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| _ | Introduction

With the coming of industrialization, the past.decad'es have seen a brisk rise in the
.c::onsumption of energy. The growth and sustenance of the modern society is.
essentially dependent on energy in the form of fossil fuels. Consequently, global
-energy demand will levitate 'drestically in the future. Thus, the energy related
issues such as the reduction of fossil fuel reserves,' global warming and other
- environmental risks, geopoli'tic'-al'and military conflicts and the rising prices of fuel
tend to easily create conﬂicts between the consumer, producer and transit countries
' (Muneer 2005) Therefore energy security is of vital significance to states on the

international political scene.

' Energy is strategic for both producer as well as consumer countries Governments
of - both consumer and producer countries have been concemed with security of
| supply and demand in the last’ couple of years, the policies to fulfill their strategic
interests differing signiﬂcantly for both parties since producer countries rely
predominantly on government interventien, while consumer countries rely mainly
on'a market-based approach with certain government incentives(CIEP Repon
Jan2004) The' energy policy entails three 1mportant elements in consumer
countries: low supply costs, secunty and continuity of supply and the unportance
of environmental aspects (Ciep Report,Jan2004). These fundamental factors are
shared to a large extent among the govemmente and international organizations of
the consumer country. But, the producer countries rely on energy exports for a
.'Cons-i,dera?ble part of _their_GDP, placing themselves in the group of resource-based
'_e:ecj)nom_ies,.v'vhich are deﬁned as f‘ecbnorr’iies where natural resources account
~ for more ‘than 10 per eent, of GDP a-nd.'4"0 per cent' of exports” ( Ahrend,2005).
Besides, the consumer countries are interfering with the ‘internal’ affairs of the
producer countries. Also, subsidies, taxation, as well as the ¢osts or revenues of
stete-owned companies play ‘a crucial role in shaping the country’s budget.

Usage of energy policy as a political or economic lever especially by producing



or transit countries can be achieved through several tools like supply
interruptions . (total or partial), threats of supply " interruptions (covertly or
explicit), pricing policies, usage of existing energy debts, creating new energy
debts and hostile takeovers of companies- or infrastructure (Larsson,2006). Thus,

energy is not only a strategic economic good but also a political good.
- Energy security

The concept of energy .seenrity evolved in the 70’s during the oil crisis when the
OPEC oil embargo and tne Iranian revolution threatened to cause price increases
and quantity shortages ‘for the United States. Sirice then energy security has been
viewed in-terms of reliable and affordable access to oil by western countries that
were dependent on o1l imports for their energy needs. With natural gas becoming
more iinportant in the energy mix, it was included within this ambit. Energy
security is still predominantly a western concept'due to the dominance of OECD
(Organization for Economic Co- operatlon and Development) countries as

consumers of the World oil and natural gas productlon (ESMAP 2004).

The Europea'n Commission and the International Energy Agency define
energy security as the provision of reasonably - priced, reliable end
environmentally friendly energy (Muller-Kraenner 2008: 1-2). The International
 Energy Agency (I'EA)i defines energy security pfimalfily in terms of stability of
supplies of oil and natural gae (IEA 2006). This would certainly be acceptable as
a general definition. However ‘energy security can also be deﬁned in the
followmg terms: 1) enabhng a certain percentage or number of countries to
sustain the prov1swmng or ‘availability of energy services for poverty reduction
‘and economic g.row-th, 2) enabling a certain percentage or number of households,
businesses and c-ommnnities to meet their energy needs for consumptive,

productive or soeially preductive uses (ESMAP 2004).

The above stated definition of energy security implies that a theoretical



framework must provide understanding of both the demand and supply side of
the 1ssue. Security of supply may be defined as the guarantee that all the gas
volumes, demanded by non-interruptible (firms or protected) customers, will be
available at a reasonable price. The following i:oints should be noted: 1) security
of supply is primarily a concept of physical availability — the gas must be there
4 when required, 2) nevertheless, the security of supply is also tied to contractual
arrangements. Some customers may elect to give up security of supply and take
-the risk of not getting the gas when required, 3) finally, security of supply is also,
albéit more loosely, tied to a concept of ‘price. Gas must be available at a
‘reasonable’ pricg: — not at any price. By deﬁnitibn, if the price is allo'wéd to
increa_sé without a limit, there will always be a sufﬁciently high price at which
demand will equate to available supplies — but it does not mean that in this case
 that the security of supply is guaranteed. If to lift any restriction on the movement
of prices, the issue of security of supply simply evaporates. Yet how far is it
“acceptable to allow prices to move in order to restrict demand and allocate scarce
supplies is a question that can only be decided poli_tically; by the government or
regulator, or contractually, by the parties accepting limits to price increases — not

by a theoretical discussion (Luciani 2004:2).

Foreign policy analysts are convinced that the increasing nationalisation of
energy resources and the politicisation of enérgy man’agemeﬁt by resource rich
countries have made energy security — as in the 1980s — a matter of national
security (Yergin,2000). According to them, the market alone is not able to deal
with the mounting and multi-faceted challengeé that energy-consuming countries
fé_ce in a globalised world. Energy security therefore requires international
co,opéraﬁon, government intervention and at times military control. Néither of
the above two interpretations can be sidelined, but neither of them even capture
the whole picture of the security of supply. In fact, the economic as well as the
political interpretations are two sides of the same ‘coin; the}l comp‘lement each
other and both are equally important to explain the challenges as well as the

solutions in dealing with the security of energy shpply in Europe (Checchi et al



2009).

HISTORICITY OF THE RUSSIA-EU ENERGY TIES

Historically, the energy deals between Soviet Union and then Russia withEurc.)pe |
was p'n'marily based on geopoliticél vrel‘a-t_ions.' The slogan of a “common European
home” was stressed: for the first time by _Gorbachev and he tried to VimproVe
relations with Western Europe_in 1987. But the major process began in 1988,
when largei scale disarmament programs and Moscow changed role were
introduced in Central-Eastern and South-Eastern Europe. Gorbachev gave a
~ speech at the Council of :Eufopé in Strasbourg in 1989 where he emphasized the
economic; political and cultural identity of the ‘common European 'hobme’.Russia
emphasized on the European integration process and wanted to get closer to EU in
the early 1990s.In later period, Russian forei‘gn policy shifted from the economic -
arena to a wider comprehensive arena. Experté_basicaliy catégorizé three stages of
the Russia-E.U relationship. These are; between 1994-1999: Formal c,dntacté _
. estabiished; bcmeen 1999-2001: Period of transformatioh of the EU, emergence
of the European security and defense policy(E_SDP), and expanding agenda and
'changing nature of the‘v bilateral relationship; ‘and third 2001-current: step-by-step

institutionalizing of Russia-E.U ties.

In 1_994 the partnership and co-operation agreement (the PCA) Was signed and
was operationalised onv ™ Decémber of 1997. Under this forrhat, relationship was
basicallybased on economic and political issues. Here EU tried to be an observer
of the Rﬁssian democratic structures. A major turn came under the Gérman EU
presidency in 1999 when Russia and . European Union discusscd_ a policy of
stability and security and integrating Russia into a common European economic
and social space. When Putin became the président at the end of 1999, the course

of the relationship changed from economic to wider spheres.



One of the major geostrategic concerns of Putin was to incorporate Russia into the
" European process under the philosophy of a common European home. After
ecohomic crisis of 1998, Putin tried to strengthen the Russian economy. For that
Russia used mineral resources like oil and natural gas supply to European
countries as an 6ption- of revitalizing the Russian economy. Putin indeed used

natural resources. as a foreign policy tool.

~ The world has lately witnessed two episodes of acute severing of ties between the
European Union (EU) and Russia, with the latter snapping off all its gas supplies
to the former for a period» of twenty days owing to a coxﬁmcrcial clash \x;ith' its
transit associate Ukraine. Consequently, civilians in the Eastern European
countries underwent a harsh winter. This issue raised questions on “European
.energy security as well as the underlying inténtions of Russia. Aﬁothé} affair was
the criticism by EU, of the ‘Russian aggression’ in backing South Ossetia in its
war against Georgia, infringing upon its territoﬁal integrity fo_rcefully and giving
its unilateral recognition to Abkhazia as well as the seceded autonomous republic
South Ossetia (Europa, 2008a). French Foreign Minister Bernard Kouchner even
went to the extent of labéling Russia an ‘international outlaw’ (BBC News,

2008b).

In spite of the differences and contradictions between EU and Ru‘séia, there have
been many endeavors like bilateral trade agreements to build up " mutually
advantageous association between the twov. Though each of the two sﬁperpowers
realizes the indispensability of the other. in meeting the ex_isﬁng local and
-international problems, the recent events have made their rel-ationshfp ‘more
complex and multi-faced. The Russian president feels the need to upgrade its

military force to check expansion of North Atlantic alliance close to its borders
- (Russia Today, 2009). Moreover, Russia’s political as:s;ertiOn and economic
independence is growing rapidiy due to rising energy prices and thus ihvitihg

displeasure of many national Foreign Ministers. Contrarily, EU is highly



dependent on energy imports for almost 80% of its oil supplies and 2006
witnessed importing of 62% of its gas supplies. According to the 2007-08 review
of the European Commission, 45.1 % of EU’s gas and 29 % of its crude oil is
supplied by Russia alone. Also, Russia is in a way dependent on EU as a
purchaser of its energy exports. Table 1 demonstrates how energy has long been a
key factor in strengthening ties between both the countries (Johnson, 2005, p.
256).

Table 1: 2005 Gas imports into the EU in Terajoules
Share %

(Source: EUROSTAT, December 2007)

This dissertation will try to establish that energy security and the conflicts
surrounding it are the key issues in the EU-Russia relations and also the fact that
the supply of energy to Europe has been used by Russia as a bargaining chip to
counter geopolitical moves by NATO and its members, who are in essence mostly
EU members. It will also reveal how the relationship between EU and Russia is
one of collaboration as well as competition and can be viewed from different
perspectives that clearly demonstrates its complexity. The energy supply issue has
become much more significant and politicized with the increasing diminution of

world oil and gas reserves. The EU-Russian energy discourse thus began in 2000



and the energy relationship between both the countries has assumed growing

importance since then.

Chapter 1 of this dissertation deals with the importance of energy in international
_ relations and elaborates upon. the concept of energy security. It will also throw

~light on the historicity of the Russia-EU energy ties.

Chapter 2 deals with the importance of energy in Russia-Europe relations. It
explores the energy.policies of Russia and EU individually as well as towards
each other.. It also deals with the ED (Energy dialogues) between the two stake
' holders and the conflicts surrounding the ED and. the ECT .(Energy Charter
 treaty). | N V ' v

Chapter 3 considers Peter Rutland’s paradigms, which provides analysis for
explaining energy foreign policy of Russia vis-a-vis the use of its energy exports.
Russia’s. foreign policy aims need to be considered to géin more laconic insight
into how it approaches its relationship with the EU regarding energy trade. It also
- assesses the structure of EU-Russia relations and the main points of disc;ord
~ between the two. The core political issues which unite the two partners have glso
been discussed along with their implications, focusing on the influence of one on

-~ the other.

Chapter 4 provides a. review of the more contemporary events in EU-Russia
energy relations. The EU’s energy policy ‘is outlined along with the recent
conflicts between EU and Russia regarding gas supplies. The Ciuestion as to
_whéther the recent everits involving Russian actions warrant Europe to seek

“alternate suppliers of energy is has also been analysed.

Finally, Chapter 5. offers insightful conclusions into Europe and Russia’s energy
: ' :
relationship and how this promises to continue into the future. It aims to seek

informed answers to the implicit questions like how and to what extent the factors



of interdependence overshadow the disagreements and opposing political views
between the two countries and the political implications for future energy supplies

to Europe.



