market concentration in Europe, the sector inquiry took as the relevant market each industry separately (natural gas and electricity) at a national level. Therefore, the concentration levels were high and also the market power of firms in several European countries.
Methods

Some issues that we would like to raise and discuss is the definition of the relevant market and the link between concentration and abuse of market power. 

· The DG competition results are based on a structural approach with a restricted definition of the relevant market. This approach does not take into account an ex-post evaluation of market conduct and also economic efficiency.
· The definition of the relevant market for the purpose of market power evaluation can be difficult and it is especially problematic in the energy industry. The DG Competition’s point of view could be considered as severe considering the economic challenge of relevant market definition.
· Although industry concentration and individual firm markets share are often correlated with market power, this is not always the case. There are many factors beyond the number and size of firms in a market that impact the degree of competition within an industry. Small energy actors can have a dominant position (or clearly can abuse of their dominant position) without having a high level of market share in the gas industry (Newberry , 2006).
The Commission unveiled its Third Energy Package in September 2007. Even if structural remedies are now discussed, we would like to underline in this paper that, beyond the political discussions and upon the political will, the structural economic approach is not at ease as it could be thought. Since the deregulation process in energy industries, markets are more and more complex, risky and uncertain. Competition and regulation authorities try to implement rules in a market where there are strong structural modifications. This static structural approach needs to be complemented.
Results

This paper is divided into three parts:

Section 1: we will come back to the theoretical definition of market power and the concentration tools, underlying their use in the energy industries.

Section 2: we will analyze the DG competition energy sector inquiry results

Section 3: we will discuss on the different approaches that could be added in the European sector inquiry knowing the specificities of the European energy industries and the theoretical difficulties.
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