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Key Points

*

Since 2003 the supply of gas from Central Asia to Russia has
been progressively increasing, with Russia using the gas both for
domestic consumption and for re-export. Maintaining and increasing
the flow of Central Asian gas is of vital importance to Moscow, given
the high price of energy and the slow rate and difficulty in developing
Russia's own gas-extraction industry.

* Many uncertainties surround this supply, however, even in the

immediate future. These are compounded in the medium term by
other complications such as the active development of international
projects for hydrocarbon extraction and by the commissioning of
pipelines designed to bypass the territory of Russia.

*

In the short term (i.e. up to 2010) it seems likely that exports of
gas from Central Asia (not only Turkmenistan and Uzbekistan but also
Kazakhstan) to or via Russia will amount to between 60 and 80 billion
cubic metres per year.

* It is more difficult to forecast for the medium term (i.e. up to
2020). Some studies have estimated that the supply of gas could rise
to between 80 and 110 billion cubic metres per year.

* It is clear that the supply of Central Asian gas to Russia will

continue to grow in importance, and that Russia will do everything it
can to increase its gas imports. One of the main levers which Russia
can use to exert pressure is, as before, to modernise the pipeline
infrastructure, which it can do quite quickly. In recent years, Gazprom
has been applying a more flexible tariff and pricing policy. Russia is
also skilful at linking cooperation in the gas sector to other economic,
political or security cooperation.

* The Russian leadership also seems prepared to consider
entering the European gas market in conjunction with the countries of
Central Asia. There is already an agreement to this effect between
Russia and Kazakhstan.

* All these factors mean that Russia will be a key player in the
Central Asian gas market for a long time to come. It is clear, however,
that all Russia's leverage will be insufficient to halt the disintegration
of the post-Soviet economic, political and military space, even if the
Russian and Central Asian zone was the most stable segment. Thus




although Russia may continue to dominate the Central Asian gas
market in the short term, it may not prevail over external competitors
in the longer term.

* It would be in Russia's interests to invest in hydrocarbon

processing projects and products with higher added value. This can be
done both on a bilateral basis and multilaterally, for example within
the Eurasian Economic Community.
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Introduction

Since 2003 the supply of gas from Central Asia to Russia has been progressively
increasing, with Russia using the gas both for domestic consumption and for re-
export. Given the high price of energy and the slow rate and difficulty of developing
Russia's own gas-extraction industry, maintaining and increasing the flow of this
Central Asian gas is of vital importance to Moscow:

- to satisfy increasing domestic demand;

- to fulfil numerous export obligations, mainly to Europe.

The supply of gas from Central Asia will thus play an important role for Russia for
many years to come.

The main suppliers of gas in the region have traditionally been Turkmenistan and
Uzbekistan. In the period 2003-2006 the quantity of gas exported from these two
countries to Russia more or less tripled, rising from 6.5 to 19 billion cubic metres,
and (if the gas routed through Russia for Ukraine is included) the total figure for
gas exported to and via Russia increased by 20%, going from 42.5 to 51 billion
cubic metres. Until 2006, Russia, represented by Gazprom, calculated separately
the quantities of gas destined for Russia and for European (mainly Ukrainian)
customers.

Until 2006, the main role of Kazakhstan was to provide a transit route for gas from
Turkmenistan and Uzbekistan to Russia. There was no trade in gas between
Russia and Kazakhstan, apart from the small amounts of gas produced in the two
countries, used in energy swap arrangements.!

In 2007 there were significant changes to this pattern. Departing from all
precedent, Gazprom became the purchaser of all the gas from Turkmenistan and
Uzbekistan supplied to Russia (for its own use or for forwarding to other countries).
Kazakhstan reached an agreement in principle with Russia on the joint exploitation
of gas produced at the Orenburg gas processing plant on the basis of raw materials
from Kazakhstan. Furthermore, Russia and the gas-exporting countries of the
region announced plans to move towards market-led price setting within a few
years.

*kk

For forecasting the possible quantities of gas to be exported to and via Russia the
analysis is based on the following elements:

- the main economic indicators of the gas sectors of the countries of Central
Asia (known reserves, and quantities extracted, exported or used for
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domestic consumption) and officially-announced plans for gas extraction and
export (see table 1);

an expert assessment of the politics of the countries of Central Asia and how
they may develop;

an expert assessment of the prospects for developing the pipeline

infrastructure for supplying gas to and via Russia.

