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US LNG Competition Evaluation and Export Prospects 

Maria Belova and Ekaterina Kolbikova*  

Abstract 

This article analyzes the competitiveness of US LNG exports, considering a range of factors 
including the structure and special features of US LNG export contracts, LNG plants capacity 
and supply outlook, potential markets for the United States liquefied natural gas, as well as 
relation between cost of supply and import prices in Europe, the Asia-Pacific region and Latin 
America. This paper defines the key features of the US LNG business model and its impact on 
final markets. With the launch of Sabine Pass Train 1, the revolution on the global LNG market 
did not occur. Almost 90% of the US natural gas is sold under long-term contracts that, as is 
the case with Russian gas, contain the "take-or-pay" clause: importers must purchase LNG 
under FOB terms, regardless of gas withdrawal volumes, and undertake to pay the liquefaction 
fee for previously agreed capacities. 

This business model not only covers the risks of failing to achieve cost recovery at American 
LNG plants, but also guarantees export volumes nearing the contracted capacity of new plants. 
Given that European and Asian buyers have reserved 48 million tons of annual capacity before 
2020, these volumes are likely to appear on the market. Since long-term contracts are flexible 
enough, about 60% of capacity does not have a destination country specified in the contract, 
the final market for US LNG is determined by the economic viability of organizing exports to 
a particular region. In the article we analyze how much profit or loss will US gas importers 
generate and whether US LNG will compete with Russian gas. 

Oil price fall did not disrupt US LNG plans 

Cheniere Energy was the first US company to launch LNG plant in the Gulf of Mexico. Оne 
year and 8 month had passed since the first LNG cargo left Sabine Pass on February 24, 2016. 
Cheniere showed first quarterly net income in its 2016 Annual Report ($110 million1 in 4Q 
2016, as compared with $291 million loss one year ago)2. Recently, Train 4 of the Sabine Pass 
liquefaction facility came online. 

Construction of LNG plants is on schedule and even low hydrocarbon prices over the last 3 
years have not unhinged the project implementation. America is on its way to enter the top 
three of the world’s largest LNG exporters by 2020. 

Investment decisions on North American LNG projects should not be based on short-term 
benefits, i.e. high price differentials that emerged by that time (March 2013), but rather on 
understanding the position of the US LNG on the supply curve for its target markets in the long 
run. 

                                                            
* Maria Belova, Head of Research, VYGON Consulting, belova@vygon.consultingl; Ekaterina Kolbikova, 
Analyst, VYGON Consulting, kolbikova@vygon.consulting  
1 Net income (loss) attributable to common stockholders 
2 Cheniere Energy, Inc., “Annual Report 2016”. See http://phx.corporate-
ir.net/External.File?item=UGFyZW50SUQ9NjY2NjcyfENoaWxkSUQ9Mzc0NDY0fFR5cGU9MQ==&t=1 (at 
p. 112) 
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However, those who made investment decisions were not expected to earn on regional 
differences in gas prices. Instead, they secured their cash flows by using the “take-or-pay” 
clause in their contracts3. 

Prospective offtakers of American LNG, lured with US/Europe and US/Asia market price 
differentials, rushed in to sign LNG purchase agreements. Most of LNG exports (half of the 
“allocated volumes” by now) was contracted in 2011/2012 at an average price differential of 
$8/MMBtu for US/Europe and $12/MMBtu for US/Japan (Figure 1). 

 

 

Figure 1. Regional gas prices and the main milestones in the US LNG history 
Source: World Bank, VYGON Consulting 

As mentioned above, the first LNG cargo was released from the Gulf of Mexico in late 
February 2016 when the LNG price differential shrank to $2/MMBtu for US/Europe and 
$5/MMBtu for US/Japan. That meant that the US LNG offtakers had to implement their 
contractual obligations in a quite different market environment. 

According to the US DOE, 200 LNG cargoes left the Gulf of Mexico through September 2017 
totaling 13.3 mt, which composed around 5% of global LNG trade in 20164. 

