
77

RUSSIAN – SERBIAN COOPERATION 
IN THE SECTOR OF OIL AND GAS: PAST,

PRESENT, AND POSSIBLE FUTURE 

Petar Stanojević, Zoran Jeftić1

Abstract: The paper provides a brief history of the Russian-Serbiancooperation in the oil and gas sector, starting with the conclusion of clearingagreements during the 1950s. Special attention is given to key events suchas the construction of refineries in Novi Sad and Pancevo in 1968, and thecommissioning of the gas and oil transport pipelines through which oil andgas directly arrived from the then USSR to the former Yugoslavia and Serbiafrom 1979 onward. An overview of jointly signed agreements andcooperation plans concluded during the difficult times of the “Yugoslavcrisis” is presented, when both countries had joint plans such as theconstruction of the Serbia-Bulgaria gas pipeline. Emphasis is placed on theturning point in 2008 when the so-called “Energy agreement” was signed,giving Russian companies the majority ownership of NIS and theunderground gas storage Banatski Dvor.The situation in the oil and gas sector in the world is especially analysed, andtrends that will have repercussions on the position of this sector in Serbia.A concise analysis of the state of the gas, and especially the oil sector inSerbia, is given. After the failure of the “South Stream“ gas pipeline projectand the expected completion of the “Turkish or Balkan Stream“ gas pipeline,greater development opportunities are expected in the oil than in the gassector. The gas sector is particularly burdened by the provisions of the ThirdEnergy Package that Serbia has implemented in its legislation and byrelatively small market potential.Considering that after the completion of the second developmental phaseof the Pancevo Refinery, NIS and Serbia will have one of the most modern
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refineries in Europe connected to the petrochemical complex, it wasconcluded that further development efforts should focus on increasing oiland gas production and derivatives trading. These goals includedevelopment projects in Serbia, but also in the region, the Mediterraneanand beyond, i.e., those that expand the area of operation because that is theonly way to reach the necessary resources and markets of sufficient size.To that end, the Russian and Serbian sides need joint, creative strategicsolutions and an “out of the box” thinking. The advantages of Serbia’sgeographical position, old interstate ties and the status of an associatemember of the EU, as well as the relations of the Russian Federation withcertain countries, should be used to open new, cost-effective perspectives.For this purpose, several suggestions and brief descriptions of possiblestrategies are given. At the same time, a review of the possible geopoliticalimplications of such solutions is given.
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A Brief historical review of the development 
of the oil and gas sector in Serbia and agreements 

with the Russian FederationMost historical data on Russian-Serbian relations in the oil and gassector could be found on the website of PE Srbijagas (Srbijagas, 2020),the website of the Oil Industry of Serbia (NIS) (NIS a.d., 2020), and thewebsite of the Ministry of Foreign Affairs of the Republic of Serbia(Ministarstvo Spoljnih poslova Republike Srbije, 2020), but sometimes ina form too dull and incomprehensible for the average reader. Therefore,the necessary clarifications are given below, while the additions andinterpretations are the contribution of the author as a direct witness tocertain events.Based on the existing Shell’s, Standard Oil’s and other assets, a state-owned trading company for the trade of oil and oil derivatives was formedin 1945 (red and yellow colour in the Jugopetrol’s brand were a reflectionof the past). By nationalizing and purchasing already existing petroleumstorages and building new ones, a network of storages was created. Thiswas the basis for the future distribution network that has developedtogether with the road network and the increase in the number of motorvehicles. After the Second World War, oil was processed in refineries in
78