Table 1. Main performance indicators of gas sectors of Central Asian countries

and future plans?

Indicator Turkmenistan Uzbekistan Kazakhstan
billion cubic billion cubic billion cubic
metres metres metres
Known reserves 2900 1900 1800
1990
Quantity 90.6 45.5 3
extracted
Quantity 70.6 10.8 -
exported (within
USSR)
2006
Extraction 66 60 15
Export S0 11.9 -
Import - - 1.8
Domestic use 16 48.1 16.8
2020 2020 2015
Extraction 240 60-65 45-50
Export 170-220 20 25-30
Note: (-) means that there were no gas imports or exports.

It is clear that forecasting is like trying to balance a complex set of variables of
unknown magnitude. Many assumptions must be made to arrive at what can only
be considered a rough estimate, even for the short term (i.e. the period up to 2010),
and even more so for the medium term (up to 2020).
from Central Asia to Russia (and via Russia for other destinations) is concerned, the

main assumptions are as follows:

As far as the supply of gas

- Russia and all the countries of Central Asia will continue to pursue their

present foreign and economic policies, and the amounts of gas they extract,
export and consume will stay at realistic levels, i.e. broadly similar to
present-day ones;

the trends seen today in the formation of bilateral and multilateral
cooperation relationships between Russia and the countries of Central Asia
will continue, as will the increasing foreign competition for hydrocarbon
resources;

there will not be any discoveries or developments of major new deposits
which could have a significant influence on the present developments in the
regional gas market;

there will not be serious social or economic upheavals or geopolitical
cataclysms in the region, nor will there be major scientific breakthroughs in
the gas extraction field. Any of these could have a major effect on the
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extraction, transportation or consumption of gas and on price-setting
mechanisms for gas.

Central Asian countries:
their policies, reserves and export capacities

Turkmenistan

Turkmenistan today extracts about 66 billion cubic metres of gas per year, of which
it exports about 50 billion cubic metres. In the Soviet period (1990) the
corresponding figures were 90 and 70 billion cubic metres per year.3 After the
disintegration of the Soviet Union, Turkmenistan put a lot of its reserves into
preservation and substantially reduced the quantity of gas it exported.

Although Turkmenistan possesses considerable reserves and could potentially
export more, Ashgabat has taken on numerous obligations which may be difficult to
fulfil. It is also not clear how realistic the plans for development of the country’s
gas industry are. Turkmenistan is planning to provide a stable supply of 70-80
billion cubic metres of gas a year to Russia by the year 2010, maintaining or even
increasing this supply in the period up to 2028.4

On the other hand, such a dramatic increase in the supply of gas from
Turkmenistan (compared with the 42 billion cubic metres supplied at present)
seems unlikely, particularly in the short term. Firstly, supplying 70-80 billion
cubic metres to and via Russia is impossible due to the limited capacity of the
arterial pipelines in Turkmenistan.

Secondly, Turkmenistan has assumed export obligations not only to Russia but
also to China and Iran. To meet these obligations and satisfy its own domestic
requirements, by 2010 Turkmenistan will have to double (or more than double) the
quantity of natural gas it extracts (from the present 66 to 113-141 billion cubic
metres). Only if this happens, and the pipeline infrastructure is developed, will
Turkmenistan be able to meet the following level of exports:

- to and via Russia - 70 billion cubic metres per year (including gas destined
for re-exporting to Ukraine);

- to China - rising from 10 billion cubic metres (initially) to 30 billion cubic
metres per yearS (over a 30-year period starting in 2009);

- to Iran® - 10-15 billion cubic metres per year;?
- for domestic consumption - at least 16 billion cubic metres per year.8

It seems very unlikely that Turkmenistan will be able to increase the quantity of gas
it extracts and exports by such a great extent and in such a short timescale. It is
relevant to note that in 2003 Turkmenistan was planning to extract about 100
billion cubic metres by 2007.

Nor can the previously-announced plans for an increase by 2020 in the volume of
gas extracted to 240 and the volume exported to 220 billion cubic metres be
considered a convincing argument for actual growth in the quantity of gas to be
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supplied. From today's perspective, these plans look unrealistic, in spite of
Turkmenistan's significant reserves (which some estimates put at 5 trillion cubic
metres or more).

