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Winter is Coming 
Power Market Volatility: Friend or Foe? 



 
   

Introduction 
In terms of wholesale power markets, 2016 couldn’t 

have started and ended on more contrasting fronts. The 

year began with energy commodities being traded at 

record lows, the oil price plummeted on the back of an 

oversupplied market which drove bearish sentiment in 

gas and power contracts. The second half of the year 

brought extreme volatility as supply fears loomed. 

There are many complexities involved, but this report 

will explore the impact of last winter’s supply crunch on 

UK power prices. It may have passed with very little 

significance for those in fixed price contracts, but 

proved costly to consumers and energy suppliers with 

market exposure, while proving extremely profitable for 

generators in flexible export contracts.

 

It’s uncertain whether the spike in wholesale power prices last winter will be repeated, but markets have undoubtedly 

been altered forever. Whether directly impacted or not, large energy users should assess their exposure, while 

generators should evaluate whether they can react and capitalise on periods of extreme price rises. The question to 

market participants is whether the threat of further market volatility can be classed as ‘friend’ or ‘foe’?
 

 

Volatility: What Happened? 
Market instability materialised on 24th June 2016. The 

result of the Brexit referendum was announced seeing 

sterling hit with heavy losses in currency trading, in turn 

increasing the cost of importing gas and power.  

Centrica raised further safety concerns over Rough Gas 

Storage, the UK’s largest gas storage facility, taking it 

out of commission across winter for testing and repairs. 

Following these initial temporary closures, Centrica has 

recently concluded that the storage site will close 

permanently, as it could no longer be operated safely.  

Unknowingly, the worst of the storm was yet to come.  

Amongst planned outages of EDF’s French nuclear 

reactor fleet, further carbon segregation issues that 

came to a head last September saw over 20 plants 

coming offline. Resulting in France, a historical exporter, 

becoming largely import dependent and force 

widespread supply concerns across Europe.  

Adding weight to the period of instability, the UK-French 

interconnector was damaged, forcing it to operate at 

half capacity, while in November, OPEC announced their 

first oil production cap in 8 years to curb an 

oversupplied market. 

 

 

Impact
By the middle of the year, winter-16 baseload prices 

had risen 20%, impacting import contracts, but started 

to look attractive from an export perspective.  

The markets first warning shot came on the 14th 

September as day-ahead auctions reached all-time 

highs, but gave little warning of what would happen 

next.  

At their peak, month-ahead contracts soared up to 70% 

higher in a matter of weeks, more than doubling the 

seasonal baseload rate that was on offer six-months 

previously.  



 

Block Trading 
Drilling into month-ahead power prices even further, 

opportunities arose for flexible exporters to consider 

trading time block products during periods when the 

grid was under greatest strain due to peak demand.  

This was particularly appealing for fuelled stations that 

could maximise generation during these periods, 

offering further value to the natural overlap with both 

peak distribution rates (GDUoS) and triads.  

These markets spiked towards late October, with their 

rate of growth greatly exceeding baseload markets, 

giving them further appeal.  

 

Imbalance and Index Products 
Both imbalance and index markets are notoriously 

volatile by nature, with prices being set either within-

day or day-ahead auctions. For example, Energy 

Imbalance, or ‘cash-out’, prices are associated with the 

Balancing Mechanism Bids and Offers selected by 

National Grid and are priced per half-hour period.  

Client suitability is assessed in line with a client’s risk 

profile. Traded contracts generally include options to 

nominate volumes to imbalance/index markets, and can 

be strategically implemented as part of a trading 

strategy. Continuous monitoring is crucial, taking site 

profiles and markets into account. 

 
 

Current Market Trends 
Long-term baseload markets spiked in November, and 

then again in January before a bearish market trend 

pushed prices downwards before largely trading 

sideways across Summer-17.  

In recent weeks, power prices entered a bullish market 

run. Norwegian gas outages and currency being two 

drivers that sees annual baseload prices already trading 

higher than they were at the same time last year.
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Winter 2017/18 Outlook 
Looking ahead to this winter, potential areas that may influence power markets are summarised below:

Gas: As previously highlighted, Centrica announced the 

permanent closure of the UK’s largest gas storage 

facility. Gas storage facilities across wider Europe are 

currently showing depleted stocks with shippers being 

discouraged against storage injections due to high 

prompt prices.  

Capacity Market: Increasing security of supply, the UK 

Capacity Market mechanism has incentivised further 

generation to provide reliable power during peak times 

of stress on the electrical grid. With ‘top up’ generation 

contracted for winter 2017/18. 

Currency: Sterling is still feeling the effects of Brexit, and 

as negotiations are ongoing, the currency is contracting 

towards near parity with the Euro.  

French Nuclear: Supply fears persist as regulators 

instruct EDF to review reactor components, however 

the utility has downplayed worries of sustained outages.  

Weather: Colder weather will increase demand, putting 

pressure on prices, while periods of low wind 

generation could add further strain.  

International Tensions: Global tensions intensified on 

the growing threat of the North Korean nuclear crisis.  

 

 
 

Conclusion 
Winter 2016/17 highlighted the vulnerability of energy supplies, and shows how exposed the UK can be to unexpected 

events. As the energy landscape continues to evolve with the role for renewables increasing across Europe replacing 

traditional methods of electricity generation, new approaches are required to manage energy expenditure and optimise 

export revenues. The diversity of generation has created opportunities for those who are able to react quickly to rapidly 

changing market conditions. For those who are less flexible or have more traditional needs, the dynamics of winter 

volatility underscore the importance of remaining informed of market developments and remaining open to differing 

purchasing or selling strategies. Businesses must pose the question whether they are appropriately prepared for the 

rapidly changing marketplace.  
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“Luck is where opportunity meets preparation” - Seneca 




