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    CONCLUSION 
 

For the benchmark NYMEX natural gas contract, most traders, “investors”, hedgers, and the 

media focus closely on the significant price travels and levels of the rolling nearest futures 

continuation contract, or on the current actual front month contract (such as November 2013). 

Some marketplace watchers extend their attention to the next several months (as in the winter 

2013-14 or summer 2014 gas calendar strips), or perhaps a year out from any given current time. 

Relatively few clairvoyants outside of a relatively small handful of natural gas and electricity 

professional insiders intensively examine the price action and levels of forward months over a 

year out, as in the NYMEX calendar 2015, calendar 2017, and calendar 2020 natural gas strips.  

 

Distant time horizons in financial and commodities marketplaces are not islands apart from the 

spot (physical) and near term periods. Therefore surveying the price flights, dives, and levels of 

such “outer limit” time horizons within the NYMEX natural gas marketplace complex provides 

insight into trading spans (forward marketplaces) close to the current time.  

 

The current sideways trend for NYMEX nearest futures natural gas to some extent encourages a 

similar pattern in that universe’s distant year periods. The wide-ranging uncertainty relating to 

NYMEX natural gas’s distant period supply/demand situation- including liquefied natural gas 

export volumes, the extent of United States economic and electricity demand growth, and issues 

relating to coal and renewables- to some extent encourages the persistence of a sideways trend for 

the long run horizon, and thus for NYMEX nearest futures continuation.  

 

What’s the overall current trend for NYMEX distant month natural gas marketplaces such as the 

NYMEX 2015 and following year calendar strips? On balance, though these assorted calendar 

strip arenas are at different price levels and do not have exactly the same supply/demand 

situation, on balance these are in a sideways to down trend, not just a sideways one. Assuming 

normal weather for upcoming winter 2013-14, although nearest futures continuation will remain 

trapped in its broad range, nearest futures probably will drift lower from current levels, with a 

significant chance of challenging its calendar 2013 depths around 305/313. This probably will 

encourage a renewed test and probable breaking by the calendar strips of 2015 and thereafter of 

their April (or June, in some cases) 2012 bottoms (which are comparable to those achieved, 

depending on the calendar strip, in early August 2013 or thereafter). Note that even if America’s 

LNG exports may be potentially large, any such actual (noteworthy) exports probably will not 

occur for at least around another couple of years from now.  

 

 

    SCANNING THE HORIZON 
 

Although there is widespread optimism for higher natural gas prices for some version of the long 

run, the near term supply/demand outlook (assuming normal winter weather) is slightly bearish. 

Since the distant future in natural gas (and related marketplaces) is not entirely isolated from its 

near term situation, the current supply/demand situation significantly influences deferred month 

and year pricing.  

 

United States total consumption of natural gas will be 69.4bcf/day in 2014, down .8 percent from 

2013’s 70.0/bcf/d (2012’s 69.7bcf/d; EIA’s October 2013 “Short-Term Energy Outlook”, Table 
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5a). US total marketed production increases .6pc to 70.4bcf/day from 2013’s 70.0bcf/day. Helped 

by fuel switching from coal to gas due to very low gas prices, natural gas consumption within the 

electric power domain soared to about 25.0bcf/day in 2012. However, the EIA predicts electric 

power sector natural gas demand will slump to 22.1bcf/d in 2013, sliding further in 2014 to about 

21.6bcf/day.  

 

Days coverage represented by natural gas inventories also influences both near term as well as 

distant month NYMEX pricing. At the end of winter 2013-14, based on either of two perspectives 

for “normal” inventory, US working gas inventories probably will be above “average”.  

 

Suppose US working gas inventories at end March 2014 are around 1887bcf (“STEO”, Table 5a). 

Then days coverage at end 1Q14 will be around 27.0 days (1887bcf/70.0mmbcf/day). Coverage 

will exceed by about 4.7 days the 1990-2013 long run end March 22.3 days average.  

