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by Russia and its gas companies to build their strategy in Europe. The analysis in export gas price trends suggests that Russia
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fegna T. .

KaHamnaaT eKOHOMIYHUX HayK, AOLEeHT, npodecop kadenpn eKOHOMIKUN i MEHEIPKMEHTY,

IPKYTCBKMI HaLioHaNbHWIN JOCNIOHULBbKUIA TEXHIYHWIA YHIBEPCUTET

TpaHcdopmalis eBponencbKoi moaeni LiHOyTBOPEHHS Ha NPUPOAHUA ras

AHoOTaUif. Y cTaTTi po3rsHYyTO NepCnekTUBM NPUCYTHOCTI POCINCBKOro NPUPOLHOro rady Ha EBPOMENICBKOMY PUHKY B yMOBax
3aroCTPEeHHSA KOHKYpeHLi Ta 3MiHu reononitTn4Hoi cutyauji. Mpobnemu, 3 SkumK 3iTKHynacs Pocis Ha eBponencbKoMy PUHKY
ragy, poanoyanucsa B 2002 poui. MNpryMHN 3aroCTpPeHHs KOHKYPEHLii: 3acTili CMOXUBAHHA Ha PUHKY rady, KOHKYPEHLis MK
Pi3HMMYN eHepProHOCiAMU, CybCHayBaHHA BiQHOBOBAHVX OyKepen eHepril, 3p0CTaHHA HaaULLKIB CKpanieHoro NpupogHoro rasy
(Crr), amiHa reononitnyHoi cuTyauii. 3anexHicte €C Big, iMNopTy NpupogHoro rasy ctaHoBuTb 70%, YacTka pocilicbkoro rasy B
imnopTi €C y 2015 poui cknana 42% (132 mnpg M%). MpoTe anckycis 3 npuBoAy AOUINBHOCTI BigMOBM €BPONK Bif POCIiiCbKOro
ragy TpmBae. Hambinblw cyTTeBi NpeTeHsii oo Pocii noe’a3aHi 3 andepeHuialieto pMHKIB Ta UiHaMu Ha ras. [ns BU3Ha4YeHHs
onTUManbHOI NONITUKM Pocii B yMoBax KOHKYpPEHLi, L0 3pOCTaE, B CTATTi PO3MMIAHYTO NUTaHHSA LiHOYTBOPEHHS Ha EBPOMNEICBKOMY
puHKy rasy. Ocobnusy yBary NnpugineHo pisH1UM acneKTam OLiHKM MOTOYHOI AnHaMikn po3BuTKy puHky CII: nepcnektusam CLLUA
B Ui cdepi, aHanidy puHkoBmx no3uuin 3asogis CII, wo 6yaytoTbcsa. AHania TeHAaeHuin y cdepi LiHOYTBOPEHHS CBiguUTb,
wo Pocis Mae KOHKYpeHTHiI nepeBarn Ha pUHKY €Bponu, HaBiTb 3a BiAXody Bifg LiHOYTBOPEHHS HAa OCHOBI [OBroTEPMIHOBUX
KOHTPaKTIB i Nepexofy Ha NpuB’A3yBaHHA LiH OO0 LiH €eBponenicbkux xabie. 3axucT fasnpomMom nosuuiin Ha €BPONEnCbLKOMY
PWHKY, NPOBIAHOMY AN KOMMaHii, MaTume NPUHLMNOBE 3HAYEHHS SIK OJ1s1 BNAaCHOI rocnogapyoi AisnbHOCTI KOMMaHii, Tak i gns
3abe3neyeHHs reononiT4HNX iHTepecis Pocii y cepegHbOCTPOKOBIN NepCneKTyBi.

Knio4yoBi cnoBa: e€Bponencbkuini pvHOK ragdy; ckparnneHuwin npupogHuii rasd (CIM); mexaHiam; dopMyBaHHA UiH Ha ras;
OOBrOCTPOKOBI ra30Bi KOHTPaKTW; ra3oBi xabu.

lfeguu T. I

KaHanaaT 3KOHOMUYECKMX HayK, OOLEHT, npodeccop kadenpbl SKOHOMUKN U MEHEO)KMEHTa,

