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INTRODUCTION
N

atural gas, which accounts for nearly 22 percent of
the global energy mix1, is a universal fuel that plays
a vital role in ensuring necessary raw material for
industrial purposes. The increase in its global consumption,
which comes at the expense of coal, is linked to some
environmental benefits, fostering better air quality and
dwindled greenhouse gas emissions.

This paper aims to specify LNG’s place on the European
energy and economic security map, an area that seems
to be too broad to consider within the following study.
Due to its substantial volume, the analysis will focus
exclusively on a few selected yet not accidental aspects
that depict Central and Eastern Europe a region that
deserves to be thoroughly discussed.

It cannot be referred to as a perfect solution, though.
A dozen or so years ago, it seemed unlikely to imagine that
a natural gas shipment could be delivered from any part of
the world, which was particularly essential in the context
of Central and Eastern Europe. LNG’s ever-growing
popularity was conducive to creating a global market,
thanks to which a new energy reality emerged.

Further, such a choice is determined by several
substantive premises. First, the region remains under
the powerful influence of Russian-sourced energy,
a phenomenon that is more visible than in Western
Europe. Secondly, owing to a new “LNG revolution”,
the former area may undergo significant shifts.
Economically speaking, a successful example of
diversifying gas flows in the region proves to be
fundamental, also due to the involvement of distinct
energy supplies that allowed Lithuania to diminish gas
prices by over 60 percent. Last but not least, attention
can be drawn to the political factor of prices in the
region that has grappled with this challenge since the
dissolution of the Soviet Union.

Its infrastructure is basically of the same importance as gas
pipelines that accounted for shaping multilateral geopolitical
relations. The following report is an attempt to gather the latest
available data while displaying tendencies for LNG’s role in
shaping Europe’s energy and economic security.
Importantly, the figures provided apply to 2017 as
comparable data for 2018 is not disclosed yet. Interestingly
enough, according to some available information, the
globalized LNG market is becoming increasingly dynamic,
as exemplified by the fact that Australia managed to
outstrip Qatar as the world’s top LNG exporter. Thanks to
the dynamics, included both in the plans as well as already
implemented LNG terminal projects, it is possible to state
that this market segment could experience progressive
changes, of which Europe may become the main theater.

1

Not incidentally, the report focuses on the United States
and the Russian Federation as the world’s top exporters,
the former of which has displayed its potential in the
global market, hoping to double its LNG flows to Europe
within the three next years and thus to play a vital role
to its European partners. Speaking of the latter energy
supplier, it may suffer considerable losses as it accounts
for most natural gas flows to Europe.

https://yearbook.enerdata.net/total-energy/world-consumption-statistics.html
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ENERGY AND
ECONOMIC SECURITY
O

fficially, Poland’s Act on the Energy Law defines
energy security as “the condition of the economy
which enables full coverage of the customer’s
ongoing and prospective demand for fuels and energy in
a technically and economically justified manner, with the
observance of the environment protection requirements.”
According to the definition published by the International
Energy Agency (IEA), energy security is referred to as “the
uninterrupted availability of energy sources at an affordable
price2.” Both explications are by no means exhaustive but
they give a wide field for interpretation owing to the topic
complexity.
Energy security is a compound concept referring to all
risks faced by respective national economies that can
impose considerable limitations or hinder its further

2

8

development, making it inept to generate profits or savings.
This also applies to external threats that are bound to
disrupt economic processes. As previously noticed, both
energy and economic security tend to go hand in hand,
meaning that the economy is directly exposed to all perils
resulting from discontinued energy supplies. Similarly, due
to inappropriate policy-making processes, inadequate
diversification level may doom a particular economy to
high prices of energy sources, thus negatively affecting its
competitiveness.
Energy policy, referred to as a barometer for state
sovereignty, is composed of multiple aspects and
constitutes an integral part of national security. The latter is
equivalent to a diversified supplier market and offers a free
choice, followed by the globalization of the LNG market.

https://www.iea.org/topics/energysecurity/whatisenergysecurity/
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NATURAL GAS:
GLOBAL PERSPECTIVE
I

n this section, attention is drawn to general and global
tendencies in the global gas market. In addition, an
attempt was made to determine main points on the
demand and supply map while setting an overall price
level. While compiling the following paper, the most
comprehensive figures on the gas market relate to 2017.
As indicated in the BP Statistical Review of World
Energy, global natural consumption amounted to 3670.4
billion of cubic meters (bcm) in 20173, with Europe

accounting for about 14.5 percent of natural gas global
consumption, the latter of which has been growing in
recent years. According to “Global Gas Report 2018”4,
in 2017, worldwide natural gas consumption rose by
3.7 percent on a year-to-year basis. This means that
the growth rate recorded over the last five years has
doubled while previously an average annual increase in
consumption increase was estimated to attain the 1.5
percent level.5
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https://www.bp.com/content/dam/bp/en/corporate/pdf/energy-economics/statistical-review/bp-stats-review-2018-natural-gas.pdf
http://www.snam.it/export/sites/snam-rp/repository/file/gas_naturale/global-gas-report/global_gas_report_2018.pdf
ibidem
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ProducJon share by region
100
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he increased consumption on the continent owes
to several factors, including the policy of China
that recently emerged as a top consumer of blue
fuel. Due to the state’s central policy, Beijing has begun
to look for fuel that would exert a less powerful impact
on the natural environment while continuing to search for
alternatives to coal. China alone accounts for 30 percent of
the global increase in natural gas consumption; in addition,
the country is responsible for almost 50 percent of the
world LNG demand.
South Korea is Asia’s second-largest country in terms of
the growth in gas consumption, which was more than 10
percent, or 5 bcm. This was driven by the construction
industry and severe winter weather. India, Asia’s thirdbiggest gas consumer, managed to secure its position
despite a slower pace of consumption growth, as observed
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over the past few years. Back in 2017, the growth dynamics
decelerated to 3 percent, or 2 bcm on a year-to-year basis,
down from 9 percent on a year before. Among other fastgrowing markets are Taiwan (12 percent, or 2 bcm) and
Pakistan (5 percent, or 2 bcm).
Interestingly, the growth in the region’s consumption would be
higher but for lower figures in Japan. In 2016, it diminished by
10 bcm while remaining practically at the same level in 2017. To
arrive at a comprehensive understanding of what happened
in Japan over the recent years, one needs to focus on two
essential factors, such as a boost in energy efficiency and the
inclusion of nuclear blocks back to the system.
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North America

G

erally speaking, North American gas consumption
declined at the end of 2017. Even though gas
consumption in both Mexico and Canada
increased, the region’s overall dynamics seems to have
been considerably impeded by the United States. As
indicated in the BP report, such a state of affairs was closely
linked to high prices in the energy sector, issues related
to the pipeline construction and the increased amount
of renewable energy. In its turn, the U.S. administration

published a paper, according to which all that occurred in
2017 should be treated as a short-lived phenomenon. As
estimated, the U.S. average annual growth in natural gas
consumption is bound to hit 6 percent, thus translating
into a faster pace of demand growth that amounted to 4
percent on a year-to-year basis in the period of 2005 and
2015. These figures are likely to decelerate to 1 percent after
20206 while none of these scenarios seem to anticipate
potential regression, though.

U.S. Natural gas consumption and products increase in all cases

source: www.eia.gov

6
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South America Middle East

I

n 2016, gas consumption in South America was subject
to decrease that managed to slightly recover only a year
later, accounting for 0.4 percent on a year-to-year basis.
Lowered demand in Peru, Chile, Venezuela, and Colombia
seems to have overshadowed relatively satisfactory figures
in Brazil and Argentina. .

Africa

B

ack in 2017, the African market was characterized
by increased gas consumption, sticking to
a sideways trend in the period of 2010 and 2016.
In 2017, blue fuel consumption rose by a total of 7 percent,
constituting a tendency that developed mostly thanks to
oil-exporting countries. As reflected by the consumption
level, all these players again managed to go in a growing
direction whereas economic development was linked to
rising oil prices.

7

S

ince 2010, gas consumption in the Middle East has
grown linearly at the rate of 4 percent per year, a
phenomenon that did not change until 2017 when
it rose to 5 percent per annum. Speaking of this case, the
reinforced gas demand was triggered by high economic
growth fostered by rising oil prices. Among the regional
leaders are Iran (increase by 6 percent, or 10 bcm), Saudi
Arabia (6 percent, or 6 bcm) and Qatar (10 percent, or 3
bcm).

Commonwealth
of Independent
States

G

as consumption boosted by nearly 35 bcm in all
countries belonging to the Commonwealth of
Independent States, which came as a significant
change. As explained in the BP report, such a state of affairs
owes first and foremost to the dynamics of economic
growth, additionally fuelled by some extraordinary heating
requirements stemming from seasonal needs.7

https://www.bp.com/content/dam/bp/en/corporate/pdf/energy-economics/statistical-review/bp-stats-review-2018-natural-gas.pdf
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Natural gas imports 2017 by country, bcm

source: https: //www.mckinseyenergyinsights.com

Curtain. For many decades, states such as Poland remained
dependent on Russian-sourced energy. I thoroughly discuss
this issue in the chapter about the end of the supremacy
of Russian blue fuel in Central and Eastern Europe. If to
assume the best-case scenario, the countries disposed of
important coal reserves that made their internal energy and
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industry sectors independent of supplies. Nowadays, all
these states are facing an energy revolution, with liquefied
energy gas arising as a great opportunity. Every important
hike in fuel prices jeopardizes the competitiveness of their
domestic industries and leads to their severe limitation.
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WORLD NATURAL
GAS PRODUCTION
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n 2017, the Russian Federation marked the world’s
second-largest growth in production in priority only
to 1850
the United States. Russia raised its natural gas
production by 8 percent, or 50 bcm, of which 20 bcm
was scheduled to be exported to the European Union,
Turkey925
and the CIS countries. In late 2017, Russia’s
Yamal LNG pipeline became connected to the country’s
transmission network with the first commercial delivery
from the0former dispatched at the beginning of 2018.
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Speaking of Asia and Oceania, Australia became the
region’s top production leader, increasing its annual
output by 13 bcm, or 27 percent, which translated
1850 into
the rising number of LNG projects in the country. As for
China’s mining sector, it managed to boost the country’s
925
domestic output by 8 percent, or 10 bcm, meaning
considerable progress that resulted in exploiting
conventional energy sources.
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North America

I

n 2017, gas production in North America increased by
0.5 percent, recovering from a fall it experienced back
in 2016 when the U.S. gas was extracted from oilrelated areas and facilities. In the United States alone, gas
production rose by 1 percent in 2017. In the vast majority of
cases, the United States extracts gas from unconventional
sources. Speaking of other countries of the region,
Canada, unlike Mexico, managed to secure growth in gas
production.