Rijeka and Bosanski Brod. It was imported mostly from Romania, andthen from the USSR.The forerunner of today’s company NIS was the Company for OilExploration and Production based in Zrenjanin, founded in 1949 by thedecision of the Government of the Federal People’s Republic ofYugoslavia. The oil exploration and production company Naftagas wasfounded in 1953 in accordance with the decision of the Government ofthe Federal People’s Republic of Yugoslavia (FPRY) and the managementwas transferred to Novi Sad. In the early 1950s, the first gas stationswere opened in this area (Wikipedia, 2020). As an oil company,Jugopetrol covered the territories of Serbia, Macedonia, and Montenegrofrom then until the mid-1970s, and Jugopetrol Kotor and Makpetrollater separated from it.In 1951, the construction of a gas and oil pipeline transport systembegan. The section of the gas and oil transport pipeline Mokrin-Kikinda-Elemir-Velika Greda-Pancevo was completed in 1963. The production ofoil and gas from Serbian fields was constantly growing and met up to 40%of domestic needs in oil and even 100% in gas when production was atits peak.“Oil refineries in Pancevo and Novi Sad started operating in 1968(Wikipedia, 2020).” The technology of the USSR was used in atmosphericand vacuum distillation plants (the Institute of Nizhny Novgorod was theircreator, and since then the twinning of the cities of Nizhny Novgorod andNovi Sad has originated). The technology used and the configuration ofthe refineries has conditioned that the highest yield of derivatives can beachieved from URALS (REB) Russian oil and Iraqi KIRKUK oil. This alsoshows the strategic commitment of the former SFRY to the USSR and thenon-aligned countries. Only since the construction of the oil pipeline, thepossibility has been created to use different sources of supply to avoiddependence on one supplier. In addition to these types of oil, high-qualityLibyan oil, Iraqi BASRA, and smaller quantities of Syrian, Kazakh, andother oils were imported.The Yugoslav oil pipeline, which via Omišalj-Rijeka stretched onebranch through Sisak, Bosanski Brod to Novi Sad and Pancevo, and withthe other branch towards Lendava and the Hungarian border, was putinto operation in 1979. This oil pipeline could supply Hungary, and evenCzechoslovakia, and was conceived as a geopolitical lever for the eventual
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reduction of the USSR’s influence on Hungary and Czechoslovakia. Thepipeline operated in two modes, the first was pumping oil from Russiafrom the direction of Slovakia and Hungary to Yugoslavia and the secondwas pumping from the terminal in Omišalj to Yugoslav refineries andHungary. The Russian private oil company Yukos in the 1990s and early2000s wanted to use the possibility of exporting Russian oil via the portof Rijeka in this direction, but the idea has never been materialized.Since the 1950s, clearing has been used in trade with the USSR. Thelow value of the dollar settlement had a stimulating effect on the exportof Yugoslav goods. From the USSR to Yugoslavia, oil was importedaccording to the clearing settlement. This was a stimulus for all Yugoslavrepublics because this encouraged their own exports, and they could getoil, or real value, for that. This has led to the construction of oil refineriesin almost all Yugoslav republics with capacities far greater than necessary.In 1979, the transport system of the Horgos-Batajnica gas pipeline(the “pillar” or the core part of the gas transport system of Serbia) wasput into operation. This gas pipeline was built in cooperation with theUSSR and Hungary. In the same year, the branch of the gas pipeline toBosnia and Herzegovina was completed and put into operation. Fromthen until today, only Russian gas has been imported and used in Serbia.It should be borne in mind that the production of natural gas in Serbiareached as much as 2.2 billion cubic meters, which is practically equal totoday’s consumption of this energy source. The abundance of gasconditioned the construction of an industry that uses gas as raw material,thus the Ammonia plant, Nitric Acid plant and CAN Pancevo (AzotaraPančevo) and the Methanol-Vinegar Combine Kikinda (Metanolsko-sirćetni kombinat Kikinda) were founded.The construction of the transport gas pipeline in central Serbia beganin 1980, and the construction of the distribution system in 1987.The Oil industry of Serbia, which included the oil refineries Pancevoand Novi Sad, Jugopetrol and Naftagas promet, Naftagas, Energogas, NoviSad gas, the Oil refinery Belgrade, FAM Krusevac and NIS Engineering,was founded in 1991 as a state company for exploration, production,refining and trading of oil and oil derivatives and natural gas. The speciallaw that was passed for that purpose wanted to protect the crucial energyactivity at the dawn of the Yugoslav wars (Croatia did the same with INA).
