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Agenda

+ Power markets in a nutshell

1 Stylized facts of electricity prices

1 Basic reduced form models for the spot price
1 Markov regimeswitching
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The power
system

woltage is stepped-up for
nationwide transmis=ion

| Generation

Ditribution
transformer

| Transmissio

A zecond transformer
steps dowen the woltage
for local use. Lines and
cables then run to
individual users.

| Retai

(€)2008H nmo wl FIFO 2SNRY 6



Wholesale electricity
market structure
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Wholesale electricity
market structure cont.
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European power exchanges
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North American power markets

Alberta Electric (1996

System Operator 2003) Midwest ISO (2005)
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Energy commodities
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Zoom in (one year)
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Zoom in (one month)
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Electricity is a (special) commodity

1 Limited storability and transmission constraints
1 Weather dependency and seasonality (daily, weekly, annus
1 Spikes in prices and loads (consumption)
BExtreme volatility, up to 50% for daily returns
} Inverse leverage effect

BPrices and volatility are positively correlated; both are negatively
related to the inventory level

y Samuelson effect
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The spot
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Supply stack and price formation

Power production capacity in the Nordic countries

Power exchange: two-sided auctié‘rl
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Spot price spikes ... are transient
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Use of the spot
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Forward vs. futures trades

Financial markets
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Commodity =

A > Money >
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Margin arrangements

1 Initial margin
BFunds deposited to provide capital for losses
+ Marking to Market

BEach day the profits or losses from the new futures
price are reflected in the account

1+ Maintenance(or variancemargin
Bl @l fdzS 6Sft2¢ KAOK | GNJ

BWhen the maintenance margin is reached, the broker
will ask for additional margin funds margin call
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Margin account mechanics
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