South America

D

espite its long-lasting stability, gas production in
South America seems to be left flat-lining, with
modest growth. Looking at the picture overall,
Brasil swelled its production while Argentina extracted
considerable gas volumes from unconventional deposits.
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Africa

I

n 2017, gas production in Africa experienced slight
growth, as evidenced by results obtained by Egypt (9
bcm), Nigeria (4 bcm) and Angola (4 bcm). In late 2017,
Egypt launched extracting gas from the Zohr field, a step
that may lead to an assumption that the rate of annual
production growth will amount 10 bcm per year until 2020.
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he total increase in European gas output amounted
to 1.9 percent in 2017 and was mostly triggered by
supply from Norway while the country’s production
surged by 10 bcm, or 9 percent on a year-to-year basis.
Since 2010, gas production has been gradually falling; as
estimated in the BP report, the average annual decline in
production may hit up to 4 percent. This was an outcome
of the Dutch government’s declaration to phase out gas
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production at the Groningen field, as part of efforts to
prevent the North Sea deposits from being completely
depleted. Following a series of cuts, production is now set
for 12 bcm, down from a peak of a maximum annual level
of 54 bcm. Reductions are to be compensated with the
above-mentioned increased production in Russia, Europe’s
top gas supplier8.
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https://ec.europa.eu/eurostat/statistics-explained/index.php/EU_imports_of_energy_products_-_recent_developments
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Place  

Country

Gas production in 2017
[billion cubic meters]

Share in global production in 2017

World

3680.4

100%

1

USA

734.5

20%

2

Russia

635.6

17.3%

3

Iran

223.9

6.1%

4

Canada

176.3

4.8%

5

Qatar

175.7

4.8%

6

China

149.2

4.1%

7

Norway

123.2

3.3%

8

Australia

113.5

3.1%

9

Saudi Arabia

111.4

3%

10

Algeria

91.2

2.5%

11

Malaysia

78.4

2.1%

12

Indonesia

68.0

1.8%

13

Turkmenistan

62.0

1.7%

14

United Arab Emirates

60.4

1

15

Uzbekistan

53.4

1.5%

16

Egypt

49.0

1.3%

17

Nigeria

47.2

1.3%

18

United Kingdom

41.9

1.1%

19

Mexico

40.7

1.1%

20

Thailand

38.7

1.1%

21

Venezuela

37.4

1%

22

Argentina

37.1

1%

23

Netherlands

36.6

1%

24

Pakistan

34.7

0.9%

25

Trinidad and Tobago

33.8

0.9%

26

Oman

32.3

0.9%

27

Other Pacific

30.6

0.8%

28

India

28.5

0.8%

29

Brazil

27.5

0.7%

30

Kazakhstan

27.1

0.7%

31

Bangladesh

26.6

0.7%

32

Other Africa

20.6

0.7%

33

Ukraine

19.4

0.5%

34

Myanmar

18.0

0.5%

35

Azerbaijan

17.7

0.5%

36

Kuwait

17.4

0.5%

37

Bolivia

17.1

0.5%

38

Bahrain

15.1

0.4%

39

Peru

13.0

0.4%

40

Brunei

12.0

0.3%

41

Libya

11.5

0.3%

42

Iraq

10.4

0.3%

43

Romania

10.3

0.3%

44

Colombia

10.1

0.3%

45

Vietnam

9.5

0.3%

45 ex aequo [46]

Other Middle East

9.5

0.3%

46 [47]

Other Africa (collectively)

9.1

0.2%

47 [48]

Germany

6.4

0.2%

48 [49]

Italy

5.3

0.1%

49 [50]

Denmark

5.1

0.1%

source: https://inzynieria.com/wpis-branzy/rankingi/8/53253,50-najwiekszych-producentow-i-konsumentow-gazu-ziemnego-2017
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Country

Gas consumption in 2017
[billion cubic meters]

Percentage share in global gas
consumption in 2017

World

3670.0

100.0%

1

USA

739.5

20.1%

2

Russia

424.8

11.6%

3

China

240.4

6.6%

4

Iran

214.4

5.8%

5

Japan

117.1

3.2%

6

Canada

115.7

3.2%

7

Saudi Arabia

111.4

3.0%

8

Germany

90.2

2.5%

9

Mexico

87.6

2.4 %

10

United Kingdom

78.8

2.1%

11

United Arab Emirates

72.2

2.0%

12

Italy

72.1

2.0%

13

Egypt

56.0

1.5%

14

India

54.2

1.5%

15

Turkey

51.7

1.4 %

16

Thailand

50.1

1.4 %

17

South Korea

49.4

1.3%

18

Argentina

48.5

1.3%

19

Qatar

47.4

1.3%

20

France

44.7

1.2%

21

Malaysia

42.8

1.2%

22

Australia

41.9

1.1%

23

Uzbekistan

41.6

1.1%

24

Other Africa (collectively)

41.3

1.1%

25

Pakistan

40.4

1.1%

26

Indonesia

39.2

1.1%

27

Algeria

38.9

1.1%

28

Brazil

38.3

1.0%

29

Venezuela

37.6

1.0%

30

Netherlands

36.1

1.0%

31

Spain

32.0

0.9%

32

Other African (collectively)

30.2

0.8%

33

Ukraine

29.8

0.8%

34

Turkmenistan

28.4

0.8%

35

Bangladesh

26.6

0.7%

36

Other Middle East (collectively)

23.7

0.6%

37

Oman

23.3

0.6%

38

Kuwait

22.2

0.6%

38 ex aequo [39]

Taiwan

22.2

0.6%

39 [40]

Poland

19.1

0.5%

40 [41]

Trinidad and Tobago

18.5

0.5%

41 [42]

Belarus

18.0

0.5%

42 [43]

Belgium

16.4

0.4%

43 [44]

Kazakhstan

16.3

0.4%

44 [45]

Singapore

12.3

0.3%

45 [46]

Iraq

12.0

0.3%

46 [47]

Romania

11.9

0.3%

47 [48]

Other Pacific

11.6

0.3%

48 [49]

Azerbaijan

10.6

0.3%

49 [50]

Colombia

10.0

0.3%

source: https://inzynieria.com/wpis-branzy/rankingi/8/53253,50-najwiekszych-producentow-i-konsumentow-gazu-ziemnego-2017
www.europeanreform.org

@europeanreform
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Share of individual regions in gas reserves
Share of individual regions in gas
reserves (conventional
deposits)
(conven9onal
deposits)
100

100,0

10,0

World [total]

7,1

Asia & Pacific

40,9

Africa

1,5

CIS

4,2

Europe

0

5,6

Central & South America

25

30,6

Middle East

50

North America

[%]

75

Source: author’s own study based on BP Statistical Review/June 2018
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WORLD GAS PRICES

N

atural gas prices, like those of any other
commodity products, are subject to supply
and demand; nonetheless, they may rely
on the price of crude oil or petroleum products, all
of which is particularly relevant in the context of
continental Europe. Historically, natural gas prices in
the United States followed those of oil; nonetheless,
over the past few years, they are no longer indexed to
oil prices.
A drop in gas prices was directly triggered by
exploiting unconventional oil and gas fields, which in
consequence sparked discussions on Asian markets
that have close ties to oil prices on gas imports based
on the Henry Hub gas price, defined as the most
popular benchmark for U.S. natural gas prices.
Most often, natural gas prices are expressed in U.S.
dollars for 1 million British thermal units (MMBtu)9,
one thousand cubic feet (Mcf) or 1,000 cubic meters
depending on the market.

9
10

In 2017, natural gas prices boosted, with the global
increase by some $0.5-1/MMBtu10. In Europe and Asia,
average spot rates rose by $1.1/MMBtu while they
experienced a slightly slower growth in the United
States ($0.5/MMBtu).
This was partly due to the rising oil prices, with gas
prices following those of oil, helped by stronger
demand for LNG than initially expected. As for the
spot market, U.S. prices gases turned out to be
most attractive, achieving the level of $2.9/MMBtu,
compared to Europe and Asia where they amounted
to $5.8 and $7.3 respectively.
Generally, average gas prices have swelled for the
first time in two years while a greater flexibility
contributed to the emergence of an ever-growing
network of LNG terminals and infrastructure.

British thermal units, Btu, BTU – an energy units applied primarily in the United States to determine energy generated by district
heating units. It stands for the quantity of heat required to raise the temperature of 1 pound of water by 1 degree Fahrenheit.
https://www.eia.gov/outlooks/aeo/pdf/AEO2018.pdf

www.europeanreform.org
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5

GLOBAL
LNG MARKET
L

NG technology has been used on a commercial
scale since the late 1950s: the world’s first
commercial gas liquefaction plant is deemed
to have flourished in 1964 when Britain began
transporting LNG by ship from Algeria-based11 fields.
In the 1960s and 1970s, dynamic expansion of the
gas pipeline network linking North Africa took place
along with the first attempt to extract gas from the
North Sea fields. This was followed by an expansion of
gas pipeline systems, through which gas was shipped
from the former Soviet Union to Central and Eastern
Europe before reaching Western European countries.
However, these processes impeded further
development of Europe’s LNG market, paving the way
for Japan and South Korea, both of which secured a
top position in the global LNG market, becoming one
of the world’s top producers.
A new development phase emerged after Qatar
had launched LNG production in 1996, managing to
grab the crown of the world’s biggest exporter. With
77.5 million tonnes of LNG, or 26.7 percent of total
global exports, it was ranked the highest, followed
by Australia (55.5 million tonnes, or 19.2 percent),

