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Spotlight: Lower Prices - Trick or
Treat?
For the last few months, we’ve been predicting a drop in
energy prices. We also warned our clients it could be shortlived and to be ready to lock in pricing when they see
favorable levels. Well it looks like that dip is here. Over the
last two months, natural gas prices have fallen from a high
near $10/MMBtu to almost half that. Power prices have
followed suit, giving customers a better opportunity to lock in
than they’ve seen in months. So, is the dip short-lived, or
can we expect these - and even lower - prices in the future?
The answer depends on two main factors: weather and the
economy.
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First, let’s look at the weather. We had a warm spring and hot
summer, which, along with drought concerns for much of the
country, caused demand to spike. More energy went to serving
customers, which meant it wasn’t going into storage. Anticipated
shortages caused prices to spike. The main reason that prices
didn’t climb even higher was the fire at the Freeport LNG facility
that effectively added 2 BCF/day of supply to the U.S. In addition,
the extreme heat kept the hurricane season from being as active as
predicted. As we entered fall, temperatures became more seasonal,
which has resulted in decreased demand and allowed more gas to
go into storage.
Going forward, winter is the wildcard, and there are several
competing forecasts. DTN is predicting an early start to the winter
while other models are predicting warmer temperatures into
November. Time will tell whether the weather will keep a lid on price
spikes or add to it.
Then there’s the economy. Regardless of how our politicians define
it, the U.S., along with Europe, is in a recession. Manufacturing and
housing are trending negative, companies are starting to announce
layoffs and consumer confidence is at its lowest level in years. And
inflation, which is holding strong, isn’t helping. Faced with higher
prices, consumers are turning to debt. Credit card spending is up
21% over last year. We are also starting to see consumers tighten
their budgets, which will likely decrease demand for discretionary
goods and services and may put downward pressure on prices over
the long-term.
As we head into winter, we anticipate this dip in prices to be shortlived, especially in commodities other than gas and power. The EIA
recently reported that the U.S. has less than 25 days of diesel
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inventory, and heating oil stocks are ⅓ of normal. Past winter, the
outlook is less certain. If the recession continues, we can expect to
see demand fall off, which will ultimately put downward pressure on
prices.

Outlook: Crude Oil
Neutral/Bearish: The Biden Administration announced it will
release an additional 15 million barrels of crude in yet another
attempt to reduce gasoline prices.
Bearish: The EU recession and the uncertainty of China’s
economy in the face of its zero-COVID policy are putting
downward pressure on crude prices.
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Bullish: EU Sanctions on Russian oil and gas take effect
December 5th, which could put upward pressure on prices, at
least in the short-term.
Bearish: Oil-directed rigs were up 8 week-over-week to a total of
610.
Bullish: The US has less than 25 days of diesel fuel inventory, the
lowest since 2008.
Bullish: Heating oil inventories in New England are ⅓ of normal
levels.
At press time, the December WTI contract was trading at $89.10/BBl.

Outlook: Natural Gas
Neutral: U.S. production is
holding steady around 98
BCF/day.
Neutral: Gas-directed rigs were
down 1 to 157.
Bearish: Above-normal
temperatures in the Northeast
and Midwest reduced gas
demand, putting downward
pressure on natural gas prices.
The November NYMEX natural
gas contract dipped below
$5.00 before rebounding to the
high $5 range.
Bullish (Short-term?): Weather forecasts show an early cold
start to the winter. If this situation materializes, expect winter
premiums to spike.
Neutral: For the week ending 10/21/22, storage came in at +52,
which was in line with expectations. Storage inventory is
currently at 3,394 BCF, which is 4% lower than last year and
5.5% below the 5-year average.
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Bullish: According to EIA forecasts, natural gas demand is
expected to outpace production until 2023.
The November NYMEX contract is currently trading at
$5.83/MMBtu.
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Outlook: Power
Bearish: Continuing downward pressure on natural gas prices is
having an impact on power prices. With the exception of
California, prices were 11-14% lower in all regions week over
week.
Bullish: Renewable energy credit (REC) prices are starting to
reverse course after weeks of falling, which will add to electricity
prices in areas that have voluntary or mandatory sustainability
targets.
Bullish: U.S. investment in ESG funds (Environmental, Social and
Governance) is dropping, which will put additional upward
pressure on REC prices. Both private companies and state
governments are pulling money from ESG funds, a reversal from
recent years.

SOURCE: CONSTELLATION
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Across the Nation and Beyond
New England and New York have started rationing fuel oil in
anticipation of shortages this coming winter. Wholesalers are
restricting sales to customers to prevent hoarding. The
Department of Energy is predicting heating oil prices to be up
27% this winter. If we see winter or prolonged shortages, prices
could go even higher.
The Biden administration announced it will host its first Pacific
offshore wind lease sale in December as part of its goal of adding
45GW of generation to the region. Enthusiasm for the sale is
uncertain - these leases are off the California coast and NIMBY
(not in my backyard) sentiment may come into play.
Supply chain issues in California have delayed the installation of
anticipated solar generation, which is limiting the amount of
available generation. The lack of overall generating capacity in
California is leading to higher electricity prices, causing some
suppliers to re-evaluate how to serve customers going forward.
In Michigan, a bill is expected to pass that would allow the state
to hire a consultant to study the feasibility of nuclear generation
in support of looking toward cleaner, more reliable and costeffective electricity supplies for its residents and businesses as
they move away from coal-fired generation.
Mississippi customers will see an increase in their electric bills
starting next month. Entergy Mississippi received approval to
implement a rate increase over six months from November 2022
through April 2023, which will result in an overall increase ranging
from 10-20% over current rates.
Cryptocurrency mining operations are growing in Texas. While
this will put more strain on the power grid (crypto mining is very
energy intensive), there is a silver lining: companies can
participate in voluntary demand response programs, which have
proven to be lucrative to these companies. Whether it will be
enough to offset increased demand caused by weather,
generation mix and population growth remains to be seen.
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Weather
The winter heating season begins next week but forecasts are
showing above-normal for the Eastern half of the country, while the
west looks to be normal to below-normal. As for Winter, it appears to
be a tale of two forecasts. The National Weather Service is looking at
a La Nina winter pattern, while The Farmer’s Almanac and other
models are predicting a much colder, wetter season.
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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.