 

Yet arguably over the span from calendar 2006-present, the desired level of days coverage has 

increased by a few days. See “US Natural Gas Trends: Bottled Up” (9/26/13), “US Natural Gas 

Price Architecture” (7/11/13), and “US Natural Gas in Winter 2012-13: Drawing Conclusions” 

(12/17/12). Based on end October history since 2006, if one boosts the desired end March stocks 

target of 22.3 days by around 3.4 days, “normal” (desired, typical) end March coverage climbs to 

25.7 days. Although end March stocks are 26.4 days for this more recent historical period, the 

huge hoard at end winter 2011-12 probably skews upward the calculated so-called desired 

average. The 27.0 day total will surpass the 2006-present span by 1.3 days, which should stop 

nearby month prices from advancing upward and beyond the highs of the current sideways 

pattern. For end March inventories to equal 25.7 days cover, inventories will have to tumble to 

around 1800bcf.  

     **** 

 

When will natural gas short hedgers (producers) decide to enter the marketplace? Assume normal 

weather and around average inventory totals. For producers with relatively low production costs, 

prices for the winter 2013-14 strip as well as the calendar 2014 and 2015 strips at $4.50 and up 

probably are attractive. See the spring 2013 highs in the table below at page 5. Such short 

hedging will tend to keep prices in those marketplaces, and therefore even more distant ones to 

some extent, from marching dramatically higher.  

     **** 

 

Announcement of a few more US liquefied natural gas export permits in recent months has 

inspired increasing faith that several years from now substantial convoys of LNG will depart 

America, particularly to Asia. Regulators likely will approve several and perhaps many of the 

large number of LNG export applications awaiting decision.  

 

The Financial Times speaks of an “attractive opportunity” in regard to US LNG exports. The 

article declares that LNG cargoes recently have been sold in China, Japan, and South Korea for 

about $15/mmbtu. The FT suggests that LNG exporters probably should make some money in 

such an economic landscape. US gas cost about $5.00/mmbtu in 2020 and next month 20i3 

around $3.60 (at the time of the article), The article indicates US liquification, transport, and 

regasification costs total about $6.00/mmbtu. So far 6.4bcf/day of worldwide exports has been 

committed, about nine pc of total US gas production this year (9/16/13, p15).  

 

But uncertainties relating to eventual forward LNG pricing are substantial. Some of these involve 

cost estimates. Others relate to the forward LNG price structure and the means of deriving it.  
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First, there’s no guarantee that prices of LNG cargoes will remain about $15/mmbtu. In addition, 

will these cost estimates in the FT article turn out to be accurate at the time of notable US LNG 

exports? Many observers indicate liquification costs run at around $3.00/mmbtu, with 

regasification of thirty cents. Will these stay constant when America begins exporting LNG- 

perhaps in late 2015- or way out in 2020? What will shipping costs turn out to be then? Assuming 

$3.30 costs for liquification and regasification, will transport be $2.70mmbtu?  

 

Moreover, sunny estimates of profitability of course in part depend on price levels, and a focus on 

spot or other near term LNG pricing is not sufficiently comprehensive. The current nearer month 

or nearer year (such as calendar 2014) LNG trends themselves may or may not occur in the more 

distant years such as 2017 or 2020.  

 

In addition, how will America’s LNG exports be priced? Will it be on the basis of Henry Hub 

natural gas?  Using calendar year strips as the guideline, the current price curve for NYMEX 

natural gas is in contango. Calendar 2014 is around $3.91/mmbtu, calendar 2015 at $4.09, cal 16 

at $4.18, cal 17 at $4.30, cal 18 at $4.41, cal 19 at $4.63, and cal 20 at $4.92/mmbtu. Or, will 

exporters and importers employ crude oil formulas, as is now the case for some LNG 

marketplaces?  

