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SUMMARY
European wholesale gas and power prices are set for a bearish third quarter, with
comfortable supply across most markets likely to continue to weigh on contracts. Traders
will be continuing to pay close attention to the global LNG market, with Europe set to
remain an attractive destination for cargoes. Comfortable French and Belgian nuclear
availability is likely to pressure power markets, with no present signs of the disruption seen
during previous summers. Bearish movement in the wider energy complex could contribute
further downward impetus to prices. There is currently a continued weak outlook for the
European coal and Brent crude benchmarks, although some stronger trade on carbon
allowances could provide some support to gas and power contracts.
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BRITAIN
NBP traders will pay close attention to LNG flows and
storage levels across Europe through the third quarter
of 2019, with the market dealing close to 10-year lows.
LNG deliveries from the US to Britain dried up through
May and June relative to the start of 2019, as sellers were
faced with declining margins as the Henry Hub discount to
the NBP and TTF dropped. Only a collapse in the crossAtlantic arbitrage will drive any plant shut-ins, however.
Lifting cargoes will often be the better alternative than
paying the fixed liquefaction fee and taking a loss for
companies holding take-or-pay offtake contracts out of US
plants and European markets will remain the better option
than delivering volumes to Asia for a large slice of exports.
Shipments from Qatar into the South Hook terminal will
remain robust, after reaching a record high in May, barring
an air-conditioning demand spike in Asia. Geopolitical
conflict in the Gulf of Oman, after two oil tankers were
attacked in June, could offer some risk premium for prices
as Qatari LNG tankers traverse the key shipping route.
Maintenance on Norwegian fields will peak in late
August and through September, cutting flows to Britain
and driving down exports to the continent. The Belgian
Interconnector (IUK) pipeline will compete for Britainto-mainland-Europe capacity for the first time on 1 July
when the Dutch BBL offers physical reverse flow for the
first time. BBL has offered discounted tariffs for reverse
flow in the third quarter and will likely outcompete IUK for
new bookings from shippers. Participants already hold
over 30 million cubic metres (mcm)/day of Belgium-toBritain capacity on IUK for July, August and September
and new bookings will depend on the volume of LNG
and Norwegian gas beaching at the NBP. Britain’s limited
storage capacity puts greater significance on the storage
balance on the European mainland. Gas in European
stores has never been as high for the time of year and
high stocks will offer consistent pressure to NBP prices as
the summer progresses.
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The LNG influx into Europe is expected to continue in the
third quarter of 2019, which is likely to cap any upward
movement on the Dutch TTF near curve. The persisting
LNG glut, in turn, will also support the current contango
between the TTF Q4 ’19 and Q3 ’19 contracts. The Q4
’19 product averaged a premium of €5/MWh over the Q3
’19 contract in the 1 April-12 June period as continued
LNG arrivals to the Gate terminal kept the bearish
pressure on the Q3 ’19 and other near-curve products.
Injection-related demand is likely to extinguish before the
beginning of winter, as storage sites in the Netherlands
were already 70% full in mid-June.
Capacity tariffs published by the BBL pipeline operator
showed that monthly capacity for Britain-Netherlands
direction between July-September 2019 will be €0.298/
MWh. In comparison, monthly capacity for the same
direction on the IUK will be €0.768/MWh during the third
quarter of 2019.
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GERMANY
The third quarter is likely to be a bearish period for
German prices, particularly on the curve.
Storage sites are set to overtake last year’s 1 October
levels by the end of June, if net injections continue at
the June-to-date rate of 99mcm/day. This will leave very
little space for injections on a prompt basis, considering
that some players had already hedged their storage
activity ahead of time. High stocks will also depress the
Winter ’19 price, particularly on the Q4 ’19 contract.
Traders have long considered it overpriced, making
it likely to plummet shortly before expiry. German
prompt prices will be subject to different fundamentals
such as LNG arrivals to the neighbouring Dutch TTF,
EUAs impacting power-related demand, and annual
maintenance on the Nord Stream pipeline from 16-30
July. Flows via the Mallnow border point with Poland,
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another major source of Russian imports, will be
restricted by around 31% between 5 and 20 August.
These factors will contribute to volatile Day-ahead
contracts on both hubs, particularly GASPOOL, which is
connected to both pipes undergoing outages.