11
12

24

Malaysia (26.8 million tonnes, or 9.2 percent), Nigeria
(25.7 million tonnes, or 8.9 percent), Indonesia
(18.7 million tonnes, or 6.5 percent) and the United
States (16.6 million tonnes, or 5.7 percent). Particular
attention should be paid to Australia, the world’s
second-largest LNG exporter, that doubled exports
within the last two years, from 27.6 million tonnes in
2015 to 41.5 and 55.5 million tonnes in 2016 and 2017
respectively.
Global LNG demand accounts for 11 percent of all
world’s gas demand, compared to only 6 percent in
2000. Speaking of its export volumes, its shares in
global gas fuel trades rose to 35 percent, compared to
26 percent in 2000.
As illustrated by the latest data for 2018, for the fourth
consecutive year, global LNG trade set a record,
reaching around 320 million tonnes (source: the 2018
World LNG Report12). Globally shipped gas volumes
seem to be somewhat outstanding, as evidenced by
the fact that previously they had been expressed in
billion cubic meters while in tonnes, as was the case
of LNG. It is thus noteworthy to explain what liquefied
natural is usually referred to as.

http://www.gospodarkamorska.pl/Porty,Transport/swiatowy-rynek-gazu-skroplonego-bez-rosji-.html
https://www.igu.org/sites/default/files/node-document-field_file/IGU_LNG_2018_0.pdf
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BASIC FACTS ABOUT
LIQUEFIED NATURAL GAS

O

wing to the low density of natural gas,
amounting to 0.7 kg/m3, large gas volumes
are usually shipped long distances
through gas pipelines. In order to ensure high
cost-effectiveness of natural gas transports, “blue
fuel” is shipped in either a compressed or liquefied
state as both these methods allow increasing the
energy density of natural gas by reducing the
volume. Liquefied natural gas is thus natural gas,
predominantly methane that has been converted
to liquid form. The liquefaction process consists in
removing a portion of the impurities from natural
gas while cooling the remaining part to -160 degree
Celsius, thus allowing to turn gas into a liquid that is
then compressed to 600 times its original volume.
Thanks to such a technique, natural gas may achieve
high energy density per 1 cubic meter, typically
expressed in GJ/m3 13. As an energy resource, LNG
is easy to transport all where it is needed while

13

offering the best energy efficiency. Liquefied natural
gas has a density 600 times larger than natural
gas, thus providing both economic possibility and
justification to be transporters by sea, which has
emerged as an alternative to constructing traditional
gas pipelines. As a form of natural gas, LNG is much
more environmentally friendly than other fossil fuels.
With the CO2 emission factor of 56 kg CO2/GJ, the
combustion of natural gas releases up to 50 percent
less carbon dioxide that that of fossil fuels, including
black coal or lignite, whose emission factor is 94
and 109 kg CO2/GJ respectively. In addition, natural
gas generally combusts with less emissions than
gasoline or diesel (69 and 73 kg CO2/GJ), yet again
having positive impact on natural environment. This
makes LNG attractive in terms of energy purposes,
which often occurs in the countries trying to curb
greenhouse gas emissions.

https://lng.edu.pl/wp-content/uploads/lng/attachments/EY_Wp%C5%82yw%20terminalu%20LNG%20na%20rozw%C3%%20
sB3jpo%C5czno-gospodarczy%82e%20w%20Polsce%%20i20w%20wojew%C3%B3dztwie%20zachodniopomorskim.pdf

www.europeanreform.org

@europeanreform
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IMPACT OF LNG
ON GAS PRICE

O

Transporting LNG by sea paves the way
for the greater opening of the world’s
global market while affecting prices of
gas volumes shipped through pipelines, thus leading
to optimized gas acquisition costs. Historically, LNG
prices have translated into a decline in spot natural
gas prices in Western Europe, a phenomenon caused
by LNG’s high availability that stemmed from an
increased supply of natural gas in the United States
and lowered demand that came as an aftermath of
the financial recession. As a result, LNG emerges as an
economically attractive solution aimed at satisfying
demand for natural gas that is not subject to long-

14

26

term agreements with take-or-pay clause, obliging
recipients to pay for the agreed amount of gas
whether they use it or not. Also, LNG deliveries give
an opportunity to increase the overall deal flexibility,
including negotiating possibilities for shorter contracts
that those of 20 to 25 years. Some countries conclude
supply contracts of 10 to 20 years, supplemented
with medium-term agreements (3-5 years) and spot
deliveries. This is particularly important in the context
of countries that import single-sourced gas volumes.
The possibility of purchasing LNG on global markets
allows therefore diversifying sources of supply and
increasing negotiating power14.

Read more in the chapter devoted to Central and Eastern Europe
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LNG FROM A GLOBAL
PERSPECTIVE

E

urope, a phenomenon caused by LNG’s high
Asia is the undisputed leader among all LNG
importers. With thirty regasification terminals,
Japan is the world’s biggest holder of such facilities
while South Korea’s Incheon come as the largest LNG
receiving complex whose regasification capacity is
estimated at 44 bcm, compared to Europe-based
giant Milford Haven (South Hook) in the United
Kingdom that is capable of delivering rather modest
21 bcm of gas.
Unlike Asia, Europe does not dispose of an extensive
LNG terminal system as for many years it has been
focused on developing gas pipelines exclusively.
Nonetheless, the current situation is likely to undergo
major shifts, also owing to the fact that as many
as thirty LNG terminals are operating on the Old
Continent while others are being built or planned.
Qatar and Algeria remain the largest supplier of
natural gas to the EU, the former of which is the

www.europeanreform.org

@europeanreform

largest exporter of LNG globally selling 105.6 bcm
of gas in 2013. More countries emerge as the world’s
export leaders, including Australia that currently
has four such facilities: North West Shelf, Darwin,
Pluto, and Queensland Curtis while building those of
Australia Pacific, Gladstone, Gorgon, Ichtys, Prelude
Floating, and Wheatstone. Also, the African country
of Nigeria is getting ready to make an entry into the
LNG market. However, the United States remains a
crucial actor in the world’s LNG market, even if the
fate of the U.S.-sourced LNG exports so far seemed
rather uncertain. Washington did not allow companies
to freely export all natural resources, including natural
gas, thus forcing the said firms to obtain a permit
from the U.S. Department of Energy (DoE) unless a
contract concerned a country with which the United
States had signed a free trade agreement. If this
condition was fulfilled, the U.S. authorities were more
likely to give their consent.
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CHANGING THE RULES
OF THE GAME

U

nder the 2016 forecasts, dynamic
development of the LNG market was
illustrated by the number of LNG facilities
that were either underway or planned as depicted
in the tables above. As estimated, by the end of
2020, the world’s potential of LNG exports is bound
to increase by 40 percent, which is mainly due to a
new Australia and U.S.-based export infrastructure.
This topic was also mentioned in a report “Wielkie
nadzieje: LNG na europejskim rynku gazu” [Great
expectations: LNG on the European gas market]
published by Poland’s Centre for Eastern Studies. “The
presence of new players and the increased volumes
of gas available on the market will most likely lead
to an evolution of the rules of LNG trade: contracts
will become more flexible, and price formulas will be
changed,“ the publication reads.
In addition to Asia’s growing importance in the
global gas market, the role of Europe cannot be
underestimated. LNG is vital for diversifying supply
sources to the continent, which is a fundamental
asset for the countries that were located east of the
Iron Curtain. This will directly translate into greater
energy security and lower gas prices, increasing the
competitiveness of their national economies. Owing
to its low prices and widespread availability, this
energy source may boost its shares in the energy mix,
which is of crucial importance for the EU strategy
for reducing greenhouse gas emissions. LNG’s larger
share in Europe’s gas consumption structures is
expected to enforce further changes on the market
that may affect Gazprom, the biggest gas supplier
in Europe. LNG’s ever-increasing availability creates

15
16
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competition for traditional gas suppliers, among
which the Russian state-own giant is distinguished.
Simultaneously, new and traditional exports need
to face the challenge of falling gas prices in the
European Union, a phenomenon that occurs both on
stock exchanges and under long-term deals, leading
to heightened competition and changing Gazprom’s
strategy to safeguard its market shares. According
to its assumption, the Russian gas giant hopes to
boost its activities and involvement on European
stock exchanges while promoting conscious price
competition. Gazprom’s strategy for Europe and
its immediate outcomes will thus depend on gas
prices, demand and the effectiveness of the EU’s
diversification policy adopted by the individual
Member States.15
Growing possibilities of exporting liquefied natural
gas come as the second wave of rapid increase in
its global availability, the first of which took place
in 2009-2010 when new and Qatar-owned LNG
terminals added about 100 bcm of gas to their
existing export capacities. Moreover, it was beneficial
for accelerating liberalization mechanisms on the
European gas market while expanding the role of
both stock exchanges and spot prices. In spite of a
brief increase in the LNG share within European gas
imports, no permanent changes in supply sources
have been brought about. The present wave began
to swell in 2015, triggering an increase in LNG export
capacities worldwide by around 33 bcm. By the end of
2020, they are expected to rise by 40 percent, or 177
bcm.16

https://www.osw.waw.pl/pl/publikacje/komentarze-osw/2016-04-13/wielkie-nadzieje-lng-na-europejskim-rynku-gazu
ibidem
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LNG RESERVES
IN EUROPE

A

ll of Europe’s LNG terminals are import
facilities, with the exception of (non-EU)
Norway and Russia which export LNG. There
are currently 32 LNG facilities in Europe, including
22 terminals, 5 floating storage regasification units
(FSRU17) and 5 small-scale infrastructure units.