VpKyTCKMIA HaUMOHanNbHbIA NCCNenoBaTeNbCKUN TEXHNYECKNIA YHNBEPCUTET

TpaHcchopmauusa eBponenickon Mogenu LLeHoo6pa3oBaHus Ha ra3

AHHOTaumsa. B ctatbe paccmaTprBaroTCsi MepCneKTUBbl MPUCYTCTBUSA POCCUINCKOrO rasa Ha eBpOMneriCKOM PbiHKE B YCNOBUSIX
060CTPEHUST KOHKYPEHLMN N U3MEHEHUS TEOMOSIMTUYECKON cuTyaumm. MNpobnembl, C KOTOpbIMU CTOSIKHynacb Poccus Ha
€BPONeNCcKOM pbiHKe rasa, Hadanucb B 2012 rogy. MpuynHbl 060CTPEHUS KOHKYPEHLMW: 3aCTOl Crpoca Ha ras, KOHKYpeHUust
MeXAY pasfnnyHbIMN SHeproHocutensMu, cyéengmposaHme BD, pacTyliee KonnM4ecTBo UNULLKOB CXXMXKEHHOMO NMPUPOAHOIro
rasa (CIl), nameHeHune reononuTnyeckol cutyaumu. Mimnoprosasucumoctb EC no rasy coctaenset 70%, [ons pOCCUINCKOro
rasa B umnopte EC B 2015 r. cocTtaBuna 42% (132 mnpg m°). Tem He MeHee, AUCKYCCUI MO MOBOAY Lienecoobpa3HoCTN OTKasa
EBponbl OT poccuiickoro rasa npogosmkatTcs. Hanbornbluee Konmy4ecTBo NpeTeH3unii K Poccun ceszaHo ¢ guddepeHumaumen
PbIHKOB 1 LieHamu Ha ra3. Kakoli nofnTrkm B LeHoo6pa3oBaHuny rasa goskHa npuaepxmnsarscs Poccus B ycnoBusix 060CTpeHns
KOHKYpeHUunn? Onsi peLleHns nocTasBneHHON Npo6iembl B CTaTbe PacCMOTPEHbBI BOMPOCHI LLEHOO6pa30BaHnsa Ha eBPOMENCKOM
pbiHke raza. Ocoboe BHUMaHWE YOENAETCS PasfMyHbIM acrnekTaM OLEHKW TeKyliel AuHaMukn passutus pbiHka CIT:
nepcnektnsam CLLA B 3TOIN 06nacTy; aHann3y pPbIHOYHbIX NO3uumin cTposwwmxcsa CIIT 3aBogos. AHanNU3 TeHAEHUMIN B 061acTu
LeHoo6pa3oBaHUst AKCMOPTHbIX LIEH rasa CBMAETENLCTBYIOT O TOM, YTO Y POCCUN €CTb KOHKYPEHTHbIE MPEVMYLLIECTBA Ha PbIHKE
EBponbl, gaxke npu oTxoge oT LieHo06pa3oBaHNs Ha OCHOBE [ONrOCPOYHbLIX KOHTPAKTOB M Nepexofe Ha NpuBSA3KY LieHbl rasa
K LeHam eBponeinckux xabos. OTcTanBaHne [a3npoMOM ero OCHOBHOIO €BPOMENCKOro pbiHKa 6yAeT MMETb NpUHLUMNNabHOe
3Ha4eHne Kak ans CO6CTBEHHON XO3ANCTBEHHON AEATENBLHOCTU, Tak U B Ka4eCTBE reononMTUYECKOro nHCcTpymeHTa Poccun B
CpeaHeCPOYHOI NepcreKkTBe.

KnioueBble cnoBa: eBpONeENCKNA PbIHOK rasa; CXXWKeHHbIn npupogHsbiii ra3 (CIMl); MexaHnsm; opMrMpoBaHWs LieH Ha ras;
JONrOoCPOYHble ra3oBble KOHTPaKTbl; ra3oBble Xabbl.
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1. Introduction

The importance of gas industry for Russia’s economy can-
not be overemphasized: it brings around 10% of the country’s
exports. Gas exports amounted to 34.8% of production in 2015.
The main market for Russian gas is Europe. The main impor-
ters of Russian gas in 2015, according to Gazprom, are Germa-
ny (about 28%), Turkey (17%), and ltaly (15%). Oil and gas in-
dustries have a significant impact on Russia’s balance of pay-
ments and the state budget. However, the share of oil and gas
revenues in the budget of the Russian Federation decreased
from 51.3% in 2014 to 37.4% in March 2016. During the first
9 months of 2016 the gas related cash inflow was $ 21.4 bil-
lion. This constitutes one third of the revenues in 2015 and less
than a half - of 2014. «For the first 9 months monetary income
of the Russian economy felt by 3.4 times, and had become a
record low since 1999 (USD 15.6 billion), according to the Rus-
sian Central Bank data.» [1] The share of oil and gas revenues
in GDP is also gradually reduced. The negative factors affecting
this trend are the collapse in oil prices (since 2014), the stagna-
tion in demand for gas in Europe, and LNG surpluses.