 

Suppose one uses the Brent/North Sea crude oil price curve as a signpost indicator for potential 

LNG pricing to Asia. At present, backwardation exists in the Brent marketplace; prices for 

deferred months in distant years are well beneath those of nearby months. The 2014 calendar strip 

(all 12 months) for Brent is about $106.20 per barrel, calendar 2015 about $100.10, cal 16 $95.20, 

cal 17 about $92.10, cal 18 about $90.00, and calendar 19 around $88.65. NYMEX crude oil 

likewise displays substantial backwardation, with calendar 2014 around $96.70/barrel, cal 15 at 

$89.80, cal 16 at $85.40, cal 17 at $83.30, and cal 18 at $82.30.  

 

A forward curve does not predict prices for the future time periods. It only represents current 

trading levels for the given instrument for that given forward time. The current trading price for a 

forward marketplace contract for some time way out in the future (such as a calendar 2017 natural 

gas strip or the Brent/NSea strip for that year) may not turn out to be the price when time passes 

and that marketplace (contract) thereby becomes closer and closer to the given present time. After 

all, everyone knows that prices fluctuate for forward month marketplaces.  

 

In any event, suppose pricing for Asian LNG derives from a formula derived from some formula 

based upon one or more crude oil streams. The current shape of the Brent/NSea and NYMEX 

crude oil curves underline that the high prices nowadays for near term LNG may not be sustained 

into the indefinite future. The lower prices for distant year instruments such as a calendar 2017 

crude oil strip warns that the near term prices (whether for nearest futures continuation, or the 

next few months, or a nearer calendar year strip such as calendar 2014) may not persist as time 

passes. Thus the current backwardation in crude oil prices extending far out into the distant 

future, assuming it persists, probably (at least over the near term) is a variable that helps to check 

rallies in NYMEX natural gas distant years.  

 

Of course prices for the entire crude oil curve may shift upward from current levels, contango 

may emerge, or both. 

 

All these uncertainties regarding longer run LNG pricing, when reviewed in the context of the 

sideways trend now in place for NYMEX nearby month (for nearest futures continuation as well 

as the next few contract months such as January 2014 or April 2014) natural gas pricing, helps to 

keep distant month and year NYMEX natural gas confined within a range.  
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     **** 

 

The United States eventually may become a notable net liquefied natural gas exporter on a 

sustained basis. However, the likely first exporter of this potential new wave of LNG, Cheniere 

Energy, states (8/2/13; second quarter 2013 results): “Based on our current construction, we 

anticipate that Train 1 will produce LNG as early as late 2015.”  

     **** 

 

In any event, despite current LNG export approvals and the impressive waiting list of prospective 

export permits, what does the recent relatively sluggish price movement of NYMEX natural gas 

distant years indicate regarding future export levels?  

 

Clairvoyants can assemble a wide variety of intertwined variables to answer this question. In part, 

those movements in the relatively far forward months probably reflect (entangle with, confirm 

those in) the current sideways path NYMEX nearest futures continuation and the nearby month 

forward contracts. However, for example, note that the 2017 calendar strip’s spring 2013 high 

was 4.780 on 5/28/13. Underline not only the absence of a sustained rally in distant calendar strip 

years; one also should underscore that current prices are generally significantly less than five 

dollars per mmbtu for the next few calendar strip years (and under six dollars in 2020). Such price 

movements and levels hint that less LNG will be exported than many believe (unless gas prices 

fall a fair amount from current levels).  

 

The US is not the only player currently exporting LNG or planning to do so. Such competition, 

whether from Canada or other nations, reduces the scope for US natural gas exports. In addition, 

what happens to US LNG export prospects if some potential importers succeed in developing 

their own natural gas resources?  

 

On the US political front, note that many US manufacturers oppose substantial US LNG exports.  

 

Uncertainty always plagues marketplaces. This certainly makes the distant month natural gas 

picture unclear. The LNG story is not the only one. Economic issues intertwine with political 

ones.  

