Market Name – Natural Gas Liquids

Background

Natural Gas Liquids (NGLs) are comprised of ethane, propane, isobutane, normal butane, and pentanes. As the name implies, NGLs are found in raw Natural Gas streams, but are also a by-product of the oil refining process. The main production areas are the U.S. Gulf Coast and Canada.  Most NGLs are used as chemical feedstock or for residential heating.  Most chemical feedstock demand is located close to production areas but residential heating use is imported to the end user's region.  The main NGL pipelines are Texas Eastman, Dixie, Cochin, Kinder Morgan, Buckeye and Kanab.

While the NGL physical trading has been present for decades, evolution of financially-settled trading markets has increased dramatically only over the past 3-5 years.  Some of the developments in the marketplace are the NYMEX propane futures contract, internet trading systems like Chalkboard and NetTrade, and an industry accepted pricing service (OPIS), but the two factors that have increased interest in the forward contract market are market volatility and market liquidity provided by speculators.  With an active forward market, industry players can witness the liquidity and have warmed to participating in the forward market, putting on and exiting financial hedges.  This has led to a fully developed financial NGL market.

Current Market

Although there are five types of NGLs, the product with the most liquidity is propane, followed by ethane (E/P and purity), butane, natural gasoline and isobutane. The propane OTC market generally trades from 7:00-4:00 Central Time Monday through Friday.  Many chemical producers, propane retailers, and NGL producers are active both in the spot and forward markets as well as several brokers who serve the market.   Even though there is a NYMEX propane contract available, more than 90% of all financially-settled trades are transacted in the OTC market.  These are split evenly between brokered trades, trades done on internet trading systems and buyer-seller direct trades.  Generally, there is a correlation between market volatility and market volume and since prices in the winter have the largest swings, these are typically the most actively traded days. Daily trading volume during the busiest of days can reach into the millions of barrels.   

Significant Future Developments

Most notably there are a number of new steam cracker plants planned to come online in the next couple of years in North America.

Current Regulatory Environment

The NGL is both OTC and exchange traded.  NYMEX trading is regulated by the Commodity Futures Trading Commission (CFTC).  Generally, in the U.S., OTC trading between eligible participants is unregulated.  The IPE is regulated by the U.K. Financial Services Act (FSA).

Legislation continues to affect the oil market, specifically concerning NGL products.  The refining industry is continuously changing to comply with new environmental standards, thereby changing many of the derivatives that serve the NGL markets.

Market Conventions

There are two basic types of market transactions, physical and financial.  Physical trades can be defined by a specific delivery date or seller defined.  Financial trades are usually settled on the monthly average of the daily high and low prices as quoted by Oil Price Information Service (OPIS).  Both physical and financial trades follow the same conventions with regard to price and volume.  Prices are quoted in cents/gal and volumes are traditionally quoted in increments of thousands of bbl (there are 42 gallons per barrel).  Settlement timing is based on when the physical barrels are delivered or for financial trades on the sixth date of the following month. 
