
 

High snow levels indicate very weak Nordic
power prices this summer

June 9 2020

Electricity prices in the Nordic countries are likely to be unusually low
this summer amid high inflows to hydropower plants, caused by a
combination of a very snow-rich winter and late snowmelt.

"May was cooler than normal in Scandinavia and June has also started on
the cool side. This has led to snowpack melting a bit later than it usually
does," Nathalie Schaller, a senior researcher at CICERO Center for
International Climate Research, said during a webinar organised on 8
June as part of the S2S4E project.

"There was a lot of snow this winter, and snow levels in many parts of
Norway are set to remain above average over the next couple of months.
This means that there is a strong signal in the forecasts for inflows to the
country's hydropower stations to be above normal this summer," Schaller
said.

"Weather-wise, however, the latest forecasts for June, July and August
indicate that we may see a rather normal summer in Scandinavia," she
added.

"Reservoirlevels to become extreme"

This view was shared by Gabriele Martinelli, who is lead quantitative
analyst for the European power market at analysis firm Refinitiv, and
who was also among the webinar speakers.
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"The weather impact on the Nordic spot price is massive, and it is
mainly hydro-driven. We now have a snow and soil surplus of 27 TWh,
which means inflows will remain above normal the whole summer,"
Martinelli said.

"Reservoir levels in the Nordics are expected to be very high this
summer. The reservoirs are not full now because we are at the beginning
of the melting season, but we expect them to reach extreme levels in mid-
October," he said.

"The last time reservoir levels were as high as those we expect in mid-
October was in 2015, when filling levels reached around 90%. This year
we are expecting them to become even higher," Martinelli added.

In summer 2015, very wet and windy weather caused wholesale power 
prices in the Nordic region to plunge. After having fallen all summer, the
Nordic system price hit a 17-year low in late July and remained weak all
autumn.

Norway is Europe's largest hydropower producer, and hydropower plants
account for 96% of the country's power generation capacity.

Low risk of negative electricity prices

According to Martinelli, Refinitiv expects the Nordic spot price to
average around EUR 6-7/MWh in July—markedly lower than last July's
average of more than EUR 35/MWh.

Further out, the Q3 contract in the electricity forward market is
currently trading at around EUR 14.50/MWh, well below Q3 last year's
average, which was alsoaround EUR 35/MWh.

"Market players are expecting power prices to remain low for the rest of
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the year. We could also see some negative prices this summer, but it
won't be on a large scale," said Olav Vilnes, an editor at energy news
agency Montel.

Martinelli agreed, saying that "the risk of negative power prices is much
lower in Norway than in many other countries" because Norway can
switch off most of its hydropower plants.

"Market participants are aware of that, and that is actually one of the
reasons why Norway is very attractive for wind farm producers,"
Martinelli added.
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