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TURKEY’S ENERGY SUPPLY POLICIES

The need to ensure energy supply security and counter the global climate change brings countries face to face with a holistic theme and a holistic market. In order to draw its energy vision in the best way possible, Turkey has to keep a close eye on global developments.

The energy demand in our developing country displays an upward trend. The projections of the International Energy Agency predict that the world energy consumption will be above 60% in the next 25 years. In Turkey, it is estimated that until 2010, energy consumption will be above the world average. 

In the current time period, the economic regions of the world are dependent on each other in order to sustain economic stability and supply security for energy, which is the most important input for virtually all kinds of industries and production sectors. In order to be able to boost the competitive power of the sectors, it is necessary to be able to provide quality energy with affordable prices and ensure efficient energy use.

Ensuring supply security in primary energy is possible by diversification of energy resources. In Turkey, the diversity achieved in primary energy resources is far from the desired level. It is also a necessity to maintain a specific balance between the country’s energy resources. Turkey generates 33% of its energy from petroleum, 28% from coal, 29% from natural gas and 10% from renewable energy resources. It is expected that natural gas will surpass petroleum with a share of 37% by 2013. 

Turkey has limited oil and natural gas energy resources and is an importer country in this regard. In 2006, more than 70% of the energy demand was met via imports. Ensuring supply security in energy requires diversification of resources and supplier countries. Turkey’s natural gas imports in 2006 were 64% from Russia and 19% from Iran. Dependency on a single resource harbours both an economic and a political risk in all energy types. The implications of this situation were highlighted once more both in 2006 and in 2009 with the crisis arising between Russia and Ukraine. 

The European Union also has similar problems, though not as deep as Turkey’s. The EU is dependent on external sources for around 50% of its energy demand and this is expected to reach 70% by 2020. 25% of the oil and natural gas exported to EU countries comes from the Russian Federation. The share of Middle East in the EU’s energy supply is 45%. 70% of the oil and natural gas of the world is in the Middle East, the Caucasia and Russia, all in the periphery of Turkey. This geographical location of Turkey makes it ideal for transit transports to Europe:

· Diversifying source countries: With its proximity to source countries for oil and natural gas such as Iraq, Iran and the Russian Federation, Turkey is the most suitable candidate for energy transits. 

· Diversifying transport routes: The tension arising between Ukraine and Russia halted the flow of natural gas both to Turkey and the European Union in 2006 and 2009. The interruptions in natural gas flow highlighted that diversification of transport routes is as important as diversification of source countries in ensuring energy supply security. 

Taking advantage of its geographical location, if Turkey takes a more active role in the international energy arena and realizes the projects it desires, it will be able to ensure its own supply security and also help ensuring supply security within the EU itself. 
Ensuring diversification of supply in energy is the most important element in ensuring supply security. To this end, Turkey has launched various projects within the framework of the East-West Energy corridor. The East-West Energy Corridor allows safe transport of Caucasian and Middle Eastern energy resources to Western markets through various routes. The Baku-Tbilisi-Ceyhan (BTC) Pipeline covers the Baku-Tbilisi-Erzurum Natural Gas Pipeline and the trans-Caspian (Turkmenistan-Turkey-Europe) gas Pipeline.  Within the scope of this Project, Turkey has completed around 3,400 km of crude oil and 9,800 km of gas pipeline within its territories. 130 million tonnes of natural gas and crude oil can be transported annually via these pipelines. 

OIL
The known producible oil reserves in Turkey are 37.3 million tonnes as of 2007, and the petroleum (product) consumption per year is 31 million tonnes. Of the 25.5 million tonnes processed at our refineries, domestic production constitutes only 2.2 million tonnes. Turkey is a net importer of oil and oil products.
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Drafting an effective oil law in Turkey will also accelerate oil production. No search & exploration activities have been undertaken yet in 80% of our on-land territories and 99% of our seas. While more than 20,000 oil wells are drilled every year in the world, only 3,326 wells have been drilled in the entire history of the Republic of Turkey. 

In order to reduce our dependency on external resources in primary energy, Turkey needs a multi-dimensional energy policy covering oil exploration, nuclear energy and renewable energy resources. In this framework, explorations and investments in the Black Sea, Thracian and South-eastern regions should be sustained and further developed. In this scope, the Turkish Petroleum Law should be reviewed and adapted to current conditions so as to allow contribution of local and foreign private companies in search and exploration activities.

Turkey also carries out specific projects in the international arena in order to become an effective country reaching out to European and global markets and ensure supply security in energy. Turkey’s completed and ongoing international projects are as follows:  

Completed international projects
Baku-Tbilisi-Ceyhan Crude Oil Pipeline
This is the first Project allowing transit without using the Straits and Russian territories from the Caspian Sea to the Mediterranean. The Pipeline became operational on 13 July 2006. This 1,776 km long pipeline has a maximum daily capacity of 1 million barrels. Work is continuing to up the capacity to 1.6 million barrels. 