Among Europe’s top LNG recipients are Spain, France,
Belgium, Greece, Italy, Lithuania, Malta, the Netherlands,
Poland, Portugal, Turkey and the United Kingdom.
By the end of 2017, the overall regasification capacity
of Europe’s largest LNG facilities accounted for nearly

source: GIIGNL (2018), GLE (2017)
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Existing investments
Facility

Operator

Implementation date

Investment type

Belgium

Zeebrugge LNG Terminal

FLUXYS LNG

1987

Finland

Tahkoluoto/Pori LNG Terminal

SkanGas

France

Fos-Tonkin LNG Terminal

France

Montoir-de-Bretagne LNG
Terminal

France

Country

Capacity (2005-2026)
bcm/year

m3/year (LNG)

large onshore

9

386,000

2016

small-scale

0.11

30,000

Elengy

1972

large onshore

3

80,000

Elengy

1980

large onshore

10

360,000

Fos Cavaou LNG Terminal

Fosmax LNG

2010

large onshore

8.25

330,000

France

Dunkerque LNG Terminal

Dunkerque LNG

2016

large onshore

13

600,000

Greece

Revithoussa

DESFA

2,000

large onshore

5

130,000

Italy

Panigaglia LNG Terminal

GNL Italia

1971

large onshore

3.4

100,000

Italy

Porto Levante LNG Terminal

Adriatic LNG

2009

large onshore

7.58

250,000

Italy

FSRU OLT Offshore LNG
Toscana

OLT Offshore LNG
Toscana

2013

FSRU

3.8

137,500

FSRU Independence

Klaipedos Nafta

2014

FSRU

4

170,000

0.7

125,000

12

540,000

Lithuania

Malta Delimara LNG Terminal

ElectroGas Malta Ltd

2017

FSU+onshore
regasification

Gate Terminal, Rotterdam

Gate Terminal

2011

large onshore

Germany

Rostock LNG Terminal

Gazprom Germania

2016

small-scale

Norway

Mosjoen LNG Terminal

Gasnor

2007

small-scale

Norway

Øra LNG Fredrikstad LNG
Terminal

SkanGas

2011

small-scale

Poland

Świnoujście LNG Terminal

GAZ-SYSTEM

2016

Sines LNG Terminal

REN Atlantico

2004

Spain

Barcelona LNG Terminal

Enagas

Spain

Huelva LNG Terminal

Enagas

Spain

Cartagena LNG Terminal

Spain

Bilbao LNG Terminal

Malta
Netherlands

Portugal

6,500
0.1

6,500

large onshore

5

320,000

large onshore

7.6

390,000

1968

large onshore

17.1

760,000

1988

large onshore

11.8

619,500

Enagas

1989

large onshore

11.8

587,000

BBG

2003

large onshore

8.8

450,000

Spain

Sagunto LNG Terminal

Saggas

2006

large onshore

8.8

600,000

Spain

Mugardos LNG Terminal

Reganosa

2007

large onshore

3.6

300,000

Spain

Gijón (Musel) LNG Terminal

Enagas

2014

large onshore

7

300,000

Nynäshamn LNG terminal

AGA

2011

small-scale

0.3

20,000

Sweden

Lysekil LNG Terminal

SkanGas

2014

small-scale

0.3

30,000

Turkey

Marmara Ereglisi LNG
Terminal

BOTAS

1994

large onshore

6.2

255,000

Turkey

Aliaga Izmir LNG Terminal

EgeGaz

2006

large onshore

6

280,000

Turkey

Aliaga Etki LNG Terminal
Neptune

Etki Liman

2016

FSRU

5

145,130

United Kingdom

Isle of Grain LNG Terminal

Grain LNG

2005

large onshore

19.5

1,000,000

United Kingdom

Milford Haven - South Hook
LNG Terminal

South Hook LNG

2009

large onshore

21

775,000

United Kingdom

Milford Haven - Dragon LNG
Terminal

Dragon LNG

2009

large onshore

7.6

1,140,000

Sweden

source: author’s own study based on https://www.gie.eu. The highest values are shown with red background of field.

17

Floating Storage and Regasification Unit or platforms with regasification units is a floating terminal or vessel equipped with LNG
tanks or regasification infrastructure. The terminal remains either temporarily or permanently at a given point by the shore. LNG is
unloaded from the methane carrier to the terminal where it undergoes regasification process before being transmitted into the onshore
transmission network through an underwater pipeline.
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40 percent of the continent’s total gas needs. Recent
years were marked by a significant increase in the
number of gas terminals, depicting a certain tendency,
not to mention a comprehensive list of planned
investments and those currently being underway.
This is chiefly due to the aforementioned changes in

l
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the gas market. The principles of importing energy
raw materials are subordinated and thus secondary
to the infrastructure. Back in time, pipelines played a
fundamental role in geopolitics, though they seem to
have lost it to the benefit of some actors who gained
access to markets.

Investments planned
Country

Facility

Operator

Albania

Eagle LNG Terminal (Levan)

Gruppo Falcione

Croatia

Krk Island LNG Terminal, Omišal

LNG Croatia

Croatia

Krk Island LNG Terminal, Omišal

LNG Croatia

Estonia

Muuga (Tallinn) LNG Terminal

Estonia

Paldiski LNG Terminal

France

Montoir-de-Bretagne LNG Terminal

France

Montoir-de-Bretagne LNG Terminal

France
France

Implementation date

Capacity (2005-2026)
Investment type

bcm/year

m3/year (LNG)

FSRU

8

230,000

2020

FSRU

2.6

180,000

2022

FSRU

6

Vopak

2018

large onshore

2

30,000

Balti Gaas

2020

large onshore

2.5

160,000

Elengy

2021

large onshore

2.5

Elengy

2023

large onshore

Fos Cavaou LNG Terminal

Fosmax LNG

2021

large onshore

2.75

Fos Cavaou LNG Terminal

Fosmax LNG

2023

large onshore

5.5

Germany

Brunsbuettel LNG Terminal

Gasunie, Vopak, Oiltanking

2022

small-scale

4

Greece

Alexandroupolis LNG Terminal

Gastrade

2020

FSRU

6

170,000

Ireland

Shannon LNG Terminal

Shannon LNG

2018

large onshore

2.7

200,000

Ireland

Shannon LNG Terminal

Shannon LNG

2019

large onshore

0.2

200,000

Ireland

Shannon LNG Terminal

Shannon LNG

2020

large onshore

0.5

400,000

Ireland

Cork LNG Terminal

NextDecade

Italy

Porto Empedocle (Sicilia) LNG Terminal

Enel

2022

large onshore

8

320,000

Latvia

Skulte LNG Terminal

Skulte LNG
Terminal

2019

FRU

5

400

Malta

Malta LNG Terminal

Maltese Ministry for Energy
and Health

2026

FSRU

2

180,000

Netherlands

Gate Terminal, Rotterdam

Gate terminal

large onshore

4

180,000

Poland

Swinoujscie LNG Terminal

GAZ-SYSTEM

2020

large onshore

2.5

180,000

Poland

FSRU Polish Baltic Sea Coast

GAZ-SYSTEM

2023

FSRU

8.2

170,000

Spain

Mugardos LNG Terminal

Reganosa

2020

large onshore

Spain

Mugardos LNG Terminal

Reganosa

2022

large onshore

Spain

Mugardos LNG Terminal

Reganosa

2023

large onshore

3.6

Spain

Tenerife (Arico-Granadilla) LNG Terminal

Gascan

large onshore

0.7

150,000

Spain

Gran Canaria (Arinaga) LNG Terminal

Gascan

large onshore

0.7

150,000

190,000
220,000

FSRU

190,000

Sweden

Gävle LNG Terminal

SkanGas

small-scale

0.3

30,000

Sweden

Gothenburg LNG Terminal

Swedegas

small-scale

0.5

25,000

Turkey

Marmara Ereglisi LNG Terminal

BOTAS

large onshore

3.6

Turkey

FSRU Iskendurun

BOTAS

2019

FSRU

7.3

Turkey

FSRU Gulf of Saros

BOTAS

2019

FRSU

7.3

Turkey

Aliaga Izmir LNG Terminal

EgeGaz

large onshore

2.8
5

Ukraine

Yuzhnyi LNG Terminal

First Gas/BW Gas

FSRU

United Kingdom

Isle of Grain LNG Terminal

Grain LNG

large onshore

8

200,000

United Kingdom

Teesside LNG Port

Trafigura

2018

Gasport

4.2

0

United Kingdom

Port Meridian LNG Terminal

Port of Meridian
Energy

2019

FSRU

5

170,000

source: author’s own study based on https://www.gie.eu
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Investments under construction
Capacity (2005-2026)

Country

Facility

Operator

Implementation date

Investment
type

bcm/year

m3/year (LNG)

Belgium

Zeebrugge LNG Terminal

FLUXYS LNG

2019

large onshore

0

180,000

Finland

Rauma LNG Terminal

AGA

2017

small-scale

10,000

Finland

Tornio Manga LNG Terminal

Manga LNG

2018

small-scale

50,000

Finland

Hamina-Kotka LNG Terminal

Haminan
Energia

2018

small-scale

30,000

Greece

Revithoussa

DESFA

2018

large onshore

2

95,000

Spain

Tenerife (Arico-Granadilla)
LNG Terminal

Gascan

2021

large onshore

1.3

150,000

Spain

Gran Canaria (Arinaga) LNG
Terminal

Gascan

2022

large onshore

1.3

150,000

United Kingdom

Gibraltar LNG Terminal

Shell

2017

small-scale

0.05

5,000

source: author’s own study based on https://www.gie.eu
Current regasification capabilities of large-scale LNG terminals [bcm/year]
Country

Existing

Under construction

Planned

Belgium

9

0

0

Croatia

0

0

6

Estonia

0

0

5

Finland

0

0

0

France

34

0

11

Germany

0

0

4

Greece

5

2

6

Ireland

0

0

3

Italy

15

0

8

Latvia

0

0

5

Lithuania

4

0

0

Malta

1

0

2

Netherlands

12

0

4

Poland

5

0

11

Portugal

8

0

0

Spain

69

3

5

Sweden

1

0

1

United Kingdom

49

0

17

Total EU-28

210

5

87

Albania

0

0

8

Norway

0

0

0

Russia

0

0

3

Turkey

17

0

21

Ukraine

0

0

10

227

5

129

Total in Europe

Number of LNG terminals in Europe by type (as of 2017)
Type

Existing

Under construction

Planned

Large Scale:

27

2

20

Onshore18

22

2

7

FSRU and others19

5

0

13

Small scale20

5

4

4

Total in Europe

32

6

24

source: author’s own study based on https://www.gie.eu
18

Onshore LNG terminal is where the liquefied natural gas is unloaded from methane carriers to tanks located in the vicinity of the port.
The liquid gas is regasified in land facilities to be injected into the natural gas system.
19 Look at footnote 17
20 Smaller LNG facilities, an example of which is LNG bunkering (filing station) infrastructure.
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Regasification capacity by individual investments (largest terminals)
Country

Capacity [m3/year]

Milford Haven - Dragon LNG Terminal (UK)

1,140,000

Isle of Grain LNG Terminal (UK)

1,000,000

Milford Haven - South Hook LNG Terminal (UK)

775,000

Barcelona LNG Terminal (Spain)

760,000

Huelva LNG Terminal (Spain)

619,500

Dunkerque LNG Terminal (France)

