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Qatar - Shifting the boundaries of the LNG market
In the coming decades, the world must meet the challenge of producing more energy for a growing population, while addressing greenhouse gas emissions. We cannot discuss the energy challenge today without acknowledging the potential impact of the financial crisis on the prospects for economic growth and energy demand, and on the industry.

In 2008, we have witnessed dramatic swings in oil price of more than US$15 per barrel in a single day and as we all know crude oil prices have dropped by more than 70% since their all-time high not so many months ago. We are in a recession environment, with lower oil prices and a cost structure in the industry that is high by historical standards. As an industry, we continue to monitor developments closely, assessing risks and evaluating options for navigating through the current turbulence. But Shell agrees with statistics that indicate that energy use in 2050 may be twice as high or higher than it is today. The long-term energy agenda will remain firmly in place, so this short-term financial crisis shouldn’t distract us from the challenge of supplying the world’s growing energy needs during the first half of this century.

This paper will look at the supply and demand situation in key regions across the globe, and reflect on the role that Qatar, as the world’s largest suppliers of LNG, can play.
The world today is very different from the world seven years ago, when the first Doha Natural Gas Conference was held. Back then the US appeared to be permanently running out of domestically produced natural gas. LNG was going to be the solution to the anticipated supply-demand gap. LNG supply projects in Nigeria, Norway, Egypt, Trinidad and Tobago, later Angola and Equatorial  Guinea were developed with a view to solve the supply gap in the US. 

At that time Asia was sleepy, contracting for LNG only occasionally, and only on the cheap. Europe was really only playing on the fringes of LNG with Spain the growing LNG market, France the mature one. The conventional wisdom at that time was CONVERGENCE - that the global gas market would become liquid, and trade at a common price, likely based on Henry Hub. LNG supply potential in the Atlantic Basin looked limitless and Middle East supply was set to grow too. Additional Asia Pacific LNG supplies looked questionable.

In contrast, the LNG market today is one of DIVERGENGE, not convergence. Today, Asia is sitting on the top of the divergent market, paying oil parity for long term LNG supplies. On the other end we have the US natural gas market getting softer and softer. Europe is in an interesting place sitting somewhere between Asia and the US.

Asia

In 2008, Shell took part in an agreement to deliver 3 mtpa of LNG from the Qatargas 4 LNG plant in Qatar to PetroChina. We also signed another commitment to deliver up to 2 mtpa of LNG supplies to PetroChina, from the Gorgon project in Australia and Shell’s global portfolio. When this LNG flows, PetroChina will be one of Shell’s largest LNG customers. 

The financial crisis is not changing Asia’s interest in additional LNG, especially on a long-term basis. In fact, the steep drop in oil prices seems to have helped make oil indexation more affordable for customers. Natural gas plays a relatively small role in China’s energy mix today. LNG is an even smaller percentage of the fuel mix. But this ensures that the recession will not dampen the growth of natural gas in China. 

US

In the US, the world of natural gas has changed dramatically over the past few years. Natural gas production from shale in the USA has seemingly eliminated the supply gap in the country, and at quite attractive price levels. US production increased last year for the first time. It is becoming increasingly clear that LNG isn’t as “needed” in this market as it was once thought to be. This happened essentially over the past in two years time. A combination of new fracturation technology and horizontal drilling made this possible. New shale plays are now being found all across the US. Here, Henry Hub is likely to remain decoupled from global oil pricing.

Europe
In this context, Europe has the opportunity to be the most interesting of the three major LNG markets in the next few years. This is because Asia will grow at whatever rate it grows and LNG will remain as the dominant component of the natural gas market in the region, while the US is likely to remain soft.  

Europe has the potential to determine just how much market share LNG deserves there. For a couple of years, perhaps Europe can be satisfied by competing for spot supplies with the US. But if long-term market share is to be captured, Europe needs to start realizing that competition is in the East.

Pipelines are and remain the backbone of natural gas supply into Europe. And even for pipeline gas, Europe must compete with China, for example, through the Central Asia-China natural gas pipeline, expected to link Turkmenistan, Uzbekistan and Kazakhstan to China. There is potential, however, for LNG to play a greater role than it does today. To realize this potential, European customers will compete in a dynamic market. 

Global LNG demand

Demand for LNG in the world remains strong medium- to long-term. For the next few years, we expect global LNG demand to continue to grow at around 6 to 8% per annum – three to four times the annual growth rate of natural gas overall. If we look more closely at this demand around the world, we can see two emerging trends outside the three major markets we just discussed.

First, many countries are now planning to import LNG for the first time, countries as diverse as Brazil, Chile, Germany, Singapore. Second, many countries that have traditionally exported natural gas, such as Mexico, Canada and Indonesia, are now importing or talking about importing LNG. Even the Middle East – one of the largest LNG-producing regions – is increasingly needing to import LNG to satisfy growing power demand. For example, in 2009 Shell closed a deal to supply LNG from Qatar to Dubai for 15 years. Importantly, all of these new markets for LNG understand that their alternatives are liquid fuels. 
LNG supply challenge

At the same time as demand for LNG increases, the LNG industry is experiencing a mounting set of challenges related to growing the LNG supply base. 

First, we are seeing an increasing interest in natural gas exporting countries to preserve resources for their own domestic markets. A debate is arising in Egypt, Trinidad, Nigeria and Australia among others, where LNG project developers are being asked to reserve a certain percentage of natural gas for domestic needs.

Second, costs for new upstream energy projects have skyrocketed in recent years. As a consequence, the cost of some industry projects has doubled and unplanned construction delays are becoming almost commonplace. And we have also  seen contractors adding significant risk premiums to bids, in some cases greater than 100%. In this environment, few FIDs have been taken and this undoubtedly poses a threat to future supply. It remains to be seen, of course, how the financial crisis will affect costs and projects. 

The third challenge is the need for more skilled people. This is a particularly urgent issue as the industry work force is rapidly greying. We need to do more as an industry to encourage younger generations to study science and engineering. And perhaps inevitably, western international energy companies such as Shell will continue to ‘look East’ to find the talent we need.   

It will be fascinating to watch the next few years unfold and see how as an industry we tackle these challenges. Clearly, Qatar has a big role to play, with substantial volumes of LNG coming on stream and an enviable position – located at the pivot point between the Pacific and Atlantic market.

