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Ukraine has been in the news for all the 

wrong reasons lately. The last nine 

months have been tempestuous, to say 

the least, as the failure of talks with the 

European Union on the signing of an 

association agreement in late November 

2013 set in motion a train of unsettling 

events. 

First came the Euromaidan protests, 

which saw tens of thousands of people 

gathering in Kyiv (and to a lesser extent 

in other Ukrainian cities) amidst cold 

weather and violent police actions to 

criticise Victor Yanukovych, Ukraine’s 

mostly pro-Russian president, and his 

government. Then came Yanukovych’s 

unwilling departure from power and 

flight to Russia in late February, 

followed by the appointment of an 

interim government. Shortly thereafter, 

residents of Crimea voted for secession, 

and Russia responded by annexing the 

peninsula. Separatist sentiment quickly 

gained traction in Ukraine’s eastern 

regions, which are heavily populated by 

ethnic Russians, and the interim 

authorities in Kyiv became embroiled in 

a military conflict with them. 

Ukrainian voters did succeed in 

electing a new government in May, but 

not long afterwards, ongoing negotiations 

with Russia’s Gazprom on natural gas 

payments and pricing reached an 

impasse. As a result, the Russian 

company, Ukraine’s traditional main 

supplier, cut off deliveries in mid-June. 

And this month, Kyiv has drawn the 

attention of the international community 

following the crash of Malaysia Airlines 

Flight 17 in eastern Ukraine. As of press 

time, all available evidence indicated that 

the jet was brought down by Russian-

backed (and Russian-trained) separatists 

using a Russian-supplied surface-to-air 

missile system. 

Moreover, Ukraine has been suffering 

from an economic crisis all the while. It 

was short of cash even before 

Yanukovych’s government decided 

against signing the proposed accord with 

the EU, and it is now even more lacking 

in funds despite the interim government’s 

attempts to launch economic reforms. 

Moreover, its industrial base, which was 

slow to shake off the effects of the global 

recession in 2008-09, has been hit hard 

by separatist fighting in the east and the 

suspension of Russian gas deliveries. 

 

Why invest now? 

At first glance, it seems to be an 

inopportune time to examine investment 

prospects for the Ukrainian gas sector. 

After all, gas has helped to foment the 

current crisis. It has contributed to 

political and financial tensions with 

Russia, thereby inspiring Gazprom to 

construct bypass pipelines in an attempt 

to prevent Ukraine from retaining its 

position as the main transit route for 

exports to the European market. It has 

damaged Ukraine’s reputation in Europe, 

which has reason to fear supply shortages 

whenever disputes between Kyiv and the 

Kremlin affect gas flows through transit 

pipelines. Additionally, it has drained the 

coffers of the Ukrainian government, 

which has been in no position to pay the 

prices set by Gazprom under a supply 

contract signed hastily in January 2009. 

Even so, Ukraine’s gas sector is worth 

a look. On the political front, it plays a 

key role in the European Union’s 

dealings with Russia. On the logistical 

front, despite Moscow’s efforts to 

establish bypass pipelines, it is still the 

main transit route for Russian gas 

shipments to Europe.
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Ukraine in the spotlight 

Though diplomatic tensions and armed conflict have dominated headlines lately, the 

country’s gas sector is worth a closer look 
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 Ukraine has sizeable gas reserves and plays a key role in the EU’s energy dealings with Russia 

 However, the current political situation has prevented Kyiv from making energy investment its top priority 

 The outlook will eventually improve, and commercial gas development could begin by the end of the decade 
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Several international companies have 

signed PSAs with the Ukrainian 

government in recent years. In June 

2012, for example, Eni acquired a 

50.01% stake in the Ukrainian company 

Westgasinvest, acquiring exploration and 

development rights for nine shale gas 

blocks in the west of the country. Eni had 

said in October 2013 that it planned to 

begin shale gas exploration in summer 

2014, but that work appears to have now 

been delayed. 