Importance Of Energy In RuS_sz‘a-Europe Relations



2. Importance of Energy In Russia-Europe Relation

The later 60s saw lbng term agreements between the Soviet Union and Western
Europe in the field of energy supply. Today, 50% of Russia’s natural gas exports
move out to the EU, representing over 40% of total EU natural gas consﬁmption.
Also, 60% of Russia’s oil exports are taken up by the EU, ‘representing over 25%
df._total EU oil consumption. Funhermo're,Russia isa principal. provid'er of nuclear
fuels to the EU (International Herald Tn’bune). The establishment of the bilateral -
~ ‘Energy Dialogue’ (ED) m 2000 was the upshot of the reéognition of this
interdependency, _And intéhde_d to deal with the “issues of co_r_ﬁmon interest related
- . to the energy sector” (Johnson and Robinson,2005,p.27). Though this initiative

| appears very promising, the progress has been very modest if not sluggish; the |

eﬁe_rgy'links being stiﬂ limited to plain producer-consumer relations.

EU’s energy policy towards Russia is guided by issues such as its degree of
reliance on thé latter in energy supplies, security of these supplies, environmental
concems’and liberalization of energy sector. As for Russia’s national security and -
* economic deveiopment, its critical relationship with the transit countﬁes’
- (Belorussia, ‘Ukraine), security of markets for energy supplies and the

 nationalization of the energy sector is of paramount significance.

"EU and Russia continue tov'disagree on economic and geo—pdliticél issues, whose
termination is reflected in the negotiétions on the ratiﬁéation of the Energy
" Charter Treaty (ECT). -The ability of vthe two parties to find common solutions
~appropriate for both sides willv,deCide the future development of the energy

security issues.



The Energy Situation in the EU

The EU is increasingly growing to be dependent on imports for oil, gas and c.oal
' supplies ét a time when renewable and nuclear power is not being able to meet
this deficit. Energy supply secufity has been a primary ’pblitical and economic
concem in international relations since the 70s (_Johnson,2005). The EU is coping
with continued deterioration of its energy security as a resﬁlt of waning
indigenous prdduction and the extent to which the problem will grow depends on- -
the degree to which renewable eﬁergy subplies will build up. The forecasts of the
- European Commission state that the EU’s energy impbrt dependency mi ght riseto
70% by 2 030 since dependency on oil and gas will persist_because‘ even though
the alternative (sustainable) enefgy sburces will be growing, they will still not be
able to meet with the Vgrowinglenerg'y demand of the EU(European Commissioﬁ
Report,2002). Moreover, the distribution of proven oil and gas reserves in the
'world and the advahtage of their exploitation indicate fhat future EU oil and gas
supplies will incr_easingly become more geo.grap.hically concentrated on Russia,
the Caspiah Sea region and the Pgrsién Gulf. Therefore, security of oil and gaé
‘ _supplies wﬂl continue to be an important issue in the coming decades (Ibid

Report, Jan2004).

- This poiht can be exemplified by the fact that the EU relies on imports for almost
:80% of oil supplies and in 20024_ the import came mainly from OPEC, Norway and
Russia (38%, 24% and '2'2% fespectively). Thus, as the EU’s dependence on oil
- imports rises, it is estimated that it can reach 90% by 2020 with impbrt_s coming
from unstable and hostile areas. The gaé reserves of EU are quite limited and .
calculatidns show that at current production rates they will last another 20 yeafs.
- In 2001, the EU had to import around 43% of its gas cons_ﬁmption. The same year -
39% of imports came from Russia, 26% from Norway, 25% from Algeria and
.10% from other sources. In contrast to oil and gas, the EU has large coal reserves
. but production has been to a large extent stopped in several MS due to the large

cost of coal extraction which is three to four times the world market price of coal

10



(EU energy and transport figures document,2003). Therefore, the governments of

the MS do not subsidize domestic production.
The 2007 Energy Policy for Europe

The EU took a firm stand on the fight against global warming at the 2007 Spring
European Council. The European government and the heads of state have agreed |
- to-adopt an Energy Policy for Europe (EPE) which. goes further than only having.
.the target of boosting competitiveness arld securing energy supply. It adds strong
eommitment to save energy and zrdvoeate - for climate-friendly energy
sources(European Comi'ssien,2007). Other important initiatives inelude: the move
to open European electricity and gas markets that would enhance reasonable
energy prices and savings if the right policy would be implemented; increasing |
the use of rehewable energy with the aim to multiply. the share of renewable |
~ energy threefold, from under 7% currently to 20% in 2020. Itf also aims to develop
new technologies that will help in replacing the oil and gas dependency for the
'_ future as they deplete with time or become too expensjVe; promoting solidarity
among the MS in case of an energy crisis, improving the EU emergency oil stock
systemv,_ making sure that nuclear power if used in MS is safe and secure in
.keeping up the highest standards of non-proliferation(Council of EU document, |
Mar 2007).

As the EU faces increasing import dependency, rising energy. pn'ces and the after-
\effects of climate change, the leaders of the EU are stressing that a common
European posiﬁon and the ability to speak with one voice on international energy

issues is crucial in ensuring a sustainable, secure and competitive energy

supply by actively combating climate change, improving coordination of EU’s
supply of and demand for energy within an international context and enhancing
the efficiency of the.European energy grid by creating a truly competitive internal
energy market(EU council, Mar 2007). The present European energy market has

undergone the ‘paradigm shift’ from being fully state controlled sector to a sector

11



with an increasing presence and domination of market forces. However, there are
differences regarding the degree to which EU countries have liberalized and
deregulated their energy sectors, which renders it difficult to reach a common
. Vunderstanding on how to deal with energy related issues especially concerning the
| security of energy supplies (Spruds,Andris;2006). Therefore, the MS tradltlonally

prefer to consider these securlty issues as part of their national security.

- The issue of thevsvecurity of energy supplies is so vital to the EU that it is
identified in the EPE .as well. Studies shoW that energy trende and policies
: remaining as they are, the EU’s reliance on imports will increase from half to
almost two thirds in 2030. In this scenario around 84% of gas would have to be
imported, compared to 93% of oil(European Comission,2007). However, itis a
matter of concern that several EU MS are basically dependent on one single gas
supplier i.e. to the most part Russia and, the E‘U'realize's that this_contributes to .

the growing vulnerability of its energy security.
Russian Energy Policy

Today Russ1a is the world’s leading exporter of natural gas and the second
exporter of oil(Johnson,2005). Therefore, energy is undoubtedly the most
important sector in the Russian economy, playing a central role in its foreign trade.
Despite the evident advantages of possessing huge amounts of natural resources,
there are problems with the structure of the Russian economy' as it has struggled to
- raise its economy from the post-Soviet Union slump and at the same time it
reminds of other resource-based economies (such as most Aﬁ1can, Latin
American countrles) which have been unable to tum their natural resources to
sustainable economic growth (Ahrend,2005). Russia’s economic dependency on
the energy sector can be illustrated by the fact that vthe energy industry accounts
for almost one-third of industrial production and makes upsmore than 50% of
_ export revennesv (Christian von Hirschhéusen in GavrilenkoV et al. (eds),

Economic Opening Up and Growth in Russia, 2004).

12



The economic performance is generally very poor in resource-based economies
because in many of these countries, the natural resource field has been largely
dominated by state-owned or state-controlled enterprises which are evidently
inefficient compared to private owned enterprises (Ahrend,2005). This
observation is true when applied to Russia, as in 2004-2005, the state tightened
its grip on the kcy -strategic sectors, especially natural resources like gas and

~ electricity.

However, according to the energy analysts, nationalization of the world’s oil and
gas reserves has been a dominant theme, where nationally-owned oil companies.
' now control over 90% of the world’s proven oil reserves (Helm: D Russia’s
~ Energy Policy: Politics. or Economic's?; 2006).— Furthermore, the RusSiaﬁ energy’
- sector is facing ser'ibous‘ technical problems of energy infrastructure e.g. the
pipelin’esfare in' worst condition. Another problem is the inappropriate pricing
strategies which largely subsidized in Soviet times, resulting in the distdrtion of
tﬁe structure of .dema'nd. Besides, another important f_actor is that even in fhe
“years when Russia héé high energy revenues'.as at present, they are not being re-

" invested in the gas or oil industry V(Johnson,2005).

To add to the problems i'n.t'he energy sector there is a strong domestic political
resistan(_ﬁe.tb f'oreigniinvol”vemer'lt in o1l and gas which impéd‘es the investment
and technology transfef that is greatly needed in the energy sector in order to
rehabilitéte the damaged welisv and introduce advanced'techniques to extract oil
and gés from difficult terrain. All these factors mentioned above indicate that
although Russia has a great arhount of poteﬂtial as an energy supplier thére are
 significant  obstacles before Russia can - realize its full potential

(Ibid,Jhonson;2005).
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OIL

Russia possesses 5% of proven world oil reserves and in the year 2002, produced
11% of the world’s crﬁde oil 'tHus becoming the second producer of crude oil in the
- world. The revenues from oil exports exceeded $ 13 billion in 2000 and continued
to increase (Gert Ziener in ‘Gavrilenkov et al. (eds), Economic Opening Up and
Growth in Russia, 2004). However, as discussed above, certain signiﬁcaxit
-problems. plague the Russian oil industry, like the absence of greatly needed '
 resources and investment, ageing equipment, poorly developed.ﬁéldé and limited
transpbrt infrastruéturé. According to the Russian Ministry of Energy, 5% of crude
~oil output is lost'thxough varibils" leakages. Other specialist orga‘nizati_ons'put' the
ﬁ‘guré at 7%. This means that huge amounts of Russian .oilv are lost due to thé
: inefﬁciéncy of infrastructure in this field (Johnson,2005). Therefore investment of
techriolOgy in the oil industry is crucial A‘b-l'it the position of the government and
large oil 'companies has been to-optimize returns while world ;.)ri'ces are at a high
_ and not paying the required attenﬁon to the long-term _investmenf needs of the. oil
ﬁ_eld(Lo.B-,2003). Russian crude oil reserves had a-length of an éstimated 214
years by ﬂ:le. end of 2005 production .énd consumption rates (Official site of BP,

0il .Reééi'ves).
GAS

The Russian gés industry represents the. stratégic aspect in Russia’s approach fo_r>
_eco_nonﬁc developmcﬁt and iﬁtémat’ional integratibn; Russia has the world’s
largest gas reserves concentratedbmai-nly in Western Siberia, which is estimated
to comb‘rise around one-third (32%) of .the worlds proven reserves ahead of Iran
(16) and Qatar (8%) (Christian von, 2004). Despite the huge amounts of gas
reserves, .observers are cynical about the future levels of production from new

fields due to the low investment.

14



Pie Chart: 1 Showing Major Recipients of Russian Natural Gas Export

Major Recipients of Russian Natural Gas Exports (2007)
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The most important gas company in Russia is Gazprom, which is state owned and
has over 300,000 ;mployees, making it the largest single business employer in
Russia as well as the world’s largest gas company. The shares of Gazprom in the
global and Russian gas stocks makes up 17% and 60% respectively and provides
about 20% and 90% of the global and Russian gas production(Gazprom website).
Generally, Gazprom plays a‘ decisive role in Russian domestic and foreign
economics and politics due to its size and importance. Analytics stress that the
dominant position of the near monopoly of Gazprom, along with the restrictions on
foreign investment in it have contributed to the slowing down of the development
of the gas industry (Johnson,2005). In the last decade, when there were proposals
to demonopolize, the Russian gas industry did not resort to concrete measures as
higher priority was given to extracting immediate dividends from Gazprom’s
existing export contracts with mainly European markets. Cu'rrently there are no
plans in the Russian government to carry out reforms of Gazprom which would let

the company become privatized (Lo.B,2002).
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Bar Diagram: 1 Showing Russian Natural Gas as % of Domestic Consumption
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Russia’s electricity supply industry is mainly dominated by the state-owned RAO
Unified Energy Systems (UES). The negative trend of Russia’s electricity
generation and consumption has been reversed since 1999. The electricity
industry is still owed large amounts in payments. Lack of fuel supplies at
power stations has led to periodic blackouts especially in the Russian Far East. In
2003, new laws were initiated and passed, which were aimed at the eventual
transformation of the electricity industry by separating UES’s generation and
distribution arms, where it was decided that the distribution will be divided into
smaller units before privatization (johnson,2005). However, the transmission

grid would continue to be owned by the state. '
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RUSSIA’S ENERGY STRATEGY 2003-2020

The national energy policy that was formulated in Russia’s Energy Strategy
regards improving energy. efficiency as a top priority for the entire national
economic policy. The Energy Strategy stresses that the export of energy
resources will remain a key factor for the development of the national economy
as well as for the strengthening of the economic and political position of Russia

in the world community in the coming years.

