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CEEP.

Why is the capacity market needed in Poland? 
Today, five out of six most populated Member States 

have introduced capacity mechanisms—resulting in more 
than 50% of the entire EU population having their security 
of electricity supply guaranteed in this way. The latest Eu-
ropean Commission’s State aid decisions package proves 
that energy players need to apply for public intervention, 
which means that market-based solutions are not sufficient 
enough to ensure power supply. 

Detailed analyses have shown that the security of sup-
ply in Poland can only be ensured by the capacity market. 
Without implementation of a capacity market, there would 
not be investment signals to replace the decommissioned 
capacity. We need enough time to make the Polish electric-
ity system more flexible as well as reduce emissions, which 
makes sense due to the increasing carbon price and de-
creasing cost of the most promising RES technologies. This 
direction is also implemented by PGE, with a priority given 
to the new offshore 1 GW generation project, as well as new 

gas-fired generation units. Therefore, the Polish capacity 
market was approved as a  temporary solution, which may 
be applied for a maximum period of 10 years, which is a 
necessary time to conduct the most cost-effective low-car-
bon investments as well as to implement structural power 
market reform in Poland.
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It is claimed that the capacity mechanisms application 
may result in increased dependence on high-carbon pow-
er generation assets. How do you respond to that?

The Polish capacity market is dedicated to all eligible 
technologies: including RES, CCGTs, DSR and cross-border 
participation. We are not seeing it as increased dependence 
on any form of power generation assets. Eligible capacity 
may obtain support only by winning a tender and bidding 
the lowest price.  Moreover, the extra 2-year prolongation of 
the capacity contracts will be applicable only to the gener-
ation units emitting less than 450 g CO2/kWh, which elimi-
nates not only coal, but some of the inefficient gas-fired units 
as well. 

How will the introduction of the EPS 550 affect energy 
consumers in Poland?

According to the Compass Lexecon’s report commis-
sioned by PKEE, an immediate EPS 550 implementation 
would mean a higher energy cost for end-users. By compar-
ison to the capacity mechanism scenario, without EPS 550’s 
application, the proposed emissions performance standard 
will lead to an increase in cost for consumers of around €240 
million within the 2017–2040 period due to the necessity to 
invest in new gas infrastructure. Implementation of this stan-
dard would lead to a decrease of social welfare by around 
€1 billion between 2017 and 2040.  It is estimated that due 
to the EPS 550, Poland’s gas consumption would increase by 
70% by 2040. New gas-fired power plants may face construc-
tion delays that, together with the lack of transmission infra-
structure, could endanger security of supply. 

Additionally, EPS 550 will lead to an increase in the cost 
of CO2 emissions reduction in Poland of about €5/t. From the 
broader perspective, EPS 550 is furthermore unlikely to re-
duce CO2 emissions at the EU level as reduced emissions in 
the power sector are offset by increased emissions in others. 
So, EPS 550 increases costs and unpredictability of the ETS 
system. Is it what the EU wants to achieve?

What can be the impact of introducing the EPS 550 in the 
EU? 

The Compass Lexecon’s  study commissioned by eurelec-
tric shows that the EPS 550 would cut-off from the capaci-
ty payments 24% of baseload thermal capacity in Western 
Europe and 41% of baseload thermal capacity in Eastern 
Europe. The exact percentage of baseload thermal plants af-
fected varies from 100% in Bulgaria and Estonia to 91% in 
Poland, 87% in the Czech Republic and 73% in Romania. The 
percentage of baseload thermal plants affected has also an 
important share in Germany—72%. 

The EPS 550 is also a challenge for almost all thermal 
peaking plants—it will make a total number of 15.1 GW ther-
mal peaking plants ineligible to receive payments. However, 
the vast majority of peaking thermal plants affected by the 
EPS 550 are located in Western Europe. The percentage of 
ineligible capacity in total peaking thermal capacity varies 
from 100% in France, Belgium and Greece to 74% in Italy and 
72% in Austria. 

To make a long story short—the EPS 550 is a different 
kind of challenge for Western Europe, affecting thermal 
peaking power plants and for Eastern Europe, affecting its 
baseload thermal plants. However, we have to find one solu-
tion addressing all these challenges altogether. Otherwise, 

the forthcoming energy legislation would lead to a multi-
speed Europe, which is unacceptable.

We have on the table the Commission’s proposal, the EP 
ITRE Committee’s opinion and the Council’s general ap-
proach—each one includes a different version of the EPS 
550 provision, which one should prevail?  

We are following the ongoing decision-making process 
and looking forward to the beginning of the trilogue ne-
gotiations. The currently discussed approaches to the EPS 
550 application and the adaptation of the existing capacity 
mechanisms to the forthcoming Regulation differ substan-
tially. 

Let me start with the European Parliament’s position, 
which was adopted as the EP ITRE Committee’s opinion. The 
European Parliament wishes to solve the EPS 550 problem 
just by exempting the strategic reserves from tight require-
ments, while the rest of the capacity mechanisms should be 
still limited by the EPS 550. This double-standard approach 
creates numerous direct preferences dedicated to the strate-
gic reserves, which means not only to exempt them from EPS 
550, but also to set out preferences in the European resource 
adequacy assessment methodology and practically exclude 
them from cross-border participation. 

The European Parliament wants to put the strategic re-
serve always in the first place, irrespective of the different 
preconditions and market environment in different Member 
States. The proposed strategic reserve-oriented emissions 
performance limit at the level of 200 kg CO2/kW makes even 
the most polluting power plants eligible to obtain a support 
from the strategic reserves. Thus, the European Parliament 
amendments are far away from ensuring the level playing 
field. On the other hand, the wording of Article 23 and 24 
of the Regulation as it is proposed by the Council strikes a 
fair balance between the security of supply and the climate 
change objectives. First of all, the Council creates one regula-
tory regime to all capacity mechanisms. 

The basic derogation period for the existing installations 
proposed by the Council EPS 550 up to 2030 reflects the dif-
ferent starting points among Member States. Moreover, the 
Council’s general approach recognises the acquired rights 
principle by exempting the contracts concluded under ex-
isting capacity mechanisms before the entry into force of 
the Regulation from the new rules. This approach ensures 
legal certainty as well as legitimate expectations based on 
the positive Commission’s decision approving the capacity 
market concerned. Thus, the Council tackles not only the 
Western adequacy concern, but enables Eastern Europe to 
mitigate similar risk as well.  

For how long do you think capacity mechanisms will be 
needed? 

All capacity mechanisms are set out for a limited period 
of time. According to the Polish Capacity Market Act, last 
auction for capacity market is scheduled for 2025. Moreover, 
according to the same Act, the Polish government will assess 
the functioning of the capacity market in the mid-2020s and 
may decide to withdraw this mechanism. Under these con-
ditions the Commission’s decision has approved the Polish 
capacity market for a maximum period of 10 years.

We are assuming that a capacity market is not a ‘perpet-
ual solution’, but the predictability of the business and legal 
environment is of the utmost importance. 
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Latvian MEP Krišjānis Kariņš, member of the European 
Parliament’s ITRE Committee and the rapporteur on the 
wholesale and retail market files, describes in the below 
interview his vision of a ‘market first’ direction that Europe 
should be heading to and what should be the role of 
capacity mechanisms in such a scenario. His conviction is 
that markets work when you let them work, while accept-
ing that we don’t find all the prerequisites all across the 
Member States.

A power market design, with a very limited role for the 
capacity mechanisms, is different than the Council’s vision. 
How will you defend your position in the trilogues to 
come?

If you want to move towards a market or more market 
in electricity, which I think is a very clear goal as it is to the 
advantage of European consumers to have more choice, that 
requires infrastructure, that requires making sure that the 
regulation is not hampering cross-border trade and it also 
means cutting back on subsidies, on all kind of subsidies, and 
capacity mechanisms are a type of subsidy of course. So, it’s 
a direction towards which Europe is moving. I come from 
Latvia, where the Nord Pool trading system it’s quite liberal 
and is a liquid market, but it has all the prerequisites. It has 
adequate infrastructure, it has adequate production and a 
mindset of free trade across borders. This does not apply to 
all regions of Europe now, but it can be achieved. One could 
ask the same: was it feasible to introduce the Third Energy 
Package and to cut up monopolies in Europe? The companies 
always said it’s impossible, but everything is possible, it’s just 
a matter of wanting to do it and I think it’s quite feasible to 
attain a more market-orientated system for trading electrici-
ty. Because it simply works. Where it has been introduced, it 
actually works.

Some of your amendments put at risk the ability for Mem-
ber States to guarantee the security of supply. 

If countries in Europe think that security of supply is a na-
tional issue only, there will be difficulties and problems. Con-
sumers will be overpaying for electricity, but if you can accept 
that security can be viewed at a slightly broader, regional lev-
el, then it allows for more flexible thinking. We can take an 
example from the gas market. We know that most Member 
States do not have adequate storage facilities to deal with a 
four-week extreme cold weather. But what we see in Europe 
is that we have cross-border infrastructure with reverse flow 
capabilities, that allows providing the commodity where it’s 
needed. There is no reason this could not work in electricity 
as well. The world is changing, technology is changing and 
the electricity market is changing. We are moving from a cen-

tralised system to more and more self-generation. Hence, the 
idea of security of supply is a different kind of issue nowadays, 
because it is not just a question of will we have enough gas, 
coal or enough oil, but it is becoming more about how do we 
balance the system when we have so many renewables and 
intermittent resources and this can be done easier if you take 
into consideration cross-border possibilities.

You’ve made it very clear that you want to have a ‘market 
first’ approach, but some countries face market failures 
that lead to a missing money problem that can be fixed 
with capacity mechanisms.

The legislation does not say that capacity mechanisms 
may not be used. It simply introduces some more stringent 
algorithm when they could be used and in Poland’s case for 
example, it seems quite clear that the transition is going to 
take more time and is going to take an awful lot of money. So, 
I don’t see that there is a contradiction in the direction where 
Europe wants to move and I state the specific case of Poland. 
Poland faces at least two big challenges: one is that it’s still a 
coal-dependent economy, which runs counter to the spirit of 
reducing carbon emissions that is overriding in all of Europe, 
in transport, in energy and in all fields; and the second prac-
tical challenge in the electricity market is that it faces severe 
loop-flows coming from Germany, that causes physical dif-
ficulties for the network in Poland. That’s not a question of 
politics, it’s a question of physics and these are both real con-
cerns, but the legislation if you read it carefully, as proposed 
by the European Parliament, does not necessarily imply that 
a crisis would present itself in Poland. It’s more a direction 
where Europe should be going.

Krišjānis Kariņš: ‘For more market in electricity, 
you must cut back on all kinds of subsidies’

INTERVIEW
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Were you surprised by DG Competition’s recent decision to 
approve six more capacity mechanisms?

No, absolutely not surprised and this should surprise no 
one, because DG Comp is working based on existing legisla-
tion. I am simply convinced that markets work when you let 
them work, and that's a good thing and it's even very good 
for companies because when you have an open market you 
have more opportunities to make money as well, as you're not 
only limited to your own country. But I also understand that 
in electricity there are some physical barriers to having a com-
pletely free trade like with almost any other commodity, and 
the reason is storage. Electricity needs to be consumed when 
it's produced or adequately stored and then brought back to 
market, and this is still under development, the infrastructure 
is not yet all in place. 

Many voices say that capacity mechanisms should not 
be used to carry out climate change goals. How do you 
respond to that?

The Emissions Performance Standard (EPS) proposed by 
the Commission and accepted and adopted by the Parliament 
is the line I will defend. But my personal view is that this EPS 
actually has no place in this legislation. This is a market regu-
lation, not a climate regulation. We have plenty of legislation 
that deals with emissions, mainly ETS, so we have legislation 
that takes care of it. Nevertheless, the majority of Parliament 
thinks this is a very strong and good thing to do and as a poli-
tician coming from Latvia, I, of course, can only agree that the 
less we pollute the better, and I have not yet met anyone, not 
even from the coal industry, who thinks it's good to pollute, 
that's not the issue. 

The issue seems to be how much money does it cost to 
change your electric supply industry and in what kind of a 
time frame. It takes one afternoon to be convinced by sci-
entists that the world is changing and that we're having a 
negative effect on that. It maybe takes the same afternoon to 
realise that we should change our entire electrical producing 
industry, but that cannot be done overnight and that's why 
the legislation on the table sets up a direction.