     **** 

 

US electricity demand growth for the next year or so probably will be about flat. Electricity 

demand growth has been roughly unchanged since 2012. Calendar 2014 inches up merely .3pc 

year-on-year to 10.50 billion kwh/day (EIA, Short-Term Energy Outlook, Table 7a). Is that 

current mediocre growth trend weighing on the distant natural gas time horizons?  

 

In the electric power sector, to what extent will renewable resources (note their significant 

popular appeal in many political circles) grab marketplace share from natural gas and coal?  

     **** 

 

The long run scope of the coal role in electricity generation remains somewhat unclear, which 

helps to keep natural gas prices in more distant prices in their ongoing sideways pattern. A 

Financial Times article points out some relevant issues (9/18/13, p2). Although expensive carbon 

capture costs may impede construction of new coal-fired power plants, the EPA still needs to 

propose new rules for existing coal-fired generators. A spokesperson for the American Coalition 

for Clean Coal Electricity comments that new coal plants are uneconomic today; yet if gas rose to 

about $7.00 per mmbtu, new coal would be competitive again. So to what extent should gas 

prices rise?  
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     **** 

 

How much will energy conservation efforts by individuals and businesses burden natural gas 

demand? Looking forward, will the shale revolution, assisted by continued productivity advances 

in drilling technology, continue to boost US natural gas production? Certainly high petroleum 

prices have encouraged associated natural gas output. But will environmental considerations such 

as fears about hydraulic fracturing substantially hamper natural gas production increases?  

     **** 

 

For a detailed long run overview on energy marketplaces, see the US Energy Information 

Administration’s Annual Energy Outlook 2013 (April 15-May 2, 2013; next release December 

2013).  

     **** 

 

The Federal Reserve is determined to create inflation of around two percent. How substantial will 

real US economic growth be, particularly given the Fed’s ongoing easy money policy of very low 

interest rates and substantial money printing? All else equal, nominal gas prices will tend to rise 

alongside nominal GDP growth.  

 

 

OUTER (DISTANT TIME) NATURAL GAS IN CONTEXT: SOME RECENT LIMITS 

 

The current sideways pattern for nearest futures continuation natural gas may change. Note that 

the more distant time periods (such as calendar year strips) often embarked upon changes in their 

trend around the same time as those in the nearest futures continuation marketplace. See the table 

below.  

 

For the various calendar strips listed below, the price ranges suggested by the important highs and 

lows established from around April 2012 through late summer (or early fall) 2013 of course are 

not written in stone. So these outer limits may eventually be broken on the upside or downside. 

For the near term, a break is more likely on the downside.  

     **** 

 

    TIME: OUT IN NATURAL GAS 

 
    Major Low Key High  Low 

    April 2012  Spring 2013  August 2013 

 

NYMEX natural gas 

 (nearest futures continuation)  1.902 (4/19/12) 4.429 (4/18/13)/ 3.129 (8/8/13) 

      4.444 (5/1/13) 

 

[Suppose NYMEX nearest futures continuation eventually breaks above its current broad range of 280/310 

to 440/460 (see “US Natural Gas Trends” Bottled Up”, 9/30/13). The major high at 4.983 on 6/9/11 (shale 

gas revolution brings increasing production, then came the warm winter 2011-12) represents key resistance.  

NYMEX natural gas established a major high at 6.107 on 1/7/10; the subsequent lower peaks at 5.196 

(6/16/10) and 5.007 on 8/2/10 loom fairly close to the 6/9/11 top.  

 

Though these price levels relate to nearest futures, pay attention to them in regard to actual NYMEX 

contract months extending out from the current time. This nearest futures price range and other noteworthy 

support and resistance levels also provide some guidance regarding trends and levels for more distant 

calendar years as well.} 
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[Highs to date in the following natural gas strips are based on a start date of January 2011. The highs and 

lows are from bar charts. Use of bar charts as opposed to daily settlements does not alter the overall 

perspective significantly. Marketplace strip data from Bloomberg.]   

