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Many European countries have placed limits on
electricity prices, often justified by consumer concerns
about rising energy bills, or to protect households from
energy poverty. But regulated energy prices also thwart
competition and hinder the deployment of clean energy
solutions.
In this special report, EURACTIV takes a look at the
ongoing reform of Europe’s electricity market and
the European Commission’s latest attempt to give
consumers greater control over their own usage of
energy.
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Energy poverty hinders EU push
to end regulated electricity prices
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

According to the European energy poverty observatory, 50 million
households are experiencing energy poverty or vulnerability in
Europe, around 10-20% of the housing market. [Shutterstock]

T

he European Commission has
renewed its push to phase out
regulated electricity prices,
arguing they distort the market and
slow down the transition to clean
energy. But faced with reluctance
from EU countries, the executive has
now tabled a compromise based on
a common EU definition of energy
poverty.
As part of its clean energy package
of legislation, tabled in November
2016, the European Commission

agreed to phase-out regulated energy
prices set below production costs
and “to encourage member states to
establish a roadmap for the phasingout of all regulated prices”.
Its proposed new market design
for electricity “aims at ensuring that
supply prices are free of any public
intervention, and only with duly
justified exceptions,” such as helping
the poorest households pay their
energy bills.
The Commission’s reasoning is
straightforward: “Price regulation

can limit the development of effective
competition, discourage investments
and the emergence of new market
players,” eventually putting pressure
on electricity bills.
In addition, rapidly falling
technology costs means more and
more consumers are now able to
reduce their energy bills by other
means – with rooftop solar panels,
batteries, or by doing energy efficiency
renovation of their houses, it argued.
Continued on Page 5
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Continued from Page 4

POLITICALLY EXPLOSIVE
But the subject can be politically
explosive. In 2013, the Bulgarian
government was forced to resign
following mass protests over electricity
bills. Across the EU, thirteen countries
still have regulated electricity prices
in place, mostly justified on consumer
concerns about high energy bills, or to
address energy poverty.
For sure, abolishing regulated
prices will be no easy task. Last time the
Commission tried to eradicate them
– more than a decade ago – it faced a
barrage of opposition from countries
led by France, which established a
fixed price for all consumers across
the board after World War II.
“Regulated energy prices were
introduced when the electricity
system started to be organised as a
monopoly,” says Pellerin-Carlin, who
heads the energy centre at the Jacques
Delors Institute, a think-tank based in
Paris.
“And when you have a monopoly,
like was the case in Europe in the 50s
and the 60s, you have a possibility that
the monopoly abuses its power and
imposes higher prices on consumers,”
he told EURACTIV in an interview.
Nowadays, Pellerin-Carlin says
regulated prices mostly favour
incumbent players by keeping
competitors out of the electricity
market.
“What
regulated
prices
do
essentially is to maintain the status
quo,” he argues, saying they depress
investments in a sector which is
going through a period of deep
transformation, led by the renewable
energy revolution and decentralised
production of electricity.
But the paradox is that regulated
prices can also be a poisoned gift
for the energy companies involved.
“When prices are regulated below
production cost, it means that the
energy company loses money. And the

fact that regulated prices in France are
so low is one of the reasons why EDF
has a massive debt,” Pellerin-Carlin
said.
“So it’s not even good for EDF in the
end,” he said.
Contacted by EURACTIV, EDF’s
EU office in Brussels declined to
comment.

VULNERABLE CONSUMERS
IN THE SPOTLIGHT
The Commission’s initial proposal
was to phase-out regulated electricity
prices over a 5-year period for all
consumers, subject to a possible
extension under specific conditions.
But EU member states flatly
rejected this and deleted all forms
of time-limits on price regulation
in their “general approach” to the
Commission’s proposal, adopted in
December 2017.
The European Parliament, for its
part, voted in favour of a 5-year timelimit as a general rule, and a 10-year
deadline for vulnerable consumers.
Three-way talks on the proposed
electricity market reform are now
underway between EU institutions.
In order to find a compromise, the
Commission has put two options
on the table: either a new 7-year
deadline for regulated prices targeted
at “vulnerable consumers” only or
no time limitation at all for regulated
prices applicable to vulnerable
consumers.
“A common time limit for all
member states to phase-out all price
regulation would ensure predictability
for businesses and speed-up the
completion of the internal energy
market,” the European Commission
argues in a compromise paper,
obtained by EURACTIV.
The Commission’s move on energy
poverty is aimed at placating both
defenders of regulated tariffs and
those like Sweden, who are leading
the group of countries campaigning
to abolish them (Sweden even tabled

its own paper, saying they “should be
abolished as soon as possible”).
However, that would require an
EU-wide definition of vulnerable
consumers, based on a “common
indicator” which currently does not
exist, the Commission says.
“Using
clearly
quantifiable
indicators is the only way to grasp
the important differences across the
EU member states in terms of energy
poverty levels,” it argues.
Energy
expenditures
ranged
from €500 to €2,300 per household
in 2015, the Commission says in its
paper, saying the poorest households
spent on average €870 on electricity,
gas, or heating fuel in the EU,
representing around 10.4% of their
total consumption expenditure.
The poorest households in Sweden
spent only 3% of total expenditure on
energy, while in Slovakia this share
was more than 23%.
The debate at the European level
is complicated by the fact that social
policy is a member state competence,
where the EU has almost no say. EU
countries have come up with their
own definitions of energy poverty to
identify which households are eligible
for social benefits. Any changes to
the definition could create social
upheavals that no government would
easily sign up to.
But
“additional
quantitative
criteria defined at an EU level is
necessary,” the Commission argues,
suggesting “low income” combined
with “high energy expenditure and
poor energy efficiency” as possible
indicators.

