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Key policy instruments to prolong fragmentation...
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Prices of natural gas and electricity: reaction on availability
of public money to finance build up gas stocks

Natural Gas EU Dutch TTF (EUR/MWh)  Year ahead electricity price EUR/MWh

Natural Gas EU Dutch TTF

European electricity prices are returning to pre-gas crisis levels
Year-ahead electricity price, €/ MWh
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Further reaction of prices of wheat and industrial demand
for electricity

Drop in industrial electricity demand
Wheat prices has not been recovered

Wheat

EU electricity demand has now stabilised, following large falls during the
1200 energy crisis

Year-on-year change in electricity demand (%)
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Theory: Demand for
the rule of law

Fragmented market is heavily exposed to policy
determined fluctuations in transaction costs

Policy determined transaction costs turn typical
payoff function V(X) into step curve creating
bad equilibrium X3 without demand for rule of
law.

VL: payoff to building value under the rule-of-
law

VN: payoff to building value in the no-rule-of-
law state

“The constituency for the rule of law has three
equilibrium values. The “good equilibrium”
occurs at x1*, where the demand for the rule of
law is strong, and the “bad equilibrium” occurs
at x3*, where the demand for the rule of law is
weak. The equilibrium at x2* is unstable
because at that point there are increasing
relative returns to stripping assets (relative to
building value). “
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The role of the Energy Law when demand for the rule of law
is diminished

* Prevent fragmentation of the market and remove barriers to trade
* Promote unobstructed access to public infrastructure

* Promote free access to seaborne markets

* Promote property rights

* Promote reduction in transaction costs

* Distinguish between club goods and public goods
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