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1.  Introduction

The countries under consideration are Norway, Sweden, Finland and Denmark and the relationship between the Nordic market and the newly emerging Baltic market. Iceland is considered a Nordic country, but since it is so geographically remote from the others, it does not participate in the Nordic Energy Market yet.
  In most if not all economies the energy sector, and electricity generation and distribution in particular, is the largest single industry in terms of total invested capital. The Nordic countries are no exception. 

For many years prior to liberalisation in any of the Nordic countries there was some cooperation and exchange of power through bilateral agreements to stabilise supply problems (for instance in very dry years when Norway’s dependence on hydro posed problems.) Electricity prices were some of the lowest, not only in Europe, but anywhere in the industrialised world.  Creation of a multinational energy pool could be the basis for multinational planning, allowing all consumers to benefit from cheap, environmentally sensitive power based on differing conditions in a much larger geographic area which could include the Baltic countries and beyond.  Instead, planning is increasingly being done by market forces.

As a result, vertical integration is taking place in Norway, Sweden and Finland; a greater divergence of price between industrial and residential consumers is developing, with residential consumers suffering price increases even as the overall price of energy falls; and for the first time there are government discussions about the possibility of actual electricity shortages, possibly even interruptions of services.  

We are also witnessing the functioning of corporatised state energy companies which are increasingly active in mergers and acquisitions not only on a national but an international scale.  As a result concentration is taking place both nationally and internationally.

On the other side of the Baltic sea, the Baltic countries are working to relieve their dependence on former regional ties to Russia, by inviting in foreign capital investment to repair old infrastructure but unfortunately loosing flexibility by doing so.  They too are looking for regional solutions, with each other, and their neighbours to the west and south. 

Workers in the industry who are used to stable employment will have to deal with a very different world.

2.  Norway

In 1991 Norway embarked on a program of liberalisation for the purpose of equalising prices in different regions of the country and to increase efficiency
.  While Norway is the second largest exporter of oil in the world
 behind Saudi Arabia, electricity generation is accomplished almost exclusively (99%) with cheap hydro-electric power.  Norway has the highest per capita use of electricity in world, much of it being used to pump oil and gas out of the North Sea mainly for export.  In 1992 transmission was separated from distribution and generation and put in the hands of Statnett, a wholly-owned, independently-run state enterprise.  A system of access tariffs was established to level the playing field for all who wanted access to the grid on a kind of postage stamp basis – the distance between the producer and the distributor had nothing to do with price of transmission.

A.   The Creation of a Power Exchange

Statnett was also put in charge of the creation of a Norwegian power exchange called Statnett Marked. Statnett Marked consisted of a spot market for trading power for the next 24 hours to ensure grid stability, and a futures market spanning periods up to three years.  Initially created in 1993 for the Norwegian market only, it has since become the chief financial market for the Nordic power exchange, encompassing transactions in all four countries.  It is now jointly owned by Statnett and Svenska Kraftnat, the state-owned transmission company in Sweden, and has been renamed Nordpool.  

NordPool has three different pieces: a 24 hour spot market; a regulation market and a futures market.  While the first two are for physical power exchange (the regulation market is to ensure grid stability through very short term purchases,) the NordPool futures market was the world’s first electricity derivatives exchange used as a hedge against price fluctuations. Nordpool is not a mandatory market so far capturing only 25% of the total Nordic market.  But the majority of power is still traded in bilateral contracts of which some pricing is controlled by Parliamentary dictate.

The futures market is particularly important, because as price instability becomes more commonplace with liberalisation, this financial instrument will allow buyers and sellers to stabilise their markets to some degree. This tends to work more for large industrial consumers who can lock in good prices and often force renegotiations of contracts if prices fall even lower.

· How power is exchanged 
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Source: Norwegian Ministry of Petroleum and Energy. 
B.   Corporatisation, concentration and public ownership 

At the same time that Statnett was created, the generation business that was owned by the government was also made into a separate corporation, Statkraft, owned by the state, but run like a private company. 

Statkraft held 30% of the Norwegian  generation market when it was first created.  Almost a decade later, despite various changes in the rules and laws to further open up the market, that percentage has remained fairly constant. Statkraft has however moved further a field investing in local distributors such as Oslo Energi , a municipal utility of which it owns 20%.  Another 49%  is owned by Vattenfall, the Swedish state owned producer.  The state also owns more than half of the shares in the second largest generator, Norsk Hydro.  In total, despite liberalisation, 85% of generation in Norway is owned by the public sector, and nearly all of it by Nordic public sector bodies - and much of the rest will eventually return to state control from long term 60-year leases 
. 

However a process of concentration means that while there were some 600 local distribution utilities in 1960, that has now been reduced to less than 200. 

· Table 1 Largest Power Generation Companies in Norway, 1995 

	Utility
	Mean Annual
	Percent Share
	Installed
	Percent Share

	
	Production
	
	Capacity
	

	
	(GWh)
	(MW)
	
	

	Statkraft
	31 700
	28.4
	8 264
	31.1

	Oslo Energi
	7 840
	7.0
	2 265
	8.2

	Norsk Hydro
	9 362
	8.4
	1 720
	6.3

	Lyse kraft
	5 300
	4.7
	1 518
	5.5

	Bergenhalvøens komm
	5 350
	4.8
	1 444
	5.3

	Trondehim energiverk
	3 030
	2.7
	756
	2.7

	Nord Trødelag elverk
	2 515
	2.2
	620
	2.3

	Skiensfjorden komm
	2 472
	2.2
	569
	2.1

	Hafslund Energi
	2 600
	2.3
	456
	1.7

	Vest Agder energiverk
	2 331
	2.1
	455
	1.7


Source: The Energy Sector and Water Resources in Norway, Ministry of Industry and Energy, 1995.

· Table 2: Major Electricity Companies in Norway, and owners, November 2000

	Company
	Parent

Company
	Parent 

Country
	%

Owned
	Publicly 

Owned

	Drammen Fjernvarme
	Fortum
	Finland
	
	50% Finnish Govt

	Hafslund
	Communes
	Norway
	
	Communes

	Hafslund
	Vattenfall
	Sweden
	20
	Swedish Govt

	NorFra
	GdF
	France
	35
	French Govt

	Oslo Energi
	Statkraft
	Norway
	20
	Norwegian Govt

	Oslo Energi
	Vattenfall
	Sweden
	49
	Swedish Govt

	Statkraft (Norge)
	State
	Norway
	100
	Norwegian Govt

	Statnett
	State
	Norway
	100
	Norwegian Govt


Source: PSIRU database

C.   Impact of liberalisation: industrial prices fall, domestic prices rise 

But while every customer was free to switch suppliers as a result of the 1991 legislation, in reality, only large industrial consumers had that ability.  Switching suppliers could cost a legally permitted fee of as much as NOK 5000 or more than $550 US and in addition the end user was required by law to have equipment for hourly metering which was also not cheap.  The result was that while prices for industrial consumers declined initially, in 1995 prices for residential consumers rose by as much as 14% from January to October, prompting a huge public debate about liberalisation and modification of the law. 

