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G L O B A L  E Q U I T I E S  

  

Natural gas can be consumed either in its natural form or as a liquid. The former travels in a pipeline and 

the latter on ships (a liquefaction process can transform gas under extremely cold temperatures of -600 C). 

The ease of transporting Liquefied Natural Gas (LNG) allows a greater number of countries to utilize natural 

gas and provides a balance of negotiating power between suppliers and consumers, as the number of 

suppliers available to any one country increases. Natural gas is sold based on contracts, terms of which are 

usually between five and 12 months, where volume is guaranteed and the pricing formula was traditionally 

linked to the price of crude. However, as the spot market continues to grow to ~30% of the LNG market, the 

pricing formula has continued to evolve. Europe’s natural gas consumption has been stable at approximately 

500 billion cubic meters (bcm) per annum, but fluctuating temperatures in the winter and summer months 

can create a surplus or a deficit in supply in any given year.  

 

 
 

Soure: Bloomberg. As of July 2021. 

 

Europe has increased the share of LNG in total gas imports to approximately 45%, but LNG spot prices can 

be volatile during periods of high demand as volumes are redirected to the highest bidder, as is currently the 

case in Asia. Pipeline gas volumes are captive, but the wrangling on the price and additional volumes has 

historically been a political issue as much as an economic one between most consumers and suppliers.  

 

What is at stake with Nord Stream 2, and why? 

 

Europe’s largest supplier is Russia, with Gazprom, a Russian majority state-owned multinational energy 

corporation, providing 40% of total gas through a number of pipelines. Pipeline gas is sourced from three 
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other countries, two of which have falling production (Netherlands and Norway), and the third, Algeria, 

contributes less than 10% of the total. Despite Europe’s less-than-reliable relationship with Russia, the 

country offers the most operationally reliable and abundant source of natural gas.  
 

 
Gazprom exports 200bcm annually to Europe, including Turkey and the U.K., via five different pipelines. 

The most politically contentious volume is the 40bcm that moves through Ukraine, via the Brotherhood 

pipeline, which is contracted until 2024. This pipeline serves as one of the largest sources of revenue for the 

Ukrainian government, and the government has naturally pushed for higher volumes and fees, particularly 

during periods of high demand.  

 

Nord Stream 2 (NS2) is Russia’s attempt to bypass Ukraine’s constant demands for higher revenues and 

politically weaken its government’s bargaining power between Russia and NATO. NS2, if and when fully 

complete, will consist of two strings with a total capacity of 55bcm when complete that transports natural 

gas directly to Germany.  

 

From a political perspective, NS2 ruffles many feathers. In Europe, the transit revenues are a form of 

subsidy from the EU to Ukraine that could be lost if Russia successfully increases export volumes via NS2. 

European countries with natural gas reserves, such as the Netherlands, or have a geographic advantage that 

allows them to import LNG, such as France, have been the most vocal opponents of NS2. Countries like 

Germany and Italy, which account for more than 25% of Gazprom’s total exports, prefer a balanced 

approach between supporting Ukraine and reducing transportation costs. NS2 transportation costs are 

estimated to be $1/MMBtu lower than for volumes transported via Ukraine, which is a premium that is 

ultimately absorbed by the EU gas consumer. 

 

U.S. Opposition to NS2 

 

The U.S. government was a vocal opponent of NS2 when former President Donald Trump was in office. 

Current White House Press Secretary Jen Psaki stated that President Joe Biden believes NS2 is a bad deal 

for Europe; the U.S. argues that Europe can gain independence by replacing Russian gas with U.S. LNG, or 

“freedom gas.”  However, as Europe is currently learning, the mobility and flexibility of LNG is a double-

edged sword, while the permanence of pipelines is a commitment to a long-term relationship that may not 

always be happy one.  

