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ƴ Introduction: the Russian gas matrix 

ƴ The markets: 

 - Europe 

 - Former Soviet Union (FSU) 

 - Asia 

 - Russian domestic market 

ƴ Gazprom and independent supply 

ƴ Conclusions  

  

Agenda 
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The ñRussian Gas Matrixò as a basis for analysis 

¸ The changing face of supply in the Russian Gas Matrix 
¸ Decline in Gazprom production post 2008 reflects lack of markets 
¸ Rise and fall of Central Asian imports 
¸ Increasing importance of independent supply 

¸ Shifts in market patterns are now shaping Russian gas sector 
¸ Slowing growth of domestic demand 
¸ Decline in CIS demand and therefore exports 
¸ Uncertain outlook for exports to Europe 
¸ The emergence of Asia as a new source of demand 

SUPPLY SOURCES: 2002 2008 2012 2013 

Gazprom production 522 550 487 487 

Non-Gazprom production 73 114 169 181 

Central Asian imports 34 68 29 33 

TOTAL  629 732 685 701 

MARKETS:        

Russian gas demand (UGSS) 412 462 465 461 

Exports to CIS countries 89 89 58 55 

Exports to Europe (physical Russian gas) 129 159 144 166 

LNG Exports to Asia 0 0 14 14 

TOTAL  630 710 681 694 
Source: Gazprom 



O
X

F
O

R
D

 I
N

S
T

IT
U

T
E

 F
O

R
 E

N
E

R
G

Y
 S

T
U

D
IE

S
  

N
a
tu

ra
l 
G

a
s
 R

e
s
e

a
rc

h
 P

ro
g

ra
m

m
e

 

 

The Markets 
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Exports to Europe  
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6 

Gazprom Long Term Contract Exports to 
Europe (Bcm) 

2009 2010 2011 2012 2013 

Western 

Europe 
109.8 103.6 115.9 111.4 133.6 

Eastern* 

Europe 
38.5 44.5 40.7 39.6 40.8 

Baltic 

States 
4.4 3.9 5.1 4.8 4.2 

Total LTC** 142.8 138.6 150.3 139.9 166.0 

Total Group 152.7 152.0 161.7 155.8 178.6 
*Includes ñother countries **volumes exported to Europe under long term contracts, excluding Baltic 
states. Sources:  Gazprom in Figures 2009-2013, p.67. Gazprom Export Press Conference June 2014. 

2013 recovery mainly due to three countries: 
Italy, Germany, UK. 1H 2014 sales up 4.3%  
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Gazpromôs Long Term Contract 

Renegotiations 2010-14 

 ¸ 2010-12:  

¸ minimum take or pay volumes at contract price 

¸ volumes above minimum take at hub prices, to 
recognise recession impact 

¸ 2012-14 (differences in individual contracts):  

¸ base price reduction of 7-13%(?) and ToP reduction to 
70%? 

¸ rebate mechanism whereby if the contract price 
exceeds the hub price by 5-15%(?), Gazprom refunds 

the difference at end of period ï 2012-13 rebates have 
been ú1-3bn/year, but 2014 may be much larger 
because of the collapse in European hub prices 

7 

Conclusions: neither side wants to terminate long term 
contracts; with the fall in hub prices in 2014, 
negotiations could once again become active 
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Russian Export Prices Relative to NBP 

8 

By 4Q/13, Gazprom prices were within 5% of NBP, this is 

the major reason why Gazprom sales increased in 2013 

Source: Henderson/OIES (based on Gazprom financials) 
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Gazpromôs Long Term Contract Price Arbitrations 

¸ 2010: Edison review of long term contract prices settled 
in July 2011 with price adjustment; August 2013 ï Edison 
arbitration proceedings on price ï awarded ú80m by 
tribunal in September 2014 

¸ December 2010: RWE Transgas review of long term 
contract prices, tribunal award to RWE (ú1.6bn?) and 
share of hub pricing in the contract price in July 2013 
(take or pay arbitration decision in favour of RWE in 
October 2012) 

¸ February 2011: Erdgas Salzburg v GWh, review of long 
term contract prices (settled) 

¸ July 2011: E.ON Ruhrgas, review of long term contract 
prices ï settled July 2012 with price adjustment; July 
2014, new arbitral proceedings filed 

