energies MBPY

Article
Cooperation or Localization in European Capacity
Markets? A Coalitional Game over Graph Approach

Giorgos Stamtsis ** and Haris Doukas *

Decision Support Systems Laboratory, School of Electrical and Computer Engineering, National Technical
University of Athens, Iroon Politechniou 9, 157 80 Athens, Greece; h_doukas@epu.ntua.gr

* Correspondence: stamtsis@gmail.com; Tel.: +30-210-8184625

t The views and opinions expressed in this article are solely those of the authors.

check for

Received: 3 May 2018; Accepted: 4 June 2018; Published: 6 June 2018 updates

Abstract: Capacity markets, as a means to address the capacity adequacy issue, are constantly
becoming an important part of the European internal electricity market. The debate focuses on how the
capacity markets will be smoothly integrated in one Pan-European power market, without resulting
in multiple national fragmentations and consequently in economic efficiency losses. Cross-border
participation and regional cooperation are considered as two sine qua non conditions in this
respect. The present paper provides a coalitional game theoretical approach aiming to facilitate
the cooperation of neighboring countries, when it comes to the security of electricity supply
and the necessity of establishing a capacity market. Such an approach can support respective
decisions about capacity markets cooperation as well as stress-test the benefits considering all
cooperation possibilities.
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1. Introduction

During the last years, a key issue in electricity market design debate was whether
Energy-Only-Markets (EOM) are able to provide the capacity adequacy levels needed or this is
only feasible through Capacity-Energy Markets (CEM) by introducing various Capacity Remuneration
Mechanisms (CRM) along with the energy and ancillary services markets [1-8].

European countries have a long track record in designing and operating CRMs in their electricity
markets [9-11]. However, the European Commission (EC) is concerned that uncoordinated national
approaches regarding the implementation of CRMs will distort the completion of a well-designed
and well-functioning Internal Energy Market (IEM). Therefore, EC has launched in April 2015 a sector
inquiry to investigate the impact of CRMs planned and implemented in eleven EU member states.
The final report [12] of this sector inquiry has been published in November 2016 and recognized
that there is a number of regulatory and market failures that can lead to security of supply concerns.
According to EC’s position, CRMs should be considered as an answer when the adequacy problem
persists, even after undertaken corrective actions.

Policy makers and officials from European institutions and energy bodies seem to agree that
cross-border participation and regional cooperation is the most efficient way to deal with the
main concerns related with the adoption of CRMs, i.e., market fragmentation and less intensive
decarbonisation. Indeed, both EC’s sector inquiry report and the new draft Electricity Regulation [13]
require that market-wide CRM shall be open to participation of capacity providers located outside
of the CRM country. Moreover, the draft Regulation foresees that Regional Operational Centres
(ROCs)—a future form of cooperation and action coordination between neighbouring Transmission
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System Operators (TSOs)—will be responsible for calculating the available capacity for cross-border
participation in each region. The European Network of Transmission System Operators for Electricity
(ENTSO-E), in [14], provides a bit different view regarding regional cooperation, considering the
existing and emerging Regional Security Coordinators (RSC) as entities that only assist TSOs and
won't be transformed into entities armed with decisive responsibilities. In any case, ENTSO-E has
already started publishing the annual Mid-Term Adequacy Forecast (MAF) which, according to the
draft Regulation, is considered to serve as the main Pan-European probabilistic methodology-based
tool to identify adequacy issues in EU countries and thus paving the way for the possible introduction
of a capacity market or any other type of CRM.

But by just applying the common EU rules when it comes to the implementation of a CRM is not
sufficient to secure market efficiency. If the national authorities insist to follow in the future a national
path regarding security of supply, then this will result in a more conservative approach, with higher
figures of available capacity needed for Europe as a whole, as well as increased cost for consumers
and emissions.

On the contrary, regional cooperation can build on the fact of non-simultaneously scarcity events
i.e., relatively lower simultaneous peak demand, and on a lower percentage for the regional reserve
margin requirement. Tackling the adequacy question at regional level can avoid market distortions
and keep down costs and consumer prices [15,16]. The issue of regional coordination is investigated
in [17], while two different types of barriers i.e., mistrust regarding the actual implementation of the
European Security of Supply legislation and short-term allocation of transmission rights according to
EU’s Target Model are identified and some realistic answers are provided in [18].

To the best of our knowledge, it is the first time that coalitional games over graph are used
in the present paper in order to support the decision making about capacity markets cooperation.
Additionally, we provide an approximation of an initial reasonable range of cooperation when countries
start thinking about common efforts towards capacity adequacy.

