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Energy Outlook

It’s October, a month that celebrates 
scary stories, beautiful Autumn 
colors, crisp weather and trick or 
treaters. We promise not to scare 

you with our predictions and com-
mentary but Winter is coming (GoT) 
and it’s important to make sure 
that your energy needs have been 
addressed. So let’s look at the short-
term and long-term fundamentals 
that you 
should 
consider 
when put-
ting your 
energy 
strategy 
together.  

Short-
Term 
Funda-
mentals: 

We 
saw a 
short-term rally in September, and 
then gas prices quickly slumped to 
challenge support levels.  An early 
indicator of production levels was 
seen, when the new 2 Bcf/day Gulf 
Coast Express pipeline quickly filled 
up, which indicates a 
leap in production. 

In September we 
saw 111 Cooling 
Degree Days (CDDs) 
above normal and beat 
last years record by 17 
CDDs. Warm weather 
has carried forward 
into October, which 
has narrowed demand 
and helped ease elec-
tricity and gas prices lower in most 
regions.

Strong natural gas export data 
(mostly Mexican flows and some 

LNG) is helping sustain the supply/
demand balance in the mid-term, the 
approaching heating season ramps 
up price risk with the potential of 
a cold winter neutralizing bearish 
fundamentals.

 The current market is drowning 
in natural gas, despite strong export 
data from LNG exports and pipeline 
flows to Mexico. LNG exports have 

remained above 
6.0 Bcf/d over 
the past month 
even as Cove 
Point LNG was 
offline for main-
tenance and 
Freeport LNG 
contin-
ues to 
operate 
well 
below 
it’s ca-

pacity. With Cove Point 
anticipated online soon and 
Freeport likely to operate at 
a higher capacity factor during the 
high-demand winter, LNG exports 
may soon surpass 7.0 Bcf/d. How-

ever, Europe has 
already filled the 
majority of there 
winter storage 
needs and the 
LNG demand 
will be on a “as 
needed” basis 
to international 
markets. This is 
why we believe 
that we will have 

a whipsaw effect with US demand 
as we will see large volatility in the 
coming years based on international 
demand.

The slow ramp-up of the Sur de 
Texas-Tuxpan pipeline, part of the 
biggest gas pipeline between Mexico 
and the United States is resulting 
in repeated record gas exports to 
Mexico in excess of 5.5 Bcf/d. This 
demand is helping to absorb record 
US gas supplies, however, surging 
production and bearish weather are 
allowing surpluses to continue to 
weigh on prices. 

National electricity futures have 
been mixed since mid-September. 
Plummeting near-term natural gas 
prices have weighed on electricity 
while localized bullish factors and 
scarcity premiums helped to support 
prices elsewhere. Electricity futures 

sank 
across 
the 
board 
in NY 
and the 
Mid-
west; 
electric-

ity rose in PJM (PA, NJ, DC, OH) and 
ISO-NE (CT, MA, VT, NH, ME);elec-
tricity is ticking higher for balance 
of Cal 2020 and Cal 2021 in ERCOT 
(Texas) and CAISO (California).

This mixed performance was due 
to competing market developments. 
On one hand, sinking natural gas fu-
tures were a clear bearish influence. 
In PJM, however, a brief realtime 
price spike to $4,000/MWh and con-
cerns about still-further capacity mar-
ket delays helped buoy pricing. In 
ISO-NE, concerns over growing con-
sensus for a cold winter helped push 
futures higher. The splintering of 
national patterns into regional trends 
is another factor in the development 
of regional electricity markets.
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Long Term Fundamentals
According to Baker Hughes, the natural gas rig count as 

of October 3rd was 144 vs. 189 a year ago, and this would 
imply we could see a decline in production in Q1 2020.

Natural gas production is still climbing at a healthy rate 
but with reduction of rig counts and tighter credit demand 
will we see tighter production in 2020 and beyond?

Another interesting fact in  those areas, such as the 
permian basin (West Texas), where natural gas is really a 
secondary product to the oil being drilled, they will see 
little tightening of production while oil prices are over $50.  
However, in the Appalacian basins  (OH,PA,WV) where 
the production is from dry wells (they only extract natural 
gas) there is strong pressure for gas producers to cut costs 
and production.  With this dynamic it could throw some 
market areas on there head as we could see more supply 
coming out of Texas and less out of the Appalachian corri-
dor which could affect basis prices in the long term. 

Natural Gas Storage
For the week ending October 17th, storage stands at 

3,519 Bcf , representing a 16.3% surplus to year ago levels 
which means we can finally say we have a .4% surplus to 
the five year average.

Weather
Long -term weather models extend warmth beyond Autumn and 

into the Winter season. There are a few bullish indicators to consid-
er such as, a warm northeastern Pacific increases downward ridges 
bringing cold air from Canada into the Midwest & East Coast and a 
low polar cycle could channel cold weather south from Canada into 
the East coast. 

According to the most popular statistical models, there is a 40% 
chance of an El Niño winter (weak), a 53% chance of neutral condi-
tions and a 7% chance of a La Niña developing.

Long story short, Mother Nature hasn’t made up her mind yet.
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