
Economics of Gas Export: 
why we need to look into ‘economic’ prices 
 
 

There have already been two national reports on natural gas from the experts, series of 

seminars in the capital city and several writings in the national dailies; yet, the right 

choice on gas export remains as elusive as before! The proposal to export gas reportedly 

put forward by one of the international oil companies (IOCs) claims the country’s reserve 

to be outrageously high that will allegedly support a yearly requirement of 0.4 trillion 

cubic feet consumption per year over a period of one and half century! While a large 

majority amongst the vocal civil society appears to have strong reservations against 

export of gas in any form, the reasons are not always convincing. At the same time, the 

qualified position taken by most of the experts contributing to the ‘Committee Report on 

Utilization of Natural Gas in Bangladesh’, suggesting export of gas from new 

discoveries, is equally puzzling. The central issue to any sale, which even a non-

economist would agree, is the price; and this has largely been ignored in the discourse on 

gas export. Cursory references to prices centered on ‘accounting’ prices (to be explained 

shortly). The concept of economic price, which is central to any decision on sales of non-

renewable resource, has not been dealt with by the experts. I propose to discuss these 

issues to suggest that the homework for making a decision is not yet complete; and that 

such work should identify a floor price to our policymakers below which no gas export is 

permissible, while they may have flexibility in making decision on any price above it. As 

a concluding observation, it is proposed that the government should come out in the open 

on ceiling and floor prices respectively for procurement and sales before any such deal is 

formally closed. 

 

Let us pose two different questions to the two opponent groups. To those who are against 

export of gas in any form, our question is: do you oppose export of gas irrespective of the 

price to be received? Or, is there a price at which you may be willing to approve gas 

export? And, to those who are in favor of export, would you recommend export at any 

price? Or, is there a floor price below which export of gas will not be recommended? It is 

quite possible that posed this way, the two camps could converge to a common 



understanding on the threshold (floor) price; and try to reduce the difference in perceived 

prices by directing efforts towards compiling relevant information. This would also set 

the parameters within which the political representatives and bureaucracy would be 

expected to operate. When the question on price is raised, even the opponents to export 

tend to believe that it is competitively determined and is given to us – we either take it 

(export) or don’t take it (refrain from selling)! It is therefore important to critically look 

into the various manifestations of price in gas-related negotiations and discourse, before 

proceeding to highlight on some of the economic aspects underlying the proposed floor 

price. 

 

Current production sharing contracts with the international oil companies (IOCs) consider 

(fob) Singapore prices of High Sulphur Furnace Oil 180CST (HSFO) as the basis for 

calculating the price to be paid by Petrobangla to the IOCs. I shall avoid the details other 

than noting (following an observation made by the Committee’s Report) that there are 

floor and ceiling prices and the conversion rules as well as the ceilings differ between on-

shore (Jalalabad) and off-shore (Sangu) gas extractions. Based on such rules, 

Petrobangla’s purchase price has reportedly been in the range between $ 2.50 and $ 3.10 

(approximately) per thousand cubic feet (MCF) of gas. The engineers are comfortable 

with such price setting since the rules of conversion account for the thermal equivalence 

between the two resources – HSFO and gas. More importantly, many economists tend to 

believe that this is the price set by the ‘invisible’ hand; and is beyond any manipulation 

by a single buyer or a seller! It is therefore no wonder that the Committee’s Report states, 

“in the event of substantial gas discoveries and the export yielding higher return than the 

current purchase price, Petrobangla’s share might be a part of the export”. (No one needs 

to be convinced that Petrobangla will benefit if it can sell at a price higher than that at 

which it purchases!) Such an endorsement may be expected from an accountant too keen 

on ensuring positive ‘profit’, but not from a group of experts deliberating on the 

country’s export of non-renewable energy resources! There are two questions on price: (i) 

should the purchase price be as stipulated in the PSCs, or, is it too high; and (ii) should 

the same (accounting) price be considered as a basis for deciding on export (as the 

committee’s report has done)? We deal with both these issues below. 



 

The price of a resource received by a seller includes not only the cost of extracting that 

resource and a normal profit, but also the rent. The simplest example is a piece of low-

lying land, which needs to be elevated for making it usable as a residential land. 