The rest of the paper is organized as follows: Section 2 illustrates some basic classes of coalitional
games and provides the characteristic function for coalitional games with disjoint but connected
components as well as some solution concepts for coalitional games over graphs. Section 3 formalizes
the coalitional games over graphs for capacity markets. In Section 4, coalitional games over graph
are applied in order to investigate countries cooperation for capacity markets in the area of Southeast
Europe while Section 5 discusses the results of this application. Finally, Section 6 concludes the paper
and discusses future research topics.

2. Coalitional Games over Graph; Terminology and Solution Concepts

Coalitional games is the research field where players are able to contact each other, form coalitions
and thus to secure a higher payoff in comparison to the amount that each player could secure if standing
alone [19,20]. Any coalitional game I'(N, v) consists of the set of the N players N = {1,2,...,n} and
the characteristic function v. The characteristic function allocates to each coalition S, with S C N, a real
value that equals the maximum payoff the coalition’s members can safeguard irrespective of what
the rest N — S players of the game do. By definition the characteristic value of the empty coalition is
v(g) =0.

A coalitional game is called superadditive if the following condition holds:

v(SUT) >0v(S)+v(T), VS, TCN,ifSNT=9 1)

In Equation (1) indicates that the total payoff of a union of two disjoint coalitions is at least equal
to the sum of payoffs that each coalition can safeguard standing alone.
A coalitional game is monotonic if:

(S) < o(T), ifSCT @)
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i.e., the larger the coalition the larger the savings it can achieve.
A coalitional game is called convex if the following condition holds:

v(SUT)+o(SNT) >v(S)+v(T), VS,TCN (©)]
Equation (3) can be rewritten in the following form:
v(SU{i}) —v(S) <v(TU{i})—ov(T), VSCTCN-{i},Vie N 4)

Equation (4) states that in convex games there is always an incentive for a player i to join a larger
coalition since this results in a larger increase to the coalition’s characteristic value.

If there are no restrictions, all possible coalitions S, with S C N, are able to form. However,
in the presence of communication or other type of restrictions between the players only connected
coalitions would be assigned a value. Disconnected coalitions would be either non-admissible or be
assigned a value equal to the sum of the values of their disjoint but connected components [21-23].
If the players can interact only through specific routes, then such coalitional games can be represented
with undirected graphs G = (V, E) where V are the vertices-players and E the edges-communication
routes of the graph. The present paper builds on the assumption that disconnected coalitions are still
admissible and they can secure the value of their connected components. Hence, if C(G) is the set of
all connected subgraphs of G, then the value of each coalition S in a game over graph G is:

(S)if S € C(G)

v6(S) = Y o(K;)otherwise ®)
K,’EK(S)

where K; are the disjoint, connected components of S.
2.1. Solution Concepts for Coalitional Games over Graph

2.1.1. Core

The core is the set of rational payoffs (called imputations), that cannot be improved over any
coalition S [24]. Any imputation y is part of the game’s core if the conditions for global and coalitional
rationality hold:

Y yi =v(N) ©6)
i=1
i%zdﬁ )

i=1

If not empty, the core may have infinite imputations.

2.1.2. Nucleolus

The nucleolus delivers one single solution to a coalitional game [25,26]. The nucleolus, as a payoff
vector, makes the unhappiest coalition under it, happier than the unhappiest coalition under any other
imputation. For any coalition S its unhappiness under any imputation y is measured by the excess
e(S), where:

e(S) = 0(S) — () ®)

Equation (8) states that the higher the difference between the payoffs allocated by y to the members

of S and the value this coalition can safeguard by standing alone, the happier the coalition S is. If the
core is not empty then the nucleolus is part of it.
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2.1.3. Myerson Value

Actually, the Myerson value [21] is defined as the Shapley value [27] of a game over graph G,
where all coalitions are admissible and the characteristic value of each coalition is given by Equation
(5). Hence, the Myerson value assigned to a player i is defined through:

mvi= p =Dk () (s — 1)) ©
S,ieS ’

Equation (9) states that player i is allocated the marginal contribution vg(S) — vg(S — {i}) that it
brings to the coalition of the S — {i} players when it joins their coalition. The fraction in Equation (9)
reflects the probability that player i arrives after the S — {i} players have already arrived and before
the arrival of the rest N — S players.

3. Coalitional Games for Capacity Markets

In EU area, the Energy Union strategy [28], set by the European Commission in 2014, revises the
established national approach to energy security of supply demanding a close cooperation between
Member States, the Commission and other political and social stakeholders in energy issues.

The benefits of having coordination at European level or even establishing a single Pan-European
capacity mechanism are illustrated in [29]. On the other hand, the benefits of enabling the cross-border
participation in national capacity mechanisms are presented in [30].