How should countries act to avoid blackouts, to ensure 
energy security and to meet parallel objectives such as 
decarbonisation?

It's a question of the society deciding which direction it 
wants to move in and why. Throughout Europe, electricity 
producers are in the business of scaring politicians. They scare 
politicians saying if you change anything, the lights will go 
out. That's what they say, and it's not surprising, in Germany, 
in Spain, in France, they say it in Poland and they say it in Lat-
via. That's what they do. They said the same thing when the 

Third Energy Package was being introduced. If you get rid of 
the monopolies there will be chaos, there will be higher pric-
es, there will be problems with security of supply. Of course, 
none of this happened. Industry always has one of two ap-
proaches. The most common approach is to oppose and fight 
any change to the bitter end. But a cleverer approach is to 
stop fighting change and learn how to make money out of it.

The day that the Polish energy producers decide that 
they're going to make money off solar or wind energy is the 
day that the Polish energy system will start to really change 
probably. But it's a decision that has a political dimension and 
a practical dimension. The political dimension is where do 
we want to be and do we want to do anything about climate 
change? And the practical dimension is even if we want to, 
how can we do it? How can we afford to do it? How can you 
make that transition? 

The way I see it, Poland is a country in transition. Some 
years ago, it was 95% coal dependent. Now it's between 80% 
and 85% coal dependent. That is still high if you don't want 
to be coal dependent, but there is a clear downward trend. I 
think the proposed legislation is the direction that ultimately 
will benefit European consumers, because of more competi-
tion and it will also enable a transition from burning things to 
produce electricity to harnessing the wind, the sun and water 
resources to produce electricity. 

Your report sets out double standards in terms of EPS that 
apply to capacity mechanisms and market reserves.

There is a distinction between a plant being a market par-
ticipant and a plant not being a market participant. Strategic 
reserves are clearly defined as being outside of the market, 
to be used only by the transmission system operator, to be 
called on when there is a foreseeable gap. Someone has 
bought electricity, someone has sold electricity and the seller 
is not able to deliver that required electricity, in which case 
you pull up the strategic reserve. 

In the Parliament’s proposal, we have balancing respon-
sibility for everyone. The cost of this should be borne by the 
seller who is not able to deliver. And the idea of that strategic 
reserve being potentially a more polluting reserve, is a little 
bit like an ambulance. If you happen to have an accident, you 
just want to get to the hospital and probably most people are 
not interested in what the emission performance of the am-
bulance is. Ambulances represent only a small percentage of 
the traffic and the emission performance of an ambulance is 
not as important as the emission performance of passenger 
vehicles. It's similar with strategic reserves, it only gets called 
up when you need it and it would only be running a few hours 
a year. Perhaps, in the end, there will be some limit on that as 
well to better define what a strategic reserve is. 
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Commission Approves Electricity Capacity Mechanisms to 
Ensure Security of Supply in Poland

ANNOUNCEMENT

The European Commission, DG Competition, approved, 
under EU State aid rules electricity, capacity mechanisms in 
Poland, Belgium, France, Germany, Greece and Italy, at the 
beginning of February, 2018. The Commission estimated 
that the measures will contribute to ensuring the securi-
ty of supply whilst preserving competition in the Single 
Market.

The six capacity mechanisms concern more than half of 
the EU population. They cover a range of different types of 
mechanism that address the specific need in each Member 
State, namely strategic reserves, market-wide mechanisms 
and measures specifically promoting demand response. 
The Commission’s Clean Energy for All Europeans Package 
of November 2016, a key proposal to meet our Paris agree-
ment commitments, is currently being discussed by European 
co-legislators. This package includes a new Market Design to 
create the right investment incentives and to enable further 
development of renewables in the electricity sector. When ad-
opted, Member States will have to adapt all existing State aid 
measures to the future legislation.

In the cases of Poland and Italy, the Commission has au-
thorised market-wide capacity mechanisms. These can be 
necessary where electricity markets face structural security of 
supply problems. Under a market-wide capacity mechanism, 
capacity providers can obtain a payment for being available 
to generate electricity or, in the case of demand response 
operators, for being available to reduce their electricity con-
sumption.

Poland has clearly identified and quantified the security of 
supply risks, also taking into account possible imports from 
neighbouring countries. It has demonstrated that it is faced 
with market failures in the electricity market that prevent pric-
es from incentivising power generators to keep existing ca-
pacity in the market or to invest in new capacity.

The mechanism is open to all types of capacity provid-
ers, including demand response, existing and new capacities, 
domestic and foreign. Furthermore, the measures will keep 
costs for consumers in check thanks to the regular, competi-
tive auctions to allocate capacity contracts. In parallel, Poland 
committed to implementing reforms to the functioning of the 
electricity markets.

A Polish capacity market (CM) is the most cost-effective 
solution for the country. It is estimated that until 2030, the CM 
will reduce the costs for Polish consumers by €7 billion in total 
and wholesale electricity prices will be on average around €5/
MWh lower by 2040. It will also lower the cost of capital for 
new investments, specifically for peak-load capacity.

The EC confirmed that the introduction of the CM, for a 
period of 10 years, is an adequate response for the clearly 
identified security of supply concerns. It is estimated that un-
til 2030, 10–30% of the existing conventional capacity will be 
withdrawn from the market due to age and non-compliance 
with Best Available Techniques standards. While the CM is a 
key measure to guarantee the security of electricity supply, it 
will also help to modernise the Polish electricity generation 
portfolio. 

Source: European Commission
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In the POLSKIE SIECI ELEKTROENERGETYCZNE S.A. (PSE)’s 
opinion, propositions set forth in the European Commis-
sion’s “Clean Energy for All Europeans” package are biased 
towards the model of pan-European energy-only market. 
However, prices of electricity have ceased to effectively 
stimulate investments in generation capacity or decisions 
to withdraw them. This is so because development of RES 
(renewable sources of energy) is supported with mecha-
nisms that reduce fixed costs (and consequently, long-term 
fall of prices and their increasing volatility are observed), 
regulatory decisions are taken where maximum prices are 
taken into account, as well as due to instability of regula-
tions and uncertainties of the market environment, which 
has led to the problem with ensuring adequate generation. 
A solution that may be adopted to reduce the risk of short-
age of generation capacity are capacity mechanisms, and 
in particular a capacity market. Therefore, EU regulations 
should not pose barriers to its creation and development.

On the contemporary energy market, the energy-only 
market as proposed by the EC is not efficient when it comes to 
maintaining  generation capacities in operation and ensuring 
capacity reserves necessary for stable operation of the system. 
Main reasons for this situation include, in the first place, insta-
bility of regulations regarding European capacity mechanisms 
and their environment, which makes it difficult to take long 
term decisions. Another problem stems from the fact that 
current prices of electricity are distorted by extensive use of 
non-market mechanisms to support RES technologies (in par-
ticular those reducing costs of entry that determine decisions 
on investing in RES). Additionally, there are also non-econom-
ic factors such as price caps for energy offered on the market 
and uncertainty if abolishing such price caps and replacing 
them with VOLL (value of lost load) is possible and justified 
in social terms. What is more, the scarcity pricing mechanism 
that allows for the possibility of significant rise in market pric-
es under non-standard conditions (e.g. when demand is too 
high for the system capacity) is effective only provided that an 
emergency situation is about to arise due to technical reasons, 
which should be prevented from occurring by transmission 
system operators. As a result, the actual pressure for price in-
crease in the system will be still lower than that shown in the 
model presented in the CEP. 

Distortion of prices and levels of generation occurring 
within the European market are transferred to countries that 
do not offer such grants. They distort investment decision re-
lated both to RES (that depend on grants), and conventional 
energy sources. This can possibly create a problem of insuffi-
cient generation that will grow more and more serious in line 
with drop of profitability of baseload power plants.

The problem of generation adequacy is or may be present 
in many European countries. It has been identified also in Po-

land. There is an urgent need to employ mechanisms comple-
menting the energy-only market in order to ensure continui-
ty of electricity supplies. In this respect, an effective solution 
would be a capacity mechanism in the form of a competitive 
capacity market. It has been successfully used (or is under im-
plementation) on many electricity markets (in different ver-
sions, e.g. in France, UK, and several US markets). 

In spite of increasing problems with generation adequa-
cy , the electricity market model set forth in the CEP has not 
been completed with the second missing market segment, 
namely the capacity market. Introduction of the capacity mar-
ket would ensure stable medium-term incomes for generators 
and thus would lead to taking rational investment decisions. 
For this reason, PSE consider implementation of a price setting 
mechanism on a competitive capacity market to be a funda-
mental complement of the proposed solutions. 

One of the problem sources is the difference between 
marginal costs of generation borne by RES and convention-
al power plants. In case of RES, relatively low costs of initial 
investment (and fixed costs) are accompanied by marginal 
costs of generation that are close to 0 (for this reason, in peri-
ods of oversupply, electricity may be offered on markets for a 
price equal to or lower than 0). The increasing share of RES in 
generation of electricity will result in a drop of average market 
prices, in particular when fixed costs are subsidized (as a result, 
it will make it possible to enter the market and operate on it 
while covering only variable costs). 

The second reason are price caps specified in regulations 
that prevent prices from rising adequately to the level of mar-
ket imbalance in periods when generation by RES is limited. As 
a result, from the moment when the RES share in the energy 
mix rose significantly, the energy-only market has not been 
operating in a fully effective manner as price levels at which 
generation by baseload sources becomes justified (as in figure 
1 - scarcity premium) are unattainable due to administrative 
limitations.

Figure 1 Equilibrium prices on an energy-only market - an aver-
age price and peak demand price (without the maximum price) 
(Hancher, de Hauteclocque, Sadowska 2015)

In some periods, prices fall to very low levels (with a con-
sistent downwards trend of average prices), which adversely 
affects situation of producers who record profits when market 
prices are high (and cover fixed and variable costs). Such pe-
riods, along with the long-term drop of market prices (fig. 2), 

Regulations Should Neither Infringe the Technological Neutrality, 
nor Reduce Effectiveness of Capacity Mechanisms

POSITION PAPER - PSE S.A.
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become longer and longer.

Figure 2 Monthly average weighted price on the day-ahead 
market (TGE) (PLN/MWh). (source: Perspektywy rynku mocy 
w Polsce, 2017). NOTE: Prices in PLN, the downwards trend in 
EUR is stronger due to the long-term upwards trend of EUR/
PLN exchange rate. Energy prices were also affected by the 
drop in raw material prices and increase in imports of energy

At the same time, as far as security of energy supply 
is concerned, it is necessary to ensure a capacity reserve 
(which meets the definition of the public good as demon-
strated below), which RES cannot guarantee.

One should stress that in the opinion of PSE, that is 
consistent with views presented in specialist literature, the 
guarantee of supply (capacity reserve) in the modern world 
meets the definition of the public good. At the same time, 
the consumer demand curve is inflexible in terms of prices, 
i.e. consumers do not want to or cannot pay prices corre-
sponding to a short-term market equilibrium. Consequent-
ly, the above-mentioned administrative decisions generally 
result in limiting the maximum price level. As a result, some 
sources are put in a situation where in all (or some) periods 
when generation would be justified by market prices, these 
are limited by regulations. This in turn results in unprofit-
ability of generation, in particular in case of baseload power 
plants. If no other comprehensive solutions are available, 
producers have to take account of such a situation in their 
decisions regarding new investments or shutting down ex-
isting sources. Even the world’s most modern and efficient 
gas units, like units 4 and 5 at the Irsching power plant in 
Bavaria, Germany, become unprofitable though they are still 
an indispensable part of the electric power system. Thus, a 
need arises to find solutions that allow one to maintain read-
iness for electricity generation in a situation when sources of 
high variability of generation (most RES) reduce their out-
put. Such a condition may pose a risk of insufficient genera-
tion and then blackouts and electricity rationing. This means 
that it becomes necessary to implement solutions that guar-
antee a capacity reserve and compensation for owners and 
investors.