Nevertheless, in the medium term (up to 2020), as distinct from the short term,
there are prospects for Turkmenistan to increase both the volume of gas extracted
and the volume exported. The main justification for this assertion is that in this
timescale several new gas deposits will start being exploited, notably
Turkmenistan's section of the Caspian shelf. The Malaysian company Petronas
alone is planning to extract about 10 billion cubic metres a year by 2012.9

Overall, then, it does seem reasonably likely that Turkmenistan will be able to
increase the quantity of gas it extracts to 120 billion cubic metres in the period
2015-20.19 In this case, about 100 billion cubic metres could be exported.

Uzbekistan

Today Uzbekistan extracts just over 60 billion cubic metres of gas, of which it keeps
about 47-49 billion for domestic consumption and exports 11-13 billion.

It will only be possible to envisage significant growth in the quantity Uzbekistan
exports if it takes a whole set of measures to increase its extraction, and/or if it
reduces domestic consumption and the losses associated with extraction,
transportation and storage. This loss reduction would require the widespread
incorporation of energy-saving technology (for example, by means of a large-scale
government programme in the context of a "Clean Development Mechanism" of the
Kyoto Protocol to the United Nations framework convention on climate change).

It is clear that with these considerations Uzbekistan plans to increase the volume of
gas it exports to an annual level of 20 billion cubic metres in the next few years
(mainly before 2010).1! Some increase in the volume extracted is also planned: to
65 billion cubic metres.!2

Uzbekistan intends to increase its gas exports by reducing domestic consumption to
an annual level of 32 billion cubic metres by the year 2020. It plans to do this in
the context of a national energy saving programme.!3 In this case, and if the volume
of gas extracted stays at present levels (60 billion cubic metres), Uzbekistan will be
capable of exporting about 30 billion cubic metres a year by 2020.

Several Russian experts say, however, that while it is possible that Uzbekistan
could reduce domestic gas consumption to 39 billion cubic metres a year by 2010,
the opposite trend should be expected after 2012. By 2020 the domestic demand
could have grown to 43.4 billion cubic metres per year.* This forecast is probably
based on the following considerations:

- the expected growth in Uzbekistan's industry, with a consequent demand for
more electrical energy (which will be derived from gas);!5

- continuing population growth in the country (present population is 27
million), which will lead to increased demand for gas both directly and
through increased demand for electricity;!6

- the planned switchover to gas fuel for vehicles, referred to in the government
programme for the period 2007-12.
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It is thus not clear that plans to increase gas exports on the basis of reducing
domestic consumption are justified. At the same time it can be said that
Uzbekistan is the most stable supplier of gas in Central Asia, with a sound base of
reserves, and that Uzbekistan does not enter into export agreements it cannot
honour. It is therefore likely that Russia will remain the principal destination for
gas exports from Uzbekistan in the medium term.

Kazakhstan

At present the gross quantity of gas extracted in Kazakhstan is about 27 billion
cubic metres per year, but the quantity of marketable gas produced is only about
15 billion.17 This difference is due in large part to the fact that the technology to
process by-product gas (i.e. the gas produced as a by-product of oil, which is the
source of most of the gas in Kazakhstan) is still undeveloped. For this reason a lot
of the gas extracted is burnt off in flares and/or is pumped back into the well.
Kazakhstan is also still short of plant for processing gas up to commercial
standards.

The accounts for 2006 show that domestic consumption of gas in Kazakhstan was
about 16.8 billion cubic metres, of which 15 billion came from sources in
Kazakhstan and about 1.8 billion were imported from Uzbekistan. Since 2007 the
supply of gas from Uzbekistan (about 3.5 billion cubic metres) has not been direct.
The Russian Gazprom and the Kazakh KazMunayGaz companies have an
agreement with Uzbekneftegaz to use Uzbekistan gas in swap operations. The
provision of gas under energy exchange arrangements from Russia to the northern
parts of Kazakhstan (the Kostanay and Ural oblasts) which used to take place has
now been replaced by supplies of Kazakh gas from the Karachaganak field.

