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1. SCOPE AND OBJECTIVES

The Association of the Mediterranean Regulators for Electricity and Gas (MEDREG) was
established in 2007 as a non-profit association. Among its general objectives, MEDREG aims it o
promote the achievement of a consistent harmonized and investment-friendly regulatory framework

aimed at providing the maximumbenef i ts t o energy consumers of the

As foreseen in its Action Plan for 2016-2018 MEDREG plans to study possible recommendations
and requirements that could lead to the development of an integrated, competitive, secure and
functioning gas market in the Mediterranean region. In order to develop this work, MEDREG has
developed a set of indicators to help understand the current situation in its member countries, as
presented in the present report.

It is worth recalling that wholesale and retail competition is a common target among MEDREG
members. In several MEDREG countries, competition in the gas sector is not yet established. The
majority, however, pursue an open and competitive gas market. From a regulatory perspective, the
promotion of effectively functioning competitive energy markets is an important way to protect
customer interests. In this context, to ensure that markets operate more effectively it is important to
provide greater transparency of information to all parties, including customers.

Natural gas consumption studies show a large diversity among the Mediterranean countries. While
almost half of the gas consumption is allocated to the residential/commercial sectors, the other half
is nearly equally shared by power generation and industry. Such a high level of residential
consumption may seem counter-intuitive, considering the r e g i warmbcimate. On the production
side, it is important to note that some countries do not even have access to gas, while other
countries do not have any gas production and others are gas exporters?.

The purpose of the present report is to provide an assessment of gas market competition among
MEDREG members using a common set of indicators and also to analyze gas retail prices in each
country. The report also provides a review of the level of competition in the retail gas markets for
household and non-household consumers, across MEDREG members.

It is important to stress that several limitations were experienced when carrying out this exercise,
namely as regards the (non-)availability of information for all MEDREG members (Table 1):

- Information was not available for 7 of the 21 countries surveyed. They have therefore not
been included in the assessment: Algeria, Bosnia-Herzegovina, Libya, Morocco, Palestine,
Slovenia and Tunisia.

- From the information available for 14 countries, the r e p o antlysis focuses on the
situation in 10 countries (Croatia, Egypt, France, Greece, lsrael, Italy, Jordan, Portugal,
Spain and Turkey), as in the others there is no gas consumption (Albania, Cyprus, Malta
and Montenegro).

- In the case of Israel and Jordan, all gas consumption is used for non-household segment,
and thus information for these two countries is limited to the competition market indicators
analysis for the non-household customer segment.

'MEDREG Gas Working GrqBpcond Benchmarking Report (Medll8GA6 GAS).
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Table 1: Input received from MEDREG members

1. Albania X no gas consumption
2. Algeria
3. Bosnia-Herzegoving
4, Croatia X
5. Cyprus X no gas consumption
6. Egypt X
7. France X
8. Greece X
9. Israel x
10. |ltaly X
11. |Jordan X All gas used for power generation demar
12. |Libya
13. |Malta X no gas consumption
14. [(Montenegro X no gas consumption
15. |Morocco
16. |Palestine
17. |Portugal X
18. [Slovenia
19. |Spain X
20. |[Tunisia
21. |Turkey X
Total 14

Answers received
Countries with no gas consumption
Information not available
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2. ASSESSMENT OF NATURAL GAS COMPETITION AND
MARKET PRICES

2.1. Market Competition Indicators

This section presents a general overview of gas retail markets, presenting the questions addressed
to each MEDREG member in order to evaluate status of gas competition using the following key
indicators: number of active suppliers, market concentration index, product differentiation,
consumer switching activity and level of liberalization in the gas market. The information refers to
year 2014, except for France and Israel, whose information refers to year 2015.

2.1.1.General overview of gas retail markets

At present, there are several realities among the MEDREG members concerning the gas market
liberalization process:

- For some countries, gas markets are already fully open, with different suppliers providing
several commercial offers to customers; customers having the possibility to choose their
supplier; and gas prices being established by negotiation between the two parties
(customer and supplier).