BELGIUM
Belgian natural gas prices in the third quarter will likely
remain capped on the back of ample LNG supply and
high storage levels across neighbouring hubs. As
Belgium is a key transit route in northwest Europe, the
demand dynamic between Britain, Germany, France
and the Netherlands influences Belgian prices. With
European storage stocks higher than expected for the
time of year, low injection demand could pressure prices
during the third quarter. Adding to this will be continued
downside in Asian Pacific markets, likely pushing more
spot LNG cargoes to European hubs. LNG imports into
Zeebrugge soared during May, with a record 13 deliveries
according to LNG Edge. This trend is set to continue.
Any upside during the third quarter will likely come from
temperatures, nuclear availability and the potential of
lower Interconnector flows with the Dutch BBL pipeline
becoming bi-directional in July.

FRANCE
Traders expect strong LNG sendout to keep the
French PEG price below the Dutch TTF for much of
the summer. French traders expect to see PEG prices
increasingly at a discount to the TTF in the longer term,
as production at the Dutch Groningen field falls and the
Netherlands becomes more reliant on imports. PEG
prices traditionally hold a premium to the TTF, reflecting
the direction of physical flows. This premium has come
under growing pressure recently after a flood of LNG
and subdued demand weighed on French prices. As the
Netherlands imports more volumes ahead of the closure
of Groningen, the spread between the TTF and PEG
markets is likely to be volatile.

sector spiked in mid-Q2 ’19 as planned nuclear outages,
low hydroelectric stocks and limited wind potential in
June increased demand.
Heightened demand for cooling in summer means July
is a peak month for electricity demand in Spain, with
competition for water reserves, and a tendency for lower
wind in the high summer peak can be exacerbated in
July. This summer, however, a global LNG oversupply
has weighed heavily on near-term demand for gas
across Europe including in Spain. The result has been
weakness in the front month the closer it gets to expiry,
as the market undoes risk. This is also true of July, and
in common with other European markets, in spite of
Spain’s summer peak, July was in early June dealing
below both August and September. This suggests strong
spot LNG flows into Iberia that have been a feature of
the summer to date could continue.

ITALY
The risk premium attached to the PSV July ’19 product
increased through May and the first half of June on
expectations of higher gas for power consumption amid
lower year-on-year hydroelectric availability in Italy
and forecasts of above-average temperatures. Italian
hydro reservoirs were at 40.4% of their total fullness
as of week 22. This was 12.2 percentage points below

This should lead to an increase in French liquidity, with
rapidly shifting prices often leading to more speculative
activity. Two other factors are likely to contribute to
increasing liquidity on PEG in the months to come.
Spanish shippers eager to increase their presence in
France could also add to liquidity with more spread deals
between the PEG and PVB markets. Continuing issues
with French nuclear sites are also likely to support trade
on French gas as gas plant operators look to secure or
offload volumes where needed. In the longer term the
French commitment to reduce fossil fuel use for power
generation and increase renewable capacity will drive
down procurement-related activity at the PEG.

SPAIN
Consumption of gas by the Spanish electricity generation
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2018’s levels and 19 percentage points below the 12year average, data from the ENTSO-E platform showed.
Above-average temperatures forecast for the remainder
of June will speed up snow melting in the Alps. This
in turn would help replenish stocks and ease hydro
concerns. By mid-June, Italian storage facilities were
already over 50% full, up almost three percentage points
from the same time in 2018 and 2017. This could ease
storage injection demand in the third quarter and mitigate
any potential short-term price spike should temperatures
increase significantly above the seasonal average. On
the other hand, the PSV August ’19 product reduced the
premium it holds to the equivalent TTF benchmark on the
back of expectations of lower demand from the industrial
sector during the peak summer holiday period, coupled
with fast-filling storage sites. This will likely reduce the
need for short-term gas imports in August.