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During the Yugoslav wars, Russia continuously supplied gas to Serbia,including through humanitarian arrangements.In 1995, with a special “Agreement between the Federal Government ofthe Federal Republic of Yugoslavia and the Government of the RussianFederation on Cooperation in the Construction of a Gas Pipeline in theFederal Republic of Yugoslavia” (Official Gazette of the FRY, 1996), theYugorozgas company was established, and the construction of the branchPojate-Nis transport system started. The agreement provided for theconstruction of an interconnection (gas pipeline) with Bulgaria. On the sameoccasion, the “Agreement between the Federal Government of the FederalRepublic of Yugoslavia and the Government of the Russian Federation onNatural Gas Deliveries from the Russian Federation to the Federal Republicof Yugoslavia” was signed (Official Gazette of the FRY, 1996).The Protocol between the Federal Government of the Federal Republicof Yugoslavia and the Government of the Russian Federation on oildeliveries from the Russian Federation to the Federal Republic ofYugoslavia (Official Gazette of the FRY, 1996) was signed in 1996.The privatization of NIS by Russian oil companies, especially the PSJCLukoil, has been negotiated almost continuously since the 1990s.Documents of various weight and content were signed, but there were noconcrete results.In 2005, works began on the underground gas storage Banatski Dvor.Sometime around this time, a joint technological solution of the Novi SadRefinery and the Russian Academy of Sciences for the production ofsynthetic oil was created and installed in Nizhnekamsk, through the jointventure RANIS.In 2005, the company NIS received the status of a joint-stock company,and PE Transnafta, PE Srbijagas, the Oil Refinery Belgrade and FAMKrusevac separate from it.Problems related to Serbian debts for energy sources from the 1990sand Russian ones related to clearing trade were mostly resolved by the“Agreement between the Government of the Republic of Serbia and theGovernment of the Russian Federation on regulating the obligations ofthe former USSR on settlements related to trade between the former USSRand of the former SFRY ”(Official Gazette, 2009) and the “Protocolbetween the Ministry of Finance of the Republic of Serbia, the Ministry of
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Mining and Energy of the Republic of Serbia and the Ministry of Financeof the Russian Federation, the Ministry of Economic Development andTrade of the Russian Federation on harmonization of the list of goods andservices delivered for the purpose of settling the debts of the RussianFederation to the Republic of Serbia” from 24 July 2007. (Ministry ofForeign Affairs, 2007)Certainly, the most important agreement ever signed between the twocountries is the “Agreement between the Government of the Republic ofSerbia and the Government of the Russian Federation on cooperation inthe oil and gas industry”, signed in 2008 (Government of the Republic ofSerbia, 2008). The agreement included the privatization of NIS, theconstruction of the Banatski Dvor gas storage facility, and the constructionof a gas pipeline with a capacity of not less than 10 billion cubic metersper year through the territory of Serbia. This agreement will lead tosubstantial changes in the oil and gas sector in Serbia.In 2008, the Russian company Gazprom Neft became the majorityshareholder of NIS in accordance with the “Purchase Agreement”, with51% of shares purchased for EUR 400 million and EUR 550 million ofinvestment obligations, primarily in the Pancevo oil refinery and forsolving environmental problems. In 2009, a Basic Agreement on Cooperation on the “South Stream”project on the territory of Serbia was signed with the Russian companyGAZPROM, and a joint Serbian-Russian company “South Stream Serbia”was established with the headquarters in Zug, Switzerland.The agreement on the establishment of a joint venture for the BanatskiDvor underground gas storage (PSG B. Dvor) between PE “Srbijagas” andthe company “GAZPROM GERMANIA” based in Novi Sad and thecompletion of the first phase of construction of PSG B. Dvor was signedin 2010.In 2011 the underground gas storage in Banatski Dvor was officiallyput into operation.In 2012, Serbia signed agreements on the construction of the SouthStream gas pipeline and passed an appropriate law that should facilitatethe construction of this strategic infrastructure facility as much as possible.The same year, representatives of the governments of Serbia and Russiasigned the Agreement on Natural Gas Supply from Russia in 2012-2021, as
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a basis for signing a long-term gas supply agreement between “Gazprom”and PE “Srbijagas” (Government of the Republic of Serbia, 2013).In 2012, the construction of the mild hydrocracking plant (MHC/DHT)was completed at the Pancevo Oil Refinery, which marked the completionof the first phase of the refinery modernization and the fulfilment ofinvestment obligations by Gazprom Neft. In the same year, NIS began toexpand in the region: in Bosnia and Herzegovina, Bulgaria, and Romania.A Memorandum of Understanding in the field of energy efficiency,energy-saving and renewable energy sources between the Ministry ofMining and Energy of the Republic of Serbia and the Russian EnergyEfficiency Agency of the Ministry of Energy of the Russian Federation wassigned in 2014 (Ministry of Mining and Energy, 2014).Works on the deep processing plant with delayed coking technologybegan in 2017 at the Pancevo Refinery with the aim to put the plant intooperation in 2020. The same year, a contract on the construction of thethermal power plant – heating plant Pancevo was signed between thecompanies “TE-TO Pančevo” and the Chinese company “Shanghai ElectricGroup”, and the corporate Development Strategy of NIS until 2025 wasadopted.In 2018, the construction of the “Turkish Stream” gas pipeline began,whose pipes were laid before the end of 2019, and the construction of thecompressor station began in 2020. The pipeline is not yet connected tothe gas pipeline systems of Bulgaria and Hungary at the time of writingthis paper.Besides, it should not be forgotten that the Russian Federation is oneof Serbia’s strategic partners and that the “Declaration on StrategicPartnership” was signed in 2013 in Sochi (Government of the Republic ofSerbia, 2013). To this should be added a free trade agreement.All interstate cooperation is coordinated permanently, based on the“Agreement between the Federal Government of the Federal Republic ofYugoslavia and the Government of the Russian Federation on theEstablishment of the Intergovernmental Yugoslav-Russian Committee forTrade, Economic and Scientific-Technical Cooperation” of 1995. ThisCommittee meets every year.
