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The global oil market continues to dominate news headlines after experiencing a precipitous 

decline over the past 18 months. After exceeding $115 a barrel in June 2014, prices have fallen 

below $30 a barrel – a more than 70% decline. With spot oil prices at 10 year lows, and several 

analysts calling for prices to continue falling to $20 a barrel, many are asking “what impact does 

this have on my natural gas and electricity budget?” 

 

The simple answer, albeit shortsighted is that global oil markets do not impact domestic natural 

gas and electricity prices. Oil fired generation is a relatively small segment of the generation mix 

across the country. Low oil prices make those generating units more competitive, particularly in 

the northeast during prolonged cold weather, but they aren’t enough to drive significant changes. 

 

The graph on the right compares monthly average 

spot electricity prices in Chicago to the national 

benchmark for US oil. At face value, there is not 

a strong correlation between the two markets. The 

lack of a correlation holds true across the country, 

but the story doesn’t end here. 

 

Congress voted in December to lift the 40-year-

old ban on crude oil exports as part of a broader 

spending bill that averted the possibility of a 

government shutdown. With the US now 

exporting oil, our national oil market is more tied 

to the global market than ever. As oil producers 

face significant price cuts, they look to reduce 

costs and curtail near term production in order to 

maintain profitability. The delayed production 

and cost cutting effort has driven the number of active drilling rigs down to historic lows.  

 

Baker Hughes has been releasing a tally of 

active North American drilling rigs for over 

40 years. This weekly rig count, a measure of 

drilling activity, is widely watched by market 

participants and is a strong indicator of future 

production. The graph on the left shows rig 

counts for oil and natural gas since 2004. The 

significant drop in the center of the graph was 

a result of the global economic crises of 

2008/09. The second significant drop in active 
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drilling rigs occurring now is a direct response by drillers to depressed global oil prices. 

 

Following the recent decline in drilling 

activity, natural gas production has declined. 

The graph on the left shows the unprecedented 

growth in shale natural gas production since 

2004. Over the past year, natural gas 

production has actually declined for the first 

time in over a decade. This is important 

because natural gas markets are intimately 

connected to local electricity markets across 

the entire country. 

 

The correlation between local natural gas prices and local electricity prices is well known in the 

industry. Since natural gas is the fuel used in a significant portion of US electric generating 

capacity and these units typically balance the daily fluctuations in electricity demand, they 

frequently set the price for power.  It is therefore no surprise that natural gas and electricity markets 

are highly correlated. 

 

The graph on the right compares monthly average 

spot electricity prices in Chicago to the local city 

gate natural gas price. The dashed line is a 

polynomial regression that reliably traces the 

causal relationship between natural gas and 

electricity prices. Just like the lack of correlation 

between oil and electricity, the strong correlation 

between natural gas and electricity holds true 

across the country. 

 

So what does this mean for consumers being 

bombarded with oil market headlines? 

 

The informed consumer can rest assured that the 

day to day, or even month to month, movement in 

global oil markets is not going to dramatically impact their natural gas and electricity costs in the 

near term. The key is to manage long term risk. If oil remains significantly distressed for an 

extended period of time the decline in drilling activity may reduce natural gas production which 

will drive prices higher and ultimately impact your budget. 

 

For more information, please call your energy advisor or reach out to Matthew Shaw directly at 

matthew.shaw@energyby5.com. 
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