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Abstract – Europe is preparing for a third wave of leg-

islation to further reform electricity markets. The energy 
sector inquiry conducted in preparation of this third en-
ergy package concluded that there is lack of market inte-
gration. Even though this is true, it is important to put this 
in perspective. For the moment, electricity markets in 
Europe are indeed not the most harmonized or fine-tuned 
of the world. However, in some regions promising initia-
tives have already been launched and even when only 
integrated regionally, these markets will be the largest in 
the world, which indicates how ambitious the target of a 
single electricity market for Europe really is.  

Keywords: energy markets and regulations 

1 INTRODUCTION 
January 2007, the European Commission published 

the third energy package, i.e. a set of roadmaps, pro-
gress reports and the final results of the energy sector 
inquiry. The package also proposed future objectives, 
targets and actions. September 2007, the Commission 
consequently proposed its new legislative package, 
which still needs to be approved by the representatives 
of the Member States in the European Parliament and 
Council before it can be endorsed [1]. 

The most critical and controversial report of the third 
energy package has been the energy sector inquiry. The 
main objective of such an inquiry is to gather informa-
tion to identify possible distortions in competition. The 
energy sector inquiry was launched in 2005, which 
required companies, trade associations and government 
agencies to supply information or statements. The final 
report of the energy sector inquiry [2] concludes that the 
lack of electricity market integration mainly results 
from insufficient interconnecting infrastructure between 
national electricity systems, insufficient incentives to 
improve cross border infrastructure, inefficient alloca-
tion of existing capacities, and incompatible market 
design between TSOs and/or spot market operators. 

The contribution of this paper is not to question these 
conclusions. On the contrary, many issues indeed still 
need to be tackled in order to create a level playing field 
in Europe [3]. The intention of this paper is rather to put 
the conclusions of the energy sector inquiry in perspec-
tive. When discussing electricity market integration in 
Europe, it is important to consider where we come 
from, where we are and where we are going with the 
creation of a single market for electricity in Europe. 

2 WHERE DO WE COME FROM? 
While the first reforms were mainly motivated by the 

European internal market policy, the reforms that fol-
lowed were triggered by the in 2000 approved Lisbon 
Agenda, in which energy was considered one of the 
critical fields to improve competitiveness of European 
undertakings. Meanwhile, energy and a common energy 
policy for Europe are even higher on the agenda. The 
first legislative package that started the reforms only 
included the Directive 96/92, the second included the 
Directive 2003/54 and Regulation 1228/2003 and the 
third proposes amendments to the existing Directive 
2003/54 and Regulation 1228/2003 and an extra Regu-
lation to establish an agency for the cooperation of 
energy regulators in Europe. While the first Directive 
allowed virtually everything, except a single electricity 
market in Europe, the second gave less freedom to the 
Member States and had shorter-term deadlines. Fur-
thermore, Regulation 1228/2003 for the first time ex-
plicitly addressed cross-border issues. Note that in con-
trast with a Directive, a Regulation does not need to be 
transposed into national law, which allows less room to 
maneuver for Member States. 

Note that a uniform harmonization of all relevant na-
tional legislation across the European Community rarely 
occurs. Directives therefore typically only provide a 
framework that leaves some room to maneuver for 
Member States, but the Directive 96/92 clearly left too 
much room to maneuver. As discussed in [4], the first 
draft of this directive was published in 1991, but on 
successive occasions the Commission was asked to 
devise a “less radical” approach to the market reforms.  

As commented in [5], the EU market reform process 
has been very different from elsewhere in the world as it 
included retail competition from the start. Directive 
96/92 introduced the concept of eligible customers who 
have the legal capacity to contract volumes of electric 
energy from any supplier. This Directive however in-
cluded a slow and gradual market opening, which has 
been accelerated by Directive 2003/54: all customers 
became eligible from 1st July 2007, while for all non-
households customers this was already the case from 1st 
July 2004. 