In January 2013, Royal Dutch Shell 

signed a US$10 billion, 50-year PSA 

with the Ukrainian government to 

develop the Yuzivska shale gas field in 

the Dnieper-Donets Basin. The 

agreement gave Shell a 50% stake in the 

field, covering 7,886 square km, and 

designated it the operator. 

At the time, the multinational 

estimated that the field could produce as 

much as 7-20 bcm per year of gas by 

2018. The project will depend on results 

from 15 test wells. 

In November 2013, Chevron signed a 

similar US$10 billion, 50-year 

production sharing agreement to develop 

the Olesska field in the west of the 

country, where environmental opposition 

is greater. The agreement envisaged an 

initial investment of US$350 million in 

two to three years of exploratory work to 

establish the commercial viability of 

shale gas resources over an area of 5,260 

square km. 

It is possible that the risks of investing 

in Ukraine at present will remain 

prohibitively high for widespread 

development of Ukraine’s shale 

resources in the short to medium term. 

However, with the loss of Black Sea 

resources, the Kyiv government will be 

keen to push ahead with shale gas as an 

alternative to Russian imports. 

The short term nature of shale gas 

investments compared to conventional 

investments – along with the location of 

resources in the far west of the country, 

away from the less stable pro-Russian 

east – could make unconventional 

production in the Lublin 

Basin/Carpathian Foreland Basin area a 

more attractive prospect. 

Nonetheless, the Ukrainian 

government is reportedly planning to 

auction 18 shale gas blocks in the 

Dnieper-Donets Basin in 2014-15. 

Ukraine has a lower population density 

than many parts of Europe that have been 

mentioned as having high possible shale 

gas potential. Shales in the west of the 

country are thought to have only dry gas 

potential, while the Dnieper-Donets 

Basin could also contain condensate and 

shale oil. 

Coal-bed methane: Ukraine is 

estimated to have 12-25 trillion cubic 

metres of possible coal-bed methane 

(CBM) gas resources, including around 

3.0-3.5 tcm in recoverable reserves, 

nearly all of it in the Dnieper-Donets 

Basin. Ukraine is the world’s 11th largest 

coal producer (88.2 million tonnes in 

2013) and holds the world’s seventh 

largest reserves (33,873 million tonnes, 

3.8% of world total). 

 

Pipelines and infrastructure 

Ukraine has Europe’s second most 

extensive internal gas pipeline network, 

with nearly 40,000 km of gas pipelines. 

(See: Pipeline privatisation drive set to 

falter – for now, page 15.) 

Much of Ukraine’s oil and gas 

infrastructure was built in the Soviet era, 

however, and is in poor condition. State 

Company Ukrtranshaz, another 

subsidiary of Naftohaz, is responsible for 

domestic gas transportation networks. 

Ukraine is a major pipeline transit 

country for the flow of Russian gas into 

Europe. The EIA estimates that around 

16% (around 85 bcm) of all gas 

consumed in Europe flowed through 

Ukraine in 2013. 

There are two major gas pipelines 

carrying Russian gas to Europe via 

Ukraine –Bratstvo (Brotherhood), the 

largest of the two, and Soyuz (Union), 

both of which pass into Slovakia. 

Additionally, the Trans-Balkan pipeline 

supplies gas to the Balkan countries and 

Turkey. 

According to the EIA, around 50-60% 

of all Russian gas supplies to Europe 

passed through Ukraine in 2013. This 

figure was previously as high as 80%, 

but it has fallen since the Nord Stream 

pipeline opened in 2011, allowing 

Russian gas to enter northwest Europe 

without crossing Ukraine. 

The pipeline runs through the Baltic 

Sea, from the Russian town of Vyborg 

near St. Petersburg to the city of 

Greifswald in northeastern Germany. At 

1,224 km long, it is the lengthiest subsea 

pipeline in the world. It is 1,220 mm (48 

inches) in diameter and has a capacity of 

55 bcm per year. Most of the gas is 

sourced from the Yuzhno-Russkoye field 

in Western Siberia and from fields on the 

Yamal Peninsula.
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