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INTRODUCTION

The electricity market design in the European Union is based on a zonal structure. Currently, market
zones are of very different sizes. Some of them cover one or more Member States [1], while other
Member States (e.g. Italy and Sweden [2]) are divided in several market zones. The current price zone
configuration is mostly the legacy of national markets and political borders [3].

The geographical structure of the EU electricity market has been widely discussed in recent years and
its less-than-optimal configuration is increasingly becoming a limiting factor for the efficiency of the
market integration process.

At the moment, the EU electricity sector suffers from high levels of Unscheduled Flows (UFs), which
reduce tradable cross-zonal capacity, market efficiency and network security. UFs are partly due to
the suboptimal geographical (zonal) configuration of the market.

The Guideline on capacity allocation and congestion management [4] envisages the possibility of
reviewing the current market (bidding) zone configuration. In fact, a review was launched by the
Agency for the Cooperation of Energy Regulators in December 2016. The review, conducted by 15
TSOs  and  facilitated  by  ENTSO-E,  produced  “inconclusive  results  of  the  quantitative  analyses
[showing] a heterogeneous picture where no configuration is clearly classified as superior to any

other” [5],[6].

Therefore, the problem of a sub-optimal zonal configuration of the electricity market remains, at a
time when the increasing penetration of variable renewable-based generation will likely increase the
level of UFs and the associated losses of social welfare.

It is thus appropriate to consider whether, in the medium-term, Europe should move from a zonal
market structure to a nodal pricing structure. Nodal pricing would avoid UFs by design. However,



such pricing might pose other challenges, for example in terms of market liquidity and the hedging of
the risk created by the variability of nodal price differences.

Nodal pricing has been used for many years in several regional markets in the US and therefore
significant experience exists on how properly design it and how to address its challenges.

An additional aspect worth considering is whether a mix structure –  with some areas adopting a nodal
approach while others maintaining a zonal configuration – would be feasible and what additional
challenges it would pose.

While any decision to change the geographical structure of the EU electricity market would have to be
based on a sound cost-benefit  analysis,  including the transition costs,  this Workshop will  aim at
mapping out the main pros and cons of implementing a nodal market structure for the electricity
sector in Europe, referring to the relevant international experience.

The Workshop will be structured in two sessions:

the first session will review the experience with the implementation of nodal pricing for the
electricity market, including its impact on market price and basis risk hedging and liquidity;

the second session will use the results of the first session to discuss the potentials for moving the EU
electricity market design towards a nodal price structure, as well as the associated challenges.

 

 

 

 

 

 

 

[1] E.g. Germany and Luxembourg are part of the same market zone, which currently still includes
Austria  as  well;  Ireland and Northern Ireland are together in  the single-zone ‘Single  Electricity
Market’.

[2] The same applies to Norway, which is not a Member State.

[3] In most cases, market-zone borders correspond to political borders.

[4]  Commission Regulation (EU) 2015/1222 of  24 July 2015 establishing a guideline on capacity
allocation and congestion management.

[5] ENTSO-E, First Edition of the Bidding Zone Review: Final Report, March 2018.

[6] The inconclusiveness of the results was mostly due to the fact that the review considered 20
different  dimensions  in  the  areas  of  network  security  (3  dimensions),  market  efficiency  (13
dimensions) and stability and robustness of bidding zones (4 dimensions), without any weighting. In
this context, it would have been very difficult for any configuration to score higher than the current
one on all dimensions.
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