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EUROPE
Implications Seen for U.S. LNG as Nord 
Stream 2 Nears Finish Line

Russia will likely complete by next year the undersea Nord 
Stream 2 (NS2) natural gas pipeline to Germany despite ongoing U.S. 
efforts to scuttle the $11 billion project, analysts said.

The start-up of the 5.3 Bcf/d NS2 could curb a potential recovery 
of U.S. LNG exports even if the Covid-19 pandemic recedes next year, 
said BTU Analytics LLC energy analyst Connor McLean.

“If Nord Stream 2 comes online as expected, the influx of supply 
into Europe could place further pressure on a U.S. LNG recovery in 
2021,” McLean said in a recent post on the firm’s website.

McLean predicted that NS2 could be completed late this year or 
in 2021 even though U.S. lawmakers last month introduced biparti-
san legislation to try to halt the project by significantly expanding the 
number of entities that could face sanctions for aiding it in any way, 
such as construction, financing, insuring or certification.

The United States has already delayed completion of the 
745-mile line by imposing sanctions in December on pipe-laying 
activities in the Baltic Sea, which NS2 would traverse on its 
route from Ust-Luga, Russia, to Greifswald, Germany. Those 
sanctions caused privately-held Allseas to suspend its pipe-laying 
work, which in turn prompted Russia to develop its own ships 
to try to complete the line. The work was delayed after NS2 had 
already been built within 100 miles of the German coast at a 
cost of $10.5 billion.

To combat the Russian plan, Sens. Ted Cruz (R-TX), 
Jeanne Shaheen (D-NH), John Barrasso (R-WY), Tom Cotton 
(R-AR) and Ron Johnson (R-WI) introduced a bill to sanction 
any entity that aids in completion of the line. That could include 
companies that have extensive operations in the U.S., such as 
Royal Dutch Shell plc, Total SA, Engie and OMV, which have 
stakes in parts of NS2, and Norwegian maritime classification 
society DNV.

A version of the bill, called Protecting Europe’s Energy Security 
Clarification Act (PEESCA), will likely be passed because it would 
be included in the fiscal year 2021 National Defense Authorization 
Act (NDAA), consultancy ClearView Energy Partners LLC said 
earlier this month.

“The NDAA funds U.S. forces, effectively making its passage 
a question of ‘when,’ not ‘if,’” ClearView said in a note to clients, 
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adding that it does not expect NDAA to be approved before the 
fourth quarter.

The Russian plan needed Danish regulatory approval because 
one of the two ships Russia wants to use would need to be anchored 
in the Baltic Sea. Denmark typically requires pipe-laying in its territo-
rial waters to be conducted with ships that have advanced positioning 
systems and thus don’t have to be anchored, because of the threat of 
unexploded mines from World War II. The Danish Energy Agency 
this week approved NS2’s request to use one older ship 
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that does not have the advanced positioning system and construction 
could be completed in about three months, Tudor, Pickering, Holt & 
Co. (TPH) said this week.

2021 Completion Likely
TPH analysts also expect NS2 to be completed by next year 

despite the proposed additional sanctions.
“We’re currently modeling Russian pipe flows to 
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Europe increasing by 1.5 Bcf/d in 2021, with European storage levels 
again filling to capacity,” the analysts said.

NS2 spokesperson Irina Vasilyeva declined to say when the project 
will be completed, telling NGI this week that “we are still considering 
different options and will inform about our plans in due time.”

Anna Mikulska, a nonresident fellow for the Center of Energy 
Studies at Rice University’s Baker Institute for Public Policy, agreed 
with the analysts that NS2 would ultimately be built, but she declined 
to predict when it might be completed because the 
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tougher sanctions could lead to significant delays.
“At this moment I think it’s not only a gas project, it becomes 

a matter of honor to make sure it’s built,” said Mikulska, an expert 
on the European energy market. 