There is conflicting information about gas exports from Kazakhstan. Some sources
claim (and this version is supported by official statistics) that Kazakhstan does not
have the potential to export gas, did not export any gas before 2007, and in fact was
an importer of gas.!® Other sources, however, claim that Kazakhstan does have the
potential to export up to 8 billion cubic metres.19

Notwithstanding this and other contradictory information, one thing is clear:
within a few years Kazakhstan will become an important player in the gas market.
Astana plans to treble the quantity of gas it extracts by 2015, rising from the
present 15 billion cubic metres to 45-50 billion, raising the export figure to 25-30
billion.20 These plans may seem ambitious, but in general they are not unrealistic
or unattainable.

Other experts estimate that Kazakhstan will be in a position to extract 40-45 or
even 50 billion cubic metres of gas by 20102! (exporting at least 15 billion), and 80
billion by 201522 (increasing the quantity exported, correspondingly, to about 40-50
billion). These estimates look unrealistic from today's viewpoint.

In general, Kazakhstan is clearly capable of making a significant contribution to an
increase in the volume of gas exported from Central Asia to Russia. Since 2002,
Kazakhstan has been supplying gas to the Orenburg gas processing plant in
Russia. About 6.5 billion cubic metres of gas were processed at this plant in 2004
(and 2.9 million tonnes of gas condensate),?3 7 billion cubic metres in 2005 and
about 7-8 billion in 2006.24 After processing, this gas is handled by Gazprom and
KazMunayGaz via the KazRosGaz joint venture. The main recipients of this gas are
CIS countries, including Ukraine, and the Baltic states.
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In 2007 an agreement was signed to operate in accordance with this plan for
another 15 years. The volume of gas processed by the Orenburg plant is expected to
be about 8 billion cubic metres by 2010, 12 billion by 201125 and at least 15 billion
per year by 2012.

Another factor which may contribute, if indirectly, to a significant increase in the
quantity of gas exported from Kazakhstan to and via Russia is Kazakhstan's
probable increased participation in the construction in the near future of the
Caspian coast gas pipeline (which will pass through Russian territory).

It is nevertheless likely that Kazakhstan will continue to pursue a policy of
cultivating alternative markets. In the immediate future the main destination for
the gas from Kazakhstan will, for practical reasons, be the Russian pipelines. But
later on, as more gas is extracted and energy-saving technology is introduced, and
as the internal and external pipeline systems are developed, Kazakhstan's gas will
be divided between Russia and China, and in the future, also to Europe, bypassing
Russia.

Like Turkmenistan, Kazakhstan is actively studying its options for participation in a
wide variety of pipeline projects. One of the most significant projects is the
construction of a Turkmenistan - Uzbekistan (transit) - Kazakhstan - China pipeline
by 2009. This pipeline is expected to have a capacity of 10 billion cubic metres per
year initially, eventually rising to about 30 billion. Initially this gas will be provided
only by Turkmenistan, but as the pipeline infrastructure of Kazakhstan is
developed, Kazakhstan will also contribute to this supply.

It is also possible that Kazakhstan will participate in the Trans-Caspian gas pipeline
project (taking gas to Azerbaijan and onward to Turkey) and will be connected to
the existing pipeline from Turkmenistan to Iran (and onward to Turkey).26

According to various estimates, if all its export plans are to be fulfilled, Kazakhstan
will have to increase its exports to 66 billion cubic metres by 201527 (rather than
the more realistic estimate of 25-30 billion). It is not at all clear how Kazakhstan
will reach anything like this level.

Regional gas transportation system

The main pipelines supplying gas to (and via) Russia are five main runs of the
Central Asia-Centre (CAC) pipeline?8 and two main runs of the Bukhara-Ural
pipeline. There are also a number of branches off the main line.

Four of the CAC runs (CAC-1, 2, 4 and 5) go from Turkmenistan via Uzbekistan
(and then to Kazakhstan), while CAC-3 runs along the coast of the Caspian Sea via
Kazakhstan (to the town of Beyneu and beyond).29

There are also other branches of the CAC, most notably the one between
Turkmenistan and Kazakhstan (Okarem-Beyneu) and the one between Kazakhstan
and the Russian Caucasus (Makat-North Caucasus).

Then there are two branches of the Bukhara-Ural line running from Uzbekistan
through Kazakhstan.30
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There are also two other pipelines (Orenburg-Novopskov and Soyuz) carrying gas
from the Siberian fields towards Europe.