Kirkuk-Ceyhan Crude Oil Pipeline
From the city of Kirkuk in Northern Iraq to the Ceyhan Port in Turkey, maximum 1.6 million barrels are carried daily via two 600 mile-long parallel pipelines. However, the pipeline operates irregularly.  It is important to ensure the security of the pipelines in order for them to assume the role of an energy terminal. 

Projects at the Planning Phase
Samsun-Ceyhan Crude Oil Pipeline
Although it may appear like a domestic oil transmission Project, the Samsun-Ceyhan Crude Oil Pipeline Project has an international aspect as it substitutes the Turkish Straits from whence around 3.7% of the world’s daily oil production is transited. 

In 1996, oil and oil products passing from the Bosporus was 60 million tonnes, reaching 143.4 million tones in 2006, after a mere 10 years. It is foreseen that this figure will reach 190-200 million tonnes with the oil expected to be carried to Black Sea from the Caspian Sea and with the large amount of Russian oil in 2009. In 2008, 25% of the natural gas exports of the Russian Federation were transited from the Turkish Straits.

Therefore, the foundation laying ceremony for the Samsun-Ceyhan Project, which was started so as to ensure the safety of the Turkish Straits and more effective transport of oil, was held on 24 April 2007.

NATURAL GAS
Beginning from the second half of the 1980s, natural gas started to have a higher share in energy consumption due to its being an environmentally cleaner resource with higher efficiency compared to other fossil resources. In addition to the natural gas produced by TPAO (Turkish Petroleum Corporation) at the Hamitabat field, Turkey imported natural gas for energy consumption for the first time in 1987 within the scope of an agreement signed with the Russian Federation.

As of the end of the year 2007, the remaining producible gas reserve of Turkey is around 8 billion m³. During the same year, 30.83 billion m³ gas was produced in Turkey. The Ministry of Energy and Natural Resources expects consumption to increase by 5.5% compared to the previous year by the end of 2008 and reach 33.6 MTEP. Countries from which Turkey imports natural gas on a contractual basis in 2007 are as follows: 

• Russia :  63.5% – 23.1 billion m³

• Iran :  16.9% – 6.1 billion m³

• Algeria (LNG) :  11.8% – 4.2 billion m³

• Nigeria (LNG) :  3.9% – 1.4 billion m³

• Azerbaijan :  3.4% – 1.2 billion m³

• Spot (LNG) :  0.5% – 0.1 billion m³

-------------------------------

Total: 36.1 billion m³

   Source: BOTAŞ

	Agreement
	Date of Signature
	Operational Date
	Duration
(Year)
	Quantity
(Plato-billion m³ / year)
	End Date

	Russia (West)
	February  1986
	June 1987
	25
	6
	2012

	Algeria (LNG)
	April 1988
	August 1994
	20
	4
	2014

	Nigeria (LNG)
	November 1995
	November 1999
	22
	1.2
	2021

	Iran
	August 1996
	December 2001
	25
	10
	2026

	Russia 

(Blue Stream)
	December 1997
	February 2003
	25
	16
	2028

	Russia (West)
	February 1998
	March 1998
	23
	8
	2021

	Turkmenistan
	May 1999
	……..
	30
	16
	…..

	Azerbaijan
	March 2001
	……..
	15
	6.6
	…..


Source: BOTAŞ

TURKEY’S GAS SUPPLY-DEMAND BALANCE



Source: Deloitte

As can be seen in the above table, within the next 5 years, Turkey’s gas import agreements amounting to 10 billion m3 will come to an end, with the expiry in 2012 of the 6 billion m3  contract with Gazexport-Russian Federation and expiry in 2014 of the 4 billion m3  contract with Sonatrach-Algeria. Removing the legislative obstacles that prevent private companies that have the necessary knowledge, experience and financial power from renewing these contracts will contribute to the liberalization of the sector in harmony with the EU criteria. 

Given the domestic consumption estimates, a gas shortage is foreseen for the period following 2012-2013 in Turkey as a result of the increasing internal demand, even if the current import contracts of BOTAŞ and the abovementioned contracts are renewed. The path should be opened to enable private sector companies to make new import contracts that will cover Turkey’s gas shortage, in addition to the above contracts. 

