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OPINIONGlobalisation
Dick Bensdorp 

(Gasunie Trade & Supply):
“I can’t imagine that we’ll stay

at this price level for the next
ten or twenty years”

(Page 7)

suppliers or because of
inadequate investment in new
gas fields or in new
infrastructure. The International
Energy Agency (IEA) has serious
concerns about underinvestment
in gas supply countries. Both
upstream and midstream
investment must be stepped up
in order to meet future demand
and ease the present tight
market conditions. Meanwhile,
in many consumer countries,
regulation should be improved
to facilitate and accelerate
import infrastructure
investment and to enhance
competition in the gas market.
Concerns about security of
supply can be mitigated by
diversifying supplier countries
and supply routes (LNG, multiple
pipelines).

With the present tight balance
between demand and supply

and with persisting
underinvestment, prices seem
bound to stay firm – unless
stronger policies on the demand
side are put in place by
consumer countries. There is
every reason to implement
demand side measures, not only
in view of high prices but also
because of the concerns about
energy security and climate
change. As the IEA has shown in
the World Energy Outlook,
improving energy efficiency in
e.g. transport, appliances,
buildings and power plants
would lead to important savings
in oil and gas consumption,
thereby easing oil and gas 
prices.

Whereas the gas market is
currently still dominated by the
three main regional markets,
there is little doubt that the
fascinating rise in LNG trade is
increasingly linking them
together into a global gas
market. There is a parallel
between this and the way in
which the oil market developed
over the past decades. However,
the transparency of the gas
market still has a long way to go.
The trend towards globalisation
and the need for more
transparency in the market are
two important reasons for the
IEA to launch an entirely new
series of regular publications on
the gas market at the World Gas
Conference in Amsterdam,
starting with the Natural Gas
Market Review 2006: Towards a
Global Gas Market.

Noé van Hulst

Director Long-Term Co-operation
and Policy Analysis
International Energy Agency (IEA)

The onslaught of the two
‘hurricane ladies’ Rita and
Katrina severely hit US gas
production in the last four
months of 2005, causing price
spikes in what was already a
tight market. Last winter, not
only the US, but also the UK and
Italy experienced extreme
tightness in the gas market.
Meanwhile Spain, Japan and
Korea had to pay record prices
for spot LNG cargoes. In early
January of this year,
interruptions in gas supplies
from Russia, transiting the
Ukraine, sent shivers through
several affected European
countries. Gas is becoming
international headline-news in a
way that was previously
reserved for oil. What is going on
and how to explain it?

The demand for gas is growing
at a fast pace, mainly driven by
the power sector. In this respect,
gas is becoming more and more
disconnected from oil because
oil demand is increasingly linked
to transportation. Despite
relatively high prices, gas still
seems to be the ‘fuel of choice’
for power generation, for
economic reasons (low capital
costs, flexibility and short
construction times) and because
of its environmental benefits. For
the rest of this decade at least,
this will be the case. The key
question is: will gas remain the
‘fuel of choice’ if prices stay high
and concerns about supply
security persist? We might well
see a revival of nuclear energy
and (clean) coal in power
generation.

Gas resources are heavily
concentrated in the Middle East
and the former Soviet Union.
Together, these two regions hold
almost 75% of global gas
reserves. As gas production in
OECD is no longer increasing,
the growth in demand needs to
be covered by imports, with LNG
accounting for a large share in

the total. This trend leads to an
increase in import dependency
in all the major economic
regions of the world: the US,
Europe and the Asia-Pacific
region. What are the
implications of this trend for the
security of gas supply?

