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May 13, 2020

The President
The White House
1600 Pennsylvania Avenue NW
Washington, DC 20500

Dear Mr. President:

LNG Allies (The U.S. LNG Association) represents companies developing projects for the export of U.S. 
liquefied natural gas (LNG). The American Exploration & Production Council represents 25 of the largest 
independent oil and natural gas companies in the United States. What unites us is our mutual interest in 
protecting and growing overseas markets for U.S. LNG exports.

As you are aware, many U.S. LNG export project developers have received all requisite permits from federal 
and state authorities; have binding engineering, procurement, and construction contracts; and have equity 
and debt financing. In other words, they are “shovel-ready.” What they lack are enough long-term contracts 
for the sale of their LNG. Without such contracts they cannot proceed to a “final investment decision.”

We are writing today in response to remarks that you made recently during the Fox News Town Hall at 
the Lincoln Memorial. During that session you stated that you would terminate the Phase I trade agree-
ment with China if the Chinese government does not fulfill its promise to purchase more U.S. goods and 
services, including farm and energy products. Specifically, you said: “If they don’t buy, we’ll terminate the 
deal. Very simple.” We understand your frustration and believe that there is a solution—at least as it per-
tains to energy—that could represent a win-win result for both sides.

In addition to stepping up short-term gas and oil purchases, we encourage you to allow China to meet a 
portion of its Phase I commitments by entering into new long-term sales and purchase agreements (SPAs) 
with U.S. LNG export companies that are building new or expanding existing LNG export facilities.

Under Article 6.2., Paragraph (1)(c), of the Agreement, China committed to purchase $18.5 billion of U.S. 
energy products (LNG, crude oil, refined products, and coal) in 2020 and $33.9 billion of such products in 
2021. While it is possible for China to meet a portion of these commitments through the spot purchase of 
U.S. LNG, it is simply impossible for them to reach the full levels anticipated under the agreement given cur-
rent economic and energy market conditions.

Moreover, any Chinese LNG purchases in 2020 or 2021 are not likely to create any new U.S. LNG con-
struction or upstream oil and gas jobs. However, if Chinese companies were to enter into new long-term 
LNG contracts with U.S. LNG project sponsors, then thousands of U.S. jobs could be created in a matter 
months, even if the actual delivery of the gas to China would occur in a few years.



Accordingly, we encourage you to immediately seek a mutual understanding with the Chinese govern-
ment that commitments to long-term purchases from new U.S. LNG facilities will “count” toward fulfilling 
China’s obligations under Article 6.2 of the Phase I agreement.

Your administration has been actively looking for ways in which you can help stabilize and grow U.S. oil 
and gas sector employment and our proposal is one action that could be implemented quickly and would 
create measurable results.

Attached is a policy brief prepared by Mr. Steven R. Miles and Dr. Kenneth B. Medlock, III for the Center 
for Energy Studies at Rice University’s Baker Institute of Public Policy that lays out the logic of our request.

Sincerely,

Fred H. Hutchison			   Anne Bradbury
President & CEO, LNG Allies		  CEO, American Exploration & Production Council

CC:	 The Honorable Steven T. Mnuchin
	 The Honorable Robert E. Lighthizer
	 The Honorable Dan Brouillette
	 The Honorable Wilbur L. Ross, Jr.



Trade War, Energy & Coronavirus:  
How to Make the US-China Deal a Success
Steven R. Miles, J.D., Nonresident Fellow, Center for Energy Studies
Kenneth B. Medlock, III, Ph.D., James A. Baker, III, and Susan G. Baker Fellow in Energy and Resource Economics;  
Senior Director, Center for Energy Studies

INTRODUCTION

It has been widely reported that the 
US-China Phase 1 Trade Agreement1 requires 
China to purchase $50 billion of energy 
products in the next two years. When the 
details of the agreement were released, 
media reports focused on whether it is 
even possible for China to import this much 
energy from the US over the next two years. 
Notably, these concerns were expressed 
even before the full impact of the novel 
coronavirus on the Chinese economy, and 
consequently Chinese energy demand, were 
known. Given the events of the past couple 
of months, there are serious questions 
about whether the energy component of the 
agreement is already doomed to failure.2 
	 Even if China could purchase and take 
$50 billion of US-sourced energy products in 
CY 2020 and 2021 as required by Chapter 6 of 
the agreement, doing so would bring little if 
any benefit to either the US or China. However, 
with a mutual understanding between the 
two sides that commitments to long-term 
purchases from new facilities “count” toward 
fulfilling China’s obligations under Chapter 6, 
both countries could benefit. Moreover, the 
energy purchase provisions of the Phase 
1 Trade Agreement could be satisfied and 
rightly considered a success, establishing a 
foundation upon which the two countries 
could build future trade agreements.