600,000

Sagunto LNG Terminal (Spain)

600,000

Cartagena LNG Terminal (Spain)

587,000

Cartagena LNG Terminal (Netherlands)

540,000

Bilbao LNG Terminal (Spain)

450,000

Regasification capacity by individual
(largest
terminals)
RegasiﬁcaDon investments
capacity by individual
investments
(largest terminals)
1 200 000

1 140 000
1 000 000

Capacity [m3/year]

900 000

RegasiﬁcaDon
capacity by individual investments (largest terminals)
775 000
760 000

1 200 000

1 140 000

619 500

600 000

600 000

600 000

587 000

540 000
450 000

1 000 000

300900
000 000

Milford Haven - Dragon LNG Terminal(UK)

Barcelona LNG Terminal(Spain)

587 000

Sagunto LNG Terminal(Spain)

Bilbao LNG Terminal(Spain)

600 000

Cartagena LNG Terminal(Netherlands)

600 000

Cartagena LNG Terminal(Spain)

Sagunto LNG Terminal(Spain)

619 500

Dunkerque LNG Terminal(France)

Huelva LNG Terminal(Spain)

760 000

Barcelona LNG Terminal(Spain)

300 000

Milford Haven - South Hook LNG Terminal(UK)

600 000

Isle of Grain LNG Terminal(UK)

-

Milford Haven - Dragon LNG Terminal(UK)

Capacity [m3/year]

775 000

540 000
450 000

Bilbao LNG Terminal(Spain)

Source: author’s own study based on https://www.gie.eu

Regasification capacity by country

RegasiﬁcaDon capacity by country

4 000 000
3 616 500

Capacity [m3/year]

3 000 000

2 915 000

2 000 000

1 370 000

1 000 000
680 130

617 500

540 000

386 000

320 000

390 000

170 000
-

Belgium

France

Italy

Lithuania Netherlands

Poland

Portugal

Spain

Turkey United Kingdom

Source: author’s own study based on https://www.gie.eu

www.europeanreform.org

@europeanreform

33

The role of the global LNG market
in European energy and economic security

GLOBAL LNG EXPORT

T

he global LNG market is subject to some
changes, and so is the role of individual
countries. For the time being, the exact
information on the present global leader is not yet
confirmed, though the latest official data for 2017
point to Qatar whereas, as indicated in October
2018, Australia beat Qatar as the world largest21
LNG supplier. No significant changes occurred in
terms of LNG imports worldwide, either. Japan,
which has most active LNG terminals, is still the
world’s largest LNG importer, accounting for 35
percent of global supplies. Asia’s role in global LNG
imports is dwelling due to the increased demand
from the Chinese market, followed by Europe
whose countries are rapidly expanding their LNG
infrastructures. Forecasts prepared by Cedigaz, an
international association dedicated to natural gas
information, indicate that the present world has
entered a very powerful development phase that
may last until 2035. In the meantime, the global
LNG classification will be likely to experience some
major changes, both in terms of the world’s leading
importers and exporters. According to the abovementioned report, liquefied natural gas is expected
to dominate trade transactions worldwide, holding
55 percent of the world’s share in the market in
2035. Having said that, the Agency’s publication
remains in line with all global energy trends, also

21

34

those that foster climate and energy policy, all of
which are being transposed into a growing number
of domestic legislations in many countries worldwide,
including China.
Nonetheless, they are all particularly visible in
Europe, as exemplified by the EU Clean Energy
Package. Importantly, given geopolitical changes
that are currently taking place all over the world, the
upcoming period will be marked by a rapid expansion
of LNG import and export terminals. With seven
operating LNG facilities and two being currently under
construction, Spain has emerged a top European
investor in this kind of energy source while its total
annual consumption amounts to 60 bcm of liquefied
natural gas. In addition to Spain, LNG facilities are
gaining in popularity in the United Kingdom, France,
Italy as well as in the countries of so-called New
Europe. In recent times, a cutting-edge LNG terminal
started operating in Klaipeda (Lithuania) while Croatia
is planning to launch in 2019 a floating LNG terminal
project on the island of Krk, enabling to establish a
south-north connection that is to set up in innovative
LNG network in the Three Seas region. The said
system and its relevance stem from the vertical axis
while having little to do with its traditional European
horizontal counterpart.

http://www.gospodarkamorska.pl/Porty,Transport/australia-zostala-swiatowym-liderem-w-eksporcie-lng.html
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LNG Exports Market
by Share
Country
LNG Share
Exports Market
by Country

Qatar 27,6%
Australia 19,2%
Malaysia 9%
Nigeria 7,3%
Indonesia 5,5%
USA 4,5%
Algeria 4,2%
Russia 3,8%
Trinidad 3,7%
Oman 2,9%
Papua New Guinea 2,6%
Brunei 2,4%
United Arab Emirates 1,8%
Peru 1,4%
Norway 1,4%
Angola 1,2%
Equatorial Guinea 1,2%
Egypt 0,3%

Source: author’s own study based on https://www.igu.org (2017)
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MAIN LNG SUPPLY
DIRECTIONS TO EUROPE

U

ntil recently, liquefied natural gas deliveries to
European market were shipped through LNG
export facilities located at Arzew and Skikda
in Algeria, later dethroned by Qatar, the European
Union’s main LNG supplier with a 41 percent share. In
2016, the overall gas flows from the country’s Fujairah
LNG facility totaled all-time record supplies of 108
bcm. Now Qatar intends to boost its export capacity
thanks to doubling its gas output at the North Dome
field in the Persian Gulf, which holds 20 percent of the
world’s total gas deposits, also those of high-quality
raw material.

Qatar’s growing importance met with dissatisfaction
from Saudi Arabia, as exemplified by a recent
diplomatic clash and cutting bilateral ties between
Qatar and some other Arab countries. Despite all
these issues, Qatar seems aware of benefits from
shipping LNG that prompts the country’s authorities
to maintain friendly relationships with Iran and
Egypt; the former allows continuous gas extraction
whereas the latter operates the Suez Channel while
being an important recipient of Qatar’s LNG supplies.
Among other influential LNG exporters are Malaysia’s
Bintulu plant that plays a pivotal role in supplying

EU BCMNATURAL GAS FLOWS 2017, % I BCM

ource: author’s own study based on https://www.igu.org (2017)
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Japan, South Korea and Taiwan as well as Australian
LNG facilities. In October 2018, the country’s total
exports reached a record 6.79 million tonnes, which
enabled Australia to overtake Qatar as the world’s
largest exporter of liquefied natural gas. If to take into
account the comparable period in 2017, Qatar shipped
6.2 million tonnes of LNG, or 0.5 million tonnes less.
Australia owes its impressive October result to a
higher export production that was 15 percent bigger
than in September, compared to 3 percent in Qatar.

China’s surging or slowing demand that emerges as
a key factor for Australia’s growth in terms of LNG
exports.

Australia exports most of its liquefied natural gas to
Asia while searching for some other outlets for its
LNG supplies, for instance to the European market.
It may however find it extremely challenging to come
ahead of suppliers from Qatar, the United States and
North Africa, which is first and foremost due to long
distances. Instead, the country will closely monitor

In the future, particular attention should be paid to
further steps taken by the United States and Russia.
The role of the former is likely to increase while
the latter country seems now to adjust to a world’s
widely-spread tendency to boost LNG infrastructure
while it is uncertain whether it will manage to
maintain its dominant position.

22

Even if Canberra managed to pave its way for
becoming the world’s influentiel player, most LNG
shipments to Europe come from Nigeria (19 percent),
Algeria (17 percent), Peru, Norway (both of which
account for 7 percent), the United States (4 percent),
followed by Trinidad and Tobago (3 percent)22.

https://ec.europa.eu/energy/en/topics/oil-gas-and-coal/liquefied-natural-gas-lng
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U.S.-SOURCED LIQUEFIED
NATURAL GAS

T

he U.S. LNG export capacity is constantly rising,
compared to the country’s competitors.
Involved in a fierce competition against the
world’s biggest LNG exporters, Washington may
assume a leading position provided that it eliminates
obstacles that impede developing the country’s
LNG infrastructure. In February 2016, the first
delivery of U.S. liquefied natural gas was shipped
to Brazil from the Louisiana-based Sabine Pass LNG
owned and operated by Cheniere Energy. Since
then, the LNG terminal capacity has increased
nearly fivefold23.
In addition to the Sabine Pass LNG facility, the United
States has also Cove Point LNG Terminal in Maryland,
both of which accounts for a total export capacity of 3.6
billion cubic feet of gas per annum, or 102 million cubic
meters24. The United States is building or expanding
other LNG facilities, including Cameron LNG in Louisiana,
Freeport LNG in Texas, and Kenai LNG in Alaska. As for
Cameron, the U.S. Department of Energy granted the
first authorization to export LNG to non-FTA countries
from a Texas-located LNG terminal. In December 2018,
the first LNG cargo shipped from the Corpus Christi LNG
export facility in Texas25.
The U.S. total gas output amounts to 90 billion cubic
feet, or 2.5 bcm of gas per day, while the country’s
LNG production is capable of generating 3.6 billion
cubic feet, thus placing it in the fourth place among
the world’s top LNG exporters. If all gas facilities
had been launched as initially planned, U.S. export
capacity would swell to 8.9 billion cubic feet per
day, or 250 million cubic meters, by the end of 2019.
23
24
25
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Thanks to further increases in the country’s LNG
terminal capacity, the United States is bound to
emerge as one of the global leading exporters.
This may be additionally fostered by the everchanging situation in the European and Asian gas
markets; following Russia’s aggression in Ukraine,
many European countries have been in search of
alternative gas suppliers as they do not want to rely
on Russian-sourced energy, also fearing that it may be
possibly turned off. New terminals launched in Poland,
Croatia or Germany could offer an opportunity to find
more LNG outlets.
Also, the United States sees China as a promising
market for its LNG shipments: the Middle Kingdom
is the largest blue fuel importer worldwide and the
second-biggest of LNG. As already observed by U.S.
LNG companies, soaring demands for energy will
prompt the country to purchase more gas volumes. It
seems however that the industry is afraid of potential
commercial clashes between the two countries, all of
which may affect energy deals.
Back on July 25, 2018, European Commission
President Jean-Claude Juncker and U.S. President
Donald Trump agreed to strengthen EU-U.S. strategic
cooperation with respect to energy. Since Juncker’s
visit to Washington, U.S.-sourced LNG export volumes
to the European market rose by 54 percent, to 4.2
bcm, with a sharp increase resulting from a low basis.
Recent forecasts say the value of U.S. exports to the
European Union will exceed 8 bcm within the next
three years.

