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What a prolonged LNG supply shock could 

mean for gas prices and inflation 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

The outbreak of war with Iran led to the effective closure of the Strait of Hormuz. Alongside oil (see here), this is disrupting 

nearly 20% of global LNG trade, particularly shipments from Qatar, where the biggest LNG export facility in the world 

remains shut down (with no indication when it will restart). In response, the market reacted sharply, with the TTF 

month-ahead gas price rising by more than 70% to 55 EUR/MWh, at the time of writing1. Before the conflict, 

long-anticipated new LNG capacity in the US and Qatar, expected later this year, was seen as a key factor that would ease 

the market after several years of tight supply. However, the shutdown of LNG facilities in Qatar has reversed this 

expectation, bringing supply tightness back to the forefront. 

 
1 Significant though this is, note that it is still only a fraction of the 1000%+ price surges we saw during the 2022-23 energy crisis. 
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• Strait of Hormuz closure disrupts 20% of global LNG trade, tightening 

supply and increasing competition with Asia for US cargoes. Government 

intervention would be needed to facilitate restocking 

• Europe is better prepared than in 2022 due to LNG diversification and 

renewables, but prolonged disruption could still escalate pressure 

• Industrial gas curtailments and fuel switching to coal or oil in price-

sensitive regions like China could ease global LNG demand, partially 

offsetting price pressures in Europe 

• Gas prices may rise to 90-130 EUR/MWh by Q4 if disruptions are 

prolonged, with prices rising above 180 EUR/MWh if the war persists into 

2027 

• Economic impact depends massively on the duration of the price shock 

• Eurozone inflation could rise 1.5pp in a prolonged gas supply shock…  

• …with second round effects in food and goods, and a further sustained 

surge in oil prices, potentially pushing inflation above 6%  
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Prior to the conflict, Asia was the primary destination for LNG exports from Qatar and the UAE, with China among the 

largest importers. Europe, by contrast, relies predominantly on LNG supplies from the United States, with 8-15% of its LNG 

imports sourced from Qatar. Pakistan appears to be the most exposed to disruptions in Qatari LNG supply with more than 

95% of its LNG coming from Qatar. However, given the globally integrated nature of the LNG market, trade flows are likely 

to adjust, as competition for available cargoes intensifies and price signals increasingly determine destination patterns. 

Will we see similar price levels as we did in the aftermath of 2022 energy crisis? 

The short answer is no, but we may still be hit by higher energy bills. There several reasons why the current disruption 

differs from that in 2022. In 2022, the continent was heavily reliant on Russian pipeline gas (40% of European gas imports) 

with limited alternatives, while disruptions in the Strait of Hormuz threaten the flow of 20% of global LNG exports. While 

most of this supply is directed to Asia, LNG can be rerouted if needed. Furthermore, in 2022 Europe lacked LNG 

infrastructure and diversification, causing prolonged volatility. However, the crisis triggered a diversification strategy under 

the REpowerEU package, which mainly aimed to increase renewable and regasification capacity, along with enabling gas 

demand cuts (10-15% lower). In 2025, the European share of electricity from solar and wind reached 13.4% and 17%, 

respectively. In some countries, like Germany, more than 45% of its electricity comes from solar and wind sources. 

Accordingly, the role of gas in power generation has been slowly shifting towards smoothing out the intermittent supply of 

renewables, as storage capacity (for electricity) is still insufficient. This should cushion price increases in electricity prices 

compared to 2022. Meanwhile, Europe has substituted most of pipeline Russian gas with LNG imports. The LNG market is 

a global market with many producers which of course make the Strait of Hormuz crisis relevant to the continent as 

competition for US cargos from Asia and would increase prices for Europe, but such price increases would be lower than 

2022 as it could be mitigated by affected countries seeking other alternatives. For example, fuel switching is expected in 

price-sensitive China, which would likely replace gas with coal. Accordingly, as the size and the concentration of the shock 

for Europe is different than that in 2022, we would still see price rises but the increase in gas and electricity prices would 

be much lower than that witnessed in 2022. Europe's post-2022 adaptations make a 2026 crisis more manageable in the 

short-term, though a prolonged closure of Qatar’s LNG infrastructure could increase severity due to extreme tightness in 

the market. 

Dynamics affecting European gas markets 

Critical factors continue to shape the dynamics of the European gas market in the coming period. First, gas storage levels 

are now projected to end winter at multi-year lows, at around 24%. This raises serious concerns about the ability to rebuild 

inventories during the summer injection season, especially as seasonal price spreads are likely to remain elevated, with 

record LNG imports required to refill storage. Achieving this would already be challenging under normal conditions, but it 

becomes even more difficult in the current environment of supply disruptions and expected intensified competition from 

Asia for US LNG cargoes. As the current price levels give little incentive for traders to reserve storage capacity and fill it in, 

intervention would be needed. Policymakers may need to adopt measures similar to the previous crisis, such as pooled 

LNG import dependence by origin 

Horizontal axis percentage of LNG imports. Mt (Million tonnes of LNG)   

 
Source: Rystad Energy Gas & LNG Trading Solution   
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demand and relaxed regulations by the European Commission. Revisiting decisions around Russian gas imports could also 

emerge as a potential pivot point for market stability (Russian gas imports are currently scheduled to be fully phased out 

by 2027). 

