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US Unconventional Gas + LNG vs Russian Pipeline Supplies
Perspectives of the European gas market according to 
American, European and Russian estimations
In the summer of 2012 several studies on the issues of gas market and global energy were published. The Economist magazine published special report “An unconventional bonanza”. In Russia a study of Moscow School of Management Skolkovo Energy Centre “European gas market: dreams do not always come true” was published, which was prepared together with the Oxford Institute for Energy Studies. The leading expert of the American Center for Strategic and International Studies, retired US Ambassador Keith Smith published an article “Unconventional gas and European Security: Politics and Foreign Policy of fracking in Europe”.
The Economist magazine in its special report noted that gas prices in the U.S. market fell to $ 2 MBtu (or in the metric system $75.8 per 1000 cub. m.), which was not the case since 2001. This encourages American gas to go to foreign markets and its export in liquefied form. The forecast of the Eurasia Group, adduced by the magazine, estimates LNG production capacity in the world to double by 2020 – from 278 million tons as of 2011 to 526 million tons in 2020. Liquefied gas from the U.S. delivered to wide markets will be worth up to $ 10 MBtu (~ $379,12 per 1000 cub. m.), which may be quite competitive.
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Chart 1. Comparison by EEGAS of gas price levels for different European markets and the US market.
It should be noted that technology of liquefaction and transportation of LNG has been going on. For example, Shell will put into operation the world's largest “floating LNG” in 2017. LNG is becoming mobile globalizator of previously isolated markets of America, Europe and Asia. Globalization of world gas market opens the possibility to decrease high prices in Europe for benefits of consumers and, conversely, slightly raise them in the USA, which will bring more opportunities for investments in expansion of unconventional gas production.
K. Smith in his report drew attention to the fact that during last 5 years significant transformation of the gas market in the USA took place. The country has become the world’s largest gas producer, depriving Russia and has done with dependency on imported gas. Several years ago, experts predicted that the U.S. in the future will be the largest LNG importer. However, these predictions did not come true because of unconventional gas boom, and the U.S. can now become a gas exporter. In response to falling natural gas prices in the U.S. because of glut in the market, some companies have begun to develop plans with cheap gas exports to foreign markets, while ten years ago, by contrast, fought for terminals to import gas. Although some large gas consumers criticize the idea of ​​exporting gas, fearing higher prices, however, the interest in exporting gas from the U.S. Shell said, as well as BP and ExxonMobil considering this possibility too. Cheniere Energy Company, an operator of Sabine Pass terminal in Louisiana, announced in June 2012 that it plans to build a terminal for LNG production plant. If this plan will be realized, the plant will start since 2015 to supply American unconventional gas as LNG to markets around the world. This will be the first LNG production plant, built in America for 40 years and it will be located conveniently for deliveries to Europe.
20% of Europe's gas is supplied in liquefied form. After 2015-2016 a serious offer of additional LNG will come from new producers in America, Australia and Africa. Asian gas demand starts to slow down already, which means that Russia will face more competition in the global gas market quite soon. Despite the fact that LNG supply from North America to the European market will be high enough, but still this gas will be competitive compared to Russian gas, whose price is linked to oil prices.
According to US EIA data, published on 17 august 2012, total export output of 16 LNG-terminals in the USA, which are under consideration to be built due to submitted applications, would make  21,3 bcf/day or 220,2 bcm/year (159,6 mln. tones). To compare: Gazprom plans to export in 2012 altogether 222 bcm to all markets. Gazprom exported in 2011 to Europe 150 bcm of gas. 
The USA may help to weaken European gas market dependency from Russia due to LNG supplies via Atlantic. After 2015 one can expect American gas in Europe, which will throw back the Russian one. Although according to pessimistic estimation of the East European Gas Analysis, American export to Europe to 2020 will reach less then 10 bcm, it will anyway replace Gazprom gas.
In Europe, Russian gas is considered to be an instrument of Moscow’s foreign policy and in many European countries there is resistance to increase its imports. Buyers are trying to reduce imports of Russian gas, both from political and commercial motives. Gas crisis in Europe in 2006 and in 2009, provoked by Russia were not gone without consequences. In addition, in late January – early February 2012 Gazprom has been unable to meet gas demand of European consumers at the peak of winter cold. This confirms existence of deep systemic crisis in Russian gas production, and hence risks for European consumers connected therewith.
Gazprom’s tactics of minimum price concessions to European customers does not increase competitiveness of Russian gas. Gas volumes supplied to Europe have declined significantly. Statistics of gas supplies to the EU market varies according to Gazprom and other official statistics, moreover significant differences started to come up after 2009:
	Year
	Gazprom’s data on “realization of gas in foreign countries», 

