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In connection with EU’s growing energy dependence on oil' and with growing influence
of energy prices on the product prices and consumer prices, the energy industry is at the
center of attention of all Central European institutions. After a relatively long-discussed
package of proposals for liberalization of the energy sector, the Energy Council adopted
the basic lines of an agreement in June 2008 and the energy ministers confirmed

a compromise procedure focused on the separation of energy production from its
transmission and supply to consumers (the so-called proprietary unbundling) in October
2008, with the former national monopolies (such as EDF, E.ON or RWE) keeping the
possibility to retain control of the distribution networks, provided that they subject them
to external supervision.” The European Parliament, too, has adopted a resolution on

getting a grip on energy prices.?

Increased attention is paid to the energy sector
also in Slovakia. On its meeting on 15 October
2008, the Government of the Slovak Republic
discussed the draft strategy for energy security of
the Slovak Republic, whose aim is to ensure the
implementation of steps that will enable the crea-
tion of a competitive energy industry ensuring se-
cure, reliable and effective supplies of all forms of
energy at acceptable prices, taking into account
energy consumer protection, environmental
protection, sustainable development, security of
supply and technical security.

QOil price turbulences in the world markets have
required increased attention not only of power
engineers, industrial producers, households and
small consumers of various energy types, but also
analysts and representatives of central banks.

ENERGY PRICE DEVELOPMENT IN THE
PRODUCTIVE SPHERE

In July 2007, the average Brent oil price (monthly
average: 76.3 USD/barrel) exceeded its maximum
of August 2006 (74.5 USD/barrel) and after a vir-
tually permanent growth it reached a new aver-
age monthly peak (137.2 USD/barrel) in July 2008.
From the beginning of 2007, the prices of refined
oil products correlated most with the oil price
within industrial production products (correlation
coefficient; r= 0.93). The relation between the ol
price and the gas price within the energy group
was less significant (r=0.60).

From the beginning of 2007, the year-on-year
change in energy prices was quite low and corre-
lation with the average oil price was lower(r=0.53)
than with the oil price. Electricity prices and price
water treatment and distribution prices showed
an even lower correlation with oil prices (=044
and r=0.34, respectively). Steam and hot water
supply prices correlated significantly negatively

with the oil prices over the period under review
(r=-0.84)*.

The energy prices markedly participated in year-
on-year changes in domestic industrial producer
prices for Slovakia as early as in the course of 2007.
From the beginning of 2008, however, a growing
influence of energy prices on the development
of aggregate industrial producer prices has been
evident. While in January 2008, their contribution
to the change in the aggregate industrial pro-
ducer price was almost 60%, in October the per-
centage was 84%. This growing percentage was
accompanied by a decrease in the percentage of
the contribution of industrial production prices
from 40% to 10%. Prices of products from mining
and quarrying, also due to their negligible weight,

1 In 2007, the degree of energy depen-
dence of the EU increased to 82.2%
compared to 74.4% in 1995. Eurostat,
Energy, transport and environment
indicators, 2007 issue

2 Seee.g. Energy ministers have agreed
on liberalisation, 13 October 2008,
www.euractive.sk.

3 The European Parliament resolution
of 25 September 2008 on getting
a grip on energey prices ties in with
its resolution of 29 September 2005
on oil dependency; its resolution of 19
June 2008 on the crisis in the fisheries
sector caused by rising fuel prices;
the Commission Communication
of 13 June 2008 entitled ,Facing the
challenge of higher oil prices’: and the
agreement at the informal ECOFIN
Council of 12-13 September 2008 in
Nice. It is based on an evaluation of
the situation in the world oil markets
and outlines the areas, in which it is
necessary to adopt effective measu-
res. See www.europarl.europa.eu for
details.

4 One of the reasons can be the time
lag related to the use of a 9-month
average for the setting of gas prices,
which is decisive for the heat genera-
tion.