https://biznesalert.pl/eksporterzy-lng-usa/
A metric unit of volume, commonly used in expressing concentrations of a chemical in a volume of air. One cubic meter equals 35.3
cubic feet or 1.3 cubic yards. One cubic meter also equals 1,000 liters or one million cubic centimeters.
https://www.houstonchronicle.com/business/article/LNG-tanker-arrives-at-Cheniere-Energy-s-Corpus-13440629.php
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U.S. LNG exports to the EU are on the rise (in billion cubic meters)

source: European Commission/data for November 27, 2018
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RUSSIAN-SOURCED
LIQUEFIED NATURAL GAS

T

he European market could take advantage
of both the growing potential of the U.S.
market and new exports opportunities to take
direction for the next few years. Nonetheless, Russia
still remains Europe’s biggest gas supplier, which
is to a great extent explained by the gas pipeline
system (read more in the next chapter). Many experts
wondered whether the country had failed to find the
best moment to develop its LNG export facilities, thus
excluding itself from the newly emerging market.
Liquefied natural gas is the future of the global gas
market, as it is often said; the latter has become
the world’s one, which could not yet be said about
traditional gas that bound exporters and importers
with a pipeline system, dividing the gas market into
several local sub-markets.
Russia has passively observed dynamic changes in
the global market for many years while the state-own
gas giant Gazprom seemed to have not noticed any
real threat posed by LNG producers. Since that time,
Russia started to perceive itself as a gas empire whose
zones of influence were gradually rising as the country
extended its pipeline network, shipping gas to more and
more markets. The farther Russian pipelines reached, the
wider Moscow’s influences expanded. For many years,
such a principle has been at heart of Russia’s official
state energy strategy, underpinning the country’s foreign
expansion of its blue fuel resources.
While other countries invest in constructing modern
LNG regasification and liquefaction terminals, with
Qatar, Australia and the United States struggling
to become the world’s top producer, Russia has
consequently pushed for its costly gas infrastructure
projects, among which Nord Stream 2, Turkish Stream,
26
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Power of Siberia can be distinguished. Earlier, the
country had sought to implement the South Stream gas
pipeline system, though it was banned by the European
Commission in 2014. Therefore, LNG has immense
significance from the perspective of Europe’s energy
security, pushing forward a completely innovative
infrastructure element expected to alter the alreadyexisting rules. Thanks to LNG shipments, there has
emerged a recipient market, and not that of exporters,
an innovation that offered greater flexibility while
restricting to political influences. Russia seems to have
missed the first wave of the LNG revolution.
Sakhalin-2 – the country’s first LNG plant –
commenced its functioning in 2009 while the facility’s
overall capacity was estimated to reach 9.6-10.6
million tonnes. Despite its location, the project could
hardly pass for a purely Russian undertaking as until
2007 its shareholders included Royal Dutch Shell,
Mitsui and Mitsubishi, accounting for 55, 25 and 20
percent of all stakes respectively. It was only then
that Gazprom undertook some step that granted
the company 50 percent of shares, dwindling those
of Shell (27.5 percent), Mitsui (12.5 percent) and
Mitsubishi (10 percent)26.
In October 2010, the Russian government approved
a comprehensive plan geared to develop production
of liquefied natural gas on the Yamal Peninsula in an
effort to make up for significant delays as compared
to global market trends. The project envisaged the
construction of a LNG plant with annual capacity of
some 16.5 million tons along with required transport
infrastructure that included a port and an airfield.
The country’s first LNG venture, considered as its
prestigious flagship project, was launched by Russia’s
biggest privately owned natural gas producer

http://www.gospodarkamorska.pl/Porty,Transport/swiatowy-rynek-gazu-skroplonego-bez-rosji-.html
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Novatek, with considerable financial aid offered by the
state authorities.
Thanks to state money, it was possible to provide
facilities such as the seaport and airport in Sabetta
while the Yamal LNG company could freely benefit by
various tax privileges and exemptions.
Initially, the Yamal LNG project was a joint venture of
Russian Novatek (60 percent), French Total (20 percent)
and China National Petroleum Corporation (20 percent).
Back in December 2015, Novatek sealed a deal a selling
9.9 percent stake to China’s Silk Road Fund. For the time
being, the Yamal LNG project is owned by Novatek (50.1
percent), Total (20 percent), CNPC (20 percent) and Silk
Road Fund (9.9 percent27).
The LNG plant consisted of three production lines with
each having a capacity of 5.5 million tonnes. The first
line started operating in late 2017, the second one in
August 2018 while the third one became operational
on December 11, 2018.28
The project’s major shareholders took on the burden
of purchasing and distributing LNG supplies from the
Yamal LNG, both of which were required by competing
countries on the global LNG market. More than 85
percent of liquefied natural gas produced in the Yamal
LNG plant is to be sold in Asia, mostly in Japan, China
and India. It, however, seems that the Russian company
will find it difficult to compete with local suppliers
from Malaysia, Indonesia, Australia, Qatar, Oman, and
the United States. Russia’s largest LNG facility is facing
tough logistical challenges resulting from its remote
location and severe ice conditions. As previously
assumed, LNG deliveries will travel the Northern Sea
Route to Asia through the Bering Strait in the summer
while during the rest of the year they will be shipped to a
transshipment hub in Zeebrugge (Belgium), with which
Gazprom concluded an agreement on the supply of 8
million tonnes of Yamal-sourced liquefied gas.
Owing to harsh weather conditions and a thick ice
cover, Yamal LNG commissioned fifteen ice-class
carriers in South Korea’s shipbuilder Daewoo. The
vessels are capable of performing operations at
temperature up to 52 degree Celsius while proceeding
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through ice up to 2.1 meters thick. Another three
ice-breaking LNG vessels were built to secure the sea
route. Interestingly, the first of the carriers was initially
to be handed over to the Novatek-owned LNG field in
December 2017, but the project encountered a twoyear delay announced back at the construction stage.
Since the very beginning, the Yamal LNG plant has
raised severe doubts due to the below-mentioned
reasons. Various tax reliefs proved to be an incentive for
potential investors. In addition, methane carriers need to
comply with special requirements due to a harsh climate
while the use of ice-breaking vessels boosts final export
costs. As reported by the gospodarkamorska.pl website,
shipping costs from the Yamal LNG plant are higher by
from $2 to 2.5 USD/MBTU than those of the U.S.-sourced
liquefied natural gas, which is crucial in the context of
the emerging global market.29
The share of liquefied natural gas accounts for 2.4
percent of Russia’s total energy output and 7 percent
in natural gas exports, compared to 15 and 35 percent
respectively in the world’s market.
To safeguard its position Russia should significantly
boost its LNG-related activities. Russian Energy
Ministry intends to increase the country’s share in the
LNG market worldwide from 15 to 20 percent by 2035.
This may be only achieved by expanding production
capacity from 21 to 100 million tonnes, constituting
an undertaking worth a total of 165 billion dollars that
may appear problematic if to take into account the
present segmentation of the Russian energy market.
From Russia’s perspective, it would be most favorable
to successfully complete the gas pipeline investment
while safeguarding its energy outlet towards Europe.
For the time being, the LNG infrastructure crosses
with the gas pipeline system. When emerging among
the world’s top gas consumers, Europe seeks to
have a choice while Russia strives to implement such
investments as Nord Stream as soon as possible to
seize the market, ensuring adequate supply. Last
but not least, the only remaining question is Russia’s
financial potential as well as that of Gazprom, whose
capitalization decreased to 54 billion dollars, making it
the world’s top fourth company.30

27
28

ibidem
http://www.gospodarkamorska.pl/Porty,Transport/zaladowano-pierwszy-ladunek-skroplonego-gazu-ziemnego-z-trzeciego-zakladuterminalu-jamal-lng.html
29 http://www.gospodarkamorska.pl/Porty,Transport/swiatowy-rynek-gazu-skroplonego-bez-rosji-.html
30 https://warsawinstitute.org/russias-novatek-signs-deal-japans-gas-company/
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LNG PRICING FORMULAS

L

NG transport costs are yet another issue that
is often referred to when discussing the global
LNG market, an inherent part of which is
intercontinental distance between facilities. It may
be problematic to determine exact prices that are
most often included in the provisions of individual
contracts sealed by business partners. In addition to
the aforementioned criteria or those related to purely
economic factors, a simplified pricing model can be
defined.
A simplified LNG supply chain consists of four
components: costs of fuel acquisition, liquefactionrelated costs, shipping costs and costs of
regasification. The above simplification enables the
comparison of the structure and the importance of
the individual stages of the LNG supply process. As
regard extraction costs, including expenses related to
the natural gas exploration as well as regasification
and liquefaction processes, some significant global
differences can be noticed. In the context of gas
extraction, they relate to diversified geological
conditions, distinct characteristics of deposits, varied
labour units costs and distances from deposits to
LNG terminals with the resulting costs of natural gas
shipping and the required infrastructure. Technologies
applied and logistics associated with the natural gas
off take are of crucial importance in both liquefaction
and regasification processes whereas lower operating
costs allow supplier to increase their margins or
to expand the attractiveness of their offers. At the
contract negotiation stage, these two opposite
directions are the main room for manoeuvre for those
who account for setting up trade relationships.31
While first methane carriers commenced
transporting LNG supplies to Poland, the general

