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Executive Summary 
 
No question pre-occupied European gas companies more in 
2010 than price: to what extent will the gap between oil-
linked and spot prices persist and with what implications?  
But lurking behind this debate has been a less flattering 
remark for Europe’s largest supplier; for the past year, 
everyone has been wondering, “Why does Gazprom refuse 
to modernize with the times, switch from oil-indexation to 
more spot sales and arrest its rapidly declining market share 
in Europe?”  
 
A fair question indeed.  Yet PFC Energy believes Gazprom’s 
marketing strategy worked in the market environment of 
2010.  Under most reasonable scenarios, Gazprom gained 
from a higher gas price and a reduced market share; in an 
alternative scenario where Gazprom had made Norway-
style concessions to its price, its 2010 revenues would 
almost certainly have been less.  This is a highly counter-
consensus result, yet the numbers point clearly to the ex-
post-facto wisdom of Gazprom’s approach.  
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Conclusions 
 
• In 2009 and especially 2010, European 

suppliers increasingly sold gas using 
spot, rather than oil-linked, prices 

 
• Gazprom made some of those changes 

too, but less so than its competitors – as 
a result, its exports stagnated and its 
market share in Europe declined while 
LNG imports into Europe grew by 50% in 
two years 

 
• PFC Energy estimates that Norwegian 

sellers offered a de facto discount of 
14% by pricing their gas against the spot 
market; by contrast, Gazprom offered 
only a 3% discount  

 
• Yet if Gazprom had offered a similar 14% 

discount, its sales would have suffered 
under most reasonable scenarios – the 
price loss would have offset the volume 
gain 

 
• Gazprom’s pricing strategy, while often 

scolded and even sometimes ridiculed 
by market analysts, is likely to have been 
revenue maximizing in 2010 
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Gazprom’s Marketing Dilemma 

Since the onset of the financial crisis, Gazprom and other European suppliers have faced a dilemma: should 
they change their pricing terms to reflect the growing disparity between oil-linked and spot prices in an effort to 
defend market share?  Or should they maintain oil-linked prices and count on the recovery in demand and 
higher oil price to increase revenues? 

Broadly speaking, Norway occupied one extreme and Algeria the other.  Norway switched as much as 30% of 
its contracted volumes from oil-indexed pricing to the spot market.  As a result, its exports grew in 2009 and 
were flat in 2010.  Algeria refused to adjust price.  In fact, the main change in Algeria’s pricing was the 
successful completion of arbitration proceedings against Gas Natural Fenosa which resulted in a higher price.  
Algeria’s European exports increased 4.5% in 2010 after falling 8% in 2009.  The growth was purely driven by 
Italy – non-Italian exports to Europe declined by 9.6% in 2010 after growing modestly in 2009.  

Gazprom made modest changes by indexing 10%-15% of its contracted volumes for select customers to the 
spot market of TTF in the Netherlands (see GCS Memo: Contract Renegotiations in Europe).  Yet 
Gazprom’s exports were flat in 2010, estimated at 139 bcm, slightly below the 141 bcm exported in 2009 and 
much below the 160 bcm exported in 2008.  Gazprom therefore seems to have sacrificed market share for 
price, doing very little to arrest the 50% increase in European LNG imports between 2008 and 2010.  Did the 
gamble pay off?  

Russia's Export Price vs. TTF
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Europe: Imports from 
Russia vs. LNG 

154 156 153 160
141 139

51 60 56 59
71

90

0
20
40
60
80

100
120
140
160
180

2005 2006 2007 2008 2009 2010

bcm
Russia
LNG

 

What Impact Has Spot Pricing Had on Export Prices? 

Companies tend to be secretive about how much they have adjusted prices.  Yet using our pricing database, 
PFC Energy can derive some useful insights.  The two graphs below can help us think about the impact of spot 
price “discounting.”  Take Norway as a case study.  Historically, Norwegian exports have correlated extremely 
well with oil – for this exercise, PFC Energy has used a dummy variable called “lagged Brent” which is meant to 
capture the fact that the gas price of 2009, for example, will reflect oil prices in both 2008 and 2009.   

The graph on the left shows the relationship between Norway’s export price against “lagged Brent” for the 
period from 2004 to 2009.  As is clear, there is a very strong correlation between the two: in fact, “lagged Brent” 
can predict almost perfectly the gas price that Norway earned for its exported gas.  The graph on the right adds 
2010 to the picture.  It is obvious that 2010 is an outlier that breaks down the traditional relationship between oil 
and gas prices.  The 2010 gas price is “too low” given the oil price – in effect, this is the “discount” that came by 
pricing some volumes relative to the spot market rather than oil.  Based on “lagged Brent,” Norway should have 
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earned $8.47/MMBtu in 2010, but instead, it earned $7.24/MMBtu, a ~14% “implied discount.”  The same 
exercise for the Netherlands yields a similar result with a 16% discount applied in 2010.  