CENTRAL EUROPE
Central European natural gas prices for delivery in the
third quarter will likely remain on a bearish trajectory as
regional storage tanks reach healthy levels. But shippers
will scramble to fill up storage units ahead of the winter
in preparation for potential supply disruptions in the
event that Ukrainian transit volumes are terminated
by the beginning of 2020. High gas-fired generation
due to air conditioning and low hydro reservoir levels
in Italy will be a bullish driver for Austrian prices in the
third quarter. Shippers will also source Austrian spot
volumes to meet storage injection demand in Italy if the
Italian PSV premium proves sufficient. An outage at the
Netherlands-to-Italy TENP pipeline in late July to midAugust will also press shippers to look for additional
volumes in Austria. Prices in the Czech Republic will

follow the trajectory of their German NCG counterparts,
while shippers will continue filling storage tanks. The
Czech Republic will likely be less impacted by any
supply disruption in the region in the coming year as the
county receives most of its supply from Germany. Price
movements in Slovakia will follow suit with Austria in the
third quarter. Meanwhile, the country will remain the main
transit county for western volumes destined to Ukraine.
Hungarian MGP prices will be supported by large storage
injection demand from Ukraine and Romania in the
coming quarter. Romanian producers may keep their
output limited due to a price cap, while import obligations
and a Hungarian discount to Romanian prices will
press shippers to keep importing Hungarian volumes.
At the same time, Ukraine will keep injecting large
volumes into storage tanks in preparation for the winter.
Hungarian exit tariffs in the quarter will remain more
competitive compared to Slovakia and Poland, which
will press independent Ukrainian shippers and industrial
consumers to rely on Hungarian volumes, supporting
MGP prices.

TURKEY
A Turkish government increase in regulated electricity
and gas from 1 July may have a bullish impact on free
market prices, but weak demand and a more stable
exchange rate may offset gains. Energy companies
say a 10% increase in electricity and gas tariffs may
be enforced after the Istanbul local elections re-run is
completed on 23 June. The tariff increase would allow
companies to align tariffs to end consumers with soaring
costs linked to high Russian imported gas prices. It
would also help to lift spot prices on the electricity
market. However, traders point out that even if the
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hike is enacted, a rise in free market prices would be
moderate because demand is weak on the back of an
economic slowdown. They also suggest that the Turkish
lira, which depreciated by as much as 40% against the
US dollar last year, has been more stable this year and
could remain on a similar trend in the upcoming months.
Nevertheless, there is also the risk of increased volatility
in the exchange rate as Turkey could be subject to US
sanctions if it buys a Russian S-400 anti-aircraft defence
system, as indicated by the Turkish government. Ankara
has until July to decide whether it will accept the $2.5bn
Russian delivery.

UKRAINE
Ukrainian gas prices may follow European hub values
lower in the third quarter of the year, although ongoing
high storage interest may cap losses. Front month prices
on the Ukrainian virtual trading point (UAVTP) and
at the border (UA-Border) have been on a downward

trend throughout the second quarter of the year,
reflecting movements on neighbouring European hubs.
Considering Ukraine’s strong linkage to neighbouring
hub prices, the trend may continue in Q3 ’19 if European
values remain on a downward trend. Nevertheless, a
rise in domestic demand for natural gas could offset the
bearish sentiment, as companies may continue to inject
gas into storage. Imports soared to record levels in the
first week of June as local and foreign companies were
ramping up injections. Storage levels in the second week
of June were hovering around 12 billion cubic metres
(bcm), some 20% up on the same period last year. Many
companies were looking to take advantage of cheaper
Ukrainian transmission tariffs, a relaxed customs regime
and bearish prices in neighbouring European hubs. The
trend was expected to continue in Q3, with imports from
Hungary being particularly sought after. The Ukrainian
and Hungarian grid operators increased the technical
cross-border capacity by 14% to 19.5mcm from 30 May.
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POWER
UK

