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ABSTRACT

Therestructuringandderegulationoftheelectricpowersectorhashadalong-termhistoryinmany
countries. The sector management and government of each country endeavors to apply positive
experiencesfromothercountries,takingintoaccounttechnicalandeconomicconditionsandfeatures
of theirownpowersector.Thearticledescribes themaincharacteristicsof thepowersectors in
RussiaandtheUK,aswellasconceptsandprinciplesofthepowersectorsliberalization.Thebasic
benefitsofanddifferencesbetweenthereformingpoliciesinbothcountriesareshown.Although
someelementsoftheRussia-UKpowersectorliberalizationexperiencecanholdlesscomparative
value,theanalyticalcomparisonofaimsandmaincomponentsoftheliberalizationprocess,suchas
theprinciplesofprivatization,structureofproperty,competitionpromotion,andregulationpractice
canenhancepolicylearning.
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1. INTROdUCTION

Thespreadofthepowersectorreformsacrossbothdevelopedanddevelopingcountrieshasbecome
anincreasinglyimportantpolicytrendoverthelast twodecades.If thesectorisnotreformed,it
is likelythat theexistent inefficiencieswilldeclinefurtherduetolackofavailableresourcesfor
necessaryinvestments.Ifreformsaresuccessfullyimplementedthereareprospectsforefficientand
high-qualitypowersupply.

Themajorelementsofthereformconsistofverticalandhorizontalunbundlingoftheproduction
chain,inotherwords,separatinggeneration,transmission,distributionandretailingfunctions.The
otherkeyelementsofthereformincludetheadoptionofaregulatoryprincipleofincompatibility
betweencompetitiveandmonopolybusinesses,aswellas thirdpartyaccess to transmissionand
distributionnetworks.Animportantrequirementforsuccessofreformisefficientprivatizationwhen
thebusinessunitsarecreatedfrompublicsectorcompaniesunderfederalcontrol.Theonlyexceptions
arenuclearplantsandlargepowerstationsthatremaininfederalproperty.

Thereformmeasuresarefocusedontheenhancementof(i)energytradeandsecurity;(ii)financial
viabilityofenergysupplyentitiesandthesustainabilityofenergyservices;(iii)socialprotectioninthe
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energysector;(iv)sectorrestructuringandcommercialization;(v)sectorregulation;(vi)promotion
ofprivatesectorparticipation;(vii)cooperationininternationalenergyresourcesutilization;(viii)
littoralagreements; (ix)alternativeandrenewableenergyoptions;and(x)energyefficiencyand
initiativesunderCleanDevelopmentMechanism(CDM).Thechoiceandsequencingofthesepolicy
measuresdependonthesituationineachcountryandoptimalformsofcooperation.

Bringingthepositiveexperienceofsomedevelopedcountriesintothepowersectortransformation
andeffective regulation is able to acceleratedevelopment and improvementofnewmarkets.To
takefulladvantageofthischance,developingcountrieshadtodeepentheopeningoftheirmarkets,
eliminatepoliticalinterferenceandplaceallproductiveresourcesforstablepowersupply.Theyhad
tobecomeanopportunityfortheworldandoffercompetitiveandfavorableconditionsinorderto
attractnewinvestmentflowsunleashedbymarket.

GreatBritainwasoneofthefewdevelopedcountrieswhichbegantheevolutionofpublicpolicy
in thesphereofpowerengineering.Theconclusionthat liberalizationin thatsector is tobenefit
Britain’seconomywasmadeupin1990.PowerreformsinEnglandandWalesweredesignedtopermit
theintroductionofcompetitionatboththeretailandthewholesalelevel.Generationwasvertically
separatedfromtransmission.Thesectorwasalmostcompletelyprivatized(onlythenuclearcapacity
remainedinpublichands).Regulationwasappliedbothtopromotecompetitionandtoensurethat
theremainingmonopoliesdidnotexploittheiradvantage.

ThechangesinEnglandandWalesofearly1990scoincidedwithrisingpopularityofpower
sectorreformsaroundtheworld.Thespreadofliberalizationacrossbothdevelopedanddeveloping
countrieshasbecomeanincreasinglyimportantpolicytrendoverthelastthirtyyears.Therewas
growingevidencethatprivatizationinthecontextofliberalizationandeffectiveregulationcanbring
efficiencygainsforconsumers.However,thesuccessofmarket‐orientedelectricityreformsdepended
onthedevelopmentofmarket‐basedinstitutionalframeworkindifferentcountries.Therefore,similar
approachestopowersectorreformledtodifferentoutcomesdependingontheformalandinformal
institutionsexistingineachcountry.

Reformof thepowersectorhasbeenoneof thekeypolicychallengesfacingRussiafor the
lasttwodecades.Asitwasthecaseinmanycountries,Russia’selectricitysectorwasdominated
byaverticallyintegrated,state-controlledmonopoly.Theproblemsofageinginfrastructure,large
distributionlosses,verylowretailtariffs,andlackofmarketincentivestoreduceproductioncosts
encouragedRussiatoembarkonlargereformstoliberalizethepowersectorsinthe1990s.

ItwasessentialforRussiatodrawonthepositiveinternationalexperienceofthesectorreforms.
Anewscheme,implementedinitiallyatthefederallevel,wasinspiredbythereformoftheBritish
electricitysector.Thereformroadmapenvisagedabreakupofverticallyintegratedstructuresinto
competitivegenerationandsupplysectorsandregulatedtransmissionanddistributionbusinesses.
Deregulationofgenerationandsupplywasexpectedtocreateacompetitivemarketenvironment,
incentivizeefficientproductionofelectricity,revealfaireconomiccostsofproductionandtoimprove
theattractivenessoftheRussianpowersectortostrategicinvestors.

ThisarticleprovidesanoverviewofthepowersectorcharacteristicsandreformresultsinRussia
andtheUK.ThepapersituatestheRussianreformintheinternationalcontextbycomparingitwith
theBritishexperience.Thecomparisonofrestructuringstepsandliberalizationbenefitsandelements
ismadeataconceptuallevel.Theobjectivesofthispaperareto:

• Provide comprehensive literature reviews of primary and secondary sources to determine
thecurrentstatusofRussianandBritishpowersectorsinthelightofmarketandregulatory
liberalizationpolicyimplementation.

• Identifyandanalyzetherespectivesectors’comparativecategoriesderivedfromtheliterature
reviewswithaninvestigativelensappliedtodetermineifthecurrentBritishexampleprovides
comparative‘value’andenablesuseful‘lessonslearned’forRussianpolicymakers.
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