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enactment of the legislation. This study will assume that the 
coal commission’s proposals will be implemented as per its 
final report.

Tightening supply
Hard coal and lignite-fired power collectively generated 
around 40% of German electricity in 2018. With both the 
nuclear exit and the first wave of hard coal and lignite-fired 
capacity due offline by 2022, German electricity supply 
looks set for a squeeze in the years that immediately follow. 

The ICIS Horizon model forecasts that supply in Germany 
will be at its tightest between the years 2023 and 2026 as 
a result. There exist several potential options to replace 
outgoing nuclear and coal capacity between these years in 
Germany. This study will consider the benefits, drawbacks 
and consequences of the principal options given the current 
political and economic outlook: renewable expansion, 
increased gas-fired generation, reduced export and 
increased import balance. 

RENEWABLE EXPANSION
The solution most consistent with the climate-oriented goals 
of the Energiewende would be to install sufficient renewable 
capacity to plug the gap left by nuclear and coal capacity.

Legislative support for the German energy transition began 
in 2010 and included policy mechanisms such as feed-
in tariffs designed to ameliorate investment incentives in 
the renewable market. The policies worked. Over the last 
decade, total installed wind capacity alone has grown by 
130%, surging from 26GW in 2009 to 60GW in 2019. 
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Germany is set to cease all nuclear-fired generation and 
begin to phase out its remaining coal and lignite-fired 
(brown coal) power plants over the next few years. This 
shift in the German energy complex is part of the country’s 
energy transition, or Energiewende, which represents the 
move to a low-carbon, renewable-focused energy economy 
with climate targets in mind. The combination of both a 
nuclear and coal exit however, is likely to significantly 
squeeze German electricity supply and drive up wholesale 
prices both domestically and in neighbouring continental 
European markets in the coming years. 

THE SUPPLY SQUEEZE
Nuclear exit
In the fallout of the 2011 nuclear disaster in Fukushima, 
Japan, the German government promptly shut down a 
cluster of its nuclear reactors and planned a full phase-out 
of the rest. By law, Germany will now close its remaining 
seven nuclear reactors by 2022. Nevertheless, nuclear-
fired generation remains an important part of the German 
energy mix and produced 72TWh in 2018, equivalent 
to approximately one-eighth of the country’s electricity 
generation, according to TSO data. 

Coal exit
At the same time, the pressure has increased on Germany 
to re-evaluate its relationship with coal as it has become 
increasingly unlikely that the country will meet its 2020 Paris 
Agreement climate targets. In June 2018, the government 
appointed a taskforce officially named “Commission on 
Growth, Structural Economic Change and Employment”, 
often dubbed the coal commission, to manage the phase-out 
of the country’s remaining coal and lignite fleet. The body 
released its final report in January 2019 that outlined a full 
phase-out by 2038 with three waves of capacity closures:

■ May 2019: 21GW hard coal and 18GW lignite
■ 2022: 15GW hard coal and 15GW lignite
■ 2030: 8GW hard coal and 9GW lignite
■ 2038: 0 GW hard coal and lignite

The proposals are non-binding but are unlikely to see 
significant alterations as the key stakeholders in the coal 
debate were largely represented in the commission’s 
decision-making process and the final report was published 
with the consensus of the taskforce. A series of energy laws 
should be voted on by the end of the year and placated 
coal mining states are set to receive compensation for the 
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Onshore capacity has predominantly driven renewable 
expansion in Germany, though the offshore sector, which 
produces more electricity per turbine, has also posted rapid 
growth since 2014. Chancellor Angela Merkel inaugurated 
the country’s first offshore connection in the Baltic Sea 
in April 2018 and ICIS analyst models anticipate that 
Germany’s offshore fleet will grow in prominence up until at 
least 2026. 

Wind accounted for one-fifth of German electricity in 2018 
and in March 2019, gusts set a new record for total wind 
output in a month, generating 17TWh, or one-third of the 
country’s electricity. 

Meanwhile, installed solar capacity has seen consistent 
levels of annual growth over the past 10 years, climbing 
from 11GW in 2009 to 47GW in 2019. Solar has 
outperformed wind in each of the three joint capacity 
auctions that Germany introduced in 2018, a relatively new 
technology-neutral means of tendering renewable capacity 
driven by the European Union. 

