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EXCLUSIVE INTERVIEW
Q&A with Juan Carlos Zepeda on Mexico’s 
Natural Gas Market Development

Editor’s Note: NGI’s Mexico Gas Price Index, a leader tracking 
Mexico natural gas market reform, is offering the following question-
and-answer (Q&A) column as part of a regular interview series with 
experts in the Mexican natural gas market.

This 31st Q&A in the series is with Juan Carlos Zepeda, an 
energy consultant and expert based in Mexico City.

Zepeda, one of the most prominent figures in the Mexican energy 
industry for more almost a decade, was the President Commissioner 
at the National Hydrocarbons Commission (CNH) from 2009-2018, 
where he oversaw the country’s first ever oil and natural gas field 
auctions for private companies following the 2013 energy reform. 
The auctions welcomed dozens of international companies to develop 
hydrocarbons in the country for the first time in more than 75 years, 
and generated billions of dollars in investment.

Prior to his time at the CNH, Zepeda was the Director General 
of Hydrocarbons at the Energy Ministry (Sener) from 2007-2009, the 
Vice President of Operations at the National Commission 
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headwinds linger
• LNG demand still overwhelmingly bearish; reports of 

imports surface
• Cash prices fall again as heat stays trapped out West 

 
 
Read more on pg. 7

All prices are in $U.S./MMBtu. Data are excerpted directly from NGI's Daily Gas Price Index except 
for the (1) South Texas Avg, which is a simple average of NGPL S. Tx, Tennessee S. Tx, and TETCO 
S. Tx. For more information on how we calculate our next-day and next-month price indexes, please 
refer to our Price Index Methodology, which is located here. 

NOTE: NGI's Mexico Gas Price Index plans to calculate our own Mexico spot prices in the same 
manner as we do for locations in the United States & Canada as soon as possible. For more 
information, or if you wish to participate in NGI's Mexico natural gas price survey, please contact 
Dexter Steis at +1-703-318-8848, or e-mail us at prices@naturalgasintel.com.

IPGN prices are published by CRE. Companies represents the number of marketers who submitted 
trade data to CRE. Vol is total reported commercialized volumes converted to MMcf/d. Deals 
represents the net number of transactions CRE used to calculate the IPGN (gross transactions 
reported lessatypical deals CRE excluded from the data). For more information, and access to raw 
aggregatedata behind these figures, including exchange rate information, please visit the CRE 
website, which you can access here.

MEXICO IPGN PRICES
(MXN/GJ & US/MMBtu)

See page 2 for a complete listing of 
NGI’s Mexico Natural Gas Prices

...cont' pg. 8
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http://www.naturalgasintel.com/ext/resources/Daily-GPI/NGIMethodology.pdf
https://datos.gob.mx/busca/dataset/indice-de-referencia-nacional-de-precios-de-gas-natural-al-mayoreo
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1) Transport rates for U.S. interstates, SISTRANGAS, and other Mexico pipelines taken from electronic bulletin boards (EBBs). However, Texas intrastate pipelines do not have EBBs, so our transportation costs 
for these are an estimates. For more information on which charges we include in these fees, please see the below note.

2) Calculated Monterrey price would be the same as Los Ramones, and calculated El Encino would be the same as Torreon, if we had used the SISTRANGAS tariff, since SISTRANGAS is a zone based system.

3) U.S. gas is not likely to be delivered to Cactus or Salina Cruz, but these represent a theoretical delivered price in Zonas Sur and Istmo.

The current assessments are estimated US-to-
Mexico natural gas cost plus transport prices;  
please refer to the Mexico Gas Price Index 
Methodology for pipeline-specific costs and for  
any additional information.  

Moving forward, NGI believes the best price 
transparency are price indexes based on actual 
transactions, and is asking all buyers and sellers 
of natural gas in Mexico to support this effort by 
providing those transactions to NGI on a confidential 
basis. NGI was at the forefront of this market price 
deregulation in the United States in the 1980s and 
has the experience to help the Mexico market do the 
same in 2019 and beyond. For more information, 
please contact Dexter Steis or Pat Rau at +1 (703) 
318-8848 or prices@naturalgasintel.com. 

