
Recent volatility in the energy markets has encouraged 
some financial institutions, particularly smaller hedge 
funds, to increase their trading activity in the gas and 
power markets. But most banks’ trading activities remain 
hamstrung by regulation.

Many European gas and power contracts have spiked in 
the past couple of months, on the back of outages at 
French nuclear plants – the country’s main source of 
electricity generation – and a fault at Britain’s largest gas 
storage site, Rough. These two factors led to traders 
pricing in a risk premium to many energy contracts.

The British NBP Day-ahead gas contract traded in a 
range of 20.51-52.425p/th between 1 September and 16 
November, according to ICIS data. The French Day-
ahead power contract was even more volatile, trading 
between €35.90-215.00/MWh.

On the one hand, the volatility has discouraged trading 
from certain market participants, including suppliers who 
favour stable prices in order to manage their portfolios.

As one gas trader at a Swiss utility put it, “If there is risk 
on the power side, why be short in the middle of the 
storm? It is better to wait until later, when there’s less 
risk and it’s easier to trade.”

Volatility opportunity

For other players, including financial institutions, the 
volatile prices have created opportunities to make 
money and an environment conducive to speculative 
trading.

“Volatile prices will always spark opportunistic trading 
and it is often the financial sector that trades around that 
kind of volatility. As winter approaches we may well see 
more volatile prices, drawing in traders from other 
sectors, which will help build liquidity in the market,” said 
Richard Sarti, director of UK and Ireland operations at 
European power exchange Nord Pool.

Hedge funds in particular have upped their activity, 
according to Nick Campbell, analyst at Inspired Energy 
Solutions. He said greater traded volume on exchange 
platforms could be suggestive of greater activity from 
funds.

Funds sometimes prefer to trade on exchange platforms, 
rather than via over-the-counter brokerages, according 
to Campbell.

“We know that more and more financial institutions, 
especially funds, are monitoring the liquidity and volatility 
of the TTF and NBP,” said a spokesman for France’s 
Powernext, which manages the pan-European gas 
trading exchange platform, PEGAS.

It is a different story for banks, however.

Banks hamstrung by regulation

“[The volatility] is attracting hedge funds and other funds

but I doubt it will attract banks back due to the current 
regulatory restrictions on proprietary trading,” said Mark 
Simons, director at consultancy Energy Flux.

Many banks closed their energy trading desks in the 
wake of the 2008 financial crisis as authorities imposed 
stricter capital requirements and new regulations 
designed to clamp down on speculative trading – which 
were seen as major causes of the crash. In particular, 
reforms such as the US’s Dodd-Frank and the EU’s 
markets in financial instruments directive discouraged 
banks’ proprietary trading – when a bank takes a 
speculative position using their own, rather than clients’ 
money.

“We exited our commodities business in 2014 and we’re 
currently in the process of downsizing parts of the 
investment banking arm, not expanding into new 
businesses, as is the case with many European banks,” 
said a spokesman for Zurich-based Credit Suisse.

“What is the rationale for banks to get back into this 
area when the fundamental reason for getting out – 
regulations – remains in place?” he added.
A spokeswoman at Bank of America Merrill Lynch 
echoed this sentiment, saying the US giant had no 
plans to re-open a European energy trading desk.

One notable exception to the banking exodus is US 
multinational Citigroup, who remain an active market 
participant.

Unless the regulatory environment changes, banks are 
unlikely to return to the energy markets.

Brexit, Trump wildcards

The election of Donald Trump as US president and 
Britain’s vote to leave the EU could put the cat amongst 
the pigeons.

Although the fallout from both events is uncertain, Mr 
Trump’s transition team said last week it would work to 
dismantle the Dodd-Frank act, while the UK’s vote to 
leave the EU casts doubt over some energy policy.

“In my opinion, once Trump’s administration comes into 
play and the UK extricates from the EU then some of 
the more recent onerous regulation could be removed 
and this could ease restrictions on financial players and 
see more enter the energy markets once again,” said 
Campbell.

But neither event is likely to have a short-term impact.

“The actual process of unwinding all the EU rules might 
take four or five years, so it’s a question for the future as 
opposed to today,” said Simons. 
alex.thackrah@icis.com and thomas.rodgers@icis.com

Volatility sparks funds’ energy markets return, 
but banks stay away

© Copyright 2016 Reed Business Information Ltd. ICIS is a member of RBI is part of RELX Group plc
ICIS accepts no liability for commercial decisions based on the content of this report

Page 1 of 2

MARKET HIGHLIGHT

By Alex Thackrah and Thomas Rodgers  NOVEMBER 2016

mailto: alex.thackrah@icis.com
mailto:thomas.rodgers@icis.com


Volatility sparks funds’ energy markets return, but banks stay away

© Copyright 2016 Reed Business Information Ltd. ICIS is a member of RBI is part of RELX Group plc
ICIS accepts no liability for commercial decisions based on the content of this report

Page 2 of 2

Request a FREE sample report

This market update is part of the ICIS European Spot Gas Markets (ESGM) daily 
report which provides you with the latest prices, news and expert analysis on 
the current day’s trading. This comprehensive service is essential for industry 
participants, offering insights into key gas hubs, as well as a holistic view of 
regional conditions and the market outlook.

With two decades of expertise in price reporting for natural gas, the ESGM is the 
most widely used report, with Heren indices and price assessments being used as a 
benchmark for decades.

We publish independent price assessments and Heren indices for the British NBP, 
Dutch TTF, German NCG and GASPOOL, Belgian Zeebrugge and ZTP, French PEG 
Nord and TRS, Italian PSV, Austrian VTP, Czech VTP, Spanish AOC, Slovak VTP and 
Turkey markets.

Stay informed on the European spot gas markets

Request a FREE sample report

Other essential resources from ICIS include:

Request a FREE sample report

European Gas Markets
This report provides a fortnightly roundup of the latest prices and developments in Europe’s 
natural gas markets. With comprehensive insights into hot topics and issues shaping the 
industry, and a strong focus on supplier countries and routes, it’s a must-read for market 
participants wanting to stay ahead of their competitors.

Continental Gas Snapshot
The daily digest of the European gas market helps you stay ahead of the latest prices and 
developments in key European gas markets. With price assessments and Heren indices for 
the Dutch TTF and Belgian Zeebrugge hubs, as well as expert commentary on market drivers 
across Europe, it’s an essential read for international gas players and analysts.

http://www.icis.com/energy/gas/europe/european-spot-gas-markets/?cmpid=EMP|ENER|CHHNT-2016-0807-EURO-esgm_market_highlights|sample_report&sfid=701w0000001JwQ6
http://www.icis.com/energy/gas/europe/european-gas-markets/?cmpid=EMP|ENER|CHHNT-2016-0807-EURO-egm_market_highlights|sample_report&sfid=701w0000001JwQB
http://www.icis.com/energy/channel-info-about/continental-gas-snapshot/?cmpid=EMP|ENER|CHHNT-2016-0807-EURO-cgs_market_highlights|sample_report&sfid=701w0000001JwQa