RESISTANCE FADING?
Resistance to the abolition of
regulated prices is expected chiefly in
France, Hungary and Bulgaria, which
for different reasons support a bigger
role for the government in energy
matters.
Continued on Page 6
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“France is more committed to
the principle of public service than
other states,” says Christine Revault
D’Allonnes Bonnefoy, a French MEP
from the Socialist and Democrats
(S&D) group in the European
Parliament, suggesting the defence of
regulated energy prices is a matter of
principle for Paris.
Behind the debate on regulated
energy prices, she says the bigger issue
is defining what should constitute a
public service, she explains. As soon
as regulated tariffs disappear, there
won’t be any safeguards against rising
prices anymore, she warns.
“It may be a view that is not shared
everywhere in Europe, but in France,
you will continue to find supporters
of this principle of public service,”
Bonnefoy said, adding the French
socialists will reject any form of timelimit on the protection of vulnerable
consumers.
However, the phase-out of
regulated energy tariffs is no longer
taboo among the French conservatives,
which used to stand united with their
socialist colleagues on the matter.
“The disappearance of regulated
tariffs will eventually allow more
attractive prices for our fellow citizens
and meets the need for flexibility in
the electricity market,” says Françoise
Grossetête, a French MEP from the
conservative Les Républicains party in
the European Parliament.
“But this must be done gradually,”
she told EURACTIV in emailed
comments, giving no detail about her
preferred timeline for doing that.
To be sure, French politicians look
with anxiety at the public debate on
energy prices. In a recent interview,
President Emmanuel Macron said
he understood the “anger” of French
people who complained recently
about the rising cost of diesel at the
pump.
He expressed sympathy for
poor households who cannot “heat
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themselves properly,” announcing
an upward revision of the “chèque
énergie” targeted at the energy poor.

SMOKESCREEN
But moving forward at European
level will require some kind of EU
definition of vulnerable consumers
and energy poverty.
“We must look into this,” says
Bonnefoy. “Access to energy and
energy poverty is an issue on which
we have to demonstrate that we have
identical definitions at the European
level. Reaching a definition on these
questions is indispensable,” she told
EURACTIV.
Others, meanwhile, warn about the
temptation to use energy poverty as a
smokescreen to preserve the status
quo and postpone the end of price
regulation.
“Member states are hiding behind
regulated tariffs to avoid debate on
other issues related to subsidies,”
said Clémence Hutin, a clean energy
campaigner at Friends of the Earth
Europe. “Pure prices do not exist:
there is still a myriad of subsidies for
fossil fuels, nuclear power, etc.,” she
pointed out.
Pierre Tardieu, chief policy officer
at trade association WindEurope,
was less diplomatic: “Vulnerable
consumers should not be used as a
smokescreen to maintain regulated
prices across the board. There are other
ways of dealing with that problem,” he
told EURACTIV.
Pellerin-Carlin, from the Delors
institute in Paris, was equally clear.
“Regulated tariffs applicable to
the entire population are not the
way to address energy poverty,” he
insisted, saying that energy efficiency
renovation of buildings, combined
with renewables production on site, is
a much more effective way of lowering
energy bills.
“Energy poverty should not be
manipulated to serve the short-term
interests of incumbent utilities,” he

said.
Energy industry observers in
Brussels say the issue has become so
political that an agreement might not
be found until the last trilogue on the
electricity market design, scheduled
on 5 December. This is likely to be
another all-nighter.
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IN TERVIEW

Think-tank: Artificially low

electricity prices ‘not good
for EDF’ nor consumers
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

A road sign stands in front of the nuclear power plant in Fessenheim,
France, 12 June 2018. The plant is the oldest nuclear power plant that
is still in operation in France. [EPA-EFE / Patrick Seeger]

R

egulated energy prices in
France are one of the reasons
why former state monopoly
EDF loses money, says Thomas
Pellerin-Carlin. Moreover, regulated
tariffs are useless to protect vulnerable
consumers from energy poverty and
“almost never lead to low energy bills,”
he argues.

Thomas Pellerin-Carlin is head of
the energy centre at the Jacques Delors
Institute, a think-tank based in Paris.
He spoke to EURACTIV’s energy and
environment editor, Frédéric Simon.

INTERVIEW HIGHLIGHTS:
•
Regulated

prices

protect

incumbent energy operators
from competition
•
Politicians have an interest to
make sure energy prices are as
low as possible, which makes
France’s EDF lose money and
build up debt
Continued on Page 8
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• Regulated tariffs applicable to the
entire population are inefficient
to address energy poverty
• Poor households should not be
manipulated to serve the shortterm interests of incumbent
utilities
•
In the long run, regulated
prices will act as a break to the
development of renewables and
demand-response

***
Why did European countries introduce
regulated energy prices in the first
place?
Regulated energy prices were
introduced when the electricity system
started to be organised as a monopoly.
And when you have a monopoly, like it
was the case in Europe in the 50s and
the 60s, you have a possibility that
the monopoly abuses its power and
imposes higher prices on consumers.
To avoid this problem, states
have acted in different ways. One
mean of action was to nationalise the
monopolies so the benefits would
eventually fill public coffers. Another
one of was to introduce regulated
prices.
In the case of France, there were big
energy projects after the Second World
War: hydroelectric power dams, nuclear
power stations, etc. Did regulated
prices allow such projects to happen?
They were not directly linked to
those projects, which were funded
by the state. Regulated prices were
usually introduced to make sure that
prices were low, so they were not
particularly useful from the point of
view of those investments.
The first nuclear power plants in
France and the UK were financed for
military purposes, not to produce
electricity. As for the other half of
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Europe that was dominated by the
Soviet Union for 40 years, they had to
follow the Soviet energy policy.
Who are the main beneficiaries of
regulated prices today?
Incumbents.
The European Commission argues
that regulated prices act as a kind
of shield that protects incumbents
from competition. So you believe this
criticism is founded?
I think it is largely founded. What
regulated prices do essentially is to
maintain the status quo.
So in a country like France, regulated
prices would benefit EDF, the former
state monopoly…
Yes, but it may not be good for EDF.
That’s the paradox: it may be good for
the people who are currently managing
EDF with the current business model
but it is not sustainable for EDF in the
medium to long term.
This is because regulated prices
in France are probably set below
production costs. In France and other
countries where there are regulated
prices for all households, politicians
have an interest to make sure the prices
are as low as possible. Because this can
be good for them in terms of shortterm political gains. For instance, in
Bulgaria in 2013, the government was
overthrown following threats of an
increase in regulated energy prices.
However, when prices are regulated
below production cost, it means that
the energy company loses money. And
the fact that regulated prices in France
are so low is one of the reasons why
EDF has a massive debt. So it’s not even
good for EDF in the end.
Regulated prices are also supposed to
give certainty for energy companies to
make investments for the long term…

