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“In the next stage of REMA, we will seek to work closely with industry, ESO/NESO, and Ofgem 
to develop both national and zonal models of wholesale market reform to enable a comparison 
between the two with the aims of designing models which can most appropriately allocate risk 
to market participants while delivering savings for consumers.”  

DESNZ, REMA: second consultation 



 



 

“However, this kind of market reform comes with potential risks to investment and 
distributional impacts on consumers. It is therefore important to explore the counterfactual of 
improving locational signals under the current single price model through a possible 
combination of better spatial planning, anticipatory network investment and reforms to CfD 
design, network charges, access arrangements and balancing markets. This “reformed 
national market” should serve as the counterfactual to locational pricing options in 
determining whether or not the latter would be a desirable policy.”   

Ofgem Assessment of LMP.4  

4  

https://assets.publishing.service.gov.uk/media/640226048fa8f527fe30dbba/review_of_electricity_market_arrangements_summary_of_responses.pdf
https://www.cornwall-insight.com/press/two-thirds-of-energy-industry-professionals-think-the-market-needs-to-be-drastically-reformed-but-say-locational-pricing-is-not-the-answer/
https://www.ofgem.gov.uk/sites/default/files/2023-10/Ofgem%20Report%20-%20Assessment%20of%20Locational%20Pricing%20in%20GB%20%28final%29.pdf
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“Our assessment acknowledges zonal pricing does not represent a singular well defined 
market reform. There are numerous forms of zonal pricing, with the exact implementation of 
zonal pricing having the potential to greatly change both the costs and benefits of such a 
market reform.” 

DESNZ Review of Electricity Market Arrangements Options Assessment 2024 
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https://assets.publishing.service.gov.uk/media/65e3a3dc3f69450263035fc3/9-system-benefits-from-efficient-locational-signals.pdf


“We conclude that while the theory and modelling behind LMPs is strong, their wider 
theoretical rationale is less clear cut and the evidence on their impact in use is surprisingly 
weak.”  

Prof. Michael Pollitt, Cambridge University.7 

“Our analysis shows that a move to zonal pricing has the potential to bring benefits to the 
British electricity system and to households. However, these benefits may be offset by the 
additional risk premiums faced by investors, given the dramatic change to the way generators 
would be paid and the sheer scale of investment needed to reach net zero.”  

“System cost benefits could be outweighed by increases in cost of capital. Increases in cost 
of capital of 0.3 to 0.9 percentage points result in a move to locational pricing becoming a net 
cost to the system.” 

LCP Delta March 2024 (report for REMA team on zonal LMP) 
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7 

https://www.eprg.group.cam.ac.uk/wp-content/uploads/2023/07/text-2318-revised-180723.pdf
https://www.eprg.group.cam.ac.uk/wp-content/uploads/2023/07/text-2318-revised-180723.pdf
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“The FTR market is inefficient and costly to consumers. The evidence on this is 
overwhelming…”  

Michael Pollitt, 2023 Comments on FTI report for Ofgem.10  

https://www.ofgem.gov.uk/sites/default/files/2023-10/Michael%20Pollitt%20Academic%20Review%20of%20FTI%20Findings%20.pdf


https://ieefa.org/resources/italys-excessive-gas-fired-power-reliance-slows-renewables-buildout
https://www.powerengineeringint.com/renewables/volatile-zonal-pricing-impacting-italys-renewable-energy-producers/
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Taking account of additional debt interest costs and the impact on economic activity, such 
recurring gas price spikes would add around 13 per cent of GDP to public debt by 2050-51. This 
is about twice as much as the 6 per cent of GDP central estimate for the total cost of public 
investment to complete the transition to net zero by the middle of the century.  

