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Background

e In April 2015, DG COMP began a formal investigation into Gazprom’s
suspected violations of EU antitrust rules by issuing its statement of objections:

1. Territorial restrictions in Gazprom’s contracts with Bulgaria, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Poland and Slovakia (CEE)

2. Unfair pricing policy in five MS - Bulgaria, Estonia, Latvia, Lithuania and Poland (five
MS)

3. Obtaining unrelated commitments concerning gas transport infrastructure — Yamal-
Europe pipeline (Poland) and the South Stream project (Bulgaria)
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* On 13 March 2017, DG COMP published Gazprom’s proposed commitments to
address the Commission’s competition concerns which is then followed by a
‘market test’

e In March 2018, after receiving comments from interested parties, Gazprom
revised its proposed commitments and in May these commitments were made
legally binding for a period of 8 years (until 2026)
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SCOPE AND GOAL(S)

RESEARCH QUESTIONS

1. Can Gazprom profitably raise prices in the five MS?

2. if so, would the proposed changes in delivery points
limit Gazprom’s market power in the five MS?

3. How would the proposed changes in delivery points
impact ‘strategic’ gas infrastructure in CEE & SEE?

OBJECTIVES

— to analyze the economics of Gazprom’s proposed
changes in delivery points to address DG COMP’s
concerns
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The Analytical Framework

1. Scenario A: Define competitive benchmark

2. Scenario B1: Simulate Gazprom’s market power in the five MS

3. Scenario B2: same as B1 but with the proposed changes in delivery points
between
1. Slovakia and Bulgaria
2. Slovakia and the Baltic States (Latvia, Lithuania, Estonia)
3. Hungary and Bulgaria
4. Poland and the Baltic States
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Key findings

1. Gazprom’s profit is ca. 3% higher when it exercises market power in the five MS (Scenario
B1) compared to its profit under the competitive benchmark case (Scenario A)

2. The proposed changes in delivery points (Scenario B2) can substantially mitigate the
potential market power arising from Gazprom’s dominant position in MSS5:

— for Bulgaria wholesale gas prices reduced by 53% (i.e., by a factor of two)
— for Poland and the three Baltic markets by ca. 20%.
— Wholesale prices in MS5 is now very close to TTF prices

3. Thus, the possibility of changing delivery points addresses DG COMP’s concern of unfair
pricing policy by Gazprom in CEE

4. In terms of wider geographic impact, we find that in ca. two thirds of the period TTF price
increases by 0.5-8.0% when changes in delivery points are allowed
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Key findings

LNG marginal supply cost to

Total European LNG imports

Europe ($/mmBtu) (mmcm/day)
Competitive Monopolistic Competitive Monopolistic
benchmark behaviour benchmark behaviour
(Scenario A)  (Scenario B2) (Scenario A) (Scenario B2)
Minimum 2.310 2.332 62.5 62.5
Average* 3.306 3.310 269.8 274.2
Maximum 4.336 4.362 469.2 483.7
Coefficient
of variation 21.6% 21.8% 38.4% 37.6%
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Conclusions

1. We found that Gazprom’s commitments and the possibilities for CEE customers to change
delivery points to new locations (in Poland, Baltics and Bulgaria) can substantially limit
Gazprom’s potential market power in these markets;

2. This in turn should facilitate regional price convergence and offer a rather efficient way to
‘connect’ (virtually) these markets to more liquid NWE markets;

3. While the possibility to change delivery points improve market efficiency in CEE by limiting
Gazprom’s strategic behaviour they do not improve total social welfare;

4. By acting strategically, Gazprom reduces supplies to CEE, and, while the ability to change
delivery points increases those supplies in CEE close to the level of competitive benchmark,
they do so by ‘pulling’ additional, more expensive, LNG into Europe;

5. However, this results in overall loss in welfare for the whole of Europe.
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European gas ‘crisis’ in 4 charts
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Global LNG supply and demand balance to 2025

2019 2020 2021 2022 2023 2024 2025

LNG Supply capacity
USA 7340 98.00 104.80 118.40 124.60 132.80 149.20
Australia 11780 11780 117.80 117.80 117.80 117.80 117.80
Qatar 10490 10490 10490 10490 10490 104.90 149.70
Russia 3550 3680 3880 3880 6550 81.20 81.20
East Africa (Mozambique) - - - 4.60 4.60 22.10  42.80
Other LNG 24482 246.86 247.54 252.71 256.11 279.23 288.75
Total LNG Export capacity 576.42 604.36 613.84 637.21 673.51 738.03 829.45
LNG Demand

Northeast Asia 264.43 273.13 28096 295.73 310.51 325.29 340.07

of which China 82.00 91.00 94.60 108.60 122.60 136.60 150.60
South Asia 62.34 6790 6847 76.23 84.00 91.76  99.52
Europe 119.15 118.59 121.85 139.64 157.43 175.22 193.02
Americas 2311 19.64 2142 2045 1948 1851 17.53
Middle East 9.86 9.79 9.02 7.68 6.33 4.98 3.64
Total Demand 478.88 489.06 501.72 539.73 577.75 615.76 653.78
Supply margin 20% 24% 22% 18% 17% 20% 27%

Source: Eikon Terminal.

Notes : supply margin is defined as % of supply less demand divided by demand

On the supply side, the forecast is based on all FID committed projects and those that are already under
construction. On the demand side, we took a simple linear extrapolation of demand trends seen in the last 5 years
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