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The essential role of the single European electricity market  

A secure and affordable decarbonised energy future for Europe depends on the strength 
of its integrated electricity markets. They present a unique success story of growth, resilience 
and integration. The past years have taught us that long-term electricity markets not only support 
investment decisions, but that they are indispensable instruments for risk management, financial 
stability and for mitigating inherently volatile electricity prices.  

The fundamental structure and functioning of Europe’s electricity markets should thus be well-
understood and preserved. This is however not a static reality but can, and should, be built upon 
to unlock further benefits of market integration. Therefore, this paper is part of EEX’ contribution 
to the policy debate, highlighting its essential building blocks. 

Policy should focus on strengthening market integration, removing barriers, and enabling private 
investment to deliver the greatest system value. To that end, we propose the following focus areas, 
detailed throughout this paper.  

• Regulatory stability: Near-perfect foresight is the strongest signal policymakers can give. 
Markets thrive on predictability as investors need confidence that market rules will remain 
stable. Short term measures to support European industry in an economically challenging time 
should not derail long-term objectives and implementation of the Green Deal. 

• Physical reality: Integration depends on addressing physical constraints through grids and 
interconnectors. Large-scale flexibility from storage, demand response and distributed 
resources must be enabled without fragmenting wholesale markets. Structural congestion 
should be managed through cost-reflective local signals, grid tariffs and local flexibility markets 
rather than through changes to wholesale energy pricing. 

• Market design: A resilient market design is a strategic imperative. This is fundamentally built 
on liquid bidding zones and the merit order. The priority should be to enhance the existing 
hedging framework, not to introduce concept such as virtual trading hubs or market-wide 
CRMs that could fragment Europe’s liquidity and forward markets. 

• Smart allocation of scare resources: A successful long-term contracting framework requires 
forward markets, PPAs and CfDs to play complementary roles, combining price discovery, risk 
management and investment support. As renewable technologies mature, support 
mechanisms such as CfDs should become more targeted, limit market distortions and 
preserve forward-market liquidity to the extent possible. 

• Pricing of externalities: The EU ETS should remain the central instrument for delivering a 
robust and predictable carbon price signal that guides investments, including through the 
introduction of ETS2. Its integrity and volume-based nature are paramount. 

• Trust and market integrity: Strong but proportionate financial regulation safeguards market 
integrity without reducing liquidity or competitiveness. Transparency and cooperation between 
authorities can support this and simultaneously allow to reduce overlapping requirements and 
unnecessary administrative complexity. 

• Innovation and choice: Competitive markets offer a broad range of products, hedging tools 
and cross-border opportunities to support innovation in new technologies. Enabling regulatory 
frameworks for emerging energy vectors such as hydrogen can support this. On the other 
hand, national regulatory barriers should be minimised.  
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1. Introduction 

As the European Union navigates the imperatives of the clean energy transition and 
competitiveness, the functioning of its energy markets is an essential building block. The in 2024 
published reports by Mario Draghi and Enrico Letta have framed this challenge through two distinct, 
yet interconnected, lenses. Draghi’s analysis identified the "competitiveness gap" of which the 
energy sector is an important factor. Letta’s report positioned the Single Market not as a source of 
problems, but as Europe's greatest strategic asset for securing its success in a new global order. 
Both stress the need for economic efficiency, considering limited budgets and the role of markets to 
steer economic efficiency through price signals. This fundamental debate is not abstract; it is actively 
shaping the future economy and becomes even more important as Europe faces yet another fossil 
fuel induced crisis – the fundamentals of which cannot be controlled by ourselves but of which 
Europe needs to bear the implications.  

As seen in initiatives like the European Commission's Affordable Energy Action Plan and its 
upcoming white paper on electricity market integration, the single electricity market can indeed be 
Europe’s best asset and contribute to these objectives if it is allowed to perform its role. Further than 
this, long-term power (derivatives) markets are a prime example of a European success story with 
deep liquidity pools, competitive markets and international reach – the very aim of the Savings and 
Investment Union efforts. Transparent prices are the most efficient instruments for allocating scarce 
resources, incentivising investment and driving innovation. High, and even volatile electricity prices 
are not a flaw of the market; they are an indispensable signal of an underlying physical reality and a 
market in transition. 

This does not mean that political and policy guidance is not necessary, in fact it is existential. Without 
the right enabling framework, the full potential of market integration will not be reached. This includes 
all options from stability of direction, pricing of externalities, getting the physical infrastructure in place 
and incentivising investment, up to regulation that installs trust and integrity. On the opposite hand, 
interventions such as fundamental changes to market design or the design of subsidy frameworks 
discourage market-based innovations and ultimately increase costs.  

In order to design such a framework, the context should be understood. This paper is part of EEX’ 
contribution to this debate, aiming to highlight the fundamental building blocks of Europe’s long-term 
electricity markets, how these markets are already adjusting and which actions (not) to take.  
 