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The situation in the oil and gas sector 
in the world and possible tendenciesAccording to the latest official data for 2018, or from the period beforethe pandemic KOVID-19 (British Petroleum, 2019), oil consumption inthe world has increased, but slower than its production. According to thesame source, natural gas consumption is growing strongly, supported bywide demand and increasing gas availability, with the help of constantexpansion of liquefied natural gas (LNG).Forecasts said that natural gas would take precedence over oil in the2020s as the most important energy source in the 2020s (DNV, 2019).The result of the “oil market crisis” that occurred during the KOVID-19 pandemic was that three key players in the oil market stood out,namely Russia, Saudi Arabia and the United States, which are responsiblefor over a third of world oil supplies.In the first four months of 2020, there was a drastic drop in global carsales - by about one third compared to the same period in 2019. Electriccars - a key element of the transition to cleaner energy, also sold less.However, despite the crisis, their sales could reach a record share in thetotal car market this year.The peak of oil demand can be reached in the next decade or by 2040,i.e., the longer the pandemic lasts, the later. It is clear that it is impossibleto rely entirely on one or a few sources of primary energy for energysecurity and decarbonisation, which will have to be achieved through anoptimal energy mix, which is, in principle, an issue for each country.Advances in energy efficiency, new technologies and increasinglystringent environmental regulations will limit further growth in oil andgas consumption.Demand for gasoline and diesel will grow more slowly as a result ofchanging consumer habits, the adoption of electric vehicles, an increasein the efficiency of internal combustion engines, but also increased mixingof biofuels. There are serious attempts to reduce the share of petroleumproducts in aviation and shipping. Countries with the highest fuelconsumption have switched to the Euro 5 standard. Safety andenvironmental standards in the oil and gas sector will becomeincreasingly demanding. The public will ask more and more questions
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and there will be fewer company secrets in this area. Without publicsupport, it will be increasingly difficult for oil and gas companies to dobusiness. The International Research Group for the Conservation of Clean Airand Water in Europe (CONCAVE) shows that 21 refineries in Europe havebeen closed since 2009. The need for refinery capacity is projected to fallby about 25% after 2030. Those refineries that are more complex withthe most efficient processes and that are integrated with petrochemicalshave a higher chance of surviving (such is the Pancevo Refinery).Oil and gas companies are already doing a lot in the field ofdecarbonisation. For example, they install wind generators on oilplatforms, build solar power plants, cogeneration plants, introduce newenergy, and petrochemical solutions. They want to achieve the so-called“zero carbon footprint”, i.e., to conserve carbon dioxide in proportion tothe amount they produce.There will be a consolidation of buyers on the market in order toreduce the price of raw materials by increasing the volume of purchases.Companies from African countries have been doing that for years. Ingeneral, the market will soon turn completely into a customer marketbecause the production of hydrocarbons will be higher than the demand.