Want NGI's Mexico Natural Gas Price Index in a 
spreadsheet? Download a sample in Excel- 
friendly format.

http://www.naturalgasintel.com/
http://www.naturalgasintel.com/ext/resources/Mexico-GPI/MGPI-Price-Methodology.pdf
http://www.naturalgasintel.com/ext/resources/Mexico-GPI/MGPI-Price-Methodology.pdf
mailto:prices%40naturalgasintel.com?subject=
http://www.naturalgasintel.com/ext/resources/Data-Feed/Mexico-GPI/Cost-Plus/2018/10/mxcp20181010.csv
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“LNG has surprised so far this week, recovering to an average 
of 6.2 Bcf/d (around 62% utilization), but we expect this will be short 
lived given June cancellations and maintenance at Cove Point, which 
is scheduled to begin next week,” said the TPH team.

The analysts could be correct. Bloomberg reported that a cargo 
reloaded in Belgium was expected to be delivered to Cheniere En-
ergy Inc.’s Sabine Pass LNG terminal in Louisiana on June 12 for 
import. While Cheniere had not commented on the import, the cargo 
eventually could be reexported as it would end up in storage tanks 
and reduce the company’s liquefaction production requirements, ac-
cording to one source familiar with the terminal’s operations. This 
would reduce the need to source feed gas from within the Lower 48.

Though LNG imports into the United States are not uncommon, 
they typically occur during the winter, often to supply the pipeline-
constrained New England region. However, with U.S. gas prices 
tracking above global benchmarks, the economics make sense.

BTU Analytics LLC brought the issue of summer imports to 
light last week, noting that while spreads between international prices 
and Henry Hub may not move high enough to incentivize shipments 
from Australia or Qatar, they could convince shippers that are closer 
to take advantage of higher U.S. prices. Still, BTU analyst Connor 
McLean said summer imports “would be unexpected to say the least.”

Whether the United States takes in any additional cargoes 
throughout the summer is unclear, especially as European prices 
were tracking below Henry Hub through October, but Energy Aspects 
sees September as “an inflection point for cargo cancellations from 
U.S. facilities.”

This theory is predicated on the Japan Korea Marker (JKM) 
September contract now representing an open U.S. export arbitrage 
for companies that can consider their shipping costs as sunk. By 
September, the firm sees oil-indexed LNG potentially starting to 
compete with coal in South Korea, driving up the country’s aggregate 
demand for LNG.

“There will also be year/year LNG demand growth in Asian 
markets as they recover from lockdowns, given the affordability 
of the fuel,” said Energy Aspects analyst James Waddell. “U.S. 
and other cargo cancellations earlier in the summer should tighten 
the global balance.” September is also the point on the JKM curve 
when floating storage starts making commercial sense, accord-
ing to Waddell, allowing U.S. exports to be loaded for delayed 
delivery. “The deferred delivery of long-term contract cargoes to 
Pacific buyers in 2H20 is a threat to JKM prices offering a U.S. 
export arbitrage.”

With no shortage of headwinds facing the futures market, prices 
remained firmly in the red for the bulk of Friday’s session. Even after 
the latest Baker Hughes Co. rig data was released, which showed the 
total U.S. rig count now down nearly 500 units since mid-March, the 
small bump was not enough to move the July contract into positive 
territory.

However, some aggressive buying emerged in the last half hour 
of trading, “perhaps with folks simply not wanting to go into the week-
end short given that we are seeing demand creep back,” according to 
Bespoke Weather. The firm said that demand could get a boost if the 
hotter weather pattern sticks around as it suspects it will this summer.

“Data will be increasingly important moving forward,” said 
Bespoke. “We still need to see more tightening to lower the risk of 
filling storage.”

MARKET STORY 
Natural Gas Futures Bounce as Late 
Buying Intensifies; Cash Still Weak

Natural gas futures capped the week in positive territory, but the 
weight of bloating storage inventories and U.S. export concerns were 
on full display. The July Nymex gas futures contract hit a $1.763/
MMBtu intraday low and traded in the red throughout most of Friday’s 
session before settling the day at $1.849, up 2.2 cents from Thursday’s 
close. August was up 2.1 cents to $1.940.

