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Objectives 

Ensure security of supply  

 We need diverse, reliable and 

resilient electricity supplies to 

keep the lights on 

Keep electricity affordable  
 For taxpayers and for bill payers 

Mitigate climate change  
• Carbon budgets: by 2050, 80% 

reduction in economy-wide 

emissions (on 1990 levels) 

• Renewables target: 15% 

renewable energy by 2020 
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Capacity Market: why it’s needed 

Closure: 

around a fifth of 

existing 

capacity closing 

in the next 

decade 

Market 

failures: 

e.g. 

reliability is 

public good, 

System 

operator 

actions in 

scarcity 

situations 

not fully 

priced in 

Intermittency 

and 

inflexibility: 

large 

proportion of 

new capacity 

will be 

intermittent or 

less flexible 

Insufficient 

incentives to 

invest in reliable 

capacity: harder 

for reliable 

capacity to 

capture revenues, 

leading to under- 

investment 
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Options for addressing security of supply risks 

Introduce a 

capacity mechanism 
Explicitly incentivise adequate capacity 

Capacity Market that 

provides a stable payment 

can reduce investment costs 

and risk of market failure. 

Develop European 

internal energy market 

e.g. more interconnection will help 

cope with a more intermittent 

generating mix across Europe 

Reduces need for 

backup capacity 

across Europe 

Address problems 

with current market 

Some problems with current market 

could be addressed (e.g. we can 

improve cash out) 

Create a demand-side 

to 

the electricity market 

Enable consumers to see and respond 

to real-time price signals 

Helpful, but practical 

barriers & trade-offs 

mean won’t solve all 

problems 

Long-term goal – but 

delivery risks and 

won’t happen fast 

enough 

These actions will not happen fast enough to mitigate risks 

W
o

rk
 u

n
d

e
rw

a
y
 o

n
 a

ll
 o

f 
th

e
s

e
 

4 



Capacity mechanism options 

considered 
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Capacity Market – high-level design 

Capacity to 
procure 

Auction Trading Delivery Payment 

Total amount 

of capacity 

contracted for 

from 

providers 

willing to 

provide it 

through a 

central 

auction.  

Includes 

DSR, storage 

etc as well as 

generation. 

 

Capacity 

providers 

may trade 

between 

auction 

and 

delivery. 

Providers 

commit to 

be available 

when 

needed or 

face 

penalties in 

the delivery 

year. 

Capacity 

Market does 

not replace 

electricity 

market. 

 

Costs of 

capacity 

shared 

between 

suppliers, in 

proportion 

to their 

market 

share. 

Reliability 

standard 

established. 

 

Forecast of 

peak 

demand 

made, and 

translated 

into a 

capacity 

requirement. 
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Capacity Market - timeline 

Consultation 

on 

implementin

g legislation  

 

 

 

 

 

Oct – Dec 

2013 

 

 

 

 

Implementin

g legislation 

in force  

 

 

 
 

 

July 2014  
 

Pre-

qualificatio

n for first 

auction  

 

 

 
 

April – 

Sept 2014 

First 

auction  

 

 

 

 

 

 

Nov 2014 

 

 

 
 

First 

delivery 

year starts  

 

 
 

 

 

Oct 2018 

Pre-

qualificatio

n appeals 

 

 

 
 

 

Oct 2014 



Capacity Market: transition 

In the longer term (at least 10 years hence) the following market developments should reduce 

the need for a Capacity Market: 

 

Development: Enabled by: 

Demand side 

 

• Smart meters 

• Building DSR capability through the Capacity 

Market 

More interconnection and more efficient single 

market trading 

 

• Ofgem reforming balancing arrangements 

• Ofgem, Grid and DECC working to improve 

planning (identification of most beneficial 

potential projects) 

Reform of balancing arrangements to 

appropriately reward value of capacity 

 

• Ofgem due to publish proposals for cash out 

reform in coming weeks, undertaking review of 

Future Trading Arrangements over next year. 

The Capacity Market has been designed: 
 

- To help enable these market developments – particularly by supporting the development of the demand 

side;  

- Promoting competition in the market by giving independents a route to market 

- Allowing transition / exit of mechanism in future (reliability standard prevents over procurement, majority 

1 year contracts prevent lock in). 
 

The need for a Capacity Market will be reviewed every five years. 
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