A review of existing capacity mechanisms in Europe is given in [31]. In [32], we provided an
approach of using cooperative game theory for capacity markets purposes. The present paper extends
that concept to the coalitional games over graph. Moreover, it provides a set of restrictions that should
be fulfilled in the framework of the game and a new characteristic function for the coalitional game
is derived. Additionally, the present paper examines whether this family of coalitional games over
graph holds some basic features such as monotonicity and superadditivity. Furthermore, the present
paper adopts the approach of cooperation between directly interconnected countries, which is also
reflected in Art. 21 of the new draft Electricity Regulation [13] rather than having cooperation between
not directly connected countries, as it is the case in [32]. Relying on a third country increases the risk
for the cooperating countries that, at a time of scarcity, the third country may not allow (or reduce the
available capacity for) exports. The current European legislative framework permits the reduction or
ban of export (as a last resource measure) if security of supply is endangered at national level.

For any two countries i and j that opt to cooperate, the benefits of such coalition depend on
the transmission capacity of the interconnection between i and j. Additionally, it is reasonable to
expect that during the pre-game negotiations, the maximum figure that i can recognize to j, and
vice-versa, as j’s contribution to i’s capacity adequacy is a fraction of j’s capacity requirement (which
is a function of its peak demand). This means that even if j would claim that it can increase its
contribution to i’s adequacy up to the transmission capacity of the interconnection between these
two entities, country i would not accept this claim using the argument that during a scarcity event
taking place in their neighbourhood, j would probably try to safeguard its own security of supply as
well. Additionally, player j does not intend to recognize to player i that it would accept, regarding
i’s adequacy, a contribution higher than a certain percentage of i’s capacity requirement (which is
a function of its peak demand). Actually, the present paper considers that player i could accept at
the end of the game a higher percentage of its adequacy being secured by the other players but this
cannot apply during the coalition formation phase. These two assumptions are reflected in factor
d which we set at d = 20%. Currently, this value for d seems neither conservative nor aggressive
since the current goal for interconnections at country level, set by European Commission, is 10% in
2020 and it is discussed to be increased at 15% or to be reshaped at 30% goals in 2030 [33]. Finally,
the coalition of i and j has to be able to serve the coalitional capacity requirement (which is a function
of the simultaneous peak demand).
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Taking into consideration all these parameters, the present paper defines the coalitional game for
capacity adequacy purposes in the following way:

Let i be a country, D; the peak demand in this country and R; = 1.1D; the capacity requirement of
this country, assuming a 10% margin over the peak demand. Let also Tj; be the transmission capacity,
from j to i, between country i and country j. To avoid free-rider effect and provide a more level-playing
field for the coalition formation, in the rest of this paper we consider that transmission capacity is the
same at both directions i.e., Tjj = Tj; in any case.

Then if i and j opt to form a coalition S so as to commonly establish a capacity market and deal
with capacity adequacy issues, then the possible benefits of i and j are:

b(i,j) = Qi+ Qi (10)
where (); ; is the possible contribution of j to the capacity adequacy of the country i and it is defined as:

Qi,j = min(Tji, d'Ri, dR]) (11)

Equation (11) states that j’s possible contribution to i equals the transmission capacity from j to i
unless the limits related to j’s peak demand and i’s capacity requirement are active. At this point, we
have not considered yet the coalitional capacity requirement limitation.

Now, if player i belongs to a coalition S then the possible contribution of the rest S — {i} players
to i’s adequacy is:

Q;s = min( ) Qi d'R;) (12)
reL;
where and L; = {li,lf ... li,gi} is the group of the countries which are directly connected to i.

We set the percentage for the coalitional capacity requirement at 5% (instead of 10% at national
level) recognizing the fact that non simultaneity of forced power plant outages can lead to lower
reserve margin requirements in larger groups of countries. Then it is Rg = 1.05Dg and the general
characteristic function of this game is given as:

v(S) =min()  Qys, ) Ri —Rs) (13)
i€S i€s

Equation (13) denotes that the value of coalition S is equal to the sum of the benefits accumulated
by each country unless these benefits conflict the countries capability to meet the coalitional capacity
requirement. In that case, the value of the coalition equals the difference between the sum of all
national capacity requirements and the coalitional requirement.

As stated, the present paper studies coalitions which may have disjoint, connected components.
Therefore, for this family of games over graph the final value v;(S) of each coalition S is derived by
applying Equation (5) along with Equation (13). The coalitional games of capacity markets used in this
paper can be further explained by means of the example in Figure 1.

All five countries have peak demand equal to 1500 MW and the transmission capacity of any
link at any direction is 300 MW. For the coalition S = {D, E} we assume a simultaneity peak demand
factor of 0.9.

