U.S. Natural Gas Prices Soar (Washington Post)

The Washington Post - 12/19/2003
Natural gas prices around the nation have hit their highest levels since March, just before the Iraq war, driven up by December's winter storms and a surge of speculative energy trading by investment funds. 
Buyers were paying more than $7.10 per thousand cubic feet for gas yesterday on the New York Mercantile Exchange, where energy companies and traders bid on large amounts of the fuel. The price has risen by more than 50 percent since the Monday before Thanksgiving. It was $5 per thousand cubic feet a year ago. 
Washington Gas's 960,000 customers will be paying the higher prices on about half the fuel they burn next month. The rest of the utility's supply was purchased last summer at somewhat lower prices and stored for the winter, or is protected against very large price increases by financial contracts. 
Industry officials say the latest escalation in gas prices is fundamentally due to a thin margin between supplies and demand for the crucial heating and industrial fuel, which provides almost one-quarter of the nation's energy needs. 
"Basically it's demand outstripping the supply," said Sean T. Sexton, senior director at Fitch Ratings, a bond rating firm. 
But another big factor in this month's price leap is that financial firms and energy traders have been speculating on shifts in gas prices, analysts and traders said. 
Just as motorists have become used to seeing gasoline prices swing from $1.50 a gallon to $2 and back down in a matter of weeks, households and businesses face wild price gyrations in natural gas prices for at least several more years, the American Gas Association said recently. 
Output from older gas wells has been declining more quickly than expected. Large new gas reserves are not being found or opened up. Meanwhile, the demand for gas keeps growing because it has become the fuel of choice for new electric power plants. The energy bill that Congress has struggled over for two years would not raise production significantly for years, some energy officials say. 
The supply gap should be closed eventually by deliveries of liquefied natural gas by ship from the Caribbean, Africa, the Middle East and Asia, energy officials say. But first, new liquid natural gas facilities costing billions of dollars must win regulators' backing. 
While acknowledging the strains on gas supplies, some analysts say this month's jump in prices is higher than it should be based on economic and weather factors. Inventories of stored gas are at normal levels and 8 percent above last year's levels at this time. 

But strains on supplies have left the gas market balanced on a knife's edge, vulnerable to price swings. 
"Hedge" funds, restricted to wealthy investors, and other specialized funds, with $500 billion of capital in hand, are increasing their bets on gas and other energy commodities, says a report by the Energy Intelligence Group. 
Volatility is the magnet pulling in traders. "It's brought on a slew of speculators," said Michael Ross, a trader with BP Capital, the Dallas firm headed by T. Boone Pickens, a legend of the 1980s corporate merger and takeover battles. For some funds, the payoff has been huge. Pickens's firm is not trading daily in the energy market, aiming instead at mid- to longer-term positions, Ross said. But it has done well the past year, he said. Its commodity fund, restricted to about a dozen investors, is up $420 million this year, an annual gain of 375 percent, according to the firm. 
Heading into December, many traders had expected gas prices to stay flat or even decline because of the recovery in gas inventories, Ross said. 
Then came the first blasts of winter weather and unexpected reports that U.S. manufacturers were beginning to increase their operations, boosting demand for gas. Traders who had been betting on falling gas prices suddenly saw prices rising and had to rush back into the market to buy gas contracts or suffer heavy losses, said analyst Peter Beutel of Cameron Hanover Inc. in New Canaan, Conn. 
When prices started to rise, other traders climbed on the bandwagon. "Invariably, the speculators will bid the market higher," as long as supplies appear tight, he said. 
Many economists hold that speculative trading adds buyers and sellers into the mix, making prices more competitive in the long run. But the immediate impact of volatility and speculation may have raised prices by $1 or more per thousand cubic feet, or 10 cents a therm, the measure of natural gas on consumers' bills, Beutel and other analysts estimate. 
One traders' gain is a loss for the trader on the other side of the deal. But consumers pay too, if the trading sends prices higher than they otherwise would be. And that has happened, analysts say. 
"We think the market has overshot," said Bruce B. Henning, a director of Energy and Environmental Analysis Inc. in Arlington. 
At some point, traders' prevailing views will shift in the other direction and a selling wave will take hold, Beutel said. "They're going to be jumping to get out of this. It's going to be a bloodbath to get out. But I don't see a sight of it today."
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