Again the attempted solution was “market driven”.  The hourly metering requirement was removed and the switching charge was capped at US$27.  In addition consumers were allowed to switch suppliers on a quarterly basis.  If the hope was to drive prices down by getting residential consumers to “shop around”, it was a failure.  By 1996 NVE statistics show that barely one tenth of one percent of residential consumers had switched providers.   Removing the metering requirement and switching charge for residential consumers completely in 1997 did have an effect: by April of 2000 some 11.5% of residential consumers had switched.  By contrast, the 1996 figure for switching by industrial consumers is about 32%, and reflects their ability to cut deals for cheaper power in the course of normal business. Among all corporate consumers (not just industrials) more than 20% had switched by April, 2000.

It is difficult to see how 11.5% of residential consumers switching their supplier could have much impact on overall prices.  Recent declines in wholesale prices are the result of a series of extremely wet years resulting in full reservoirs in a country deriving 99% its power from hydro: “..by a moderate winter and a high water supply for the hydro-power industry, which sent prices on the Nordic power exchange to their lowest level for years.” –  Reed Business Information September 1,  2000.  However some commentators have suggested  that removing obvious impediments to residential consumer switching has allowed prices for this segment of the market to more nearly track wholesale prices (when compared to Sweden which still has a metering requirement for instance
) i.e. the residential market is not quite so susceptible to manipulation as it was previously.  On the other hand prices to industrial consumers have dropped drastically, in some cases by more than 50%.
   

It has been worth going into so much detail about the power market developments in Norway because it has driven the pace of change in the Nordic countries and in some ways has been a model for them.  

3.  Sweden

A.   Nord Pool in two countries

In Sweden the state-owned Svenska Kraftnat was created to run the national grid and foreign interconnections on January 1, 1992 as a prelude to opening up the market for competition.  And on January 1, 1996 the market was thrown open, allowing all consumers to choose their supplier.  At the same time Svenska Kraftnat became co-owner of Nord Pool, and a common Norwegian-Swedish market became a reality.  

B.   Generation patterns

Swedish generation is dominated by a combination of hydro and nuclear, though it recently shut down one nuclear unit at Basbeck in line with a 1980 referendum that gave direction to phase out nuclear.  While there are some 220 suppliers in Sweden, 94% of electricity generation is owned by 7 large producers.  Five of these (Vattenfall, Sydkraft, Stockholm Energi, Gullspang, and Graninge) also own 45% or more of the electricity distributors. The largest of these is Vattenfall, a state-owned producer that has been corporatised.  Unlike its Norwegian equivalent Statkraft, which has kept within Scandinavian borders, Vattenfall has turned itself into a multinational energy corporation vying for control all over Europe and beyond.

C.   Residential consumers again lose

Sweden, had rules which made it difficult for residential consumers to switch suppliers in practice, and so the bulk of any savings remained with industrial consumers. Those rules have loosened as of the end of 1999, but individual residential and small commercial consumers remain at a disadvantage.  Even the OECD, a ferocious advocate of liberalisation and deregulation had to comment in a 1999 economic survey of Sweden, “For large business customers, prices (exclusive of indirect taxes) have fallen, whereas households have seen their electricity prices increase.”  Again they go on to blame these increases on metering which makes it expensive for consumers to switch suppliers, not the market itself.  

But advocates of liberalisation have always claimed that the previous system forced large industrial consumers to subsidise residential and small commercial consumers because the industrial consumers could not shop around and cut their own deals based on volume purchases.  If anything the market has reversed that process: since residential consumers are a captive market for all practical purposes, they end up subsidising industrial consumers as retailers protect their own margins while they cut prices to industrials to corner large sales.  This is indicated in practice by the fact that generation costs remain constant or fall, wholesale prices fall, prices to industrial consumers fall, and prices to residential consumers rise.

· Table 3: Major Power Companies in Sweden, November 2000

	Company
	Parent
	Parent

Country 
	%

Owned
	Publicly 

Owned

	Birka Energi
	Communes/Municipal
	Sweden
	50
	Communes

	Birka Energi
	Fortum
	Finland
	50
	50%  Finnish  Govt

	Flens Energi
	Vattenfall
	Sweden
	99.7
	Swedish Govt

	Gavlen Energi
	Communes/Municipal
	Sweden
	100
	Communes

	Gestrikekraft
	Vattenfall
	Sweden
	40
	Swedish Govt

	Goteborg Energi
	Communes/Municipal
	Sweden
	100
	Communes

	Graninge
	EdF
	France
	51
	French Govt

	Gullspang Kraft
	Communes/Municipal
	Sweden
	
	Communes

	Gullspang Kraft
	Fortum
	Finland
	92.9
	50% Finnish Govt

	Halmstad Energi
	Communes/Municipal
	Sweden
	100
	Communes

	IVO Energi
	Fortum
	Finland
	100
	50% Finnish Govt

	Kalman Energi
	Communes/Municipal
	Sweden
	100
	Communes

	Karlskoga Energi & Miljö
	Fortum
	Finland
	49
	50% Finnish Govt

	Kinnekulle Energi
	Fortum
	Finland
	23
	50% Finnish Govt

	Lund Eastern
	TXU (via Eastern Energy UK)
	USA
	50
	-

	Nacka Energi
	Vattenfall
	Sweden
	100
	Swedish Govt

	Nouukoping Energi
	Vattenfall
	Sweden
	100
	Swedish Govt

	NPI
	Vattenfall
	Sweden
	100
	Swedish Govt

	Orebro Energi
	Sydkraft (See its own listing)
	Sweden
	100
	22% Communes

	Östra Roslags Elverk
	Vattenfall
	Sweden
	90
	Swedish Govt

	Ryssa Elverk
	Vattenfall
	Sweden
	63
	Swedish Govt

	Säffle Energi
	Vattenfall
	Sweden
	100
	Swedish Govt

	Skelleftea Kraft
	Communes/Municipal
	Sweden
	100
	Communes

	Smalands Kraft
	Communes/Municipal
	Sweden
	100
	Communes

	Stockholm Energi
	Communes/Municipal
	Sweden
	100
	Communes

	Svenska Kraftnat
	State
	Sweden
	
	Swedish Govt

	Sydkraft
	Communes
	Sweden
	22
	Communes

	Sydkraft 
	Eon (Preussenelektra )
	Germany
	18
	-

	Sydkraft 
	Statkraft
	Norway
	21
	Norwegian Govt

	Umea Energi
	Communes/Municipal
	=
	100
	Communes

	Uppsala Energi
	Communes/Municipal
	=
	100
	Communes

	Vattenfall
	State
	=
	100
	Swedish Govt

	Vattenfall (Sverige)
	Vattenfall
	Sweden
	100
	Swedish Govt


Source: PSIRU database

4.  Finland

A.   Separation of grid and joining Nord Pool

In Finland the market was opened up in 1995, and completely deregulated by the autumn of 1998, when all consumers could choose suppliers without the burden of additional costs which clearly give the capacity to change suppliers to high volume industrial customers.  

