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The ICIS Outlook
The UK faces political uncertainty
leading up to the March deadline
for exiting the EU

Germany’s coal commission will
release its timeline for phasing out
coal in February

Austrian OTC liquidity is likely to
continue to grow following the
German-Austrian bidding zone split

Nuclear availability in France
and Belgium will remain in the
spotlight

European interconnection will
increase, with Britain, Belgium,
Romania, Serbia and the Nordics
commissioning new links

ICIS analysts forecast bullish carbon
prices following the introduction of
the market stability reserve
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SUMMARY
European electricity markets will be shaken up by domestic and EU-wide policy changes in 2019.
The UK’s exit from the EU will be playing on the minds of European power market participants heading
up to the March deadline. The UK’s future within the internal energy market remains uncertain and the
country could conceivably crash out in the event of a no-deal Brexit.
A number of countries will continue to progressively phase out fossil fuel-fired generation, with the
German coal commission expected to release its timeline for weaning the country off the fuel in February.
ICIS analysts forecast bullishness on the European carbon market in 2019, after the introduction of the
market stability reserve artificially tightened supply in January. Bullish carbon prices are set to continue
to be a key driver of European power prices.
Nuclear availability in both France and Belgium will be in the spotlight following recent outage-led price
spikes across northwest Europe.

The UK’s electricity market faces several uncertainties in
2019, with the UK’s withdrawal from the European Union,
suspension of the capacity market policy and retail price
cap all posing significant challenges to the industry. In the
immediate term, new interconnector capacity will shortly
come online while the UK’s offshore wind capacity will
continue to burgeon throughout the year.
It is the toss of a coin to determine what is causing most
angst in the market ahead of 2019 unfolding – the nature of
the Brexit deal at the end of March or current suspension
of capacity market payments. And that is not to mention
the cap for retail gas and electricity tariffs introduced on
1 January. While the UK’s interaction with the wider EU
internal energy market (IEM) could be resolved early in
2019, the issue of the capacity market could yet rumble on
for much of the year.
However, both issues could come to a head simultaneously.
Such a scenario would involve the UK leaving the EU
without a deal, losing access to the IEM but also reinstating
the capacity market policy free from the oversight of EU
legislature. Some sort of deal on Brexit before the 29 March
deadline would avert the UK dropping out of the IEM. But this
would only likely prolong the impasse over the capacity market
policy, which was started last November when an EU legal
judgement forced the immediate suspension of payments.
Before Christmas, energy department BEIS said it expects
to reinstate the policy in time for winter 2019 but this
will depend on the outcome of an investigation by the

European Commission. The threat of plant closures will
only heighten while capacity market payments remain
suspended. On the other hand, National Grid has given
reassurances that contingencies are in place for the
continued flow of power between the UK and continent in
the event of a ‘no-deal’ Brexit.
The retail price cap has introduced a new level of
complexity to hedging wholesale electricity and gas
requirements. Energy regulator Ofgem’s methodology for
calculating the wholesale cost contribution to the overall

ICIS ANALYST VIEW
While a no-deal Brexit could provide short-term
challenges to the UK power market, the biggest
disruptor in the mid- to long-term is the possibility
of a Labour government taking power in 2019. ICIS
long-term power modelling suggests that if the Labour
Party’s ambitions for 117GW of wind and solar capacity
by 2030 were to be achieved, this would turn the UK
from the highest priced market in Europe to the lowest
and would have significant implications for neighbouring
markets.
Under the ICIS base case assumptions, power prices are
expected to increase to a peak of £69.36/MWh in 2024, with
coal almost completely pushed out of the generation mix
by the early 2020s. Uncertainty remains over the structure
of post-Brexit carbon pricing in the UK, with the eventual
decision likely to have a substantial impact on the country’s
mid- to long-term power price outlook.
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UK

price cap threatens to dry up far curve liquidity in 2019.
However, some positives exist on the horizon as the UK is
set to welcome new interconnector, renewable and thermal
capacity on line throughout the year.
The new 1GW NEMO link between the UK and Belgium is
set to go live in the first few weeks of 2019 while two new
large offshore wind farms – SSE’s 558MW Beatrice wind
farm and ScottishPower’s 714MW East Anglia One – are
scheduled to reach full capacity during the course of the
year. Meanwhile, Intergen’s 299MW Spalding Expansion
OCGT and Centrica’s 370MW Kings Lynn A CCGT will also
come on line ahead of winter 2019.

IRELAND
The coming year will be a significant one for Ireland’s new
integrated single electricity market (I-SEM), as it will be the
first full year of operation. I-SEM launched on 1 October
2018 after a turbulent four-year redesign process that was
hampered by multiple delays and complications. The new
market represents a significant change to wholesale power
trading on the island, bringing arrangements much more
closely in line with major European markets. Participants in
Ireland are now able to trade electricity across a far greater
number of delivery periods, including a balancing market,
day-ahead and forwards.
Nervousness surrounding the possibility of Britain exiting
the EU without a deal and the nature of any deal reached
by the end of March will continue to play on the minds of
Irish market participants. The UK government dramatically
warned in a stakeholder guidance paper in October that the
Irish power market could break down in the event of a nodeal Brexit, leaving Northern Ireland and the Republic with
two separate markets.

distributed between different technologies, primarily
onshore and offshore wind and solar. These mechanisms
include targeted delivery dates, single technology caps and
enhanced levelised cost of energy. It is expected that more
information about future auctions will become available in
the coming months.
The future of some of Northern Ireland’s largest thermal
generation units is expected to become clearer during
2019, following the release of the controversial results
of the country’s first capacity market auction last year.
Capacity at two of the country’s largest plants – Kilroot and
Ballylumford – failed to win contracts in the first auction
which took place at the end of 2017. This initially meant that
the units would be required to close by the end of 2018,
but the result was partially overturned in November, when
Utility Regulator revealed that it had signed a generation
agreement with Kilroot. This means that the plant can now
stay open for an extra year and will receive payments in
exchange for providing black start services to the grid. This
refers to the unit being available to restart using an external
generator in the event of a widespread power outage, in
order to kick-start other generation sources connected to
the network.