The theoretical maximum capacity of all the arterial gas pipelines running into or
via Russia is 100.5 - 122.8 billion cubic metres per year, based on adding the
following contributions:

- CAC-1, 2, 4, 5 - up to 5031- 6832 billion cubic metres;

- CAC-3 - up to 10 billion cubic metres;33

- Bukhara-Ural - up to 1534- 19.335 billion cubic metres;

- Makat-North Caucasus - up to 25.5 billion cubic metres.36

In practice, however, the capacity of the gas transportation system from Central
Asia to (and via) Russia is only about 63-77 billion cubic metres per year, made up

as follows:

- CAC-1, 2, 4, 5 - from 45 (via Turkmenistan) to 50 (via Uzbekistan) billion
cubic metres;

- CAC-3 - about 3-5 billion cubic metres;
- Bukhara-Ural - about 5-7 billion cubic metres;

- Makat-North Caucasus - not known, but assumed to be about 10-15 billion
cubic metres.

This figure is arrived at by considering the capacities of various national sectors of
the system, as they vary considerably in condition.

The gas pipeline system of Turkmenistan (CAC) is the one in the worst condition,
but even so it is capable of carrying up to 50 billion cubic metres of gas per year to
(or via) Russia. There are, however, considerable losses from the system, and
experts have estimated that more than 80% of the life of the pipeline has been used
up.37

The capacity of the CAC-1, 2, 4 and 5 pipelines in Turkmenistan is about 40-45
billion cubic metres per year and these branches are being used at practically full
capacity already. The capacity of the CAC-3 branch, on the other hand, is not more
than 4.2-5 billion cubic metres, but not more than one third of this is being used at
the moment.38

The results for 2006 show that the Turkmenistan export pipeline system pumped
as much as 42 billion cubic metres of gas to or via Russia, of which 40.7 billion
passed through Uzbekistan3® and Kazakhstan (CAC-1, 2, 4 and 5), and the rest
(estimated variously as between 400 billion cubic metres+°® and just under 1 billion
cubic metres)*! - through the territory of Kazakhstan (CAC-3).

Plans for development of the Turkmenistan segment of the regional gas
transportation system are primarily a matter of cooperation between Ashgabat and
Moscow. It is also possible that gas extracted in the Turkmenistan part of the
Caspian area will use the Okarem-Beyneu pipeline when it is connected to CAC-3.
This is a question of interest to the Malaysian Petronas company, which already

7
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extracts gas from the Turkmenistan part of the Caspian Sea shelf.42 It is also
possible that in future the Bukhara-Ural pipeline will be used.

The gas pipeline system of Uzbekistan (CAC-1, 2, 4 and 5 and Bukhara-Ural) is
generally in a satisfactory condition,*3 capable of transferring at least 55 billion
cubic metres of gas per year.44

Work is carried out regularly by Gazprom and other organisations to enlarge and
repair the CAC and Bukhara-Ural pipelines. The Bukhara-Ural pipeline, however,
needs more serious reconstruction, as it is between 50%%5 and 80%%6 worn out.

The results for 2006 show that about 50 billion cubic metres of gas were pumped
from Turkmenistan and Uzbekistan to or via Russia. Uzbekistan plans to increase
the capacity of this system by means of its own resources, by cooperation with
Russia (i.e. Gazprom) and by attracting foreign credits and investment. In
particular, Uzbekneftegaz plans to raise about 1.5 billion dollars for the
development and reconstruction of its arterial pipelines (both for export and for
internal use).47

The gas pipeline system of Kazakhstan (CAC, Bukhara-Ural and Makat-North
Caucasus pipelines) is in fairly good condition and is capable of transferring
between 55 and 80 billion cubic metres of gas, possibly expanding to 120 billion
cubic metres per year.

Reconstruction and modernisation of the CAC4® has increased its capacity from 40
to 54.6 billion cubic metres.4® Kazakhstan is planning to increase this to 60 billion
cubic metres,30 then (by 2010) to 80 billion5! and in the near future even to 100
billion per year.52

Kazakhstan sees it as very important to develop other pipelines, especially the
Makat-North Caucasus one (which has in theory a capacity of up to 25.5 billion
cubic metres), and also the Orenburg-Novopskov and Soyuz lines which pass
through its territory. These could in fact be the main conduits for exporting Kazakh
gas to the external market, via Russia. Kazakhstan is not however publicising
these plans for expansion (which will of course be a joint programme with Russia)
too widely.