Overall, the rate of renewable development in Germany 
has been phenomenal over the past decade. ICIS Horizon 
modelling forecasts expansion to continue at a steady 
rate until 2026 before the growth rate peters out once 
total installed capacity is above around 90GW for wind 
and 62GW for solar. In these years when supply is at its 
tightest between 2023 and 2026, offshore wind will add 
3GW, onshore 10.5GW and solar 9.4GW, according to ICIS 
modelling.

Utilities are also shifting investment towards renewable 
development. RWE, a German utility giant historically 
known for its large coal and lignite fleet, has ramped up its 
renewable investment in recent years. The company is set 
to become the world’s second largest proprietor of onshore 
wind following a planned asset swap deal with another 
energy giant E.ON, due to take place by the end of 2019. 

Grid restrictions
However, Germany’s ageing grid infrastructure threatens to 
restrict the country’s renewable expansion. German wind 
turbines are mostly concentrated in northern coastal areas, 

which have insufficient transmission capacity to flow power to 
demand-intensive southern regions. During periods of high 
wind, grid operators need to take expensive measures to 
stabilise the grid, some of which negatively affect neighbouring 
markets, such as Austria, and lead to grid bottlenecks. 

As of 1 May 2019, day-ahead baseload spreads between 
the two countries averaged out at around a €3/MWh 
Austrian premium. Yet, on days with high German wind 
output, the Austrian premium has spiked above €20/MWh, 
according to EPEX SPOT exchange data. Germany’s grid 
limitations do not solely restrict renewable expansion but 
also disrupt neighbouring markets.

The grid issue has also caused fears that Germany will be 
forced to split its domestic power market into two zones, 
which would increase electricity bills in the south. The 
government is determined to avoid the split and to solve the 
problem by expanding and improving the grid. 

In response, transmission system operators in Germany 
(TSOs) have submitted to the country’s federal network 
agency a series of draft grid development plans (NEP 
2030) that outline what must be done. 

The key takeaways from the latest draft, that also factors 
in a coal phase-out scenario, are that at least 2,750km 
of existing grid infrastructure must be upgraded with new 
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cabling or high-voltage lines, while an additional 1,600km of 
new cable routes will be required. 

A total of six new high-voltage cables are currently already 
planned. In total, the upgrade would cost around €60bn, 
TSOs estimate. Accommodating new renewable capacity 
will undoubtedly be an expensive process for the country 
and may not even be possible during the period of tight 
supply.

Expansion restrictions
The hope is that a significant chunk of the necessary 
north-south grid upgrade will be completed by at least 
2025, but delays are likely. Grid expansion as a policy is 
generally unpopular with the public. The SuedLink project 
for example, an underground high-transmission north-south 
cable, has frequently faced vociferous protests around 
which route the cable should take.

A law passed by the federal parliament in April 2019 should 
make it easier to push through with grid expansion projects 
and will see the German government grant compensation 
to affected landowners. Nevertheless, constructors face a 
scramble to accommodate incoming renewable capacity in 
time to replace the outgoing nuclear, coal and lignite-fired 
capacity. 

Wind projects themselves also often face opposition. Wind 
power associations lament the hurdles to expansion that lie 
in the permit obtaining process and says that legal blocks 
are deterring would-be investors from pumping money into 

the technology. According to a report published in April 
2019 by FA Wind, an onshore wind body, at least 750MW 
of onshore wind expansion was blocked by lawsuits in 
2018, though the figure could be even higher due to the 
unavailability of some information. 

Climate targets in question
Several stakeholders with whom ICIS has recently spoken 
agree that the current rate of renewable expansion is not 
sufficient to meet climate targets such as 65% generation 
from renewable sources by 2030. 

There is a long way to go; the level of renewable generation 
in 2018 was around 40% and during the first quarter of 
2019, the total capacity of new onshore wind projects that 
obtained a grid connection was around 90% lower than in 
the first quarter of both 2018 and 2017. 

The German governing coalition has pledged to hold 
additional renewable tenders for more than 8GW capacity 
between 2019 and 2021 and the renewable expansion 
rate should pick up over the next few years. However, 
one senior member of the German Energy Agency (dena) 
recently told ICIS that 8GW per year, every year would 
need to be built to meet climate targets. 

Renewable expansion will be undoubtedly key to filling the 
German supply gap from 2022 even with grid expansion 
problem. Despite the expected growth in renewable 
however, due to the ephemeral nature of wind and solar 
generation and given the current issues with storing large 
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amounts of electricity, other generation sources will be 
required, at least in the near future, to keep the lights on 
during times of low renewable output.