2. The architecture of European electricity markets  

2.1 Sequential markets: from long-term stability to real-time balance 

 

Electricity is traded on wholesale markets across time horizons, from years ahead of delivery down 
to the final minutes before consumption. This sequential structure allows producers and consumers 
to continuously refine their positions or portfolios and manage price or volume risks as new 
information becomes available throughout time.  
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Europe’s electricity markets act as both an operational tool for day-to-day balancing and as a 
strategic signal for long-term planning, enabling more efficient, flexible and sustainable energy 
systems. 

• Long-term markets. Operating from days and weeks up to a decade ahead of the delivery 
period, long-term markets are designed for risk management. Through instruments such as 
standardised derivatives contracts (futures and options) or power purchase agreements (PPAs), 
generators, suppliers, and consumers mitigate the risk of future price changes. Futures contracts 
allow these companies to lock in a price for dedicated future time frames, up to 10 years in 
advance. This is notably relevant for renewables developers. Without the ability to hedge the risk 
of price changes well in advance and to secure a stable income stream, they might not be able 
or willing to undertake new investments. For consumers, these markets offer predictability, 
allowing to budget and protect operations from price volatility. Concrete examples around PPAs 
and the essential building blocks that facilitate this risk management are detailed further down in 
the paper. 

These contracts can be physically or financially settled, to be settled against the physical spot 
market price of the underlying commodity. Price-formation in long-term markets thus reflects 
future expectations of spot prices, considering a probability ratio. Larger macro-economic factors 
and levels of (regulatory) uncertainty are thereby taken into account.  

• Spot markets. Ranging from one day ahead until minutes before physical delivery of electricity, 
spot markets allow to adjust positions based on real-time demand-supply factors. These factors 
are by definition variable, as they fluctuate as a result of intermittent generation from renewables, 
(missing) storage capacities, or weather conditions.  

In the European day-ahead market, producers bid prices for electricity based on their short-term 
variable or marginal cost, which indicates how much it costs to generate one additional MWh. 
These bids are stacked from lowest to highest, creating a ‘Merit Order of supply’. This is matched 
with a respective ‘Merit Order of demand’, which shows the willingness or ability to pay for the 
consumption of electricity. The single price is either set by the last supply bid that covers the 
demanded volumes of electricity or by the last demand bid to match the available supply. This 
ensures that electricity is supplied at the lowest possible cost and the cheapest available 
resources, and that flexibility options are used first. This promotes both production efficiency and 
demand-side efficiency.1 The more renewable – with low marginal cost – volumes are available, 
the lower the final price will be.  When reaching an equilibrium depending on more expensive 
sources of electricity, such as gas or coal, the wholesale market will price higher at that moment 
in time. At the same time, flexibility on the demand side can dampen price peaks and thus 
extreme volatility of electricity prices. Finally, intraday and balancing markets allow market 
participants to adjust their positions up to 5 minutes before delivery and enable TSOs to maintain 
real-time system stability. Supply and demand are perfectly matched at every moment.  

Important to understand is that the above-described prices formed on Europe’s wholesale electricity 
markets typically represent only up to 50% of final consumer prices for European households and 
industry. The rest of this bill is typically nationally determined and composed of grid charges, taxes 
and levies.2 

 

1  More detailed information on spot market design can be found on EPEX’ website. (LINK) 

2  Frontier Economics Report on The fundamental drivers of wholesale electricity prices in Europe prepared for Europex 
further details price formation. (LINK) 

https://www.epexspot.com/sites/default/files/download_center_files/20211021_Factsheet_Power%20market%20design_EN.pdf
https://www.europex.org/wp-content/uploads/2026/03/Europex-Fundamental-drivers-of-power-prices.pdf
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FOCUS BOX 1: Markets under pressure: Price formation since 2020 

Since the launch of the European Green Deal in 2019, electricity has been at the heart of Europe’s 
economic and policy debates. The years that followed brought unprecedented challenges: the 
COVID-19 pandemic, with energy demand and a price drop, and later Russia’s invasion of Ukraine 
in 2022, resulting in an energy supply crisis and price increases. A period of relative pause is 
followed by geopolitical events in 2026 creating a fossil fuel crisis and impacting Europe’s energy 
system with higher prices and prompting fuel saving measures. Each event tested the integrity 
and resilience of Europe’s internal electricity market. 

In early 2020, electricity demand dropped sharply due to lockdowns, leading to lower prices. As 
economies reopened, demand surged, and supply constraints triggered steep price increases. In 
2022, wholesale electricity prices reached historic highs, primarily driven by the Russian war in 
Ukraine, but also by weather variability and nuclear outages. The 2026 Iran conflict pushed 
volatility up again, although absolute price peaks in the front year futures remained limited 
compared to previous shocks.  

