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QUARTERLY REVIEW OF EUROPEAN 
ELECTRICITY AND GAS PRICES 

  
Electricity  
  
The graph below shows the development of 
wholesale electricity prices in the “west central” 
region of the European Union. As noted in the 
previous report, day-ahead prices fell during 2004 
although the last two months have seen a slight 
increase.  

having made recent announcements concerning 
their investment intentions.  
 
In the Nordic market, day-ahead spot market prices 
have been very stable since early 2003 at around 
€30/MWh. Current indications from forward prices 
are that reductions are expected in the first half of 
2005, while the forward prices for both 2006 and 
2007 are around €28/MWh. Higher rainfall in the 
last year has increased potential hydro-electric 
output. 

 
Forward market prices, such as the 2004 and 2005 
prices on the EEX power exchange have, however 
not shown any sign of reducing from the levels 
reached in early 2004. The line “2005 EEX 
forward” shows the evolution during the period of 
the price for base-load for delivery in calendar year 
2005. This rose from around €25/MWh in early 
2003 to €33/MWh in December 2003 and has been 
around this level ever since. 

 
Graph 2 Summary of average wholesale and retail 

prices 2003-2004: Nordic region 
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These increases have fed through to an extent into 
end-user electricity prices particularly for larger 
users. Pre-tax prices are now in the upper end of the 
range €40-50/MWh. Prices for domestic and small 
commercial customers have been more stable at 
around €100/MWh. 
 
Graph 1 Summary of average wholesale and retail 

prices 2003-2004: “western Europe” BE, 
NL, FR, DE, AT, SI 
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Retail prices may well fall somewhat during this 
period from the current levels which are already 
rather lower than the rest of the EU, especially for 
households and small businesses at around 
€80/MWh pre-tax. 
 
 
 
Source for Forward prices: 
Platts; “Power in Europe” Higher prices do, however, appear to have caused 

generation investment projects to be advanced more 
quickly in this region, with many companies  

Nordpool Financial Market 
EEX Terminmarkt 
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In the UK market, sharp increases in the reported 
wholesale prices have been recorded, particularly 
for first quarter of 2005 where prices approached 
€50/MWh.  Meanwhile prices for Q2 2005 are 
closer to €40/MWh. These increases have mainly 
been driven by the increase in the gas price during 
this period. Gas prices during winter 2003 and 2004 
were recently the subject of an investigation by 
Ofgem, the UK regulator. 

In the Spanish market, trading is mainly carried out 
on the OMEL day-ahead market. However there are 
also some transactions on a bilateral basis. The 
graph below shows recent developments.  
 
 Graph 4 Summary of average wholesale and retail 

prices 2002-2004: Iberian region 
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Graph 3 Summary of average wholesale and retail 
prices 2002-2004: UK 
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Generally speaking wholesale prices have 
converged during 2004 to those in neighbouring 
markets i.e. the “west central” block of Member 
States. Forward prices for early 2005 suggest some 
reduction is likely. This may be due to increased 
potential hydro-electric production as for the 
Nordic region. 

bilateral day ahead  
forward price 2Qs ahead1  
large user 
small user 
 
The effect on final customers remains to be seen, 
although it is likely that large users at least will 
have seen some increases for this period, especially 
where they are exposed to changes in the wholesale 
market and are not protected in some way against 
such fluctuations. Smaller customers might also be 
affected. However again, some of the wholesale 
price increases may also have to be absorbed by the 
supply companies reducing their margins. 
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1 This index gives the price quoted for delivery 2Q 
ahead of the current quota. The price for Q4 2004 is 
therefore reported during Q2 2004 and so on. 



 

In the new Member States in central Europe there is 
little information available. A large proportion of 
generation capacity is already contracted to 
suppliers on a long term basis and used directly to 
supply final customers at regulated prices. There 
are no reported indices for electricity trading and 
the power exchange in Poland has rather limited 
liquidity at present. However, as a result of the 
current position of excess supply, wholesale prices 
appear to be significantly lower than in other 
regions at around €25/MWh.  

In Italy, trading is still in its infancy with the 
organised market only operational since May 2004. 
Prices appear to have settled down into the range of 
between €50-55/MWh. Further price reductions are 
possible as new generation capacity comes on 
stream with lower costs than the existing resources. 
 
Graph 5 Summary of average wholesale and retail 

prices 2002-2004: Italy 
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Retail prices, on the other hand, are not particularly 
low for electricity. This suggests that competitive 
pressures are yet to make a significant impact on 
the supply side in central and eastern Europe. 
 
