ISSN 1814-5787. Ka3akcran eHzipic keiri. 2021, Ne4

BBK 81.2

AKHMETKAZY K.K. - teacher (Almaty, Almaty technical-economical college of
way communication)

THE DEVELOPMENT OF COMPETITION IN THE ELECTRICITY MARKET

Abstract

The paper addresses the problem of development of competitive electricity markets in
relationships that were formed by the enactment of the law "On electric power industry",
according to which it is prohibited to combine the activities of the transfer and sale and
purchase of electricity. The author considers types of violations of antitrust laws in the retail and
wholesale electricity market, and draws conclusions on the further development of competition
in the electricity market.

Since the state energy company (hereinafter RAO UES) has been established in 1992, there
were active discussions about how to develop the Russian electric power industry. Various
schemes of corporatization, privatization, consolidation with high-yielding types of industries
(e.g., aluminum production), expansion of the production chain by including the production of
equipment for the power industry were proposed as the main reform ideas. Most of these
projects were rejected due to infringement of the interests of "RAO UES" private shareholders,
or contradictions to the public interest.

Keywords: electricity, sectoral legislation, the development of competitive market
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Introduction.

Nowadays, the development of the industry is mostly associated with the improvement of
competition in the markets. So, the Law "On Electric Power Industry" stipulates the measures of
state regulation shall be applied if there is: — shortage of electricity within the boundaries of any
territory; — technologically isolated regional electric power systems. In case the energy systems
fail to meet these conditions, measures for the development of competitive relations are applied.
Electricity markets are constantly monitored by the antitrust authorities as the demand for
electricity is inelastic, that may be the cause of establishing and maintaining economically
unjustified high tariffs for electricity or arranging conditions to limit an admission to networks.

Research methodology.

The problem of the development of competitive relations in the retail electricity market in
order to improve the efficiency of the Russian electric power industry is considered. It is shown
that the retail model formed today the market does not provide a sufficient level of development
of competition in energy sales activities. The distinctive features of the organization of the retail
electricity market in Russia are investigated. An assessment of the degree of development of
competitive relations in energy sales activities and its impact on price dynamics is carried out for
electric energy for end users. The factors hindering the development of competition in the retail
electricity market are identified. Are given proposals to increase the level of competition [1].

Key research findings.

In order to further develop competitive relations in the retail electricity markets, which are
a necessary element of increasing the efficiency of the electric power industry, it is necessary to
solve the key problems that hinder the development of competition in energy sales [2].
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In addition, it is necessary to simplify as much as possible a mechanism for the transition
of consumers between the last resort supplier and independent energy sales companies, as well as
to provide conditions for the development of direct contractual relations between consumers and
producers of electric energy in retail markets, in particular, on the basis of long-term contracts
for the supply of electricity with various options for tariff menus.

Electricity market in a competitive environment Electricity market features a constant
production and consumption process that can cause vertical restraints limiting access to the grid
for customers beyond the agreements with suppliers. This problem is particularly relevant in the
case where the power of the wholesale electricity supplier is not enough to cover current needs.
In this case there is a situation when the electricity seller has a possibility of price discrimination
on the residual demand [3].

The structure of modern energy market is in the process of transformation for the time
being. Thus, according to the Law on features of electric energy functioning from April 1, 2006
legal entities and individual entrepreneurs are prohibited to overlap activities of electric power
transmission and dispatching management in electric industry with the activities of production as
well as sale and purchase of electricity. This Law having entered into force the following
markets were established on the basis of the electricity generation industry: 1) market of
electricity transmission services; 2) wholesale electricity market; 3) retail electricity market.
From the perspective of competitive relations development, the activities of wholesale and retail
electricity market are the most promising.

The power industry has historically developed as a natural monopoly industry. The
purposeheld in the early 2000s. reforming the industry was the introduction of competition in
those segmentselectric power industry, in which it is possible and expedient (in particular, in the
production and sale ofelectricity) while developing quasi-competitive mechanisms in the
regulated segment (transmission of electricity), and ensuring non-discriminatory access for
market participants to the power grid infrastructure.