A DOUBLE COINCIDENCE OF WANTS: 
REFOCUSING SHORT-TERM TO  
LONG-TERM

The United States as a Seller

The development and construction of large-
scale energy commodity export facilities 
typically takes multiple years. In the case 
of a large liquefied natural gas (LNG) export 
facility, construction alone typically takes up 
to four years3 and requires billions of dollars 
of capital (both equity and debt). Financing 
of these projects is usually dependent on 
the project sponsor signing creditworthy 
customer(s) to long-term contracts 
requiring offtake, or at least payment, 
making them “bankable.”
	 The Phase 1 Trade Agreement requires 
China to complete its energy purchases 
within two years. This short time horizon 
means that virtually all such purchases 
would be of cargoes from projects that 
have already been built. However, those 
projects generally already have long-term 
offtake commitments, so the volume 
commitment will largely be met through 
swaps and spot sales.

04.01.20POLICY BRIEF

Will the coronavirus 
cause China to declare 
force majeure on its 
energy purchases 
under the Phase 1 Trade 
Agreement? There 
is a cure that could 
save Chapter 6 of the 
agreement.

https://www.bakerinstitute.org/experts/steven-miles/
https://www.bakerinstitute.org/experts/kenneth-b-medlock-iii/
https://www.bakerinstitute.org/experts/kenneth-b-medlock-iii/
https://www.bakerinstitute.org
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As illustrated in Figure 1, there are seven 
existing LNG export terminals in the United 
States (and in all North America for that 
matter), six of which are in operation. Table 
1 shows that the operating export terminals, 
collectively, have already sold over 95% of 
their publicly stated production capacity.4 
Thus, the requisite $50 billion of energy 
commodity purchases from the US under the 
Phase 1 Trade Agreement would, with regard 
to LNG, be met by China through repurchases 
of cargoes (or capacity allotments) that have 
already been sold by US producers. Cargoes 
would be swapped and resold, and flows 
would be readjusted, likely yielding little if any 
increase in net energy exports from the US.5 
	 Worse yet, most of the revenue gains 
from Chinese imports of US LNG would likely 
not accrue to US exporters. Incremental 
revenues from swaps and resales would 
likely flow to the entities that have already 
contracted to purchase and lift cargoes, and 
not to the US LNG producer. Almost all LNG 
currently exported from the US is either sold 
free-on-board (FOB)6 or delivered by the 
operator pursuant to a terminal services 
agreement. Either way, the US LNG producer 
typically ceases to have any involvement 
with (or profit from) the LNG once the vessel 
is loaded at the US port. In fact, under the 
rapidly evolving competition laws in Japan 
and other Asian and European countries, it 
could arguably be unlawful for an FOB seller 
to profit from a post-lifting diversion of an 
LNG cargo.7 Hence, the reselling of cargoes 
already committed to be taken would, in 
most cases, yield little if any benefit to 
the US. Even if increased spot purchases 
resulted in the taking of cargoes that might 
otherwise be canceled (whether due to low 
prices, reduced demand, or something else), 
the vast bulk of infrastructure that would 
be used to produce, transport, liquefy, and 
store natural gas is already in place for the 
next two years. Thus, the US-China Phase 
1 Trade Agreement, even if fully complied 
with by China, could result in little or no net 
investment or job creation for the energy 
industry in the US.