Chart 1 The development of oil prices, refined oil products and
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Chart 2 Development of contributions of the main components to
year-on-year changes of the PPI (p.p.)
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Chart 3 Development of producer energy prices and their compo-
nents within the PPI (year-on-year change in %)
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Chart 4 Development of contributions of selected components of
industrial production products to year-on-year changes in aggre-
gate product prices (p.p.)
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contribute to the change in the aggregate indus-
trial producer price only insubstantially, but they
have followed a growing a trend since the begin-
ning of 2008, which can be seen in Chart 2.

In October 2008, for example, the faster aggre-
gate year-on-year growth of energy prices for pro-
ducers was the result of an accelerated growth of
the prices of all their basic components. The pric-
es of gas production and gas fuel distribution by
pipelines increased by 26.9%, the prices of elec-
tricity production and distribution by 10.8%, the
prices of steam and hot water supply by 13.4%
and the water treatment and distribution prices
increased at the same rate as one month before
- by 8.5%.

From a longer term perspective, the changes
in aggregate energy prices in the industry are in-
fluenced particularly by the development of gas
prices. The development of electricity prices has
been in a relatively neutral relation to the devel-
opment of aggregate energy prices (r=0.4). The
developments of prices of steam and hot water
supplies and prices of water treatment and dis-
tribution had been quite different from the de-
velopment of aggregate energy prices until the
end of 2006, but from early 2007 they have been
in strong correlation with them. The relation be-
tween the development of prices of heat supplies
and aggregate energy prices is characterized by
an opposite development.

The development of industrial production prices
has been influenced primarily by the prices of food,
refined oil products and transport equipment.
While refined oil product prices were a dampen-
ing factor for aggregate industrial production
prices until September 2007, from the beginning
of the 4" quarter of 2007 and during 2008 their
contribution to inflation was similar to that of food
prices, whose weight within the industrial produc-
tion products however was four times as high.

The development of consumer prices also
widely depends on the development of in-
dustrial producer prices. In the case of energy
prices, several differences between the year-on-
year changes in energy prices can be observed
within aggregate industrial producer prices and
within consumer prices. The more considerable
influence of oil prices on energy prices within
aggregate industrial producer prices than within
consumer prices is due to an almost three times
higher weight of energy prices within the groups
being compared.

THE DEVELOPMENT OF ENERGY PRICES FOR
SMALL CONSUMERS

In individual months from the beginning of 2004
to mid-2005, energy prices for producers record-
ed considerably different year-on-year changes as
compared to energy prices for households, with
the consumer energy prices growing far more
significantly than industrial energy prices. This
was associated with the process of energy price
deregulation, too. From the end of 2005 to the 4™
quarter of 2007, the development of energy prices
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both for producers and for the population was
relatively similar. From the last months of 2007
onwards, the difference has been growing gradu-
ally, the growth rate of prices for the population
being considerably lower than that of producers.

Year-on-year changes in energy prices for
householdsandtheirindividual components have
had an interesting evolution over the last years.
From a long-term perspective, the development
of energy prices for households has been quite
considerably influenced by the development of
prices of all basic components, but unambigu-
ously mainly by the development of gas prices.
A fundamental turn in the year-on-year changes
of energy prices for households has been evi-
dent from the beginning of 2007, when the de-
velopment of heat prices has correlated with the
development of aggregate energy prices most
considerably (r=0.86). The development of gas
prices (r=0.65) has had a still significant influence
(but lower than over the long-term horizon) from
the beginning of 2007, while the influence of the
development of the electricity prices and water
rates and sewage charges have dropped consid-
erably (r=0.14 and 0.15).

Comparing the year-on-year changes of the
prices of individual energy carriers for households
and producers in more detail, we find out that
in October 2008 the most significant difference
concerned year-on-year changes in gas prices
(26.9 percentage points) and electricity prices (8.2
percentage points). The difference between the
year-on-year growth of prices of water supplies
and treatment in the last month under compari-
son was 2.2 percentage points in favor of house-
holds and in the case of heat prices 1.7 percent-
age points in favor of producers.

From a long-term perspective, too, the prices of
heat and water have changed approximately in
the same way both for households and for indus-
trial producers on a year-on-year basis.

