M A R K E T U P D AT E : A U G U S T 2020

OVERVIEW
•

Gas and electricity prices have fallen over the last month, mainly as a result of falls in carbon prices

•

A continuation in the relaxation of lock down measures in the UK resulting in a partial recovery in
demand has provided some support for gas and electricity prices

•

LNG flows remain relatively low due to the cancellation of a large number of US cargoes, providing
further support to gas prices

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
Sep-20
33.70
-1.90
34.23 36.85 31.88
Oct-20
34.90
-2.80
36.25 38.75 33.33
Nov-20
44.00
-1.60
45.16 47.10 43.00
Winter 20-21
44.45
-1.88
45.52 47.80 43.43 -21.78%
Winter 21-22
47.15
-1.98
48.89 51.30 46.88 -16.36%

Brent oil

LAST NIGHT'S MONTHLY 30 DAY 30 DAY 30 DAY Annual
CLOSE
CHANGE MEAN HIGH LOW Change
Sep-20
15.64
-1.86
16.27 18.34 13.81
Oct-20
18.88
-2.44
20.30 22.58 17.79
Nov-20
28.65
-2.20
30.38 32.61 28.27
Winter 20-21
31.20
-2.03
32.92 35.06 31.06 -43.69%
Winter 21-22
39.77
-1.43
41.26 42.96 39.77 -26.87%

LAST NIGHT'S

MONTHLY

30 DAY

30 DAY

30 DAY

Annual

CLOSE

CHANGE

MEAN

HIGH

LOW

Change

$43.30

$0.16

$42.84

$44.32

$40.31

-30.04%

LOOKING AHEAD PRICES WILL BE INFLUENCED BY:
•

Carbon prices

•

LNG shipments into the UK and Europe

•

The extent to which the relaxation of lock down measures
remain in force along with concerns regarding a ‘second
wave’ of covid-19 infection

•

Gas storage levels

•

Global and domestic economic indicators

Increasing demand as lock down measures are relaxed
further throughout Europe

•

Day Ahead gas prices

•

Oil prices

•

Gas imports from Norway

•

Weather forecasts for the end of summer

•

European gas prices

•

Currency exchange rates

•

French nuclear production

•

Coal prices

•
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IN DETAIL
At the beginning of July gas and electricity prices rose to their highest levels since early March,
prior to the introduction of lock down measures, driven by a continued rise in carbon prices.
Over the course of the last two weeks, however, carbon prices have fallen from their highs of €30 per tonne to trade around
€26 which has resulted in a comparable fall in gas and electricity prices.
As can be seen from the graph on the right, Day Ahead gas
prices continue to trade around 13p per therm which is still
relatively low but represents something of a recovery from
the lows of the end of May. As a result of these low prices
in the UK and Europe a large number of incoming US LNG
cargoes scheduled for the summer were cancelled as they
were no longer economically viable when transportation
and insurance cost were taken into account, thereby
reducing the availably of LNG in Europe and supporting gas
prices. In addition, we have also seen Norwegian imports
react to movements in Day Ahead prices - reducing when
prices fall towards 10p and then increasing as Day Ahead
prices rise back towards 15p. In the short term this has
provide a floor and cap to prices.

As discussed above, the main driver for the gas and electricity
markets in recent months has been movements in carbon
prices which have proved extremely volatile. As a result of the
European-wide outbreak of covid-19 in March, carbon prices fell
sharply on the prospect of a fall in demand for electricity and
a reduction in generation, potentially leading to a large surplus
of carbon permits. Since the low point of €15.55 at the end of
March, carbon prices have recovered strongly, threatening to
break through the psychologically important level of €30 per
tonne at the beginning of July, levels not seen for a year and
not surpassed since 2006. The main reason for this recovery
has been speculation that the EU will look to accelerate their
programme of carbon emissions reductions as part of the
‘green deal’ due to be announced in September, along with a
recovery in electricity demand.
Failure to break through the key €30 resistance level resulted
in a ‘sell-off’ in carbon permits with prices falling back towards
€25 per tonne which in turn is now viewed as a key support
level. The importance of carbon prices can be demonstrated
by the graph alongside which charts the correlation between
electricity and carbon prices which has been particularly
strong in recent weeks, with electricity prices tracking carbon
on a daily basis. Carbon permits represent the entitlement
to emit 1 tonne of carbon dioxide, which is produced by both
gas and coal fired power stations. Any change in the cost of
permits, therefore, is likely to be reflected in similar changes
in electricity and, to a lesser extent, gas prices, particularly in
times of greater volatility.
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In addition to finding support from lower LNG flows in the UK,

gas prices have found further support from a reduction in LNG
cargoes into Europe, with European LNG flows declining 31%
year-on-year in June. As a result of this reduction in supply
we have seen a slowdown in the previously aggressive rate
of injection into European gas storage sites, as can be seen
from the graph which shows that although storage levels
remain at historic high levels, the surplus compared to 2019
and the five year average has diminished. This is likely to
support demand for gas to refill storage longer than originally
anticipated, hence providing support to prices.

The impact of the volatility that we have seen in the carbon markets on gas and electricity prices can be seen in the graphs
below, with the impact greater on electricity prices.

Oil prices have remained relatively rangebound in
recent weeks and have traded in a very narrow band
around $44 per barrel. OPEC+ cuts in production
are due to be scaled back in August, offsetting the
recovery in global demand that we are seeing as a
result of a general relaxation in lock down measures,
and an increase in storage capacity. As such, oil
prices have had minimal impact on gas prices in the
last month.

SUMMARY
Currently carbon prices remain the main driver for gas and electricity prices, and as we approach key EU meetings
due to be held in September to finalise the ‘green deal’ carbon prices are likely to remain volatile and, depending
upon speculation regarding the outcome of these meetings, could push back towards €30 per tonne. There
remains a real threat of a ‘second wave’ of covid-19 infections as we approach the end of summer, however, and
this could become the focus for the markets once again.
Gareth Maude, 3rd August 2020
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