THE ROLE OF GAS 
Germany considers gas-fired generation central for the 
balancing of volatile renewable feed-in until emission-free 
solutions such as batteries become cheaper and more 
technologically capable of taking over this role. Gas is 
relatively less polluting than hard coal and lignite-fired 
electricity and Germany’s 24GW domestic gas fleet is 
grossly underutilised. Gas produced just 45TWh in 2018 
– roughly 8% of the German power mix – lignite alone 
produced triple this amount despite having 18GW installed 
capacity. The last year in which gas accounted for more 
than one-tenth of German power was in 2011.

In theory, given the current gas-fired infrastructure in place 
in Germany and its relatively lower emission-intensive 
nature, gas seems a strong candidate to step in to secure 
supply as all nuclear and more and more coal assets leave 
the grid. The question mark that hangs over gas regards 
its profitability. Historically, hard coal, lignite, nuclear-fired 
power have all proved much cheaper to run.

Carbon prices and fuel switching
There are signs that this may be changing. While carbon 
emission allowance prices (EUAs) in the EU’s Emissions 
Trading Scheme (ETS), a cap-and-trade mechanism that 
forces polluters to purchase allowances to emit carbon, 
had traded very low for a sustained period following the 
economic crisis in 2009, recent policy measures have sent 
prices flying.

Following the period of economic slowdown a decade 
ago, excess emissions that were no longer required due 
to lower productivity flooded back onto the market and 
depressed EUAs. This boosted the profitability of hard coal 
and lignite-fired electricity in Germany as generators had 
to pay relatively less to emit carbon, while moving the more 

expensive gas-fired facilities further away from displacing 
the two higher polluting fuels as a means of power 
generation. 

The European Commission then introduced the Market 
Stability Reserve (MSR) to the ETS in January 2019 in an 
attempt to boost carbon prices. The policy mechanism will 
artificially tighten the EUA market in the coming years by 
moving the excess allowances to a reserve and allow for 
future flexibility by adding or removing allowances from the 
reserve.

Carbon prices surged over the course of 2018 in 
anticipation of the MSR and EUAs have continued to rally in 
2019 upon its implementation at the beginning of the year. 
The rolling benchmark front December EUA rose by more 
than 200% between 1 January 2018 and 1 January 2019, 
ICE data showed. The contract traded above €27/tCO2e in 
April 2019 – the highest price for a front December EUA for 
over a decade.

ICIS analyst models expect carbon prices to consistently 
continue to rise until 2024 with prices reaching above 
€40/tCO2e in any scenario in 2023 and 2024 – a large 
jump from a price of €25/tCO2e seen at the end of 2018. 
The bullish outlook for carbon should see market forces 
increasingly push gas-fired generation into the money 
and rapidly augment the fuel-switching rate from hard 
coal to gas. ICIS Horizon modelling predicts that gas-fired 
generation may even overtake hard coal output in 2019, 
given the price outlook during the first quarter of the year. 

Bearish gas signals
Record levels of LNG supply to continental Europe and 
storage levels at multi-year highs during the first quarter of 
2019 have also pressured European gas prices and should 
continue to do so for much of the year. The German NCG 
Day-ahead gas price averaged €19/MWh during the first 
three months of 2019, ICIS price assessment data showed. 
This compared with €21/MWh during the first quarter of 
2018. 
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For most of 2019, ICIS had priced NCG yearly contracts 
in backwardation, with German gas prices out in 2022 
cheaper than 2021 and in turn, 2020. This suggests that 
the market is relaxed about gas supply over the next three 
years with traders correspondingly pricing in less and less 
risk premium further out on the curve. 

If LNG supply were to continue at a similar rate over the 
next few years, gas-for-power potential would remain 
more attractive for generators than in recent years due to 
ample supply and cheap prices of continental European 
gas.

The potential completion of the Nord Stream 2 pipeline in 
2019 or 2020 that will flow gas from Russia into Europe 
could also boost gas supply to the continent, though the 
project is controversial both inside and outside Europe and 
uncertainty clouds its future. 

Overall, gas will play a vital role in plugging the supply gap 
left by nuclear, coal and lignite capacity at times of low 
renewable output. Bullish expectations for carbon prices 
mean that market forces could encourage a significant 
upsurge in fuel switching from coal to gas-fired generation 
and catalyse the increased use of much of the dormant 
gas-fired fleet to fill in in the absence of outgoing nuclear 
and coal plants. In any case, a debate centred around the 
need for incentivising the use of additional gas capacities 
in Germany via policy measures could well be around the 
corner with a potential carbon price introduction already in 
debate. 

