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f O r E w O r d

A first year of closer supervision  
and international commitments
The Energy Markets Inspectorate was set up by the Government on 1 January 2005. 

Resources allocated for supervision and monitoring of the electricity, natural gas and 

district heating markets were increased by forty per cent. The augmented financial 

resources enabled us to strengthen our staff considerably. This greatly facilitates the 

independent supervision and monitoring of these markets. We have also extended our 

supervision to areas that hitherto have not been prioritized.

The start of 2006 was the tenth anniversary of the Swedish electricity market 

reform. What was initially a national Swedish project has developed into a Nordic 

electricity market which is becoming increasingly integrated with the rest of the EU. 

Over the past decade, the comprehensive reform has brought benefits to large groups 

of customers, but much remains to be done. 

The rise in electricity prices in recent years has been dramatic. The cost of elec-

tricity for a normal household has risen by nearly thirty per cent since 2002. There 

are signs that the competition in the Swedish and Nordic electricity markets is insuffi-

cient. During the autumn the Government commissioned the Energy Markets Inspec-

torate to analyse the functioning of the electricity market, paying particular attention 

to competition and price formation. The result will be presented in March 2006.

The position of the customers in the electricity market needs to be strengthened 

to enable them to benefit from the advantages offered by competition. The costs of 

electricity suppliers for attracting new customers need to be reduced, while at the 

same time it must become easier for customers to change supplier. The network 

companies’ metering and reporting of electricity consumption must be improved. 

During the year we have for the first time exercised a systematic supervision of meter 

reading and reporting by the electricity network companies. 

The reliability of electricity transmission has to be improved. After the very 

severe storm of January 2005 the Energy Markets Inspectorate was commissioned 

by the Government to propose measures to ensure more reliable power transmission. 

In April the report En leveranssäker elöverföring [Reliable Electricity Transmission] 

was presented. The report forms the basis for the amendments to the Electricity Act 

that have now been passed by Parliament.

The Energy Markets Inspectorate makes sure that electricity network tariffs are 

kept at a reasonable level. The reasonableness of the tariff is reviewed on the basis 

of the actual services that the network company has performed for its customers. This 

reveiew showed that during 2004 network tariffs were on average twelve percent too 

high. This year we have moved on to an extended evaluation of fifty companies. 
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On 1 July, parts of the Swedish natural gas market was opened to competition, mak-

ing it possible for all commercial customers to choose their own supplier. In conjunc-

tion with the opening of the market the Energy Markets Inspectorate ran an informa-

tion campaign addressed directly to those natural gas customers affected, drawing 

their attention to the new scope for making use of the market.  

Our resources in the field of natural gas have been steadily increased, and the new 

Act gives us the opportunity to exercise efficient supervision. During the autumn we 

audited the methodologies underlying the calculation of the tariffs. Work on supervis-

ing the tariff level has begun. 

The district heating market is on the threshold of significant changes in the regu-

latory framework. The Energy Markets Inspectorate is expected to play an important 

part in the monitoring of the district heating companies. Following amendments 

made to the Electricity Act during the year, district heating operations have to be ac-

counted for separately. 

Extensive work is in progress in the EU on the creation of an internal market for 

electricity and natural gas. A properly designed single market will benefit both the 

energy companies and electricity and natural gas consumers throughout Europe. 

Through the Energy Markets Inspectorate Sweden has a clear obligation and a dis-

tinct position in the EU collaboration. 

During the year the Inspectorate has devoted a lot of time and effort to recruit-

ment. Meeting the Government’s expectations with regard to strong and independent 

supervision and monitoring of the energy markets calls for both a larger and a more 

qualified staff. I am delighted to see the degree of commitment to the work of the 

Energy Markets Inspectorate that has been shown by all our staff, both old and new, 

during the year.

It is our ambition to be an authority that enjoys close contact and open com-

munication with all the parties in the market, especially the customers. This report 

is intended to give a presentation of our activities during the past year as well as a 

description and assessment of the developments in the network-based energy markets 

in Sweden.

Eskilstuna, februari 2006

Håkan Heden

Chief Executive

fOrEwOrd · 5



� ·  natural gasThe Energy 
Markets
Inspectorate



natural gas · �The Energy 
Markets
Inspectorate



On 1 January 2005 the Government set up the Energy Markets Inspectorate within 

the Swedish Energy Agency. The aim was to give the regulatory authority a more 

autonomous role in order to create a strong and independent authority and sharpen 

the focus on supervision. At the same time, Parliament and the Government ap-

proved a substantial increase in resources for supervision and analysis of the energy 

markets. This means that supervision under the Electricity Act and the Natural Gas 

Act is strengthened, as is monitoring of the functioning and interaction of the energy 

markets within the Nordic countries and the EU.

Energy policy objectives  
– our starting points
The Energy Markets Inspectorate is a government authority that works for efficient 

energy markets. Our operations are regulated by the Government through the Energy 

Agency’s instructions.1 The guidelines for current operations are set out in our annual 

appropriation directions. 

The objective of the Government’s energy market policy is to bring about efficient 

markets with well functioning competition that ensures a reliable supply of energy at 

internationally competitive prices. This means that efforts have to be made to estab-

lish markets with efficient utilization of resources and price formation. 

On the basis of this energy policy objective the Energy Markets Inspectorate has 

formulated the following vision:

Sweden has well functioning and open markets for electricity, district heating and 

natural gas, with services geared to the customers’ needs. 

Our role
According to the instructions of the Swedish Energy Agency, the task of the Energy 

Markets Inspectorate is to draw up regulations and to decide on matters that concern 

the duties of the Agency under the Electricity Act, the Natural Gas Act and the 

Pipelines Act. In addition, the instruction states that the Inspectorate should work for 

improving the functioning and efficiency of the electricity, natural gas and district 

heating markets, and also act as an expert authority on matters concerning electricity 

trading. Furthermore, the Inspectorate is to take part in the development of markets 

for electricity and natural gas within the Nordic countries and the EU and to help to 

ensure that electricity and natural gas consumers have enough information in order to 

make use of the markets exposed to competition.

8 · thE EnErgy markEts insPEctOratE
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On many occasions the work of the Energy Markets Inspectorate involves collaborat-

ing with other authorities, including the Swedish Competition Authority, the Swedish 

Consumer Agency, the Swedish Financial Supervisory Authority and the transmis-

sion system operator Svenska kraftnät.  

Supervision of network companies in the electricity and natural 
gas markets 
Network operation is a regulated monopoly. The network companies are of consider-

able significance to the competitive market as they own and manage the networks and 

are therefore responsible for the functioning of the essential infrastructure. In addi-

tion, the network companies are important players in the chain of communications 

when there is a change of electricity or natural gas supplier. 

The Energy Market Inspectorate ensures that the network companies comply with 

the Electricity Act and Natural Gas Act. Among other things this means that we su-

pervise network tariffs and grant licences, known as network concessions, for the con-

struction and use of power lines and gas pipelines. An efficient supervision of network 

operations is essential in order to ensure that the network tariffs are reasonable and 

that no parties in the market are being discriminated. Moreover, an efficient supervi-

sion strengthens consumer confidence with regard to the functioning of the market.

Market monitoring
The Energy Markets Inspectorate has an overall responsibility for making sure that 

the network-based energy markets function well. We also have an operational role as 

expert authority with regard to electricity trading matters. 

We monitor and analyse developments in the electricity, natural gas and district 

heating markets. If needed, we suggest changes in the regulatory framework to 

facilitate market development. Our aim is for Sweden to have a secure energy supply 

at competitive prices.

• supervision of network companies in the electricity and natural gas markets
• market monitoring
• information to customers
• international collaboration

c O r E  a c t i V i t i E s  O f  t h E  E n E r g y 

m a r k E t s  i n s P E c t O r at E



Information to customers 
A central task of the Energy Markets Inspectorate is to create stable conditions for 

consumers and small and medium-sized companies on the electricity and natural gas 

markets. Active customers are essential for well functioning markets. 

Our information activities help strengthen the position of customers in the 

electricity, natural gas and district heating markets. The information is addressed to 

companies, energy consultants, associations, unions and consumers. 

An additional way in which the Energy Markets Inspectorate helps to improve the 

position of customers in the electricity market is by cooperating with the Swedish 

Consumer Agency and the trade association Swedenergy in running the Swedish 

Consumer Electricity Advice Bureau. The Bureau has an active role in informing 

the public on such matters as the laws and other rules that exist and how these are 

normally applied by companies on the electricity market. 

International collaboration
The Energy Markets Inspectorate is responsible, in collaboration with other national 

regulatory authorities, for following and promoting the development of the European 

electricity and natural gas markets and for working for the creation of equal condi-

tions in the internal EU market for electricity and natural gas.

One of the goals of the Eu is to create an internal market for energy within 
the union. close collaboration is taking place between the European 
regulatory authorities in the energy field as a contribution to this good. the 
cEEr (council of European Energy regulators) was formed in 1998 as a 
non-profit organization with the aim of harmonizing national legislation and 
regulation. at present cEEr has 27 members (all the Eu member states 
plus norway and iceland). the body corresponding to cEEr on the nordic 
level is called nordrEg (forum for nordic Energy regulators). within 
nordrEg the nordic regulatory authorities collaborate in promoting the 
development of the nordic electricity market.

ErgEg (European regulators’ group for Electricity and gas) was 
formed by the Eu commission in 2003. ErgEg is to assist the commis-
sion in the creation of the Eu’s internal energy market. ErgEg consists of 
the national regulatory authorities of all the Eu countries. 

c E E r ,  E r g E g  a n d  n O r d r E g
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Through the Energy Markets Inspectorate Sweden has both a clear obligation and a 

distinct position in the EU collaboration. The Inspectorate takes part in international 

collaborative work in NordREG, CEER and ERGEG, all of which are cooperative 

organizations for European regulatory authorities in the energy fi eld. 

The new electricity and gas market directives have created new tasks for the na-

tional regulatory authorities. These include an increase in the Inspectorate’s reporting 

to the EU with regard to monitoring of the electricity and the natural gas markets.  

Our organization 
The Energy Markets Inspectorate is an autonomous part of the Swedish Energy 

Agency. Operational structure consists of six units, including a legal secretariat and a 

management suppot unit, see Figure 1.

A strong and autonomous regulatory authority requires capable and committed 

staff. The Inspectorate has just over sixty employees, most of whom are economists, 

business administrators, legal experts or engineers. The Chief Executive of the En-

ergy Markets Inspectorate is Håkan Heden.

Figure �: 
Energy Markets Inspectorate 
organization
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Surveillance Committee monitors  
consumer interests
The Energy Markets Inspectorate has a Surveillance Committee whose task is to 

safeguard consumers’ interests in the electricity and natural gas markets. The Com-

mittee has insight into the activities that arises from the fact that the Inspectorate is 

a supervisory authority under the Electricity Act and the Natural Gas Act. The Com-

mittee comments on those of the Inspectorate’s tariff cases that are of importance in 

principle and on cases concerning regulations. The Committee is appointed by the 

Government and consists of representatives of Parliament, consumer organizations 

and energy companies. 

Our activities
Supervision of network operations in the electricity and natural gas markets account-

ed for roughly half of the resources of the Energy Markets Inspectorate in 2005. This 

was followed by market monitoring and information to customers, which consumed 

25 and 15 per cent respectively. Approximately 10 per cent of our resources was used 

for international collaboration. 

Chief Executive of the Energy Markets Inspector-
ate, Håkan Heden, together with parts of the 

Surveillance Committee.  
From the left; Elisabet Falemo (Elverket Vallentuna), 

Nils-Göran Holmqvist, chair (Social Democratic 
member of Parliament) and Ulf Östrand (Ystad 

Energi). During 2005, the Committee also consisted 
of Dan Andersson (Swedish Confederation of 

Professional Employees) and Sylvia Lindell 
(Swedish Consumer Agency).  
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The greater part of the work of the Energy Markets Inspectorate is fi nanced from the 

administrative appropriation allotted by the Government, see fi gure 3. In addition 

the Inspectorate receives an energy research appropriation via the Swedish Energy 

Agency. The energy research appropriation is used on long-term projects which are 

largely intended to build up strategic energy system competence. A smaller propor-

tion of the income of the Inspectorate comes from the mandatory charges that the 

natural gas companies have to pay. The natural gas charges are used to fi nance the 

supervision of network tariffs on the natural gas market.

Figure 4 shows the breakdown of the Energy Markets Inspectorate’s costs in 

2005. As the Inspectorate’s activities are to a large extent based on the knowledge of 

the staff, salaries is our single largest cost item. Overheads, which include rental of 

premises and certain administrative services, are also relatively high. The third largest 

cost item is consultancy fees. External consultants are used on occasion when there is 

a need for expertise which is not available within the Inspectorate.

Figure 2: 
The Energy Market 
Inspectorate´s 
activities in 2005

Figure �: 
The Energy Markets 
Inspectorate´s 
revenues in 2005

Figure 4: 
The Energy Markets 
Inspectorate´s 
costs in 2005
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m a r k E t  d E V E l O P m E n t:  E l E c t r i c i t y 

A changing electricity market
Ten years have passed since the Swedish electricity market was opened to competi-

tion. A feature of the first period after the reform was the creation of a common 

market for electricity in the Nordic countries. In recent years the efforts of the EU 

to create an internal market for electricity have also had an effect on the electricity 

market in Sweden. 

The Nordic electricity market reform
The Nordic electricity market has gone through considerable changes since the 

mid-1990s. Sweden’s market reform took place in 1996, when electricity trading 

and production was opened to competition. Similar reforms have taken place in all 

the Nordic countries except Iceland. The purpose of the reform was to create more 

competitive conditions and in consequence a better utilization of electricity produc-

tion resources. 

The Swedish market reform was followed by an integration of the Nordic markets. 

The establishment of Nord Pool, the Nordic electricity exchange, was an important 

part of this integration. The purpose of the electricity exchange was to contribute to 

efficient price formation with low transaction costs, facilitating trading in electricity 

and increasing competition between electricity producers and suppliers. 

Towards a European electricity market
It is the intention of the EU to create an internal market for electricity in which there 

is efficient competition. A common market facilitates trading in electricity between 

countries and thus contributes to growth and economic development within the 

Union. To achieve efficient competition in the European electricity market, increased 

harmonization of the regulatory frameworks of the countries is of great importance. 

In 2003, the European Parliament and the Council adopted a new electricity 

market directive.2 The directive is intended to create competitive market conditions 

for the electricity sector throughout the Union. According to the directive, the market 

for electricity should be opened for commercial customers as of 1 July 2004 and for 

domestic customers as of 1 July 2007. 

In connection with the new electricity market directive a regulation on conditions 

for access to the network for cross-border electricity trading was also introduced.3 The 

purpose of the regulation is to facilitate trading in electricity in Europe and thus to pro-

mote the emergence of a functioning European electricity market. Since the Swedish 

legislation is compatible with the regulation no special measures needed to be taken.

�6 ·  ElEctricity
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In November 2005, the European Commission commented on the progress towards 

an internal market for electricity.4 The Commission identified a number of factors 

obstructing an efficient market for electricity in Europe, including:  

•  High concentration in both wholesale and retail markets

•  Lack of market integration 

•  Regulatory authorities that lack power and/or independence

•  Lack of transparency 

•  Insufficient unbundling between supply and network activities  

The Commission considered, despite these obstacles, that the present legal frame-

work within the EU provides a good basis for developing an internal market. How-

ever the Commission urged the member states to implement the electricity market 

directive as soon as possible and to strive to follow not only the text itself, but also 

the spirit of the directive. 