ANALYST VIEW

There is a broadly bearish outlook for UK power prices
heading into the third quarter of the year, with traders
likely to pay close attention to LNG arrival schedules. A
flood of cargoes has significantly pressured wholesale gas
prices over the first half of the year, leading to a collapse
in UK electricity contracts, which are heavily influenced
by the gas price due to the marginal role of the fuel in
the country’s power generation mix. Shipments of Qatari
cargoes to the South Hook terminal are likely to remain
common over the coming months after reaching a record
level during May. Traders will no doubt remain wary of
the UK’s ongoing efforts to exit the EU on 31 October,
particularly the possibility of a no-deal Brexit. In this
scenario, which all potential prime ministers have vowed
to try to avoid, the country faces crashing out of the EU
internal energy market (IEM) and the European carbon
emissions trading scheme (ETS). Finally, the status of the
British capacity market will continue to play on the minds
of participants during the third quarter, with the scheme
remaining suspended due to an ongoing European
Commission investigation. The UK’s energy department
has recently said that it is hopeful that the capacity market
will be reinstated by October.

The main price driver in the mid-term will be the decision
taken by the government over post-2020 carbon pricing,
according to the ICIS long-term power analytics team. While
the carbon price support is currently fixed at £18/tonne until
2021, both the method of carbon pricing and the likely price
remain uncertain in the mid- to long term. The price level,
and the difference between the UK carbon price and the
ETS, will have a major impact on the level of imports from
Europe and the UK’s wholesale power price. Under the ICIS
base-case assumptions, UK power prices are expected to
increase to a peak of €74.83/MWh (£66.49/MWh) in 2025,
with the anticipated closure of nuclear plants in the mid2020s creating a price spike before Hinkley Point C comes
on line. Coal is expected to be pushed almost completely
out of the generation mix by the early 2020s, long before
the 2025 coal phase-out deadline.

GERMANY
German spot prices are unlikely to experience significant
upside during the third quarter of 2019 due to robust
nuclear supply expectations coupled with a bearish
outlook for coal and gas prices.
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ANALYST VIEW
The ICIS long-term power analytics team expects German
power prices to gradually increase until the mid-2020s,
starting with €46.4/MWh in 2020 and reaching €64.8/MWh
in 2025 before decreasing to levels slightly below €60/
MWh towards 2030. The analyst team sees the anticipated
increase in carbon prices as the main bullish driver until the
middle of the next decade. However, the proposed phaseout of hard coal and lignite capacities until 2038 will result
in a significant decrease in power exports from Germany to
neighbouring countries, even turning the country into a net
importer by 2023. Afterwards, a lower carbon price results
in additional thermal generation, with gas taking a larger
share of the mix. As renewable generation increases from
around 50% of the annual demand in 2020 to levels around
70% by 2030, ICIS long-term modelling suggests that with
such growing renewable share, German power prices tend to
slightly decrease during the second half of the next decade.

Viewed in a European context, ICIS modelling shows
that a German coal phase-out is clearly bullish, with an
average price increase across all directly interconnected
markets of €0.2/MWh for the 2019 to 2022 period and
€2.2/MWh for the period 2023 to 2030. The Nordics and
the Netherlands see the highest power price increase
due to the strong use of interconnectors to minimise price
differentials, whereas power prices in Poland and the UK
will be the least affected. Traded spreads between the
German and French power baseload contracts for 2022
delivery have significantly tightened since the coal exit
report was published with France falling to a discount
on four occasions in March 2019. Given that supply gets
tighter with the German nuclear phase-out scheduled for
2023, prices are expected to converge between the two
markets with Germany trading at a €3/MWh premium over
French power prices by 2030.
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Comfortable European nuclear margins offer supply-side
confidence to the German market, whose own nuclear
portfolio is scheduled for operation at close to maximum
capacity. Nuclear is the cheapest form of conventional
generation. Continental gas prices have crumbled under
the weight of heightened LNG-related supply during the
first half of the year, enabling shippers to inject early into
storage sites and boost stocks across Europe to multiyear highs. Losses in gas contracts have also pressured
coal prices as the two compete in the German generation
mix. The resulting bearish cocktail of fuels, combined
with a strong confidence in nuclear availability, will keep
German power prices relatively low at times of low
renewable output over the summer months and render
potential price spikes unlikely.