Present and future of the oil and gas sector 

in Serbia in the light of interstate cooperation 
between Serbia and Russia

The situation in the oil and gas sector in SerbiaThe oil market in Serbia is the so-called “an oligopoly with a dominantplayer.” This practically means that, on the one hand, we have NIS with oiland gas production, refinery, storages and pump network (dominantplayer), and on the other hand, we have many smaller or larger traderswith relatively limited storage capacities and 2/3 of pumps. That is whyevery story about oil in Serbia is mostly a story about NIS. The story ofgas in Serbia, similar to the previous one, is the story of Srbijagas, whichis the only one that has a transport system, storage, and distribution ofgas. All the others (about 36 of them) are only gas distributors, except for
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Yugorozgas, which has a transport system from Pojate, through Nis toLeskovac and distribution in Nis and Leskovac.In general, fuel consumption in Serbia increased by 5.1% in 2019compared to 2018, especially the consumption of diesel. This is aconsequence of the redirection of European traffic to the newly builtcorridors 10 and partly 11, and economic growth. Gas consumption inSerbia has been growing at a rate of 2-3% per year in recent years.In the last five years, about half a million used vehicles have beenimported to Serbia. If this trend continues, the pollution we can expect inthe coming years could take more human lives than the coronavirusCovid-19.The first contracts for granting subsidies to citizens for the purchaseof electric and hybrid vehicles were scheduled for signing in the middleof this year. The charging infrastructure is still modest, although theefforts are made to improve it.The above-mentioned is confirmed by the fact that, despite the globaltrend of switching to electric vehicles, their mass arrival in Serbia cannotbe expected soon. The situation is similar in the region. This is good newsfor the oilmen but not for citizens who care about the environment, cleanair, and the reduction in the number of illnesses and deaths related to them.The good news is that due to the state programs of marking andquality control, fuel smuggling has been seriously reduced, and the qualityis at the prescribed level, which also affects the reduction of pollution. Thestate has started a program of creating obligatory oil reserves, which isimproving its energy security every day.According to the report to its investors, NIS extracted 859,000 tons ofoil and 389 million cubic meters of gas from the Serbian fields in 2019 or3% less than in 2018. In 2019, 3,373,000 tons were processed or 12%less than in the previous year (justified by the overhaul of the refinery).Sales were 3,702,000t or only 1% less than in 2018. EBITDA fell by 17%and profit by 34%. The financial result is modest, bearing in mind thatthe ore rent is at the level of only 7% (NIS a.d., 2019).These results are not encouraging at all if it is known that the demandfor fuel, especially diesel, has increased in Serbia, i.e., NIS has lost morebecause the market environment was favourable. What is further strikingis that the production of oil and gas has dropped almost to the level from
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before 2009, i.e., before the privatization. The results of the fracking ofthe existing wells were obviously short-lived, and the fate of furtherexploitation of Serbian oil is now in question. Reducing domestic gasproduction is not in favour of Serbia’s energy security. The refineryoperates at 70% capacity, which is below the level that provideseconomies of scale. A somewhat bright spot is the turnover, which at leastdoes not lose much market share, and has expanded its activities to theregion so that the company owns a network of gas stations in Serbia (323)in Romania (18), BiH (37) and Bulgaria (35). The situation after thecoronavirus Covid-19 can only get worse.The positive moments are that the Deep Processing and Gas PowerPlant projects are coming to an end. Upon their completion, NIS will ownthe most modern refinery in the region and maximally valorize the gas itproduces. The good news also comes from Bosnia and Herzegovina, whereNIS is conducting exploration work, and from Romania, where theexperimental production at 4 wells has been launched.Regarding oil as an energy source and the oil market, Serbia must havea double goal. The first is to promote electric vehicles and renewableenergy sources to reduce pollution, improve energy security and promotethe use of lithium, which could be a new national treasure if it turns outthat the development of batteries for electric vehicles will go in thedirection of using this metal. Given that the state owns about 29% of NISshares, its second goal must be the development and support of thiscompany because without its support NIS will experience hard times inthe transition period.The first goal can be achieved through creative regulation throughwhich, for example, all pumps will be obliged to upgrade the charger forelectric vehicles in the next ten years (like in Germany) and to providevarious financial incentives to car buyers but also manufacturers of electriccars and batteries if they are produced in Serbia. To achieve the second goal, the state and NIS must develop a jointstrategy and use all the opportunities available to them. The fact that fossilfuels will dominate the region for at least another twenty years and thatmany regional refineries are closed should be used as an advantage. Giventhat no further technological and commercial justification can be foundfor continuous investment in oil refining, it is obvious that the focus mustbe on oil exploration and production and derivatives trading.
