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Rethinking LNG  strategies 
in the new oil order
Region’s producers need to change their game plan to retain market share

Have your say: 
contact james.henderson@itp.com
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The global Liquefied 
Natural Gas (LNG) 
market is expected 

to outperform the natural 
gas (NG) market, which in 
turn will grow faster than 
oil and coal, with an esti-
mated growth rate at 6% 
until 2020 and 2% to 3% 
afterwards, as compared 
to 1.6% estimated for NG 
until 2035. China and 
Asian countries outside 
of the Organisation for 
Economic Co-operation 
and Development will 
drive most of this growth, 
but other markets such as 
Africa, Latin America will 
also contribute.

Middle East producers, which 
currently hold over 40% of the LNG 
market share, seem to have thrown 
in the towel on capturing such new 
demand at the expense of appar-
ently less cost-effective investments 
especially from Australia and North 
America. No major investments in 
liquefaction capacity seem planned 
so far in the Middle East, safe for 
possible revamping of older lines, 
whereas over ten new projects in 
Australia and twenty more in North 
America, beyond one major project 
in East Africa, are in the Final In-
vestment Decision (FID) or pre-FID 
stage. This would cause the current 
liquefaction capacity to more than 

double.
Most of these projects will run 

at much higher cost rates (even 
considering differences in ship-
ping costs) than existing or poten-
tial Middle East facilities and will 
experience a tough competition that 
would rule many of them out, due to 
their relative cost position and, to a 
lesser extent, marketing approach, 
giving birth to a clear supply side 
competition. Especially, in the cur-
rent low oil price environment, most 
concurring projects would not meet 
feasibility of business case, not even 
on a pure breakeven scenario.

In the current fast changing oil 
and gas market scenario the LNG 

business is deeply im-
pacted and a supply-side 
competition on a global 
scale has been engaged 
to capture new demand 
for LNG, Middle East 
producers should break 
their standstill and rethink 
their industrial strategy, 
leveraging their competi-
tive advantages such as 
industrial cost leadership 
and logistics and introduc-
ing a smarter marketing 
approach.

Middle East countries, 
mainly for strategic, politi-
cal and economic reasons, 
have chosen so far not 
to exploit their potential 

competitive advantage in capturing 
new LNG demand. Such standstill 
will progressively reduce their mar-
ket share and cause the loss of their 
leading role in this business.

But how can Middle East pro-
ducers find a way to capture future 
LNG demand growth? Most of this 
region’s producers have indeed car-
ried out massive investments, with 
some projects being completed only 
recently (e.g. last liquefaction trains 
on stream in Ras Laffan, Qatar in 
2011). However, no major develop-
ments seem to be planned in the 
medium term by current players 
such as Qatar, Oman, Yemen and the 
UAE. Other countries in the area 
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“MIDDLE EAST COUNTRIES 
HAVE ESTABLISHED THEIR 
ECONOMIC STRATEGY TO-
WARDS THE DEVELOPMENT 
OF DOWNSTREAM INDUSTRIES  
AND DIVERSIFICATION.”

like Saudi Arabia do not seem 
interested to enter this game, 
having chosen oil as their export 
driver and designated natural gas 
for domestic purposes only. Yet 
there might be further potential 
and competitive advantages to 
exploit for the LNG run, as this 
region holds both a favourable 
cost position and has the largest 
reserves in the world. 

This, in turn, raises the ques-
tion of what the correct strategy 
for maximising long-term value 
is and whether or not the Middle 
East can still play an industrial 
and commercial role in meeting 
the expected surge in global LNG 
demand. 

A debate on how a competi-
tive strategy should be rolled 
out would have to address at 
least two items: how to restart 
effective investments and how 
to focus on the right markets.  
Rethinking investing on E&P-
LNG facilities means exploiting 

one’s own most cost-effective 
E&P current and prospect port-
folio and building on extensive 
experience to carry out develop-
ment stages. This would also 
mean hinging on the availability 
of large equity investment capi-
tals and exploiting advantage in 
proprietary carrier fleet as in the 
case of Qatar, for example, since 
it might prove to be a bottleneck 
for others.

Marketing, of course, should 
continue to be a key focus for 
large growing markets such as 
the Far East. Nevertheless, it 
should also target “isolated” 
markets vs “gas hubs” where 
competition from pipeline gas 
and availability of trading plat-
forms increase gas-to-gas com-
petition and spot price or short-
term contracts. In some African 
countries, the gas value chain 
could be introduced from scratch 
with a long-term, strategic and 
industrial partnership approach 
and further exploit proximity to 
some large high-growth markets, 
for instance India and Pakistan.

Middle East countries seem to 
have established their economic 
strategy towards the develop-
ment of downstream industries 
and industrial diversification, 
to reduce the risk of a single-

commodity economy, which 
nowadays, in a low oil-price 
scenario, appears to be a sound 
approach.

In the oil and gas business, 
however, a wait-and-see, busi-
ness-as-usual approach seems 
prevailing, as every possible 
move is seen as a possible harm 
to long-term price sustainability 
and maximisation of the value of 
currently operating assets.

Should a moderate oil price 
scenario endure, a question 
needs to be asked as to whether 
or not Middle East projects 
would displace the least cost-
effective Australian or US ones, 
given a reasonable time to mar-
ket period of three to four years. 
In a below $60/bbl scenario 
60 bcm of additional demand 
would be unmet by new supply 
capacity.

A standstill may prove to be 
very dangerous for the eco-
nomic interests of the region. 
Not entering competition for 
growth, as the LNG analysis has 
shown, may perhaps enhance 
the profitability of current as-
sets, as adopted technologies are 
expected to drive oil price up at 
the expense of reducing market 
share. Incidentally, this has not 
at all been the case so far if we 
look at the US shale impact.

However, we cannot overlook 
the fact that in the long run, a 
passive position would allow 
newcomers to enter Middle East 
producers’ own markets and 
approach their own customers, 
putting at risk retention and 
profit sustainability. 

Perhaps, the question Middle 
East producers should be asking 
themselves is whether this is 
a risk they are willing to take, 
should a further industrial de-
velopment for liquefied natural 
gas be envisaged. 

A standstill may prove 
dangerous for the 
economic interests of 
the region. 