FIGURE 1 — EXISTING LNG EXPORT TERMINALS IN NORTH AMERICA  
(AS OF MARCH 19, 2020)

SOURCE  Federal Energy Regulatory Commission at https://www.ferc.gov/industries/gas/indus-
act/lng.asp

EXISTING – FERC

1.	 Kenai, AK: 0.2 Bcfd (Trans-Foreland)
2.	Sabine, LA: 3.5 Bcfd (Cheniere/Sabine Pass LNG – Trains 1-5)
3.	Cove Point, MD: 0.82 Bcfd (Dominion–Cove Point LNG)
4.	Corpus Christi, TX: 1.44 Bcfd (Cheniere – Corpus Christi LNG Trains 1, 2)
5.	Hackberry, LA: 1.4 Bcfd (Sempra–Cameron LNG, Trains 1, 2)
6.	Elba Island, GA: 175 MMcfd (Southern LNG Company Units 1-5)
7.	 Freeport, TX: 1.42 Bcfd (Freeport LNG Dev/Freeport LNG Expansion/FLNG Liquefaction 

Trains 1, 2)

https://www.ferc.gov/industries/gas/indus-act/lng.asp
https://www.ferc.gov/industries/gas/indus-act/lng.asp
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China as a Buyer

Just as the benefits to the US as a seller are 
unclear, so too are the benefits to China of 
spending $50 billion to import LNG and other 
energy products over the next two years. 
China, like other large energy-consuming 
nations, benefits from having multiple 
secure sources of energy at competitive 
prices. New facilities, underpinned by 
long-term purchase commitments, could 
provide an additional competitive source 
of supply for China and other customers for 
up to 30-40 years, some 15-20 times the 
duration of the Phase 1 Agreement. However, 
buying spot LNG on the secondary market 
would largely result in swaps and the 
rearrangement (but not increase) of cargoes 
from existing supply sources to Asia. 
	 China’s $50 billion of short-term 
purchases from the US will not be tied to 
any investment in new facilities, given its 
short-term nature. This stands in contrast 
to an arrangement that ensures long-
term purchase commitments. If the Phase 
1 Agreement were restructured to allow 
China to meet its commitments through 
long-term purchases from US suppliers, the 
purchases would effectively underwrite the 
development of a full-fledged supply chain 
providing benefits to the Chinese economy 
for many years to come. Moreover, as already 
noted, given LNG sales from the US are 

typically FOB or pursuant to terminal service 
agreements, purchases by Chinese buyers 
(short-term or long-term) would provide 
destination flexibility for cargoes loaded in 
the US. But a long-term offtake commitment 
would allow the Chinese buyer to capture the 
arbitrage value between cargoes from the US 
and cargoes from other locations around the 
world for the duration of the contract, thus 
providing a long-term value proposition that 
is very attractive in an evolving LNG market.
	 Recent events raise another salient 
concern with any requirement of China to 
purchase $50 billion of energy products in 
the next two years. Compressing purchases 
into a short time horizon leaves the Phase 
1 Trade Agreement hostage to any short-
term exogenous event that impacts Chinese 
demand. As we write, the coronavirus has 
restricted the movement of people and the 
flow of goods, thereby negatively impacting 
economic growth in China and around 
the world. The concomitant decrease in 
energy demand will likely make a $50 billion 
purchase in the short-term even more 
challenging. Some have suggested that China 
could be backed into a corner where it needs 
to declare force majeure—an excuse for not 
satisfying a contractual obligation because 
of certain unforeseen events that are beyond 
the party’s control—from the obligation to 
purchase $50 billion of energy products over 
the next two years.25 

TABLE 1 — US LNG LIQUEFACTION EXPORT FACILITIES COMMITMENTS (AS OF MARCH 1, 2020)

SOURCES AND NOTES  See endnotes

Production 
Capacity (mtpa)8

Committed to Long-
term  

SPAs or TSAs (mtpa)9

Committed to  
Short-term MSAs (mtpa)10

% committed to 
SPAs & TSAs

% committed to 
SPAs, TSAs & MSAs

Sabine Pass
T1-4: 4.50 each

T5: 3.7511 
21.7512 

100% of any “excess” is “available” 
to Cheniere Marketing under its SPA13 100.0% 100.0%

