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Competitive market and sources  
of its advantages in the electric  

energy subsector

Introduction

A competitive enterprise is characterized by the ability to compete, achieve 
and maintain competitive advantage, as well as to operate and survive in 
a competitive environment. It is able to design, create and offer better prod-
ucts than other companies. Competitiveness is defined by three dimensions: 
competitive potential, competitive strategy and competitive position.

Competitive potential is composed of all the resources required to operate 
and compete in a given market, determining the achievement and maintenance 
of a competitive advantage. They are resources that allow us to create values, 
evolving from simple to complex, unique and distinctive competences and abili-
ties difficult to implement and imitate [Krzakiewicz, Cyfert 2015, p. 223 et seq.].

Sources of competitive advantage of energy companies are strategic ma-
terial resources, such as manufacturing assets, availability of fuels and raw 
materials, distribution networks, staff competencies, knowledge and skills, 
innovation, entrepreneurship and reputation. The classical approach to 
competitiveness, where a high position of a company is determined by cost 
advantage, does not apply here. Competitive economy is affected by secure 
energy supplies to customers at affordable prices. Given the constant legisla-
tive changes and varying customer preferences and expectations, effective 
competition instruments, which achieve a synergistic effect by supporting each 
other, are gaining in importance. Relying on a single advantage, regardless of 
whether it is cost or quality, does not guarantee success [Zamasz, Woszczyk, 
Pająk 2015, p. 6 et seq.].

The energy market is specific because energy security, which is measured, 
inter alia, by demand for electricity, is crucial for economic development. 
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It is estimated that the losses generated by the failure to provide energy 
worth one Polish zloty to medium and large customers are twenty times 
greater. Energy is not only part of economic processes, but it is also the most 
important component of consumption processes [Zamasz 2015, p. 32 et seq.].

For many years, even in highly developed countries, the energy market has 
often been identified with the monopolistic market supervised by the state. The 
roots of this type of monopoly go back to distant times. The emergence of the 
power industry and its gradual development were related to the establishment 
of exclusive supply of fuels and energy. It is worth remembering that initially 
energy supply resembled the supply of other goods. Trading energy was no 
different from other commercial transactions. It is only with the passing of 
time, primarily because of its enormous utility, that energy has become the 
primary public good provided by (private and state) companies of public utility 
status. In recent decades, market concepts have been gaining in popularity.

Electricity market and competitiveness

The overriding objective of the electricity market is to provide reason-
able energy prices and service reliability. The basic premise of liberalizing 
the energy market is the separation of energy production and sales from its 
transmission and distribution. This allows for independent price fixing and 
thus for the introduction of competitive rules for trading electricity. In order 
for this to happen, the electricity market must ensure:

 R equal treatment of all market participants;
 R free access to the market, only financial and technical constraints are 

allowed;
 R the free formation of final electricity prices;
 R tariffing preferences, e.g. economic exclusion;
 R prioritizing electricity supply continuity [Okólski 2002, p. 39].

Taking into consideration the above and functional requirements, appro-
priate technical, organizational and legal rules have been developed. They are 
presented in Figure 1.

The electricity market operates on two levels, described as wholesale and 
retail markets. The wholesale market deals with electricity trading, balancing 
demand and ensuring reliable operation of the industrial system. The following 
levels of this market can be distinguished: centralized market, separated and 
non-obligatory stock market based on supply offers, dispersed market and 
decentralized market in the form of stock exchange transactions and contracts 
[Niedziółka 2010, pp.  32–33]. The second level is the retail market. It is com-
posed of the competitive and regulated areas. The competitive area consists of 
transactions in which consumers can purchase electricity in accordance with 
the right to choose a supplier. They can therefore buy energy from suppliers 
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or directly from manufacturers. In the regulated area, electricity is supplied 
by distribution companies and prices are the result of tariffs agreed by the 
President of the Energy Regulatory Office (ERO).

The energy sector in Poland and the European Union (EU) has been deeply 
transformed over the past several decades, resulting from: EU energy policy, pri-
orities of government restructuring programmes and changes in organizational, 
functional and ownership structures. Changes in the energy market conditions 
cause a strategic reorientation of enterprises in the sector. The transformation 
has affected the scale and level of concentration of energy companies that are 
currently operating within vertically consolidated capital groups.