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The state, on its part, can help the oil economy by increasing thepurchase of now cheaper oil derivatives, through a system of commodityand required reserves, which would stimulate demand. In that way, it canhelp agriculture and other economic branches by lending these derivativesto farmers and economic organizations with the return obligation, etc.The biggest event in the gas part of the sector will certainly be thecommissioning of the “Turkish or Balkan Stream” gas pipeline. This way,cheaper gas could arrive in Serbia, but also its energy security, which iscompletely dependent on one gas entrance to the country, could besignificantly improved. Due to the obligations on the way to joining theEU and those from the Law on Energy passed in 2014, PE Srbijagas willhave to be divided by activities, into transport, distribution, and storagepart. Serbia needs to build interconnections with Bulgaria and probablyRomania, according to commitments already made. The storage part ofthe company should not worry about its fate, especially if the intentionsto expand the existing gas storage and fulfil the legal obligations on theformation of “mandatory gas reserves” are realized. The transport partwill probably remain in state ownership, but it will have a problem if smallquantities of gas are transported through “old” gas pipelines and newinterconnections because most of it will go through the “Turkish or BalkanStream” gas pipeline. The only parts that will be relatively liquid are tradeand distribution, but we should also keep in mind that the market is notlarge or has great development potential if we exclude the constructionof gas power plants.In the gas sphere, the possibilities for Russian-Serbian cooperation afterthe construction of the “Turkish or Balkan Stream” gas pipeline practicallyremain only in the sphere of privatization of gas distribution andconstruction of the gas pipeline from Leskovac to Vranje and further to theMacedonian border by Yugorozgas. Further construction of gas powerplants is possible, but first, Serbia has to adopt a new energy strategy thatshould define the optimal mix of primary energy sources.Due to the above-mentioned, in the following text, more attention willbe paid to NIS as an oil and gas company that has a much larger “roomfor manoeuver” for development. 



Comments on the current NIS strategyNIS has an elaborated strategy that covers all activities of the company(NIS a.d., 2017).It is considered that the ideal ratio between production, refining andsales in vertically integrated oil companies, such as NIS, is 1: 1: 1, i.e., theexact amount of oil produced is being refined and the same amount is soldthrough its own sales channels. The NIS strategy envisages a ratio of 1/3or ¼: 1:1, which indicates a potentially smaller opportunity to operatestably and with maximum effects on the value chain.The strategy in oil and gas production is primarily focused on reducingor maintaining the same level of production in Serbia, which, accordingto the latest reports, will apparently not be realized. There is talk ofabandoning the concession in Angola, while certain effects are expectedfrom the concessions in Romania. The company owns and procuresdrilling equipment that can operate in the EU. In the past, there wasalways a surplus of so-called service capacities, including oil drillingfacilities, as evidenced by the still ongoing engagement of services inTurkmenistan.In order to reduce the negative effects of the reduction of oil and gasproduction, the emphasis in the strategy is placed on refining and trade(downstream). Thus, the growth of processing is predicted from about3.5 million tons per year to 4.2 - 4.4 million tons per year. This means thatthe company must increase its sales outside the Serbian market becausethe consumption of the Serbian market is small and won’t necessarilygrow quickly.Upon the completion of the Deep Processing project, the PancevoRefinery will produce almost exclusively petroleum products with highadded value, i.e., diesel, gasoline and kerosene, as well as coke, which iscurrently imported. The refinery is planned to supply with predominantlydomestic Serbian oil, REB (Russia), and Kirkuk (Iraq).The company currently places its products on the markets ofMacedonia, Bulgaria, Romania and Bosnia and Herzegovina and to a lesserextent on some others (200-500,000t per year). It owns the storage onlyin Bulgaria.
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There are no indications in the strategy of a larger expansion of thesales network in the recent period, which does not fit with the goal ofincreasing processing in the refinery.In energetics, the company participates in wind farm projects and theconstruction of a 170MW gas power plant in Pancevo. For this last project,the question is whether there is enough gas from Serbian sources or gaswill be imported.Among other projects, the company showed interest in theconstruction of the Pancevo (Serbia) - Timisoara (Romania) productpipeline, the construction of an oil refinery in Novi Sad, investment inPetrohemija Pancevo, exploitation of oil shale in Aleksinac, and thepurchase of one of the larger gas station chains in the region. Cooperationwith major international chains in the region was also discussed.The most important potentials that NIS has, but are not included inthe strategy, are:• More gas deposits, which could be converted into gas storage facilitieswith a capacity of about 5 billion cubic meters. Given that BiH,Macedonia and Greece cannot build gas storage facilities, as well asthe passage of the “Turkish Stream” gas pipeline through Serbia, thispossibility can be commercially effective. It should be kept in mindthat the European Union has approved the money for the constructionof the Itebej gas storage, which was never used.• Large existing storage capacities for storage of oil and derivatives, butalso great potential for their upgrading for the purpose of storingSerbian obligatory reserves of oil derivatives (it is considered thataround 100,000 cubic meters more of storage space is needed), aswell as for derivatives trading in the Danube basin. For the latter, theexisting NIS location in Novi Sad is ideal.• Bunkering of LNG on the Danube in accordance with the LNG MasterPlan for Rhine-Main-Danube from 2015, which identifiesopportunities for supplying Europe with LNG via the Black Sea andthe Danube. On this route, traffic of LNG tankers of 1000-3000t ispossible (with some maintenance works on the lower course of theDanube). These are ships that can sail both on the Black Sea and onthe Danube, which means that they could be supplied with LNGsomewhere on the east coast of the Black Sea.
