Focus week 20 2020

Drier weather forecast for Nordic region
Drier weather forecasts and a decreasing hydro-balance surplus resulted in a single day of price climbs in the Nordic
energy market last week. Fluctuations remained minor on most days.

Here and now

Supply decreases in carbon emissions allowance market

The long-term trend of relatively minor
fluctuations in the Nordic energy market
continued at the start of last week. On
Friday, however, the sideways trading
was replaced by climbing prices, which
were the result of a clear shift in the
weather forecasts. The hydro-balance
surplus also decreased. This meant that
prices across the forward market ended the week with increases, approaching 10% for the short-term contracts in
the market. The Q3-20 contract now
costs EUR 9.80/MWh, an increase of
EUR 0.95/MWh, while the YR-21 contract has climbed by EUR 1.10/MWh,
closing at EUR 22.70/MWh on Monday.

Last week, the European Commission
announced that 332 million allowances
will be withdrawn from the European
carbon emissions allowance market
from September this year in accordance
with the MSR plan, which came into
force back in 2019. The purpose of the
MSR plan is to remove allowances that
would otherwise have come up for sale
at auction each year. This allows the EU
to remove the surplus, which amounts
to more than a billion allowances, from
the market in the hope of attaining a
higher allowance price, which could
provide an incentive for the green shift.
The figure of 332 million allowances is
actually lower than last year, when 397

Our recommendation
Fundamentally, we expect the sideways trading in the forward market
to continue next week unless we experience any substantial changes to
the weather forecasts. We anticipate
minor fluctuations, particularly in the
short-term contracts. The volatile carbon emissions allowance market could
cause fluctuations in the long-term
contracts in the market. However, we
believe that neutral developments are
also most likely here.

million allowances were withdrawn
from the market, which means the
prices have not climbed since the
news broke. The volume of withdrawn
allowances is in the range of what the
market had expected, and the news
had therefore already been priced in
by the market players. The price of
one carbon emissions allowance is
therefore still around EUR 19/t. Like the
other markets, the allowance market
has been affected by low demand
during the coronavirus crisis and will
now be keeping an eye on whether
the reopening of several European
countries over the coming weeks will
increase interest in buying.

Forward

Wk 19 (EUR/MWh)

Wk 20 (EUR/MWh)

Expectation (wk
21)

ENOMJUN-20

5.30

6.60

→

ENOQ3-20

8.85

9.80

→

ENOYR-21

21.60

22.70

→

SYHELYR-21

9.80

9.80

→

SYOSLYR-21

0.85

0.95

→

Continued weakening of hydro-balance

Forecasts

The Nordic hydro-balance surplus continues to dwindle. The cold and dry start
to the month of May means that electricity consumption is climbing, while the
inflow of water to the reservoirs is falling. According to the PointCarbon analysis
bureau, the hydro-balance surplus is expected to drop to around 22 TWh in a
couple of weeks, which would be the lowest level observed since January. The
cold weather means that the annual flood, which normally starts during May,
could be delayed. Even if we were to experience a long, dry summer like in 2018,
we should still see a hydro-balance surplus when the summer is over.

Precipitation: The start of this
week has been wet and cold, but
the weather forecasts predict
drier and milder weather as the
week progresses. Precipitation
volumes will have dropped below
the norm by the time we reach
the weekend, and the hydro-balance surplus is dwindling.
Production and spot: Wind power production looks set to climb
slightly in the Nordic region this
week. Nevertheless, spot prices look set to climb, primarily
because it is still cold, which increases consumption. We anticipate an average Nordic system price of EUR 9/MWh for the
week.

EPADs
Minor gains in gas market
At the start of last week, European gas prices reached their lowest levels in several years. Low demand and consistently high production have resulted in falling
prices during most of the coronavirus crisis, but the trend turned last week, albeit maybe only temporarily. The NCG contract for gas for delivery in 2021 closed
at a price of EUR 12.83/MWh on Monday following five consecutive trading days
of climbs. Hopes of higher demand when the coronavirus restrictions throughout Europe are relaxed over the coming weeks have given the troubled market
a boost.

On Monday, the Finnish YR-21
EPAD closed at exactly the same
price as last week, EUR 9.80/
MWh. In Norway, the NO1 EPAD
has increased slightly and is now
trading at a market price of EUR
0.95/MWh.
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