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Record-High Electricity Prices in Europe
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The current electricity market design
has aggravated inflation

Price Electricity demand

Electricity prices have increased more than costs

Profit margins have significantly gone up

Large wealth transfers from consumers to
electricity firms
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The current electricity market design
has aggravated price volatility
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The current electricity market design
has aggravated price volatility

Price Electricity demand

P

Price volatility is larger than cost volatility

Price volatility enlarges risk premia for
investors and it is costly for consumers
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The current electricity market design
discourages future investments in renewables
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The current electricity market design
discourages future investments in renewables

Price

!

P#

Renewables will reduce electricity prices

The cannibalisation effect + price volatility will
discourage investments in renewables

Nuclear Renewables Gas Energy ]




The current electricity market design
enlarges price differences across countries
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Important implications for:
« Industry location
400 . . Inflation differences across countries

How can we bring future prices forward in time?

Can we smooth inflation across time?
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A new electricity market design is needed

Market/Regulation
& Horizon Contract type Technologies

Short-term market Spot pay-as-clear

CCGTs

il Py Energy Storage

Demand response

Auctions for
long-term contracts

Contracts Renewables
for Differences

Regulated Hydro power
long-term contracts Nuclear power




A new electricity market design is needed

Market/Regulation
& Horizon Contract type Technologies

Fully in line with the European Commission’s non-paper

Policy Options to Mitigate the Impact of Natural Gas Prices on
Electricity Bills

“such a targeted market design changes can be proposed and

“

implemented quickly”

Regulated
long-term contracts




Benefits of the proposed market architecture

Electricity markets will become more resilient

Electricity prices will reflect the actual costs of electricity generation.
e Gas prices will not propagate through the entire electricity market.
Windfall profits and losses will be avoided.

No need to intervene in prices if there are future energy crises.

The Energy Transition will be strengthened

e Investments in low-carbon assets will be promoted.

e (Capital costs of low-carbon assets will go down.

e Consumers will benefit from the lower costs of renewables.

e Electricity prices will be more stable and predictable.
e Security of supply will be ensured, with fewer fossil fuels.




Key messages

Electricity prices have been a major driver of inflation.

The electricity market design has aggravated the problem:
electricity prices have gone up beyond the cost
increase.

An electricity market reform in the proposed direction
would be a powerful tool to tame inflation,

and it would help push the Energy Transition
at least cost for society.
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Contracts for Differences

A
Market Generator
price p pays
Strike
price f
\ enerator Generato
receives receives

Y

Time

Figure 6: Contract for Differences

Notes: Under a two-way Contract for Differences (CfD), generators sell their electricity in the mar-
ket and then pay/receive the difference between a ‘strike price’ (f) and the ‘reference price’ (p).
The shaded area represents total payments from the generator to the regulator or vice-versa. These
contracts can be designed to allow for some price exposure.

Contracts for Differences can be designed so as to expose producers (fully
or partly) to short-run prices while derisking the investments

L Different technologies might require a different degree of price exposure




How do current prices compare with the costs of
electricity generation?

LCOE by technology, discount rate of
300

Electricity prices during the
crisis: 100-600€/MWh
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Projected Costs of Generating Electricity 2020 (IEA)

L Source: International Energy Agency)




Falling costs of renewable energies

Levelised cost of electricity
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