From (12) itis Qp = O = 300 MW. On the other hand, it is Rg = 2835 MW and therefore the
characteristic value of coalition S is:

v6(S) = v(S) = min(600,465) = 465 MW (14)
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Regarding coalition T = {C, D, E}, we assume a simultaneity peak demand factor of 0.84, due to
different electricity consumption profiles. Itis Q¢ = Qf = 300 MW and Q)p = 330 MW. The coalitional
capacity requirement is R = 3969 MW and hence, the characteristic value of the coalition is:

v(T) = v(T) = min(930,981) = 930 MW (15)

The first example indicates that the characteristic value of the coalition depends on the coalitional
capacity requirement. Actually, it is expected that this would be the most frequent case in this
family of coalitional games. However, for coalitions with significant seasonal differences in electricity
consumption profiles the restriction imposed by the available transmission capacity could also set the
coalition’s value.

Finally, regarding coalition F = {B, D, E}, which has disjoint, connected components, it is:

vG(F) = v(B) + v(D, E) = 0+ 465 = 465 MW (16)

Furthermore, we study if this family of coalitional games belongs to some basic classes of
coalitional games.

® . .

)

00%

g

o
A

Figure 1. Graph of a 5-country coalitional game.

3.1. Monotonic

Any TU coalitional game I' = (N, v) is called monotonic if (2) holds. For the family of coalitional
games over graphs, defined by (5) and (13), the worst case, in terms of value increase, is that the groups
S and {T — S} have same electricity consumption profiles and hence a simultaneity peak demand
factor equal to one. In this case it is:

v(T)=min[}y Qs + Y Qg
ics je{T-S}

+(mn Qmu : mconnected withnandm € S, n (17)

€{T-S}), (LRi—=Rs)+( X Rj—Rir_g)]
ieS je{T-S5}
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The second and third term in the first part of the bracket in (17) as well as the second term in the
second part of the bracket are equal or greater than zero hence from (13) and (17) one concludes that
v(T) > v(S), so (2) holds.

If the coalitions S and {T — S} are not connected then it is:

vG(T) =v(S) +v(T—S) (18)
and hence (2) holds again, thus this family of coalitional games is monotonic in any case.

3.2. Superadditive

The condition for superadditive coalitional games is already presented in (1). For the disjoint but
connected groups S and T, and assuming again the worst case of simultaneity factor equal to one for
the peak demand, it is:

V(S U T) = min [Z Qs

i€s
+ Y Qi
jeT
+(Xmn Qmn : mconnected withnandm €S, neT), (L R;
i€S
—Rg)+ (L Rj—Rr)] Zmin[L Qis+ ¥ Q1 (L Ri —Rs) (19)
jeT i€S jeT €S
+(X R;—Rr)]
jer
> min[}¥ Qs (L R — Rg)]
i€s i€s
+min[ ¥ Q;r, (X Rj—Rr)] =0(S)+T)
jeT jeT

If S and T are not connected then v5(SUT) = v(S) + v(T).
Hence, (1) holds in any case and these coalitional games over graph are superadditive as well.

3.3. Convex

The condition for a game to be called convex is presented in Equations (3) and (4).
For the game presented in Figure 1, assuming simultaneity factor for peak demand equal to 0.9
for any coalition, it is:

o(DUE) —o(D) = 465 — 0 = 465 > v({C,D} UE) — v(C, D) = 697.5 — 465 = 2325 MW  (20)

Hence, the coalitional games for capacity adequacy are not always convex. Actually, although
monotonicity is obvious for these games, convexity is rather difficult to hold because of the networks
topology and the coalitional capacity requirements.

4. Coalitional Games over Graph in Southeast Europe

This session provides examples of the coalitional games over graph, defined by (5) and (13), in
the area of Southeast Europe (SEE). The countries in SEE region are estimated to install an additional
14 GW-27 GW of power generation until 2025 [34]. Ageing power plant fleet, energy and climate
targets of EU are the main drivers for the additional generation needed. Cooperation between the
neighbouring countries could result in significant savings regarding the amount of generation capacity
that these countries would need to have available so as to safeguard the desired level of security of
supply. Available capacity is the subset of the installed capacity, which can be mobilized by TSO at any
time so as to meet the most stressed situations regarding the operation of the electrical system.