The energy sector is dominated by big players that do not keep up with 
the changing environment. As a result, the term ‘two-speed power’ is used in 
the literature [Report 2010, p. 46]. This concept shows disproportions and 
a deepening gap between the public and private sectors. Partial privatization 
is one of the elements of the sector restructuring process. Another is the need 
to modernize and change the production structure. In most cases this involves 
repairing or even exchanging equipment. Most production facilities (60%) are 
over 30 years old and the power industry is in poor technical condition due to 
a lack of necessary investments. The necessary restructuring and modernization 
of the energy sector requires large investments. This may lead to an increase in 
energy prices that will affect both households and other businesses. This is the 
most noticeable effect of the sector’s modernization. However, modernization 

Figure 1. Principles of electricity market operation in terms of competitiveness

Source: own elaboration based on M. Okólski, Jaki model rynku energii? Warszawa 2002, p. 41.
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will increase competitiveness and, therefore, the efficiency of the energy sector. 
The diversification of energy sources will increase the country’s energy security 
and independence from fuels and raw materials supplied by other countries 
[Żmijewski 2011, p. 469 et seq.; Nagaj 2016, p. 245 et seq.].

The implementation of competition rules in the electricity market has been 
a new impetus for action. Significant changes have been introduced to the old 
model of regulated enterprises. Firstly, according to EU directives, the state 
is gradually liberalizing the entire industry, allowing new entrants. Secondly, 
also in line with the EU directives, the state seeks to separate the monopolistic 
(infrastructure) activity from the commercial activity of the competitive market 
in order to promote the development of competition. Thirdly, the state sells 
stock packages held in such companies. Fourthly, companies remaining local 
monopolies in their field of service with state permission will be entitled to 
a reasonable return on invested capital [Regulation 2005, p. 36 et seq.; Report 
2013, p. 10 et seq.]

Legal regulations for the energy economy were developed from the begin-
ning of the systemic transformation in Poland. As a result, the Sejm passed 
the Energy Law on 10 April 1997, which constitutes the legal framework of 
the energy sector. This legal act allows for the implementation of the main 
energy policy objectives, which are as follows:

 R to ensure the security of energy supply, i.e. provide conditions to meet 
the current and future demands of society and the economy for energy;

 R to establish prices resulting from market mechanisms and/or regulation 
by an independent state body, separated from ministry structures, and 
balancing the interests of electricity suppliers and recipients;

 R to protect the environment [The Internal 1988, p. 238].
Discussion on the transformation of the energy sector was launched earlier 

in Europe. This was reflected in the ‘Working Paper on the Internal European 
Market’ [The Official Journal of Laws 2000 No. 48, item 555]. In this document, 
the European Commission pointed out that competition should be a major 
factor in integrating the energy market. Furthermore, the document raised the 
issue of stimulating the energy market’s impact on the standard of living of the 
population, which would lead to increased trade between EU member states 
and increased production capacities of enterprises. The document dealt with 
tax issues, administrative constraints, monopoly issues, pricing and electricity 
costs, and pointed to important infrastructure areas.

The Energy Law in Poland has been amended several times since it came 
into force. The most extensive changes were introduced by the Act of 26 May 
2000 on amending the Energy Law. This was forced by the Constitutional 
Tribunal, which declared that the law was incompatible with the Constitution 
because the provisions of the act did not lay down even the most general 
principles concerning price and charge calculation mechanisms, as well as 
the creation of individual tariffs. Further amendments were mainly due to 
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the need to adapt national legislation to EU directives aimed at speeding up 
the liberalization of national electricity and gas markets. Another important 
change was enacted by virtue of the Act on amending the Energy Law [Pop-
czyk 2007, p. 26 et seq.].

Article 1, Section 1 of the Energy Law points to its essential importance for 
the energy economy. It outlines the general principles for shaping the state’s 
energy policy, the priorities, principles and conditions for the supply and use 
of fuels and energy, the rules for the functioning of energy companies, and 
indicates the authorities responsible for the management of fuels and energy. 
The broad scope of the subject matter of the act is due to the tasks involved. 
The Polish Energy Law is considered one of best acts of this kind in Europe. 
Its solutions define the strategy of Poland’s energy policy aiming at: limiting 
state participation in the management of the power sector; privatization and 
demonopolization; improving the efficiency of electricity companies by creat-
ing conditions for their development; marketing energy trading; streamlining 
regulatory functions; broadening price and tariff control; and balancing the 
interests of electricity companies, consumers and users of electricity [Szczygieł 
2000, p. 17 et seq.; Pach-Gurgul 2012, p. 203 et seq.].