Adaptation of the Swedish Electricity Act to EU directives 
To harmonize the Swedish regulatory framework with the new electricity market 

directive, Parliament passed amendments to the Electricity Act in the spring of 

2005.5 The amendments came into force on 1 July 2005 and included requirements for 

a functional separation of electricity network companies and electricity suppliers and 

requirements that suppliers should state on invoices and in their marketing the contribu-

tion of each energy source to the overall fuel mix of the supplier. 

At the same time an amendment to the law lowered the threshold for hourly meter 

reading of electricity consumption, enabling more customers to be offered differenti-

ated electricity prices and network tariffs. This creates the conditions for a pricing 

which gives the incentive for more efficient electricity usage. 

In addition provisions were introduced on separate accounting for district heat-

ing activities. The objective is to make it more difficult to cross-subsidize between 

district heating and electricity network operations. 

New market-based policy instruments 
In Sweden economic policy instruments have long been used in the energy field. 
Taxes and investment grants have traditionally been the main instruments applied. 
With the introduction of the electricity certificate system (2003) and emissions 
trading scheme (2005), Sweden has begun to switch over to market-based policy 
instruments.  

ElEctricity · ��
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Taxes and charges
Combustion-based electricity production is subjekt to a sulphur tax and a nitrous 

oxide charge. The nitrous oxide charge is repaid to the producer in proportion to 

the total energy production utilized, thus giving electricity producers an incentive 

to minimize their nitrous oxide emissions. Electricity production is not subject to 

energy tax or carbon dioxide tax.

Electricity production in nuclear power plants is subject to a load tax, which in 

2005 on average corresponded to 2.7 öre per kWh. From 1 January 2006 the load 

tax is raised by 85 per cent. To finance future costs of used nuclear fuel individual 

charges equivalent to one öre per kWh are imposed on each nuclear power plant.6 In 

addition nuclear power producers pay a charge of 0.15 öre per kWh under what is 

known as the Studsvik Act.7 

Green tax reform
A green tax reform was introduced in Sweden in 1990. The reform involved raising 

taxes on negative environmental emissions and on energy resource utilization, and 

using the income to lower other taxes, usually on labour. In 2005, the reform involved 

increases in the carbon dioxide tax and the energy tax, and reduction of income tax 

and payroll tax.

The tax on electricity consumption varies depending on who uses the electricity 

and where in the country it is used. Table 1 shows the development of the tax level on 

electricity consumption in Sweden since 1996. In 2005 the energy tax on consum-

ers totalled 25.4 öre per kWh in southern Sweden and 19.4 öre per kWh in northern 

Sweden. This is an increase of 140 and 310 per cent respectively since the electricity 

market reform in 1996. The value added tax amounts to 25 per cent and is imposed 

on the total electricity price including energy tax. 

�996 200� 2002 200� 2004 2005

Northern Sweden  

Electricity, natural gas, heating  
and water supply 4,7 13,3 14,5 16,9 18,1 19,4

industrial activity 0,0 0,0 0,0 0,0 0,0 0,5

Other users 4,7 13,3 14,5 16,9 18,1 19,4

Rest of Sweden  

Electricity, natural gas, heating and 
water supply 8,2 16,8 18,0 20,3 21,5 22,8

industrial activity 0,0 0,0 0,0 0,0 0,0 0,5

Other users 10,5 19,2 20,5 22,9 24,1 25,4

SOURCE: SwEDISH TAx AUTHORITY 

Table �:  
Tax on electricity consumption, 

öre per kWh  

Note: The figures in the table are expressed  
in 2005 prices (January).

�8 ·  ElEctricity
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More efficient use of energy can bring tax relief to industry
As a consequence of the EU’s energy tax directive, the zero tax applied to electric-

ity used in industrial manufacturing processes had to be abolished on 1 July 2004. 

In 2005 the tax amounted to 0.5 öre per kWh, see Table 1. To promote efficient 

electricity usage in energy-intensive industries the Energy Efficiency Improvement 

Act (PFE) was introduced on 1 January 2005.8 The Act enables energy-intensive 

companies to take part in five-year programmes for energy efficiency improvement in 

return for exemption from energy tax on electricity. At the end of 2005 approximately 

130 companies were taking part in the programme. It is estimated that in total these 

companies will save almost SEK 150 million from the tax relief.  

The Emissions trading scheme was introduced during the year
A system for tradable emission permits was introduced in the EU on 1 January 2005. 

Initially the system only covers carbon dioxide, but the intention is to, in due course, 

include other greenhouse gases. The first trading period runs from 2005-2007 and 

constitutes a trial period prior to the start of the global emissions trading in 2008. The 

objective of the trading scheme is to enable the Union and the member states to meet 

their undertakings on reduction of emissions under the Kyoto Protocol. 

Initially the emissions trading scheme covers a limited number of industries, in 

particular energy production plants and certain energy-intensive sectors. Later the 

system will be expanded to include additional sectors. The energy plants covered are 

combustion plants with an installed output of more than twenty MW and plants con-

nected to the district heating network with a total output of more than twenty MW. 

the purpose of the emissions trading scheme is to reduce emissions of 
greenhouse gases in a cost-efficient manner. a cap is set for the total 
amount of emissions permitted during a trading period. Each plant cov-
ered by the system then receives a number of emissions permits that can 
be bought and sold. companies with high costs for reducing their emis-
sions may purchase permits from companies with lower costs. companies 
that emit less carbon dioxide than the quantity of permits at their disposal 
may save the permits for the remainder of the trading period or sell the 
surplus to other companies. this creates a market for trading in emis-
sions permits. since the scheme of tradable permits does not cover all the 
plants that emit carbon dioxide, the cost-efficiency is limited. 

t h E  E m i s s i O n s  t r a d i n g  s c h E m E ElEctricity · �9
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Under EU´s provisions at least 95 per cent of the emission permits are to be allocated 

free of charge during the first period of trading. In Sweden, all permits have been 

allocated free by the state. 

The market which has been established for tradable emission permits was rela-

tively undeveloped in 2005, having few players and few transactions. Only a small 

part of the permits were traded on exchanges, with the remainder traded bilaterally. 

One explanation of the limited exchange based trading during the year is the fact that 

more than half of the EU’s member states were late to issue their permits.

Subsidies replaced by electricity certificates
Both Sweden and the EU are working to promote the development of electricity pro-

duction based on renewable energy sources. Since the 1990s Sweden has had several 

systems to support the production of electricity from renewable energy. Investment 

grants have for exemple been given for electricity production from biomass, wind 

power and hydro power as well as operational support to wind power farms. The 

investment and operational support are now being phased out and replaced with 

market-based systems. 

The environmental bonus for wind power is still in place but will be gradually 

reduced. In 2005 the environmental bonus represented an operating subsidy of 9 öre 

per kWh of electricity produced in land-based wind power plants and 16 öre per kWh 

of electricity produced in offshore wind power installations.

In May 2003, Sweden introduced an electricity certificate system. The purpose 

of the system is to increase the proportion of electricity from renewable sources of 

energy by ten TWh by 2010. Electricity produced from wind, solar energy, geother-

mal energy, wave energy, peat, certain biofuels and some hydro power is entitled to 

electricity certificates.

In the electricity certificate system electricity producers who base their produc-

tion on renewable energy sources are granted electricity certificates by the state in 

proportion to how much electricity they have produced. Each MWh of electricity 

produced gives a certificate which the producer can sell alongside the electricity that 

is produced. This means that the profitability of electricity produced from renewable 

energy sources increases.

Electricity users are obliged to hold a certain quantity of electricity certificates 

in relation to their electricity consumption. This is known as a quota obligation. 

The quota obligation creates the preconditions for trading in electricity certificates. 

In 2005 the quota obligation amounted to 10.4 per cent. The quota obligation rises 

gradually until 2010, when it will be 16.9 per cent. The electricity-intensive industry 

is exempted from the quota obligation. 

Those who do not satisfy their quota obligation have to pay a penalty to the state, 
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a quota obligation charge. The quota obligation charge amounts to 150 per cent of the 

average electricity certificate price during the preceding year. During 2005, the price 

of electricity certificates was on average SEK 216. 

Electricity suppliers are obliged to manage the quota on behalf of their custom-

ers unless the customer voluntarily apply to handle their own quota obligation. The 

electricity suppliers are entitled to claim payment for the cost involved in managing 

the quota obligation for the electricity customer. 

In addition to the environmental bonus and the electricity certificate system, 

renewable electricity production is indirectly favoured by the emissions trading 

scheme, this since the trading system leads to higher electricity prices without affect-

ing the costs of electricity production from renewable energy sources. 

Swedish-Norwegian electricity certificate market
In July 2005 the Ministry of Sustainable Development proposed amendments to the 

electricity certificate system to the Government.9 The amendments are intended to 

extend the time perspective, increase the level of ambition and improve the efficiency 

of the system. The amendments are considered likely to lead to new investments 

and reduced costs for electricity customers. In addition the Ministry proposes legal 

amendments to permit international trading in electricity certificates. Currently, Swe-

den and Norway plan to establish a common market for electricity certificates starting 

1 January 2007. The Swedish Energy Agency considers that a Swedish-Norwegian 

market will enable production targets to be attained with a higher cost-efficiency.10 

Production and consumption of  
electricity in 2005
Unlike other products, electricity cannot be stored, which means that production and 
consumption have to take place at the same moment in time. The following is a brief 
description of Sweden’s electricity consumption and production during the past year. 

Normal electricity consumption during the year
Total electricity consumption in Sweden in 2005 amounted to about 148 TWh, which 

is roughly the same as in the previous year. The housing and service sector accounted 

for approximately half of the consumption, while industry accounted for about forty 

per cent. Electricity consumption in Sweden varies considerably with the outdoor 

temperature since heating of houses and commercial premises accounts for a signifi-

cant part of electricity consumption.

During the 1970s and 1980s electricity consumption in Sweden rose by more than 
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four per cent per year. During the period 1990-2005 the annual rate of increase was 

about half a per cent.

In 2005, roughly 390 TWh in total was consumed in the Nordic countries, with 

Sweden accounting for approximately forty per cent, Norway for thirty per cent, 

Finland for twenty and Denmark for ten per cent. In Norway and Finland industry 

accounts for a large share of total electricity consumption, forty and fifty per cent 

respectively. This since Norway and Finland, like Sweden, have a high proportion of 

energy-intensive industries. In Denmark, which has a different industrial structure, 

industry accounts for less than thirty per cent of electricity consumption. Instead a 

large proportion is consumed in agriculture and in the housing and service sector. All 

the Nordic countries except Denmark have a high average electricity consumption 

per capita compared to other countries in the world.

Hydro power and nuclear power dominates 
In 2005, total electricity production in Sweden amounted to about 155 TWh, an 

increase of more than four per cent compared to 2004. Electricity production is 

primarily based on nuclear power and hydro power. During a normal year these power 

sources account for more than ninety per cent of the country’s total electricity produc-

tion. The remaining ten per cent comes from production based on fossil fuel, biofuel 

and wind power. 

Figure 5 shows the annual electricity production in Sweden, broken down by 

type of production. Hydro power production rose sharply in 2005 compared with 
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Figure 5: 
Electricity production  

in Sweden

Note: The figures for 1990-2004 are obtained 
from Statistics Sweden. The figures for 2005 are 

provisional and obtained from Swedenergy. 

SOURCE: STATISTICS SwEDEN AND SwEDENERGY
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2004 whereas both nuclear power and combined heat and power production (CHP) 

declined during the same period. The high level of hydro power production during 

the year was due to the unusually high inflow levels into the Swedish water storage 

reservoirs. The reduced nuclear power production is mainly explained by the closure 

of  the nuclear power plant Barsebäck 2 at the beginning of the year, while the drop 

in thermal power production is partly explained by the introduction of the emissions 

trading scheme.

Electricity production varies with the electricity consumption, which means that 

production is higher in winter than in summer. In spring and summer the storage 

reservoirs fill up. The stored water is then used during the winter. Maintenance work 

on nuclear power plants is usually done in summer when the demand for electricity is 

at its lowest.

Reduced margins in the electricity system
The installed capacity for electricity production has declined since the electricity 

market reform. The capacity margin dropped by almost twenty per cent between 1996 

and 2000.11 The greater part of the reduction was in conventional thermal power. This 

factor, combined with increased power consumption, means that the margin in the 

Swedish electricity production system has declined. This means that there is a greater 

risk of customers in Sweden being cut off if a major power station were to fail during 

a severe winter cold. Figure 6 shows the development of peak power consumption in 

relation to total installed capacity for domestic electricity production.

Since the winter of 2000/2001 the capacity margin in the Swedish electricity sys-

Figure 6: 
Installed electricity  
production capacity and  
peak consumption in  
Sweden 
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tem has increased. Much of the increase is due to purchase of standby power capacity 

(peak load reserve) by Svenska kraftnät. The peak load reserve is created by signing 

contracts between Svenska kraftnät and electricity producers or consumers whereby 

additional productive capacity or the possibility of a reduction in consumption will 

be made available. The Peak Load Reserve Act applies up to and including February 

2008, when Svenska kraftnät ceases to be responsible for the power balance and a 

market solution is intended to come into play.12 

Phase out of nuclear power
No other country in the world produces as much nuclear-power-based electricity per 

capita as Sweden. In a normal year, nuclear power accounts for almost half of total 

Swedish electricity production. 

In 1980, Parliament decided after a referendum that nuclear power would be 

phased out by 2010. In this decision it was stated that nuclear power would be phased 

out in relation to future electricity needs while maintaining employment and social 

welfare. The energy agreement reached between the Centre Party, the Social Demo-

crats and the Left Party in 1997 provided that Barsebäck 1 and 2 would be closed no 

later than 2001. 

In 1997, Parliament passed the Nuclear Power Phase Out Act.13 The Act cancelled 

2010 as the year of termination. Instead the Government is given the right to decide 

that operation of a nuclear reactor is to cease. Barsebäck 1 was closed in 1999 under 

the Act. At the same time, Parliament laid down conditions for the closing of the sec-

ond reactor. Barsebäck 2 was closed under the Nuclear Power Phase Out Act on 31 

May 2005. Barsebäck 2 produced between three and four TWh of electricity per year. 

While the phase out of nuclear power continues, the power companies are increas-

ing production capacity in the remaining reactors. In October 2005 the Government 

granted permission for increases in output from Ringhals power plant, equivalent to 

two hundred MW. 

Transmission of electricity 
Transmission of electricity from power stations to consumers is via the national grid. 

For the electricity market to function efficiently it is important for the grid to be able 

to transmit the quantity of electricity required by the market. The grid in Sweden 

has three levels, the national grid, the regional networks and the local networks. The 

national grid carries electricity long distances at high voltages. The regional networks 

carries electricity from the national grid to the local networks and in some cases 

directly to major consumers. The local networks link up with the regional networks 

and distributes electricity to households and to most industrial consumers. 
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Security of supply is an important question
Operational reliability in the transmission and distribution of electricity and the 

consequences of power cuts have received considerable attention in Sweden in recent 

years. One way of forming a general idea of the reliability of mains supplies is by 

looking at the trend in power cuts. Table 2 shows this trend in terms of the number 

of power cuts per customer and the average length of power cuts during the period 

2000-2004. The Energy Markets Inspectorate defines a power cut as a total or partial 

failure of voltage lasting more than three minutes in a subscriber’s electrical system.14 

Underground cables are less sensitive to bad weather than overhead lines. However there 

are risks with underground cables, such as breakage during excavations or building work. 

Table 3 shows that the proportion of underground cables in both the local and the regional 

networks has increased since 2001. The greatest increase has been in the local networks. 

