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Executive Summary – This memo is intended as guidance for BDMs regarding the key factors, drivers, and 

considerations in the natural gas market for 2022. The data is drawn from the EIA and other reliable sources. If the 

latest EIA forecast for production and demand were to materialize, this would suggest a modest loosening of the 

natural gas supply/demand balance from last year. However, the pricing level this year versus the same period last 

year, is substantially higher so the supply/demand balance may be looser, but in a much higher-priced environment. 

• Nat Gas Production Forecast to Increase 

2021 natural gas production averaged 93.5 Bcf/d, up 2.2% from the prior year (EIA). 2022 natural gas production is 

forecast to increase 2.5 Bcf/d, or 2.7% year-over-year (EIA January 11, 2022 STEO). Producers showed discipline in 

2021. After years of sub-par earnings, debt accumulation, and poor share-price performance, they reacted in muted 

fashion to rising prices last year. Will this discipline continue? Most market watchers expect that it will. However, 

producers will have to increase capital expenditures and will have to drill more in 2022 than in recent years to make 

up for lost ground.  

As production increases, we will be watching to see if pipeline constraints emerge in the Permian and Appalachian 

basins and squeeze prices. In Appalachia, producers have suffered under a cycle of on and off basis constraints since 

2013 as new pipelines would come online, capacity would increase, and production would eventually rise to fill the 

new space and constraints would emerge anew. Two new pipelines came into service last year in the Permian which 

eased constraints in this region and improved prices for producers. As these two plays are likely to see the bulk of 

producer activity over this year, both basins are likely to see capacity constraints emerge and wider basis differentials 

as a result. 

• Exports Strong – Meaningful Offset to Production Increase 

2021 LNG exports averaged 9.8 Bcf/d (EIA). EIA forecasts LNG exports for 2022 at 11.5 Bcf/d, a 1.7 Bcf/d increase 

(up 17% year over year). Importantly, if EIA’s 2022 forecast for production increasing 2.5 Bcf/d holds, much of that 

increased output would be offset by increased exports of LNG. It is worth noting that the U.S. is poised to become 

the number one exporter of LNG in the world in 2022. 

The U.S. also exports gas by pipeline to Mexico and Canada. In 2022, EIA expects gross pipeline exports of gas at 8.9 

Bcf/d, up 0.4 Bcf/d from 2021. When considering the new reality of “U.S. as gas export king,” one needs to consider 

that if the EIA 2022 export forecast is correct, combined LNG and pipeline exports will be 20.4 Bcf/d, or 21% of total 

domestic production.  

• Winter 2021/2022 – Still a Potential Role to Play 

Winter 2021/2022 still has a role to play in the 2022 supply/demand balance and pricing action. After a very 

warm start, January is coming in colder-than-normal, and February looks cold as well.  If the current forecast for 

the remainder of this winter holds (big contingent) – then winter 2022 would be the coldest since 2014/15 and 

would be below the 30-year average; Significant deviation warmer, prices soften, significant deviation colder, 

prices push higher.  

• Inflation on a Roll –What Impacts on Energy? 

Inflation has indeed become a major factor in the economy, financial markets, and potentially energy markets. If 

inflation is higher for longer – then energy prices, particularly the natural gas strips 2023-2027, are much worth 



 

 

considering. The Fed is going to increase rates two or three times in 2022 and this could act to slow the economy 

and crimp demand for energy, so there is a potential offset. Generally, inflation favors higher energy prices, and we 

have an abundance of inflation currently. The Fed is signaling two to three hikes in interest rates this year to tame 

inflation. The challenge will be for the Fed to bring inflation under control but to do so without short-circuiting the 

business cycle which would be bearish for energy prices. 

• Fair Value of Natural Gas -- An Important Point for Customers in 2022 

The ten-year average price of natural gas (unadjusted for inflation) is $3.07/MMBtu (2012-2021). The five-year 

average price of natural gas (unadjusted for inflation) is $2.95/MMBtu (2017-2021). 

Interestingly, the five-year average natural gas price for the period 2023-2027 is $3.19/MMBtu as of market close 

on January 14, 2022, very near the unadjusted five and ten-year averages. This should continue to have end-users’ 

attention. 

The balance of 2022 is priced at $4.17/MMBtu (As of 1/17/22), a significant premium to the five and ten-year 

averages and should be approached more opportunistically. 

Other Considerations: 

• Volatility is likely to be relatively high in 2022.  

• Customers will need to be ready to act more quickly when opportunities present. 

• Global LNG prices affected U.S. nat gas on the margin in 2021 – likely to continue going forward. 

• Storage inventories forecast to be near 1.8 Tcf at the end of March – 8% higher than the five-year average. 

Not bullish, but not overly bearish either – trending neutral as a market force in Q2 2022. 

• The hydro-power situation in the Pacific Northwest and some parts of Northern California is better this year 

and helps offset gas demand in the west. 

SUMMARY 

The natural gas supply/demand balance for 2022 looks a bit looser, particularly in the second quarter, than last 

year. Producer discipline played a major role in keeping the natural gas supply/demand balance relatively tight in 

2021 and was a strong force in the upward pricing action. A repeat of such discipline may be in the cards for 2022, 

but production is forecast to rise by 2.5 Bcf/d (EIA) to average 96 Bcf/d for the year. A significant deviation (up or 

down) from this forecast would have an effect on the gas market. The second major force in the market are 

exports. The EIA forecasts LNG exports to average 11.5 Bcf/d in 2022, up from 9.8 Bcf/d in 2021. Additionally, 

pipeline exports of gas to Mexico and Canada are forecast (EIA) at 8.9 Bcf/d in 2022, an increase of 0.4 Bcf/d. The 

combined increase of LNG and pipeline exports would be 2.1 Bcf/d, nearly offsetting the forecast increase in 

production (+2.5 Bcf/day) for the year. Winter is still a factor in this market. January is coming in cold in key 

markets and overall, this winter (currently 11/17/2022) is on track to be the coldest in seven years. If this holds, 

winter weather becomes increasingly supportive of the current market pricing and plays a role in keeping the 

overall price floor higher than it otherwise would be in 2022. Inflation is here to stay. In the past, inflation has been 

expressed in higher energy prices. Fair value for natural gas is a topic of engagement. A good measure of fair value 

can be a raw average of past pricing. When looking at the ten-year and five-year average (NYMEX monthly 

settlements) for natural gas, the five-year strip (2023 through 2027) is close to those averages and should be on 

the radar. The current remainder of year 2022 pricing is significantly higher than the five- and ten-year averages 

and should be approached on an opportunistic basis. 
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