To benefit from this freedom to choose a supplier, re-
tail customers or their suppliers need an appropriate 
wholesale market organization, non-discriminating 
network access and transparent pricing institutions. The 



 

EC Directive 96/92 hardly addressed these issues and 
the EC Directive 2003/54 only partly with somewhat 
stricter unbundling requirements between network and 
other activities and the requirement to appoint a regula-
tor who has to approve tariffs, monitor congestion man-
agement methodologies and act as a dispute settlement 
authority.  

Due to a lack of a European-wide energy regulatory 
authority, market integration in Europe has been mainly 
driven by informal regulatory networks between net-
work operators, standardization authorities and national 
regulators. The establishment of the Florence forum, 
which is academically supported by the Florence School 
of Regulation, has allowed these informal regulatory 
networks to meet and discuss twice a year since 1998. 
For a more detailed discussion of the Florence process 
and its relative success, see [6] and [7]. Finally, an EU-
wide academic network has formed, for example via the 
SESSA (currently renewed in CESSA) program and 
with the establishment of a European Energy Institute. 

3 WHERE ARE WE? 
Do we have a single electricity market in Europe? 

Note that the Commission itself has so far nearly always 
defined the relevant market as being national in scope in 
merger and acquisition rulings, arguing that the devel-
opments, leading to wider than national electricity mar-
kets, are uncertain and not fulfilled in the short term [9].  

When will we have a single electricity market in 
Europe? Often quoted necessary conditions are a level 
playing field and adequately available network capacity. 
It is however not clear to what extent this for instance 
implies a standardized market design and/or a single 
price for Europe. In the following two paragraphs we 
discuss the overall electricity market integration status 
and some regional successes that are promising for the 
future. 

3.1 Overall status 
There are still large wholesale price differences be-

tween countries in Europe. Figure 1 illustrates for 2005 
that for instance the prices in Italy, Ireland and the UK 
are almost double the prices in Norway, Sweden, 
Finland, Poland, Slovakia, Austria and Slovenia. Note 
that these are even average day-ahead prices for a base 
load contract, which averages out the even larger hourly 
price differences.  

Interconnection capacity is scarce across Europe and 
little progress has been made (see for instance [8] for a 
more detailed discussion). The European Council in 
Barcelona in 2002 set as a target for 2005 that all Mem-
ber States should have an import capacity of at least 
10% of installed generation capacity, which is for in-
stance still not the case for Italy, UK, Ireland, Spain and 
Portugal.   

As discussed in the introduction, there is also still a 
lot of room for improvement in terms of creating a level 
playing field, but there has also been a promising evolu-
tion. Largely thanks to Regulation 1228, transit trans-

mission charges on cross border exchanges and non-
market conform allocation of cross border transfer ca-
pacities have been abolished. Physical cross-border 
exchanges in Europe have increased from 7.6% of elec-
tricity consumption in 1998 to 10.3% in 2005 [10]. 

 

 
Figure 1:  Day-ahead price differences in Europe for base 
load (Energy Sector Inquiry [2]) 

3.2 Regional successes 
Figure 2 illustrates the 3 regional markets which are 

leading the way to future electricity market integration 
in Europe. 

The oldest and most well-known regional market is 
the Nordic market (Nord Pool). Norway is not part of 
the European Union, but started reforming already be-
fore the European Union and is following the European 
electricity market reform process. Nord Pool started as 
the Norwegian power exchange in 1995 and its day-
ahead wholesale auction trading system has extended to 
Sweden in 1996, Finland in 1998, Denmark in 2000 and 
partly also into Germany in 2005. The day-ahead auc-
tion system uses the internal border capacities to opti-
mize the clearing of orders introduced in the different 
countries. Every country corresponds to one or more 
price zones. The Nordic countries have for instance also 
started harmonizing their intra-day and real time market 
systems. 