 

U.S. natural gas production is not state managed, and any supply exported outside of existing contracts is 

landing in Asia, the highest bidder. Competing for this supply would require Europe to pay more. 
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The largest source of additional export volumes from the U.S. would be higher shale oil production 

(associated gas), but the industry has remained disciplined despite strong crude prices caused by OPEC+ 

policies. Economics will always supersede politics in a capitalist society, and therefore the U.S. oil industry 

will most likely continue to take a cautious approach to production growth as long as OPEC+ production 

policies remain unpredictable. The U.S. may thus not be a reliable source of natural gas if Europe were to 

avoid activating NS2, since U.S. LNG will come at a higher price during periods of strong demand. 

Realpolitik 

 

News surrounding NS2 will continue to be spun from different perspectives. President Biden has taken a 

pragmatic approach, since a resolution to the NS2 saga would allow the U.S. to gain support from Germany 

and Russia when dealing with political issues higher on his agenda, such as China and reviving Iran’s 

nuclear deal.  

 

The pipeline is now 98% complete, and the second string is scheduled to be completed in August. There is a 

high probability that the first string will be approved for use ahead of the upcoming winter season. Russia 

will then claim the completion and launch of this first string as a political win, while Western powers will 

point to the delay of the second string as a sign of discipline and a successful carrot-and-stick approach 

when dealing with the Kremlin.  

 

Impact on Gas Prices 

 

Use of NS2 in Europe would add to supply, and spot gas prices are unlikely to remain elevated at above 

$11/MMBtu. However, as with many commodities, the temporary imbalances could remain in place for 

longer than expected. Also, climate change policies in Europe maybe rebase prices higher. EU carbon credits 

have rallied this year, as the pace of switching from coal to gas in Europe’s power generation industry has 

continued at steady pace. Natural gas is seen as a transition fuel that can bridge the gap between crude and 

renewable energy in the short term and is an enabler of hydrogen technology over the medium to long term.  

Higher supply by U.S. gas producers depends on whether crude prices remain above $55 or OPEC+ 

discipline crumbles. Finally, mild winters may help reduce demand.  
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IMPORTANT INFORMATION 
 
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change 
without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or 
likely performance. Investment involves risk. The value of any investments and any income generated may go down as well as up 
and is not guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT 
NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set 
forth in this document are provided for illustrative purposes only and are not indicative of any future investment results, future 
portfolio composition or investments. The composition, size of, and risks associated with an investment may differ substantially 
from any examples set forth in this document. No representation is made that an investment will be profitable or will not incur 
losses. Where appropriate, changes in the currency exchange rates may affect the value of investments. Prospective investors 
should read the offering documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this 
document. For Professional Investors/Institutional Investors only. This document should not be distributed to or relied on by 
Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, 
Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, 
Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) 
Limited, Baring SICE (Taiwan) Limited, BaringAsset Management Switzerland Sàrl, and Baring Asset Management Korea 
Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), together 
known as "Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may 
be paid a fee for doing so. 
NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any 
financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of the investment 
objectives, financial situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, 
investment advice, an investment recommendation, investment research, or a recommendation about the suitability or 
appropriateness of any security, commodity, investment, or particular investment strategy, and must not be construed as a 
projection or prediction. 
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and 
before making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, 
accounting or other professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are 
those of Barings. These views are made in good faith in relation to the facts known at the time of preparation and are subject to 
change without notice. Individual portfolio management teams may hold different views than the views expressed herein and may 
make different investment decisions for different clients. Parts of this document may be based on information received from 
sources we believe to be reliable. Although every effort is taken to ensure that the information contained in this document is 
accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, completeness or adequacy of 
the information.  

OTHER RESTRICTIONS: The distribution of this document is restricted by law. No action has been or will be taken by Barings 
to permit the possession or distribution of the document in any jurisdiction, where action for that purpose may be required. 
Accordingly, the document may not be used in any jurisdiction except under circumstances that will result in compliance with all 
applicable laws and regulations. Any service, security, investment or product outlined in this document may not be suitable for a 
prospective investor or available in their jurisdiction.  

Copyright and Trademark: Copyright © 2021 Barings. Information in this document may be used for your own personal use, but 
may not be altered, reproduced or distributed without Barings’ consent. 
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other countries around the world. All rights are reserved. 
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