JPMorgan sees ‘stratospheric’
$380 o011l on worst-case
Russian cut
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Global oil prices could reach a “stratospheric” $380 a barrel
if US and European penalties prompt Russia to inflict
retaliatory crude-output cuts, JPMorgan Chase & Co. analysts
warned.

The Group of Seven nations are hammering out a complicated
mechanism to cap the price fetched by Russian oil in a bid to
tighten the screws on Vladimir Putin’s war machine in Ukraine.
But given Moscow'’s robust fiscal position, the nation can
afford to slash daily crude production by 5 million barrels
without excessively damaging the economy, JPMorgan analysts
including Natasha Kaneva wrote in a note to clients.

For much of the rest of the world, however, the results could
be disastrous. A 3 million-barrel cut to daily supplies would


https://euromenaenergy.com/jpmorgan-sees-stratospheric-380-oil-on-worst-case-russian-cut/
https://euromenaenergy.com/jpmorgan-sees-stratospheric-380-oil-on-worst-case-russian-cut/
https://euromenaenergy.com/jpmorgan-sees-stratospheric-380-oil-on-worst-case-russian-cut/

push benchmark London crude prices to $190, while the worst-
case scenario of 5 million could mean “stratospheric” $380
crude, the analysts wrote.

“The most obvious and likely risk with a price cap 1is that
Russia might choose not to participate and instead retaliate
by reducing exports,” the analysts wrote. “It is likely that
the government could retaliate by cutting output as a way to
inflict pain on the West. The tightness of the global oil
market is on Russia’s side.”

European gas extends
blistering rally as supply
woes deepen

Bloomberg/Brussels


https://euromenaenergy.com/european-gas-extends-blistering-rally-as-supply-woes-deepen/
https://euromenaenergy.com/european-gas-extends-blistering-rally-as-supply-woes-deepen/
https://euromenaenergy.com/european-gas-extends-blistering-rally-as-supply-woes-deepen/

Natural gas in Europe rose to the highest level in almost four
months as planned strikes in Norway threaten to further
tighten a market that’'s already reeling from Russia’s supply
cuts.

Benchmark futures, which have more than doubled this year,
surged as much as 10% yesterday. About 13% of Norway's daily
gas exports are at risk amid plans to escalate an impending
strike by managers, the nation’s oil and gas lobby warned over
the weekend. Three fields are set to be shut by the strike
starting today, while planned action the following day would
take out another three projects.

Norwegian supply is becoming increasingly important for the
continent after shipments from biggest provider Russia slumped
amid the invasion of Ukraine and subsequent sanctions on
Moscow. That coincided with a prolonged outage at a key export
facility in the US, another major source of gas for Europe.
The impact is spreading through the continent’s economy,
hurting industries that cannot pass on increased costs of the
fuel to end-users.

“Supply concerns are extremely high and the market continues
to add risk premium,” analysts at trading firm Energi Danmark
said in a note. “The situation will remain tense this week and
we expect further increases if flows remain low.”

Dutch front-month gas futures, the European benchmark, hit the
highest intraday level since March 9 and were 8.3% higher at
€160 per megawatt-hour in Amsterdam. The UK equivalent surged
as much as 16%.

Russia’s exports dropped to multiyear lows earlier after a
number of European buyers refused to comply with the Kremlin’s
demand to be paid in roubles for pipeline gas supplies. On top
of that, state-run exporter Gazprom PJSC slashed shipments
through its biggest Nord Stream pipeline by 60% last month,
citing international sanctions that disrupted maintenance of
crucial equipment.

The pipeline is scheduled for a full shutdown next week for
annual works, and Germany has raised doubts that it will
resume supply following the maintenance.



In a separate development, a Gazprom official said yesterday
that the company 1is proposing expanding the rouble-payment
demand to liquefied natural gas supplies from Russia. It's
unclear if the Kremlin 1is considering such as plan, but it
could be another blow to Europe’s supplies — and could further
intensify competition for the fuel between the region and
Asia.

Major industries in Europe’'s powerhouse, Germany, could face
collapse because of gas-supply cuts, the country’s top union
official warned before crisis talks with Chancellor Olaf
Scholz starting Monday. The energy crunch is already driving
inflation to record highs, and could lead to social and labour
unrest, Yasmin Fahimi, the head of the German Federation of
Trade Unions, said in an interview with the newspaper Bild am
Sonntag.

With prices at these levels, “there is no doubt we have
entered demand destruction territory, which eventually may
help stabilise the market,” said Ole Hansen, head of commodity
strategy at Saxo Bank A/S. “In the short term, and with
battered and bruised traders increasingly turning off their
screens to go on holiday, we may see lower activity with the
news flows dictating the level of volatility.”

