
 

Natural gas prices into the future are at price levels not seen since the year 
2004.  Is this the right time to buy?  Is this the bottom?  No one can un-
equivocally identify what the bottom will look like and precisely when it will 
occur.  There is also no way to fast-forward to 2010 or beyond to decisively 
determine the answers to these questions.  However, what we can tell you is 
based on historical price patterns and an evaluation of anticipated market 
conditions, natural gas price levels today offer businesses what we view as the 
first competitive longer-term buying opportunity for natural gas purchases.   
 
This is not expected to be the last competitive buying opportunity for 2010 
and beyond, but we advise buyers to at a minimum evaluate current price lev-
els relative to their business’ comfort level in securing longer-term supplies.  
Even if the ultimate decision is “no action,” an evaluation of natural gas price 
levels at this time, combined with a discussion of how they fit into a business’ 
individual level of risk, will help your company be better positioned and pre-
pared to make  more-informed buying decisions in the future. 
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the nation.  Through our publication, The Advisor, seminars, and one-
tions, Inc.  helps businesses take proactive energy positions to com-
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A primary role of Energy Solutions, Inc. is to monitor natural gas commodity prices on behalf of its clients and subscribers 
and to put forth what it views as reasonable buying recommendations based on market conditions, while also taking into ac-
count a client’s individual risk tolerance and goals.  To accomplish this, Energy Solutions, Inc. continually monitors natural 
gas prices by evaluating current and forecasted market fundamentals, as well as quantitative technical price analysis.  Fun-
damental factors include supply, demand, and storage levels while technical analysis is based on historical information and 
price patterns.    This document summarizes our review of current market data and what it could mean to future natural gas 
prices.   

Introduction 
 

The current economic crisis has caused 2009 natural gas prices on the New York Mercantile Exchange (NYMEX) 
to fall to price levels not seen 2004. Natural gas prices for 2010 have also declined substantially.  However, 2010 
price levels are still $1-$2 per MMBtu higher than for the same months in 2009.  Given the current economic con-
ditions, this premium may seem excessive, but even with this premium, the average natural gas NYMEX price for 
the calendar year 2010 is lower than the average annual NYMEX expiration price for the years 2005-2008.  Plus, 
we believe that soon this statement will hold true for natural gas NYMEX prices for the calendar years of 2011 and 
potentially 2012. 
 
We will not dispute the belief that the longer the economic crisis exists, the lower natural gas prices may poten-
tially decline. That is one reason we point to this opportunity as being the “first” — but not the last opportunity.  
However, if you wait for the “last” opportunity, you will more than likely miss it. 
 
Some of the best prices of this decade were attainable following the dramatic drilling rig downturn in 2001-2002, 
and given the patterns of the 2008-2009 drilling rig downturn, it is entirely possible that a similar situation may end 
up holding true for the upcoming decade.  We’re not saying run out and buy all your gas for the next ten years.  
What we are saying is now is the time to be discussing long-term buying plans and associated strategies because 
near-term, demand, prices, and the economy are all pointing down.  But when the economy turns a corner, the 
rebound in demand could be exceptional, as could the rebound in natural gas prices.  Thus, what we’re referenc-
ing in this analysis is the “first” of what we expect to be “three” buying opportunities between now and the end of 
2009 or the first quarter of 2010. 
 
It is also important to recognize that this isn’t necessarily an “all or nothing” opportunity.  Rather, it is simply point-
ing out to buyers the opportunity to complete a planned, proactive purchase at what we anticipate to be very com-
petitive price levels.  The extent of this purchase needs to be determined in conjunction with the level of risk that a 
company is willing to accept at this time.  For example, for buyers who support the adage “a bird in the hand is 
worth two in the bush,” this “first” opportunity allows one to proactively purchase natural gas supplies at price lev-
els that easily stand up against historical price levels — thus the purchase is deemed prudent.  There are also 
buyers who won’t necessarily want to ignore this “first” opportunity, but strongly believe that more price downside 
lies ahead.  These buyers may opt to secure a lower percentage of natural gas supplies into the future, allowing 
for larger volumes to be purchased at a later point in time.  Of course, given the current economic environment, 
some buyers will prefer to wait, and while that may very well provide a better price down the road, these buyers 
are going to have to be ready to exercise patience as we expect a sizeable, but temporary, price rebound be-
tween this “first” opportunity we are currently referencing and the “last” opportunity.   
 
