M A R K E T U P D AT E : A P R I L 2020

OVERVIEW
•

Gas and electricity prices for the summer months have fallen sharply over the last month

•

Prices for winter and beyond have also fallen but to a lesser extent

•

The impact of the coronavirus on global demand remains the main market driver

•

Carbon prices have found some support in recent days which has in turn provided support to electricity
prices

•

LNG flows remain strong despite Day Ahead gas prices at 12 year lows

MONTHLY PRICE MOVES
ELECTRICITY PRICES (BASELOAD) £/MWh

GAS PRICES p/therm

LAST NIGHT'S MONTHLY 30 DAY 30 DAY 30 DAY Annual
CLOSE
CHANGE MEAN HIGH LOW Change
May-20
25.05
-9.10
28.38 34.15 24.35
Jun-20
27.45
-7.15
29.33 34.60 25.65
Jul-20
29.25
-5.60
31.06 34.85 27.60
Winter 20-21
41.80
-1.65
40.68 43.45 37.98 -26.02%
Winter 21-22
45.38
-0.42
44.08 46.35 42.20 -22.34%

Brent oil

LAST NIGHT'S MONTHLY 30 DAY 30 DAY 30 DAY Annual
CLOSE
CHANGE MEAN HIGH LOW Change
May-20
13.80
-10.07 19.03 23.90 13.80
Jun-20
15.81
-8.41
19.68 24.22 15.39
Jul-20
17.18
-6.96
20.27 24.26 16.37
Winter 20-21
33.82
-1.89
33.71 35.71 31.24 -40.35%
Winter 21-22
40.16
-0.55
39.67 41.57 38.06 -28.18%

LAST NIGHT'S

MONTHLY

30 DAY

30 DAY

30 DAY

Annual

CLOSE

CHANGE

MEAN

HIGH

LOW

Change

$25.57

-$10.22

$29.80

$45.27

$22.74

-64.30%

LOOKING AHEAD PRICES WILL BE INFLUENCED BY:
•

Market reactions to the potential impact of Coronavirus

•

Weather forecasts for early summer

•

Day Ahead gas prices

•

Coal prices

•

Brexit

•

Oil prices

•

Gas storage levels

•

Domestic and global economic indicators

•

LNG shipments into Europe and the UK

•

Carbon Prices

•

Market sentiment

•

European and Asian gas prices

•

Currency exchange rates
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IN DETAIL
The global impact of the coronavirus on demand for
gas and electricity over the last month has resulted in
a sharp fall in summer gas and electricity prices.
As can be seen from the graph alongside, this has seen Day
Ahead gas prices (the price of gas for delivery tomorrow)
fall to 10p per therm, levels last seen in 2006. Gas prices for
May have fallen in line with Day Ahead prices in anticipation
of the lower demand continuing in light of the extension to
the current lock-down, with the rest of the summer months
showing similar weakness given that the likely impact
of the coronavirus will extend well into the summer. Gas
prices for winter have remained relatively flat in recent
months having already fallen to historic low levels. Prices
here could come under more pressure if the impact on
demand is pushed into the winter months.
Despite the low level of Day Ahead gas prices LNG flows
remain high as a result of a continuation of the high level
of LNG shipments into the UK. As can be seen in the graph
on the right, LNG flows remain at the high levels which we
saw last year. Currently LNG stock levels are at 75% of
capacity. As a result LNG has to flow into the gas system
to make room for further shipments, with each cargo
accounting for as much as 30% of available capacity at the
terminals. With gas demand low this is producing a surplus
of gas which explains the fall in prices.

Ordinarily a surplus of gas in the summer months would
not be a problem. Traditionally European gas storage sites
inject gas in the summer when prices are cheaper and when
supplies are more plentiful. This storage gas then helps to
meet peak winter demand. However, currently European
gas storage sites remain at high levels after a relatively mild
winter and the early effects on demand of the coronavirus.
Therefore there is a limit to how much of the surplus gas
can be injected.

One of the contributory factors to the fall in electricity
prices this year has been a sharp fall in carbon prices. The
anticipated fall in demand for electricity in Europe will result
in a consequential drop in the number of carbon permits
required by generators, producing a surplus of permits
and resulting in lower prices. In recent days carbon prices
have found support from optimism over a possible easing
of lock-down restrictions in some countries, particularly
Germany, which may see a recovery in demand.
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The support provided to gas and electricity prices by the increase in carbon prices can be seen on the graphs below. Whilst
gas and electricity prices have fallen in the last month they are trading above their recent lows, with prices for 2021/22
relatively flat.

Oil prices hit the headlines yesterday with WTI
(American oil prices) trading in negative territory,
at one point trading at -$40 per barrel. This is as
a direct result of the impact of the coronavirus
on global demand for oil. The issue is a lack of
available storage with market participants buying
through options faced with the choice of taking
delivery of the oil or rolling the contract on for
a month and paying storage. With storage in
short supply and consequently very expensive,
selling the oil at a loss was a cheaper alternative.
After a brief rally on the anticipation of potential
cuts in production, Brent oil prices have fallen
back below $30 per barrel. Whilst the direct link
between oil and gas prices has lessened in recent
years oil prices are still seen as a barometer for
market sentiment.

SUMMARY
The global impact of the coronavirus is likely to drive the energy markets for the foreseeable future. The trajectory
of the gas and electricity markets going forward will be defined by the length of the current lockdowns across
Europe in the near term, as well as the scale of the economic fallout in the longer term.
In the short term, low demand for gas and electricity coupled with high levels of LNG and limited storage capacity
to accommodate any surplus are likely to cap any potential recovery in prices.

Gareth Maude, 21st April 2020
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