One should highlight the fact that many sectors employ 
the dual-commodity market model where separate fees are 
charged for time/transmission capacity and use of com-
modity. Under such a model, e.g. additional fees are charged 
for using motorways; subscription for using telecommuni-
cations services covers separately the transfer rate and the 
amount of data transferred in a time unit (usually within a 
month), a fee for access to water supply and sewage system 
often takes into account the flow rate, etc. Such subscrip-
tion fees usually reflect availability of services: they are not 
offered in areas where technical capacities of the system 
would be exceeded while in case of market services, high 
demand stimulates development of the system. In the opin-
ion of PSE, allowing for the “energy link width” should gen-

erate a similar impulse - it should not only facilitate financ-
ing of investment projects but provide an incentive for their 
market optimization as well.

Capacity mechanisms have also potential to support 
development of energy storage facilities and DSR (de-
mand-side response) units, i.e. solutions based on advanced 
technologies that contribute to modernization of economy 
and meet future needs of electric power systems. 

Unfortunately, application of such solutions may face 
serious restrictions. According to the Commission’s propos-
als found in the CEP, capacity mechanisms should be imple-
mented in line with regulations on State aid, which impose a 
number of formal and legal requirements. The admissibility 
of introducing a capacity mechanism in a given country will 
be controlled three-fold by:

• European Commission as regards notification of 
State aid,

• European Commission as regards consistency of na-
tional law with EU law,

• ACER that authorizes methodology and results of 
European adequacy assessment.

 
In the opinion of PSE and considering the case law of the 
European Court of Justice and EU law, capacity mechanism 
should not be treated by definition as State aid. Moreover, the 
shape of the capacity market as planned for implementing in 
Poland will not interfere with mechanisms of the energy mar-
ket. At the same time, it is a tool designed to facilitate solving 
the problem of missing money which may lead to shortage of 
generation in the future. 

Apart from the mentioned-above restrictions, the pro-
posed new regulations contain a number of detailed lim-
itations regarding application of capacity mechanisms. The 
most controversial of them is the obligation to grant access 
to this mechanism to generation units operating in other 
electric power systems with the concurrent ban on requir-
ing them to actually provide power. In the opinion of PSE, 
this is contrary to the purpose of this mechanism, which 
is designed to ensure sufficient generation within a given 
area. A proper solution (taken into account in the designed 
Poland’s capacity market) consists in allowing entities that 
operate in Europe to make investments in the area which 
will be included in the capacity market. 

Another solution that may result in government failure 
is the imposing of the emission limit at a level of 550 g CO2/
kWh as a condition that new sources have to meet to par-
ticipate in the capacity mechanism. According to PSE, this 
results in the infringing of technological neutrality of this 
mechanism and additionally unnecessarily doubles other ef-
fective regulations and solutions designed to reduce emis-
sions and withdraw coal-fired power plants. In order to be 
effective, capacity mechanisms need technological neutrali-
ty; it is investors that should decide a method of generation 
that takes account of restraints related to economy, technol-
ogy and primary resources, as well as needs of the transmis-
sion system operator. It is worth noting that analyses carried 
out for RWE lead to similar conclusions:

• adoption of the “550 g CO2/kWh” principle is not a 
cost-effective solution for limiting CO2 emissions in 
Europe as operation of the ETS system has resulted 
in a situation where reduction of emissions from 
coal-fired power plants will probably be offset by 
an equivalent rise in emissions from other sources 
or countries,

• elimination of coal-fired power plants from the ca-
pacity market will result in increase in prices on this  
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The new European “electricity market design” as proposed 
by MEPs in February may have a detrimental impact on 
Poland’s “capacity market” plan approved by the Europe-
an Commission. Polish plans are designed to ensure both 
security of supply and cost-effectiveness, further decar-
bonisation, and a cleaner energy mix. Due to the proposal 
by MEPs, these plans are being challenged by double 
standards and incoherent signals for investors.

A large share of Poland’s conventional capacity will be re-
moved from the market by 2030 due to some power plants 
becoming non-operational (due to age) and some plants 
being non-compliant with the Best Available Technology 
standards. The removed capacity has to be replaced; hence 
the need for the right investor signals. While the “energy only 
market” fails to provide them, the “capacity market” is a good 
solution. 

The Polish plan on the capacity market, as approved by 
the European Commission on Feb 7, has been shaped as 
the main tool to guarantee a stable generation capacity for 
the next decades. It’s regarded as the most cost-effective of 
available solutions (study by Compass Lexecon, FTI France 

S.A.S.), which might reduce by €7 billion the total costs for 
Polish consumers (as compared to the “energy only market” 
scenario). The “capacity market” is based on regular and com-
petitive capacity contracts’ auctions. It’s aim is to provide in-
creased security of supply and, while remaining technolog-
ically-neutral, a path to a cleaner energy mix. It will lead to 
cost-effective decarbonisation.

Only two weeks after Poland received the Commission’s 
OK on the “capacity market”, the European Parliament vot-
ed for a new power market design. It promotes the further 
expansion of gas in the generation mix and imposes further 
reduction of coal consumption by setting new emission limits 
for capacity markets in Member States. 

The Commission’s proposal for a limit of 550gCO2/kWh 
has been tightened further by the Parliament. The intention 
of MEP’s is to prevent future coal power plants from any pub-
lic funding. The problem is that it could have far-reaching, 
even though partially unintended, consequences for the al-
ready approved “capacity market” plan of Poland and other 
Member States, which due to their history, are still dependent 
on coal and lignite.

market (it will artificially lead to shortages on the market 
and change the market equilibrium level) and may gener-
ate additional costs related to premature decommission-
ing of modern and relatively new power units, 
• capacity mechanisms are meant to ensure security 

of energy supply and not to implement environmen-
tal policy. The latter should be carried out with tools 
dedicated to it (550G-rule as an access requirement 
to capacity markets, 2017). 

Naturally, PSE is aware of problems related to implement-
ing capacity mechanisms, including the lack of assurance that 
incentives resulting from them will be sufficient to ensure ad-
equate generation. However, PSE is of the position that at the 
moment this is the best implementable solution and because 
of this, proposed legal regulations should allow individual 
countries to freely use them, with due respect for internal 
market rules, as a competitive method of ensuring adequate 
generation in a long-term perspective. Moreover, regulations 
should neither infringe the technological neutrality nor re-
duce effectiveness of capacity mechanisms, or else individual 
countries will face additional problems in their attempts to 
meet the obligation of ensuring security of energy supply.
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INTERVIEWThe Parliament wants new standards to be in force by the 
middle of 2019 for all new power plants and five years later 
for existing ones, while the Council wants to postpone it to 
2025 and 2030 respectively. Moreover, the European Parlia-
ment is undermining the market predictability for investors 
in the mid- and long-term by limiting the “capacity mecha-
nisms” plans to a maximum of 5 years and limiting the capac-
ity agreements to only one year. (At present the Commission 
approves support schemes generally for 10 years). By intro-
ducing many disruptive technologies (digitalisation, electrifi-
cation, robotics and artificial intelligence) to its proposal, the 
Parliament is also threatening a sustainable security of supply 
in a European fast-changing energy landscape, as the pres-
ent electricity forecast may underestimate its future demand 
increase. Furthermore, the proposed 550gCO2/kWh stan-
dard by the Commission would have only a limited impact 
on overall ETS emissions as reduced emissions in the power 
sector will be offset by increased emissions in other sectors 
with capped ETS volumes and require more infrastructure for 
importing gas.

For Poland and some other Member States the most dif-
ficult element of the EP’s position is that it leads to different 
solutions for different kinds of capacity mechanisms. Largely 
under German pressure, the Parliament exempted “strate-
gic reserves” from the 550gCO2/kWh standard, assisting the 
“strategic reserve” model for lignite plants in Germany. Hav-
ing limited annual emissions for these strategic reserves up 
to 200kgCO2/KW (not kWh), the Parliament’s proposal allows 
the dirtiest power plants to be operated for up to 500 hours 
for lignite and 600 hours for hard coal, according to some es-
timates. In summary, the Parliament has privileged “strategic 
reserves” over “capacity market” despite the Commission’s 
traditional preference for the latter, which is more technolog-
ically-neutral and more market-oriented. 

The Parliament’s proposal could undermine Poland’s 
efforts for a more secure and cost-effective electricity sup-
ply and decarbonisation. Power plant projects already in an 
advanced state, which were approved by the Commission 
in Poland’s “capacity market” plan, would no longer benefit 
from any support because the Parliament is imposing new 
obligations on them i.e. direct application of new standards. 
The lesson investors would draw is one of detrimental uncer-

tainty. They would not be able to rely on any assurances and 
regulations approved by the Commission.

Germany’s “strategic reserves” model has been promot-
ed as cheaper and more cost-effective than the “capacity 
market” but there is no consensus in that claim even among 
German energy experts. More importantly, in Poland a “stra-
tegic reserve” model would be more costly than the already 
approved “capacity market”, which is driven by free market 
rules. 

MEPs in the ITRE committee gave the rapporteur Krišjanis 
Karinš a direct mandate to begin negotiations with the Coun-
cil on revised electricity regulation on the EU’s power markets. 
The negotiations might last at least until autumn, but proba-
bly longer. The underestimated or unintended consequences 
“double standards” set by the European Parliament can be 
explained by complex decision-making by the EU institutions 
with the involvement of 28 Member States with their 28 ener-
gy mixes, various dimensions of energy markets, geography, 
interconnectivity with neighbours and national prioritisation 
(instead of balancing) of the “energy triangle” objectives - 
security of supply, environmental and climate sustainability, 
competitiveness. It results in compromises made often at the 
expense of the coherent logic and the effective implementa-
tion of the EU’s strategic objectives. 

An efficient EU electricity market, with its clear, non-dis-
criminatory rules and stable regulatory frameworks and con-
sistent signals for investors, needs efficient electricity markets 
in Member States. Therefore, both the Council and the Eu-
ropean Parliament must, in their co-legislative negotiations, 
take fully into account the diversity of Member States’ energy 
profiles. Otherwise, neither an effective EU electricity market, 
nor security of supply, nor cost-effective solutions, nor the 
intended decarbonisation will be guaranteed…..neither on a 
national nor on a European-wide level. Even worse, it might 
fuel re-nationalisation trends in the EU; something already 
present to some degree.

The European Parliament’s position on electricity market 
design should be reconsidered in order to avoid discriminat-
ing against the energy profiles and plans of some Member 
States – especially when already approved by the Commis-
sion. 

This essay was first published on www.euractiv.com and is 
republished here with permission
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With the EU economy beginning to pick up, the overall 
profitability of our sector is also returning. Nevertheless, 
changes continue to sweep across the European power 
industry. Over 16 GW of dispatchable plants were de-
commissioned in 2017 and due to continued cost reduc-
tions, renewables experienced another bumper year. As 
a consequence, the carbon footprint of electricity fell 
further, strengthening its position as Europe’s cleanest 
energy carrier. Electrification, therefore, continues to seek 
new frontiers: heavy duty vehicles, aviation and maritime 
transport are all emerging as new industry segments that 
could switch—at least partly—to electricity in the future.

In this context, in early 2018, the European electricity 
sector launched an ambitious new vision. With this new vi-
sion, the sector strengthens its commitment to invest in clean 
power generation and other transition-enabling solutions 
and, importantly, to help accelerate CO2 emission reductions 
in other sectors through increasingly efficient use of clean 
electricity. The rise of digital solutions and decentralised gen-
eration technologies have been centre stage in the discus-
sions over this new vision. They are widely believed to have 
profound impacts on the organisation of the sector and on 
the relations between companies and customers. The an-
nouncement follows a comprehensive consultation process, 
which engaged company CEOs and industry representatives 
from across Europe. The final declaration received unani-
mous support at its adoption, demonstrating the unwavering 
commitment from the power sector to play a key role in the 
transition to a sustainable, smart and energy efficient society.

To achieve this, Europe is in need of a competitive invest-
ment environment for the power sector and of an ambitious 
electrification policy to accelerate the decarbonisation of 
other sectors, such as transport, buildings and industry, thus 
allowing for increased benefits for consumers, increased 
uptake of renewables and additional flexibility in the power 
system. 

A carbon neutral power sector can be reached with a ful-
ly integrated wholesale electricity market that gives the right 
investment signals to attract investments, boost innovation 
and reduce costs while ensuring security of supply. In this 
context, higher shares of renewables are within reach with a 
robust EU ETS, market-based approaches and efficient long-
term contractual arrangements. Consumers should also be 
given the right signals to invest in decentralised clean gen-
eration and storage solutions; this will happen with efficient 
retail pricing structures that reflect actual costs.  

