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Disclaimer (18 C.F.R. 388.104(a)) 

• The Commission staff provides informal 

advice and assistance to the general public 

and to prospective applicants for licenses, 

certificates, and other Commission 

authorizations. Opinions expressed by the 

staff do not represent the official views of 

the Commission, but are designed to aid the 

public and facilitate the accomplishment of 

the Commission's functions. 



Approaches to market oversight 

• History and structure 

• Situational awareness and outreach 

• Identifying bad behavior 

• Monitoring processes 

• Market challenges 
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FERC’s current market oversight 

function traces back to 2001-02 

FERC’s Market Monitoring Center 
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At FERC, Market Oversight is part of 

the Office of Enforcement 
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The organizational structure of FERC’s 

Division of Energy Market Oversight 

Branch 1 

Front Office 
Jerome Pederson, Director 

Steven Reich, Deputy Director 

Laura Vallance, Legal Counsel 

Branch 4 

Branch 6 

Branch 5 

Branch 2 

Branch 3 

Branch 7 

Forms collection and compliance: financial and 

market forms 

Assess market behavior, fundamentals, performance 

under Commission rules—gas markets 

Develop analytic tools to survey markets and identify 

market anomalies—electric markets 

Develop analytic tools to survey markets and identify 

market anomalies—gas markets 

Information management and reporting (outreach 

and data support) 

Assess market behavior, fundamentals, performance 

under Commission rules—electric markets 

Provide technical analysis and forensic assessments 

of trading in support of investigations 
http://www.ferc.gov/about/offices/

oe/oe-doemo.asp 
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Market Oversight staff reviews market 

events daily 



9 

Market Oversight staff reviews market 

events daily (cont.) 



There are many electric hubs 
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Key market action occurs within the 

RTOs 
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Market 

Oversight 

generates 

daily 

reports for 

analysts’ 

review 
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The U.S. natural gas market tends to 

operate as a single market 
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Daily gas hub report 
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FERC Market Oversight also performs 

outreach to the public 
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FERC’s Market Manipulation 

Regulation:  18 C.F.R. §1c 

• For wholesale electric and natural gas markets, it is unlawful for 
any entity, directly or indirectly, in connection with the purchase 
or sale of electric energy or natural gas or the purchase or sale 
of transmission or transportation services subject to the 
Commission’s jurisdiction: 
 

– To defraud using any device, scheme or artifice (i.e. intentional or 
reckless conduct); 
 

– To make any untrue statement of material fact or omit a material 
fact; or 
 

– To engage in any act, practice or course of business that operates 
or would operate as a fraud or deceit. 
 

• To be market manipulation, an action would also have to be 
done with the requisite scienter (intention or recklessness) 
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Areas of interest 

• Failure to consider the actual economics of 

transactions  
– Acting out the perverse incentive to buy as high 

as possible and sell as low as possible 

– Ignoring the feedback of a competitive market 

– Sustained, seemingly irrational losses 

• Trading in the underlying of a derivative 
– Classic Leverage -  Financial to Physical 

– Leverage 2.0 - Fixed price setting an index 

• Market outcomes 
– Heavy trading (for the given market) that causes 

uneconomic results 
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Using physical capacity to manipulate a 

financial spread 

Reference 

Hub 

Hub A Hub B 

$4.75 

$4.50 $4.60 

Swap 

1,000 MMBtu  

@ $0.25 

Physical Gas 

100 MMBtu  

@ $4.60 

BUY SELL Net 

Gas -$460 

Swap -$250 

Total -$710 



Banging the open/framing 
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Using physical capacity to manipulate a 

financial spread (cont.) 

Reference 

Hub 

Hub A Hub B 

$4.75 

$4.25 $4.60 

Swap 

1,000 MMBtu  

@ $0.50 

BUY SELL Net 

Gas -$460 $425 -$35 

Swap -$250 $500 $250 

Total -$710 $925 $215 

Physical Gas 

100 MMBtu  
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Dramatic changes during key market 

periods 
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Changing price relationships 

during key market periods 
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Consistent divergence between real-time 

and day-ahead 
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Sources of allegations 

• FERC Hotline (1-888-889-8030) 
– Anonymous tips 

• Market monitor referrals 

• Observation 

• Screens (expanding) 
– Algorithms based on previous observations 
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Public sources of data 

• Market prices 
– Trading tick data, indexes, RTO data feeds 

• Volumes 
– RTO data feeds, pipeline schedule postings 

• Market pariticpant transactional data 
– Electric Quarterly Report (1-4 month lag) 
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Other sources of data 

• Data requests  
– To the financial market regulator (CFTC) 

– To the trading market regulator (CFTC) 

– To the RTOs and their market monitors 

• Other sources 
– New rulemakings 

• Improve EQR (http://www.ferc.gov/whats-new/comm-meet/2011/042111/E-5.pdf) 

• Organize interchange reservations (http://www.ferc.gov/whats-new/comm-

meet/2011/042111/E-5.pdf) 

• Set up routine confidential data feeds with RTOs 
(http://www.ferc.gov/whats-new/comm-meet/2011/102011/E-1.pdf) 

– Dodd Frank 

– Market participants (limited) 
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The “Flamingo” Problem 
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Physical index prices rely on relatively 

few fixed-price deals 
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Financial products also derive their 

value from the same base 



Electric markets are complex 
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34 

Sophisticated market participants 

depend on the markets’ complexity 

Financial Transmission Rights for a Single Company in a 

Single Month 
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Physical markets can follow 

financial markets 

35 
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Summary 

• Market oversight at FERC entails: 
– Market monitoring: serving as a resource for market 

information 

– Surveillance: identifying market anomalies 

– Transaction analysis: assessing their causes 

• The physical natural gas and electric markets 
can be targets of manipulation 
– One role of market oversight is to distinguish 

between benign occurrences and evidence of 
wrongdoing 

– Certain characteristics help determine which is 
which 

– The Division is moving toward increasing 
automation and is pursuing additional data to do so 