Two group of SEE countries are selected based on the existing Regional Security Coordinators
(RSC) [14]. Of course, other initial arrangements between countries regarding cooperation could
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also be possible. The rationality of our choice is linked to the fact that the TSOs, of the countries
participating in each RSC, have already a given record of cooperation regarding coordinated transfer
capacity calculation, common grid model, short-term adequacy forecast, operational planning security
analysis and coordination of outage planning. The first group consists of Bosnia-Herzegovina (BA),
Serbia (RS), and Montenegro (ME), so for the 3-country game it is N = {BA, RS, ME}. The second
group of countries is Bulgaria (BG), Greece (GR), Former Yugoslav Republic of Macedonia (MK) and
Albania (AL) and the 4-country game is N = {BG, GR, MK, AL}. Country abbreviations used in the
present paper are in line with ISO 3166-1 (adopted by United Nations as well). The extended area of
Southeast Europe is illustrated in Figure 2. The two initial groups of countries are illustrated with
yellow (3-country game) and blue (4-country game) colour. Additionally, Table 1 provides the transfer
capacity data (for adequacy purposes) of the region’s interconnections. These data are obtained from
the Excel files accompanying the 2016 edition of the Mid-Term Adequacy Forecast of ENTSO-E [35].
For each interconnection we have used the minimum transmission capacity for both directions so as to
avoid any free-rider effect. For any of the following games, factor d has been set at 20%.

Figure 2. Southeast Europe region with electricity interconnections.

Table 1. Transmission capacities on Southeast Europe interconnections (in MW), year 2020.

From/To BA RS ME BG GR MK AL
BA 600 400
RS 600 500 200 650 330
ME 400 500 350
BG 200 400 100
GR 400 850 250
MK 650 100 850 200
AL 330 350 250 200

4.1. The 3-Country Game

For the 3-country game with N = {BA, RS, ME}, peak demand with reference to year 2020
is obtained from [35]. The peak demand data along with the capacity requirement and coalition
characteristic values for the 3-player game are given in Table 2. The second column illustrates the
countries which are members of each coalition while the third column provides the peak demand
of each coalition. For the single-country coalitions the peak demand equals the peak demand of
each country as obtained from the excel files in [35]. For the multiple-country coalitions the peak
demand is derived as the maximum value of the vector consisting of the 8760 sums of the hourly
demand of the countries which belong to that coalition. Hourly demand data for each country are
again provided in the excel files in [35]. The fourth column depicts the capacity requirement of each
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coalition. For the single-country coalitions the capacity requirements equals 1.10 of the coalition’s
peak demand while for the multiple-country coalitions the capacity requirement equals 1.05 of the
coalition’s peak demand. The fifth column illustrates the sum of the possible benefits for all countries
participating in each coalition. These benefits are derived through Equations (10)—(12). The sixth
column reflects the restriction of meeting the capacity requirement of each coalition, as given in
Equation (13). This restriction states that the savings, that each coalition can safeguard, cannot be
higher than the difference between the sum of the capacity requirement of the countries participating
in that coalition and the capacity requirement of the coalition itself. In other words, the available
capacity needed in the coalition’s area cannot be reduced, through the countries’ cooperation, beyond
the point that equals the coalitional capacity requirement. Finally, the seventh column depicts the
characteristic value of each coalition. According to Equation (13) this value is the minimum of the
values provided in the fifth and sixth column respectively. Table 2 depicts that the savings of the grand
coalition N is 659 MW, i.e., if these three countries choose to cooperate they would need safeguarding
659 MW less available capacity in comparison to the sum of the available capacities needed if each
country would choose to stand alone.

The next step is to allocate this savings to the three countries participating in this game. For this
3-country game, due to network topology, all seven possible coalitions include only connected
components, thus in this case Myerson value is identical with Shapley value, as can be seen from
Equations (5) and (9). The nucleolus and Shapley value solutions for the 3-country game are presented
in Table 3 while the core of the game and the placement of nucleolus and Shapley value are drawn in
Figure 3. The area of the triangle encompasses all rational solutions (imputations) and each point of
this triangle has barycentric coordinates which equal the savings allocated to each country according
to the solution represented by this point. The sum of the barycentric coordinates of each point is fixed
and equal to the savings of the grand coalition, i.e., 659. For example, for the countries {BA, RS, ME}
the barycentric coordinates of the triangle’s vertices are [659, 0, 0], [0, 659, 0] and [0, 0, 659], respectively.
The core is the area of the imputations that hold the global and coalitional rationality (see Equations (6)
and (7)). As can be seen in Figure 3, the Shapley value is off the core for this game while nucleolus is,
by definition, within the core.

/ N\
/ \
/N

/ - Shapley (Myerson) value \\
/ \
/ Core ghucleolus / \

BA RS

Figure 3. The core, Shapley (Myerson) value and nucleolus of the 3-country game.
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Table 2. Data and characteristic values for the 3-country game (in MW).

S Peak Demand Capacity Requirement igsni's igsRi*RS v6(S)=v(S)
1 BA 2522 2774 0 0 0
2 RS 7121 7833 0 0 0
3 ME 703 773 0 0 0
4 BA, RS 9538 10,015 1100 592 592
5 BA, ME 3196 3356 309 192 192
6 RS, ME 7784 8173 309 433 309
7 BA, RS, ME 10,211 10,722 1419 659 659

Table 3. Solutions for the 3-country game (in MW).

