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Yevhen Bublyk (Ukraine), Oleksandra Kurbet (Ukraine), Roman Yukhymets (Ukraine)

GAS FUTURES AS A FACTOR
OF THE UKRAINIAN CAPITAL
MARKET DEVELOPMENT

Abstract

The purpose of the paper is to analyze current trends in the gas futures market and the
prerequisites for their spreading in Ukraine. The analysis is based on scientific research
results, search query time series provided by Google Trends, and statistical databases
of derivative markets. The paper reveals the trends in the reshaping of the commodity
derivatives market after 2008 in favor of commodity derivatives and the fast-growing
volume of gas futures in the EU after 2017. The dual reason for these trends comes
from the growing energy challenges and the tightening of financial derivatives regula-
tion. Both reasons depend on real economic activity. This determines the presence of
economic prerequisites for the spread of gas futures in the world.

The paper identifies the main institutional prerequisites for the spread of gas futures in
Ukraine: an active gas exchange with growing volume of the spot trading and a situ-
ational factor of the energy market reforming. Initiatives of the gas market liberaliza-
tion in Ukraine correspond to the energy market reform in EU. The identified trends,
prerequisites, advantages and obstacles for the spread of gas futures allow to generalize
proposals for state regulation, such as organizing the Ukrainian energy market as a
hub to attract participants from other countries, as well as supporting the spread of
gas futures on the capital market through the implementation of clearing mechanisms.

Keywords financial development, capital market, derivatives,
commodities, exchanges, natural gas, energy security
JEL Classification G20, G12, Q48

INTRODUCTION

Prospects for the spread of gas futures are currently determined by
two main reasons: the need for the development of the capital market
and the strengthening of a country’s energy security. After the 2008
global financial crisis, which was partly caused by new financial in-
struments, the question of the benefits of derivatives, including gas
futures, for the capital markets of developing countries has somewhat
lost its relevance. But in recent times, there has been a revival of de-
mand for derivatives that are closely related not to speculation, but to
the needs of the real sector. Gas futures connect a wide range of eco-
nomic entities, from households to corporations, with capital market
participants. Due to this, gas futures have more opportunities to affect
the institutional development of the latter.

Simultaneously, one of the most urgent needs of the real sector is re-
lated to the energy market and natural gas supply. In recent years, nat-
ural gas has gained special importance in the world, in particular in
EU countries and Ukraine. Rising prices and gas supply restrictions
due to the Russian invasion in Ukraine endanger energy security and
the energy transition policy. The needs of energy security and capital
market development actualize the research processes in the deriva-
tives market and gas futures segment.
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Due to the modern challenges in the field of energy, despite a significant amount of research on issues
related to the derivatives market, the trends, prerequisites and the expected impact of the spread of gas
futures have not been sufficiently studied. That is why the implementation of the perspective instrument
on the national capital market requires an analysis of modern trends and prerequisites for the spread of
gas futures for proper regulation policy development.

1. LITERATURE REVIEW

Gas futures are contracts related to a specific com-
modity, natural gas. They are a type of energy and,
more broadly, commodity derivatives; therefore,
when analyzing the peculiarities of their distri-
bution and main characteristics, it is necessary to
pay attention to the entire group. Energy futures
were introduced to the market not so long ago.
Hale et al. (2002), Elias et al. (2010), Vo (2019) and
others clearly associate their appearance with the
deregulation of energy markets in the 1970s and
1980s. Mihaljek and Packer (2010) have shown the
rise of energy futures volumes in 1998-2010 up to
four times in emerging markets.

The peculiarity of energy derivatives is that they
do not represent ownership rights in any asset
but, rather, derive their value from the value of
some other underlying commodity or other as-
set. According to Walsh (2010), these financial
instruments provide an opportunity to manage
risk associated with the volatility in energy pric-
es by allowing a party to secure the price of their
energy in advance of the actual period of energy
consumption. Cinquegrana (2008) draws atten-
tion to one of the main features of commodity fu-
tures: Unlike interest rates, inflation rates, stocks,
bonds or other financial or meteorological vari-
ables, commodity derivatives’ underlying assets
are physical commodities with finite supply and
sizeable storage and transportation costs.