Another problem Turkey experiences in gas procurement is the lack of sufficient gas depots. Specific steps have been taken with regard to this issue which has been on Turkey’s agenda since 1986. A natural gas depot with a capacity of 1.6 billion m³ was commissioned in 2006 in Silivri.  However, this only accounts for around 18 days’ consumption for a country which consumed 36 billion m³ gas in 2007. Moreover, during the gas crisis arising this year between Russia and Ukraine, the available stocks in the gas depots corresponding to Turkey’s 17-day demand were significantly diminished. To solve the problem, the capacity of the Blue Stream was increased by 8 million m³, costs were raised to procure LNG from spot markets, the thermal power plants were switched to secondary fuels and electricity production was focused on hydraulic power plants. 
In other words, although late, the commissioning of this depot is an important step in terms of Turkey’s energy supply demand; yet its capacity is not enough to meet the demand. It is of great significance for Turkey’s energy supply security to ensure immediate commissioning of the Salt Lake (Tuz Gölü) Natural Gas Underground Storage Project, which has been on the agenda for long years and which is expected to have an annual storage capacity 1 billion m³.  

Completed International Projects 

Turkey has completed and is still carrying out specific international projects to strengthen its claim as an energy transit and terminal country as well as for internal consumption purposes. These projects are as follows:

Blue Stream Gas Pipeline 

Blue Stream is a trans-Black Sea gas pipeline that carries the Russian gas straight to Turkey, stretching from Samsun to Ankara, which will carry 16 billion m3 of natural gas at the maximum level to Turkey. The pipeline is expected to reach such maximum level by 2010. Gas transmission to Turkey via Blue Stream started in February in 2003. The Blue Stream Project is criticised for increasing Turkey’s dependency on Russia and for leaving no place for other feasible projects.

Baku-Tbilisi-Erzurum Gas Pipeline
This pipeline, a major part of which has been constructed parallel to the Baku-Tbilisi-Ceyhan Oil Pipeline, was completed in 2007 and the first gas through the pipeline arrived in Turkey on 3 July 2007. It is aimed to purchase 5 billion m³ of natural gas per year from the pipeline in the future. 

Turkey-Greece Gas Pipeline
This gas pipeline which will carry via Turkey the Azerbaijani gas to Greece became operational on 18 November 2007. This pipeline has provided the opportunity to carry gas from Caucasia to Europe for the first time by bypassing Russia. With this aspect, the pipeline carries a great significance in terms of the European Union’s principle of diversifying energy sources. With the Turkey-Greece pipeline Project, 750 million m³ of gas will be transmitted annually to Greece. Agreement has been reached on the East European Gas Ring Project that foresees expansion of the pipeline till Italy trans-Greece. 

Iran-Turkey Gas Pipeline
In January 2002, the 10 bilion m³ gas pipeline between Iran and Turkey started pumping. The 750 mile long pipeline starts from Tabriz to reach Ankara. Although the maximum gas delivery capacity of the pipeline is 495 Bcf/year, the gas obtained on a yearly basis is only 100-150 Bcf. In addition, the gas flow in this pipeline has suffered from some interruptions caused by Iran. Turkey initiated an arbitration process in 2006 due to her inability to procure the previously agreed gas quantity of 495 Bcf. It was announced in the media and confirmed by the BOTAŞ Director General Mr. Hüseyin Saltuk Düzyol that the arbitration process was concluded in favour of Turkey. Following this decision, it is considered that the pipeline is also important in terms of the current contracts Turkey has with other seller countries. 

Projects in the planning phase
East European Gas Ring
This is the pipeline that will be created by adding Italy to the Turkey-Greece Gas Pipeline. Through this pipeline, it is aimed to deliver 3 billion m³ gas to Greece and 8 billion m³ to Italy. Planned to be completed by 2012, the pipeline is in conformity with the EU’s targets in diversifying energy sources and routes. 

Nabucco Gas pipeline Project 

The most important Project within the scope of meeting the rapidly increasing gas import requirements of Europe through alternative lines passing in particular from Turkey is the Nabucco Gas Pipeline Project which aims to carry the Middle Eastern, Caspian and/or Central Asian gas to Europe trans-Turkey. The pipeline is planned to reach Bulgaria, Romania, Hungary and Austria after Turkey. It is projected that the feasibility studies will be completed by the end of 2007, and construction works will start in 2008; the targeted starting date for gas delivery is 2012. Studies predict that between 2012 and 2030, an annual 25-30 billion m³ of natural gas will be transmitted from this pipeline. 

In this Project which corresponds exactly with the European goal of ensuring diversity of source in gas procurement, the desired development unfortunately does not take place. Gazprom, invited into the Project with the initiatives of Turkey in order to secure funding for the Project, has declared its decision not to participate. Since the concerns related to securing financing for the Project have not yet dissipated, Nabucco now faces the risk of exclusion from the EU’s priority projects. The Project, thrown further back by Europe with alternatives such as Burgas-Alexandroupolis and South Stream, has a distinctive feature in terms of ensuring supply security in energy for the EU. 

We think that ensuring supply security in energy should be a common goal of the EU and Turkey. In line with this common goal, we believe that the Nabucco Project, which has come to a stopping point, will be attributed due significance both by Turkey and the EU within the framework of the East-West Energy Corridor. If realized, this Project will make a huge contribution to energy security.

