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Urgency of the research. Changes in Ukraine's energy
sector on account of political events of 2013-2015 years
increased the urgency of modernizing the power sector.

Target setting. At this point it is necessary to identify the
peculiarities and the destructive electricity market factors for

the further development of recommendations for its
improvement.
Actual scientific researches and issues analysis.

Pricing issues in the electric power market and cross-
subsidies are reflected in the works of such scholars as
Yu. Borovyk, V. Verbynskyi, M. Zemlianyi, V. Yevdokimov,
I. Kosse, V. Lahutin, O. Perfilova, V. Shevchuk.

Uninvestigated parts of general matters defining.
Scholars generally agree that cross-subsidization leads to the
accumulation of contradictions in the electricity market, but
there practically no studies that are based on the analysis of
empirical data on the subject.

The research objective. The paper aims to evaluate the
impact of cross-subsidization on the power industry on the
basis of consumption and price structure information.

The statement of basic materials. Statistics indicate the
destructive impact of cross-subsidies on the electricity sector
and the economy as a whole. On the one hand unreasonably
low price of electricity for the population eliminates the
incentive to economical consumption, and on the other - the
enormous scale of cross-subsidization inhibit business
development as a donor subsidies.

Conclusions. Generally, cross-subsidization practice in
Ukraine has exhausted itself. Its continuation will result in a
further decline in business activity and create obstacle to
technological and organizational renewal of electricity.
Counting on its normal development is obviously only possible
provided the introduction of market-based instruments of
mutually beneficial partnership between the electricity market
participants in domestic practice.
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NEPEXPECHE CYBCUAYBAHHA SK
AECTPYKTUBHUU YNHHUK PO3BUTKY
ENEKTPOEHEPIETUKN YKPAIHU

AkmyanbHicmb memu  docnidxeHHsi. 3MiHU 8
eHepeemuYHil cebepi YkpaiHu eHacniook nonimuyHux rnooil
2013-2015 pokie nidsuwunu akmyarnbHicms MOOepHi3auii
efieKmpoeHep2emuKu.

lMocmaHoeka npo6bnemu. Ha daHomy emani HeObXiOHO
ideHmugpikysamu ocobnueocmi ma OecmpyKmueHi YUHHUKU
PyHKUIOHY8aHHSI PUHKY erniekmpoeHepeii 0ns  nodanbuwoi
p03pobKu pekomeHday,itl ujo00 Ltio2o yAOCKOHAaEeHHS.

AHani3 ocmaHHix docnioxeHb i ny6nikayid. lMpobnemu
UIHOYmMBOPEHHsT Ha PUHKY €efIeKmpu4yHoi eHepeil ma
rnepexpecHozo cybcudysaHHs1 3HallWIU C8O€E 8i0ObPaeHHs 8
npaysix makux edyeHux, sk FKO. Bboposuk, B. BepbuHcbkul,
M. 3emnsHul, B. €sdokimos, [|. Kocce, B.JlazymiH,
O. Mepgpinosa, B. LLleg4yk ma iHWUX.

BudineHHsi  HedocnidxeHux
npobnemu. Haykosyi 3acanom
nepexpecHe  cybcudysaHHsi ~ OBYMOBIIOE  HaKOMUYEHHS
cynepedHocmeli  Ha  PUHKY  efleKmpoeHepeaii,  0OHaK
docnidxeHHsi, wo 6asysanuca 6 Ha aHanisi emnipuyHoi
iHghopmauii 3 daHo20 NuMaHHs MPakmMuU4HO 8iOCYMHI.

lMocmaHoeka 3aeldaHHAA. Cmammsi MoKnukaHa oyiHumu
arnnue rnepexpecHozo cybcudysaHHs Ha
erfieKmpoeHep2emuyHy cghepy Ha OCHO8i OaHux rpo
CMPYKMYypy CrioxusaHHs1 ma UjHu.

Buknad ocHoeHoz20 Mamepiany. CmamucmuyHi OaHi
3aceiddyromb  0ecmpykmueHul — 8rnnue  epexpecHozo
cybcudysaHHsI Ha €/1eKMPOEHEP2EMUKY mMa €EKOHOMIKY 8
uinomy. 3 o00HO20 060Ky HesunpagdaHO HU3bKa UiHa
eriekmpoeHepeii  O0nsi  HacerieHHs ycysae cmumysnu 00
owadnueo2o CrioxueaHHsl, a 3 IHWo20 — KorocarnbHi
macwmabu nepexpecHozo cybcudysaHHs  MpuaHidyromsb
po3sumok bizHecy, sik doHopa cybcudil.