The main priorities of the Energy Strategy include secure supplies of energy for
- Russian household needs as well as the industrial sector by offering affordable
and stimulating energy -savrng prices; risk menagement of crisis situations in
_the energy security; usage of energy saving technologies and equiprnentS'
reduction of losses in.the processes of extraction, processmg, transportation and

realization of energy productron

Significant attention is paid to decrease polluting risks that energy related

. processes are causing to the environment. In this respect the Energy Strategy

calls for minimizing such harmful effects on the environment (Ministry of energy
and industry website). The set goals can be reached through the- creation of a
- civilized errergy market that earr be regulared by non-discriminatory economic
mterrelatlons between private actors and the state govemment The Energy
Strategy also stresses that the functions of the government are limited to the
‘creation of market infrastructure and legal framework including fiscal, customs,
~ and antimonopoly and tariff regulations. The .Energy Strategy furthermore defines
the objectives of the Russian foreign energy policy stressing on the importance
of Russia’s integration into the global energy resource system, cooperation with
foreigrl investors in the field of developrnerlt of the energy resources and
enhancing the efficiency of their utilization and acquiring new energy markets.
In addition, the Russian energy foreign policy is armed at changmg the role of

Russia from predominantly being a supplier of raw energy resources to an
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“independent member of thie world energy market pursuing its own autonomous

energy policy on global energy markets.
Energy Strategies of the EU and Russia towards Each Other

The EU is increasingly becoming reliant on Russian gas and in the light of the gas
- struggles between Russia and Ukraine and later Belorussia, the EU’s response
towards such events have indicated the c.:rucia‘l' importance of the eecuﬁty of
.Supplies for overall energy security (The Economist, april 2007). The EU, on
account of such changes, is trying to .enh.ance its relations in the energy field with
Russia through rntenswe bllateral energy d1alogue and the multllateral cooperation
in energy (ECT). Three most important drivers of the EU's energy strategy towards
Russia, like security, environment and liberalization can be singled out effortlessly.
Due to dec]ining energy production and continued increases in demand, the long‘-
term securlty of energy supplies is a major concern for the EU and has become a.
31gn1ﬁcant component of -its overall Russian pohcy Larsson in his analytlcal
research on Russia’s rehabrhty as energy supplier, points that even though Russia
is a‘reliable supplier (ae most of its energy‘exll_)_ort_s have reached its destinations -
._ and the risk for supply interruptions for European countries is presently very low),
there is a very high risk to be affected by interriptions aimed at other non-EU
countries (as a result of the political and econemie tension"s);‘ His observation says
that _but of the 55 cut-offs by Russia since 1991, only 11 ‘had no political
: underpinnings rhat underline the usage of energy lever tools in the Russian foreign
‘energy policy (Larsson,2005). In this connecﬁon the EU is urgently looking for
new possrblhtres to diversify its energy supplres The experts mention the
followmg as possible solutions: lncreased supplies from Algerr_a, and the
possibility to import Iranian gas to Europe via Azerbaijan and/or Armenia via
Georgia to Turkey (Larsson). | - ' |

'i‘he environment and liberalization factors also contribute to the security agenda.

Experts suggest that greater energy efficiency in Russia will release more supplies
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for export to Europe and European energy savings will reduce the need for Russian
imports. As for liberalization of the Russian markets, Johnson argues that it will

“utilize market signals to stimulate domestic energy savings and release recourses
to modernize the industry and make it more efficient which in turn should enhance

Europe’s energy security.”

It is important to agree on a set of realistic and mutually beneficial commitments
with Russia that will facilitate EU-Russia energy cooperation and to _iden_ti.fy _
concrete Steps fo- rapidly improve the investment climate. Sinceb the ﬁmda_r’-nehtal
task ef Ruesia’s energy strategy is to ensure riatiohaI'Seeurity, it cohtinuously tries
“to utilize its energy policy to prevent geopolitieal and macroeconomic fhr_eats and
risks of b_eing blackmé‘iied. (fouf bléckmgiling cases. by transit countries Ukrainé,
‘Moldova, Belorussia and. produeer» countries suc_h‘ as Turkmenistan. and_c_qnsumer
'ceunt'ry Tutkey are khoWn) (Larsson,pg 256-8). Larsson stresses that Russia
‘_ | strives to be a reliable supplier in the eyes of the EU at the same time and it shows
willihgnéss to play by the iriternational rules but if nationai security requires, it
“puts limit- on th.e'. extent to which it ‘can’ give up it ‘independence.

(Larsson,Ibid,2005).

In connectlon to the relations Wlth the EU, Russia’s most 1mportant energy pohcy '
driver is the secunty of the demand or secunty of the consumer markets. The
" Russian- govemment realizes the 1mportance of havmg an image of a rehable
supplier. ThlS motivates Russm to construct new plpelme routes which bypass the
transit countries and deliver. energy products dlrectly to the EU countries
(Sydsvenskan Ekonoml,2007) The major planned projects are Nord Stream (the
northern trans- European gas pipeline) and Burgas-Alexandroupolis plpehne

"_‘(transportmg Russian and Caspxan.ml to Bulgaria and further to Greece).
In spite of the growing attempts to diversify Russian economy in order to find

alternative ways for the economy to grow and ideas of diversification of the

~ consumer markets (with recent increased interest in China as possible energy
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| market) in the foreseeable future, EU will remain the only consumer of the
Russian energy since the above mentioned diversification will require time and
substantial financial investments. Another important issue of the energy policy is
the attraction of investment to increase its oil and gas exports, to rehabilitate .and '
upgrade its energy infrastructure and to use knowledge and technology transfers

as a means of enhancing economic growth.
Role of the Energy Dialouge

As it was underlined previously, the EU and Russia have mutual interests in
energy field more than in aﬁy other area. For the EU, Russiva is the xhain supplier .
- of the hydrocarbons: 25% of its gas (50% of its imbo’rts)’ and 25% of its oil (over
30% of all its imports) comes from Russia (Euroactive website). Some 63% (130
biliibn cubic meters) of Russia’s natufali’gas exports of 205 bem were delivered to
‘European countries in the year 2000, with contfactual requiremehts_to increase
deliveries to around 200 bcm by the year 2608(Européan _'cQ'r'nmis.sion’s
Delegation to Russia). Depex_idence on Russian gas is considerable withih t"h_e'EU:
Firiland’s shares are 99%, G_reec;e- 76%, _Gefmény- 39%, Italy- 34%, France- 24%
(Varlden,Sydsve_nskan,2007). Energy dependence‘ is especially high the in the
new EU’s MS. Apart from Slovenia, the shares are 7‘0-‘1 00% fqr,naturfal. gas and |
oil: Estonia impoﬁs 100%, Poland—k87%, Sl-o{fakja- 86%; the Czech Repﬁblic- »
80%, Hungary- 76%, Lithuania- 71%, Latvia- 57% (Hamilton,2005).

As for Russia, the importance of the EU as a main energy consumer market
cannot be undereétimated. Since the EU is the final de_stinationv‘for more than half
of Russian oil and gas and taking into consideration the revenues that the Russian
government gets from the energy trade with the EU (oil and gas exports for 74.0
USD billion, accounting for 20-25 % share of GDP growth) (Bonanza), the EU
market is. of vital impdrtance for Russia. Besides, Russian «energy sector is in
“acute need of investment and expertise. The scale of investment required in

Russia’s energy sector is considerable. According to Russia’s Energy Strategy
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‘

2001 - 2020, need for new capital in the sector has been estimated at between €
‘560 and € 650 billion over the period to 2020 (EU Russia energy dialogue

“website).

It can be summarized that the EU and Russia are energy interdependent -in
different ways: the EU needs to import increasing quantities of energy, and Russia |
needs markets for its natural resources and the European capital to modernize and
expand its energy sector (Johnson). Acknowledging the importance of
R interdépendence, the two sides launched a bilateral Energy Dialogue at the EU—.
Russia Summit in Paris in 2000. The ED is aimed at providing a wide and stable
partnership between the EU and Russia and to enhance the reliability of energy
supplies in both. The J’oi_nf Declaration of the Summit recognized the mutual
dependence: ‘

“to institute, on a regular basis, an Energy Dialogue which will

enable progress to be made in the definition of an- EU Russia

energy partnershlp and arrangements for it. This will provide-an

opportunity to raise all the questions of common interest relating to

the sector, including of coepefatiori on energy saving,

rationalization of pro’(.'iucti'on and transpo_rt infrastructures,

European investment possibilit_ies, and relations between produces

and consumer countries. The planned ratification of the Energy

Charter Treaty by'yRussia and the i_rhprovement of the investment

climate will be important aspects in this context.” -

The energy partnership aims “to enhance the energy security of the European

continent by binding Russia and the EU into a closer relationship in which all
issues of mutual concern in the energy sector can.be addressed whilst, at the same '
time, ensurmg that the policies of opening and integrating: energy markets are

pursued ’(EU-Russsia energy dlalogue website)
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A number of common and complementary interests have been identified by the
EU-Russia ED against this background, for which concrete actions for the short
and medium-term will be implemented: ensuring reliable energy supplies in the -
short and long-term future, increasing energy efficiency, securing long term‘
investment, opening up energy markets, diversifying the range of imports and
exports of energy products, enhancing the technological base of the energy sector
“of the economy, improvement of the legal basis for energy production and
transport in Russia, ensuring the physical security of transport networks( Eufopa
~ website). Apart from thése issues, the ED also aims to reduce the impact that -
Russia’s energy infrastructure causes on the- environment. The ED is mana-ged}
* through the institutions set up by the Partnershlp and. Cooperation Agreement
- (PCA) where the Industry and Energy Minister Viktor Khrlstenko leads the
Dialogue on the Russian side and European Commissioner for Energy Andris
- Piebalgs is his EU counterpart. Different support structures such as the
.Technology Center and sub-committees have been recently created to maintain

the work of the ED (EU -Russia ED Websne)

Conflictual Issues of the ED

TERRITORIALITY CLAUSES

~ The EU has been firmly dedicated to liberalizing. its energy‘rnarkets both for
industrial users as well as for households. Howe\:er, the conflictual issue lies in
the fact that Russian gas supplies to the EU countries are delivered under long—
term contracts, some of which contain the controversial so-called ‘territorial
. clauses’. According to theses clauses, if MS receives more gas than it needs, it is.
not allowed to sell it on to its neighbeurs. As the European side insists, such
clauses are against the EU single-market rules and prevent the EU frem
developing a functioning EU gas market as the clauses allow Gazprom to sell gas

to various MS at different prices (Barysch k,2005).
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~Although long term -gas contracts have been having an important role in the
development of the European gas market like providing a risk- sharmg
arrangement between the producer and the buyer, and play a crucial role in the
energy security of the EU, the EU stresses that these contracts must proceed with
’ the disappearance of restrictions within the EU. EU’s firm stand on this issue has

led to a settlement with the Italian oil and gas company ENI and Gazprom
.- concerning a number of restrictive clauses which exist in their contracts. There
were other investigations of breached contracts of EU single-market rules in
g Austria and Germany and 'fhe Comfission is confident that it will reach an

_agreement leading to.the deletion of the remaining clauses (Europa website,ED).
" ELECTRICITY GRID

At the EU-Russia Summit of 2001, both the parties recognized the
| interconnection of the Russian and contbinental EU electricity grids as one of the
pfojects of ‘common interest’, considering that full integration of the electricity
markets will lead to significant benefits in the development of a free competition,
‘improvement electricity supply security and the creation of new possjbilitie's for
" business cooperation in the electricity sectors of both EU ana Russia (Europa

- website,ED).

