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QUARTERLY REVIEW OF EUROPEAN 
ELECTRICITY AND GAS PRICES 

  

 Electricity 
  
Spot prices in the “west central” region of the 
European Union have, during the first three months 
of 2005, continued the increases seen in the latter 
part of 2004. Low temperatures during March lead 
to significant increases in the day-ahead markets 
with prices averaging at around €45/MWh.  

In the Nordic market, day-ahead spot market prices 
remain at a stable and relatively low level compared 
with other regions. On average, during the first 
three months of 2005 prices were well below 
€30/MWh as a result of the relatively mild winter 
and the favourable hydrological situation. Forward 
prices remain at or around the same level.     

However, forward market prices suggest that the 
current position in the day ahead market is likely to 
be a transitory state of affairs. Forward prices for 
calendar years 2006 and 2007 are both around the 
level of €35/MWh. This represents only a minor 
increase over the prices reported for 2005 noted in 
the last report. 

 
Graph 2 Summary of average wholesale and retail 

prices 2003-2005: Nordic region 
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End-user electricity prices are not likely to fully 
reflect the large fluctuations in the day ahead 
market. Recent estimates suggest an increase of 6% 
in January 2005 compared to July 2004. As a result, 
pre-tax prices are expected to remain in the upper 
end of the range €40-50/MWh with those for 
domestic and small commercial customers at 
around €100/MWh. 
 
Graph 1 Summary of average wholesale and retail 

prices 2003-2005: “western Europe” BE, 
NL, FR, DE, AT, SI  

 Retail prices are more closely linked to the day 
ahead market in the Nordic region. However latest 
estimates suggest a slight increase for January 
2005. This may reflect forward expectations. Both 
commercial and household prices remain among the 
lowest in the EU. 
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Source for Forward prices: 
Platts; “Power in Europe” 
Nordpool Financial Market 
EEX Terminmarkt 
 
January 2005 retail prices estimates based on DTI 
Quarterly Report March 2005  

Investment decisions continue to be discussed. 
Recent indications suggest that up to 2000MW are 
being constructed by the smaller German utilities 
which will benefit from the advantages available 
for CHP in the German market.  



 

In the UK market, day ahead prices during the first 
three months of the year closely reflected the 
expectations of forward markets and levels around 
€50/MWh were recorded. However, prices during 
the second half of March were significantly lower 
as temperatures increased. 

In the Spanish market, very cold and dry conditions 
during the first three months of 2005 have led to a 
significant price spike. Average prices approached 
€60/MWh during March and were the highest of all 
European power exchanges. This latest trend breaks 
a period of considerable convergence with 
neighbouring markets.  

Expectations for the remainder of the year are that 
prices will again rise in the second half of 2005. 
Current forward prices for Q3 are again currently 
above €50/MWh. Those for Q4 approach 
€60/MWh. 

 
 Graph 4 Summary of average wholesale and retail 

prices 2002-2005: Iberian region 
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Graph 3 Summary of average wholesale and retail 
prices 2003-2005: UK forecasts 
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Forward prices for the remaining part of 2005 
suggest a return to more normal price conditions 
although these remain towards €40/MWh.  

  
 However, retail prices are not likely to be 

significantly affected by these developments since 
they remain under tight control. The main effect, 
however will be to severely damage any supplier 
with an unbalanced portfolio. The price controls 
also prevent a demand response to these conditions 
and thus give a bias to increasing energy 
consumption. 

These increases partly reflect the increasingly tight 
supply-demand position in the UK. For the first 
time, the UCTE have a produced an estimate of 
reserve capacity for Great Britain in line with the 
UCTE “remaining capacity methodology. It shows 
a negative value of 1.9GW. 
 
End users have seen prices increases as a result of 
these conditions. Recent estimates for January 2005 
suggest an increase of over 10% compared to July 
2004.  

 
The Spanish government recently has launched a 
review of some aspects of the electricity market 
design with the objective of removing some of 
these controls and reforming the compensation 
payments for stranded costs. 

 
However, some of the wholesale price increases 
may be absorbed where companies choose to 
reduce their margins in order to retain their 
customer base. 
 
 
 
 
 
 
 
 
 
 
 
 
 

 2



 

In Italy, wholesale prices have remained around the 
€60/MWh since the last report and retail prices 
have also been relatively stable. 

In the new Member States in central Europe there is 
little information available and the issues relating to 
long term contracts remain. However recent reports 
suggest an agreement is emerging to this question 
in Poland, although many of the existing contracts 
terminate in any case by 2007. 