The law creates the legal basis for the deep changes that the energy sector 
is subjected to. It aims to introduce market mechanisms into the energy sector. 
This is extremely important because the sector affects conditions under which 
all business entities operate and thus decides on the security of the economy 
due to the dependence of customers on energy suppliers. This is very impor-
tant because many energy companies operate under monopoly conditions. It 
is worth pointing out to Article 49 of the Energy Law, which provides that 
the President of the ERO can exempt an energy company from the obligation 
to submit tariffs for approval if he finds out that it operates in a competitive 
market or he can withdraw the exemption granted if the conditions justifying 
the exemption cease to exist. However, the above provision did not specify the 
criteria of the competitive market and therefore the regulator was obliged to 
do so. This means that, according to the statutory provisions, the President 
of the ERO, considering each time the decision to exempt companies from the 
obligation to submit tariffs for approval, will identify and evaluate the competi-
tiveness of the market on which the enterprise operates. He must therefore 
take account of: the adequate number of market participants; their market 
position defined by their market share; entry and exit barriers; commercial 
homogeneity of goods (services); transparency of structure and operation 
principles; equality of participants’ rights to and principles of access to market 
information; control and surveillance against market cartel (collusion); and 
access to high-performance technologies [Szablewski 2012, p. 82].

The present-day processes in the energy market allow us to identify 
certain circumstances that objectively should foster competitive processes 
in the electricity market. These include, but are not limited to: the excess of 
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installed power over the maximum power requirement; implementation of 
policies of third-party access to the network; diversified entity structure on 
a spatially homogeneous market (this condition is practically met in electric-
ity); manufacturing and marketing; licensing that minimizes administrative 
barriers to entry and exit; progressive privatization of sector entities aimed 
at gaining ownership diversity; creating institutional market infrastructure; 
advancement in the development of technical infrastructure (e.g. measure-
ment equipment and data transmission systems) [Nagaj 2016, p. 278 et seq.].

These circumstances should be strengthened in the near future by a se-
ries of general conditions. They include: adapting legal norms and technical 
standards to European requirements; increasing the customer awareness of 
the market (if not fulfilled, this condition may prove to be a strong barrier 
and therefore the role of consumer organizations and the media in dissemi-
nating market knowledge is important); developing educational activities to 
increase knowledge and awareness among energy users of the benefits of the 
competitive market and the absence of alternatives in this regard [Ziemski, 
Lissoń 2014, p. 39 et seq.].

Due to legislative and regulatory measures taken in the energy sector, from 
July 2007 all consumers have been entitled to choose a supplier regardless of 
the amount of energy purchased. The introduction of this principle with respect 
to all consumers does not automatically mean that the electricity market can 
be considered competitive. However, the resulting formal premises: shape the 
proper structure of the market – the domination of one or more producers, 
often vertically integrated, is the primary barrier to competition; develop the 
process of building a liquid wholesale market providing adequate electricity 
for trading; develop procedures for the effective separation of energy trading 
from its distribution; and provide non-discriminatory access to the network 
for entities not belonging to business groups, to which distribution networks 
belong [ARE 2012, p. 127 et seq.].

The first of the premises mentioned above should launch competition 
procedures. The modern structure of the sector creates – under certain con-
ditions – opportunities for doing so. The threat seems to be vertical consoli-
dation within energy groups. Vertical links between energy production and 
sales reduces the need to trade on the wholesale market and leads to low 
liquidity. In order to limit this type of practice, the obligation to obtain consent 
under Article 20, Section 2 of the Act on Competition and Consumer Protec-
tion has been introduced. This provision stipulates that the President of the 
Office of Competition and Consumer Protection may allow for consolidation 
which results in a significant reduction of competition. This is to prevent the 
strengthening of one entity’s dominant position and thereby increase the level 
of competition in the market [Zamasz 2015, p. 36 et seq.]

It is worth noting here that competitiveness is fuelled by the privatiza-
tion of the energy sector. Where the majority of the market is controlled by 
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one entity that holds shares in both power plants and distribution plants, the 
implementation of competition is hampered.