GERMANY
German power could be set for another bullish year amid
expectations of rising carbon emission allowance prices.
The introduction in January of the Market Stability Reserve
(MSR) by the European Commission will artificially tighten

The first auction for Ireland’s long-awaited new renewable
electricity subsidies will take place during 2019,
having originally been expected the previous year. The
government floated a number of different designs for
the new renewable support scheme (RESS) since its
inception in 2015. These included hosting a series of
technology-neutral auctions which would have seen all
technologies competing on a level playing field. However,
new solar power projects are likely to win the vast majority
of subsidies in the first auction, thanks to a policy that will
require all successful capacity to be commissioned by the
following year.
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The final design of the scheme set out a roadmap for
between four and five subsidy auctions to take place
between 2019 and either 2023 or 2025. The government
hopes that the auctions will both increase and diversify
Ireland’s installed renewable generation capacity. The
energy department (DCCAE) is considering a range
of eight policy tools to ensure that future subsidies are

The arrival of speculative trading activity on the carbon
market in 2018, linked by some market participants to
the introduction of the MSR, is also likely to continue in
the 2019 which may provoke sustained volatility in EUA
prices. Market participants told ICIS that while strong EUA
movements are expected in 2019, it is will remain difficult
to foresee precisely when directional changes in carbon
emission allowance prices will occur.

ICIS ANALYST VIEW
The ICIS long-term power analytics team expects German
power prices to gradually increase until the mid-2020s,
starting with €48.4/MWh in 2019 and reaching €62.5/
MWh in 2025 before oscillating around the €60/MWh
level towards 2030. One of the main reasons for the
sharp increase during the next years is the anticipated
bullishness for carbon prices in combination with a
moderate coal phase-out scenario as a result of the
expert commission tasked to publish its final report by the
beginning of February.
ICIS modelling suggests a significant decrease in
power exports from Germany to neighbouring countries,
with the tightest balance in 2023, before a lower carbon
price results in additional thermal generation. This in
combination with a growing renewable share causes
the German power price to slightly decrease during the
second half of the next decade.

Given that ICIS analyst forecasts predict the bullish trajectory
of EUAs to continue throughout 2019, and that speculative
activity is likely to continue, German power curve prices are
likely to see a bullish and perhaps volatile 2019.
Following a record year for renewable power production
in Germany, accounting for more than 40% of total
power generation, the country is due to hold 5.7GW of
renewable tenders in 2019, up from 5.5GW in 2018, as it
sets about trying to meet 2030 climate targets. In order to
accommodate the introduction of this new capacity, due
to come online in future years, the German government is
likely to pass a law in 2019 that facilitates the process of
grid expansion. The bill will now face legislative process

after having already been agreed upon by the ruling
coalition.
Current limitations restrict the amount of wind power able
to flow from the supply-heavy north of the country to the
demand-intensive south on particularly windy days.
A taskforce set up by the German government to manage
the country’s phase out of coal and lignite-fired energy had
delayed the date of a final report due in December 2018 to
1 February 2019. The report will contain a timeline for the
full phase out of coal. Market participants have expressed
to ICIS their expectations of a slow to moderate phase
out which they say is currently priced into the German far
curve. That said, any statement by the commission to the
contrary is likely to move German power curve prices given
that previous announcements such as the decision to delay
also affected market prices.

AUSTRIA
Austrian OTC power market liquidity is likely to experience
continued growth in 2019 after posting exponential gains
since a bidding zone split from Germany in October 2018.
New markets often take time to mature as participants
prefer to initially observe the market before opening
positions. One sign of increasing maturity in the Austrian
OTC market has been an increase in trading activity on
longer-dated contracts, particularly in December of last
year. This is a signal traders are increasingly confident
on taking longer-lasting positions which typically have a
higher risk factor. Prior to December 2018, spot or prompt
contracts were mostly those traded.
Austrian traded volume surged since the split to a total
traded volume of 11.25TWh in December 2018, OTC data
collated by ICIS indicates. This marked a jump from below
2.9TWh in October 2018, the month following the bidding
zone split. In contrast, German traded volume decreased
between October and December 2018. This would suggest
the Austrian the market is rapidly maturing and will likely
continue to become more liquid for a while.
Since the bidding zone split, both the Austrian exchange
and OTC day-aheads have traded at a higher premium
to the German product than was anticipated prior to the
split. A €3.00-4.00/MWh spread was expected before the
split, but trade data collated by ICIS indicates that the
spread has averaged closer to €6.00/MWh. The higher
premium has often been caused by spikes during periods
of significantly high wind output in Germany when grid
limitations restrict excess wind production, situated in the
north of Germany, from flowing into the Austrian market.
During periods of high wind, power prices are much
cheaper in Germany due to the extremely low production
cost of wind power whereas Austrian prices are relatively
back to contents
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the supply of carbon emission allowances. The impending
introduction of the MSR previously contributed to steady
gains in EUA prices throughout 2018 which saw more
than 200% growth between January and December. The
ICE benchmark Dec ’19 contract eventually traded above
€25.00/tCO2e at the end of 2018. Data from ICIS price
assessments during 2018 indicate that German power front
year products have tended to follow long-term carbon’s
upward trajectory as well as notable price fluctuations
during a volatile period for the EUA market that began in
early September.