What energy companies need
for long-term investment is policy
predictability, as well as specific
incentives (e.g. feed-in premiums).
Do regulated prices always mean lower
energy bills for consumers?
It sometimes – but not always
– means a low energy price. But it
almost never leads to low energy bills.
There are two main drivers
defining the level of your energy bill.
The first is the price the end-user pays
for electricity – by the way, let’s recall
that between one third and two-thirds
of this price is made of taxes – and the
second is the amount of electricity
that you consume.
So to reduce the bill, the most
efficient way is not to reduce the
price but to reduce consumption,
through energy efficiency measures
for instance.
For example, there is a new
building in Strasbourg that is very
energy-efficient,
with
renewable
energy production on site. The total
energy bill, including heating, for a
69m2 flat heated at 21°C is €79… per
year. That is an energy bill of €6.50 a
month! Near-zero energy buildings
(NZEB) – this is the way to reduce our
energy bills!
Price regulation is meant also to
provide some certainty to the poorest
households, to make sure their energy
bills don’t go through the roof. So you
don’t believe they provide that sort of
protection?
They can provide protection
in some cases. But you have to
distinguish regulated tariffs for the
entire population and social tariffs
for vulnerable consumers and poor
households. Those are two different
things.
According to the European energy
poverty observatory, 50 million
Continued on Page 9
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Continued from Page 8
households are experiencing energy
poverty or vulnerability in Europe.
This is around 10-20% of the housing
market across Europe. Countries like
the Czech Republic, Estonia or Slovakia
have less than 5% of households in a
situation of energy poverty, according
to their own reports.
Countries like France or Poland are
in the middle, with about 10% of the
population in energy poverty. And
then you have countries like Bulgaria
and Greece with very high rates of
energy poverty, around 30-40%.
My point here is that regulated
tariffs applicable to the entire
population are not the way to address
energy poverty. Energy poverty should
not be manipulated to serve the shortterm interests of incumbent utilities.
So you’re saying there are more
efficient, targeted ways of dealing with
energy poverty?
Yes. The minimal approach is to get
rid of regulated tariffs for the entire
population but create or reinforce a
social tariff for those 5 or 10% of the
population who are living in difficult
situations.
Then, you can go much further.
France is currently experimenting with
a so-called “Chèque Energie”. Rather
than a social tariff, the state gives
people actual money that they can
use to buy energy or perform energy
efficiency investments. The system is
not working very well because it was
poorly designed and insufficiently
funded. For example, if you pay €100
per month and the Chèque Energie
gives you €50 per month, you still need
to pay an amount that can mean a lot
for poor Europeans. But the concept is
a better one than regulated tariffs.
And then if you really want to tackle
energy poverty, we all know what
really needs to be done – deep energy
efficiency renovation. Once you live
in a place that is so energy-efficient

that your energy bill is below €10 per
month, you de facto stop experiencing
energy poverty.
That is the way forward that we
are calling for in our proposal for a
Social Pact for the Energy Transition,
which got the support of the European
Economic and Social Committee.
Looking at renewable energies, do
regulated prices hinder the development
of wind and solar or do they provide the
stability that investors are calling for?
Renewable
energy
investors
want stability. But you don’t get
that stability by regulating the final
price paid by consumers. You get
stability by making sure you have
a proper electricity market design
and providing the proper kind of
financial support for the deployment
of renewables such as feed-in tariffs,
premiums, auctions, etc. – all of which
is already being done across Europe.
In the long run, regulated prices
will act as a break to the development
of renewables. Because the more
renewables we have on the grid, the
more we need to have flexible, dynamic
prices that can change during the day,
during the week or during the year.
You need this kind of flexibility
to make sure that prices can go low
when there is a lot of wind or a lot of
sun. But also to make sure they can go
a bit higher when there is a shortage
of renewables and you need to lower
demand at this particular moment.
Intermittency is one of the criticisms
that are frequently addressed at
renewables: when the wind blows,
prices go down and when it stops, prices
go up. Can regulated prices offer some
kind of insurance to consumers against
these kinds of price fluctuations?
Yes, but just like any kind of fixed
tariff. If, as a consumer, you don’t want
your electricity bill to be impacted by
the weather forecast, you can choose
to have a fixed tariff. But that doesn’t

need to be a regulated tariff, it’s just a
choice you make as a consumer.
There is an energy cooperative in
France called EnerCoop, which has
60,000 customers. All their electricity
is renewable. And they offer their
customers a fixed tariff contract. But
that’s not a regulated tariff, it’s just a
contract with a fixed price.
Regulated prices are also seen as a
break to demand-response technology.
Is that indeed always the case or is
there a workaround to make regulated
prices and demand-response work
together?
There may be an option, but I don’t
see it. If you want demand-response to
develop, you need dynamic prices that
can fluctuate.
Then if you want to prevent prices
from going through the roof, you can
always install some kind of price cap.
Price fluctuations don’t mean that you
go from 0 to 1,000 euros – there should
be a minimum and a maximum level
negotiated between the customer and
the service provider.
So you’re saying that getting rid of
regulated prices will unleash demandresponse?
I wouldn’t use the word unleash,
that would be going a bit too far. But
it’s clearly an element that would
favour the development of demandresponse.
Now, there are other things as
well, including a proper supply of
demand-response solutions adapted
to people’s needs. And you need
companies – utilities, TSOs, DSOs, or
aggregators – to provide these kinds
of services to people. As a consumer, I
was personally never offered any such
kind of service for instance.
The market is probably not mature yet.