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In order for NIS to maximize the effects of existing capacities and thoseplanned to be built within the current strategy, at the international levelit would be desirable:• Obtaining new concessions in the Balkan region, but also beyond,preferably in the Mediterranean region (because there are logisticalsupply opportunities from there). Both oil and gas concessions are ofinterest.• Reduction of oil import costs that can be achieved by gaining accessto the Druzhba oil pipeline through Slovakia, Hungary and Croatia orby building a section of the oil pipeline from Pitesti (Romania) toPancevo (Serbia) to enable the direct supply of oil from the Black Sea.Both Lukoil and Gazprom Neft have expressed interest in building this170 km long pipeline, which would connect Serbia with the Black Sea.In addition to cheaper transport, the geopolitical aspect is alsoimportant because Serbia would not be tied exclusively to the oilpipeline that passes through Croatia.• Increasing the export of oil derivatives to the region and beyondimposes the need for an urgent solution of logistical problemsthrough the construction of pipelines to Romania and possibly at leastto Nis in order to create logistical opportunities for exports toRomania, Bulgaria, Macedonia, and so-called Kosovo. It is alsonecessary to build storage for derivatives in Romania and BiH. In thisway, NIS would reduce transport costs to the level to be the mostcompetitive in these markets.• Of the larger gas station chains in the region, the only remaining largechain that is not integrated into larger international systems isMakpetrol, Skopje, Macedonia.• The larger international chains operating in the region are Oiltanking(Germany), Shell and OMW (Austria), so cooperation should be basedon this knowledge (MOL and Hellenic are less influential players inthe market).• The existence of a concession in Africa, services in Turkmenistan, andthe need for more exports do not exclude activities on other continents.• The operation of the Russian company Zarubezhneft (Bosanski Brod)and partly Lukoil in the same markets on which NIS focuses, imposesthe need for a partnership rather than a competitive relationship. This
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especially refers to the possible creation of a joint venture withZarubezhneft, which would create the largest oil company in theregion and enable the integrated operation of refineries. Geopoliticsis certainly on the side of this solution because the joint companycould be dominant in Serbia, Kosovo and Metohija, BiH, Slavonia,Montenegro, and Macedonia.
Possible access to joint development plans

“Three regions” AccessNIS can potentially realize its activities at the international level in“three regions”:• The regional - Balkan/Danube• The Mediterranean - Middle Eastern• AfricanThe Balkan/Danube region includes activities on the possibleacquisition of Makpetrol, construction of the Serbia-Romania productpipeline (Pancevo-Timisoara), product pipeline to Nis, regulation ofsupply through the Druzhba oil pipeline, purchase or construction ofderivatives storages in neighboring countries, expansion of NIS gas stationnetwork, cooperation with regionally present international companies,acquisition of new concessions, integration with Zarubezhneft’s assetsand cooperation with other Russian companies present in the region,participation in infrastructure and other projects, etc. To resolve openissues in these projects, it may be better to use the status of NIS as aSerbian company that already largely operates in accordance with EUregulations. There is also an unresolved problem in the region, such asthe ownership of the JANAF (Croatia-Serbia) oil pipeline, for whichpossible solutions from a geopolitical and security point of view shouldalso be considered. The production of oil from oil shale near Aleksinacmust be actualized to compensate for the negative effects of the declinein domestic oil production.The Mediterranean-Middle Eastern region is interesting for tworeasons. The first is to obtain new oil and gas concessions for NIS to raisethe share of “own” oil and gas in the strategic mix. Synergy with the parent
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company Gazprom (Gazprom EP International B.V.) and involvement inits projects is one of the possibilities.2 Of particular interest are projectsin Algeria (Gazprom, 2019), (Gazprom, 2019) and Libya (Gazprom, 2019)due to the existence of already signed contracts and concessions. NISprobably has a surplus of service resources, and light oil from thesecountries is very suitable, having in mind the configuration of the PancevoRefinery and the logistical possibilities through the JANAF (Rijeka-Pančevo) oil pipeline. Serbia, as well as Russia, has traditionally excellentrelations with these countries.The war in Syria is coming to an end and it is a question of the nearfuture when the exploration, production, and export of oil and gas willstart again. Gazprom already has certain favourable positions in Syria(OilPrice, 2020) because it signed an agreement, according to which it isresponsible