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Overview

®* Natural gas prices are high (near $4.00 per mcf) and will probably
remain so unless and until North American supply growth improves
relative to observed and expected demand.

* Despite weak overall demand growth last year, gas in storage
declined noticeably at the end of 1999. This suggests declining
domestic gas production, particularly in light of sharp gains in gas
imports in 1999.

® Gas storage declines relative to year ago have continued into this
summer, suggesting difficulty of supply keeping pace with demand.
Current storage levels are not extraordinarily low but should be
considered tight if gas demand grows as expected.

® Possible declines in effective domestic gas production capacity has
not been reflected in U.S. gas prices until recently because of factors

that have depressed demand temporarily: mild weather; record hydro
and nuclear output; excess oil supply (1998 to early 1999).

®* Domestic and Canadian gas development efforts should address
market tightness, but perhaps not before the winter heating season
begins.
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Presenter
Presentation Notes
Spot wellhead prices for natural gas have been averaging over $4.00 per thousand cubic feet, about double the price since the beginning of the year.  Although rising crude oil prices have encouraged natural gas prices to advance, the primary cause of these elevated gas prices has been the delicate supply situation. 

Underground working gas storage levels are currently about 18 percent below year-ago levels.  Average injection rates so far this season, while improving of late, have been below normal.  This has raised concerns about the availability of natural gas for next winter which is reflected in today’s average spot gas price levels.  

Hot summer weather in portions of the country that consume large amounts of gas-generated electricity has contributed to the low storage injection rate. Furthermore,  demand for natural gas has been growing due to the expanding economy over the last 7-8 years and the widening role of gas generation at power facilities.  



Fossil Fuel Prices to Electric Utilities
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Presenter
Presentation Notes
Natural gas for power generation is projected to yield its apparent average price advantage over residual fuel oil by the fourth quarter of this year. 

Heavy oil is projected to be competitive with natural gas for most of the year 2001.



Working Gas in Underground Storage
(Percent Change from Year Ago)
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Presenter
Presentation Notes
EIA's April survey results for gas in storage and American Gas Association  net storage injection information for May and June imply that the level of working gas in storage at the end of June was near 1,760 billion cubic feet, about 18 percent below the year-ago level.  

It should be pointed out that natural gas storage levels at this time last year were abnormally high.  Using a five-year (1995 to 1999) average for working gas levels at the end of June, we estimate the current storage "deficit" to be only about 140 bcf, not really outside of the normal range.  Still, with current and expected demand growing strongly, even a small deficit relative to historical averages can have significant implications for market prices.  


Low Stocks Mean Tight Markets
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Presenter
Presentation Notes
This chart shows two important components of U.S. heating fuel stocks, Distillate fuel oil (heating oil) and natural gas.

The June 30 distillate fuel stock level is nearly 22% less than last year and the lowest end-June level since the late 1980s/early 1990s.

Natural gas working storage levels are also lower than in recent years. Natural gas inventories are expected to remain at the bottom of the normal range for the remainder of the year.

The U.S. inventory data, which are accurate and timely, will be an important price barometer to watch.   Low inventories leave little cushion to absorb unexpected events such as logistical disruptions or a lengthy cold snap, particularly in the Northeastern part of the United States which uses both natural gas and distillate fuel as prime sources for residential heating
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Presenter
Presentation Notes
The chart illustrates the sensitivity of spot gas prices to changes in domestic gas storage levels. The relationship is a crude one and the level of sensitivity clearly varies over time.

That the sensitivity seems to be particularly strong this year is probably a reflection of the weakness in current domestic production capability and expectations of strong domestic demand growth in the near term.  


U.S. Natural Gas Demand
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Presenter
Presentation Notes
Negative or weak demand growth in 1998 and 1999 resulted from mild weather, high levels of hydroelectric and nuclear output, weak growth in gas intensive industries, and excess supplies of oil. 

Strong expected growth this year and in 2001results from reversals in some of those factors, including a shift from excess oil supply to tight markets.  Because of the importance of weather in the ultimate outcome for gas market balances, milder-than-normal temperatures through the fall could result in drastic downward corrections to the demand and price tracks.


Annual Changes in Natural Gas Demand by Sector

15%
History Projections
12% - 9.9%

9% - 7.2% 6.8%

6% 3.4% 3.9%
300 | 2.0%

3.1%

1.6%

0% -

-0.3%

Percent Change

-3% -

-1.8%

|

-6% -4.4% -4.2%

-9%

-12%
1999 2000 2001

B Commercial B Utility* O Residential O Industrial (Incl. Nonutil. Gen.)

* Electric utility gas demand changes in recent years in part reflect sale of assets to the nonutility sector.

® ywww.eia.doe.gov
Sources: History: EIA; Projections: Short-Term Energy Outlook, July 2000. @9


Presenter
Presentation Notes
Overall gas demand growth in 2000 is expected to be 4.3 percent, largely because of strong expected growth in the industrial sector, much of which is actually related to increased electric power output by nonutility generators.  Faster growth this year in output of gas intensive industries also contributes to high industrial gas use.

In 2001, incremental gas demand growth is more a function of expected growth in heating demand under normal weather assumptions.




Estimated Additional Natural Gas
Demand Under "Normal Conditions"
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Presenter
Presentation Notes
The impact on gas demand of mild weather and excess or unexpectedly high levels of alternate fuel sources for power generation in 1998 and 1999 ranged between 500 and 800 billion cubic feet, or 2 to 4 percent of total demand.

While most of the correction is due to direct and indirect effects of weather being milder than normal, it should be recognized that high levels of hydroelectric generation and record capacity factors at nuclear plants played important roles as well.  In 1999, for instance, growth in nuclear output was about equal to the growth in total electric utility sales (between 50 and 60 billion kilowatt-hours).


Gas Intensive Industrial Output
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Presenter
Presentation Notes
A growth slump in gas-intensive industrial output (particularly in the primary metals and chemicals industries) contributed to apparent declines in industrial gas demand in 1998 and 1999.

Recovery and strong growth in these areas in 2000 and 2001 contributes to robust industrial gas demand growth in the forecast.




Spot Gas Prices and Expected Excess Supply
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Presenter
Presentation Notes
Relatively low or declining off-season gas prices are associated with relatively high or rising levels of excess supply (as measured by by pre-season stocks divided by expected heating season demand).

A deteriorating production capability could account for the general upward trend in prices and an enhanced sensitivity to relative changes in storage levels. 


U.S. Gas Wells Drilled vs
Year-to-Year Gas Production Growth
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Presenter
Presentation Notes
Gas-directed drilling in the United States swung up sharply in the 1997-1998 period but was not matched by improvements in domestic production levels.

Sharp declines in drilling rates in the 1998-1999 period generated concerns about impacts on gas production capability.

High drilling rates today (estimated 12,780 wells drilled for the 12 months ending 6/2000) promise some recovery, but the timing is questionable.  How hard will it be to compensate for the hiatus in 1999?  Is there excess capacity that may still effect the short-term picture?


U.S. Gas Price Scorecard

U.S. Production Performance +
Relative Storage Position +
Expected Demand +
Oil Prices +/-

Drilling Effort -
Imports/Capacity -
Weather ?

Summary +

Upcoming Heating Season:
$1 to $2 per mcf above year ago

Note: Real gas prices were in the $4 range
in the 1982-1984 time period
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