Corpus Christi T1-2: 4.50 each14 7.6215 
100% of any “excess” is “available” 

to Cheniere Marketing under its SPA16 84.7% 100.0%

Freeport 15.0017 13.4018 N/A 89.3% 89.3%

Cove Point 5.2519 5.2520 N/A 100.0% 100.0%

Cameron 12.0021 12.0022 N/A 100.0% 100.0%

Elba Island 2.5023 2.5024 N/A 100.0% 100.0%

Total 65.50 62.52 1.38 95.5% 97.6%

Requiring China to 
purchase short-term 
cargoes from existing 
terminals or resellers 
provides little benefit to 
the US or China. Both 
countries would gain  
by China’s committing 
to a long-term 
purchase from one or 
more new or expanded 
US terminals.
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APPROVED - UNDER CONSTRUCTION - FERC

1.	 Hackberry, LA: .71 Bcfd (Sempra–Cameron LNG Train 3)(CP13-25)
2.	Freeport, TX: 0.713 Bcfd (Freeport LNG Dev/Freeport LNG Expansion/FLNG 

Liquefaction Train 3)(CP12-509)(CP15-518)
3.	Corpus Christi, TX: 0.72 Bcfd (Cheniere–Corpus Christi LNG Train 2)(CP12-507)
4.	Sabine Pass, LA: 0.7 Bcfd Train 6 (Sabine Pass Liquefaction)(CP13-552)
5.	Elba Island, GA: 175 MMcfd (Southern LNG Company Units 6-10)(CP14-103)
6.	Cameron Parish, LA: 1.41 Bcfd (Venture Global Calcasieu Pass)(CP15-550)
7.	 Sabine Pass, TX: 2.1 Bcfd (ExxonMobil–Golden Pass)(CP14-517)
8. Calcasieu Parish, LA: 4.0 Bcfd (Driftwood LNG) (CP17-117)

RICE UNIVERSITY’S BAKER INSTITUTE FOR PUBLIC POLICY // POLICY BRIEF // 04.01.20

ENSURING DUAL SUCCESS OF THE 
PHASE 1 TRADE AGREEMENT AND 
REDUCING THE RISK OF A CHINA 
CORONAVIRUS FORCE MAJEURE CLAIM

Fortunately, the Phase 1 Trade Agreement 
could still be a success in the energy domain, 
paving the way for additional agreements in 
the future. This would, however, require a 
fairly minor change in interpretation—namely, 
allow long-term purchases to count toward 
the import commitments under the Phase 1 
Agreement. Ultimately, this would allow the 
agreement to produce substantive benefits 
for both the US and China, and reduce the risk 
of default or declaration of force majeure by 
China based on short run considerations. 
	 While global energy demand is 
challenged in the near term, sustainable 
economic growth is a long-term 
consideration, and access to secure energy 
resources is critical. In the US, the LNG 

pump is primed and there is no shortage 
of opportunities for Chinese purchase 
commitments to push projects forward 
rapidly. As shown in Figure 2, there are over 
a dozen pending LNG export projects in the 
US, some of which could achieve financing 
and proceed to a final investment decision 
this year if a buyer, such as a major Chinese 
state-owned oil and gas company, would 
enter into a binding long-term (typically 20 
or more years) LNG sales agreement for a 
sizable volume of LNG. The launch of such a 
new (or expanded) project would result in 
tens of billions of dollars of new investment 
in US energy infrastructure and the addition 
of thousands of new jobs, potentially 
starting in 2020. 
	 From China’s perspective, purchasing 
spot cargoes gives it no certainty about 
the availability of reliable long-term 
supply, which is germane to aspirations 
of secure sources of energy for continued 

FIGURE 2 — APPROVED (NOT BUILT) LNG EXPORT TERMINALS IN NORTH AMERICA (AS OF MARCH 19, 2020) 

SOURCE  Federal Energy Regulatory Commission at https://www.ferc.gov/industries/gas/indus-act/lng.asp

