
TAKING THE BULL BY THE HORNS

Spain – and the Iberian Peninsula as a whole – represents one 
of the final frontiers for gas market development in Europe. 

The country is an enthusiastic signatory to the European 
Union and its incumbent energy reform legislation, 
unbundling fully its electricity and gas transmission 
infrastructure from the upstream and downstream 
businesses long before many other countries had done so, 
if indeed they have at all. In Spain, transmission system 
operator (TSO) Enagas has been fully unbundled from any 
production or retail assets for around a decade.

But despite these efforts, the Iberian region has for a long 
time been referred to as an ‘energy island’; and it is a phrase 
that remains apt even now. 

Unlike other putative hubs in Europe, the development of the 
market in Spain has been largely in spite of increases in hub 
liquidity in nearby markets, rather than because of it. For 
example, the Czech and Austrian markets have undoubtedly 
benefitted from development of the neighbouring NCG, 
and the same is true of the PSV as the Austrian market has 
developed, with gas flows helping to erode large premiums. 

In Spain though, the influence prices north of the border has 
is much reduced, because Spain’s level of interconnection 
as a proportion of its supply mix is much lower than most 
other European countries. 

According to CORES, the Spanish oil and gas strategic 
reserves body, imports to Spain totalled 364TWh (37.3bcm) 
in 2015; of this, just 37TWh (3.8bcm) came via pipeline 
from France, or 10%; in other words, only 10% of the gas 
entering Spain does so with any link at all to European 
gas hub pricing. Of the rest, more than half came from 
Algeria under long-term contracts pegged to the price of oil, 

predominantly in the form of pipeline gas. Furthermore, with 
LNG accounting for about 45% of total imports, Spain’s gas 
market – and its prices – have in recent years been more 
closely linked to global LNG markets than to neighbouring 
hubs. This is also why, despite a long-running lack of 
demand in the country, Spanish wholesale gas prices have 
remained among the highest in Europe. 

SEEDS OF CHANGE SOWN IN OCTOBER
On 1 October 2016 Spain implemented legislation designed 
to stimulate trade on its illiquid wholesale natural gas 
market, known as the AOC. The changes implemented 
were the product of about two years of legal development. 
Although the legislation itself was custom-designed to fit 
the peculiarities of Spain’s own natural gas market, both the 
deadline and the broad outlines were issued by Brussels 
on a pan-European basis, as part of a bloc-wide effort to 
increase trading by harmonising network codes governing 
the balancing regimes of all EU member states as much as 
possible.

It is too early to know with any certainty whether the 
changes will achieve their aim in Spain, but it is already clear 
that prompt liquidity has increased a lot, both on an over-the-
counter (OTC) basis and via the newly-formed exchange, 
MIBGAS. This is a direct result of the reforms, since they 
created a new obligation on all active counterparties to 
trade in order to balance their own portfolios. There is no 
guarantee that any increase in prompt trade will lead to 
increased curve trade, but it is nonetheless possible that this 
will be the case, because of higher rates of participation.
Arguably the most eye-catching change was to the name, 
with AOC being substituted for a new moniker – PVB; but 
the changes ran deeper than a simple rebrand, by pushing 
the case for trading as a tool for balancing. 
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It is almost five years since ICIS became the first of the major price reporting agencies (PRAs) to launch a price 
assessment for gas sold on the wholesale market in Spain. Following the launch of a front-month assessment in January 
2012, ICIS has expanded its coverage to reflect growing levels of interest and liquidity three times since then.

The first expansion, in May 2015, saw the addition of a second front month quote; the second, in March 2016, followed 
this up with new quarter-plus-one and year-plus-one assessments, reflecting the slowly increasing depth of interest in 
trading the curve. 

This slow ratcheting up of ICIS’s coverage represented the organic development of the market, but the third addition, 
implemented on 1 October 2016 – which committed to daily coverage of the key Day-ahead product and weekly coverage 
of its Weekend counterpart product – was different, as it was the first time focus had been cast onto the prompt. But it 
was also a reaction to a clear and concrete change in the market, in the shape of the reform of the country’s natural gas 
balancing regime. The early signs are that the changes have contributed to the development of liquidity in the market.
At the time of the original launch it was noted that new products would be released as ‘the market developed’. The 
decision to commit to publishing Day-ahead assessments underpins ICIS’s belief that threshold has been reached in the 
case of Day-ahead and Weekend.
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Opinion on OTC growth potential is divided and there are 
good reasons to think Spain will never match the likes of 
the Dutch TTF, but what really matters is that the way the 
market is run has changed forever. Those responsible for 
the reforms hope that they will create a different mindset 
among trading entities active there. 

