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The economic effect of market coupling in the Hungarian electricity market
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One of the most accurate and interesting questions in the electricity market is the newly launched market coupling system in Europe. This system connects next day's hourly product market between countries via implicit auction. After the implementation of the system several questions have arisen about the implications of market coupling and its effect on consumer surplus. In our paper we identify the economic cosequences of the trading system and empirically prove them with the help of Hungarian data. 
In the first section we introduce the concept of market coupling in the electricity market and briefly compare it with the previous auction mechanisms. After explaining the regulation on integrated European Power Market, we move our focus on the Hungarian market and its specialities. In the second section we briefly sketch the economic background of the system and its expected positive and negative implications. After that we turn to the empirical analysis and test whether the expected advantages of the new system occured or not in the integrated Czech - Hungarian - Slovakian market. We use relevant data to test the following three hypothesis with diverse statistical and econometric methods: 1. After the launch of the system the spread between prices narrowed 2. The volatility in the Hungarian prices decreased 3.The price level in the Hungarian exchange decreased. With the help of the one-year long time-series we provide evidence for the expected positive effects of market coupling. Based on that we make some prediction about the integrated European Market.