Spot gas, which traded Friday for gas delivery on Monday, con-
tinued to slide further. With losses becoming more pronounced than on 
Thursday, NGI’s Spot Gas National Avg. dropped 11.0 cents to $1.495.

Coming off two straight days of declines for futures, continued 
warming in the latest weather models snapped the losing streak at 
the start of Friday’s session. However, the momentum didn’t last as 
traders continued to digest the latest government storage data.

The Energy Information Administration (EIA) on Thursday said 
that inventories for the week ending May 22 grew by 109 Bcf, which 
essentially kept the surplus to year-ago levels intact but expanded the 
overhang to the five-year average by some 16 Bcf.

Genscape Inc. senior natural gas analyst Eric Fell, who had 
projected a 103 Bcf injection, said when compared to degree days and 
normal seasonality, the EIA figure appeared loose by around 1 Bcf/d 
versus the prior five-year average. However, the 109 Bcf injection 
was more than 7 Bcf/d tighter than the all-time record loose number 
from the storage week ending April 16, according to Genscape.

“Steep production declines are driving tighter supply/demand 
balances, with average weekly production down nearly 7 Bcf/d com-
pared to the week of April 16 (86.2 Bcf/d versus 93 Bcf/d), and off 
nearly 3 Bcf/d week/week,” Fell said.

The rapid pace of production decreases have been driven by a 
combination of shut-in oil/associated gas, a curtailment of about 1 
Bcf/d by EQT Corp. in the Northeast and structural declines driven 
by the accelerated reduction in rig counts/new well completions, 
according to the analyst.

West Texas Intermediate crude oil prices are now back above 
$30/bbl and “have rebounded back to levels where a number of pro-
ducers have stated they would bring back shut in oil production; this 
suggests that we could see a quicker rebound in associated gas than 
many are currently assuming, including us.”

Tudor, Pickering, Holt & Co. (TPH) analysts agreed. The firm’s 
pipeline flow data has not yet show any “meaningful” return of as-
sociated volumes, but the team expects “a significant share of the 
estimated 2-3 Bcf/d currently shut-in could return in June.”

As for the EIA’s latest storage report, the TPH analysts said the 
109 Bcf figure likely represented the floor on demand, which they peg 
at 77.5 Bcf/d, with gains from power expected to offset losses in the 
residential/commercial sector moving into summer. They expect at 
least one more 100-plus Bcf build, and potentially as many as three, 
before cooling demand tightens the market in late June.

Data for the May 26-29 work week, said TPH analysts, showed 
supply/demand balances “largely unchanged,” and they issued a 
preliminary estimate of an 106 Bcf injection for the next EIA report, 
which would be in line with the five-year average. From there, analysts 
see production and liquefied natural gas (LNG) utilization being the 
key variables to watch.

...cont' pg. 8
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https://www.naturalgasintel.com/articles/122113-june-natural-gas-expires-7-cents-lower-on-bleak-lng-outlook-ballooning-storage
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Note: Prices in this table represent our estimate of the daily base firm VPM price for each region, 
based on the published VPM formula, and using Daily GPI indexes as the price reference. For more 
information, or if you wish to participate in NGI's Mexico natural gas price survey, please contact 
Dexter Steis at +1-703-318-8848, or e-mail us at prices@naturalgasintel.com.

...cont' pg. 9

for the Pension System from 2003-2006, and Tax Policy and Energy 
Sector Advisor at the Finance Ministry from 2000-2002.

Zepeda holds a master’s degree in Economics from George-
town University, a master’s degree in Economics and Finance from 
Warwick University and a bachelor’s degree in Economics from the 
Instituto Tecnológico Autónomo de México (ITAM).

NGI: You recently completed a study that examines the relation-
ship between the price of natural gas and the price of WTI crude. Can 
you give us a recap of what you found in your analysis?

