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A useful starting point
The single market is
the foundation of
the EU, allowing the
free movement of
goods, services and
people

Virtually every
commodity is traded
on open markets
with investment
driven by the price
signals from these

To be credible, any design of the EU power
market must reflect these two points

The current power market
EU28 power generation capacity
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Wind

– Plenty of firm capacity to
cover peak demand so no
scarcity pricing to cover
capital costs
– Insufficient intermittent
capacity to set market price
except at periods of very low
demand

High levels of emissions as
coal often dispatched
before gas plant

Minimum
demand

Hydro

Market price generally set
by variable cost of
dispatchable plant

Solar

The power market in 2030?
EU28 power generation capacity
2014 (GW)
800

– Potential for periods of
scarcity pricing despite
developments in load
management and storage

700
600
500

New
capacity?

Maximum
demand

Emissions low;

400

– 50% of production from
renewables
– 20% from nuclear
– 30% from gas

Gas

300
200

Market price regularly
set by plant with variable
costs close to zero

Minimum
demand

Other
Hydro

100
Nuclear

0
Firm

Sources: ENTSO-E and WindEurope

Wind

Solar

Will firm capacity be built?
Need for clear pricing
signals to encourage
investment (and
retirements)

Demand

2030?
Price often set by plant with zero variable costs.
Increasing intermittency will make it harder to
predict when prices will be set by other plant
and hence at what level these prices will be

– Ending of subsidies

Price risk may be managed
by;
Now
Price set by variable cost
of dispatchable plant

Occasional
zero pricing

–
–
–
–

Hedging
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Integration
Modular v economies of
scale

Let the market work
Hours

– Competitive, cost reflective
capacity remuneration
mechanisms as a last resort

What about intermittent capacity?
High cost no longer an
issue; renewables at (or
close to) grid parity.
But concern about
correlation between
production from
intermittent capacity
and low prices
– Average realised price
less than average market
price
From “The EU power sector needs long-term price
signals” April 2016, Centre for European Studies

Carbon pricing will help
close the gap

Flexibility as an additional source of revenue
Ratio of intermittent capacity
to firm capacity in EU28
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2014

– Reward providers
– Target costs at those
causing them

Reliance on markets to
provide reliable price
signals

Back up capacity moving
from surplus to shortage

1.0

Establishing the value of
different types of
flexibility, will be key.

2030

Capturing locational value
Electricity prices (exc tax) for
German industrial customers in
2015
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– Should be targeted rather
than socialised
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Network costs account
for one third to half of
pre tax costs

With strong local
opposition to grid
expansion, the premium
for generation located
close to demand will
grow
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– Current grid not sufficient
to enable electrification
of other sectors

Conclusions – put the customer first
Need to start from the
perspective of the
customer. They want
electricity production
that is;
–
–
–
–
–

Low cost
Low carbon
Reliable
Flexible
Locally produced

Let the technology mix
be decided by the
market and not the
other way round!

Backup

Some steps to improve liquidity
Trading should be allowed over as broad a
geographic area as possible
Power can be traded as close as possible to the time
of delivery
Subsidies should be removed
Costs should be recovered from those that caused
them
There is a level playing field for all flexibility providers
Grid (ancillary) services are commoditised

Power plant flexibility

P19 http://www.eurelectric.org/media/61388/flexibility_report_final-2011-102-0003-01-e.pdf

http://www.oecd-nea.org/ndd/reports/2012/system-effects-exec-sum.pdf