31
32
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public broached the topic of transportation and
regasification costs, thus asking whether liquefied
natural gas could be less costly than Russiansourced energy supplies.
To provide a deep insight into the matter attention
should be drawn to an analysis conducted by
a Polish BiznesAlert.pl website32 that made an
attempt to discuss details of a gas contract
concluded between Poland’s PGNiG and U.S.
Cheniere Energy. The authors of the report
argue that the prices of the U.S. LNG delivery to
Poland might have amounted to $4.10/mmBtu,
or $151.29/1000 cubic meters. Add to this the
gas liquefaction fee that is about $3.5/mmBtu, or
$129.15/1000 cubic meters and Cheniere Energy
pricing formula, which assumes an additional 15
percent above the Henry Hub quotation. This totals
to $7.47/mmBtu, or $275.64/1000 cubic meters.
Detailed attention should be drawn to the LNG
indexation process; as mentioned before, U.S. LNG
prices are indexed differently, thus according to the
Henry Hub quotations. In the light of such new rules,
it is noteworthy that PGNiG, Poland’s state-owned
oil and gas group finalized the terms of a deal with
Britain’s Centrica that may include a formula indexed
to the European stock exchange, including London’s
ICE or the Dutch TTF hub. “This means that the prices
of U.S. LNG deliveries to Poland is indexed to one
of Europe’s stock exchanges, thus coming forth as
permanently competitive for other offers, including
Russian ones. It is a prelude to a revolution that
is likely to occur after both deals with Britain’s
Centrica and Russia’s Gazprom are bound to expire
in 2022. If the price of U.S.-sourced LNG is truly
competitive in relation to Russian-originated energy

https://www.cire.pl/pliki/2/transport.pdf
https://biznesalert.pl/lng-usa-polska-pgnig-cheniere-centrica-cena/
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supplies, Poland’s PGNiG will need to update its gas
supply portfolio. There will be fewer shipments from
Gazprom and more from Centrica while limiting gas
flows from Norway through the planned Baltic Pipe
infrastructure. As a result, LNG terminal deliveries

33

l

Krzysztof Kamiński

will become a valuable source in relation to the
Norwegian gas pipeline,” the publication read.33
Practically, this shows flexibility in terms of price
negotiation introduced globally by the LNG market.

https://biznesalert.pl/kontrakt-pgnig-centrica-lng-usa-formula-cenowa/
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THE SIGNIFICANCE OF LNG
TO EUROPEAN SECURITY

F

rom the perspective of energy security, having
an LNG plant is as an essential solution enabling
individual countries to diversify their energy
sources and directions of natural gas supplies. In the
case of supply disruption from the previous source,
any state disposing of an adequate infrastructure
yields an opportunity to purchase liquefied natural
gas. According to the Model of Short-Term Energy
Security (MOSES) system, developed by the
International Energy Agency, LNG terminals constitute
entry points to the network while diversifying natural
gas sources32. The more entry points enabling to
import fuels the country has, the more it is resistant
to potential supply disruptions. LNG plants surge the
state’s resilience, enabling to import liquefied gas
through spot trading compared to traditional gas
pipeline shipments that grant deliveries from
a supplier agreed in advance. All in all, LNG facilities
contribute to greater supply flexibility and higher
energy security of the country.

having set up a considerable number of LNG facilities,
a country is less likely to expand its interconnections
with other states, as exemplified by how Spain and
Italy are integrated with the rest of Europe. They both
show less interest in energy integration processes,
which may lead to the conclusion that they are keener
to promote their own businesses than those of the
European Union. Fourthly, the significance of LNG
terminals may rise sharply, allowing the countries that
own them to gain a political advantage if geopolitical
factors alter, resulting in natural gas supply disruption.
An impact exerted by LNG facilities on the market
integration processes would change in the light of
potential risk. Therefore, they should be treated
as a strategic infrastructure that allows alternative
entry points to the EU gas system in an emergency
situation. At the same time, LNG terminals affect the
increased market competition, thus being able to
become in the long run ship-refueling stations that
would be forced to use low sulphur fuel oils33.

When analyzing the role of LNG terminals in the
common energy market, several aspects should
be emphasized. First, the more LNG terminals
are constructed, the more entry points to the gas
system emerge, which boosts energy security of
the integrated European market in the event of a
plausible geopolitical conflict. Second, the expanded
network of LNG plans may prompt more effective use
of underground natural gas storage facilities, thus an
additional asset after purchasing storage services on
energy exchange becomes more common. Thirdly,

Although interesting, the examples of Italy and Spain
need to be clarified; otherwise, they may serve as an
argument against further expanding infrastructure
connections. Naturally, all sea-bordering countries
much more easily access LNG infrastructure while
other states are heavily dependent on these LNG
facilities. Speaking of Italy and Spain, both countries
are capable of satisfying their energy needs being less
inclined to expand their infrastructure connections.
Nonetheless, while discussing this topic, particular
attention should be drawn to Poland. Due to dynamic

32
33
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Jewell J., “The IEA Model of Short-term Energy Security (MOSES) Primary Energy Sources and Secondary Fuels”, International Energy
Agency, 2011
Ruszel M., “Znaczenie terminali LNG na wspólnym rynku energii UE” [The importance of LNG terminals for the common European
energy market], Polska i społeczeństwo 4 (12), 2014
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geopolitical changes as well as those resulting from
the globalized LNG market, Central and Eastern
Europe emerges as an interesting part of the
continent that deserves a deeper insight. Since Poland
launched the LNG terminal in Swinoujscie, the country
has managed to attain a number of considerable
achievements. For example, it has become part of
the global market and diversified supply direction
while being capable of giving pace to the local market
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gas. Last but not least, it developed considerable
negotiating potential, although the Polish government
communicated no intention to extend long-term
gas deal with Russian energy suppliers. This applies
to both the Three Seas countries as well as Ukraine
that risks being completely cut off from Russiansourced energy after the Nord Stream 2 gas pipeline is
launched.
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CENTRAL AND EASTERN
EUROPE AS A CHALLENGE
TO EUROPEAN
ENERGY SECURITY

C

entral and Eastern Europe is a kind of
laboratory where most radical changes may
be observed. The aim of the following part
is to present a case study while attention should
be paid to the three most important thematic areas
focusing on the specificity of the region.
1) Moscow-Kiev energy crises – a historical outline
2) Lithuania as a positive example of energy
supplies diversification
3) Three Seas Initiative
Historical context
In the 1990s, the Communist Party of the Soviet
Union Central Committee had adopted a resolution
on the situation in Central Europe, the so-called Falin–
Kvitsinsky Doctrine owing its name to Yuri Kvitsinky,
former Deputy Foreign Minister of the Soviet Union,
and Valentin Falin, the last Soviet ambassador to the
Federal Republic of Germany. Under its assumption, it
seemed unlikely for the Soviet Union to seize military
control over Central and Eastern Europe that should
be replaced by economic pressure, especially Russian
monopoly on energy deliveries. The country’s energy
potential became the tool for the Kremlin’s imperial
foreign policy.
Since Vladimir Putin came to power, the doctrine has
shaped the way of thinking of the Russian elites while
becoming a core of Moscow-led policy. An inherent
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element of Russia’s foreign policy has not changed
ever since, although it is apt to evolve while adapting
to new circumstances.
Prices and political subordination
The relations between Russia and the countries of
Central and Eastern Europe were to a great extent
shaped by the pipeline geopolitics, with gas prices
as one of the Kremlin’s foreign policy tools. To have
full understanding of the situation, attention should
be paid to Ukraine’s case while examining what
happened before the country’s orange revolution
when energy deliveries had become a tangible tool
for exerting political pressure. This depicts the very
same mechanism yet less visible in Russia’s relations
with other states.
The so-called Orange Revolution broke out in
Ukraine in late 2004 and early 2005 following
Viktor Yushchenko’s victory in the second round
of presidential election. But more importantly, the
political turmoil weakened political and economic
ties between Kiev and Moscow; as a result, Russian
Gazprom increased gas prices from $50 to $160
for 1000 cubic meters of raw material, followed by
Russia’s early-winter decision to turn off the valve of
energy exports.
“Divide and rule” principle in the UE-Russian ties
Russia’s energy policy serves as a foreign policy tool,
a phenomenon that is most often noticed in Moscow’s
relations with the European countries. In addition to
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gas pricing mechanisms, the Kremlin is particularly
keen to sign bilateral deals with a take-or-pay clause,
both of which intends to break the European energy
solidarity, like the Roman “divide and rule” principle.
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This is also due to the gas infrastructure and the
Nord Stream 2 endeavor that acts against European
interests yet it is still implemented, escalating internal
fractions within the community.
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A TIMELINE OF THE
MOSCOV-KIEV
ENERGY CONFLICT

U

kraine’s Orange Revolution ended in late
January 2005 while a month later Russian
Gazprom demanded a much higher price
from Kiev for gas, putting the country’s economy
and energy security at risk. At that time, Ukraine’s
economy needed 80 bcm of gas per annum,
compared to 15 bcm of raw material consumed by
Poland. Back in the Soviet times, Ukraine treated
gas as cheap fuel that was widely used by individual
consumers and the country’s energy-intensive
industry. As a result, Ukraine got accustomed to low
prices and wide access to energy deliveries, caring
little for energy efficiency, which hit the country’s
crisis-stricken economy.
With most of the facilities located in eastern Ukraine,
the metallurgical industry, or the pillar of the country’s
national economy, accounted for increased internal
gas consumption. When holding bilateral talks with
Gazprom in 2005, Ukraine put forward an argument
that its economy was bound to become unprofitable if
gas prices exceed $90 for 1000 cubic meters.
Further, Kiev wanted to raise gas transit fees, hoping
also to conclude some barter deals. In late July and
early August 2005, Gazprom accused Ukraine of
unloading gas supplies from Russian-owned pipelines
to their storage facilities without prior consultation.
The Russian-Ukrainian conflict continued to worsen, as
exemplified by Moscow’s decision to shut off natural
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gas deliveries to Ukrainian consumers on January 1,
2006, when the country experienced harsh weather
conditions. The Kremlin’s political rhetoric became
more visible since the beginning of December 2005
when Russian President Vladimir Putin publicly stated
that Ukrainian citizens purchase cheaper gas than
their Russian peers. A week before Gazprom cut off
energy deliveries, the gas pressure in the pipeline was
gradually reduced.
While the Russian-Ukrainian gas conflict can be
referred to as bilateral, its consequences brought
about serious repercussions for two European
countries relying on Russian-sourced energy that
suffered huge losses.
Among countries that experienced a considerable
drop in Russian energy supplies were Poland (14
percent), Hungary (40 percent), Austria (33 percent),
Slovenia (33 percent), Slovakia (33 percent), France
(25-30 percent), Italy (24 percent) and Romania (20
percent).
For the first time, attention was paid to price
mechanisms and serious deficiencies in gas storage
base as well as an extent to which these countries
were dependent on Russian supplies. The lack of
diversified energy sources emerged as an extremely
tangible challenge while Gazprom’s credibility was
yet again undermined in early 2008 when a similar
situation could be observed to that of 2006.
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PIPELINE GEOPOLITICS