Compared to options, futures are a basic and, there-
fore, much more common instrument (Kyzym,
2020), but before 2008 the specifics of gas futures
had no practical significance. They acted as just
another financial asset for speculation or diversi-
fication of an investment portfolio (Basu & Gavin,
2010). Equity, interest and exchange rate derivatives,
due to higher volatility, were much more common.

In studies carried out before 2008 and shortly
thereafter, the rationale for the positive impact of
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gas futures did not go beyond derivatives gener-
ally and was largely based on the benefits of the
free market. There were assumptions that the
spread of derivatives improves efficiency and sta-
bility in financial intermediation, enhances cross-
border lending and opens new opportunities for
mitigating currency or other financial instabili-
ties (Mathieson & Roldos, 2004). According to
Rodrigues et al. (2012), derivatives markets have
a positive influence through: a) development and
integration of financial markets; b) expanding
business activities in a country; and ¢) smoothing
economic growth volatility. But they attribute this
influence to the conclusion that there existed eco-
nomically motivated demand for derivative prod-
ucts and organized markets on which they could
be traded.

Basu and Gavin (2010) confirmed that result-
ing that commodity derivatives are an asset class
that cannot be used to hedge equity risk because
of more probability of an equilibrium arbitrage
phenomenon that should be expected in a world
where no unexploited hedging profit opportu-
nity exists. But as Easwaran and Ramasundaram
(2008) stated, apart from these participants who
aim to hedge, there must also be someone in the
futures market who aims to take risk and profit by
doing so.

Wang et al. (2022) investigated the impact of di-
versification with five types of energy futures
from January 2011 to July 2020 on three tradi-
tional commodity futures portfolios. Their results
showed that diversification increased the returns
while simultaneously reducing the portfolio vol-
atility in all portfolios. The diversified portfolios
provided higher returns than the traditional port-
folios for the same level of risk.

After the crisis, more attention was paid to the
systemic risk control. Due to this, the potential
advantages of energy futures have an indirect ef-
fect on the institutional development of the

http://dx.doi.org/10.21511/imfi.19(4).2022.16
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capital market and the energy sector. Rizvi et al.
(2022) show that the hedging potential provided
by natural gas derivatives to cope with the volatil-
ity of crude oil prices and the substitution of oil
by natural gas can improve the sustainability and
stability of financial markets. Also, Nakajima and
Toyoshima (2020) measured the relationship be-
tween spot natural gas returns and futures returns
with different maturities as an indicator of pricing
efficiency and found that futures markets outper-
form the determination of natural gas prices than
spot markets. Another advantage of futures is that
a properly organized gas futures market with gas
exchange not only diversifies the negative impact
of natural monopolies and speculators, but also es-
tablishes mechanisms for communication, trans-
portation, financing, storage, and pricing (Shi et
al., 2016). All this helps to establish capital market
stability (Ahmed et al., 2022) and price transpar-
ency (Cinquegrana, 2008).

The positive impact of the spread of derivatives on
the development of the capital market is less contra-
diction in studies. Chikwira, et. al. (2021) have em-
pirically tested on the South African data set the re-
lationship between derivative markets growth and
economic growth for the period 1996 to 2018 and,
among other results, exhibited an unidirectional
nexus from derivatives to economic growth. Haiss
and Sammer (2010) also explain that this nexus oc-
curs because derivatives allow risk sharing between
structurally developed and emerging markets.

Although the financial crisis has primarily been
caused by opaque, structured credit-linked securi-
ties and bilateral derivatives trading by firms that
policymakers considered too big to fail (Basu &
Gavin, 2010), policy makers and regulators have
started to think about strengthening regulation due
to increased transparency and safety both for deriv-
atives and other financial instruments (Motorniuk
et al., 2016). Post-2008 regulatory initiatives on
commodity derivatives were often aimed at nar-
rowing market share for single contracts that any
participant can hold and forcing trading into clear-
ing houses where participants must deposit margin
before they can trade (Gibbon, 2013).

