
 

 

OECD Market Study of the Electricity Sector  
in Ukraine 

Call for Feedback 
 

In September 2021, the OECD started a study of the electricity sector in Ukraine, which will 

assess how competition in the sector is working. If it is found that competition is not working well, 

it may lead to recommendations on how to complete the opening of Ukraine’s electricity sector 

by identifying outstanding obstacles to competition. These recommendations will provide a basis 

for measures by Ukrainian authorities to remove such obstacles to effective competition, and for 

Ukraine to fully reap the rewards of a liberalised electricity sector. 

 

The project takes place in the context of longstanding OECD work in Ukraine. This work has 

sought not only to promote competition in the country in general, which leads to increased 

productivity, more innovation and economic growth, but also to support Ukraine’s reform agenda 

at a crucial moment for the development of its power system – in particular given recent reforms 

opening the market to competition and Ukraine’s electricity sector’s prospective integration with 

the European Network of Transmission System Operators for Electricity (ENTSO-E). 

 

The study will be conducted in close consultation with Ukrainian authorities, energy companies, 

and industry, and consumer associations. For additional information, please consult our project 

webpage and flyer. 

 

Building on previous experience and in-house knowledge, as well as publicly available sources,  

this note provides a high-level overview of the OECD preliminary understanding of the key 

features of the electricity sector in Ukraine, illustrating the areas the OECD expects to focus on 

in its market study. The purpose of this note is to promote transparency about the work the OECD 

is carrying out, by outlining its initial perceptions of the market and of the potential obstacles to 

competition in the various segments of the electricity sector. It is also important to underline that 

this note only reflects an initial thinking about the sector, and that none of the potential concerns 

addressed below are in any way set.  

 

Moreover, through this note the OECD aims at obtaining feedback about the correctness and 

completeness of its initial views, and to provide an early opportunity for stakeholders’ input. 

Below, this note identifies a number of questions on which feedback will be welcome. However, 

the OECD strongly encourages further feedback about the market, the issues that have 

been identified, and any other concern that might be missing. 

 
  

https://www.oecd.org/daf/competition/oecd-market-study-of-the-electricity-sector-in-ukraine.htm
https://www.oecd.org/daf/competition/oecd-market-study-of-the-electricity-sector-in-ukraine.htm
https://www.oecd.org/daf/competition/oecd-market-study-of-the-electricity-sector-in-ukraine-flyer-eng.pdf
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Overview 
 
With the new Electricity Market Law in 2017, and the beginning of the liberalisation process in 

2019, the electricity sector in Ukraine underwent a radical change, accompanied by frequent 

legislative changes in the past three years. The opening of the retail market, with the unbundling 

of the integrated distribution and supply companies (oblenergos), and the launch of the new 

wholesale market deeply transformed the functioning of the sector. In particular, the introduction 

of the bilateral agreements market (BAM), the day-ahead and intra-day markets (DAM and IDM), 

the balancing power market (BM), and an ancillary services market (ASM) represent a move 

towards European rules and standards. 

 

Ukraine’s electricity sector is comprised of separate generation, wholesale market, transmission 

system operation, distribution and supply entities operating on the retail side of the market. 

Historically, the market has been divided into two zones: the Integrated Power System (IPS), 

covering the majority of Ukraine’s territory and interconnected with Russia, Belarus and Moldova, 

and Burshtyn Energy Island (BEI), located in the Western part of Ukraine and connected with the 

ENTSO-E via Slovakia, Hungary and Romania.  

 

A few large suppliers, covering nuclear (Energoatom (EA), hydro (Ukhydroenergo (UHE)), and 

thermal power generation (mainly DTEK and Centerenergo (CE)), produce most of the electricity 

used in Ukraine. The share of Renewable energy sources (RES), in installed capacity and 

generation, has grown rapidly since market opening, supported by feed-in tariffs (FiT). However, 

substantial regulatory constraints appear to affect the functioning of the market, as well as the 

effectiveness of competition, both at wholesale and retail level.  

 

A first area the OECD expects to focus on relates to market design, which appears to be strongly 

impacted by the Public Service Obligation (PSO) in place for households. 

Under this mechanism, electricity from nuclear and hydropower plants is channelled from state 

owned electricity generators (Energoatom and Ukhydroenergo respectively) to the universal 

service suppliers (USS) for household consumption, at regulated prices. As all households are 

covered by the PSO scheme, it is unlikely for there to be retail market competition for households.  

Moreover, the state owned electricity generators do not appear to be fully compensated for the 

PSO by the state, which has led to an accumulation of debt on their side. Finally, the rules 

associated with the PSO mechanism create constraints around Energoatom and 

Ukhydroenergo’s ability to choose how much electricity to sell in the different wholesale 

segments, which may affect their participation on the wholesale market.Although regulated prices 

ensure that households can access electricity at a low price, this might also stifle competition. 