Germany’s industrial sector, with a 35-40% share of gas
demand, appears particularly vulnerable to the potential risk
of Russia halting flows as stockpiles for winter household and
district heating are set to be prioritised, analysts at
Bloomberg Intelligence said in a note.

While power stations have some flexibility to switch to other
fuels, a full cut in Russian supply to Germany in August would
see a demand destruction of 20-25bn cubic meters, or 27%
compared to 2021, they said.



A ‘price cap’ on Russian oil:
What would that mean?

Since the US and its allies decided to stop buying Russia’s
0il, there has been little sign that the measure is inflicting
the kind of pain that might force President Vladimir Putin to
rethink his war in Ukraine. Plenty of other countries are
still buying Russian crude, and a surge 1in prices has softened
the blow from the sanctions by bringing Moscow enough revenue
to stave off economic collapse.

So Putin’s adversaries are weighing a new idea: Make Russia
sell its o0il so cheaply that it can no longer afford to wage
war at all.

What 1s being proposed?

The US, the UK and Canada have announced bans on Russian oil,
while the European Union (EU) plans to ban seaborne Russian
crude by December and fuels by early next year. In a further
step, US Treasury Secretary Janet Yellen is backing a proposal
to allow nations that abstained from sanctions to keep buying
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the 0il, but slash Moscow’s profits on those sales.

How might it work?

Group of Seven (G7) nations were said to be discussing a
mechanism that would only allow the transportation of Russian
crude and petroleum products sold below an agreed price
threshold, to be enforced by imposing restrictions on
insurance and shipping.

About 95 per cent of the world’s oil tanker fleet is covered
by the International Group of Protection & Indemnity Clubs in
London and some firms based in continental Europe. Western
governments could try to impose a price cap by telling buyers
they can keep using that insurance, as long as they agree not
to pay more than a certain price for the oil on board.

What could be the impact?

Putin says Western nations are suffering more than Russia from
the economic penalties they imposed over his invasion of
Ukraine. Surging prices of Russian commodity exports have
brought excess revenue that has helped his government to
weather the sanctions.

Capping prices at a level that is closer to the cost of
production would deal a blow to Moscow’s finances, while still
ensuring that energy flows to where it is needed. As Russia is
one of the world’s biggest oil suppliers, a price cap could
also relieve inflationary pressure that'’s causing economic
hardship across the world.

What are the obstacles?

Some European officials have been wary of the idea as it would
likely require the EU to reopen the legal text of its latest
sanctions package, which took weeks to approve and had to



overcome significant hurdles since sanctions require unanimity
among the bloc’s 27 nations.

If the allies do agree on a price cap but it fails to hold, it
would hand a symbolic victory to Putin. There are plenty of
ways that it might fail: There’s no guarantee that Russia
would agree to ship oil at capped prices, particularly if the
cap is close to production cost.

It already showed it is willing to withhold supply of natural
gas to some EU countries that refused to meet its payment
demands. The Kremlin may believe that holding its oil off the
market for a while would do more damage to the economies of
Europe and North America than to its own.

Would big buyers of Russian oil
fall into 1line?

A price cap may be incredibly profitable for Chinese and
Indian businesses, and good for combating inflation. But there
are wider considerations for Beijing and New Delhi, such as
their long-term relationship with Moscow. They may accept to
take inferior Russian insurance rather than be told what to
pay for a key commodity, even if it’s at an attractively low
price.

How about capping Russian gas
prices too?

European governments were also discussing an Italian proposal
to cap prices of Russian natural gas imports as a way to curb
inflation in the bloc.

Italian Energy Minister Roberto Cingolani said the idea 1is
gaining traction as countries increasingly see it as the “only



solution” to soaring costs. Gas prices in Europe have climbed
almost 80 per cent this year. However, Germany and other
nations have expressed skepticism.
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Spain and Portugal to slash
energy bills by 40% by
breaking ranks with EU
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t means while the rest of the EU, which is much more tied to
traditional fuels, has a pay cap of around €90 (£76.56) per
megawatt-hour, Spain and Portugal would cap their price at €50
(£42.50). Currently, the Russian invasion of Ukraine 1is
driving the price of fossil fuels to record levels.

Speaking to the Express, Rana Adib, executive director of
REN21, a global community of renewable energy stakeholders,
highlighted ways in which European countries can end their
reliance on fossil fuels, particularly those imported from
Russia.