APPROVED – NOT UNDER CONSTRUCTION - FERC 

A.	Lake Charles, LA: 2.2 Bcfd (Southern Union–Lake Charles LNG)(CP14-120)
B.	Lake Charles, LA: 1.08 Bcfd (Magnolia LNG)(CP14-347)
C.	Hackberry, LA: 1.41 Bcfd (Sempra-Cameron LNG)(CP15-560)
D.	Port Arthur, TX: 1.86 Bcfd (Port Arthur LNG Trains 1 & 2)(CP17-20)
E.	Freeport, TX: 0.72 Bcfd (Freeport LNG Dev Train 4)(CP17-470)
F.	 Pascagoula, MS: 1.5 Bcfd (Gulf LNG Liquefaction)(CP15-521)
G.	Jacksonville, FL: 0.132 Bcf/d (Eagle LNG Partners)(CP17-41)
H.	Plaquemines Parish, LA: 3.40 Bcfd (Venture Global LNG)(CP17-66)
I.	 Brownsville, TX: 0.55 Bcfd (Texas LNG Brownsville)(CP16-116)
J.	 Brownsville, TX: 3.6 Bcfd (Rio Grande LNG–NextDecade)(CP16-454)
K.	Brownsville, TX: 0.9 Bcfd (Annova LNG Brownsville)(CP16-480)
L.	Corpus Christi, TX: 1.86 Bcfd (Cheniere Corpus Christi LNG)(CP18-512)
M.	Sabine Pass, LA: NA Bcfd (Sabine Pass Liquefaction)(CP19-11)
N.	Coos Bay, OR: 1.08 Bcfd (Jordan Cove)(CP17-494)

APPROVED – NOT UNDER CONSTRUCTION – MARAD/Coast Guard
MC. Gulf of Mexico: 1.8 Bcfd (Delfin LNG)

https://www.ferc.gov/industries/gas/indus-act/lng.asp
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economic growth. But if China were to 
contractually underpin the launch of a new 
LNG liquefaction facility, it would have an 
additional committed supply source for 
decades. Moreover, in an FOB purchase 
arrangement, it would have economic 
flexibility, an important consideration in 
any energy security paradigm. Relevant to 
current events, a commitment to a long-
term purchase of energy from a new US 
export facility would also allow China to 
get past any near-term economic impacts 
of the coronavirus while also generating 
benefits for the US in terms of additional 
investment and employment. 
	 As an example, if China were to enter 
into a long-term LNG purchase agreement for 
the output from two “trains” with a typical 
size of 4 million tonnes of LNG per annum,26 
the revenue paid by the Chinese purchaser 
to the US exporter could reach $1.5 billion 
to $2.5 billion annually, or $30 billion to $50 
billion over the life of a contract.27 If the two 
countries agreed to such an interpretation 
of the Phase 1 Trade Agreement, two such 
purchases could satisfy the entirety of the 
$50 billion purchase requirement and would 
have an almost immediate positive impact on 
investment and job creation in the US.

CONCLUDING REMARKS

Trade negotiators for the US and China 
should recognize that a long-term purchase 
from a new (or expanded) US export project 
would benefit both countries more than spot 
purchases from existing, already-contracted 
projects and resellers. If long-term purchase 
agreements executed and binding before the 
end of 2021 “counted” toward the energy 
purchase requirement in Chapter 6, both 
countries would benefit, and the US-China 
Phase 1 Trade Agreement could rightly be 
considered successful on the important 
energy component. This would, in turn, 
serve as a good basis on which the two 
countries could build future agreements 
expanding their relationship on economic 
and energy matters. In addition, such an 
agreed interpretation of the Phase 1 Trade 
Agreement could assist both countries in their 
fight against the economic distresses caused 

by the coronavirus—China would be relieved 
from buying energy it does not currently 
need, and the US would receive the benefit of 
an increase in job creation and investment. 
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17. See Freeport LNG website at http://
freeportlng.com/our-business/gas-
liquefaction/. Freeport’s stated figures 
include train 3, which Freeport has stated is 
expected to enter commercial operations Q2 
2020. Id. 

18. “We have contracts to supply 
baseload LNG to Osaka Gas, JERA (an 
alliance between Tokyo Electric and 
Chubu Electric), BP Energy, Toshiba, and 
SK E&S: a total of 13.4 mtpa of production 
capacity under 20-year use-or-pay 
liquefaction tolling agreements. The 
project's EPC contractor envisages that 
the three production units will commence 
commercial operations sequentially 
between Q3 2019 and Q2 2020.” Id.