The transformation of the conditions in the European gas
market makes it particularly urgent to analyse the causes of
these changes and to assess further prospects of Russia in
the market, especially considering possible LNG inflow, and
impact of the price factor.

2. Literature review

Theoretical issues of gas pricing are addressed in works by
D. Stern (2012) [2-3], D. Gordeev, G. Idrisov, E. Karpel (2015) [4],
A. Konoplyanik (2008) [5]. In the European market, publication of
the Energy Charter Secretariat (2007) is the main methodologi-
cal document[6]. Analysis of gas prices in the European market
is presented by J. Henderson (2016) [7], T. Mitrova (2015) [8].
S. Melnikova and N. Troshina (2016) analysed LNG prices [9].
However, the development of gas market pricing mechanism
requires an overview of the established methodologies.

3. The aim of this study is to analyse causes for current
changes and to assess Russia’s prospects in the European gas
market, considering impact of LNG and new pricing structure.

4. Results

To keep the share of Russian gas in the European market,
Russia may have to enter into a price war against the United
States and Australia, the key suppliers of LNG. Protection of
its main European market will be crucial for Gazprom as a mid-
term strategic goal.

The pricing mechanism in international gas market

The specific features of the pricing in the international gas
market are:

1. None of the energy sources’ pricing theories is applicable
to pricing for natural gas. The differences in the mecha-
nisms of the pricing for oil and for gas are linked to the cor-
responding physical properties of oil and gas, in particular
the differences in their energy density, and due to their dif-
ference in the cost of transportation and storage.

2. Most countries link gas pricing to the price of the other energy
sources (crude oil, diesel, fuel oil etc.). The Groningen prin-
ciple (named after gas field in the Netherlands), or replace-
ment cost principle, has been applied in Europe since ear-
ly 1960’s; in essence, it ensures that the gas price is nego-
tiated at the level of the weighted average cost for other
fuels adjusted for transportation to the location of consump-
tion and applicable taxes (end user diesel fuel price only has
60% of actual diesel cost component and oil fuel - 40%). In
the long-term LNG contracts for the Asia-Pacific markets,
the price of gas is tied to crude oil from 1970, and typical
contract stipulates «the slope of the curve A» (factor A), i.e.
setting the correlation coefficient to the price of oil (ranges
5-17%, e.g. in Russian contracts is generally 5-11%), and
the coefficient B, which shows the cost of transportation.
80% of long-term LNG contracts in the USA are liked to
Henry hub prices/ and the other 20% use Hybrid pricing
mechanism with reference to the Henry Hub prices.

3. Mechanisms of gas pricing for short-term and long-term
contracts are quite different.

4. Gas trading is carried out in real or virtual hubs, at spot
prices.

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

5. Monopolies often discriminate on price.
6. Mainly, two pricing models are used: the pricing of long-
term contracts and pricing for hubs/exchanges.

The pricing model for long-term contracts (typically 15 to
30 years) is using a sliding base pricing formula. Typically it is
tied to the price of competing fuels. For long-term contracts
stipulations on the possible movement of sliding prices as im-
portant (this issue often constitute the subject of arbitration
disputes): base price, indexation of base price, adjustment fre-
quency (monthly or quarterly), possibility to update base price
and/or indexation coefficient (usually once every three years),
minimum or maximum price level (the floor and the ceiling),
confidentiality clause, contract clause on arbitration, «inten-
ded destination» (excluding the possibility of resale).

