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LNG markets have become increasingly global, with total flows reaching 
227 billion cubic meters in 2008 
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• Major LNG inflows into North America (US), Europe (France, Spain) and Asia Pacific (Japan, Korea, India, China), 
collectively accounting for 86% of total LNG demand in 2008 

• Major LNG outflows from Middle East (UAE, Qatar, Egypt), Africa (Nigeria) and Asia Pacific (Australia, Brunei, 
Malaysia and Indonesia), collectively accounting for 80% of total LNG supply in 2008
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Asia Pacific accounted for 70% of global LNG demand in 2008, 
90% of which was sourced within the East of Suez region 

Europe
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In the next decade, China and India will emerge as the 
dominant gas demand centers in the East of Suez
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Current LNG pricing benchmarks differ across major LNG hubs, with 
pricing in  Asia Pacific linked to the Japanese crude cocktail

Americas: Henry Hub 
(HH)-linked pricing

UK: National Balancing 
Point (NBP)-linked; 

Europe: Brent-linked

Asia Pacific: Japan Crude 
Cocktail linked

LNG primary pricing 
benchmarks in major hubs 
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Source: DME

• US and UK LNG pricing linked to Henry Hub (HH) and National Balancing Point (NBP), respectively.
• Europe and Asia Pacific LNG pricing tied to crude benchmarks. The Interconnector linking Europe to the UK allows 

for linkage between the two markets, but no similar gas-linked pricing mechanism exists in Asia Pacific.
• Current JCC-linked pricing structure in Asia Pacific inhibits efficient hedging/risk management due to lack of suitable 

forward/futures markets and retroactive nature of JCC pricing.
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In recent years, LNG contract pricing in Asia Pacific has again become 
increasingly correlated with crude oil prices 
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8Source: FACTS 
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Asian crude-linked LNG prices have diverged from global gas-indices, 
highlighting the need for a more relevant price discovery mechanism 

• Crude-linked pricing in Asia 
Pacific have exposed LNG 
markets to volatility in 
crude oil prices that may 
not accurately reflect global 
gas/LNG fundamentals

Crude-linked LNG pricing 
structure in Asia had led to 
frequent disconnects from 
global gas prices
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• Henry Hub and NBP pricing 
not suitable for Asia Pacific 
as both gas benchmarks are 
connected to domestic 
pipeline gas markets in the 
US and UK, respectively

As Asia becomes increasingly 
dominant as a global LNG hub, a 

more efficient price discovery 
mechanism will be needed

Source: FACTS
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Compared to crude oil markets, LNG markets in the East of 
Suez remain at early stages of development 

Long-term 
contracts

Spot 
markets

Forward
markets

Futures
markets

Market 
development

Fully 
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Partly 
developed

Limited 
development

Crude oil 

• Long term supply 
contracts remain the 
norm

• Pricing moved from 

• Mature forward 
markets in marker 
crudes

• Most crudes 
destination restricted

• Active OTC spot 
markets in freely 

• Launch of DME Oman 
crude futures

• Sole reference for both 
Oman and Dubai OSPs

•
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LNG

• Pricing moved from 
netback mechanism 
to benchmark-linked 
OSPs

• Majority of supply 
contracts negotiated 
for long-term 
periods (10-20 years)

• Limited but fast  
growing 
spot/short-term 
markets (0-2 
years)

• No LNG futures 
contract 

markets in freely 
tradable marker 
crudes (Dubai and 
Oman)

Oman and Dubai OSPs
• Increasing industry 

acceptance as most 
fair and transparent 
benchmark

Long-term 
contracts

Spot 
markets

Forward
markets

Futures
markets

Source: DME analysis 

• No active LNG 
forward market

• Limited hedging, 
typically using crude 
oil swaps/futures



Spot/short-term deals share of global LNG markets has 
considerably grown, and is expected to reach 20% in 2012

20%

Share of global LNG traded on flexible 
(spot/short-term) basis
% estimates • Historically, long-term (10-20 year) 

contracts were dominant in global LNG 
markets, driven by small number of 
players, limited/highly-specialized LNG 
infrastructure and interest in long-term 
security of supply in Asia Pacific. 

• Share of global LNG trading done on 

ESTIMATES 
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2%

13%

2000 2008 2012E

• Share of global LNG trading done on 
flexible (spot/short-term) basis reached 
13% in 2008, driven by LNG 
infrastructure development and entry 
of new large players.

• Going forward, added supply capacity 
from the Middle East expected to be 
sold on increasingly flexible basis. 