“I think Putin will do everything he can to build it,” she added. 
“That being said, if the [tougher] U.S. sanctions are put on a lot of 
the participating companies, that will create an issue…I wouldn’t be 
surprised if it’s finished, but definitely it will be more delayed and 
definitely it will be more costly.”

...cont' pg. 8
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Another major hurdle the project still needs to overcome is 
a European Union (EU) requirement for new pipelines to provide 
third-party access and to unbundle transportation from supply. NS2 
has applied for a German waiver from the regulation, as the project 
is partly premised on the prospect of increasing energy security in 
Europe by reducing Russian gas transit through Ukraine, which in 
the past has been interfered with by the siphoning of supplies and by 
Ukrainian desires for higher transit fees.

The EU and German courts have so far not supported the waiver 
request. As a result, the project could be delayed if Russia needs to 
partner with other entities to unbundle transportation and supply and 
provide third-party access, Mikulska said.

She was surprised at the proposed tougher U.S. sanctions in light 
of the EU stance. She said she does not believe that U.S. legislators 
are solely motivated by a desire to help the financial prospects of 
U.S. LNG developers, as the U.S. government cannot control where 
American LNG would go or from where Europe would import it. 
But she acknowledged that even if Europe imports more LNG from 
Qatar and Russia, it could create more opportunities for U.S. LNG 
in other parts of the world.

NS2 would run roughly along the path of the original 5.3 Bcf/d 
Nord Stream line from Germany to Russia, doubling capacity through 
the Baltic Sea and reducing reliance on Ukrainian transit.

After it was evident that NS2 would be significantly delayed 
by the first round of U.S. sanctions, Russia and Ukraine last winter 
agreed on a new transit deal for about 6.3 Bcf/d in 2020 that would 
step down to about 3.9 Bcf/d in 2021-24.

“If NS2 is completed by year end, the 2.4 Bcf/d step down in 
Ukrainian volumes becomes a moot point, as the new conduit would 

backfill the loss and provide space for Russia to increase flows by an 
incremental 2.9 Bcf/d,” TPH said.

Impact on U.S. LNG exports
An additional 5.3 Bcf/d of low-cost Russian gas from NS2 would 

“surely overwhelm the European market,” McLean said, adding that 
the new volumes would likely displace existing sources of supply.

Although Germany does not have LNG import facilities, gas 
flow to Germany from NS2 could still curb European LNG imports 
because of “knock-on effects,” McLean said.

Germany has more than 770 Bcf of storage capacity, ranking 
it only behind Ukraine in European gas storage capacity, he added. 
Ukraine’s storage capacity is significantly larger at 1.1 Tcf.

”Excess supply from Russia being absorbed by storage in Ger-
many would significantly hamper the ability for Europe to absorb 
excess LNG cargoes, predominantly from the U.S., as it has over the 
past two years,” McLean said.

The United States must compete with other LNG suppliers to 
Europe such as Russia and Qatar. The United States briefly became 
the top European supplier earlier this year, but Qatar has re-emerged 
as the top supplier and does not plan to slow deliveries despite high 
storage volumes, he said.

“European storage is already in a precarious position requiring 
sustained cuts to U.S. LNG to avoid reaching capacity,” McLean 
added.

Germany imports more than 90% of its gas supply, with most 
of those imports coming from Russia, followed by Norway and the 
Netherlands, he said.

“With Europe no longer able to serve as a sink for 
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excess LNG, attention will once again turn to Asia where a resurgence 
in gas demand would be key for U.S. LNG producers,” McLean said.

Pipeline imports from existing sources, including Russian gas 
from other sources, would likely be among the first supplies to be 
displaced. In addition to reducing Ukrainian flows, Russia could also 
decrease flows through the 3.2 Bcf/d Yamal pipeline that traverses 
Poland, especially after Poland recently levied a fine against Russian 
state-controlled gas company Gazprom for not cooperating in an 
anti-monopoly investigation, McLean said.