¸ November 2011: PGNiG, review of long term contract 
prices ï settled November 2012 with price adjustment 

¸ October 2012: Lithuanian government, review of long 
term contract prices 9 
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DG COMP Proceedings Against Gazprom 

 ̧September 2012, DG COMP announces proceedings 
against Gazprom Affiliates in 8 EU countries : Poland, 
Czech Republic, Austria, Bulgaria, Hungary, Latvia, 
Estonia, Lithuania 

 ̧to investigate: 

 ̧hindering free flow of gas across member states 
(apparently resolved) 

 ̧preventing diversification of gas supply (apparently 
resolved) 

 ̧imposing unfair prices on customers by linking the 
price of gas to oil prices (not resolved: economic 
fundamentals, and comparison with prices charged to 
ñRussiaôs neighboursò are apparently sticking points)  

 

10 

Since October 2013, Gazprom has been negotiating with DG COMP on 

contractual remedies. If successful, problems could be solved without 

confrontation; ñStatement of Objectionsò will now be delayed until 

new Commissioner is in place (October/November 2014 ?) 
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11 

South Stream: regulatory challenges 

¸ Cannot be built outside the TEP as does not have an exemption 

¸ If built under the TEP it would automatically become a subject to 
its TPA, tariff & ownership unbundling requirements 

¸ Failed to receive a PCI status and hence cannot benefit from its 
beneficial regulatory procedure  

¸ Concluded IGAs with all host countries but the EC deemed these 
non-compliant with the TEP, and called for their re-
negotiation/renouncement - wǳǎǎƛŀΩǎ ŀƎǊŜŜƳŜƴǘ ǘƻ ǊŜƴŜƎƻǘƛŀǘŜ 
might depend on the degree its demands are accommodated in 
the amendments to the TEP (e.g. CAM NC) 

If on schedule, South Stream would become operational in late 
2015 (ahead of any EU regulatory framework for new capacity, 
which might or might not be developed later): this is a problem 

both for the EU-Russia gas and political  relationships 
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Conclusions on Exports to Europe 

¸ Price problems with major customers well on the way 

to being resolved prior to the collapse in European hub 

prices ï ongoing arbitrations are with Lithuania (which 

is a very small) and E.ON 

¸ Oil-linked price problems with DG COMP investigation 

remain unresolved (and have been further politicised) 

¸ Major difficulties with the EU over Third Package 

application to Nord Stream (nearly resolved) and South 

Stream ï current impasse ï where Gazprom is going 

ahead with construction  

 

 Commercial and regulatory problems have been 

massively complicated by Ukraine crisis which: 

has further politicised gas issues and threatens 

an interruption of supplies to Europe (as in 2009) 
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Trade with the former 

Soviet countries 
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Exports to CIS countries are falling 

14 

Exports to CIS countries have fallen from ~90 bcm/yr in 

the mid 2000s to under 50 bcm/yr. These are not 

ñcaptiveò markets, as might have been expected 

Russian exports to CIS (bcm) 2009 2010 2011 2012 2013 

Ukraine Russian imports 37.8 36.5 44.8 32.9 25.8 

Other (own production) 21.3 20.5 20.6 20.5 20.0 

Other ("reverse flow") 0 0 0 0.1 2.1 

Belarus Russian imports 17.6 21.6 23.3 19.7 19.8 

Other (own production) 0.2 0.2 0.2 0.2 0.2 

Moldova Russian imports 3.0 3.2 3.1 3.1 2.4 

Georgia Russian imports 0.1 0.2 0.2 0.2 0.2 

Other (Azeri import) 1.0 1.5 1.5 1.5 1.5 

Armenia Russian imports 1.7 1.4 1.6 1.7 1.1 

Azerbaijan Other (own production) 8.5 7.8 10.1 10.6 10.0 

Total Russian imports 60.2 62.9 73.0 58.8 49.3 

Other 31.0 29.9 32.4 32.9 33.8 
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Russian export prices to CIS countries 

$/mcm 2007 2008 2009 2010 2011 2012 2013 

Ukraine 130 180 236 260 330 424 414 

Belarus 118 127 151 185 270 166 163 

Moldova 170 236 238 265 343 375* 375* 

 ñEuropeanò prices ($10-12.00/mmbtu in 2012) for 
Ukraine and Moldova are 3-4 times higher than 

Russian domestic prices.  
 

