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Overview

It is a fact that LNG supply is tight and could remain so in the foreseeable future. Many energy economists agree that the evolution of LNG trade has created the need for more transparent pricing. While some have argued that the secretive nature of LNG trade is hampering liquidity, there is yet a generally accepted replacement for existing price regimes. However, there are on-going efforts to establish electronic trading platforms for the commodity. One of such efforts is in Qatar, where the International Mercantile Exchange (IMEX) is designing a platform for regular LNG cargo auctions. Similarly, Dubai Mercantile Exchange (DME) intends to list LNG futures contract and is considering collaboration with Qatar. 
Against this background, it is pertinent to determine whether the absence of transparent LNG pricing is responsible for few supply-side investments. What potential implications could this trading mode have for investments in gas liquefaction infrastructure. In other words could the spot trading of LNG, on an electronic platform, enhance or constrain investments. This issue is important because liquefaction capacity is the weakest link in the LNG supply chain. 
Methods

Hypothesis: Lack of transparent LNG pricing discourages investments in liquefaction infrastructure
The paper starts with a brief description of exchange-based trading. The likely benefits of the IMEX Model is investigated but dated-brent is used as a basis for the analysis. To test the above hypothesis, theoretical and descriptive analyses are applied to determine the potential impacts of exchange-based LNG trade on four key determinants of liquefaction investment: Price; Available Markets; Trading Mode and Source of Funds (Project Finance)
Data on current and proposed LNG projects, contracts, price, as well as, cost are used to substantiate underlying arguments and assertions.
Results
Positives
· The success of an exchange-traded LNG scheme depends on its liquidity. The extent to which it is competitive is a function of how exporting countries respond. 
· Given liquidity, the process would generate transparent prices and increase stakeholders’ confidence in the future of LNG. 
· If the prices are below crude oil parity, the exchange could attract Asian participants and increase LNG demand across the globe. However, the relationship between exchange-based prices and domestic gas prices in the importing markets would be fundamental to the latter result. 

· Project sponsors and financier are concerned about risk protection even in competitive markets and so would not adopt it as a benchmark for price indexation unless exporters are willing to forego oil price indexation.

Concerns

· Although competitive exchange-based LNG trade could generate efficient prices, it is not sufficient to attract investments in liquefaction infrastructure. 
· Transmitted prices are not automatically adopted in investment decisions unless opportunities for upstream investments exist; 
· Only four liquefaction projects were concluded during the last three years (from end 2005 to date)
· A trend among LNG exporters to delay or restrict new export projects has become clear.

· If the constraints to upstream access is not removed then insufficient liquefaction capacity would persist.

Conclusions

Theoretically, pricing and the mode of trading a commodity affects infrastructural investments. Given demand, regular LNG auctions could be an incentive for demand-side investments by fostering transparent pricing. Due to the geological and strategic nature of gas, however, supply-side investments require more than that. While competitive LNG trade is necessary for the attainment of efficient pricing, it is not sufficient to replace long term contracts nor oil price indexation – primary determinant of investments in liquefaction infrastructure. Furthermore, insufficient feed gas and inadequate construction capacity (rising costs) are stronger factors constraining investments. The lack of competitive price discovery is, therefore, not significantly responsible for the tight LNG supply situation. 
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