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Consultation on regional market integration between the wholesale electricity markets 
of The Netherlands, Belgium and France 

Thank you for the opportunity to express our views on possible future integration of the 
wholesale electricity markets in France, Belgium and The Netherlands. 

This letter sets out Statkraft’s views and concerns.  We have attached to this letter specific 
answers to some of the questions in the consultation document.  In this letter we first address 
the issues which we believe are necessary pre-requisites for successful regional market 
integration - communication between TSOs, ring-fencing of income from sales of capacity, 
market dominance, transparency of information – before discussing the design of capacity 
allocation mechanisms. 

We kindly ask you to treat sections of this letter highlighted in yellow as confidential, and not to 
publish them. 

1. Statkraft welcomes efforts to allocate cross-border capacity through improved 
market mechanisms, and believes changes should be introduced gradually 

Statkraft is in favour of market mechanisms to promote efficient allocation of interconnector 
capacity.  The aim should be to achieve a more efficient allocation of resources by reducing 
barriers to trade and, at the same time, make as much transmission capacity as possible 
available to the market.  Statkraft believes the most efficient allocation of interconnector 
capacity can only take place if intraday and balancing trading are possible under the allocation 
mechanism. 

Statkraft, from its experience in the Nordic power markets, is also aware of the shortcomings of 
different mechanisms and of the pitfalls in implementing them.  Statkraft believes that changes 
should be introduced gradually. 

Introducing improved market mechanisms will have little effect if the amount of capacity 
available to the market is not increased.  Our support for market mechanisms rests on the 
assumption that existing capacity can be more fully and efficiently allocated than is the case 
under the current arrangements. 
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2. Market coupling (as used by Nord Pool) allocates interconnector capacity efficiently 
but does not allow TSOs to lay off appropriately the risks inherent in new 
investments 

The key advantage of the market coupling mechanism used in Nord Pool is the efficient 
allocation of scarce capacity at congested points in the grid.  However, there is also a 
disadvantage to the system: when investing in new infrastructure, the TSOs must take on large 
amounts of risk, which they pass on to grid users in the form of higher grid fees.  A better 
solution would be to allow part of the new capacity to be sold long-term to those market 
participants who are most willing to take on the risk. 

The Nord Pool system emerged after liberalisation of the electricity sector in Norway in 1991 
(the other Nordic countries joined subsequently, after their markets were liberalised).  But a 
well-functioning pool system had already existed in Norway for many years before liberalisation.  
The current system is the result of decades of gradual improvement, rather than the one-time 
imposition of a new market structure. 

3. The TSOs need to find improved ways of calculating cross-border capacity, if a 
maximum amount of interconnector capacity is to be allocated 

To reap maximum benefits from market integration, it is important that the amount of cross-
border capacity available to the market is maximised.  This is also in keeping with article 6(3) of 
the Cross Border Regulation1.  Currently, much cross-border capacity goes unallocated, 
because the TSOs adopt an overly cautious approach in their calculations. 

In offering capacity, TSOs should take into account their latest forecasts of real flows (as 
opposed to contractual flows).  Rather than hold back from the market a large margin of spare 
capacity in case of short-term ‘loop flows’, TSOs should sell more capacity forward and 
introduce mechanisms for buying capacity back in case of need (for example, by allowing 
holders of capacity with nominated flows to take part in the balancing mechanisms on either 
side of the border). 

4. The market needs to receive better investment signals; income to TSOs from sales 
of cross-border transmission capacity should be identified and used only for the 
purpose of relieving grid congestion 

The TSOs are in a unique position to prioritise investments to relieve grid congestion.  It is 
important that the TSOs publish the exact locations of bottlenecks in the grid and also the 
reasons for each bottleneck.  Further, the TSOs should publish a priority list for investments in 
the grid to remove these bottlenecks.  Very often, the grids are not constrained at the border 
betweens countries but rather somewhere within a national territory.  These technical details are 
currently proprietary knowledge of the TSOs and must be made available to the market so as to 
provide the best possible investment signals. 

Given the close relationships between the TSOs and the incumbent generating companies2, 
there is a real danger of underinvestment unless any revenues to the TSOs from selling 
capacity are earmarked for the purpose of guaranteeing cross-border capacity and for 
investments to relieve grid congestion3. 

                                                      
1
 Regulation (EC) No 1228/2003 of the European Parliament and of the Council of 26 June 2003 on conditions for 

access to the network for cross-border exchanges in electricity 
2
 EdF owns 100% of RTE and Electrabel owns 27,45% of Elia (source: company websites). 

3
 Article 6(6) of the Cross Border Regulation also admits a third use for TSO revenues “as an income to be taken into 

account by regulatory authorities when approving the methodology for calculating network tariffs, and/or in assessing 
whether tariffs should be modified”.  However, we urge the DTe, CREG and CRE to ensure that TSO revenue can 
ONLY be used for projects that specifically relieve grid congestion. 
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[CONFIDENTIAL] 

5. Increased transparency is a key factor 

If the three markets are to be integrated through a market coupling mechanism, Statkraft 
believes the same transparency rules must apply to all three.  Statkraft advocates the kind of 
transparency of information that is currently seen at the Nord Pool exchange.  In Nord Pool’s 
rulebook participants are subject to information disclosure obligations4.  The purposes of the 
disclosure rules are to ensure equality among participants and a high standard of credibility for 
the development of prices in the markets.  Participants are obliged to disclose immediately to 
Nord Pool defined information - for example: any plans or changes of plans for maintenance or 
limitations concerning more than 200 MW in the next 6-week period. 