INCREASED EXPORTS
The impact of large-scale German capacity changes will 
have an effect on most continental European markets that 
tend to follow German market movements.

The German government began talks in April 2019 with 11 
neighbouring countries and the European Commission in 
anticipation of changes resulting from the German coal and 
nuclear phase-outs. Energy minister Peter Altmaier said 
that close coordination with neighbouring countries will be 
essential to avoid high power prices and ensure security of 
supply in the region. 

Yet, Altmaier also stated following the coal exit report in 
January 2019 that he did not want Germany to rely on 
nuclear imports from neighbouring countries to ensure 
security of supply. 

However, ICIS analyst modelling suggests that France will 
see a high increase in its exports to Germany after 2023 
following the German nuclear phase-out. This increase will 
be significantly steeper when combined with a German 
coal phase-out if implemented as recommended in the coal 
commission’s final report. Exports from the Netherlands to 
Germany may also significantly rise from 2023 onwards in 
a coal exit scenario and Poland for example, could switch 
from a net importer to a net exporter.

All neighbouring countries should see lower imports from, 
or higher exports to, Germany in a coal phase-out scenario 
compared with an alternative scenario.

OUTLOOK: FILLING THE SUPPLY GAP
The most likely outcome in Germany will be a combination 
of the discussed three options: high levels of wind and solar 
expansion, with increased gas-fired generation and imports 
from neighbouring markets utilised to stabilise the grid at 
time of volatile renewable generation. 

The implications are that German wholesale electricity 
prices are likely significantly rise from 2023 onwards 
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UK darK sPreads For 35% and 38% coal PlanT eFFIcIency 1 may 2019