The second quarter of 2019 may bring respite to the
Austrian price premium due to the fact that the principal
bearish driver of Austrian power, hydro stocks, are usually
at their highest during this period. Hydropower accounted
for more than half of Austrian power output in 2018
according to ENTSO-E transparency data.
As Austria is a net importer of German power however,
power prices are expected to continue to follow the
movements in the larger neighbouring market area.

FRANCE
French nuclear availability looks tight at the beginning
of 2019 as well as in August and September, meaning
that France may be vulnerable to price spikes. Nuclear
availability in January is set to average 57.46GW, which
is below the actual average availability from 2014 to
2018. It is however higher than the past two years’
average for January. The scheduled average availability
for February will be even lower at 56.34GW, with March
slightly improved. August, September and October will see
another dip in scheduled forecast availability with August at
48.93GW. Considering heat-induced nuclear plant outages
are very likely in August and September, this could mean
France could see high prices in the third quarter of ’19.
As usual, French power prices will depend much on
temperatures in the first half of 2019, with cold spikes
possibly leading to very high prices. Belgium’s nuclear
availability will also influence French prices if Belgian
nuclear availability drops again to the levels seen in the
final quarter of ‘18 levels.
Liquidity on the front month in 2018 increased by 23%
compared to 2017, signalling there could be an upward

ICIS ANALYST VIEW
In late November 2018 the French government released
its long-term energy plan, which called for the closure
of 14 nuclear reactors by 2035, phase-out of the four
remaining coal-fired plants by 2022, a tripling of wind
generation by 2030 and a five-fold increase in solar
generation by the same year. The plan, which is expected
to be adopted in the spring, will have a significant impact
on the mid- to long-term French price outlook.
ICIS long-term power modelling suggests that prices
will increase substantially in the early-2020s, with the
anticipated sharp increase in EUA prices over the next few
years acting as the main driver. Prices are expected to
peak at €64.34/MWh in 2025, before declining in the late
2020s as renewable capacity expands.

trend in 2019. On the other hand, traded volumes on the
front year fell by 36% year on year.
Some renewable auctions are scheduled this year with
the largest being an auction for 500MW of onshore wind
capacity on 1 June and 720MW of solar power on 3 June.
There will be three smaller solar auctions in the second
half of the year for a total of 750MW, and another onshore
wind auction for 500MW on 1 December. The winner of
the 500MW Dunkirk offshore wind farm auction will be
announced in mid-2019, this will pave the way for more
clarity and investment in the French offshore industry.
Renewable generation is set to increase in 2019, as data
from RTE showed renewable output gained a larger share
of power output in 2018.

THE NETHERLANDS
One of the key events for the Dutch power market in 2019
will be finalising the country’s long-term climate agreement,
which is being assessed by the Netherlands’ Environmental
Agency (PBL). To help meet medium-term energy and
climate goals, the Netherlands will continue to hold
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unchanged, exacerbating the spread. Spikes in the Austrian
premium are likely to continue in 2019, notably during the
first and final quarters when wind Germany generates more
wind power.

auctions for renewable capacity under the SDE+ scheme in
the spring and autumn, as well as opening tenders for two
offshore wind sites.
Dutch power prices are likely to follow the direction of the
natural gas prices on the TTF hub, as gas is the marginal
fuel in the generation mix, while also tracking neighbouring
German and French power markets. Following months
of discussions with different groups and individuals, in
December, the government unveiled its draft strategy for
reducing CO2 emissions. One key difference in this draft
is a lower level for the carbon price floor than previously
expected, which is due by 2020.
Lack of support from environmental groups over the
proposed measures could delay its implementation. Some
parties involved argue that the country would fall short of its
targets under the current draft. PBL is expected to publish
an analysis of the effectiveness of the suggested policies in
Q1. The Netherlands has a target to reduce CO2 emissions
by 49% from 1990 levels by 2030 and a more short-term
target to cut emissions by 25% by 2020.
For a second year, the government’s enterprise agency
will open tenders for planned offshore wind sites without
offering a subsidy. The Hollandse Kust Zuid III and IV
sites will have around 700MW capacity and the winning
bidder has a 4-year timeline to construct the farms. The
window for applications will run from 1 to 14 March and
the successful bidder for the project will be announced
soon afterwards. After the last auction under the SDE+

scheme was underbid , in 2018, the government will
lower the scheme’s budget to a total €10bn in 2019, from
€12bn previously. A reduced budget could have a limited
impact on capacity, since results from past rounds suggest
developers, especially in onshore wind, were not ready to
request for financing.
Currently, the country has a target for renewable sources to
account for 14% of final energy consumption in 2020, which
it is not on course to meet. Data from the national statistics
office shows the share was only 6.6% in 2017.
Major utility RWE plans to mothball the 430MW Moerdijk 2
gas-fired plant by 1 April, after delaying its closure last year.
A spokesperson for the company told ICIS it would monitor
price developments and would re-evaluate if necessary.
Despite these plans, RWE announced last October that it
would restart the 1.3GW Claus C gas-fired plant in 2020,
mainly for security of supply reasons. This makes it more
uncertain whether the utility will mothball the Moerdijk 2 unit.
Similarly, Engie’s 350MW Eemscentrale 3 unit is scheduled
to come offline from 1 April after its closure was delayed. If
mothballed, it would leave three out of five units online at
the Eemscentrale gas-fired plant.

