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Simplified overview

• Distinguish network and „service‟ activities

• Network:

– Transmission (regulated monopoly)

– Distribution (regulated monopoly)

• „Service‟:

– Generation (competitive wholesale markets)

– Supply/marketing (competitive retail markets)

• Issues:

– Price influence at wholesale 

– Pockets of consumer stickiness at retail

– Clunkiness of market governance, including competition law

– Politicisation:  “mandated outcomes” vs discovery

– Market confidence
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What a network looks like

– Nodes and connections

– Complex matrix of substitutability and complementarity

– Compare routes to get a flavour
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The iconic network
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Infrastructure (network and facilities) 

competition in energy

• Power stations 

• Gas storage

• Merchant interconnection

• Meters

• Independent networks

• Connections

• Issues:
– Discovery vs transactions costs of unbundling (general)

– Double marginalisation (cf airline alliances)

– Clunkiness of competition law enforcement (again)

– Regulatory arbitrage

– Politicisation (again)

– Interactions with price regulation when competition is weak
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Demand uncertainty, infrastructure 

competition and investment

• Sources of demand uncertainty:
– Environmental issues

– Competition

• The “0-1 issue” for new-build of nodes and connectors

• Planning and supply side uncertainties

• Uncertainty and asset/facility option values 

• The traditional, „cost-based‟ toolkit -- building block 
methods, LRICs/LRAICs, etc. – is not adequate.  
Adjustments required if competition is not to be stifled.

• Compare with:
– Next generation access network issues in telecoms 

– Stansted airport price control and investment projects