While all producers were given similar access to the transmission grid using the same kind of model of tariff as used in Norway and Sweden, running the grid was put in the hands of a partially state-owned corporation called Fingrid in 1997, jointly owned by industrial consumers, power producers (including partially state-owned Fortum)  and the state in its own name.  In 1998 the Finnish electricity exchange, El-Ex, was bought by Finngrid, and half the shares sold to the Swedish state-owned transmission company, Svenska Kraftnat. While the ownership structure is different, El-Ex in essence became the Finnish branch of Nordpool and is often referred to as El-Ex/NordPool.

B.   Generation

Since Finland has almost no natural energy resources, most generation is based on fossil fuels and nuclear. Combined heat and power production (CHP or cogen) is extensively used in order to take advantage of the energy efficiency it provides. It remains a net importer of energy.  

Concentration of generation has also taken place in Finland, dominated by a 50% state-owned corporation, Fortum, created by the merger of the state electricity company Imatran Voima Oy (IVO) and Neste, the country's oil, gas, and chemicals monopoly.  By the time of the merger, Neste had been partially privatised.  With more than 17,000 employees worldwide, Fortum now operates through some 30 subsidiaries in more than a dozen different countries, while remaining a dominant force in Finland itself. It has more than a third of Finnish generation capacity. Another large corporation, Pohjolan Voima Oy (PVO) is two thirds owned by the paper and pulp industry (a very heavy consumer of electricity,) with some municipal investment as well.  Fortum and PVO control almost two thirds of Finnish generation. 

· Table 4: Major Power Companies in Finland, November 2000

	Company
	Parent
	Parent 

Country
	%

Owned
	Publicly

Owned

	Etela-Pohjanmaan Voima.
	Vattenfall
	Sweden
	10.9
	Swedish Govt

	Fingrid
	State
	Finland
	
	

	Fingrid
	Fortum
	Finland
	25
	50% Finnish Govt

	Fortum
	State
	Finland
	50
	

	Heinola Energia
	Vattenfall
	Sweden
	
	Swedish Govt

	Jyllinkosken Sahko
	Vattenfall
	Sweden
	35
	Swedish Govt

	Kainuun Shk
	EdF (Graninge)
	France
	13.1
	French Govt

	Keski-Suomen Valo
	Vattenfall
	Sweden
	100
	Swedish Govt

	Lansivoima
	Fortum
	Finland
	65.1
	50% Finnish Govt

	Lapuan Sahko
	Vattenfall
	Sweden
	100
	Swedish Govt

	Pamilo Oy
	Vattenfall
	Sweden
	
	Vattenfall Latvia

	PVO
	Paper/Pulp Industry
	Finland
	66
	Some Municipal

	PVO
	Municipal
	Finland
	
	

	Revon Sahko
	Vattenfall
	Sweden
	100
	Swedish Govt

	Savon Voima
	Communes/Municipal
	Finland
	64
	

	Savon Voima
	TXU (via Eastern Energy UK)
	USA
	36
	


Source: PSIRU database

5.  Denmark

Denmark has been a latecomer to liberalisation since the historical structure of ownership is so different.  However, in response to the European Energy Directive, the Danish market was opened in 1999 to large consumers of 100 GWh/year or more.  This in theory opens up 90% of the market.  

A.   Consumer coops and municipal companies

Largely consumer owned through non-profit cooperatives and municipalities, the industry mainly functions on a break-even, non-profit basis, a principle that is written into the law. To quote the International Energy Agency, “The companies are typically asset-rich but have low revenue (surpluses are returned to consumer-owners through lower prices or retained in a sinking fund for specific capital works where approved by the government).”  The law is such that it requires that generation companies be owned by the grid companies they service.  The grid companies are in turn owned by the electricity distribution companies, most of which are municipals or coops. To the extent that the industry is municipally or consumer owned and non-profit, it does not pay taxes either.  

B.   Law prevents profit from privatisation

Major restructuring of the industry in Denmark seems unlikely any time soon, given that the break-even principle is embedded in the legal framework of the industry, so that investment in the industry is not profitable for outsiders.  

In fact any municipality attempting to sell some or all of its holdings to a non-public entity is likely to see its state subsidy reduced by the same amount as the municipality’s profits due to the “lex nesa” law, introduced when Vattenfall attempted to increase its holdings in the distributor Nesa in 1996.   

Within Denmark itself, some consolidation and streamlining is taking place: Nesa, the largest power distribution company in Denmark and largely municipally-owned, has said that it intends to change from a regional to a national supplier.
  In addition, six CHP generators have been combined since July 2000 under Elsam management, Denmark’s western grid operator. Elsam controls about 80% of generation in Jutland-Funen.  Elsam’s counterpart in the East, Elkraft has also been entirely reorganised with an eye to streamlining and efficiency, separating out different functions by creating a system operator, a grid operator and a power generation company.  

The restructuring reflects the need to prepare for competition from outside Denmark, as the market reaches full liberalisation by 2003.

C.   Two grids, one Nord Pool

Denmark has two separate transmission grids that are not interconnected, which poses problems for those interested in wheeling power across country or between countries.  And though Nord Pool as of October 2000 covers all of Denmark, two separate pricing areas had to be created.  

Generation in Denmark is based mainly on fossil fuels, coal, oil and and increasing amounts of natural gas.  But CHP and wind do account for close to 25% of the market.  For environmental reasons both of these are being pushed heavily.

6.  Promises versus Realities

A.   Ownership

The energy industry in the Nordic countries have been dominated by public ownership on several levels, from Danish coops to municipal producers and distributors to state enterprises run as branches of government.  While the ideological pressure for privatisation has existed, it has not so far become a reality.  However there are increasing signs that that may change.   The ruling Labor Party in Norway has already agreed to the partial privatisation of Statoil, the state oil and gas company, and consultants commissioned by the government have valued Statkraft at anywhere from US$3.9 billion to US$6.6 billion if put on the market.  It is another irony that the banks have already put Statoil on credit watch in preparation for partial privatisation.  In other words, raising capital is likely to be more expensive and difficult as a private corporation than it was as a state-owned enterprise.   

