Focus week 18 2020

Declining hydro-balance surplus
There were falling prices in the Nordic energy market last week. The hydro-balance surplus has fallen as a result of
higher levels of production and drier weather during April.

Here and now
Nordic energy prices fell steadily last
week. Following a couple of weeks of
dry weather, the weather forecasts
have once again changed direction
and now indicate precipitation volumes
above normal for the coming weeks.
Spot prices remain low, and the foundations have therefore been laid for
price falls on the short-term contracts
in the forward market. The Q3-20 contract closed at a price of EUR 8.20/MWh
on Monday, EUR 1.21/MWh lower than
last week. The distant contracts also fell
together with the fuel and carbon emissions allowance markets. The YR-21
contract now costs EUR 21.30/MWh, a
fall of EUR 1.55/MWh for the week.

Our recommendation
The carbon emissions allowance market remains crucial, especially for the
more distant contracts in the Nordic
energy market. As we still believe the
allowance market to be priced slightly
too high, there is also some downside
in the Nordic region. News about the
coronavirus, international key figures
and, of course, weather forecasts will
also play a part. We believe that falling prices are most likely in the coming
week.

Nuclear power closures support carbon emissions allowance market
The
European
carbon
market
continues to experience very large
daily fluctuations. Last week, the price
of one allowance fluctuated between
a low of EUR 19.38/t and a peak of
EUR 21.66/t. In recent times, we
have experienced the carbon market
increasingly starting to follow the
stock markets, meaning that news
surrounding international key figures
and developments in the coronavirus
crisis are extremely crucial when it
comes to movements. Last week
it was announced that the French
nuclear power operator, EDF, will close
down five nuclear reactors with a total
capacity of 5.7 GW for the coming

eight months due to the coronavirus
crisis. The news was a natural
extension to the announcement
in the previous week that nuclear
power production would be reduced
by up to 20% for the rest of the year.
Electricity consumption in France has,
in recent months, decreased by a
corresponding level, but, as the French
export large volumes of electricity to
neighbouring countries, the decision is
also important to Europe as a whole.
We believe that the carbon market is
priced too high at present, and falling
prices seem likely over the coming
period.
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Wk 17 (EUR/MWh)
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Expectation (wk
19)

ENOMMAY-20

5.45

6.25

→

ENOQ3-20

9.41

8.20

↘

ENOYR-21

23.55

21.74

↘

SYHELYR-21

8.68

9.58

↘

SYOSLYR-21

0.78

0.60

→

The hydro-balance surplus is decreasing

Forecasts

The hydro-balance surplus has decreased somewhat following the record-high levels a couple of months back. However, this has not caused
the spot prices to climb.

Precipitation:Following a couple of dry weeks, during which
the hydro-balance surplus decreased, there are now prospects of wet weather again in the
Nordic region. The coming weeks
will offer precipitation volumes
above normal, with the period
around the coming weekend in
particular looking set to be extremely wet.

After several months of extremely high precipitation volumes combined with low
consumption as a result of yet another mild winter, the Nordic hydro-balance
managed to achieve a record-high surplus at the end of February. The surplus
reached no less than 38 TWh, according to the PointCarbon analysis bureau,
which is the highest level ever recorded by the bureau.
However, since then the level has fallen slightly. March and April have been
somewhat drier months, and PointCarbon now anticipates that the hydro-balance surplus will have dropped to around 26 TWh by the beginning of May. Demand has also been low in recent months due to the coronavirus crisis, and
hydro-power producers have been forced to maintain high production levels in
order to ensure that there is room in the reservoirs ahead of the summer, when
the water level traditionally peaks following the annual flood. In 2015, the total
water reservoir level in Norway reached 94%, and this figure could very well be
surpassed this year.
The high production levels and low demand mean that the hydro-power producers have been unable to increase prices in spite of the declining hydro-balance
surplus and, at the end of April, it looks like the month will become the cheapest
ever month recorded in the Nordic spot market. At the current time, the average
Nordic system price for the month is just EUR 5/MWh.
There is nothing to indicate that the prices will experience any significant increases during the last few days of the month or in May, which is currently being
traded at around the same price. The latest weather forecasts predict precipitation volumes above average for the time of year for the start of May.

Production and spot: We believe
that there will be slightly increasing prices in the spot market in
the coming week. The average
Nordic system price last week
was EUR 5.45/MWh but could
very well reach EUR 7-8/MWh in
week 18. Wind power production
is expected to increase compared to last week.

EPADs
There were increasing prices
in the Finnish YR-21 EPAD last
week. It now costs EUR 9.58/
MWh. In Norway, the NO1 EPAD
has fallen slightly and is now
trading at a market price of EUR
0.60/MWh.
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