Therefore, the OECD is considering looking closely at the PSO mechanism and the associated 

regulated price to better understand its functioning and its sustainability. 
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Questions: 

1. Would you agree that the PSO as currently designed influences how the market operates? 

What would you say are the most important effects? 

2. What is your perception of the sustainability of fixed prices for households in the long term? 

 

 

Questions: 

3. What is your perception of the variety of supply available on the different wholesale market 
segments?  
 

4. Would you agree that regulations in place lead to the artificial separation of the wholesale 
market into self-contained segments as explained above? What other factors may be 
contributing to wholesale market segregation? What factors might counteract market 
segregation? 

 

 

The OECD will explore whether another consequence of the regulations in place is the artificial 

separation of the wholesale market into self-contained segments. The current system has 

different rules for different types of electricity generators, concerning the markets where electricity 

can be bought and sold, as well as for the volumes that can be put on the market, to which should 

be added different rules for specific end customer groups (industrial/business and households). 

Although the bilateral agreements market and the organised segments (DAM, IDM, BM) naturally 

respond to different needs, the regulatory setting may be further contributing to segregating the 

wholesale market into distinct markets, where entry and expansion is constrained. 

In particular, buyers on the unregulated BAM have access mainly to thermal generators’ supply, 

while buyers on DAM have access primarily to EA’s nuclear energy, with additional supply from 

Ukrhydroenergo and RES electricity via the Guaranteed Buyer. Moreover, USS for households 

have access only to nuclear electricity in the IPS trading zone, and hydro in BEI, through bilateral 

contracts under the PSO. 

 

 

 

 

   

Price caps are commonly used regulatory tools that seek to achieve legitimate regulatory 

objectives. However, they can also create significant obstacles to market competition, with 

detrimental consequences for investment, innovation, the sustainability of the electricity sector 

and the companies operating in them, and ultimately for the long-term welfare of electricity 

consumers. Achieving these goals requires competitive markets, whereas the regulatory goals 

pursued by price caps can typically be achieved by other mechanisms that are less restrictive of 

competition. 

The OECD will investigate whether the presence of price caps in organised segments can distort 

the market, affecting both market players’ behaviour and participation, as well as DAM’s ability 

to provide a reliable price signal for forward and bilateral markets. The OECD will also look into 

other signs that organised segments might not be working as expected, e.g. in BM where 

anomalies with market players’ behaviour have been reported.  The OECD will also look into 

other signs that organised segments might not be working as expected, e.g. in BM where 

anomalies with market players’ behaviour have been reported.   
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Questions: 

5. What is your perception of the impact of price caps on the market? Would you say that the 

market could benefit from an adjustment of such caps and their use? What adjustments would 

you consider viable? 

 

6. What is your overall view on the functioning of day ahead and balancing markets? 

Questions: 

7. Are there relationships between DSOs and suppliers that affect how the market operates? 
For example, are companies effectively separated from both a legal and practical perspective 
and do DSOs have any incentives to benefit particular suppliers?  
 

8. What is your perception of the retail market for households and possible developments? 
 

Questions: 

9. What role do you perceive for exports and imports in the operation of Ukraine’s energy sector? 
 

10. What is your general perception of competition in the wholesale and retail markets? 
 

11. Are there key aspects of the functioning of the electricity sector that have been overlooked in 
this note? If so, could you please indicate which ones, and briefly explain why they are relevant? 

 

 

 

In the retail market for unregulated customers, i.e. industrial and business, the OECD expects 

that key aspects to consider will concern the level of unbundling of distribution system operators 

(DSOs) and suppliers, and the development of the metering infrastructure.  Vertical integration 

between DSOs and suppliers has the potential to facilitate different conducts that might  distort 

competition in the market, creating a risk of reduced choice and higher prices for customers. 

Furthermore, as previously mentioned, there appears to be no real retail market competition for 

households, since households have no choice but to buy from USS at fixed prices. 

 

 

 

 

Supply dynamics in the electricity sector are likely also affected by constraints on imports. In 

particular, the IPS trading zone is awaiting integration with the ENTSO-E, while cross-border 

trade with Russia and Belarus may not be a viable option at this time. In Burshtyn Energy Island, 

where domestic generation is limited and the market is heavily concentrated, imports from the 

Central European System would provide diversity of supply, but currently appear to be disrupted. 

 

Finally, the OECD expects to look at a number of other areas, which could be relevant in order 

to fully assess the market. These include debt accumulation and liquidity issues on the wholesale 

market, excess of installed capacity, the need for an adoption of important data disclosure 

standards and regulations, feed in tariffs for RES, and the frequent changes in legislation. 

 

 

 

 

 

The OECD will appreciate any additional feedback on areas it shoud explore, as well as on data 

or issues it should investigate. 


