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Storage levels began the injection season at 1,986 bcf and as one
can see in the graph to the right - this is well above the levels in
2018 and at 2019 and at rough parity to 2017. So any upside price
movement in the market will have to swim upstream against these
high levels.
Last week saw a relatively low injection of only 43 bcf due to
unseasonably cold temps during the week and the market reduced
the year-on-year surplus by 49 bcf with total levels at 2,140 bcf. The
next three weeks are likely to see total injections of 275 bcf and
thus bring total levels to around 2,415 bcf for what would then be
792 and 406 bcf surpluses respectively to last year and five-year.
If valid, then the remaining injection period would have to incur
reductions of 4.5 bcf/d to not exceed last year’s ending level on
October 31st of 3,719 bcf. And this is not likely to happen with
supply reductions being offset by demand destruction. So this Fall
could well see severe price weakness in the front months to force
re-balancing and avoid the potential of no room left in storage.

What is the extent of the upcoming production decline for natural
gas over this year? Analysts’ projection for such are all over the
place and my own thoughts on it have wide range of outcomes.
Part of the issue too will be that it will be difficult to distinguish
from the reported data what part of any decrease is true long-term
well decline and what is more temporal acute economic shut-ins
and operationally-induced via oil well shut-ins.
But most of the projections that we have seen place such between
4.5ish and 7.0ish bcf/d by the end of this year (right chart). And we
kind of fall into that camp as well. Near term - the market might
already be down to around 91 bcf/d - and despite the EIA weekly
estimates showing 93ish bcf/d (96.3 bcf/d peak in Nov). The
uncertainty due to accurately gauging the level of acute shut-ins.
Notwithstanding the severity of supply decline - the market will
still likely face the prospect of no storage space by late September
when the demand destruction via Covid is taken into account.

As one would expect, producers are responding rapidly to the crude
oil price collapse and lower cap-ex/capital availability. The problem
of course is that it is likely too little too late.
The crude oil rig count stands at 378 rigs running as of the week
ended April 24th. This is a week-on-week decline of 60 rigs. The
count has fallen by 305 rigs or 45% in the last six weeks. And the
current level is 427 or 53% percent below the same week last year.
The gas rig count wasn’t that relatively high to begin with pre-Covid
and oil collapse. Nonetheless, it has been declining as well. The rig
count stands at 85 - down 38 rigs (30%) since the start of the year
and 101 rigs (46%) since the same week last year.
Clearly, as the market has already surmised, there will likely be a
steep decline in production levels of both commodities throughout
2020. But the unknown for both though remains the high levels of
DUC’s in the Permian with such at 3,441 wells. So do producers
with reduced capital access complete some of these wells in lieu of
new-drill and thereby slow the otherwise pace of supply decline?

Of course similar to the amount of production decline, it is going to
be difficult to project precisely how much domestic and export
demand the U.S. will lose in the coming months.
So far, power generation is running higher than last year over the
last month. But as you will see later on in the second to last slide
herein, that comparison is not on weather-adjusted basis and
baseline demand has and will decline.
The big demand swing, with domestic demand faltering, will of
course be export demand. Mexican pipeline exports (not shown
graphically) have fallen by almost 1 bcf over the last month
according to data we have seen. LNG exports are heading towards 7
bcf/d at the end of last week (down 2.5 bcf from the weekly peak).
And LNG exports will decline further - maybe down to an average
below 5 bcf/d for Q2 and Q3. We have warned of this for several
months, but the price arb to Europe has turned negative through
August and this is below marginal cost to ship - let alone full cost.

As is obvious by the collapse of the May crude contract last week into expiration - U.S. oil storage capacity is an immediate concern for the
market. Depending on the data veracity and more importantly on which market factors might change over the coming weeks - storage at
Cushing will be full by mid-May and all U.S. storage will theoretically be full by the end of May. U.S. gasoline demand will probably begin
to improve a bit in May as more states end their lockdowns and daily miles-driven pick up somewhat. But that partial recovery will not
begin to fill the void in refinery demand 4 to 4.5 million bbls/d.
And clearly a lot of oil and gas producers will not survive this latest downturn in the oil patch. The financial-standing of even large publicly
traded large producers is likely to push many into Chapter 11 bankruptcy - especially both public and private producers that have debt to
EBITDA ratios of 2.5+ to 1. The current “bust” episode is likely to be the worst of all time and likely will exceed the carnage seen in 2016.

So what will be the demand effect within ERCOT look like in the Coronavirus aftermath? Early ERCOT data compared to baseline models
has shown that total demand was down around 5%, early morning demand was 6-10% lower and peak demand was 2-3% lower. And even
more recent data for the week ended April 22nd had ERCOT daily demand lower by almost 8%. And lot of other ISO’s around the country
are even lower with double-digit percentage declines. We recently saw a Wood Mackenzie report that estimated the peak summer demand
in ERCOT would be lower by 4,600 mw this summer and even 2,100 mw lower for the summer of 2021. And lastly, ERCOT’s hourly
weekday has moved back to HE 18 in lieu of the long-standing and historical HE 17 and will change the hourly price curves accordingly if
it continues into summer. The economic impact and possible deep recessionary aftermath of what has transpired will likely linger for some
time in the U.S.. The bottom line is that ERCOT demand will clearly be lower to some extent this summer as commercial and especially
heavy industrial demand is not likely to come close to running at full capacity at least through Q2 and Q3 of this year.
(Note the huge daily demand drop in Germany and Italy in the bottom two graphs just as a possibility for the U.S if lockdowns continue)

The Euro weekly forecast doesn’t have anything significant other than some
pretty good above normal in the Southwest and Texas this week.
And we want to update the drought situation in Texas. As one can see below,
the significant drought/dryness through the middle of the state has morphed
into drought-like conditions only in South Texas and up through mid coastal
regions. Note that good precipitation occurred through the middle part of the
state during January - April.
But then note too that the Euro forecast for May has above normal precipitation
occurring for those most effected regions if such is indeed valid. As always, May
and June are critical to contributing to soil moisture levels to keep summer
temps moderate before the typical July and August dryness sets in.