Much more recently conceived and relatively fast to 
launch is the Central Western European market for the 
moment including France, Belgium and the Nether-
lands, launched in 2006 (TLC). When a cooperation 
agreement was first signed in 2003, both France 
(Powernext, started in 2001) and the Netherlands (APX, 
started in 1999) had already well-established power 
exchanges and Belgium was in the process of launching 
its own exchange. They have chosen to coordinate their 
existing trading systems, instead of choosing one single 
system for their day-ahead operations. Apart from this, 
they also use the internal border capacities to optimize 
clearing of orders introduced to their day-ahead auc-



 

tions, like in the Nordic market. In contrast to the Nor-
dic market however, they are for the moment only al-
lowed to use a fraction of the available border capaci-
ties. In 2007, this fraction was already about 80%.  The 
rest of the border capacity is still auctioned explicitly in 
yearly and monthly auctions.  

The long awaited Iberian market (MIBEL) was fi-
nally launched in 2007. In contrast to the Central West-
ern European market, the existing exchanges in Spain 
and Portugal have divided responsibilities. The Spanish 
exchange OMEL takes care of the day-ahead auction 
market for both countries and the Portuguese exchange 
OMIP organizes the futures market. As in the Nordic 
market, all border capacity between Portugal and Spain 
is available to the day-ahead market.  

 

 
Figure 2:  Existing regional markets in Europe 

4 WHERE ARE WE GOING?  
In relation to where we are going with the market re-

forms in Europe the following two paragraphs discuss 
two interesting developments. The first is more related 
to the path we will follow towards a single market and 
the second to the moving target of what is “Europe”. 

4.1 Regional strategy 
In 2004, the Commission communicated for the first 

time that regional markets may be a necessary interim 
stage in its medium term strategy paper [11]. With this 
communication, the Commission basically transferred 
what was happening anyway in some regions into a 
strategy for all regions. Figure 3 illustrates the regional 
strategy as originally communicated by the Commis-
sion. Note that it includes 8 regions that do not overlap. 
Note also that the in 2004 already existing Nordic and 
the announced Iberian market are indeed included as a 
region. 

The Commission also started to actively promote re-
gional markets with the organization of Florence mini-
forum meetings between December 2004 and February 
2005, addressing congestion management on a regional 
basis. In 2006, the European Regulators Group for Elec-
tricity and Gas (ERGEG) in cooperation with the Com-
mission then renewed the regional strategy by setting up 
the seven regional initiatives indicated in Figure 4 [12]. 
In every region there are now regular meetings on is-
sues as day-ahead, intra-day and real time market opera-
tion, but for instance also coordinated transmission 
expansion planning, etc. Note however that in contrast 
with the original regional strategy, the regions are dif-
ferent and overlapping. In practice countries involved in 
more than one region can of course not be equally 
committed to every region at the same time. 

 

 
Figure 3:  Regional strategy as originally communicated in 
2004 by the European Commission (DGTREN, [11])  

 

 
Figure 4:  Regional strategy as renewed in 2006 by the regu-
lators group (ERGEG, [12]) 

Also in the US, regional markets are increasingly be-
coming a reality with some of them even covering part 
of Canada, as illustrated in Figure 5. Similar to the Nor-
dic market, these regional markets are the result of one 
system that has been extended to an increasing number 
of states. The best example is PJM that started ten years 



 

ago as the market operator of Pennsylvania, New Jersey 
and Maryland and has gradually extended to 13 states 
and the District of Columbia that includes the capital 
Washington. The Federal Energy Regulatory Commis-
sion (FERC) also tried to transfer what was happening 
anyway in some regions into a strategy for all regions. 
Figure 6 illustrates the regions that the FERC suggested, 
but which have not been supported by the federal au-
thorities. In the US, there is no commitment to work 
towards a single market, not even to introduce market 
reforms in every state. Many states in fact have not even 
started reforming their electricity markets, as indicated 
by the blanks in Figure 5. 

The author in [7] uses the metaphor of agglomerative 
magnets to point out that the existing regions in the US 
will tend to expand further, but for newly joining enti-
ties the rules of the game are predefined by the existing 
model. A well-functioning market system with clear and 
fixed rules on the one hand requires more adaptation 
from possible new entrants, but on the other hand 
makes it more attractive to join because it has been 
shown that the system gives results. This has to a large 
extent happened with PJM. 
 