She said: “What governments need to do is massively build up
renewable power generation capacities, invest in energy saving
and energy efficiency to bring down the cost of the energy
bills as quickly as possible. When we’re looking at the
example of Portugal and Spain, it’s very interesting.

“They have negotiated with the European Commission that they
will basically leave the European energy market mechanism for
12 months because the interconnection does not allow them to



receive a lot of renewable electricity from the north. By
building on this, and building on their own renewable
electricity capacity, the Spanish government expects that they
will be able to reduce the cost of the bills by 30-40 percent.

“The governments that are front runners here really understand
the opportunities around renewable energy and renewable
electricity.”

After signing the agreement with the European Commission,
Spanish Energy Minister Teresa Ribera said: “It is important
to have a tool that reduces our exposure to the turbulence and
volatility of the electricity market and the price of gas at
this moment.”

Ms Adib noted that under the European mechanism, “the reality
is that for a unit of energy you buy, you will pay the highest
market price.”

Given that renewable energy generation is a lot cheaper than
fossil fuels, she noted that the Iberian countries “now have
the possibility to define their market mechanism where
basically for fossil fuel they will pay one price, and for
renewable-based electricity, they will pay another price.

“It’'s more reflective of the generation of cost. As a result
they expect the price to reduce by 30-40 percent, and they are
doing this by integrating into the energy markets and into
their electricity prices, their cost of generation.”

Gazprom cuts more customers
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in Europe, but rewards
shareholders with dividend

Russian gas giant’s exports have fallen 28% this year, and
decline would have been higher were it not for European push
to replenish gas storage

Gazprom has announced it has halted gas supplies for two more
customers in Europe, effective from 1 June, after both
declined to accept changes in payment terms imposed by the
Russian company’s foreign trading subsidiary.

Gazprom identified Denmark’s Orsted Salg & Service and UK-
based Shell Energy Europe as the affected customers.

The Russian company added that it supplied close to 2 billion
cubic metres of gas to Orsted in 2021, equivalent to about two
thirds of Denmark’s natural gas consumption.

Gazprom added that its contract with Shell Energy Europe
called for the delivery of 1.2 Bcm of gas in 2022, mostly to
consumers in Germany.

UPDATED: EU agrees to ban 90% of Russian oil imports by end of
year
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Read more

According to Gazprom, both customers had failed to switch to a
new payment system by 31 May, even after they were requested
to do so by the Russian government.

At the end of March, Russian President Vladimir Putin ordered
Gazprom to amend 1its contracts with European customers to
divert their payments in euros or US dollars for delivered gas
to Moscow-based Gazprombank.

These payments would then have to be fully converted into
rubles and credited to Gazprom’s local accounts in order for
payments for gas deliveries to be considered completed.

Orsted chief executive Mads Nipper said: “We stand firm in our
refusal to pay in rubles, and we’ve been preparing for this
scenario, so we still expect to be able to supply gas to our
customers.

“The situation underpins the need of the European Union
becoming independent of Russian gas by accelerating the build-
out of renewable energy.”

Since there is no gas pipeline running directly from Russia to
Denmark, Russia will not be able to cut off the gas supplies
to Denmark directly, but the Russian move will necessitate
increased gas purchases on the European gas market, Orsted
said.

Halting supplies to Shell Energy Europe and Orsted follows
similar moves by Gazprom in recent weeks to stop gas supplies
to Finland, Poland and Bulgaria.

Executive director of Ukraine’s gas transmission authority
Operator GTS Ukrainy, Sergey Makogon said on his social
network page that he believed it is time for the EU to
introduce restriction on the Nord Stream subsea pipeline that
carried Gazprom’s gas directly to Germany.



Officials in Ukraine and Poland, together with independent
industry observers, have led a chorus of accusations against
Russia for what they describe as the “weaponsising” of the
Russian pipeline gas to exert geopolitical leverage in Europe.

Despite its contractual obligations to send close to 110
million cubic metres of gas via Ukraine to Europe in 2022,
Gazprom has been scaling down shipments, with transit gas
flows down to 41 MMcmd just this week.

Gas exports down, dividend up

Between January and May, Gazprom’s gas exports to Europe and
Turkey fell by almost 28% to 61 Bcm, the company said on
Wednesday.

Gazprom’'s total gas production during this period also
declined by 5% to just over 211 Bcm.

Ignoring the challenging market outlook, Gazprom announced
record high dividends on its stock for 2021, amounting to 1.24
trillion rubles ($20.7 billion).

The government is set to receive just over a half of that
payment as it holds an over 50% shareholding in the company.