Liquid and well-functioning wholesale markets where 
prices reflect the actual system situation should sustain the 
market integration of renewables, support decentralised 
generation, empower consumers and drive the necessary 
investments in demand response, storage and clean gen-

eration. The transition also requires upgrades in existing 
infrastructure such as digitalisation of the grid and existing 
flexible generation assets. 

All these requirements give rise to relevant questions: 
What is needed to create an efficient economic environment 
to modernise the existing generation fleet and transform it 
into a carbon-neutral fleet? How to provide customers with 
the right investment signals for distributed generation and 
storage? How will regulators need to improve current invest-
ment frameworks to incentivize innovation and digitalisation 
for distribution grids? 

Given the challenges at stake and the need to continue 
revamping the power system, the current investment envi-
ronment is not sufficiently efficient and political interven-
tions tend to interfere. ‘Political’ phase-out calendars are 
mushrooming and often preferred to market-based solu-
tions. For example, in several countries, government inter-
ventions prevent the closure of uneconomic power plants 
from the market, often for security of supply reasons. Tax 
and tariffs incentives also lead consumers and producers to 
inefficient decisions. Last but not least, poor economic sig-
nals raise the question of an obsolescence risk in generation, 
grids and consumer facilities. Today, even large hydro power 
stations struggle to invest in much needed upgrades, which 
puts at risk their significant production of clean electricity. 

The Clean Energy Package (CEP) is a unique opportunity 
to tackle these issues and to deliver a more effective regula-
tory framework for investments. We are confident that the 
Clean Energy Package will improve short-term market func-
tioning and increase investor certainty for carbon-neutral 
technologies, including renewables. Nevertheless, the issue 
of longer-term price signals for investments needs to be 
tackled in a more holistic way. 

In a world with ever increasing shares of renewables and 
low variable costs technologies, it is clear that reliability will 
have a value in the market. And we can’t close our eyes, there 
will be system adequacy issues to solve in the years to come 
because existing capacity is being closed and mothballed at 
an unprecedented pace while new solutions, such as season-
al storage, are not yet scalable. This needs to be addressed in 
a market-based way and well-designed capacity markets are 
good tools. Going forward, such markets can provide invest-
ment signals to carbon neutral technologies, combinations 
of RES and storage. 

Given the very diverse approaches of Member States on 
capacity markets, it is important that the Council and the Eu-
ropean Parliament proposals on the Electricity Regulation 
provide a clear framework for their design and implementa-
tion in order to facilitate a European coordinated approach. 
Nevertheless, there is a need for consistency, which also 
means that mechanisms that do not respect the latest design 
rules should evolve or be removed. It also means that regu-

How to Deliver a Cost-Efficient Energy Transition in Europe?

eurelectric

Blandine MALVAULT
Advisor Wholesale Markets, Gas to Power, Financial Regulation & Market Integrity, eurelectric
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INTERVIEWlatory stability is important: limiting contracts to one year and 
changing the rules too often will neither provide this regula-
tory stability, nor investment certainty. 

Consistency between policies is key. The European power 
sector is convinced that the cornerstone of EU climate policy 
is the EU ETS, as it will deliver the right signals for a cost-effec-
tive decarbonisation. What matters most is to have a cost-ef-
fective energy transition, and we must bear in mind that 
the situation is very different from one country to another; 
from one region to another. For instance, the proposal for an 
Emission Performance Standard of 550g CO2/kWh in capacity 
mechanisms would heavily impact baseload thermal capaci-
ty in Eastern Europe and Germany while impacting almost all 
thermal peaking plants in Western Europe.1 

As an industry organisation, eurelectric endorses an EPS 
of maximum 550g CO2/kWh for new plants as we do not in-
tend to invest in new build coal-fired power plants after 2020. 
For existing plants, Member States need to assess whether 
the EPS measure works for their transition, as it will impact 
their electricity mix in different ways. And solutions must be 
found for those regions where the transition is more difficult.  
The European Commission is now launching a Platform on 
Coal Regions in Transition to help regions with coal mining 
activities identify, develop and implement projects with the 
potential to kick-start a viable economic and technological 
transformation, and to enable multi-stakeholder dialogue on 
policy framework and regulations. The energy transition is 
not a matter of ideology; it is about finding tangible solutions 
that work for all Europeans and for the competitiveness of the 
European industry.

For this purpose, more funding must be allocated to facil-
itate the structural change in countries and regions that are 
heavily reliant on coal-related jobs or carbon-intensive elec-
tricity production. Allocating the necessary economic restruc-
turing costs in a balanced way across the EU would help en-

1  Compass Lexecon, Impact assessment of the EPS 550, 26 September 2017, p. 7.

sure that a just energy transition benefits all European citizens. 
eurelectric advocates for the creation of the Just Energy Tran-
sition (JET) Fund which could be an example of a new financ-
ing measure which could be put in place under the post-2020 
MFF to allow many low-carbon investments to take off, to cre-
ate green jobs, eradicate energy poverty, support innovation 
and stimulate sustainable economic growth. Such JET Fund 
would support the development and execution of holistic re-
gional energy transition strategies. Funding purposes should 
include support for repurposing of old power plant sites and 
coal mines, capacity replacements, innovation schemes and 
formulation of new and sustainable regional economic strat-
egies.

Finally, and most importantly, as part of the Clean Energy 
Package, a number of actions were announced to boost the 
clean energy transition by bringing more focus on social fair-
ness and new skills. Together with the European employee’s 
organisations, eurelectric is committed to a Just Transition 
and currently investigates the needs for new skills in the in-
dustry and how to attract young workers for the clean energy 
transition. 

All in all, the years to come will bring a host of challenges 
and opportunities for the European power sector. The elec-
tricity industry is committed to make a key contribution to 
reaching the global climate, environmental and sustainability 
goals, and that this ambition will drive the sectors’ business 
and competitiveness going forward. Breakthrough innovation 
in the field of transport, storage, peer-to-peer and industrial 
processes will open new areas of development for our compa-
nies and we are ready to seize them. A sound investment en-
vironment will be key to delivering carbon neutral electricity 
before mid-century and we are convinced that policy makers 
will increasingly recognise the value of our product to make a 
most needed contribution to reaching the Paris Agreement, 
and beyond.  

https://ec.europa.eu/energy/en/topics/oil-gas-and-coal/coal-and-other-solid-fuels
https://ec.europa.eu/energy/en/topics/oil-gas-and-coal/coal-and-other-solid-fuels
https://ec.europa.eu/energy/en/topics/energy-strategy-and-energy-union/clean-energy-all-europeans
https://ec.europa.eu/energy/en/topics/energy-strategy-and-energy-union/clean-energy-all-europeans
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The Winter Package envisions a decarbonised electricity 
system in Europe with a 50% share of largely intermittent 
renewables by 2030, which will lead to extended periods of 
low wholesale electricity prices given the near zero margin-
al cost of RES-E generation. At the same time, it confirms 
that the default market design is electricity-only whereby 
flexibility providers, including conventional backup gener-
ation to RES-E, earn their revenue from unregulated price 
spikes. This would mean an electricity market with very 
high wholesale price volatility and the subsequent risk for 
investors in conventional generation capacity. While RES-E 
generation can enter and operate in the market through 
capacity auctions and production support, conventional 
generators must take the full risk of a highly volatile elec-
tricity market with no payment for their availability.    

In CSEE, there is an elevated concern over generation ade-
quacy and especially over the sufficiency of investment 
incentives for new conventional generation. Poland had 
a blackout in the summer of 2015 that has led to mount-
ing concerns over its electricity system security, and 
consequently it is, so far, the only country in the region 
that has opted for the introduction of a market-wide ca-
pacity payment (Figure 1). The severely cold weather in 
January 2017 resulted in high regional wholesale prices 
and led to temporary protectionist measures as some 
countries restricted electricity exports to neighbours. 

Narrow or negative capacity margins estimated by 
REKK’s European Electricity Market Model (EEMM) fur-
ther reflect a tight generation market and consequently 
increasing reliance on import capacities for many CSEE 
countries (Figure 2).1  

The outlook for new generation investments in the 
region is already gloomy. While generous RES-E subsi-
dies and ad hoc capacity remuneration mechanisms 
introduced all around Western Europe might provide 
cheaper electricity import opportunities for the region 
in the short run, these measures further deteriorate 
generation investment incentives in CSEE. Investment 

1  Capacity generation margin equals to available generation capacity in a given 
reference hour minus consumption divided by consumption. If the value is higher than zero 
in the reference hour, then the country can satisfy its domestic consumption by domestic 
generation, otherwise, the country is import-dependent. In the EEMM, 90 reference hours 
are modelled, including peak and off-peak hours. Reference hours well represent demand 
seasonality. We calculated the capacity margin for each reference hour. To better demonstrate the results, we depict the lowest 5 reference hours 
out of the 90.

2  Mid-term adequacy forecast report (MAF), ENTSO-E, retrieved from https://www.entsoe.eu/outlooks/maf/Pages/default.aspx.
3  The objective function of the models is to minimise costs.

conditions for the most essential backup capacities for renew-
ables, such as gas fired CCGTs, is further weakened by relative-
ly high gas prices, the prospect of restored Russian gas supply 
dominance and related price risks for the region due to the 
planned Nord Stream 2 project. 

The Winter Package proposes to introduce a Europe-wide 
resource adequacy assessment prepared by ENTSO-E as a pre-
condition for a Member State to introduce a CRM in the future. 
In its 2016 supply security assessment (MAF),2 ENTSO-E re-
placed its former generation adequacy assessment—mainly a 
country level deterministic approach based solely on available 
capacity calculations—with a resource adequacy assessment 
using probability modelling technics.3 Consequently, reports 
up to 2015 identified the extent of import dependency of the 
given countries and the method after aims to determine the 
probability that a given country won’t be able to satisfy its de-

Electricity Market Integration 2.0 in Central and South-East 
Europe: Resource Adequacy and Cross-Border Capacity 
Remuneration Schemes: Options and Alternatives

Alfa DIALLO, Péter KADERJÁK, Lajos KEREKES, András MEZŐSI, Zsuzsanna PATÓ and László SZABÓ
REKK - Regional Centre for Energy Policy Research
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Source: Final Report of the Sector Enquiry on Capacity 
Mechanisms, EC, 2016

Figure 1: Existing and planned CRMs in the EU
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mand considering cross-border flows.
One of the most important indicators of MAF modelling 

is the loss of load expectation (LOLE) which shows the ex-
pectation of unsatisfied demand hours in the given country. 
The left-hand side map of Figure 3 shows the LOLE values 
for the different countries in 2025 assuming that operation-
al reserves are not considered and no random HVDC outag-
es occur.1 In countries marked with green, the LOLE in 2025 
is less than one, in those marked with yellow the value is be-
tween one and ten, while in red countries, it is greater than 
ten; thus green represents low, yellow as medium and red as 
high generation adequacy risk countries.2

The right-hand side map in Figure 3 presents the LOLE 
values when operational reserves were considered as capac-

1  The MAF reports the average LOLE values of the four models as a main indicator. We think this approach is methodologically 
questionable as in three of the cases, hydro optimization is modelled differently. For this reason, we only worked with the average LOLE value 
of two models (one of each type). This is the reason why the values presented on the map are higher than in the MAF.

2  The 1-hour threshold was used in MAF. It is important to note, however, that—as it is stated in the report—the choice of this number 
has no strong theoretical background. The 10-hour threshold was introduced in this paper to further distinguish between countries. 

3  These are the countries which will rely on import in at least 3 months in 2025 according to the 2015 report. 

ities available to meet peak load. 
LOLE values decrease significantly 
by this change and the inclusion of 
HVDC outages does not affect the 
results significantly.

We may conclude that there is 
no mid-term resource adequacy 
problem in CSEE countries with 
perhaps the exception of Poland 
and Greece while other regions, 
including new, may face resource 
adequacy risk by 2025.