Pricing in the long-term contracts is also linked to «take or
pay» provision, according to which the buyer has to take the con-
tracted volume, or, if it is unable to take it, pay for the minimum
amount of gas (usually, 85% of the amount provided for in the
current contract year) at the contracted price. Long-term con-
tracts are usually not public, and provide little transparency for
pricing mechanisms and other key commercial terms («big sec-
ret»). Expediency of the long-term (rather than short term) con-
tracts is defined by need to guarantee a sustainable demand for
gas. For exporting countries, this guarantees ROI on investment
(the price is sufficient to recover the investment in gas produc-
tion and transportation to the importing country’s borders). For
importing countries, the market should be sufficient to absorb the
contracted volumes of gas (due to the take or pay principle). This
pricing model is being transformed in the European markets since
2008. The transformation precludes expanding the set of com-
peting energy sources and linking prices to European hub prices.

Pricing at hubs/exchanges is determined on the basis of
supply and demand for gas at the exchange. The share of spot
transactions in the world LNG market is about 30%. Gas prices
in North America are formed in the hubs from the late 1980s,
while in Europe - since the end of 2008. The share of this pri-
cing model on the European gas market is 30-55% [10]. Clear-
ly, the explanation for this pricing model may be transportation
by tankers, making it more flexible geographically for markets
and suppliers; tanker can bring gas to every location capable to
unload gas, disregarding market price at specific hub spot. This
pricing model cannot be applied to pipeline transportation. The
pricing model similar to the one used in the US and the UK gas
markets (universal price) is not suitable for continental Europe.

Competition from US LNG

The strategy of diversification of gas supplies to Europe and
scenario planning by experts consider various options to push
Russian gas from the European market. These include increase
in supply from Norway, imports from Turkmenistan, increase in
LNG imports from Qatar and Iran, LNG imports from the United
States. Some of these are not realistic: for example, Norway can
only increase supply by 20 billion m*/year. Gas from Qatar, Iran,
and Turkmenistan has already been contracted by China. So
American LNG is the most viable scenario to consider.

Deliveries of American LNG to Europe began in April 2016.
US LNG introduction increases competition in the European
market. US LNG gas is expected to reach 31% of European
imports by 2040 [11].

LNG refineries in the United States have the lowest capital
costs in the world. The specific capital costs in the US are USD
0.81 thousand/ton, while in Russia - USD 1.13 thousand/ton,
and in Australia - USD 3.3 thousand/ton [9]. The reason for the
world’s lowest capital costs in the US for LNG plants is in the
fact that LNG plants infrastructure has been created from idle
re-gasification terminals (input LNG terminals are rebuilt for ex-
port)/ Besides, the price of American LNG projects (unlike for
the Russian and Australian) does not include neither the de-
velopment of its own upstream resource base nor the trans-
port network from the production site to the LNG plant. This
allows companies from the United States to promote its manu-
facturing as a low-cost, which, however, does not guarantee a
low cost of their gas for the final consumer.

Specific features of US LNG projects may also include:

e Tolling schemes (the buyer acquires gas on the market and
pays for liquefaction). Liquefaction costs are fixed and reflect
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capital costs. For example, it costs USD 80-107 per thou-
sand m?® for Sabine Pass project, and USD 125 per thou-
sand m?® for the Corpus Christi project. Thus, LNG expor-
ters avoid all market-related risks from changing raw mate-
rial costs, which are in turn borne by the international com-
panies and end-users. Export destinations are trading inter-
national companies, Europe, India, Korea, Japan, and Chile.

® Long-term contracts for 20 years (when the United States
was an importer, the contracts were short-term and me-
dium-term).

® There is no principle of «take-or-pay».

® Pricing quotations linked to Henry Hub.

There are also doubts regarding export volumes claimed
by US LNG manufacturers. They quote 20 million tons per year
in the next years, and up to 112 million tons in the mid-term pe-
riod. At the beginning of 2016 there were four operational LNG
terminals in the US, but only Corpus Christi has a contract for
gas supply to Europe (20 million m® or 15.4 tons/day). US LNG
exports to Europe can only be operated by sea. Sabine Pass in
2016-2017 will be the sole US exporter of LNG to Europe. The
infrastructure for acquiring LNG tankers is still rarely available
established (while the pipeline system for Russian gas is about
50 years old). Replacing Russian gas with alternative sources
is thus very expensive. Moreover, we should not forget that,
firstly, American LNG is produced from shale gas. We ad-
dressed the issues of «shale revolution» in details in the paper
referenced in [12]. Abovementioned issues are not only con-
fined to environmental issues but also include economic one:
shale gas has a low (2x) calorific value, and contains a larger
amount of harmful impurities; the cost of shale gas production
exceeds production of conventional gas by 1.5-7 times, it has
very low investment cycles; and the subsidies for shale gas
production in the US are on par with the cost of oil fields. In the
current environment, there is a decrease of interest in shale
gas in the world. Second, in the US shale gas has a compara-
tively high proportion of ethane. In Russia, however, the con-
tent of ethane is low even in by-product oil gas. Ethane is on-
ly used in the chemical industry (it is the main raw material for
production of ethylene), unlike methane, which can be used in
the energy production. Third, as gas exports from the US are
caused by the decline in domestic market prices, US authori-
ties limit the volume of licenses issued to exporters in order to
avoid domestic price growth. Fourth, US LNG has lost it price
advantage after the collapse in oil prices.

