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We present an international benchmarking study, looking at the two largest European
Electricity distribution countries, France and Germany, which represent the main players on
the European Electricity market. In the background of two complement different market
structure we figure out the relative performance of 77 German and 99 French distribution
companies. The German data are for 2001 and the French one for 2003.

This paper applies different parametric approaches to assess the technical efficiency, such
as the deterministic corrected ordinary least squares (COLS) and the stochastic frontier
analysis (SFA). The analysis aims to figure out methodological and data issues in the use of
benchmarking analysis for utility regulation. In our base model we use on one side the
number of employees as a proxy for labor and network length as a proxy for capital as
inputs. On the other side units sold and the number of customers are considered as outputs.
In different model variations we analyze the effect of different characteristics of
distribution areas such as the population density and the choice of investment in
underground cable network.

We compared the different distribution areas (rural versus urban) and figured out that
across all models the companies in urban areas regularly come up with the higher efficiency
scores. Including the Inverse Density Index in the nonparametric models in order to
compensate utilities which are operating in less densely settled areas indicate that small
rural companies gain technical efficiency. In addition, we confirm that the ratio of
underground vs aerial network lengths plays an important role in the activity of distribution
and appears to have an impact on the level of employees. French distribution companies
take advantage of such a model because of a low rate of cables vs overhead lines in relation
with the low densely populated areas covered in France.

References

Battese, G. E. and T. J. Coelli. 1995. "A model for technical inefficiency effects in a stochastic frontier
production function for panel data”, Empirical economics, 20:325-332.

Farsi, Mehdi, and Massimo Filippini. (2004). “Regulation and Measuring Cost Efficiency with Panel
Data Models: Application to Electricity Distribution Utilities,” The Review of Industrial Organization,
25, 1-19.

Giannakis, Dimitri, Tooraj Jamasb, and Michael Pollitt. (2003). “Benchmarking and Incentive
Regulation of Quality of Service: An Application to the UK Electricity Distribution Utilities,” Working
Paper No. 35. CMI, Cambridge.

Growitsch, Christian, Tooraj Jamash, and Michael Pollitt. (2005). “Quality of Service, Efficiency, and
Scale in Network Industries: an Analysis of European Electricity Distribution,” Cambridge, EPRG
Working Paper, 05/04.

Hirschhausen, Christian von, Astrid Cullmann, and Andreas Kappeler,. (2005). “Efficiency Analysis of
German Electricity Distribution Utilities,” Applied Economics (forthcoming).

Jamasb, Tooraj, and Michael Pollitt. (2003). “International Benchmarking and Yardstick Regulation:
An Application to European Electricity Distribution Utilities,” Energy Policy, 31, 1609-1622.



