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Spotlight: The Unintended
Consequences of Green Energy
Earlier this month, President Biden signed the Inflation
Reduction Act (IRA). While it is debatable as to whether it
will do anything to reduce inflation, the IRA will have
significant repercussions for the energy industry including
new incentives for green energy and new taxes and fees for
fossil fuels. (We reviewed the IRA in greater detail here.) As
areas of the U.S. face voluntary conservation, rolling
blackouts and unplanned outages in the wake of a hot, dry
summer, we reflect on how we got here and what may be in
store for us.
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Somewhere around the turn of the century, we thought it would be a
good idea to cut emissions and become more like Europe. Energy
prices were high and supplies were uncertain - this was before the
advances in shale extraction of oil and gas. Europe was weaning
itself off of coal and nuclear fuels and embracing new technologies.
Germany was held up as a success story, as the country drastically
reduced its dependency on coal and nuclear generation in favor of
wind, solar and other renewables. What we didn’t hear about was
the times that wind and solar projects failed to produce power
because natural gas was there to fill the void. Then Russia invaded
Ukraine and everything changed. In response to Western sanctions,
Russia turned off the taps to the Nord Stream pipeline, the main
source of natural gas for Germany. Now, facing an energy shortage
going into winter, Germany was considering extending the life of its
nuclear plants, accepting natural gas as a clean fuel and looking to
implement shale extraction (i.e., fracking). At press time, the
nuclear plants are going to be shuttered as planned and Germans
are stockpiling coal and firewood in anticipation of fuel shortages
this winter.
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Is this what we have to look forward to here in the U.S.? At first, it
seems unlikely. We have abundant reserves of oil and natural gas
and were energy independent prior to 2021. We have a vast
pipeline infrastructure and the ability to export our surpluses.
Unfortunately, regulations have limited our access to these fuels
and with that, or energy independence. If we continue to shun our
abundant resources, we could be in for some increasingly tough and expensive - times ahead.

Outlook: Crude Oil & Coal
Bearish: Concerns over China’s economy and Covid lockdowns
are weighing on the oil market.
Bullish: Damage to Kazakhstan’s infrastructure could negatively
impact exports from the region.
Bullish: U.S. oil stocks are dwindling while OPEC+ considers
making production cuts.
Bullish: The European Union has imposed a ban on Russian coal
imports, which will put upward pressure on remaining prices - if
they can get to Europe. The Rhine River in Germany has now
reached an impassable level, which will restrict transport of goods
and services, including coal and diesel.
Bullish: International demand for all hydrocarbons is at record
levels and does not seem to be slowing down. Coal prices in the
U.S. spiked in July, prompting the PJM, the system operator for
the Northeast and parts of the Midwest, to issue alerts to those
generators with inadequate coal reserves for the rest of the
summer and going into winter.
Bearish: Concerns about a worldwide recession are increasing.
At press time, the September WTI contract settled at $90.23/BBl.
October WTI is currently trading at $93.51/BBl.
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Outlook: Natural Gas
Bullish: Concerns about the scheduled Nord Stream pipeline
maintenance have pushed European natural gas prices as high
as $100/MMBtu.
Bullish: Freeport LNG is scheduled to restart next month, which
will increase worldwide demand, leaving less natural gas
available to the U.S.
Neutral: Natural gas production hit 98 BCF/day, the highest
since early 2020. Market consensus is that production needs to
see sustained levels above 100 BCF for long term price relief.
Bearish: Short-term weather forecasts are cooler-than-normal,
leading to decreased demand for natural gas for use in
generating electricity.
Bullish: Natural gas storage is sitting at 2,579 BCF, which is
9.4% below last year and 12% below the 5-year average.
The September natural gas contract settled at $9.353/MMBtu.
October is currently trading at $8.979/MMBtu.
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Contemplating hedging some of your energy exposure but don’t know
where to begin? One of our experts can help assess your situation contact us for more information and to schedule a brief call.
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Outlook: Power
Bullish: A strong natural gas market is pushing electricity prices
higher across all regions.
Bullish: Regional concerns, such as natural gas pipeline
maintenance in California and unseasonably warm New England
summer weather, are driving prices even higher in specific
regions.
Neutral: It is finally turning cooler in Texas and the Desert
Southwest, which will offset record demand. On the other hand,
the East, Midwest and Pacific Northwest are starting to see
above-normal temperatures, which will increase power demand.
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Across the Nation
The U.S. is alleging that Mexico has violated the U.S.-MexicoCanada Agreement and discriminated against U.S. companies by
changing laws, applying regulations and requiring companies that
import gas via pipelines buy supply from Mexican state-owned
companies. This is the first step in a process that is expected to
take about a year to resolve. If Mexico is found to have violated
the USMCA, they may have to pay tariffs on energy imports and
exports, which could impact prices across multiple industries.
Is gasoline demand being underreported? Wall Street analysts
are starting to ask the question, as data from refiners and the
GasBuddy app have been at odds from the data published by the
EIA. Whether this is an EIA reporting issue - the agency
suspended all gasoline demand reporting in late June, citing a
server malfunction - or potentially something else - it is midterm
season - something seems off. We will be following this story, as
it has significant implications for energy prices.
In Texas, ERCOT, the system operator, approved ending the use
of unsecured credit effective October 2023. While the action
would reduce the risk of ERCOT having to cover if a company
defaults, it may also limit companies’ ability to transact in the
market, which will reduce liquidity and put upward pressure on
prices.
In California, the segment of the El Paso pipeline that was taken
out of service after an explosion has now been out for one year
and will likely remain offline through the end of the year. In a
state that has limited ability to use non-renewable fuels, this will
keep gas and power prices elevated.
New York’s Governor Hochul approved upgrading the Empire
transmission line that will enable an additional 3.7 GW of
hydropower to flow from Canada to Western New York. This
project will help the state meet its climate goals of 70%
renewable energy by 2030 and has an estimated savings of $950
million over the life of the project.
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Weather
Forecasts show that the heat is returning to much of the country.
Texas and some of the Gulf Coast and Southwest, may see some
relief.

We are at the lowest level of Atlantic hurricane activity since 1982.
Does this put the above-normal hurricane forecast into doubt? Not so
fast. The official Hurricane Season runs through November 30th, and
we still have to get through September, a.k.a. “Hurricane Month” to
those along the Gulf Coast.
And brace yourselves for winter, at least according to The Farmers’
Almanac. The long-running publication just released its winter
outlook and with the exception of the West, the country could be in
for cold, snowy, rainy, slushy weather.
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About Us
At Our Energy Manager, we focus on helping our customers
manage their energy and make informed decisions. We
partner with our clients to become an extension of their
organizations, providing our customers with the benefits of
an in-house energy department at a fraction of the cost.

THE CONTENT OF THIS NEWSLETTER IS FOR GENERAL INFORMATION PURPOSES ONLY
AND SHOULD NOT BE RELIED UPON TO MAKE ANY BUSINESS, LEGAL OR OTHER
DECISIONS. ALL OPINIONS AND VIEWS EXPRESSED ARE THOSE OF OUR ENERGY
MANAGER AND MAY CHANGE AS MORE INFORMATION BECOMES AVAILABLE.