While supply of US LNG to Europe
has already begun, it has more of «geo-
political appeal» rather than the econo-
mic one. Asian markets are more profi-
table for the exporters. The prices for gas
in the Japanese market in January 2016
were: US LNG - USD 8.2 per mmbtu;
Russian LNG - USD 7.5 per mmbtu, Aus-
tralian LNG - USD 8.1 per mmbtu [13].
And this is while the principle of «take or
pay» is not the element of long-term LNG
contracts in the USA.

Figure 1 shows the dynamics of the pri-
ce of gas in the European market (NBP-UK,
RUS-GER) and US LNG in the US market
at the Henry Hub (HH-USA), compared to
Brent oil price index (upper line).

Figure 1. Comparison of Russian and
European hubs (NBP UK) and American
(HH-USA) on gas prices

One of the key reasons for US LNG
gas exports to Europe is the low price of
gasin the US, at Henry Hub (HH-USA). The
spread between the price of gas in the US
and European markets (NBP-UK) in Sep-
tember 2015 was 2.4 times, yet by Sep-
tember 2016 it was reduced in comparison
with the Russian gas (RUS-GER) to 34%,
and the exchange spot prices of American
and European markets levelled. As of Sep-
tember 2016, the price of LNG in the US
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at HH Hub was just USD 2.5 per mmbtu, US LNG price in the
European market (USD 4.3/mmbtu) was comparable to Euro-
pean gas (NBP UK Spot, USD 4.5/mmbtu), and only moderately
lower than Russian (USD 4.8/mmbtu). The introduction of Ame-
rican LNG in the world market happened mainly due to low gas
prices at US exchanges, yet, since summer 2016, there is an up-
ward trend in these prices. According to MarketWatch and EIA,
the gas spot price is forecasting to grow to USD 3.07/mmbtu
in 2017. This is another argument against potential increase of
American LNG exports to Europe.

European gas market price analysis

Currently, the European gas market operates with the hy-
brid system of pricing: the price of long-term contracts at the
German border, the monthly price GBP-BAFA (German border
price - is an average import price reported by German Federal
Office of Economics and Export Control), and the UK price at
NBP hub. Let’s consider the dynamics of these prices in terms
of their spread, and assess the impact by Russian prices. The
Gazprom’s pricing model for long-term contracts for the Euro-
pean gas market is linked to the price of oil. Until 2012, the ave-
rage price of Russian gas (Gazprom) to Europe came close to
the price of historical contracts linked to the price of oil. But
the increase in oil prices led to the claim in August 2012 to the
European Commission (EC), and to the antitrust authorities of
the EU Member states on violation of European antitrust law by
Gazprom [16]. The substance of the claim was about inapprop-
riate market behaviour in the gas market (different market prices
for eight Eastern European States) and linking the cost of Rus-
sian gas to oil prices (rather than oil products, which is in line with
the Groningen principle). To satisfy customers, Gazprom made
an adjustments in their prices in 2013 - beginning of 2014. Star-
ting at the end of 2014, there were a drop in oil prices and in-
crease of spread between the spot price of gas (NBP UK) and
Gazprom’s contract price for gas RUS-GER (see Fig. 1).

In January 2015 spread between price of Russian gas to
the border with Germany and the European stock market price
at spot NBP UK accounted for 22% (USD 10.49/mmbtu versus
US D8.6/mmbtu). By the end of the year the gap starts to de-
crease again due to the «lag effect» of prices in contracts linked to
oil prices (which are usually tied to the price of oil for the previous
6-9 months), and also due to the ongoing adjustment in prices by
Gazprom. As of October 2015 all three rates were almost equal
(at the level of USD 6/mmbtu). In September 2016 Russian natu-
ral gas at the border with Germany cost 36% less than a year ago.

