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Spotlight: High Prices and Credit
Concerns
Last month, we reported on how the new green initiatives
are impacting Europe and raising concerns about the
upcoming winter. Let’s take a look at the latest news.
Natural gas and power prices have fallen and are at their
lowest levels since March 2022, largely thanks to Germany’s
announcement that they are on track for filling storage levels
to 85% by October. Germany also announced they will be
leaving two nuclear power plants “for emergencies only” and
France has committed to running all nuclear plants this
winter as needed.
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The E.U. has seen a 13-fold increase in energy prices since 2020.
This is bad news for small and medium-sized businesses (SMBs),
which tend to operate on thin margins and would be severely
impacted, if not put out of business, with such a large increase in
any spending category. As a result, credit is becoming a major
factor as banks tighten their lending requirements. So far, the EU’s
response has included a proposal for a windfall profits tax of 33%
and price controls on energy - neither of which is likely to produce
the desired result of lower prices and greater supply. Not to worry mandatory consumption limits are also on the table.🙄 Switzerland is
considering fines if residents heat their homes above 66 degrees
Fahrenheit. Since price controls often result in commodity
shortages, that’s probably a good move, as long as you’re not the
one being rationed. Bottom line: if these measures are put in place,
we could see a number of SMBs close their doors, at least
temporarily.
Why so much focus on Europe? Because the current administration
- along with a few states - are following Europe’s example. Take
California. Always a frontrunner on the green front, the state has all
but banned any non-renewable fuel except some natural gas and
nuclear. Earlier this month, record high temperatures along with a
severe and ongoing drought pushed the state’s power grid to the
brink. Residents and businesses have been asked to conserve
usage, which includes not running certain operations or charging
electric vehicles (EVs). Currently, EVs represent about 4% of the
cars in California. What happens as that number continues to rise?
Unfortunately, this may become a reality, as the state just banned
sales of gas-powered cars beginning in 2035. Combined with its
other green initiatives, California may be facing ongoing shortages
along with already high prices.
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And it doesn’t stop with California. Restrictions on oil and gas
production and drilling, record demand in Europe thanks to the
ongoing Russia-Ukraine situation and extreme weather conditions
have all contributed to higher prices in the U.S. And with higher
prices comes greater credit concerns. The Federal Reserve in NY is
reporting that 14% of banks are tightening their lending
requirements, which will ripple through the industry, potentially
leading some SMBs to reduce or shutter operations. At least we still
have supply.
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Outlook: Crude Oil
Bullish: The draw from the Strategic Petroleum Reserve (SPR) is
set to end in October, although the Biden administration is
considering extending it past election day. Since the oil drawn
from the SPR has to be replaced, the U.S. will be competing with
other consumers, potentially resulting in higher prices.
Bullish: A potential deal with Iran has stalled, lending support to
higher prices.
Bullish: OPEC+ has agreed to cut production by 100,000 BBl/day.
Bearish: China is reporting a slowdown in economic activity.
Bearish: Recession fears and continued inflation are altering
demand in Europe and the U.S.
At press time, the November WTI contract was trading at $78.35/BBl.

Outlook: Natural Gas
Bearish: U.S. production continues to increase to its highest
level since COVID of 100.1 BCF/day on September 12th.
Overall production is hovering around 98 BCF/day
Bullish: Record demand is offsetting gains in production. The
U.S. will need sustained increases in production to keep up with
existing demand.
Bearish: European demand is down after Germany reported that
storage is at 85% full.
Neutral: For the week ending 9/16/22, storage came in at 103,
in line with expectations. End of season storage inventory is
expected to come in at 3.6 TCF.
The October NYMEX contract is currently trading at $6.87/MMBtu
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While prices have fallen over $1.50/MMBtu for 2022 in recent weeks,
prices are increasing for 2023 and beyond. Need help with
determining the best strategy for you? Give us a call to discuss - we’re
happy to help.
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Outlook: Power
Bullish: Despite downward movements in natural gas, power
prices rose week-over-week in all regions. The Northeast,
Midwest and Mid-Atlantic all saw increases over 10% from last
week.
Bullish: Weather forecasts show above-normal temperatures
returning for the second half of September for the
West/Southwest
Bearish: The Northeast and Midwest forecasts are calling for
cooler, more seasonal temperatures.
Bullish: The Inflation Reduction Act offers new incentives for
intermittent “green” power projects, which are already outpacing
natural gas projects.

Across the Nation
The Federal Energy Regulatory Commission (FERC) held a
meeting in New England to address supply adequacy issues for
this coming winter as well as future years. Multiple options were
discussed. One issue that arose was whether the proposed
solutions justify the increased costs in an already high cost area.
California’s power grid was tested this month, and it barely
passed. The state avoided rolling blackouts amid the early
September heatwave, the greatest test to the grid since August
2020. Will the state change its policies? Given that California also
banned the sale of gas-powered cars beginning in 2035, it does
not seem likely.
Two of Illinois’s gas-fired power plants have a new owner.
Earthrise has acquired almost 1 GW of gas-fired capacity,
bringing their total generation capacity to 1.7 GW. These plants
are part of Earthrise’s strategy to add 1.5 GW of renewable
generation in Illinois, which would serve the Midwest (MISO) and
Northeast/Mid-Atlantic (PJM) power regions.
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Caution: rate cases ahead in the Pennsylvania/Jersey/Maryland
(PJM) power region. Natural gas utilities in Pennsylvania (PECO
Energy), New Jersey (South Jersey Gas), Maryland (Columbia
Gas of Maryland), Virginia (Columbia Gas of Virginia) and D.C.
(Washington Gas Light) have all filed rate cases slated to take
effect this year. If approved, customers in these regions could
see utility rate increases ranging from 10 - 20%. Contact us for
more information on these and other pending rate cases.

Weather
Will we see a hurricane? Forecasters are watching a development in
the Southern Caribbean. If it develops, it may impact the Gulf Coast
by the weekend.

SEPTEMBER 2022

Above-normal temperatures return to the West/Southwest, while
more seasonal temperatures arrive in the East.
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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
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