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The month of February was a relatively volatile one for electricity and gas prices with both commodities
failing to find any clear direction over the course of the month. Prices gradually fell towards the middle of the
month before spiking upwards again, however overall gas prices closed at a higher level than the open and
electricity prices closed lower.

Electricity and gas prices lacked any clear direction over the opening week of February as market participants
were keeping a close eye on upcoming temperature and wind forecasts at a time when UK/EU gas storage
was particularly low for the time of year. Any forecasts for a potential cold spell would increase demand for
both gas and power meaning an already depleted gas storage picture could be worsened somewhat.

The dip in price we saw mid-month will have been driven by reports suggesting global LNG supply is to rise
7% to a record 472m tonnes in 2026 as new export capacity ramps up across the world. US LNG supply to
UK/EU has been incredibly strong in recent months so this news will have exerted a degree of bearish
pressure on UK electricity and gas prices. A potential 20 year Greece/US LNG deal was also announced which
could see further LNG come into the European market at some point in the future.

Later on in February geological risk premium will have been added to prices on the back of unsuccessful
peace talks between Russia and Ukraine as well as an intensifying situation regarding a nuclear deal between
the US and Iran. The US deployed a large military presence in the Middle East and set a 15 day deadline for the
deal to be agreed meaning the potential for disruption to global LNG/QIl transit was on a knife-edge.

The Strait Of Hormuz, a key water way for the transportation of Middle Eastern LNG and oil, accounts for 20%
of global supply meaning any disruption or signs of unrest would be likely to upset the global supply dynamic.
Much of the gas from the Middle East, Qatar in particular, predominantly goes to Asian countries however any
disruption could lead to a pricing war as countries look to source as much gas as they can as we approach
the vital summer storage refilling season.

Its noteworthy that conflicts between Iran and US/Israel were indeed initiated right at the end of February
therefore the effects of that are not captured in the above graph. The landscape of pricing has very much
changed since then as high levels of risk premium have been built into prices over the last week and a half,
due to the closure of the Strait of Hormuz and the fact that LNG production has been paused from numerous
Middle Eastern countries including Qatar who account for a huge proportion of global LNG supply.

Sam Lowe, Portfolio Manager @ CUB (UK) Ltd



