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New Trading Hub Europe (THE): A review

Tomasz Chrulski

Abstract: There As of 1 October 2021, the existing market areas in Germany, GASPOOL (GPL) and NetConnect
Germany (NCG), have been merged into a new German national gas market called Trading Hub Europe, or THE
for short. This market, as a result of the merger, could become a competitive and even the most important gas hub
in the European gas market. The background to this is that the transmission and storage infrastructure in Germany
is very well developed. Another fact is the fact that Germany in 2021 consumed the most natural gas in comparison
with other European countries. This article presents a review of the literature on gas hub and specifically examines
the new gas hub in Germany. Natural gas prices on THE in the early days of its launch indicated that they were
not out of line with prices on other European gas hubs. The article notes the fact of the merger and reminds other
developing European countries of the importance of having their own gas hub.
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Introduction

As of 1 October 2021, the existing market areas in Germany, GASPOOL (GPL) and
NetConnect Germany (NCG), have been merged into a new German national gas market called
Trading Hub Europe, or THE for short. The market is the result of the merger of the existing
market area managers GASPOOL Balancing Services GmbH and NetConnect Germany. By
merging together THE can become a major competitor to the Dutch and UK exchanges. THE's
core business areas include the management of balancing groups, the operation of virtual trad-
ing points and system balancing. The merger has resulted in one of the largest natural gas hubs
in Europe which should be noted and presented to a wider audience. In the further part of the
article, an analysis of the literature review related to the functioning of gas hubs was undertaken
and the new THE's gas hub was characterised and the gas price in the first week of the new
hub's operation was presented.

Review of the literature

At the current time, the natural gas market is developing dynamically, new transmission
networks are being built and many consumers are switching from coal to natural gas. Perhaps
this is due to the fact that gaseous fuel is presented as a transitional fuel in the pursuit of the Fit
for 55 targets. The regulatory and infrastructural overhaul of the natural gas market is expected
to lead to the creation of some kind of commercial centre in a specific territory, which will
make it possible to reduce the price of gaseous fuel for consumers. A gas hub is such a centre.
A physical hub is an ageographical (centrally located and sufficiently inter-connected) point in
the network where a price is set for naturalgas delivered at that specific location (IEA, 2013).
In contrast, the European Energy and Gas Regulators Group defines a gas hub as a trading
platform for physical and or financial transactions in natural gas. It can be a physical point at
which a number of networks across pipelines meet or it can be a virtual (balancing) point. The

25



New Trading Hub Europe (THE): A review

hub should provide access for customers in the short, medium and long term. Price transparency
should be an important characterising factor (CER). The operation of gas hubs arose from mar-
ket liberalisation and a change in the gas pricing mechanism to create competitive and trans-
parent markets (Xunpeng, 2017).

In regulatory aspects, for quite a relatively long time there were no detailed guidelines
in the area of legal mechanisms defining the functioning of gas hubs. This conclusion was al-
ready reached in 2014. (Mirello, 2014). It was only in 2018 that the implementation of the third
energy package in the gas sector attempted to introduce some regulation. More precisely, the
third energy package introduced the idea of a balance of European gas hubs. It was subsequently
detailed in the Gas Target Model. The balance was supposed to guarantee competition (Pikus
2019).

Academic publications often indicate that gas hub maturity is achieved in a 10-15 year
process. Through third-party access to infrastructure (unbundling of infrastructure capacity),
bilateral trading, price transparency, OTC intermediation, entry of non-physical players, crea-
tion of exchange products based on underlying physical contracts. The literature indicates that
liquidity in general, which is defined as the ability to buy and sell goods quickly without sig-
nificant price fluctuations, is also very important. Volatility, as a measure of price movement
in transactions, transparency, reliability, timeliness, trading volume are also important charac-
teristics (Costescu et. al., 2018)

Other publications also highlight that creating a gas trading hub takes time, but also
investment inputs, political will (Reuters, 2017). The basic and obvious factor is an infrastruc-
ture consisting of an extensive network of gas pipelines with a large coverage and density, with
the technical capacity to transport natural gas in a short time. Other elements of gas infrastruc-
ture, such as domestic production, connections to neighbouring countries, underground gas
storage facilities and LNG terminals, are also important. All these elements make the market
broadly diversified, which is beneficial to avoid the market being dominated by a few players.

Gas hubs in Europe

Gas hubs in the gas industry first emerged in the US market, operating as physical loca-
tions, typically where multiple pipelines cross, often near storage facilities (Fulwood). Gas trad-
ing hubs emerged in Europe in the 2000s, with the oldest and most mature gas trading hub in
Europe being the UK's National Balancing Point (NBP) (Heather, 2021).