- Other situations exist among MEDREG members where gas markets are closed to
competition or at the beginning of the liberalization process. In this case, the choice of
supplier is limited, with regulated gas prices being established by the competent authority
(NRAs or Government).

The following figures present an analysis of gas consumption and number of gas customers
disaggregated by household and non-household segments. The analysis includes the following
countries: Croatia, Egypt, France, Greece, Israel, Italy, Jordan, Portugal, Spain and Turkey.

Figure 1. Gas consumption
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Figure 2: Gas customers
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The figures show that the gas markets among MEDREG members are quite diverse in terms of
total energy demand and total number of customers. Large markets like Italy, France, Turkey,
Spain and Egypt coexist with small ones like Jordan, Israel, Greece, Croatia and Portugal.

It is also possible to see that the distribution of gas demand between the household and non-
household segments is quite varied. Some countries have no demand in the household segment,
like Israel and Jordan. On the other hand, in countries like Croatia, Italy, France and Spain,
household demand accounts for more than 20% of all national gas demand.

As regards the total number of gas customers, the share of household customers is higher or equal
to 90% for all the MEDREG countries analyzed, except for Israel and Jordan where there are no
household customers and all the gas consumption goes to the non-household segment.
Considered alongside the data on demand, we note that while there are very high proportions of
household gas customers in the countries surveyed, a majority of the demand for gas comes from
the non-household segment.

2.1.2.Level of liberalization in the natural gas market

Full liberalization, otherwise known as full retail competition or full deregulation, is when household
and non-household customers are all eligible to choose their gas supplier and purchase their
energy at market-based prices. The status of liberalization can be measured with a breakdown of
the number of gas customers and consumption in the liberalized market by customer segment, in
each MEDREG member, at the end of 2014 (31st December 2014)2.

The following figures present an analysis of the information concerning gas consumption and
number of gas customers being supplied in the liberalized market where prices are established in a
market environment without any administrative price. This information is disaggregated by

2 For Israel and France: 31 December 2015.
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household and non-household segments. The analysis includes the following countries: Egypt,

France, Israel, Italy, Jordan, Portugal, Spain and Turkey.
Figure 3: Gas consumption in the liberalized market (non-regulated prices)
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Figure 4: Gas customers in the liberalized market (non-regulated prices)
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The figures show significant differences between countries in terms of the level of liberalization of
the gas retail market. In countries such as Egypt and Jordan, all consumers are in the regulated
market, with the application of regulated and administrative gas prices.

However, countries such as France, Portugal, Spain and Turkey show a clear degree of
liberalization. In terms of gas consumption being supplied under a liberalized market environment,
these countries have values above 80%, although the percentage for the number of customers in
the liberalized markets is lower. This situation can be explained by the fact that non-household
customers enter the market with non-regulated gas prices before household customers.

In Israel, all the gas consumers are served in the open market, with non-regulated prices.
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2.1.3.Number of active suppliers

The number of suppliers active in the market is another useful indicator to analyze the status of
market competition. Information was therefore collected on the number of active suppliers in each
MEDREG member, for the household and non-household segments, at the end of 2014 (31
December 2014)3.

It is important to differentiate the number of suppliers with nation-wide activity and the number of
suppliers with local activity. Although retail gas markets with a higher number of active suppliers
(total and nation-wide) are seen as more competitive, it can be observed that markets in some
countries have a very strong regional/local component.

The following figures present analysis of the information received concerning the number of gas
active suppliers. This analysis is disaggregated by household and non-household segments and is
also disaggregated by national and local supply activity.

The analysis includes the following countries: Croatia, Egypt, France, Greece, Israel, Italy, Jordan,
Portugal, Spain and Turkey.

