
The foreign exchange (FX) market is perhaps the most familiar market to many of us. 

Major exchange rates are often quoted within news reports and can be of particular 

interest when a trip abroad is planned. Considering the wider picture, the effect of 

movements on FX markets can ripple throughout the marketplace and beyond, from 

commodities and equities to political and socioeconomic outcomes. One of the main 

currency relationships affecting UK energy markets is the GBP/EUR exchange rate, as it 

directly affects the cost of importing or exporting energy to the continent. 

The US Dollar is the pricing benchmark for most commodities traded globally. Whilst 

individual commodities have their own price drivers, such as weather patterns and 

infrastructure, the value of the USD can greatly influence commodities, such as oil, which 

are not easily substituted. Therefore, in a more indirect way, the value of the US dollar can 

drive UK energy markets, particularly further along the curve. 

The Pound/Euro and UK Energy Markets 

The value of the Pound, vs. the Euro, can be a significant driver on UK prompt and near-

curve energy contracts. The relationship is generally inverse or negative. Put very simply, a 

stronger Pound makes importing through continental interconnectors cheaper, reducing 

the cost of energy. Conversely, if the Pound is weak, less energy can be acquired per 

Pound. Also, a weaker GBP attracts traders dealing in Euros to UK markets, increasing 

demand and thus domestic prices.

Unsurprisingly, Brexit has been a major driver on the GBP/EUR exchange for the last 4 

years. In less than 12 months between July 2015 and June 2016 the GBP/EUR exchange 

rate fell from highs of €1.44 to €1.17. Since then the rate has failed to recover above €1.20. 

No deal scenarios bring more uncertainty and devalue the Pound. In contrast, anticipation 

of a binding long-term agreement, and a more stable exit, results in a stronger GBP. 

In recent months, variances in the GBP’s strength can be pinned down to specific Brexit 

political developments and rumours. In mid-September2020, the value of the Pound 

plummeted as it was announced that a changed version of the already agreed exit deal 

would be released.
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The effect of economic movements       
and currencies on UK energy markets

Quick Facts

The GBP/EUR relationship is important to 
UK energy markets as it effects the cost of 
importing/exporting energy to and from 
continental Europe.

The strength of the USD can greatly 
influence prices for commodities that are 
not easily substituted, such as oil.

GBP/EUR movements tend to effect prompt 
and short-term contracts

USD strength, and the resulting effect on 
commodity prices, tends to drive far-curve 
contracts, such as seasons.



© Entel Consulting Group Ltd. All rights reserved

optimisedenergy.com

At this time, UK energy prices spiked. Over November, the Pound has found strength on seemingly positive discussions on a trade deal being 

achievable between the UK and EU and this has corresponded with a decrease in energy prices. Figure 1 shows the relationship between the 

GBP index, a measure of the strength of the Pound vs a basket of major currencies, and the front month power contract price.

The US Dollar and UK Energy Markets 

The effect of USD movements on UK energy markets is more convoluted and is driven by the effect of the USD on commodities, such as oil. Due 

to this, the eventual effects become more apparent on far-curve energy contracts e.g. seasonal contracts. The general rule being that a weaker 

dollar, pushes up oil prices and as a result, far curve energy contracts strengthen. 

The correlation between oil prices and the value of the USD is generally inverse. This may seem counter intuitive; we usually associate a strong 

currency with strong and stable economies, however, when considering the USD, large multinational companies, such as Chevron Corp, are 

negatively impacted by a strong USD because their product becomes more expensive overseas and their repatriated income will drop. 

Figure 2 plots the front month brent crude price against the US Dollar Index. The generally inverse (negative) relationship is clearly displayed.

Traditionally, oil prices had a much more direct impact on UK energy prices as there was no open markets for trading gas. The extent of oil 

indexation, particularly in gas markets, has diminished in recent years, with hub-based pricing becoming the preferred mechanism. Oil-indexation 

is still a strong driver, especially in the Asian and European gas markets, but the US Henry Hub, for example, operates an entirely hub-based 

pricing mechanism. 
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Figure 1. The relationship between the GBP Index and front month power contract, 

including the correlation co-efficient.

Figure 2. The relationship between crude oil and the USD including the correlation co-efficient.



If you have any questions, please do 
not hesitate to contact your account 
manager, or call us on 01253 209000.
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Tools to stimulate an economy 

In times of Covid-19, economic stimuli packages have become 

almost daily news for many major economies. These packages are 

the actions of governments and central banks to stabilise economies 

and strengthen currencies.

Efforts to manage or stimulate an economy can be divided into two 

approaches: fiscal policy and monetary policy. The broad difference 

being that fiscal policy refers to tax and spending policies of a 

government, whilst monetary policy refers to the actions of a central 

bank e.g. the Bank of England changing interest rates. The 

approaches are not mutually exclusive, and a combination approach 

is often used to complement each other.

Throughout the Covid-19 pandemic, the Bank of England (BoE) has 

used quantitative easing (QE) as a tool to boost the UK’s economy 

i.e. strengthen the GBP. QE, a form of monetary policy, involves a 

central bank injecting money directly into the economy. The BoE 

has been buying government debt, in the form of bonds, to do this. 

By purchasing these bonds on a large scale, the effective interest 

rate is lowered and in turn other corporate and domestic interest 

rates, such as on mortgages or business loans, also fall. Therefore, it 

is cheaper to borrow money and spending is encouraged to 

stimulate economic activity. To date, the BoE has purchased more 

than £700bn of government bonds to try to ease the economic 

effect of the Covid-19 pandemic. This is considerably more than the 

£200bn of bonds bought during the 2008/09 financial crisis. 

When further QE measures are announced by the BoE, it usually 

corresponds with a strengthening Pound. 

An example of a fiscal policy are the cheques many Americans 

received earlier this year. The payments, issued by the US 

government, were designed to provide consumers with money to 

spend straight away to drive revenues for retailers and manufacturers, 

thus boosting the economy. Some consumers may have received a 

credit on their tax bill, rather than a physical cheque to spend. Other 

examples of fiscal policy at work, during this pandemic, are the UK 

government’s decisions to cut VAT for the hospitality, hotel and 

holiday accommodation sectors and stamp relief on house 

purchases. 

Economic factors affect energy markets across the spectrum from 

the more direct impacts on the cost to import/export energy to the 

more intricate relationships between commodities and the far curve 

of our markets. 

In terms of the GBP/EUR exchange rate, the next few weeks will be 

crucial. The market is still widely expecting a comprehensive longer-

term trade deal to be reached before exit day and the GBP is finding 

strength from this. However, the chance remains that no deal will be 

reached, and the UK will revert to WTO rules. The uncertainty created 

if no trade deal is agreed, will undoubtedly devalue the Pound.  The 

immediate effect likely being an increase in UK energy market 

prices.

Looking at the USD and its effect on oil prices, we can expect further 

upside here. The more stable picture expected from the Biden 

administration will likely continue to pressure the USD making 

commodities priced in USD more appealing, thus driving demand 

and prices up. There could be some bumps on the road as President 

Trump continues to make accusations of voting fraud. 

As with any key market drivers, the impact of the economy, and 

currencies, on energy markets can vary from extremely significant 

to less significant depending on the strength of other drivers at play 

and their ability to override economically induced trends.  
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