The development of natural gas prices fol-
lowed a diametrically different trend to the detri-
ment of households for example in 2004. In 2005,
but particularly in 2006, year-on-year changes in
oil prices followed approximately the same trend
both for households and for industrial produc-
ers. Over the first three quarters of 2007, the gas
prices for households were growing moderately
year-on-year and they were decreasing for indus-
trial producers from the second quarter to the
end of 2007. From the beginning of 2008, the gas
prices for households have been at the level pre-
vailing one year ago, but gas prices for industrial
producers have been growing year-on-year and
increased by almost 24% in September 2008.

The year-on-year development of electricity
prices in the course of 2004, too, was considerably
different for households as compared to industrial
producers. In 2005, the prices of electricity devel-
oped in a relatively similar way for both consumer
groups, but from the beginning of 2006 the year-
on-year changes have followed a considerably
growing trend for industrial producers than for

Chart 5 Development of the energy prices within the PPl and HICP

(year-on-year change in %)

20

:T 5 \f

M L

1

— HCPI - energy
PPI - energy

(L

2004 2005 2006 2007

2008

M Difference HCPI - energy and PPI - energy

Source: Eurostat, Statistical Office of the Slovak Republic, chart by the NBS.

Chart 6 Development of the energy prices within the HICP (year-
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households, for which the electricity prices in
2007 were slightly below their level of the previ-
ous year and until 2008 they grew at a lower rate
than the electricity prices for industrial producers.
Considerable differences in the development
of energy prices for households and producers
in 2004 were also caused by different methodol-
ogy of the setting of energy prices for producers
and small producers. The growing differences be-
tween the development of both groups of aggre-
gate energy prices in the recent period are prob-
ably also due to more consistent regulation of the
justified costs of energy producers and distribu-
tors for households on the part of the regulator.
When determining prices, no distinction should
be made between producers and small consum-
ers (also with regard to the need of higher trans-
parency and general simplification of the proce-
dure of approving the prices of individual energy
carrier types by the regulator). On the part of the
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5 A study of the European consumer or-
ganization BEUC says that attempts
of the European Commission to put
through a liberalization of the energy
sector have not brought more ,bad”
news than ,good” new for consumers
so far. The study denotes as ,bad”
new the limited possibilities of choice
and difficulties in changes of the
energy supplier. The security of gas
and electricity supplies to consumers
appeared among ,mixed”and ,good”
news.
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6 ,Whe see no reason, why for example
large industrial energy consumers
should pay the third highest
electricity and gas prices in Slovakia,
given that for example the prodution
cost per unit of electricity produced
in Slovakia is among the lowest
such cost,"the executive director
of Klub 500 said. See e.g.: The SPP
has been surprised by the fact that
firms complaint about the energy
prices. http://tvojepeniaze.pravda.sk,
19.11.2008.

Chart 7 Year-on-year change in the electricity
prices (in %)
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Chart 9 Year-on-year changes in the heat prices (in %)
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Source: Statistical Office of the Slovak Republic, chart by the NBS.

regulator, consistent assessment of the inclusion
of justified costs and adequate profit of energy
producers and suppliers in the proposed price of
the respective energy commodity with simulta-
neous taking into account of sufficient consumer
protection should be crucial.

The application of different criteria in the set-
ting of energy prices for producers and house-
holds can also have deforming effects on the for-
mation of prices of identical energy commodities.
Considerably higher energy prices for producers
than for households can induce the producers
to attempts to include the increased costs in the
prices of their products, which will bring about
secondary passing on of parts of those costs to
the final consumers.

As a matter of fact, despite considerable pres-
sure on the part of central EU institutions, produc-
tion and distribution of individual energy carriers
has not received the necessary competitive foun-
dations yet and has not been liberalized in real
terms.® In Europe, it has still not been managed to
have a competitive energy industry that would be
able to ensure reliable and effective supplies of all
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Chart 8 Year-on-year changes in gas prices (in %)
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Chart 8 Year-on-year changes in water prices (in %)
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forms of energies at acceptable prices®, taking into
account the objective satisfaction of the interests
of their producers, environmental protection, sus-
tainable development and technical security.