Continued on Page 10
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There are a lot of elements before
the market for demand-response
for individual households can be
considered ripe. One of them is to
make sure you have dynamic prices.
Another is that businesses are in a
position to supply these solutions
to a massive amount of people. And
for that, you need big companies
on board, the ones that have a large
customer base.
You would probably also need smart
meters installed everywhere. But
people don’t always want them, as
we can see currently in France with
the Linky meter, which is met with
scepticism by the population…
Smart meters help, but they are
not a conditio sine qua non for all
demand responses. In France and
many others countries, we’ve had
basic demand-response for decades
since the introduction of the day
and night electricity tariffs. And you
already have demand-response that
is being done manually by millions of
people who programme their washing
machines or their boilers to switch
on after 11 pm. This has happened for
decades without smart grids or smart
meters.
But smart meters will be useful
for the next generation of automatic
demand-response solutions relying on
digital technologies.
Demand-response is also necessary for
electric cars, in order to avoid millions
of cars charging at the same time and
destabilising the grid. Otherwise, you
risk a blackout. Is electric mobility
another reason to end regulated prices?
Yes, but I would add some nuance.
First, people won’t be charging their
cars all at the same time: people work,
travel at different times of the day.
Nonetheless, there is indeed a
risk that people charge their electric
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vehicles at times when it doesn’t suit
the grid – for example during a cold
day in winter when there is no wind.
One way of addressing that is to have
dynamic prices. With a price incentive,
consumers can manually choose to
plug their electric vehicles at specific
moments, when the price is low. And
they can also decide to externalise this
decision to a software.
Do you expect regulated prices to be
a red line for a country like France or
Hungary in the ongoing talks to reform
the EU electricity market?
The current trilogue negotiations
on the electricity market design
could pave the way for a compromise
to ensure that regulated prices are
phased out after a given period of
time, such as 5 or 10 years.
Of course, there is always some
haggling going on. If France, Hungary
or Bulgaria want to preserve their
approach to regulated prices, they
will need bargaining chips and give
up on some other element during the
trilogue negotiations, and ahead of a
qualified majority vote in the Council
of Ministers.
The days of regulated prices seem
numbered, it seems. In short, you could
argue they are from another century…
They are from the last halfcentury in fact. At the beginning of
electrification, there were no regulated
prices. The first state intervention
in France happened in 1935 and we
had electricity well before that. Then
in the 1950s, EDF struggled against
the creation of a nationally-fixed
regulated tariff.
But, yes, they don’t make sense in
the energy transition. That said, there
are a lot of things that don’t make
sense in the energy transition which
are still happening. For example,
the German public bank KfW is
putting €750 million to build a coal
power plant in Greece, which should

be up and running in a few years.
It doesn’t make any sense for the
energy transition, but it’s happening
nonetheless because of economic and
political vested interests.
When Jacques Delors proposed
the Energy Union idea back in 2010,
he called for a Europe where we
have “competition that stimulates,
co-operation that strengthens, and
solidarity that unites”. I believe this
motto still holds true today.
We need dynamic prices to
stimulate the competition that will
allow integrating more renewables at
a lower cost. We also need a genuine
Social Pact for the Energy Transition,
where cooperation and solidarity will
enable to lift 50 million European
families out of energy poverty through
deep energy efficiency renovation.
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VIDEO

Regulated energy prices:
The end of an era?
B y F r é d é r i c S i m o n a n d M i c h a e l B a l l | E U R A C T I V. c o m

Video: http://eurac.tv/9POL

M

any European countries
have various types of limits
on gas and electricity prices
paid by consumers, a legacy inherited
from the post-war period.

These regulated energy prices often
reflect long-standing policies put in
place at a time when economies were
still largely run by the government.
But, is it time to move beyond price
regulation as energy production and
consumption enters a new era?

12

6 - 22 NOVEMBER 2018 | SPECIAL REPORT | ELECTRICITY PRICES | EURACTIV

IN TERVIEW

WindEurope: Regulated prices

‘can only slow the pace
of the energy transition’
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

Regulated prices haven’t prevented renewable energy investments
from happening. But they will slow down the pace of the energy
transition, says Pierre Tardieu. [Vattenfall / Flickr]

W

ith growing shares of
renewable energies added
to the system, the dynamic
pricing of electricity becomes even
more important in order to provide
flexibility on the demand side, says
Pierre Tardieu. This is why regulated
energy prices can only slow the pace of
the energy transition, he argues.

Pierre Tardieu is the chief policy
officer at WindEurope, the trade
association representing the European
wind power industry.

INTERVIEW HIGHLIGHTS:
•
Dynamic pricing of electricity
becomes more important with

higher shares of renewables
•
Wind power is more efficient
when sold as close to real-time as
possible
•
Consumers need efficient price
signals to adapt their energy use
•
The end of regulated prices
Continued on Page 13
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Continued from Page 12
doesn’t mean the end of fixed
price contracts
•
Vulnerable consumers should
not be used as a smokescreen to
maintain regulated prices across
the board

***
Do regulated energy prices act as a
break for the development of wind
power? Or do they provide the stability
required for investments into new
renewable capacity?
There are two types of regulated
prices that need to be distinguished
here: those in place for industrial
consumers of energy – which are
being phased out – and those in place
for private households, which are still
in place.
We’re basically advocating for
the phase-out of both. Because it’s
extremely important for the energy
market to send signals that value
flexibility. And when you have
regulated prices in place, not only are
you limiting price formation but you’re
also completely dis-incentivising any
innovation on things like demandresponse.
And that is important because
we’re moving to a system with much
higher shares of variable renewable
energies, which means we need
flexibility on the demand side to
manage that. The International Energy
Agency said recently that wind power
would be the number one source of
power generation around 2027, so the
issue is becoming more pressing as
time goes by and more wind power is
added to the system.
Do regulated prices prevent new wind
capacity from being installed? After
all, regulated prices have been in place
across many European countries for a
long time and that hasn’t stopped them
from installing massive amounts of

new wind power capacity over the past
years…

between the expected output and
what actually happens.