BELGIUM
Belgian electricity prices in 2019 will hinge on whether
nuclear plants come back online as expected or whether
plants will suffer prolonged unplanned outages as in 2018.
The market was plagued by price spikes caused by low

Carbon prices
have quadrupled.
What influence will this have on
European power prices?
Learn more
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ICIS Power Perspective provides a wealth of market insight and analysis
on key power market developments and policy changes. Power Horizon
translates this into an EU-wide power price forecast up until 2030, so
you can evaluate how these changes will influence your business.

nuclear availability in the second half of 2018, yet nuclear
supply is on the up in 2019 with most nuclear plants
scheduled to come back online early in 2019.
Belgium has a total of seven nuclear plants which account
for roughly half of the country’s power capacity. The
433MW Doel 2 nuclear unit should be back online by the
end of January, while 433MW Doel 2 is scheduled to be
reconnected to the grid on 16 March. The 1GW Tihange 2
is set to come back online on 1 June but at the same time
1GW Doel 3 is scheduled to start maintenance. With nuclear
availability on the up Belgian prices should be reined in.
However, Belgium’s nuclear fleet is around 30-40 years old
meaning the risk of unplanned outages is still high.

Belgium will start building three offshore wind projects with
a total capacity of 706MW in the Belgian North Sea this
year. The commissioning of the project is scheduled for the
end of 2020.

ITALY
The Italian power market’s agenda in 2019 includes a new
coupled border point which will change trading behaviour,
a change to the single PUN price and new renewable
auction structures. New renewable incentive mechanisms
will be introduced in the Italian power industry in 2019, and
the market will a new coupled border will change trading
dynamics.

Over-the-counter liquidity on the front month increased
by 23% in 2018 compared with 2017, according to trade
data reporter to ICIS. Meanwhile traded volume more than
doubled on the front quarter and liquidity on the frontyear contract increased by 39% year on year in 2018.
The increased trading interest was most likely driven by
uncertainty surrounding nuclear availability and widening
spreads to France. Liquidity could continue to grow in 2019
if spreads to neighbouring markets open up again.
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The 1GW Nemo Link interconnector between the UK and
Belgium is scheduled to start operating at full capacity
at the end of January 2019. Power will likely be flowing
from Belgium to the UK as UK prices are generally more
expensive than on the continent, however if Belgium were
to experience another extremely tight nuclear situation as in
Q1 ’18, power could flow the other way.

The Italian-Swiss border will be coupled in the first half
of 2019. This will replace the existing explicit intraday
auctions between Italy and Switzerland that currently
place on the Joint Allocation Office (JAO) platform. In
addition, a new simplified bidding zone system for the
day-ahead and intra-day markets will be in place starting
from January 2019 which will maintain the current six-zone
geographical configuration but will eliminate three of the
four virtual bidding zones, including them in their adjacent
geographical zones.
An Italian energy strategy draft aims to develop a smart
grid which would allow greater participation of small
and aggregated producers and the development of a
continuous intra-day market which should increase the
participation of renewable generators in the market. The
draft also foresees the removal of the single day-ahead
PUN price, which reflects an average of the existing six
bidding zones in the country. It also envisions boosting
market coupling for the intra-day and the ancillary service
markets. The possibility of a new mechanism for the annual
capacity auctions was also mentioned in the document, but
no guidelines were outlined
The renewable energy subsidy decree for the next two
years will be split into two separate decrees. The first
renewable energy source decree will subsidise solar and
wind plants while a second decree will subsidise hydro
and geothermal plants. No schedule for future renewables
auctions has been published yet but the first auction round
could be pushed beyond 31 January.

SPAIN
In 2019, the long-awaited transition to a cleaner energy mix
in Spain is expected to take shape as coal generation will
be cut significantly, ahead of an early phase out in 2020,
while the development of new renewable installations will
pick up pace.
On 13 November 2018, the Spanish government unveiled
a draft energy transition law setting ground-breaking plans
to transition to 100% renewable energy by 2050. Under the
government’s energy transition scheme, Spain aims to draw
at least 70% of its electricity generation from renewable
sources by 2030. ICIS Analytics forecasts renewable
capacity to grow by 4GW/year on average between 2019
and 2029 in its base case to meet this target. As a result, it
is safe to bet there will be more installed renewable capacity
online at the end of 2019 than at the start.
In particular, wind and solar projects are set to soar,
according to forecasts of Spain’s electricity transmission
system operator (TSO) REE. Data recently published by
REE showed that in 2018 renewable generation accounted
for 40% of total electricity production, up 6.3 percentage
points compared to 2017. At the same time, coal saw its
share reduced by 2.6 percentage points year on year. This
pattern is likely to be replicated throughout 2019.
Spanish utility Endesa, which is part of Italian energy
major Enel, recently announced it requested a formal
approval from the Spanish authorities to shut down its
Compostilla and Teruel coal-fired power plants. The plants