These have become valuable markets but at these 
prices Ukraine volumes fell significantly 

*announced ñaverage priceò 2012-14 
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16 

Ukraine and Belarus negotiating power 

has declined but not disappeared 

¸ Decline of negotiating power linked to transit has been 
the major factor of price formation in the 2010s, with 
the western CIS remaining a major ς ōǳǘ ƛƴ ¦ƪǊŀƛƴŜΩǎ 
case not captive ς market for Gazprom 

¸ Pricing has remained a major source of conflict. The 
risk of disruption to transit (and its impact) has 
declined post-Nord Stream ς but in Ukraine still 
remains significant (at least 1/3 of Gazprom exports 
needs to flow across Ukraine) 

¸ Changing pricing paradigm in Europe is a strong 
argument for changing pricing principles in the CIS, 
especially with reverse flow possibilities 
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Central Asian imports have become very 

expensive and are not needed by Gazprom 

2013 average prices: Central Asian/ Caspian imports $275.80/mcm, 

Russian sales $102.60/mcm, CIS sales $267.10/mcm 



O
X

F
O

R
D

 I
N

S
T

IT
U

T
E

 F
O

R
 E

N
E

R
G

Y
 S

T
U

D
IE

S
  

N
a
tu

ra
l 
G

a
s
 R

e
s
e

a
rc

h
 P

ro
g

ra
m

m
e

 

 

The Asian Market 
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Export sales based around LNG and piped gas 

¸ Russia has multiple options for gas exports via LNG and pipeline 

¸ By 2025 total Eastern exports could reach 100 bcm/year, or two thirds of 

the current level of exports to Europe 

¸ The China pipeline export route could match current gas sales to Germany 

¸ However, decisions about the prioritisation of projects and the sources of 

gas for liquefaction remain uncertain until full extent of China deal is 

confirmed and construction of pipe starts 

0

20

40

60

80

100

120

2010 2015 2020 2025 2030

b
c
m

a

East Siberia Pipe

Sakhalin 1

Yamal LNG

Vladivostok LNG

Sakhalin Expansion

Sakhalin Current

Four LNG projects could export 40mtpa Pipeline exports could take total to c.100bcma 

0

5

10

15

20

25

30

35

40

45

2013 2017 2020 2025

m
m

tp
a

Yamal LNG (5 mths p.a.)

Vladivostok LNG

Sakhalin 1

Sakhalin 2 Expansion

Sakhalin 2 Current

19 



O
X

F
O

R
D

 I
N

S
T

IT
U

T
E

 F
O

R
 E

N
E

R
G

Y
 S

T
U

D
IE

S
  

N
a
tu

ra
l 
G

a
s
 R

e
s
e

a
rc

h
 P

ro
g

ra
m

m
e

 

¸ A significant battle is taking place to become the leader of Russiaôs LNG strategy 
 

¸ The ending of Gazpromôs monopoly on LNG exports signifies government support 

for 3rd party exporters ï Rosneft and Novatek are actively competing with Gazprom 

for customers 
 

¸ Managed competition is the Russian government target, but Rosneft and Novatek 

are becoming more assertive. Both formed links with CNPC before Gazprom. 

Rosneft is now asking for third-party access to the Power of Siberia pipeline 

Yamal LNG ï 16.5mmt 

CNPC - 3mmtpa 

Negotiations with European 

and Asian traders 
Sakhalin 1 ï 5mmt 

SODECO ï 1mmtpa 

Marubeni ï 1.25mmtpa 

Vitol ï 2.75mmtpa 

 

Sakhalin 2 ï 10mmt 

Various Asian buyers 

Potential for 5mmt 

expansion 

Vladivostok LNG 

ï 10-15mmt 

Chayanda 

Kovykta 

38bcma 

to China? 

Pechora LNG 

ï 2.6mmtpa ? 

Leningrad LNG 

ï 10mmtpa ? 

Gazprom 

Novatek 

Rosneft 

S
-K

-V
 

Shtokman 

- 15mmtpa in 

Phase 1? 

LNG exports reflect ñmanaged competitionò between 

the new oligopoly in Russian gas sector 