First, the risks of disruptions in
supply are increasing. Not only
as a consequence of deliberate
actions (like in the case of the
Russia/Ukraine dispute) but also
because of possible accidents,
piracy or terrorism. Second, the
vulnerability of consumer
countries to upward pressure on
prices is growing, either because
of monopolistic behaviour of

Gas is 
going global

By 
Noé van Hulst

natural gas market operated. Even
the sensitive long term contracts
between gas companies in Western
Europe and the erstwhile Soviet
Union fell off the political radar
screen fairly quickly when these
supplies became a political non-
issue in the 1980s. The gas industry
was mostly a domestic or regional
affair, the companies were often in
public hands, and the relations
between producer and consumer
countries were cemented in long
term contracts. Rather boring stuff
for most and certainly not headline
news material. Today that has
dramatically changed.

Expansion
The growing demand for natural
gas and declining domestic
production has increased the need
for imported natural gas. The cost
reductions in LNG and robust
natural gas prices brought more
natural gas from different
geographic origins within
economic reach of more markets.
At the turn of this century,
consumer countries still expected
their natural gas markets to be
awash with large flows of natural
gas from various suppliers
competing for end-user markets.
Asia foresaw a market in which
more LNG suppliers would reach
their market. In the United States,
LNG was seen as a booming
business and the number of LNG
terminals that made it to the
drawing table was significant. In
Europe, the excitement about LNG
and the diversification and flexible
supply options it could offer in the
future strengthened the position of
natural gas as the transition fuel to

a more sustainable energy mix. 
The expectation of the future
international natural gas market
was of a market with ample supply
from a variety of sources; a buyers
market. The excitement in the

market a few years ago about
developments in Qatar, where
various LNG projects were
underway, has waned and instead,
has been replaced by a much more
subdued mood about whether
these ample and diversified
supplies will indeed materialise.
There appears to be a widening gap
between producing and
consuming countries on how best
to match national interests in
security of supply and security of
demand.  

Endangered
The combined development of
tight natural gas markets and
growing import dependency has
drawn more attention to the real
potential of diversifying natural
gas imports. The realisation that
natural gas reserves, like oil, are
fairly concentrated in a few
countries and that access to natural
gas resources for foreign direct
investments is also limited, has
encouraged policy makers in many
consuming countries to re-assess
their energy strategies. 
Rather than stimulating the
expansion of their gas markets,
policy makers are now focussed on
how best to manage the natural gas
(and oil) dependency and on
studying how to bring the
introduction of new sustainable
energy options forward in time. At

The gasification of international relations

By
Coby van 
der Linde

the same time, they urge producing
countries to increase investment in
new gas fields and development of
infrastructure for gas export. The
policy response of these consumer
countries is fuelling the fear of
producer countries of over-
investing in the natural gas sector
at the cost of the national economy.
They see their security of demand
endangered by these policy-
responses and increase their
efforts to manage their market
share. 

National gas companies show a
growing appetite for forward
integration into the mid- and
downstream end of the gas sector.
Producer and consumer countries
are increasingly engaged in a
conflict over which interest must
be served first: security of supply or
security of demand. In other
words, they are engaged in a battle
over the distribution of economic
returns in the value chain. This
battle is not only fought over the
molecules themselves, but also
over the routing of export pipelines
and the economic structure of the
natural gas industry.

Gasification
The internationalisation of the
natural gas industry, which was
heralded with so much enthusiasm
only a few years ago, has not only
brought new business
opportunities and markets, but
also introduced the complexities of
geopolitics to the industry. Gas has
come of age with the gasification
of international relations.

Coby van der Linde is Head of the
Clingendael International Energy
Programme in The Hague, Professor
Geopolitics and Energy Management at
the University of Groningen and member
of the General Energy Council in the
Netherlands.

Not many days go by without a newspaper article or television item on the
changes taking place in the international energy markets. The gasification
of the world energy market has introduced the complexities of geopolitics
to the industry, states Coby van der Linde, Professor Geopolitics and
Energy Management at the University of Groningen in The Netherlands.

It is not that long ago that the
general public and our politicians
were mostly unaware of how the

Gas production in the Urengoy field in Western Siberia by the German-Russian joint venture Achimgaz.

‘The risks of
disruptions in supply
are increasing’
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