 
Graph 5 Summary of average wholesale and retail 

prices 2003-2005: Italy 
  

Power exchange prices in Poland remain at a very 
low level. This, given the increases in western 
Europe suggests there will be increasing demand 
for transmission capacity into neighbouring 
markets.  
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Graph 6 Summary of average wholesale (PolPX) 
and retail prices 2003-2005: Centrel (PL, CZ, SL, 
HU) 
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New generation plant continues to be added by a 
number of market players and signs for an 
improved market structure and more competitive 
conditions in the medium term are promising. 

forecasts 

 

 
Retail prices appear still to be relatively high 
considering the depressed wholesale price. This is 
likely to be the result of the strike prices of the PPA 
contracts and the relatively subdued level of 
competition. 
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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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Border prices 
 
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. During 2004 prices at the border 
have increased from just under €8/MWh to just 
under €9/MWh. 
 
However in March 2005 a very sharp increase in 
border prices was recorded. This seems to have 
been a major adjustment to reflect trends in oil 
prices in the previous year. A similar smaller 
adjustment process occurred in March 2003. This 
means that border prices now correspond to around 
€15/MWh, an increase of around 50% on the levels 
recorded since late 2002. This major adjustment 
will have an important and direct impact on both 
gas prices and, as a consequence, electricity prices 
during the remainder of 2005. 

 
 
Forward prices for the first quarter of 2006 suggest 
the upward trend is likely to continue and even 
intensify with the UK price for Q1 2006 now 
exceeding €25/MWh.  

  
Graph 7 Summary of border prices 2003-2005 Large user prices have progressively increased in 

the second half of 2004 and early 2005. Latest data 
suggests that for the UK, Netherlands and Belgium 
prices have increased from around €13/MWh to 
€17/MWh, reflecting closely the developments in 
the wholesale market. Prices in Germany are now 
around €20/MWh.  
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source for gas price information:  
Energy Argus,  
Heren Report, including Energy Advice end-user 
price estimates for 10mcm/year customer. 

 
Market prices 
 
Spot markets for the UK, Belgium, Germany and 
the Netherlands 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 also increased during 
2005 although the upward path has been far more 
gradual than for border prices. To a certain extent 
the market appears to have already adjusted in 
anticipation and prices have been edging up 
towards €20/MWh throughout 2005. 
 
 

 4



 

SUPPLEMENTARY ANALYSIS 
 
IMPACT OF END USER PRICE 
CONTROLS ON THE ELECTRICITY 
MARKET 
 
In many Member States, the opening of the 
electricity and gas markets has not been 
accompanied by the lifting of controls on the prices 
charged to final customers. Indeed the new 
Directives themselves permit such controls as a part 
of the public service and customer protection aspect 
of the legislation. Specifically, Article 3(2) states 
that: 
 

“Member States may impose on 
undertakings operating in the electricity 
sector…. public service obligations which 
may relate to ….. price of supplies….” 

 
The Article goes on to note that such obligations 
must be clearly defined, transparent, non-
discriminatory, verifiable and “guarantee equality 
of access for EU electricity companies to national 
consumers.” 
 
Such obligations can clearly have a strong effect on 
the functioning of the market and on the results of 
introducing competition. 
 
Such controls need not be problematic provided 
that they do not interfere with the price signals 
going between producers and consumers. However, 
unless they are sufficiently responsive to changing 
conditions, the use of price controls carries a severe 
risk that investment decisions are distorted and that 
progressively, governments and regulators are 
brought back into what are supposed to be 
competitive parts of the sector, namely production 
and supply. 
 
In California in 2001 one element of the “crisis”, on 
top of the rolling black-outs, was the issue that the 
main suppliers were the subject of a price cap. 
However these suppliers, having no generation 
plant of their own and being prevented by law from 
entering into long term bilateral contracts, were 
forced to buy from the California day-ahead 
market. When these prices increased sharply, the 
main suppliers found themselves unable to pass 
their additional costs onto final customers. 
 
European companies are unlikely to be put into 
such a difficult position since, for the most part, 
suppliers usually have their own generation 
capacity or have medium to long term power 
purchase arrangements with producers. This means 
that, in the event of large increases in wholesale 
power prices, suppliers are partially or wholly 
protected from a large negative impact on their 
financial position.  The only exceptions have been 

those companies with an excessively unbalanced 
position between their production and supply 
portfolios such as British Energy (long on 
production).  
 
