Translation from International Petroleum Economics Monthly [Guo ji Shi you Jing ji] journal, Beijing, August 2006, pages 12-18.

The New Pattern of Energy Development in China: LNG

-- "2006 International Forum on the Development of China's LNG Industry"

[…]

[Page 12] The participants in the Forum dialogue include: National Energy Office deputy director, Xu Ding Ming, the State Development and Reform Commission Bureau of Energy petroleum and natural gas director, Hu Wei-Ping, the Korea Gas Corporation gas management center senior researcher Jung Gi Chul, Asia Pacific Energy Research Center deputy chief executive, Jung Yong'an Hun, India Oil and Natural Gas Companies India Petronet Liquified Natural Gas former board member, Y.B., Sinha, the China National Offshore Oil Corporation LNG resources and transport management office, LNG resources purchasing department planning manager, Hong-Tao Zheng, Sinochem Group's chief geologist Zeng Xingqiu, Keen Asia Resources Limited economist Robert Blohm (Bo Rua ba), vice president of China Petroleum planning, Han Jingkuan, China International Engineering Consulting Corporation expert committee member, Zhu Chengzhang, State Development and Reform Commission Energy Institute researcher, Yang Yufeng, the Western Australian government's trade representative in China, Zhuangbin chun.

[…]

[Page 17] IV. How should China should pay attention to the development of LNG?      

1. Developing viable overall plan      

In the opinion of Sinochem's chief geologist, it is imperative to develop LNG in China, but China is determined to be a coal-based energy user.  To use the limited resources of natural gas, to develop them, we must do a good job in overall planning.  The general rule is to be appropriate and timely, and have proper implementation resources, in other words walk on two legs.      

Zeng Xingqiu stressed that the world's natural gas resources are plentiful, but only if we have such resources we can we benefit.  Some of the resources have been developed on the basis of protecting the right to develop the downstream resources.  He believed that to develop and utilize resources, our country can use technology to turn a string of gas developments in Southeast Asia and some small LNG. In South China, but for a total of some 400 small and medium-sized buyers, there has basically been no development.  For the resources to implement this, our country can do its own LNG study, which should be very promising.      

Keen Asia Energy Resources Limited economist Robert Blohm [Bo Rua ba] stressed the importance of planning the pipeline delivery infrastructure to support LNG development.  Planning and the market should not be in contradiction or conflict.  The LNG market is not driven by a single unified plan but participants should have different plans together. 

2. Learn from South Korea's experience in developing a national gas pipeline network 

Robert Blohm believes that in China's plans to build LNG plants, huge procurement risks exist.  China should learn from South Korea's experience in building a national natural gas pipeline network, as well as from the US for development of coalbed methane gas piped into a unified national gas system, creating an additional source of gas supply. 

Robert Blohm pointed out that China plans to build 10 coastal LNG plants, but so many stations may increase the supply-contract risk and other risks and increase eventual inter-city pipeline network construction cost, and cause price volatility in the mean time.  While a pipeline connecting different potential clients will drive prices up, a pipeline connecting the different gas sources will drive prices down. International experience shows that the natural gas pipeline network can bring different sources of natural gas to different users, while promoting inter-regional gas transactions, and keep supply contract risk from being too much or too little. 

According to Robert, South Korea has developed a pipeline network to create demand for natural gas 90% of which is provided by LNG and accounts for 7% of South Korea's overall energy needs. In the United States and Europe, LNG reaches cities through the natural gas pipeline system.  India is also in the process of developing the gas pipeline network infrastructure.  He suggested China study Korea's and other countries' approach to construction and management of the natural gas system.  The intercity national gas pipeline network becomes the physical support for the national natural gas market which provides the transactional basis for pricing of natural gas, electricity and coal contracts. 

Robert also said that the Japanese model of building LNG re-gasification plants undesirable. He said that in Japan there are 24 LNG gasification plants, and the location of them was too wide-spread.  Moreover, the share of natural gas used for electric power generation is too high: two-thirds of Japan's LNG is used for power generation.  In Japan LNG is not connected to any pipeline distribution network.  This makes delivery cost high and efficiency low, and that results in Japan's having the world's highest cost of delivered natural gas and heating.  In gas-consuming countries, like Japan, the lack of an internal gas transmission system makes it comparable to a very small country.

Robert also pointed out that China needs to adopt market-based price risk-management and incentive-oriented locational pricing to coordinate the development of the gas pipeline and electricity networks. China has established the world's largest single electric network synchronization scheme, which should not rely too much on long-distance power transmission.  So we must have a strong inter-city gas pipeline network to ensure sufficiently distributed power generation close enough to consumers.