                                                            
3 Cheniere Energy, Inc., “Corporate Presentation”, June 2017, see http://phx.corporate-
ir.net/External.File?item=UGFyZW50SUQ9NjczNjY0fENoaWxkSUQ9MzgxNjE5fFR5cGU9MQ==&t=1 (at p. 
41) 
4 United States Department of Energy, “LNG Monthly 2017”, see 
https://energy.gov/sites/prod/files/2018/01/f46/LNG%20Monthly%202017.pdf  
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Latin America was in the top of US LNG purchasers as it consumed nearly 40% of total US 
exports. Particularly, the first LNG cargo sent from the US was unloaded in Brazil. It is 
noteworthy that to date Latin American companies have no long-term supply contracts for US 
LNG, and so far all the LNG volumes headed for Latin America were supplied by portfolio 
buyers looking for premium markets. In addition to the already mentioned Brazil and Mexico, 
destination countries in the region included Chile, Argentina and Dominican Republic. Latin 
America accounted for 47% of US LNG exports in 2016 and 37% in the first 3 quarters of 2017 
as gas prices started to rebound in Europe and Asia Pacific. Mexico became the largest 
purchaser having consumed 3 mt during the whole production period, or 23% of LNG exported 
from the USA. 

 

*1Q2016 is counted from February 24, the date of the first US LNG exports 
Source: US DOE, VYGON Consulting  
Figure 2. US LNG supply structure in 2016-17 

Asia was the second largest region purchasing US LNG in 2016 and 2017. 62 tankers shipped 
4.3 mt of LNG (32% of total exports) to South Korea, China, Japan, India, Taiwan, Thailand 
and other countries5. South Korea took the first place purchasing 1.6 mt. In the first half-year 
of 2016, the share of Asia Pacific in total exports amounted to 13%, it grew up to 36% in the 
second half-year and reached 33% in 2017 as gas prices increased in Asia. As for 2017, 44 
LNG cargoes out of total 62 were sent to Asia Pacific: 19 were shipped to South Korea, 10 to 
China, 9 to Japan, 3 to India and 3 to other destinations6. 

US LNG is also supplied to such exotic locations as Kuwait, UAE, Jordan and Egypt (14% of 
total US exports in 2016-17), which have no long-term purchase contracts either. 

Only 14% of US LNG total production headed for Europe (1.9 mt), mainly to those nations 
that have no contracts with Gazprom. Although well before the commencement of exports the 
                                                            
 
6 United States Department of Energy, “LNG Monthly 2017”, see 
https://energy.gov/sites/prod/files/2018/01/f46/LNG%20Monthly%202017.pdf 
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US administration officials declared that they were ready to flood the European Union with 
LNG, in fact it was exported by non-US-resident companies motivated by commercial rather 
than political considerations that delivered LNG to the most profitable regions. Financial 
performance is the reason why the European market is so unattractive: US LNG exports to 
Europe could result in average losses of $0.6/MMBtu in 2016. 

The first two tankers that reached the European coast in the first half of 2016 were unloaded in 
Portugal and Spain, countries that have no long-term gas contracts with Gazprom. Therefore, 
the long-awaited competition with Russian natural gas began in autumn when 3 LNG tankers 
arrived in Turkey7, although at that time Gazprom was involved in disputes with Turkish 
customers and failed to execute Turkey’s requests to supply extra gas (in excess of contracted 
volumes)8. Italy was another European country that purchased LNG from the United States. 

By the end of the 3rd quarter of 2017, 9 European countries imported US LNG (Italy, Lithuania, 
Malta, the Netherlands, Poland, Portugal, Spain, Turkey and the United Kingdom). In terms of 
purchase volume the main leaders were Turkey (0.5 mt), Spain (0.5 mt) and Portugal (0.4 mt). 
Spain and Portugal are among countries that have no long-term contracts for Russian pipeline 
gas9. 

A trend towards higher LNG supplies from the US to Europe commenced in autumn 2016 and 
strengthened in January, May and August 2017, mainly due to a bigger US/Europe price 
differential. By January-September 2017, LNG price in Europe grew by 20% from 4.6 to 5.5 
USD/MMBtu compared to 2016 average due to higher oil prices, cold weather and Algeria gas 
supply problems. LNG spot prices exceeded $14/MMBtu at TRS hub in France in late January 
2017 – the highest price over the last five years10. As a result, according to the US DOE data, 
8 out of 17 LNG cargoes from Sabine Pass plant in January were sent to Europe. The targeted 
markets were Spain, Portugal, Malta and Turkey, i.e. those countries (except Turkey) that do 
not buy Russian gas.  