Bilateral and multilateral agreements

It should also be noted that there is a whole series of bilateral and multilateral
agreements (especially between Russia, Kazakhstan, Turkmenistan and Uzbekistan)
on the reconstruction of old pipelines, on increasing their capacity and on the
construction of new lines. It seems likely that the capacity of the CAC and
Bukhara-Ural lines will increase to 80-90 billion cubic metres per years3 in the
period 2008-17, based on the following steps being taken:

- an expansion of the capacity of CAC (branches 1, 2, 4 and 5), although it is
not clear what exactly will be done in Turkmenistan and Uzbekistan, or
when, so it is not yet clear what the future capacity of the pipeline will be;

- repair and restoration of the Bukhara-Ural pipeline, but here again it is not
yet clear what exactly will be done in Uzbekistan and Kazakhstan, or when,
so the future capacity of this pipeline is also not yet clear;
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- construction of the Caspian coast pipeline (passing through Turkmenistan,
Kazakhstan and Russia). The original plan was initially to increase the
capacity of the existing CAC-3 pipeline, in the period 2008-10, to 10-10.5
billion cubic metres per year. Subsequently the plan was to construct a
second pipeline parallel to the existing one, with an initial capacity of 10,
rising to 20 billion cubic metres per year. There were various estimates of
the timescale for this: by 2014,54 in the period 2010-201755 or in the period
2012-2017.56  Eventually, in December 2007, Russia, Kazakhstan and
Turkmenistan signed an inter-governmental agreement on the construction
of the Caspian coast pipeline, based on CAC-3, to have a capacity of about
20 billion cubic metres per year.5” Each country will undertake the work on
its own territory.58 Neither Turkmenistan nor Kazakhstan have yet given
firm guarantees on the volume of gas to be carried, however, merely
promising that each of them will supply "up to" 10 billion cubic metres per
year.

*kk

Throughout the post-Soviet period the operation of the Central Asian gas pipelines
has been a major preoccupation both of Russia and the countries of the Central
Asian region. When it comes to plans for development of the pipeline system,
however, there are still many uncertainties, the first of which is how foreign
investment is to be attracted for modernising and expanding the network.
Investment in the gas pipeline system of Turkmenistan is estimated at 3-5 billion
dollars, investment in that of Uzbekistan at 1.5-2 billion dollars and in that of
Kazakhstan at 2 billion dollars.60

The problem of attracting investment is particularly acute for Turkmenistan and
Uzbekistan, which have limited resources of their own, unlike Kazakhstan. At
present Gazprom is linking the possibility of investing in these countries with
control over their national pipeline networks.6! In May 2007 Gazprom obtained
agreement that it would be given responsibility for the routine running of the
Turkmen section of the pipeline after it had been modernised and expanded.62

At the same time, Turkmenistan and even more Uzbekistan have considerable
untapped potential to attract other investment in their gas transportation
infrastructures, namely in projects to reduce their losses of gas during
transportation. Unlike Kazakhstan, both these countries have ratified the Kyoto
protocol to the United Nations framework convention on climate change, which
gives them considerable scope for attracting investment in new technologies.
Practical work in this direction started in Uzbekistan at the end of 2006, but in
Turkmenistan the necessary institutional changes still have to made before Kyoto
projects can be undertaken.

Forecast for gas supplies from Central Asia

Even in the short term there are many uncertainties surrounding the question of
the supply of gas from Central Asia to Russia (and via Russia to other countries).
What can be said with confidence is that in the medium term the situation will be
more complicated by factors like the increasing pace of international projects for
hydrocarbon extraction and the start of construction and operation of gas pipelines
by-passing Russia.
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The short term (up to 2010)

In view of the fact that the main supplier of gas to and via Russia will continue to
be Turkmenistan, the main uncertainty will continue to be the state of relations
between Russia and Turkmenistan. Russia has increased expectations, but these
are in increasing contradiction to the main trends of Turkmen policy in regard to
the development of its gas industry. Turkmenistan's non-Russian export
obligations are increasing, to Iran, China and possibly, in the future, to Europe.

Kazakhstan will probably make a vital contribution to the gas supply for Russia,
and for Ukraine and other countries in the post-Soviet sphere. This is all the more
likely as Russia and Kazakhstan already work together closely in the gas sector.

Kazakhstan will also try to take on the role of key partner in the transit of gas from
Turkmenistan and Uzbekistan and to establish itself as an independent supplier of
gas to the European market.