 
Figure 5:  Regional realities in North America, with illustra-
tion based on [15] 

 

 
Figure 6:  Regional markets in US as envisaged by the FERC 

Also the most developed regional markets in Europe 
may function as agglomerative magnets for other coun-
tries in the future. The Nordic market has indeed al-
ready been extended on several occasions and there is 
for instance also already a political agreement for Ger-

many and Luxemburg to join the Central Western 
European market. The difference with the US (e.g. 
PJM) is that the existing regions in Europe have not yet 
crystallized their trading arrangements to the same ex-
tent. As argued in [13], market integration in Europe 
can therefore be more about moving forward together, 
than about who should adapt to whose trading arrange-
ments.  

There is however always the risk that several strong 
regions develop which then become more difficult to 
integrate. A first sign in Europe is perhaps the delay of 
the coordination of the day-ahead market operations of 
APX with Nord Pool. This has been planned since the 
approval of the cable project interconnecting Norway 
with the Netherlands in 2004 (NorNed), but meanwhile 
the Netherlands is part of the Central Western European 
regional market with France and Belgium which has 
recently officially prioritized coordination with Ger-
many and Luxemburg [14].  
 

4.2 Energy Community 
The single electricity market undertaking is becom-

ing increasingly ambitious in terms of size. First, at the 
start of the electricity market reforms in 1996, the Euro-
pean Union included 15 countries. Anno 2007, it al-
ready includes 27 countries. Second, since 2005 the 
Energy Community is larger than the European Union. 
In 2005 the European Union signed the Energy Com-
munity Treaty with several countries from South-East 
Europe that are not (yet) part of the EU. In the frame-
work of their general collaboration with the EU (and 
perhaps future membership), they agreed to implement 
the same electricity (and gas) market reforms as the 
Member States of the EU. It is also the intention of the 
Commission to extend this policy to other countries like 
for instance Turkey who was involved but did not yet 
step in with the first group of countries. Note that for 
instance also Norway and Switzerland have been ob-
serving members in this process. 

For the moment the largest market in the world is 
PJM (Figure 5). A single electricity market in Europe 
would of course be much larger (Figure 7). Note that if 
Germany joins the Central Western European market 
initiative, this regional market would even already be 
larger than PJM, although still less fine tuned and har-
monized in terms of design. As indicated in Figure 5, 
PJM has a 145 GW peak load and 728 TWh annual 
consumption. Belgium, France, Germany and the Neter-
lands have a 191 GW peak load (13+81+80+17 GW) 
and 1246 TWh annual consumption (90+478+559+116 
TWh). 

 
 



 

 
Figure 7:  Energy Community Treaty signed in 2005 extends 
the Internal Energy Market of the European Union towards 
South-East Europe.  

CONCLUSIONS 
Market reforms in Europe have until recently been 

mostly national and diverse as the European legal 
framework allowed Member States to maneuver even 
more than what is normally the case with European 
Directives. Meanwhile the framework is becoming more 
stringent and the European Union is increasingly com-
mitted towards creating a single electricity market as 
part of a common European energy policy. 

Even though it is not fully clear what a single market 
means in terms of for instance wholesale price equality 
across Europe or interconnection capacity, it will re-
quire further harmonization and coordination of market 
rules and operations. In some regions there are already 
some positive developments, especially in the Nordic, 
Central Western European and Iberian market. Faced 
with what was happening anyway in some regions, the 
Commission has even started to promote a regional 
strategy for all regions as an interim stage towards a 
single electricity market in Europe.  

For the moment electricity markets in Europe are 
therefore not yet the most harmonized of the world, but 
they will soon become the largest. Once the Central 
Western European market initiative, which already 
includes France, Belgium and the Netherlands, also 
includes Germany and Luxemburg as foreseen in the so-
called pentalateral agreement, it will soon be the largest 
market in the world, larger than PJM in the US.  

To sum up, when discussing the relative success of 
market reforms in Europe today, it is very important to 
consider how it has started and how ambitious the target 
of a single electricity market in Europe actually is. 
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