Development of the retail electricity market has more competitive opportunities for
relationships development than the wholesale market, as barriers to this market entry are smaller.
So, nowadays independent power companies appear in some regions. They sell electricity bought
on the wholesale market in the retail market, along with guaranteed suppliers [4].

The liberalization of the electric power industry took place with an eye to the successful
experience of reforming Western countries and was carried out according to the energy market
model with deregulated wholesale and retail trade in electrical energy. As a result of the
structural transformations of the Russian electric power industry in the field of electricity
production, a wholesale electricity and capacity market (hereinafter — the WECM) was formed,
and in the field of electricity sales — retail electricity markets.

Energy at the level of subjects. Such changes were ultimately supposed to ensure a reliable
energy supply to consumers, as well as contribute to reduction of electricity tariffs for end users,
mainly due to the development of competition between electricity producers (in the wholesale
market) and electricity suppliers (in retail markets) [5].

Economic restrains of competition development are caused by the following costs the
consumer incurs throughtransition from one guaranteed supplier to another: — recovery of losses
suffered by the guaranteed supplier. In this relation it is economically inexpedient to renegotiate
the supply of electricity in the retail markets during the calendar year with another supplier; —
establishment of a new automated system for commercial accounting of electricity needed to
enter the wholesale electricity market. Retail electricity market defects having an indirect impact
on the competitive environment of the market include: — late payment by some electricity
consumers in general, and an increase of utilities debt in some regions in particular: — high level
of losses due to noncontractual or non-metered electricity consumption, large technological
(according to the company "McKinsey" — 9-11% compared with 7% in Europe) and commercial
losses (according to the company "McKinsey" — 4% compared to 0.4% in Europe); — the need
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for major investments to modernize the industry's assets in order to increase competitiveness, in
particular — on the development of an automated system for control and accounting of electricity
that is required to enter the wholesale electricity market; — Lack of markets' information
"transparency" that can arrange unequal conditions for buyers of electricity. These limitations
can be partially remedied only in the long term, for the time being markets must be constantly
monitored in terms of the compliance with the antitrust laws. In particular, the Russian FAS: —
investigates cases of the antimonopoly legislation violation; — monitors electricity prices; —
checks the information transparency of the wholesale and retail market entrants in terms of the
conditions for admission to electricity; — controls economic concentration in the markets of
production, transmission and sales of electricity to meet the requirements of the law "On
Electricity" [6].

The final transition to a competitive model of the electricity market took place on
01.01.2011.

To date, the formal functioning model formed as a result of structural transformations
creates conditions for the development of competitive relations and allows consumers to choose
an electricity supplier, but in practice it does not provide the necessary the level of development
of competition in energy sales. As a result of the reform of the electric power industry, formed at
the level of the constituent entities of the Russian Federation (with the exception of regions in
which, for technical reasons, the development of competition is currently impossible), which is
due to the legacy of the pre-reform structure of the Russian electricity industry — from the sales
divisions of unpacked regional vertically integrated energy companies in 2006, the first
guaranteeing electricity suppliers.

The current legal model of competition in the retail electricity market energy (capacity) is
based on the separation of functions of guaranteeing suppliers of electrical energy and
independent energy sales organizations. Guaranteeing providers perform a social function, acting
as backbone actors who are responsible for ensuring power supply of any consumers (buyers) of
electrical energy who have applied to them, located at the border of their area of activity. This
means that guaranteed suppliers are not free to choose consumer of electrical energy.
Independent energy sales organizations are called upon to act as the basis for the formation of a
competitive retail electricity (capacity) market, which in the struggle for the consumer (buyer) of
electricity, they offer the market the best terms of delivery. In Western countries, the competitive
model of the retail market provides for restrictions to combine activities for the sale and
transmission of electrical energy. However, if in a number of Western countries thresholds are
set for grid companies, upon reaching which it is necessary to legally and functionally separate
the transmission of electricity from sales and generation of electricity (for example, in Finland,
Great Britain), then a strict prohibition has been established that does not allow combining
transmission and the sale of electrical energy (except for a short period of time from the moment
of deprivation of the status of the last resort supplier of one power supply company and its
assignment to another, during which the network the company takes over the energy supply
responsibilities [7].