Period
dark spread 

35% diff
clean dark 
spread 35% diff

dark spread 
38% diff

clean dark 
spread 38% diff

June '19 23.45 -0.67 1.87 -0.22 24.94 -0.69 5.06 -0.28

July '19 23.49 n/a 1.88 n/a 25.02 n/a 5.11 n/a

Q3 '19 24.38 -0.64 2.75 -0.20 25.94 -0.67 6.01 -0.27

Q4 '19 34.99 -0.55 13.28 -0.11 36.63 -0.59 16.64 -0.18

Winter 19 36.15 -0.58 14.29 -0.14 37.81 -0.62 17.68 -0.21

summer 20 27.33 -0.13 5.20 0.32 29.01 -0.18 8.62 0.23

Winter 20 34.66 -0.24 12.21 0.22 36.36 -0.29 15.68 0.13

summer 21 24.69 -0.66 1.92 -0.19 26.41 -0.71 5.44 -0.27

Winter 21 31.91 -0.22 8.77 0.26 33.64 -0.27 12.33 0.17

£/MWh

UK sParK sPreads For 52.11% Gas PlanT eFFIcIency 1 may 2019

Period spark spread diff
clean spark 

spread diff
Peak spark 

spread diff
clean peak spark 

spread diff

day-ahead 20.39 -2.46 12.57 -2.29 22.49 -4.93 14.66 -4.78

June '19 20.92 -0.23 13.09 -0.06 25.02 -0.28 17.19 -0.11

July '19 20.81 n/a 12.96 n/a 25.16 n/a 17.31 n/a

Q3 '19 20.67 -0.37 12.82 -0.21 24.35 -0.39 16.50 -0.23

Q4 '19 22.52 0.08 14.64 0.24 29.52 -0.12 21.64 0.04

Winter 19 21.96 -0.06 14.02 0.09 28.93 -0.22 21.00 -0.05

summer 20 19.53 0.12 11.49 0.28 23.73 0.15 15.69 0.30

Winter 20 20.46 -0.12 12.32 0.06 27.94 0.24 19.79 0.40

summer 21 17.93 -0.35 9.67 -0.17 23.33 0.13 15.07 0.31

Winter 21 18.84 -0.22 10.44 -0.05 26.59 0.08 18.19 0.25

£/MWh

UK sParK sPreads For 49.13% Gas PlanT eFFIcIency 1 may 2019

Period spark spread diff
clean spark 

spread diff
Peak spark 

spread diff
clean peak 

spark spread diff
clean baseload spark - 

clean 35% dark

day-ahead 19.08 -2.40 10.79 -2.22 21.18 -4.87 12.88 -4.70 n/a

June '19 19.62 -0.19 11.32 -0.01 23.72 -0.24 15.42 -0.06 9.45

July '19 19.47 n/a 11.15 n/a 23.82 n/a 15.50 n/a 9.27

Q3 '19 19.25 -0.33 10.92 -0.16 22.93 -0.35 14.60 -0.18 8.18

Q4 '19 20.50 0.15 12.14 0.31 27.50 -0.05 19.14 0.11 -1.14

Winter 19 19.82 0.00 11.40 0.16 26.79 -0.16 18.38 0.02 -2.89

summer 20 17.77 0.17 9.25 0.35 21.97 0.20 13.45 0.37 4.04

Winter 20 18.30 -0.07 9.65 0.11 25.77 0.28 17.13 0.46 -2.55

summer 21 16.20 -0.29 7.43 -0.11 21.60 0.19 12.83 0.36 5.52

Winter 21 16.71 -0.19 7.80 -0.01 24.46 0.11 15.55 0.29 -0.97

£/MWh

UK clean sParK and darK sPreads InclUdInG carBon PrIce sUPPorT 1 may 2019

clean spark spread cPs 49.13% clean dark spread cPs 35%

day-ahead 4.04 -2.23 6.14 -4.70 n/a n/a

June '19 4.57 -0.02 8.67 -0.07 -15.64 -0.22

July '19 4.41 n/a 8.76 n/a -15.63 n/a

Q3 '19 4.18 -0.16 7.86 -0.18 -14.76 -0.19

Q4 '19 5.40 0.32 12.40 0.12 -4.23 -0.10

Winter 19 4.66 0.17 11.63 0.01 -3.22 -0.13

summer 20 2.50 0.34 6.70 0.37 -12.31 0.32

Winter 20 2.91 0.11 10.39 0.46 -5.31 0.21

summer 21 0.69 -0.11 6.09 0.37 -15.60 -0.19

£/MWh

Period Baseload diff Peakload diff Baseload diff
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Cold temperatures delay  
snow melt, French June falls
expectations of snow melting later in June 
due to colder temperatures in the first two 
weeks of May will continue to weigh on the 
French June ’19 Baseload contract in the next 
sessions. 

Temperatures are set to be around 4 to 5 
°C cooler that the seasonal average for the 
rest of week 18 and in week 19, according to 
MetDesk. This will mean the rate at which snow 
melts in the Alps will slow down in May and 

there will be more snow melting in June. As a 
result, risk premium has been dissolving from 
the June ’19 Baseload as expectations of in-
creased hydropower generation are factored in. 

Meanwhile the French May ’19 Baseload 
remained flat as less hydropower generation is 
expected for the month. 

The French June’19 premium to May’19 
Baseload fell from €1.26/MWh on 26 April 
to less than half that amount at €0.48/MWh 

on 29 April. In 2018, the opposite happened 
with the French June ’18 Baseload premium to 
May’18 Baseload soaring at the end of April 
going from €3.55/MWh on 25 April 2018 to 
€4.30/MWh on 27 April. 

Water reserves are at a three-year high ac-
cording to latest data from French grid opera-
tor RTE from week 17, but have not exceeded 
2016 levels. Average hydropower generation 
in March and the current average for April 
shows generation has been at a four-year low 
for both months in 2019. 

However, as snow melts it is likely we will 
see an uptick in hydropower generation. A 
spokesman for Alpes Hydro, a hydropower 
producer association in the Alps, said that 
“normally snow melts in March at 1000 and 
1500 m altitude, in April at 1500 to 2500 m 
altitude and in May above 2500 m. It usually 
takes a few months to melt. 

“This year it is possible we will see more 
snow melt in June. But there are other factors 
that affect snow melt such as rain and some-
times wind coming from the South which 
causes evaporation.”

Meanwhile French nuclear availability is set 
to be robust and is set to average 47.6 GW 
in May, 3.6 GW higher than the 2014-2018 
average and 47.2GW in June, 3.5 higher than 
the average from the past 5 years. 
Rebecca Gualandi SOURCE: ICIS

€/MWh
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New emissions limit on French 
coal plants set to cause closures
The French government proposed a law 
to the council of ministers on April 30 which 
would introduce an emissions limit from 
1 January 2022 on highly polluting power 
plants.