An important issue is the determination of a nexus

between commodity derivatives and the real sec-
tor of economy. Based on the dynamic short-run

http://dx.doi.org/10.21511/imfi.19(4).2022.16

and long-run asymmetric interactions and causal-
ity between real economic activity and stock and
gold markets volatility shocks, Urom et al. (2020)
indicated asymmetries in the short- and long-term
relationships. Qamruzzaman and Wei (2018) ex-
plored the relationship between economic growth,
financial innovation, and stock market develop-
ment of Bangladesh for the period 1980-2016 and
confirmed the existence of a long-run association
between financial innovation, stock market de-
velopment, and economic growth. Oliinyk et al.
(2019), based on 21 macroeconomic and financial
indices of the USA for the period of 2000-2015
confirmed positive correlation of indicators of
economic growth and exchange derivatives prov-
ing that the exchange market of derivatives in the
USA positively influences economic growth.

Recent activities in spreading of energy futures
happened in terms of the COVID-19 pandemic,
which had interrupted supply chains in the world,
caused inflation and growing prices of energy
commodities. According to Adekoya and Oliyide
(2021), the pandemic has been largely responsible
for risk transmission across various commodity
and financial markets. Growing prices for natu-
ral gas prompt research into the relationship be-
tween gas futures spreading and price corrections.
Time varying correlations made by Jotanovic and
D’Ecclesia (2021) among gas prices do not increase
over time, showing that, over the short time, the
structural features of single hubs still prevail with
respect to a common “target” price.

The introduction of gas futures is closely related
to the state energy security issue and natural gas,
which is currently the primary energy resource
for most small open economies. It has become
increasingly important in international trade, es-
pecially after the recent financialization in com-
modity markets (Li, 2019). The natural gas is vi-
tal for power generation and more admissible for
zero transition requirements (Sadik-Zada & Gatto,
2021). Some of the countries of Eastern Europe
show high efficiency development of gas markets
with derivative instruments (Goonesinghe et al.,
2021). Also, it is proved that hard dependence of
small economy on global commodity price vola-
tility causes instability for the Ukrainian economy
due to a weak national currency (Korablin, 2017;
Anufrieva et al., 2021).
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In more detail, the motivating factors for the fu-
tures spreading in the Ukrainian gas market are
significant transaction costs, which led to the inef-
ficiency of the market model and the degradation
of the industry infrastructure (Yukhymets, 2021).
In terms of russian invasion of Ukraine, the issues
of gas supply diversification become more impor-
tant both for EU energy security (Benton et al.,
2022; Misik, 2022) and Ukraine energy security
(Novosad et al., 2022; Zuk & Zuk, 2022).

Growing demand for natural gas in terms of en-
ergy security promotes the introduction of gas fu-
tures on the capital markets of small open econ-
omies. The need to stimulate the development of
the derivatives market in Ukraine has been re-
peatedly emphasized in recent works (Prymostka
& Krasnova, 2014; Shevchenko & Shevchenko,
2018; Lutsyshyn et al., 2019), containing the main
recommendations in this regard. Crucial is the in-
tegration of the capital market and the admission
of foreign consumers for increasing the liquidity
of the commodity derivatives market (Kovacevic,
2020).

Different researchers showed that a short period
of international capital inflow has a positive im-
pact on the growth of Ukraine’s capital market
(Kalach, 2009; Oskolsky, 2011; Shyshkov, 2011;
Bublyk, 2020); however, the capital market of
Ukraine is still poorly efficient due to the presence
of a number of unresolved issues, without the so-
lution of which the formation of an effective and ef-
ficient capital market is impossible (Tretyakova et
al., 2021). According to Oskolsky (2011), the main
reason for this is the lack of a common, unifying
basis that means not so much the centralization of
the stock exchange segment, but rather the general
basis, which is determined by real economic pro-
cesses and only indirectly by subjective economic
or speculative interests. Thus, besides the segment
of government obligations, the capital market
of Ukraine is structurally unformed (Shyshkov,
2022). It satisfies mostly technical or speculative
interests of issuers and organizers (Slobodianyk,
2022).