 

 

Figure 1 Price evolution in the German Power Futures market  

Front Year Baseload, rolling, closing prices, Jan 2019-May 2026- 

Price formation remained fundamentally sound, reflecting real supply and demand dynamics and 
always guaranteeing security of supply and a stable grid. This was confirmed by oversight bodies 
such as ESMA, ACER, ECB, and EBA, who found that throughout the crisis, the internal energy 
market functioned exactly as it was supposed to, and no evidence of market abuse was found.3 
The energy crises highlight the resilience of our system, showing that markets respond flexibly, 

 

3 Examples can be found under the following links. ESMA (LINK), ACER (LINK), European Central Bank (LINK) & European 
Banking Authority (LINK)  

https://www.esma.europa.eu/sites/default/files/2023-10/ESMA50-524821-2963_TRV_Article_the_August_2022_surge_in_the_price_of_natural_gas_futures.pdf
https://www.acer.europa.eu/assessment_emergency_measures_2023
https://www.ecb.europa.eu/press/economic-bulletin/html/eb202207.en.html
https://www.eba.europa.eu/sites/default/files/document_library/About%20Us/Missions%20and%20tasks/Correspondence%20with%20EU%20institutions/2022/1039915/EBA%20response%20to%20EC%20request%20on%20energy%20markets.pdf
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are able to swiftly diversify and adapt to new information, and that cross-border trade supports 
supply security. 

Throughout the crisis, regulated exchanges such as EEX play a stabilising role. Especially during 
times of stress, they provide essential transparency on prices and the physical underlying of 
energy supply and demand, allowing for an optimized European-wide system.4 It is thus no 
surprise that we saw a clear trend of energy consumers and producers who increasingly sought 
the security of on-exchange trading and clearing to mitigate losses and the risk of counterparty 
default.   

The key lesson from this period is unambiguous: well-functioning markets, supported by 
regulated exchanges and transparent price formation, are essential to managing periods 
of stress and guiding the energy transition.  

2.2 Markets under transition 

Liberalisation and integration. Since the start of liberalisation of the European energy market, it 
has not been a static entity but has adapted to new realities of European integration and 
diversification. In recent years, markets reached a level of maturity with increased level of liquidity, 
wide variation of participation and price formation which creates globally competitive and used 
markets and prices.  

Transition and renewables. The increasing cost-competitiveness and penetration of intermittent 
renewable energy has fundamentally reshaped market needs, creating an unprecedented demand 
for flexibility. On the operational level, this incentivises more granular optimisation, leading to more 
short-term trading (e.g. days in the derivative markets or quarter-hours in the spot market). Also in 
long-term markets, hedging is made possible in increasingly longer timeframes to actively support 
the bankability of Power Purchase Agreements (PPAs), for example. Novel instruments such as 
peak products (to accommodate solar production) and products to integrate batteries into the energy 
markets are entering the market.5 Market-led innovation continues to actively develop the tools for 
the energy markets of the future. 

Global dimension. Energy markets have become increasingly global, and Europe’s market and 
market infrastructure play an essential role. European energy derivative markets have truly become 
a global benchmark for price formation and at the same time, also global markets are operated here. 
For example, as electricity becomes a dominant energy carrier, EEX’ German Power benchmark 
contract increasingly attracts global participation. In addition, EEX operates the most liquid Japanese 
Power market from its German headquarters. The international role of Europe, and more specifically 
the Euro as currency, are strengthened directly through its energy markets.  

FOCUS BOX 2: Long-term markets and the de-risking of PPAs  

Power Purchase Agreements (PPAs) have become a popular instrument for financing renewable 
energy projects. Depending on their design, these bilateral contracts can guarantee the developer 
of a stable income stream over a long period, and the off taker of a certain supply or price level. 
Due to the long-term nature of PPAs and the inherent uncertainty of electricity market prices and 
production volumes of renewables throughout time, counterparties are taking on substantial risks, 

 

4  EEX paper on the importance on keeping markets open during crisis can be found here. (LINK)   
5  EEX product suite and solutions for the integration of renewable energy can be found on the EEX website. (LINK) 

https://www.eex.com/fileadmin/Global/News/EEX/EEX_Opinions_Expert_Reports/20220414_The_importance_of_keeping_energy_markets_open_EEX_EPEX.pdf
https://www.eex.com/en/markets/power/renewable-energy-hedging
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resulting in increased need for counterparty and financial risk management. Existing futures 
markets provide the option to cover those risks, making PPAs bankable and catalysing renewables 
investments:  

• Transparent forward prices. Derivatives markets offer a reliable price curve extending up to 
10 years into the future. This provides an objective, market-driven benchmark, allowing 
developers and off takers to accurately value a PPA and negotiate its prices. 

• Price and volume risk hedging with standardised futures. After bilateral negotiations, the 
remaining price risk can be managed by using the above exchange-traded markets. 
Renewable producers can sell a block of these contracts, covering (part of) the duration of its 
PPA, effectively locking in a future revenue stream and insulating its project from wholesale 
price volatility. 

• Counterparty risk management. The long duration of PPAs makes counterparty default a 
major concern. When hedging is done on a regulated exchange such as EEX, this risk is 
mitigated by its clearing house, ECC6. ECC becomes the counterparty to ever trade and 
guarantees the financial settlement if one party defaults. This removes a critical barrier to long-
term agreements 

By providing these three certainties, forward markets transform a PPA from a high-risk 
bilateral contract into a bankable, hedged investment.  