The policy was announced as part of the 
France’s energy and climate law and will pro-
vide the legal means for enabling the phase-
out of the remaining five coal-fired plants 
with a combined capacity of 2.3GW.

The bill proposes an emissions ceiling of 
550 grams per CO2/kWh which would limit 
the running time of plants to an extent that 
they become uneconomic.

“The emissions limit will likely reduce the 
run time of the remaining coal to around 5% 
of annual hours, which the government ex-
pects to be insufficient to ensure profitability 
and will lead to closure,” said ICIS analyst 
Matthew Jones

“French net exports will increase through-
out the early 2020s despite coal closures, 

according to our Horizon model,” he added.
Weaker consumption and greater renew-

able capacity should more than compensate 
for lost coal generation. France’s large fleet of 
nuclear plants will be incentivised to export to 
neighbouring markets where higher carbon 
prices will push up costs at thermal plants.

In 2018 coal plants accounted for only 
1% of total French output. This year has 
also seen a monthly average generation of 
317MW, data from French grid operator RTE 
shows.

The bill reiterates the government’s com-
mitment to reduce nuclear power to 50% 
by 2035 and decarbonise the energy mix by 
accelerating the decline in fossil energy con-
sumption to at least 40% in 2030. 

The bill will be assessed beginning in June 
before moving to the Senate just before or 
after the summer recess. The bill will likely be 
enshrined into law before the end of the year. 
Rebecca Gualandi

Crude oil futures were torn between the 
smouldering unrest in Venezuela and a rise in 
US crude stocks on Wednesday.

Venezuela’s opposition leader Juan 
Guaido called for military backing to topple 
the incumbent President Nicholas Maduro on 
Tuesday. An eruption of violence on this scale 
will temper the south American country’s 
already fragile crude exports, and contribute 
to a tighter supply picture.

The US government looked set to revoke 
the eight waivers it had granted to the key 
buyers of Iranian crude on Wednesday. 
Uncertainty lingers as market participants 
remain unsure whether China – Iran’s biggest 
customer – will comply with the sanctions. 
Tensions between the two countries are 
already high amid the protracted US-China 
trade war.

API data released on Tuesday indicated 
a rise in US crude inventories by 6.8m bbl, 
keeping a lid on prices as Brent traded in 
positive territory for most of the session 
whilst WTI remained below Tuesday’s settle-
ment.
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HErEn® GErMan InDIcEs €/MWh

May €39.956/MWh

Day ahead
€36.765/MWh 
Volume: 1525 MW

Day ahead Peaks
€37.714/MWh 
Volume: 175 MW

HErEn® FrEncH InDIcEs €/MWh

May €38.809/MWh

Day ahead
€38.229/MWh 
Volume: 300 MW

Day ahead Peaks
€39.400/MWh 
Volume: 0 MW

HErEn® UK InDIcEs

May £43.964/MWh

Day ahead
£41.901/MWh 
Volume: 2950 MW

Day ahead Peaks
£44.000/MWh 
Volume: 250 MW

£/MWh

WIDEr EnErGy coMPlEx PrIcEs

Price Day-on-day 
diff

IcE Brent 16:30 UTc 
($/bbl)

71.67 -1.23

IcE EUa Future Dec 19 
closing price (€/tco2e)

25.78 -0.51

IcE rotterdam Future 
cal 20 closing price 
($/tonne)

69.10 -1.64

The exception was 
the UK 
market

Surging carbon pushes May 
power indices up year on year
new ten-year highs on the European car-
bon benchmark pulled May ’19 power indices 
up compared to the previous year. 

The EUA December ’19 reached €27.53/
tCO2e on 23 April and this was only the most 
recent in a string of eight ten-year records set 
in April. 

The exception was the UK market, where 
bearish natural gas NBP prices applied pres-
sure that outweighed the support lent to the 
May ’19 contract by the carbon market. 

northwest Europe
The UK wholesale electricity front-month 
contract remained locked in a bearish trend, 
with May ’19 changing hands below its April 
equivalent and down over 12% year on year.

A comfortable fundamental picture con-
tinued to pressure the front-month amid a 
packed LNG arrivals schedule and a glut of gas 
in storage. 

Liquidity on the May contract increased by 

a quarter versus April as traders gained convic-
tion that the bear market would continue. 

The German May index increased in value 
month on month and year on year, as Brexit 
developments took the carbon price to a new 
decade high in April.

Hydro tightness, particularly in the Nordics, 
also increased demand for exports from Ger-
many, although this started to ease towards 
the end of the month.