Regardless of where you fall when it comes to the level of risk you are willing to assume, our experience indicates 
that buyers who have proactively established some level of price stability or price protection for their bottom line 
share two characteristics — less stress and an increased ability to wait out price rallies or rebounds (i.e. patience).  
Plus, buyers who have some sort of price protection tend to make better decisions down the road because they 
continue to implement a proactive buying strategy and avoid the pitfalls associated with reactive, panic decision-
making. 
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Recommendations 
 

Sometimes a picture is worth a thousand words, and that is what the graph below is intended to accomplish.  By 
providing an illustration of future natural gas NYMEX prices to historical natural gas NYMEX monthly expiration 
prices, it helps buyers put purchases into perspective.  For 2010-2015, the average calendar natural gas NYMEX 
futures price falls in the range of $6-$8 per MMBtu.  This is a comparable price range to where natural gas NY-
MEX expiration prices fell during 2005-2008.  This may not seem that attractive to some, but it could very well 
be, given the long-term conclusions identified on the following page. 
 

Based on those conclusions, conservative or low-risk buyers should consider some additional purchases for 
2009 and through 2010 when the front-month NYMEX price reaches $4.50 per MMBtu as this price level is ex-
pected to yield a 2010 average price level of $6.40-$6.50 given the current month-to-month price differentials.  
For those with greater patience and an appetite for a little more risk, it is our opinion that the front-month NYMEX 
price will ultimately make its way to the $4.25 per MMBtu price level and at that time purchases for 2011 should 
also be strongly considered in additional to another layer of purchases for 2009 and 2010.   
 

The recommendations contained herein and the conclusions outlined in this analysis are intended to be concise, 
but comprehensive.  Ongoing insight into natural gas prices, buying opportunities, and market conditions will 
continue to be communicated directly to our consulting clients and to our subscribers via our weekly and monthly 
publication, The Advisor.  
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Comparison of NYMEX Historical and 
Future Prices (as of 1/20/09)

Monthly NYMEX Expiration Prices:  Jan 2000 through Jan 2009
Monthly NYMEX Futures Prices (as of 1/20/09):  Feb 2009 through Dec 2015

NYMEX Settlement Prices as of 1/20/09: 
 

Front-Month (Feb ‘09):   $4.64 
Feb-Dec 2009 Average: $5.13 
Jul-Dec 2009 Average:  $5.46 
Jan-Dec 2010 Average: $6.55 

http://www.energysolutionsinc.com/the_advisor.asp
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Near-Term Conclusions 
 

• Economic weakness is expected to continue well into 2009, keeping 2009 and potentially early 2010 natural 
gas prices at lower price levels.  History indicates that natural gas prices will start an upward trend prior to the 
economy doing the same. 

• Industrial demand destruction is expected to continue to erode with the evidence of this destruction showing 
up in weekly storage reports. 

• Storage inventories will be able to remain at high levels in 2009 because of higher LNG imports.  With the 
current demand destruction and barring an unseasonably cold end to winter, storage inventories could be in 
excess of 1,600 Bcf on April 1, 2009.  Higher storage inventories on April 1, 2009, will help to push summer 
2009 prices lower, but in particular, it could cause natural gas prices for the November 2009-March 2010 
timeframe to weaken further. 

• The drilling rig count is expected to continue to decline, hitting a bottom in the May/June timeframe.  If indus-
trial demand destruction proves to be more than many anticipated, another round of drilling rig cutbacks could 
occur after this May/June timeframe as producers strive to balance supplies and demand. 

• Natural gas prices are expected to bottom about 10 weeks prior to the drilling rig count hitting a bottom. 
• At this time, the bottom for natural gas prices is expected to range from $4.14 to $4.52 with the $4 level pro-

viding major price support. 
• At this time, the 12-month natural gas NYMEX strip is expected to reach a level of $5.04 to $5.30 per MMBtu 

around the same time that the front-month natural gas price bottoms. 
• Seasonality supports the concept of a first quarter low, which based on historical percentage pullbacks targets 

a price level of $4.25. 
• An overall weak natural gas price environment is expected for the next 3-6 months. 
• Energy companies struggling to raise capital to meet margin calls are liquidating assets and some of those 

assets could very well be natural gas contracts.  This type of liquidation pushes natural gas prices down. 
 
 

Long-Term Conclusions 
 

• The Commitment of Traders Report continues to show an extreme net short position by the non-commercial 
sector.  This means this sector could provide a lot of fuel for a dramatic short-covering rally.  While a short-
covering by this sector could result in a $1-$2 price rebound, this rally isn’t expected to occur until there are 
concrete signs of an economic rebound. 