In Sweden in the limits of State ownership are being tested: Vattenfall, the state owned Swedish corporation has been in merger talks with Fortum, the partially state owned Finnish corporation.  The former chief executive officer of Vattenfall, Carl-Erik Nyquist, called upon the Swedish government to privatise Vattenfall, so enabling it to make whatever alliances the directors might feel are necessary.

B.   Middlemen take the Stage

C.   Since liberalisation removes the constraints on buying and selling power on the wholesale level, a new group of market participants are now in evidence: power marketers who own no assets at all.  Richard Mair, the head of TXU Nordic Energy, a subsidiary of  US utility TXU, made it clear why his company was not buying assets in the Nordic power market: "If you can buy power competitively you don't need to hold assets," he commented.  . With no roots in the community and no assets to protect, marketers such as this will tend to have a destabilising effect on the whole electricity supply chain while adding another profit margin to maintain.  By way of example it is worth noting the chaos caused in the central states of the US by such traders in the summer of 1998, when, because they had no generating capacity of their own to fall back on, several traders failed to deliver promised supply in a tight market causing huge price spikes and some blackouts.  Several declared bankruptcy and could not be held financially accountable afterwards.
    Market Power

Nyquist’s push for privatisation is perhaps less surprising in light of the way he ran Vattenfall like any other multinational. 

a) It has been a good example of vertical integration as Vattenhall has pushed to invest in distribution companies in the Nordic countries. Note its investments in distribution companies in Sweden alone:  Flens Energi, Gestrikekraft, Nacka Energi, Nouukoping Energi, Östra Roslags Elverk, Ryssa Elverk, Säffle Energi.  Part of this push for control of distribution is to ensure markets for its own generation, and the other large Nordic players, Statkraft and Fortum, are similarly engaged.   

b) At the same time it has embarked on horisontal expansion into other countries in Europe and elsewhere. Vattenfall now has invested in at least 11 countries and more than 30 companies. Notably it is doing battle with the likes of Southern Co. for control of electricity distribution in Berlin and the lucrative East German market now being privatised.  

c) While the markets in individual countries may have opened up
, regionally there is increasing consolidation and domination of a few.  Companies such as Statkraft, Vattenfall and Fortum are looking to see how they can dominate the market and so get more control of price.

While prices for industrial consumers may have gone down so far, there are clearly some countervailing market power tendencies which may reverse that process.
  

D.   Reserve Capacity

Another potential problem that is likely to drive prices upward, or even threaten supply altogether in a deregulated market is the dwindling amounts of reserve capacity.  Energy consumption in the Nordic states is rising though only moderately.  Creating new capacity is expensive, and there is little incentive for bottom-line companies, be they state-owned or otherwise, to invest in capacity which is going to be of only occasional use, especially when wet warm years have driven down the price of hydro.  An article in Water Power and Dam Construction, “The pros and cons of Nordic Hydro” notes exactly that: “So hydro players running fully depreciated plants can still make good money, even at record low market prices.  But new plants are out of the question… the region saw a net reduction of hydro capacity in 1998, while hardly any new projects are contemplated in the near term.”  The author, Ben Tait, goes on to note later in the article that “Potential drains on the region’s capacity are also set to more than double – new interconnections totaling 3300MW are planned for 1999-2004.”

Supporting profits Cutting Maintenance and Construction

It is a striking fact that major producers in Norway and Sweden such as Sydkraft and Vattenfall, have seen their profits rise despite the fall in wholesale prices.  One of the ways they have managed to maintain profitability is by slashing expenditures in maintenance and construction of new capacity.  In Norway expenditures in these two categories has fallen from NKr 7bn in 1981 to under NKr 2bn in 1997.
 These figures are further illustrated by recent announcements by Statkraft that it intended to mothball some generating facilities rather than spend the necessary money on repairs.  

Governments Prepare for Disruptions

Government officials are also preparing for the possibility of energy shortages.  In a meeting of undersecretaries from Norway and Sweden as recently as November 2000, they were determined that price should regulate supply as far as possible, even suggesting that rules should be set up for the order of disconnections if they become necessary.

Transmission Companies Desperately Search for Reserves

Statnett has also noted the possibility of service disruptions this winter if the weather turns seriously cold.  Since most Norwegian heating is generated by electricity, a cold winter will raise electricity demand (and the inability to meet that demand could prove deadly.)  As late as October and November of 2000 Statnett was negotiating with both producers and large industrial consumers to create some reserve capacity (and compensation for it) or alternatively compensation for voluntary cuts in consumption if the necessity should arise.  The situation was made worse when Statkraft announced that it intended to mothball 1,300 MW of hydro capacity requiring maintenance not justified by the current level of prices. One Norwegian trade magazine noted that,  “To many people it will seem strange that it is the state’s own utility which is now contributing to a big capacity reduction in the Norwegian system.”  And a member of the SV (Socialist Left Party) wanted to know how Statkraft could contemplate some new construction while it was mothballing existing plants. 

As a result of this kind of political pressure, Statkraft has offered to put the mothballed plants back on line to relieve the capacity shortage, if the price was right.    A Statkraft spokesman told the press, “We want first and foremost, to cover our costs in keeping [this] capacity in reserve.  That is our contribution to maintaining the balance of capacity and at the same time making the new market function.” 

Clearly none of this is free, and will have an impact on prices to end-users.  Statnett has already said that it will apply for an increase in how much it can charge for transmission to cover these new costs.

While Sweden’s Svenska Kraftnat is looking at similar solutions, it has other problems as well.  Part of the capacity crunch in Sweden is regional in that the Barsbek Nuclear plant that was closed was in the south of the country while much of the potential replacement power is located in the north.  Transmission constraints between the two regions are likely to make any solutions more expensive.

At the same time that Statnett is scrambling to guarantee supply at home, and the Norwegian government is making plans for future disconnects as they become necessary, Norway is celebrating a record-breaking year for exporting power, having almost reached the previous full year record by the end of September.  So heavy have the exports been, that transmission capacity between Norway and Sweden have been strained to the limit. Seemingly oblivious to the current crunch for power at home, Statnett, with its Swedish counterpart, Svenska Kraftnat, is looking at the possibility of new transmission capacity, while as earlier noted, other transmission capacity with the rest of Europe allowing access to cheap Norwegian hydro is already under construction.

