7th Doha Natural Gas Conference & Exhibition

Atlantic Basin’s Changing Role in the Global LNG Market 

2009 - 2012
Birger Balteskard

ConocoPhillips Company UK Limited

London, England

The supply/demand balance of the world’s three big natural gas markets, the US, Europe and Asia/Pacific, is set to change, for the time period 2009 to 2012. This will in turn impact the dynamics of the global LNG market and it is very likely that the Atlantic Basin, given its access to the world’s two biggest traded natural gas markets, will play a more significant role than ever before.
In the US, for a long time it was anticipated that large scale base load LNG imports would be required during the next decade. In 2005, EIA forecasted approximately 50 MTPA of LNG imports into the US in 2009. In January 2009, the EIA reduced the 2009 import forecast to approximately 8 MTPA with a gradual increase up to 25 MTPA by 2015. The high gas prices seen in the US recently have provided a strong incentive to find new indigenous gas reserves. The effects have been quite dramatic with attention turning to unconventional gas. Coal bed methane, tight sands and shale are now being exploited and are increasingly believed to hold very substantial reserves. Indigenous gas production in the US is currently rising at a time when it was widely anticipated to be in a steep decline. This increase in production has significantly reduced the current need for base load LNG imports. However, it is very likely that LNG will find its way into the US market at times when it can compete on price and thereby displace unconventional production. The US market may act as a volume sink for the global LNG Market, particularly during the summer months. During the period 2009 to 2020 the EIA forecasts that Henry Hub gas prices will be between $ 5.75/mmbtu and $7.50/mmbtu in 2007 terms. This is a price that would appear to support unconventional gas development. Unconventional production together with potential summer LNG imports may lead to price volatility given the competitive nature of the US market. 
The European Union (or EU) is the world’s second largest economy with a population of just under 500 million people. Despite accounting for over 15% of the world’s primary energy demand, the EU has only a tiny proportion of the world’s energy reserves and in particular, has only just over 1% of the world’s proven gas reserves. Europe is becoming increasingly committed to carbon reductions.  Gas is a low carbon fuel that has few implementation challenges compared to alternatives such as wind, Carbon Capture and Storage (CCS) and nuclear.  Practicalities will dictate that natural gas will be required as the fuel of choice or at the very least as a stop gap until new technologies can be implemented on a large scale. Growth in European gas demand will largely be coming from the power sector.  An increase in demand for natural gas and a decline in indigenous production, coupled with recent interruptions in supply from Russia, which provides 25% of Europe’s natural gas needs, enhances the need for more imports from diverse sources. The construction of pipeline infrastructure may not be possible in the required time frame. LNG imports into Europe may therefore increase significantly in the years to come.  The European natural gas demand is seasonal.  During the winter, Europe will have to compete with Asia Pacific to attract the necessary amounts of LNG it needs. During the summer, however, Europe’s need for LNG imports will be significantly reduced due to low demand and lack of sufficient natural gas storage facilities (UK only has less than 20 days of storage). Although more import pipeline capacity is clearly needed, in the short term the Medgaz pipeline (0.8 BCFD of capacity), transporting natural gas from Algeria to Spain, is on schedule to start up mid 2009. This new pipeline is likely to displace some of the LNG imports destined for the Spanish market.


The Asia Pacific region has been the focus for the LNG industry in the early years. In 2007, Asia Pacific represented about 2/3 of the market and the growth was significant up to that point in time. The biggest importers in the region are Japan, South Korea, China and India. The market dynamics in the Asia Pacific region differ in many ways from that in the Atlantic Basin as LNG is traditionally sold under long-term contracts or spot cargos are sold under bilateral arrangements. There is limited access to large scale natural gas storage facilities in the region thereby creating a rather inelastic supply/demand balance. Spot volumes shipped from the Atlantic Basin to Asia Pacific, the West to East trade, increased from 0.4 MTPA in 2005 to an estimated amount of 15 MTPA in 2008. The Asia Pacific buyers have been tapping into this additional supply source at a premium cost in order to cover the growth in demand. The impact on the region’s LNG demand from the current economic slow down is difficult to predict, but could significantly reduce growth particularly from the industrial sector. It has been reported that fourth quarter 2008 demand was lower than that of the same quarter in 2007, and that the fourth quarter 2008 demand may even have been lower than that of the third quarter same year.  The timing of the return of shut in nuclear power generation in Japan is also uncertain. The West to East arbitrage may shut down and more cargos from the Middle East going to Europe have been observed.
Global liquefaction capacity is set to increase from 22 bcfd (164 MTPA) in 2007 to 35 bcfd (260 MTPA) in 2012. This is an increase in excess of 50% for the time period. An impressive 29 % of this capacity will be built in the State of Qatar which includes ConocoPhillips’ participation with QP in QG3. Qatar’s expansion of its LNG production to 77 MTPA by 2012 is the most significant contribution to new LNG supplies in the time period. The new liquefaction capacity coming on-stream before 2012 is currently under construction. Some delays in the start up of new trains in 2008 have been reported and there might be further delays, but these trains are being built and will come on stream. The LNG output by the end of 2009 should approximately be 3 bcfd (25 MTPA) higher than in 2008. A larger degree of uncertainty exists for the start up of projects which have not yet been sanctioned (2012 +).   
Global energy commodity prices have been very volatile for the last four years. The correlation between Henry Hub, National Balancing Point and JCC has not been high over the last three years (although there has been a higher correlation between HH and NBP). However, if Europe and Asia/Pacific are to compete for LNG in the coming winters, it is likely that prices in these two markets will start to be more correlated. As the US does not need base load LNG, at least in the winters, HH prices may at times disconnect from those in the other two world markets.

As regards the world LNG supply/demand balance, we believe that the combination of the increase in new LNG supplies becoming available, the current economic slow-down and the increased unconventional natural gas production in the US will introduce new dynamics into Global LNG markets for the time period spanning 2009 to 2012. The Atlantic Basin provides a great deal of flexibility with access to traded natural gas hubs in the world’s two biggest natural gas markets and spare terminal capacity that offers ample market entrance. Europe’s import requirements are set to increase which in turn will result in greater demand for LNG. Europe is particularly in need of LNG during the winter and will have to compete with the Asia Pacific market to attract the required quantities creating a “market pull”.  The US seems well served by indigenous production. However, there might be a “supply push” to the US during the summer when producers could seek to deliver LNG cargoes that buyers elsewhere in the world do not require. The traded natural gas hubs in the US will offer swift market response, and price will determine if and how much LNG is imported to the US replacing unconventional natural gas. The Asia Pacific LNG region is still dominated by long-term contracts based on prices linked to oil. As the Asia Pacific supply/demand balance is somewhat inelastic as regards quantity, it is anticipated that producers will take advantage of the liquidity of the Atlantic Basin Markets. The Atlantic Basin demand will increase in relative importance and could be equal in size to the Asia Pacific region by 2020. 
Integrated LNG projects designed with the physical and commercial flexibility to serve volatile market conditions will do well. The complexity of LNG trade will increase, which thereby will require new skills and capabilities. 
In the years to come, the Middle Eastern LNG producers, enhanced by their larger LNG production capabilities, will play an increasingly important role in supplying the Atlantic Basin and Asia Pacific LNG markets and balancing supplies between these markets.  
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