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On 6 June 2012, the European Commission kick-started the debate on how Europe should
approach renewable energy post-2020. A frank discussion is indeed required, and not just
because regulatory uncertainty is the number one risk factor making Europe a less
attractive place to invest in energy infrastructure.
Current policies have lead to absurd outcomes, with on the one hand support schemes for
renewable energies having spiralled out of control and on the other hand, heavily
polluting coal and lignite plants celebrating a revival under the current regulatory regime.

Natural gas is more environmentally friendly than oil or coal. Burning gas instead of oil
reduces CO2 emissions by 20% and if used as a replacement for coal by 50-60%. Increasing
the share of gas in the EU energy mix by only 1% will reduce the emissions by 3%.
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The share of natural gas in the EU electricity mix has increased from 16 to 23% in 11
years.
Looking at nuclear, there are issues with safety and in the Western world everybody
knows that constructing nuclear power stations may well be a project for decades, not
years. In contrast, modern gas combined-cycle power stations are quickly constructed,
highly reliable and provide clean, competitively-priced power.
It is not a secret that renewables are prone to short-term fluctuations in their energy
output, which need to be balanced by sophisticated technology in order to ensure energy
security. For instance, in the U.K. the seasonal load of the wind power generators is less
than 50%, and these facilities, at best, stay idle for half of the time.
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This is one of the most widespread clichés, especially in France. Energy security of a region
or a country depends on its level of energy independence.
But let’s look at the facts: if Europe remains an import market for fossil fuels, then the
conditions for an effective energy security depend on three main factors. The question is:
how does Gazprom contribute to these forms of security?
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All realistic scenarii show that Europe and France will remain highly and increasingly
dependent on energy (be it oil, coal, uranium or natural gas), like for any other raw
material generally speaking.
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500 bcm per year of production, 25% are exported, 2/3 of which to Europe, 14,5% of
global production; 17% of global reserves
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Gazprom is already strongly committed to EU energy security. The strongest evidence of
our commitment to the European market is the major investments we have and the new
transportation routes we will build to carry our gas to Europe. In particular, both the Nord
Stream and South Stream pipelines are and will be built to stay and provide additional
supplies, flexibility, independence from transit countries, and more energy security to the
European market. It is worth stressing as well that they have been or will be built together
with European partners – they are in that sense truly European projects.
Nord Stream
1,224 kilometres = length of gas pipeline
55 billion cubic metres (bcm)
26 million = number of European households that can be supplied

South Stream
Length: over 900 km under the surface of the Black Sea
Number of gas pipeline strings: 4
Total transportation capacity: 63 billion cubic metres of natural gas per year
Shareholders: OAO Gazprom, Russia - 50%, Eni S.p.A., Italy - 20%, EDF, France - 15%,
Wintershall Holding GmbH (BASF Group), Germany - 15%
Start of commercial operations (first line): End 2015
Achievement of full capacity: End 2018
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For all the reasons that we have seen before, it seems obvious that the energy security of
the EU cannot be addressed independently from the global context.
1- the EU remains and will remain an import market for fossil fuels, and for natural gas in
particular.
2 – to some extent, there is a globalisation of the natural gas market
Consequently, what we at Gazprom would like to promote, is a business-oriented,
economic discussion between the EU and its main gas suppliers. Interdependence is the
key: like I said, 2/3 of Gazprom exports go to EU markets.
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The experts, relying on the data from the most authoritative think tanks and institutes in
the world, offered a kind of consensus forecast.
It implies that Europe’s need for imported gas will reach 380 billion cubic meters by 2020
and 430 billion cubic meters by 2030. Two medium-term trends look indeed irreversible:
Increase in gas consumption, mainly due to environmental characteristics of natural gas
that I already mentioned. Decrease of the domestic supply, with the end of many North
Sea fields in the years to come.
In other words, Europe by 2030 will need at least 130 billion cubic meters of “new gas”
above the current level of imports. Even when adjustments on future increases in LNG
delivery are made, and let there be an ambiguous, but all the same, existing possibility of
shale gas production, import pipeline gas, including that from Russia will still remain the
main source of meeting the needs. New pipelines are needed to bring this amount onto
the market.
I would also like to point out that if you compare the figures of 130 bcm with the volume
of the planned gas pipeline projects voiced, and it will be obvious that there is plenty of
room for Nord Stream, South Stream and other projects in the European market.
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But one also has to consider that the global gas market is changing. The discussions
between the EU and its gas suppliers must also take these elements into consideration.
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(1) There is currently a media buzz, in Paris and Brussels, about the necessity to put
pressure on the long-term contracts system and oil indexation.
(2) It’s very important to be clear about what is going on: The appetite for «spot gas» in
the EU is linked to the low level of spot gas prices- it is not an appetite for a market
design revolution.
(3) Moreover, the reliance on a permanently low spot price level (versus long term) is a
risky gamble on a long term basis and in particular for energy security.
Therefore I would like to stress that the open-minded and apolitical dialogue the EU must
have with its suppliers is about the fundamentals of the natural gas market and the
specificities of the EU market.
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Critics of oil indexation often claim that it is outdated because there is not much demand
side substitution between oil and gas nowadays. However, demand side substitution has
not been the case in Europe for more than 20 years. Residential users that switched once
to gas from fuel oil were not keeping a fuel tank in their backyard in order to use it should
gas prices become the higher cost fuel choice. Limited day-to-day substitution or even its
absence does not rule out a deep rooted relationship between oil and gas.
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There are several reasons the days of oil indexation have not passed, apart from its unique
role in supporting long-term investments:
1.

Gas competes with oil in the residential sector. One third of houses in Germany still
use oil products for heating.

2.

Gas nearly replaced oil in European power generation 20 year ago. Therefore, the
argument presented by the Oxford Institute for Energy Studies suggesting this means
there is no longer a rationale for oil indexation is invalid.

3.

Even though there is not much demand-side substitution between oil and gas in
power generation in Europe, there is still more than a virtual relationship between the
two fuels;
•Merit order puts oil products and gas in the same category of fuels used in peak or
semi-peak. In that sense, there is stronger competition with oil products than with
coal which is used in base load only.
•Oil products are a reserve fuel for many power plants and industries if gas supply
fails.

4.

The oil-gas linkage will only strengthen in the future as a result of direct competition
in the transportation sector due to the increasing popularity of natural gas-powered
vehicles and the use of LNG as a marine bunker fuel. Gazprom anticipates that
European consumption of gas in transportation applications may grow from the
current 3 billion cubic meters per annum to as much as 100 bcm in 2030.
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