Comparing countries with re-
source adequacy problems iden-
tified by the 2016 report to those 
that were identified as import 
dependent countries in the 2015 
generation adequacy report (Bel-
gium, Croatia, Germany, Denmark, 
Finland, Greece, Italy, Poland and 
Slovakia3) suggest that the level of 
interconnectivity will be of crucial 
importance in ENTSO-E’s future Eu-
rope-wide resource adequacy as-
sessments that will not leave much 
room for CRM in this relatively well 

interconnected region of the EU.  

Questions:
Can strong interconnectivity in the region supporting 

resource adequacy counterbalance the effects of weak gen-
eration investment incentives as a consequence of moder-
ate RES-E ambitions, CRMs introduced in other regions, gas 
market distortions and coal phase-out policies?

To what degree can national governments tolerate a si-
tuation with limited or no control over local electricity sup-
ply security? 

Source: Mid-term adequacy forecast report (MAF), ENTSO-E, 2016
Figure 3: LOLE values under different assumptions, 2025
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Figure 2: Capacity margin in European countries, 2016 



Q 1 (52) ▪ 2018

 14

INTERVIEW

Market distortions (excess installed capacity and low 
wholesale prices) and increased costs to consumers (high 
retail prices) have resulted from subsidies to renewables 
(wind and solar) and CHP—Energy-only market (EOM) 
is the primary solution. Providing sufficient generation 
capacity is challenging in a market-based system—missing 
money problem (expected revenues) and need for flexi-
bility—Capacity Remuneration Mechanisms (CRMs) is the 
additional solution to some adequacy problem scenarios. 
Market failures in the electricity market prevent prices 
from incentivising power generators to keep existing ca-
pacity in the market or to invest in new capacity. A signifi-
cant amount of capacity risks exiting the market and new 
investments are unlikely to take place because investors 
cannot earn a sufficient return from their electricity sales. 
So, capacity mechanisms may be needed where market 
and regulatory failures block the price signals necessary to 
maintain appropriate levels of security of supply.

For example, during winter 2016/2017, the unexpected 
outage of one Belgian nuclear power plant coincided with 
the outages of nine nuclear reactors in France, leading to a 
very tight situation in the electricity market. And in January 
2017, there was a limitation of cross-border capacity between 
Romania and Bulgaria due to security of supply issues (cold 
winter).

The European Commission has approved under EU State 
aid rules electricity capacity mechanisms in Belgium, France, 
Germany, Greece, Italy and Poland (February 2018). Capaci-
ty mechanisms can help to safeguard security of electricity 
supply, but they must be designed so as to avoid distortions 
of competition in energy markets. But if they are not well-de-
signed, they may cause higher electricity prices for consum-
ers, give undue advantages to certain energy operators or 
hinder electricity flows across EU borders. Capacity mecha-
nisms needs to meet strict criteria under EU State Aid rules/
guidelines for Environmental Protection and Energy. Even if 
capacity mechanisms are well-designed, they cannot replace 
electricity market reforms at national and European levels. 
In parallel, important legislative work is ongoing to address 
market and regulatory failures, which undermine the incen-
tive for energy operators to invest in electricity capacity and 
maintain security of supply.

EU State aid rules are important to ensure that capacity 
mechanisms do not act as backdoor subsidies for specific 
technologies or cause other undue distortions of competi-
tion, or come at too high a price for electricity consumers. So, 
capacity mechanisms need to be:

• Clearly identified and quantified the security of sup-
ply risks (detailed adequacy analysis).

• Take into account possible imports from neighbour-
ing countries (regional level).

• Temporary (only for mid-term period) and commit-

ted to implementing reforms to the functioning of 
the electricity markets.

• Regular, competitive tenders/auctions open to all 
types of capacity providers, including demand re-
sponse, to ensure effective competition and to limit 
costs, and to include cross-border capacity. 

More specifically the sector inquiry outlined the need for 
Member States to first implement necessary market reforms 
before introducing capacity mechanisms, and for capacity 
mechanisms to:

• Rely on a thorough necessity assessment going be-
yond national borders.

• Allocate support through competitive tenders open 
to all types of capacity providers since this preserves 
competition between capacity providers and drives 
down costs for consumers.

• Limit competition distortions by appropriate design.
• Limit interference with price formation in the energy 

markets.
• Limit the impact on cross-border trade by allowing 

capacity providers in other Member States to partic-
ipate.

Under the measure, capacity providers can obtain a finan-
cial compensation for being available to generate electricity 
or, in the case of demand response operators, for being avail-
able to reduce their electricity consumption. The openness 
of the mechanism ensures competition between different 
technologies. This guarantees that capacity is procured at the 
lowest cost for consumers and distortions in the electricity 
market are avoided.

CRMs or any other solution to guarantee SoS should al-
ways take into account the interaction with the overall mar-
ket design in which it is to be embedded, but should not over-
look the specific context or problem it is aiming to address.

Demand response schemes pay customers to reduce their 
electricity consumption in hours when electricity is scarce. 
The advantage of such schemes is that demand response 
operators may be able to react more quickly than electricity 
generators. Moreover, it is generally more environmentally 
friendly to reduce consumption than to produce additional 
electricity, and these schemes can render the construction of 
additional power plants unnecessary.

The strategic reserve will be used only after all mar-
ket-based solutions to the scarcity problem are fully exhaust-
ed. In addition, restrictions on the possibility to return to the 
market will be applied to power plants that have participated 
in the reserve. This will ensure that the reserve does not dis-
tort the functioning of the market.

Several possible approaches may be adopted to address 
the question of the cross-border competition in an intercon-
nected electricity market with capacity mechanisms. These 
approaches take into account different methods of cross-bor-
der participation in capacity mechanisms:

Capacity Mechanisms in Central Europe—Neediness 
for Regional Cooperation and Participation in Possible 
Cross-Border Capacity Mechanism Scenario

Ivan ANDROČEC
PhD EE, DSM, Strategy and Development, Department, HEP

HEP
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• The statistically likely contribution from intercon-

nectors (i.e. implicit cross-border participation with 
no trade of capacity rights).

• The explicit participation of the interconnectors in 
capacity mechanisms.

• The actual cross-border participation of foreign 
generation capacity under heterogeneous capac-
ity mechanism.

• The actual cross-border participation of foreign 
generation capacity under harmonised capacity 
mechanisms.

• The implementation of pan-European capacity 
mechanism.

A European adequacy resource assessment will be cre-
ated and used as a basis for making decisions on capacity 
mechanisms along with the national ones.

The Clean Energy Package released by the European 
Commission in November 2016 and currently at its last 
stage of negotiation (Trilogue or plenary vote) in the Euro-
pean institutions introduced a new structure, the Region-
al Operational Centres (ROC), covering several Member 
States and which are to take binding decisions to ensure 
the security of electricity supply. This transnational entity 
would gather the Transport System Operators (TSOs) of 
each Member State, which are national stakeholders in charge 
of maintaining the real-time balance between power demand 
and power supply. The resulting ROCs would then ensure su-
pranational monitoring, conduct regional studies, advise and 
compel TSOs to coordinate national actions—thus strength-
ening the security of supply.

In addition to security of power supply reinforcement, the 
European Commission outlines that an enhanced cooperation 
could improve the profitability of cross-border interconnec-
tors only exploited at 25% of their maximum capacity partly 
due to lack of coordination. Among competencies allocated 
to the ROCs, the European Commission proposes to introduce 
compulsory regional calculations and analysis to further im-
prove cross-border knowledge of TSOs, thus leading to better 
decision-making.

The European association of TSOs (ENTSO-E), however, 
stresses that Member States remain politically responsible for 
the security of supply, and that a splitting of decision-making 
powers would therefore lead to political and legal gaps. These 
new transnational stakeholders will need to prove their rele-
vance by striking a delicate balance between macro analyses 

at the regional level while taking into consideration issues that 
might emerge at a local stage through the TSO’s operational 
expertise.

For example, in Croatia, Slovenia and Hungary, there is an 
issue that in some situations possible generation adequacy 
problem may arise, if we only look at the national levels and 
with statistical inclusion of cross-border capacity. If we look 
only nationally, generation adequacy in Croatia is not enough 
for satisfying the needs of the Croatian power system, especial-
ly if we include several scenarios into account (dry hydrology, 
unavailability of thermal capacity, gas crisis, increased renew-
able variations, slow realisation of new power plant projects, 
etc.). On the other hand, in the case that we include a very good 
cross-border interconnection, it could consequently put Croatia 
in the position to be highly dependent on imports, or in other 
words, to be dependent on the circumstances in other coun-

tries (Slovenia and Hungary as EU coun-
tries; Bosnia and Hercegovina and Serbia 
as non-EU countries). So, there is a need 
for a regional cooperation and participa-
tion in defining a possible cross-border 
capacity mechanism scenario. 

Figure 2: Methodology for adequacy as-
sessment and possible introduction of 
capacity mechanism
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Figure 1: CEE is the implemented Energy-only market, and for Ca-
pacity Mechanism only, a regional solution is viable, if needed (for 
example, Croatia–Slovenia–Hungary). Political decisions, connec-
tion with market coupling processes and EC proposal of regional 
operational centres is needed.
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An ‘energy-only market’ is a wholesale electricity market 
where generators obtain revenues from sale of electricity, 
balancing power and ancillary services. In such a market, 
supply and demand determine profitability of generation 
activities and future investment incentives. According to 
an EC Staff Working Document from 2016, ‘Current liberal-
ized electricity markets in the EU are imperfect examples 
of energy-only markets, given that in most Member States 
some or all generators obtain revenues through channels 
other than market prices, for instance in the form of sub-
sidies and payments that affect their incentives to invest 
in generation capacity’.4 Situations when markets fail to 
incentivize the building of sufficient generation capacity 
to meet demand (through high enough prices during tight 
supply) generate the so called ‘missing-money problem’. 
Even after reforms are enacted, there may be a ‘residual 
missing money problem’ left. Which is when the introduc-
tion of a Capacity Mechanism (CM) can be considered in 
order to address residual market failures. 

Since capacity mechanisms are ‘support schemes that 
remunerate the availability of electricity generation’ on top 
of revenues obtained from the sale of electricity, they are a 
form of last resort market intervention which may involve 
State aid. Because they may involve State aid, they have to 

be checked for compatibility with the Guidelines on State 
aid for environment and energy (EEAG), therefore, notified 
to the European Commission, which has to approve them. 
The EU legal framework for Capacity Mechanisms is defined 

4  Final Report of the Sector Inquiry on Capacity Mechanisms, SWD, 30 November 2016, 385 final, p. 29.
5  European Commission Press Release, State aid: Commission approves six electricity capacity mechanisms to ensure security of supply 

in Belgium, France, Germany, Greece, Italy and Poland, 7 February 2018, retrieved from http://europa.eu/rapid/press-release_IP-18-682_en.htm.

by the 2014 State aid rules and, going forward, by the final 
provisions of the Clean Energy for All Europeans package. 

Until 2015, there was only one case of Capacity Mech-
anism approved (SA.35980 for the UK) under the new pro-
visions on capacity markets in the new Environmental and 
Energy State aid Guidelines (EEAG)—the first time when the 
Commission assessed a capacity market under EEAG. No cas-
es at all were approved in 2015, two CM schemes were ap-
proved in 2016, and two in 2017. 

In February 2018, the European Commission (EC) ap-
proved six more capacity mechanism cases5: SA.48648 (Bel-
gium), SA.45852 (Germany), SA.42011 (Italy), SA.46100 (Po-
land), SA.48490 (France) and SA.48780 (Greece), which will 
be published in the State aid register. In fact, two of them 
(Italy and Poland) already appear in the register (see last two 
positions in Table 1). 

In 2016, the Commission conducted a sector inquiry on 
existing and planned CM. The inquiry covered 11 countries 
(Belgium, Croatia, Denmark, France, Germany, Ireland, Italy, 
Poland, Portugal, Spain and Sweden) and found 25 past, ex-
isting and planned CM, which can be divided into:

• Targeted mechanism (2/3 of existing mechanisms).
• Market-wide mechanisms (most of the ones being 

planned).
• Demand-response /interruptibility schemes.