Everyone knows that the price of the residential land includes the cost of land 

improvements, normal profits on such expenses and a rent. In case of resources with 

limited supply, as in the case of urban land, the rent is the major component in the total 

price. The same applies for gas and HSFO as well. Thus, when one considers only 

thermal equivalence to convert HSFO price into gas price, it includes the rent component 

as well. By agreeing to pay this (“thermal equivalent”) price to the IOCs, we have 

effectively given them the rent as well. And, as the following evidence suggest, that 

component may be well above half the price we have agreed to pay! The Committee’s 

report clearly states that the cost of extraction by Petrobangla is only $ 0.40 (40 cents) per 

1 MCF, while it is $ 2.50 for the IOCs. The readers may note that cost claims are made 

by the IOCs and the profit (stipulated price minus the cost) is shared between the IOCs 

and Petrobangla. One does not need to be an economist to understand why there will be 

incentive to show costs as high as possible. An empirical researcher would not hesitate to 

conclude that the rent component hidden in the price of gas is, in this particular context, $ 

2.10, which is the difference between the two reported costs. Given that Bangladesh’s 

natural gas has high methane content, acknowledged to be higher quality fuel, its price 

and therefore rent is likely to be higher than that apparent from the HSFO-based price 

figures.  

 

Let me now turn to the second question posed earlier: should the price stipulated in the 

PSCs be the basis for determining the price at which gas ought or ought not to be 

exported? Elementary text books in Economics teach us that no unique equilibrium price 

(and quantity) can be determined in a market with one seller and one buyer -- the 

outcome will depend on the bargains. This also generally applies to the case of gas export 

from Bangladesh. More importantly, gas is a non-renewable resource, and any decision to 

sell it ought to account for its alternative contribution through domestic use. In a market 

with many buyers and many sellers, and with no tax and subsidy, the price of a good is 



often considered to reflect its economic value. This is however not true in case of 

domestic gas price. The latter is often set at low levels (thus, including economic subsidy) 

on the recognition that the returns to the society are very high. This is implicit in our 

policy of providing gas at lower prices to power plants and fertilizer factories. While 

effort should be given to work out the economic returns to the society from various uses 

of natural gas and thereby arrive at the suggested floor economic price, let me unveil the 

audacity in the current export proposal with one example. It is a recognized fact that the 

most inefficient use of natural gas in this country is that for cooking in households – 

almost 99 percent of the heat is lost and there is great deal of wastage. Thus, the example 

provides a bottom line on the alternative economic returns from domestic use of gas. An 

estimate suggests that 3 MCF of gas will allow a household to operate a double burner, 

five hours a day, for one month. Suppose the export price of gas is set at $ 5 per MCF, of 

which $1 would account for the cost of transmission. The question is: would a urban 

household be willing to forego the facility of cooking with gas if the price for monthly 

connection to a double burner is raised to Tk. 720 per month (equivalent to $ 12 @ 

Tk.60/US$)? If there are more willing persons, after thinking through carefully about the 

situation arising from not having such access, clearly a higher export price has to be 

realized before convincing the country to export gas. 

 

I have tried to put forward several propositions. First, price should be the central (not 

necessarily exclusive) decision criterion for any decision to export gas. Second, I have 

explained why the current purchase price stipulated in the PSCs is very high, forfeiting 

our share of the rent to the IOCs. I have also suggested on the loss figure, the gross can 

easily be calculated. Finally, I have explained why the prices in PSCs cannot be the basis 

of any decision on export price. I have argued that we should not be concerned with 

accounting profit and therefore should not confine to accounting prices. Rather, economic 

price, which captures the economy-wide contribution of a resource to the society, should 

be the focal point. 

 

It is anybody’s guess as to how the rent had been shared by various parties; and I wonder 

if there are legal ways to redress the lapses. There are however two sets of actions, which 



need serious consideration. First, is there any way to make one accountable for past 

deeds? The legal experts are possibly the right persons to answer this question. Second, is 

there any way to ensure that the same thing does not repeat in future? On the latter, I 

propose that it should be mandatory on the part of a government (or, respective 

department/agency) to declare in public the floor price of major sales (and ceiling price 

for major procurements) long before the deals are formally negotiated. It is currently a 

vogue among the multilateral donor agencies to consult with stakeholders – one may 

therefore even institutionalize mandatory public consultation on price fixations. Let 

greater transparency be the first step towards establishing greater accountability in the 

system! 
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