MARKET ANALYSIS

R1S1INg prices

Spring and summer have resulted in increasing prices, with this July being the most expen-
sive July ever at 54 ore per kWh. The main reason for this is rapidly increasing fuel prices as

a result of the economic recovery in many parts of the world. High continental prices have
generated strong exports, which have resulted in a greater price coupling for the southern
electricity price areas in Norway and Sweden. Strong high pressure during the second half of
June and early July resulted not only in low wind power production, but also low precipitation
and run-off. The hydrological balance weakened by around 15 TWh during the second quarter
of the year, which is reflected in both spot prices and futures for the winter quarter.
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The latest outcome for the hydrological
balance is around -10 TWh, a worsening
of around 28 TWh compared with the
same period last year, which was itself an
extremely wet year. When the previous
analysis was written, our forecast was that
the hydrological balance would peak at 11
TWh, but it never really made it to that
level, peaking at just over 8 TWh.

During the winter, hydro power was
running at full capacity when we had cold
temperatures and demand for energy was
high. Below-normal precipitation during
the late spring and summer has not topped
up the balance at the usual pace. A low
level of snow cover in northern Scandi-
navia has resulted in a relatively modest
spring flood. A shift to warmer weather in
early May resulted in a peak in the run-off
to the water reservoirs, which then ebbed
out after a couple of weeks.

Hydrology that is far more manage-
able than the previous year laid the
foundation for higher spot prices. The
high pressure systems that have come
and gone during the summer also
resulted in lower wind power produc-
tion, which has in turn meant that wind
power has not contributed to holding
back spot prices. Fuel prices have risen
sharply in line with the recovery in the
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global economy. Above all, we have seen
a substantial increase in the price of gas,
which has caused the marginal cost of
gas to overtake coal, and is now over
EUR 100/MWh for the first quarter.
The continental electricity prices, with
Germany leading the way, have therefore
been high at the start of the summer.

The electricity price areas in southern
Scandinavia have had good opportuni-
ties to export, which has made the price
coupling with the continent clear. Danish
electricity prices have been more or less
exactly in line with German prices, while
SE4 in Sweden has quite not reached the
same levels, even though the electricity
price area has been significantly higher
than the system price.

THE TRANSMISSION RESTRICTIONS
that Svenska Kraftnét had to implement dur-
ing the spring persisted during the summer.
Ringhals 3 should have been taken into op-
eration after its audit on 20 June, but has had
its downtime extended until 27 August after
a fuel element was released from a lifting
device and ended up in the wrong position.
Svenska Kraftnit is thus having the trans-
mission restrictions continue, so that there
is some scope in the power lines to utilise if
more unforeseeable events should occur.
Because of this, the SE4 electricity price
area has stood out in price and recorded
its highest monthly average ever in June,
just over 73 6re/kWh, which is only 1 6re
lower than Germany had for the month. The
further we have moved into the summer, the
closer the Nordic regions electricity price
areas have come to the system price. Despite
internal power line restrictions, the ever-
lower inflow to the reservoirs has meant that
hydro power producers do not need to run
at their maximum and be at the limit of what
the power lines can handle. The electricity
price areas can therefore be coupled more
to the southern ones and increase the price
profile. The power lines to the continent
worked well during the spring and summer.
Despite the fact that the reservoirs have not
been topped up at an extremely high rate,
exports have been good, as the high prices
on the continent did not result in a desire to
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save resources unnecessarily.

It is worth noting that the South-west Link is
in operation after many long delays, increasing
the maximum transmission capacity between
SE3-SE4 by 800 MW. This should even out the
electricity price area differences when nuclear
power is back in full operation.

The falling hydrology and high fuel prices have
had a strong effect on futures. Q4-21 has gone
from EUR 31/MWh at the beginning of April to
now being traded at around EUR 55/MWh. The
start of August looks set to be somewhat wetter
than the norm for the period, which could cause
the market to cool down slightly. There does,
however, need to be significant rain if we are to
see a return to +/- 0 in the hydrological balance,
which, together with new weather forecasts
suggesting that late August and early September
look set to offer a drier period, would keep the
hydrological balance at around -10 TWh.

The high fuel prices mean that the difference
compared with Germany’s prices remains high.
At the time of writing, German Q4-21 futures
are being traded at around EUR 40 above
Nordic futures. It is above all low renewable
production in Europe and high gas prices that
are pushing up their futures.

The cold winter meant that fossil power ran at
a higher output than usual, and refilling for the
storage depots has been sluggish. It is a cause for
concern that the gas depots will not be properly
topped up by the winter and will therefore be
in short supply, which has been priced in for a
number of months. The Nordic futures are notic-
ing this, even though our water reservoirs are not
filling up at such a high rate any longer, but we
are getting a price coupling to the south that is
reflected in the futures market.

Since the previous analysis was written, the car-
bon emission allowances have found a new lowest
level of EUR 50 per tonne. The EU has announced
a reform package for the carbon emission allow-
ance system, which will tighten it up and reduce
the annual surplus that will be on the market.
Much of the information was released in advance
via leaks, which meant that the market was able to
price in the changes for a longer period than if all
the news had become known at once.

As usual, the weather situation will be a key
factor to monitor during the late summer and au-
tumn. Will the hydrological balance recover at a
rapid pace, or can we expect another drier period
to hold up the price profile for futures?

Please note: This analysis was written on 9 August 2021 and is
based on the facts available at the time.

Hydrological balance Nordic

40000

Jan 2016

Jan 2016

f"\'!\ A 30000
l Y ﬂ\ 20000
‘\ l A 10000
N AT [
l ¥ = —10000
v I/’\,\ }Av. -20000
fv v -30000
T T T T
Jan 2017 Jan 2018 Jan 2020 Jan 2021
Electricity consumption Nordic
410
405
1400
Va S~ ~—7u—h—~—————395
ISsNA_AS N g
LA~ 385
\J 380
Consumption @ Consumption - temperature adjusted
T T T T 375
Feb 2017 March 2018 April 2019 May 2020 May 2021
Electricity futures
}\ Euro per MWh 00
)j/[.' - 50
—— M - 40
/ |
NN A | . L
7Y ™ ’
M Man s w \‘ J\JJ‘ V
! 20
\‘\ \
\ - 10
. Front quarter Front year
T T f T 0

Feb 2017

Feb 2018

March 2019

Coal and Emissions allowances

March 2020 May 2021

70
140
120 ‘ rj 60
100 ‘v\ 50

LA
Vs ’MJN — -![ 40
60 N\ "AYMT'- ‘ - 'n\" 30
\. W_M}"Vf”\

40 20
20 10
0 T T T T 0
Jan 2017 Jan 2018 Nov 2018 Sep 2019 Sep 2020 July 2021

@ coal - front quarter

Coal - front year

€02 - Front year

svenskvindkraft.com/en 3