Regulated prices haven’t prevented
renewable
energy
investments
from happening. But if we want
to fully decarbonise, we’re going
to need a new energy system. And
that means unlocking investment
in flexibility in various forms –
storage, interconnections, or variable
generation like hydro. All these
provide various sources of flexibility.
If prices are regulated, consumers
don’t see the value of the electricity
that they’re buying – they have no
incentive to have a dynamic approach
to the way they consume energy. In the
end, that can only slow the pace of the
energy transition.

When the wind blows, prices go down.
When it stops, prices go up. Do regulated
prices offer some kind of insurance
policy against these fluctuations?

Renewable energies are in fact often
criticised for their intermittency…
We don’t talk about intermittency
but variability. Because intermittency
conveys the notion that it’s completely
impossible to predict wind generation
when we have extremely sophisticated
forecast models that allow you to see 24
hours in advance what the production
is going to be hour by hour.
The critical point here is to sell
your production as close to real-time
as possible and over a geographic
area which is as broad as possible. If
you’re able to do that, you will have
less variation between your expected
production and your actual output.
And the system operator will be able to
manage it more easily. The good news
is that the clean energy package allows
doing that, to some extent.
And dynamic prices are a necessary
condition to do that?
It helps but it’s not a necessary
precondition. The variability of
renewables is easier to manage over a
broader geographic area. And doing
that as close to real-time as possible
means you have less difference

Fluctuations in prices are normal
in wholesale markets. At retail level
regulated prices only displace the
problem. With low regulated prices,
it means there is a gap between what
the consumers are paying for and
the actual costs of producing energy.
And those costs need to be recouped
elsewhere with other types of levies,
taxes, etc.
So regulated prices are not a
structural solution to deal with price
fluctuations, it’s a completely different
issue. At the end of the day, they are
only distorting the market.
The European Commission argues that
regulated prices act as a protectionist
measure to shield former state
monopolies, such as EDF in France,
from competition. Is that criticism
founded in your view?
What’s very clear is that, if you want
to empower consumers, you need to
have efficient price signals, it must
be easy to switch between suppliers,
and there must be effective price
comparison tools. The basic thing is to
have a dynamic market where you can
have new players with new business
models. That way, the consumer wins.
Price regulation is actually meant
to protect consumers by offering the
poorest households some comfort that
their energy bills won’t go up. So you
believe regulated prices don’t fulfil that
role?
The end of regulated prices doesn’t
mean the end of fixed price contracts.
It’s a common misconception that,
Continued on Page 14

14

Continued from Page 13
with the abolition of regulated tariffs,
consumers will be suddenly exposed
to market dynamics and become more
vulnerable from one day to the next.
It actually doesn’t have to be the
case: electricity providers have all sorts
of hedging mechanisms that allow
them to offer fixed-price contracts to
consumers. But hedging has a value
and that would be priced in the final
bill.
That said, protecting vulnerable
consumers is extremely important.
They must be clearly defined so
that appropriate policies can be
implemented to support them. But
having regulated prices across the
board is not an appropriate solution to
address this issue.
Vulnerable consumers should not
be used as a smokescreen to maintain
regulated prices across the board.
There are other ways of dealing with
that problem.
Can you give some examples?
One example is to promote energy
efficiency. If you give proper incentives
to things like building renovation,
households will consume less, and
better. And that will bring down their
energy bill.
Of course, there are other ways of
supporting the poorest households.
But regulating prices across the board
for all consumers won’t help them.
Energy prices are also meant to reflect
investments in wind power that didn’t
come cheap – they were supported by
the state budget through feed-in tariffs,
etc. So it would only seem normal that
the government would want to regulate
prices…
Yes, feed-in tariffs and other
support mechanisms really gave a
boost to the development of wind
power and other renewables. They
were necessary considering the
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investment risks and market entry
barriers at the time.
But the way renewables are
incentivised today is completely
different. It’s usually done through
feed-in premiums, which ensure that
generators respond to market signals.
And it’s allocated via an auction –
so it’s always the most competitive
projects that win, which means you’re
adding zero-carbon generation at the
most competitive price.
And regulated prices, again, don’t
cover the actual cost of generating
electricity. So they’re not helpful in
the sense that they don’t give the
consumers an adequate idea of what
they’re buying.
Nowadays, regulated prices are seen as
a break to the deployment of demandresponse technology, which allows
consumers to lower their bills by using
electricity when it is cheapest. Is that
indeed always the case?
Yes. Demand-response needs a
market signal. If you get a stable price
no matter what your consumption is,
you get no incentive to change your
consumption patterns. And so you’re
really limiting the space for innovative
technologies and business models to
unlock demand-response.
For the time being, consumers can
get a lower price by switching their
dishwasher at night because there is
dual pricing in place. But we could
do a lot more if we had cost-reflective
prices.
As the wind power industry, we
have a lot to gain from it. Flexibility
becomes even more important as we
move to an energy system with high
levels of variable generation. And
demand-response is a key ingredient
in that context.
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Regulated tariffs under fire
as clean energy gains momentum
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

Together with renewable energy industries, new businesses
offering demand-response services stand to gain the most from
the removal of regulated tariffs. [Duke Energy / Flickr]

E

lectricity prices regulated by the
government are commonplace
in Europe, chiefly out of
concern for vulnerable consumers.
But they also undermine the adoption
of
innovative
demand-response
technologies, which are key to
integrate higher shares of renewables
and electric cars.
Real-time prices are considered
essential to unlocking the next
generation of digital demandresponse technologies, which allow

consumers to react to price signals
and use electricity when it’s cheapest
– for example during office hours or at
night.
That was the logic behind the
European Commission’s proposed
reform of electricity market rules,
which promised to put consumers in
the driving seat of a revolution in the
way power is produced, traded and
consumed across Europe.
“Dynamic
electricity
price
contracts reflecting the changing
prices on the spot or day-ahead