Country Shapley (Myerson) Value Nucleolus
1 BA 2474 254.2
2 RS 305.8 371.3
3 ME 105.8 33.5
N = {BA, RS, ME} 659.0 659.0

4.2. The 4-Country Game

For the 4-country game with N = {BG, GR, MK, AL}, Table 4, similarly to Table 2 of the 3-country
game, provides the data for the peak demand and the capacity requirement of each coalition. It also
provides, in fifth and sixth column, the possible benefits of each coalition as well as the numerical
value of the restriction imposed by the need to meet the capacity requirement of each coalition. Finally,
Table 4 depicts the characteristic value that each coalition can safeguard for its members.

Due to the network topology, there is one coalition in this 4-country game which consists of
disjoint components. More specifically, the coalition {BG, AL} consists of the two disjoint components
{BG} and {AL}. In this case, each component consists of a single country, so there is no need to check
if the countries of each component are connected with each other. According to Equation (5) the
characteristic value of this coalition equals the sum of the characteristic value of each component.
This procedure is depicted in the row number 7 of Table 4. Of course, the final characteristic value of
this coalition is equal to zero because each disjoint component consists of a single country and thus,
the value that each component can safeguard is zero. Again, we remind that all data for the 4-country
game are derived from the excel files in [35]. As can be seen, the savings that the grand coalition
N ={BG, GR, MK, AL} can safeguard to its members is 2366 MW.

Apart of the two game theoretical solutions, we have applied an additional solution for this
4-country game i.e., the proportional division (pd) rule where the grand coalition’s savings are allocated
to its members proportionally to their capacity requirement. This is a simpler, more straightforward
solution which could be used if coalitional games are not considered (see for example [29]).
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Table 4. Data and characteristic values for the 4-country game (in MW).

S Peak Demand Capacity Requirement igsni's IESRI'_RS v5(S)
1 BG 7159 7875 0 0 0
2 GR 10,415 11,457 0 0 0
3 MK 1849 2034 0 0 0
4 AL 1830 2013 0 0 0
5 BG, GR 16,072 16,876 800 2455 800
6 BG, MK 8889 9333 200 576 200
K; =BG 7159 0 0 0 v(Ky) =0
7 BG, AL K, = AL 1830 0 0 0 v(Kz) =0 0
8 GR, MK 11,511 12,087 814 1403 814
GR, AL 11,447 12,019 500 1451 500
10 MK, AL 3649 3831 400 216 216
11 BG, GR, MK 17,641 18,523 1714 2842 1714
12 BG, GR, AL 17,719 18,605 1300 2739 1300
13 BG, MK, AL 10,679 11,213 600 709 600
14 GR, MK, AL 12,544 13,171 1466 2332 1466
15 BG, GR, MK, AL 19,283 20,247 2366 3131 2366

Table 5 illustrates the savings allocated to each country according to the three different solution
schemes used for this game. Finally, Figure 4, which has been drawn by incorporating some additional
elements from the toolbox in [36], provides an illustration of the 4-country game where the regular
tetrahedron encompasses all rational solutions (imputations) of the game while the light-blue painted
area denotes the core of the game. As can be seen, all three solutions are located within the core of
the game.

Table 5. Solutions for the 4-country game (in MW).

Country Myerson Value Nucleolus pd
1 BG 482.1 450 797.0
2 GR 956.4 1057 1159.5
3 MK 575.6 533.0 205.8
4 AL 351.9 326.0 203.7
N ={BG, GR, MK, AL} 2366.0 2366.0 2366.0

Figure 4. The core, Myerson value, nucleolus and proportional division of the 4-country game.
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By measuring the excess of the unhappiest coalition we can determine which one of the three
methods provides the relatively less robust solution. We remind that, according to Equation (8),
a smaller excess indicates a happier coalition because the excess measures the difference between
what the coalition can safeguard by itself and what a specific solution vector assigns to this coalition.
As can be seen in Figure 5 (see the arrows in the upper right area), the proportional division rule
provides the relatively less robust solution. Indeed, the excess of the unhappiest coalition, according to
Equation (8), under Myerson value, nucleolus and proportional division is —300.1 MW, —326.0 MW
and —103.0 MW respectively.
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Figure 5. Coalitions” excess and the unhappiest coalition (arrow) under the three payoff vectors.

4.3. The 7-Country Game

Once enough experience is gained by RSC’s member-countries regarding cooperation towards
capacity adequacy, the next step could be the national authorities and TSOs to enhance and extend the
cooperative regulatory framework making the decision for a larger scale cooperation. This larger scale
could denote either a pan-European capacity market, if all countries agree on that, or an extended
cooperation between countries belonging to different RSCs and/or regions.

