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Abstract:

Germany’s uniform electricity bidding zone faces severe grid bottlenecks due to
the spatial divergence between northern wind generation and southern load
centers, resulting in extensive redispatch costs. To address this, ACER proposes
subdividing the German market to improve price signals. However, this
reconfiguration risks reducing market liquidity and inadvertently reviving historical
area monopolies, allowing concentrated generation fleets to exploit isolated
markets and potentially causing welfare losses that outweigh efficiency gains. This
study investigates this critical trade-off for the target year 2030. Departing from
prevalent perfect-competition assumptions, we deploy a Cournot-Fringe
equilibrium modeled as a Quadratic Constraint Problem (QCP). Our approach
integrates detailed Flow-Based Market Coupling (FBMC) constraints to
endogenously capture realistic physical network flows and strategic market
behavior. By evaluating the welfare effects of ACER's proposed configurations, first
findings indicate that dividing the market into smaller zones may help to mitigate
the abuse of market power.
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