Source: International Energy Agency; Poten; DME analysis 



Regional LNG markets are experiencing structural shifts that 
will aid the gradual development of active spot markets, 
providing the basis for independent price discovery  

Market 
dislocation

Need for 
relevant pricing 
signals

• Fast growing regional LNG 
demand driven by India and 
China, increasing competition for 
LNG supplies

• Expanding capacity of key gas-
focused producers in the Middle 
East; entry of new LNG 
producers

• Limited level of infrastructure 

• Emergence of sophisticated crude 
price benchmark (DME Oman)

• Growing disconnect between crude 
pricing and LNG/gas fundamentals 

• Henri Hub/NBP price signals not 
relevant to Asia Pacific 
demand/supply balance

• Growing need for flexible LNG supply +

++

–

+

+

Drivers for LNG spot market evolution 

+
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Spot-market
Infrastructure

Incentives to 
participate by 
key players

• Limited level of infrastructure 
needed to establish liquid spot 
markets in LNG: 

– Third-party LNG storage
– Independent LNG carriers
– Re-gasification infrastructure 

• Growing need for flexible LNG supply 
by emerging utility and other gas-
short players 

• Entry of physical traders and risk 
intermediaries

• Long-term energy-supply security 
remains overriding concern in key 
importing markets

+

–

–

+

Source: DME

• The growth of liquid spot/short-term trading in LNG is a key and necessary step towards the 
establishment of transparent and efficient LNG price discovery for Asia Pacific  

• As the market evolves further, the establishment of a liquid LNG futures contract will ensure fair and 
transparent pricing for producers and allow consumers to effectively manage long-term price exposures 



As regional LNG markets evolve, the DME is well positioned to 
launch a transparent and relevant LNG futures contract 

Market-
driven 

product focus

World-class 
trading 

platform 
through CME 

Globex

Home to emerging 
East of Suez crude 

benchmark 
(DME Oman)

• DME is committed to 
providing a fair and 
transparent energy price 
discovery and efficient risk-
management tools for East 
of Suez markets 

• DME is keen to receive 
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Long-standing 
clearing 

arrangements  
through CME 

clearing house  

Membership and 
shareholding by 
leading global 

commodity 
players 

Robust 
regulatory 
framework 

and 
recognition by  

over 20 
jurisdictions

Source: DME

• DME is keen to receive 
industry feedback on 
potential for LNG contract 
and key obstacles through 
formation of working groups 

• As DME Oman becomes 
established as the primary 
crude oil benchmark in East 
of Suez, DME will emerge as 
the natural home for an LNG 
futures contract 



Disclaimer

The information in this document is being communicated by the Dubai Mercantile Exchange Limited (DME), regulated 
by the Dubai Financial Services Authority (DFSA) and is directed at wholesale customers as defined by the DFSA. The 
financial products to which the document relates will only be made available to wholesale customers who the DME is 
satisfied meets the regulatory criteria to be a client of the DME.
This document has been prepared solely for information purposes and should not form the basis of, or be relied on in 
connection with, any investment decision or any contract or commitment whatsoever with respect to any proposed 
transaction or otherwise. 
This document was prepared based solely on information obtained from public sources on or prior to the date hereof. 
The DME has assumed and relied upon, without independent verification, the accuracy and completeness of the 
information reviewed by us for the purposes of this presentation. No representation or warranty, express or implied, 
is or will be made to wholesale customers or its affiliates or to any of their respective officers, employees or agents in 
relation to the accuracy or completeness of the information contained in this document, or any oral information relation to the accuracy or completeness of the information contained in this document, or any oral information 
provided in connection therewith and, without prejudice to any liability for fraudulent misrepresentation, no 
responsibility, obligation or liability (whether direct or indirect, in contract, tort or otherwise) is or will be accepted by 
any of them in relation to such information. DME and its respective officers, employees or agents expressly disclaim 
any and all liability which may be based on this document and any errors therein or omissions there from. In 
particular, no representation or warranty, express or implied, is given as to the achievement or reasonableness of 
future projections, management targets, estimates, prospects or returns, if any.
Any views contained herein are based on financial, economic, market and other conditions prevailing as of the date of 
this presentation.
This document does not constitute and should not be considered as any form of financial opinion or recommendation 
on the part of DME or any of its subsidiaries or associated companies.
DME’s listing of any new contracts is subject to approval by DFSA and other relevant regulators as well as the 
fulfillment of the other requirements set out in the DME Rulebook. Furthermore, all clearing and settlement services 
to be provided by the New York Mercantile Exchange to DME for new contracts is subject to approval by the 
Commodity Futures Trading Commission. 