E.   Taxation policy

As stated earlier, Statkraft is Norway’s largest producer of electricity, and as a result it is the country’s largest taxpayer.  As such it has been the basis for the relatively high level of social welfare enjoyed by Norwegians.  But Statkraft has expressed dissatisfaction with its level of taxation since it wants to be a leading Northern European energy company and international expansion requires both capital and low prices.  On the other side states and municipal governments have used energy taxes as a means of supporting all kinds of social welfare projects.  There is the basis here for conflict which is likely to be repeated throughout the Nordic market.  Norway’s energy taxes have been relatively high compared with other countries in the region.  If agreement is not reached on what to tax and how much between the four countries (and maybe even beyond) there is the possibility of a race to the bottom which may have ramifications way beyond the energy sector.
  This of course is going to require regional planning by governments despite the screams of ideologues who have no interest in maintaining any kind of social welfare net.

While the chart below gives some indication of how much is paid in taxes, it is worth noting that Norwegian hydro stations also provides another source of income for many municipalities in their vicinity: all hydro power companies must sell up to 10% of their production to the local municipality at cost.  Often the municipality sells the excess over what it needs on the open market, where, depending on the price, it can make a killing.  The state has the same right for about 5% of the power generated, but so far has not exercised that right.

Table 5 :Taxes Paid by Norwegian Publicly-Owned Power Companies, 1996 (NKr Million)

	 Type of tax
	Paid to State
	Paid to Counties
	Paid to Municipalities
	Total Paid

	Income
	200
	210
	340
	750

	Wealth
	0
	0
	540
	540

	Property
	0
	0
	900
	900

	Total
	200
	210
	1 780
	2 190


F.   European integration will also tend to raise prices

Tait is right to be concerned about interconnections with the rest of Europe.  The intent by Nordic producers is generally to get access to the lucrative European markets such as  Germany and the Netherlands.  Two new 600 MW cables to Germany from Norway will be completed by 2003 and another 600 MW cable to the Netherlands is due for completion in 2001. Statnett is the Norwegian co-owner of the cables, with a German utility and a  company and SEP in the Netherlands owning the other halves. 

This is a two-way street with German utilities intent on getting their hands on cheap hydropower.   The result is likely in the long run to mean a leveling off of prices somewhere in the middle.  To quote Pineau from Power Economics again, “Finally the last source of concern for price increases comes from the future expansion of this international market to Denmark and Germany, because the price harmonisation resulting from open electricity exchanges will certainly bring Nordic electricity prices closer to the higher continental ones.  This will be the Nordic paradox of deregulation, and will be hard for customers to accept.” 

Map showing some of the main international transmission interconnects in the Baltic Region


[image: image2.jpg]



Source: Norwegian Electric Power Research Institute (EFI)

7.  Impact on the Baltic States

A.   Estonia, Latvia, Lithuania – re-orienting their connections

The newly independent Baltic States (Estonia, Latvia and Lithuania) are another obvious place for integration with the Nordic countries. But historically their energy structure was geared to a regional structure that faced east: the Soviet Union. As such all three states were relatively isolated from the Nordic countries and the rest of Western Europe. 

Lithuania aims to close its Chernobyl-style nuclear plant and the three states are pushing for a united Baltic energy system with physical links to central and northern Europe as part of a drive to cut dependence on Moscow.  As a result of that dependence, no interconnection between their grid and the Nordic grid yet exists - the first real interconnect between Finland and Estonia is scheduled for operation in 2002 and others are under consideration or construction
.  Such interconnects are a prerequisite for joining NordPool and any kind of integrated Baltic Sea regional planning or market. 

Clearly part of the driving force for the Baltic States is their desire to join the European Union and participate in an energy market in Western Europe. Having been part of an integrated regional electricity system with Russia for so long, they are now seeking to become integrated into another regional system, this time centred on the Nordic countries.

B.   Modernising infrastructure 

This is not a simple task given the status of the energy infrastructure. Lithuania’s potential costs to close down its soviet-era Ignalina nuclear power plant was estimated at around $2.5 billion for the first reactor while projections for a full decommissioning of the plant ranged as high as $4 billion, for which Lithuania says it wants financial support.  It has promised to decommission the first reactor by 2005, but the plant provides 80% of Lithuania’s electricity.

Estonian generation is based on oil shale, an expensive mining industry, and a Quest Economics Report estimates that it would cost US $1 Billion to upgrade power generation to modern environmental and efficiency standards. “The investment the energy sector needs would increase costs and force prices even higher, something successive governments have been unwilling to risk. Pressure however from the IMF has led to a decision to increase electricity prices by 38 per cent.”  At the same time Estonia has put much of the energy industry up for sale.  

C.   The multinationals in the Baltics

Gazprom and Ruhrgas of Germany hold a combined 63 per cent stake in the gas distribution company Eesti Gaas (Fortum has another 10% of the now wholly privatised company) and Coastal Baltic Holdings (a Dutch-Swedish-USA joint venture) purchased the national oil company Esoil for US $ 10 million in 1996. 

The oil shale mining company Eesti Polevkivi and the state energy company Eesti Energia have also been put on the auction block, if only in pieces.  Fortum also has several investments in Estonia, including Laanemaa Electrivorgud, a privatised energy company of which they now own 95%, and a 65% share of Estonia's leading LPG company AS Reola Gaas.  

The Estonian government on June 27 agreed to sell 49% of the two Narva power stations to NRG of the US and that those two power stations would become 51% owners of Eesti Polevkivi. NRG has agreed to take 85% of Eesti Polevkivi’s production.  The Narva plants provide 90% of Estonia’s energy needs giving, as several commentators have pointed out, a virtual generation monopoly to NRG. Estonian business leaders, President Lennart Meri and energy sector representatives including from within Eesti Energia opposed the project, and 250,000 of Estonia's 1.4 million inhabitants signed a petition condemning the sale. NRG has speculated that it may layoff as many as 1200 of the 2000 workers at the power stations.

D.   Looking for regional solutions: a possible merger of state electricity companies

Meanwhile Estonia and Latvia are feeling their way towards regional solutions to their national problems. On May 26, 2000 the two governments signed a letter of intent for closer cooperation and set up a commission charged with evaluating a possible merger between their two state-owned energy companies, Eesti Energia and Latvenergo.  

Plans for such a merger have actually gone to the Latvian government as of October, 2000 but may in fact be threatened by the NRG- Narva station deal which has severely weakened Eesti Energia.
 The two companies would complement each other since Latvia has hydro and Estonia has oil shale, and between the two they would be somewhat insulated from world energy price swings. Energy options would be increased in both countries. 

Still, merger may be only a prelude to further privatisation: “If a merger happens then of course privatisation of the electricity distribution networks  must be done together… Profit is not the issue… You should look at turnover, positive cash flow…and can (the firm) finance its investments.” – Eesti Energia President and CEO Gunnar Okk.  According to the Latvian Economy Minister Aigars Kalvitis, Lithuania would also be brought into the deal, but the state-owned energy company, Lietuvos energija, had already been partially privatised.  Vattenfall bought a 10% share which it is in the process of selling to the German Preussen-Elektra, a subsidiary of Eon.

