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Global gas markets are facing an unprecedented 
challenge due to the sustained demand destruction 
brought about by the impact of the coronavirus 
pandemic. 

Falling industrial activity following the domestic 
shutdowns imposed by governments worldwide to 
slow the spread of the virus has already had a crippling 
impact on LNG demand. 

On top of this, gas markets also have to contend with 
the potential damage caused by the decline in global 
crude oil prices. The collapse of prices to 18-year lows 
due to the ongoing price struggle between Saudi Arabia 
and Russia complicates an already volatile landscape, 
particularly for offtakers from US LNG facilities. 

Oversupply
A huge ramp up of global LNG supply lead by the commissioning of over 56mtpa in US 
export capacity in the four-year period between January 2016 and December 2019 had 
already threatened to put the global gas market in an oversupply situation. In response 
to this imbalance, global spot market prices have also declined, falling from peaks of 
$12/MMBtu to $5/MMBtu in the space of just 18 months. 

With another 10mtpa in new supply due to come online this year at the Freeport and 
Cameron LNG facilities alone, the trend was only expected to continue. However, the 
demand destruction caused by government responses to the pandemic has instead 
worsened the situation. 

The principal LNG import markets of Japan, China and Korea, which together 
represent just over half of global LNG demand, are now expected to post year-on-year 
consumption declines of up to 5% through 2020, according to the ICIS LNG supply 
forecast. Demand from these markets is now expected to be 15% less than originally 
envisaged by our analysts at the start of the year, due to the economic impacts of 
government enforced shutdowns. 

Further demand reductions based on the ongoing demand slow-downs in the Atlantic 
basin are anticipated, and with demand in the doldrums, prices have also responded. 
The ICIS front month EAX LNG spot price assessment sunk to a new record low of 
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$2.45/MMBtu on 9 April. 

Us margins
With global LNG prices falling, the profit margins that US LNG offtakers had previously 
enjoyed when exporting to demand centres across the world are thinning.

The prospect of US oil production shut-ins caused by the collapse in crude oil prices 
adds a new element to the equation. With US oil prices well below the $30/barrel 
level, producers across the country are already shutting down production sites judged 
uneconomical in the present environment. 

While US domestic natural gas prices fell by 28% in response to the oil price crash, 
Henry Hub has recently rebounded and found some stickiness around the $1.80/MMBtu 
mark. Much of this sentiment has been based on expectations that oil well shut-ins also 
reduce associated gas production. 

The combination of a rising Henry Hub and falling LNG spot prices are tightening 
the economics of US LNG production. The spread between Henry Hub and the TTF 
European benchmark has at times this month narrowed to within $0.50/MMBtu. At 
such a level, the arbitrage opportunities for transatlantic trade begin to disappear. 

Thus far, US offtakers have proven resilient. Despite the pricing crunch, only three US 
cargo cancellations have so far been officially confirmed. ICIS analysts have forecast 
at least 1.3mtpa in production shut-ins across the six US terminals this year, a sum 
equivalent to only 2% of total US production capacity.   

However, further output cuts are possible given that global demand destruction does 
not appear to have bottomed out yet. While the recent resumption of direct US exports 
to China will provide some hope to LNG offtakers, this trade alone may not be enough 
to avoid further shut-ins at US export projects over the summer period. 

With us oil prices well below the $30/barrel level, producers 
across the country are already shutting down production 
sites judged uneconomical in the present environment
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With markets impacted by day-to-day developments and changing 
conditions of the coronavirus pandemic, we’re here to help you stay 
informed.

Receive regular updates on how the coronavirus is affecting energy markets 
and be prepared for situations like the destruction of LNG demand.
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