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Events 
 
Price Peaks and Collapse.  A lot has happened since the April 2008 Committee Report. 
We experienced the peaking of global energy and commodity prices by approximately 
mid-summer 2008 followed by their equally extraordinary collapse, driven largely by the 
global recession driving down energy demand and prices. An exception in its cause, but 
not its pattern, is natural gas whose price weakness was caused not just by falling demand 
but also by excess supply. A picture contrasts U.S. price trends in 2007 and 2008 for 
major price indices. 
 

 
 
A host of factors are behind these cycles, not least of which is the flow of funds into 
commodities during the escalation phase, which coincided with a weakening dollar. 
However, while research sponsored by my organization (Electric Power Research 
Institute) found that correlations of oil price changes (for example) to the dollar have 
been quite strong since 2007, this is not at all true of many earlier years and is not nearly 
sufficiently causative to explain the magnitudes of price shifts. Nevertheless, at the 
current moment (mid-2009) we can see similar dynamics taking place with dollar 
weakness and inflation prospects again cited as attracting capital inflows into 
commodities and driving up oil and natural gas prices. The latter appears to be occurring 
in sharp contrast to gas storage levels which are nearing five-year highs and expanding. 



An example news story is “Natural Gas Gains Most Since March as Demand to 
Strengthen” (Bloomberg, June 1 2009, by Elizabeth Campbell and Mario Parker: 
http://www.bloomberg.com/apps/news?pid=newsarchive&sid=a.NLvY2wkS38).  
 
Natural Gas Price Weakness, The Shales and LNG.  A year ago we anticipated that 
global LNG development would underpin a relaxing of the natural gas market which was, 
at the time, still headed upward towards its summer peak of over $13.00/million Btu at 
the Henry Hub.  Excitement over gas shales was still largely a matter of rumor and 
skepticism toward promotional statements. Since that time, drilling results – particularly 
from Chesapeake’s wells in the Haynesville – were released and several widely 
distributed “reports” on the gas shales brought attention to them and then fanned 
enthusiasm. Notable among these were Navigant Consulting Inc.’s North American 
Natural Gas Supply Assessment, prepared for American Clean Skies Foundation with 
Chesapeake Energy’s sponsorship, July 4, 2008, and Deutsche Bank’s, From Shale to 
Shining Shale, A primer on North American Gas Shale Plays, by Shannon Nome and 
Patrick Johnston, July 22, 2008. As points of comparison, Navigant indicates full-
development production from the Haynesville, considered the greatest among the shales, 
to reach about 8 billion cubic feet per day (bcf/d) within about 10 years and total U.S. 
shale production reaching ~27 bcf/d in that time. Deutsche Bank indicates a rapid six-
year learning curve to lead the Haynesville to production of 4.5 bcf/d. These reports were 
issued while the rig count was still climbing.  
 
Another often-cited report is Tristone Capital’s Can You Smell What the Rocks are 
Cookin’? A 260 Tcf Shale Gas Revolution, October 6, 2008. Tristone projected the 
Haynesville to produce 7 bcf/d in 2018, with total U.S. production to grow from 6.8 bcf/d 
“today” to 19 bcf/d in 2018. [I have not verified the 2008 estimate. Assuming increasing 
production over the calendar year, it may be consistent with a full year average of 5.1 
bcf/d, estimated by Lippman Consulting Inc.] Lest we assume the U.S. will be awash in 
natural gas in ten years, it is sobering to see Tristone’s estimate of declines in 
conventional and Gulf offshore production of 15.5 bcf/d and 3.5 bcf/d (total = -19 bcf/d), 
respectively.   
 
What does this mean? At the very least the need for LNG imports to the U.S. appears to 
have been postponed, yet the strength of this conclusion with continued excess supply 
and price weakness depends on the “trampoline effect” as production and prices respond 
to the collapse in drilling. Gas-directed drilling has fallen to 703 rigs last week from its 
peak of 1,606 in 2008. This collapse has moved beyond imaginings by seasoned students 
of drilling cycles. Another implication is that the overall market balance, estimated by 
some to be about 5 bcf/d in excess now, may be closer to correcting itself over the 
coming decade than many realize.   
 
The result is a kind of “cognitive disconnect”, with broadly favorable physical 
fundamentals and astronomic estimates of gas-in-place contrasted with derailment of 
much of the gas industry and institution of new policies potentially adverse to production 
economics. Just as it is difficult for producers to maintain viability with plummeting cash 
flows as hedges run their course, it is also difficult for large users of gas and even 



policymakers to promote high-capital cost alternatives to gas-fired generation (such as 
nuclear plants or coal plants with or without CO2 sequestration). This is a significant 
policy and business planning issue which will require sound analysis in the face of too 
little information and radical swings in activity and, potentially, prices. 
 