This ought to lead to greater reliability of electricity transmission and distribution. 

The construction of underground cables entails a high initial cost for the network 

companies. Underground cables may therefore not always be justified from an 

2000 200� 2002 200� 2004

Number of power cuts per customer

Power cuts with prior notice 0,26 0,24 0,26 0,21 0,22

Power cuts without prior notice 0,93 1,13 0,92 0,93 0,75

Average duration of power cuts, minutes

Power cuts with prior notice 37 34 37 25 30

Power cuts without prior notice 81 143 86 98 51

SOURCE: ENERGY MARKETS INSPECTORATE

Table 2: 
Power cuts in the  
local networks

Note: The figures in the table 
are average figures for all local 
networks companies. 

2002 200� 2004

Regional networks

Overhead line, km 30 026 30 638 30 513

underground cable, km 473 691 768

Proportion of underground cable in relation to 

total length of line
1,6 % 2,2 % 2,5 %

Local networks

Overhead line, km 214 781 211 759 204 870

underground cable, km 253 063 264 057 263 898

Proportion of underground cable in relation to 

total length of line
54,1 % 55,5 % 56,3 %

SOURCE: ENERGY MARKETS INSPECTORATE

Note: The length of overhead lines and 
underground cables refer to both high-
voltage and low-voltage cable. 

Table �: 
Proportion of underground 
electricity cables in Sweden  
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economic perspective. In the longer term, however, underground cables may lead to 

lower maintenance costs.   

The security of supply is also affected by the type of cable used in the overhead 

transmission network: insulated, which is more robust, or uninsulated. In 2004 approx-

imately forty per cent of the overhead lines in the local networks were insulated.

Storm Gudrun caused considerable damage to the network
On 8-9 January 2005 the storm “Gudrun” raged over Southern Sweden. More than 

20 000 km of power lines were damaged by the storm and more than 600 000 cus-

tomers experienced power cuts. Rural customers were those who suffered the most 

power cuts. Roughly half of those affected got their power back within 24 hours, but 

for some it was more than 20 days before the electricity supply was restored. 

The effect of the storm on the regional networks was relatively slight, despite the 

fact that it consists largely of uninsulated lines. However the effects on the local net-

market splitting is used to deal with transmission constraints that arise in the 
planning phase. On the nordic electricity market this is done through nord 
Pool. if the quantity of power the market wishes to transmit at the current 
system price exceeds the capacity, the market is divided into two or more 
price areas. the consequence is a higher price in the deficit area and a lower 
price in the surplus area. the increase in supply in the deficit area causes the 
price to fall and the opposite occurs in the low price area. in the long term the 
price gives signals as to the need for investment, and for locating production 
to high-price areas and consumption to low-price areas.

counter trading is used to deal with transmission constraints that arise in 
the operating phase. if the flow of electricity somewhere in the network ex-
ceeds the permitted limit, the system operator orders upwards regulation of 
production in the deficit area and/or downwards regulation of production in 
the surplus area. the costs for counter trade is borne by the system operator 
and give signals that the network needs to be strengthened. 

a third method of dealing with congestion in the electricity networks is by 
limitation of imports and/or exports. the method implies that the system op-
erator deals with an internal transmission constraint by limiting the available 
transmission capacity between the price area and other price areas. 

c O n g E s t i O n  m a n a g m E n t  i n  t h E 
n O r d i c  E l E c t r i c i t y  m a r k E t
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works were extensive. The storm showed that even insulated overhead wires can be 

damaged by bad weather. In some areas the number of trees blown down was so great 

that they either damaged the insulation, broke the post or broke the line.

Constraints on the electricity network 
The need to transmit electricity within the Nordic countries changes with variations 

in production and consumption. The electricity supply network is not dimensioned to 

cope with all variations. Congestion may therefore arise. 

Various methods are used on the Nordic electricity market to deal with transmis-

sion constraints. Constraints that arise during the planning phase are dealt with by 

market splitting. This happens both in Norway, and between the Nordic countries. To 

deal with anticipated constraints on transmission within the Nordic countries limits 

are imposed on import and export capacity. Should transmission constraints arise 

during the operating phase they are dealt with by counter trading.

The Swedish Energy Agency has in a report to the Government set out the ef-

Each country has a system operator who is responsible for maintaining 
the balance in the electricity network. in sweden the state utility svenska 
kraftnät is the authority with responsibility for the system. By continu-
ous measurement of frequency svenska kraftnät can decide whether the 
network is in balance or not. if consumption is greater than production, the 
frequency drops and if consumption is less than production the frequency 
rises. By increasing or reducing production the frequency is kept to the 
permitted level of 50 hz (±0.1 hz). 

imbalances are dealt with by means of balance regulation. Balance 
regulation consists of primary regulation and secondary regulation. Primary 
regulation involves automatic fine-tuning of the physical balance in the 
electricity system by automatically increasing or reducing production. 
secondary regulation is a manual upwards or downwards adjustment by 
those responsible for balance who have signed agreements with svenska 
kraftnät on participation in balance regulation.

in the balance settlement the costs of the imbalance are regulated with 
the companies responsible for the balance. companies with imbalances 
have to pay for the power that svenska kraftnät has bought or sold in 
order to attain balance. 

s V E n s k a  k r a f t n Ä t  m a i n ta i n s 
t h E  B a l a n c E  i n  t h E  n E t w O r k
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fects of current methods of dealing with transmission constraints in Sweden and the 

Nordic countries.15 

One way of reducing the risk of congestion in the electricity networks is to 

further expand the network capacity. The further development of transmission and 

distribution capacity entails high costs and therefore cannot always be justifi ed from 

a socio-economic perspective. Nordel, the joint organization for the Nordic System 

operators, has identifi ed fi ve sections in the Nordic area where the electricity network 

needs to be strengthened. According to Nordel the following sections ought to be 

expanded:

•  Between Central and Southern Sweden

•  The Stora Bält link in Denmark

•  Fennoskan between Finland and Sweden

•  Nea-Järp Strömmen between Norway and Sweden

•  The Skagerrak link between Denmark and Norway

The investments are intended to prevent congestion and strengthen the Nordic secu-

rity of supply. 

 

Development of the wholesale power 
market
The wholesale electricity market of today is Nordic. Below the development of the 

Nordic wholesale power market in 2005 is described and analysed. 

High level of concentration on the wholesale market 
A few companies dominate the production of electricity in Sweden. In 2005 the three 

largest companies, Vattenfall, Fortum and E.ON Sverige, accounted for 88 per cent of 

the country’s electricity production. Vattenfall alone was responsible for 46 per cent 

of the Swedish electricity production. In a Swedish perspective the wholesale power 

market is therefore highly concentrated. The largest electricity producers in Sweden 

in 2005 are summarized in Figure 7. 

The Swedish wholesale power market is a part of the joint Nordic market, which 

is made up of the Nordic countries except Iceland. The market share for the three 

largest electricity producers in the Nordic countries was 41 per cent. Figure 8 shows 

the largest electricity producers in the Nordic countries in 2005. 

Vattenfall AB, who is the largest electricity producer in the Nordic countries, is 

owned by the Swedish state. Vattenfall operates mainly in Sweden and Germany, but 

also in Norway, Finland, Denmark, Poland, South America and South-East Asia. In 

2005 Vattenfall produced 72 TWh in the Nordic countries. A majority of Vattenfall’s 
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 Figure �: 
Sweden’s largest 

electricity producers in 2005

Övriga 14%

Fortum 16%

E:ON Sverige 23%

Vattenfall 47%

Övriga 14%

Fortum 16%

E:ON Sverige 23%

Vattenfall 47%

Övriga 14%

Fortum 16%

E:ON Sverige 23%

Vattenfall 47%

Övriga 14%

Fortum 16%

E:ON Sverige 23%

Vattenfall 47%Övriga 14%

Fortum 16%

E:ON Sverige 23%

Vattenfall 47%

Vattenfall 46%

E.On sverige 23%

fortum 19%

Others 12%

SOURCE: DATA FROM EACH 

COMPANY AND SwEDENERGY

15  Hantering av begränsningar i det sven-
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iskt perspektiv [Congestion Manegement 

in the Swedish Electricity Transmission 
System – a Nordic Perspective], Swedish 

Energy Agency, 2004.  



production comes from nuclear power and hydro power. Unlike Vattenfall´s Nordic 

production, three-quarters of the company’s production in Germany comes from 

fossil fuels. In May 2005 Vattenfall signed an agreement with the Danish company 

Dong to take over a quarter of the production capacity of the Danish electricity pro-

ducer E2/Elsam in exchange for Vattenfall’s shares in the company. The agreement 

was approved by the EU Commission in December. In addition Vattenfall acquired 

the wind power farm Örestad Vindkraftpark during the year. This strengthened 

Vattenfall’s position as the leading electricity producer in the Nordic countries in 

2005. 

Fortum Oyj is majority owned by the Finnish state. In 2005 Fortum’s total elec-

tricity production in the Nordic countries amounted to more than 51 TWh. During 

the year Fortum exercised an option for the purchase of E.ON Finland that gave the 

company just over 65 per cent of the share capital. In addition Fortum increased its 

share of the ownership of the Russian power company OAO Lenenergo, acquired 85 

per cent of the shares in the Polish district heating company PESC Czestochowa and 

increased its share in the Finnish Gasum Oyj. 

E.ON Sverige AB, formerly Sydkraft AB, is majority owned by German E.ON 

and the Norwegian state-owned Statkraft. In 2005 E.ON Sverige produced 36 TWh 

electricity in the Nordic countries. During the autumn of 2005, the company sold hy-

dro power plants that normally produce 1.6 TWh per year to the Norwegian Statkraft. 

Transmission constraints lead to market splitting
For parts of the year there is a single price on the Nordic electricity exchange. During 

this period the high concentration of companies in the Swedish wholesale power 

market does not have any alarming effect on competition. This is since from a Nordic 

perspective the companies lack the market power needed to affect competition. 

However the Nordic electricity network has transmission constraints. As men-

tioned earlier, transmission constraints in Norway and between the Nordic countries 

are dealt with by market splitting. Constraints on electricity transmission thus lead to 

there being sub-markets in the Nordic electricity market during periods when trans-

mission capacity is insuffi cient.  

Nord Pool’s normal price areas are Sweden, Finland, Jutland/Fünen, Zealand, 

Oslo and Tromsø. During periods of extensive transmission constraints Norway may 

be sub-divided into additional price areas. Sweden was the area that showed the least 

tendency to form a separate price area in 2005. This is largely due to the number of 

interconnectors to other countries. Sweden often forms a common price area with 

eastern Denmark and/or Finland, but also combines with other price areas. In 2005 

there was a common Nordic price for more than thirty per cent of the time.
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Figure 8: 
The largest Nordic electricity 
producers in 2005
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In October 2005, Nord Pool introduced a new price area, Kontek. The purpose of 

Kontek is to even out electricity prices between the Nordic and the North German 

electricity market. Kontek gives the customers on the spot market the opportunity to 

buy and sell electricity in the part of Germany for which Vattenfall Europe Transmis-

sion is the system operator. 

Increased trade through Nord Pool 
Electricity is bought and sold on the Nordic electricity market in competition under 

bilateral agreements or through Nord Pool. In 2005 just over forty per cent of physi-

cal electricity trading in the Nordic countries took place through Nord Pool. 

In 2005, 176 TWh of electricity was traded on Nord Pool’s physical market, 

which is an increase of just over five per cent from the previous year. The higher the 

proportion of exchange based trading, the higher the transparency of the electricity 

market. Trading in the financial market rose by 33 per cent compared with 2004 and 

totalled 786 TWh. 

The market participants at Nord Pool are electricity producers, electricity sup-

pliers, portfolio managers, industrial companies and other end users. In 2005, Nord 

Pool on average had 350 registered players. The participants on the exchange are 

mostly registered in the Nordic countries, but in recent years the number of non-Nor-

dic players has risen and accounted for approximately ten per cent in 2005. Since the 

spring of 2004 it has been possible to trade electricity certificates and since February 

2005 it has been possible to trade emissions permits on Nord Pool. 

the electricity price at nord Pool is published daily and forms a reference 
for bilateral trading. the price is established both for the day ahead and for 
longer periods. 

the advantage of a nordic electricity exchange is that nordic power 
plants can be used in a cost-efficient manner. at low demand levels the 
plants that have the lowest cost are used, namely hydro power plants, 
wind power plants and nuclear power plants. as demand rises, power 
plants based on fossil fuels, which are more expensive, are used. another 
advantage of exchange trading is that transaction costs tend to be lower 
than in bilateral trading. an efficient price formation with low transaction 
costs facilitates electricity trading and contributes to increased competi-
tion between electricity producers and electricity suppliers from different 
countries.

n O r d  P O O l
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Nord Pool´s spotprice rose during 2005 
The spot price on the Nordic electricity exchange was on a slightly higher level dur-

ing 2005 than in the preceding year, see figure 9. The average system price during the 

year was 27.3 öre per kWh, compared with 26.5 öre per kWh in 2004. 

The rising spot price on Nord Pool may in part be explained by the introduction 

of the emissions trading scheme. The emissions trading scheme increases the costs 

for fossil-fuel based electricity production in Europe, thus leading to a higher spot 

price. The high world prices for oil, coal and natural gas have in recent years also 

forced the spot prices up for electricity. 

 

Sharp rise in electricity exports during the year 
In 2005, net exports of electricity from Sweden totalled just over seven TWh, which 

may be compared with a net export of two TWh in 2004. The high level of net ex-

ports was to a great extent due to the high level of hydro power production. The high 

level of exports contributed to a reduced use of fossil fuel in our neighbouring coun-

tries. Most of Sweden’s electricity exports in 2005 went to Finland and Denmark. 

Figure 11 shows the power flows to and from Sweden in recent years.

Normally the Nordic countries are net importers of electricity. In 2005, however, 

the Nordic countries were self-sufficient in power. This was mainly since both Sweden 

and Norway had a high hydro power production during the year. The Nordic countries 

exported roughly one TWh net of electricity during the year.
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Development of Nord Pool 
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the spot price on the nordic electricity exchange varies considerably both 
during the year and between years. in the short term the price is influenced 
by the amount of precipitation.

the spot price for electricity is set for each hour. Producers and con-
sumers make buy and sell offers every day, after which the price is set 
in equilibrium between the supply and demand. the supply curve for the 
nordic production system can be illustrated with a merit-order showing the 
variable costs for the different types of production. wind power and hydro 
power have the lowest variable production cost and are therefore the 
sources that are used first. next comes nuclear power, chP and oil and 
coal-fired condensing. gas turbines have the highest variable costs. 
the nordic electricity supply system is highly dependent on the hydro 
power systems in norway and sweden. Even if the quantity of precipita-
tion is relatively stable in the long term, there are great variations during 
the course of a year and between years. the amount of hydro power avail-
able determines the extent of the need to use other production systems.  
the figure shows that the supply of hydro power is of great importance for 
the price level on the electricity exchange.
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Electricity trading between the Nordic countries is governed primarily by the level of 

the Nordic water reservoirs. During the winter, when inflow is low and the demand 

for electricity is high, the need for imports to Sweden and Norway rises. Sweden and 

Norway therefore import electricity from for exemple Denmark and Finland which 

has a larger proportion of condensation production. In the spring and summer, when 

the levels in the reservoirs usually are high and electricity consumption is low, Swe-

den and Norway are normally net exporters of electricity. 

Development of the retail market
Unlike the wholesale electricity market, the retail market is largely national. This 

since customers who buy electricity from abroad must be responsible for balance 

in their own country, which can be both expensive and technically complicated. 

