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Downriver Risks 

Energy Fundamentals Update 

 

All Eyes on China Reopening 

 China lifts strict Covid-Zero policies, aiming for strong reopening post Lunar New Year 

 Jet fuel demand will be a leading indicator of the reality of China’s reopening 

 Warm weather forecast for January sinks natural gas prices in US & EU benchmarks 

 Russian sanctions taking effect in February 

 India is expected to set age limits on marine tankers, cargos and carrier vessels  

 

One of my formative experiences learning physical trading 

years ago was when my former boss taught me about fat-

tail risk and working out a narrative. In an accent straight 

from a Lower East Side deli, he always asked me to “tink” 

about the “second and terd (third) ordah (order) effects of 

tings (things).” How does a single refinery outage back up 

the pipeline system? Where do the replacement products 

come from? Now where do those areas get their supplies 

from? Do they draw from inventory? It taught me to think 

in holistic systems and material structures. 

Applying this lens to some recent market developments 

have posed an interesting story we would like to explore 

today. 

First, the abnormally warm, consistent weather forecasted 

for both the United States east coast and continental 

Europe since December 15th.  Warmer weather is good, at 

least for the gas supply and demand balances in Europe 

this year.  Prices have reacted accordingly, with TTF falling 

from €150/MWh on December 15th to ~€65/MWh in the 

first weeks of January.  On the other hand, skiing season in 

the Alps has been abysmal. In France, more than half of all 

ski slopes have closed this winter due to the lack of snow 

after heavy rainfalls in late fall.  Switzerland and Austria are 

faring little better.  But skiing, while enjoyable, is not the 

aim of this narrative.   

With less snowfall in the Alps, Massif Central, and Pyrenees, 

the tributaries that feed the great rivers of Europe will not 

experience the same spring and summer flows and water 

levels.  As summers trend hotter from climate change, this 

is a major risk going forward.  We witnessed the Rhine at 

dramatically low levels last summer, affecting barges and 

logistics up the river.  Low water levels in France forced 

nuclear and hydropower plants to run at lower capacity 

which contributed to strain on other sources of power to 

make up the shortfall to the point that France switched to 

becoming a net electricity importer.  Oil refineries and 

heavy industries running on coal in Germany in the Upper 

Rhine could not receive shipments of raw inputs on barges.  

Water transport is usually one of the lowest cost-per-ton 

methods for large bulk commodities. 

The short-term salvation of warm weather may have drastic 

downstream effects.  As prices have come off from the 

highs, some industrial demand is returning and gas for 

power generation will be next.  Another complication for 

France is the possibility of a nationwide strike due to start 

on January 19th that will greatly affect power production.  

The Macron government is trying to install a plan to make 

people work longer before they can retire. The government 

has said it will stand its ground and asked workers not to 

paralyse the country. Should the strike continue for some 

time, we expect some price appreciation in gas as the other 

major sources of low-cost, efficient power are shut down.   

Figure 1: Unseasonable warmth crushed natural gas prices 

since mid-December, JKM trades above TTF/NBP 

 
Source: Bloomberg, RaboResearch 
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TTF prices have sunk below the JKM benchmark during the 

warm weather selloff.  This incentivizes cargoes from the 

United States and Qatar to be sent to the east where the 

profits are greater.  As China reopens and Covid Zero 

restrictions are lifted, we see demand to take a sharp turn 

upward after the Lunar New Year holidays, further 

bolstering the JKM-TTF spread.  Recent data has also shown 

renewed interest from India in bolstering LNG tanker 

supplies as well, providing a third support. 

The fortunate news for the EU is that the threat of 

shortages this winter is over. Even the most bullish, polar 

wind havoc settling across the continent for February would 

not be able to We estimate European stockpiles to bottom 

in late March with 40-45% of total inventories.  Even a 

dramatically colder February would only push this into the 

35-40% range, which will keep prices cooler for the summer 

injection season. Last year Europe ended up with stockpiles 

around 25% full in March and rushed to secure supplies 

throughout the spring and summer, mostly from piped 

Norwegian gas and LNG tankers from the United States and 

Qatar. Unlike last year’s panic buying, this year will require 

more strategic planning for the limited number of available 

spot cargoes. 

Demand for gas at the JKM benchmark is more elastic than 

other regions.  If prices decline, demand is stimulated.  If 

prices decline too much and TTF becomes the leading price, 

then spot flows shift to the west.  The global LNG market is 

a careful battleground for energy supply, and as the world 

struggles to come up with solutions for climate change, gas 

is quickly becoming the power source of last resort.  

Retiring coal plants and replacing them with gas is a goal of 

nearly every country, and this trend is only hastening as 

natural gas is seen as the best transitional fossil fuel as 

renewables get ramped up to capacity.  So we ask: where is 

the growth in exports going to come from? Australia, Qatar 

and the United States are building new LNG export 

terminals and racing to get marketshare. Where is the 

capital expenditures for new gas wells? America is lagging 

behind here, and soon Americans will begin to ask the 

difficult question of who they sell their domestic gas 

production to.  More export capacity alleviates European 

problems, but will drag domestic prices upward.  Lastly, 

LNG is expensive logistically. It solves the oceanic barrier of 

transport at higher cost.  So who is going to secure cheaper 

pipelined gas?  The answer is China through the Power of 

Siberia pipeline with Russia, and India to a lesser extent 

from the Central Asian producers.  