 However, there have been conflictual positions regarding the process of
realization of the above mentioned initiatives.” Russia is strongly pursumg an
effort to link its own electricity grid to that of the EU. As Katinka Barysch points
out, this would enable the electricity menopoly of Russia namely Uniﬁ'ed Energy
Systems (UES), not.only to sell surplus electricity to the EU consumers but also
to make up for temporary shortages in its own market by importing power from
the EU. The EU believes here that Russia must adopt the standards of the EU for
competition, nuclear safety and env1ronmental protection as well as the end of
subsidies that Gazprom offers to UES in the form of cheap gas. Accordmg to the
EU, Russia does not fulfil these requirements. It has been a difficult task to find
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an agreement on these issues and therefore the two parties have established an
expert dialogue panel with the task of determining the extent to which Russian

and the EU rules and policies diverge in these é_reas (Barysch).
DUAL GAS PRICING Vs UNIFIED GAS PRICING

Russia has a dual gas pricing policy in which low revenues. from domestic gas
‘ pric‘es are subsidized by much higher European- and to a lesser extent
Commonwealth of Ihdependént - States (CIS)- gds prices _(Spariier,2_006),
VAccovrding to this poliéy; Russian federal authorities have substantial legal poWer
'oi/er-‘»the natdral gas sector at its disposal to improve the social and economic
¢hviron1i1ent. The main reason for dual pricing has been to provide a natu_ra.l gas
subsidy to the Russian economy, including for household needs and large industry
enterprises. Three main clauses c?;n be identified within this system: domestic
sales are priced very low, sales to countries of CIS are priced higher; and sales to
Europe are priced the highest. In 2003, 65% of Gazprom’s revenues ‘w_ere from
European sales, and European prices were six times those of | dbmestic
(;onsumers(Spanier,2006). These -are the circumstances in which the conflictual -

" issue between the EU and Russia occur.

Such policy of dual gas pricing has léd the European side to take a.tough position
- and to ei_'rgue that low prices on the home market act as a trade barrier by
providing unfair advantages to Russian energy intensiVe companies over their
'European counterparts. Such energy prices are therefore ﬂlegitimate and- gas
| prices must be unified in order to eliminate such unfair advantages. As the-
' Euroi)ean experts underline, the priéing at European level does not mean that
Russian domestic users should p.a_y the same as Europeans for their gas. Instead
unified pricing refers to equalizing Russian domestic prices to European export
‘netback prices- that is export pﬁces adjusted for transpoﬁ cost's', taxes, and import

duties.
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- As for Russian counterparts, they argue that by declaring the low home prices
illegitimate, the EU tries “to deprive Russia of its rights to avail itself of its
natural competitive advantage”(Grinbérg). As Ruslan Grinberg stresses that while
demanding to decrease the price gap, the EU partners do not consider the
.peculiarities of the structure of Russian economy known for its extremely high
energy consumption, severe natural conditions, difficulty of access to oil and gas
fields and extraofdinarily high share of transportation in the total prbduction costs..
. He further points out that the unification of the prices in an abrupt manner would
| inevitably result in an economic collapse and deep social crisis (Grinberg). The
social problems will rise as the ehergy intensive companies are confronted with
higher cosfs. ‘Thus, this situation can lead to rising ﬁnemployment and the
' poséibility of bankruptcy of a number of energy intensive companies (Spanier).
For Russian government these problems pose serious risks that significantly

. diminish the incentives towards unified prices.

Ne_vex’cheléss, experts estimate that the unified gas vprices can be beneficial for
‘Russian government through revenues gained from dividend and tax payments. In
this cbnnecti()_n, és Spanier observes, the Russian government is sho'win.g the _signs
of will to change the policies in connection to d’dmestic pfices. The Enefgy
Strategy of Russia for up to 2020 had doubled the prices in 2006 and planned to - _
triple them by 20 1.0', but still the government insists that the increase should not
‘be so large that the price is increased up to the netback Européan export level

(Spanier).
" PRODUCTION SHARING AGREEMENTS

As Barysch obsérves, the dialogue on oil is not politically charged to the same
degree as the gas industry since it is already privatized and liberalized to a high
degreé. Howéver, the important issue m this matter is the process of attracting EU
investors to the Russian oil sector. The PSAs play a fundamental role in the

attraction of foreign capital and investment (Barysch). Specifically, PSAs act as a
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contractor that provides technical and financial services for exploration and
development operations between a mineral resource-owning state and a foreign -
oil company (FOC). The state is usually represented by the government or one of
its agencies such as the national oil company (NOC). PSAs are mainly used_ to
establish the share that the private company will obtain of the natural resources
(oil extraction) extracted from the country where the investment takes place.
‘Besides, the entity that invests in a development project is the first to capture the
ir__Nestment from revenues generated by the forthcoming output
(Bindemann.k,1999). However, as Kirsten Bindefiann underlines, the state
remains the owner of the energy sources only to the contractor’s entitlement to its
share of pdeuction. The government or its NOC ‘usually has the option ‘to
: parf'icipate in different aspects of the exploration and development 'proces_s.

The PSAs became part of the legislation in Russia in 1998. The Russian
.authorities have decided in the 2003 to keep only a limited number of PSAs
because they consider that the current reforms. contribute to an attractive _
investment climate under more standard forms of investment. The Russian
government bases such approach on the BP’s decision to commit more than $6
‘billion to its Russian ventures and other'giant offshore operations ﬁnahéed maiﬁly
by Royal Dutch/Shell and ExxonMobil (Barysch). In addition, this approach has
led to a more difﬁcﬁlt procedure Vto' conclude new PSAs. Due to these actions, fut
ure PSAs would be suitable only for projects which failed to attract investors

(Europa website, ED).

The EU stresses the need for Russia to‘establish a workable framework for PSAs
as fhey are the principal means for foreign firms to invest in Russia and for the
Russian government to maintain a degree of control over valuable resources. The
EU points out that there has been remarkably little foreign investment in the
Russian energy sector be31des the mentioned 1nvestment pro;ects The reason for
such low foreign investment is considered to be the absence of a functioning

PSAs, uncertain property rights and prevalent public rejection in Russia to ’sell'ing
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its national recourses to foreign investors (Barysch). The EU position on this
matter is that it considers PSAs to continue being a necessary legal framework for
projects in environmentally challenging areas that are capital intensive (Europa

website,ED).

‘The above mentioned conflictual issues between the EU and Russia pose
_sigiliﬁcant difficulties for .the further development of the EU-Russia energy
partnership. Noticeably, these conflictual issues are different in nature; some of
therh identify the divergence of EU and Russian positions in termsof technical
standards; whereas others recognize different positions on how to regufate foreign
mmvestment into Russia, as ‘a'lso _different visions on energy pricing as well as the

~ importance of long term contracts within the energy sector.

-

The EnergyCharter Treaty

‘The European Commumty (EC) 1mt1ated the cooperation in energy field with
the Eastem European countries in 1990. Such political initiative has found its
_.reallzatlon in the creatlon of the Energy Charter Treaty, dictated by the
mutual realization that in the conditions of growing mterdependence between
the consuming, producmg and transit countries, xntematlonal cooperatlon can
be more effectlvely regulated by multllateral rules than by bilateral
agreé__ments alone. In this connection the role of the ECT was seen as to build a
| Iegal_ foundation for energy security based on principles of open competitive
market and sustainable development. |

The objectives of ihe ECT are to provide means to invite invést:ment to the
countries with natural resources, protect their interests and to guarantee reliable
transportation for their energy exports to their consumers. For the energy
iinporting countries, the ECT provides prbtection of their investménts and

1]

- mechanisms to promote the security of supply.
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‘A core principle of the Treaty (ECT Article 18) is national sovereignty over
energy resources where each member country is frée to decide whether to develop
its natural reéources, and if yes, then how. Besides, the government also decides
the extent to which its energy sector is open to foreign investors (ECT website).
" The European Energy Charter was adbpted in 1991 and was followed by the
legally binding ECT signed in 1994, which entered into force in ‘1'998. Since its
creation, 51 states have signed the Treaty plus. the EU which signed it
'colllective-l_y as well in the name of the European Communities and therefore the
vtotal number of thé signatories is 52. However, out of these, 5 states haVé“ étill
not ratified the Treaty, inéluding Russia, but it has agreed to apply the"provisic‘ms
to the extent that it is consistent with Russia’s -own constitution, laws and
re_gﬂia_tions (ECT website). Such proVisionai zippliéation is provided by Article.
B 45(1) which states that “Eathsignatdry agrees to apply this Treaty provisionally
pen@irig'vifs entry into force. .. to the éxt.ent that such provisional application is not

~ . inconsistent with its constitution, laws or regulation.”(text of 1994 ECT)
CONFLICTUAL ISSUES OF THE ECT

The underlying reasohs for Russia’s non ratification of the ECT are the 'provisiohs ‘
of thé so called Transit ?rbtocol (TP) of the ECT which reflect the incompatib’illity '
of the EU’s and Russia’s positions on the freedom of transit. The TP of the ECT
obliges the par'ticipafing states to fake the necessary measures to faci_litaté transit
'o.f energy guarantee in harmony with the pn'nciple of freedom of transit, and to
secure established energy 'ﬂows. The transit countries are also under a compulsion
not to disrupt or siash down the‘existing transit flows, even if they have disputes
with another counﬁy concerning this transit (ECT website). Such. provisions of
' the Protocol are aimed at diminishing risks and costé related to transit; increasing
competitiveneés of transit sﬁpplies and improving energy security which includes
-security of supplies, security of demand and s_ecuriﬁ: of infrastructure
(Konoplyanik,2006). Since for Russia, the issue of transit of energy recourses is

more important than for any other country where the proportion.of transit of gas
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. across third countries amounts to 95% when compared with Netherlands, Norway,
and Algeria (24 %, 32% and 55% respectively), the fair TP provisions are of high
importance (Konoplyanik,2003).

Russia finds sev'eral_v aspects in the present formulation of the TP provisions,
which dd not take into account Russia’sb étrategic interests as the ‘major transit
 country within the ECT. Rﬁssia justifies its stand against ratification of the ECT»
by saying that ratification would undercut GaZprom’s position on European
- .markets by forcing Russia to. open >up its network for cheaper gas from Ceniral»
Asia, and al'so, it would require that Central Asian states be given accesses to the
Russia pipeline system at subsidized internal tariff leve_ls.’v Russia also says that
- ratification would pléce the system of long-term contracts for supplies of Russian

gas to Burope in jeopardy (Konoplyanik,2003).

| In addition, Russia stress.es that it regards the Article 20 of the TP on Regional
vEcono'mic Intégration Organizéti-on (ir_litiated by the EU Commission) as unfair,
be_causé it states that the pr_o.visions of the TP are not applicable on the vterritory of
~the EU since the transit of the energy recourses: on the territory of the EU is
reguléted by the EU internal market me_chahism. This can mean that the tariffs fof

tr'ansit of Asian gas will be lower that that of Russian gas to Europe.

Vladimir Milov points at the double standard approéch that is present in the
V-'cionstruction of the energy transit in relation to Russian interests. The
disagreements and the difficulty to find vco_nso_lidated" position has -resulted in
‘Russia’s passiveness in négotiations an'd at times Russia even failed to attend
them without explaining the reasoﬁs. As Konoplyénik strésses, such refusal to
participate in substantive discussions in the framework of negotiations and
V.consultations.“...is the worst possible strategy of  all...which subscribes to a

' different tactic ‘counter-acting through inaction’.”
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EU advocates the development of eneréy framework of the TP in line with the so-
called British model which is based on a competitive and liberalized market with -
open accesses to pipelines and networks (which at the same time rejects long-term
contracts in favor of spot deals). In this connection, the EU insists on the
ratification of the ECT by Russia in order to get free access to Gazprom’s
pipelines and ﬁetwoxks, which Wil_l lead to the break up of Gazprom’s monopoly
and the state’s firm grip on the pipelines, and will further enhance European
- security of energy supplies. The EU tries to force Russia to let go its ‘strategic-
obsession’ in energy-_relaﬁoris and to ratify the ECT if it wants to convince Europe
‘of its reliability as energy suppllier ‘(Larsson). Such European energy policy
becomes especially important and understandable in thé light of recent Ukrainian
“and Beloru'ssian energy disputes with Russia and s.ubsequent disruptions in the

delivery of energy resources (D. Helm,2006).