The prospects of US LNG supplies to Europe will be determined by their economic 
attractiveness. 

What is special about the US LNG business model  

The United States as the home country of Philip Kotler, founder of the marketing theory, has 
always succeeded in sales. By the end of 2016, 6 US LNG facilities signed 41 contracts to sell 
US LNG for a total of 47,8 mt per year including 28 long-term (20 years), 2 short-term contracts 
(up to 5 years) and 11 heads of agreement (HOA) for 7.7 mt11. 

                                                            
7 Ibid. 
8 Independent Turkey, “Gazprom Cuts Naturals Gas Supply to Turkish Private Companies” 
http://independentturkey.org/gazprom-cuts-naturals-gas-supply-to-turkish-private-companies/  
9 GIIGNL, The LNG industry ANNUAL REPORTs 2010-2017, see http://www.giignl.org/publications  
10 Thomson Reuters, U.S. LNG Exports Shift to Europe from Asia, 24.01.2017 - 
https://www.reuters.com/article/usa-asia-lng/u-s-lng-exports-shift-to-europe-from-asia-idUSL1N1FE4BG  
11 GIIGNL, The LNG industry ANNUAL REPORTs 2010-2017, see http://www.giignl.org/publications 
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* Heads of Agreement 
Source: GIIGNL, Cheniere, VYGON Consulting 
Figure 3. Contractual structure of US LNG by plants, conditions and customers, mt 

The contemporary US model of LNG business12 differs from the traditional one. Typical LNG 
producer liquefies natural gas at its own facility and sells it to consumers under the long-term 
contracts on DES (delivered ex ship) basis, i.e. transports LNG to the target market13. 
Therefore, LNG liquefaction and shipping will never be ceased even when foreign market 
prices do not allow LNG producer/seller to recoup its capital costs. 

In the US, gas producer, LNG plant owner and LNG offtakers are all different companies, 
while the latter might be non-US entities (Figure 3). Most of them (60%) are portfolio buyers, 
which, as is the case with Shell, possess a huge client pool worldwide and are willing to deliver 
American LNG to places that appear to be most attractive at the given moment. For example, 
in 2016 Shell purchased LNG in Louisiana and sent it to fulfil its long-term commitments in 
Latin America, India and Kuwait14. 

Cheniere Energy, owner of Sabine Pass LNG plant, buys gas from national shale gas producers, 
then liquefies it and sells LNG on FOB basis to customers (Shell, Natural Gas Fenosa etc.). An 
alternative arrangement, known as tolling, includes providing owned capacity to future LNG 
marketers who purchase natural gas from the US producing companies or participate in 
upstream gas projects (KOGAS, Mitsubishi, Mitsui)15. The latter, mainly Asian companies, 
usually operate on DES basis (11% of total US LNG contracts). 

                                                            
12 Kenai LNG plant has been in operation since 1969 under traditional scheme. 
13 Vovk V.S., Novikov A.I., Glagolev A.I., Orlov Y.N., Bychkov V.K., Udalov D.A. World Industry and Markets 
of Liquefied Natural Gas: Forecast Modeling. – Gazprom expo LTD, 2009.  
14 United States Department of Energy, “LNG Monthly 2017”, see 
https://energy.gov/sites/prod/files/2018/01/f46/LNG%20Monthly%202017.pdf 
15 Cheniere Energy Inc., “Liquefaction Facilities: Trains 1-6”, see http://www.cheniere.com/terminals/sabine-
pass/trains-1-6/  
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All offtakers of LNG produced at Sabine Pass have a ‘take-or-pay’ obligation in their long-
term contracts, according to which the buyer pays for liquefaction regardless of whether it will 
use the LNG capacity or not. With this clause, Cheniere mitigates its unutilized capacity risks. 
For example, starting 1 June 2017 KOGAS will have to pay $547.5 million to Cheniere 
annually over the next 20 years for the reserved capacity of Train 3, which is a strong incentive 
for the Korean company to provide full capacity utilization and sell contracted LNG volumes 
to cut their costs. Therefore, any issues related to marketing US-produced LNG will be beared 
by the importer. 