Capacity Market vs Energy-Only Market.
The Case of Romania

ANALYSIS

Eugenia GUSILOV
Director ROEC - Romania Energy Center

Case number State Member Title Last Decision date
SA.35980 United Kingdom Great Britain capacity mechanism 23.07.2014
SA. 38968 Greece Transitory electricity flexibility remuneration mech-

anism (FRM)
31.03.2016

SA. 39621 France French country-wide capacity mechanism 08.11.2016
SA. 44464 Ireland Irish Capacity Mechanism: reliability option scheme

24.11.2017
SA. 44465 United Kingdom Northern Irish Capacity Mechanism: reliability option 

scheme
24.11.2017

SA.42011 Italy Italian capacity mechanism 07.02.2018
SA. 46100 Poland Planned Polish capacity mechanism 07.02.2018

Table 1: Capacity mechanism cases published in the State aid 
register. Source: DG Competition, State aid cases, extracted on 
21 February 2018.

http://europa.eu/rapid/press-release_IP-18-682_en.htm
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The difference between CMs and ancillary services. CMs 

are not the same as ancillary services. The difference lies in 
the level of volumes and purpose: ‘when they are used in 
small volumes relative to the overall level of capacity in the 
market and only to provide short term corrections to enable 
system security, they will more likely be considered ancillary 
services’.6 Therefore, by contrast, it is understood that CMs are 
for big volumes and long-term market failure corrections. 

Romania Focus
Each market has unique and specific conditions; there-

fore, an adequacy assessment has to be conducted to deter-
mine whether there is, in fact, a need for further intervention 
in the form of a capacity mechanism. 

While Romania was not covered by the 2016 inquiry on 
CM, a few things can be said. The electricity market reform 
conducted in mid-2000 in Romania established a very com-
petitive and well-organised electricity market. The basic 
principles of how the electricity market in Romania works 
are laid out in the 2004 Commercial Code of Wholesale Elec-
tricity Market. Transelectrica is the Transport System Opera-
tor (TSO). According to the Commercial Code, Transelectrica 
operates and monitors the activity on three markets: the bal-
ancing market (BM), the market for technological services for 
the system (or ancillary services) and the market for allocation 
of transfer capacities on interconnection lines. The ancillary 
services are procured independently by the TSO (Transelec-
trica) which determines the volumes and types of services it 
needs, as stated in the ANRE electricity market monitoring 
report of November 2017: ‘in order to fulfil its obligations as 
system operator, CNTEE Transelectrica S.A. forecasts and con-
tracts reserves (ancillary services) from qualified participants, 
which it uses by integrating them into the balancing market. 
These services are: secondary reserve, fast tertiary reserve, 
slow tertiary reserve, and reactive power.’ Transelectrica has 
a dispatch obligation, with procurement for ancillary services 
conducted in a transparent manner. By law, the TSO recoups 
the costs of the ancillary services and own cost of operation 
by charging a regulated tariff for system service to the con-
sumers.

The 2004 Commercial Code (as written) was well designed 
to cover RES market integration. However, during 2012/2013, 
Romania experienced a RES-E boom and the priority access 
into the grid for RES (granted by European legislation) put 
competitive pressure on the coal-fired power plants own-
ers—Complexul Energetic Hunedoara (Hunedoara) and Com-
plexul Energetic Oltenia (Oltenia). No longer able to benefit as 
they did before from State aid measures (such as debt relief, 
cross-subsidies from hydro or coal mining subsidies) due to 
stricter State aid rules, Oltenia and Hunedoara lobbied the 
government which on 3 April 2013, approved a decree (GD 
138/2013) that introduced something resembling a capacity 
mechanism. GD no. 138/2013 mandated guaranteed access 
into the grid for electricity produced by Mintia TPP (owned 
by Hunedoara) that would ensure the continued functioning 
of min. 200 MW as well as electricity produced by Oltenia for 
at least 500 MW. Both coal-fired generators (Hunedoara and 
Oltenia) were designated as mandatory suppliers of ancillary 
services, Hunedoara up to 400 MW and Oltenia up to 600 MW. 
This measure was to be applied from 15 April 2013 until 1 July 

6  Final Report of the Sector Inquiry on Capacity Mechanisms, p. 53.
7  Interview with Otilia Nutu, Expert Forum, on the effects of the GD 138/2013, Hotnews, 14 April 2013, retrieved from https://economie.

hotnews.ro/stiri-energie-14619986-interviu-video-otilia-nutu-expert-forum-despre-efectele-privind-favorizarea-termocentralelor-factura-
consumatorul-casnic-mai-mare-5-8.htm. 

8  Explanatory Note to GD no. 941/2014, published on 29 October 2014, retrieved from http://gov.ro/ro/guvernul/procesul-legislativ/note-
de-fundamentare/nota-de-fundamentare-hg-nr-941-29-10-2014&page=9. 

2015. Subsequently, another decree (GD no. 941 of 29 Octo-
ber 2014) extended the application of these provisions until 
December 2017, but only for Hunedoara. The measure was ar-
gued and presented as a Capacity Mechanism (Market-wide–
Central buyer model) for coal-fired TPPs. However, Romanian 
experts7 at the time did point out that GD 138/2013 served no 
actual real need and was a market distorting and discrimina-
tory measure to all the other electricity producers.

Subsequently, in the Explanatory Note for GD 941, the 
measure was further argued as an ‘associated capacity re-
serve absolutely necessary to ensure system adequacy’. Spe-
cifically, ‘the level of losses in the network is influenced by the 
distance between production and consumption centres, so 
by how the load is distributed and covered by existing gener-
ators, by the volume and destination of international power 
exchanges. From this point of view, in the central and N-W 
areas, CE Hunedoara is the only big electricity producer with 
a total installed capacity of 1225 MW’. 8 The note pointed to 
the lack of a planned new power plant running on traditional 
fuels that would ensure an available reserve capacity for the 
proposed period (2015–2017) and invoked the ‘4M–Market 
Coupling’ project—a power market coupling between the 
Czech Republic, Slovakia, Hungary and Romania, which was 
expected to determine a surge of cross-border exchanges, at 
Romania’s Western border. 

The initial measure stipulated by GD 138/2013 (involving 
government intervention, therefore potential State aid) was 
granted before the adoption of the new Guidelines on State 
aid for Environment and Energy (which came into effect on 1 
July 2014). Judging by the fact that it does not come up in the 
EU State aid register (when you search for the keyword ‘Capac-
ity mechanism’), it probably hasn’t been notified either, since 
it pre-dated the adoption of the EEAG in 2014. Consequently, 
in Romania, since mid-April 2013 until December 2017, there 
was a measure in place that looked like and dressed up as 
a Capacity Mechanism, but was in effect a masked State aid 
to coal power plants granted without any prior public con-
sultation and without an adequacy assessment; in short—a 
support scheme which managed to stay under the radar of 
the European Commission.

More recently, two ANRE Decisions from 2016 specify reg-
ulated prices and quantities for purchase of ancillary services 
by the TSO. For instance, ANRE decision #1034 of 22.06.2016 
established hourly values for specific quantities for reserves 
(secondary, fast tertiary and slow tertiary) to be purchased by 
the TSO (Transelectrica) from Hunedoara (coal-fired genera-
tor) via bilateral contracts with regulated price and quanti-
ties in the period 1 July 2016–30 June 2017. Similarly, ANRE 
decision #1035 of 22.06.2016 approved a regulated price for 
the purchase of ancillary services by Transelectrica from Hi-
droelectrica for the same period. While for Hidroelectrica, the 
measure is somewhat justified (since it is the main supplier of 
services on the ancillary services market and there is a risk of 
abuse of dominant position), for Hunedoara it is not.

In conclusion, although Romania does not have a Capac-
ity Mechanism notified to the European Commission to be 
checked for compliance with 2014 EEAG rules, it uses both 
regulated and market-based components. During 2013–
2017, the GD no. 138/2013 and no. 941/2014 introduced a 
market-wide–central buyer model where the TSO had the 

https://economie.hotnews.ro/stiri-energie-14619986-interviu-video-otilia-nutu-expert-forum-despre-efectele-privind-favorizarea-termocentralelor-factura-consumatorul-casnic-mai-mare-5-8.htm
https://economie.hotnews.ro/stiri-energie-14619986-interviu-video-otilia-nutu-expert-forum-despre-efectele-privind-favorizarea-termocentralelor-factura-consumatorul-casnic-mai-mare-5-8.htm
https://economie.hotnews.ro/stiri-energie-14619986-interviu-video-otilia-nutu-expert-forum-despre-efectele-privind-favorizarea-termocentralelor-factura-consumatorul-casnic-mai-mare-5-8.htm
http://gov.ro/ro/guvernul/procesul-legislativ/note-de-fundamentare/nota-de-fundamentare-hg-nr-941-29-10-2014&page=9
http://gov.ro/ro/guvernul/procesul-legislativ/note-de-fundamentare/nota-de-fundamentare-hg-nr-941-29-10-2014&page=9
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obligation to purchase a certain volume of electricity from spe-
cific generators (coal-fired power plants), but without the pro-
vision of a fixed price.  

On the other hand, ANRE decisions #1034 and #1035 of 22 
June 2016, although framed as provisions for ancillary services, 
both could be interpreted as a CM (Targeted capacity payment 
scheme, with a central body—ANRE—setting a regulated price 
for an estimated hourly volume, but only for two producers 
(Hunedoara and Hidroelectrica). The two ANRE decisions from 
2016 do not fall into the market-wide capacity payments, be-
cause the fixed payment is not available to all market partici-
pants.  

Furthermore, 2017 saw an unusual situation on the Roma-
nian electricity market, which has falsely signalled an insuffi-
cient power generation capacity. First, in January 2017, there 
was a perfect storm: peak electricity demand (9,700 MWh 
compared to Romania’s average electricity demand of around 
7,000 MWh), cold weather and a lack of cheap hydroelectric-
ity. This, together with alarmist statements from then Energy 
Minister Toma Petcu, sent the prices of coal-fired electricity to 
650 lei/MWh (four times higher). A second crisis occurred in 
July, but for other reasons (a dry summer and a lack of wind 
lead to more coal-fired electricity production, which is more 
expensive). This generated huge variations on the balancing 
market (up to 12% instead of the usual 5%). That has caused 
former ANRE President Nicolae Havrilet accuse a capacity prob-
lem: ‘In practice we took notice that if we do not have cheap 
RES resources available (e.g. hydro, wind) we depend on coal 
which is expensive. The declared generation capacity of 22,000 
MW does not exist, not even the 14,000 MW which supposed-
ly should be operational at any moment, is not available. Here 
we have a joint analysis with Transelectrica, the operator of the 

9  Agerpress, Havrileţ, at the ANRE inquiry committee: Romania does not have sufficient electricity capacity production; when demand is high, 
we have problems, 12 October 2017, retrieved from https://www.agerpres.ro/economie/2017/10/12/havrilet-la-comisia-de-ancheta-anre-romania-
nu-are-suficienta-capacitate-de-productie-a-energiei-cand-consumul-e-mare-avem-probleme-11-54-49. 

balancing market, which shows that starting with a demand 
of 7,500–8,000 MW, there are supply problems’.9 During peak 
demand, Romania seems to have a deficit of production ca-
pacity from non-RES. In that sense, the Brazi gas-fired power 
plant (860 MW) owned by OMV Petrom does have an import-
ant role to play. However, Brazi TPP worked at 50% of its ca-
pacity during 2017 due to some technical issues. The 250 MW 
gas-fired TPP currently under construction by Romgaz at Iernut 
will be equally important for the overall system stability going 
forward. Market analysts, on the other hand, consider that the 
2017 electricity price spikes were not at all due to insufficient 
capacity, but due to commercial practices which excessively 
favoured transactions on the spot market instead of the term 
market. 

To conclude, there are some elements of a targeted ca-
pacity payment for the ancillary services market (e.g. ANRE 
decisions #1034 and #1035 of 2016) in place, but it may not 
be enough to address big variations in the system. When the 
sun doesn’t shine, the wind does not blow, there are extreme 
weather conditions and/or a dry hydraulic year, Romania relies 
on coal for ‘top up’. However, if the proposed 550 g CO2/kWh 
limitation on capacity mechanism enters into force, coal TPPs 
will no longer be able to play that role. Therefore, the opportu-
nity for a future Targeted Capacity Mechanism could be con-
sidered, either for existent/soon-to-be available capacity (for 
instance, Brazi and Iernut could be granted Strategic Reserve 
status) or in the form of tenders for new future ‘top up’ power 
plants based on non-intermittent energy sources. As events in 
2017 illustrate, there are premises for Romania to build a case 
for a future Capacity Mechanism involving State aid for tradi-
tional power generation, especially for more flexible gas-fired 
units. 