. In spite of its non-ratification of the ECT, Russia continuously reconfirms its
commitment to the Energy Charter procf‘SS- by emphasizing that it “views the
Energy Charter as an i_mpoxianf instruméﬁt for. international cooperation” (A.
Denisov). Russia strésses that it does not seek unilateral advantages but common

benefits such as insuring the stability and security of energy supplies.
.- Having examined the conflictual issues identified in EU-Russia energy relations,

it can be concluded that. these issues present difficulties for further EU-Russia

-cooperation and paﬁnérsh_ip in the energy field.
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Russia’s Energy F. oreign Policy



3. _Russia’s Knergy Foreign Policy
The collapse of Communism can be acknowledged for the development of foreign
policy in Russia. The environment wés one of economic and political instability
~ and multiple identities had made Russia a state without an identity of its own (Lo,
12003, p. 113). Thus, anarchy, petty politicking and nﬁixed feelings of dependency,
disparagement and disgust resulted'_in the formation of Russiah foreign policy
(ibid, p. 15). Moscow couldn’t take a strong decision regarding épeciﬁc issues
like NATO enlargefnerit and the strétegic disarmament agenda (Lo,2003; p-19).
Thus, Russian credibility and capabilities as the ;ﬁnce—world IﬁoWér were
tremendously reduced with the 'collapse of communism. |

Russia has never apprecia}ed interference in matters of its foreign policy. It
‘practices influence over other states by ﬁsing its energy eprrfs as a foreign
policy tool. Kremlin continues to assert itself and maintain influence on its
immediate borders because of ehergy supplli‘es only. The Nord Stream Pipeline
visibly demqnstrétes how important it is fo.r' the Russian state to maintain full
control 0v~e_:rvitS~ gas exports and transit of gas: into EU. Thus, this chapter will
| discuss' how Russian energy foreigh policy is based on maintaining gas .
dependency of Eastern Europe on Rﬁssia, while entertaining its client states from

. Western Europe as well.
RUTLAND’S PARADIGMS

Peter Rutland provides the much useful analytical and explanatory framework to

effectively assess Ruésia’s_ energy export strategies:

1. KUWAITISATION: According to this model, the exploitation of Russia’s
vast natural resources would provide it a comparative advantage.in the

international division of labour (Lane, 1999, p. 179). This paradigm is
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based on the idea of reducing Russia’s over-reliance on the energy sector
by developing its hydrocarbon industry and using the money to diversify

its economic activity.

>2._ RUSSIAN BEAR: This model suggests that Russia, as a great power,

stretches its geo-political interests around its borders.

- 3. LIBERALISATION: According to this model, the only way forward for
Russia to economically develop itself is through the rer'noval; of state

restrictions on the energylsector.‘

‘4. RENT-SEEKING: This model ai'gues that a few elites were able to amass
massive personal wealth by exp_loiting the Soviet collépse and e'xé‘rci_sin.g '
'fnondpol_y over oil and gas eXpo‘fts. But the validity of this model in
»vanalysin.g Russia’s . energy foreign policy is quéstiOned today because
Vladimir Putin has consolidated his power base by r-em‘oving the oligarchs

(ibid, p. 182). .-

This chapter will analyse how the ﬁrst two paradigms help explain Russian

:energy foreign policy and the libefalisatién model can heip understand the future
" role vof 'RUssia’s'ienefgy sector. in its foreign policy and further the pbiitical
implications of the EU-Russia relations will be analysed. |
‘..The Government of Russian Federainn issued The Energy Strategy in August
2003, .which outlines Russia’s ofﬁc‘ial_ energy policy. It runs up to 2020 and was
| approved by Decree No. 1234-p in the State Duma. It highlights the Kuwaitisation
~ model to energy foreign policy, emphasizing on using energy resources .and
natural fuel most effectively, and to imprdve quality of‘ life in Russia by

harnessing the potential of the energy sector for economic growth (Ministry of
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Energy of the Russian Federation, 2003, p. 2). It clearly lists Russia’s aims
regarding its energy sector, in relation to. the EU, in. a section titled ‘External
Energy Policy’. Russia aims to be an influential and substantive member of the
world energy market, moving on from being just a mere supplier of raw

resources.
ENERGY FOREIGN POLICY UNDER THE SOVIET UNION'

Moscow’a energy exports in 1975 were substantially less than 150 mill.ion tons.
100 million tons of fhese were accounted for by oil exports, of which nearly half
 were’ sold to Westem countnes The greatest quantrty of Russian gas, oil and
electnc energy was exported to ‘the Eastern European countrles which were
seriously energy—deﬁcrent wrth the exception of Romania (Evans 1976, p: 107)
.But Russra is ambivalent in its energy policy in that it has unofﬁcrally commrtted
itself to meeting the energy 1mport requ1rements of the six Eastern European
'countnes, though it repeatedly expressed its reluctance to do so -indefinitely.
‘ _Cormnuni‘st' Russia had a long atanding polioy of creating vital economic links'by
tying the e_oonornies of its satellite states to its oWn, thereby keeping a tight rein
on them. Here, Russia can be said to be-folloWing the Russian Bear model in

trying to maintain its neighbouring client stateé by being their provider of energy.

- Today, the Kremlin eannof exereise the same levels of influence and c’onﬁol over
its satel_lite states. as it oould under its Con1munist empire. The tranéition phase
- saw rhe weakening of the military and economic muscle of Russia as well as the
, reduction of its international capabilities (Lo, 2003, p. 103). While domestic
~ problems and efﬁciencies were endemic .by the end of Yeltsin’s presidency, Putin
came to power in 2000 with the aim‘of putting the Russian Federation on a
different path by irnproving relations with the West. Three attributes of
‘Communist Russia’s forelgn pohcy (a messianic 1deology, raw military power
- and the imperative of temtorlal expansion) have been dropped in the present day

by the Kremlin (Lucas, 2008, p. 258). Putin ratified the strategic arms reduction
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treaty and signall‘ed that there would be no objection from Russia on the
enlargement of NATO (Bluth, 2008). But his attempts to improve relations with
the West, coupled with events such as the recent war in August 2008 highlight the

contradictory and complex nature of Russian foreign policy.
GAZPROM AND RUSSIAN POLITICS

- Gazprom is the world’s single largestv energy corripany in terms of output, having

the greatest control in Russia as compared to other energy companies (Lane,
1999, p.vl).. Pdi‘tiéul_ar members of the Russian Parliament were sponsored by
‘certain companies in the past commonly. Though this hasn’t been' the case since
post-S_oviet reforms, Gazprom oecupies a univqu,e position in Russian politics by
exercising sotne links with certain politicians and with its company. officials
‘getting as powerful as Russxan government ofﬁ01als and diplomats, to the extent _
 that it has been tagged as ‘Russia’s Mlmstry of Forelgn Affairs for the 21St
 Century (Aalto,2008).

Aetive_s'upport' from Putin has he‘en' the key element to the unique stability and
gfowihg power of Gazprom for the past décade. While speaking"at a eonference
“he said that ‘Russxa s somal stablhty is directly dependent on its energy stability’
(Gorowski, 2000 p.12). Therefore though there has been immense pressure from

- the US and the EU to divide. Gazprom into several smaller companies, Putin has |

rejected 'a'_lllsuc.h proposals. G.azprom controls the whole grid of pipelines and gas a

fields. It has been granted direct access to the Italian distribution network, as have
- the Italian companies been allowed to operate in Russian. fields. It is believed to
help diversify Gazprom’s business ahd reduce the vulnerability aésdciated with
~ dependence. While working to - gain direct access to FEuropean consumers,
Gazprom’s strategy to-acquire gas infrastructure cilearly displays elements of
Kuwaitisation policy as it aims to gain increasing revenues from its own Russian -

fields through the operation and exploitation by other states (Andres, 2007, p. 5).
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NORD STREAM PIPELINE

. Russia’s intentions of minimising 'problematic reliance on its traditional gas
transit routee (via Belarus, Ukraine and Poland to Western Europe) and
- maintaining full control over its gas exports is cIearly understood through the
~ construction of the Nord Stream Pipeline, running under the Baltic Sea, from
North Western Russia directly to North Eastern Germany. The deal was signed on
18 September 2005 between the largest companies in Europe, i.e. Germany s
- BASF, E.ON and Italy’s ENI as well as Russm S Gazprom (Aalto, 2008, p.107).
Russia is always accused by its neighbours of constructing politically r_notwated

, eﬂergy transportatibn routes while Russia pereeiVes its moves as strictly |
_technologlcal depohtlclsed and dlctated pnmanly by economic ratlonale It is

true that Russia treats most of its neighbours as secunty challengers (Makarychev ‘

2006, p. 2)

v -Thie NSP Deal allows Gazprem to bypass.bUkraine, which owes vRu}ssia a sum of
- over $2 billi_on-for gas imports. This maseive debt of Ukraine i.'s in sharp contrast
to the highest_p;iying West European market for Russian gas, Russia being
Europe’s cheap_esf supplier, given the lower c'o'stbot.~ tfénsport- when compared to
_Asia.' Though ‘key EU members like Germany and France appear to appreciate
factors -such as. 'leng term political benefits of an established economic
relationship with Rus31a economic motivations are central to both Europe and

‘Russia (Jaffe and Manmng, 2001, p. 138)
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Map: 1 Nord Stream Gas Pipeline

Source:Wikipedia

Vladimir Putin’s regime has seen greater centralised control and a reversion to
statism (Sagers, 2006, p.314). That the Russian Bear Model lacks credibility in
terms of Russia maintaining aggressive geopolitical interests is provided for by
Tkachenko, who states that neither Putin nor any of his close political allies have
ever argued for the restoration of Russia within Soviet era borders, or for any

other form of aggressive power politics for that matter (Aalto, 2008, p.166). -
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LIBERALISATION MODEL

This model of Rutland posits that the only way forward for Russia is through
economic liberalisation by unleashing market forces and removing state
restrictions on economic activity, as elsewhere." Consequerrt_ly, the hydrocarbon
industry has been largely handed over to the private sector, but the approach to
- energy is far from liberal. As for instance, domestic energy prices are way belorv
world market prices. Such diStortions limit Gazprom’s investmehr capabilities and

thus, have hindered the Industry’s development (Johnsen, 2005, p.259).

‘Russia’s current econ'ornic"development and it’s inefficient manufacturing sector
* shows all classical symptoms of the ‘Dﬁtch,_di‘seése” (.Russ'ia. in Global Affairs,
2005), a-term originating in the Netherlands in 1960s, when the high revenue
generated by its natural gas dlscovery led to a sharp dechne in the
competitiveness of the other non—bloommg tradable sectors. The Netherlands
expenenced a drastrc.declme in economic growth despite the revenue windfall.
This econom‘ic"paradox has since been recognised- as the siruation rn Which a
booming sector adversely affects the performance of other sectors in the economy .
and strangles manufacturmg 1ndustr1es (World Bank group, 2006). Russra s
~currency is rapidly apprematrng agamst foreign currency that has overfilled 1ts"
coffers due to huge mﬂow of export proceeds Cheap foreign currency means
cheap 1mports giving 1mporters a competltlve edge over domestrc producers who
thus get into trouble. »

It remains to be seen how Ruséia develops its energy sector and- effectively -
liberalises it in the long run. To ensure that money continues to flow into the
sector to enables it to modernise itself continually, a policy needs to be agreed
‘upon.v Mdevedev appears more aware than Putin of how much foreign investment
is required to keep the energy supply flowing and to diversify Rhséia’s economic

dependence on energy (Russell, 2009).

