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Energy Product Sector

Natural Gas, (Long NGM9c 2.60)(Short NGM9C 3.05)

Macroeconomic Overview

Driver #1: Major reserve deposits discovered from multiple points around the 

world have already been priced into the market on the supply side. We have 

accurate forecasts for the supply side throughout 2019. Some of these projects 

include Delek Drilling, Noble Energy , and Ratio Oil Exploration in consensus to 

begin flowing more supply through the EMG pipeline leading towards Egy pt the 

$15 billion deal inked last y ear. These companies are sitting on Israel’s largest 

natural gas field and the supply  has been priced into the market earlier this year 

following the Tamar field discovery. Qatar announced, in late 2018, its increase in 

liquefaction capacity from 77 million tons per to 110 mtpa by late 2023 an 

increase in production of some 43 percent.

Driver #3:

Localized natural gas markets and LNG markets are driving up prices as difficult 

transportation has not seen technological advancements. Demand for natural gas 

has y et to see significant decreases worldwide. China’s slowdown has been 

putting downward pressure on prices but consumption has stayed flat throughout 

the trade-war and even increased in the winter months. Natural gas, used for 

generating electricity as opposed to heating, has been booming in the last 4 

months due to pressure for clean energy alternatives. As the windy season comes 

to an end, natural gas generators will be kicking on more frequently in the next 

coming months especially in Texas and the central United States. 

Driver #2:

Australian consultancy EnergyQuest reported last month that a third of its $60 

Billion LNG production capacity will need to be shut down because the field is 

dry ing up faster than initially expected. The field was over estimated by $20 

billion worth of LNG. This has been priced into the market. Rumors and 

speculation that another large gas field operation has not been priced in, mostly 

because it’s not concrete ev idence. 
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 Recent Australian overestimate shows that 

Supply forecasts may be overstated. 

Regulators re-estimating new fields.

 We know current supply data and it is not 

expected to change throughout 2019.

 Demand for natural gas is heavily cyclical and 

is currently forecasted to decrease which 

would bring the price down.

 Technological advancements in transportation 

could drastically reduce the price of LNG and 

natural gas. Demand for improvement is high.
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Market Pros & Cons

Macroeconomic Drivers
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Natural Gas, (Long NGM9c 2.60)(Short NGM9C 3.05)

Trade Breakdown

Trade Breakdown
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Price Target (Underlying): >= 2.60

Contract Month / Year: June 2019

Trade Name: Bull Call Spread

Parity Graph

Trade Breakdown

Setup
• Short a NGM9c 3.05 Call  Option (OTM)
• Buy a NGM9c 2.60 Call Option (ITM)

• The short helps pay for the long

Profit Potential
• Max Profit = $2,615,000

• Underlying = $3.10 and above

Risk Potential
• Max Loss = -$365,000

• Underlying = 2.60 and below

Breakeven Points
• Long Call Breakeven = $2.684
• Short Call Breakeven = $3.039
• Trade Breakeven = 2.673

Time
• Time is not my friend. Lower consumption, from cyclicality, 

helps drive price down over time and I want it to increase. 

Implied Volatility
• Because my futures contract is hedged, we want higher 

volatility so there is more of a chance for the price to swing 
low.  

Other Notes
• Upfront Cost: $365,000
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Natural Gas, (Long NGM9c 2.60)(Short NGM9C 3.05)

Greeks and Theoretical Edge

Greeks
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Breakdown of Greeks

Delta:
Delta is good for this trade. It shows that as the price moves up, my contracts 
will be worth more money. However; that’s bad for the short call. The long call 
has a higher delta and increases more with price changes in the underlying 
which gives me a steeper P/L line when the underlying increases in value. 
Gamma:
Call Option: I want big moves or quick changes in the price of the underlying. 
Because Natural Gas is volatile, this works in my favor. It’s lower for the short 
call, which again, works in my favor. 
Theta:
Call Option: As time goes on, the value of the call becomes less valuable. We 
want the short call to expire worthless however it’s theta is significantly lower 
than the long call.
Vega:
Call Option: I want implied volatility to rise so that there is a greater chance to 
land positive. This isn’t great since natural gas volatility is relatively low 
compared to the last 4 months and is predicted to be low for the coming 8 
months. Natural gas is usually very volatile.
Rho:
Call Option: Interest rates rising would be a good thing; however, this works 
against me given the Feds current policy on interest rates and the recent 
inversion. 

The theoretical edge for this trade is 2407.82. With such 
a high theoretical edge, it shows that I am buying an 
option at a price less than the theoretical value of the 
trade. This also indicates that the market thinks the 
price of Natural Gas is going to decrease over time or at 
least not increase much more.

