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Henry Hub influences set to rise in 
global gas markets
The US has been exporting LNG from the 
lower 48 states for over a year, but the 
development is still in an early phase with 
more than 60 million tonnes per annum 
(mtpa) of liquefaction capacity still to come 
online in the next four years.

Deliveries to Europe have been limited 
to date and no cargoes have yet made their 
way to northwest European terminals, but 
this is likely to change in the coming years 
and the impact of US LNG has in any case 
already made itself felt on pricing struc-
tures in global gas markets and trading 
behaviour. 

The bearish supply outlook driven by 
looming LNG oversupply in the Atlantic and 
forward hedging on the European curve has 
pushed the Dutch TTF curve into backwarda-
tion – particularly early in 2017.

The impact of US LNG on European 
hub trading fundamentals is set to become 
increasingly pronounced as liquefaction ca-
pacity builds. This would certainly be true if 
volumes are pushed to the continent in order 
to balance oversupply, but even if cargoes 
do not arrive, European gas trading could 
be affected by increasing optimisation, LNG 
portfolio balancing and speculation in the 
global market.

“Although the physical cargoes dis-
patched out of the US don’t necessarily end 
up in Europe, the decision around how to 
price those cargoes are coming from Euro-
pean hub signals,” Olly Spinks director at 
consultancy Timera Energy told delegates 
at the Flame gas conference held in Amster-
dam in May. 

European hubs are also a key factor 
determining how portfolio suppliers – which 
account for a large share of US liquefaction 
capacity – make decisions about how to 
“exercise optionality” of their contracts. 

European hubs are currently providing 
a floor to Asian gas prices with periods of 
greater convergence – as has been the case 
in recent weeks – likely to be a good indica-
tor of global LNG oversupply that should be 
monitored by market participants.

As US liquefaction production capacity 
continues to build, however, many market 
participants expect the Henry Hub bench-
mark to become increasingly influential on 
global gas pricing.

“The spread [between the Henry Hub 
and Europe] could come down a lot in 
terms of the true variable cost of getting 
gas out of the US to Europe, compared 

to what is currently observed in forward 
pricing,” Spinks told the conference. 
“Over the longer term, when you get that 
convergence the Henry Hub is going to be 
the predominant driving force for global 
pricing.”

Based on ICIS price assessments and 
NYMEX closing futures on 8 May, the TTF 
premium to the Henry Hub ranged between 
$1.67-2.67/MMBtu for delivery periods be-
tween Q3 ’17 and Q4 ’19 (see chart). 

One head of trading at a major European 
energy market participant, but with only a 
small physical LNG position, told ICIS on the 
conference sidelines that his company was 
now actively managing spread positions 
between the Henry Hub and the major Euro-
pean markets “up to about a year ahead on 
the forward curve”.

Many of Europe’s other large energy 
trading entities and US physical and financial 
trading participants are increasingly follow-
ing suit, either to hedge physical positions 
or to speculate on the development of the 
spread. 

The growing linkage between the two 
regional markets and the requirement for 
market participants to trade the transatlan-
tic spread means that they not only have to 
manage the commodity risk, but also the 
currency risks between US Dollar and the 
Euro or UK Pound Sterling, as well as the 
local market conventions for energy unit 
contract size. (with Henry Hub trading in $/
MMBtu, the NBP in pence/therm and con-
tinental European markets in Euros/MWh). 

As more energy companies are exposed 
to the spread between European Gas Hubs 
and the US Henry Hub, there is a growing 
need for product harmonisation between 
these two regional markets and Global Gas 

markets. CME Group, for example, has an-
nounced that it will launch four new sepa-
rate $/MMBtu contracts on 22 May aimed 
at helping market participants to trade and 
monetise transatlantic gas price differentials. 
The new financially settled NYMEX listed 
products include monthly NBP and TTF fu-
tures contracts with harmonised and aligned 
currency, energy unit and contract expiry 
dates to the New York Mercantile Exchange 
(NYMEX/Henry Hub futures).

The newly launched NYMEX NBP and 
TTF dollar denominated products will also 
work alongside the existing Henry Hub 
Futures on NYMEX to generate implied 
transatlantic spreads. All of which will be 
tradeable. 

CME Group will also launch two specific 
bullet spread futures contracts between the 
NYMEX Henry Hub and NBP and the NYMEX 
Henry Hub and TTF 

The new four contracts will be available 
for trading on the CME Globex electronic 
platform in monthly and seasonal contracts 
for three calendar years ahead, in lots of 
10,000MBtu and will be cleared by CME 
Clearing Inc. These financially settled NBP 
and TTF contracts will be settled against ICIS 
price assessments. 
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The depth of liquidity at the Henry Hub 
already makes it an influential global price 
benchmark, and with the US on the verge of 
becoming a major gas exporter its influence as 
a significant global price driver will only grow. 