markets will allow consumers to
respond to price signals and actively
manage their consumption,” the
Commission said in a briefing note
published in November 2016, together
with its clean energy package of
legislative proposals.
Lawmakers reached agreement last
month on parts of the Commission’s
proposed new electricity market rules
that will oblige big energy companies
with more than 200,000 clients to
Continued on Page 16
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provide at least one offer comprising
dynamic price contracts.
But moving forward on dynamic
pricing also “necessitates the removal
of retail price regulation,” the
Commission insisted, saying energy
poverty can be addressed by social
tariffs in a transition period to address
the needs of vulnerable consumers.
The Commission’s approach to
electricity pricing strongly resonates
with the wishes of clean energy
industries.
WindEurope, a trade association,
says it is essential that energy market
send signals that value flexibility in
various forms – be it battery storage,
grid interconnections, or variable
generation like hydropower, which
can be activated at short notice.
“When you have regulated prices
in place, not only are you limiting price
formation but you’re also completely
dis-incentivising any innovation on
things like demand-response,” said
Pierre Tardieu, chief policy officer at
WindEurope.
“And that is important because
we’re moving to a system with much
higher shares of variable renewable
energies, which means we need
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flexibility on the demand side to
manage that,” he told EURACTIV.com
in an interview.
To be sure, regulated prices
haven’t prevented renewable energy
investments from happening until
now. The International Energy Agency
recently predicted that wind power
will outpace coal as the number one
source of electricity around 2027,
globally.
But until consumers actually see
the value of the electricity they’re
buying, they will have no incentive to
have a dynamic approach to the way
they consume energy, Tardieu argued.
“In the end, that can only slow the
pace of the energy transition,” he said.
Thomas Pelllerin-Carlin of the
Jacques Delors Institute in Paris
agrees: “In the long run, regulated
prices will act as a break to the
development of renewables. Because
the more renewables we have on the
grid, the more we need to have flexible,
dynamic prices that can change during
the day, during the week or during the
year.”
Together with renewable energy
industries, new businesses offering
demand-response services stand to
gain the most from the removal of
regulated tariffs.

Real-time prices are seen by the
industry as a pre-condition for socalled implicit demand-response,
driven by digital technologies. Via
smart meters installed at home,
consumers can react automatically
to price signals and make savings on
their energy bills.
“Allowing active consumers to
choose dynamic price signals is a winwin,” said Frauke Thies of smartEn,
the European business association
for digital and decentralised energy
solutions.
“It enables them to monetise
their flexibility, for example from the
smart operation of a heat pump or
the charging of an electric vehicle,
while supporting the entire electricity
network. They can thus drive the clean
energy transition while bringing down
costs for everyone,” she argued.

ELECTRIC VEHICLES AND
AI
Demand management solutions
relying on real-time dynamic prices
are also expected to be crucial for the
deployment of electric vehicles on a
mass scale.
Continued on Page 17
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Continued from Page 16
“If cars run on a 10Kw charger, and
you put one million electric cars on
the road, then you’re talking about 10
gigawatts additional load capacity that
the grid needs to be able to cope with,”
said Hervé Touati, CEO of the Energy
Web Foundation (EWF) in Switzerland.
“And if you put 10 million electric
cars on the road, that means 100
gigawatts. It’s more than the total
installed capacity in France or
Germany, so it’s a huge number,” he
told EURACTIV in a recent interview.
“So obviously, if you let people
charge their cars at home when they
come back from work at 6 pm all at the
same time, it’s not going to work”.
With dynamic prices in place,
consumers will be able to optimise
the moment when their car charges
by shifting the decision to external
services providers who use software
such as blockchain or artificial
intelligence, he said.
“For example, if I have a car, I
could leave the local utility the choice
of where or when my car is being
charged. And I’m going to bid for that,
I’m going to put different prices for
that. So I would probably need some
AI in order to bid properly.”

AN IDEOLOGICAL DEBATE
Environmental activists, for their
part, have stayed away from supporting
a clear phase-out of regulated energy
prices.
Although they are fans of
renewable energies and demandresponse, NGOs like Greenpeace
and Friends of the Earth have also
expressed concerns about energy
poverty, saying EU legislators should
take measures to address it.
“Energy poverty lies at the
intersection of different issues – a
warming world that puts people
and planet at risk, increasing social
inequality, and an unjust energy
system,” said the Right to Energy
Coalition, which brings together trade
unions, environmental organisations,
energy cooperatives and other civil
society groups.
“These multiple dimensions of
energy poverty call for a holistic
political approach, to jointly tackle
its causes and consequences,” they
wrote in a joint statement on the EU’s
electricity market design reform.
For environmental NGOs, the
debate on regulated prices raises
fundamental questions about the
merits of the free-market economy.
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“It’s really just ideological,” said
one Brussels-based environmental
activist.
Consumer groups, on the other
hand, say regulated prices should
be kept as an option to fight energy
poverty. But they don’t defend them as
a matter of principle.
“The liberalisation of energy
markets promised a high degree
of competition which would keep
energy prices in check,” said Monika
De Volder, from BEUC, the European
Consumer Organisation.
“Sadly, energy markets often don’t
deliver to some consumers. Targeted
price regulation to protect consumers
such as the energy poor should be
retained as a policy tool, as long as
markets are not delivering competitive
prices for all,” she argued.
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IN TERVIEW

EU official:

Rich people win most from
regulated energy tariffs
B y F r é d é r i c S i m o n | E U R A C T I V. c o m

Where general price regulation applies for all household customers,
rich households receive the same price as poor households,
says Klaus-Dieter Borchard. [Shuttershock]

W

hether it’s for heating
their swimming pools
or to power their air
conditioning systems and home
appliances, regulated electricity prices
“give the greatest potential benefit to
richer households” who consume the
largest amounts of energy, says KlausDieter Borchard.

Klaus-Dieter Borchard is director
for the internal energy market at the
European Commission’s directorategeneral for energy. He responded in
writing to questions from EURACTIV’s
energy and environment editor, Frédéric
Simon.

***

The European Commission has
proposed phasing out regulated energy
prices as part of its clean energy
package of legislation presented in
November 2016. What were the main
reasons behind this?

