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Overview
As one of the first countries in the world, Norway established a trading system for wholesale electricity in 1991 as part of liberalizing the electricity sector. Sweden, Finland and Denmark have subsequently joined and created what was the first international power exchange in the world, Nord Pool. Despite its apparent success in attracting new member countries, there has been some concern as to how well the market actually functions. Do the large generation companies exploit market power, thereby harvesting excessive profits? Or do the prices just reflect fuel prices, emission costs and energy taxes?

Given the public dissent about the performance of the Nordic electricity market, we review the recent empirical studies of market power on Nord Pool. These studies try to quantify the extent to which the electricity wholesale prices can be explained by generation companies exploiting market power. We summarize the findings, evaluate the results and discuss unresolved issues of potential importance for market power in the Nordic market.
Methods
Survey.
Results
The simulation models of the market paint a consistent picture of the Nordic market regarding system level market power. Behaviour is qualitatively consistent with market power. Systematic overproduction pushes the price below the competitive level during late spring and summer. Prices tend to be above the competitive level in late autumn and winter due to insufficient reservoir capacity, although not consistently so. But the quantitative effects are weak. Kauppi and Liski (2008) nonetheless conclude that the price fluctuations are sufficient to count as evidence of market power. Edin (2001 and 2006) comes to the opposite conclusion. Also Damsgaard et al. (2007) are skeptical. Their skepticism is based in part on the observation that, except for shorter periods, firm revenue would have been higher if output had instead been competitive. Thus, observed output seems not to maximize profit. The weak quantitative effects of system level market power found in the simulation studies are corroborated by the behavioural studies of the market. Of the three studies of system level market power, only one finds evidence of market power. Bask et al. (2007)  report statistically significant mark-ups of around 1%. Interestingly, significant mark-ups could only be found prior to the inclusion of Finland and Denmark in Nord Pool. This suggests that the expansion of the Nordic market has led to full evaporation of system level market power.

Local market power arising from transmission constraints may be more of a problem than system level market power. Damsgaard et al. (2007), for example, attribute the 18% mark-up over competitive prices in Jutland in 2002-03 to market power. Steen (2004) finds small, but statistically significant mark-ups in a study of transmission constraints and market power in Southern Norway. Finally, Johnsen et al. (2004) report in a study of Norwegian electricity prices that nightly bottlenecks tend to boost prices by 15% compared to the benchmark.
Conclusions

There is no evidence of blatant and systematic abuse of market power in the Nordic wholesale market. Market power seems to be either local or the deviations from competitive pricing small. Consequently, there is no obvious rationale for intervention, either by means of price regulations or alterations in the market design, such as a regime shift from uniform to pay-as-bid auctions. To the extent that transmission constraints become more restrictive in the future, one might expect the problem of local market power to increase. Ideally, cost benefit analyses of transmission investments should take the pro-competitive effects of investments on regional competition into account. The above results indicate that we should look elsewhere than to short run deviations from competitive prices for evidence of market power.
References

Bask, M., J. Lundgren and N. Rudholm (2007): “Market power in the expanding Nordic power market”, manuscript, Umeå University.
Damsgaard, N., S. Skrede and L. Torgersen (2007): “Exercise of market power in the Nordic power market”, Econ Pöyry Working Paper 2007-003.

Edin, K.-A. (2001): ”Elprisökningens orsaker”, Rapport, Tentum.

-------------- (2006): ”Marknadsmakt i vattenkraft-värmekraftsystem”, Elforsk rapport 06:87.
Johnsen, T.A., S.K. Verma and C. Wolfram (2004): “Zonal pricing and demand-side responsiveness in the Norwegian electricity market”, Working paper PWP-063, University of California Energy Institute.
Kauppi, O. and M. Liski (2008): “An empirical model of imperfect dynamic competition and application to hydroelectricity storage”, manuscript, Helsinki School of Economics.
Steen, F. (2004): “Do bottlenecks generate market power? An emprirical study of the Norwegian electricity market”, Discussion Paper No 26, Norwegian School of Business and Administration.

































