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Understanding the Recent Price Rally 

The following article was  

published in the January 27, 2014,  

monthly edition of The Advisor 

 

Heading into the winter of 2013-2014, meteor-

ologists warned of quickly flip-flopping tem-

perature fluctuations due to the lack of El Niño 

or La Niña conditions. So, while the market 

was bracing for some quickly changing 

weather, it did not anticipate to experience the 

coldest temperatures in close to two decades.  

Worse yet, the market did not expect to ex-

perience those severe temperatures more than 

once in a single winter, but that is exactly what 

is happening.   

 

Market Survives Early  

January Polar Vortex 
 

 From January 5-8, 2014, a polar vortex blan-

keted a large section of the nation.  A polar 

vortex is a large pocket of very cold air, typi-

cally, the coldest air in the Northern hemi-

sphere, which sits over the polar region during 

the winter season.  This year that frigid air 

found its way into the United States when the 

polar vortex was pushed South, reaching 

southern Canada and the northern Plains, Mid-

west and northeastern portions of the U.S.  

The polar vortex moves around at times during 

the course of the winter, but rarely does it get 

pushed as far south as it did in early January.  

However, by January 10-11, the polar vortex 

retreated and returned to its proper place near 

the North Pole.   

 During the early January cold, there  were 

regional constraints.  Physical natural gas 

prices rose, but the February 2014 natural gas 

NYMEX contract never made it above $4.43 

per MMBtu.  Thus, many analysts felt the 

price level of $4.50 per MMBtu was a signifi-

cant level of price resistance, and would serve 

as a price ceiling for price advances.    Unfor-

tunately, for buyers, that assessment has 

turned out to be woefully incorrect. 

Second Blast of Cold Tests Deliverability 
 

 The polar vortex that blanketed the eastern half of 

the U.S. in early January retreated after a few days.  

Meteorologists have now been focused on a second 

blast of arctic air that is currently crossing the 

Northeast and the Midwest.  While there are differ-

ing opinions on whether or not this is a second ex-

perience with the polar vortex, there is agreement 

that this bout of bitter cold has and will be much 

more relentless than the bitter cold of January 5-8.  

Unlike early January, this blast of arctic air is arriv-

ing in three waves with very little reprieve in be-

tween.   

 Rising heating demand typically causes physical 

natural gas prices to rise, with the greatest price in-

creases occurring in constrained regions.  For exam-

ple, physical natural gas prices in California and 

Oklahoma have gravitated toward $5 per MMBtu, 

while physical natural gas prices in the Midwest 

have reached $8-$9 per MMBtu.  However, in some 

very constrained Northeast regions, physical natural 

gas prices have climbed to $70-$100 per MMBtu.  

This may seem absurd, but the issuance operational 

flow orders and utility constraints, mean customers  

can be assessed some stiff penalties for using more 

than their allocated share of natural gas supplies. 

 

Well Freeze-Offs are a Growing Problem 
 

 With natural gas production levels at record highs,  

particularly  in the Appalachians, it is difficult to 

comprehend why natural gas prices have risen to 

triple digits in the Northeast.  One of the problems 

has been well freeze-offs. 

 Well freeze-offs occur when a small amount of 

water produced alongside the natural gas crystallizes 

inside the pipelines.  This blocks the flow of natural 

gas and causes the well to be shutdown.  There are 

three ways to fix this situation: 1) wait for the 

weather to get milder; 2) pump methanol through 

the pipes; or 3) apply external heat.  In almost all 

cases, operators opt to wait for the weather to get 

milder as that carries with it the least amount of risk.   

(Continued on page 2) 
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Well Freeze-Offs (cont.) 
 

 In regions that are used to extremely cold tempera-

tures, such as parts of Canada, wells are outfitted to 

endure extreme cold.  However, the parts of the U.S. 

that are suffering from well freeze-offs are experi-

encing the coldest weather in close to two decades, 

and well freeze-offs have become a growing prob-

lem.   

 According to Genscape, as of Thursday, January 

23, well freeze-offs climbed to 1,426,000 Mcf, up 

from 392,000 Mcf on Tuesday.  The hardest hit re-

gions for well freeze-offs have been Northeast Penn-

sylvania, Arkansas, West Virginia, Ohio and Okla-

homa.  Given the fact that the colder weather is con-

tinuing into this week, it is likely that the volume of 

natural gas lost due to well freeze-offs will simply 

continue to climb. 

 

Storage Falls to Five-Year Lows 
 

 When there is rising heating demand and well 

freeze-offs, the nation relies more heavily on natural 

gas storage inventories.  As of January 17, natural 

gas storage inventories are 20 percent lower than last 

year’s levels at this time.  The brutal cold has al-

ready resulted in two record high withdrawals this 

season — a withdrawal of 287 Bcf for the week end-

ing January 10, 2014, and a withdrawal of 285 Bcf 

for the week ending December 13, 2013.  Given the 

impending weather, the market is already expecting 

some significantly larger than average storage with-

drawal for the weeks ending January 24 and January 

31.  Overall, the storage inventory gap between last 

year’s levels and the five-year average is expected to 

continue to widen into early February. 

 There are also heightened concerns over what 

these very strong storage pulls could do to overall 

storage deliverability, as storage fields need time to 

recover to maintain pressures.  If storage gas is with-

drawn at too fast of a pace, then the overall storage 

field’s capabilities to hold and maintain natural gas 

can be jeopardized. 

(Continued from page 1) February 2014 Natural Gas NYMEX 

Contract Soars 
 

 Meteorologists have been warning of the 

anticipated cold to strike the eastern half of 

the U.S. for the last 7-10 days of January.    

The anticipation of cold caused the February 

2014 natural gas NYMEX contract to settle at 

$4.431 per MMBtu on Monday, January 21.   

 With natural gas production levels still at 

record highs and the fact that the February 

2014 natural gas NYMEX contract only made 

it to a high of $4.43 per MMBtu during the 

polar vortex experienced in early January, 

many top financial firms and traders sug-

gested that the incoming cold was “fully 

priced” into the market.  In fact, many ex-

pected technical selling to occur at around 

$4.50 per MMBtu, and “selling” pushes 

prices back down.  This has turned out to be a 

very incorrect assessment. 

 From January 21-24, the February 2014 

natural gas NYMEX contract skyrocketed by 

approximately $.75 per MMBtu, surpassing 

$5 per MMBtu on Friday, January 24.  The 

recent price gain is very interesting because  

the majority of the price moves have been 

occurring during overnight trading hours.  

This is indicative of a very strong speculative 

influence at this time.   

 In particular, on Wednesday, January 22, 

the February 2014 natural gas NYMEX con-

tract gained $.25 per MMBtu in after-hours 

trading, rising to a high of $4.97 per MMBtu 

before the NYMEX floor even opened on 

Thursday, January 23. However, the over-

night price gain did not hold, and the Febru-

ary 2014 natural gas NYMEX contract price 

retreated through the day. 

 But … 
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