Norway: Gas Export Price vs. 
Lagged Brent (2004-2009)

R2 = 0.9947

0

2

4

6

8

10

12

0 20 40 60 80 10

$/b

$/MMBtu

0
 

Norway: Gas Export Price vs. 
Lagged Brent (2004-2010)
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Replicating the same computation on Gazprom’s export price yields a very different result.  The addition of 
2010 in the graph to the right does little to change the picture and the regression is weakened only marginally.  
The “implied discount” by this calculation is just 3%.  In other words, and as PFC Energy has argued in the 
past, the real discount from pegging 15% of the volumes to the spot market is marginal at best (See GLNG 
Memo: Narrowing Gap Between NBP and Oil-Linked Prices).  

Russia: Gas Export Price vs. 
Lagged Brent (2004-2009)
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Russia: Gas Export Price vs. 
Lagged Brent (2004-2010)
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Has Gazprom’s Marketing Strategy Paid Off? 

Gazprom has clearly picked price over market share, choosing to stick to its pricing strategy of oil-indexation 
despite the recourse of its buyers to alternative suppliers.  Has this strategy worked?  

In its latest Investor Day Presentation, Gazprom reported 2010 exports at 139 bcm with an average price of 
$306/mcm ($8.59/MMBtu) resulting in revenues of $42.5 billion.  Assuming that Gazprom’s price concession in 
fact yielded a 3% discount, its non-discounted price would have been $317/mcm ($8.89/MMBtu).  Now, if 
Gazprom had made a Norway-style reduction, reducing prices by ~14%, its gas price would have fallen to 
$270/mcm ($7.58/MMBtu).   

If one assumes, somewhat unrealistically, that Gazprom could have earned $270/mcm for the entire 160 bcm it 
exported in 2008, then it would have earned $800 million more than it actually earned in 2010.  In that case, the 
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Norway-style discount would have been revenue maximizing.  But there are two obvious questions: would this 
discount have been sufficient to return Gazprom to its 2008 export level?  And could Gazprom raise exports in 
2010 from 141 bcm to 160 bcm without crashing the price at the spot market?  The calculation above assumes 
Gazprom is a price taker in the European market – but it is too big to be a price taker.   

Gazprom: 2010 Sales Scenarios    

  
Volume 
(bcm) 

Price 
($/mcm) 

Revenues 
($mn) 

Actual 2010 Export Price and Volumes              139  $          306   $    42,534  
Norway-style Discount, 2008 Volumes              160  $          270   $    43,230  
    
Price or Volumes Scenarios to Achieve Actual 2010 Revenues  
2008 Volume, Lower Price              160  $          266   $    42,534  
Norway-style Discount, Lower Volume              157  $          270   $    42,534  
Source: PFC Energy, Gazprom Investor Presentation data  

In fact, given the revenue gain of $800 million against revenues of $42.5 billion, it is quite clear that even a 
modest drop in either the spot price or the export volumes of 160 bcm would have negated the financial 
benefits of the discount.  More likely, either the spot price would have dropped as a result of all this excess gas 
on the market, or its exports could have recovered without reaching their 2008 levels.   

If Gazprom had failed to realize sales of greater than 157.4 bcm at the Norway-style discount prices, then the 
company’s revenues would have been less than it actually achieved in 2010.  Similarly, Gazprom would also 
have realized less revenue if its price dropped to $266/mcm ($7.47/MMBtu) against 160 bcm in sales.  In both 
cases, a ~1.5% deviation would have been detrimental.  More likely, both scenarios would have, to some 
extent, played out.  In that case, Gazprom would have lost money by trying to defend its market share. 

What Implications Does This Have for Market? 

Buyers in Europe often portray Gazprom as out of touch, failing to adapt to change and to accept the inevitable 
conclusion that it needs to drop prices to retain its competitiveness.  Somewhat smugly, they think that 
Gazprom will be forced to learn the “hard way” by losing money and market share.  In fact, it seems Gazprom’s 
strategy paid off in 2010.   

Turning more to the spot price would have yielded near-term praise but, at least in the oil-price environment of 
2010, it would have lowered revenues.  Gazprom’s thinking – that this is a cyclical crisis and that it does not 
need to make fundamental adjustments to its strategy – is more likely to endure in an environment where 
Gazprom’s pricing decisions turn out to benefit the company.  In that case, the gap between what its European 
customers want and what Gazprom is willing to concede is unlikely to narrow soon.  