Continued on Page 19
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Continued from Page 18
Regulated prices have been
identified as a major barrier to the
completion of the internal market
for energy. The impact assessment,
accompanying the Clean Energy
Package, found that regulation of
electricity prices limits consumer
choice and restricts competition,
as market entry of new suppliers is
limited and consumers are disengaged
from the switching process, in part
due to the lack of choice.
There has been a consistent
trend towards phasing out regulated
prices in EU Member States since the
introduction of the 3rd energy package.
A significant gap has emerged in
terms of market development between
the 9 Member States that still have
more than 80% of households under
regulated electricity prices, and the
remaining Member States, which are
either in the process of phasing out
regulated prices or that have done so
historically.
Digitalisation,
decentralisation
and decarbonisation of the energy
system are trends that offer significant
new opportunities to consumers to
take on new roles in the electricity
system. In order to reap the benefits
from this active consumers in all
countries need access to market prices
in order to respond with their own
production, batteries or demand from
electric vehicles in a way that helps
balance the system when production
is in surplus or deficit.
At the same time, we must
recognise that not all consumers will
be active or able to respond to price
signals. The opportunity to choose
fixed price contracts remains an
option for those consumers that want
stable prices. The most vulnerable
consumers and those suffering from
energy poverty must also receive
targeted support via social policy and
direct measures to reduce the cost of
their energy bills, regardless of how
our future energy system is designed.

The Commission has tried already
lifting regulated energy prices in the
previous energy package, which was
concluded in 2009. However, it met
with resistance from some EU member
states, who voted it down. Did anything
new happen since then that would
justify a phase out?
The de-carbonisation and decentralisation of the energy system
comes with an increasing share
of variable renewable electricity
production, which has significant
implications as mentioned previously.
Moreover, falling technology costs
make it easier for small consumers to
produce and store electricity.
There is an increased need for
active and flexible consumers to
be able to react to the growing
production from variable renewable
energy sources and this requires
market price signals to filter through
to the final consumer. Only in this
way can we ensure a cost-efficient
energy transition where consumers
are incentivised to participate.
For consumers to be rewarded in
exchange for adjusting consumption
or for putting electricity into the
system, an accurate price signal
reflecting the real value of electricity
on the market is indispensable. This
is not possible when supply prices
are administratively set for all small
consumers.
This is because this price signal
must reflect the availability of
electricity generation at an hourly
basis or less, providing an incentive
to, for example, charge an electric
car when renewable generation is
producing the most and perhaps
discharging some volumes from the
battery when prices increase due to
lower production.
The deregulation of supply prices
will also increase awareness among
consumers that energy at times
will be a scarce good and hence
create incentives to use energy more
efficiently or to consume less energy

overall.
In addition, flexibility and energy
efficiency on the consumer side also
feeds back into wholesale markets
and system costs as increased price
elasticity of demand will help reduce
price peaks (e.g. as demand is reduced
when the price increases) or off-set
price plunges (e.g. as demand picks up
when wholesale prices drop towards
negative prices).
Who are the main beneficiaries of
regulated prices today?
In most Member States with
regulated prices, household customers
as well as other small consumers
are eligible while in some Member
States, price regulation is only applied
to a targeted group of vulnerable
consumers or energy poor in the form
of social tariffs.
Such social tariffs appear to have a
less negative impact on competition
and consumer engagement when
applied within the context of an
otherwise liberalised market, as they
are relatively limited in scope and
usually apply to no more than 15% of
consumers.
However, where general price
regulation applies for all household
customers, unlike in a targeted social
tariff system, rich households receive
the same price as poor households.
This results in a policy that not
only fails to target vulnerable and
energy poor consumers, but also
ends up giving the greatest potential
benefit to richer households, as these
households are the ones consuming
the largest amounts of energy under
regulated prices.
Would you characterise regulated
prices act as a kind of protectionist
measure to shield former energy
monopolies from competition?
Reasons invoked by Member States
Continued on Page 20
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to justify price regulation vary. Some
claim to use it as a tool to protect
vulnerable or energy poor consumers,
others claim that regulated prices are
justified by a lack of competition.
In practice, regulated prices can be
a significant obstacle for new actors to
enter the market, in particular where
they are fixed below the costs of new
entrants, and hence perpetuate high
market concentration as well as hinder
innovation.
Maintaining regulated prices in
markets with little competition will
not allow the situation to improve
but instead leads to long-term market
stagnation and cost inefficiencies. In
order to develop a competitive market
we see the need for a phase-out period,
during which a clear goal should be
to reduce their scope and make retail
markets more contestable.
Supporters of regulated prices argue
they offer certainty to consumers, and
shields the most modest households
from energy poverty. What is your
response?
Supply prices that reflect real
electricity costs and that follow
underlying wholesale prices (“dynamic
electricity prices”) are actually shown
to be the most beneficial to customers.
This suggests that the closer the actual
retail pricing comes to wholesale
pricing, the greater is the benefit
for consumers. The Commission’s
key objective has been closing the
gap between wholesale and retail
electricity prices in all markets. In a
renewables based system, this gap
cannot be closed by regulation but
only by market prices.
In the absence of price regulation,
what are the most efficient ways of
addressing energy poverty? What has
the Commission proposed to address
this problem?
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Addressing energy poverty is
an important component of the
Commission’s political objective to
deliver a balanced, consumer oriented
and socially fair Energy Union.
The Clean Energy for All Europeans
package encourages Member States
to reduce energy poverty via targeted
social and energy efficiency measures.
Member States will be required to
define, monitor and report on energy
poverty levels while ensuring that
energy efficiency measures benefit
energy poor households and that longterm building renovation strategies
contribute to reducing energy poverty.
Indeed, targeted energy efficiency
measures can help address energy
poverty in a sustainable manner.
The new Energy Efficiency Directive
requires Member states to implement
a share of energy efficiency measures
as a priority among vulnerable
households including those affected
by energy poverty and the new Energy
Performance of Buildings Directive
require Member states to include in
their long-term renovation strategy
an outline of relevant national actions
that contribute to the alleviation of
energy poverty.
To support Member States in
identifying and addressing energy
poverty the European Commission
has set up a European Energy Poverty
Observatory. Its key tasks are to
collect and share accurate data and
knowledge on energy poverty, reach
out to stakeholders and provide
technical assistance to interested
parties.
Regulated prices haven’t stopped
member
states
from
installing
impressive new amounts of renewable
capacity over the last ten years. It
also hasn’t stopped demand-response
technology from making a promising
start. So why the need to do this now?
The installation of renewable
energy has been supported quite
heavily through subsidies for many