Normally, therefore, Swedish end users buy electricity from suppliers who are estab-

lished in Sweden and have balance agreements with Svenska kraftnät.   

Fewer electricity suppliers since the market reform
The number of electricity suppliers in Sweden has decreased since the electricity 

market reform. In 1996, there were more than 220 suppliers in Sweden. By 2005, the 

number had fallen to around 130. Approximately eighty of these sell electricity to 

0 

5000 

10000 

15000 

20000 

25000 

Polen

Germany

Norway

Finland

Denmark

-25000 

-20000 

-15000 

-10000 

-5000 

0 

PolandGermanyNorwayFinland Denmark

1996 2000 2001 2002 2003 2004 2005 

1996 2000 2001 2002 2003 2004 2005 

Figure ��: 
Power flows to and 
from Sweden, GWh

ElEctricity · ��

Fr
om

 S
w

ed
en

   
   

  T
o 

S
w

ed
en

SOURCE: SwEDENERGY



households. The reduced number of electricity suppliers is due mainly to take-overs 

and mergers.  

In 1996, the three largest electricity suppliers had a market share of just over 

thirty per cent. In 2005, the three largest – Vattenfall El, E.ON Supply and Fortum 

Markets – had a market share of approximately fifty per cent. It may also be noted 

that foreign ownership of suppliers in Sweden has risen from ten per cent in 1996 to 

forty per cent in 2005. 

Network companies run as a monopoly 
In order to buy electricity, the customer has to have an agreement with the local 

network company. For this the customer pays what is known as a network tariff. As 

network activities, i.e. operation and maintenance of the network and distribution of 

electricity, are operated as a monopoly the customer has no possibility of choosing 

between network companies.  

There are more than 170 network companies in Sweden. More than five million 

customers are connected to the network. The biggest network companies – Vattenfall 

Eldistribution, Fortum Distribution and E.ON Elnät Sverige – each have more than 

800 000 customers. The smallest network companies have fewer than 1 000 customers. 

Electricity price trend 
The total price of electricity to the end user consists of:

•  retail electricity price

•  price of electricity certificate

•  network tariff

•  taxes (energy tax and VAT) 
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 Figure �2: 
Development of the  

electricity prices for a  
typical household customer

Note: The price of electric power applies to 
open-ended contracts. 

Note: The values in the tables are expressed 
in 2005 prices (January). For the indexation 

of the retail electricity price a consumer price 
index excluding energy products was used.
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Of the total electricity price to a customer with an electrically heated house on 1 

January 2005 the retail electricity price accounted for 36 per cent, the electricity 

certificate price for 3 per cent, the network tariff for 19 per cent and taxes for 42 per 

cent. By choosing electricity supplier the customer can influence the retail electricity 

price and the electricity certificate. 

Figure 12 shows the trend in the total price to a customer with a house with elec-

tric heating in Sweden broken down by retail electricity price, network tariff, price of 

the electricity certificate, and taxes including VAT. As the figure shows the proportion 

of the total cost to the customer attributable to the retail electricity price has been 

relatively stable since 1997. During the same period the tax share has increased from 

35 to 41 per cent. It should be noted that the proportion represented by the network 

tariff has fallen since 1997. The electricity certificate system was introduced in the 

spring of 2003.

Development of retail electricity prices 
Since the electricity market reform in 1996, customers have been able to sign differ-

ent types of supply contracts for purchase of electricity. Customers who have neither 

changed their supplier nor renegotiated their contract usually have an open-ended 

contract. The most common types of contracts are open-ended contracts, fixed price 

contracts and flexible price contracts. 

Table 4 shows the retail electricity prices for customers with open-ended contracts 

during the period 1996-2005. It should be noted that the retail electricity prices fell 

for all customer groups between 2004 and 2005. The lower price was in part due to 

increased inflow to the hydro reservoirs in the Nordic countries, which led to lower 

prices on the spot market.  

The retail electricity price for customers living in apartments was on average 13 

per cent lower than in the same period in 2004. The price to customers in single-family 

�996 2000 200� 2002 200� 2004 2005

apartment 29,7 27,2 28,2 36,3 52,1 55,7 48,2

house without  
electric heating 28,1 24,7 25,3 32,2 47,3 50,6 42,5

house with electric 
heating 26,0 23,0 23,5 30,2 44,9 47,9 39,7

agriculture and 
forestry 25,0 22,6 23,1 29,9 44,6 47,4 39,0

industry and  
commerce - 22,1 23,1 29,4 43,7 46,6 38,3

Table 4: 
Retail electricity prices to 
customers with open-ended 
contracts, öre per kWh  

Note: The prices apply as of 1 January and 
are expressed as 2005 prices (January). 
when converting for indexation purposes a 
consumer price index exclusive of energy 
products has been used.
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houses with and without electric heating fell by 17 and 16 per cent respectively. Two-

thirds of electricity suppliers lowered their prices for open-ended contracts between 

2004 and 2005. Larger customers in industry and agriculture also had lower prices in 

2005. Electricity-intensive companies often work with long-term bilateral contracts and 

are therefore not affected to the same extent by short-term variations in the spot market.  

On 1 July 2005, the Swedish Consumer Agency’s regulations on price information 

came into force. Among the provisions is a requirement that unit prices for electricity 

are to be introduced. The unit price has to be specified on the customer’s invoice as 

gross price per kWh including retail electricity price, certificate price and taxes.  

Price of electricity certificate 
As of 1 May 2003 end-users in Sweden pay an electricity certificate price to the 

electricity supplier based on their electricity consumption. The certificate price is 

not regulated and differs between electricity suppliers. Both in 2004 and 2005, the 

average electricity certificate price to domestic customers was 3.3 öre per kWh. In a 

report to the Government the Swedish Energy Agency has proposed that the price for 

electricity certificates should be included in the retail electricity price.16 This would 

make it easier for consumers to compare prices and contracts between suppliers.

Network tariffs relatively stable over time
Under the Electricity Act the network tariff must be reasonable in relation to the 

service supplied by the network company. The network tariffs are public and are 

supervised by the Energy Markets Inspectorate. 

The trend in network tariffs during the period 1997-2005 is set out in Table 5.  

 Table 5:
 Development of network  

tariffs, öre per kWh 

Note: All figures includes administrative  
charges and excludes [VAT].

Note: Prices are expressed as  
2005 prices (January).  

  

 

�99� 2005 Change (%)

apartment 45,1 47,0                   4

house without electric heating 39,3 40,6                   3

house with electric heating 23,2 22,7                  -2

agriculture or forestry 24,2 23,8                  -2

industry and commerce 16,8 17,1                   2

small-scale industry 18,2 16,9                  -7

medium-sized industry 10,2 10,3                    1

Electricity-intensive industry 5,9 6,3                   7

SOURCE: ENERGY MARKETS INSPECTORATE
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Between 1997 and 2005 the network tariff increased by four per cent for customers 

living in apartments and three per cent for customers living in houses without electric 

heating. For households with electric heating, the tariff fell by two per cent during the 

same period. The greatest change in the network tariff was for the electricity-inten-

sive industry, where there was a rise of seven per cent. 17

Most network companies apply a tariff with both a fixed component and a flexible 

component. The fixed component depends on the subscribed power load, i.e. the size 

of the fuse, while the flexible component varies with consumption. Since 1997 the 

composition of the network tariffs has tended to move from a high flexible charge to 

a larger share fixed charge component. 

High tax share
The tax share of the total electricity price paid by a typical household rose from 17 

per cent in 1980 to over 43 per cent in 2005, see Figure 13. During the period 2000-

2005, the tax share was roughly unchanged. This since the retail electricity price rose 

by roughly the same amount. 

More active customers 
Active customers are essential for a well-functioning electricity market. Changing 

supplier and renegotiating the contract are the ways in which the customer can be 

active on the market. Customers who make an active choice give electricity suppliers 

an incentive to compete with low prices, attractive contractual conditions and good 

service. In total 54 per cent of electricity customers in Sweden have been active at 

Figure ��: 
Development of electricity  
tax paid by a typical  
household�

Note: The tax expressed in  
2005 prices (January)

1 House with electric heating.
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some time since the electricity market reform, see Figure 14. Those who have neither 

changed supplier nor renegotiated the contract are for the most part occupants of 

apartments.

Since 2004 Statistics Sweden (SCB) has been carrying out a monthly survey on 

supplier switching. However, this survey does not cover contracts that have been 

renegotiated with the customer’s existing supplier. An average of 30 000 changes of 

supplier per month took place in 2005. Of these, households accounted for more than 

eighty per cent. 
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Figure �4: 
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Note: Active customers include both those who 
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w O r k  O f  t h E  E n E r g y  m a r k E t s  
i n s P E c t O r at E  d u r i n g  2 0 0 5 :  E l E c t r i c i t y 
The Energy Markets Inspectorate works for an efficient electricity market 

in Sweden. Our activities cover the areas of supervision, market monitor-

ing, information to end-users and international collaboration.   

Supervision of network companies 
The Energy Markets Inspectorate is the regulatory authority under the Electricity 

Act. This means that we make sure that the electricity network companies comply 

with the Electricity Act and with the regulations issued in the field. Efficient supervi-

sion of network operations is essential in order to ensure that the network companies’ 

tariffs are reasonable and that there is no discrimination of market participants. 

Supervision of network tariffs
The Energy Markets Inspectorate annually supervises the reasonableness of the 

network tariffs. The Inspectorate uses the Performance Assessment Model as its main 

tool for making this evaluation. The model is used to calculate what is known as a 

debiting rate that indicates the reasonableness of the network tariffs. 

the Performance assessment model is a model developed by the Energy 
markets inspectorate to give a transparent and efficient indication of the 
reasonableness of electricity network tariffs. Each year the network com-
panies are obligated to send in data concerning their business to the in-
spectorate. the data are input in the model, creating a reference network. 
the model then calculates a financial value of what the network company 
has done, known as the network performance. the performance includes 
operation and management of the electricity distribution and quality of 
distribution, e.g. in terms of the number of power cuts during the year and 
their length. the network performance is then compared with what the 
company has invoiced its customers and a debiting rate is created. if the 
debiting rate exceeds 1.0, the company has charged more than the service 
is worth. this indicates that the network tariff may have been too high. 

t h E  P E r f O r m a n c E  a s s E s s m E n t  m O d E l
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This year’s supervision concerned the network tariffs for 2004. Companies with a 

debiting rate of 1.2 or higher were selected for an extended evaluation. A debiting 

rate of 1.2 indicates an overcharging by twenty per cent. The extended evaluation 

covers fifty network companies and affects the network tariffs of approximately three 

million customers. During the year the Inspectorate ordered repayment in 18 cases 

arising from network tariffs for 2003. The decisions means that the network compa-

nies have to pay back approximately SEK 170 million to roughly 200 000 customers. 

All the decisions have been appealed against. 

Meter-reading and change of supplier 
As a part of the Energy Markets Inspectorate’s ongoing supervision, inspection of 

28 randomly selected companies began during the year with regard to annual meter 

reading and customer switching. In total, more than 2 250 000 network customers 

were affected by the inspection, which represents roughly forty per cent of all extrac-

tion points. The supervision resulted in the majority of the network companies being 

required to make improvements with regard to either meter reading, calculation or 

reporting. 

Network concessions
Exercising network operations requires permission under the Electricity Act, known as 

a network concession. A network concession is granted by the Energy Markets Inspec-

torate. In 2005 the Inspectorate granted 89 network concessions. Of these, 24 were for 

local networks, 55 for regional networks and 10 for the national grid. 

Certain types of high-voltage power lines are exempted from the requirement for a 

network concession in the Act. The Energy Markets Inspectorate is empowered to de-

cide in the individual case whether a high-voltage power line is covered by the exemp-

tion or not. About ten decisions were announced in 2005. In many cases advice and 

information were given by phone or e-mail on the interpretation of valid exemptions.

Supervision of Svenska kraftnät´s balance agreements
To maintain a balance in the electricity network Svenska kraftnät signs contracts with 

companies concerning balance responsibility. The matters regulated by the balance 

agreement include the financial liability to Svenska kraftnät of the party responsible 

for the balance in the event of imbalances. The Energy Markets Inspectorate exam-

ines the balance agreements to ensure that they are objective and non-discriminatory. 

It is very important for competition on the market that the balance agreements satisfy 

these criteria.

During the year the Inspectorate approved Svenska kraftnät’s standard balance 

contract as it contains nothing that is contrary to the requirement for objectivity and 

non-discrimination.  
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Review of connection charge
The Energy Markets Inspectorate ensures that the network companies’ connection 

charges are reasonable. The Inspectorate received an exceptionally large number of 

review cases in 2005. The majority related to the connection of telecommunication 

masts. During the year the Inspectorate decided to deal with a number of pilot cases, 

which were later appealed. The Inspectorate awaits court decisions establishing regu-

lar practice and thus ensuring more reliable decisions on cases of these types.

Regulations
The Electricity Act authorizes the Energy Markets Inspectorate to issue regulations 

on certain matters. The purpose of these regulations is to specify in greater detail the 

requirements contained in laws and ordinances. The amendments to the Electricity 

Act that came into effect on 1 July created a need for new and updated regulations. 

During the year the Energy Markets Inspectorate prepared the following regulations 

under the Electricity Act: 

•  Indication of the origin of the electricity 

•   Updating of regulations governing metering in connection with monthly  

reading

•  Updating of accounting regulations

•  Separate accounting for district heating

•   Monitoring plan

The regulations are expected to come into force during 2006. 

Injunctions
In order to exercise efficient supervision, the Inspectorate is empowered to issue 

injunctions to electricity network companies. An injunction is a decision requiring 

the company to take some particular action, e.g. by lowering its tariffs or submitting 

documents corroborating the company’s statements. If the company does not comply 

with the injunction we have the ability to impose a fine. 

The Inspectorate issued a total of 260 injunctions in 2005. The majority of the 

injunctions were issued due to power outages caused by the storm Gudrun. Other 

injunctions related to lowering of network tariffs, annual meter-readings, relocations, 

changes of electricity supplier, financial reporting and connection of new customers. 

The network companies appealed against 21 of the injunctions to the county adminis-

trative court. Fines were not imposed in any of the cases.

Application for compulsary administration
During the year the Energy Markets Inspectorate applied for an order for compulsory 

administration of one network company. The reason for the application was that the 

company had not complied with the provisions of the Electricity Act. The application 
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was granted by the county administrative court, which meant that the operations of 

the company under compulsory administration was taken over until further notice 

by another network company nominated by the Inspectorate. An appeal was made 

against the decision to the administrative court of appeal, which granted a review 

permit. This was the first time that the Act had been tested.18 

Complaints and enquiries
During 2005, 195 complaints and enquiries were dealt with by the Energy Markets 

Inspectorate. The breakdown of the most common questions and complaints is shown 

in Figure 15. Almost forty per cent of the complaints and queries the Inspectorate 

dealt with were about customers’ network tariffs. Most of these concerned increased 

network tariffs. Other common questions regarding the tariff concerned the debiting 

rate of the Performance Assessment Model, differences between network companies’ 

tariffs, repayment of network tariffs and flexible network tariffs. The average time for 

dealing with queries was just over six working days.

Market monitoring
The Energy Markets Inspectorate has overall responsibility for the functioning of the 

electricity market and an operative role as expert authority with regard to electricity 

 Figure �5: 
Number of complaints 

and enquiries regarding 
the electricity market
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trading matters. A selection of the work done by the Energy Markets Inspectorate in 

2005 on the monitoring of the electricity market is shown below.   