According to David Maerz, head of 
global trading analytics at oil major BP, one 
possible implication was global gas prices’ 
increased exposure to the seasonality of the 
US domestic market.

“The North American market is very sea-
sonal and is about twice the size of the Euro-
pean market and about two-and-a-half times 
the size of the global LNG market, so a cold 
winter in North America is going to have a very 
material impact on global LNG prices in that 
year,” Maerz told delegates at Flame. 

First US LNG exports
Since Cheniere Energy became the first 
company to begin exporting LNG from the 
lower 48 states with the commissioning of 
Sabine Pass in Louisiana early in 2016, the 
US offtakers have supplied more than 7 
million tonnes of LNG to the global market.

Two out of five 4.5mtpa capacity trains 
at Sabine Pass began operations in the first 
and third quarters of 2016, with the third 
train completed in the first quarter of 2017.

The first three trains represent around 
20% of nearly 66mtpa of US export capacity 
currently under construction.

The fourth train at Sabine Pass is due 
online by the end of the year and the fifth 
is expected to begin producing LNG in 2018.

Unsurprisingly, the most popular des-
tination for US LNG in the past 15 months 
has been the Americas. Markets in this 
proximate region have frequently offered US 
offtakers the best return on a netback basis 
and have absorbed around over 40% of the 
first volumes of US LNG exports.

Mexico has proved to be the biggest sin-
gle destination for US LNG, accounting for 
1.63m tonnes, over 20% of the total.

Asia has been the next biggest market 
for US LNG, receiving 32% of exports since 
March 2016. Deliveries were particularly 
strong in January 2017 and throughout the 
first quarter of the year, as flexible US sup-
ply responded to rising spot prices in Asia 
during the peak winter-demand period.

Europe has not yet been called upon as 
the market of last resort for surplus US LNG 
– a role that it is expected to play on occa-
sions in the years to come – and terminals in 
northwest Europe are still awaiting their first 
cargo from the US Gulf.

The continent did still receive 12% of US 
exports in the past 15 months, but receipts 
were largely driven by spot price signals and 
not out of a necessity to balance extreme 
length in the market.

Impact on hubs
While only a relatively small proportion of 

cargoes have so far landed in Europe, key 
hubs have nonetheless been influenced by 
the rising availability of US LNG.

Furthermore, the NBP and TTF have 
themselves come to play an increasingly im-
portant role as an indicative reference when 
fixed-price cargoes are traded in the spot 
market in Asia and South America.

The most obvious impact on European 
hub trading has so far been concentrated on 
the shape of the far curve. In the first three 
months of 2017, the TTF far curve traded 
in its steepest first-quarter backwardation 
– where forward contracts hold a discount 
to nearer-term delivery periods – since ICIS 
began assessing 10 forward quarters at the 
Dutch hub in August 2012.

The phenomenon was consistent with 
backwardation of the far curve in the oil 
market and was exacerbated to some extent 
by below-average temperatures, high de-
mand and low LNG supply to Europe early in 
2017, which supported the near curve. But 
it is also worth noting that far-curve prices 
at the TTF were seemingly unresponsive to 
mounting uncertainty about the long-term 
capability of the Rough storage site in Brit-
ain and the loss of flexibility and significant 
reduction of future availability of Groningen 
gas in the Netherlands

A key factor capping price gains on the 
far curve, leading to backwardation, has 

been the anticipated rise in LNG availability 
in the Atlantic basin out to 2020. 

Outlooks for gas demand growth across 
the globe are relatively modest, raising ques-
tions about which markets could absorb a 
potential surplus of LNG supply. Europe’s 
two liquid hubs in the UK and the Neth-
erlands, abundant and underutilised LNG 
import infrastructure and the potential for 
a flexible demand side response from the 
power generation sector makes the conti-
nent a viable option for shippers looking to 
manage any such global oversupply.

But in addition to bearish sentiment 
driven by the markets best guess about 
where surplus cargoes will land active for-
ward selling of LNG on the European far 
curve has also helped to weigh on the value 
of longer-dated contracts. This is because 
there is nowhere else to hedge future LNG 
offtake from new projects. After the Henry 
Hub in the US – the source of much of the 
new supply – the TTF is the world’s next big-
gest liberalised gas market.

This hedging does not preclude the 
possibility of US LNG finding a home in 
markets other than Europe the future, as 
high liquidity at the NBP and  TTF will make 
it possible to unwind a short positions clos-
er to delivery if a cargo will fetch a better 
price in Asia, South America or elsewhere. 
ben.wetherall@icis.com
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