Various scientific studies in one way or another
confirm these conclusions. Krasnova (2014) notes
that the Ukrainian capital market has a powerful
potential for development, but it cannot be fully
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implemented, since it is significantly lagging be-
hind in the development of industrialized coun-
tries. The main particularity of this should be the
fact that the indicators of the Ukrainian capital
market in the time series of 2015-2021 have a low
level of correlation with the world and the region
indicators, which contradicts the typical relation-
ships of global and regional markets (Frolov et al.,
2022).

Moreover, the connectedness of trends of the
Ukrainian capital market tends more to the trends
of the American market, rather than the European
one. Despite the fact that Ukraine belongs to the
European region, there is no significant connec-
tion or influence of the capital markets of this re-
gion on the Ukrainian capital market (Shkolnyk et
al., 2021). One of the explanations of this is a sig-
nificant number of abuses on the capital markets
of Ukraine (Koshovyi et al., 2019).

Despite numerous studies on the distribution
of gas futures or energy derivatives, studies after
2008 limitedly reflect changes in the development
trends of the derivatives market. Generalization
and definition of modern trends and their causes
are practically absent. Also, very little attention
is paid to the analysis of the prerequisites for the
spread of gas futures on the Ukrainian capital mar-
ket. Thus, the purpose of the paper is to analyze
modern trends in the gas futures market and the
prerequisites for their distribution in Ukraine.

2. METHODS

This paper used quantitative methods of eco-
nomic analysis, such as the use of absolute, aver-
age values (graphical visualization of time series
dynamics), comparisons and an index method
(market volumes and shares). The variables for the
analysis of the derivatives market are time-var-
ied data of volumes, structure shares and number
of deals in commodity and gas futures markets
from 2007 to 2022 derived from the reports of the
World Federation of Exchanges (WFE), European
Energy Exchange Group (EEX), and The Futures
Industry Association (FIA). The analysis of the
gas spot market in Ukraine as prerequisite de-
velopment is based on time-varied data of vol-
umes, participants and number of deals in 2017-

http://dx.doi.org/10.21511/imfi.19(4).2022.16
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2020 from the reports of the Ukrainian Energy
Exchange (UEEX). The share of the largest natural
gas retailer of EU in 2013-2020 was analyzed us-
ing Eurostat data. The Google Trends analysis tool
was used to define trends in dynamics of search
queries for “gas futures” in 2004-2022 by standard
browser tools through the web-site https://trends.
google.com and defined by order 4 polynomial
trendline. Visualization of analysis results was
built using standard Excel diagram tools.

3. RESULTS

The main derivatives in organized natural gas
markets are futures and option contracts. Both
represent an agreement to buy a specified amount
of natural gas in the future at a fixed price. But
compared to option, futures are the underlying
and, therefore, initial instrument. Energy swaps
need an already developed market with reliable
auction organizers. All that makes futures more
suitable for underdeveloped markets.

Before the deregulation of energy markets in
1970-1980s, covered by governments, energy
markets had a little need for risk. Deregulation
brought competition on the energy commodity
market. The emergence of such market funda-
mentals contributed to the rapid spread of fu-
tures contracts in the 1990s-2008s. Energy deriv-
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atives have grown even more: from USD 50 bln
in 1998 up to USD 2.3 trl in 2010 (HKEX, 2020).
But until 2008, commodity derivatives and ener-
gy derivatives, as part of them, were mostly used
as a type of the financial asset and less as contract
for reliable supply of energy resources. After the
2008 Global financial crisis, the derivatives mar-
ket has attracted negative attention due to fraud
cases and the near failure of some market par-
ticipants. But crisis events did not cancel deriva-
tives at all, and their usage was reassessed. Due to
the revealed destructiveness, their financial and
speculative segment has undergone a noticeable
reduction.

The analysis of the derivatives market structure
shows an increase in the share of commodity fu-
tures and a decrease in the share of equity and in-
terest rate derivatives in the world after the 2008
Global crisis. The share of commodity futures in
the market structure increased up to three times:
from 8% in 2007 to 20% in 2020, and the number
of contracts during this period increased by al-
most 9 times (see Figure 1).