Note: Brent Crude - ICE Brent Index;

Brent oil Index on the London Intercontinental Exchange;

RUS-FAS - Gas export price index of FAS RF (Federal Antimonopoly Service of the
Russian Federation);

RUS-GER - Price of Russian gas at the German border (WGl estimation);

NBP-UK National Balancing Point (UK) - a virtual hub;

HH-USA - Henry Hub price, USA.

Fig. 1: Comparison of Russian and European hubs (NBP UK)

and American (HH-USA) on gas prices
Source: [14-15]



Thus, departure from the pricing
model of gas under long-term con-
tracts, and transition to the model of
individual transactions on the basis of
spot prices is impossible in the me-
dium term. As practice shows, gas
hub marketplaces have not become
flexible. However, the transformation
of the Groningen principle to link con-
tractual price not just to competing
energy sources, but also to the stock
exchange quotations of gas in Euro-
pean markets, is reasonable. This ap-
proach was used by Gazprom, which
over the past 5 years has shown some
flexibility in pricing gas for Europe.

In order to assess Russia’s com-
petitive strengths for gas price com-
petition it is important to compare the
marginal cost of manufacturing in the
short and long term. Russia’s com-
petitive advantage lies in the fact that
Gazprom has excess capacity in ful-
ly developed gas field (about 100 bil-
lion m® in the Western Siberia). The marginal cost of extrac-
tion in the short run (SRMC) is low, and the calculated price
of gas at the border with Germany could be USD 3.5/mmbtu
[7] (for example, in 2014 the price of Russian gas to the bor-
der with Germany was USD 10.58/mmbtu, in January 2016 the
price of gas in Europe was USD 4.5/mmbtu). Cost of produc-
tion by Gazprom in September 2016 was USD 0.89/mmbtu
[14]. This data indicate that Russia has enough capabilities to
wage price war. Yet the question is - how low should prices
drop, and whether they should equal SRMC level? Aggressive
pricing is reasonable, if the loss from the price reduction will be
offset by an increase in sales. Fig. 2 shows the marginal costs
of US LNG in the European market (in the US they are much
lower, Henry Hub price is at USD 2.3/mmbtu). Fig. 2 shows
that US SRMC in January 2016 amounted to USD 4/mmbtu.
Gap between the price of Russian gas and SRMC in January
2016 was only USD1.5. Given the production costs below one
US dollar, Gazprom has the ability to lower the price.

Low cost of delivery is not the only prerequisite for win-
ning the price war; Gazprom also needs to change the pricing
system. Gas trade is based on long-term contracts, and tied
to the oil basket. Yet in 2014-2016 Gazprom has shown fle-
xibility in pricing, and reduced contract prices to the spot level,
and dropped them even lower in the summer 2016 (see Fig. 1).
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Note: LRMC - long-run marginal cost (when all costs are variable)
SRMC short-run marginal cost (when the amount of some resource remains constant)

Fig. 1: European gas prices compared with the limit costs of US LNG

Source: [7], elaborated by the author

The level of competition in Europe is likely to increase, and
Gazprom will need to use incentives and price concessions
in its trade. Changing the pricing strategy (price reduction to
the SRMC level in the short term, with the possibility of price
recovery in the future) for Gazprom makes sense as part of
the corporate strategy in the European market, to protect its
market share and to maintain long-term position as the main
supplier of gas to Europe. The adoption of this pricing stra-
tegy can be caused by the fact that unlike many gas produ-
cers, Gazprom is state-owned. From political point of view, this
strategy could also make sense for the country, as it should
support position of Russia as the key energy partner for Euro-
pe. Whether national budget can sustain such a strategy or
not, remains an open question for separate study.

5. Conclusions

The share of Russian gas in the European market is 42%.
To maintain this share despite decline in consumption of Euro-
pean gas, arrival of new LNG importers, and geopolitical chal-
lenges, Gazprom needs to change the concept of long-term
contracts. This will allow it to influence directly the price level
of European hubs through physical control of exports, and will
allow containing US LNG imports in the short term. At least
over the next five years, Europe will remain the main export
market for Russian gas.
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