Our reports
In June 2005 the Energy Markets Inspectorate published its report Investeringar i 

elproduktion [Investments in electricity production]. The report considers the ques-

tion of whether the market signals give rise to necessary investment in new electricity 

production capacity in Sweden. The report states that there have been many changes 

to the regulatory framework and policy instruments in recent years, leading to a 

situation where market players feel that the political uncertainty with regard to new 

investments in electricity production has increased. A common Nordic electricity 

market and greater harmonization of the regulatory framework between countries 

ought to reduce this uncertainty and thus increase the willingness to invest in new 

electricity production capacity. 

The report Energimarknad 2005 [The Swedish Energy Market 2005] presents 

facts and statistics concerning the Swedish electricity, natural gas and district heating 

markets. The report also gives a general picture of the energy market questions dealt 

with during the second half of 2004 and the first half of 2005. The report further has 

a chapter dealing with the storm Gudrun and its implications for electricity transmis-

sion and distribution. 

General information on electricity network tariffs and their structure is presented 

in the report Utveckling av nätpriser [Development of Network Tariffs]. The report 

states that network tariffs have been relatively stable during the period 1997-2005. 

It is also observed that Sweden and Finland have the lowest network tariffs in the 

Nordic countries. 

The report Elnätsföretagens kostnadseffektivitet år 2004 [Cost-efficiency of net-

work companies] is addressed to the electricity network companies and draws their 

attention to the potential for improving efficiency. The Inspectorate considers that in 

the short term the network companies can cut their operating costs by an average of 

twenty per cent. 

Key figures describing the financial development of the network companies are 

presented in the report Elnätsbranschens ekonomiska nyckeltal 2000-2004 [Key 

Ratios in the Network Industry 2000-2004]. The companies are described from the 

point of view of rate of return, profit and capital structure. The report compares the 

electricity network industry and the real estate industry. 

In December the Inspectorate completed the report Effektefterfrågan hos hushåll 

och små företag [Peak Demand among Small Electricity Users]. The report is 

intended to identify practicable solutions to the problem of increasing the flexibility 

of demand among small electricity consumers. We show in the report that it is the 
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electric heating customers who provide the impetus in peak load situations, which 

means that it is particularly important for these customers to become more active in 

situations of power shortage. The Inspectorate considers that simply designed con-

tracts with voluntary adjustments that give distinct economic incentives are a good 

way of achieving load reductions among electric heating customers.    

Work necessitated by the storm Gudrun
Following the widespread power cuts caused by the storm Gudrun, the Govern-

ment commissioned the Energy Markets Inspectorate to propose measures for more 

reliable transmission of electricity. The Inspectorate reported to the Government on 

its work on 30 April, after which the Government presented a draft bill based on the 

Inspectorate’s proposals.19,20

On 8 December, Parliament approved new provisions amending the Electricity 

Act. These included a provision that as of 1 January 2006 electricity customers will 

receive compensation for power cuts after twelve hours. Moreover network compa-

nies must give their customers information on reliability of supply and prepare infor-

mation on which to base correction of inadequacies in the network. As of 1 January 

2011, unplanned power cuts must not exceed 24 hours. The new provisions are based 

largely on the Energy Markets Inspectorate proposals.  

Investigation of the competition on the electricity market
On 6 October the Government commissioned the Energy Markets Inspectorate to 

analyse the functioning of the Swedish and Norwegian electricity markets with the 

emphasis on competition and price formation. The task involves:

•   To analyse electricity price development since 1996 and to identify the underly-

ing factors which affect current pricing.   

•   To analyse competition on the spot market and the financial market and to  

assess the efficiency of price formation on both markets. 

•   To analyse how dividing Sweden into price areas would affect the competitive 

conditions in the Nordic countries and in Sweden. 

The assignment has been carried out in consultation with the Swedish Competition 

Authority and will be completed by 1 March 2006.

Information to consumers
Since the electricity market reform more than half of the electricity customers have 

changed electricity supplier or renegotiated their contract. The information work of the 

Energy Markets Inspectorate helps to improve customers’ understanding of the function-

ing of the electricity market and thus to increase customer mobility in the market. Active 
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customers are a prerequisite for a well functioning, competitive electricity market. 

During the year the Inspectorate produced a series of fact sheets dealing with the 

electricity market and the ways in which the customer can be active on the market. 

The fact sheets deal with supplier switching, network tariffs, connection to the elec-

tricity network, and the customer’s contractual relationship with network companies 

and electricity suppliers.

Work began during the autumn on designing the Energy Markets Inspectorate 

website. The aim is to create an information channel focused on customer-oriented 

communication. The website will be opened in the spring of 2006.

The Energy Markets Inspectorate has regular meetings with the industry’s 

consumer ombudsmen and customer representatives of organizations such as the 

Swedish House Owners Association, the Tenants’ National Association, the Swed-

ish Property Federation, the Co-operative Housing Organization of Swedish Trade 

Unions, the Federation of Swedish Farmers and the unions. The purpose of the meet-

ings is to exchange information and experience on the position of customers on the 

electricity market.

International collaboration
The Energy Markets Inspectorate actively collaborates with other European regulatory 

authorities through the joint organizations CEER, ERGEG and NordREG.21 

The main focus of work within the European collaboration during 2005 was on 

congestion management and designing guidelines for compensation for cross-bor-

der transit. Important questions regarding the end user market concerned customer 

switching, consumer protection and transparency of electricity prices. 

A main feature of the collaboration between the Nordic countries during the year 

was the aim of creating a common Nordic retail market for electricity. During the 

autumn NordREG presented a report describing the process of customer switching 

in the Nordic countries. The report recommends how the switching process could be 

harmonized to permit a joint retail market.  

During the year the EU Commission initiated a number of meetings in the 

regional minifora. The Energy Markets Inspectorate participated together with regu-

latory authorities and system operators from Denmark, Norway, Finland, Germany 

and Poland. The discussion focused on the simplification of cross-border trade. In 

addition the Inspectorate took part in the Florence forum. This is where the EU Com-

mission brings together regulatory authorities and representatives of market players 

from all EU countries. This year’s Florence forum was devoted largely to questions of 

cross-border electricity trade and congestion management.  
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t h E  i n s P E c t O r at E ’ s  a s s E s s m E n t  O f 

t h E  E l E c t r i c i t y  m a r k E t

An efficient electricity market – but there is cause for concern
Ten years have now passed since the Swedish electricity market was opened to 

competition. Sweden now forms part of a Nordic electricity market which is becom-

ing increasingly integrated with the rest of Europe. Basically the Nordic electricity 

markets work well but the concentration of ownership and the price trend during 

recent years is disquieting.

Over the last three years the price of electricity in the Nordic market has risen 

considerably. The cost of electricity to households is nearly twice what it was ten 

years ago. Studies show lack of confidence in both the electricity industry and 

the functioning of the electricity market. The electricity-intensive industry is also 

encountering higher prices for electricity, which may threaten the international 

competitiveness of core industries. At the same time Nordic power producers are 

reporting very high profits.

The dramatic price rises follows a European pattern and may be explained by the 

higher world market prices for coal, oil and natural gas. However there is reason to 

examine competitive conditions in the Swedish and Nordic electricity market. 

High concentration in the wholesale market 
The concentration among electricity producers in Sweden is high. Vattenfall, E.ON 

and Fortum together account for nearly ninety per cent of the country’s total electric-

ity production. For parts of the year the Swedish wholesale electricity market and 

those of Norway, Finland and Denmark together form a common Nordic electricity 

market. From a Nordic perspective the market shares of the three largest electricity 

producers totalled just over forty per cent in 2005, which is also high.

Transmission capacity constraints divide the Nordic market into smaller sub-mar-

kets. During these periods the high concentration of electricity producers at national 

level may constitute a direct threat to competition in the market for electricity. 

It is of importance for the Nordic competition and regulatory authorities to moni-

tor developments closely. At the request of the Government the Energy Markets In-

spectorate is presenting a detailed analysis in March 2006 of the Swedish and Nordic 

wholesale power market.

It is important for the Nordic market to eventually be expanded so as to include 

Germany and Poland. 

The national retail market should be enlarged
The retail markets in the Nordic countries are – unlike the wholesale power market 
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– largely national. It is in practice impossible for Swedish consumers to buy electric-

ity from suppliers outside Sweden. The Swedish retail market for electricity consists 

of around 130 electricity suppliers, most of whom belong to Vattenfall, Fortum or 

E.ON. On the Swedish retail market, too, the concentration of companies is high.

An integrated Nordic end user market could alleviate the consequences of the 

domination by the three main companies. Consumer choice would increase, while 

competition between suppliers in the Nordic countries probably would bring down 

prices.

The Energy Markets Inspectorate is working actively to harmonize the electricity 

retail market in the Nordic countries. This work is taking place under the auspices of 

NordREG, the joint organization of the Nordic regulatory authorities. NordREG in-

tends to report the measures needed at national and Nordic level in order to produce 

a Nordic retail market in February 2006. 

The position of the end user in the Swedish electricity market needs to be 

strengthened. It is a challenge to us to make it easier for customers to benefit from 

the competitive electricity market. 

The market should handle the peak load situation
Sweden has a strained peak load situation. In a situation with a severe winter cold 

there is a risk of it becoming temporarily impossible to maintain the power balance. 

If this happens, there is a risk that some customers may temporarily be disconnected 

from their their power supply. 

At present temporary legislation is in force that makes Svenska kraftnät respon-

sible for purchasing a peak load reserve that will meet the highest peaks. This law 

ceases in 2008 and will then be replaced by a permanent solution which is compat-

ible with a competitive electricity market.  

If the temporary Act were to become permanent, it might jeopardize the function-

ing of the competitive electricity market. It is therefore extremely important quickly 

to devise a solution based on market principles that can replace the present arrange-

ment. 

Accelerated work on improvements to the network 
By international standards Sweden has very reliable electricity supplies. Neverthe-

less, experience from the storm Gudrun shows that there is a need to reduce the 

number of power cuts and to alleviate the consequences when cuts do occur. Wide-

spread power cuts cause considerable disruptions for households and for industry and 

give rise to substantial costs to the economy. 

The decision of Parliament to make stricter demands for reliability of supply will 

lead to a better electricity network, particularly in the countryside. This especially 
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 applies to the rules that all customers must receive compensation for power cuts last-

ing more than twelve hours and also that the network companies must carry out risk 

and vulnerability analyses.  

The Energy Markets Inspectorate intends to monitor the network companies’ 

efforts both to live up to the future requirements for efficiency and to remove weak-

nesses in the reliability of the supply and the quality of transmission. 

Many network companies have charged too high tariffs
The electricity networks are regulated in order to prevent the network companies 

from charging excessive network tariffs. As a regulatory authority, one of our most 

important tasks is to ensure compliance with the legal requirement of reasonable 

network tariffs. 

The study of network tariffs for 2004 shows that the companies have on average 

been charging 12 per cent too much from their customers. This represents approxi-

mately SEK 9.5 billion. The Energy Markets Inspectorate has initiated an extended 

evaluation of fifty companies whose overcharging totals SEK 3.1 billion. Among 

these companies there are some that have overcharged their customers by 79 per 

cent. Roughly half of the network companies have a level of revenue that cannot be 

regarded as unreasonably high.

The Energy Markets Inspectorate uses the Performance Assessment Model as a 

tool for calculating what is a reasonable tariff for a network company. The Perform-

ance Assessment Model does not include all the factors that may possibly be relevant 

to a final determination of the tariff. In its extended evaluation the Inspectorate 

therefore analyse the cost-efficiency of the network companies and their key figures 

combined with general benchmarking. 

The supervision of network tariffs in Sweden consists of an ex-post regulation of 

the tariffs set by the companies. Examination of tariffs for 2003 will be completed 

during the winter of 2006. The companies that have been ordered to repay have ap-

pealed against the decisions to the administrative courts. Decisions at the first level 

(county administrative court) are not expected before the autumn of 2006. Appeal 

against the county administrative court’s judgments can then be made to the admin-

istrative court of appeal. By the time case law and practice have been established it 

will have taken a long time, from the customer’s point of view, for the question of 

reasonable tariffs and possible repayment to be settled.

The Government intends to set up a commission of enquiry to examine whether 

ex-ante regulation of electricity network tariffs is needed in Sweden in order to 

satisfy the requirements of the electricity market directive. The Inspectorate’s view 

is that the Performance Assessment Model can also be used for ex-ante regulation. 

To create a more reasonable situation for electricity customers it is important that the 
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commission also examines the possibility of creating the conditions for a more rapid 

legal process with a view to establishing legal practice for the supervision of the 

network tariffs. 

Inadequate meter reading by the network companies
The Energy Markets Inspectorate ensures that the electricity network companies read 

the customers’ electricity meters at least once a year. This year’s examination of ran-

domly selected network companies showed definite shortcomings in meter reading.

Customers who do not have their electricity meters read annually risk receiving 

high settlement invoices. In addition the network companies are important players in 

the chain of communication involved in customer switching. For the market to func-

tion effectively, it is therefore essential for the network companies to deal correctly 

with meter reading. 

Positive trend in the European collaboration
Important work is being done in the EU on the creation of an internal market for 

electricity. During 2005 the EU Commission took steps to identify and remove the 

remaining obstacles to an efficient electricity market within the Union. Transparency, 

competition and the creation of regional markets were some of the areas that received 

a lot of attention during the year. The Inspectorate takes a very positive view of this 

work. A properly designed common market will bring great advantages to both elec-

tricity consumers and energy companies in Europe. 
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Figure �6: 
Gradual opening of the Swed-

ish natural gas market to 
competition

Note: A normal cubic metre (Nm3) relates 
to 1 m3 of natural gas at a pressure of 

1.01325 bar and a temperature of 0ºC.

m a r k E t  d E V E l O P m E n t:  n at u r a l  g a s

Natural gas in Swedish energy policy
The objective of Swedish policy in the natural gas market is to continue the gas 

market reform in order to introduce a natural gas market with efficient competition. 

Greater competition brings customers the benefit of lower prices, better service and a 

wider range of choice. 

The guidelines adopted by Parliament in 1988 stipulate that the state must not 

give financial support to natural gas projects. Investment in pipelines and purchase of 

natural gas have to be based on strictly commercial basis.22 At the same time, there is 

an objective stating that natural gas is the most advantageous fossil fuel and that the 

existing natural gas network ought to be utilized.23 

Efforts to create a single European natural gas market 
One of the objectives of EU energy policy is to create a common competitive market 

for natural gas in Europe. The EU natural gas market directive has brought about a 

series of changes in both the Swedish and the European natural gas market. 

The first step towards a single market for natural gas in the EU was taken in 1998, 

when the European Parliament and Council adopted the first natural gas market 

directive.24 The directive resulted in Sweden’s first Natural Gas Act, which came into 

force on 1 August 2000. The purpose of the Act was to open parts of the Swedish 

natural gas market to competition. Figure 16 illustrates the gradual opening of the 

Swedish gas market to competition.

In June 2003, the European Parliament and Council adopted a new gas market 

customers using 
more than 25 m 
nm3 are eligible to 
choose supplier.

Approx. five cus-
tomers affected 

customers using 
more than 15 m 
nm3 are eligible to 
choose supplier.

Approx. ten cus-
tomers affected

all non-domestic 
customers are 
eligible to choose 
supplier.

Approx. 2 600 cus-
tomers affected

market fully open 
to competition. 

All 55 000 custom-
ers affected

� Aug 2000              � Aug 200�             � July 2005            � July 200�

22 Prop. 1987/88:90 Energipolitik inför 1990-talet 
[Energy Policy for the 1990s].

23 Prop. 2001/02:143 Samverkan för en trygg, 
effektiv och miljövänlig energiförsörjning [Collabora-

tion for a Secure, Effective and Environmentally 
Friendly Energy Supply].

