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Demand pressure has intensified for natural gas since 1997, while the gas supply response in the U.S. and Canada has been slow in coming.  Ten years ago we talked about a U.S. gas supply bubble--too much gas chasing too little demand.  Today the roles are reversed. 

The upward thrust of gas price pressure in 2000 and concern over a supply shortfall results from a combination of circumstances.  These include a doubling of world oil prices to over $30 a barrel, a 250 Bcf (or 1.5%) decline in U.S. gas production since 1997, limited Canadian gas export growth and a 15% decrease this year in the rate of filling natural gas storage.  These factors, when weighed against a 2% (380 Bcf) increase in gas demand spurred by strong growth in gas for power generation and robust U.S. GDP[footnoteRef:2] growth last year of 4.1%, have resulted in intense competition for supplies.  This caused an 80% increase in natural gas wellhead prices this year versus 1999.[footnoteRef:3] [2:  U.S. Department of Commerce, Bureau of Economic Analysis]  [3:  U.S. Department of Energy, Natural Gas Monthly] 


As a result, the U.S. natural gas industry and consumers are facing two major problems head on as we enter the winter season of 2000:

		How to keep gas prices competitive 

		Timing of gas supply and market access to meet demand growth 
	
	How can the U.S. remedy the looming problems in the natural gas industry?

		I.	Let the markets work  

			Encourage and facilitate the purchase of storage and risk management 
			services so gas distributors can put a cap on their gas costs and hedge 
			some of their supplies against severe price hikes.

	 	Encourage and facilitate natural gas distributors to buy fixed-price gas for 
				a portion of their supplies

		 	Assure a level playing field for non-utility gas providers to access markets 

				Support more transport service on gas distribution systems to serve 
				industry at off-peak times and to encourage more gas storage filling by 
		large customers

	 II.	Go forward.  Deregulation is not the problem.  It’s the solution.  

		Expedite the regulatory process to expand supply and infrastructure

		Encourage and facilitate faster turnaround in pipeline tariff and new 
		service approvals at the state and national levels

		Encourage and facilitate growth in imports from Canada and Mexico

		Encourage and expedite development of new gas prospects 
		especially in onshore and offshore areas with pipelines nearby
	
		Decrease flow limits on gas well production

		Encourage and expedite approvals of new pipeline construction

	III.	Don’t overreact to short-term imbalances with new regulations

			Do not impose price caps or price regulations

			Avoid injecting regulation into the process of balancing market supply 
			with end-user demand