Second, even with the expected increase in US liquefaction capacity later this year, the new Golden Pass facility is unlikely 

to operate at full capacity initially, as production will need time to ramp up. Any delays in the ramp-up process or 

unplanned maintenance could therefore add upward pressure to gas prices. The steep backwardation of TTF futures 

curves (where near-term prices are higher than longer run prices) underscores traders' concerns about near-term supply 

constraints. These concerns could further deepen if the war extends to other countries and/or lasts longer, or due to delays 

in new capacity.  

Finally, Europe’s reliance on US LNG highlights the interconnected nature of global gas markets. High prices in Europe 

previously enabled it to attract US LNG cargoes, with netbacks favouring shipments to the continent over Asia, but these 

dynamics will be challenged by increasing competition from Asia as the war lasts longer and we approach the injection 

and later on the heating seasons. 

European gas outlook 

Given the high degree of uncertainty around the duration and severity of the war, we refrain from making changes to our 

base case at this point. However, if the Strait of Hormuz remains closed, Europe's gas markets could face prolonged 

upward pricing pressure through 2026, with prices potentially tripling from pre-crisis levels due to constrained LNG supply 

and intensified global competition. 

In a scenario where the war continues indefinitely and Qatar’s export facility experiences a prolonged (months-long) 

shutdown, the market by Q2 would likely experience a sharp price surge driven by a 10-15% reduction in imports, panic-

driven bids, and aggressive storage injections competing with Asian demand. As a result, TTF futures could trade within a 

range of 70-90 EUR/MWh. 

If the war and the disruptions to LNG supply extend to Q3, entering the summer restocking season without government 

intervention and with record-low storage levels may trigger further price escalation, potentially averaging 85-110 

EUR/MWh. Market participants could see increased volatility as storage targets fall short ahead of winter. While industrial 

demand curtailments may introduce some flexibility, LNG cargoes from the US and Australia are expected to pivot toward 

higher-priced Asian markets, sustaining upward pressure. Fuel-switching to coal or oil could mitigate extreme price 

movements but maintain elevated market levels. 

Heading into Q4, the winter season may drive heightened volatility, with gas prices averaging between 90-130 EUR/MWh 

or higher. Renewables, contributing ~25% to the energy mix, and cross-border interconnectors may provide some 

resilience compared to 2022, though policy interventions like storage waivers may emerge to address prolonged supply 

disruptions. 

Should the Strait closure extend beyond 2026 or if energy infrastructure is badly affected by the war, the market could 

witness prices exceeding 180 EUR/MWh, with volatility rivalling 2022 levels despite diversification efforts, given that gas 

supply would be extremely tight at that point. 

Eurozone inflation impact: Duration of gas price shock and second-round effects are key 

As described above, European energy supply is more resilient and diversified than it was at the start of the energy crisis in 

2022, and the scale of price rises we are currently seeing is so far a fraction of what we saw back then. Even so, a 

prolonged rise in gas (and in turn electricity) prices would still have a significant impact on inflation. In a very negative 

scenario where the war – or at least, LNG supply disruptions – persist for the remainder of 2026, eurozone inflation is likely 

to begin picking up sharply by the summer, with the rise in gas and electricity prices alone (i.e. excluding the impact of 

higher oil prices) likely adding some 1.5-2pp to headline inflation by the end of 2026.  

This would be exacerbated by second round effects in other inflation categories. As we saw during the energy crisis, it was 

not just energy itself that pushed inflation sky-high, but also food (via eg. higher fertiliser prices) and energy-intensive 

goods, as well as (much later) services inflation. A prolonged rise in gas and electricity prices – lasting more than 3-4 

months – is likely to lead to a repeat of these second round effects, albeit on a considerably smaller scale than in 2022-23. 

In a reasonable negative scenario, higher food and goods inflation could add an additional 1.5pp to inflation. If you then 

stack on top of this a very negative oil scenario (with Brent at $130 per barrel for a sustained period), you could see 
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eurozone inflation topping 6% for a time. This could well be enough to start triggering second round effects in the labour 

market and wage bargaining, and this is where the ECB might start to seriously worry again about a de-anchoring of 

inflation expectations and to respond with rate hikes. 

What about growth? It goes without saying that even a partial repeat of the energy crisis would be a negative for the 

growth outlook, with energy-intensive industry (particularly in Germany) likely to see a renewed knock just when it was 

getting back on its feet, and household caution likely to return on the back of higher energy bills. Still, we would not 

expect the growth impact to be nearly as severe as during the energy crisis, when the eurozone economy essentially 

stagnated for 18 months. Instead, a downshift back to below trend growth for 2-3 quarters seems a more reasonable 

expectation.  

It is worth repeating that the situation is highly uncertain, with speculation that the war could be over in a matter of weeks 

to months. Last year’s conflict with Iran ultimately lasted 12 days. Given the fluidity of events, we refrain from making any 

changes to our base case, which currently foresees broadly benign inflation, a recovering economy and the ECB keeping 

rates on hold. We would naturally revise our forecasts should the conflict – and the corresponding energy price surge – 

prove to be more persistent.  
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A prolonged spike in gas and electricity prices…   …would drive eurozone inflation sharply higher 

EUR/MWh                                                               EUR/MWh  HICP inflation in different scenarios  
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