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THINK economic and financial analysis

European gas tightness to persist

The natural gas market has been the star performer within the
commodities complex, particularly spot Asian LNG and European
natural gas. Inventories in Europe are tight and are expected to
tighten still further going into 2022. This suggests prices will remain
well supported into early next year
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European inventories are low and falling

We are moving towards the peak of winter with European gas storage at its lowest levels in at
least a decade for this stage of the year. It's around 65% full compared to a 5-year average of
around 82% at this stage of the year. Inventories are also drawing at a quicker than usual pace,
and with heating demand set to only increase, the pace of draws will also probably pick up.

If we assume a similar pace of inventory declines as we saw last year from early December all the
way through to the end of March, European gas inventories would fall to below 100 TWh by the
end of the heating season which would be the lowest in at least a decade. If we assume a similar
pace of withdrawals as the 5-year average, the inventory situation at the end of the heating
season is not as bad but it's still historically tight, with inventories hitting around 200 TWh.

The prospect of inventories falling to extremely uncomfortable levels suggests that prices will
remain well supported through much of the winter. If winter is warmer and there's less demand,
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clearly inventories will be at much more comfortable levels.

Either way, we will likely finish the winter season with lower than usual inventories, which should
mean that going into spring and summer we'll see strong demand for injections. This suggests that
while prices might come off from the elevated levels seen over the winter, seasonally they will still
be high for much of 2022.

European natural gas inventories (TWh)
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Russian gas flows still struggling

The key issue for Europe has been reduced Russian gas flows. The market will remain sensitive to
how this situation evolves over the heating season. While Russian flows to Europe have improved
from the levels seen in early November, they are still well below what we normally see year-on-
year.

Quick approval of Nord Stream 2 may lead to a pick-up in flows. However, we think it is unlikely
that this new pipeline will offer any relief to Europe over the winter. Already, the regulatory
process from the Germans has been delayed. A start-up is more likely towards the end of 1Q22,
which would be near the end of the heating season. While there is capacity via Ukraine that Russia
could use, they appear to be limiting how much of this additional pipeline capacity to book.

Demand destruction prospects

One would expect that the higher gas prices we are seeing would lead to some demand
destruction as end users move to cheaper alternatives or simply choose to reduce operations due
to high prices. We have seen this with fertilizer producers, whilst some metal processors have
reduced operations due to higher electricity prices (which have been driven by the gas market). On
the power generation side, it makes sense for gas-to-coal and gas-to-oil switching. Asian spot LNG
is trading at an oil equivalent of a little more than US$200/bbl, whilst TTF is trading at an oil
equivalent of around US$180/bbl.

In Europe, looking at the dark and spark spreads for 2022, it is more profitable to burn coal than
natural gas for power generation. This is even after taking into consideration the rally in EU carbon
allowances. We already saw coal demand from the European power generation sector falling 4%
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YoYin 3Q21.

However, given that European gas inventories are falling at a fairly quick pace, we are not seeing
the demand destruction that some might expect, or think is needed.

Asian demand remains robust

The LNG market has offered little relief to Europe, with robust demand from Asia and in particular
China. Spot Asian LNG has largely traded at a healthy premium to European prices. Therefore,
there has been a clear incentive to send cargoes into Asia. China's LNG imports are up 23% YoY
over the first 10 months of the year. China has also overtaken Japan this year to be the world’s
largest importer. Chinese demand has been supported by strong industrial demand along with
growing demand from the power sector. China's ambitions for emissions to peak before 2030
should continue to prove supportive for LNG demand in the coming years.

Looking at the forward curve, the Asian market is at a premium to Europe all the way through
2022, with the premium being at its widest early next year. Therefore, do not expect the LNG
market to solve Europe’s tightness. The region will need to continue to compete against Asia for
spot LNG through 2022.

Limited growth in LNG export capacity in 2022

The robust demand growth that we are seeing in Asia is coming at a time when there is limited
LNG export capacity set to come online over the course of 2022. We estimate around 12mtpa of
export capacity starting up over 2022 which would take total capacity to around 477mtpa. This
compares to additional capacity of around 24mtpa in 2020 and 42mtpa in 2019. In fact, between
2021 and 2025 capacity is expected to grow at an annual rate of 3% vs. 8% between 2015-2020. It
is only towards the end of 2025 and onwards where we see some significant capacity growth
coming through from Qatar.

This suggests that the LNG market should stay in a relatively healthy state through 2022.
However, the clear risk to this view is a demand hit due to renewed Covid-related lockdowns or
restrictions.

ING forecasts

1022 2022 3022 G022 FY22
TTF (EUR/MWh] 70 45 35 38 47
MEF (GEp/therm) 175 112 a7 95 117
Henny Hub {§/MMBtu) 4.8 3.6 3.8 4.2 4.1

Source: ING Research
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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