FRANCE
French nuclear availability is expected to ramp up to an
average of 47.3GW in July, 3GW above the five-year
average. In August, nuclear availability is set to average
4GW above the five-year average, while September
is currently averaging 5.25GW above the 2014-2018
average. On top of record-high levels of nuclear
availability this summer, France is also set to have a
comfortable supply of hydropower generation. Belowaverage temperatures in April and May have delayed
snow melt, meaning rivers will benefit from a boost in
levels later on than normal in the season. French hydro
stocks are currently below the 2015-2018 average but
are expected to increase rapidly in June with warmer
temperatures melting snow, this will mean hydropower
generation will be robust, particularly in July. Adding a
certain element of risk are three nuclear power plants –
1.3GW Paluel 4, 1.3GW Flamanville 2 and 1.5GW Chooz
2 – that are scheduled to come back on line after their
10-year visits during the third quarter and which are often
subject to delays.

ANALYST VIEW
Like all countries in the EU, France will need to finalise
its National Energy and Climate Plan (NECP) by the end
of the year. The country’s draft plan called for 20.6GW
of solar and 24.6GW of onshore wind by 2023. The ICIS
long-term power analytics team sees this as difficult to
achieve given current barriers to development, especially
for onshore wind. Slow progress in adding new capacity
is likely to mean that France will miss its 2020 target for a
23% renewable share in final energy consumption.
ICIS long-term power modelling suggests that prices will
increase to a peak of €63.32/MWh in 2025, under basecase assumptions, driven primarily by higher carbon
prices in Europe. Power prices are expected to decline in
the second half of the 2020s as carbon prices soften and
more renewable capacity is added.

ITALY
The Italian power front quarter and quarter+2 are likely
to keep following a bearish trajectory going forward
due to crumbling gas prices in the domestic PSV hub.
This is mainly due to the increasing number of LNG
vessels docking at Italian terminals since the beginning
of the year and fuller gas stocks year on year. Ongoing
bearishness in the wider energy complex, including
the carbon benchmark, could add further pressure to
the picture. Carbon and gas are important price drivers
for the Italian power market due to the large share of
electricity produced from gas-fired plants on which a
carbon tax is applied. Nevertheless, some support for
the front quarter could come from lower hydro availability
year on year. Water reservoirs were 40.4% full as of week
22, ENTSO-E data showed. This was 12.2 percentage
points lower compared to 2018 and 19 percentage
points lower compared to previous 12-year average.
In addition, a long-term weather forecast issued by the
European Commission Copernicus service indicated
that temperatures could remain higher than the seasonal
norm across the third quarter in the northern regions
of the country, increasing power demand to operate
cooling appliances.

HUNGARY
Electricity prices in Hungary are likely to be supported
by weather-driven demand and falling hydro levels in
the Balkans. Hydro output plays an important role in the
Balkans’ generation mix and determines export volumes
to Hungary. Danube flows through coupled Romania
have been going down in recent weeks and forecasts
for continuous hot and dry weather is likely to have a
negative effect on both rivers flows and reservoirs across
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the region. Some ongoing nuclear outages in the Czech
Republic and Slovakia are expected to end by midJuly, improving overall supply, although cross-border
capacity reductions on the Slovak-Hungarian border in
July will limit the potential bearish impact. Any volatility
on the carbon market will also play an important role in
determining curve prices in Hungary over the summer.
The ICIS assessment of the Hungarian Q3 ’19 Baseload
contract has lost 10.4% of its value since the start of
May, assessed at €53.45/MWh on 13 June, €3.00/MWh
below the price that the Q3 ’18 contract traded at the
same time last year.