BucHoeku.  3aeanom, rnpakmuka  nepexpecHozo
cybcudysaHHs & Ykpaini cebe suyepnana. Ii npodoexeHHs
cripuyuHume nodanbwull 3aHenad bi3Hec-akmusHocmi ma
sucmynums reperoHow mexHorsoziyHomy ma
op2aHi3ayitiHomMy OHOBJ/IEHHIO erfieKmpoeHep2emuKu.
Po3paxosysamu Ha HOpmasibHUl i pO38UMOK, 04Ye8UOHO,
MOX/IUBO JlUWe 3a YMOBU 3arnpoBalKeHHsI Y 6iMYU3HsIHY
pakmuky  PUHKOBUX  IHCMpyMeHmig8  83aemMo8u2i0HO20
napmHepcmea Mix cyb’ekmamu pUHKyY eniekmpoeHepaii.

yacmuH  3a2aJibHoi
no200Xyomscsi, WO

Knrovoei croea:
erflekmpoeHepaisi; rnepexpecHe
ernekmpoeHepeil; YiHoymeopeHHsI.

efleKmpoeHepaemuka;
cybculysaHHs; uiHa

Target setting. Electricity under current conditions is an indispensable resource and consumer
product at a time. Without government regulation the energy sector due to objective peculiarities
cannot develop normally and perform its functions. Experience of quite deep regulation of electric
power industry entities and electric power market is typical for most countries, regardless of the
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economic system type. The parity of considering electricity as a social product and production
resource is mainly defined by the peculiarity of government regulation of the energy entities and
relationships. Ukrainian government perceives it primarily as an important socially significant
consumer product that causes the accumulation of contradictions and industry development problems.

Actual scientific researches and issues analysis. The issue of pricing in the electricity industry
and the use of cross-subsidy mechanism in Ukraine is reflected in the wide range of scholar studies.
The following scholars have considered this issue: Borovyk Yu., Verbynskyi V., Zemlianyi M.,
Yevdokimov V., Kosse |., Lahutin V., Perfilova O., Shevchuk V. The destructive nature of cross-
subsidization is pointed out in scientific publications, on average, but this conclusion is obtained
mainly on the basis of its mechanism understanding, whereas studies on empirical data are virtually
absent.

The research objective. The aim of this paper is to identify the impact of cross-subsidization on
the power industry in its development and economy as a whole, as well as the assessment of the
prospects for further application.

The statement of basic materials. To support social protection of the population cross-
subsidization of electricity consumers in Ukraine is carried out, that provides coverage for the
difference between the price and the actual cost of its production and delivery to consumer and the
privileged categories of consumers by raising the tariff for domestic consumers. In particular, in
December 2014 the tariffs for electricity supply to non-residential customers have been approved at
the level of 103.21 and 125.82 kopecks per kW respectively to first and second consumer voltage
classes [1]. Given that the population paid for the consumed energy in total 30.8, 41.9 and 134
kopecks per kW respectively during consumption up to 100, from 100 to 600 and more than 600 kW
per month [2]. Therefore, the majority of the Ukrainian population paid for electricity more than three
times cheaper than the non-household consumers.

A considerable gap between the tariffs for households and the electricity price for residential
consumers did not contribute to the thrift growth and domestic consumption efficiency, while inhibiting
business development in the country through arrangements on its additional costs. Therefore, the
state decided to bring closer tariffs for the population to economically substantiated one step by step.
Accordingly, starting from the 1st of March 2017, domestic consumers except for certain privileged
categories will pay for electricity at the price of 90 and 168 kopecks per kW respectively, at its intake
to 100, and more than 100 kW per month. Thus, the expected minimum growth rate for the population
is about three times.

By the beginning of 2016, after two of the five stages of increasing the energy cost for the
population made it possible to significantly reduce the gap between the tariffs for industry and bring it
closer to the wholesale energy price. However, even after the latter increase provided in March 2017,
the price for domestic consumers remains more than 1.5 times lower than for non-residential, who in
January 2017 will pay for it from 132.43 to 162 kopecks per kWh (For the first voltage class) and from
137.56 to 202.91 cop. per kWh, depending on the membership of a regional energy network [3] (For
the second voltage class). That means the cross-subsidization reduces are to be expected by
business people at the level of electricity consumption from 2/3 to about 1/3 the level of its cost.

This situation with pricing and settlement in the energy sector reflects the dominance of the general
trend of electricity consumption support by population that is felt in the actions of the state. This
practice is reflected negatively on the financial support of the activities of the energy companies, and
virtually eliminates the possibility for their independent active steps towards stimulating consumers to
more economical, energy-efficient electricity consumption distributed within a day. The state defends
population interests and, last but not least, their own electoral ones, resulting in further accumulation
of problems and contradictions, and industry's development capacity loss.