Managing partner at Moscow based energy consultancy RusEnergy,
Mikhail Krutikhin, suggested that such high payout may be
linked to additional expenses that Russian authorities incur
in relation to the invasion of Ukraine.

According to Krutikhin, authorities may not see similar high
dividend payments from Gazprom for 2022 because 1its
profitability may decline as a result of lower gas exports.

Meanwhile, spot market gas prices declined by almost 6% to
about €89 (%$96) per megawatt in Wednesday trading on
Wednesday, according to the London-based ICE Exchange.

The shift was attributed to reports of large customers of



Gazprom in Europe accepting the new payment arrangement.

https://www.upstreamonline.com/production/gazprom-cuts-more-cu
stomers-in-europe-but-rewards-shareholders-with-
dividend/2-1-12288057utm source=email campaign&utm medium=emai
L&utm campaign=2022-06-01&utm term=upstream&utm content=daily

EU agrees gradual oil embargo
on Russia, g¢gives Hungary
exemptions

Reuters / Brussels

European Union leaders have agreed an embargo on Russian oil
imports that will kick in around the turn of the year — and
for now exempts the pipeline imports that Hungary and two
other landlocked Central European states rely on.

The ban, agreed overnight after weeks of wrangling, aims to
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remove 90% of Russia’s crude imports into the 27-nation bloc
within eight months or so, officials said.

It is the toughest sanction yet on Russia for its invasion of
Ukraine, and one that will affect the EU itself.

Russia provided just over a quarter of EU oil imports in 2020,
while Europe is the destination for nearly half of Russia’s
crude and petroleum product exports.

“The sanctions have one clear goal: To prompt Russia to end
this war, to withdraw its troops, and to agree a sensible and
fair peace with Ukraine,” German Chancellor Olaf Scholz said.
Ukraine said they would deprive the “Russian military machine”
of tens of billions of dollars.

French President Emmanuel Macron said nothing could be ruled
out regarding further sanctions, although other leaders poured
cold water on the idea of banning purchases of Russian gas,
which Europe depends on heavily.

EU countries will have six months to stop imports of seaborne
Russian crude and eight months for refined products, the
European Commission said.

That timeline will start once the sanctions are formally
adopted, which EU states aim to do this week.

The deal was reached only after the EU’s other leaders agreed
to give Hungary a free pass, having failed to win it over in
weeks of talks.

Two-thirds of the Russian oil imported by the EU comes by
tanker and the rest through the Druzhba pipeline.

Poland and Germany are among the pipeline importers, but have
pledged to stop by the end of the year.

Landlocked Hungary, Slovakia and the Czech Republic all get
their Russian oil from Druzhba and account for the 10% of
imports temporarily exempted from the embargo.

Bulgarian Prime Minister Kiril Petkov said his country had
also secured an exemption until the end of 2024, since 1its
refinery is designed to receive only Russian crude.

0il prices rose after the EU’s agreement, stoking inflation,
which hit a record 8.1% year-on-year in euro zone countries
this month.



The o0il embargo follows an earlier ban on Russian coal and
allows the bloc to impose a sixth round of sanctions that
includes cutting Russia’s biggest bank, Sberbank, off from the
SWIFT international transaction systenm.

Commission chief Ursula von der Leyen said the package would
also ban EU firms from insuring or reinsuring ships carrying
Russian oil. Several countries already want to start work on a
seventh round, but Austrian Chancellor Karl Nehammer said it
could not include gas — where Russia supplies a third of EU
needs.

“Russian o0il 1is much easier to compensate for..gas 1is
completely different, which is why a gas embargo will not be
an issue in the next sanctions package,” Nehammer said.
Russian analysts and traders said the phasing-in of the
embargo gave Moscow time to find new customers in Asia.
“Although the measures announced by the European Union look
threatening, we don’'t see a crippling impact on the Russian
0il sector — neither imminent, nor in six months,” analysts at
Sinara Investment Bank said.

Beyond the sanctions, EU leaders asked the bloc’s executive
Commission to explore options to tackle soaring energy prices.
These include “temporary import price caps”, which should be
explored with international partners, their conclusions said.
They also endorsed a Commission plan to wean the EU off all
Russian fossil fuels within years through a faster rollout of
renewable energy, improvements in saving energy, and more
investments in energy infrastructure.

And they called for better EU-wide contingency planning in
case of further gas supply shocks.

Moscow on Wednesday cut gas supplies to the Netherlands for
refusing to comply with a demand to pay in roubles, having
already cut off Poland, Bulgaria and Finland.



