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Weather you like it or not

The active monthly electricity price contract falls to almost its lowest level this year. This is mainly due
to a healthy starting point in the gas market before the onset of winter. At the same time, the
uncertainty surrounding gas demand during winter is stabilising the annual contract. In southern
Europe, we expect a big increase in gas consumption for electricity generation as a result of the
heatwave. Closer to home, the relatively dry and warm weather has again caused low water levels in
the Rhine. As a result, weather will prove to be a determining factor for market developments in the
coming weeks. The Spanish presidency in the European Council may have an impact on the electricity
market reform negotiations and the IEA is shedding light on the fall in European electricity demand.

Electricity price: spread between monthly and annual contracts rises

In the previous electricity market update, tightness and associated nervousness trumped the gas and
electricity markets. In the absence of fundamental drivers, speculators saw their opportunity to make a
big stir in the financial markets. For instance, there were a number of delayed retirements of
Norwegian gas fields due to maintenance taking longer than planned. In reality, this did not involve
significant amounts of missed gas, but the news resulted in support for gas and electricity prices.

Just in recent weeks, most of Norway's gas fields have returned to service. This is currently creating a
price depressing effect. Initially on the gas market, but then on the electricity markets. The active
monthly contract of Dutch electricity (baseload, delivery in August) therefore fell some 30% over the
past month, from EUR 115/MWh on 15 June to EUR 78/MWh on 14 July, as shown in the chart below.
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With the recent falls in gas and electricity prices, the question is how low we can go. Over a month
ago, we reached a low of just below EUR 74/MWh. A point that is once again in sight. However, this is
still almost twice the long-term average of around EUR 40/MWh. With a well-stocked gas supply, and
repeated new records in renewable energy output, sustained downward price pressure on the monthly
contract for the next two months is certainly conceivable. Excluding price increases due to unforeseen
production outages at power plants, the summer months are increasingly characterised by low, and for
spot and day-ahead markets even regularly negative, prices.

At the same time, we see less downward flexibility with the annual contract. The market is charging a
hefty premium between the monthly and annual contract. It means the market is factoring in more
tightness over time. As a result, upside price risks are priced in over the medium term. In the short
term, there are no problems for security of supply, but the prospect of an uncertain upcoming winter
remains an important factor for the annual contract.
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Would you like to read the full version? Or would you like more information regarding this
update or regarding the other services of Publieke Zaken (PZ) 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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