Table below shows the roles and strategies of major stakeholders in the American LNG supply 
chain: 

Table 1. US LNG market: key stakeholders and their strategies 

Stakeholders  Marketing strategy  Pricing strategy 

Gas producer, US company  Chooses between marketing its 
produced gas to domestic users or to 
LNG plant owners (e.g., Cheniere) 

Looks for the highest prices – Henry 
Hub plus logistic markup 

Gas asset owner, producing 
company that holds contracted 
LNG capacity  

Intends to fulfill a portfolio of long‐term 
contracts in foreign markets (primary 
Asia/Pacific) 

Keen to see a high price differential 
between Henry Hub and target market, 
it will continue to export US LNG even 
with a negative netback 

LNG plant owner  Offers its capacity on take‐or‐pay basis 
or purchases gas from national 
producers, liquefies it and sells to 
offtakers on FOB basis 

Sells American LNG at Henry Hub 
price plus a margin that covers its 
liquefaction unit investments 

Portfolio LNG buyer   Aims at maximizing its arbitrage 
opportunities, adds the US‐produced 
LNG to its total sales portfolio 
(minimizing losses, as per 2016 results). 

Profit depends on arbitrage 
opportunities. The player is tied to 
‘take‐or‐pay’ clause and will try to sell 
LNG to foreign markets at higher 
prices than in North America including 
shipment and liquefaction costs. 

Source: VYGON Consulting 

To sum up, we should list the main aspects of the American LNG trading business model as 
follows: 

 US companies are not involved in LNG exports, and therefore, do not incur losses from 
selling LNG to foreign markets at below-netback prices. 

 Contracts include a take-or-pay clause that secures that the LNG plant owner always 
gets its capacity fee. 

 Most of the contracts are long-term and concluded on FOB basis, while portfolio 
players who have customers all over the world act as the buyer. 

 LNG price is linked to Henry Hub prices. 
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Economics of US LNG exports 

Potential profit or loss of an American LNG marketer depends on whether its net income from 
LNG sales on the target market is higher or lower than the cost of natural gas purchased on the 
US domestic market plus liquefaction and shipment costs. Natural gas purchase cost is defined 
as the sum of Henry Hub price and conventional costs of transportation from the hub to the 
LNG plant (15% of Henry Hub price under the existing contracts)16. 

Importer’s returns in key regions are estimated within the three countries: Belgium, China and 
Brazil. Belgium is chosen because it imports both pipeline gas and LNG. On top of that, 
Belgium has a gas hub with high liquidity, where the prices correlate with the European 
marketplaces and may serve as a benchmark for Western Continental Europe being in 
Gazprom’s focus of interest. China is a promising market for Russian gas supplies. It became 
the third largest importer of LNG from the United States. Brazil, in turn, was the first recipient 
of American LNG deliveries. The estimation was made based on the average actual numbers 
for 2016. 

 

Note: export netback is calculated as an average selling price of LNG to the final market less 
transportation and liquefaction costs. 
Figure 4. Changes in netback factors of US LNG delivery by country in 2016, $/MMBtu 
Source: EIA, FERC, VYGON Consulting 

It should be noted that LNG shipping costs in 2016 made up a negligible share in total LNG 
import price, while the transportation leg differential between Europe and Asia was minimal 
($0.4/MMBtu) despite the fact that the distance to China is roughly twice as long as that to 
Europe, and the Panama Canal fee is additionally paid for the Asia-bound destinations. This 

                                                            
16 Cheniere Energy, Inc., “Corporate Presentation”, June 2017, see http://phx.corporate-
ir.net/External.File?item=UGFyZW50SUQ9NjczNjY0fENoaWxkSUQ9MzgxNjE5fFR5cGU9MQ==&t=1 (at p. 
41) 
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testifies to the great flexibility of the US LNG, which can be delivered anywhere in the world 
(as shown by the 2016 results) with comparable costs. 

Drastic reduction in shipping costs was followed by several factors. Firstly, daily spot rates for 
LNG tanker freight have been declining steadily since 2012. The situation took place against 
overinvesting in tanker fleets17. The drop in oil prices turned out to be a surprise for tanker 
customers, who had previously focused on the declared timelines for LNG plant and terminal 
projects, many of which were delayed subsequently18. Oversupply on LNG vessel market still 
puts a significant pressure on freight rates, which have fallen from the record highs of $160,000 
per day in the first half of 2012 to about $30,000 per day in 2016 (Figure 5). So, while the 
freight share amounted to roughly 50% of total shipping costs in early 2013, today it presents 
mere 20%, or $0.1-0.2 per MMBtu. 

