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INTRODUCTION

From LTCs to hub-based trading

Differently from the electricity sector, where they represent a negligible part of supply agreements,
long-term contracts (LTCs) for the commodity and transport capacity have traditionally dominated the
gas  sector.  Typically,  such  commodity  contracts  were  stipulated  by  European  incumbents  with
external suppliers (notably Russia, Norway and North African countries) and indexed to oil price.

Long-term commodity contracts were considered, inter alia, necessary to guarantee security of supply.
Consequently,  in  the  pre-liberalisation  world,  with  no  Third  Party  Access  obligations  applying,
infrastructure was often developed based on long-term transportation contracts linked to long-term
commodity contracts.

Since then, and particularly in the course of the last 10 years, the EU gas market has undergone
profound structural changes. Such changes were both of regulatory and economic nature: on the one
side, the EU market liberalisation reform jointly with the pursuing of decarbonisation policies and, on
the other, the impact of the shale gas revolution and the global economic crisis of 2008-2009 on gas
demand.

Such changes have led to the picture we have nowadays – with the EU gas market having very
different features and perspectives of future development compared to only 15 years ago. 

On the one hand, thanks to the elimination of national barriers and to the greater liquidity enhanced
by  market  opening  and  liberalisation,  gas  price  formation  gradually  started  de-linking  from oil
indexation and turning towards European hubs’ price reference. Indeed hubs – where gas is traded
short term – are developing and becoming more liquid in the EU and therefore providing a more and
more reliable price reference.



On the other, gas demand has become more variable – and its fluctuation depends on a number of
additional and external dynamics – in primis the subsidisation of renewable energy which has deeply
impacted the gas demand level in recent years.

Therefore, one of the biggest uncertainties for the industry concerns the forecast of future demand,
which  is  leading  the  market  towards  a  more  conservative  approach:   shippers  are  increasingly
reluctant to enter into long-term (inflexible) contracts and have the tendency to move towards more
spot-trading. Some existing long-term contracts, indeed, have been recently renegotiated and indexed
to EU hub prices.

At the same time, the increasing share of more variable RES in the electricity sector, to meet the EU
sustainability targets, requires a more flexible electricity system.

Gas can contribute to providing this flexibility, as long as the gas market itself also becomes more
flexible. For instance, the development of LNG – including from the US – is providing an extra source
of flexibility in the gas market.

Open questions for the post-LTCs era

While on one side the shift towards short-term contracting in the gas market has partly been a healthy
consequence of the EU energy market reform, it might also become soon a concern to TSOs: the
phase-out of long-term contracts might indeed create more uncertainty regarding their future revenue
streams. According to a recent analysis performed by DG Energy of the EU Commission, the existing
long-term commodity contracts are due to terminate in the course of the next 20 years, with a quasi
linear decrease – from the current volumes of 430bcm to almost 0 bcm in 2036.

Will this trend have a fundamental impact on the future of the EU gas market? To what extent will it
affect TSOs revenues and, consequently, transportation tariffs? How important is the actual flow of
gas (rather than the contracted capacity) and therefore the forecast of gas demand?

Moreover, are long-term commodity contracts the only way of guaranteeing security of supply? Can
well-diversified sources and liquid hubs provide an equivalent guarantee?

The Workshop will aim at assessing the impact of a reduction in long-term contracting in the gas
sector on:

the development of infrastructure and the viability of the TSO business (in the case of transportation
contracts);

security of gas supply (in the case of commodity contracts)

Accordingly, the Workshop will be structured into two sessions. The first Session will explore the
impact of the reduction in transportation capacity contracted long-term on the revenues of TSOs and
the level of network charges. The second Session will explore the way in which more liquid hubs and
greater market integration can replace long-term commodity contracts in providing security of gas
supply.
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