Despite a certain decrease in the share of com-
modity derivatives in 2019-2020, since 2007, their
share in the total number of transactions has tri-
pled, and the number of transactions has increased
9 times (see Figure 2). Meanwhile, commodity op-
tion contracts remain at the level of 2010.

Source: Compiled by the authors according to the WFE.
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Figure 1. Shares of commodity futures in the derivatives market in 2007-2020, %
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Figure 2. Number of commodity futures contracts in 2007-2020, min

Accelerating worldwide decarbonization agenda af-
ter the Paris agreement enforcement caused a grow-
ing demand for natural gas since 2017, and the pop-
ularity of gas futures also became to grow. Different
statistical data show a rapid increase in gas futures
popularity in 2017-2022. This period is led by the in-
fluence of zero net emission polices due to the Paris
agreement, global uncertainty due to the COVID-19
pandemic, the unfolding of the energy crisis and the
russian invasion, which caused energy challenge. For
instance, Google trends analysis shows a definite
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trend on growing searches for the “gas futures” no-
tion (see Figure 3). Dynamics of search queries “gas
futures” for 2004-2022 also reflects the exposure of
scientific research on the subject.

In terms of energy challenges and modern regula-
tory initiatives, growing emission of gas futures was
caused by the growth in real demand for natural gas
worldwide and especially in the EU. In terms of the
number of contracts, the rapid spread of gas futures
can be seen in the EU region (see Figure 4).

Source: Compiled by the authors according to the Google Trends.
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Figure 3. Google Trends analysis of “gas futures” search queries in the world
in 2004-2022 with polynomial trend line
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During 2017-2020, the average volume of open
futures positions with the JKM index on the
London and New York exchanges grew 12 times.
In the same period, the average volume of gas fu-
tures contracts in the TTF hub on the ICE ex-
change grew by 2.5 times (FIA, 2020). Gas fu-
tures contract volumes accelerate growing in
2022. Thus, in July 2022, the volume of deriva-
tive contracts for gas on the European market in-
creased fivefold, reaching, compared to July 2021,
351.6 TWh (EEX, 2022).

The spread of gas futures trading in the EU is
closely related to the initiatives to create gas hubs.
This initiative has been intensively implemented
since 2015, when the Paris agreement was en-
dowed, and already has certain results. There are
already 16 gas hubs on the territory of the EU, 9
of them are actively increasing trade volumes. At
these hubs, natural gas and derivatives are traded
on 11 EU exchanges (Heather, 2021). The reform
of gas markets in the countries of Western Europe
was started in the 1990s, and in the Eastern
European countries, the global financial crisis of
2008 prompted such a reform. According to the
experience of EU countries in the field of the im-
plementation of derivative instruments in natural
gas trading, the few years of growing exposure of
futures trading in the EU is a reason that the pro-
cess of convergence towards a “single price” has
not occurred yet (Jotanovic & D’Ecclesia, 2021).

http://dx.doi.org/10.21511/imfi.19(4).2022.16

Direct advantages of derivatives, like price level-
ing or risk hedging, are still controversial in dif-
ferent studies. But there is much evidence of their
positive influence on the development of national
capital markets. The main directions for improv-
ing the institutional characteristics of the national
capital market are the connection of its operations
with the processes at the real sector of the econ-
omy, strengthening the competition mechanism
through the diversification of traders and instru-
ments, improving the price mechanism through
transparency and predictability of prices and sup-
ply volumes, compliance with the interests of state
security. Without the reproduction of these condi-
tions, any market will remain inefficient.