 

Figure 5. LNG tankers average freight rate 
Source: Fearnley 

Secondly, the oil price decline also had a direct impact on the cost of fuel for bunkering, which 
more than halved. In fact, only the cost of boiled-off LNG used as engine fuel in addition to 
fuel oil remained virtually unchanged (normally the daily boil-off rate is about 0.15% of the 
total cargo19).  

Liquefaction makes up the lion's share of all costs incurred by the offtaker, about 80%. 
Liquefaction costs are set individually for each company and are stipulated in the long-term 

                                                            
17The Maritime Executive, “Will New LNG Trade Routes Support Demand for LNG Carriers?”, 
https://www.maritime-executive.com/editorials/will-new-lng-trade-routes-support-demand-for-lng-carriers  
18 Rystad Energy, “Delayed project sanctions in 2017 more than double the 2015-16 count”, 
http://www.rystadenergy.com/newsevents/news/press-releases/fid-delay-PR/ 
19 Journal of Mechanical Engineering and Sciences, Mohamad Shukri Zakaria, Kahar Osman, Ahmad Anas Yusof, 
Mohamad Hafidzal Mohd Hanafi, Mohd Noor Asril Saadun, Muhammad Zaidan, Abdul Manaf, “Parametric 
analysis on boil-off gas rate inside liquefied natural gas storage tank” 
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contract20. It turns out that the parties ignore any potential economy-of-scale effect, which is 
likely to happen in the next 20 years (contract term) and may reduce unit capital costs. In the 
future, this fact may bring about risks for the buyer. 

Despite a number of favorable shipping conditions and historically low Henry Hub prices, the 
US LNG supplies to Europe were on average loss-making for 2016 (Figure 4). Brazil and 
China, located within approximately the same range from the Gulf of Mexico, have secured 
the buyer the profit of $2/MMBtu due to higher selling prices in their markets. 

Significant reduction in average LNG import prices in Europe made American LNG 
uncompetitive to pipeline gas and minimized its supply to European markets. Interestingly, 
European companies are not the ones who suffer losses and face a logistical challenge of how 
to dispose of the contracted LNG volumes. 

Their alternative could be re-exporting LNG on the spot market or reassigning some of their 
capacity contracts. This is how the Korean company KOGAS acted in 2014 when it resold its 
0.7 mt stake in Sabine Pass capacity to TOTAL since it no longer required this volumes for its 
own needs in South Korea. Anyway, European companies may optimize their costs by 
transferring LNG shipments to other countries, as they have no destination clause in their 
contracts banning potential re-exports. They would be able to afford not using the US 
liquefaction facilities they purchased and continue covering liquefaction expenses only if 
average LNG import prices were $3.4/MMBtu in Europe and $3.8 in Asia Pacific. However, 
we do not expect LNG prices to fall so low on these markets. 

By now, six LNG plants have received all export approvals and are under construction in the 
United States. According to Venture Global LNG, a shareholder of the seventh US LNG plant 
Calcasieu Pass, its construction is set to begin in 2017. Since most projects are already 
underway, it is highly possible that the declared trains will be operational as scheduled. It is 
expected that 60 mt of new LNG plant capacity will be added to the existing 18 mt by late 
2019. About 40% of total capacity (78 mt) will be Cheniere plants: 5 trains at Sabine Pass and 
2 trains at Corpus Christy. 

                                                            
20 Cheniere Energy, Inc., “Corporate Presentation”, June 2017, see http://phx.corporate-
ir.net/External.File?item=UGFyZW50SUQ9NjczNjY0fENoaWxkSUQ9MzgxNjE5fFR5cGU9MQ==&t=1 (at p. 
41) 
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Figure 6. Planned LNG capacities commissioning in the US by plants by the end of 2019, mt 
Source: IGU, company data, VYGON Consulting 

Worldwide US LNG exports in the long run will depend on how many LNG projects receive 
export approvals and get implemented. As of February 2017, 14 LNG projects obtained export 
licenses for the total capacity of 153 mt allowing LNG supplies to any world markets. Six of 
them are under construction, while about 40+ projects applied for 386 mt capacity. Thus, the 
non-granted volumes exceed the current global LNG sales by 1.5 times.  