• Historical downturns in the drilling rig count have resulted in longer-term natural gas price strength.   
• There are a number of anticipated policies under the Obama Administration that will result in an increase in 

natural gas demand.  To a lesser extent, there are also potential policies that could limit areas of exploration, 
however, whether or not those policies will impact prices remains to be seen since shale production has con-
tinued to flourish: 

• New policies are expected to result in an increase in the number of regions deemed off-limits to natural 
gas and oil drilling, the potential of a permanent ban on drilling in the Arctic Wildlife National Refuge, and 
increased limitations on drilling offshore in the Outer Continental Shelf (OCS). 

• The new administration’s position on nuclear energy isn’t clear, although there is some indication that it 
opposes the Yucca Mountain nuclear waste plan. Until that position becomes more clear, nuclear power 
plans will likely be placed on hold. 

• The new administration is expected to take an aggressive stance on climate change, resulting in in-
creases expenditures to the coal industry, which in turn will generate an increase in demand for natural 
gas-fired electric generation. 

• Policies are also expected to incent the use of natural gas in the automobile/transportation industry. 



 

Page 5 

 

© Copyright 2009 Energy Solutions, Inc.   
The views and market recommendations expressed herein are an opinion of Energy Solutions, Inc.  and are in no way guaranteed  

as natural gas prices in the futures commodity market are subject to frequent change. 

 

Economic Weakness 
 

Economic Weakness:  Currently, economic weakness trumps all other factors.  During the extremely cold 
weather, natural gas prices on the NYMEX continued to decline, which is extremely different from historical price 
patterns.  Estimates of when the economy may rebound range from mid-2009 to mid-2010.  The later the recov-
ery, the lower commodity prices will likely fall.  Natural gas prices will start to rise when the “perception” is that 
the economy is near a turning point. 
  Economic weakness and falling prices has forced some energy companies to raise additional capital to 

meet credit requirements and/or margin calls.  To accomplish this, they may be liquidating natural gas 
contracts.  That may be one reason why there appears to be more anxious sellers than buyers right now 
and that pushes natural gas prices down. 

  Natural gas prices will begin to recover/rise prior to the economy rebounding.  We don’t expect the per-
ception of a recovery to surface until the third-quarter of 2009 at the earliest. 

 
Demand Destruction:  The impact of industrial demand destruction is expected to be greater than originally ex-
pected.  The extent of demand destruction will become increasingly evident through smaller than average stor-
age withdrawals.  Colder temperatures have helped to mask demand destruction, although it is expected to be-
come more evident as the weather moderates in the second half of winter.  
  Natural gas storage inventories are expected to slowly build to record levels as weekly storage withdraw-

als fall below those of past years.  We expect this to result in very high starting storage inventories on 
April 1, 2009, possibly in excess of 1,600 Bcf. 

 
Supply Considerations 

 

LNG Deliveries:  As global LNG supplies expand and the global economy contracts, these supplies will be look-
ing for a home.  Given our nation’s sophisticated storage infrastructure, increased deliveries of LNG are ex-
pected to reach the U.S. in 2009. 

 Additional LNG deliveries will only aid in keeping storage inventories are higher than normal levels. 
 

Shale Production:  While shale production is expected to continue to result in an expansion of supplies into 2009, 
eventually, the drilling rig decline will begin to impact shale production regions as well. 

 This leveling of supplies will occur more rapidly in shale regions if prices are unable to rebound to over 
$5 per MMBtu in the near future. 
 One component of shale production that could potentially impact costs of drilling, as well as drilling po-

tential, is the fact that shale production requires large amounts of fresh water to fracture the formation to 
release the natural gas.  Given the significant growth in shale production, concerns are now being raised 
over the long-term impacts on streams/aquifers, water pollution, and the proper disposal of “frac water”. 

 
A Reduction in Exploration Areas:  The biggest wildcard in the outlook for natural gas involves potential new poli-
cies under the Obama Administration.  These policies, which are yet to be fully articulated, are expected to result 
in a reduction in areas of energy exploration.  Some of these potential policies/direction include the following: 

 A bill was recently introduced into the new Congress to permanently bar oil and natural gas drilling in the 
Arctic National Wildlife Refuge (ANWR). 
 The Senate recently voted in favor of a bill that includes 160 measures to remove millions of acres of 

public lands from potential oil and gas development.  The bill includes a provision to place a large natural 
gas field in the Wyoming Range in this off-limits category. 
 The moratoria on offshore drilling in U.S. waters on the Outer Continental Shelf (OCS) may be reinstated 

in certain areas.  Obama originally indicated he was against drilling in the OCS, but has now stated that 
drilling in this area may be considered as part of an overall energy policy program.  However, it is 
unlikely that drilling in the OCS will be expanded. 