The assumption about the positive impact of the
introduction of the organized segment of gas de-
rivatives markets has quite practical confirmation.
Energy markets of transition countries have been
remained exceptionally concentrated, and this
acted as a significant obstacle to their full-fledged
institutional development in terms of competition.
However, recent trends in the gas markets of the
transition economies of Eastern Europe show that
with the right policies, this can be overcome. Over
the past seven years, the market share of the larg-
est gas companies — producers or traders on the
market in many post-Soviet countries — has sig-
nificantly improved and fully corresponds to the
level of developed countries (see Table 1).
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Table 1. Market share of the largest natural gas retailer of the EU in 2013-2020, %

Source: Compiled by the authors according to the Eurostat.
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In Ukraine, liberalization reforms in the gas mar-
ket (Law of Ukraine, 2020) also contributed to a
decrease in its concentration, but mostly in the
industry segment. If in 2013 the share of NJSC
Naftogaz of Ukraine was up to 90%, then, after the
reforms carried out in 2018, by 2020 it had fallen
to 10-15% (Yukhimets, 2021).

The growth of competition in gas markets requires
not so much an increase in the number of organ-
ized trading platforms, but an increase and diver-
sification of the number of trading participants.
That is why, for the country, the organization of
the energy market in the form of a hub, which
allows attracting participants from other coun-
tries, will become a more profitable basis for the
development of the relevant segment of the capital
market. It will also contribute to the integration
of the stock market into a more developed, high-
ly competitive environment. Diversification of the
market contributes to both the diversification of
suppliers and financial instruments.

There are two main features that make the spread
of gas futures in demand on the Ukrainian mar-
ket. Firstly, it is the growing challenges in the en-
ergy sector, and secondly, it is an unsolved prob-
lem of underdeveloped instruments of the capi-
tal market. The Ukrainian capital market suffers
from a lack of innovative instruments, and gas
futures are not represented on it. In 2021, the vol-
ume of trading futures contracts on the organized
market amounted to UAH 37.2 billion, or 0.8% of
the market volume, and the trading of derivatives
in 2020 amounted to UAH 61.40 billion, or 0.98%
of the total volume of trading outside organized
capital markets (NSSMC, n.d.).

Long-term attempts to develop the Ukrainian

capital market were limited by the fact that the
dominant majority of operations on it had an ex-
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tremely limited connection with the real sector of
the economy. For this reason, even during peri-
ods of the highest indices of the domestic capital
market, very significant operations on it were ficti-
tious (Shyshkov, 2011). But after the 2008 crises, it
became mostly represented by government bonds.
In 2007, operations with government bonds of
Ukraine accounted for up to 20% of capital mar-
ket annual operations, in 2012, they accounted for
67.8%, and in 2014 - 87.9% (NSSMC, n.d.).

The use of derivatives in Ukraine did not have
time to solidify at the rising stage of the capital
market development, and the legal framework for
their distribution has only just begun to form. The
global financial and economic crisis of 2008 cause
a sharp break in the structure of the Ukrainian
capital market: the share of operations with cor-
porate obligations began to substitute by opera-
tions with government bonds.

One of the main prerequisites for the introduction
of derivative financial instruments is the presence of
a deep market of spot contracts. The second is exist-
ing gas storages. Gas storages are widely present in
Ukraine but commodity-exchange activity was ab-
sent until recent time. But in the conditions of ener-
gy challenges, the specified advantages of organized
trade in gas contracts are being realized in Ukraine.
The gas trading market in Ukraine is affected by the
global process. Therefore, a gas exchange is already
functioning in Ukraine and the volume of trade in
gas contracts is growing at a significant pace. This
is confirmed by a significant increase in indicators
on the largest gas trading exchange in Ukraine, the
Ukrainian Energy Exchange (see Figure 5).

The construction of a national gas hub and the
spread of futures in Ukraine is complemented by
the current reform of the energy market. This fac-
tor creates a special prerequisite for the spread of gas
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Figure 5. Development of gas trading on the Ukrainian Energy Exchange in 2017-2020

futures in Ukraine. Due to it, in 2021 the regulato-
ry field for the use of commodity futures on the gas
market was formalized, when the Law of Ukraine
On the Introduction of Amendments to the Current
Legislative Acts of Ukraine regarding the Clearance
of Investments and the Provision of New Financial
Instruments came into force (Law, 2020).