More specifically, from October 2016 onwards, shippers 
have been required to balance positions based on near real-
time information, which the transmission system operator is 
obliged to provide. This can be seen in the diagram above, 
showing the state of balance of the network as a whole on a 
day in November 2016 published in near real time by Enagas 
GTS, the subsidiary responsible for managing the gas system 

in Spain. In addition to providing better steering information, 
shippers have also lost the generous amounts of balancing 
flexibility previously available to them, which used to shield 
them from the need to enter the market. The reforms have 
already increased the need for trading by shippers buying or 
selling gas in order to balance their portfolios. 

The transition to this new system saw the country adopt a 
gradual approach to shifting the responsibility for balancing 
to shippers and away from gas transmission system 
operator Enagas GTS, which began in 2015 with a rise in 
the cost levied on shippers running up imbalances, and 
continued in 2016 with a two-stage elimination in linepack 
flexibility for shippers.

Spain has, quite literally, laid a lot of the groundwork for a more integrated system capable of supporting a sophisticated 
gas market, installing a prodigious amount of gas pipeline in the last two decades. In 1987 the country had just 1,500km 
of high-pressure pipeline; by 1998 this had tripled to 4,400km and by 2011 it was well over 10,000km. Trunk routes 
now stretch along much of Spain’s busiest bits of coastline, as well as criss-crossing the hinterland, and mean that that 
individual molecules of gas can now enter from Algeria into Spain’s southernmost tip and be transported the length of the 
country and for onward transmission into northern Europe.

Two issues now prevent this theoretical possibility from happening in reality, however. The first is price: spot gas bought 
in Spain has for a long time tended to be considerably more expensive than that bought in France; although this can of 
course change as the fundamentals dictate.

The second is the paucity of interconnection with northern neighbour, France. So while traders in northwest Europe – and 
increasingly, beyond – can move gas effortlessly across international borders to respond to price signals dragging down 
costs in higher priced areas, the same arbitrage possibilities are closed to all but a small few participants who have got 
their ‘feet under the table’ in Spain. Increasing this roster of trading actors will be key to growing liquidity.
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Under the old system, shippers were allocated an amount 
of storage flexibility in proportion to the amount of entry/
exit capacity they were subscribed to. From 1 January, 
this allowance was reduced by 50% and was eliminated 
completely from 1 October 2016.

Trades now occur on a daily basis via brokers, sometimes in 
clumps of deals. Based on trades reported to ICIS, brokered 
OTC trades have risen massively over the last year, with 
a total of almost 400 deals totalling 14.7TWh over the 10 
months to October. This figure dwarfs the 2015 full-year 
figure of 125 deals in a total of 3.3TWh (see graph).
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Request a FREE sample report

Other essential resources from ICIS include:

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.

OUTLOOK
Spain has a very good record of doing as it is required when 
it comes to liberalising its energy markets, but whether the 
market can develop further may now lie outside its own 
borders. Insufficient interconnection with neighbour France 
and the role Spain is to play as transit country for North 
African gas and global LNG will be the next challenge – one 
that concerns nations beyond Iberia. 

The merger of the two remaining French balancing zones, 
the PEG Nord and TRS in 2018, is likely to improve 

integration prospects for Spain. However, with cross-border 
capacity remaining well under the commission’s benchmark 
of 10% of national demand, this is a major issue. Some new 
cross-border capacity is back on the agenda in the shape of 
MidCat, the 7.5 billion cubic metre (bcm)/year interconnector 
shelved in 2009. The project once again has the ear of the 
EC and Spain is exploring a reduced-scale version, following 
renewed scepticism from France about the need for the 
project, given the current low French gas demand. The 
project will need clarity on funding if it is to go ahead.

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 PVB, Slovak VTP and 
Turkey markets.

Stay informed on the European spot gas markets

Request a FREE sample report

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/gas/europe/european-spot-gas-markets/?cmpid=EMP|ENER|CHHNT-2016-0807-EURO-esgm_market_highlights|sample_report&sfid=701w0000001JwQ6

