CORvVIMNUS UNIVERSITY OF BUDAPEST

REGIONAL CEMTRE
R I- I( I( FOR ENERGY
POLICY RESEARCH

REKK Energy Policy Briefs are published to

provide analysis of recent events occurring in the
energy sector in Central Eastern and Southeast
Europe.

Free market or rigged auctions?

lllogical market opening in Hungary

26/10/2007 originally published in Vilidggazdasig in Hungarian 2008 Issue #1

By Péter Kaderjak & Andras Mezdsi

The smoke is still rising from the electricity auction of the Hungarian
Electricity Works (Magyar Villamos Miivek, MVM) which took place
on October 25th. According to the first — informal — news a price of 65
€/MWh (16.3 Ft/kWh) the base load of next year, and the average
wholesale price is expected to be about the same value — owing to the
relative low weight of the offered peak-load products. This means a rise
of approximately 16% compared to the current regulated wholesale
price.

According to reports, MVM didn’t entirely exploit the opportunity; the
bidding was halted while there was still oversubscription. This means
due to the high demand a higher price could have been fetched if the
auction had been carried to the ‘end’.

It is well known that on the MVM auction of 25" October the company
sold 8.2 TWh power for 2008, assuming it was all bought. It represents
a fifth of the domestic electricity consumption of 2006 (38.6 TWh), a
fourth of the domestic electricity production (31.8 TWh) and a third of
the power quantity of MVM (27.8 TWh). Where are the other goods?
When will they be put on the market? And how? And at what price? The
uncertainty of the answers could have given a boost to this auction’s
bidding spirit and to the prices as well. The answers to these questions
are important because the pricing information that emerges from this
auction, can be used as a reference to the pricing of future electricity
sales, which might not be transparent.

As a comparison, it needs to be remarked, on the Czech and German
electricity exchanges, which are relevant regarding the domestic
electricity market, the price of similarly auctioned electricity (base load)
were between 57 and 60 €/MWh (14.3-15.0 Ft/kWh) in recent days.

It must be asked, in what kind of regulatory and psychological
environment did this auction take place? In any case, it’s unusual that
half of the country is in a fever for an electricity auction. It’s
uncommon, that approaching All Saints’ Day the traders who serve the
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Hungarian power wholesaler
MVM records ''unjustified"
margin at capacity auction —
authority

BUDAPEST. NOVEMBER 5.
INTERFAX CENTRAL EUROPE -
MVM Trade Zrt, the flagship power
wholesaler unit of Hungarian state-owned
power group MVM, recorded an
"unjustified" high margin at a recent
capacity auction where MVM sold 9 TWh
of electricity to market participants,
according to the opinion of the Hungarian
Energy Office (MEH).

"Based on costs, the wholesale margin
included in the auction prices is
unjustified," the MEH said in a statement
on its website. ''The margin content in the
average auction price is well above
prevailing retail margins, even though
wholesale margins are supposed to cover
a lower per-unit cost than retail
margins."

On October 25, MVM sold 9 TWh of
electricity for delivery in 2008, equivalent
to 23% of Hungary's annual electricity
consumption, for a total of HUF 163 bin
(EUR 652 mln) to electricity trading
companies and large industrial
consumers. The auction, tagged as the
region's largest electricity auction,
included a total of about 1,100 MW in
base and peak load capacities in six
separate product groups.
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consumers don’t know yet, from where and at what price, they will
acquire the electricity for their consumers in the coming years. They
need to give their price quotes to their consumers in the coming days.
It’s also uncommon, that on the day of the auction in point 25"
October) the conditions of next year’s foreign trade can’t be known yet.
It’s also unusual, that for the high price gotten on the auction (the
previous guessing was about a rise of 30-40% in the wholesale price)
the high South-East European prices are published.

Hungary has been one of the biggest net electricity importers in Europe
for decades. It’s unusual and appalling, that in fear of high electricity
prices Hungary, which is a member of WTO and the EU, is expected to
bring into force an economic ministerial decree which would introduce a
fee of 4.4 Ft/KWh for the electricity export and transit. The aim (?) is to
save the domestic consumers and producers of the harmful effects of
exporting Hungary’s cheap electricity. Just one comment: if we assume
that our international commercial partners, being indignant at the
Hungarian measures, imposed the same duty on exports towards
Hungary to a similar extent, it would increase the bill of the domestic
electricity consumers by about net amount of 30 billion Ft a year —
that’s almost equal to the Hungary’s welfare benefits. It also puts a dent
in the EU's single common electricity market.