Recession Snapshot. The recession has substantially affected the energy markets, 
although it is not easy to discern its impacts and there are lags in availability of data. 
Based on research sponsored by EPRI, it appears the greatest impacts derive from the 
downturn in the industrial sector. Total electric sales are down over 3% year-to-date. 
Industrial sector gas demand is down about -2.6 bcf/d, also over 3%. The full year 
decline in gas demand would be less, about -0.5 bcf/d according to EIA or -2 bcf/d 
according to a private forecaster. In the industrial sector, full year impacts are expected to 
be greater, about -1.3 bcf/d according to EIA or -1.7 bcf/d according to a private 
forecaster. These figures do not convey the severity of impacts, in that 2008 activity was 
depressed toward the end of the year reducing the 2008 averages. Further, the periods of 
very low natural gas prices has propped up gas demand somewhat in the electric sector 
by non-trivia amounts of some 2 bcf/d. This is occurring when gas-fired generation in 
some regions proves to be less expensive than coal-fired generation. This coal-gas 
competition is quite unusual and varies from month to month – it would not be sustained 
at such high levels under rising natural gas prices.  
 
Global oil demand over the first quarter is down 3.5% or over 3 million barrels per day 
(it averaged about 87 million barrels per day in Jan-March 2008). Commercial 
inventories recorded during the first quarter are at anomalously high levels and the stage 
is set for these to continue to rise. EPRI’s investigators have pointed out that a similar 
imbalance occurred in 1998 when market prices plummeted – the opposite of what we are 
experiencing now. Finally, it is important to point out that coal use is down sharply, 
again about 3%. Drawing on more limited data for recent months on levels of coal-fired 
generation, monthly outputs have been running about 4-5% lower than in 2008, and there 
is reason to believe these levels could have declined as much as 14% in February-March 
(and in some regions over 20%) – namely, coal-fired generation has experienced a 
disproportionate share of the decline in total electric sales. 
 
 
Committee Issues 
As of this writing (June 2, 2009), we have received 15 responses from the 40 members in 
EMD known to have indicated “Energy Economics” among their interests. This is a one-
day response rate to our questionnaire, which was sent out the day before. Anyone can 
obtain information on their colleagues’ EMD interests by searching the members-only 
directory using the pull-down menu of our committees. 40 compares, for example, to 105 
with an interest in shales, 104 in coalbed methane, and 9 in coal. Obviously there are far 
more members in AAPG and EMD with interests in many of these topics than is 
currently recorded under member profiles. Among the 40 with a stated interest in 
economics, 80% are also interested in shales, 65% are also interested in coalbed methane 
and 10% are also interested in coal. Most encouraging, 14 of the 15 expressed an interest 



in serving as a point of contact for committee involvement, envisioned to entail such 
things as: 
• emailing the program chairperson or the group 
• telephoning the program chairperson 
• outlining questions, concerns, or making and sharing observations based on  

o energy developments with which they are familiar, or 
o meetings they have attended which included material related to energy economics 

and technology 
The 15th was too busy in the immediate future with service to his geological society. It is 
gratifying to see this level of interest from such a small sample, and to anticipate the 
beginning of an information network. I’ll digest and summarize the responses in a future 
communication. 
 
Questionnaire 
The questionnaire used in this survey is reproduced below. Anyone who has not already 
responded is welcome to do so. 
 

 
--Jeremy Platt, June 2, 2009 

Dear Fellow AAGP Member 
and Member of the EMD, 
 
As chair of our very small 
committee on Energy 
Economics & Technology, 
and in advance of our 
Annual Meeting next week 
(and this Saturday for the 
custodians of EMD), let me 
ask you four questions. Your 
responses will help us form 
a more robust and 
responsive committee. 
 
Background: I looked into 
EMD’s online membership 
section and searched under 
“Energy Economics”. The 
names of 40 people popped 
up (all your emails above in 
the “CC” section). Most of 
you are interesting in many 
things in addition to 
economics. For example: 
• 80% of you are also 

interested in SHALES 
(so am I – who isn’t 
these days?) 

• 65% of you are also 
interested in 
COALBED METHANE. 

• 10% of you are also 
interested in COAL.  

• And the list goes on. 
 
TO REPLY, just click “Reply” 
(not “reply all” unless you 
want a broader audience) 
 
QUESTION 1: Did you get 
this note?  Your reply will 
help verify we were able to 