With low European gas prices making U.S. LNG exports to 
Europe a money-losing proposition compared with simply paying 
liquefaction fees of $2.25-$3/MMBtu to not take LNG, feed gas to 
the six U.S. LNG export plants has significantly dropped this year, 
consultancy RBN Energy LLC said Thursday.

“Combined feed gas deliveries to the facilities hit a single-day 
peak of 9.5 Bcf/d in late January and averaged 8.6 Bcf/d that month 
and through the first quarter,” RBN analyst Sheetal Nasta said. She 
added that in May feed gas volumes declined to 6.4 Bcf/d, or 67% 
of terminal capacity, as operators by then likely had been notified of 
cancellations for June liftings, particularly at Cheniere Energy Inc.’s 
Sabine Pass and Corpus Christi terminals.

“In June, all six facilities together consumed only 3.9 Bcf/d on 
average, representing little more than 40% utilization, and in July 
to date, they’ve slipped still further to just 3.2 Bcf/d, down about 2 
Bcf/d compared with this time last year,” Nasta said.

Germany and the EU could push back against the proposed 
tougher sanctions as the United States has been viewed as meddling 
in their affairs, Mikulska told NGI. Countries such as Poland and 
Lithuania may support the tougher sanctions because they have his-
torically suffered through their heavy reliance on Russian gas, she 
said. Poland and Lithuania both import U.S. LNG for their domestic 
needs, with the goal of distributing gas regionally.

NS2 spokesperson Vasilyeva said the project would improve 
European energy security.

“The long-term trends of the European market remain un-
changed: the EU’s own gas production is expected to halve in the 
next fifteen years,” she said. “For example, the giant Groningen field 
in the Netherlands, which produced 54 billion cubic meters (Bcm) 
in 2013, will close in 2022. At the same time, European gas demand 
has been growing by 3% a year since 2014.”

NS2 predicts Europe will have an import gap of up to 120 Bcm/
year by the mid-2030s. 

“This gap needs to be filled by LNG and piped gas from Russia 
through both existing and new infrastructure,” Vasilyeva said. “Fair 
competition between different gas suppliers and infrastructure is a 
necessary condition of a functioning market — and the intention of 
the European regulator.” n

FORWARD LOOK
Scorching Outlook Revives Natural Gas 
Forward Prices Amid Weak Exports

Intensifying heat across the United States led a sharp rally 
for natural gas forward prices at a time when exports remain 
slow and uncertainty continues over energy demand recovery 
amid the coronavirus pandemic. Prices for August natural gas 
jumped 15.0 cents on average during the July 2-8 period, as did 

the balance of summer (August-October), according to NGI’s 
Forward Look.

The back of the curve also increased, but gains were far more 
muted as a persistent rise in Covid-19 cases stands to threaten demand 
recovery this winter and beyond. Prices for both the winter 2020-2021 
(November-March) and summer 2021 (April-October) were up only 
2.0 cents on average, Forward Look data show.

The double-digit gains for the remaining months of summer 
were similar to those seen in Nymex futures, which in recent 
weeks had plunged to multi-decade lows amid the overwhelm-
ing bearishness in the market until now. After sinking below 
$1.50/MMBtu last month, the prompt-month Nymex contract 
sat Wednesday at $1.824 and remained above $1.80 at the end 
of the week.

“While the surge in cooling demand would spur increases in 
natural gas prices even in normal times, concerns with end-of-season 
storage levels have amplified the move up,” said EBW Analytics 
Group.

Indeed, after a mild winter left storage inventories well ahead 
of historical levels at the start of spring, Covid-19 made the oversup-
ply situation even worse as it decimated what little demand there 
was remaining. What followed over the next couple of months was 
a barrage of hefty storage injections that elevated stocks to more 
than 700 Bcf above year-ago levels and nearly 500 Bcf above the 
five-year average.

However, with heat building across the Lower 48, storage 
injections appear to be thinning. On Thursday, the U.S. Energy In-
formation Administration (EIA) reported a 56 Bcf injection for the 
week ending July 3, the second week in a row in which the agency 
reported a sub-100 Bcf figure.

