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• Dave has reached maximum operating temperature as Peak 
Summer is upon us and weather records are falling like AC 
temperature settings

• Ed updates the Recession Dashboard in All Things Economic, 
and explains recessionary impacts on energy demand

• Key Fundamentals: Keith and Brian talk supply & demand, 
storage and the latest excitement in ERCOT, while Freeport LNG 
appears to be stuck in the bullpen through the World Series

• Game Theory: the team frames up how to think about the 
fundamental landscape in a Texas Hold’em format

• Your Qs & Our As

• Tomato Club Update!
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• Current national heat pattern is tracking close to 2011 
& 2012, the two hottest Julys on record. 

• Forecast for July 16-31 raises outlook for CDDs to 415 
which may challenge 2011 (above right) for the title  
of Hottest July since 1950. 

• Little change in Drought conditions nationally. Roughly 
90% of the area of the U.S. is in at least abnormally dry 
conditions with 10% in Severe Drought. 

• One year ago, only 6% of the nation was drier than 
normal. The situation has become much worse in 
Texas, sustaining what is so far the hottest summer on 
record. 

July 2011 Actual Verification – 416 PWCDD’s (1st) 
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• Analog years combined with above normal water 
temps in the tropical Atlantic and an ongoing weak La 
Niña suggest the hurricane season will be active with 
nearly 20 storms expected; the highest risk in the 
Southeast and Mid Atlantic. 

• National pattern is forecast to remain hot through 
September, though tropical influences pose a cooler 
risk  particularly over the Midwest and East. 

• Summer 2022 may end very close to 1040 PWCDDs 
meaning it may place in the Top 2 slot of hottest 
since 1950 or tie with 2018, the hottest summer on 
record with 1040 PWCDDs. 

• Texas is on pace to notch its hottest summer ever, 
surpassing 2011 and perhaps 1980, presently the two 
hottest on record for ERCOT. 

• Heat has been prominent in parts of Europe as well, 
leading to an increase in cooling demand, especially 
in the Mediterranean Region. 

• Interesting winter ahead? Stay tuned…
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a Recession is likely. The slowdown in 
economic output may be nonconforming as conditions deviate from normal and the Russia/Ukraine 
war has no end in sight.

Typical Recession Issues Why This Recession May Be Atypical

• Higher energy/commodity prices 
increase inflation

• FED raises rates 
• Equity markets fall
• Cryptos or speculative 

instruments fall sharply 
• Yield curve inverts
• Consumer confidence/Spending 

slows 
• Federal spending slows 

• Global energy arbitrage keeps demand 
high

• Car and truck sales may increase as 
supplies become available 

• Long term interest rates may continue 
higher even after the FED starts easing 

• Labor shortages may imply a soft landing 
even if there isn’t one

• Supply issues may not ease as quickly as 
hoped

• Housing prices may not ease
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Recessions often have the largest impact on demand for petroleum products. Natural gas 
demand tends to be inelastic due to the tie to power generation and since 2010, sovereign international buyers.
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• The EIA estimates gas production for WE 7/14 is 96 Bcf/d while independent analysts are closer to 95.8 Bcf/d month 
to date; consistent with June’s production level

• EIA’s July Short Term Energy Outlook lowered its end of year forecast for dry gas production by 1.5 Bcf to 98 Bcf/d

• On June 30th, the EPA announced it was considering designating the Permian basin of TX/NM to be in “non-
attainment” with its ozone standards. If deemed in violation, TX/NM state regulators would have three years to 
develop plans to lower ozone levels. The Permian basin produces 43% of U.S. oil output so uncertainty over 
regulations could discourage future investment.  
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October Storage Drivers

• EIA’s July STEO estimates end of 
October storage at  ~3.5 Tcf

• Whether production grows to 98 or 
~100 Bcf/d by end of year matters

• Storage currently at 2.4 Tcf but 
production at 95.5 Bcf/d

• Freeport’s 2 Bcf/d of lost 
demand being chewed up by 
strong power burns

• Elasticity: Natural gas is less 
“elastic” now than when coal 
capacity could displace

• Growth in intermittent 
renewable sources requires gas 
generation to balance grids

Historical correlation
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• The EIA’s estimate of gas burns for power generation averaged ~40 Bcf/d for June 30th – Jul 6th and ~42 Bcf/d for July 7 
– 13th, roughly on pace with Summer 2020 but higher than year ago levels by ~5 Bcf/d or 15%.

• Over the past year 34 coal plants retired removing ~13 GW of capacity from the grid. U.S. coal generation declined to 
211 GW from 305 GW in 2012 as environmental factors, low coal inventories and supply chain challenges have forced 
plants into retirement.