By aggregating the experience of Western countries, a competitive retail market model is
provided to consumers (buyers) of electric energy the possibility of choosing a model of
interaction with other participants in the retail market. In particular, the consumer (buyer) of
electrical energy has the right to decide whether it is more expedient for him to build direct
relationships only with the supplier of electrical energy, acting as an intermediary between him
and the electric grid company (by concluding an energy supply agreement), or to interact as with
the supplier of electrical energy (by concluding an agreement for the supply of electrical energy)
and with the grid company (by concluding an agreement for the transmission of electrical
energy). Choice by the consumer (buyer) of electric energy of the model of interaction with
participants’ market determines the procedure and procedure for concluding an agreement for the
supply and transmission of electrical energy.
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The concept of the deregulated model provided for the development of competition
directly between independent energy sales companies, assigning guaranteeing suppliers the role
of insurance market agents who provide energy supply to consumers who have lost electricity
supplier. However, in practice, competition in energy sales activities is extremely limited and is
observed between guaranteeing suppliers and independent energy sales companies (when
delivering to certain categories of consumers, not to the population). The guaranteed suppliers
themselves do not compete with each other, since the areas of responsibility of the guaranteed
suppliers do not overlap [8].

The dynamics of the price of electricity for end users. The development of competition did
not provide for the abandonment of state regulation of prices for electric energy for consumers
(with the exception of the population and categories of consumers equated to it).

In general, we may say that the position of antitrust regulation features a well balanced
policy, focused on arranging conditions to reduce losses of consumers, with industry-specific
being taken into account. For example, the electric energy industry is the only sphere of the real
economy, where, taking into account the ability of producers to discriminate on the residual
demand, the boundaries of dominance are established — 20% instead of 50% (in some cases
35%) are established in the Law "On Protection of Competition" [9].

This is the first ever Electricity Market Report produced by the International Energy
Agency (IEA). Designed to complement other reports in the Market Report Series on energy
efficiency, renewables, coal, natural gas and oil, this report focuses on developments in the
world’s electricity markets amid the Covid-19 pandemic. It includes an assessment of 2020
trends and 2021 forecasts for electricity demand, supply, capacity and emissions — both globally
and by country. Starting in 2021, the IEA will publish a new edition of the report on a half-
yearly basis with the latest updates on key developments in global electricity markets.
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retail market electric energy for 2006-2013

Global electricity demand in 2020 is projected to fall by around 2%. This is the biggest
annual decline since the mid-20th century and far larger than what followed the global financial
crisis, which resulted in a drop in electricity demand of 0.6% in 2009. The contraction this year
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is a result of the Covid-19 pandemic and its impact on economic activity — the assumed 4.4%
decline in global GDP in 2020 is significantly larger than the 0.1% reduction in 2009 — and the
measures taken to prevent the further spread of the virus.

China will be the only major economy to see higher electricity demand in 2020. However,
projected demand growth of around 2% in the People’s Republic of China (hereafter, “China”),
which represents about 28% of global electricity consumption, is still significantly below its
average since 2015 of 6.5%. After implementing strict health measures early in the year and
experiencing subsequent drops in electricity demand in the first quarter, China has seen year-on-
year demand growth every month since then. Although demand recovered in many economies
during the Northern Hemisphere’s summer and autumn, major consumers including the United
States, India, Europe, Japan, Korea and Southeast Asia are all set to experience declines for the
year as a whole.

Renewable electricity generation is projected to grow by almost 7% in 2020, squeezing
conventional generation. Long-term contracts, priority access to the grid and sustained
installation of new plants are all underpinning strong growth in renewable electricity production.
The decline in electricity demand combined with a rise in renewable supply has accelerated the
squeeze on coal, gas and nuclear power. Coal-fired generation is estimated to fall by around 5%
in 2020, the largest decrease on record, bringing it back to levels last seen in 2012. Nuclear
power generation is set to decline by around 4% in 2020, affected both by the pandemic and
lower capacity availability, especially in the first half of the year. China was the main exception
to this: its nuclear output increased by about 6% thanks to new capacity coming into service.
Gas-fired electricity generation is projected to fall by 2%, its decline cushioned by lower natural
gas prices enabling it to take market share away from coal, particularly in the United States and
Europe. Overall, electricity generation-related CO, emissions are expected to fall by 5% in 2020,
a much bigger decline than the forecast decline in global electricity demand [10].

