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The electricity network has emerged as critical for successfully
liberalizing power markets. Efficiency and productivity analysis is a
central concept in industrial organization of network utilities. One of
the most disputed issues of the restructuring process of the electric
power industry has been the organization of the transmission sector of
this industry. It has been widely held that this sector must remain
tightly regulated due to the external cost and benefits that arise from
the operation and investment of transmission resources. In this paper
we discuss the approaches in the field of economics to managing these
network externalities for a low carbon future and examine the potential
for a system of network investment contracts to successfully manage
these externalities in a lightly regulated environment.
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