• In the old world, coal generation could displace gas generation on a comparative cost basis.
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Texas is on pace to match or surpass the summers of 1980 & 2011, hottest on record as 
new load records are now 5 GW more than the August 2019 record. Gas fired generation could be stretched to help 
balance renewable generation.  If so, this would bring further volatility and raise ERCOT forwards for 2023 & ’24. 

• Dallas broke its daily temp record of 110o F from 1980 yesterday and ERCOT set a new all-time record load of 79.7 
GW, its 9th so far this summer.

• Wind generation remains a critical supply variable. On July 13th when wind production underwhelmed, prices 
spiked to the price cap of $5,000/MWh (see appendix). 

• ERCOT has been able to call on 2 – 3 GW of demand response and other customer driven load shedding actions, 
but wind generation remains critical and late July & August are notoriously non-windy months.
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• Demand for U.S. Central Appalachian exports to Europe have pushed U.S. CAPP coal prices up to $175/short ton. 
Yet, production has struggled to recover to pre-pandemic levels due to lack of investment. 

• Thirteen gigawatts of coal generation retired over the past 12 months, on top of the ~65 GW that retired from 
2012 – 2019 due to more stringent emissions rules from EPA and lower natural gas prices.
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FLOP THE NUTS (best possible hand)

FOLD ‘EM
WAIT FOR THE “TURN” and “RIVER” 

(mixed outcomes/still uncertain)

Buyer’s Hand (Present Day)

Production 
Outperforms

More LNG 
problems/Freeport 

outage extends

Near-term heat 
subsides/June 

pattern returns

Global Energy 
Crisis

Recession/Demand 
Destruction

Freeport LNG 
Return to Service

Active hurricane 
season/Gulf 

production outages

Broad summer 
heat extends 
into August

Production 
lags/flattens

Improved Storage/
Freeport LNG Outage 

until October

Marginal Production 
Growth

Source: The Fong Academy of Poker
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Source: Constellation Tomato Club
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Next Webinar: Sept 21st @ 2 PM EST
Save the Date. Your favorite fundamentals 
team will be back in action to review any 
changes to the summer forecast, banter 
about Economics, Production & Storage and 
help you position your business in energy 
for the upcoming winter.

Stay informed! 
Adjust your subscriptions to receive all of the 
latest market news by visiting: 
www.Constellation.com/Subscribe

Questions or Comments: Contact the Commodities Management Group (CMG) team at: 
CMG@Constellation.com.

http://www.constellation.com/Subscribe
mailto:CMG@Constellation.com
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Prices came off on each announcement that the Freeport LNG terminal will be offline longer than 
the previous expectation. That has reversed itself as we continue to get strong heat in ERCOT, the Midcon, West and now 
out east the week of July 18th.  
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U.S. natural gas futures in the 12-month are experiencing the same volatility that 
near-term months are experiencing due to the risk posed through the winter by the current bullish drivers.
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• Prices for TTF are up a 10-day maintenance outage on Nordstream 1 pipeline which is schedule to end July 21st.

• As Europe bids up TTF to attract LNG, developing countries are rationing gas.  Pakistan has seen rolling blackouts as 

LNG imports have declined. Oil Price: Pakistan Blackouts

•

•

•

•

•

https://oilprice.com/Energy/Energy-General/Europes-Insatiable-Thirst-For-LNG-Is-Causing-Blackouts-In-Developing-Countries.html
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Source: ERCOT

Wind generation has 
begun declining in July, bringing more volatility 
to ERCOT.   

• Wind generation played a large role in June but 
began declining after July 4th and on July 13th at 
noon was only ~700 MW.  On days when wind is 
stronger, wind generation would bottom near 3-5 
GW at noon. 

• Low wind created much tighter grid conditions that 
later in the day 5-8pm CST there was still not enough 
wind to offset declining solar generation.  
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Source: Constellation Prices as of COB 7/18/22

w/w ∆ m/m ∆ w/w ∆ m/m ∆
NYISO NY Zone G 7.2% -1.3% 4.5% -1.3%

ISO-NE MassHub 8.6% 15.5% 8.7% 15.5%

PJM Mid-Atlantic West Hub 6.3% -6.3% 4.3% -6.3%

PJM Ohio ADHub 5.7% -6.3% 4.1% -6.3%

PJM Illinois NIHub 5.9% -7.6% 4.5% -7.6%

MISO Illinois IndyHub 6.3% -7.2% 3.7% -7.2%

MISO Michigan MichHub 6.4% -7.0% 3.8% -7.0%

ERCOT North 10.8% 0.9% 4.8% 0.9%

ERCOT South 10.8% 1.3% 4.8% 1.3%

CAISO SP15 5.8% -0.9% 0.8% -0.9%

CAISO NP15 5.5% -0.1% 0.6% -0.1%

HubMarket
Cal-24, RTCCal-23, RTC