Wholesale electricity prices have plummeted in 2020. Falling demand, lower fuel prices
and the increase in renewable generation units with zero marginal costs have dragged down
prices. The IEA’s wholesale electricity market price index, which tracks price movements in
major advanced economies, shows an average price decline of 28% in 2020, after having already
fallen by 12% in 2019.

Following the shock of 2020, we expect a modest rebound in 2021. With the recovery of
the global economy in 2021, global electricity demand is expected to grow by around 3%. This
rebound is rather low compared with 2010, the year following the global financial crisis, when
electricity demand grew by 7.2%. The increase in demand is expected to be driven by emerging
and developing economies, particularly China and India.

The growth of renewables should remain the lead story in 2021, but coal is expected to
bounce back. Electricity output from renewables, particularly wind and solar PV, is expected to
continue to set new records in 2021, expanding their market share to 29% from 28% in 2020.
Nuclear power is also set for growth of 2.5% owing to a rebound in France and Japan and new
plants coming online in China and the United Arab Emirates. In advanced economies, the growth
of renewables and nuclear will continue to shrink the space remaining for fossil fuel generation.
Natural gas is likely to be impacted more than coal as a result of an assumed rise in natural gas
prices. In emerging and developing economies, demand growth is projected to outpace increases
in renewables and nuclear, leaving some room for coal and gas generation to expand. The
expected net result globally is that coal-fired generation increases by around 3%, while gas-fired
plants increase output by roughly 1%. This would lead to a rise in CO2 emissions from the
power sector of around 2% in 2021.

Conclusion.

In conclusion we can say that the current level of competition allows market participants to
commit violations of antitrust laws, with the means of market monitoring and administrative
proceedings on the facts of violation being insufficient to work out this issue. So, investigation,
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prosecution and upholding decisions made by the courts require a significant amount of
resources. Therefore, it is necessary to solve the issue by establishing an institutional framework
that allows arranging theconditions of market entry for new entrants and limiting cases with
abuse of dominant position in the markets. This requires the development of new and
improvement of existing regulations in the electricity sector. Some progress in this area has
already been achieved, so the FAS developed performance standards of network organizations in
the technological connection sphere14 aimed at complying with consumer rights and legislation
on electrical energy that will allow avoiding violations committed by natural monopolies by the
implementation of technological connection to electric grids.
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AXMETKA3BI K.K. — okbiTymbl (AMaThl K., A/JMaTbl KAaTbIHAC >XOJIJapPbIHbIH,
TeXHUKA/TBIK-9KOHOMHUKA/IBIK, KOJL/IeKi)

QJIEKTP OHEPI'YSICbI HAPBIFBIHJA BOCEKEJ/IECTIKTI JAMBITY

AHdamna

«Dnekmp 3HepeemMuKkdacbl Mypdabl» 3AHHbIH KAObLIOAHYbl HomMudiceCiHoe KaabINMAcKaH
3/eKmp  3HepeemuKkacbl  HAPbIKMAPbIHOAzbl  boceKeneCmiK — KamblHACMAPObI  OAMbIMy
npobaemacbl MankblLAAHAObl, 02aH CalIKeC 3/1eKmp 3HepusiCbiH bepy JHcoHe cambin any Kbl3MemiH
6ipikmipyee mbliibiM canbIHAObl. ABMOpP 31eKMp 3HepausiCbiHbIK bo/leK JHcoHe Kemepme cayoa
HApbleblHOA2bl  MOHONOAUSI2ZA  KAPCbl  3AHHAMAHbL  Oy3y mypaepiH 3epmmen, 371eKmp
9Hep2emuKachl HapbleblHOAzbl baceKkenecmik opmaHbl 0OaH api 0amblimy mypaabl KOPbIMbIHObI
Jrcacationl.

