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Public Consultation by the Directorate General for Energy 
on measures to ensure transparency and integrity of 
wholesale markets in electricity and gas
As energy & climate change policies are of critical importance for the non-ferrous metals industry, we highly appreciate this consultation and propose some urgent improvements.

Situation for the non-ferrous metals industry

· The non-ferrous metals industry is highly electro-intensive. Already a large part of EU non-ferrous metals consumption is supplied by imports and, if no remedies are found, that percentage will increase sharply as European non-ferrous metals producers close. This results in carbon leakage. Europe has one of the world’s more CO2 favourable and energy efficient power generation mixes, which should give EU industry a competitive advantage, but this is not the case.

· Due to global pricing of non-ferrous metals on the London Metal Exchange, it is impossible for EU producers to pass-through regionally-imposed, anomalous costs.  Cost pass through ability varies, greatly, among industrial sectors, as do direct and indirect CO2 costs, as a percentage of production costs and added value.  Therefore, the EU requires flexible policies which take this into account.  The non-ferrous metals sector cannot invest and will struggle to maintain existing operations, as long as policy imposes significant production cost divergences, compared to other parts of the world.

Improvements are needed to meet the aims of this consultation on trust and integrity of electricity markets 
The consultation document contains some general statements and goals, but does not address the urgent priorities of the non-ferrous metals industry on this issue. 

For example it states that ‘’it is crucial that citizens, business and national authorities can have confidence in the integrity of such markets’’.  and ‘’Ensuring market integrity in this sector supports economic competitiveness and facilitates meeting the climate challenge.’’ For the moment these goals are not met mainly as the current policies are having the opposite effect: they are damaging the ‘’economic competitiveness’’ of European electro-intensive industry, leading to carbon leakage. 

To address this, Eurometaux proposes two measures for improvement, on which we will focus in this response:

A. Measures should be included for large electricity consumers to be able to source electricity through long-term contracts to continue operations, invest in new technology, and thus stop structural carbon leakage.

B. Marginal power pricing should be effectively monitored by Energy Regulators/TSOs.

LIST OF QUESTIONS
1. Are there particular developments in relation to oversight of energy markets at a national, European or global level that we have not properly considered?
A. Measures should be included for large electricity consumers to be able to source electricity through long-term contracts to continue operations, invest in new technology, and thus stop structural carbon leakage.

We support measures to improve power market functioning and finally creating real competition.  Even if fully successful, however, such a market would be of only limited use to large energy consumers.  The current framework for electricity markets does not deliver the prices required by non-ferrous metals industries to remain competitive compared to industry elsewhere.

Electro-intensive industries (EII), in most places, source their power though long term contracts which provide a sound basis for their large, long term, capital investments.  As electricity constitutes a very high per cent of the total production costs for a smelter, the ability to obtain a predictable and affordable power cost is essential.  EII need freedom to negotiate 20 - 25 years contracts with all available electricity suppliers, the requisite time to amortize significant investments in renovation of EU smelters, to remain internationally competitive.  Normally, these contracts are for fixed volumes with flat deliveries (base load) every hour throughout the whole delivery period.  Usually, contracts cite a reference price that can be adjusted by relevant indices (consumer prices, LME, etc.) to balance risks fairly and affordably between the buyer and seller, over the long term.  

The current electricity market framework, with its traded markets, is designed primarily for end-user supply to households and small industries.  Traded electricity markets have a short term horizon, being focused on balancing within-day variable supply and demand.  Also, they have short term, week by week or month by month predictions of demand and supply balances due to, for example, variation in weather or major breakdowns, disrupting the demand supply system.  

Large power consumers have a different demand profile. Their base load demand stabilises both the physical power system and market pricing. Moreover, power suppliers benefit from the existence of large base load power consumers, however, this benefit is not reflected in the pricing that they offer to us. Power prices for large volume, long-term base-load deliveries should not be directly inferred from spot and forward prices in the traded markets, but instead should reflect the value that such consumers provide to the power system.  The sheer size of deliveries limits the availability of suppliers to a few very large generators.  

Long-term contracting supports market development and the present limitations on the duration and type of counterpart to such contracts are both damaging to the industry and difficult to justify from a market development perspective.