for the further development of Syria’s energetics and energyinfrastructure. NIS has the advantage of a surplus of its service potentialshere, as well as a possible buyer of Syrian oil due to the proximity andlogistical advantage of supply through ports in the Mediterranean.The second reason is that more gas pipelines such as the TAP/TANAPand EAST MED will cross the Balkans in the near future (Reuters, 2019).Through these gas pipelines, gas from Azerbaijan, Israel, Cyprus and Egypt,and in the future may be from Iran and Syria, will reach Europeanconsumers. Serbia will be connected to these gas pipelines via the Greece-Bulgaria and Bulgaria-Serbia interconnections. NIS is a company that,through SWAP or directly, could be a user of these new infrastructures, abuyer and distributor of Gazprom gas produced or obtained by SWAP inthese regions. The third, African region, can be included in the consideration in orderto better effectuate the NIS concession in Angola through, for example,participation in the reconstruction of the only refinery in Zambia, and itssupply with oil or semi-finished products. Relations between Zambia andSerbia are more than cordial, and any initiative, assistance and investmentare accepted without “political” prejudices. This situation can be relatedin a broader context to Tanzania, for whose oil/gas resources Gazprom hasshown interest (Gazprom International, 2019). It should be noted thatTanzania (the port of Dar es Salaam) and the refinery in Zambia areconnected by a pipeline, which is why logical thinking is imposed on thepossible use of more effects and the realization of higher-level synergies.
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The above-mentioned are just some of the ideas and possibilities thatshould be considered. 
“Judo grip” approachNIS, as a company registered in Serbia, a country that is an associatemember of the EU, should use its position to insist on the implementationof the “Third Energy Package”. This currently applies to the supply of oilthrough the JANAF and the Druzhba.If gas production starts at Gazprom’s concessions in Algeria or Libya,gas can currently be delivered to other markets only through the pipelinethat connects Algeria and Libya with Spain and Italy. NIS, as a companyregistered in an associated EU member state, which is both a buyer (e.g.,for the needs of the gas power plant in Pancevo) and a registered gastrader, no one will be able to deny access to the “pipe”, which is not certainfor Gazprom or its 100 % subsidiaries. This advantage NIS can also use with the TAP/TANAP gas pipeline forpossible gas supply from Gazprom’s Iranian concessions or the EAST MEDgas pipeline for possible gas supply from Syria.Similar logic is applied to the previously planned gas pipeline fromLibya to Italy, which Gazprom was supposed to implement in cooperationwith the Italian ENI (New York Times, 2008).Practically, a “judo grip”3 means the use of EU rules for the possiblerealization of the goals of NIS and Gazprom, whereas the both companiesrepresent the indispensable factors.

Concluding remarksCooperation in the oil and gas sector between Russia and Serbiawill begin with the conclusion of clearing agreements during the1950s. It intensified with the construction of refineries in Novi Sad andPancevo, and especially intensified in 1979 after the commissioning ofthe transport gas and oil pipelines through which oil and gas directlyarrived from the then USSR to the former Yugoslavia and Serbia.During the 1990s, Russia continuously supplied gas to Serbia, and mostof the time, oil through interstate and humanitarian arrangements.
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Even in those difficult times, both countries have joint plans, such asthe construction of the Serbia-Bulgaria gas pipeline. The turning point happened in 2008 when the so-called “Energyagreement” was signed. According to this agreement, Russiancompanies became the owners of NIS and the underground gas storageBanatski Dvor. After the failure of the “South Stream” gas pipelineproject, the completion of the “Turkish or Balkan Stream” gas pipelineis expected, which should put Serbia on the gas map of Europe.Given that after the completion of the second phase of developmentof the Pancevo Refinery, NIS and Serbia will have one of the mostmodern refineries in Europe, related to the petrochemical complex,further development efforts should focus on increasing oil and gasproduction and derivatives trading. These goals include developmentprojects in Serbia, but also in the region, the Mediterranean and beyond,i.e., those that expand the area of operation because only in this waycan the necessary resources and markets of sufficient size be reached.To that end, the Russian and Serbian sides need joint, creativestrategic solutions and an “out of the box” thinking. The advantages ofSerbia’s geographical position, old interstate ties and the status of anassociate member of the EU, as well as the relations of the RussianFederation with certain countries, should be used in order to open new,cost-effective perspectives. 
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