CZECH REPUBLIC
Prices in the Czech wholesale electricity market may
be supported by planned maintenance of a 1GW unit
at nuclear power plant Temelin, expected to run from
22 June to 11 August. This is likely already priced into
the forward market, as the nuclear outage schedule is
usually quite similar from year to year and most market
participants will have been aware of the maintenance
for some time. Contracts will also be influenced by
the neighbouring German market, where prices are
typically cheaper compared to the Czech Republic, and
the typically more expensive Hungarian and Slovak
markets. The Czech Republic is usually a net exporter
to the Hungarian and Slovak markets and is coupled
with them on the day-ahead exchange. Tighter supply on
the German or Slovak side could support Czech prices,
particularly if temperatures are higher than seasonal
norms. A planned outage on a transmission line from
the Czech to the Slovak grid may limit exports from
the Czech Republic eastward between 13 July and 11

August, potentially capping price support from this region.
But this outage has been scheduled to run over a longer
period in the last couple of years, so the effect may be
smaller this year.

BULGARIA
Bulgarian power prices are likely to be boosted by new
regulations from 1 July. These are expected to result in:
■ Reduced supply of cheap nuclear power on the
free market
■ Increased supply of more expensive coal-fired
generation on the free market
■ Potential for producers to raise their offers because of the
removal of the export tariff
■ Increased buying interest by the distribution
system operators
On the bearish side, an estimated 1.5TWh of extra
renewable production is expected to be sold on the free
market over the next 12 months from producers with
1-4MW of installed capacity. However, these have until
31 August to change their existing feed-in-tariff contracts
to contracts for premium which should take effect no later
than 1 October. The bearish effect of extra renewables
may be delayed until the fourth quarter as a result. Stateowned utility NEK, which owns the majority of Bulgaria’s
power assets, will be obliged to sell less power to the
regulated market, potentially increasing its selling volumes
on the free market. But Bulgaria’s reservoirs have been
consistently below last year’s levels since the beginning
of the year and NEK’s trading strategy will determine how
much of this power will be sold in summer and how much
will be kept in store for winter.

Carbon prices
have quadrupled.
What influence will this have on
European power prices?
ICIS Power Perspective provides a wealth of market insight and analysis
on key power market developments and policy changes. Power Horizon
translates this into an EU-wide power price forecast up until 2030, so
you can evaluate how these changes will influence your business.

Learn more
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GREECE
Greek prices will be influenced by moves on the carbon
and gas markets due to the prevalence of thermal
generation in the country’s generation mix. State-owned
utility PPC recently completed a deal for an LNG delivery
in July with two more deliveries likely at the end of
August. Given that PPC operates the country’s most
expensive gas-fired plants, this may help reduce their
production cost. Similarly to Bulgaria, Greek reservoirs
have remained consistently below last year’s level,
despite gradual increases in recent weeks. It is unclear
to what extent these will be used going ahead. There is a
possibility that PPC will only use the hydro stocks at times
of very high demand in a bid to save water for the fourth
quarter. Greece is a net importer from Bulgaria. Therefore,
any bullishness on the Bulgarian market is likely to impact
Greek prices. Movements on the Hungarian and Italian
markets will also be drivers for Greek prices.

CARBON
Looking forward to the second half of 2019, fundamental
market data looks supportive for the European carbon
price, but policy and market risks remain high on
the agenda of market participants. According to ICIS
proprietary agent-based modelling of the EU ETS, the
market is undersupplied in allowances during all six
months to December from -6m up to -26m, which means
the EUA price is required to increase in order to balance
the market. It will be key to see how margins for power
plant operators evolve – namely if they re-gain the ground
lost in 2019 compared to 2018 or if they remain at current
low levels. If the latter is the case, the likelihood of a
significant price increase during the second half of 2019
beyond ICIS’s base-case scenario is unlikely. In parallel,
one key issue to consider here is fuel switching from coal
to gas generation.
As the EUA price increases, so does the profitability
of gas power plants, which have moved in and out of