Cross-subsidy system satisfying the interests of the electoral authorities, however, has a number of
objective drawbacks of a systemic nature. First of all, they arise from differences of content and level
of training activities of households and legal persons in energy consumption planning and
management. Legal personalities due to permanent industrial and economic activity management,
availability of clear operational plans and qualified professionals can consistently and effectively plan
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their own energy needs, develop and implement management decisions regarding its use.
Households also because of its size the lower the level of preparedness in the development and
implementation of energy consumption decisions, territorial fragmentation of demand, are less
predictable for electricity producers and suppliers and are more expensive to maintain. Therefore, the
situation, when the tariffs for the population are higher than the electricity prices for legal personalities
is objectively justified. In Europe, the situation with the parity tariffs for households and businesses is
directly opposite the national one, the tariff for electricity consumption by households is significantly
higher than for enterprises [4; 5].

The destructive nature of cross-subsidization system (at least in its present form) is evident not
only in relation to the power industry, but also to the national economy of Ukraine as a whole, which
are demonstrated on the indicators in Table 1 [6].

Table 1
The structure of the electricity use in Ukraine in 2007-2015
Years

Indicators
2007 2008 2009 2010 | 2011 | 2012 | 2013 |2014 | 2015
Produced Thousandt. n.e.| 16868 | 16563 | 14931 | 16219 | 16765 | 17059 | 16659 |15649|13941
% of production 100 100 100 100 100 100 100 100 | 100
Industr Thousand t. n.e.| 5949 5774 4804 5668 | 5409 | 5427 | 5038 |4678|4297
y % of production 35,3 34,9 32,2 34,9 32,3 31,8 30,2 |29,9 (30,8
Thousand t. n.e. 903 918 786 772 850 798 747 694 | 585
Transport -
% of production 54 55 53 4,8 51 4,7 4,5 4,4 | 4,2
Household TUC. T. H.€. 2430 2688 2886 3160 | 3308 | 3303 | 3559 |3352|3184
sector % of production 14,4 16,2 19,3 19,5 19,7 19,4 21,4 | 21,4 | 228
Trade and Thousand t. n.e.| 1950 1956 1507 1644 | 1821 | 1980 | 2142 |2016 | 1878
Services % of production 11,6 11,8 10,1 10,1 10,9 11,6 129 | 129|135
. Thousand t. n.e. 283 271 273 282 305 329 338 300 | 287
Agriculture -
% of production 1,7 1,6 1,8 1,7 1,8 1,9 2,0 19 | 21
Power Thousand t. n.e.| 2587 2448 2524 2478 | 2373 | 2391 | 2199 |1732|1590
consumption
of the energy |9% of production 15,3 14,8 16,9 15,3 14,2 14,0 132 | 11,1 | 11,4
sector
Losses and |Thousandt.n.e.| 1974 1923 1780 1866 | 1828 | 1842 | 1781 |2151 |2002
disagreements|9, of production 11,7 11,6 11,9 11,5 10,9 10,8 10,7 | 13,7 | 14,4
The balance |Thousand t. n.e. 789 579 367 349 541 987 851 725 | 116
of export and .
import % of production 4,7 3,5 25 2,2 3,2 5,8 51 46 | 0,8

Structure of electricity consumption produced in Ukraine for eight years has shifted significantly in
favour of domestic consumers. The share of household consumption sector grew by more than 6% in
2015 and close to 4 of the total production volume. The electricity consumption by production sector
has decreased. The share of industry has decreased by 4.5%, transport - 1.2%. Shares of trade and
services sector as well as agriculture in the structure of energy consumption have grown by 1.9% and
0.4%. It should however be pointed out that according the absolute volume trading consumption has
even declined.

Changes in the structure of the generated electricity use indicate quite a natural trend -
consumption element increasing, which is supported by the state. However, the scale of redistribution
of financial resources of legal entities in favour of the population reached inordinate size. Figure 1
shows the mutual dynamics of the domestic sector share in the structure of energy consumption and
the share of subsidy certificates as part of its wholesale prices [6; 7; 8; 9]. In recent years, the grant as
part of the wholesale price has become close to 1/3.
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volume of its supply by manufacturers

Fig. 1. The consequences of the cross-subsidization system functioning on electricity market of

Ukraine

In 2015, the amount of subsidy certificates reached 43.8 billion. UAH., and what is more 92% or
40.3 billion. UAH compensation for the electricity supply to the population constituted. [8] For
comparison - the amount of state budget revenues from VAT in 2015 amounted to 178.5 billion UAH
[10], and the total amount of the Pension Fund of Ukraine expenditures amounted to 245.7 billion UAH

[11].

Conclusions. The practice of business cross-subsidizing of households’ electricity consumption
has exhausted itself. In the current state of production capacity of electricity generating companies
have to wait for the collapse of the energy system of Ukraine, and in parallel the national economy as
a whole, or to introduce innovative mechanisms of market subjects interaction, which, as foreign
practice shows, are trade with the wide financial instruments use. Preserving the existing practice is
gradually but surely destroys the business activity in the country in favour of the current consumption

of the population.
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