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Overview

The so called Southern Gas Corridor comprises planned pipeline projects that connect the natural gas producers in the Caspian region and the Middle East with the European natural gas markets (Chyong & Hobbs, 2014). The European Union promotes the Southern Gas Corridor for 2 reasons: (1) It wants to diversify its natural gas market and (2) it aims on closing its growing supply gap that arises due to decreasing indigenous production (Berk & Schulte, 2017, Hecking et al., 2016). Turkey has a key role in realizing the Southern Gas Corridor, since Turkey’s geographical location is between the producing countries and European gas markets. Instead of taking a pure transit role, BOTAŞ, the Turkish national oil and gas company, has the perception to buy gas arriving at the Eastern borders of Turkey and sell it at a profit to European customers (Skalamera, 2016). In economic terms, BOTAŞ wants to exercise market power with gas transits. Therefore, the analysis at hand quantifies the implications of Turkish transit market power for the South Eastern European (SEE) and the Central European gas market.

In an oligopolistic gas market, Turkey’s exertion of transit market power would result in double marginalization. The considered Southern Gas Corridor producers are Azerbaijan, Turkmenistan, Iran, Iraq and Israel. A market setting in which some producers are in a double marginalization structure (aforementioned countries depending on Turkish transits) and some producers can supply to EU gas markets directly (e.g. Russia, Norway) is in the focus of the analysis. A scenario in which Turkey acts competitively with respect to gas transits is compared to a scenario in which Turkey exercises market power. The analysis focuses on the time period until 2030.
Methods

The global partial equilibrium gas market model COLUMBUS which is described in detail by Growitsch et al. (2014) is extended and applied. The model is formulated as a mixed complementarity problem (MCP) allowing to model strategic interaction of profit optimizing exporters. Assumptions about production, demand and existing gas infrastructure, e.g. capacities of pipelines, liquefaction terminals, regasification terminals and gas storages are based on publicly available sources (ENTSOG (2015a/b), GSE (2015), IEA (2015a/b)). The model extension consists of the introduction of transit countries like Turkey as profit optimizing gas exporters.
Results

Preliminary results indicate that in an oligopolistic European gas market structure significant gas volumes (46 bcm in 2030) are transitted through Turkey to Europe if Turkey acts competitively. The oligopolistic market situation implies that Europe’s main gas suppliers Russia, Norway, Algeria and Lybia withhold gas volumes to generate higher European gas prices. In such a market environment , additional competition from the Southern Gas Corridor decreases prices significantly leading to a situation in which South Eastern European gas prices are the lowest in Europe. However, if Turkey uses its potential to exercise market power, Turkish tranits decrease to 13 bcm in 2030. Then, the gas prices in South Eastern Europe increase by 7% resulting in a configuration in which gas prices in Central Europe are lower than in South Eastern Europe – similar to today’s market situation. Turkey earns a profit of 2 billion EUR in 2030 with the transits, whereas European consumer surplus is reduced by 3.2 billion EUR compared to the competitive situation. The Southern Gas Corridor producers loose revenues of 11.9 billion EUR.
In the Turkish market power scenario, the gas producers in the Caspian region and the Middle East have an incentive to sell gas to other regions, e.g. to Asian gas markets or to the LNG market, in order to avoid the double marginalization structure. Azerbaijan and Turkmenistan could potentially deliver gas through Russia to Europe avoiding Turkey. It is shown that Russia would loose profits from its own gas exports if it would allow those transits from the Caspian region on its territory. Therefore, Russia has an interest to preserve the double marginalization structure in which Caspian exports to Europe need to pass through Turkey.
In a sensitivity analysis, the assumption of an oligopolistic European gas market is relaxed. Such a competitive market environment has been observed historically after 2014 when oil prices decreased and the shale gas revolution in the U.S. led to reduced LNG prices. If the major gas suppliers to Europe do not exercise market power, only 13 bcm would be transitted through Turkey in 2030 (given competitive transits). If Turkey, however, would exercise market power in a generally competitive world, the transits would further decrease to 3 bcm in 2030.
Conclusions
The analysis shows that the question of Turkish transit market power is relevant for the competitiveness of the South Eastern European gas market. In an oligopolistic market environment, Turkish market power has a large impact reducing the European consumer surplus significantly. Therefore, the policy implication for the European Union arises to avoid the dependence on transit countries like Turkey in order to diversify its gas supplies and enhance its security of supply. Instead, the focus could be on enhancing gas-to-gas competition within Europe.
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