Analysing the impact of carbon market news and helping
you trade more profitably
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actionable and accurate insights from over two million data
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and traders to help them make better trading decisions.
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have a combined capacity of 2GW. According to Endesa’s
statement, the facilities will remain operational until the
end of June 2020, when a new EU regulation on carbon
emissions is set to enter into force.
Similarly, in November 2017, Spanish energy major
Iberdrola announced it had formally requested the shutdown of its Asturias and Palencia coal-fired power assets.
The plants have a total installed capacity of 874MW. These
facilities are also expected to be taken offline by June 2020
at the latest. Spanish state secretary for energy transition,
Jose Dominguez Abascal, made several public statements
regarding the total phase-out of coal by 2025. However,
those verbal commitments were left out of the preliminary
draft energy transition bill.
In 2019, the timeline for the phase-out of coal facilities in
the country is likely to be set. However, it is unclear whether
this will be included in the country’s energy transition
law - which is expected to be formally introduced to the
parliament in early 2019 - or in the Integrated National
Energy and Climate Plan that Spain, in line with other
EU member states, has to present before the European
Commission by at latest 31 December 2019.

CENTRAL EAST EUROPE
The central east European (CEE) power markets could be
set for a bullish year amid stronger carbon prices and lower
hydropower stocks in the neighbouring Balkan markets.
Another factor to consider is the split of the GermanAustrian bidding zone 1 October 2018, which may result in
higher prices for the Hungarian market in particular as this
market no longer has such easy access to the historically
cheaper German market.
The end of 2018 was characterised in the Balkan markets
by a lack of hydropower, driving prices upwards, which had

a knock-on effect on Hungary, as the Balkans are a main
source of imports for Hungary. This also had an indirect and
lesser effect on the Czech market, as the Czech Republic
is market coupled with Hungary and connected to it via
Slovakia, meaning higher day-ahead prices in Hungary
and Slovakia tend to lift the Czech equivalent. Balkan
hydropower production shows little sign of immediate
improvement. Reservoir stocks in Serbia and Romania are
significantly lower than at the same time in 2018 and in
Serbia’s case, 2017 as well.
Unless there is a period of prolonged and heavy rainfall,
Balkan markets will be ill equipped to use stored
hydropower to reign in price spikes, which typically occur
when extreme temperatures drive high consumption.
Romanian Danube flows have also been well below
seasonal norms so far in 2019. One factor that points in a
more bearish direction for the CEE power markets is the
commissioning of a new Slovak nuclear block, due to occur
in the second quarter of the year.
The 470MW block is one of two units utility Slovenske
Elektrarne has been building, which are expected to turn
Slovakia from being a net importer of electricity to a net
exporter. The commissioning of the second unit is expected
to happen a year later.
However strong bidding interest on the Czech-Slovak
border in annual capacity auctions suggested market
participants viewed the current deadline with scepticism,
likely due to repeated changes to the launch schedule. In
the same set of auctions, strong bidding interest for annual
capacity from the Czech Republic to Austria reflected
Austria’s need for alternative supply since the GermanAustrian zone split on 1 October. This could put further
strain on the CEE markets during 2019, and contribute to
higher prices.

Stay up to date with in-depth coverage, prices and
developments for europe’s power sector

n Independent price assessments, indices and analysis
n Daily news stories on the latest developments
n Daily and weekly over-the-counter price assessments
n A range of indices and more…
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Polish OTC liquidity is likely to vanish entirely in 2019, as a
new law active since 1 January rules that power producers
must sell almost all of their volumes via the TGE exchange.
In terms of price movement, Polish contracts are likely to
remain closely linked to the movement of the EUA carbon
benchmark contract. Because of its reliance on coal and
lignite plants, which are heavy on emissions, Polish prices
are driven by the price of carbon.
Under the exchange trade obligation, Polish producers
were obliged to sell 30% of their production via the
exchange during 2018, but this rose to 100% on 1 January,
with a few exceptions. Since the law came into effect, only
two Polish trades have been reported to ICIS via an OTC
platform. One of the aims of the law was to consolidate
liquidity around the exchange, but one trader at a Polish
utility previously told ICIS that provisions in the law for OTC
trade concluded before the implementation of the law could
mean this will not immediately happen.
The trader said that OTC deals done before the law was
implemented decreases the obligation via the exchange. The
law also cracks down on internal trading within companies,
for instance from a generation unit owned by one company
to its sales division. Some market participants thought this
would have a greater effect on exchange liquidity than the
decrease in OTC trading as brokered and bilateral trade had
been dwindling for some time.
New units due to come online this year could pressure
Polish prices to some extent. A 900MW block at Jaworzno
and 1.8GW at Opole coal-fired power plants are both
expected to be commissioned, as is a 413MW gas-fired
block at Lagisza. But given that this amounts to an extra
2.7GW of coal capacity coming online during 2019, the new
units will also increase Poland’s need to purchase EUAs,
which were a main driver of bullish prices during 2018.
Additionally, although Poland had domestic coal resources,
prices are still influenced by the coal futures market, which
was also bullish during 2018. The new capacity due online
in 2019 therefore comes at the cost of putting Poland at the
mercy of the European carbon and coal markets, which, if
they continue to move on a broadly upward trajectory, could
prompt gains in Polish electricity prices.