The build was in line with expectations that ranged from a 51 
Bcf build to a 66 Bcf build, but it came in well under last year’s 83 
Bcf injection for the similar week as well as the 68 Bcf five-year 
average, according to EIA.

“Balance wise, this is a strong number, in our view, in terms of 
what is needed to avoid containment,” but the market needs to sustain 
a strong weather pattern to continue offsetting the impact of very low 
liquefied natural gas (LNG) volumes, “which are likely here to stay 
for awhile yet,” Bespoke Weather Services said.

The latest weather data has backed off some of the heat for 
the July 16-22 period due to weather systems over southern Canada 
pushing a little farther into the Midwest and preventing “the big 
bad” ominous hot ridge from expanding as far north, according to 
NatGasWeather. “But the pattern is still quite hot July 17-24 with 
widespread highs of upper 80s to 100s.” 

Even with a generally hot setup for the rest of July, near-term 
strength could relapse later this summer if underlying core funda-
mentals remain weak, according to EBW.

As of the evening cycle for Thursday’s (July 9) gas day, LNG 
feed gas demand from interstate pipelines had fallen to 2.8 Bcf/d, 
nearly 1.1 Bcf/d less than June’s average. Since July 1, feed gas 
demand has remained relatively steady near 3.0 Bcf/d.

However, Thursday’s declines come as demand from Cameron 
LNG facilities have fallen by an additional 95 MMcf/d, accord-
ing to Genscape Inc. But the firm’s analysts also have noted that 
Sabine Pass Train 3 turned on all of its liquefaction engines while 
Trains 1 and 5 have remained partially online; trains 2 and 4 are 

...cont' pg. 10
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completely offline.
“The uptick in liquefaction operations at Sabine Pass LNG 

has yet to result in a noticeable increase in feed gas deliveries,” 
Genscape said. Nominations for feed gas deliveries to Sabine 
Pass LNG are posted at 1.11 Bcf/d, suggesting a day/day decline 
of 25 MMcf/d.

At the same time that LNG demand has weakened, pro-
duction appears to be edging higher. EBW said the seven-day 
moving average for natural gas production has increased by 
0.35 Bcf/d. However, the firm noted that output may be lower 
through Sunday due to unscheduled maintenance on Columbia 
Gas Transmission.

“Production’s tick higher may subside as natural well 
declines and lack of investment in production growth begin to 
come to the forefront,” EBW said. “Recent production levels 
have been muddied by producers bringing back shuttered oil 
production from late spring and curtailed natural gas, offsetting 
natural declines.”

Noble Energy Inc. on Thursday joined a growing list of 
E&Ps indicating they would start returning previously curtailed 
production. Noble, whose vast U.S. portfolio extends across Texas 
and Colorado, said of the 11,000 b/d it curtailed in the second 
quarter, the majority of those volumes would return to sales by 
the end of July.

EBW said that it appears the stock of shuttered production 
waiting to be brought online may be largely depleted by early 
August, leading to existing well declines rapidly outpacing new 
production coming online. Falling production would help support 
natural gas, the firm said, but it is not clear the resumption of the 
likely trend toward lower production will become evident to the 
market by early- to mid-August.

Furthermore, there is an element of uncertainty that the current 
increase in coronavirus cases is foreshadowing a coming calami-
tous spike in the death rate or is an artifact of increased testing. “If 
the former, a renewed wave of strict lockdowns in Florida, Texas 
and California cannot be entirely ruled out, with the associated 
reduction in demand likely weighing on natural gas again by late 
summer,” EBW said.

Trailing Permian
With incremental volumes from the Permian Basin re-entering 

the market as producers begin to return previously curtailed produc-
tion, forward price gains in the region fell short of other markets 
across the country.

Waha prices for August climbed 9.0 cents between July 2 and 
8 to reach $1.467, Forward Look data show. The balance of summer 
was up 11.0 cents to $1.390, while the winter 2020-2021 strip and 
prices for next summer rose less than a nickel week/week to average 
$2.180 and $1.930, respectively.