Zepeda: Let me start with what I believe is a general 
understanding of the natural gas industry in North America. 
As a general understanding, we all know that as a 

. . . from EXCLUSIVE-Q&A with Juan Carlos Zepeda on Mexico’s Natural Gas, pg. 1

More Losses For Cash
Spot gas prices continued to fall Friday as generally mild spring-

time weather conditions were expected to continue across the country. 
There were some exceptions, namely in the West, but the overall pat-
tern remained “mostly comfortable,” according to NatGasWeather.

A cooler-trending weather system was on track to sweep across 
the Northeast late in the weekend, although it’s much too late in the 
season to drive any meaningful heating demand, the forecaster said. 
Meanwhile, upper high pressure is expected to strengthen over the 
central United States, the South and Southeast as the week progresses, 
resulting in warm highs of upper 80s to lower 90s. However, the 
northern and eastern part of the country “will be quite comfortable,” 
including the important corridor from Chicago to New York City, 
the firm said.

Given the lackluster weather demand, Northeast markets soft-
ened across the region, but most notably in New England, where Iro-
quois Zone 2 gas for Monday’s delivery plunged 27.0 cents to $1.300.

Farther upstream, the biggest mover in Appalachia was Tenn 
Zone 4 200L, which tumbled 15.5 cents to $1.350.

Cash markets across the Southeast were down between 10.0 and 
20.0 cents, similar to the decreases seen across Louisiana. Prices across 
the Midcontinent and Midwest slipped mostly around 10.0 cents or so, 
while in Texas, Houston Ship Channel spot gas fell 13.5 cents to $1.605.

On the West Coast, SoCal Citygate cash plummeted 41.0 cents 
to $1.805 for Monday’s gas delivery despite a maintenance event 
getting underway Monday on Southern California Gas (SoCalGas) 
that is expected to disrupt about 150 MMcf/d of flowing supply at 
the California-Arizona border.

SoCalGas is performing planned maintenance on its L235-2, 
one of the lines that went down in a force majeure incident in the fall 
of 2017. Work on this line for the past two and a half years has cut 
SoCalGas import capacity considerably through its Northern Zone 
within the Needles/Topock Area Zone, according to Genscape.

“For most of 2018 and 2019, flows were limited to 270-300 
MMcf/d, but capacity increased to around 450 MMcf/d this past 
November,” analyst Joseph Bernardi said. “Now, flows will again be 
limited to 270 MMcf/d for what SoCalGas plans to be a two-month 
maintenance event.”

Compensatory flows will likely come via the SoCalGas intercon-
nect with the Kern and Mojave systems at Kramer Junction, accord-
ing to Bernardi. Not only has SoCalGas posted that extra capacity 
will be available here during the period of changed flow dynamics 
during the L235-2 maintenance, but there also is recent evidence for 
Kramer Junction propping up the imports on the SoCalGas Northern 
Zone, the analyst said.

That could be why, despite the heat that’s suffocating the region, 
prices across the state dropped Friday.

Meanwhile, construction appeared on track for the El Paso 
Natural Gas (EPNG) South Mainline Expansion project to meet the 
target July 1 in-service date, according to Genscape analyst Colette 
Breshears. The latest construction report filed by the pipeline on May 
19 showed compressor construction completion at more than 80% 
and pipeline work at 100% complete.

The project, which adds the Dragoon, NM, and Red Mountain, 
AZ, compressor stations, as well as a 17-mile pipeline loop in Texas, 
would increase throughput out of the Permian Basin along the EPNG 
mainline by 182 MDth/d.n

http://www.naturalgasintel.com/
mailto:prices%40naturalgasintel.com?subject=
https://www.naturalgasintel.com/data/data_products/daily?region_id=northeast&location_id=NEAIRO
https://www.naturalgasintel.com/data/data_products/daily?region_id=northeast&location_id=NEAIRO
https://www.naturalgasintel.com/data/data_products/daily?region_id=appalachia&location_id=NEATENN4L200
https://www.naturalgasintel.com/data/data_products/daily?region_id=appalachia&location_id=NEATENN4L200
https://www.naturalgasintel.com/data/data_products/daily?region_id=east-texas&location_id=ETXHSHIP
https://www.naturalgasintel.com/data/data_products/daily?region_id=california&location_id=CALSCG
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consequence of the development of the shale basins in North 
America, we have seen a huge increase in associated gas pro-
duction as a result of shale oil production. As a result of the 
boom in shale oil production, tremendous volumes of associated 
natural gas have been produced.

