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COULD WE SEE A NATURAL GAS
SHORTAGE IN THE US?
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“Small declines in natural gas
production can have an
outsize effect on supply in
the peak winter season.”

The emergence of shale drilling (fracking) has caused US natural gas production to rise dramatically.

This has caused natural gas prices to fall dramatically, but to also dampen seasonal volatility.
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As US domestic natural gas production has grown, demand from the electricity sector has also grown. Consumption has
doubled in the last 20 years.

The reduced volatility of natural gas prices had disincentivised increases in storage capacity. Capacity as a number of
days of consumption has been in decline.

However, the key gas basin, the Appalachia basin has stopped growing production. Using SU Energy Information
Administration (EIA) data, we can see that it now has sizable legacy decline that is hard for new production to overcome.
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The falling new production and rising legacy decline, has led production to be already at 2bcf below peak production, but
with further falls possible.

Small declines in production can have an outsized effect on supply in the peak winter season. In late 2018, prices of
natural gas spiked from USD2.8 to USD5 in December. Worldwide natural gas prices tend to be more volatile when peak
storage is around 3500 bcf, compared to a peak of 4000 bcf. Over a full year of production, this implies only a daily fall
of 1.5bcf is needed to tighten the market. Appalachia production has already fallen by this much.
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Winter is coming, and so are higher natural gas prices.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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