What’s the cause of this strange phenomena? The new electricity law
under the title of ‘liberalization” and which could be characterized more
precisely: price liberalization without competition. Can there be
efficient competition where the MVM, who organized the electricity
auction, is the system organizer along with being in possession of 80%
of the domestic plant capacity and uses a great part of the physical
import capacity? Can there really be efficient competition when the
dominant market player isn’t obliged by the law to place the bound
capacities fully and transparently on the market or to cancel or
renegotiate its contracts? No. Should we be afraid of a possible
significant price increase, if in these circumstances, according to the
new electricity law accepted this year, the price determination by the
authorities for the electricity consumers outside the circle of households
and small consumers comes to an end at the beginning of 2008?
Whoever has taken part in an economic course about monopolies tends
to say: absolutely yes! Especially if they know that the privatization of
the Electricity Works is planned to be started next year, which would
preclude the possibility of a monopoly to be reigned in by its state
owner.

The price which appears to be created on the rainbow auction of MVM
does not prove the fears that the high demand of electricity import in the
Balkan region would send to the skies the domestic wholesale prices.
On the other hand it still foreshadows a significant wholesale price
increase for 2008. So what to do, laugh or cry?

MVM said at the time that the average
price for its base load product, which
made up the bulk of the auctioned
amount, was below the European price
level of comparable products. MVM also
noted at the time that in some product
groups it cut the auction short to prevent
outsize price jumps.

However, the MEH believes that the
margin implicit in the final auction prices
is too high, and is warning power traders
not to adjust their own retail margins to
that achieved by MVM.

""While the wholesale margin included in
the final auction prices is not justified, it
would also be unjustified if power traders
raised their retail margins to this level,"
the MEH said in its statement.

The average weighted price achieved at
the capacity auction was HUF 17.6 per
kWh, 23% higher than the average 2007
wholesale price, according to MEH
calculations. Prices for base load capacity,
making up 920 MW of the total 1,100
MW capacity on offer, averaged HUF
16.6 per kWh, 19% higher than the
prevailing wholesale price.

Market players and government officials
have said that the household price of
electricity may rise by up to 10% at the
start of next year, while the price increase
for industrial consumers may reach 30%.
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Szabad piac, vagy vezérelt
aukcio?

Logikatlan piacnyitas Magyarorszagon

Lassan felszdll a fehér fiist a Magyar Villamos Mivek csiitortoki
aramaukcioja koriil. Az elsé — nem hivatalos — hirek szerint 65 €/ MWh-
os (16,3 Ft/kWh) 4r alakult ki a jovd évi zsindrtermékre, s az atlagos
nagykereskedelmi 4r (a felkindlt csdcsiddszaki termékek relativ
alacsony stlya miatt) is ezen érték koriilire varhaté. Mindez a jelenlegi
szabalyozott nagykereskedelmi drhoz képest 16% koriili emelkedést
jelent. A hirek szerint az MVM nem hasznalta ki teljesen lehetdségeit,
mert akkor zirta le az emelkedd dras aukcidt, amikor még tiljegyzés
volt a felkinélt termékekre (magyarul az aukci6 ,,végigjatszasa” esetén
az drat a kereslet ennél magasabban alakitotta volna ki).

Ismeretes, hogy az oktéber 25-i MVM aukci6 sordn a cég 8,2 TWh
aramot értékesit a 2008. évre vonatkozdan, ha minden ardja vevore talal.
Ez a 2006. évi hazai aramfogyasztis (38,6 TWh) otode, a hazai
aramtermelés (31,8 TWh) egynegyede, illetve az MVM altal lekotott
villamos energia mennyiség (27,8 TWh) harmada. Hol a tobbi ard?
Mikor keriil majd a piacra? Es hogyan? Milyen dron? Az ezen
kérdéseket Ovezd bizonytalansdg srofolhatta fel a licitdld kedvet és
egyben az drakat. A most kialakulé arinformdcié azért lényeges, mert
hivatkozasi alapul szolgdlhat a tovabbi, esetleg nem transzparens
értékesitések bedrazdsindl. Osszehasonlitdsként megjegyezziik, hogy a
hazai drampiac szempontjabdl relevans cseh €s a német dramtdzsdéken
az aukciondlthoz hasonlé termékek arai (zsindrtermék) 57 és 60 € MWh
(14,3-15,0 Ft/kWh) ko6z6tt mozogtak az elmult napokban.