Uzbekistan will probably fulfil its export obligations and bring at least some stability
to the supply of Central Asian gas to Russia.

With this background it is to be expected that there will be an increasing number of
agreements and that construction will start on gas pipelines from Turkmenistan
and Kazakhstan to China. It is also possible that there will be a breakthrough in
other projects such as the Trans-Caspian pipeline or a pipeline through
Afghanistan. All this adds to the uncertainties surrounding the future supply of
gas to the external market, including gas supplied to and via Russia.

It seems likely that the volume of gas to be exported from Central Asia (not only
Turkmenistan and Uzbekistan but also Kazakhstan) to and via Russia will be
between 60 and 80 billion cubic metres per year, depending on the state of the
pipelines in the region.

Turkmenistan is likely to supply about 40-50 billion cubic metres per year. Official
estimates for the period 2007-9 are now for only 50 billion cubic metres per year
(and not 70-80 or even 60-70 billion).63 There are some doubts among experts as to
whether even this target will be reached.®* This is indirectly confirmed by reports
that Turkmenistan has reached preliminary agreement with Russia for the supply
of only 30 billion cubic metres per year from 2010 onwards.65

Kazakhstan could supply about 10-12 billion cubic metres per year. Of this total,
the "export" of about 3-4 billion cubic metres could be in swap operations, which
would not have any adverse effect on the strength of Russia's fuel and energy
balance. The rest of the gas would probably be supplied from the Orenburg gas
processing plant, within the framework of the Russian-Kazakh joint enterprise, and
be provided by both countries to other countries (mainly in the post-Soviet area).

Uzbekistan will export a slightly increased volume of gas, probably about 13-15
billion cubic metres per year (including possible supplies to Kazakhstan).

The medium term (up to 2020)

The uncertainties surrounding the supply of gas from Turkmenistan to and via

Russia will probably be reduced a bit in this timescale. On the other hand, the
supply from Kazakhstan may become more uncertain. Against this background,

10



08/05(E)

The Future Supply of Gas From Central Asia to Russia: An Expert Assessment

Uzbekistan will probably not seek alternative export customers or increase its gas
exports very much, even in the medium term.6

If the gas pipeline from Turkmenistan and Kazakhstan to China is constructed in
2009, it should be able to work to its full capacity of about 30 billion cubic metres
per year by 2020. It is also likely that by 2020 the question of the status of the
Caspian Sea will be resolved and the construction of the Trans-Caspian pipeline (via
Azerbaijan to Turkey) will have started.

In the period 2012-2015 the Caspian coast pipeline (via Russia) should start
working at full capacity (at least 20 billion cubic metres per year). This should
maximise the supply of Central Asian gas to Russia and via Russia to other
countries.

There are undoubtedly several ways in which this programme could be altered, and
clearly not to Russia's benefit. These include changes in methods of producing and
transporting gas (such as liquefied natural gas) and a number of construction
projects like expanding and extending the gas pipeline from Turkmenistan to Iran
and even to Turkey, or reviving the idea of constructing a gas pipeline through
Afghanistan to Pakistan (and possibly also to India). However, in view of the
current situation in Afghanistan and Iran and other areas, these pipeline schemes
do not seem very likely to be realised.

In general, then, it is very difficult to make any quantitative assessment of the
volume of gas to be exported to and via Russia in the medium term. Calculations
based on an analysis of the resources and export potential of Turkmenistan,
Kazakhstan and Uzbekistan indicate that exports from the Central Asian countries
could amount to between 80 and 110 billion cubic metres per year.

Turkmenistan could supply 50-70 billion cubic metres, possibly more.

In contrast to its short term prospects, Turkmenistan clearly has chances to
increase the quantity of gas it extracts in the medium term, particularly with the
possibility it has of exploiting a considerable number of new fields. Even if it
cannot increase extraction to its planned level of 240 billion cubic metres per year
by 2020, it will certainly be able to increase from the present (2006) level of 66
billion cubic metres extracted and 50 billion exported.

It seems most likely that in the medium term Turkmenistan will continue to pursue
a more wide-ranging foreign policy. Having large gas reserves and in conditions of a
widening export market, Turkmenistan and Kazakhstan have an interest in
maintaining the balance of external forces and interests, rather than prejudicing
relations with any country (particularly Russia, China, Europe, the USA and the
West in general).