The systemic approach to reforming the natural
gas market, which was initiated in 2020, resulted
in, in addition to the aforementioned law, sever-
al other legislative acts that increase the prospects
for expanding the corresponding segment of the
domestic stock market. This is one of the elements
of bringing the Ukrainian legislation in the field
of energy and the financial sector, related to spot
and futures trading of energy, closer to the best
practices in the EU. In particular, the law assures
the introduction of a mandatory requirement for
state gas producers to sell their products at stock
auctions. Thus, state gas producers will be able to
meet the needs of householders and act as play-
ers in the daily balancing market. These modern
trends of the growing role of natural gas futures
in terms of energy challenges and existing prereq-
uisites confirm the relevance of using futures con-
tracts for gas supply in Ukraine.

The course of the global financial and economic
crisis of 2008 had serious negative consequences
for the development of the Ukrainian capital mar-
ket. Before the crisis total volume of Ukrainian
capital market trading increased from 21.4 in
2000 to 106.3% of GDP in 2008. Then sharp break
in its volume and structure appeared. Total vol-

http://dx.doi.org/10.21511/imfi.19(4).2022.16

ume trading decreased till less than 1% of GDP
and the share of corporate bonds has declined
to about 10% of market volume (NSSMC, n.d.).
There has been established trend towards con-
centration of both participants and organizers of
trading. Legislative framework for derivatives in
Ukraine was improved only by 2018, but gas fu-
tures in Ukraine still haven’t been used in 2022.

4. DISCUSSION

Based on the analysis of indicators of the world
market of commodity derivatives, the capital mar-
ket and gas trade in Ukraine, this paper discuss-
es current trends on the gas futures market and
the prerequisites for their distribution in Ukraine.
Two main modern trends were identified: an in-
crease in the share of commodity futures after
2008, and the rapidly growing volume of gas fu-
tures after 2017. The reasons for transformation
of the derivative market towards commodity are
tightening of regulation, a decrease in the cred-
ibility and popularity of financial futures and an
increase in volatility in the energy market, and the
related needs of hedgers. This assumption is con-
sistent with Motorniuk et al. (2016) and Gibbon
(2013) that after 2008, regulators stimulate trans-
mission from index to commodity derivatives by
narrowing market possibilities and forcing trad-
ing into clearing houses where participants must
deposit margin before they can trade. Also, it
agrees with the statement of Rodrigues et al. (2012)
regarding the need for the motivated demand for
a derivative.
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The second identified trend is a significant growth
of gas futures trading in recent times (almost 5
times during 2017-2022). This trend was caused
by a sum of reasons, such as increasing volatility
in the energy market, growing demand for natural
gas, supply interruptions due to COVID-19, and
especially the russian invasion of Ukraine. These
reasons are stated by Jotanovic and D’Ecclesia
(2021) and Benton et al. (2022). Another group of
reasons includes net zero emission policy (activat-
ed by in the Paris Agreement entering into force in
November 2016) and energy market reform pro-
grams in the EU. For all these reasons, there was a
rapid growth of gas futures.

An important consequence of the identified trends is
the assumption of a tightening of the nexus between
the financial and real sectors of the economy in the
field of gas futures on the capital markets due to the
growth of real demand for energy derivatives. Basic
economic reason for rising demand for natural gas
connects the interests of hedgers with the process-
es of the real sector of the economy. Gas futures are
based on a material asset that provides processes in
the real sector of the economy. This assumption is
support suggestions of Zaki¢ and Kovacevi¢ (2012)
as to how commodity securities provide secure de-
livery of goods; the assertion of Adekoya and Oliyide
(2019) regarding the strengthening of the intercon-
nection of commodity markets; Urom, et al.’s (2020)
conclusion about the energy market exceptional im-
pact on real economic activity; Mo et al.’s (2018) find-
ings that most of the low-frequency macroeconomic
variables are positively related to the long-run vari-
ance of commodity futures.