This issue will in any case need to be addressed once the NorNed cable is built, before market 
coupling can be introduced between The Netherlands and Norway. 

6. Optimal allocation of cross-border capacity probably requires a blend of market 
mechanisms; and certainly requires closer cooperation between TSOs 

Statkraft supports the notion that forward capacity should be made available to the market in 
time frames consistent with the traded products in the markets (i.e. years, seasons, quarters, 
months, weeks, days), through explicit auctions.  The auctioned products can be either physical 
or financial.  The capacity so allocated must be tradeable in the secondary market.  In order to 
reduce the scope for capacity ‘hoarding’, a maximum capacity should be allowed to any single 
market participant on any border. 

Day-ahead capacity can in theory best be allocated by implicit auction (market coupling).  In this 
case a mechanism is needed whereby market participants are forced to return any unused 
capacity purchased in the explicit auctions, to the TSOs5.  The market coupling must take place 
using a simple and transparent (i.e. published) mechanism.  In order for the market operator to 
correctly assess the supply and demand curves in the different price areas, the market must be 
structured so that information on volumes and prices traded is available in real-time.  Although 
this is the case in the Nord Pool areas, it has never been the case in the Continental markets, 
where the bulk of the volume is traded bilaterally and details of trades are not disclosed; 
achieving this level of information transfer will be a challenge for the market operator and the 
regulators.  If the market operator bases the market coupling mechanism on a small fraction of 
the market, the allocation of cross-border capacity may not be as efficient as it should be.  
Further, operating a market coupling mechanism will require far closer coordination between the 
TSOs than is the case at present between Tennet, Elia and RTE. 

Intraday capacity should be made available and we propose that a certain minimum capacity is 
set aside by the TSOs specifically for intraday purposes.  TO this should be added any capacity 
unused after the day-ahead allocation.  Further, as real-time approaches, the TSOs may well be 
able to reduce the capacity margin they keep from the market in case of unforeseen events, and 
release additional capacity.   

Statkraft believes cross-border capacity should be usable for balancing.  Rather than set aside 
a specific amount of capacity for this purpose, we propose that any user of cross-border 
capacity should be able to participate in the balancing mechanisms on either side of the 
interconnector.  This should improve the bid ladders in the balancing mechanisms and promote 

                                                      
4
 See http://www.nordpool.com/nordpool/spot/index.html, “Standard Terms for Trading and Clearing in Nord Pool 

Spot AS’ Physical Markets”, chapter 9 and enclosure 6 
5
 Note that in the Nord Pool / Kontek system as currently proposed holders of long-term capacity will be able to ask 

the TSOs to dispatch the capacity each day on their behalf, thus guaranteeing optimal dispatch. 
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a more efficient balancing market.  Naturally, implementing such a system requires the TSOs to 
coordinate balancing mechanisms so that linked bids and offers can be made in the systems at 
each end of the interconnector. 

Cross-border intraday and balancing trade requires far closer cooperation between the TSOs 
than is the case at present between Tennet, Elia and RTE. 

7. Introducing market-coupling means trade volumes will migrate from OTC to 
exchanges 

If market coupling is introduced, the power exchanges will have a stronger role and a unique 
position in the market.  The regulators should ensure that the fees charged by exchanges are 
reasonable and encourage trade and efficiency.  Information about structure of the charges and 
existing fees at Nord Pool can be found at http://www.nordpool.com/nordpool/spot/index.html. 

8. Summary and recommendations: 

- We reiterate our support for the allocation of cross-border capacity through improved market 
mechanisms. 

- Such mechanisms will only bring real improvements if the amount of cross-border capacity 
available to the market is maximised; this requires TSOs to adopt a new approach and to 
communicate more closely than is the case today. 

[CONFIDENTIAL] 

- Whatever the allocation mechanism for cross-border capacity, limits must be placed on the 
maximum capacity rights of any single market participant, and capacity must be tradeable in 
the secondary market; capacity should also be usable for intraday and balancing trade. 

- Ultimately, the optimal allocation mechanism will most likely be a blend of explicit auctions 
(for forward capacity) and market coupling (for day-ahead capacity).  Market coupling should 
only be introduced once the necessary communications between TSOs and the necessary 
market transparency have been achieved. 

We recommend that the regional market integration be approached gradually in small steps in 
the following order: 

1. Limit the capacity that may be held by any single market participant on any border 

2. Improve communications between the TSOs, and reporting of market information 

3. Introduce explicit auctions at borders where a market mechanism does not exist 

4. Co-ordinate intraday and balancing markets and allow holders of cross-border capacity to 
participate in such markets 

5. Address issues of market power and of giving the correct investment signals; ensure 
revenue to the TSOs from sales of capacity is earmarked for investments to reduce grid 
congestion 

6. If at this stage it seems that there are still benefits to be gained from introducing market 
coupling, then start with only a small amount of capacity earmarked for day-ahead market-
coupling, and evaluate the system before increasing the amount of capacity allocated in 
this way 
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We would of course be happy to meet at your convenience to present our views and discuss the 
issues with you. 

Yours faithfully, 

 

 

Stef Peters 

Managing Director 

Statkraft Markets B.V. 
 

Enclosure: Statkraft answers to specific questions in the consultation document 