Figure 5: Total number of active gas suppliers

Number of active gas supliers

Turkey - 33

Spain - 41
Portugal . 18

Jordan \1
aly I s
Israel |2

Greece |5

France - 69
Egypt I 14

Croatia - 44

0 100 200 300 400 500 600

3 For Israel and France: 31 December 2015.
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Figure 6: Number of active gas suppliers i Non-household segment

Number of active gas supliers for nemusehold segment Share of National/Local gas suppliers for the
Non-household segment

100%
Turkey [ 33
Spain [ 26 80% I
Portugal [l 18
Jordan |1 00%
cy I 0,

Israel |2
Greece || 5 20%
France | NN 69
. 0%
ont M1 £ & & ¢ @& & @
. N\ N
croatia [ 44 & Q@ (o@ v ¢ ro DR
0 50 100 150 200 250 300 350 % National activity B % Local activity
Figure 7: Gas customers in the liberalized market (non-regulated prices)
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Figure 5 shows that ltaly is the country with the highest number of gas suppliers, with 541 players
by the end of 2014. By other hand, Jordan has only one gas supplier.

The analysis for the non-household segment (Figure 6) shows once again that Italy is the country
with the highest number of gas suppliers for this segment, with 310 active players at national level
at the end of 2014. Jordan has the lowest number of active suppliers in this period, with only one
market player.

The analysis for the household segment (Figure 7) shows Italy is the country with the largest
number of gas suppliers for the domestic segment, with around 231 market players at the end of
2014. Israel and Jordan have no gas suppliers for this market segment.

Both sets of figures (Figures 6 and 7) show the differences that exist between the different
MEDREG countries concerning the geographical coverage for the gas suppliers.

11
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For the non-household segment, countries like Egypt and Israel have gas suppliers with local
activity exclusively, while countries like Croatia, Italy, Jordan, Spain and Turkey have gas suppliers
with only national activity. France, Greece and Portugal have gas suppliers with both national and
local activity.

For the household segment, countries like Croatia, Egypt and Greece have gas suppliers with only
local activity, while Spain and Turkey have gas suppliers with only national activity. France, Italy
and Portugal have gas suppliers with both national and local activity.

2.1.4.Market concentration index

The market concentration index can be expressed as the sum of market shares of the three largest
suppliers in the gas market as well as the number of main suppliers (i.e. suppliers with market
shares equal to or higher than 5%) in each MEDREG member, at the end of 2014 (31 December
2014)%,

The best conditions for competitive gas markets at national level exist in those markets where the
three largest suppliers have a smaller share of the market and where several main suppliers
operate in the market.

The following figures present an analysis of the information received concerning the market
concentration index. The analysis includes the following countries: Croatia, France, Greece, Israel,
Italy, Jordan, Portugal, Spain and Turkey. Egypt is not included in the analysis because the gas
market is still fully regulated.

Figure 8: Market share of largest suppliers - % consumption

Market share of largest suppliers - % consumption

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Largest Supplier ~ m 3 Largest Suppliers

4 For Israel and France: 31 December 2015.

12
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Figure 9: Market share of 3 largest suppliers for the non-household and household
segments - % consumption
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Figure 10: Number of market suppliers with market share above 5%
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In Croatia, France, Italy and Spain the market share of the largest gas supplier is below 50%. For
the other MEDREG members, this share is above 50%, with 100% in Jordan (where there is only
one market supplier). Greece and lIsrael also have very high values, with 95% and 98.5%
respectively.

Concerning the market share of the three largest gas suppliers, only Italy has a value below 50%,
which could be expected given the high number of suppliers active in the market. All other
MEDREG members have higher values. Israel and Jordan have a value of 100%, but both
countries have less than 3 gas suppliers. Greece also has a value of 100%, with a total of 5 gas
suppliers.

The analysis of Figure 9 shows that in all the countries, except Italy and France, the market share
of the three largest gas suppliers is higher in the non-household segment than in the household
segment, which in some way corresponds to a higher concentration index for the non-domestic
segment.