19. “The Cove Point facility” has a 
"nameplate annual capacity of 5.25 million 
tonnes of LNG ...." https://www. reuters.
com/article/usa-trade-tokyo-gas/ 
cove-point-lng-facility-in-u-s-set-for-
planned-outage-in-autumn-idUSL3N1T 
828O?feedType=RSS&feedName=compa 
nyNews&utm_source=feedburner&utm_ 
medium=feed&utm_campaign=Feed%3 
A+reuters%2FcompanyNews+%28New 
s+%2F+US+%2F+Company+News%29, 
available on https://www.dominionenergy.
com/company/moving-energy/dominion-
energy-transmission-inc/facilities-
projects-and-programs/cove-point.

20. “Dominion sold the project’s 
capacity for 20 years to a subsidiary of GAIL 
(India) and to ST Cove Point, a joint venture 
between units of Japanese trading company 
Sumitomo Corp and Tokyo Gas. Tokyo Gas 
has a contract to buy 1.4 million tonnes a 
year of Cove Point LNG for 20 years, while 
Kansai Electric Power has contracted to take 
800,000 tonnes a year.” Id.

21. Although Cameron LNG indicates that 
it is authorized from the U.S. Department 
of Energy (DOE) to export up to 14.95 mtpa, 
Cameron LNG’s website also states: “The 
Cameron LNG liquefaction-export project 
includes three liquefaction trains with a 
projected export of 12 million tonnes per 
annum of LNG .…” https://cameronlng.
com/2019/12/cameron-lng-achieves-
first-lng-production-from-train-2/. “Initial 
production of LNG from trains 2 and 3 at 

Cameron, or startup, is currently set for the 
first quarter of 2020 and second quarter 
of 2020, respectively.” https://www.
spglobal.com/platts/en/market-insights/
latest-news/natural-gas/042919-initial-
production-from-cameron-lng-second-
third-trains-pushed-back-until-2020-
mcdermott-international. Construction 
has not commenced on trains 4-5. https://
cameronlng.com/lng-facility/timeline/.

22. Cameron LNG’s DOE order states 
that 100% of the 12 mtpa of export capacity 
is contractually committed to GDFSuez 
(now Total), Mitsubishi and Mitsui. https://
www.energy.gov/sites/prod/files/2014/02/
f7/ord3391.pdf. See also, https://www.
mitsubishicorp.com/jp/en/bg/natural-
gas-group/project/cameron-lng/; https://
www.euro-petrole.com/cameron-lng-
liquefaction-export-facility-begins-
production-at-train-2-n-i-19950; and 
https://www.lngworldnews.com/sempra-
gdf-suez-mitsubishi-and-mitsui-sign-
cameron-lng-tolling-agreements-usa/. 

23. https://www.kindermorgan.com/
pages/business/gas_pipelines/projects/
elbaLNG. The project owner has reportedly 
indicated that it plans to have the entire 
facility in operation by the end of the first 
half of 2020. https://www.reuters.com/
article/kinder-morgan-de-lng-terminal/
update-2-kinder-morgan-to-have-all-
elba-island-lng-units-in-service-by-mid-
2020-ceo-idUSL2N271245. 

24. Shell is committed to take 100% of 
the capacity of the Elba Island liquefaction 
project for 20 years. https://www.
kindermorgan.com/pages/business/gas_
pipelines/projects/elbaLNG. 

25. “China’s Virus May Break Phase 
One of China-US Trade Deal,” Radio Free 
Asia, February 7, 2020, https://www.rfa.
org/english/commentaries/energy_watch/
hina-virus-may-break-phase-one-
deal-02072020110356.html. 

26. For comparison, this is roughly the 
size of the existing trains at Sabine Pass, 
Corpus Christi, and Cameron. Trains at Elba 
Island are smaller; those at Cove Point and 
Freeport are slightly larger. See Table 1.
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27. Forward LNG prices vary based 
on several factors, including the date and 
place of delivery and the date on which 
the estimation is made. However, at the 
time of writing, the March 2020 CME Group 
(Platts) Japan-Korea Marker (JKM) contract 
for LNG delivered in March 2024 is $5.735 
per MMBtu. https://www.cmegroup.com/
trading/energy/natural-gas/lng-japan-
korea-marker-platts-swap.html. For an 8 
mtpa LNG purchase obligation, this price 
would could result in annual revenues in 
the $1.5-2.5 billion range stated above. 
Transportation costs, fuel losses, and other 
factors would affect the revenues that 
would accrue to the LNG producer.
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