Graph 6 Summary of average retail prices 2002-
2004: Centrel (PL, CZ, SL, HU) 
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Increased efficiency in generation combined with 
competitive pressures should allow rather lower 
prices in Italy in due course. They are currently 
well above the European average. 
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Gas   
Graph 8 Summary of wholesale and retail market 
prices for UK, Netherlands, Belgium and Germany  

 
Wholesale markets   
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Most natural gas is delivered from outside the 
European Union and the price charged at the border 
represents a useful reference price in cases where 
there is no real liquid wholesale market. 
 
Border prices are usually set with reference to the 
crude oil price and therefore the trend in the last 
two years has been somewhat upwards as shown on 
the chart below. Prices at the border have increased 
from just under €8/MWh to just under €9/MWh. 
They remain just below the benchmark of 
$130/000m3.  
 
Graph 7 Summary of border prices 2003-2004 
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Natural gas is also traded on a longer term basis, 
both as standardised forward contracts and in 
bilateral arrangements. Reported prices for delivery 
from Q1 2005 are shown in the chart below for the 
relevant Member States. Of particular note is the 
large increase in the UK price for delivery in the 
first quarter of 2005. This increase, which is likely 
to have an impact on large user retail prices was 
one of the subjects of Ofgem’s recent review of the 
gas wholesale market.  
 
For the retail market, the convergence of large user 
prices between the UK, Netherlands and Belgium at 
around €13/MWh is notable. German prices remain 
significantly higher despite the fact that both border 
prices and wholesale market prices are the same as 
in most other Member States.  

 
Market prices 
 
In regions with a sufficient number of sources of 
gas and market participants, gas can be traded on a 
more flexible basis. Spot markets in the UK, 
Belgium, Germany and the Netherlands give a price 
for gas delivered on a day-ahead basis, which are 
reported in the chart below. These prices also serve 
as a partial reference price for northern regions of 
France. Spot prices for gas traded on these markets 
have increased faster than border prices, from 
around €9/MWh to €12/MWh. This most reflects 
conditions in the UK market, which is by far the 
most liquid. 

 
 
 
 
source for gas price information: Energy Argus 
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SUPPLEMENTARY ANALYSIS 
 
COMPARISON OF ELECTRICITY 
PRICES IN THE UNITED STATES 
 
As in Europe, the United States is in the process of 
introducing competition in the electricity and gas 
sectors. The gas market is largely competitive 
already, while for electricity much depends on the 
individual state legislation.  
 
However, most of the east coast states have a well 
advanced market opening programme and have 
introduced measures to integrate wholesale markets 
across state borders. These measures have been 
promoted by the federal regulatory body (the 
FERC) although it legislative powers are limited in 
this sector. 
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On average, using a direct €1 = $1 exchange rate, 
prices are roughly similar to those prevailing in the 
EU, that is to say around €50/MWh for large users 
and €95/MWh for commercial and household 
customers. The prices quoted include taxes (check) 
but these are rather lower than in the EU. 
Furthermore, the current exchange rate of €1 = 
$1.25 implies rather lower prices in the United 
States. 
 
Price levels vary considerably between different 
individual states as shown in the graph below which 
covers 2003 prices. These often reflect the 
population density and the amount of hydro-electric 
resources available. States like Kentucky, for 
example, which are mountainous and without 

particularly high population density, have rather 
low prices since the capital costs of the investments 
probably do not need to be recovered.  
 
Those with significantly higher prices than the 
average include California and most of the states on 
the east coast. Interestingly all the high price states 
were won by the Democrats in the recent election 
(in blue).   
 
To date, there has not been much impetus to 
integrate with neighbouring states. For example it is 
obvious that either there is not the available 
infrastructure or the necessary regulatory 
framework to trade electricity between Kentucky 
and Pennsylvania, which are not that far apart 
geographically, since the price difference for large 
users is around $30/MWh. 
 
Data from US Department of Energy 
 
KY – Kentucky 
TX – Texas 
FL – Florida 
PA- Pennsylvania 
NY – New York 
NJ- New Jersey 
CA – California 
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SUPPLEMENTARY ANALYSIS  
 

The second possibility for medium term trading is 
the standardised forward market. Such markets are 
usually run by the market operator or power 
exchange and are based on a price calculated on the 
set of bids and offers for a defined period. There is 
therefore no individual negotiation of the contract 
and the exchange acts as a clearing house. Such 
standard products are currently available for 
monthly, quarterly or annual periods. In most cases, 
the market is not very liquid beyond one or two 
years ahead.  

DIFFERENT FORMS OF ENERGY 
TRADING AND THE IMPACT ON 
END-USER PRICES 
 
There are an increasing range of different trading 
opportunities available participants in electricity 
and gas markets. Companies which supply final 
customers have to make use of all of these in order 
to service their customers’ demands in the most 
cost efficient way. If they are successful in reducing 
the cost of procuring energy, they will be able to 
maintain a healthy supply margin in a competitive 
market. Alternatively, they will see their supply 
margin eroded and/or be faced with the need to 
increase prices and then potentially lose customers 
to other companies. 

