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Spoiler: Electroshock and therapy for the future

Diagnosis: this is a gas price crisis …
… and a failure of long-term energy markets

https://globallnghub.com/short-term-trend-of-natural-gas-and-lng-prices.html



Spoiler: Electroshock and therapy for the future

Prescription (?)
•Defibrillator
−Current gas prices
−Secondary effects and sequels

•Post-recovery therapy
−Fixing long-term markets
−Without ruining short-term ones



First and foremost

… conditioning the regulatory agenda
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Phase 1

What was said and done
Average (cost-based) 

not short-term
market prices!

Everything works
well!



First and foremost

… conditioning the regulatory agenda

PHASE 2.1
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First and foremost

… conditioning the regulatory agenda

PHASE 2.2
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Analysis after the initial symptoms



First and foremost

… conditioning the regulatory agenda

PHASE 3
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First and foremost

… conditioning the regulatory agenda
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EC Communication COM(2022) 108 final – March 8th, 2022

Time for regulation

I have spoken!

8.3.2022
REPowerEU

Ok, but now…
which is the way?

Regulated
rates

Capture of
“windfall
profits”



Journalism and context



•Paneuropean gas market price cap
− For example, Kneuhoff at al.

Electroshock

First best or extreme unction?



•Mandated bilateral contracts for restricted demand
−Welfare losses and cross subsidies

•“Negotiated” or auctioned currently long-term contracts
−Penny wise, pound foolish

•Technology-targeted market price caps
−Dispatch (hydro, coal/gas, power/gas) and cross-border 

trading interferences
−Alternative: subsidizing CCGT fuel price [idem]

•Captures of infra-marginal rents [idem]

Electroshock

Measures on power: secondary effects



Electroshock

Betting tough



And retailing?
•Did it actually hedge?

•Bankruptcies and the role of the supplier of last resort
•Guarantees and competition
−Vertical integration



Power price crisis in the EU:
Unveiling current policy responses and 

proposing a balanced regulatory remedy

Carlos Batlle, Tim Schittekatte & Christopher R. Knittel

MIT Electric Power Systems (EPS) Center
Navigating the Complex Transition Towards Tomorrow’s Power System

February 25th, 2022

Not for Public Distribution



Second-best

What if first-best is considered insufficient?
“I've abandoned free-

market principles to save 
the free-market system” 
(George W. Bush, 2008) 

“A good mix of regulation 
and markets is better 
than no market at all”
(Alfred E. Kahn, 1988)



Therapy

Potential measures for the future
•RES auctions as unique entry gate
− Limiting access to the network to RES auction winners

•Mandatory long-term market makers
−Taking advantage of vertically integrated utilities

•Affordability options
−Regulatory-driven hedge against and only “extreme events”

•Reconsidering the role of retail
−Well-designed default rates



Prescription for the future
An alternative regulatory solution to 
complete the market mechanism

Stability… better Affordability options

20



An alternative regulatory solution to complete the market mechanism

Missing long-term market



Learning from the pioneers



An alternative regulatory solution to complete the market mechanism

“Bill shock” safeguard mechanism
•Centralized (regulatory-led) auction for the procurement 
of a financial hedge termed as “affordability options”
−Objective: affordability
−Procured on behalf of consumers deemed to need 

protection (default, opt-out & opt-in possible)
•Main principles
−Competitive, technology agnostic procurement
−No interference with dispatch and short-term price signal 

for consumers (e.g., scarcity prices)



• Illustrative example
−Differential impact of the

option depending the
nature of the price event

An alternative regulatory solution to complete the market mechanism

Affordability options

Day-ahead hourly market prices in Spain in 2020 and 2021
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An alternative regulatory solution to complete the market mechanism

Stability options – Affordability options
•Asian call option
−Derivative with a payoff at maturity that depends on an 

average of the underlying on a set of predetermined 
monitoring dates (monthly)



An alternative regulatory solution to complete the market mechanism

“Bill shock” safeguard mechanism
•Low strike price (representing bill cap), and monthly 
settlement
− Strike is the average monthly price

∙ It adapts well the risk profile of variable RES and the hedging 
needs of end users

•5-10 years duration
•Time lag to allow for competition (new investments)
−e.g. 2023-2028
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