Given the capacity of existing and under construction LNG plants, by early 2020 the United 
States could catch up with Qatar in terms of LNG production, a country that pioneered the LNG 
industry and the largest LNG supplier to date. Even Australia that has been building export 
capacities rapidly over the last few years will have to be content with the third place. As for 
Russia, it has chances to step from the modest 8th place up to the 5th as it is expected to launch 
three trains of Yamal LNG project by 2020.  
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Note: 2020 production assumes 100% utilization rate for under construction LNG projects 
capacity 
Figure 7. Top-10 countries by LNG production in 2015 and 2020, mt 
Source: BP, VYGON Consulting 

US LNG projects under construction are highly justified as their capacity has been contracted 
to a high degree. More than 70% of under construction LNG capacity has obtained the final 
purchasers, mainly portfolio companies. The overall contracted level of the American LNG 
reaches 50% including the existing, under construction and pre-FID capacity. 

Since the most contracts are based on FOB terms and contain a take-or-pay clause, the buyers 
will have to sell LNG to secure a bottom-line rate of return since they would have to cover 
liquefaction cost in any case. 

Therefore, it looks like all contractual transactions may be accomplished for nearly 100% and 
LNG streams will flow to regions with largest premiums, even if the contract stipulates some 
different destination. 
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Note: excl. Heads of agreement (HOA)  
Source: GIIGNL, company data, VYGON Consulting 
Figure 8. Contracted LNG volumes in the US by 2020, mt 

Based on the contracts signed by early 2016, the scope of binding American LNG exports in 
2020 will be no less than 40 mt, or about 10% of the world market (Figure 8). To understand 
the LNG supply prospects, we should estimate the feasibility of LNG marketing in different 
regions as well as compare future LNG competitiveness with average LNG import prices.  

How competitive is American LNG? 

To assess American LNG competitiveness in Europe and Asia by 2020, we conducted cost-
plus price projections as exemplified by Belgium and Japan, which, for comparison purposes, 
were set against various price scenarios on these markets. Japan has been chosen as the world 
largest LNG purchaser, and the LNG import price in Japan is a benchmark for the entire Asia 
and Pacific region. Belgium has been selected for the reasons mentioned above. 

The key determinants of LNG deliveries cost from the USA to European and Asian markets 
are Henry Hub spot prices, liquefaction and shipping. In 2016, the Henry Hub price, the 
indicator of American LNG contracts, was at its lowest level since the beginning of the 1990s. 
The EIA latest long-term projection demonstrates signs that the natural gas glut on the domestic 
US market will be diminishing as LNG export capacities emerge and availability of new oil 
and gas resources and their development technologies shrinks21. The EIA projects that Henry 
Hub prices can grow from $1 to $3 per MMBtu by 2020 versus 2016. Its Minimum Scenario 
assumes a rise in prices to $3.6/MMBtu, while the Maximum Scenario – up to $5.4/MMBtu22. 

                                                            
21 see Annual Energy Outlook 2017 with projections to 2050 - https://www.eia.gov/ 
outlooks/aeo/pdf/0383%282017%29.pdf 
22 US Energy Information Administration, “Annual Energy Outlook”, see 
https://www.eia.gov/outlooks/aeo/pdf/0383(2017).pdf (p. 28) 
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In addition, average liquefaction costs are expected to grow because of higher costs at Corpus 
Christi ($3.5/MMBtu) reflected in the contracts terms. Based on that, the average unit cost of 
gas liquefaction at LNG plants scheduled to come online will soar by $0.5/MMBtu to represent 
about 30-40% of the final LNG price on European and Asian markets. 

Signs of changing shipping costs also have a negative impact on the future competitiveness of 
US LNG. LNG freight rates touched the bottom in 2015-16, and have been on the rebound 
since then. According to Affinity, wider tanker use by LNG producers would dampen the 
existing LNG shipping demand/supply imbalances already in the second quarter of 2018 with 
resulting impacts on the freight rates23. Fearnley, an international marine broker firm, estimates 
a comfort freight rate for an LNG tanker at $80,000 per day24.  

