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 I t  i s  w ide l y  assumed tha t  Pub l i c  Serv ice  Ob l i ga t i ons  ( feed - in  ta r i f f s  

f o r  w ind  power  e tc . )  d i s tu rbs  an  e f f i c ien t  marke t  a l l oca t ion .

 My v iew i s  tha t  th i s assumpt ion  i s  wrong  and  e lec t r i c i t y  marke ts  

canno t  work  w i thou t  these  non-marke t  i ns t i t u t ions .

 This  po int  is  espec ia l ly impor tant  for  understanding the  

economics  of  renew able  energy systems

Costs and Prices: The PSO tariff is not a tax
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I n  the  t rans i t i on  to  a  renewab le  energy sys tem:

 The  change does no t  happen in  cos t l eve l .

 The  change  happens  in  cos t  s t ruc tu re .

The Fundamental Change in Costs
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 Pr ice  l eve ls  w i l l  go  down bu t  to ta l  costs are  s tab le .

 Capac i t y  cos ts  a re  no t avo idab le i n  the  ve ry  shor t  te rm;  hence  they 

do  no t  en te r  the  economic  cons ide ra t ions  tha t  shapes  the  marke t  

p r i ces  i n  the  e lec t r i c i t y  exchange .

The change in cost structure affects the market

outcome
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The electricity exchange market is marginalised as 

a source of revenue
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The empirical trend confirms the theoretical 

presumptions
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Our ‘Price+PSO’ system is basically in economic 

balance
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Given  the  change  in  cos t  s t ruc tu re ,  the  PSO sys tem i s  a  v i ta l  

componen t  o f  the  energy economy.



Remov ing  the  PSO f rom the  e lec t r i c i t y  b i l l  t o  the  s ta te  budge t  

subs id ises  energy p roduc t i on .

The PSO must be internalised in the electricity 

trade
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 The  p rob lem i s  no t  tha t  impor ted  e lec t r i c i t y  i s  sub jec t  to  a  PSO 

t a r i f f .

 The  p rob lem i s  tha t  expor ted  e lec t r i c i t y  i s  no t  sub jec t  to  a  PSO.

International Electricity Markets and the Real 

Challenge
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1) The  PSO ta r i f f  i s  a  capac i t y  payment .  

2) Capac i t y  payments  a re  here  to  s tay.

3) Capac i t y  cos ts  shou ld  be / rema in  i n te rna l i sed  i n  the  energy t rade .

Summarising
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