 

3. Building blocks of integrated long-term power markets 

The European Union’s ambition for a secure, affordable, and decarbonised energy future is 
inextricably linked to the functioning of its energy markets. As rightly noted by the European 
Commission and ACER7, long-term contracts are more relevant than ever for hedging, stability and 
preferable financing conditions for investment. Whilst PPAs and CfDs are often cited in this context, 
markets can be overlooked. However, considering the magnitude of investment needs, public funds 
should be focused where market-led solutions do not yet exist. Understanding how different building 
blocks influence each other is therefore essential.  

Europe’s long-term power markets are generally nationally priced and increasingly interconnected. 
Market platforms, a wide variety of traders and the right products ensure the most competitive prices 
and hedging opportunities are offered.   

3.1 Exchanges: from price transparency to liquidity consolidation 

Exchanges are the backbone of markets. They provide a central, transparent venue where electricity 
is traded across timeframes. By bringing together a wide range of market participants – generators, 
suppliers, industrial consumers, and financial actors – they ensure that electricity prices reflect real 
supply and demand dynamics.  

 

6 ECC’s website with further information can be found here. (LINK) 

7 The Affordable Energy Action Plan (LINK) highlights how long-term contracts can mitigate the risk of short-term price 
volatility, support investment and improve planning certainty for producers and consumers. In addition, the 
Recommendation on removing barriers to Power Purchase Agreements  (LINK) and the Guidance on the design of two-
way Contracts for Difference (LINK) address how to mobilise scarce capital into clean energy, and highlight the necessity 
of preserving the market signals that drive efficiency, competition, and consumer welfare including market liquidity and 
avoidance of cross-subsidisation. 

https://www.ecc.de/en/
https://energy.ec.europa.eu/publications/action-plan-affordable-energy-unlocking-true-value-our-energy-union-secure-affordable-efficient-and_en
https://energy.ec.europa.eu/publications/commission-recommendation-removing-barriers-development-power-purchase-agreements-and-other-energy_en
https://eur-lex.europa.eu/eli/C/2025/6701/oj/eng
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• Anonymous price discovery. Exchanges allow to trade anonymously, and prices are formed 
through fair and orderly trading. This ensures that prices are transparent, and based on actual 
market conditions, even when markets and information are moving fast. Regulated exchanges 
make these signals visible, guiding both short-term operations and long-term investment.  

• Security of supply. These transparent, real-time, price signals ultimately reflect (the expectation 
of) physical scarcity. When supply is tight, prices on the exchange incentivise suppliers to 
increase output and consumers to reduce demand, helping to balance the grid. Furthermore, 
long term visibility supports generators in acquiring the financial certainty needed to operate and 
invest in capacity, ensuring power is available when the system needs it most and at most 
efficient prices. 

• Financial stability. Regulated exchanges enhance financial security through central clearing. 
Clearing houses step in to manage counterparty risk and make sure that financial and/or physical 
delivery takes place as contracted, even if one of the market participants on the side of a 
transaction would fail to do so. This mechanism reduces systemic risk and builds trust among 
participants. 

• Market integrity. Regulated exchanges operate under the obligation to ensure fair and orderly 
functioning of markets they operate. This includes comprehensive surveillance practices based 
on the provisions laid down in energy and financial services regulation. These effectively detect, 
sanction and thereby avoid market abuse or pricing behaviour unrelated to underlying market 
realities, and ensure trust and well-functioning of Europe’s energy markets.   

• Liquidity consolidation. Market participants need to be able to adjust positions quickly to make 
sense of novel market dynamics. At each moment, they need to be able to trade in and out of a 
position at a price reflective of market fundamentals. An effective market therefore relies on the 
complementarity of market participants, with liquidity stemming from their diversity. Natural 
hedgers, financial actors, and specialized trading companies all contribute by providing risk 
transformation, liquidity, and price discovery (arbitrage). A liquid market, rich with trading activity, 
has lower transaction costs (through a narrower bid-ask spread) and is more resilient during 
crisis. These savings are passed on to final consumers, resulting in lower electricity bills and 
increased overall welfare.8  

FOCUS BOX 3: Liquidity in European electricity markets  

Overall welfare gains. Markets with higher liquidity, characterized by greater trading volumes and 
participation, exhibit lower volatility and lower transaction costs, which benefits all participants and, 
ultimately, end-consumers. Across Europe, liquidity has increased since the very start of market 
liberalisation until now – directly benefitting European society.  

Hedging hubs. As the European electricity market is traded across different zones, most usually 
reflecting counties, not every zone will exhibit the same level of liquidity. The most liquid countries, 
or zones, are typically those with a diversified energy sector, large physical consumption and/or 
production, and a price correlation with neighbouring zones so that it can be used as benchmark. 
The most liquid market is the German-Luxembourgish zone, a true benchmark used across 
Europe and well beyond. France, Hungary and Italy complete the list of most liquid European 
forward power markets. These hubs have developed naturally based on market preferences.  