ROMANIA
The Romanian power market will face big challenges
in 2019 after the government introduced a last minute
revenue tax on energy companies which is expected to
wipe out profit margins and hit liquidity. The 2% annual
turnover tax is to be paid to energy regulator ANRE
and applies to physical trading only. Therefore local
producers are expected to be hit the hardest as they
would need to hedge their forward physical positions.

This may force them to start selling below the fair market
value in order to attract buyers who would otherwise
prefer to trade financially.
In addition, the electricity household segment, which had
been deregulated, would be reversed to the regulated
tariff, reducing the share of the free electricity market in the
country. Traders expect that liquidity on the forward market
will decrease significantly as a result. In 2017, Romanian
liquidity was hit by a series of insolvencies after a winter
crisis saw regional prices spiking to record levels due to
severe weather conditions.
Traded volume improved in 2018 with a total of 34TWh
changing hands on the OTC platform operated by
exchange OPCOM, up from 26.1TWh in 2017, according to
OPCOM data. In the first nine days of 2019, only 60GWh
have been reported to ICIS on the OTC platform, down
from 192GWh in the same period last year. Traders have
said that companies had rushed to net out their Romanian
positions in December, trying to avoid the new tax.
The new Pancevo-Resita interconnector linking Romania
with Serbia should become operational in 2019. The cable
is expected to increase transmission capacity between the
two countries by 500MW. The cable is intended to reduce
volatility in regional markets as well as to eventually connect
Serbia to the existing 4M market coupling region comprising
Romania, Hungary, Slovakia and the Czech Republic.

BULGARIA
Bulgaria’s electricity market could face structural changes
this year after a fairly turbulent 2018. In the first half of
January, regulator EWRC is expected to come out with
preliminary findings of its investigation into alleged market
manipulation following a series of price spikes on the dayahead market in the second half of 2018. In December,
Bulgarian industrial consumers and power suppliers
urged the government to tackle extreme bullishness and
unpredictability on the wholesale market created by a lack
of selling competition.
The government and EWRC recently held meetings with
stakeholders and came up with some measures such as
to increase the volume offered on the day-ahead market
by the state-owned producers and the introduction of new
standardised products on exchange IBEX. However, these
may not be enough to solve the situation amid structural
flaws in the market model.
There is a good chance that 2019 will be the year in
which the notorious electricity export fee is abolished for
good. Exchange IBEX is aiming to couple its intra-day
market with Romania by the end of June 2019. For this
to happen a law change needs to be initiated to remove
the export tariff altogether.
back to contents
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Separately, the European court of justice ruled in December
that imposing an export tax on electricity transmitted
cross-border to another EU country is in breach of EU law.
Although the decision regarded a specific case in Slovakia,
the court stated legal principles that apply to all EU
countries. Bulgaria is the only EU country that applies an
export tariff on electricity. It currently stands at €5.03/MWh
and was last changed on 1 July 2018. The tariff comprises
a fee for accessing the transmission system and a fee for
transmission through the electricity system.
From 1 January 2019 a transitional period for renewable
producers with installed capacity of 4MW or over ended,
meaning that they have to start selling all their production
on exchange IBEX. Even though this obligation was
already imposed on 1 July 2018, state-owned utility NEK
was assigned to re-sell this electricity until the end of
2018, while generators sorted out new contracts and
loan agreements. Renewable producers will have the
option to either sell directly on the exchange or sell their
output to the coordinator of their balancing group who
would then resell it on their behalf. In many cases, the
coordinator will still be NEK.

on a market-based principle with no long-term purchase
contracts or state guarantees. The procedure is currently
expected to start in February. The tender will have
nine rounds with the full procedure likely to last a total
of 12 months before a project company is set up. The
Bulgarian state will also be part of the shareholding as
it already owns the manufactured reactors and the site.
The procedure will be open to big industrial consumers in
Bulgaria as well as countries such as Serbia, Montenegro
and Macedonia which can take part in the project either
through electricity purchase contracts or by becoming
minority shareholders.
Czech state-owned incumbent CEZ is likely to finalise the
sale of its Bulgarian assets in 2019. CEZ’s attempt to sell
the power supply, distribution, renewables and trading
assets to a little known Bulgarian company Inercom faced
numerous hurdles in 2018. After initially banning the sale,
the Bulgarian Commission for Protection of Competition
(CPC) is expected to come out with a second decision
on the matter. In the meantime, CEZ opened separate
negotiations with India Power.

GREECE
Bulgaria will be looking for an investor in the beleaguered
2GW Belene nuclear project in 2019.In November,
Bulgaria’s ministerial council approved the launch of a
procedure to find strategic investors to build the plant

The long overdue Greek energy exchange is expected to
become operational in 2019 paving the way for increased
liquidity on the wholesale market and future market
coupling with Bulgaria and Italy. In 2018, the Balkan