· Table 6: Penetration of multinationals  into Baltic Electricity

	Country
	Company
	Parent
	Parent Country
	% Owned
	Publicly Owned

	Estonia
	IVO Energia
	Fortum
	Finland
	100
	50% Finnish Govt

	Estonia
	Läänemaa Elektrivörk
	Fortum
	Finland
	95
	50% Finnish Govt

	Estonia
	Narva Elektrivork
	Startekor
	Estonia
	49
	

	Estonia
	Startekor
	Cinergy
	USA
	
	

	Estonia
	Westinghouse (Est)
	Westinghouse
	USA
	100
	

	Latvia
	Latvenergo
	State
	Latvia
	
	

	Latvia
	Vattenfall Latvia
	Vattenfall
	Sweden
	100
	Swedish Govt

	Lithuania
	Lietuvos Energija
	Vattenfall
	Sweden
	5
	Swedish Govt


8.  Gas

As was stated earlier, Norway has huge reserves of natural gas but uses none of it for generation of electricity because hydro has been so cheap and so plentiful.  It is now looking at the possibility of doing so in the future as a way of expanding generation with minimal carbon additions to the atmosphere.

Vattenfall’s gas division was partially sold off , and is now jointly owned by three Nordic state companies and by Ruhrgas (Germany).

Russia’s Gazprom, which owns over a third of the world’s reserves of natural gas, is embarked on steady westwards expansion of its pipelines, forming joint ventures in transit countries as it goes. This is happening across Europe, not only in the Nordic and Baltic countries. 

In the Baltics and other former Soviet Union countries, the gas distributors owed large debts to Gazprom. In some cases these have been paid off by conceding ownership to Gazprom – in Estonia a concerted effort was made to find countervailing investments from Ruhrgas (itself owned by the major European oil and gas companies) and Fortum.

· Table 7: Ownership of gas companies in The Nordic and Baltic Countries

	Country
	Company
	Sector
	Parent
	Parent Country
	% Owned
	% Public Ownership Of Parent

	Estonia
	Eesti Gaas
	Energy
	Fortum
	Finland
	10
	50% Finnish Govt

	Estonia
	Eesti Gaas
	Energy
	Ruhrgas*
	Germany
	34
	

	Estonia
	Eesti Gaas
	Energy
	Gazprom
	Russia
	19.2
	

	Finland
	Gasum
	Energy
	Fortum
	Finland
	25
	50% Finnish Govt

	Finland
	Gasum
	Energy
	Ruhrgas *
	Germany
	15
	

	Finland
	Gasum
	Energy
	Gazprom
	Russia
	50
	40% Russian Govt

	Latvia
	Latvijas gaze
	Energy
	Ruhrgas *
	Germany
	
	

	Latvia
	Latvijas gaze
	Energy
	State
	Latvia
	
	

	Latvia
	Latvijas gaze
	Energy
	Eon (Preussen Elektra)
	Germany
	
	

	Latvia
	Latvijas gaze
	Energy
	Gazprom
	Russia
	16.25
	

	Lithuania
	Lithuania Gas
	Energy
	State
	Lithuania
	100
	

	Sweden
	Sydgas
	Gas
	Sydkraft
	Sweden
	100
	

	Sweden
	Vattenfall Naturgas
	Gas
	Fortum
	Finland
	10
	50% Finnish Govt

	Sweden
	Vattenfall Naturgas
	Gas
	Vattenfall
	Sweden
	51
	Swedish Govt

	Sweden
	Vattenfall Naturgas
	Gas
	Ruhrgas(Oil consortium)
	Germany
	14.5
	

	Sweden
	Vattenfall Naturgas
	Gas
	Statoil
	Norway
	14.5
	Norwegian Govt


9.  Environment and employment

A.    Environmental policy

Looming over all of these concerns is environmental policy and how these four countries intend to implement their commitments with regard to global warming and the Kyoto Treaty.   All four are driven by a public opinion strongly in favour of environmental controls.  

As noted before, a Swedish referendum in 1980 in the wake of the 3-Mile Island incident in the US called for the closure of all nuclear facilities by 2010.  As of the end of 2000 only Barsbeck Unit 1 has been closed, and that in the late 90’s.  Sydkraft, the operator of that plant was compensated for its loss by transferring some of Vattenfall’s generation capacity, but the loss of overall capacity did send prices spiraling for a time.  Unions were very opposed to the closure, trying to protect both jobs and consumers. Since then the Swedish parliament has made it clear that there will be no further closures unless there is adequate replacement capacity of a variety which will not damage the environment.  The result is that it is generally accepted that the deadline of 2010 will not be met.  

Indeed, Finland is considering building a new nuclear power plant, going against all conventional wisdom about the expense of building and running them.  Since Finland is a net importer of electricity, a new nuclear plant poses the possibility of increasing their capacity while not adding to their carbon emissions.  

It is an amusing aside that a recently completed cable from Sweden to Poland that was advertised as an outlet for Vattenfall’s generation, was actually used to import coal-generated power on the first two occasions it came on line.  This after a long debate with tremendous opposition from the environmental lobby predicting precisely that.

Generally environmental policy is putting pressure on governments caught between the twin poles of wanting to “let the market decide” and the clearly mounting evidence of global warming which requires state intervention to prevent further damage.  While the coal-fired generation of Denmark has been a useful regional addition to the hydro of Scandinavia, helping to stabilise supply in dry years, the Danish have put a moratorium on construction of any further thermal generation.  Denmark has excess capacity, and there is great concern that increasing exports will also increase CO2 emissions. Especially given that 48% of such emissions come from power generation.  

All four countries are looking at wind and other renewable sources as a way of expanding generation to cope with rising demand, particularly Denmark No one believes that any of these solutions are likely to be more than marginal at best in terms of supply in the near term, since their costs relative to cheap hydro and coal are likely to remain high.  There are attempts to manipulate the market so that renewables can compete, either through tax policy or outright requirements for consumers to buy fixed percentages of “green” energy. While there have also been some efficiency gains which have slowed demand in the region, the conundrum of what to do in the long run remains unanswered from an environmental standpoint, and a question of only marginal interest to companies engulfed in the day to day struggle to buy or produce cheap and sell as high as you can.  However, there will be a tendency for all of these countries to move toward a lowest cost environmental policy as corporations put pressure on their home governments to help them be as competitive as possible, both internally and in the world at large as they pursue new markets.

B.   Employment practices and trends

The internationalisation of energy markets poses some serious questions for unions with regard to corporate attitude to labor matters.  It has always been assumed that in general nationalised enterprises were more responsive to the needs of its workforce as expressed through their union representatives. Corporate attitudes are becoming less clear when dealing with multinational state owned companies such as Vattenfall.  They may perhaps be still subject to political pressure in their home state, but do they behave any differently from other multinationals abroad?  