 

8 Frontier Economics’s Report on Principles of Energy Market Regulation prepared for Energy Traders Europe on page 
49, for example, details the principle how end-consumers benefit from wholesale market liquidity (2024) (LINK)  

https://cms.energytraderseurope.org/storage/uploads/media/frontier-luther---principles-of-energy-market-regulation-19042024.pdf
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Figure 2 Accumulated trading volumes of European power derivatives markets traded on EEX, in TWh.  
As of April 2026, 495 individual market participants are active on EEX derivatives markets. 

Timeframe. Liquidity is typically larger in the more short-term timeframes (e.g. months ahead), 
whereas more long-term timeframes (e.g. more than 3 years ahead) tend to be less liquid and 
more concentrated in a few zones. Longer term timeframes become more popular in markets 
where supply is moving away from traditional fuels to renewables.  

Intervention as blocking point. Critically, regulatory intervention is often the largest deterrent 
from liquidity. Recent examples are the Romanian tax regulation in 2022, the Iberian Exemption 
Mechanism affecting Spanish markets in 2022 or the German-Austrian bidding zone split of 2018 
which prompted a decline of 50% in just six months’ time. On the contrary, the nearing end of the 
ARENH mechanism in France spurred the development of a liquid French hedging market. 

 

Figure 3 Liquidity evolutions in the Spanish, German and French market in the years 
before and after regulatory interventions 

The Nordic electricity market used to be another European benchmark with high levels of liquidity. 
Over time, however, liquidity declined until less than 15 % remained. A Multiconsult study9 notes 
that Nordic financial traders are "discontent" with the lower liquidity in their market. A virtual system 
price coexists with many small bidding zones, a model which proves to be no panacea for liquidity. 

 

9 Multiconsult study on Bidding zone configuration in the German and Nordic electricity market can be found here. (LINK)  

https://www.strommarkttreffen.org/06_MAR~1.PDF
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Figure 4 Volume of Nordic electricity derivatives, 1997–2022, Thema analysis 

Liquidity dynamically develops across Europe, with several benchmarks (or “hubs”) acting 
as consolidated pools to allow all traders to hedge in liquid low-cost zones. This dynamic 
set-up directly benefits European consumers through lower volatility, lower transaction 
costs and competitive prices. 

• Cross-border market integration: A deeply integrated and liquid European market is 
fundamentally more resilient and efficient. It acts as a powerful insurance policy, allowing the 
system to better absorb local shocks by seamlessly drawing supply from a wider geographic 
area. Cross-border integration, powered by physical interconnectors and market coupling across 
the spot market, breaks down these barriers. In 2022, ACER assessed that the benefits of cross-
border electricity trading amounted to around 34 billion euros.10 Disruptive changes to and 
centralisation of the existing (governance) framework threaten to negatively impact the 
innovative role of the market and to increase systemic risk.  

The contrast with OTC trading. Trading can be done on exchanges, through brokers, or purely 
bilaterally between two companies. Each channel serves different needs. The above roles of 
exchanges stand in contrast to the opaquer practice of Over-The-Counter (OTC) trading which is not 
subject to transparent price formation, counterparty risk management or extensive regulatory 
oversight. Rather, companies negotiate bilaterally or through a broker, with the possibility to tailoring 
products to their specific needs. Especially during periods of stress in the energy markets, regulated 
exchanges act as safe harbour with an increasing shift to their platforms.  

 

Figure 5 Power and gas traded through a combination of channels. Source: Trayport, 2021-2025 

 
10 ACER’s study includes the clear case on cross-border trade benefits in spot markets. (2022) (LINK) 

https://www.acer.europa.eu/sites/default/files/documents/Publications/Final_Assessment_EU_Wholesale_Electricity_Market_Design.pdf
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3.2 The hedging toolkit: market-driven solutions for managing risk 

Long-term contracts such as futures or PPAs allow market participants to insure themselves against 
fluctuating electricity prices. This is part of responsible corporate risk management, and companies 
do not do this through one single transaction, but by means of an often-sophisticated hedging 
practice across zones, timeframes and trading channels.  

 

 

Figure 6 Illustration of hedging strategies within Core, applied to French-German examples. Source: EEX image 

 

• Direct hedging. For example, a Spanish solar producer would sell Spanish power futures to 
hedge its production at its local price. This works well in liquid markets where such products are 
available and competitively priced. 

• Proxy hedging.  For example, a large Austrian consumer buys German power futures as 
adequate “proxy” to its local price risk. Due to the size of the Austrian market as compared to the 
liquid German hub which inhibits lower transaction costs, and the close correlation of prices with 
Germany, this offers a most cost-efficient hedge. A cross border basis risk – which is the risk that 
the transacted price will not perfectly correlate with the zone to which they are physically exposed 
upon time of delivery – is negligible in comparison and thus accepted. 