The two developments together increased 
traded volume, which reached the highest 
level for a monthly index since November ’18.

The French power May ‘19  ❯❯  Page 2

UK government increases 
budget for May CfD auction
The UK government said on Wednesday 
that it had increased the budget for the third 
contracts for difference (CfD) subsidy auction 
by £5m to £65m. 

The auction has a cap of a total of 6GW of 
new renewable capacity and is likely to heavily 
favour offshore wind projects due to the far 
lower costs associated with the technology 
compared to other forms of generation.  

As with the previous subsidy round in 
2017, solar and onshore wind will be ex-
cluded from the auction, meaning that other 
technologies like tidal stream, wave and 
remote island wind could win a small propor-
tion of capacity. 

ICIS analysis has previously showed that 
between 1.9GW and 6GW of new offshore 

wind capacity is likely to be awarded CfDs. The 
government remains committed to cementing 
Britain’s position as the world’s largest off-
shore wind market, announcing in March that 
it would target 30GW of installed capacity by 
2030. This would see the technology provid-
ing over a third of total UK power generation 
by that year. 

The UK currently has a total of 8.4GW of 
installed offshore wind capacity. 

This month’s CfD auction will provide a 
good test case for the government’s strategy 
by indicating how much offshore wind capac-
ity the current budget can accommodate. 

The government has allocated a total 
of £557m for all future rounds of the CfD 
scheme. Christopher Somers 

https://www.icis.com/explore/energy/european-daily-electricity-markets/%3Fcmpid%3DILC%7CENER%7CCHCOM-2019-1605-EURO-germansupplygapedem%26sfid%3D7012X000001agCO
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following nuclear and lignite closures, the two cheapest 
conventional sources in the current mix. Prices will remain 
elevated until sufficient renewable capacity and grid 
expansion has taken place to compensate for the absent 
generation.

According to the ICIS Horizon model, wholesale prices 
in the country will be at their highest, above €60/MWh, 
between 2023 and 2026 when supply is at its tightest. In 
comparison, the average German day-ahead baseload 
settlement at the EPEX SPOT exchange was €45/MWh in 
2018. Prices and supply margins should then start to relax 
after 2026, when sufficient replacement renewable capacity 
has come online to fill the gap and grid upgrades have 
been completed.

Decreased exports and increased imports prior to 2026 
will be bullish for German prices as supply margins tighten 
for both meeting domestic and foreign export demand 
and this should also have a knock-on bullish effect for 
other continental European markets that frequently track 
German prices. In the flow-based market coupling (FBMC) 
mechanism, Germany is the cheapest market. Given the 
likelihood that German exports will decrease to each of these 
markets as a result of the planned coal phase-out, the price 
spreads between these markets will be expected to tighten 
or even to change direction between 2023 and 2026.

An increased share of gas-fired generation may also prove 
bullish for German power prices. While clean dark and 
clean spark spreads, respective measures of profitability 
of hard coal and gas-fired capacity given EUA prices, 
have been relatively close during the first quarter of 2019 
given the high price of carbon and bearish gas prices, gas 
remains a long way from overtaking lignite-fired power in 
terms of profitability and will not become cheaper than the 
nuclear capacity due to be phased out. 

ICIS assessments of German power prices since the 
publication of the coal commission’s final report at the end 

Roy Manuell is a market reporter at ICIS Energy with 
expertise in German power and gas markets. He also 
reports on TTF gas market. He has worked for ICIS 

for one year. Roy can be reached via email 
roy.manuell@icis.com and tweets at @roy_manuell
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GERMAN FAR CURVE POWER PRICES REFLECTS TIGHT 
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WHOLESALE POWER 

of January, reflect market expectations of bullish wholesale 
prices as a result of nuclear and coal capacity closures.

CONCLUSION
German and most European wholesale markets could 
be set for a bullish period between 2023 and 2026 when 
Germany completes its nuclear exit and the first wave of its 
coal and lignite phase-out. Unless the renewable and grid 
expansion rate spikes over the next few years, Germany 
faces an increasing reliance on its underused gas-fired fleet 
as well as a jump in imports from neighbouring countries. 
With two or three years until supply begins to significantly 
tighten, ICIS expects the intensity of debate around energy 
policy in the Germany to ramp up as renewable expansion 
and gas-fired generation increasingly take centre stage in 
the great supply debate.

https://twitter.com/roy_manuell