However, there may be room for some additional upside in the 
coming weeks as the Mexican economy continues to recover from 
Covid-19-induced shutdowns.

On July 8, U.S. piped exports to Mexico hit the 6.2 Bcf/d mark, 
the highest level ever reached in cross-border flows in a single gas 
day, according to Genscape Inc.

South Texas (STX) represented more than 4.7 Bcf/d of the total, 
whereas West Texas (WTX) accounted for 793 MMcf/d, the firm said. 
When compared to the prior seven-day average, these regions had 
an aggregate increment of 463 MMcf/d, or nearly 94% of the whole 
uptick registered that day.

Summer to date, U.S.-to-Mexico exports are averaging 5.1 
Bcf/d, with the bulk of those volumes being captured by the Sur de 
Texas-Tuxpan subsea pipeline and the Los Ramones pipe. This value is 
almost 200 MMcf/d below both the figure from last year’s hot season 
and Genscape’s 2020 summer forecast.

“The implicit year-on-year flatness is primarily associated with 
the gas demand destruction that the coronavirus crisis induced dur-
ing April and most of May this year,” said Genscape analyst Ricardo 
Falcón.

Upward revisions to the firm’s border flow projections are 
likely, according to the analyst, as Mexican gas demand continues 
to recover following the government’s easing of lockdown measures 
on industrial and business activities as of early June. The structur-
ally strongest demand component driving U.S. pipeline exports to 
Mexico, power burns, are nearing an average of 3.7 Bcf/d summer 
to date.

“This volume is still shy when compared to last summer’s 
record of 4.2 Bcf/d, but stronger than expected in late March, when 
the COVID-19 outbreak forced Mexico to a pervasive lockdown,” 
Falcon said.

From this year’s low of 3.3 Bcf/d averaged in April, gas uti-
lization for power generation jumped by more than 320 MMcf/d 

in May and then by more than 420 
MMcf/d in June. Last month reached 
an average of 4 Bcf/d, the highest so 
far in 2020, Genscape noted.

Forward prices out West also 
lagged other markets across the Lower 
48 amid a mixed outlook for hydro-
power for the rest of this summer. 
The EIA said this week that seasonal 
precipitation to date in the northern 
half of the Columbia River Basin in 
the Pacific Northwest is approaching 
near-normal levels following strong 
storms at the beginning of the year.

Conversely, the southern half 
of the Columbia River Basin is 
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experiencing below-normal seasonal precipitation levels, and most 
of the reporting stations in Oregon were lower than 70% of normal, 
according to EIA. These differences in seasonal precipitation are 
reflected in the regional differences in the water supply forecast for 
April through September.

As of June 4, the Northwest River Forecast Center projected 
the Dalles Dam water supply forecast for April through Septem-
ber to be roughly 8% higher than the 30-year normal. In its July 
STEO, the EIA forecasts that hydroelectric generators would 
provide 285 million megawatt hours in 2020. About half of that 
total is to come from hydro plants in the Northwest and overall, 
hydroelectricity is expected to account for 8% of U.S. electricity 
generation in 2020.

Given the optimistic outlook for hydroelectric generation this 
summer and some cooler weather forecast for the Northwest over the 
coming days, Northwest Sumas prices rose 9.0 cents from July 2-8 
to reach $2.517, according to Forward Look. The balance of summer 
also picked up 9.0 cents to average $2.560, while prices for the winter 
were down 7.0 cents to $3.750.

California price gains also trailed the rest of the country, with 
PG&E Citygate’s August and balance-of-summer contracts tacking 
on only 3.0 cents apiece to $2.501 and $2.510. Like prices farther 
upstream in the Pacific Northwest, winter strip pricing moved lower 
on the week, sliding 9.0 cents to $3.210. Summer 2021 was down 
5.0 cents to $3.10. n