• Combined hedging with spread products. To mitigate the remaining basis risk, market 
participants can trade locational spread products closer to delivery, when their local zone typically 
becomes more liquid. A spread product is a combination of two futures, meaning that the 
participant locks in the spread between the two bidding zones’ prices, thus, effectively unwinding 
its proxy hedge and entering into a direct hedge. For example, a utility in France could buy 
German power futures and at a later moment buy a "France-Germany spread" product to 
perfectly mitigate their risk.  

LTTR. TSO-issued instruments can be a complement for cross-border trading through the above-
mentioned market-based spread products. Long-Term Transmission Rights (LTTRs) are a TSO-
issued product and offer a spread option between two bidding zones’ day ahead prices. However, 
contrary to market-based spread trading, a TSO is the counterpart and volumes are limited. LTTRs 
are issued by TSOs up to a portion of the calculated maximum cross zonal grid capacity. Increasing 
LTTR volumes beyond physical capacity is technically possible, yet could significantly increase the 
financial risks borne by TSOs and socialised through grid tariffs. A revision of the LTTR design is 
part of the upcoming Forward Capacity Allocation Regulation (FCA) review, which also 
encompasses the potential creation of a Regional Virtual Trading Hub (VTH). Top-down structural 
changes to the forward market design and a forced TSO role in the forward market ultimately risk 
significantly raising complexity and costs.  
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3.3 Diversity of energy traders as engine of efficiency 

Diversity for liquidity. Liquid, resilient, and efficient energy markets depend on a broad and diverse 
mix of market participants. This diversity is not merely beneficial – it is structurally necessary for 
effective price discovery, risk management, and long-term investment signals. Particularly in energy 
markets, this ensures that companies can enter and exit positions efficiently, even amidst turbulent 
market conditions.  

Physical, financial, and in between. Various groups of participants in energy markets perform 
complementary roles, through opposing risk profiles or appetites. For example, energy producers 
(wind farm) often seek long-term price certainty to secure financing, while large consumers (industrial 
factory) may prefer shorter-term fixed prices that align with their business cycles. Markets bridge this 
mismatch through diversity. Natural hedgers (utilities, suppliers, consumers) are joined by financial 
actors (banks, funds) and specialised trading firms who enhance price discovery across the desired 
timelines and take on risks which the other side aims to mitigate. This requires deep expertise in 
market fundamentals, physical logistics, and financial modelling. Together, they ensure that prices 
accurately reflect all available information, strengthening market efficiency and risk transfer. 

Cross-border efficiency. As the agents of cross-border integration, energy traders actively seek to 
arbitrage locational price differences, executing the transactions that ensure the physical flow of 
energy follows economic signals. This mechanism not only dampens price volatility and enhances 
security of supply, but it also optimises the use of resources across the continent. They are inherently 
limited, however, by physical realities of transmission capacity.  

Lessons from 2022. During periods of volatility, such as the 2022 crisis, this broad participation 
proved critical: exchange‑traded markets remained reliable, liquid, and resilient. As renewable 
integration accelerates and long‑term hedging needs grow, maintaining and expanding a varied 
ecosystem of participants remains a cornerstone of market design and EEX’ strategic priorities. 
 

4. How can a true internal energy market contribute to a competitive 
European economy? 

No single Member State can win the global race for clean technologies and industrial 
competitiveness on its own. The more the EU advances toward a decarbonized energy system, the 
greater the need for deep market integration. Policymakers who want to accelerate this change must 
create the right enabling environment. When rules are clear and markets are integrated, capital flows 
for the purpose of investment. As costs of clean technologies fall, the focus should shift from 
intervention to creating a level playing field and harnessing the power of markets. The Internal 
Energy Market can and should reward efficiency, drive competition, and channel investment 
where it delivers the greatest system value. 

4.1 The primacy of regulatory stability 

Intervention is not an option. Near-perfect foresight is the strongest signal policymakers can give 
to investors. Markets thrive on predictability as investors need confidence that market rules will 
remain stable. Persistent discussion of potential disruptive interventions halt investment decisions 
as companies adopt a "wait and see" approach, thereby delaying the transition and increasing its 
cost.  

Climate targets. Short term measures to support European industry in an economically challenging 
time should not derail long-term objectives and implementation of the Green Deal. As Draghi’s report 
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correctly confirms, they provide precisely the strategic horizon required to mobilise capital at scale 
and maintain Europe’s global leadership. Once again in 2026, Europe has learned a hard lesson 
that resilience and affordability can only be reached through an accelerated transition and 
electrification. Backtracking on these long-term ambitions, through for example the EU ETS, 
punishes exactly the front-running and innovative companies that have already made investments 
into this future.  

4.2 Adjusting the physical framework to a volatile reality 

Grids. The primary barriers to deeper market integration are physical grid constraints. Public policy 
and funding should be laser-focused on accelerating the deployment of crucial cross-border 
interconnectors and reinforcing national grids to accommodate the energy transition and allow for 
price convergence across countries. This addresses the true infrastructure externalities that markets 
cannot solve alone. 