 

Page 6 

 

© Copyright 2009 Energy Solutions, Inc.   
The views and market recommendations expressed herein are an opinion of Energy Solutions, Inc.  and are in no way guaranteed  

as natural gas prices in the futures commodity market are subject to frequent change. 

 
 

Drilling Downturn Considerations and Historical Price Relationships 
 

Drilling Rig Count Decline:  As natural gas prices decline and producers face credit issues, the drilling rig count 
will continue to decline.  From its peak of 1,606 natural gas drilling rigs, it is expected to bottom with a pullback 
of 40%-45% (883-963 rigs).  A major difference between the drilling rig downturn in 2008-2009 from other years 
is the fact that drilling in shale areas has the capability of producing better results with fewer rigs.  As a result, 
the decline in vertical drilling rigs (those that drill straight down) has been faster than the decline in horizontal 
drilling rigs (those that drill primarily in shale production regions). 
   Any supply impact from a drilling rig downturn isn’t expected to be evident until the second quarter of 

2009 at the earliest as industrial demand destruction offsets initial declines in supply.  As a result, the 
drilling rig count is expected to fall to lower levels than originally expected as producers try to balance 
the market to stabilize prices.   While there are no specific estimates on the cost of natural gas produc-
tion, shale production is projected to be borderline economical at $5 per MMBtu.  Thus, the longer natu-
ral gas prices remain below $5 per MMBtu, the steeper the drilling rig decline will likely be. 

 
Prices in Relation to the Drilling Rig Count Decline:  Historically, natural gas prices have followed the trend 
down as drilling rig counts decline.  However, natural gas prices have historically hit their bottom about ten 
weeks prior to the drilling rig count hitting a bottom.   
   Given the current pace of the drilling rig count decline, it is estimated that the drilling rig count will bot-

tom at some point in May/June, creating a target timeframe for natural gas prices to bottom in the mid-
Feb to late-March timeframe, which is directly in line with first quarter seasonality.  However, if natural 
gas prices continue to decline, another round of drilling rig cuts could occur in the second half of 2009. 

 
Projected Price Pullbacks:  History provides some guidance as to the extent of natural gas price pullbacks dur-
ing major drilling downturns.  Using that history, we anticipate the following: 
  The front-month natural gas NYMEX contract will ultimately bottom at a price level that is at least 40% to 

45%  from where it was when the drilling rig count was at its peak, which was $7.53 per MMBtu.  This 
yields a front-month price of $4.52 per MMBtu to as low as $4.14 per MMBtu.  The past low that be-
comes major price support is $4.06 per MMBtu hit in September 2006. 

  The 12-month NYMEX average strip price historically has declined by 60%-62% from its peak during a 
drilling rig downturn.  Using the 12-month strip high of $13.26 per MMBtu, hit on July 1, 2009, this yields 
a 12-month strip price of $5.30 per MMBtu to as low as $5.04 per MMBtu (a price level that is feasible if 
monthly price differentials remain the same and the front-month natural gas NYMEX price falls to $4.40 
per MMBtu). 

 
 

Seasonality 
 

Seasonal Price Declines:  The first quarter low, on average, is 45% lower than the fourth quarter peak.  Last 
year there really wasn’t a fourth quarter rally, however, if we take the peak in the fourth quarter of $7.72 per 
MMBtu, a 45% decline yields a front-month price level of $4.25 per MMBtu.  

 From the first quarter low, prices on average rally 55% into the second quarter, decline 27% to a third 
quarter low and rally 110% to a fourth quarter high.  Using $4.25, this yields a price of $6.58 in the sec-
ond quarter, $4.80 in the third quarter and double digits again in the fourth quarter.   
 At a price level of $4.25 per MMBtu, third quarter prices would be projected to be in the $4.80 range, 

thus there would be no reason to wait solely for a third quarter low on the premise of seasonality alone 
if the front-month natural gas NYMEX price falls to the $4.25 per MMBtu area. 
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Contract Positions 
 

Commitment of Traders Report:  The non-commercial sector (speculators) continue to hold an extreme net short 
position of (145,821) contracts, while the commercial sector (producers and large users) hold an extreme net 
long position of 111,571 contracts.  We believe the ongoing price decline has forced some players in the com-
mercial sector to liquidate natural gas contracts in an effort to raise capital to meet margin calls, thus there are 
more sellers than buyers in the marketplace right now, and that pushes prices down.  The non-commercial sec-
tor, with the sell high, buy low view is not in a hurry to short-cover their positions given the economic weakness. 