Nyquist has again been the one to give some indication of attitude when talking about a recent acquisition in the Czech Republic where he complained that he had been forced to agree to a six year employment guarantee
 (a huge reduction for the Czech workers who had been used to lifetime employment.)  He commented that western European employers would find such an agreement outrageous, implying that workers should generally expect much less in this brave new world.  His attitude has perhaps been strengthened by the modifications of employment security that came into effect in Sweden in 1997, reducing corporate responsibility for redundant workers, encouraging short-term individual labor contracts and the use of part-time workers.  Nyquist is not alone: as recently as November, 2000 Danish grid operator Elsam’s Chief Executive Peter Hostgaard-Jensen noted,  “When we merged six companies there were six administrations, six boards of directors, and so on.  Now we need to create one company, one administration and one economy.” But it is not just the normal reductions associated with mergers that he is after: “We need to cut the manpower in power stations so that there is more out-sourcing, in order to create a more flexible workforce.” Elsam recently laid off 370 workers and wants to get down to 1300 from the  1800 it had earlier in 2000.

Overall the Nordic countries have seen a fall in employment during the 1990s, but at varying rates. Norwegian employment fell 13% in 8 years, while Swedish and Finnish jobs were cut much more drastically.  

Table 8: Employment changes in energy industries, Nordic and Baltic countries, 1990-19998

	Country
	Sector
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998

	Denmark
	Total
	11750
	11688
	11595
	11471
	11242
	10959
	10774
	10488
	

	Finland
	Total
	24411
	23176
	22347
	20003
	18634
	17089
	17092
	
	

	Latvia
	Electricity
	
	
	8102
	8024
	7594
	7481
	7954
	7371
	7402

	Lithuania
	Electricity
	
	
	18996
	20217
	21851
	22522
	23022
	18727
	14222

	Norway
	Energy / Water
	23000
	21000
	21000
	22000
	22000
	22000
	21000
	21000
	20000

	Sweden
	Electricity
	38000
	35000
	32000
	29000
	29000
	29000
	28000
	27000
	25500


Source: EPSU report on energy employment, 1999 

Notes

� Electricity generation and distribution in Iceland are publicly owned, with Landsvirkjun dominating generation, as well as owning and operating the main power grid. The power company's present ownership structure and shareholders comprises the State of Iceland (50%), the City of Reykjavik (45%) and AkureyriTown (5%).Virtually all electricity in Iceland is produced from hydropower and geothermal power. These two sources contributed generation of 5,500 MW of electricity in 1998. Latest Landsvirjun research has estimated that Iceland's  economically exploitable electricity potential from the country's hydro sources  totals some 18,000 MW. Iceland recently opened talks on building a sub-sea cable to export surplus power to northern and continental Europe with the Finnish government, which currently holds the presidency of the European Union. Sept 1999


� It is paradoxically Norway, a country entirely supplied by relatively cheap hydropower and not a member of the European Union, which started the restructuring of its electricity sector in 1991, the year of enforcement of its Energy Act. The goal of this reform was to level the price in different regions, improve the efficiency of production and grid operations, give a better signal to customers and also to provide more incentives for optimal investment. From Power Economics August 7, 2000





� BUSINESS OUTLOOK�Norway: Oil May Lubricate a Slowdown�The boost in petroleum prices, generated by the agreement among OPEC and four non-member nations, comes at a good time for Norway, the world's No. 2 oil exporter and a non-OPEC member of the pact. Its economy faces sharply slower growth this year and next, after six years of strong growth. And higher oil prices give Norges Bank, Norway's central bank, added leeway to cut interest rates.





� About half of the electricity used by the power intensive industries is supplied by Statkraft through long term contracts. The prices and other conditions of these contracts have been laid down by the Parliament. In 1991, the initial year of the electricity market reform, the Parliament decided to offer to renew the long term state power contracts; they had been set to expire in the 1990s. The Parliament has allowed Statkraft to renegotiate the terms in all contracts on a commercial basis, though the industrial users are free to accept or reject all offers. The renewed contracts run to 2010. New power-intensive industries or expansion of existing facilities can seek terms similar to those in the renewed contracts. International Energy Agency Norway Review –1997





� In addition to the 85% of electricity production owned by the public sector today, two-thirds of the remaining private sector hydro production will gradually revert to the state. Concessions granted for hydro-power development stipulate that the rights and facilities revert to the state after 60 years. The state acquires the assets without compensation under the reversion clause. This inhibits the sale and purchase of generating assets, as the time limit is based on initial development even if the facility is sold. In addition, sales to private interests are inhibited by a stipulation that gives the state first right of purchase if more than one-third interest is to be sold. Sales below this threshold are not subject to this first right of purchase. Some sales of generating assets between public owners have taken place, for example, Oslo Energi recently sold 20% to Statkraft. The sale of Oslo Energi assets to the private sector might have been more problematic as a former energy minister announced that the Government would exercise its first right option. International Energy Agency





� It is important to note that Sweden has other problems, including the fact that it is trying to wean itself off the use of nuclear power, and it has transmission constraints which have made it difficult to cheaply replace that power, both internally and from external sources.   In 2000 Sweden has been a heavy importer of power both from Norway and Finland, despite its own hydro assets.  So differences in residential prices between Sweden and Norway may have less to do with the ability of consumers to switch suppliers, and more to do with the basic cost of power in the two countries.


  


� There have been some dramatic savings.  Hadeland Glassverk, a glass-blowing firm, has halved its annual electricity bill (including transmission charges) from around NKr7m in 1990, to NKr3.5m today.  Power in Europe, 29 September 2000





� The largest power distribution company in Denmark, NESA, which is also the only one organised as a corporation (although the majority stock is owned by one municipality), has just declared an end to their almost 100 years' history of being a regional power supplier (in the greater Copenhagen area).   NESA's has announced an aggressive strategy to acquire smaller vendors throughout Denmark in an effort to remain the largest electrical power supplier in Denmark and to become a national rather than a regional supplier.  The ultimate objective for NESA is to have no less than one million customers, or twice the number they have today.  US Dept of Commerce November, 2000





� “The European power market is awash with mergers and takeovers, and if Vattenfall is to grow its business in Europe, we must expand through acquisitions, and mergers.  Until now we have engaged in a number of small-sized acquisitions. However within a year or two we will get serious and engage in much larger takeovers.”  


Nyquist said a stock market listing is pivotal to Vattenfall’s growth plans. “Until now we have funded takeovers from our own reserves. This will not work with financing larger deals.  We will need to pay at least in part in shares.  We are lobbying the government to allow Vattenfall to privatize,” said Nyquist.