Flexibility. To manage the constraints of this physical reality, the system requires massive 
investment in flexibility from sources like demand response, storage, and distributed resources. This 
is the most efficient way of integrating renewables and ensuring operational stability. Crucially, 
harnessing this flexibility must not come at the expense of market integrity. Regulatory interventions 
that fragment the wholesale market, such as splitting bidding zones or imposing other trading 
limitations, are counterproductive as they destroy liquidity and hamper the market's core strength. 

Local signals. Instead, local signals should be implemented separately from the wholesale energy 
price, thereby preserving market liquidity. The most effective and least distortive way to address 
structural congestion is to influence investment decisions before capital is deployed, mainly through 
connection charging and cost-reflective access signals in grid tariffs. To manage residual congestion, 
grid operators can procure flexibility through local markets. This creates a distinct local price for a 
specific service (like congestion relief), not for energy itself, ensuring the efficiency of local action is 
harnessed without undermining the wholesale market. 

4.3 Long-term market design to elevate integration and cost reductions 

How energy is priced. Existing bidding zones and marginal pricing are the bedrock of Europe’s 
electricity markets. A stable market design is not a technical requirement; it is a strategic imperative.   

• Bidding zones. For instance, discussions around splitting large bidding zones, particularly the 
central German zone, fail to recognize its function as liquidity anchor for hedging across 
continental Europe. Experience shows that shrinking bidding zones reduces liquidity and thus 
hampers hedging opportunities, increases balancing costs, and forces more interventions at 
national level – precisely the opposite of what an integrated market requires. 

• Merit order. Marginal pricing ensures the dispatch of cheapest electricity first, provides economic 
efficiency and generates transparent scarcity and surplus signals that support flexibility and 
investment. It is the only pricing mechanism suitable for any uniform commodity. This is not 
unique for electricity, neither is it determined by a specific regulation. It is merely the economic 
principle how markets price uniform products in the most cost-efficient manner. 

• Security of supply. Instead of market-wide Capacity Remuneration Mechanisms (CRMs), which 
risk over-procuring and over-paying for capacity with public funds, policymakers should first focus 
on strengthening and improving the electricity market design. The most promising approach is 
the implementation of a hedging obligations for suppliers which would internalise security of 
supply into the electricity market. This market-based approach ensures that security of supply is 
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achieved efficiently, placing the responsibility on market actors while creating incentives for 
innovation in flexibility and storage solutions.11 

Forward Capacity Allocation. The EU’s framework for the Forward Capacity Allocation, guided by 
article 9 of EMD 2024, gives TSOs a central role in providing cross-border hedging opportunities. 
Within this context, the idea to introduce a regulated Regional Virtual Trading Hub (VTH) is contested 
by the wider market.12 On the contrary, imposing a VTH would fragment liquidity in existing physical 
hubs and unnecessarily fragment Europe’s forward markets. This weakens hedging efficiency and 
increase transaction costs. Policy should focus on improving the existing, market-based cross-border 
hedging framework. A key priority in the must be to address the flawed design of instruments like 
Long-Term Transmission Rights, causing financial losses for TSOs (and thus costs for grid users). 

4.4 Smart allocation of scarce resources: CfDs – PPAs – Markets  

Long-term contracts. The Affordable Energy Action Plan rightly highlights long-term contracts as 
relevant for price stability and investment certainty. However, by solely focusing on PPAs and CfDs, 
it overlooks the indispensable role of the existing forward and futures markets that already provide 
transparent price references and enable long-term hedging. A successful long-term framework 
requires all three instruments to work hand in hand: markets to provide price discovery and hedging, 
PPAs to channel private capital efficiently, and CfDs to address targeted residual risks. 

Mindful CfD design. Cost for renewables have decreased and they are increasingly fit for direct 
market integration. Therefore, support should be limited to developing technologies, ideally in form 
of investment grants. CfDs risk interfering with the electricity market and should be limited in use or 
be designed in a way to preserve the market. The European Commission’s recent guidance also 
recognises that if CfDs are chosen as subsidy tool, they should be designed in a least interfering 
way, for example as partial-volume, voluntary instruments that allow generators to choose what 
share of their output is covered. This preserves incentives to hedge the remaining volume in forward 
markets and avoids crowding out private contracts. The reference price should be a long-term, 
market-based index (e.g. annual or seasonal forward prices rather than day-ahead averages) to 
support liquidity across timeframes and maintain robust price discovery. Cap-and-floor structures 
can be used to stabilise revenues while still exposing projects to meaningful market signals.13 

PPA uptake through guarantees. Exchange-traded futures are used by renewable producers and 
consumers to hedge material price risks across the PPA lifecycle, and to mitigate counterparty risk. 
Guarantee schemes can play a complementary role to support projects which are not yet viable for 
direct market uptake. Such guarantees should be designed to support access to central clearing and 
regulated exchanges, rather than to attempting to socialise a risk that can already be managed in a 
market-based and most cost-efficient manner. In particular, guarantee schemes could support 
companies with dealing with the collateral frameworks at CCPs. 