At such shipping rates, we estimate average freight costs to rise 2.5 times up to $0.4/MMBtu. 

In addition, Brent crude prices that are expected to grow to 63 USD/bbl in 2020 (according to 
World Bank projections25) will lead to a rise in the average bunkering costs by $0.15/MMBtu. 
The cost of boiled-off gas will also vary proportionally with the ex-works LNG price. 

As for LNG price projections in Belgium, which is a net importer of Qatar gas, the price of 
LNG is determined based on individual contract price clauses. For instance, RasGas will adjust 
its prices according to a three-month average Brent crude price under the long-term contracts 
with EDF Trading and ENI by 2027. Assuming that crude oil prices will elevate to 63 USD/bbl 
by 2020, LNG price in Belgium, according to our estimates, will be $6.9/MMBtu. 

Therefore, even under the minimum Henry Hub price scenario projected by the EIA for 2020, 
US LNG offtakers are likely to carry losses in Europe. 

                                                            
23 Affinity Research, “Challenges and opportunities in the tanker markets”, 20 October 2017, 
https://www.intertanko.com/Global/presentations/2017/Mark%20Williams%20Affinity%20Research%20LLP%
20-%20Tanker%20Markets%20V02%20(002).pdf (p. 37) 
24 FLEX LNG Ltd. Investor Presentation, 16 February 2017, see 
http://fearnleysecurities.no/content/download/22627/476152/version/3/file/20170216+Flex+LNG+Investor+Pre
sentation.pdf (p. 17) 
25 World Bank, “Commodity Markets Outlook”, see http://www.worldbank.org/en/research/commodity-markets  
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Figure 9. Cost plus forecast of US LNG delivery to Europe by 2020 
Source: EIA, FERC, VYGON Consulting 

Factor analysis based on the minimum projected Henry Hub price shows that 60% of the 
incremental cost of imported US LNG will be due to higher Henry Hub spot prices, thus, this 
factor can be considered the key one (Figure 10). Liquefaction and transportation costs will 
make comparable contributions to the US LNG final cost plus price in Europe by 2020 jointly 
adding about $1/MMBtu.  
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Figure 10. Factors of US LNG price change during its supply to Europe in 2016-20, 
$(2016)/MMBtu 
* based on the AEO EIA 2017 minimum scenario 
Source: EIA, VYGON Consulting 

American LNG exports to Europe could be viable by 2020, if the minimum import price ranges 
from $5 to $7 per MMBtu. However, if the European price is below this range, the American 
LNG offtakers will prefer halting their deliveries and simply paying for liquefaction capacity 
they contracted. 

The importers have two strategies to minimize their losses: use predatory pricing on European 
markets (i.e. offer its LNG for $5-7 per MMBtu instead of the desired $8.3 and current prices 
of $7 per MMBtu) or ship its LNG to more attractive markets in Asia or Latin America, where 
they can obtain a price premium during seasonal price hikes. 

It is also possible to conclude LNG futures contracts for the US LNG, which have been traded 
on the ICE platform since May 201726. Futures trading within the exchange would allow the 
buyers to hedge their financial risks by fixing the price at the initial stage of the transaction. 
Such a maneuver could reduce losses when buying LNG on FOB basis (Henry Hub plus 
liquefaction cost), if the selling price of a forward contract proves to be above the cost plus 
level.  

What is actually left for the non-US marketers of American LNG is to monitor market price 
signals and rapidly send the loaded tankers to the regions, where a premium to the Gulf of 
Mexico LNG purchase price turns up. At the same time, the US LNG plant operators will gain 
stable profit generated by liquefaction capacity rates, while their income is bound to grow as 
the new LNG assets are launched and added in operations. 