Milyen szabdlyozdsi és lélektani kornyezetben zajlott ez az aukcid?
Mindenképpen szokatlan, hogy a fél orszdg egy dramaukci6 ldzdban ég.
Szokatlan, hogy Mindenszentek felé kozeledve a fogyasztokat
kiszolgéld kereskedok még nem tudjak, honnan és milyen dron jutnak
majd ahhoz a portékdhoz, amire vonatkozd drajanlataikat a fogyasztok
felé a napokban meg kellene tenniiik. Szokatlan, hogy a széban forgd
aukcié (oktober 25.) napjan még nem tudhatjdk, milyen feltételek
mellett kiilkereskedhetnek majd jovore. Szokatlan, hogy az aukcién
kialakul6 esetlegesen magas arért (az eldzetes taldlgatasok akar 30-40
szazalékos nagykereskedelmi dremelkedésrdl szoéltak) mar elére a
»magas délkelet eurdpai” 4arakat teszik sokan feleldssé egy olyan
orszdgban, amely évtizedek Oota Eurdpa egyik legnagyobb nett6
dramimportdr orszdga (Magyarorszag). Szokatlan és lestijtd, hogy ebben
a nagy félelemben és kapkodasban a WTO és EU tag Magyarorszag
varhatdan é€letbe 1éptet egy olyan gazdasagi miniszteri rendeletet, amely
kilowattéranként 4,4 forint aramexport és -tranzitdijat vezetne be abbdl
a célbdl (?), hogy az olcsé6 magyar aram nyaklé nélkiili exportjanak
kéros hatdsitdl a hazai fogyasztokat é€s termeldket megvédje. Csak egy
megjegyzés: ha feltételezziik, hogy kereskedelmi partnereink, joggal
felhdborodva a magyar intézkedésen, hasonlé mértékii vimokat vetnek
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ki a hozzank irdnyulé exportra, az cirka nett6 30 millidrd forinttal
novelné a hazai dramfogyasztok szamldjat évente (ennyit a
protekcionizmus joléti hasznair6l egy kis, nyitott, nettdé importor
gazdasdgban). Es egyébként annyi az egységes belsé energiapiacnak is.

Mi az oka e furcsa jelenségeknek? Félelem att6l, amit az dj dramtoérvény
’liberalizacié> cimén létrehozott, s amelyet pontosabban ugy
jellemezhetiink: arfelszabaditas (arliberalizacié) verseny nélkiil. Lehet
hatékony verseny ott, ahol - az dramaukciét rendezd - Magyar Villamos
Mivek a rendszerirdnyitds mellett a hazai erOmiivi kapacitisok 80
szdzaléka felett rendelkezik, valamint a fizikai importkapacitdsok nagy
részét is maga haszndlja? Ahol a torvény nem kételezi e domindns piaci
szereplOt a lekotott kapacitdsok teljes korti és transzparens piacra
vitelére vagy a szerzddései felmonddsara vagy ujratargyaldsara? Nem.
Kell-e attdl tartani, hogy ha ilyen koriilmények kozott az idén elfogadott
4j villamosenergia-torvény alapjan a hdaztartési, illetve a kisfogyaszt6i
koron kiviili dramfogyasztok szdmadra a hatésdgi dramédr meghatarozas
2008 elejétdl megszinik, akkor ott jelentdés aremelkedés lehet? Aki
hallgatott kozgazdasagi kurzust a monopdliumokrodl, hajlik arra, hogy
azt mondja: de még hogy! Kiilonosen ha azt is tudjak, hogy a Villamos
Miivek privatizacigjat jovore mindenképpen meg akarjak kezdeni —
amely 1épés egy tulajdonosi dgon taldn még kezelheté monopol szerepld
lehet6ségét is megsziintetné.

Az MVM szivarvany aukciéjan most kialakulni latszé ar nem igazolja
azokat a félelmeket, hogy a Balkdni régi6 magas dramimport kereslete
az egekig verné a hazai nagykereskedelmi drakat. Ugyanakkor
mégiscsak jelent0s nagykereskedelmi dramar emelkedést prognosztizal
2008-ra. Akkor most sirjunk vagy nevessiink?
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