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Tight electricity markets are taking a breather

Electricity prices have fallen sharply in recent weeks. The mild winter, higher-than-average (EU) gas
inventories, but also the return of French nuclear power plants contributed to this price drop. Against
the trend, prices of EU ETS allowances have actually risen since the beginning of the year. Besides
gas markets, weather forecasts and EU ETS allowances, French strikes and water levels of some
European rivers are on the radar as possible aspects that could affect electricity prices in the coming
period. We also zoom in on the European consultation on electricity market reform in this update.
Finally, we briefly mention some other relevant issues that (may) affect the electricity market.

Electricity prices follow downward trend of gas prices

In the European energy market landscape, where the tightness of natural gas supply is still a dominant
factor, electricity prices follow the downward trend of the Title Transfer Facility (TTF) gas price (the
Dutch natural gas benchmark). As a result, the Dutch electricity price (baseload active monthly
contract) has fallen from its record high of EUR 613/MWh at the end of August to EUR 140/MWh on 1
February 2023.

As shown in the chart below, electricity prices in France have also come back reasonably in line with
prices in other Northwestern European countries as more and more nuclear power plants are back in
operation (see section below on French nuclear plants). Although the stress in the energy markets
have calmed down somewhat, several risks remain that could still trigger price increases in the coming
months.
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Europe's gas inventories are well stocked, partly due to the mild above-average winter. European gas
inventories stand at 73% as of 31 January 2023. With around 69% of storage being filled, the
Netherlands is also not doing badly for the time of year. In addition, the winter with relatively high wind
yields has kept the share of wind power in electricity generation relatively high. That too has had a
price depressing effect on electricity prices. In the day-ahead market, where electricity is traded almost
immediately from producer to consumer, the electricity price has even been negative on a number of
occasions. This happens at times when the supply of renewable energy is so high that the total supply
of electricity exceeds demand. Something that until recently happened only during the summers.
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Nonetheless, despite the recent drop in electricity prices, the average price for electricity in the
Netherlands is currently still roughly three times higher than the 2016-2020 average price. In part, this
is because the Netherlands has now become a net importer of natural gas, and is therefore largely
dependent on international gas tariffs. At the same time, that effect is partly mitigated by the fact that
the share of renewable energy has risen sharply in recent years. But the main reasons are still mainly
the tight market conditions in the various (energy-related) commodity markets, in both gas, coal, and
renewable energy generation capacity.

EU ETS price on the rise again

The price of EU ETS allowances has risen sharply in recent weeks (left chart below). In 2022, the
price of allowances was volatile, but nevertheless, the year ended for EU ETS allowances at almost
the same price as it started. Nevertheless, the price rose again during January to its current level
around EUR 95/tonne. With the recent price rise, the downward trend line was broken (blue dotted
line).

The reason for the recent price rise can be largely explained by a slight upward revision of
expectations about the economy. If a recession is avoided, or less deep than previously expected,
economic activity will be higher than expected. This coincides with more demand for allowances. We
also see less renewable energy being generated in recent weeks, which leads to increased use of
coal and gas plants. This too leads to higher demand for allowances. Another reason could be found
in having to buy allowances from industrial demand. This is to cover any shortfalls from the previous
year or to cover expected extra production in this year.
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In itself, the recent price rise is remarkable. In fact, if we take a closer look at the outstanding
speculative positions of investment funds, we see that the number of long positions (speculating on
price rises) has decreased further slightly in recent weeks. At the same time, the number of short
positions (speculating on price falls) has actually increased firmly (see right-hand chart abovel). This
results in an expansion of the net short position. This should rather put downward pressure on EU
ETS allowance prices, similar to the movement we saw in mid-August and in September. In August,
this move was explained by a decline in demand for allowances, in line with the decline in industrial
activity. With gas and electricity prices now lower, a similar explanation is harder to come by. Perhaps
the explanation should rather be found in higher interest rates and continued positive sentiment in
stock markets, causing investors to reallocate investments.
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For more information regarding this update or regarding the other services of Publieke Zaken
(P2), Energy Research & Strategy, please contact:

Hans van Cleef — hans.vancleef@publiekezaken.eu / 0031- 6 30 90 33 76
Bart van der Pas — bart.vanderpas@publiekezaken.eu / 0031 — 6 36 52 95 51

DISCLAIMER

This document was compiled by Publieke Zaken Energy Research & Strategy (ERS). Its sole purpose is to provide financial and general information on the energy and financial markets.
Publieke Zaken ERS reserves all rights regarding the information in the document and the document is provided to you for your information only. It is not permitted to copy, distribute or
pass this document (in whole or in part) to a third party or use it for any other purpose than that stated above. This document is for information purposes only and does not constitute an
offer of securities to the public, nor an advice regarding your investments, cost management or business activities, nor an invitation to these mentioned actions. The information and
opinions contained in this document have been compiled or arrived at from sources believed to be reliable, but no representation or warranty, express or implied, is made as to their
accuracy, completeness or correctness. The information contained in this document is not to be relied upon by the recipient as authoritative or taken in substitution for the exercise of
judgement by any recipient. Any opinions, forecasts or estimates herein constitute a judgement of Publieke Zaken ERS as at the date of this document, and there can be no assurance
that future results or events will be consistent with any such opinions, forecasts or estimates. You should not rely for any reason on the information, opinions, estimates and assumptions
in this document or on its completeness, accuracy or correctness. No warranty, express or implied, is given by or on behalf of Publieke Zaken ERS, its directors or employees as to the
accuracy or completeness of the information contained in this document and no liability is accepted for any loss, arising, directly or indirectly, from the use of this information. The views
and opinions expressed herein may be subject to change at any given time and Publieke Zaken ERS is under no obligation to update the information contained in this document after the
date thereof. Further, internal and external publications may have been issued prior to this publication where strategies may conflict according to market conditions at the time of each
publication. Publieke Zaken ERS reserves the right to make changes to this material. The distribution of this document in other jurisdictions may be restricted by law and recipients of this
document should inform themselves about, and observe any such restrictions. All rights reserved.
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