The present European market design contains no functioning mechanisms suitable for large electricity consumers.  The only practical alternative, long-term contracts, is restricted by the European Commission and they are almost impossible to negotiate, also due to regulatory uncertainty. Globally, the purchase of electricity for metals smelters is generally conducted on the basis of long-term bilateral contracts and or self-generation. Without long-term contracts, the competitiveness of EU energy-intensive industries is seriously compromised and investing in new technology is all but impossible.  Therefore, EU Energy Policy should permit the negotiation of long term contracts, over periods of up to 25 years, without restrictions.

B. Marginal power pricing should be effectively monitored by Energy Regulators/TSOs

Effective and transparent monitoring is required on marginal power pricing to show:

-  the difference between actual power market prices and the real marginal price of production, which would demonstrate market distortions;

-  the CO2 pass through in electricity prices, which is based on marginal pricing; this is key to determining  the CO2 factor for financial compensation to electro-intensive industries to stop accelerating carbon leakage.  

Member State energy regulators are competent to collect this data and should be encouraged to do so, as soon as possible.  This should be incorporated, also, into Member State, Regulatory policy for TSO management.

2. Do you agree that the current Regulatory Framework should be updated to include clear rules governing energy market oversight? Please justify your reply.
Yes. Marginal power pricing should be effectively monitored by Energy Regulators/TSOs and also corrective action should be possible.
Effective and transparent monitoring is required on marginal power pricing to show:

-  the difference between actual power market prices and the real marginal price of production, which would demonstrate market distortions;

-  the CO2 pass through in electricity prices, which is based on marginal pricing; this is key to determining  the CO2 factor for financial compensation to electro-intensive industries to stop accelerating carbon leakage.  

Member State energy regulators are competent to collect this data and should be encouraged to do so, as soon as possible.  This should be incorporated, also, into Member State, Regulatory policy for TSO management.
8. Do you agree that regular market monitoring is an essential function to detect market misconduct?

Yes. For this, marginal power pricing should be effectively monitored by Energy Regulators/TSOs and also corrective action should be possible.

Effective and transparent monitoring is required on marginal power pricing to show:

-  the difference between actual power market prices and the real marginal price of production, which would demonstrate market distortions;

-  the CO2 pass through in electricity prices, which is based on marginal pricing; this is key to determining  the CO2 factor for financial compensation to electro-intensive industries to stop accelerating carbon leakage.  

Member State energy regulators are competent to collect this data and should be encouraged to do so, as soon as possible.  This should be incorporated, also, into Member State, Regulatory policy for TSO management.
9. If yes, given the characteristics of wholesale energy markets, do you agree that market monitoring is best organised on EU level?

Yes
10. If yes, do you believe that ACER should be given the role of an EU level monitoring body for wholesale energy markets?

Possibly.
11. Do you agree that the EU level monitoring body for energy markets should have a coordinating role to ensure effective application of EU level rules for energy markets? If not, why not?
Yes

12. In your view, would enforcement of market misconduct rules be best organised on national level or EU level?
Both, in coordination

18. Do you agree that market data relating energy market transactions should be reported centrally? If not, why not?
Yes. Marginal power pricing should be effectively monitored by Energy Regulators/TSOs and also corrective action should be possible.
Effective and transparent monitoring is required on marginal power pricing to show:

-  the difference between actual power market prices and the real marginal price of production, which would demonstrate market distortions;

-  the CO2 pass through in electricity prices, which is based on marginal pricing; this is key to determining  the CO2 factor for financial compensation to electro-intensive industries to stop accelerating carbon leakage.  

Member State energy regulators are competent to collect this data and should be encouraged to do so, as soon as possible.  This should be incorporated, also, into Member State, Regulatory policy for TSO management.

19. Do you agree the body with an oversight role requires full access to fundamental data relating to carbon?
Yes. Marginal power pricing should be effectively monitored by Energy Regulators/TSOs and also corrective action should be possible
Effective and transparent monitoring is required on marginal power pricing to show:

-  the difference between actual power market prices and the real marginal price of production, which would demonstrate market distortions;

-  the CO2 pass through in electricity prices, which is based on marginal pricing; this is key to determining  the CO2 factor for financial compensation to electro-intensive industries to stop accelerating carbon leakage.  

Member State energy regulators are competent to collect this data and should be encouraged to do so, as soon as possible.  This should be incorporated, also, into Member State, Regulatory policy for TSO management.
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