Targeted mechanisms: capacity required is identified cen-
trally, support provided only to ‘top up’ capacity (what is need-
ed beyond what the market brings). There are three types of 
targeted mechanisms: 

1. Tender for new capacity: beneficiary receives financing 
to build a power plant with ‘top up’ capacity.

2. Strategic reserve (SR): ‘top up’ capacity contracted and 
held outside the market, used in emergency situations, or spe-
cific conditions, as a transitional measure.

3. Targeted capacity payment schemes: price of capacity 
is set by a central authority and paid only to some capacity pro-
viders.

Market-wide mechanisms: capacity as a separate product 
from electricity, all capacity providers are paid.

There are three types of market-wide mechanisms:  
1. Central buyer models: a central buyer is in charge of 

buying capacity for supplier/consumers; procurement through 
a central bidding process in which the price is determined by 
the market.

2. Decentralised obligation schemes: electricity suppliers 
are obligated to make their own arrangements. No central bid-
ding process. Market price.

3. Market-wide capacity payments: fix price set on an ad-
ministrative basis and available to all market participants. 

Source: Final Report of the Sector Inquiry 
on Capacity Mechanisms, 30 November 
2016, p. 50–52.
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https://www.agerpres.ro/economie/2017/10/12/havrilet-la-comisia-de-ancheta-anre-romania-nu-are-suficienta-capacitate-de-productie-a-energiei-cand-consumul-e-mare-avem-probleme-11-54-49
https://www.agerpres.ro/economie/2017/10/12/havrilet-la-comisia-de-ancheta-anre-romania-nu-are-suficienta-capacitate-de-productie-a-energiei-cand-consumul-e-mare-avem-probleme-11-54-49
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Today, the energy only market does not create sufficient 
incentives to invest in new generation capacity, which is 
necessary to meet the expected demand. Furthermore, the 
already existing assets  have to be modernised to comply 
with the new environmental standards. The question 
raised by several governments is not whether to provide 
aid for generation adequacy, but how should the capacity 
mechanisms be designed. This challenge is tackled by the 
current Electricity Market Regulation.10 Irrespective of 
the final material requirements addressed to the Member 
States wishing to introduce the new capacity mechanisms, 
the protection of the legitimate expectations following 
from the existing support schemes should be ensured. 

Recently adopted capacity mechanisms 
Capacity mechanisms may be organised as strategic re-

serves, capacity obligations, capacity auctions, reliability op-
tions, capacity payments and capacity markets.11 Due to the 
so-called standstill clauses, the capacity mechanisms are fully 
operating not only based on the national provisions, but to 
be fully effective, the Commission’s approval is required. This 
means a variety of public intervention measures, which are a 
subject of detailed case-by-case assessment undertaken by 
the European Commission on the basis of the relevant State 
aid provisions. It is worth noting that capacity mechanisms 
are applied by the vast majority of the Member States (Bel-
gium, Bulgaria, Finland, France, Greece, Spain, Ireland, Lithua-
nia, Luxembourg, Latvia, Germany, Poland, Portugal, Sweden, 
United Kingdom and Italy12). The positive Commission’s de-
cision stipulates inter alia the period for which the capacity 
mechanism is approved, as it is depicted in Table 1, and that 
period cannot exceed 10 years.

Some Member States are applying multiple capacity 
mechanisms to address the same adequacy concern. Al-
together with the so-called ‘climate reserve,’ there are four 
support schemes addressing directly or indirectly adequacy 

10  COM(2016) 861 final/2, Proposal for a Regulation of the European Parliament and of the Council on the internal market for electricity, 
Brussels, 23.2.2017. 

11  ACER reports on:  Capacity remuneration mechanisms and the internal market for electricity of 30 July 2013 2013, p. 5. 
12  Based on the SWD(2016) 385 final, Commission Staff Working Document accompanying the document Report from the Commission 

Final Report of the Sector Inquiry on Capacity Mechanisms, Brussels, 30.11.2016 and other accessible information. 
13  The so-called ‘climate reserve’ is based on the State aid decision SA.42536–Closure of German lignite-fired power plants, which states 

that: ‘each lignite-fired power plant block will initially be mothballed for four years, only to be called upon in extreme emergency situations, i.e. 
after all market-based, emergency and other reserve measures have been applied’. 

14  Case C-382/99, Netherlands v Commission, EU:C:2002:363 at point 24.
15  Communication from the Commission—Guidelines on State aid for environmental protection and energy 2014–2020, OJ C 200, 

28.6.2014, p. 1–55. 
16  Case T-694/14, EREF v Commission, EU:T:2015:915 at point 22. 

concerns in Germany, for example.13 France is applying simul-
taneously the decentralised capacity market and demand 
response scheme. Or one support scheme is addressing the 
adequacy concern within the territory of two Member States, 
which has occurred in the case of the ‘all-island’ capacity mar-
ket applied within the territory of Ireland and Northern Ire-
land. Although these schemes address different beneficiaries, 
their main aim is the same—to ensure security of supply in 
the mid- and long-term perspective. The variety of measures 
and beneficiaries proves the fact that the common European 
power systems may not operate without the public interven-
tion, which is not welcomed, but may be tolerated as far as 
the State aid rules are preserved. 

State aid decision as the source of the legitimate
expectations

Each State aid decision is duly based on the examination 
of Article 107-109 TFEU and the relevant State aid guidelines. 
The relevant guidelines are specifying the European Commis-
sion’s own interpretation of the general Treaty-based rules. 
Despite being of a non-binding nature, these sectorial guide-
lines are followed by the Member State intending to create or 
modify a support scheme and by the potential beneficiaries, 
since the judiciary has clearly stated that the Commission is 
allowed to set out guidelines, especially regarding the State 
aid assessment, and these guidelines are also of a self-re-
stricting nature.14 The relevant guidelines for the assessment 
of the capacity mechanisms are the Guidelines on State aid 
for environmental protection and energy 2014–2020 (EEAG 
2014–2020).15 The Court of Justice of the European Union has 
stated that the policy rules set out in the EEAG 2014–2020 are 
to be followed by the European Commission itself.16 

The source of the legitimate expectations may be based 
on the fact that the State aid concerned has been granted in 
compliance with the appropriate procedure, which requires 
for the capacity mechanisms of the expressed Commission’s 

How to Adjust Existing Capacity Mechanisms to the 
New State Aid Rules?

Jędrzej MAŚNICKI
Legal Expert, Department for International Affairs, PGE Polska Grupa Energetyczna S.A., Poland
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INTERVIEWTable 1: The duration of the recently approved capacity mechanisms

Member State Capacity mechanism in question Expected duration Date/number of the 
State aid decision

Belgium strategic reserve for five consecutive winters, starting 
with winter 2017/2018

07.02.2018

SA.48648

France capacity market a maximum period of 10 years 
8.11.2016

SA.39621

France demand response scheme from 2018 to 2023
07.02.2018

SA. 48490

Germany network reserve from 01.01.2017 to 30.06.2020
20.12.2016

SA.42955

Germany interruptibility scheme AbLaV from 25.10.2016 to 01.07.2022
24.10.2016

SA.43735

Germany capacity reserve from October 2019 to 2025
07.02.2018

SA.45852

Greece interruptibility scheme from 2014 to 2017, prolongation for 2 
years

07.02.2018

SA.48780

Italy capacity market a maximum period of 10 years
07.02.2018

SA.42011

Northern Ireland
‘all-island’ market

from May 2018 to May 2028
24.11.2017

SA.44465

Ireland
24.11.2017

SA.44464

United Kingdom capacity market a maximum period of 10 years
23.7.2014

SA.35980

Poland capacity market a maximum period of 10 years
07.02.2018

SA.46100

approval.17 In the case when the decision is undertaken by an-
other institution (namely the Council), the protection of the le-
gitimate expectations is by no means ensured by the fact that 
the period for bringing an action against such a decision has 
expired.18 Furthermore, it was recently stated that the State aid 
concerned cannot be recovered if it is based on the legitimate 
expectation, even if the decision concerned was later declared 
by the European Commission as being unlawful.19 Taking the 
abovementioned into account, it should be noted that the 
positive Commission’s decision should be the source of the 
legitimate expectations for the Member States and potential 
beneficiaries.20

Legitimate expectations and the adjustment to the new 
regulatory design 

The legitimate expectations do not mean that the con-
cerned beneficiary has the right to expect that no legislative 

17  Case T-6/99, ESF Elbe-Stahlwerke Feralpi v Commission, EU:T:2001:145 at point 182.
18  Case C-199/06, CELF and ministre de la Culture and de la Communication, EU:C:2008:79 at point 65. 
19  Joined Cases T-50/06 and T-69/06, RENV II, EU:T:2016:227. 
20  See legal reasoning in the Joined Cases C-630/11 P to C-633/11 P at point 134: ‘a legitimate expectation that aid granted is lawful cannot, 

barring exceptional circumstances, be entertained unless it has been granted in compliance with the procedure laid down in Article 108 TFEU’. 
21  Case C-98/14, Berlington Hungary and Others, EU:C:2015:386 at point 78.
22  Joined Cases T-50/06 and T-69/06, RENV II, EU:T:2016:227 at point 140; Judgements of 14 May 1975 in CNTA v Commission, 74/74, ECR, 

EU:C:1975:59, paragraphs 33 to 43; 26 June 1990 Sofrimport v Commission, C-152/88, ECR, EU:C:1990:259, paragraphs 16 and 17; and 5 October 1993 
Driessen and Others, C-13/92 to C-16/92, ECR, EU:C:1993:828, paragraphs 30 to 35.

23  Brussels, 9 April 2014, Energy and Environmental State aid Guidelines – Frequently asked questions, source: http://europa.eu. 

amendments whatsoever will occur.21 Therefore, the principle 
of legitimate expectations may not be successfully invoked to 
oppose any changes to the capacity mechanisms concerned. 
However, this principle should be the key driver to define how 
such changes to the existing capacity mechanisms should be 
implemented. It is of crucial importance to note that the prin-
ciples of legal certainty and of protection of legitimate expec-
tations impose limits on the immediate application of the new 
substantive rules.22 

With regard to these principles, the EEAG 2014–2020 states 
that the new State aid rules would not have ‘effect on aid paid 
to the owners of existing installations. These continue to re-
ceive aid based on existing approved State aid schemes, to 
maintain investors’ legitimate expectations on the returns on 
their existing investments’.23 Moreover, the Commission has 
explained the abovementioned point as meaning that ‘[w]hen-
ever a beneficiary has received confirmation from a Member 
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State that it will benefit from State aid under such a scheme 
for a predetermined period, such aid can be granted under the 
entire period under the conditions laid down in the scheme at 
the time of the confirmation’.24 The general rules applied to 
the revision of the State aid guidelines should be respected 
by the actual ongoing Electricity Market Regulation revision 
process, accordingly.

Adjustment of the existing capacity mechanisms to the 
Electricity Market Regulation

The already disclosed decisions for Belgium and France 
include a special clause to address the need to revise the ca-
pacity mechanisms in the nearest future, which states that 
the recently issued decisions ‘needs and will need to be inter-
preted in the light of relevant secondary legislation, including 
legislation that has not been adopted yet at the time of this 
decision […] and in particular to the principles (such as the 
requirements regarding CO2 emission limits) which capacity 
mechanisms need to incorporate and apply, even if they are 
already in force and have been deemed as compliant with 
Union State aid rules, in line with the final text of the Regula-
tion when it becomes effective’.25 However, since the revision 
process is not finalised yet, there are two contradicting visions 
on how the legal status of the existing capacity mechanisms 
will be regulated under the new Electricity Market Regulation.

The EP ITRE Committee demands the immediate adjust-
ment of the already existing mechanisms. According to the 
Committee’s opinion, Member States shall adapt their mech-
anisms to comply with the Regulation on the day of entry into 
force of the new provisions (01.01.2020). Therefore, it means 
a direct intervention into several capacity mechanisms, espe-
cially those recently adopted in France, Italy, Germany, Bel-
gium, Ireland and Poland. This intervention goes far beyond 
the direct application of the new emissions performance 
standard at the level of below 550 gr CO2/kWh (‘EPS 550’). The 
already existing capacity schemes would be the subject of a 
detailed examination with respect to the European resource 
adequacy assessment and the obligation to conduct and im-
plement a detailed plan with additional measures to address 
the adequacy concern within the given Member State. 