A COMPARISON OF THE CURRENT LEVEL OF
GAS AND ELECTRICITY PRICES IN SELECTED
COUNTRIES

Our comparison of the current level of gas and
electricity prices for households and industrial
producers will focus on the surrounding V4 coun-
tries, Slovenia, the EU-27 and the EA-15. To be
able to compare the gas and electricity prices in
selected countries, we will use Eurostat data and
methodology (see Box).

The gas price for standard households in Slova-
kia asat 1 January 2008 reached the value of 11.89
EUR per GJ (9.99 GJ excluding taxes) and although
it experienced a moderate growth compared to 1
July 2007, currently gas for standard households
in the countries under review is cheaper only in
Poland and Hungary.

The currently available internationally compa-
rable gas price for standard producers is 11.04
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EUROSTAT METHODOLOGY FOR THE ASCERTAINMENT
OF NATURAL GAS AND ELECTRICITY PRICES

Prices of natural gas and electricity both for households and for producers are ascertained with
semiannual periodicity for several types of consumers. Data for the so-called standard households
or standard producers use to be applied in the case of international comparisons. The data on gas
and electricity prices under comparison include taxes. Taxation of natural gas in surrounding V4
countries is relatively similar for households and for producers (from about 16% to 19%). The situa-
tion with electricity is similar, with the exception of Poland, where the tax is about 24%. Taxation of
gas and electricity in Austria, Slovenia, as well as on average for the EA-15 is considerably higher. As
of 1 July 2007, the ascertainment methodology was slightly modified in that the designation and
new definition of consumption for individual types of consumers was changed. The main differenc-
es in the definition of consumption of the so-called standard consumers are in the following table:

Old methodology (until 2007)

New methodology (from 1 July 2007)

D3_average annual gas consumption of
households 83.70 GJ

D2_average annual gas consumption of
households from 20 to 200 GJ

13-1_average annual gas consumption of
producers 41.860 GJ

I3_average annual gas consumption of pro-
ducers from 10.000 to 100.000 GJ

Dc_average annual electricity consumption
of households 3.500 kWh

DC_average annual electricity consumption
of households from 2.500 to 5.000 kWh

le_average annual electricity consumption of
producers 2.000 kWh

ID_average annual electricity consumption of
producers from 2.000 to 20.000 MWh

Table 1 Gas and electricity prices for standard households and producers

D2 in EUR/GJ
(gas_households)

I3 in EUR/GJ

(gas_producers)

DC in EUR/100 kWh
(electr._households)

ID in EUR/100 kWh
(electr._producers)

1.7.2007 1.1.2008 1.7.2007 1.1.2008 1.7.2007 1.1.2008 1.7.2007 1.1.2008

EU-27 14.41 15.35 9.86 11.14 16.00 16.33 10.17 10.75
EA-15 16.54 17.47 10.23 11.68 16.75 17.11 10.39 11.11
Cz 10.06 12.20 8.11 10.56 10.63 12.74 9.24 10.99
HU 10.62 11.24 10.29 11.52 12.96 1548 11.92 11.97
AT 16.95 22.99 . . 17.40 17.79 9.74 11.11
PL 11.15 11.56 8.80 10.20 13.80 12.59 8.46 10.18
SL 14.14 15.51 10.61 12.14 11.16 11.47 8.97 9.21
SK 11.51 11.89 945 11.04 13.70 14.21 11.34 12.87

Source: Eurostat.

EUR per GJ (9.28 EUR per GJ excluding taxes) in
Slovakia. In comparison with July 2007, it has
grown by almost 17% and the current gas prices
for standard producers in Slovenia, Hungary and
the euro area are slightly higher.

The price of electricity for standard households
was 14.21 EUR per 100 kWh (11.94 EUR per 100
kWh excluding taxes) in Slovakia at the beginning
of 2008. The electricity price for households was
higher as compared to July 2007 in alls countries
under review except Poland. Hungary and on
average also the EU-27 and the euro area had a
higher electricity price for standard households
than the current price in Slovakia.