From Platts – “Vattenfall and Fortum are in Merger Talks” – 1999





� And while markets all over Europe have liberalised in response to the EU directive, it is important to keep in mind that the French market remains overwhelmingly dominated by the state owned Electricite de France (EDF).  





� To quote one commentator, Pierre-Olivier Pineau in Power Economics (7 August 2000): “However, many acquisitions tend to reduce the number of firms and this could result, up to some point, in market power problems. For example, Statkraft owns 30% of the Norwegian capacity, Vattenfall 50% of generation in Sweden, and Fortum 40% in Finland…[M]arket power could reverse the observed tendency on prices and make them go higher.”�  And he is talking about the tendency of prices “for all categories of consumers”, whereas we have already noted, that difference in that tendency for large industrial consumers as opposed to individual residential consumers.





� A sharp reduction in new build allowed prices to fall, and profits to rise, simultaneously.  Investment in power production (virtually all hydro) has fallen from well over NKr7bn in 1981 to under NKr2bn in 1997.  These figures are in 1997 prices, and include investments in maintenance of existing capacity, as well as construction of new.  Power in Europe, 29 September, 2000





� http://www.energyforum.net/news/news8.shtml


The Swedish and Norwegian parliamentary secretaries in energy issues, Lars Rekke and Bjørn Sandal, met in Oslo on November 22. The main topic in focus was to discuss common views on the power balance and solutions of handling capacity shortage in the power market.





From the minutes of the meeting


The last years, investments in production facilities and transmission grids for electricity have been marginal, in spite of a steady increase in consumption. This has led to a tighter energy- and power balance. Producers have had to close down production capacities because of decreased profitability.


Prices in the market shall at all times balance consumption and production, which means that the prices also will reflect capacity shortage. The system operators shall as far as it is possible use market based devices to handle capacity shortage. These devices should be designed and introduced together so that the integrated Nordic power market can function adequately in situations of capacity shortage also. 


The authorities responsible and system operators should also work out a set of rules and a common standard for possible power disconnection of consumption, among other things, to avoid area discrimination. 





� Sweden reduced its property tax in 1998, and the total burden of special taxes on production in 1997 was about 40% of the Norwegian level.


In Finland, power producers pay only ordinary company tax on profits and normal property tax on real estate. In Denmark, most of the power producers are organised as cooperatives, and by being consumer-owned they are not subject to taxation….


The consequences of major differences in the tax and duty/levy level between the different countries are paramount to the industry.  The Norwegian power industry must open competition and a market that is becoming increasingly integrated, while at the same time shouldering a special Norwegian taxation policy as an extra burden…


With the players operating under such different framework conditions, Statkraft is interested in leveling the taxes between the countries, and in separating Norwegian regional policy from power plant taxation questions.





� Eesti Energia, the state-owned Estonian national power company, has reached agreement in principle with a group of Finnish and Swedish electricity producers to link the Baltic states to the Nordic power grid for the first time. ��Energia is planning to build a 200MW high-voltage submarine cable between Estonia and Finland, which will allow Estonia to export electricity to the Nordic region and so reduce its dependence on the Russian market. ��The project is expected to cost around $ 100m (£60m). A feasibility study should be completed by the end of the year. Construction is expected to begin next spring and to take up to 18 months. ��Energia's partners in the project will include Pohjolan Voima, the Finnish power generator, Helsinki Energy, Graningeverkens, the Swedish electricity and forest products group, and ABB, the Swedish-Swiss electrical engineering group. ��Last year Energia supplied around 1.2 terawatt hours of electricity to Russia and Latvia. It aims to export a similar amount to the Nordic countries. Kevin Done, London ��


� Estonia's state electricity company Eesti Energia has sold 49% of the country's two largest power stations to the American company NRG Energy for Euro 78.3 million (USD70.5 million). Announcing the deal, the Estonian authorities described it as a measure intended to enhance the country's chances of joining NATO. A Dutch NRG subsidiary will take effective control of the stakes in the two power stations located in Narva, close to the Russian frontier, after the signing of additional financial agreements according to Mihkel Parnoja, Estonia's Minister for Economic Affairs. Europe Information Agency September 6th, 2000.


As part of the recently reached deal, NRG has agreed to establish a$5.5-million fund to compensate workers laid off or terminated as a result of the privatization. Around 80% of the fund will be spent on retraining andpensions, said Hillar Lauri, NRG's senior representative in Estonia. There are about 2,000 workers at the Narva plants, about 800 or 1,000 of those employees are considered core workers.





�Plans for the merging of the Latvian and Estonian national energy companies have been lodged with the Latvian government. The proposals for the creation of the Baltic Power Group will see separate transmission, distribution, supply and generation arms created from the two. However, the recent sale of the Narva Power unit to NRG Energy of the US may cast doubt on the proposals after the major Estonian generation company was divested.  Power Economics September 30, 2000�


� The Swedish government has approved plans to construct SwePol Link, the Skr2.5bn ($ 315.9m) underwater high voltage direct current cable from southern Sweden to Poland. The cable is a key component for the interconnection of the Nordic and Baltic power markets and will allow the first direct exchange of electricity between the two. ��It has, however, aroused strong opposition from Swedish fishermen and environmentalists who contend that the cable will adversely effect water quality, fish and plant life as well as the natural environment on land where the cable is brought ashore (PiE 251/22). ��Just a few days before the government decision, some 400 fishing and private boats formed a long line of protest off Blekings in southern Sweden. Meanwhile, on the day the government was to make its decision, a half-page editorial article in the Stockholm daily newspaper Dagens Nyheter opposed the cable on environmental grounds, both local and because, the writers contended, the cable will encourage imports of Polish coal-fired power to replace closed Swedish nuclear capacity. The nine signatories to the article, including representatives of the Environment Party, the Center Party, farming and fishing organisations, called for the cable to be tested under the national natural resource law. Financial Times “SWEPOL LINK APPROVED” August 1997.�


� Ake Rangborg of the Swedish Power Association pointed out that Sweden’s heavy environmental tax burden which means that “Sweden’s energy industry can’t compete [with neighboring countries such as Denmark, Germany and Poland]” It has not been profitable to run reserves, especially reserves generated from oil and nuclear, because of the tax burden.  Rnagborg predicts that if temperatures fall this winter (2000-2001) to –15C (cold, but not unusually so for Sweden), power shortages could be in the region of 1000 MW.  Power in Europe 8 December 2000





� Part of the deal requires that each of the plant's 4,250 workers be given a maximum 60 months employment guarantee each, although major layoffs are planned. The severance agreement and other parts of a social package had to be negotiated with the government and 17 unions separately. 


"That sounds pretty bad by western European standards, but the starting point was lifetime employment," Nyquist said. "We calculated this as part of the bid." 
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