24 European Parliament and Council Directive 
1998/30/EC of 22 June 1998 on Common Rules 

for the Internal Market in Natural Gas.
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on market organization. The general aim of the new directive is an efficient single 

market for natural gas.   

In September 2005, the gas market directive was supplemented with a gas regula-

tion governing the conditions for access to the gas network.26 Application of the 

regulation will begin on 1 July 2006; it contains provisions on charges and services 

for third-party access, balancing charges and mechanisms for allocation of capacity. 

In November 2005, the EU Commission commented on the progress in the crea-

tion of an internal market for natural gas.27 The Commission confirmed that progress 

towards an internal market is slower in the case of natural gas than of electricity. 

The Commission mentioned high market concentration, barriers to entry, inadequate 

unbundling between supply and network operations, lack of transparency and lack 

of non-discriminatory third-party access as important obstacles to the creation of an 

internal market.  

New Natural Gas Act leads to a more open market
The new EU natural gas market directive necessitated substantial amendments to 

Swedish legislation. A new Natural Gas Act therefore came into effect on 1 July 

2005.28 The new Natural Gas Act means that all non-domestic customers are now 

eligible to freely choose their gas supplier. This meant that the number of eligible 

customers increased from about ten or a dozen to approximately 2 600, accounting 

for about 95 per cent of Sweden’s total natural gas consumption. As of 1 July 2007 all 

customers will be eligible to choose their supplier.  

In accordance with the directive the new Natural Gas Act requires legal unbun-

dling of supply operations and network operations. This is necessary in order to 

prevent cross-subsidization. Cross-subsidization is not allowed if revenue from the 

network operations pays for the competitive supply activities as this distorts competi-

tion at the supply stage. 

Under the new Act the gas network companies are not allowed to apply their 

transmission tariff until the method of calculating the tariff has been approved by the 

Energy Markets Inspectorate. The reasonableness of the tariff is examined ex-post.  

The new Act also contains provisions on system responsibility and balance 

responsibility.   

 

25 European Parliament and Council Directive 
2003/55/EC on Common Rules for the Internal 
Market in Natural Gas and Repealing Directive 
1998/30/EC.

26 European Parliament and Council Regulation 
(EC) no. 1775/2005 on Conditions for Access to 
the Natural Gas Transmission Networks. 

27 Report on progress in creating the internal 
electricity and gas market (DGTREN) och Energy 
sector inquiry – Issues paper (DGCOMP). 

28 Natural Gas Act (2005:403).
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Policy instruments
The main policy instruments influencing the natural gas sector in Sweden are taxes 

and charges and the emissions trading scheme. 

Taxes affecting the natural gas market 
Natural gas is taxed under the Energy Tax Act.29 The tax is selective and includes 

both energy tax and carbon dioxide tax. 

The level of tax imposed on consumption of natural gas depends on the end user 

category concerned. The industry is allowed to deduct the full energy tax and 79 per 

cent of the carbon dioxide tax. In 2004 taxation of CHP was altered to bring rates of 

tax on fuels used for heat production at CHP plants into line with industry. Natural 

gas used for electricity production is not subject to tax. The change in CHP taxation 

has led to increased interest in natural-gas-based CHP production in Sweden. Natural 

gas used in vehicles is subject to only half the carbon dioxide tax. Table 6 shows the 

tax rates on natural gas applied in 2005.

Opening the natural gas market means exposing the supply of gas 
to competition. network business, in other words extension, operation 
and management of natural gas pipelines and transmission of gas, is still 
run as a legal monopoly, however. this is because it is not economically 
justifiable for network owners to build parallel lines. since the network 
owners make their natural gas pipelines available to gas suppliers and end 
users, i.e. allow third-party access, it is possible for supply business to be 
competitive. 

increased competition in the gas market may bring benefits to custom-
ers in the form of greater efficiency, lower prices and better service.

m a r k E t  O P E n i n g

Table 6: 
Tax rates on natural gas  

in 2005, öre per kWh

Energy tax

Carbon 

dioxide tax Total

motor vehicles, vessels, aircraft 0 1,11 1,11

manufacturing industry, agriculture, 

forestry, aquaculture and chP plants
0 4,1 4,1

Others 2,38 19,54 21,92

29 Energy Tax Act (1994:1776).

SOURCE: SwEDISH TAx AUTHORITY
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The EU’s emissions trading scheme was introduced on 1 January 2005. Initially it 

includes large parts of energy-intensive industry, and CHP plants. 

The trading scheme increases the competitiveness of natural gas against coal and 

oil. This is because combustion of natural gas causes lower carbon dioxide emissions 

than the burning of coal and oil. Plants that have previously used coal or oil can there-

fore increase their revenue by changing over to natural gas and selling the emissions 

permits that they are not using. For that part of the industrial sector that can use biofu-

els, however, trading in emissions permits makes natural gas less competitive. This is 

because no permits are needed to compensate for carbon dioxide emissions of biofuels.

Natural gas consumption
Use of natural gas in Sweden began in 1985. The consumption increased rapidly until 

the early 1990s, after which it decreased somewhat. Since 2001 the consumption of 

natural gas in Sweden has been largely unchanged. Figure 17 shows the trend in natu-

ral gas consumption in Sweden since its introduction in 1985.

In 2005 Sweden imported approximately nine TWh of natural gas, which is 

equivalent to just under two per cent of the country’s total energy supply. In those 

municipalities where natural gas is available, natural gas accounts for slightly more 

than twenty per cent of the energy supply. 

There are plans for an increased use of the existing natural gas system. CHP 

plants are being built in Gothenburg and Malmö and are due to be commissioned in 

2006 and 2009 respectively. The plants are expected to consume just over eight TWh 

of natural gas per year together when in full operation.

Figure ��: 
Sweden’s natural 
gas consumption  
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The Swedish natural gas network
Natural gas is transported primarily in pipelines and can, unlike other network-based 

forms of energy, be carried for long distances with little loss of energy. Since natural 

gas was introduced in Sweden more than twenty years ago, the pipeline network has 

gradually been extended. At present, natural gas is available in thirty municipalities 

in the south-west of the country.

Sweden is dependent on imports
Sweden has no natural gas of its own. All natural gas used in Sweden has to be im-

ported via the pipeline that runs between Denmark and Sweden. From Denmark there 

are pipelines to the rest of Europe, which means that Sweden is indirectly connected 

to the continental system. The Swedish market is concentrated along the west coast 

from Trelleborg in the south to Stenungsund in the north with branches to Småland. 

Figure 18 shows the Swedish natural gas system.

Göteborg

Kungälv

Stenungsund

Falkenberg Hyltebruk

Oskarström

Halmstad

Laholm
Våxtorp

Båstad
Grevie

Ängelholm

Åstorp
Klippan

Existing network 

Höganäs

Helsingborg

Landskrona

Bjärred
Malmö

Svalöv
Eslöv

Lund
Staffanstorp

Svedala
Vellinge

Trelleborg

Smålandsstenar
Gislaved

Gnosjö

Jönköping

Boxholm

Linköping

Motala

Finspång

Norrköping

Örebro

Katrineholm
Askersund

Oxelösund

Planned or under
construction

Figure �8: 
The Swedish natural  

gas network  

SOURCE: SwEDISH GAS ASSOCIATION
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capacity to annually transport approximately 22 TWh natural gas. Compressors can 

increase the capacity to around 30 TWh. At times of high load factor the possible 

transmission capacity is limited to approximately 15 TWh without compressors 

and 20 TWh with compressors. At present there are no compressors in the Swedish 

natural gas system. 

Demonstration plant for natural gas storage 
There is a storage facility for natural gas in Sweden. The facility is located in South-

ern Halland and is primarily a demonstration plant. The storage facility was not taken 

into commercial use during 2005. For the foreseeable future Sweden has to depend 

on stores in other countries, linepack (storage in the transmission network) or deliver-

ies that cope with the fluctuations in the market.  

Plans for extension
In recent years several plans to extend the Swedish natural gas system have been 

presented. 

In the autumn of 2004, the Government granted E.ON Gas Sverige AB, formerly 

Sydkraft Gas, permission to build a pipeline between Germany and Sweden via Den-

mark. The name of the project is the Baltic Gas Interconnector (BGI) and it is a joint 

venture involving Swedish, Danish and German companies. A decision on whether 

to build the pipeline is expected in the summer of 2006. E.ON Sverige is also plan-

ning an extension of the existing pipeline northwards to Central Sweden. During the 

year E.ON Sverige has been looking at the idea of delivering LNG (liquid natural 

gas) to Oxelösund on the east coast as a supplement to piped natural gas. There was 

consultation concerning a LNG terminal in Oxelösund during the year. At the same 

time, E.ON Sverige’s parent company, E.ON AG, has been working with Gazprom of 

Russia on building a gas pipe in the Baltic Sea from Viborg in Russia to Greifswald 

in Germany. E.ON Sverige intends to evaluate the feasibility of a possible branch 

from this pipe to the east coast of Sweden. This led E.ON Sverige to terminate its 

discussion of an LNG reception station in Oxelösund in November. 

In March 2005 the Norwegian Parliament decided that the Norwegian state would 

work for an off-shore gas pipeline from Stavanger to Grenland south-west of Oslo. 

This enables a connection of the Swedish network to the Norwegian natural gas 

fields. Under the working name NGAS (Norwegian Gas Connected to Sweden) a 

number of major natural gas users in Sweden are working to ensure that the Norwe-

gian gas pipe is dimensioned to meet the potential Swedish consumption.

Further injection points in Sweden would probably improve competitiveness in 

the Swedish natural gas market as the possibility of purchasing gas from several 
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the security of supply.

Svenska kraftnät is system operator
In 2005, the Government appointed the public utility Svenska kraftnät as the system 

operating authority for the Swedish natural gas market. In choosing Svenska kraftnät 

the Government particularly emphasised the importance of a stable long-term solu-

tion with a system operator which was neutral relative to the competition.   

Responsibility for the system involves general responsibility for short-term bal-

ance between input and extraction of gas in the national natural gas system, This is 

achieved by signing a contract with companies on balance responsibility. The balance 

provider undertakes to maintain the balance of his own input and extraction points. 

The gas suppliers may choose either to manage the balance responsibility themselves 

or to purchase the service from another supplier. There will always be imbalances 

between input and extraction of natural gas. To compensate for the imbalances the sys-

tem operator buys or sells natural gas. The cost of balance maintenance is then divided 

between the balance providers who have caused the imbalance. 

System responsibility does not include operation of the Swedish natural gas 

system. Responsibility for management and maintenance of the pipeline system lies 

with the owners of the natural gas pipelines. 

 

A few companies dominate the market  
The Swedish natural gas market is characterised by a small number of companies and 

a high degree of vertical integration. Vertical integration means that the same com-

pany is active in both network business and supply business. Under the requirements 

of the new National Gas Act, vertically integrated companies have to divide their 

business into two separate companies, a network company and a gas supply company. 

There are three sales stages in the Swedish natural gas market: import, wholesale 

trading and retail trading. Figure 19 shows the shares of the retail market possessed 

by different companies in 2005.

Under the terms of the new Natural Gas Act, natural gas companies are defined as 

those that carry or trade in natural gas, or which operate storage facilities or gasifica-

tion plants. There were eight natural gas companies in Sweden in December 2005, of 

which six sold natural gas to end users

Nova Naturgas AB owns large parts of the Swedish transmission network. Up 

to the end of 2004, Nova Naturgas was the largest gas supplier in Sweden. On 1 

November 2004, Nova sold its supply business (Nova Supply) till Dong Naturgas 

A/S and has since then concentrated solely on network operations. The sale included 
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The sale was reviewed by the Swedish Competition Authority and approved in the 

autumn of 2004 after Dong voluntarily undertook to offer customers of Nova Sup-

ply the option of terminating their contracts in advance. In the view of the Swedish 

Competition Authority the undertaking made it easier for potential competitors to 

enter the market.30 

Until the autumn of 2005, the Danish-owned company Dong Sverige AB (Dong) 

imported all natural gas that was used in Sweden. Dong supplies natural gas to 

wholesalers, retailers and end users on the Swedish market. Since 1 October 2005, 

Dong also sells natural gas to Öresundskraft and Lunds Energi, who used to buy 

their natural gas from E.ON. This has strengthened Dong’s position on the Swedish 

wholesale market. 

E.ON Gas Sverige AB, formerly Sydkraft Gas, transports and sells natural gas to 

end users and to retailers on the Swedish natural gas market. In addition, a part of the 

natural gas is used for the company’s own electricity and CHP production. In 2005 

E.ON Sverige sold almost half of all natural gas in the Swedish retail market. As of 1 

October 2005, E.ON Sverige has been importing all its natural gas from the German 

sister company E.ON Ruhrgas.  

Other natural gas companies in the Swedish market are Göteborg Energi, Lunds En-

ergi, Varberg Energi, Ängelholms Energi and Öresundskraft. In 2005 all of them were 

engaged in both supply and network activities. Ängelholms Energi ceased natural gas 

trading with effect from 1 July and has since then engaged only in network operations. 

All natural gas companies except Nova Naturgas and Dong have other business 

activities in the Swedish electricity or district heating market. Furthermore Dong, 

Nova Naturgas and E.ON Sverige are owned by foreign private or state-owned 

energy companies, whereas all others are owned by Swedish local authorities. E.ON 

is majority owner of E.ON Sverige and through its participation in Ruhrgas it has a 

stake in Nova Naturgas. 

Development of the end user market
There are approximately 55 000 natural gas users in Sweden, of whom roughly 2 600 

are commercial customers and the remainder are domestic consumers. There have 

been relatively small change in the number of customers in recent years. 

More than thirty municipalities in Sweden have access to natural gas. Roughly 

forty per cent of the gas is used by industry and an equal amount goes to CHP and 

district heating plants. The remaining twenty per cent is used in residential and com-

mercial premises and by certain small businesses. A smaller proportion is used as 

vehicle fuel.

Figure �9:
Market shares of 
gas suppliers in 2005
Note: The volumes relate to own consumption 
and sale to end users, but not sale to other retail 
distributors. 
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SOURCE: DATA FROM EACH COMPANY

30 Decision 556/2004, Swedish Competition 
Authority.
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The total price of natural gas to the end user consists of:

•   the price of natural gas

•   the network tariff 

•   taxes (energy tax and VAT)

As network operations until 2005 were integrated with supply business there are no 

official statistics showing the breakdown of the price between the gas price and the 

network tariff. It is reported by a number of players on the market that the network 

tariff makes up between twenty and thirty per cent of the total cost of natural gas to 

the customer. The Energy Markets Inspectorate supervises, as it does in the electric-

ity market, whether the network companies’ tariffs are reasonable. 

The prices in Table 7 include both the price of the natural gas and network tariff, 

including taxes. The table shows that prices rose slightly between 2004 and 2005. 

However, the prices to domestic customers who use gas only for cooking (domestic 

gas) fell by seven per cent. The prices for other user categories rose somewhat or 

were static during the period.

Tax accounts for roughly ten per cent of the price of natural gas to industrial 

customers (carbon dioxide tax) and for approx. forty per cent of the price to domestic 

customers (energy tax, carbon dioxide and VAT).  