This, however, does not mean that the impact of 
end-user price controls is wholly benign. In 
particularly if price controls are set at an 
excessively low level, competition will not function 
properly and an inefficient outcome is likely to 
result. In particular, an unsustainable position will 
develop at the point where investments in new 
capacity are required. New investment decisions 
may then be taken away from the market 
framework resulting in potential inefficiencies, for 
example, overinvestment. 
  
Such a development may function as follows: 
 
− During periods of overcapacity, wholesale 

prices may fall below average costs. They may, 
for example, reflect only the short term 
marginal costs of electricity power generation 
which might be only €15-20/MWh. This might 
allow a price to large users of €25-30/MWh 
once network costs and a supply margin has 
been added. Where generation plant is totally 
depreciated, or has been financed through 
national or local tax revenue, such a position is 
sustainable for a period of some years. 

 
− Once the supply demand position tightens 

wholesale prices are likely to start moving up 
towards the full cost recovery of new 
investment [€35-40/MWh] as they are in 
today’s market. If the price cap is set at lower 
levels, those companies which are the subject 
of the price obligation will be in a loss making 
position, or at the very least will not have funds 
available for new investment when it is needed. 
They are likely to, therefore, approach the 
regulator for compensation.  

 
− In order to set the appropriate combination of 

price cap and compensation payment, the 
regulator will eventually have to implicitly 
approve generation investment decisions in 
order to arrive at an appropriate regulatory 
framework. This totally changes the 
organisation of the sector back towards a 
regulated vertically integrated monopoly. 

 
In summary, retaining price controls at 
inappropriate levels implies breaking the link 
between the retail and the wholesale market and 
means a return to a planning approach, often 
characterised by overinvestment. Such an approach 
severely damages any efforts to control growth in 
demand for electricity or the encouragement of 
energy efficiency. 
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The only way of avoiding this is for price caps, to 
remain at or above the level of full cost recovery for 
production and supply of electricity, protecting only 
against potential abuses of dominant position. 
Preferably this should also include some healthy 
margins for uncertainly and fluctuations in fossil 
fuel prices. In current conditions this would imply 
that a suitable price cap for moderately large users1 
should not be much below €50/MWh if competition 
is to function effectively. Similarly for small 
commercial and domestic customers, a price cap 
anywhere below €80/MWh is probably 
incompatible with a competitive market framework. 

In other Member States it would appear that price 
controls are set at reasonable levels or that they 
have already been lifted for larger non household 
customers.  
 
Table 2 Small commercial and household price 
controls 
 

 Controls 
Y/N 

Price level 
“small” 
€/MWh 

Austria Y 95 
Belgium Y 115 
Denmark Y 81 
Finland N 71 
France Y 87 
Germany Y 131 
Greece Y 75 
Ireland Y 112 
Italy Y 130 
Luxembourg Y 127 
Netherlands Y 98 
Portugal Y 105 
Spain Y 89 
Sweden N 77 
UK  N 82 
Norway N 70 
Estonia Y 56 
Latvia Y 61 
Lithuania Y 59 
Poland Y 70 
Czech R Y 62 
Slovakia Y 94 
Hungary Y 112 
Slovenia Y 86 
Malta  80 
Cyprus  88 

 
The table below summarises the current position by 
Member State in this regard. 
 
Table 1 Large Industrial user price controls 
 

 Controls 
Y/N 

Price level 
“large” 
€/MWh 

Austria N 48 
Belgium N 65 
Denmark N 58 
Finland N 50 
France Y 49 
Germany N 68 
Greece Y 58 
Ireland Y 72 
Italy N 78 
Luxembourg Y 55 
Netherlands N n.a. 
Portugal Y 62 
Spain Y 51 
Sweden N 51 
UK  N 48 
Norway N 42 
Estonia Y 43 
Latvia Y 36 
Lithuania Y 48 
Poland Y 44 
Czech R Y 45 
Slovakia Y 68 
Hungary N 62 
Slovenia Y 49 
Malta Y 57 
Cyprus Y 76 

 

For small customers and households, only the UK, 
Finland, Sweden and Norway have lifted controls. 
and in some cases an ex-post review remains 
possible. Again, the new Member States largely 
retain price controls at rather low levels compared 
to the full cost recovery level. Greece may also 
appear to be in this category for smaller customers. 

  For large users it would appear that unsustainable 
price controls could be in place in a number of the 
new Member States and to a lesser extent in France 
and possibly Spain. Having said this, many of the 
new Member States are in a position of excess 
supply that might continue for some time.  

 

 
 
 
 

                                                 
1

 6
 For example between 2GWh and 24 GWh/year 
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