In the present paper, we investigate a larger scale cooperation at regional level. More specifically,
we form a 7-country game where the players are the countries participating in the 3- and 4-country
games. Thus, the grand coalition of the 7-country game is N = {BG, GR, MK, AL, BA, RS, ME}.

As expected and can be seen in Table 6, in this new coalitional game over graph the number of
coalitions with disjoint, connected components, due to the network topology, is significantly increased.
Almost two sevenths of the 7-country game coalitions consist of disjoint, connected components while
there was no such case in the 3-country game and just a single one in the 4-country game.

Since this family of games is superadditive, a larger coalition would result in total savings being
higher than the sum of savings achieved at RSC level. As can be seen in Table 7 in case all seven
countries would opt for a single capacity market, the grand coalition’s savings would reach 4024 MW,
i.e.,, 999 MW higher savings than the sum of 3-country and 4-country games.

For the 7-country game we again calculate three different solutions, namely the Myerson value,
nucleolus and proportional division. The nucleolus of this game is, by definition, within the core while
Myerson value and proportional division are off the core. The excess of the unhappiest coalition under
Myerson value, nucleolus and proportional division is calculated to be 153.9 MW, —52.1 MW and 436.4
MW respectively. Thus, proportional division rule provides a less robust solution in comparison to the
two game theoretical methods.
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Table 6. Coalitions with disjoint, connected components.

Game Number of Coalitions with Disjoint, Connected Components  Total Number of Coalitions

3-country 0 7
4-country 1 15
7-country 36 127

Table 7. Solutions for the 7-country game (in MW).

Country Myerson Value Nucleolus pd
1 BG 544.2 350.8 911.7
2 GR 1278.5 1987.9 1326.3
3 MK 516.0 298.8 235.5
4 AL 406.2 196.2 233.0
5 BA 301.9 221.7 321.2
6 RS 835.9 916.1 906.8

7 ME 141.3 52.5 89.5
N 4024.0 4024.0 4024.0

5. Discussion

The analysis presented in Section 4 reveals some interesting remarks regarding the benefits and
restrictions, when the countries decide to cooperate towards capacity adequacy as well as some pros
and cons of the three different solutions used in order to allocate the savings. Moreover, such an
analysis can provide an indication of the initial range of the cooperation that countries of the Southeast
Europe region should aim at.

More specifically, for the 3-country game, Figure 3 makes obvious that the Shapley value
is located outside the core’s game, thus making it a less robust solution. Actually, coalition
S = {BA, RS} coalition would prefer to stand alone than accepting Shapley value because
Y.ics SVi = 552.5 < 592 = v(S). As always, the nucleolus of the game is part of the core, thus making it
a more robust solution. In this case robustness means that if a solution vector a belongs to the core (and
hence Equations (6) and (7) hold) it is not possible to find another solution vector b which increases
the savings allocated to the members of a coalition S without decreasing the savings allocated to the
rest N-S players of the game. On the other hand, the Shapley value is more contribution-oriented and
is calculated in a more transparent way:.

Regarding the restrictions activated in the two games at the RSC level, a comparison of Tables 2
and 4 reveals that the characteristic values in the 4-country game are mostly limited by the transmission
capacities (which determine the possible benefits that are depicted in the fifth column of Table 4)
between these four countries while the most often limit activated in the 3-country game is the
coalitional capacity requirement. This remark applies to the grand coalitions in these two games as well.
Specifically, Table 4 indicates that there is a large potential of savings, due to significant differentiation
in consumption profiles, in the area of the southern Balkan Peninsula, which nevertheless cannot
be exploited because of low transmission capacity limits. This is exactly the problem that regional
cooperation in the area could deal with. As can be seen in Table 5, the proportional division rule
cannot disclose the pivotal role of the two smaller countries of this game, namely MK and AL. On the
contrary, the two coalitional game theoretical methods recognize the importance of the two countries
regarding the formation of and the gains achieved by the grand coalition and both the Myerson value
and nucleolus assign to these two countries a higher payoff.

