
 

SHORT TERM OUTLOOK ON NATURAL GAS 

 

Recap  

The first quarter of 2010 is 

generally the winter time in the 

northern hemisphere especially in 

US and Europe. During this period 

i.e., from January 2010 to March 

2010 consumers both residential 

and commercial use fuels like 

natural gas for heating purposes. 

Generally January period is the 

peak period for winter season. As it 

turns out some regions in US, 

Europe and even Asia had the most 

severe cold weather conditions 

seen in almost half a century. Natural gas is used by over half of the US house holds for heating 

purposes during winter. Inventories of natural gas generally decline during this period since the 

demand for heating fuels like natural gas during this period generally exceeds the supply in the 

form of domestic production and imports.  

While prices reached a high of 

6.108 per MMBtu due to 

substantial winter demand in 

January weather began to 

moderate from the month of 

February. March saw the most 

moderate weather conditions 

among the first three months of 

this year due to which the 

demand for the fuel fell 

significantly. The graph above 

shows the movement of future 

prices as listed on NYMEX and 

weekly EIA inventory reports.  

Towards the end of Q1 2010 demand has weakened substantially as shown by the rising inventory 

curve.  

The slow down in inventory declines coupled with rising rig count and weak industrial demand has 

pressured prices to remain low. Rig count or the machines which are used to extract gas has risen 
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22 percent since the year beginning and has contributed additional supply into the market. As a 

result prices have fallen by nearly 28 percent since reaching near peak levels in January. 

 

Price outlook  

As the winter is nearing to an end the 

demand for Natural gas will drop. As 

a result prices should decline in the 

near term as well. Once the winter 

ends the focus of the market will turn 

to demand from industry and supply 

coming from domestic rigs. Industrial 

consumption which contributes a 

significant chunk of the domestic 

consumption has remained 

uncertain. While the economy is 

recovering slowly industrial demand 

is also anticipated to revive slowly. So prices may not see a sudden spike in the near term. If the rig 

count in US continues to rise as they had been in the last couple of months the market may receive 

little support and may go further down. Assuming that the US economy and industry will recover at 

a steady pace prices may trade steady in the near term before the summer resumes.  

 

PVO Analysis 

PVO analysis indicates that prices 

have declined while volume and open 

interest have risen steadily. As a 

result the market is in for more 

downside in the future. 

 

 

Technical Analysis – NATURAL GAS- NYMEX 

Natural gas future prices fell sharply from the beginning of 2010 by declining as much as 25.8% 

from the preceding year’s closing at ($5.572). Although prices have declined substantially in the 

recent past but it is holding above the long term trend line support levels. Nevertheless, prices still 

have potential to trade lower stated by below mentioned technical reasons. The support levels are 

at $3.904 and then $3.155.  



 

Since the prices have breached the crucial support levels at $5.072, now it is acting as a tough 

resistance to crack down. The $5.072 is derived as 23.6% retracement of the range $13.694- 2.409. 

Now, if market sustains below this resistance levels may see prices dropping further in the near 

term.  

Adding to this, the prices are now trading below the 200 monthly EMA which itself confirming the 

down side pressure in medium term. The momentum indicator RSI is treading at 0.45 indicating 

bearishness for coming months. Also, MACD is treading below the signal line and showing a lower 

potential.  

 

Outlook: 

Market is likely to see a mild higher correction before resuming its downtrend. However, the crucial 

support is at $3.904 on break of the same is likely to extend its drop further.  

 

RECOMMENDATION: 

 Natural Gas- April- NYMEX: We recommend selling at $ 4.080 targeting $ 3.55 and then $3.15 

stop loss above $ 4.75. 

Natural gas April & May MCX: Sell at 195-200 targeting 175then 160 with strict stop loss above 

210 
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Disclaimer 

The report contains the opinions of the author that are not to be construed as investment advice. The author, 

directors and other employees of Karvy, and its affiliates, cannot be held responsible for the accuracy of the 

information presented herein or for the results of the positions taken based on the opinions expressed above. 

The above-mentioned opinions are based on the information which is believed to be accurate and no 

assurance can be given for the accuracy of this information. There is risk of loss in trading in derivatives. The 

author, directors and other employees of Karvy and its affiliates cannot be held responsible for any losses in 

trading.  

Commodity derivatives trading involve substantial risk. The valuation of the underlying may fluctuate, and as 

a result, clients may lose their entire original investment. In no event should the content of this research 

report be construed as an express or an implied promise, guarantee or implication by, or from, Karvy 

Comtrade that you will profit or that losses can, or will be, limited in any manner whatsoever. Past results are 

no indication of future performance. The information provided in this report is intended solely for 

informative purposes and is obtained from sources believed to be reliable. Information is in no way 

guaranteed. No guarantee of any kind is implied or possible where projections of future conditions are 

attempted. 

We do not offer any sort of portfolio advisory, portfolio management, or investment advisory services. The 

reports are only for information purposes and not to be construed as investment advice. 

For a detailed disclaimer please go to following URLs: 

http://www.karvycomtrade.com/disclaimer.asp  

http://www.karvycomtrade.com/riskDisclaimer.asp  
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