COAL
that is partly responsible for imports rising across each of the
past three years.
Benchmark front-year coal prices have also risen over
this period. Prices gained in particular during the summer
months, which is the peak air-conditioning season. The
nature of commodity markets means that trends tend to
repeat unless traders have good reason to change the
pattern. This year, a slowing global economy could weigh on
oil prices, which affect coal transportation costs. The main
factor supporting coal so far in 2019 has been bullish moves
in Brent crude, due to signs of strength in equity markets,
easing US-China tensions and the potential for additional
output cuts by the OPEC cartel.
Chinese power demand growth looks set to exceed 7% year
on year in 2018, a multi-year high. An economic slowdown
could hamper growth in 2019, although Beijing has put together
several economic stimulus packages in order to avoid this
outcome. Major infrastructure investments announced early
this year are certain to drive Chinese power and coal demand.
Coal also faces structural impediments to supply growth.
Environmental activism makes it difficult for new projects to
obtain financing and for existing mines to ramp up output.
Amid these supply constraints, Asia Pacific power sectors are
expanding. Coal is therefore likely to resume a bullish trend,
although a major global recession could derail this.
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Whether European cold snaps can support coal prices until
China relaxes restrictions on imports is the key question
facing the coal market over the remainder of the winter.
Prices then have a seasonal tendency to rise over the
summer, something that could repeat this year if the global
economy remains on a solid footing.
Combined Chinese imports of lignite, thermal and
metallurgical coal fell to a multi-year low in December, as the
government attempted to support domestic mines and switch
to cleaner-burning natural gas heating. Chinese imports are
likely to remain low across January, with unseasonably mild
temperatures constraining demand and providing no reason
for the government to change tack.
Meanwhile, Europe is facing its first real cold spell of the
winter. Meteorologist WSI on Monday forecast temperatures
1-3°C below the seasonal norm widely across Europe in Week
4. Mid-range forecasts have long indicated a deeper cold snap
in late January and early February after a sudden stratospheric
warming weather event occurred at the end of 2018.
Asia Pacific accounts for around three quarters of
seaborne coal demand and so is the bigger determinant of
prices. But European cold weather could support coal prices
in the interim and buy some time for the picture to change
in China. A major accident at a Chinese coal mine over the
weekend could lead to renewed safety crackdowns, a policy

Greek power market participants can currently only submit
bids for a mandatory pool price, known as the system
marginal price (SMP), which is cleared by market operator
Lagie. The average SMP outturned at €60.38/MWh in
2018, up 10% year on year. With the carbon outlook bullish
for 2019 and hydro levels dropping since the last quarter
of 2018, Greek prices are likely to rise further. On the other
hand, the launch of the exchange would bring a brand new
price calculation methodology.
The main difference will be that production units will no
longer be obliged to sell at their minimum variable cost as is
the case in the current pool system but they will be free to
place whatever offers they want. It is still unclear how this will
affect prices.
State-owned incumbent PPC is scheduled to offer 1.4GW
of forward electricity in auctions under the NOME scheme
in 2019, according to information published by EnEx. The
total volume will be over 26% lower than what was offered
in 2018 and the figure may be further reduced depending
on the outcome of the ongoing tender to divest some of
PPC’s coal-fired assets. The NOME system obliges PPC
to sell electricity to rival suppliers at a discounted price with
the aim of reducing PPC’s dominant position and bringing
more competition to the Greek retail market.
Separately, the incumbent is in the process of finalising the
sale of 40% of its coal-fired plants and coal mines as per
EU commitments. PPC offered two units with a 515MW
installed capacity at the Megalopolis power plant, as well as
the 289MW Meliti 1 and 440MW Meliti 2 blocks - the latter of
which is yet to be built. The divestment of that large share of
power generation away from the national incumbent is seen
as a key step in the process of opening up the market to new
entrants. The sale is likely to be finalised in the New Year.
Greece is expected to hold more competitive renewable
auctions in 2019 as it aims to secure 2.6GW of wind and
solar capacity by 2020. Given that the 2018 auctions were
largely under-subscribed, regulator RAE may decide to
change some of the auction rules to make the auctions
more attractive for investors.

TURKEY
As the new year started, an immediate concern for Turkish
gas and electricity operators BOTAS and TEIAS was to end
the winter season without any supply glitches. Historically

winter months have been a problem for Turkey as demand
surged to unmanageable levels, prompting grid operators
to issue load shedding instructions. This meant requesting
power plants, as well as industrial and commercial users, to
reduce consumption and save gas for households.
As Turkey approaches local elections in March 2019 the
government is unlikely to take any significant decisions
regarding the gas or electricity markets. Russian import
prices were expected to increase to $303/thousand cubic
metres in the first quarter of the year, reflecting the lagged
effect of an increase in oil prices. Even so, the government
may not raise regulated end-user tariffs to avoid alienating
voters ahead of elections.

THE BALTIC STATES
Possible policy changes are in store for the Baltic states in
the coming year, as they edge closer towards meeting EU
2020 renewable targets. Average yearly power prices in
the Baltic region should be flat in 2019, according to ICIS
Power Horizon modelling. Given interconnection capacity
between the regions, prices should also fluctuate in line
with those in the Nordic countries. On 8 June, Baltic TSOs
will test their ability to disconnect from the Russian grid,
to which they are currently synchronised. The test marks
a crucial step in preparing the region’s integration with the
European Continental Synchronous Area by 2025.
Estonia’s state-owned energy company Eesti Energia
will shut down around 600MW of oil shale capacity from
2019, in a bid to reduce the country’s CO2 emissions. A
bullish trend in EU carbon emissions allowances factored
into the decision to close highly emitting oil shale units. Oil
shale generation fell 13% in Q4 2018 year on year, also
partly due to milder weather. To compensate for the lost
generation, Russian electricity exports to Estonia ramped
up in the final quarter, according to data from ENTSO-E
Transparency. With less capacity online this year, Estonia
will come to increasingly rely on imported power from its
eastern European and Nordic neighbours.
A general election is due to be held in Estonia on 3 March,
with changes to the national energy strategy potentially in
store. The government is also in discussion with key industry
players over the climate and energy plan, which aims to
raise the renewable energy share in final consumption
to 42% by 2030. In Latvia, negotiations should lead to
formation of a new coalition government over the next few
weeks after a general election took place last October.
More renewable energy tenders for an amount of up to
5GWh are set to take place in Estonia from next year,
following recent amendments to the Electricity Market
Act passed in June. The new tender system, a fixed
feed-in-premium, will maintain government support for
smaller projects between 50kW – 1MW in size. A key
back to contents
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country set up the Hellenic Energy Exchange (EnEx) which
will operate both a power and a gas trading platform. The
power platform is expected to launch in the first or second
quarter of 2019 offering day-ahead, intra-day and balancing
trading. A platform for forward contracts will also be
introduced at a later stage and there will be a possibility to
trade both physical and financial contracts.