This associated natural gas has come largely as a by-product. 
As a shale play produces large amounts of oil, associated natural gas 
has been produced as a by-product. In some cases, this has resulted 
in negative prices for natural gas.

Recently, we were surprised to see negative prices for WTI 
crude. However, we have become accustomed to seeing negative 
prices for natural gas in the U.S., especially in the shale-dominant 
basins, such as the Permian. The common understanding is that the 
development of shale oil and gas has resulted in a steep decline in 
prices for natural gas in the U.S.

Many different analysts around the globe, and especially 
here in North America, are expecting natural gas prices to in-
crease as a consequence of the drop in production that we are 
observing currently in the market. Now that shale oil production 
is declining as a result in the sharp drop in prices, we should 
expect that the prices of natural gas will come back. That is 
basic intuition.

My contribution here is to provide an estimation of how much 
we could expect prices of natural gas to increase as a consequence 
in the drop in production. In my study, I make an econometric 
estimation.

So, if many people are expecting natural gas prices to increase: 
How much could these prices increase? My effort is to make an 
econometric assessment of this possible increment in prices.

NGI: And how much do you forecast natural gas prices to 
increase?

Zepeda: I used what is known as a vector autoregression model, 
which considers different variables, such as production, prices, indus-
trial production, and temperature as a proxy for natural gas demand 
for cold and warm days.

What the model captures is the relationship and dynamics of 
prices and quantity for a certain period that I studied, which was from 
2006 to March 2020. The production numbers that I am using in the 
model are from associated natural gas output at the U.S. major shale 
oil formations. I am taking the production of the associated natural 
gas coming from the Permian and all the big unconventional plays 
in the U.S., which I sourced from the Energy Information Adminis-
tration (EIA).

Also, the reason I am using 2006 as a start date for this study 
is because the shale revolution, which started in 2006, altered the 
relationship between WTI and associated natural gas. Prior to 2006, 
the two indexes moved almost together. Following the boom in shale 
production, that relationship changed and natural gas prices can no 
longer be explained by WTI. This is a unique phenomenon associated 
with the U.S. and forecasting Henry Hub became far more challenging 
following the shale revolution.

What the model reveals is that, if we look at the temporal 
inter-dynamics from 2006 to now, we can see that there is a negative 
relationship between production and prices. We knew that and the 
industry understands that shale oil production resulted in very low 
natural gas prices.

But what if a shock to the market was introduced? As an 

example, let’s say there was a 1% increase in associated natural 
gas production, after a six month period, what the model tells you 
is that then you will see a reduction in the Henry Hub price of ap-
proximately 2.75%.

So, the dynamic of a shock that increases production by 1% 
should reduce Henry Hub prices by around 2.75% after six months. 
That is the conclusion of this model using the statistical points that 
I mentioned.

NGI: Your analysis also includes how much associated natural 
gas production at U.S. shale formations will decline. What were your 
findings there?

Zepeda: The driver for associated natural gas is shale oil. So 
how much will shale production decrease? Analysts and companies 
have forecast reductions of around 2 to 3 million barrels per day. 
The study contemplates a scenario where prices remain in the range 
where they are now and there is a reduction of 3 million barrels 
per day of shale oil, and how that impacts the output of associated 
natural gas.

Considering the variables included in the study, the model shows 
that associated natural gas could decrease approximately 15%, and 
consequently the prices of Henry Hub could increase 45% as a result 
of the reduction in shale oil production and prices.

So, what I am expecting as a result of this new oil industry 
scenario in which we are observing a significant reduction in shale 
oil production of some 3 million daily barrels, then, as a consequence 
of that, we should see an increase in the Henry Hub prices of ap-
proximately 45%.

