
Dutch gas options trade suggests 
market braced for volatility

swing of around €1.50/MWh or a downward swing of 
around €3.00/MWh, before the strategy may yield a 
return.

The maximum loss of the long strangle strategy is 
limited to the value of the premiums paid for both the 
calls and puts, which is usually far less than the outright 
price of the asset for out-of-the-money options.

The potential return on the strategy is unlimited. In 
theory, the underlying asset could rise infinitely above 
the €18.00/MWh strike of the call option, which gives 
the option unlimited potential value. If the underlying 
asset were instead to be strongly bearish before 
delivery, the return on the put option could still be 
substantial and would be limited only by the fact that 
Summer ’18 cannot depreciate below zero.

Bull or bear?

Uncertainty surrounding two of northwest Europe’s key 
sources of flexible supply – Rough storage in Britain 
and Groningen in the Netherlands – may have led one 
trader to consider the long strangle strategy for summer 
2018.

Rough is out of action until at least summer 2018 ( see 
ESGM 12 April 2017 ) and questions about its long-term 
future are growing. Another outage affecting the site in 
summer 2018 would be strongly bearish as it would 
prevent injections in Britain, with surplus supply likely to 
be pushed to mainland European markets. This 
happened in the third quarter of 2016 and is expected 
to be the case through summer 2017.

The rising availability of LNG in the global market, and 
Europe’s capacity to absorb additional supply, is 
another potentially bearish factor which could drive the 
price of the TTF Summer ‘18 contract ahead of delivery.

On the other hand, reduced Groningen flexibility poses 
upside risk for summer 2018.

In the event of below-average temperatures during the 
height of the preceding winter but average, or 
unseasonably warm conditions in the shoulder months, 
Dutch L-gas stocks could be quickly depleted by the 
start of summer 2018. This could significantly increase 
demand for H-gas conversion to fill L-gas stocks during 
the summer, especially if additional production is not 
permitted.

At this stage, the potential for a large price swing in 
either direction by this time next year looks pretty high 
and traders are growing more and more accustomed to 
greater volatility. jake.horslen@icis.com
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MARKET HIGHLIGHT

Recent TTF options activity suggests that at least one 
counterparty is bracing for significant volatility on the 
Summer ’18 delivery contract, following the 
government’s decision to reduce the Groningen 
production cap by 10% for gas year 2017 (1 October 
2017-30 September 2018).

According to ICE Endex data, open interest on each 
of the six monthly contracts delivering in summer 
2018 rose by 3,000 contracts, 35%, on 18 April. On 
that day, the Dutch economy minister said he planned 
to cut the Groningen production cap by 10% in gas 
year 2017, to 21.6 billion cubic metres (bcm)  see 
ESGM 18 April 2017.

The move will further reduce the flexibility of low-
calorific natural gas (L-gas) supply from the field and 
potentially increase demand for high-calorific natural 
gas (H-gas) for conversion to cover the shortfall.

The subsequent increase in open interest, however, 
was split between right-to-buy calls at an €18.00/MWh 
strike and right-to-sell puts at a €13.00/MWh strike. 
According to ICIS price assessments, Summer ’18 
rose by €0.387/MWh on 18 April to €16.50/MWh.

One options strategy – known as a “long strangle” – 
entails simultaneously buying out-of-the-money calls 
and puts on the same underlying asset, but at 
different strike prices. There is no way to know for 
sure if the same trader bought both the calls and puts 
on the component months of the TTF Summer ’18, but 
if they did then they were likely adopting a long 
strangle strategy.

In such an instance, the trader is betting more on a 
significant price movement on the underlying asset 
before delivery, rather than the specific direction – 
bullish or bearish. Alternatively, the trader could be 
hoping to profit from a short-term increase in implied 
volatility, which would boost the value of the options 
themselves even if there is little movement on the 
underlying asset.

In this case, a trader holding both calls at €18.00/
MWh and puts at €13.00/MWh needs an upward 
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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 PVB, 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