2004 2005

Domestic

domestic gas 85,7 79,3

heating and domestic gas 70,5 71,1

central heating for at least 10 households 61,3 66,1

Industry

industry (less than 15 m nm3) 39,0 42,4

industry (more than 15 m nm3) - 29,7

chP plant/cold condensing plant 27,9 27,9

SOURCE: STATISTICS SwEDEN

Table �: 
Natural gas prices in 

Sweden, öre per kWh

Note: The prices apply as of 1 January and 
are expressed as 2005 prices (January). A 
consumer price index exclusive of energy 

products has been used for indexation.
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At present there are no statistics regarding customer switching in the Swedish natural 

gas market. A survey carried out by the Energy Markets Inspectorate at the turn of 

2004/2005 showed that only a few customers had changed gas supplier or renegoti-

ated their contract with the existing supplier.31 The low frequency of switching may 

in part be explained by long supply contracts that prevent customers from chang-

ing supplier, but may also be due to lack of competition between the companies. A 

further explanation may lie in customers’ lack of knowledge of the way the market is 

organized and of their own ability to act. 

31 Naturgasmarknadsrapport 2005:1 – Marknads-
öppning, [Natural Gas Market Report 2005:1 – Mar-
ket Opening], Energy Markets Inspectorate 2005. 
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The Energy Markets Inspectorate works for the creation of an effective 

natural gas market in Sweden. Our work is done in the fields of supervi-

sion, market monitoring, information to customers and international 

collaboration. 

Supervision of network companies 
The Energy Markets Inspectorate is the regulatory authority under the Natural Gas 

Act. This means that we ensure that companies covered by the Natural Gas Act 

comply with it and with the regulations that exist in the field. Efficient supervision of 

network operations is necessary in order to ensure that the network tariffs are reason-

able and that there is no discrimination against participants in the market. 

Supervision of network tariffs
Under the new Natural Gas Act that came into force on 1 July 2005 an owner of a 

natural gas pipeline may not apply a network tariff until the methods used for setting 

the tariff have been approved by the Energy Markets Inspectorate. During the year 

the Inspectorate has drawn up guidelines for assessing the applications made by 

pipeline owners with regard to their methods. During the autumn the Inspectorate 

approved all the methods submitted. Examination of the reasonableness of the tariff 

level takes place ex-post. 

Regulations
The Energy Markets Inspectorate is the regulatory authority under the Natural Gas 

Act and, as such, is authorized to issue regulations on certain matters. The new Natu-

ral Gas Act that came into force on 1 July 2005 created a need for new regulations. 

During the year the Energy Markets Inspectorate prepared regulations for metering 

and reporting transmitted natural gas and for accounting and auditing natural gas 

operations. The regulations are expected to come into force during 2006. 

Concessions
Permission, known as a concession, is required for building and operating natural gas 

pipelines in Sweden. Concession applications are prepared by the Energy Markets 

Inspectorate prior to a decision by the Government. The Inspectorate dealt with three 

concession applications in 2005. In addition to the application for a concession for a 
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more applications were received during the year. These cover three of E.ON Sverige’s 

planned stages in the Naturgas Mellansverige Project and relate to the stage from 

Jönköping to Oxelösund.

 

Market monitoring  
The Energy Markets Inspectorate monitors and analyses the developments in the 

natural gas market in order to facilitate the establishment of an efficient natural gas 

market with real competition. 

In the spring of 2005, the Inspectorate published the report Naturgasmarknads-

rapport 2005 – Marknadsöppning [Natural Gas Market Report 2005:1 – Market 

Opening]. The report describes the structure of the Swedish natural gas market. It 

also contains a listing of the eligible customers and a description of the process of 

customer switching. It is clear from the report that a majority of the customers af-

fected were unaware that they have the right to choose gas supplier as of 1 July 2005.

During the summer the Inspectorate published the report LNG i Sverige – En 

explorativ samhällsekonomisk studie. [LNG in Sweden – an Exploratory Socio-Eco-

nomic Study]. The report sets out the factors that form the basis for a possible devel-

opment or restriction of imports of LNG to Sweden. The report makes it clear that 

the opening of the Swedish natural gas market to competition may have the effect of 

inhibiting investment in Swedish LNG imports. To encourage the implementation of 

large-scale projects the Natural Gas Act provides the possibility of exemption from 

the rules on opening of the market in the infrastructure covered by the investment. At 

present, the Energy Markets Inspectorate cannot see any need for such exemptions.

Information to customers
The Energy Markets Inspectorate provide customers adequate information for acting 

in the competitive natural gas market. 

In 2005, the Inspectorate carried out information activities intended to ensure 

that eligible customers have enough information for acting in a competetive natural 

gas market open to competition. These measures consisted in direct mailing of fact 

sheets, press information and web information and dealt among other things with 

information concerning the market, the contractual relations involved and how to 

change gas supplier.
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International collaboration
The Energy Markets Inspectorate is responsible for following developments in the 

European natural gas market and for working with other European regulatory author-

ities for the creation of equal conditions in the EU’s internal market for natural gas. 

In 2005 The Energy Markets Inspectorate took part in a broad-based international 

work intended to continue the gas market reform in order to develop an effective and 

competitive natural gas market. The Inspectorate made an active contribution to work 

in CEER and ERGEG. This made it possible for us to influence harmonization within 

the EU and to benefit from the experience of other regulatory authorities. In 2005, 

work was directed towards the preparation of a common action plan for developing 

the internal market for gas. The action plan presents well developed and efficient 

market places as the most important prerequisite of a positive expansion of the Euro-

pean gas market. In addition, the Inspectorate has participated in the work of ERGEG 

on drawing up guidelines for the storage of natural gas. The purpose of the guidelines 

is to ensure that access to gas storage depots is fair and non-discriminatory. The 

guidelines came into effect on 1 April 2005.    
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Natural gas – An important energy source in  
Sweden’s energy supply
Natural gas is a strategic fuel in large parts of Europe. In Sweden its role is small. 

However, it is a strategic fuel for many users in southern Sweden. This makes it 

important to keep costs of natural gas low, in other words for network tariffs to be 

reasonable and for natural gas to be available at prices on a European level. 

Natural gas can in the long run play an important part in Swedish energy supply. 

We may note that the facilities for transporting natural gas in Sweden are improv-

ing. The large pipeline that is going to be built in the Baltic Sea between Russia and 

Germany may imply a new supply alternative for the Swedish east coast. A pipeline 

is planned in Norway from the Norwegian gas fields to Oslo, which may also provide 

another supply route to Sweden. The new climate policy instrument of tradable emis-

sions permits means that increased use of natural gas in Sweden may be compatible 

with an ambitious Swedish environmental policy.

Lack of competition in the market
An efficient natural gas market with competition does not yet exist in Sweden. In 

recent years many factors have prevented the emergence of an efficient competitive 

natural gas market in Sweden. Vertical integration, poor transparency and long-term 

contracts that lock the customer to a gas supplier for long periods are examples of 

such factors. 

Conditions exist for a well functioning market
Development of the regulatory framework over the last year is creating the conditions 

for a well functioning natural gas market in Sweden. The Government’s choice of 

Svenska kraftnät as the system operating authority facilitates the creation of an efficient 

market with competition. Events will show whether ownership and operation of the 

national grid ought to be included in the system responsibilities of Svenska kraftnät. 

It is now up to the industry and the authorities to make use of the prevailing 

conditions and to give Sweden an efficient natural gas market and natural gas supply. 

The Energy Markets Inspectorate’s supervision of tariff levels will be intensified in 

future years.  



natural gas · 6�Additional import pipelines 
– essential for an efficient market
Further supply channels are needed if an efficient natural gas market is to be estab-

lished in Sweden. The anticipated increase in natural gas consumption in Sweden, 

together with the capacity in the existing infrastructure, shows that Sweden may 

soon need additional channels of supply. The Government has, after preparation by 

the Energy Markets Inspectorate, granted a concession for a new supply pipeline 

between Germany and Sweden. The pipeline will, if it is built, contribute to improved 

conditions for competition to function on the market. The new pipelines in the Baltic 

Sea and off the Swedish west coast will contribute to better conditions for natural gas 

outside the present natural gas area.
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m a r k E t  d E V E l O P m E n t:  d i s t r i c t  h E at i n g

Role of district heating  
in energy policy
District heating has played a part in Swedish energy policy for many years. Since the 

oil crises of the 1970s, its role has been primarily that of reducing national depend-

ence on oil. At present, the driving energy policy factors with regard to district 

heating concern the environmental and climatic aspects. In particular, district heating 

provides a possible way of reducing carbon dioxide emissions. Flexibility in district 

heating production makes it possible to use sources of energy that otherwise have 

no alternative use, e.g. domestic refuse and recycled wood chips. Moreover, district 

heating makes it possible to make use of local heating surpluses, i.e. waste heat, from 

industrial plants. In addition, district heating helps to reduce electricity consumption. 

New Act proposed 
The local district heating market is a natural monopoly. This is partly since it is not 

economically viable to lay parallel pipeline systems and partly since there is no 

requirement for third-party access to the pipeline system. 

The Government has questioned the competitiveness of the district heating 

market. There has been criticism of the relatively wide spread of prices between 

companies and the limited customer mobility.  

The district heating industry considers that district heating is a competitive alterna-

tive in the heating market. It also considers that the lock-in effect applies throughout 

the heating market and not just in the district heating sector. The range of prices across 

the country is, according to representatives of the sector, due to differing local condi-

tions such as variations in requirements from owners, clientele and access to fuel. 

In December 2002, the Government set up a special district heating commission. 

The commission has submitted four reports.32 To improve the situation of district 

heating customers the commission recommends: 

•   that district heating business and electricity business should not be allowed to 

be run by the same legal entity, 

•   that the Swedish Competition Authority and the Energy Markets Inspectorate 

draw up a standard contract for supply of district heating, 

•    hat customers have the right to negotiate with the supplier on contract condi-

tions and that an arbitration committee settle any conflict, and 

•   that a district heating fund, financed with levies on the district heating compa-

nies, be set up to prevent heating supplies being cut off in the event of a district 

heating business going bankrupt. 
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32 Tryggare fjärrvärmekunder och ökad transpar-
ens och åtskillnad mellan el- och fjärrvärmeverk-
samhet [More Security for District Heating Cus-
tomers and Separation of Electricity and District 
Heating Business] (SOU 2003:115), Skäligt pris 

på fjärrvärme [Fair Price for District Heating] (SOU 
2004:136), Fjärrvärme och kraftvärme i framtiden 

[District Heating and CHP in the Future] (SOU 
2005:33) and Tryggare leveranser – Fjärrvärme 
efter konkurs [More Secure Supplies – District 

Heating after Bankruptcy] (SOU 2005:63). 



the district heating market was included in the electricity market reform 
in 1996. Before the reform, municipal district heating companies were tied 
by the municipalities act to the principles of cost and price equality. this 
meant that the price had to correspond to the costs and that all customers 
in one category were to pay the same price if the district heating compa-
ny’s costs for the service were the same. under the Electricity act district 
heating is to be run “on a commercial basis”. the purpose is to maintain 
competitive neutrality relative to other forms of energy.

with the amendment of the Electricity act that came into force on 1 July 
2005, district heating companies have also to account for district heating 
business separately from other business.

d i s t r i c t  h E at i n g  c O m E s  u n d E r 
t h E  E l E c t r i c i t y  a c t

The commission proposes a special district heating Act that combines measures to 

protect customers and regulations on supervision of the district heating market.

Closer European collaboration 
The district heating sector is affected not only by Swedish energy policy but also 

by EU work on the integration of European energy markets. The EU’s CHP direc-

tive lays down guidelines for the extension of CHP throughout the Union.33 CHP 

plants have the advantage that waste heat from electricity production can be used by 

the district heating system. The target is an increase in the proportion of electricity 

produced by CHP plants in the EU from 9 per cent in 1997 to 18 per cent in 2010. In 

2001 the proportion was 10 per cent. 

Swedish CHP-produced electricity has increased from seven per cent in 1997 to 

nine per cent in 2004. To give a financial incentive for extension of CHP in Sweden 

the plants will be allowed as of 2004 to make the same tax deductions as the industry 

for heating production.

district hEating · ��

33 European Parliament and Council Directive 
2004/8/EC on the Promotion of Cogeneration 
Based on a Useful Heat Demand in the Internal 
Energy Market and Amending Directive 92/42/EC.



Policy instruments affecting the  
district heating sector
To reduce Sweden’s emissions of environmentally hazardous substances the state 

regulates the energy market both directly and indirectly. Directly by means of laws 

and ordinances and indirectly by means of financial policy instruments which 

modify the behaviour of players in the market. The policy instruments that most 

influence the district heating sector are taxes and charges, the emissions trading 

scheme and various subsidies. 

Taxes and charges
The district heating sector is most influenced by the carbon dioxide tax and the ener-

gy tax. The carbon dioxide tax was introduced in 1991 with the intention of reducing 

the use of fossil fuels for heating production. Electricity production is exempted from 

carbon dioxide tax while heating production in CHP plants and heating supplies to 

industrial manufacturing processes is allowed a tax reduction of 79 per cent. Energy 

tax affects the district heating companies via the choice of fuel. Fuels subject to tax 

are oil, coal, LPG, natural gas and crude tall oil. Electricity and heat production in 

CHP plants, like deliveries of heat to industrial manufacturing processes, are exempt 

from energy tax. 

Other taxes of significance to the district heating sector are electricity tax on the 

electricity used in heat pumps or electric boilers, sulphur tax on coal, oil and peat and 

the NOX levy on electricity production plants. 

Emissions trading scheme 
EU’s directive on trading in emissions permits came into effect on 1 January 2005.34 

The system is designed to reduce greenhouse gas emissions in the Union in an 

economic and cost-effective manner and thus contribute to the fulfilment by the 

countries Kyoto Protocol undertakings. 

By district heating is meant the distribution of hot water or other heat 
carrier in a piping system for heating purposes to an undefined circle of 
customers within a particular geographical area. the heat is produced in 
heating plants or chP plants. By chP plants is meant plants where heat 
and power are produced at the same time and where the heat is wholly or 
partially used for district heating.  

d i s t r i c t  h E at i n g �2 ·  district hEating

34 European Parliament and Council Directive 
(2003/87/EC) Establishing a Scheme for Green-

house Gas Emission Allowance Trading and 
Amending Council Directive 96/66/EC. 
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All Swedish district heating plants require consent as part of the emissions trading 

scheme. This means that the companies concerned must possess permits in order to 

be allowed to emit the carbon dioxide formed in the combustion of fossil fuels. 

Support for extension of district heating networks
For many years, extension of district heating has been encouraged by various forms 

of state subsidies. For example grants have been given for linking up small networks, 

investing in biofuel-based CHP and connection of individual houses to the district 

heating network. The climatic investment programme (KLIMP) is a government 

subsidy intended to stimulate long-term investment that will reduce the greenhouse 

effect. Of the sum of more than SEK 500 million granted in KLIMP grants in 2004 

and 2005 over thirty per cent went to investment projects in district heating. 

District heating – the most common 
form of heating in Sweden
There were plans for local district heating systems in various parts of Sweden as long 

ago as the early 1900s. However it was not until 1948 that the first district heating 

plant was commissioned in Karlstad. In the 1950s a number of large and medium-

sized cities followed suit, for example Stockholm, Gothenburg, Malmö, Linköping, 

Norrköping, Örebro, Västerås and Borås. 

Figure 20 shows the development of district heating for housholds and commercial 
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premises since the late 1970s. Since the mid-1980s, district heating has been the most 

common form of heating, and shown an annual growth of just over two per cent.  

Deliveries of district heating increased by about seventy per cent between 1981 

and 2004. The total length of the Swedish network trebled during the same period. 

The Swedish District Heating Association anticipates an annual increase of two or 

three per cent in district heating deliveries up to 2010. This represents an increase 

by ten TWh to a total volume of around sixty TWh. In the longer term, potential is 

estimated at 75 per cent of the market, which would be equivalent to an additional 

twenty TWh. 