37



PIPELINE CONTROL AND RUSSIAN ENERGY FOREIGN POLICY

The more recent events of pipeline control make the Russian Bear Model clearly
more relevant. 20 % of Russia’s GDP and roughly 50-60 % of its total hard
'currency earhings are represented by energy exports (Jaffe and Manning, 2001,
p- 134) Thus, undefstanding the contribution of energy exports to the economy,
the Russ1an govemment mamtams careful p011c1es over its energy exports to
ensure that soverelgnty is not relinquished to the EU. Johnson argues that the
~ battle to secure ratification of the Energy Charter Treaty (ECT) demonstrated the
| ténsidn_ between different energy policy paradigms in Ruséiei (thnson? 2005,
p2T3). B . ‘

The ECT, first discussed i in. 1991 with the purpose of enablmg the 1ntegrat10n of
‘ the former Soviet Umon ‘and Eastern Europe into broader markets was
established in December 1994 (Com 94, 2952) and further amended 'in 2000
‘(Com 00, 4671). Russia refused to ratify the ECT due to its protocol on transit,
de’alihg a severe blow to the treaty’s aim of _créatihg a pah-Eufopeanframéwork.
‘Against" th¢ economic interests of Russia or Gazprom, the _tré'aty éimed at obliging
~Russia to implement the principlés of freedom of transit without di'sAtin'ction of ﬁle |
“origin, destinél_ﬁbn, or ownershij) of 'energy (Aalto, 2008, p.12). Critics say that the
ECT alloﬂﬁvs_ other countriies_easie‘r accéss to Russia’s natural resources (Johnson,
2005, p-273). Thus, Russia’s refusal to ratify the ECT charactér_-ises its desire to
maintain full control over its energy supplies and network. _ |
_’Putin expressed Russia’s new approach in this area very directly to the German
. Chancellor Gerhard Schroder in the October 2003 summit, that it’s not going to

‘divide Gazprom in any case and,

‘The gas pipeline network is the creation of the Soviet Union, and

it is only the Russian Federationi which can keep it in a functioning
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~ order, even those parts of the system' that are beyond Russia’s

borders’ (Central-Asia Caucasus Institute, 2003).

This declaration was clearly against the interests of the politicians in Washington
and the European capitals, who wanted to open up the Russian energy market for
transnational companies that would then dominate Russians energy sector (Aalto,

2008, p.169).

—Replacing Eufrdpé as the main customer for Russian gas exports is not a very
viable option since constructing pipelines to the <')therv‘reg-ion"s of the world would
be. very costly; 'I'noreover,A pipelines al_re;idy exist from Russia to ’Europve. The
current Russian gas pipéline system consists _of '46,8.00 kilometers - of trunk
pipelines (Sadri and Volkov, 2004, p.383). The Russian Bear Model is applicable
" here since the Russian state controls its pipelines and also those’ abroad. The
Gazprom uses its control of the domestic pipeline grid to restrict third party
access and ﬁre_vent’ independent producers from exporting gas, thuS leéving-the‘
private gas combanies little incentive to invest in upstream prqjecfs (Goldfhéu, A,:

2008, p.61).

The Kremlin was driven to develop more projects to minimise 1ts tran31t ‘
4.dependence on forelgn countries due to successful 1mplementatlon of Russia’s

plan to develop its energy export infrastructure as an alternative to poit facilities
" in foreign countries and pipelines through the Baltic Sfateé '(Aélto, 2008, p.191);.
B-ut Russia is additio'nal'ly' taking steps to find new major purchasefs of its gas. A
project named Sakhalin 2 in the Russian Far East, has been labeled as the largest
oil and gas project in the world (Sakhalin Energy,.200-6'). It was plaﬁned' by
Russian and foreign investors to tap hydrocarbons from the north-eastern shelf of
Sakhalin Island in the Okhotsk Sea and sell them on energy-hungry Asia-Pacific
markets (Rianovosti, 2009). The 9.6 million metric tén per year capacity of the
new Liquefied Natural Gas (LNG) plant opened in Februa'ry 2009 ‘will make

Sakhalin a major new source of fuel for Asia-Pacific region. Japanese, South
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Korean and U.S. companies have already purchased its output for the next 25

years.

Thus, it can be concluded fhat Moscow has never viewed oil and gas as just an
~ ordinary commodity,i but as Russia’s strategic assets employable for foreign
policy purposes as well as for bargaining with leading nations of the world on all
- issues relating to Eura.xsianv economics and security policy (Jaffe, A and Manning,
| R, 2001, p.167). As compared to the Kuwaitisation mbdel, the Russian Bear
Iapproach has proved overwhelmingly con;Iincing' in explaining Russia’s. energy
- foreign policy of using vgas to maintain a strong influence, particularly in Eastern
_ E_ﬁropean states and by reducing its own dependency on tfansit states. To a certain .
extent, the Kuwaitisation model has been able to explain Russia’s behaviour in

developing the export of its energy resources..

Though Russia no more exercises the same levels of influence on the international
' Syétem that it did some yearva ago, if still considers new wayé of maintaining
‘power by reﬂ;sihg' to subordinate itself ‘to the wishes 6f other. sta.tes.-‘
Simultaneously, 1t also appears from the éontradicto;y nature and evolving
foreign policy of Russia, that it is. not exactly clear of ifs }Solicy”
»intentions(Bluth,ZOOS’).. Deep interest among academic researchers has raised
qﬁestion as to whether Russié’s politi;:al institutiqns, are becoming more .
.*_demo_cratic and cén cause Russia to come into conflict with the West. Russia does
not wish to change it's'_'inst:ifut'ions in the face of scrutiny for their lack of
-democratic accountability. Achieving substantive progress regarding the domestic
reform agenda while c'onvinciﬁg the West‘ of Russia’s essential like-mindedness is

the greatest challenge for Putin in these circumstances.

" A real divide opens up at this point between conc'epts of shared interests and

values (Lo, 2003, p.107). If the West’s political, security and economic interests
; . L ’ .

are now better served under a Putin administration the same cannot necessarily be -

~said about many of its political and civil values. This disjunction between

40



interests and values, between the EU and Russia, is an un-ending source of

frustration to the Russian leadership (ibid).
Political Implications of the EU-Russia Relations

This part of the chapter will consider the structure of EU-Russian relations, areas
of conflict as well as cooperation and the political issues in their relationship and.
the analysis'drawn 'from this chapter will be used in the final chapter to assess the
. extent to which factors of interdependence outweigh the opposmg political views

between the two actors

STRUCTURE OF EU‘-RUSSIA RELATIONS

EU had begun funding Russia substantially in the beginning of the '1 990s, through
‘its vast programme of Technical Assistance for the CIS as well as Food Aid
(Gower and Timmins, 2007, p.250). Bilateral relations uvere.upgraded by signing
the Partnership and Cooperation Agreement (PCA) in June 1994 and enforcing it
~ in December 1997, which stated that the EU committed itself to supporting
Russian accession to the World Trade Organisation and promised to consider a
-free trade zone in 1998, as also to remove most quotas on Russian exports The
aims of the partnershrp are to provrde a suitable framework for pohtrcal dlalogue
to support the efforts made by Russra to strengthen its democratization process
and develop its economy to accompany its transition to a market economy in

~ order to encourage trade. and investment (Europa 2007).

‘The ‘EU-Russia Common Spaces’ is another agreement based on four projected
_spheres of cooperation between the two, covering Economic issues & the -
Environment; Freedom Security & Justice; Extemal Security; and Research &
Education (European Commission External Relations, 2009) It also creates a
framework for EU’s relatrons with all neighbouring Eastern countries, consrstmg

of six CIS countnes, mcludmg Georgia and Ukraine, which have been a constant
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source of friction in relation to both EU and Russia, as states are divided over the
issue of future enlargement. Due to overlapping peripheries between Russia and

" EU, there have been problems in terms of cooperation.
ISSUES OF CONFLICT
' WESTERN INTERFERENCE

.'Rﬁ§sia and cerf_'ain EU member' states differ .over US plans to build an anti-
ballistic missile system in Europe, corisisting of mi'ssile’i‘ntefceptors in Poland and
a radéu‘ base in the Czech Repﬁblicb It has.been_established asa defens.'iv‘evmeasﬁr_'e

' against any aggress_ive moves by coun_t-riés such as Iran. However, the Kremlin
complains thét- the new system threatens its 'sécurity. Russia objects to the missile
‘defence baseé saying that it will, if necessary; target its nuclear wcapohs on’

European countries involved in the project»(Lucas, 2008, p.250). The Kremlin

. feels ‘that the US is encroaching in_ a geographical area- which has been

traditionally more aligned with Russia and its interests. -
NATO/EU ENLARGEMENT

The twin imperatives of reunitiné'E}:lrope following comniur_lisni’s ’collap,ée and .
" reinventing the Traﬁs-Atlantic Alliance for the post-Cold War era fest;lted in the
'dér’n_ocrat-ié enlargement across the eastern half of the continent by anchoring
" Central and Eastern Eﬁropeéncountries .to the West (Asnius,_20_08,v-p.86). The
Be_ginning of 1990 thus saw the bpening up of NATO and the EU _

The bilateral relationéhip between Russia and EU is descﬁbéd as a “Strategié
partne‘rship”.- However, their .rclationshjp grew weaker in 2004 (Tassinari, 2005,
p.45). Russia believed that the proposed enlafgément of the EU would damage the
tfaditional economic ties that it enjoyed with countries of (;Zentral and Eastern

Europe, which formerly belonged to the Warsaw Pact (Gower and Timmins,
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2007, p.151). Moscow felt that US-led NATO would prove to be an expansionist -

-military threat to Russia.

The two documents of the European Parliament and the EU Commission released
in February 2004 denounced Russia's latest domestic developments and the
subsequent worsening of bilateral re.lations (European Parliament, 2004). The EU
Commission praises Russia's ecoinomi_q growth and Moscow's multilateral
- commitment in the UN context and in the Middle East. Both documents, however, |
are plainly c'riti“c_al' of, among 'Q'ther'_things, relations with other countries of | the
. former Soviet Union, domestié de\{clopments re’garding democracy and rule of
law, and the conduct of the war.in Chech'nya (Tassinari, 2005, p-46). The political
'implibations of thésé criticisms however_only had a minimal négativé impact.on -

EU relations with Russia.
. UKRAINE/GEORGIA POTENTIAL EU MEMBERSHIP

EU and NATO policies have changed since the early 1990s, with reference to
enlargement. This is sigm'ﬁcant‘ when discussing the possible 'member,shipj_'of
Ukraine and Georgia to the EU'a'nd the.v};olitical :ilhpl_icatiohs that this could have
01-1 EU-Rﬁssia relations. Consolidating democfacy in Central and Eastém Europe
along a 'nonh—south axis from the Baltic’s to thé Black Sea was a challen_g_elin'
1990s. In the 'présent day,b stébilizir.l.g the countries of Eurasia, along a neW axis
extending eastward from ihe Balkans inc_luding Ukra‘iné énd Georgia seem tobea
greafer Chéllenge. Asmus however argués that coﬁntries such as Georgia and
Ukraine are weaker, poorer ana more poli;ti-caliy problematic than the Central and
Eastern European countries that NATO and the EU sought to integfafe eaﬂier
(Asmus, 2008, p.96).

The term ‘spherés of influence’ explains the implications of EU enlargement for

Russia and how these impact energy relations with the EU. With regards‘. to EU’s

new eastemn neighbourhbod, Ukraine, Belarus and Moldova ~ Russia has sought
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to reinforce its ties to the detriment of Brussels inclusion (Tassinari, 2005, p.52).
Nevertheless, the overarching question of NATO enlargement, and the interest in
NATO membership by Caucasian and Central Asian states, continues to generate

considerable concern in Russia (Gower and Timmins, 2007, p.150).

‘The main reason behind Ukraine and Georgia’s non-membership to the EU is that
there is no EU-wide agreement on them becoming members. It can be concluded
that for the time being thibs is not a sphere of serious conflict between Russia and -
the EU as there is anéalistic ﬁﬁﬁib’ility in the near future.‘that either cOuntry will
become an EU member. Further points of éonﬂict exist around tdpics such as the
wars in Chechnya and the very recent Russiah—Geofgian war in South Ossetia in

August 2008. The implications of these fal‘l outs wil_l-Be assessed here.
HUMAN RIGHTS AND CHECHNYA

The issue -of Human Rights has been prominent in international criticism of
Russia and its treatment of civilians affected by the first and second Chechen
wars. It is important here, to analyse the poliﬁcal “implica't'i'dns of this criticism on

the interdependent relationship between the EU and Russia.