Kazakhstan will probably be able to export at least 15-20 billion cubic metres of gas
per year to and via Russia, "probably" as it is still not clear how much gas Astana
will be able (or willing) to export via the projected Caspian coast pipeline. All that is
known is that from 2012 onwards, at least 15 billion cubic metres per year will
probably be supplied by the Russian-Kazakh Orenburg gas processing plant joint
venture. As before, this gas will be marketed in conjunction with Russia.

As the volume of gas exported by Kazakhstan can reasonably be estimated at 25-30

billion cubic metres per year, the balance of 10-15 billion cubic metres left after
supplying Russia should be enough for Kazakhstan to meet its future obligations
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to China. Kazakhstan's contribution to the Trans-Caspian pipeline project, unlike
that of Turkmenistan, will probably only be a nominal one.

This pattern could of course be substantially affected by Kazakhstan's plans to
develop oil and gas fields in Turkmenistan (such as the Caspian Sea shelf and the
right bank of the Amu Darya river) and on its own territory (including part of the
Caspian shelf). If it is successful, Kazakhstan will be able both to export gas to
China and to export it elsewhere in the context of the Caspian coast and Trans-
Caspian projects.

Uzbekistan is planning to supply Russia with at least 16 billion cubic metres per
year by 2015.67 These plans are clearly realistic. It is quite possible that by 2020
Uzbekistan will be in a position to export a larger quantity to Russia, possibly as
much as 20 billion cubic metres per year.

Some Russian experts, however, think it is possible that Uzbekistan will supply
small quantities of gas to China. In general, the China project is concerned mainly
with gas from Turkmenistan in the early stages and then gas from Kazakhstan
later. In the medium term it does not seem likely that Chinese companies operating
in Uzbekistan will extract significant volumes of gas. Some experts believe that
Uzbekistan could supply about 700 million cubic metres of gas per year to China
from 2015 onwards, rising to 2 billion by 2030.¢8 These quantities would clearly
not adversely affect Russian-Uzbekistan relations in the gas sector.

Conclusions

Supplies of gas from Central Asia to Russia are clearly going to become even more
important in the future, and Moscow will do everything it can to increase its
imports. Of the levers at Russia's disposal the main one is still the highly-developed
pipeline infrastructure, which 1is capable of being modernised quickly.
Furthermore, Gazprom has been adopting a more flexible tariff and pricing policy in
recent years (although this has not been without problems).

Russia is also skilful at linking the gas supply question, and questions of
cooperation in the gas sector generally, to development of cooperation in other
areas, whether economic, political or security. There are also some signs that the
Russian leadership is prepared to consider the possibility of entering the European
gas market jointly with the countries of Central Asia. Russia and Kazakhstan have
already agreed to work in this direction.

In principle these actual and potential levers should be enough to ensure Russia's
position as a major player in the Central Asian gas market, even in the longer term.
They have not however been enough to prevent the process of disintegration of the
post-Soviet area in economic, political and military terms, even in the segment
which until recently was the most stable one, the Russian and Central Asian zone.
Therefore, while Russia will continue to have advantages over other foreign
customers in the Central Asian gas market in the short term, in the longer term
these advantages will probably disappear.

It is still likely that in the period up to 2020 the quantity of gas supplied to Russia
(and through Russia to other countries) will increase. This will however be subject
to the efforts of the leading Central Asian gas exporters, i.e. Turkmenistan and
Kazakhstan, to obtain more favourable terms for using Russia as a transit country
for exporting gas to the European market.
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In the longer term the gas export situation will probably settle down at a level which
will suit the main exporting countries, i.e. Turkmenistan, Kazakhstan and
Uzbekistan, and the main foreign players (China, Europe, the USA and possibly
Iran and Turkey). It can be imagined that the achievement of a certain status quo
here will be followed by another round of competition for the resources of Central
Asia, in conditions where the balance of forces and interests has changed, and not
to Russia's benefit.

To stabilise its position in the region, it would seem to be in Russia's interests to
invest in hydrocarbon processing projects such as the construction of chemical
plants and plants for the manufacture of products with higher added value. This
can be done both on a bilateral basis and multilaterally, for example within the
context of the Eurasian Economic Community. The extent to which Russia is
willing and able to defend its long-term interests in the hydrocarbon resources of
Central Asia in an increasingly competitive situation will be the subject of future
reports.
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