Other International Projects
Turkey continues its efforts to strengthen relations with Iraq and Iran. Furthermore, in the North-South axis, Turkey is developing the Turkey-Israel Energy Corridor Project following the Blue Stream Gas Pipeline. 

Not being a source country makes it important for Turkey to rely on using domestic resources and nuclear energy in order to reduce dependency on external sources in energy. As Turkish business, As TÜSİAD, we think that nuclear energy is an important source for Turkey. However, while ensuring diversification in energy sources, care should be taken to avoid increasing dependency on a single country in energy. 

We believe that there are specific conditions that must be met in order to bring to life the nuclear power plants which will be built for the first time in Turkey. It is likely that the procurement, construction, and production start procedures may take longer than currently foreseen. Removing the obstacles regarding infrastructure and financing which still block the way for the private sector will contribute greatly to the process in enabling nuclear power plants to become operational as soon as possible. 

Encouraging the development and use of clean coal technologies, renewable energy resources, and effective energy use is important for the development of our domestic resources.

However, the global financial crisis, the effects of which are beginning to be felt more and more, makes it difficult for the investments necessary in all areas of energy to come to fruition.  Under these circumstances, in order to enable new investments, the government should create an investment climate conducive to private sector investments. Establishing a liberal market is important not only for the Turkish business world but also for Turkey’s EU negotiation process. It is expected that the accession negotiations on the energy chapter will start in the near future. In this framework, it becomes necessary to establish a functional market structure that foresees competition in energy sectors, with all necessary legislative arrangements in place.

Electricity
Turkey’s energy supply policies do not cover only the primary energy resources. Currently, Turkey is in a very important position in terms of balancing energy supply and electricity trading in its region, with an installed capacity of 42,000 MW and an annual electricity consumption of 198 billion kWh. In particular, the time zone difference with the Europe will play an important role in balancing energy supply for both sides if Turkey’s interconnection to the EU is established. Setting up such an interconnection system will enable saving from new production facilities through joint usage of the reserve capacity, minimizing interruptions due to production losses caused by failures, increasing trading in electricity between countries and ensuring joint operational savings through operating the facilities with the lowest cost.     

Although Turkey has various interconnection projects, as Turkish business we support the position of the Ministry of Energy and Natural Resources that considers Turkey’s becoming a part of the Union for the Coordination of Transmission of Electricity (UCTE) a priority Project. Having been keeping a close eye on UCTE since 1970s, Turkey has intensified its efforts to become a part of UCTE since 2001. 

With regard to Turkey’s participation in the Project, the high hydraulic power plant capacity of the Turkish electricity system and the thermal limit of the Serbia-Romania interconnection line were identified as constraints. The EU is exceptionally sensitive towards the Project, seeing it as a prerequisite for the realization of the Mediterranean Ring (MEDRING) to first establish the UCTE connection of Turkey’s electricity system. Rectifying our infrastructural discrepancies and completing the UCTE projects as soon as possible carry great significance for setting up the necessary infrastructure prior to accession to the EU. We support Turkey’s taking part in international projects on electricity production, transmission and trading as well as in natural gas and crude oil pipeline projects in line with the country’s interests. Moreover, we consider such a project as a positive development for our energy producers and especially for the liberalization of the Turkish electricity market. 

Accession negotiations on the energy chapter are expected to open soon. In this framework, it is a must to establish a functional market structure that foresees competition in the electricity sector, with necessary legislative arrangements in place. With regard to ensuring supply security and procurement of energy on competitive prices, the European Energy Policy foresees decreasing the market dominancy of the national public administration and ensuring transparency in the market. Moreover, it is also necessary to establish a bilateral contracts market in order for this process to gain functionality. 

We see the balancing and settlement regulation of 2006 as a first step towards realizing the investments that will ensure the market’s supply security with no burden on the public and towards the establishment of a market which is to a large extent transparent and reliable with prices formed based on costs and in accordance with the supply-demand balance. As a continuation of this initial step, the establishment of the day-ahead market and the futures market as well as the bilateral contracts market model that comes to fore as the prerequisite of the former will create a solid base for establishing a predictable and transparent market -particularly for the producers- and for taking the necessary investment decisions in a healthier manner. 

The delay in the liberalization of the electricity markets in Turkey will leave the country face to face with the risk of supply shortages as the impact of the current financial crisis are overcome. In order to ensure that our sectors have constant access to energy with competitive prices, the liberalization process should not be allowed to slow down and the privatizations in the distribution and production sectors should continue. 
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� This report has been drafted by Ms. Hale Altan, Supervisor at the Industry, Services and Agriculture Department, and Ms. Hande Baloğlu, working as an expert at the Industry, Services and Agriculture Department., based on the views of TÜSİAD Energy Working Group.
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