
ANALYSIS OF PRICE 
VOLATILITY IN ENERGY 

COMMODITIES

After globalization, there has been a drastic increase in energy consumption of India, as the development aspect has picked 
up pace. India in the recent past has pioneered the economic growth and is just behind China in the race. In order to meet the 
galloping demand of energy, India is importing 76% of crude oil, 22.5 % of natural gas and 14.8% of coal. These energy 
commodities have a great role to play in growth and development of any country. The import of these commodities 
significantly contributes towards the continuously increasing fiscal deficit. The increasing demand and scarce supply of 
these energy generating commodities has given rise to the high volatility in the prices. The evolution of derivatives market is 
a step towards mitigation of the risk associated with the price fluctuation of these commodities but the same has lead to 
speculative practices which in turn has added a value in volatility.
This paper concentrates on the study of price volatility and fundamental factors influencing the price of energy generating 
commodities using ATR (Average True Range). It further attempts to study the inter-commodity price effect using multiple 
regression analysis.

Abstract

Crude Oil, Coal and Natural Gas have been the major sources for fulfilling the energy requirements of the entire world and 
therefore these commodities have been playing a vital role in industrial growth and economic development throughout the 
globe. The fluctuations in the prices of these commodities highly affect the economies of all the countries. The analysis 
shows that the prices of these commodities are affected by US inventory data, weather data, unemployment index and dollar 
index. For instance the market price shows stimuli to decrease in US oil inventories. Further if USD devaluates, crude oil 
prices show an upward trend and vice versa. Both the demand and supply of these natural energy resources play an 
important role in pricing of these commodities.
Coal is presently in demand as it is the base of power generation in several developing countries such as China, India and 
South Africa. These countries need to import coal because of their limited resources and the international price of coal plays 
an important role in power tariff fixation. At the same time the supply of coal is affected by weather conditions such as floods 
in Australia, which also influence its price in global markets and the direct impact can be seen on the price of power.

The environmental restriction, global warming, increasing air pollution has restricted the use of coal and has promoted the 
use of natural gas. Most of the nations can be seen shifting to natural gas. Some of the fundamental factors affecting the 
supply side of natural gas prices are weather conditions such as Katrina, Rita and the Richard in Gulf of Mexico. Besides, a 
drastic seasonal variation in US demand for natural gas has been notified in winters, where an increase of 1.5 times of 
normal consumption has been recorded.
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