I have purchased the options at a time where I am 
saving cost relative to the theoretical value of all the 
assets. The portfolio is theoretically worth more than its 
current market pricing. 

Breakdown Theoretical Edge

Position Theoretical Edge Delta Gamma Theta Vega Rho

500 1165.24 349.34 682.77 -0.34 2.18 1.84

-500 1242.58 61.00 394.68 -0.18 1.26 0.34

Long Call Option 2.60 Delta Gamma Theta Vega Rho

0.17 0.70 1.37 -0.00069 0.00435 0.00368

Short Call Option 3.05 Delta Gamma Theta Vega Rho

0.01 0.12 0.79 -0.00035 0.00253 0.00067
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Probability Distributions
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Price Movement Probability

The minimum value the simulator 
returned for the underlying is $1.8817 
and the maximum value is $4.0089. 

The underlying price is 2.704 and the 
mean rests above this price at 2.718. 
The standard deviation, $0.2575, is 
small compared to other points in the 
year and there is a 56.1% chance that 
the underlying price is going to stay 
within my Bull Call Spread 
boundaries.

There is a greater chance that the 
price of Natural Gas is going to 
decrease below $2.60 (33.6%). The 
graph is also skewed to the right with 
a greater amount of scenarios 
revealing a decreasing price. 

Price Movement Probability
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Probability Distributions
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Call PV Payoff Diagram Put PV Payoff Diagram

The market consensus is that the price is going 

to decrease which shows undervalued objects in 

the positive price movement area. I’d prefer 

more red in the Call PV Pay off Diagram. 

PV Payoff MV Valuation MV Min MV Max MV STD Iterations

Call $         - $            0.06 $      - $   0.98 $   0.12 10,000

Put $     0.10 $            0.15 $      - $   0.93 $   0.16 10,000
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Natural Gas, (Long NGM9c 2.60)(Short NGM9C 3.05)

Product Drivers

Driver #1

I chose natural gas as my  commodity because recently there has been a lot of 

news about new supply investment both in the USA and abroad. Because of the 

cy clicality of natural gas demand, it makes it slightly easier to forecast demand 

and naturally hedges against increased demand producing a higher price. 

Additionally, as companies scramble to supply all time high demand levels, we 

see them driven towards the clean energy solution as a v iable investment for 

y ears to come. Extreme volatility in natural gas makes the options price more 

expensive but volatility is currently at a y early low.

Driver #3

Increased pressure from oil companies to seek clean energy alternatives. 

Currently, natural gas accounts for 35% of energy  generation in the United States. 

This number is rising and demand for Wind and Solar are increasing as well. 

Wind demand and natural gas are positively correlated.  Because of the co -

dependency, demand for these products will pull the price of natural gas up as 

demand goes up. Supply  for wind farms is currently flat as projects take 3 -8 y ears 

to complete. 

Driver #2

Natural Gas is trading in contango meaning it’s trading at a premium to the spot 

price and as it approaches expiration the premium approaches zero. The market 

is expecting the price of natural gas to decrease over time. This made my  both call 

options less expensive

 Supply growth for Natural Gas production has 

increased and been priced into the market. 

New projects wont take effect until 2020-3

 Baker Hughes reported that 3 rigs were shut 

down bringing total to 195. Comparably still up 

6% from last year though. Companies are trying 

to raise the price artificially because it’s too low.  

 UK E-On artificially raising gas/electric prices 

10% on April 1st. This may cause increased 

demand from other sources. 

 Trading in a contango market shows 

consensus that the price of natural gas is going 

to decrease over time. 





×
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Technical Analysis
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Feb Supply: 87 bcf/d
Feb Demand: 105 bcf/d

Jan Supply: 87 bcf/d
Jan Demand: 120 bcf/d
June Supply: ~87 bcf/d
*artificial cutting
June Demand: 78 bcf/d

The drop in demand explains Monte 
Carlo pricing in decrease, data is 
relatively recent but doesn’t price in 
counter pressure for clean energy
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Risk Analysis

• Market cy clicality is a huge factor that is fighting heavily against this trade. 

Demand for natural gas decreases in the summer months and increases in the 

winter months. With this trend, we should see a fall in the prices of natural gas 

as supply  is projected to remain constant throughout 2019 and demand is 

currently forecasted to fall. 

• Demand for natural gas transportation technological advancements is at an all 

time high. Prices are rising partially due to increased demand without any 

expensive transportation alternatives. Forbes stated that $0.95 per contract of 

LNG stems from the cost of transportation and almost $0.50 for local natural 

gas distribution. 

• The UK artificially raised gas prices 10% on Monday due to low gas prices 

hurting downstream companies. The increase will likely decrease demand 

further and bring the price down over time.

Major Risks
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