OBR Fiscal Risks and Sustainability Report July 2023.16 
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https://obr.uk/docs/dlm_uploads/Fiscal_risks_and_sustainability_report_July_2023.pdf
https://assets.publishing.service.gov.uk/media/65e9d1e962ff489bab87b2a5/proposed-amendments-for-ar7-and-future-rounds.pdf
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https://auroraer.com/wp-content/uploads/2023/05/Role-of-PPAs-in-the-GB-Power-Market-Redacted-report.pdf
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https://assets.publishing.service.gov.uk/media/65e5a4372f2b3bbc587cd78c/6-frontier-cornwall-insights-market-signals-renewable-investment-behaviour.pdf
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https://assets.publishing.service.gov.uk/media/65ef95fdff117000116158e9/cfd-sustainable-industry-reward-consultation-government-response.pdf


 

https://www.regen.co.uk/publications/go-west/
https://www.regen.co.uk/publications/floating-offshore-wind-opportunity-in-the-celtic-sea/
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https://www.regen.co.uk/publications/rema-insight-paper-capacity-market-reform/
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https://assets.publishing.service.gov.uk/media/649eb7aa06179b000c3f7608/uk-emissions-trading-scheme-consultation-government-response.pdf
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https://reports.nationalgrideso.com/bridgingthegapdayinthelife/


 



 

 

https://www.regen.co.uk/transmission-network-constraints/
https://www.regen.co.uk/regen-talks-constraints-with-esnz-select-committee/
https://www.scottishrenewables.com/publications/1488-exploring-options-for-constraint-management-in-the-gb-electricity-system-the-potential-for-constraint-management-markets
https://www.scottishrenewables.com/publications/1488-exploring-options-for-constraint-management-in-the-gb-electricity-system-the-potential-for-constraint-management-markets
https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/?utm_campaign=Energy&utm_content=linkedin&utm_medium=social&utm_source=linkedin
https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/?utm_campaign=Energy&utm_content=linkedin&utm_medium=social&utm_source=linkedin
https://www.current-news.co.uk/national-grid-eso-uses-constraint-management-to-save-consumers-80-million/
https://www.nationalgrideso.com/document/283556/download


 

 

 

https://www.bundesnetzagentur.de/SharedDocs/Pressemitteilungen/EN/2024/20240415_NSA_Konsultation.html
https://www.nationalgrideso.com/industry-information/balancing-services/thermal-constraints-collaboration-project
https://www.nationalgrideso.com/industry-information/balancing-services/thermal-constraints-collaboration-project


 

 

 

 

 

 

 

 



https://www.nationalgrideso.com/future-energy/virtual-energy-system
https://www.nationalgrideso.com/what-we-do/electricity-national-control-centre/balancing-programme
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https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/


 

 

 



 



https://www.ofgem.gov.uk/sites/default/files/2023-10/Ofgem%20Report%20-%20Assessment%20of%20Locational%20Pricing%20in%20GB%20%28final%29.pdf


 

 

https://auroraer.com/wp-content/uploads/2023/05/Role-of-PPAs-in-the-GB-Power-Market-Redacted-report.pdf
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https://www.regen.co.uk/publications/feasibility-analysis-of-bristol-city-councils-electricity-sleeving-pool/


https://www.ofgem.gov.uk/publications/decision-future-local-energy-institutions-and-governance
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https://assets.publishing.service.gov.uk/media/65d35723423931b733b7b8ff/towards-more-innovative-energy-retail-market-summary-of-responses.pdf


https://assets.publishing.service.gov.uk/media/65eb48f362ff48ff7487b30a/rema-options-assessment.pdf


 

https://afry.com/en/newsroom/press-releases/afry-study-finds-move-locational-pricing-in-uk-electricity-market-would-be
https://assets.publishing.service.gov.uk/media/65e3a3dc3f69450263035fc3/9-system-benefits-from-efficient-locational-signals.pdf
https://obr.uk/docs/dlm_uploads/Fiscal_risks_and_sustainability_report_July_2023.pdf
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https://www.regen.co.uk/publications/go-west/


 

https://www.regen.co.uk/publications/floating-offshore-wind-opportunity-in-the-celtic-sea/
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https://assets.publishing.service.gov.uk/media/65e3a3193f69450263035fc1/4-alternative-capacity-market-auction-design.pdf


https://assets.publishing.service.gov.uk/media/65e3a3193f69450263035fc1/4-alternative-capacity-market-auction-design.pdf




https://assets.publishing.service.gov.uk/media/65e3a3193f69450263035fc1/4-alternative-capacity-market-auction-design.pdf






https://www.regen.co.uk/consultation-response-long-duration-energy-storage-cap-and-floor-scheme/


https://assets.publishing.service.gov.uk/media/65e3a2d33f694514a3035fbd/2-carbon-trust-role-ancillary-services-low-carbon-operability.pdf
https://www.gov.uk/government/consultations/capacity-market-new-technologies-2020/open-letter-on-new-technologies-in-the-capacity-market#fn:2






https://assets.publishing.service.gov.uk/media/649eb7aa06179b000c3f7608/uk-emissions-trading-scheme-consultation-government-response.pdf
https://www.regen.co.uk/building-flexibility-markets-for-a-net-zero-electricity-system/


https://www.regen.co.uk/wp-content/uploads/Capacity-Market-Reform-Regen-Insight-Paper.pdf