Additionally, the analysis of Figure 10 shows that Croatia, France and Spain are the countries
where there is a higher number of gas suppliers with a market share (in volume of gas) higher than
5%. The same analysis for the different market segments shows that the number of gas suppliers

14
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with a market share above 5% is higher (or equal) in the non-household segment than in the
household segment.

2.1.5.Product differentiation

The possibility to contract different products is yet another metric to assess the status of
competition. This indicator can be measures as the number of commercial offers for the gas
household segment in each MEDREG member, at the end of 2014 (31 December 2014)°.

For the non-household segment, this indicator is more difficult to evaluate as the offers are often
customized (negotiated bilaterally) for each gas customer.

Over the last couple of years, retail energy markets have witnessed increased evidence of product
innovation. The innovation in retail products includes characteristics such as contract duration,
price preservation periods, dual-fuel offers, provision of additional services or renewable/green
features. Overall product diversification strategies are increasing not only for new entrants, but also
for incumbent suppliers, who are adjusting their schemes in order to enhance consumer loyalty,
market shares and margins.

The following figures present an analysis of the information received regarding product
differentiation of offers. The analysis includes the following countries: France, Greece, ltaly,
Portugal and Spain.

Figure 11: Number of market offers for household segment

Number of offers for household segment
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Figure 12: Commercial offers for household segment
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5 For Israel and France: 31 December 2015.
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Italy is the country with the highest number of commercial offers in the gas market, with 339 offers
by the end of 2014. The number of commercial offers is also very high in Spain with 100 offers by
the end of 2014.

Among the countries analyzed there are 3 (Italy, Portugal and Spain) with dual offers and 4
(France, Italy, Portugal and Spain) with services included in the gas offers.

2.1.6.Consumer switching activity

Another important indicator of market functioning relates to the degree of consumer activity on the
market, that is the amount of supplier switching. This indicator can be measured as the number of
customers changing gas suppliers in relation to the total number of customers, for the household

and non-household segments, in each MEDREG member at the end of 2014 (31 December 2014)
6

Consumer switching rates are an important dimension of energy market competitiveness and have
the advantage of being objective, measurable and comparable between markets.However, while
higher switching rates are indicative of more competitive markets, they must be carefully
interpreted and not considered in isolation from other competition indicators.

Switching rates are, for example, sometimes higher during the early stages of market opening,
after consumers first exercise their right to choose supplier, but may then stabilize as a market
matures. On the other hand, if consumers are satisfied with their current suppliers they may have
no reason to change supplier (e.g. their current supplier delivers competitively priced products and
good quality service), thus switching rates may be low even in a very competitive market.

The following figures present an analysis of information concerning consumer switching activity.
The analysis includes the following countries: Croatia, France, Greece, Israel, Italy, Jordan,
Portugal, Spain and Turkey. Egypt is not included in the analysis because the gas market is still
fully regulated.

5 For Israel and France: 31 December 2015.
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Figure 13: Customers who changed supplier (% consumption)

Portugal is the country with the highest switching rate for both market segments, with values above
50%. This situation can be explained by the initial stages of the liberalization process in this
country.

Countries such as France, Italy and Spain have switching rates between 15% and 23% for the
non-household segment, and between 6% and 10% for the household segment. These three
markets began the liberalization process earlier and to a certain extent are more mature markets.

Finally, countries like Croatia, Greece, Jordan and Turkey have switching rates near 0%.

In all the countries, except for Portugal, the switching rates for the non-household segment are
higher than for the household segment.

2.1.7.Additional indicators

According to Directive 2009/73/EC of the European Parliament and of the Council of 13 July 2009,
concerning common rules for the internal market in natural gas, energy poverty was considered a
growing problem in the European Union. As a result, affected EU Member States should develop
national action plans or other appropriate frameworks to tackle energy poverty, aiming at
decreasing the number of people suffering from such a situation. Whatever the case, EU Member
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