 

    Major Low Key High  Low 

    April 2012  Spring 2013  August 2013 

 

Winter 2013-2014 

 Calendar Strip    3.595 (4/23/12) 4.722 (5/1/13) 3.495 (8/8/13)  

[Major high for these winter months combined was 4/4/11 at 5.859.] 

 

Calendar 2014 Strip  3.649 (4/23/12)  4.444 (5/1/13) 3.616 (8/8/13) 

[The major high for this 12 month strip was 4/4/11 at 5.848.  Its high on 5/1/13 at 4.444 is the same as that 

for  nearest futures continuation.] 

 

Calendar 2015 Strip  3.912 (4/23/12)  4.464 (5/28/13) 3.910 (8/8/13) 

[Also note the spring 2013 top did not break the earlier high achieved 10/29/12 at 4.505.This was a bearish 

warning sign. It also indicates the existence of a notable resistance band around the 4.500 level for that 

strip. Remark also how the August 2013 low significantly attacked the April 2012 bottom.  Major high 

4/4/11 at 6.208.] 

 

Major Low Key High  Low 

    April 2012  Spring 2013  2013 

 

Calendar 2016 Strip   4.136 (4/23/12) 4.607 (5/28/13) 4.103 (8/8/13) 

[As was the case for the calendar 2015 strip, the calendar 2016 strip’s spring 2013 top did not break its 

autumn 2012 high at 4.694. Peak 4/5/11 at 6.551.]  

 

Calendar 2017 Strip    4.317(4/25/12)/ 

4.310 (6/22/12) 4,780 (5/28/13)  4.257 (10/4/13)  

[Major, high established 4/5/11 at 6.876. In 2012, the initial low in late April was followed by a slightly 

lower final bottom in June (nearest futures continuation natural gas reached its second trough on 6/14/12 at 

2.168. The low since the May 2013 high for the 2017 strip was not in August 2013. The break in October 

2013 (and August 2013) under the April/June 2012 bottom warns of lower prices for this calendar strip.  

 

Particularly note that the lower low of October 2013 occurred after news about additional LNG export 

approvals. In such a context, this drop (edging under 8/15/13’s 4.285) is a bearish sign for the overall 

natural gas complex. Moreover, the 10/4/13 price edged beneath 8/15/13’s low at 4.285. In addition, note a 

further bearish indicator. As was the case for the calendar 2015 and 2016 calendar strips, the calendar 2017 

strip’s late May 2013 plateau did not surpass its earlier high achieved in autumn 2012 (10/29/12 at 4.912).] 

 

Let’s jump out to calendar 2020.  

 

Major Low Key High  Low 

    April 2012  Spring 2013   2013 

 

Calendar 2020    4.921 (6/26/12) 5.694 (6/27/13) 4.847 (10/17/13) 

    4.951 (4/25/12)   4.814 (4/11/13) 

 

[4/11/11 major peak at 7.751. As was the case for the calendar 2017 strip, June 2012’s major low followed 

an initial low achieved in April 2012. It is significant that the 6/27/13 top at 5.694 did not fly over its 

10/29/12 high at 5.707. As in the case for the calendar 2017 strip,  lows after the mid-year 2013 highs in 

this calendar 2020 strip were not made early in calendar August 2013. They are near that made in April 

2013. So looking forward, see another bearish consideration for the distant period natural gas price 

structure- both the April 2013 and October 2013 depths slipped under the April/June 2012 trough. Some 
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may wonder how much enthusiasm at present exists for buying 2020 natural gas, even with the exciting 

LNG story, at prices in the mid 500s (or higher). Will bargain hunters rush to buy the 2020 strip under 

5.000? ] 

     **** 

 

As always, in monitoring NYMEX (and other US) natural gas prices and trends, watch NYMEX 

intramarket spreads as well as electricity (such as PJM) and coal (Appalachian, for example) 

benchmarks.  

     **** 
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