At the beginning of 2008, the electricity price
for standard producers was 12.87 EUR per 100
kWh (10.83 EUR per 100 kWh) in Slovakia in 2008
and it increased by almost 14% over 6 months.

It was unambiguously the highest price as com-
pared to the surrounding countries under review
and the euro area.

As for the degree of reaching the average price
of individual energy types of the euro area, Slova-
kia reached as at 1 January 2008 in the case:

* gas prices for standard households 68.0% of the
euro area average, or 76.7% of the euro area av-
erage excluding taxes,

e electricity prices for standard households 94.5%
of the euro area average or 99.0% of the euro
area average excluding taxes,

* gas prices for standard producers 83.1% of the
euro area average or 98.0% of the euro area av-
erage excluding taxes,

* electricity prices for standard producers 115.8%
of the euro area average or 132.4% of the euro
area average excluding taxes.

volume 17, 1/2009
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Chart 11 Comparison of gas prices for standard ho-
useholds with the EA-15 average (incl. taxes) (in %)
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Chart 13 Comparison of electricity prices for

standard households with the EA-15 average
(incl. taxes) (in %)
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Source: Eurostat, charts by the NBS.

The degree of convergence of Slovak gas and
electricity prices for producers and households
towards to average prices of energy commodi-
ties within the EU-27 and the euro area, in gen-
eral, does not fall behind the surrounding coun-
tries.

SUMMARY

The turbulences on the world’s oil markets are di-
rectly influenced particularly by the development
of energy prices and indirectly also by the prices
of other commodities. The increasing contribu-
tion of changes in energy prices to the changes
of aggregate average industrial producer price
has been evident recently.

In the long run (from the beginning of 2004
onwards), the correlation of the year-on-year de-
velopment of the oil price with the energy prices
for industrial producers was weak and lower
(r=0.0048) than in the short run (from the begin-
ning of 2007 r=0.53).
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Chart 12 Comparison of gas prices for standard
producers with the EA-15 average (incl. taxes) (in %)
120 7
100 A
80 A
60 4

40

20

EU27 EA cz HU PL Sl SK

W 1 July 2007 W 1 January 2008

Chart 14 Comparison of electricity prices for

standard producers with the EA-15 average
(incl. taxes) (in %)
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Within consumer prices, the development of
energy prices is in negative correlation with the
development of oil prices both in the long run
(r=-0.1721) and in the short run (r=-0.375).

The crucial component for the development
of energy prices is the gas price, which more
considerably influences the development of
energy prices for industrial producers than for
households. Heat prices have a greater impact
on the development of aggregate energy prices
for households than on the development of the
aggregate energy prices for industrial produc-
ers. In relation to the aggregate energy prices for
producers, electricity prices are relatively neutral,
and in the case of households their influence on
the aggregate energy prices has been decreasing
gradually primarily from 2007.

The aggregate energy prices for industrial pro-
ducers developed year-on-year similarly to the
aggregate energy prices for households only in
certain periods. From the end of 2007, their differ-
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ences have been evidently increasing gradually,
mainly as a result of a significantly lower growth
rate of energy prices for households than for in-
dustrial producers.

The level of electricity prices for standard house-
holds is currently at about 95% of the euro area
average and the level of the natural gas prices for
standard households in Slovakia corresponds to
less than 70% of the average of the euro area. Nev-
ertheless, the level of natural gas prices for stand-
ard households is currently higher than in Slovakia
only in the Czech Republic out of the V4 countries.

The current level of Slovak electricity prices for
standard industrial producers is more than 15%

above the euro area average and according to
internationally comparable data the level of natu-
ral gas prices for standard industrial producers in
Slovakia reaches more than 80% of the euro area
average.

There should be no considerable differences
between the objectified prices of individual en-
ergy types, because they have deforming effects
on the energy market. It is important to look for
a transparent and simple mechanism, which
will both take into account justified interests of
producers and energy suppliers, and ensure ad-
equate protection of energy consumers.
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