The last factor affecting competitiveness is building capacity. Increasing 
production capacity will not only have a positive impact on energy security 
but will also exert pressure on market participants. Nevertheless, cross-
border investments are important. Expanding connections allowing for the 
integration of the national system with the neighbouring countries’ systems 
will significantly affect the competitiveness of energy sector entities. It is also 
worth mentioning that the law contains the term ‘sustainable development 
of the country’. Although it is the main guideline for the energy policy objec-
tives pursued by the Council of Ministers, it has not been further developed. 
Sustainable development is defined by another legislative solution – the 
Environmental Law. It states that sustainable development of the country is 
a socio-economic development where political, economic and social activities 
are integrated, the environmental balance is maintained and sustainability of 
basic natural processes is ensured in order to balance the opportunities of 
individual societies and their citizens – both contemporary and future gen-
erations – for access to the environment. It can therefore be assumed that 
sustainable development should be interpreted as the need to take account 
of environmental and economic equilibrium, particularly in energy processes. 
This corresponds to the provisions of the amended Energy Law, effective 24 
July 2002. The provisions contained in it (e.g. Article 9) impose on energy com-
panies the compulsion of economical and pro-ecological energy management 
in Poland. Sustainable development combines all the interests of both energy 
companies and consumers of fuels and energy [Baehr, Stawicki, Antczak 2003, 
p. 17 et seq.]. The introduction of market mechanisms into the energy sector 
may raise concerns that investment decisions made by energy companies will 
result in uneven development due to the varying levels of outlays. This situ-
ation may reduce the country’s energy security. The globalization of energy 
markets in Europe may also adversely affect the level of security, as countries 
with strong energy infrastructure already have a significant advantage. This 
is a consequence of the strategic aspects of energy policy, particularly energy 
security and the internationalization of fuel and energy trade.

Energy supply and competitiveness

The supply chain on the energy market depends on the model adopted 
there. Figure 2 shows the network of business links on the monopolistic market 
and how they change after removing barriers to entry. While new opportuni-
ties for cooperation are opened at the wholesale level for some customer seg-
ments, others can choose a supplier in the liberalized market. The office/home 
office (SOHO) segment usually draws energy from low voltage networks. The 
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segment of small and medium-sized enterprises (SME) includes companies 
that are connected to a medium voltage network and consume much more 
energy than the SOHO segment. Segmentation depends on individual power 
providers. However, the annual power consumption ranges from 50MWh to 
1GWh and from 100MWh to 10GWh. Segmentation levels depend mainly on 
the organization of internal and external sales networks and on the goals and 
size of energy suppliers. The largest customers form the strategic segment 
also known as B2B. The literature indicates that this name should also refer 
to the SME segment. This segment includes customers that usually use 110kV 
high voltage networks. They can also take advantage of the direct access to 
the Polish Power Exchange and make purchases in bilateral contracts on the 
over-the-counter (OTC) market. The full value chain of the energy company 
is shown in Figure 2. 

Figure 2. Value chain of an energy company before and after market liberalization

Source: Own elaboration based on: How does Power Reach the end-cusotmer? Polish energy 
sector in the context of transformation on European markets, The Boston Consulting Group, 
Akademia Energii 2013; G. Wojtkowska-Łodej, D. Michalski, P. Hawranek, Zmiany uwarunkowań 
funkcjonowania przedsiębiorstw na rynku energii elektrycznej w Unii Europejskiej, Oficyna 
Wydawnicza Szkoły Głównej Handlowej w Warszawie, Warszawa 2012, p. 46.

It is worth noting that liberalization introduces competitiveness into the 
energy market but does not make it fully open and free from previous, monopo-
listic conditions. This is evidenced by the growing but still small percentage of 
consumers deciding to change the trader, as well as the territorial division of 
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Poland between the largest energy companies. In Poland, geographic segmen-
tation, in which energy companies operate, has a specific economic purpose. 
Only large companies are able to cope with huge and necessary investments 
in the power industry. Other energy entities become intermediaries between 
producers and traders (on the stock exchange or in OTC transactions) and end-
users –households and industry. They bear no risk of choosing the optimum 
energy production technology, cost of buying the necessary certificates and 
permits for CO2 emissions and obligation to modernize the infrastructure. This 
implies both opportunities and threats. It cannot be unambiguously determined 
in which market model the power industry currently operates, as there are 
elements characteristic of monopoly, oligopoly and monopolistic competition 
in the sector. However, it can be expected that the legislative and systemic 
changes that are being implemented will lead to the emergence of regional 
European energy markets and, consequently, a single harmonious centre for 
transactions and electricity flows where prices will only be shaped from the 
perspective of market equilibrium on the basis of demand and supply curves 
[Żmijewski 2011, p. 469 et seq.]

For decades, the sector has been accustomed to a certain comfort 
afforded by monopoly, which is an important problem and a barrier to 
the implementation of competition in the electricity market. In a natural 
monopoly environment, consumers bear the entire risk of power-related 
business, beginning with energy manufacturing and ending with energy 
distribution. Competition is associated with uncertainty; it can even be 
devastating to the people concerned because they need to constantly 
prove that they are more effective than others. On the energy market, it is 
consumers, rather than traders, who decide how much of the product and 
from whom they will buy. Traders do their best to make their competitor 
a party to the transaction. On the competitive market, each entity operates 
in a similar environment. Transactions are subject to legal or customary 
regulations and information on the prices of offered goods is widely avail-
able [Pająk, Pająk 2016, p. 115].