Until the 1980s oil was the fuel that dominated Swedish district heating produc-

tion, with a share of more than eighty per cent of the total fuel supply. But it had al-

ready become economic to convert district heating plants to enable alternative fuels to 

be used as a supplement at the time of the oil crises of the 1970s. Over the last fifteen 

years oil has accounted for roughly one-tenth of the total fuel supply. In 2003, wood 

fuel and domestic refuse were the fuels most used for district heating production.

The Swedish district heating market
District heating is the predominant form of heating for multi-family buildings in  234 

of Sweden’s 290 municipalities.35 In 2004, the district heating market represented 

about half of the heating market for residential and commercial premises in Sweden. 

 Figure 2�: 
Ownership of 

Swedish district heating 
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35 Charges Group annual survey. The Charges 
Group consists of HSB, the Swedish Union of 

Tenants, the Swedish Association of Municipal 
Housing Companies, the Co-Operative Housing 

Association of Swedish Trade Unions and the 
Swedish Property Association.  



Ownership structure has changed from municipal to private
In 2005, there were more than two hundred district heating companies in Sweden. 

The number of separate physical district heating systems was approximately 570. 

Figure 21 shows the change in structure of the ownership of district heating 

supplies over the last fifteen years. Since the market reform in 1996 there has been 

a structural transformation from municipally owned energy plants to large energy 

companies. The share owned by municipal companies fell by thirty per cent during 

the period 1996-2004. Municipal companies accounted for more than sixty per cent 

of district heating supplies in 2004. Municipalities where the municipal energy com-

pany has recently been purchased by a private company include Uppsala, Lidingö, 

Upplands Väsby, Sigtuna, Mora, Norrköping, Järfälla and Kalmar. 

Rising prices for district heating
The average price of district heating in 2005 was 63 öre per kWh. This is an increase 

of almost four per cent from 2004. Figure 22 shows the development in district 

heating prices over the last ten years. Until 2000, the price of district heating roughly 

paralleled the general rate of inflation. Over the last five years, however, an annual 

price rise of approximately five per cent has taken place. In total the price has risen 

by almost thirty per cent during this period. This may be compared with a rise of al-

most eighty per cent in the price of fuel oil over the same period. It is in other words 

the price trend in oil, together with the rising electricity price, that has created scope 

for higher district heating prices. 
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Big price spread between municipalities
There is a relatively wide spread in district heating prices in Sweden. Figure 23 

shows prices in the cheapest and most expensive Swedish municipalities. The 

price in the latter is more than twice as high as in the former. Even if the differ-

ence between the municipalities to the left and to the right of the mean value in the 

figure is relatively large it should be noted that in two-thirds of the municipalities the 

price is within the range 56-71 öre per kWh. District heating distribution in densely 

populated areas enjoys cost advantages over distribution in more sparsely populated 

districts.  

In areas where the district heating network is well developed, it usually enjoys a 

significant proportion of the heating market. The natural monopoly in the distribu-

tion network and the limited customer mobility gives the customer a weak position 

relative to the district heating company. The relatively wide spread in prices has been 

interpreted by the Government as an indication of a lack of competition.

An assessment of the competitive situation in district heating greatly depends on 

whether district heating is treated as a single market or as a part of a larger heating 

market. The reports of the District Heating Commission states that district heating 

should be regarded as a separate market for customers that have already installed dis-

trict heating systems. For customers investing in a new heating system, on the other 

hand, district heating is regarded as one alternative in a larger heating market. 

Figure 2�: 
Spread in the prices
 of district heating, 

Sweden 2005
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Little mobility among district heating customers
Customer mobility both in the district heating market and in the heating market in 

general is low. This is because changing from one kind of heating technology to an-

other entails high costs. For this reason there are extremely few property owners with 

district heating who decide to remove their district heating systems. 

For multi-family buildings and commercial premises the market share of district 

heating has risen by approximately one percentage between 2003 and 2004. In the 

case of single-family houses a slight decrease was noted during the same period. In 

total there are approximately 250 000 district heating subscriptions in Sweden.

Table 8 shows the number of district heating subscriptions and the share of 

district heating in the heating market among various customer categories. District 

heating is generally predominant in the heating market for multi-family buildings and 

commercial premises. In cities and the central parts of urban areas the predominance 

of district heating is often greater than what is shown in the table. 

Table 8: 
District heating customer 
categories and supplies  
in 2004

Note: Figures are provisional. 
1 The figure also includes properties where there 
is a combination of district heating and another 
alternative. 
2 Figures for 2003.
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Energy 
consump-
tion, TWh

Share of 
district 

heating, 
total

Share of heat-
ing market 
concerned 

based on 
number of 
buildings�

Number of 
subscrip-

tions

single-family house 3,8 8 % 7,7 % 169 0002

multi-family building 24,7 52 % 82,6 % 49 815

commercial premises 14,2 30 % 41 % 27 912

industry 4,7 10 % - 4 155

total 47,4 100 % - 250 882
SOURCE: STATISTICS SwEDEN





w O r k  O f  t h E  E n E r g y  m a r k E t s  
i n s P E c t O r at E  d u r i n g  2 0 0 5 :  
d i s t r i c t  h E at i n g

The aim of the Government’s heating market policy is to spread information 

with a view to stimulating competition and higher efficiency. One of the ways 

in which the Inspectorate does this is by analysis of trends in the district 

heating sector relative to competing alternatives in the heating market with 

regard to prices, competition and the environment. We do not carry on any 

supervisory activities in the district heating market.

Monitoring of district heating prices
During the year the Energy Markets Inspectorate published the report Värme i Sver-

ige 2005 – En uppföljning av värmemarknaderna med fokus på fjärrvärme [Heating 

in Sweden 2005 – A Follow-up of the Markets for Heating with the Focus on District 

Heating]. The report contains statistics showing the type of energy used for heating 

different types of building and the emissions of environmentally hazardous sub-

stances to which different forms of heating give rise. Collection and presentation of 

district heating company prices gives customers a better chance to compare the cost 

of district heating in different parts of the country. Access to district heating prices is 

also valuable when choosing heating systems. The report shows that district heating 

prices were relatively static during the years 1996-2000, after which they gradually 

rose. The large companies, which generally have lower prices than the smaller ones, 

have raised their prices by more than the smaller companies.    
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District heating is important to Sweden’s energy  
and environmental targets
District heating has a central role in the Swedish energy system and the development 

of an economically and ecologically sustainable energy supply. District heating is the 

most common form of heating in Sweden, but there is room for continued extension 

and improvement of efficiency, and the potential for greatly increased CHP produc-

tion. District heating thus creates the conditions for new electricity production with 

effective use of energy based on renewable fuels.

The Swedish district heating market is largely unregulated. The privatization 

of district heating business that has taken place since the electricity market reform 

creates a need for legislation regulating the district heating industry. The District 

Heating Commission that concluded its work in 2005 has presented four reports 

examining the competitive situation and proposed a number of measures to improve 

the position of district heating customers.

Customers’ position in the market is weak  
– regulation is necessary
The natural monopoly inherent in the distribution network together with the tying of 

customers to their supplier by the high cost of changing gives the customer an extremely 

weak position relative to the district heating company. Price-setting is free. In its monitor-

ing of the heating market the Energy Markets Inspectorate has shown that district heating 

prices have risen more than the consumer price index every year since 2000. 

Regulation of the district heating market is necessary in order to give custom-

ers better protection against unreasonable pricing and to contribute to long-term 

confidence among customers in district heating as a product. Regulation must also 

create stable and distinct conditions for the parties in the industry, and an investment 

climate that encourages efficient operation and development of district heating and 

CHP in the form of sustainable energy systems in Sweden.

A first step towards regulating and improving the transparency of the district heat-

ing business was taken during the year with the new provisions on separate account-

ing for district heating business in the Electricity Act.  

The District Heating Commission recommends a separate district heating act to 

codify the customer-protection measures together with regulations on supervision of 

the district heating market. It is our opinion that the Commission’s proposals need to be 

revised to make the regulatory framework more suited to its purpose and more effective.
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a n n E X

The year in brief
� January  the government sets up the Energy markets inspectorate as a part of the 

swedish Energy agency. the aim is to create a strong and independent author-

ity and to sharpen focus on supervisory work.

� January  the Eu’s emissions trading scheme is introduced.

� January  act on special management of certain power systems comes into force. the 

law provides that a system may be placed under special management if the 

network company to a material degree fails to discharge its obligations under 

the Electricity act.

8 January  the storm gudrun sweeps across sweden and leaves more than half a million 

customers without electricity.

�� January  the Electricity and gas market commission presents its final report to the 

government. the commission proposes a series of measures to strengthen 

competition and increase the influence of customers in the swedish electricity 

and natural gas markets.  

�� January  the regulations commission delivers its final report to the government. the 

commission considers that there ought to be closer supervision of the electric-

ity market. it also recommends that the network authority should become an 

autonomous authority.  

�� February  nord Pool opens up a market place for trading in emissions permits. the price 

of a contract with delivery in december 2005 is traded at € 7.25 per tonne of 

carbon dioxide. 

�6 February  sydkraft announces that the company plans to build a terminal for liquid natural 

gas in Oxelösund on the east coast.   

�8 February  svenska kraftnät and fingrid agree to build a new electricity transmission line 

between sweden and finland, to be known as fennoskan 2. the line is part of 

nordel’s plan to strengthen the whole nordic electricity system.

28 February  nordel states in a report to the nordic council of ministers that it is planned to 

invest in five nordic electricity network projects at a cost of approximately 1 bil-

lion. the aim is to prevent overloading of the electricity network and to secure 

electricity supplies.

� March  the peak electricity consumption (25 778 mw) occurs. the system price at 

nord Pool amounts during the day to 36 öre per kwh. 

�5 April  the district heating commission submits its main report to the government. 

the commission proposes an entirely new district heating act intended to 

strengthen the position of district heating customers in the market. 

29 April  the Energy markets inspectorate reports back on the assignment given by the 

government with relation to the storm gudrun. the report suggests various 

measures for more reliable electricity transmission. 
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82 ·  annEX �� May  Barsebäck 2 is closed down. the nuclear reactor produced between three and 

four twh of electricity per year. 

2� June  the Energy markets inspectorate decides that repayments should be made in 

16 cases relating to electricity network tariffs in 2003. the decision provides for 

repayment of a total of sEk 152 million to customers of the network companies 

concerned.

28 June  following a meeting between the Eu commission and the danish competition 

authority it becomes clear that the Eu will examine the agreement between 

Vattenfall and dOng of denmark on the purchase of danish power stations. 

the agreement gives Vattenfall a significant position in chP and wind power in 

denmark.

29 June  the district heating commission submits its final report to the government. the 

aims of the proposals in the report are to improve the situation of customers and 

to prevent failure of district heating supplies if a district heating operator goes 

bankrupt.

�0 June  the government gives the go-ahead to sydkraft’s plans for a natural-gas-based 

chP plant in malmö. the plant, which is expected to be ready in 2009, will con-

sume between five and six twh of natural gas per year when in full operation.  

� July  new natural gas act and amended Electricity act come into effect. the legal 

amendments are a result of the Eu’s new electricity and gas market directive. 

� July  the government appoints the public utility svenska kraftnät as system-operating 

authority in the natural gas market. 

8 July  the year’s highest price for emission permits is recorded on nord Pool. the price 

of a contract with delivery in december 2005 amounts to € 29.1 per tonne of 

carbon dioxide, which is more than three times as high as when the emissions 

permits were introduced in february.  

8-�0 August  the nordic energy ministers meet in greenland to discuss the continued devel-

opment of the nordic energy market.

�6 August  svenska kraftnät presents a forecast for the power balance for the coming winter. 

svenska kraftnät states that the margins in the swedish electricity production 

system are almost non-existent if an exceptional winter occurs.

�6 September  sydkraft changes its name to E.On sverige. the change of name was planned to 

take place earlier in the year but was postponed on account of the storm gudrun.

28 September  the European Parliament and council adopt the gas regulation. the purpose 

of the gas regulation is to introduce non-discriminatory rules for access to gas 

networks in order to ensure that the internal gas market works well. 

�0 September  svenska kraftnät completes purchase of the power reserve for the coming winter. 

the power reserve totals approximately 2 000 mw and is available between 16 

november 2005 and 15 march 2006.

4 October  nord Pool introduces a new price area, kontek. the aim is to equalize electricity 

prices between the nordic and the north german electricity market. 



annEX · 8�6 October  the government commissions the Energy markets inspectorate to analyse the 

functioning of the electricity market. the inspectorate is to report not later than 

1 march 2006.  

�0 October  the government presents the draft bill leveranssäkra elnät [reliable electricity 

network supplies] to Parliament. the bill is intended to create the impetus for 

reliable transmission of electricity supplies and to avoid serious consequences 

of bad weather conditions in the future.

�2 October  the Energy markets inspectorate decides to continue an extended evaluation 

of network tariffs for 2004 relating to fifty electricity network companies.

20 October  the government grants permission for increases in the output from ringhals 

nuclear Power station. the power outputs approved represent an increase of 

approximately 200 mw.

� November  södermanland county administrative court decides to place an electricity 

network company under compulsory administration. the background is that the 

company has not complied with the provisions of the Electricity act. this is the 

first time the act on compulsory administration has been tested.  

8 November  the Energy markets inspectorate, svenska kraftnät and swedenergy arrange 

the conference “kontrollstation för effektfrågan” [control Point for the Peak 

load Problem]. One of the purposes of the conference is to assess the pros-

pects of attaining the target of a market treatment of the peak load problem by 

2008.

25 November  svenska kraftnät decides to build a new power line between närke and skåne, 

called sydlänken. the project is part of nordel’s plan to strengthen the whole 

nordic electricity system.

�0 November  after sharp price rises, the year’s highest electricity price is noted on nord Pool. 

the system price is just over 36 öre per kwh.  

� December  the Eu’s energy ministers meet in Brussels to discuss an internal market for 

electricity and gas. the Eu commission reports on a number of factors ob-

structing the development of the internal market.  

8 December   Parliament adopts provisions intended to ensure a more reliable electricity 

transmission. the provisions, which are largely based on the Energy markets 

inspectorate’s proposals, come into effect on 1 January 2006. 

8 December  the Energy markets inspectorate decides on repayment in two more cases 

arising from supervision of electricity network tariffs for 2003. the two network 

companies are ordered to repay a total of sEk 11 million. 

9 December  together with E.On and Basf of germany the russian gas company gazprom 

starts work on the building of a natural gas pipeline between russia and ger-

many. the pipeline is expected to be ready in 2010.

2� December  the Eu commission approves Vattenfall’s agreement with dong of denmark on 

purchase of danish power stations. the commission considers that the agree-

ment will not have any decisive effect on Vattenfall’s position on the market.



84 ·  annEX Reports published by the Energy Markets Inspectorate in 2005 
Energimarknad 2005 – tema: stormen gudrun [the Energy market 2005 – special report: the 

storm gudrun] (Et2005:21)

En leveranssäker elöverföring [reliable Electricity transmission] (Er2005:19) 

investeringar i elproduktion [investment in Electricity Production] (Er2005:34)

lng i sverige – En explorativ samhällsekonomisk studie [lng in sweden – an Exploratory 

socio-economic study] (Er2005:26)

naturgasmarknadsrapport 2005 – marknadsöppning [natural gas market report 2005 – Open-

ing of the market] (Er2005:12)

utveckling av nätpriser [grid Price development] (Er2005:23)

Värme i sverige 2005 – En uppföljning av värmemarknaderna med fokus på fjärrvärme [heating 
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