Gas Cartel Is Too Soon In the Making
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Abstract (Summary)

[...] there is the cost of coordination. 
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[Financial Analysis and Commentary]

An OPEC-style cartel for gas would kill the very market it would aim to control.

The Gas Exporting Countries Forum met Monday in Algeria. But after some stirring rhetoric about raising global natural-gas prices, the group discounted any coordinated production cuts for now.

Gas exporters are hurting because liquefied natural gas, which can be shipped independently of pipelines, now accounts for 10% of global supply. That enables greater competition. Also, America's shale-gas revolution, coinciding with recession, has left the market oversupplied.

Yet OPEC's experience carries three lessons for any budding gas cartel. First, there is the cost of coordination. OPEC works because Saudi Arabia is prepared to invest in, and carry the opportunity cost of, spare capacity. Who would do this for gas is unclear. Russia's record of investment wouldn't foster much confidence. Qatar, meanwhile, can withstand lower gas prices, anyway.

Higher prices, meanwhile, encourage competing supplies. The 1970s oil shocks made Alaska and the North Sea viable oil provinces. OPEC's market share, then two-thirds, is 40% today. And higher prices earlier this decade made U.S. shale gas viable.

Perhaps the biggest problem, though, is that you can't influence global prices by controlling marginal supply without a truly global gas market. The latter, facilitated by LNG cargoes, remains some way off. Imposing a cartel now would set back that trend. It also would undermine gas's role as a "bridge" between fossil fuels and renewable energy. Trying to establish a cartel now would kill the opportunity for forming one in the future, when it might indeed be viable.
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Natural-Gas Cuts Likely Off the Table --- Algeria's Proposal to Trim Output Is Expected to Be Rejected at Meeting of Large Exporters of Fuel
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Abstract (Summary)

[...] the natural-gas business is a patchwork of regional markets, a product of gas being distributed largely via pipelines to individual markets. 
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Libya's top oil official said a meeting of natural-gas exporters will reject an Algerian proposal for OPEC-style output cuts meant to ease the global oversupply of gas and stabilize weak spot prices for the fuel.

Shukri Ghanem, head of Libyan National Oil Co., said he didn't expect the Gas Exporting Countries' Forum, which meets in the Algerian resort of Oran on Monday, "to turn into a gas equivalent of OPEC, capable of cutting or increasing production." The forum is an 11-nation group that includes the world's biggest gas producers such as Russia and Qatar.

In an interview, Mr. Ghanem, who is to attend Monday's meeting, said there were "intrinsic differences" between oil and gas that would prevent the emergence of a cartel along the lines of the Organization of Petroleum Exporting Countries capable of taking coordinated action to shore up prices.

He said the fact most gas is sold under long-term, oil-indexed contracts meant producers have less leeway to influence prices by adjusting production. Moreover, the natural-gas business is a patchwork of regional markets, a product of gas being distributed largely via pipelines to individual markets. This is unlike the crude market, in which prices are affected by various factors around the world and where participants buy a substantial amount of oil daily in the spot market.

The proposal to curb supply, made by Algerian Oil Minister Chakib Khelil last month, triggered fears that the forum, whose members control roughly two-thirds of the world's natural-gas supply, was seeking to become like OPEC.

One member of the group, Qatar, the world's largest exporter of liquefied natural gas, or LNG, has seen its market share expand in Europe and is unlikely to back the cuts. Russia's energy minister, Sergei Shmatko, also has said it would be impossible to cut piped gas or LNG supplies to the spot market.

Monday's meeting comes amid a global supply glut caused by a surge in gas production from shale formations in the U.S. and the drop in world-wide demand resulting from the recession. It has been exacerbated by an increase in shipments of LNG, especially from Qatar.

Production from shale formations has meant North America has been so well-supplied with gas that LNG cargoes initially destined for the U.S. had to be diverted to other markets, especially Europe.

That pushed down the European spot price of gas, making it much cheaper than Russian and Algerian gas sold under long-term supply contracts that are linked to the price of oil products.

Natural gas traded on the New York Mercantile Exchange has fallen 28% this year. Friday, gas for May delivery rose 5.4 cents, or 1.4%, to $4.039 a million British thermal units.

Mr. Khelil said Algeria would suggest producers curb the amount of gas they supply to the spot market.

Elsewhere, oil, gold and other commodities sank after the Securities and Exchange Commission charged Goldman Sachs Group Inc., which operates one of the biggest Wall Street commodities-trading teams, with fraud tied to subprime mortgages.

Some traders saw the selloff as a knee-jerk reaction, but others noted more specific worries related to banks' commodities positions. Any firm faced with a large fine may seek to rapidly exit positions to raise cash, potentially throwing markets into havoc.

Light, sweet crude for May delivery fell $2.27, or 2.7%, to $83.24 a barrel on Nymex. Most-active June gold fell 2% to $1,136.90 a troy ounce, while most-active July copper shed 2.4% to $3.5355 a pound, both on the Comex division of the Nymex. May sugar fell 5.3% to 15.95 cents a pound on ICE Futures U.S.
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