The other leading gas trading hubs in Europe can also be mentioned here. Specifically
in Central and Eastern Europe, such a hub is the Central European Gas Hub AG . As a Virtual
Trading Point operator, it opens the gateway for traders to trade in the entry/exit zone of the
Austrian market (CEGH). Also in cooperation with Powernext and Austria's Central European
Gas Hub AG (CEGH), PXE operates the PEGAS CEGH Czech Market for gas trading in the
form of derivative products delivered to the Virtual Trading Point on the Czech market (PXE).
Another important gas hub in Europe is Point d'échange de gaz - Nord, commonly known as
PEG Nord, is one of the 3 virtual trading venues for the sale, purchase and exchange of natural
gas and LNG in France. It is one of the pricing and delivery points for Powernext natural gas
futures contracts. It is the 6th most liquid gas trading point in Europe. Gas at PEG Nord is traded
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on the Powernext exchange (Energy Delta Institue). Other important markets that should also
be mentioned are the gas hubs: PVB, TTF, ZEE, ZTP, PSV (EEX).

The role of the gas hub

Joskow (2013) highlights the important role that gas hubs play in allocating scarce net-
work capacity and ensuring an effective balancing of supply and demand in electricity markets
(Joskow, 2003). Despite the fact that EU legislation does not mandate the creation of gas hubs
and the EU Directives do not explicitly specify the definition of a gas hub.

Another valuable observation is that instruments such as gas futures allow for the de-
velopment of a spot market for natural gas, which ensures that the price of natural gas reflects
supply and demand issues. This translates into the availability of natural gas in the market, the
level of natural gas storage, the price of oil, the external temperature, the degree of infrastructure
development (Fang-Yu)

It is important to know that fully developed mature trading facilities are characterised
by a gas hub and/or a virtual trading point in combination with a functioning spot and forward
market (OXFORD trading )

Analysis of THE

The main objective of creating a single gas hub (Fig. 1) was to have a single German
reference price in order to avoid regional price discrimination for consumers. Another important
idea was to increase liquidity in the German natural gas market, security of supply of gaseous
fuel and increase the competitiveness of the market. (EEX Customer information, 2021)

Importantly, the new hub includes 40,000 km of high-pressure pipes connecting more
than 700 distribution networks in Germany, the largest consumer and importer of gas in Europe
(Reuters, 2021). The expected increased tradable gas volumes and increased liquidity across
the EU should benefit trading platforms. Hub development and market mergers through the
implementation of this proposal. Therefore, this scenario represents an opportunity for trading
platforms (European Commission, 2018). Spot contracts on THE hub are executed on the EEX
spot market. In addition, local spot contracts are also available, developed in cooperation with
the main European transmission system operators (TSOs) and market area managers to support
physical balancing. We currently offer such products for TTF and PEG hubs but also for THE.
Hub THE enters the futures market segment on the EEX exchange. Derivatives market prod-
ucts, Financial Gas Futures also enter THE.

Exchange trading and physical effect "Physical trading products™ are products that are
tradable on the European Energy Exchange (EEX), require physical delivery on the Trading
Hub Europe (THE) market area and are subject to certain physical delivery restrictions. physical
delivery in the market area of Trading Hub Europe (THE). Furthermore, THE uses these phys-
ical traded products for system balancing in its Market Area Manager (MAM) function in order
to balance the physical imbalance in THE's market area and as Market Based Instruments
(MBISs) to eliminate network capacity constraints in order to eliminate network capacity con-
straints (Impementation Guide).

For the purpose of this article, the physical transmission realised by two German natural
gas transmission operators is summarised (Fig. 2): Open Grid Europe GmbH and GRTgaz
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Deutchland GmbH, during the first week of operation of the new hub. The actual amounts of
transmitted gas are practically constant, which may prove stability and continuity of the sys-
tems. Also (Fig. 3, 4) indicate that natural gas prices on the new Hub did not deviate from the
natural gas prices on the other European gas hubs, which further proves that despite the start of
THE operation, no surprising deviations were found.

Before Since 01.10.2021

['s
-

Trading
Hub

Europe

NetConnect

Fig. 1. Area of activity THE. Source: EEX
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Fig. 2. German Balancing Zone THE Physical flow. Compiled by the author based on (EEX)
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Day-Ahead and Weekend End of Day in THE [Euro/MWh]
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Fig. 3. Day-Ahead and Weekend End of Day in THE. Compiled by the author based on (EEX)
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Fig. 4. Within Day in THE. Compiled by the author based on (EEX)

The German economy is among the leading European countries in natural gas consump-
tion (Fig. 5). The supply of natural gas to industry and end consumers makes Germany an im-
portant player in the European natural gas market. Moreover, in the first half of 2021 Germany
consumed the most natural gas in the European Union. The German system consists of 5 phys-
ical interconnectors, Brandov-OPAL (Germany-Czech  Republic), Obergailbach
(FR)/Medelsheim (DE) (Germany-France), Waidhaus (Germany-Czech Republic), Oberkappel
(Germany-Austria), Gernsheim (German transmission-DE THE BZ). In addition, VIP Ober-
kappel, VIP France-Germany, THE VTP (DE) There are 5 transmission system operators in
Germany that belong to the European association of natural gas transmission system operators:
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GASCADE Gastransport GmbH, Thyssengas GmbH, ONTRAS Gastransport GmbH, GRTgaz
Deutchland, Gasunie Deutchland Transport Services GmbH. All of these form the body that
has given Germany the opportunity to create a gas hub.