These new criteria would be especially challenging for the 
Member States applying capacity markets. Another type of 
capacity mechanism—strategic reserves—has received many 
regulatory preferences, due to the double standard approach 
adopted by the EP ITRE Committee. Pursuant to the EP ITRE 
Committee’s opinion, strategic reserves would be exempted 

24  Communication from the Commission—Guidelines on State aid for environmental protection and energy 2014–2020, OJ C 200, 
28.6.2014, p. 1–55 at point 250. 

25  See: SA.48648 at point 24; SA.39621 at point 26. 
26  Proposal for a REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL on the internal market for electricity (recast) 

(2016/0379(COD)), 27.2.2018.
27  See the document 15879/17, Brussels, 20.12.2017.

from the EPS 550.26 The new emissions standard at the level 
of 200 kg CO2/kW dedicated only to it, will enable receiving 
support from the strategic reserves for the most polluting coal 
and lignite power plants. 

On the other hand, the Council’s general approach pro-
poses a completely different solution, which guarantees the 
protection of the legitimate expectations as well as the gen-
eral rule to adjust existing capacity mechanisms to the new 
provisions. The Council proposes in its Article 24 that all ca-
pacity mechanisms should be adjusted to the new rules, with-
out prejudice to commitments or contracts, concluded before 
the entry into force of the Regulation, and without prejudice 
to the Union State aid rules pursuant to Articles 107 to 109 
TFEU, including State aid decisions taken thereafter before 
that date.27

Contrary to the EP’s ITRE Committee position, the gener-
al approach finds the balance between the different Member 
States’ starting points. Moreover, as it is indicated by the le-
gal certainty and expected legitimations principles, the new 
Electricity Market Regulation should not immediately interfere 
in the legal status of the already existing support schemes. 
Therefore, the contracts concluded before the date of entry 
into force of the Regulation should not be ceased before the 
expiry of their full duration period. The Council’s position sim-
ply does not change the rules in the middle of the game as it 
is proposed by the EP’s ITRE Committee. 

Conclusion
The ongoing decision-making process is expected to be 

finalised by the end of the year; however, the recently ap-
proved capacity mechanisms should guarantee the security of 
supply irrespectively of the trilogues schedule. Therefore, the 
first contracts may not wait until the final text of the Electricity 
Market Regulation is adopted. The ongoing political arrange-
ments may not diminish the protection of the legitimate ex-
pectations, which are based on the fact that the Commission 
has approved the capacity mechanism concerned. Regarding 
the legitimate expectations principle, we should assume that 
the rights and obligations conferred to the generators before 
the entry into force of the Regulation should be honoured for 
the whole contracting period.  

Table 2: Two versions of the adjustment clause in the Electricity Market Regulation proposal   
EP ITRE Committee’s opinion Council’s general approach

Member States applying capac-
ity mechanisms on [OP: entry 
into force of this Regulation] shall 
adapt their mechanisms to comply 
with Articles 18, 18a, 21 and 23 of 
this Regulation.

Member States applying capacity mechanisms on [OP: entry into force 
of this Regulation] shall adapt their mechanisms to comply with Articles 
18, 21 and 23 of this Regulation [ ] without prejudice to commitments 
or contracts, concluded before that date, and without prejudice to the 
Union State aid rules pursuant to Articles 107 to 109 TFEU, including 
State aid decisions taken thereafter before that date.
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The introduction of capacity mechanism in Poland is a 
response to a clearly identified adequacy problem, shows 
a recent report for the Polish Electricity Association, PKEE: 
“Assessment of the Impact of the Polish Capacity Mech-
anism on the Electricity Market”. Its origins are twofold. 
On the one hand, it is estimated that annual electricity 
demand growth will be equal to 2% until 2025. This de-
velopment will be fuelled by dynamic economic growth, 
incrementally increasing the use of electricity per con-
sumer (bridging of electricity saturation gap) and devel-
opment of e-mobility. Simultaneously, according to PSE, 
in the case of maintaining the energy-only market, the 
decommissioning level of existing thermal capacities due 
to unfavorable economic conditions may reach 6.4 GW in 
2025 (3.4 GW till 2020).28

In these circumstances, it is impossible to meet the gov-
ernment target of energy se-
curity. As early as 2020, and for 
all subsequent years, the reli-
ability standard correspond-
ing to 14% of the de-rated ca-
pacity margin set by the Polish 
public authorities is not met 
because of the closure of a 
number of unprofitable plants 
and later because of insuffi-
cient investments to maintain 
the security of supply at the 
reliability standard.29 A ca-
pacity market aims to reduce 
the missing capacity problem 
and to address current market 
distortions or failures caused 
by, for example, extensive RES 
support and a lack of proper 
scarcity price signals. 

In line with the EU’s Guide-
lines on State aid for environ-
mental protection and energy 2014–2020, the European 
Commission, DG Competition, approved on 7 February 2018, 
the introduction of the market-wide CM in Poland. Crucially, 
it complies with technological neutrality principle. It is open 
to all types of capacity providers, including renewables, de-
mand-response as well as foreign entities. Furthermore, the 
measures will keep costs for consumers in check thanks to 
the regular, competitive auctions to allocate capacity con-
tracts. It is foreseen for the period of 10 years. 

First of all, it is key to clarify that CM is not a form of sub-

28  ENTSO-E, Mid-term adequacy forecast 2017, Mid Term, p. 83
29  Compass Lexecon, Assessment of the impact of the Polish capacity mechanism on electricity market, Polish Electricity Association, 

September 2017, p. 2.
30  Compass Lexecon, Assessment of the impact of the Polish capacity mechanism on electricity market, Polish Electricity Association, 

September 2017, p. 5.

sidy for old coal power plants.  During organised capacity 
auctions, different market players are offering certain ca-
pacity for a price proposed by state authority. Auctioning 
has a competitive character. One of the reasons to establish 
CM in Poland is that oldest generation units are going to 
be decommissioned until 2021, leading to the reliability of 
electricity supply considerations. Furthermore, according to 
recent declarations of Polish Government, Poland does not 
intend to invest in new coal capacity generation.

Capacity rent will be used to adapt existing coal power 
plants to BAT conclusions introducing more demanding en-
vironmental standards and new investments with different 
technologies including Demand Side Response. CM is organ-
ised in accordance with the ‘technological neutrality’ princi-
ple—all types of capacities are allowed to bid. Market con-
ditions will determine optimal choice of technology. More 
specifically, studies show that after 2031, the most competi-

tive technology will be most likely CCGT. 
The introduction of a CM in Poland reduces costs for Pol-

ish consumers by €7 billion in total, that is €280 million per 
year on average until 2040, compared to the EOM. Although 
the CM creates a new cost component (the capacity remu-
neration), this is more than outweighed by the reduction in 
the cost of unserved energy and wholesale prices: Overall, 
it is estimated that CM increases social welfare in Poland by 
over €1 billion in total, about €46 million per year on average 
until 2040.30 

Assessment of the Impact of the Polish Capacity 
Mechanism on the Electricity Market

SUMMARY
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One of the most contentious provisions of the Regulation 
for the internal market in electricity relates to emission 
performance standard of 550 g CO2/kWh within the capaci-
ty markets and was the subject of a study commissioned by 
eurelectric, late 2017: Impact assessment of a 550 Emission 
Performance Standard in capacity mechanisms. 

This article was introduced into Regulation by the EC with-
out a previous Impact Assessment, which poses questions 
about its legality, as it infringes the treaty-based right to de-
termine structure of the energy-mix by Member States. Cur-
rently, both in the positions of the European Parliament and 
Council, provisions on EPS 550 is included. In this regard, Par-
liament mirrors the EC proposal stating inter alia that, 5 years 
after entry into force of the Regulation, no capacity which 
emits more than 550 g CO2/kWh should be allowed within 
the capacity mechanism. Such provision would be, in fact, a 
retroactive measure already accepted by DG Competition CM. 

The Council significantly waters down the original propos-
al. An important element is that new installations will be eligi-
ble to participate after 2025, only if their emissions are below 
550 g CO2/kWh or below 700 kg CO2 on average per year per 
installed kW. Also, there is a limit for participation for existing 
power plants which cannot receive payments after 2030 and 
the payments need to decrease after 2025. Regardless of the 
exact content of this provision, which will be a subject of the 
compromise during trilogue, it is clear that, in some form, it 
will be present in the final version of the Regulation. 

Based on the impact assessment conducted by Compass 
Lexicon, introduction of EPS 550 assumes that 41% of the 
baseload generation in Central and Eastern Europe is not il-
legible for capacity rent (100% Bulgaria, 91% Poland, 87% the 
Czech Republic, 73% Slovenia). In the case of Western Europe, 
this ratio is 21% (Germany 72%). 

It is estimated that it will determine the early closure of 
27 GW of baseload capacity in the EU and in order to fill the 

generation gap, lead to €15 billion worth of additional invest-
ments in total of 19 GW new thermal baseload capacity (per-
spective until 2040). Additionally, EPS will force construction 
of 13 GW of additional new thermal peaking capacity.

New gas power plants (most likely new investments) have 
a lifespan of 30 years, therefore, they may become stranded 
assets due to EU climate policy objectives of carbon neutral 
energy mix. Therefore, the EU would risk locking-in new ther-
mal peaking capacity. It would weaken both the development 
of DMR and the competitiveness of batteries. 

Those changes (replacement of cheap fossil fuel genera-
tion by more expensive gas) in combination with higher ca-
pacity rent (2€/kW in Western Europe and 4€/kW in Central 
and Eastern Europe) would lead to additional energy costs 
between 2020 and 2040 of €73 billion  (Western Europe €53 
billion and CEE €20 billion). Additional energy costs would 
hamper the competitiveness of electricity versus other en-
ergies and could slow down electrification of transport and 
heating & cooling

Furthermore, EPS 550 implies higher abatement cost than 
the ETS carbon price, simultaneously not increasing volume 
of reduced CO2. The 550 EPS overlaps with the EU ETS would 
likely undermine the ETS as a prime driver of the EU’s decar-
bonisation by downsizing the price of allowances. Overall 
between 2020 and 2040, additional abatement costs for the 
power sector are estimated at €58 billion. 

Last but not least, replacing coal and lignite power plants 
by gas fired ones increases volume of gas consumption, lead-
ing to increased import dependency, which has considerable 
security of supply dimension. Between 2020 and 2040, total 
power generation related gas consumption would increase 
by an average of 40%.

To sum up, the study shows that EPS 550 is not the most 
cost-effective means to decarbonise the EU’s power sector. It 
claims that the main instrument in this field should remain the 
Emission Trading System. 

Impact Assessment of a 550 Emission Performance 
Standard in Capacity Mechanisms

In this context, the introduction of EPS 550 violates Treaty 
based right of MS to determine the structure of its energy sup-
ply. By incentivizing abrupt phase down of coal, countries like 
Poland are forced to switch to different technologies.

According to the study, a consumption of imported gas in 
such a scenario would rise cumulatively by 60 bcm until 2040. 
Currently, the supply of gas in Poland is equal to 18 bcm, and 
with the introduction of EPS, it would rise to almost 30 bcm in 
2040. Besides increasing dependence, which has security of 
supply ramifications, it would also require massive costs due 
to the strengthening of domestic gas infrastructure. Clearly 
then, EPS 550 is a measure creating a market for gas consump-

tion in the EU, which is inconsistent with the decarbonization 
priority of the EU as well as with increasing energy efficiency 
targets. 

There is also a clear policy overlap between ETS and EPS 
550. These two instruments are not complementary. Introduc-
tion of the EPS 550 leads to rapid decarbonization in certain 
states (i.e. Poland), which has a negative impact on the price 
of the EU allowances for the entire EU, which in return will 
weaken decarbonization impulses for the entire EU. Further-
more, EPS 500 is less cost-efficient than ETS—the price of CO2 
abatement is higher, leading to a negative welfare effect.  

SUMMARY
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