Both in the EU and in Poland, energy companies tend to monitor the full 
value chain and develop fuel and energy groups, beginning with the extraction 
of fuels through generation of electricity and heat from diversified sources, 
including in renewable processes, their distribution, wholesale and retail 
trade and customer service. The sector is dominated by large and very large 
entities, mainly energy groups. Increasingly, however, many small businesses 
appear in the market of renewable energy production and energy and gas 
retailing, which in turn stimulates competitive behaviour. Currently (as of 
April 2017), 453 entities hold electrical power trading concessions in Poland. 
Continuous growth has been observed in the past years, which shows the 
continuous development of the competitive market. This development trend 
is presented in Figure 3.
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Figure 3. Market development in the area of electricity trading – the number of concessions 
between 2010 and 2015

Source: own elaboration based on data of the Energy Regulatory Office – the reports and 
statistics come from the website: ure.gov.pl

Interestingly, these entities now account for 59% of all retailers changed 
in the retail energy market in the consumer and small business segment. 
Figure 4 shows market development in terms of the number of concessions 
and retailers changed.

Figure 4. Market development in the area of electricity turnover – the number of retailers changed 
between 2007 and 2017

Source: own elaboration based on data of the Energy Regulatory Office – the reports and 
statistics come from the website: ure.gov.pl

Period
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Conclusions

Taking account of the current theoretical considerations and economic 
practice, it can be said that not only energy consumers but also energy 
producers and traders need competition. This forces companies to improve 
efficiency, which is unfortunately very difficult to achieve in an administra-
tive manner. This is especially important in the context of the domestic 
and European markets. Competition is not limited to the energy sector, as 
energy is also sold by mobile phone companies, gas distributors and other 
small traders.

While energy companies already operate according to the market prin-
ciples in the field of energy trading, energy distribution is still fully regu-
lated. This does not exclude new clients, especially in areas where networks 
border with other distribution system operators. It is worth noting here 
that local self-governments play an important role in the field of competi-
tiveness of energy entities. The Energy Law presents concrete, measurable 
tasks addressed to voivodship self-governments. According to Article 17, 
the voivodship self-government participates in the planning of energy and 
fuel supply in its area by issuing opinions on municipal projects in this area. 
Furthermore, Article 23 reads that the voivodship board issues opinions 
on, inter alia, granting and withdrawing concessions and agreeing plans of 
energy companies.
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Rynek konkurencyjny i źródła jego przewagi  
w subsektorze elektroenergetycznym

Streszczenie

Subsektor elektroenergetyczny w obszarze konkurencyjności jest znacznie zróżnicowany 
w zależności od obszaru, który badamy. Wytwarzanie energii, przesył czy też obszar 
dystrybucji posiadają całkiem odmienną charakterystykę konkurencyjności, niż takie 
obszary jak obrót energią elektryczną. W obszarze wytwarzania przewagę konkurencyjną 
buduje m.in.: umiejętne poruszanie się na rynku paliw oraz celowe inwestycje wpływa-
jące na sprawność i efektywność urządzeń. W obszarze dystrybucji, mimo naturalnego 
monopolu, pojawiają się na rynku także takie OSD-n, które dynamicznie odbierają udziały 
w rynku nowobudowanych przyłączeń. Obszar obrotu można z powodzeniem porównać 
do innych segmentów rynku konkurencyjnego, gdzie występuje sprzedaż masowa usług 
i produktów.

Słowa klucze: energia elektryczna, przemysł elektroenergetyczny, przewaga konku-
rencyjna

Competitive market and sources of its advantages  
in the electric energy subsector

Abstract

The electric energy subsector varies considerably in terms of competitiveness depend-
ing on the area under analysis. Power generation, transmission and distribution have 
quite different characteristics of competitiveness than areas such as electricity trading. 
In the area of power generation, competitive advantage is developed by factors such 
as: skilful operation in the fuel market and targeted investments affecting the efficiency 
and effectiveness of equipment. In the area of energy distribution, despite the natural 
monopoly, some distribution system operators dynamically take over the market share 
of newly constructed networks. The area of energy trading can be successfully compared 
to other competitive market segments where mass sales of services and products occur.

Key words: electric power, electric power industry, competitive advantage
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