bcma
	Data of Federal Customs Union and the Central Bank of Russia on gas exports to Europe, 

bcma
	Difference,
bcma

	2008
	158,8
	158,3
	  0,5

	2009
	148,3
	120,4
	27,9

	2010
	148,1 (138,6)*
	107,4
	40,7

	2011
	150,0
	117,3
	32,7


* in brackets data of GazpromExport
Glaring difference is explained by the fact that actually, Gazprom is engaged in resale of gas to European markets while physical volumes of domestic gas export declined.
Russian researchers from Skolkovo indicated that Russian gas strategy on the EU market, which was effective for nearly half a century, has exhausted itself. Gazprom is losing ground in Europe and will therefore be forced to either reform or degrade further reducing its market share. Russia has no more than three years to reform Gazprom and to build up new strategy for the EU market. Russia’s gas wars against Ukraine and the EU in 2006 and 2009 are felt as they, combined with the policy of maximizing prices, make Russian gas less attractive to Europe. This means that Ukraine has quite a limited perspective on the transit of Russian gas to the EU, as the EU does not want to increase its imports, and Russia does not want to change its tactics and strategy on European markets.
It is possible that Russia under the pressure of adverse trends will be forced to revise or even abandon the South Stream project. Even if the project will be preserved in cutted form (for example, 31 bcm instead of 63 bcm), Europe will face the situation to have “more pipes than gas”. Workload of gas transportation systems on East – West line will become unstable and poor. Blue Stream is a prototype of operation of all natural gas export routes from Russia to the EU in terms of excess surplus of pipeline capacities that emerges after implementation of bypass projects.
	
	2006
	2007
	2008
	2009
	2010
	2011

	Total Gazprom’s export to Turkey, bcm
	19,9
	23,4
	23,8
	20,0
	18,01
	25,99

	Including:

	               By Blue Stream, bcm
	  7,5
	  9,5
	10,1
	  9,8
	  8,10
	  8,14

	Share in total export to Turkey, % 

Share of pipeline capacity (16 bcm), % 
	37,7

46,9
	40,6

59,4
	42,4

63,1
	49,0

61,2
	45,0

50,6
	31,3

50,9

	               By Transit via UA-MD-RO-BG, bcm
	12,4
	13,9
	13,7
	10,2
	  9,91
	17,85


Sources: Gazprom and Gazpromexport

http://www.gazprom.ru/about/production/projects/pipelines/blue-stream/ 

http://gazpromquestions.ru/fileadmin/files/2012/view_version_28.03.2012.pdf
It becomes clear that in 2015-2016 global and European gas markets will face qualitative changes. Spot trade, unconventional gas and LNG can make a crushing hit to pipeline monopolists, who ignore realities of market transformation. IEA noted that growth in gas exports from the U.S., Canada and Australia would lead to a reduction of Russian share on the European market. Falling prices in Europe will put pressure on contracts on conventional gas supply, whose prices are linked to oil prices.
Reviewed Russian energy strategy proclaimed in 2009 an ambitious goal: “support to creation of unified European-Russian-Asian energy area” and as result “Russian pipeline infrastructure would become an integral part of the energy bridge between Europe and Asia, and Russia – key operational center”. It seems that realities are much more different and Europe will in perspective get not the “European-Russian-Asian energy area”, but new trans-Atlantic American-European energy partnership.
Although, according to K. Smith, many European politicians complain about fivefold higher gas prices and higher on $20 price on a barrel of oil in Europe than in the U.S. and European industry is losing competitiveness compared with the U.S., one question remains open: whether the U.S. want in terms of economic crisis to support competing even while suffering on energy dependence industry of Europe, so that it become more able to compete in the next 5-10 years with U.S. and Asian companies?
PAGE  
4