 The extreme net-short position is a strong consideration for longer-term price levels.  When this sector 
decides to cover their position, a $1-$2 per MMBtu price rally isn’t out of the question, but we don’t ex-
pect that type of action to occur until there is some signs of an economic recovery. 

 
 

Future Increases in Demand 
 

Increase in Natural Gas Demand:  Many of the policies expected to be put forth by the Obama Administration are 
anticipated to result in an increase in natural gas demand.  Some of these potential policies/direction include the 
following: 

 Coal is expected to be a big loser under the Obama Administration as Obama has committed to green-
house gas reductions by 80% of 1990 levels by 2050.  Carbon taxes are expected to provide a revenue 
stream to combat climate change, but it will also serve as incentive for more natural gas-fired electric 
generation power plants. 
 Views on nuclear power aren’t quite as clear.  Obama has indicated that while he supports nuclear 

power, he has great concerns over the disposing of nuclear waste and he has indicated his con-
cerns/opposition to the Yucca Mountain plan.  Without some sort of nuclear waste proposal plan, the 
building of nuclear plants will be slowed and/or sidelined.  A decline in the use of nuclear energy means 
an increase in natural gas-fired electric generation. 
 It is expected that natural gas will begin to play an even larger role in automobile markets as the new 

administration attacks climate change. 
 

Economic Stimulus Package:  The $2 trillion federal budget deficit is expected to be attributable to energy pro-
grams, driven by a climate change agenda that is expected to spur “fierce competition” for the monies.   
   In general, the stimulus package is expected to resurrect declining industrial demand, and as that re-

covers so will natural gas consumption and natural gas prices. 
 

(END) 
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About Energy Solutions, Inc. 
 

Energy Solutions, Inc. provides straightforward, trustworthy, timely information and personalized recommenda-
tions to businesses on when and how much natural gas to purchase for their heating and manufacturing needs.  
Our consulting services, publications, and educational seminars help customers take control of their natural gas 
costs and strengthen their negotiating position with natural gas suppliers.  The tools and resources provided by 
Energy Solutions, Inc. allow customers to reduce uncertainty and gain peace of mind that the right decisions are 
being made for their company and their bottom line will be protected from the volatile price fluctuations of the 
natural gas marketplace. 

 

About Our Team 
 

The Energy Solutions, Inc. team is specialized. We conduct natural gas market research and take that research 
and put it into a comprehendible format. We monitor the natural gas market each and every day to provide you 
with up-to-date information and buying recommendations. With more than 50 years of experience in the natural 
gas industry, our team focuses on natural gas prices and helping businesses improve their internal processes 
for the purchase of natural gas. That is our specialty! That is our focus! For those looking to take control of their 
natural gas expenditures, the services offered by Energy Solutions, Inc., are not only cost effective, but are likely 
some of the best you will find. Our consulting services provide clients with personalized service and access to 
up to 17 different tailored company reports. However, businesses who don’t want all the bells and whistles asso-
ciated with one-on-one consulting find value in The Advisor, our multi-faceted publication that puts the decisions
-making information you need right at your fingertips.  With a subscription to The Advisor, you get 12 monthly 
editions, 48 weekly editions/educational analysis, and ongoing Alerts all for a cost of just $595 — that’s about 
the same cost as 70 dekatherms or 700 therms of natural gas.  Why not take a FREE Test Drive of The Advisor.  
Review it for one month — there’s no commitment, arm-twisting, or risk, and after 30 days, your trial automati-
cally ends — no strings attached.  But, no doubt during your trial, you’ll quickly see why so many other compa-
nies turn to The Advisor for natural gas buying assistance. 

If you have specific questions on this Analysis  or on our services, please direct your inquiry to  
 

Valerie Wood, President of Energy Solutions, Inc. (Click here for biography) 
 

Tel:  (608) 848-6255    
E-Mail:  vkwood@energysolutionsinc.com 
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