 

https://assets.publishing.service.gov.uk/media/65d35723423931b733b7b8ff/towards-more-innovative-energy-retail-market-summary-of-responses.pdf


 



 



“Our assessment acknowledges zonal pricing does not represent a singular well defined 
market reform. There are numerous forms of zonal pricing, with the exact implementation of 
zonal pricing having the potential to greatly change both the costs and benefits of such a 
market reform.” 

DESNZ Review of Electricity Market Arrangements Options Assessment 2024 
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https://www.ofgem.gov.uk/sites/default/files/2023-10/Ofgem%20Report%20-%20Assessment%20of%20Locational%20Pricing%20in%20GB%20%28final%29.pdf


 



“Our analysis shows that a move to zonal pricing has the potential to bring benefits to the 
British electricity system and to households. However, these benefits may be offset by the 
additional risk premiums faced by investors, given the dramatic change to the way generators 
would be paid and the sheer scale of investment needed to reach net zero.”  

“System cost benefits could be outweighed by increases in cost of capital. Increases in cost 
of capital of 0.3 to 0.9 percentage points result in a move to locational pricing becoming a net 
cost to the system.” 

LCP Delta March 2024 (report for REMA team on zonal LMP) 



“The FTR market is inefficient and costly to consumers. The evidence on this is 
overwhelming…”  

Michael Pollitt, 2023 Comments on FTI report for Ofgem.66  

https://www.ofgem.gov.uk/sites/default/files/2023-10/Michael%20Pollitt%20Academic%20Review%20of%20FTI%20Findings%20.pdf
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https://www.regen.co.uk/wp-content/uploads/Locational-Signals-Insight-Paper-Final-July.pdf


 

https://www.scottishpower.com/news/pages/beyond_the_optics_a_network_charging_solution_for_the_future.aspx


“ Misalignment between locational signals and energy strategy also known as the “locational 
signal paradox”. It makes sense to send a strong negative locational signal to dissuade load in 
areas of network constraint, until a strategic decision is made to invest in network capacity, 
then the locational signal makes no sense and may need to be flipped.” 

 Regen, 2024 



https://reports.nationalgrideso.com/bridgingthegapdayinthelife/




 

 

https://www.regen.co.uk/transmission-network-constraints/
https://www.regen.co.uk/regen-talks-constraints-with-esnz-select-committee/
https://www.scottishrenewables.com/publications/1488-exploring-options-for-constraint-management-in-the-gb-electricity-system-the-potential-for-constraint-management-markets
https://www.scottishrenewables.com/publications/1488-exploring-options-for-constraint-management-in-the-gb-electricity-system-the-potential-for-constraint-management-markets
https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/?utm_campaign=Energy&utm_content=linkedin&utm_medium=social&utm_source=linkedin
https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/?utm_campaign=Energy&utm_content=linkedin&utm_medium=social&utm_source=linkedin
https://www.current-news.co.uk/national-grid-eso-uses-constraint-management-to-save-consumers-80-million/
https://www.nationalgrideso.com/document/283556/download
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https://www.bundesnetzagentur.de/SharedDocs/Pressemitteilungen/EN/2024/20240415_NSA_Konsultation.html
https://www.nationalgrideso.com/industry-information/balancing-services/thermal-constraints-collaboration-project
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https://www.nationalgrideso.com/future-energy/virtual-energy-system
https://www.nationalgrideso.com/what-we-do/electricity-national-control-centre/balancing-programme
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https://www.frontier-economics.com/uk/en/news-and-insights/news/news-article-i20646-reform-options-for-electricity-balancing-arrangements-in-great-britain/


 

https://assets.publishing.service.gov.uk/media/65e3a2d33f694514a3035fbd/2-carbon-trust-role-ancillary-services-low-carbon-operability.pdf
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