TIME
Belgium
Bulgaria
Czechia
Germany
Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia
Lithuania
Luxembourg
Hungary
Malta
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
Norway
North Macedonia
Albania
Serbia
Turkey
Moldova
Ukraine
Georgia

2021-01
2 459,400
381,380
1279,051
13 130,666
65,000
553,688
628,402
3419,000
6 068,591
313,400
9 823,000
0,000
183,509
321,100
101,417
1543,542
26,759
5 846,166
1249,298
2 731,659
527,035
1 650,000
113,212
498,009
358,900
184,000
408,562
47,500
3,978
408,000
6 618,620
191,700
4 278,000
350,780

2021-02
2 035,100
347,362
1172,943
11 238,430
70,600
439,708
448,668
2 523,000
4 649,302
295,000
7 677,500
0,000
178,833
273,000
83,134
1 330,476
27,039
4 874,130
1 024,985
2513831
386,643
1 458,000
97,559
613,790
359,900
155,000
376,001
42,247
3,569
347,000
5 716,650
186,600
4 048,000
313,630

2021-03
1 959,800
377,433
1 092,541
10 149,760
52,600
500,179
540,101
2 848,000
4 547,173
321,600
7 638,000
0,000
136,977
226,900
81,899
1231,594
29,024
4 652,755
1 005,607
2 395,204
435,485
1472,000
99,389
561,104
267,900
116,000
410,412
45,724
3,849
346,000
6 641,830
165,200
3 544,000
299,670

2021-04
1 733,300
294,204
881,416
8 456,133
39,200
462,687
551,048
2 693,000
3 544,711
270,600
6 161,000
0,000
79,661
216,300
68,398
953,549
32,750
3 856,979
828,029
2 020,853
521,285
1 039,000
86,458
732,175
227,900
100,000
382,296
11,904
6,972
280,000
4 494,010
98,300
2 239,000
164,080

2021-05
1 285,000
234,655
590,599
6 311,638
25,700
391,530
403,431
2 406,000
2 561,115
182,300
4 215,000
0,000
45,803
204,000
57,590
634,348
32,040
3 142,287
568,365
1 593,402
439,409
616,000
66,908
449,765
101,900
63,600
347,406
10,123
4,768
157,000

2021-06
953,500
230,255
415,464
4 273,432

16,800
371,718
549,260

2 436,000
1655,117

131,300

4 317,000

0,000
42,409
152,300
36,079
426,477
36,842

2 434,313

397,566

1332,069

534,458
526,000
53,660
225,910
119,895
103,700
354,238
17,458
5,063
148,000

Total
10 426,100
1 865,289
5432,014
53 560,059
269,900
2 719,510
3120,910
16 325,000
23 026,009
1514,200
39 831,500
0,000
667,192
1 393,600
428,517
6 119,986
184,454
24 806,630
5073,850
12 587,018
2 844,315
6 761,000
517,186
3 080,753
1 436,395
722,300
2 278,915
174,956
28,199
1 686,000

3 259,620 3810,590 30 541,320

42,300

29,500

713,600

1 340,000 1 340,000 16 789,000

99,010

92,410

Fig.5. Inland consumption in Germany [mIn m%]. Compiled by the author based on (Eurostat)

Conclusions

1319,580

1 October 2021 will remain an important date in the calendar of the European natural
gas market for a long time. The merger of two companies has given life to THE. Germany could
become one of the major players in the European natural gas market. The new Gas Hub, to-
gether with the potential commissioning of the Nord Stream 2 pipeline, could additionally result
in Germany playing an important role in the European transmission system. Germany's largest
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natural gas consumption in the first half of 2021 positions the country as a leader in the Euro-
pean natural gas market. Furthermore, this merger may inspire other developing countries in
the European gas market to create leaven for the eventual creation of a gas hub in their own
country. The positive aspects of creating a gas hub should further encourage other countries.
What is important is the maturity of the domestic gas market, which lays the foundations for
the creation of natural gas. Another important aspect is that, at the time of the potential com-
missioning of Nord Stream 2, there is already a strong German natural gas market.
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