The spread of gas futures in the national capital
market requires definite prerequisites. According
to Zaki¢ and Kovacevi¢ (2012), it requires two in-
stitutional prerequisites such as the establishment
of an effective commodity-exchange activity and
development of the secured storage of commodity
products, which enables the creation of commod-
ity securities to ensure safe delivery of goods to the
spot and futures market. This statement supports
Walsh (2010), pointing that the creation of com-
petitive spot markets for each energy commodity
is key to the successful growth of energy deriva-
tives, then pricing will reflect the true cost of sup-
ply and energy hubs maintain a liquid market and
transparent pricing.
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According to this, this paper has identified posi-
tive signs of the development of prerequisites for
the gas futures spread in the Ukrainian market
based on the establishment of an effective com-
modity-exchange activity as a necessary organi-
zational basis for futures trading. During 2017-
2020, the volumes of trading of spot contracts
on it increased 16 times, the number of partici-
pants increased by 3.4 times, and the number of
transactions increased by 23.75 times.

Complementing this statement, the paper dis-
tinguished the reform in the energy sector of
Ukraine going due to EU frameworks as an
important institutional prerequisite. Its im-
pact trough the implementation of the Law of
Ukraine On the Introduction of Amendments
to the Current Legislative Acts of Ukraine re-
garding the Clearance of Investments and the
Provision of New Financial Instruments sup-
ports institutional development of exchange gas
trading in Ukraine.

Determining a nexus between commodity deriv-
atives and the real sector of the economy is still
an important issue requiring further research.
Energy market high volatility shows short-run
and long-run asymmetric interactions and cau-
sality with real economic activity and volatility
shocks in the capital markets as stated by Urom
et al. (2020) and Mo et al. (2018). Recent trends
in the energy market show that both positive and
negative shocks from the energy market increase
derivatives market volatility. This leads to the
suggestion that the energy market as the domi-
nant net-transmitter of both positive and negative
shocks is linked to the real sector of the economy.

As for generalization of direct advantages of gas
futures for higher returns or hedging, there is
no strong evidence of direct advantages of gas
futures for higher returns or hedging. Energy
futures do not offer significant diversification
gains for investors, as stated by Galvani and
Plorde (2010). With respect to energy stocks
once investors adopt simple dynamic trading
strategies that rely on readily available pricing
information. Exception is the micro-level in the
case of using gas futures as one of different in-
struments for portfolio diversification. Thus,
gas futures mostly have an indirect effect on the
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institutional development of the capital market.
A positive impact on the institutional develop-
ment of the national capital market is provid-
ed by diversification of participants and instru-
ments, as shown in the paper on the Futures
Industry Association data of the European gas
market. It is shown that the number of partic-

ipants, suppliers and diversification of instru-
ments had been growing rapidly during last
years. An increase in the number of deals and
participants diversifies the negative impact of
natural monopolies and speculators, improves
price transparency, eliminates uncertainty and
reduces transaction costs.

CONCLUSION

This paper identified current trends in the development of the gas futures market and the prerequisites
for their spread in Ukraine. Two main trends of derivative market development have been identified.
The first trend is the growth of the share of commodity derivatives in the world after 2008. The second
trend is the fast-growing demand for gas futures during 2017-2022. Generalized reasons for the growth
in popularity of commodity derivatives and gas futures are the tightening of the financial derivatives
regulation, extended challenges of the COVID-19 pandemic, and the russian invasion. An additional
reason is the EU energy market reform and energy transition programs. Existing challenges in the ener-
gy sector strengthen the connection of the gas futures market with the processes in the real sector, add-
ing confirmation to the existing hypotheses regarding the nexus between the commodity derivatives
market and the real sector of the economy.

In line with global trends in the gas futures markets, supplemented by the Ukrainian energy mar-
ket reform and the current EU policy to create gas hubs, Ukraine is developing prerequisites for
the widespread use of gas futures. This is confirmed by fast-growing volumes of gas trading on
the Ukrainian Energy Exchange. Identified trends and their causes give reasons for the gas fu-
tures introduction on the Ukrainian capital market to diversify instruments and the institutional
structure, improve transparency of energy market processes and pricing. The organization of the
Ukrainian energy market in the form of a hub to attract participants from other countries, sup-
ported by derivatives circulation, became a strong factor in Ukraine’s integration into the EU en-
ergy and capital market.

Further research in this issue can be aimed at the detailed identification of modern trends on the gas
futures market and the development of scientific tolls that assess its connection to the real sector.
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