years. However, as technology costs
decrease and technologies become
more competitive, we will rely less on
subsidies and more on market pricing
in order to finance new renewable
capacity.
Regulated prices can act as a
barrier to the development of wellfunctioning markets needed to
provide correct investment signals
for future renewable capacity e.g. by
lowering liquidity in more short-term
wholesale markets needed to price
renewable production.
Regulated prices can create a
disconnection between the price
signals
of
variable
renewable
generation and the prices that
consumers have access to. If such
a disconnection is present, then
consumers would not be able to react
in a timely manner to changes in
renewable energy production – which
is the objective of demand response.
Currently, only 2-3% of peak
demand is activated as demand side
management in Europe. By 2030 and
with the right policy framework in
place, which includes phasing out
regulated prices, this should grow
towards 10% of peak demand or 50
GW – leading to benefits of €5.6 billion
per year.
Tapping into this potential for
demand response will be required
to integrate the growing share of
renewable energy into the electricity
system in a cost-efficient manner and
may ultimately be required to do so
safely up to the level required by our
ambitious 2030 renewable energy
target of 32% which translated into a
share of about 55% for the electricity
sector.
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For a fair and efficient energy
transition: Time to end regulated
tariffs for electricity
By ANODE

Member States that stubbornly defend regulated tariffs cannot,
at the same time, profess to be champions of the energy transition at
international climate summits, writes ANODE. [Paul L Dineen / Flickr]

W

hilst wanting to protect
regulated tariffs at all costs,
France has committed
itself to a coalition of the lowest
bidders on climate issues, in particular
with countries defending the coal
industry, writes the ANODE.

The association ANODE (Association
Nationale des Opérateurs Détaillants en
Energie), founded in 2006, brings together
alternative suppliers of electricity and
gas in France.
In November 2016, the European
Commission presented its proposal

of Clean Energy Package with the
aim of creating a coherent European
framework to empower consumers
and facilitate the energy transition.
Two years later, the Electricity
Market Design Directive is being
Continued on Page 22
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discussed in trilogues, and one crucial
point could undermine the proactive
and ambitious measures proposed
so far: the possibility of maintaining
regulated tariffs for electricity among
the EU’s Member States.
And
yet
the
Commission
understood this from the beginning.

Regulated tariffs have a
falsely protective image and
are neither compatible with
the energy transition, nor in
consumers’ best interests.
Why is the focus still on
maintaining regulated tariffs?
Regulated tariffs are presented
by their advocates as a protection
for consumers. Yet, they are still
being offered to some companies. By
keeping public intervention on tariffs
of electricity, with a high risk of not
covering real costs, Member States are
sending the wrong signal regarding
energy efficiency, with consumers
unaware of the true costs and
measures they could take to consume
less, and in a better way.
Regulated
tariffs
prevent
consumers from choosing marketbased offers which may provide
them
with
new
opportunities
through innovative services. Indeed,
competition is the only real source of
price moderation and innovation.

By trying to protect all
consumers, we are failing to
address the energy poverty
of the most vulnerable
households.
Regulated tariffs are not social
tariffs! A social policy that applies
to all consumers, vulnerable or not,
is inherently ineffective. And yet,
Member States must implement
strong policies in order to fight this
phenomenon. Public support already
exists in some countries, such as
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financial aid for the payment of energy
bills. All households that face energy
poverty, regardless of their supplier
and their offer, can benefit from these
financial aids, which are not linked to
regulated tariffs. These kind of social
policies should be developed to benefit
all vulnerable European citizens.

There is no legitimacy in
wanting to protect the old
monopolies through regulated
tariffs
Maintaining regulated tariffs
allows historical incumbents to protect
their market shares without making
any economic and organisational
effort
to
improve
efficiency,
productivity and innovation. They
therefore have no incentive to reduce
their costs or propose new offers and
services. This conservative approach
to regulation has a negative impact on
both consumers and communities.
By
supporting
historical
monopolies, Member States create
barriers to competition and prevent the
completion of the European internal
market. Indeed, those Member States
hinder the establishment of European
operators in their national market due
to the maintenance of tariff “frontiers”.
By doing so, they preserve their former
national monopolies to the detriment
of the other Member States that are
developing the EU’s Energy Union.

The energy transition
deserves better than unholy
alliances in the Council
Member States that stubbornly
defend regulated tariffs cannot, at the
same time, profess to be champions of
the energy transition at international
climate summits.
While the Commission has
proposed to end regulated tariffs
and the European Parliament wants
to restrict their applicability to
households facing energy poverty,
some Member States are still defending

regulated tariffs for all consumers –
with France taking the lead.
With France firmly committed to
the energy transition, maintaining
regulated tariffs testifies to the
inconsistency of the French position
and its favouring of its former energy
monopoly. Regulated tariffs prevent
the development of competition and
innovation, while maintaining EDF
locked in a model that has run out of
steam.
Whilst
wanting
to
protect
regulated tariffs at all costs, France
has committed itself to a coalition of
the lowest bidders regarding climate
issues, in particular with countries
who defend the coal industry. These
inconsistencies lead to grotesque
alliances, to the detriment of European
ambitions and consumers.

Institutions must have the
courage to turn their words
into actions
Just a few weeks before the end of the
ongoing discussions, we are launching
an appeal to the European Parliament
and the Council to defend the interests
of consumers and to further promote
Europe’s energy transition. It is time
to stand by our current commitments
and to avoid, through this Electricity
Market Directive, compromising the
efforts made so far in the Clean Energy
Package.
Postponing the deadline for the
end of regulated tariffs by more than
the implementation deadline would be
farcical, resulting in the maintenance
of the status quo until new European
legislation is drafted. It’s time to act.
The compromise that will be
reached will send a strong signal for
the future of energy in Europe – a
signal that has long been awaited by
all actors favouring the development
of the energy transition. It is therefore
crucial not to miss such an opportunity.
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