the break-even line in 2019 for 50% average efficiency
German gas plants. With the abyssal lignite spread and
the low coal spread not helped by the current US-China
spat, and slightly improving gas spreads, a higher carbon
price in the second half of 2019 could bear pressure in
itself. It will be crucial to see whether the current glut of
LNG reaching European shores is set to continue, thus
maintaining pressure on gas prices and further cementing
the switch from coal to gas in power generation.
On the policy side, we see two main risks for the market
including a hard Brexit scenario and remaining uncertainty
whether Germany will aim to compensate for lower
emissions as a result of the announced coal phase-out via
voluntary cancellation of EUAs. On the market side, there
is a volume risk if one or several speculators were to pull
the plug on tangible long positions.
Overall, ICIS carbon market analysts forecast the EUA
price to end 2019 at €30/t but the market will face both
volatility and risks along the way.

COAL
Coal prices have been falling since last winter,
when global LNG production capacity ramped up
significantly, and gas started to undercut coal in the
power mix of many countries. In recent years, coal
prices have tended to mount over the summer months
when cooling demand ramps up and there is more
potential for disruption to other sources of power supply.
Whether bullish fundamentals can contrive to arrest
coal’s price decline is therefore the key question facing
the market this summer. Hot weather is forecast in key
demand markets in northeast China, the world’s largest
producer, consumer and importer of the fuel. This could
see Chinese power demand growth bounce back from
a weak May, potentially caused by a trade war with the
US. Meanwhile, Chinese mining output growth has
been limited. With the government instituting mine
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closures and production caps to improve safety and
cut pollution, Chinese demand is likely to tighten the
seaborne coal market.

CRUDE
Oil market bulls are becoming increasingly low in
number, with hedge funds currently liquidating long
positions on crude at the fastest rate since Q4 2018.
Economic headwinds fuelled by the US-China trade war
and rampant production from the US are widening the
gap between supply and demand. However, OPEC-led
supply cuts and simmering tensions in the Middle East
could provide bullish impetus. The US and China account
for one-third of global oil consumption, meaning the
economic impact of a protracted trade war between the
two nations has particularly negative repercussions for
oil demand. ICIS analysts predict that, should both sides
fail to come to an agreement, crude oil futures will end
the year around $3.00/bbl lower than average forecasts.
The shale boom has revolutionised US production, with
current supply at a world record 12.4m bbl/day. The
Energy Information Administration (EIA) has forecast
US output to average 12.32m bbl/day in 2019, adding
further downside pressure to oil prices in the second half
of the year. Rhetoric from a number of OPEC members
has suggested the oil cartel will extend its current 1.2m
bbl/day supply pact to the end of 2019. This should
keep a floor under prices, with deeper cuts possible if
futures fall too low. Simmering tensions in the Middle
East reached boiling point on 20 June after Iran shot

down a US military drone and Donald Trump threatened
retaliation. The development follows accusations that
the Middle Eastern nation masterminded two attacks on
tankers in the Gulf of Oman. The latest volatility comes
against a background of US sanctions, pressuring Iran
to reopen talks on the 2015 nuclear deal. The Gulf is in
close proximity to the Strait of Hormuz, a strategic oil
chokepoint where one-fifth of global demand is exported
from the Middle East.

LNG
The LNG market looks set to continue its bearish streak
into the third quarter. On the supply side, the ramp-up of
US export plants promises to bring additional cargoes to
market, with Elba Island now scheduled to ship its first
cargo in July and shipments from Cameron and Corpus
Christi also scheduled to increase. The return of seasonal
cooling demand in Asia could provide some support to
spot prices, but buyers are heading for the start of July
with high inventories that should limit their need for extra
cargoes. The third quarter is also usually peak demand
time for buyers in the Middle East, but last year countries
such as the United Arab Emirates and Jordan cut LNG
imports in favour of cheaper pipeline gas. If spot demand
does emerge, we will likely see the Asian market premium
to Europe grow, which would pull some flexible cargoes
east and away from the Atlantic basin. That will in turn
start to deprive European terminals of the near-constant
flow of cargoes they have grown used to this year, which
will support regional hub prices.
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