4.5 Pricing of externalities 

Carbon pricing. The EU ETS provides a clear, market-based carbon price signal that is fundamental 
for guiding long-term investment towards decarbonization. Its integrity and predictable trajectory are 

 

11  As detailed in CONNECT Energy Economics’ study. (LINK & LINK)  
12  Based on a study conducted by Compass Lexecon, Energy Traders Europe, Eurelectric and Europex call on policy 
markets to prioritise existing forward markets and proxy hedging over VTH. (LINK) Also ENTSO-E is not convinced that a 
VTH will bring higher or stable correlations, which are preconditions for success. (LINK)  

13  EEX’ Discussion Paper on Designing efficient two-way CfDs offers a detailed recommendation. (LINK) 

https://www.connect-ee.com/wp-content/uploads/2025/04/Connect_Ausgestaltung_der_Absicherungspflicht_2025.pdf
https://www.connect-ee.com/wp-content/uploads/2026/04/Connect_Erforderlichkeit_von_Kapazitaetsmechanismen_2026.pdf
https://www.eurelectric.org/news/virtual-trading-hubs-in-continental-europe-bear-more-risks-than-benefits/
https://eepublicdownloads.blob.core.windows.net/public-cdn-container/clean-documents/Network%20codes%20documents/NC%20FCA/publications/240703_EE_advocacy_note_forward_markets.pdf
https://www.eex.com/fileadmin/Global/News/EEX/EEX_Opinions_Expert_Reports/202512_Designing_efficient_CfDs.pdf
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paramount. The upcoming implementation of ETS 2 for transport and heating is a necessary step to 
extend this crucial price signal to other sectors of the economy. 

Guarantees of Origin. In each lever to support renewable integration and price stabilisation, 
guarantees of origin (GO) play a complementary role through certifying the environmental attributes 
of electricity. The GO framework should be further harmonised and strengthened to support cross-
border tradability and provide credible signals for renewable consumption. 

4.6 Trust and integrity through a robust financial framework 

Integrity through targeted financial regulation. High-integrity markets are the foundation of 
investor confidence. Therefore, a robust and consistent financial regulatory framework is essential. 
However, this framework must be proportionate and not stifle the very markets it is meant to protect. 
The Draghi Report wrongfully depicted forward energy markets are underregulated (compared to 
the USA) and supported a more stringent regime under MiFID (position limits, ancillary activity etc.). 
Such a review of the commodity derivatives regime would directly reduce market liquidity and 
competitiveness, ultimately increasing costs for hedgers and end consumers. In two recent reports, 
the European Commission and Gas Markets Task Force concluded that the regime functions well 
and that no urgent changes are deemed necessary.14  

Transparency and simplification. We support the European Commission’s and regulators’ push 
to increase transparency in energy derivatives markets, where there is a merit to do so. In particular, 
data sharing and cooperating between financial and energy authorities is encouraged. Contrary, we 
caution against the trend of duplicating burdens and ask to rethink implementation efforts and to 
consider simplification assessments going forward. The goal should be to reduce administrative 
burdens, streamline overlapping reporting requirements (e.g., between REMIT, MiFID, and EMIR), 
and ensure that rules are calibrated to foster, not hinder, liquid and efficient markets. 

4.7 Innovation and choice 

Market choice. When markets offer sufficient choice – through diverse products, flexible hedging 
instruments, and cross-border access – supply will follow demand. Innovation flourishes in 
environments where participants can manage risk and respond to price signals without fear of 
sudden regulatory shifts. New products are entering the market, both on regulated markets and OTC, 
to support the investment certainty and integration of battery systems and variable energy sources.  

Removal of national barriers. Regulatory complexity and fragmentation across Member 
States remain key barriers to market integration as well as renewable deployment and consumption. 
Unclear or inconsistent frameworks such as, for example, around licensing, taxation or reporting, 
discourage trading activities and can weaken investment signals and delay project development. 

Sectoral integration. As a key pillar of decarbonisation, it is crucial to establish a functioning 
hydrogen market alongside the necessary infrastructure. This requires regulatory frameworks for 
hydrogen market design, that avoid over-regulating the emerging market.  

 

 

 

14 Report from the Commission to the European Parliament and the Council on the Commission’s assessment of the 
markets for commodity derivatives, for emission allowances and for derivatives of emission allowances (2026) (LINK) & 
Commission Staff Working Document on Ensuring well-functioning gas markets Report by the Gas Markets Task Force 
(2026) (LINK) 

https://ec.europa.eu/transparency/documents-register/detail?ref=COM(2026)251&lang=en
https://ec.europa.eu/transparency/documents-register/detail?ref=SWD(2026)147&lang=en
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About EEX 

The European Energy Exchange (EEX) is a leading energy exchange which builds secure, 
successful and sustainable commodity markets worldwide – together with its customers and 
partners. As part of EEX Group, it serves international power, natural gas, environmental, freight and 
agricultural markets, and provides data, reporting and registry services. EEX is an enabler of the 
energy transition and decarbonisation, advancing renewables integration through dedicated 
products and services, including those related to guarantees of origin. More information: 
www.eex.com  
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