                                                            
26 Thomson Reuters, “ICE to offer first U.S. Gulf Coast LNG futures contract”, see 
https://www.reuters.com/article/us-usa-interconti-exc-lng-exclusive/ice-to-offer-first-u-s-gulf-coast-lng-futures-
contract-idUSKBN16T1MB  
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Figure 11. Cost plus forecast of US LNG delivery to Asia by 2020 
Source: EIA, World Bank, VYGON Consulting 

Based on the assumption about regional gas market globalization due to expanding LNG trade, 
we project the further LNG prices alignment in the importing regions. The price differential 
between Europe and Asia/Pacific was $3.1/MMBtu in 2015 and $2.3/MMBtu in 2016, while 
by 2020, according to our estimates, it will shrink to $1-2 per MMBtu. With the expected LNG 
price in Belgium of $6.9/MMBtu, the price in Japan will be within the range from $7.9 to $8.9 
per MMBtu. This corresponds to the World Bank's forecast of $7.8/MMBtu. Since demand in 
Japan is unlikely to grow further due to the national nuclear energy policy regaining its focus, 
and taking into account overall LNG supply growth in the Asia/Pacific region as a result of 
domestic gas market liberalization launched in 2016, we expect that the price of LNG will be 
closer to the bottom value of the forecast range.  

Cost of supply of the American LNG in Japan may vary from $8.6 to $10.7 per MMBtu. Thus, 
the economics of LNG supplies from the United States to Europe and Asia remain extremely 
questionable in the medium term. 

In this case, either the Henry Hub price would not rise as much as the EIA expects or the LNG 
plant owners will have to reduce their liquefaction rates. In practice, however, this will prompt 
many buyers to cut their LNG purchases. Arguably, most LNG plants now under construction 
will never pay off, while the ambitious plans to produce around 390 mt of LNG27 can only be 
implemented on a more modest scale. In any case, all stakeholders engaged in the US LNG 
marketing chain will have to improve their strategy to achieve the target of selling tens of 
millions of tons of LNG in the Asia/Pacific region. Otherwise, the ambitious plans for US 
liquefied natural gas expansion worldwide may turn to be a failure. 

 

                                                            
27 International Gas Union, “World LNG Report”, 2017, see https://www.igu.org/sites/default/files/103419-
World_IGU_Report_no%20crops.pdf  
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Competition of US LNG with Russian gas on the European market 

American LNG exports have failed to become a full-fledged alternative to Gazprom’s pipeline 
gas in Europe, as the latter has set another record-high last year. 

About half of the US LNG supplied to Europe is purchased by countries that do not have long-
term contracts for Russian gas (formerly Spain and Portugal). For most European countries, 
US gas is not a viable alternative to the pipeline supplies of PJSC Gazprom, which has renewed 
its historical record in export volume to Europe for the second consecutive year. In 2016, the 
price of gas sold by PJSC Gazprom to the countries outside the CIS was 36% lower than the 
above-mentioned US LNG estimated price in Europe28. Therefore, at the current oil prices 
level, Russian gas, sold mainly at the oil-linked price, wins the competition with the American 
gas. 

In 2016, PJSC Gazprom exported 178.3 bcm to Europe29. By the end of 2017, it is expected to 
establish a new absolute record of supplies – about 190 bcm. There are several objective 
economic reasons for this. 

From the end of 2015, gas improved its position relative to coal in European power generation, 
and, finally, in May 2017, it began to lead in the inter-fuel competition. 

Since gas generation grew in Europe amid the anomalous weather conditions, natural gas 
consumption has also increased. In the first half of 2017 (compared to the same period in 2016), 
according to the IEA30, gas purchases from Russia increased by 11 bcm, LNG imports gained 
4.2 bcm, pipeline supplies from Norway grew by 3.2 bcm and from Algeria – by 1.5 bcm with 
a general increase in imports of 19.9 bcm. Russian gas could provide 55% of the increase in 
total European imports since the average Gazprom price at the Germany border in the first half 
of 2017 neared the average European price (weighted average price of long-term contracts and 
spot prices) at $196/thous m3 (around $5.5 per MMBtu). 

In other words, Russian gas is preferred by European consumers of the blue fuel, unfortunately, 
not by politicians. For several years we have seen an upward trend in the attempts to restrain 
Russia's share in the EU gas sector, including the support for US LNG expansion.  

                                                            
28 PAO “Gazprom”, Factbook “Gazprom in Figures 2012–2016”, see 
http://www.gazprom.com/f/posts/44/307258/gazprom-in-figures-2012-2016-en.pdf   
29 According to Gazprom Export data 
30 Gas Trade Flows to Europe, International Energy Agency, site of IEA. –Paris, 2017. https://www.iea.org/gtf/ 