From Table 7 it is obvious that the savings of the 7-country game are essentially larger than the
sum of the 3-country and the 4-country games, i.e., 4024 — (659 + 2366) = 999 MW. In general, when the
members of two disjoint coalitions opt to form a larger game, larger savings are to be expected since
this family of games is superadditive. However, some countries which had a more pivotal role in the
4-country game, in comparison to their role in the 7-country game, might receive a lower payoff in
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the latter. More specifically, BG and MK would prefer to receive almost any payoff as members of
the 4-country game than the payoff assigned to them by the nucleolus vector of the 7-country game.
Hence, the Meyrson value seems more suitable to provide the necessary incentives for establishing the
grand coalition of the 7-country game. If the rest five countries would not agree with the replacement
of nucleolus by Meyrson value then they could opt to leave the 7-country game and form their own
5-country game with N = {GR, AL, BA, RS, ME}. However, the grand coalition’s savings of this
5-country game would be as low as v(N) = 2401 MW while the sum of the payoffs assigned to these
five countries in the 7-country game under the Meyrson value is 2963.8 MW. Thus, if the five countries
would opt to form their own game they would secure 562.8 MW less savings. Therefore, it is beneficial
to all neighbouring countries to enter the 7-country game and accept the Meyrson value as the payoff
vector. Of course, MK’s payoff under Meyrson value in the 7-country game is slightly lower than
in 4-country game but MK alone has not the strength to prohibit the rest six countries from forming
a 6-country game since the savings of the grand coalition N = {BG, GR, AL, BA, RS, ME} would be
v(N) = 3601 MW, thus still 576 MW higher than the sum of the savings of the 3- and 4-country games
(2366 + 659 = 3025 MW).

Based on the superadditivity and the monotonicity of this family of games, the larger the area
of the game the higher the total savings achieved. However, larger area means more countries to
be involved and, probably, a more complex and/or time-consuming process until a final decision is
reached towards the establishing of a common capacity market. In any case, a significant difference
between the savings secured at a narrower circle and the ones achieved if the game is played in a
larger area may provide an adequate boost so as to overcome, within a relatively short time, any
complexity issues.

Actually, this is the case of the 7-country game where the union of the two initial RSCs regions
has provided a significant increase of the savings [4024 — (2366 + 659) = 999 MW or 33% increase].
Of course, it is not guaranteed that any increase of the game’s area would result in such impressive
increase of the total savings. Actually, since the game, as defined in (5) and (13), is not convex, and the
contributions to a country’s adequacy are dependent on its interconnections” capacity, as shown in
(11)—(13), it could be expected that once a critical mass of countries join the game at regional level
the further enlargement would probably have limited impact on the relative savings. Table 8 depicts
exactly that claim in the 7-country game, showing that the percentage of the benefits tends to be
saturated, once a critical mass of countries has entered the game.

Table 8. Benefits of selected coalitions in SEE area.

Coalition Y'R; (MW) v (S) (MW) v (O/ILR;
BA, RS, ME 11,381 659 5.8%
BG, BA, RS, ME 19,256 1176 9.4%
BG, GR, MK, AL 23,378 2366 10.1%
BG, GR, MK, AL, RS 31,211 3503 11.2%
BG, GR, MK, AL, BA, RS, ME 34,759 4024 11.6%

Of course, the number of the countries that could result in this plateau depends on the network
topology and the differences in the consumption profiles in each region of Europe. Moreover, it should
be noted that other RSCs in Europe already cover more extended geographical areas. Thus, for other
European regions the initial cooperation towards capacity adequacy could start by involving a
significant higher number of countries without facing additional complexity issues.

Based on the problem formulated and the results presented and analysed in this paper, a main
finding is that using coalitional game theory and its solution concepts, when it comes to cooperation
towards capacity market, can efficiently support the decision making process by offering trade-offs
between robustness, transparency and calculation simplicity. The second finding is that the countries
should take advantage of the existing cooperation platforms i.e., the Regional Security Coordinators
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and then aim to increase the cooperation area until the trade-off between the savings achieved and the
complexity of procedures required will be balanced.

6. Conclusions

Capacity adequacy issues can be addressed through regional or continental capacity markets in
order to achieve economic efficiency. The present paper defines the characteristic function of coalitional
games over graph for a capacity market with multiple-country participation and studies some basic
characteristics of this family of games, i.e., monotonicity, superadditivity, etc. This coalitional game
is superadditive, thus increasing the area of the game results in increase of the benefits in terms of
absolute value. However, the relative benefits might reach a plateau when a critical mass of countries
have already entered the game. Additional increase of the game area should always be weighed
against the possible increase of complexity in the decision making process regarding the establishment
and the operation of the common capacity market.

The approach presented in this paper can support respective decisions about capacity markets
cooperation as well as stress-test the benefits considering all cooperation possibilities. Coalitional
games over graph could be used in the area of Southeast Europe in order to address the issue of the
capacity renewal and expansion needed, during the next decade, in the most efficient way. Cooperation
is, initially, modelled at the level of the existing Regional Security Coordinators and then expanded to
a 7-country game through the union of the two RSC areas. Thus, the potential of the interconnections
and the different consumption profiles, especially between Greece and the other countries, is captured
at a larger extent and it is then efficiently allocated.

Future work will extend the research to coalitional games over graph with non-admissible
coalitions and over larger regions. Of course, the main question of how to establish the appropriate
political and regulatory framework which can facilitate the regional cooperation for capacity adequacy
purposes could only be investigated and answered through an interdisciplinary research work.
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