The Europeah Commission stated in 2005 that concerns over the ‘deteriorating -
human rights - situation in Russfa’ remain and thls implies that member étates’
Should aC‘t'iVely defend the ‘core Values of fhe EU’ ahd insist on Russia’s respect

“for the rule of IaW_and human rights (European Commission, 2005, p-32, quoted
in Forsberg et al, 2005, p.456). One might reasonably assume that the well-
‘ documented Humap rights violations in Chechnya would have been a source of
major- concern for the EU, because the EU has consiétenﬂy highlighted the
iniponance of human rights in its external relations, evidenced most recently by
Article.III-l93( 1) of the draft EU Constitution (ibid, p.456). 'However,. a number
of writers argue that the EU hasn’t allowed al-leged' human rights violations within

Russian borders to affect its relations with its energy trade.
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Member states and EU institutions debate on the undesirable trade-offs being
made by individual states, acting in pursuit of their deep-seated economic and
political interests, which undermines any effective EU level response to the
ongoing anti-democratic developments in Russia. Schmidt-Felzmann argue that
divergent policies pursued in this regard symbolize the respective importance of
Russia for their economies, and in particular the supply of natural gas and crude

oil (Schmidt-Feizmann,2008,p. 178).
2008 GEORGIAN-RUSSIAN WAR

Map: 2 The 2008 South Ossetia War
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The Georgian-Russian war in South Ossetia in August 2008 and its aftermath
became a serious point of conflict between Russia and the EU. Georgia and
Russia-backed South Ossetia, have been at war intermittent'ly for many years,

over ‘who’ controls the area of South Ossetia. The Georgian government wishes
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to bring the region back under its control whilst South Ossetia wishes to have
greater autonomy over its region. After the war, the EU held back its relations
with Russia and highlighted the actions Russia had undertaken which were
reckoned unacceptable: ‘the violation of Georgia's territorial integrity with the use
of force, and ‘Russia's unilateral recognition of Abkhazia and ‘South Ossetia
remain unacceptable while the principles of foreign pohcy recently articulated

including the resurgence of spheres of influence, is a cause for concern. The
European Council has condemned Russia’s un_dateral‘ decision to recognise the
breakaway regions of Georgia and expressed grave concemv about the

disproportionate Russian reaction in the conflict’ (Europa, 2008b)..

" In the aftermath of the war, Russia still perceived its actions as genuine, which
caused the EU to reconsider ita rela'tions with Russia in the november annual EU-
Russia éumndit However, the extent to which these issues of conflict between the
' EU and Russia seriously. affect EU- Russia relations is neghglble The European
: Commlssmner Benita Ferrero-Waldner said that dialogue thh Russxa had merely
been delayed rather than permanently suspended She added that developmg
bilateral relationship would be difficult, but was inevitable, as the EU and Russia

are reliant on one another’ (Russm ,Today, 2008).
EU: PRIORITISATION OF CONCERNS

'EU'is passive over human rights. abuses in Russia and the war in South Ossetia
because of its distinction between first and second order concemns —~ which helps
us in understandmg the interplay of 1nd1v1dua1 national pohc1es and EU pohcxes
towards Russia. First order concemns relate to a country’s national security,
economic prosperity and seeurity of energy supplies while second order concems
can be described as ‘ethical’ concerns reflecting the normative values of the
respective state. States will essentially forfeit second order concerns if they are at
odds- with- the ‘first order’ core national interests. Consequently, there is an

apparently ambiguous bilateral relationship between member states and Russia
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and disinclination to espouse for the ethical principles that EU policy is based
upon. States guarantee that bilateral ties with Russia remain unaffected when
disputes over human rights violations erupt at the EU level, by getting the EU to
take on the second order issues (Schmidt-Felzmann, 2008, p.179).

'Romanova notes the yéar 2000 as a turning point for EU-Russian relations. At the
‘ Feira European Council meeting, political cqndifionality ~and econdmic_: _
cooperation with Russia were decoupled, prbyiding huge poten’t.i‘a\l'.for political
implications for EU-Rﬁssia relations and allowing the intensification of economic
links(Euro'péan Council, 2000). There is a lack of collective action on the ipartr of
the EU in respohding to alleged Russian human rights violations due to economic
-reasons. Schmidt-Felzmann argues that the contention is that the pfotection 6f '
economic interesté‘over_rid_es ahy concerns for human rights and the rule of law in
Russia V(S'c_hmidt-Felzrriann, 2008, p.178). Highly dependent member states will
seek to proteét existing bilateral agreements and maintain fa\}ourabl_e_ relations
with Russia to eﬁsure prosperous trade relations and security of their énergy

supplies.

The war i‘n Chechnya and Russian human righté abuses against civilians have
con.ti.nuedi to peter out as vp'rioritvi'es on the EU-Russia agenda in the post-
Sept'emb‘e_f ,1‘:1 WOrl'd.f The EU has emphasized the- importance of “strategic
- partnership” and “energy dialogue” and avoided criticism of Russia’s human.
rights ébﬁées in Chechnya. EU leaders Areso_l\;ed-not to forgo poliﬁcal capital by
raising the issue of Chechnya and human rights, which would have undermined
~ the probability of bﬁiiding up better relations with Russia. The member states do
not need‘ anything “apart frIOmb the Russian market (Schmidt-Felzfnann, 2008,
. p.1.80);- Similar reasoning can be adopted when considering the outcomes of the
Georgian-Russian WarT Ofﬁciai discourse_ from' the EU - stated that ‘the EU’s
- relationship with Russia is one of the ,most'cha.l—lenging of our times consisting of

a éomplex web of joint activities and inte_rWoven interests’ (Europa, 2008c¢).
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Clearly, collective European action is lacking for reasons of not wanting to lose or
upset economic relations. The significance of energy in the lack of EU action over
~ alleged human rights abuses by‘ the Ru'ssiari government is summed up well when
- Fosberg states thatv ‘never, for example; was Russian policy in Chechnya tied to

the EU’s willingness to import Russian energy’ (Forsberg, 2005, p.474).

Thus, when éXamini-ng the main issues of conflict between the EU and Russia it is
- clear that the economic energy relationship takes priority as poténtial' conflicting
attitudes towards Chechnya, for exarﬁple, are ignored. The tensions which exist
_ over areas of NATQ/EU 'Enlar,gément, potential EU membership of
- Ukraine/Georgia 'avr'1d> the Augusf 20108 ,Wal_' do tiot have far reaching conse’quen'ces.
to éen'(jusly bring eitherv.par‘ty into a sefious.'coﬁﬂict; Because politica_l'émd
. economic ties cause Russia and the EU to have a s_trdng intertwined relationship.
It can be conclud_ed that contentious issues between the EU and Russia, such as
h_ﬁman rights violations, can be ins'i'gniﬁcant in risking or tarnis_hing EU-.Russia

relations as energy supplies and economic concerns can take priority.
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4. Contemporary Events in EU-Russia Energy Relations

'EU scholars debate on the limitationé of EU energy policy, emphasizing ‘on the
‘number of distinctions that have to be made when consicllering it. This is because
indi\;idual members like Franee, Gennanyiand Italy, who have _.their‘ own national
energy policies end contracts with suppliers, also dictate their own energy policy

| within EU.

Cornpetenciesv and institutions overlap When' dealing with energy seeurity The EU
can bnng a number of instruments to bear on. energy negotlatlons with other
: partners the size of 1ts market giving huge leverage (Grev1 2006, p.7). The first
~ legislation put in place for an energy policy was in 1994 (Com 94, 659).). The
‘White Paper on Energy Pollcy, cons1dered as the policy startmg point empha31zes
‘on the dlver31ﬁcat10n of secunty of supply, competitiveness, and environmental _
protection (Com 95, 682). A number of directives and_proposals_ have been
_implemented to 'promote the internal energy mark_et'since the.'adOption of the
.White Petper' (Com 98' 5'71)“ as also to liBeralise gas and.electﬁcity trade, to
integrate sustainable development into energy policy and to support renewable .

'energy sources (Com 02, 488)
, DIFFE'RING. NATIONAL POLICIES WITHIN THE EU

The ceees of Italy and Germany provide an example of the varying policies
employed by individual states within. Europe While policy at the overall EU level
is being carned out individual states are also taklng matters 1nto their own hands
and securing -bilateral deals w1th the Russian government in receiving energy

1mports.
The most significant measures taken by Italy, Germany and France have been to
reduce their indiyidual’ vulnerability by signing long-term bilateral gas supply

agreements‘ with Gazprom. National energy choices being diverse, the place of
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natural gas is very different from one EU country to another. Some European
countries are producers of gas; others use coal or have invested heavily in the
nuclear sector. The disparities observed in the structures of energy balances are
the product of history and the consequence of strong differences -of opinion
concerning the role of the nuclear sector. This is why there is no real common
energy policy in Europe but a simﬁle consensus oﬁ three priorities:

compéti‘tive_ness, se’curity»and sustainability (Percebois, 2008, p. 35).

2009 UKRAINE GAS CRISIS -

The very beginning of .2'009 saw a _severély' testing time w_ith' regard to EU-Russia"
Arélations. A substantial amount of Russian gas was not transported fo Europe for
twenty days in January 2009 due to commercial disput‘e between Ukraine and
Ruésia. After much sufferings of Europe, an agreement was struckbetween both:
the parties Vt'o resume gas supplies to Europe. It is important to consider the
implications and effects of the disagreement from both Russia and Europe’s
perspé,ctives to g'z;in'. an undgrStahding of cohtempqréry Russia-Europe energy

relations.

EU called for an urgent solution to the @ommel;cial dispute on gas supplies from
,_the Russian Federation to Ukraine on 2 January 2009, and for an immediate
_resumption of full deli\"eAri'evsA'Qf gas vt'o ‘t.l-l_e EU member states (Euroiaa, -2009a).
Gazprom had,'turn'ed off | gas supplies because it believed that Ukraine was-
:breac.hin'g' contract by siphoning off its gas and seiling it illegally (Gazprom, -
. 2009a). Since theﬁ, éeveral.E_U éouﬁtﬁes; especially Bu'lga'ria and Slovakia,
reported shortfalls in their supply of gas from Russia. Moscow accused Kie\;' of
- ‘stealing’ while Kiev countered that it was only trying to make up for willful
Russian supply shortages (Emirates Bﬁsiness 24-7, 2009). and his Ukrainian
counterpart, Julia Tymoshenko, said after negotiatons on thg 20th January, that
théy had agreed on thé price Ukraine would pay for its gas, enabling transit to

‘continue- to Europe. An agreement was reached between Russia and Ukraine
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based on both parties agreeing that the priee of the gas would be controlled using
European gas pricing rules. For the first time the generally accepted European
price formula; already applicable for all consumers of Russian gas, had been

- agreed with Ukraine (Gazprom, 2009c).
CRISIS AFTERMATH

»This.verisis estéb_li'shed the. neeessi-ty‘ for a coordinated European respoﬁse and
émergency plan .as' already highlighted by the Commission .in November 2008, in
its Second Strategic Energy Rev1ew advocatmg an EU Energy Security and
Sohdanty Action Plan (Europa, 2009c) To ‘minimise - the chances of another
snm_lar crisis, the’ G_as coordination group con31dered measures to_be taken. The_
g_ro'up concluded that -long‘term' stmctural_measures need te ‘be established and

that ‘the need for diversification 1s more important than ever’ (ibid).

.Russia’s neighbours had complained ef being ‘bullied’, with embargos being
placed onit-heir».experts of goods to Russia and the cutti'ng off of energy suppliee
from Russm These states have extenswe bllateral trade links with Russia as
' vestlges of the ‘old regime’; and are thus vulnerable to the apphcatlon of political

pressure by means of trade (Schnndt—Fel’zmann, 2008, p.172).

The. risk of dependence’ on one energy s1_1pp1ier was already highligh_ted"by a

‘similar disp’ute‘between.Russia and. Ukréine over. natural gas prices in January |
2006. In early 2005 the Russian state monopoly Gazprom revealed plans to start
applying market rules’ in its gas deahngs w1th former Sowet republics, which
meant that buyers would lose the heavily subsidized prices they had prev1ously
been giveh' and instead, would have to pay similar pr.ices' to those charged te

‘Western European customers | (Bahgat, 2006, p.961). Gazprom reduced gasv
supplies going through Ukraine in respbnse to Kiev’s refusal to.pay the new high ‘

price.