To the extent that their needs are not covered in the 
above arrangements, companies may then trade on 
the day-ahead market or spot market to cover 
any further requirements to buy or sell energy. Such 
final adjustments are always likely to be needed to 
take account of new information on weather 
conditions, cross border trading possibilities, or 
whether new customers have been acquired by the 
supply business. In some cases companies are 
encourage or even obliged to trade a certain 
proportion of their requirements on the day-ahead 
market in order to give a certain minimum level of 
liquidity and a transparent price reference. 

For many companies the most important purchases 
are from their affiliate companies for generation 
(electricity) or for production/ import (for gas). 
These resources are, in effect, available at a fixed 
cost for the company as a whole and therefore 
reduce the risk associated with fluctuating prices on 
wholesale markets. 

Any further expected deviations between supply 
and demand may be further refined on the intra-
day market (usually bilateral contracts) where this 
is available. Such trading can continue up until the 
point in time where nominations for injection and 
withdrawal of electricity have to be finalised; “gate 
closure”. In some cases, this gate closure is already 
at the day ahead stage and no intraday trading is 
possible. 

Increasingly, companies’ are organised so that their 
own resources will already cover a large proportion 
of the needs of the supply business. Examples of 
pure generators or gas importers selling into to 
wholesale market, or pure suppliers buying 
exclusively on wholesale markets are becoming 
scarcer. At the same time, however, there is 
unlikely to be an exact match between own-use 
production and demand from final customers. 
Companies will, therefore, also need to trade in the 
wholesale market.  Residual imbalances are then settled by the 

transmission system operator on the basis of a 
defined methodology. which, under the new 
Directives, must be approved by the regulator. 
Increasingly a balancing market is used whereby 
the price is determined by bids from generators to 
the TSO to either increase or decrease their level of 
production during the period concerned. 

The first possibility available for such trading is a 
bilateral contract. These contracts may range in 
duration from, for example, a fifteen year gas 
purchase agreement down to a period of a single 
day or less in some electricity markets. These 
contracts are non-standard products and the price 
and conditions will be negotiated bilaterally 
between the buyer and seller. Many supply 
companies, particularly former monopoly suppliers 
like municipalities, are linked to producers through 
long term contracts of this type.  Bilateral contracts 
between producers and large end-user customers 
are also a possibility.  

The relative importance of the different forms of 
trading varies considerably depending, in part, on 
the regulatory arrangements. For example in the 
Spanish market, virtually all trading takes place at 
the day-ahead stage and there are few bilateral 
transactions. This is a result of the arrangements for 
capacity payments. In other examples, the day 
ahead market is encouraged by the rules put in 
place for cross border transactions (e.g. all cross 
border transactions in the Nordic and Dutch market 
have to go through Nordpool or the APX). Other 
Member States prefer to leave the market to choose 
between the prevalence of bilateral and exchange 
based trading.  

Some types of bilateral contracts are sufficiently 
common, usually for products up to one or two 
years ahead, to allow an estimated price to be 
calculated for any period based on anonymised 
reporting to data collection agencies.  
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The trading behaviour of different market 
participants, in terms of the length of contracts for 
example, will depend both on their attitude to risk 
and that of final customers. For example, supply 
companies will be reluctant to rely totally on short 
term markets, where prices will vary, if they have a 
large proportion of final customers on fixed or even 
regulated prices. This suggest longer term 
arrangements are more likely and indeed in the 
past, a number of supply companies have failed as a 
result of an inappropriate combination of contract 
structures.  

On the other hand, some users might be happy to 
see their prices vary if there are able to easily adjust 
their patterns of energy use. This may allow some 
pure traders/suppliers to enter the market, even 
without significant production resources of their 
own. 

End-user prices therefore depend on a combination 
of different underlying arrangements in the 
wholesale market. This means that there is very 
rarely a direct correspondence between rising or 
falling wholesale prices and those being paid by 
final customers. Often, peaks in prices recorded for 
an individual day’s trading only represent a very 
small quantity of energy being sold at the reported 
price. 

 

Correction of October 2004 report 

In the October 2004 edition of the report, the 
market structure of the electricity sector in “west 
central Europe” was given which assumed the 
completion of the proposed “Energie Austria” 
merger which was approached by the Commission 
in 2003. 

Given that it is not clear that this transaction will 
actually go ahead, this depiction was premature. A 
revised chart is therefore given below which 
reflects the current configuration of companies 
active in the market. 
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