B

efore the Nord Stream gas pipeline
infrastructure was launched, all of the blue fuel
exported from the Russian Federation had flown
through the Yamal Pipeline, a system divided into
two branches: the southern that serves to send most
of the gas through Ukraine and the northern running
through Belarus’s territory.
The map above indicates that gas pipelines in
Central and Eastern Europe run from east to west, a
direction that stands for Russia’s interest but does
not safeguard energy security of the countries in the
region, as depicted by multiple Moscow-Kiev energy
crises.
While Ukraine and Russia were involved in a quiet
economic war, the latter was implementing Nord
Stream, a joint Russia-Germany energy project of key
importance whose total cost was estimated at 7.5
billion euros.
Not only has it strengthened Russia’s regional
interests, but it also has created a major gap within
the EU Member States. Most importantly, the gas
pipeline system sought to bypass the countries of
the region, making them more vulnerable to the
Kremlin’s policy than ever before. If a potential
delivery cut-off to a given country does not incur any
risk for Russian-sourced supplies to Western Europe,
there increases the possibility to apply the pricing
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policy, thanks to which the Kremlin is free to apply
political and economic leverage. Gazprom’s ability
to create a pricing policy translates into a Kremlin’s
greater possibility to influence the domestic policy
of a specific country, of which Ukraine was the best
example that combined gas prices, infrastructure and
politics. Price peak coincided with the subsequent
stages of Kiev’s detaching process from Moscow’s
political sphere of influence. Suffice it to say, the
development of infrastructure that is bound to
cut Ukraine off from Russian natural gas deliveries
overlapped with Moscow’s military activities in the
eastern part of the country. Ukraine is not the only
example, though; to observe differences it is essential
to take a look at the data provided by the Rice
University, according to which price discrepancies in
European countries may reach high level while being
motivated by no economic rationality.
Theoretically, the farther it is from the source,
the higher the gas shipping costs should be, thus
translating into the final price. This is not the case
of the list above, though. Naturally, it may vary
according to the supply volumes: the bigger they are,
the greater the price discount might be, although
no explanation seems to sustain such a claim. For
instance, even though Ukraine’s economy consumes
much more natural gas than that of Belarus, the
Moscow-Minsk ties are viewed in different terms,
influencing gas prices.
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DIVERSIFICATION
BENEFITS

L

ithuania’s Klaipeda LNG FSRU terminal opened
its doors in 2014; the $130 million investment
was built with the aim of diversifying gas supply
sources. The Rice University research conducted
by Nathalie Hinchey34 revealed how much money
Lithuania has managed to save following the launch
of the LNG terminal. As concluded in the report,
real benefits emerge both from the diversification
process while showing a practical dimension of the
LNG revolution and access to the global liquefied
natural gas market.

34
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Hinchey argues that Russian gas prices have fallen by
61 percent only two years after the first LNG delivery had
been shipped to Lithuania. In 2015, Vilnius negotiated
a 23-percent reduction in gas tariffs, which leads to a
simple conclusion: the price of Russian-sourced energy
decreases along with the increase in the supply volume
from other directions. Thanks to the price difference
specified under new conditions, Lithuania managed to
save an amount that was equivalent to the total project
cost, the publication reads.

Nathalie Hinchey, “The Impact of Securing Alternative Energy Sources on Russian-European Natural Gas Pricing”, Rice University
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U.S. LNG exports to the EU are on the rise (in billion cubic meters)

Source: https://www.vox.com/2014/7/25/5936521/why-europe-wont-punish-russia-in-one-map

2013 Average Gas Prices Paid to Gazprom by Country

source: Hinchey N., “The Impact of Securing Alternative Energy Sources on Russian-European Natural Gas Pricing”, Rice University
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THE THREE SEAS
INITIATIVE AND EUROPE’S
REGIONAL HUB

I

n December 2015, Poland put into operation the
Swinoujscie LNG terminal, with a total regasification
estimated at 5 bcm of gas per year but the country’s
leading gas company declared its intention to increase
it to 7.5 bcm. Moreover, the Polish government is
committed to implementing the Baltic Pipe project
that envisages linking Poland with Norway’s shelf and
will provide up to 10 bcm of natural gas per year. As
for Poland, both ventures totally satisfy the internal
demands of the country’s economy, permitting gas
supplies to be shipped elsewhere.
At the same time, Warsaw is developing its
infrastructure connections with the Czech Republic,
Slovakia and Ukraine, the last of which is scheduled to
be completed in 2020.
The Central and Eastern European region seemingly
lacks connections running from north to south; they
constitute a pillar of the gas market and come in

52

handy when a crisis arises, an example of which was
the Russian-Ukrainian clash.
Once implemented, Nord Stream 2 might be
conducive to cutting off supplies of gas to Ukraine. An
infrastructure connection with Poland will enable gas
deliveries to be shipped through the Baltic States and
open possibilities to take advantage of the world’s
LNG market and potential U.S. suppliers, mainly
thanks to LNG facilities. Also, this direction emerges
as particularly attractive as a result of the everdeepening cooperation of the Three Seas countries,
including Poland, Austria, Bulgaria, Croatia, the Czech
Republic, Estonia, Lithuania, Latvia, Romania, Slovakia,
Slovenia, and Hungary, whose total annual gas
demand amounts to 65 bcm. Unlike other EU Member
States, these countries will be gradually increasing
their gas consumption, which it is estimated to grow
by 14 percent while dropping by 4 percent in the
European Union.

New Direction - The Foundation for European Reform

Marcin Gawęda

l

Krzysztof Kamiński

THE POTENTIAL OF THE
THREE SEAS INITIATIVE

C

ooperation within the framework of the
Three Seas Initiative is getting closer, aiming
at boosting infrastructure cohesion of the
Central and Southeastern European countries that
so far formed loose economic links. This should
translate into developing energy, transport and digital
corridors between the states, increasing mutual
interconnections that stretch from Estonia in the north
to Croatia and Bulgaria in the south.

block the interconnection system, thus limiting
access to Western spot markets and gas hubs and
strengthening Gazprom’s position in the region.35

The infrastructure development is not the only
priority, though; with more investments being
carried out, business opportunities will arise to
support economic growth and market resilience. The
development of connections along the North-South
axis has been neglected for many years. If activated,
the potential would hold a tremendous asset offered
to the Three Seas countries.

Carried out under the patronage of the Three Seas
Initiative, such a venture would enable taking advantage
of the growing LNG market worldwide and exploring
Romanian gas field while providing access to Norway
and Azerbaijan-based gas deposits through the Baltic
Pipe as well as the Southern Gas Corridor and Gas
Interconnector Greece-Bulgaria (IGB) respectively.
Expanding interconnections stands as a prerequisite
for intensifying gas trade in the region, leading to the
integrated development of the Central European gas
market. The Three Seas Initiative could become an
adequate platform for implementing such projects and
therefore forming a more viable region.36 Fostering the
use of free-market natural gas will be favourable for this
area while advocating pro-ecological undertakings.

As discussed above, these interconnections brought a
number of substantial benefits for the energy sector.
More positive changes have been observed since
Lithuanian and Polish LNG terminals commenced
operations, but the region still remains under the
strong influence from Russian-sourced energy. Both
politically and economically, this may put local gas
markets at peril, allowing Gazprom to profit from
its dominant position as the region’s top natural gas
supplier. And such a prospect may become even
more daunting after the Nord Stream 2 pipeline
starts operating, diminishing Ukraine’s transit role
and modifying the gas flow patterns in Europe.
Central and Southeastern European countries would
need to be supplied from the west, which would
35
36

The Three Seas Initiative countries keep developing its
flagship projects, including Northern Gate (Baltic pipe
and extension of LNG terminal), or BRUA pipeline, all
of which offer real diversification of supply to both the
region and participating countries.

The Three Seas Initiative is first and foremost an
economic venture, addressing shortcomings within
the infrastructure system in Central and Southeastern
Europe and tackling the long-lasting issue of
insufficient communication between the countries of
the region. Substantial progress in this field would
enhance the competitiveness and economic resilience
of all participating countries while boosting European
integrity.

http://biznesalert.pl/trojmorze-energetyka-ceep/
ibidem
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CONCLUSION

W

hen analysing the LNG market, its
globalization processes and impact on
Europe, one is able to remark a change
manifested by freeing the market. Not only is it about
the ever-deepening liberalization processes but also
escaping Russia’s dominant position, as the country
is Europe’s top natural gas supplier though it may
lose both its influences and political leverage enabling
to impose gas prices, as it took place in Ukraine and
Lithuania.
As for the latter and its impact on price negotiations,
it can be assumed that the potential of the Three Seas
countries is likely to grow and so is the urging need
to develop further interconnections, an endeavor that
contradicts that of Italy and Spain as the two states
strive to develop LNG infrastructure but are less prone
to expand interconnections.
Liquefied natural gas is gaining global market shares,
becoming particularly powerful in Asia. LNG trade
as a share of total gas trade is forecast to rise from
a third in 2017 to almost 40 percent in 2023, with
Emerging Asian markets accounting for about half
of global LNG imports by 2023. Also, the significance
of Europe is bound to expand, as evidenced
by a comprehensive list of local investments.
As scheduled, the current wave of LNG export
projects will increase liquefaction capacity by 30
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percent by 2023, implying a significant increase
in LNG production in the United States that will
account for almost 75 percent of the growth in total
LNG exports worldwide. Owing to geographical
reasons and forecast of growing consumption, the
United States might become Europe’s key energy
supplier.
With closer cooperation within the global market,
new mechanisms are introduced, such as indexing
prices to European benchmarks, indicating the
revolution in the market characterized by a high
degree of plasticity. Ultimately, the shape of the
market may be examined only a few years after
the planned investments are completed; since
that time, new mechanisms will appear while the
level of competitiveness is expected to grow along
with obstacles for potential exporters to enter the
market. The latter factor may become relevant
for Moscow and its participation in developing
gasification capacity. Russian entry to the global
LNG market will be however hindered by a clear
delay compared to the world’s leading exporters
and participation into expensive gas projects, with
Nord Stream 2 at the forefront.
Cutting-edge LNG technology provides the supplier
with a choice while positively influencing the state’s
energy and economic security and fostering the
market liberalization processes in Europe.
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