Energy security is fast becoming the most important topic 

in our markets for the next decade, and we are here to 

provide strategic planning and support. Volatilty, 

unfortunately, begets more volatility.  The push-pull of 

greed and fear become even more heightened when the 

issues at stake are literally the source of power, heating, 

and motive capacity. 

Looking forward, we see Henry Hub’s continued 

weakness and expect prices to touch $2.75/MMBTU in 

the spring.  We expect TTF prices to hover in the €60-

90/MWh range dependent on the spread between JKM-

TTF.  Should JKM continue to price above the European 

benchmark, we expect the flow of LNG cargos to move 

east as China reopens and keep a floor under the 

European market. 

 

  

Figure 2: TTF estimated range €58-€90 for Q1, Q2 2023  Figure 3: Henry Hub downside to $2.75, 2023 average ~$3.80 

 

 

 
Source:  Bloomberg, RaboResearch  Source:  Bloomberg, RaboResearch   
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Table: Rabobank Energy Forecasts – Quarterly Averages 

Crude Oil 
 2023 

Q1 

2023 

Q2 

2023 

Q3 

2023 

Q4 

2024 

Q1 

2024 

Q2 

2024 

Q3 

2024 

Q4 

2025 

Q1 

2025 

Q2 

2025 

Q3 

2025 

Q4 

2026 

Q1 

2026 

Q2 

Brent Forecast $88.1 $92.6 $90.5 $93.2 $94.2 $90.3 $89.3 $88.0 $90.6 $84.7 $85.2 $83.5 $82.2 $80.3 

$/BBL Forward $84.6 $84.0 $82.6 $81.1 $79.8 $78.6 $77.5 $76.3 $75.3 $74.4 $73.5 $72.7 $71.9 $71.1 

WTI Forecast $81.5 $88.2 $86.9 $89.6 $90.4 $86.2 $85.0 $83.7 $86.2 $80.0 $80.4 $78.6 $77.2 $75.2 

$/BBL Forward $78.0 $79.5 $78.9 $77.5 $75.9 $74.5 $73.2 $72.1 $70.9 $69.7 $68.7 $67.8 $66.9 $66.0 

Refined 

Products 

 

              

NY ULSD Forecast $3.24 $3.17 $3.03 $3.09 $3.11 $2.97 $2.94 $2.91 $2.97 $2.84 $2.86 $2.81 $2.79 $2.73 

$/GAL Forward $3.15 $2.90 $2.83 $2.79 $2.74 $2.68 $2.65 $2.62 $2.61 $2.59 $2.57 $2.55 $2.53 $2.50 

Gulf Coast Diesel Forecast $3.14 $3.11 $2.98 $3.03 $3.04 $2.91 $2.88 $2.84 $2.92 $2.80 $2.82 $2.76 $2.73 $2.69 

$/GAL Forward $3.05 $2.84 $2.77 $2.73 $2.67 $2.61 $2.59 $2.55 $2.55 $2.55 $2.54 $2.49 $2.48 $2.46 

DOE On-

Highway Diesel 

Forecast 
$4.73 $4.80 $4.66 $4.71 $4.43 $4.30 $4.27 $4.23 $4.31 $4.19 $4.21 $4.15 $4.12 $4.08 

$/GAL Forward $4.64 $4.53 $4.45 $4.41 $4.06 $4.00 $3.98 $3.94 $3.94 $3.94 $3.93 $3.88 $3.87 $3.85 

Gasoil Forecast $952 $913 $871 $883 $881 $847 $839 $830 $850 $805 $810 $796 $788 $778 

$/MT Forward $909 $842 $815 $795 $777 $763 $756 $747 $739 $732 $726 $719 $715 $713 

RBOB Forecast $2.51 $2.89 $2.74 $2.58 $2.59 $2.68 $2.64 $2.44 $2.49 $2.58 $2.57 $2.35 $2.30 $2.48 

$/GAL Forward $2.59 $2.65 $2.47 $2.26 $2.30 $2.40 $2.29 $2.14 $2.20 $2.33 $2.23 $2.07 $2.12 $2.26 

Natural Gas                

HH Natural Gas Forecast $3.53 $3.32 $3.76 $4.41 $5.11 $3.88 $4.07 $4.68 $5.44 $4.10 $4.27 $4.94 $5.54 $4.16 

$/MMBTU Forward $3.74 $3.21 $3.48 $3.94 $4.36 $3.58 $3.76 $4.24 $4.67 $3.79 $3.95 $4.40 $4.79 $3.85 

TTF Natural Gas Forecast € 75 € 73 € 84 € 114 € 134 € 100 € 82 € 91 € 103 € 78 € 78 € 87 € 97 € 73 

€/MWH Forward € 60 € 61 € 63 € 70 € 69 € 61 € 62 € 63 € 57 € 47 € 47 € 49 € 43 € 36 

NBP Natural Gas Forecast 194.04  185.66  216.55  308.02  368.21  259.60  204.08  243.76  281.63  203.55  204.31  234.73  271.39  187.19  

GBp/Therm Forward 149.88  152.44  156.67  180.73  176.23  146.52  145.44  162.01  148.24  113.88  116.23  123.61  114.42  79.78  

JKM Natural Gas Forecast $25.53 $22.73 $26.14 $34.45 $40.11 $28.62 $22.74 $25.59 $30.44 $23.87 $22.85 $25.58 $29.76 $22.24 

$/MMBTU Forward $21.11 $19.40 $20.16 $21.72 $20.91 $17.31 $16.88 $17.41 $17.10 $14.90 $14.05 $14.47 $14.06 $11.50 

Source: Bloomberg, Rabobank  
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