If Henry Hub is around $1.90/MMBtu right now, then we should 
expect natural gas prices to increase to somewhere around $2.80/
MMBtu. According to this study, this could be expected in the next 
six months.

NGI: If that price increase is to occur at Henry Hub, how would 
that impact Mexico?

Zepeda: If Henry Hub prices were to increase to $2.80/MMBtu, 
I looked at how much that would impact the natural gas price in a 
basin such as Burgos, in northern Mexico. The transportation price 
to move gas from Henry Hub to the Burgos basin is a cost of ap-
proximately $0.60. That will put the natural gas price in Mexico at 
the Burgos basin at $3.40.

My argument is the following: If prices rally to $3.40 or so, then 
production of conventional non associated gas in the Burgos basin 
would be profitable again.

In Mexico, as a result of shale oil prices driving down 
natural gas prices, it became unprofitable to develop our natural 
gas basins. To clarify, I am referring to conventional – not un-
conventional or shale/fracking – production. I did this analysis 
with conventional development in mind, as it is understood that 
the current administration is not considering shale or unconven-
tional development.

So, if the Henry Hub prices recover in the next six months, 
on the basis of this study, Mexico could see prices around $3.40 by 
early next year. At that price, Mexico could reactivate or relaunch 
development in the Burgos basin together with other conventional 
non-associated gas basins in Mexico, such as Veracruz and Sabinas-
Burros-Picacho in north of Mexico.

My recommendation is that Mexico prepare for this and to 
consider non-associated natural gas development again.

http://www.naturalgasintel.com/
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NGI: To return to the Burgos to develop fields, would that re-
quire a new auction, or would it be ventures with Pemex? What does 
reactivation of the Burgos field look like?

Zepeda: My recommendation is to open for farmouts to create 
joint ventures with our state-owned enterprises together with private 
companies. I’m not talking about just Pemex, but also the CFE. 
Why the CFE? Because for the CFE, natural gas is the main input 
for producing electricity. For Pemex, natural gas is not as important 
than it is for the CFE.

I think it would be very important for the CFE to take part in 
these farmouts, even though they don’t produce or develop natural 
gas, because it is part of the international trend to vertically integrate 
natural gas production with electricity generators. Many oil and 
natural gas producers are doing this within the industry. A couple 
of examples are the French company, Total, and the Anglo-Dutch 
company, Shell.

The future for those major oil companies is to integrate vertically 
into the electricity sector. I think Mexico’s state-owned enterprise, 
CFE, should do the same. If it paired with private companies, with 
the financial capital and expertise, I think farmouts for conventional 
development of natural gas could be a feasible option.

NGI: Since you left your position at the CNH, a lot has changed 
in the Mexican energy industry. What is your opinion on the current 
state of the industry and the changes in the last year and a half?

Zepeda: One positive thing is that the contracts that were 
awarded in the previous administration, as we have seen in the 
news recently, many are reporting successful exploration stages 
of the fields they were awarded. Some of the exploration stages 
take up to five years in the deep waters, for example, so it has 
been encouraging to see them announce successful exploration 
activities.

The way I see it is that we have started to see the positive results 
of the contracts that were signed in the previous administration. I 
also hope that farmouts will begin to be used more to continue to 
support national production. We didn’t launch as many farmouts as 
we would have liked in the previous administration, so I would like 
to see more farmouts to bring capital injections to the projects and 
the areas awarded to Pemex.

NGI: In your opinion, and in the eyes of international investors, 
do you think Mexico is still seen as attractive and favorably as it was 
previously, or do you think that has changed?

Zepeda: I think the international industry is still looking at 
Mexico as a place with very important potential for the development 
and production of hydrocarbons. I believe the interest from the inter-
national industry is still there, and that it is in the hands of the new 
administration to figure out the way to develop new types of bidding 
rounds, or other strategies to determine how they want to increase 
production, either through farmouts or other alternatives.

Mexico is a very prolific opportunity for energy development. 
The institutions and the legal framework are still there. The interest is 
still there, and I just think that the new administration needs to define 
the way they want to keep moving forward, and how much private 
investment they want to bring to the sector. n
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