policy development in Latvia is the proposed cancellation
of the country’s renewable subsidy scheme, known as
OIC. The OIC scheme has been under moratorium since
2016, meaning only previously approved projects are still
receiving support. Latvia attained 38% renewables share
in final energy consumption in 2017, 2% off from its 2020
RES target of 40%.
In Lithuania, the next renewable auctions are scheduled for
May, following changes to the Law on Renewable Energy
Sources in 2018. Tenders will now be technology neutral
and operate as a fixed feed-in premium for up to 12 years.

NORDICS
Changing rainfall will continue to be the key driver of
near-term Nordic power prices during 2019, thanks to
the dominance of hydroelectric generation capacity in
the region. Hydro-generated power meets over 50% of
regional demand and accounts for around 97% of electricity
production in Norway. Water reserves across the region are
now broadly in line with average levels seen over the last
five years, although at 60% full, stocks are trailing almost
10 percentage points behind the start of 2018.
Languishing hydro stocks drove prices on the Nordic
market higher during the middle of 2018 and traders will be
wary of a similar situation developing this year if forecasts
show below-average rainfall. Reservoirs reached their
lowest summer level for a number of years towards the
end of July, when total fullness dipped to just 61% – 14
points lower than at the same time in 2017. The situation

became so serious at the end of August that Norwegian
transmission system operator (TSO) Statnett warned that
reservoirs in the country could fall to their lowest ever level
in early 2019. Near-term rain forecasts for the Nordic region
appear bearish, with above-average rainfall expected
across the region until the end of January.
The giant 1.6GW Olkiluoto 3 nuclear unit will now no longer
be commissioned in 2019 as planned, after its launch
date was once again delayed towards the end of 2018.
The plant had been due to begin commercial operations
in September 2018, but this date was pushed back to
January 2020 due to issues that arose during the plant’s
final functional testing phase. The reactor was originally
approved by Finland’s parliament in 2002 and was initially
due to be commissioned in 2009. But the project has been
hampered by ballooning costs, legal battles and production
setbacks that have now delayed its launch by over a
decade. Once built, Olkiluoto 3 is expected to meet around
10% of Finnish electricity demand.

LONG-TERM OUTLOOK
In the mid- to long-term, the market stability reserve (MSR)
will continue to exert pressure on the market balance,
causing EUAs to touch the €40 level around 2023. This
market situation will change as of 2024, when the MSR
parameters are supposed to weaken according to the
current regulatory setting. In combination with already
triggered permanent abatement during the high-price
period, we see EUA prices to decline towards levels around
€20 by 2030.

CARBON
With the beginning of January, the market stability reserve
(MSR) has started to operate by reducing auction volumes
in Europe’s Emission Trading System (EU ETS). According
to our ICIS EU carbon model, the supply via auctions will be
curtailed by 395 million allowances. As a result, for 2019, the
ICIS EU carbon analytics team expects a bullish undertone
for EUA prices, caused by a short market balance of around
250 Mt. This accounts for market participant strategies such
as power forward hedging. The gap needs to be filled by
compliance selling or short-term abatement options, such as
switching from coal to gas generation.
The effect of the MSR already materialised during 2018 with
EUA prices rising by more than 200 percent during that year.
Quite a number of new market participants from the financial
sector got active last year, buying allowances in anticipation
of a future shortage, caused by the MSR operation. The
ICIS analytics team expects the bullish price development to
continue over the course of this year, but the upside being

more limited as the front-running will likely taper off.
That said, during the first and potentially second quarter
of 2019 we expect the market to be utterly nervous with high
volatility amid new developments from the Brexit process.
Obviously this highly depends on the scenario unfolding and
whether or not the Brexit uncertainty drags on in form of an
extension of the Article 50 deadline. The availability of fuel
switch potential to balance the market will remain a key price
driver during 2019. For the end of the first quarter, we expect
the EUA price to turn out at € 23.2/t, increasing to €26.7/t at
the end of the year.
However, since the end of 2018, bearish sentiment is
spreading across commodity and financial markets, as well as
on a macroeconomic level amid international trade tensions
and declining global growth. With Germany facing the risk of
recession, and slower growth in the Eurozone overall, some
bearish clouds are hanging over the fundamentally bullish EU
ETS and provide some downside risk.

back to contents
Copyright 2019 Reed Business Information Ltd. ICIS is a member of RBI and is part of RELX Group plc. ICIS accepts no liability for commercial decisions based on this content.

➔

Keep up with the latest
energy news and insights