Memnekemmik 3Hepeemukanblx KomnaHusi (6ydaHepi — PAO EBC) 1992 icbubl
Kypbli2aHHaH Gepi Pecelidiy 3/1eKmp 3Hep2emuKkacbiH kaaali 0ambimy mypaabl 6eaceHOi nikip
manacmap  6010bl.  Heeizei  pecpopmanay  udesnapbl  pemiHOe  akyuoHepseyoiH,

JHcekewleneHoipyOin, cananapobly 6HiMOini2i J#co2apbl munmepi MeH KOHCOAUOayusiaayoblH
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(Mbicanbl, amomuHull eHOipici), 31eKmp 3HepeemuKkdachbl yuwiH x#caboblkmap 6HOIpiCiH KoCy
apxbLibl 6HOipic mi3beciH KewnelimyOiy op mypai cxemanapbl yCbiHbLIObL. Bynxcobanapobiy
kenwiniei «PAO EDC» dceke akyuoHepsepiHin myodenepiHiy Oy3bLlyblHGH emece KO2aMObIK
My0O0enepee katiuibl KeayiHe 6aitiiaHbicmbl KabbL10aHOAOBL.

TyiiiHOi ce30ep: 31eKmp 3HepeemuKAcChl, CAAA/AbIK 3aHHAMAa, bocekeee xabinemmi HApbIK
KYPbUIbIMbIH OaMblMy, 31eKmp 3HepeUsiCbIH oaleHbelimiH mymbIHy, mexeepimoi casicam.

AXMETKA3bI K.K. - npenojaBarens (r. Anmarbl, A/JIMaTHHCKHH TeXHHKO-
KOHOMHUYECKUH KOJUIe[K MyTei Co00IeHusl)

PA3BUTUE KOHKYPEHIIVIN HA PBIHKE 3JIEKTPO3HEPI'M

AHHOMayus

B cmambe paccmampueaemcsi npobsema pa3eumusi KOHKYPEeHMHbIX OMHOWeEHUU Ha
PbIHKaX 3/eKmpo3HepeemuKu, Komopble 06pa3oeanuch 8 pe3yibmame 8gedeHus 8 Oelicmeue
3akoHa «O6 31eKmpo3HepeemuKke», CO21ACHO KOMOPOMY 3anpewjaemcsi CosMewjamb
Oesime/nbHOCMb NO nepedauye U Kynje npooaxce 31eKmpos3Hepauu. ABmopom paccmampugaromcs
8UObl HapywleHulli aHMUMOHONOAbHO20 3AKOHOOAmMenbCcmed HA PO3HUYHOM U ONMOBOM pbIHKE
3/1eKmpo3HepeemuKu U 0eaaromcsl 8bl800bl 0 OdabHelileM pa3eumusi KOHKYpeHmHol cpeobl Ha
DbIHKAX 3/1eKMpPO3Hep2emuKu.

C momeHma co3daHus I'ocydapcmeenHoll s3Hepeemuyeckoli komnaHuu (dasee PAO ESC) e
1992 2. geaucb akmugHble OUCKycCcUU O MOM, KAK pa3eu8amb pOCCULCKYIO 3/1eKmpO3Hep2emuKy.
B kauecmee 0OCHOBHbIX ulelli pegopmuposaHusi Obuiu npedaoNHceHbl pasauUHble CXembl
AKYUOHUPOBAHUSl, npueamu3ayuu, 06ve0uHeHusi C B8bICOKOOOXOOHbIMU B8UOAMU NpPOU3800CME
(Hanpumep, npou3eo0cMEO AMOMUHUS), pdClUpeHue Npou3eO0O0CMBEHHOU UYenouku 3a cuem
8K/IOUeHUsl npou3eodcmea 0060py0oeaHuss 0415 3neKkmposHepeemuku. BoabwiuHcmeo smux
npoekmos 6bL10 OMK/AOHEHO U3-3a YujeMaeHUsl UHmMepeco8 UdCmHbix akyuoHepos «PAO ESC»
wiu npomugopeyusi UHmMepecam obujecmea.

Kniouesble cno6a: 31ekmposHepeemuka, ompaciaeeoe 3aKOHOOameabCmeo, pasgumue
KOHKYpeHMHOU pbIHOYHOU CMpyKmypbl, nompebseHue 3j1eKmposHepeuu, cOanaHCupoeaHHas
noAuMuKa.
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