51



There are two main. gas export routes from Russia to Europe. The route traveling
through Ukraine transfers around 80 % of sold gas and that 'through Belamé
transfers the remaining 20%. Thé. ‘gas war’ between Russia and the Ukraine at the
* beginning ‘of 2006 and between Russia'and Belarus at the beginning of 2007
represented a threat to EU sﬁppli_es. Traditionally, Russia sold gas to its ‘friendly’
ex-USSR éountries at an ‘amicable pﬁce’ either at around 50 USD for 1000 m3 as
compared to around’_ 25(.)"USD‘ for the EU. Later, Russia asked them to pay the '
market price because th_esé cOuntries,shQ'Wed Occidental léanin-gs, and, a.cceptedAa_ _
"~ very interesting compromisé aftef, certa‘in. politicél conflicts, vthat the bric_e would
be temporarily set at $105 which will be eyenfualiy increased fo $130
_ (Per(:ebois,_2008,p.147); These events hévé led the'E_U enevrgy"expérts_ to reassess
| the serious need to diversify energy iihports and to move step -away from an over

reliance on Russian gas supplies.
ALTERNATIVE SUPPLIERS -

The future. of EU energy supplies need to-be considered in the light of the
outcomes of the Ukraine gas crisis, which makes the EU more reliant on external
‘s‘ources in years to come and_ thus exposes the EU to gfeater' competition for

- supplies (Johnson, 2005, p.257).

The Commissién ﬁgdresi forecas_t th'at,EU energy imports will rise from 50% to
“over 70% by 2030 (Lynch, 2004;_;5.2), and that it will become incfeasingly :
dépendent on oil and gas imports from a turbulent _n‘ei'ghbourhé‘od'.‘ The EU will
rely on importing 80% of its gaé requirements by 2030. Most speékérs present at
‘the EU conference stressed. that dependency regarding energy’ importé could bé_
',c;bnfronted with the di?e_rsi-ﬁcation of the energy mix, suppliers. and . transport
routes (Grevi, 2004, p.3). | | ' '
The pipeline network carrying Rﬁssian gas to Europe is a uniﬁ'ed system built at a

time when Russia and Ukraine were united as a single, gas-exporting state — until
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the fall of communism (Emirates Business 24-7, 2009). EU has become cautious
of being excessively dependent on energy supplies from Russia, reflecting its
belief on the ‘supply security’ doctrine that it.should not put itself in a situation

where it could be pressured by any one supplier.

The EU ‘is aiming to reduce import dep‘e'r‘ldency and to stabilize imports, which
‘has an important political significance for the EU. The dependency on Russian oil
and gas imports is increasingly seen to be affecting policy choicés in a large
number of EU member states; other states ‘remaining vulneréb'le to' pbssible
. outright Russian manipulation. The Eqropean Commission President Eaﬁoso
noted that eight EU member states are dependent on Russia as their single-enefgy '
supplier. To decrease Russian influence, the EU is trymg to secure direct access to

the massive gas and oil reserves in the Caspian Sea regioﬁ, cutting _ouf the Russian

‘middle man. EU efforts to. diversify its gas imports haVe existed around the
possibility of developing two pipélines which Would'provide gas from sources

. other than Russia: the Traﬁs—Caspian and Nabucco pipelines.
TRANSCASPIAN, NABUCCO AND SOUTH STREAM PIPELINES
| TRANS-CASPIAN GAS PIPELINE

“Proposed from Turkmenistan, across the Caspian Sea seabed to Azerbaijan, this
p_ipeline‘ will carry gas supplies ultimately desti_néd for Europe. This idea was
initially put for§vard in 1996. Howévcr, _ihitial plans in manufacturing .the pipeliné
seemed to lose momentlim in 2000 as .gas purchase contracts and means of
financing were not identified for the project. But the idea has be_envpu.tA forward
again recently, to create the p'ipelin'eiaé a means of diversifying gas sources to
Europe.. In 2007 the new leadership in Turkmenistan took a renewed interest in
this vpipeliné as it would enable central Asian gas producers to have access to
alternate export routes other than throﬁgh Russia (Crandall, 2607, p.17). However

the project lacks financial backing and an agreement by _él_l six nations in the
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Caspian over ownership of the seabed, meaning the likelihood of a pipeline is all

but mintmal in the near future.
NABUCCO PIPELINE

This pipeline is to transport gas from the Caspian basin along 3,300-kilometer-
- long route which would start at the Eastern Turkish border and tvr'ansp'ort»gas to
_Austria (Todays Zaman, 2009). This project is conducted by a consertium
including an Austrian firm OMV ,a Hungaﬁan firm MOL, a Turkish firm Botas, a
Bulgarian ﬁrm Bulgargaz, and a Romanian firm Transg‘azb (Percebois, 2008 p-48).
‘The plan to build the Nabucco. plpehne was proposed in 2000 The prOJect is
planned to become operatlonal by 2013 and would reach its full capa01ty of 31
bem per year by 2020, However, not a smgle segment of pipe has been laid till
* date. At current prices, construction costs would amount - to approx1mately 7.9
bllhon Euros, which some critics have said is too high a price during the difficult
economic period for too little gas to reach Europe. The amount of gas estimated to _
be imported through the pipeline re'p'resents: less than 10 pe'r-cent. of Europe's
needs: Nabucco is increasingly seen as a ‘solidarity project’ serﬁng» Turkey and
some southern Europeans more t"hannit ‘would ﬁnancially serve Europeinhg.eneral |
Symbohcally, though, it would help to loosen Russms strengthemng grip on :

European gas imports.

At the moment there is no guarantee that the pipeline will receive the gas that it
needs to transport. Azerbaijan, Turkmenistan ‘and Kazakhstan are the three
Caspian countries which the EU will be looking for clear signals that construction
. on Nabue'co will start soon and that there is the financial backing needed to see it »
 through to completion. This backing is not apparent at the_moment.. The reality is

that all three can just as easily export their gas through Russian pipelines - -

T-urkmenistan and Kazakhsfan already have such lo_ng—term' contracts’in place.

Until Nabucco can show visible progress on construction, it is unlikely that any of
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the three would risk damaging their ties with Russia by committing to the

European project (Radio Free Europe, 2009).
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Map: 3 Nabucco Gas Pipeline - Source: Wikipedia

SOUTH STREAM PIPELINE

Map: 4 South Stream Gas Pipeline ~ Source: Wikipedia
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»Russia is undertaking efforts to complete a ‘South Stream’ pipeline, in addition to
the Nord Stream pipeline, that would ‘rival the Nabucco Pipeline project. This is a
Russian-Italian project that aims to transport gas from Beregovaya, Russia, across -
thée Black Sea to Bulgaria and then to Italy and Austria. In May 2009 A deal was
signed_with Italy, Bulgaria, Greece and Serbia to build the pipeline with the aim
to corhplete the pipeline .by 2015 (Reuters UK, 2009). Ho_wever it is still
~ necessary for Austria to become a partner in the project for it to be fully realised. ’
The significance of this pipeline is that if the project goes ahead then the prospect
of 'ﬁlling the Nabucco pipeline up with gas will become even more pfoblematic as
‘South Stream will potentially use these gas supphes thus possibly taking away an
altematnve for the EU to dlver31fy its energy imports beyond that which it already
- has. Moreover even though Nabucco might cost less, it could never fully compete
with the planned capacity and supply which South Stream is expected to prov1de'
(Russm Today, 2009a).
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Conclusion

The EU and Russia are inter-reliant partners, both dependent on each other. Even
thoﬁgh points of variance exist between them, this does not impinge upon their

ehergy interdependent relationship thus leading to the conclusion that their
| interdependence is the principal binding factor between them in their relations. It
1s evident ‘that the Eufope’s energy supplies aren’t as susceptible as has been
pointed out by some expert’s, due to strong 'in’terde'pendency between the two
~ partners though With the situation being siightly in favour of Russia,it being the
- principle supplner But Russia also profoundly relies on the EU as an 1mporter of
its gas. Therefore it is not necessary for the EU to radlcally substitute its gas
supplier but surely a deliberate introduction and increment of alternative sources

would be better for the future.

During the Cold War, the US felt that the Soviet Union Was an enemy, which
should be. destroyed by economlc means; but Western Europe in fact thought that
' they should ensiare the Soviet Union in a web of 1nterdependence (George, 1998,

p- 140) The construction of an East- West energy bridge has been a European
premeditated goal since Russmn gas first entered Western Europe in the course of
the -Cold'.Wax; But the politics of interdependence does hot inevitably lead to
cooperatlon From a foreign -policy standpoint, the problem confronting .
h1nd1v1dual governments is how to profit from international exchange while

maintaining as much autonomy as possible (Keohane and Nye, 1987, p.730).

EU and Russia are energy dependent in different ways: the EU needs to import
: increasing quantities of energy, just as Russia needs markets for its natural
resources and Eurdpean capital to modemize and expand its energy sector
(Johnson, 2005‘, p.272). From the perspective of the EU, the question of
dependence on Russian gas imports should be franted in the broader context of

interdependence. The security of supply and the security of demand should be
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regarded as the two faces of the same coin in the relatidns between producers and
~ consumers. The EU needs Russia as an exporter as much as Russia needs the EU
as an importer. The trade is one of mutual interdependence, and beneficial to both.
‘Russia earned $35-38 billion from gas sales to the West in recent years, with
‘revenues of oil and gas making up close to half of the Russian government
budget. In order to generate‘re‘venues,' Gazprom has to éxploit foreign rharkets.
- Most of the easily accessible markets, such as those in Western Europe, are highly
proﬁtable. In fact, to date, VGazprom.e'arns virtually all of its ‘proﬁ‘ts_ from exports
to Western: Europe, although this market only accounts for 25 percent of total
production. Hence Gaiprom needs the Western Europea_n market as much as

Europe needs its gas supplies.

. If either the producer or the ,Qonéumer wants to opt to exit from the bilateral ties,
" and start dealing with an alternative contractual partner, he has to make a high-
additional iinvestment, i.e. build a new pipeline, which become.s Véry cos_tly. This
demo.nstfates the interdependence .between the purchaser and supplier (Goldthau,
© 2008, p.2). Critics argue that those member states whose repre‘sentatives4 have
sboken out in defence of de&eloprhents in Russia are simply mjsjddging Russian
“actions due to their close personal ties with the Russian presidents’(Schmidt-

- Felzmann, 2008, p.vl78).

- This issue- is demOnétfated most notably through the strong German-Russian -
.biiateral ties. The pé:Ceﬁtion of énérgy dependence has arguably caused muted
.critici'sm from Germany when reéponding to negatiVe foreign policy actions from
..Rus’sia-. The good personé_l relationship betweeh former chancellor Schréoder and
Putin surely brought ecoﬁdmic, political and military cooperation forward. Policy
analyst Overhaus argues whether German and European foreign policy is well
advised t‘o_v exclusively focus on Putin while muting criticism concerning the
devaluation of democratic instiﬁxtions. or human rights abuses in Russia
(Overhaus, 2004, p.6). This muting of criticism towards Rus'sia’s foreign policy

stems from the importance of energy relations and of a country’s desire to not
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disrupt their supply; as suggested in chapter three with the explanation of the

EU’s prioritisation of concerns.

The issue at the heart of heated debates among member states and EU institutions
regarding Russia is a- concem about undesirable trade-offs being made by
individual states, acting in pursuit of their strong economic and political interests,
Wthh undermine any effective EU level response to the ongoing anti-democratic

developments in Russia.

‘Chapter three considered the political impllcations for this relationship with
- regards to Russia b'eing responsible 'foralle'ged‘.breaches of human rights in
_ ‘Chechnya which is Just one of the many lssues which create conflict between the
two strateglc partners. Russian detests being told by the EU, and other Western
orgamsatlons that it needs to further democratize its mstltutlons and it further
creates tension. Western influence in regions _tradmonally under Russmn
influence, such as' NATO enlargement and 'thel planned. US Missile Defence
Systems in Central and Eastern Europe clearly proyokes Russia and iritates it that
.'oth‘e‘r powers have a presence near its borders The Russia-Georgia war in August
2008 has only increased Westem scrutmy of Russia’ s forexgn policy. Chapter-
three demonstrated that Russian forelgn policy. maklng is complicated and at
_"t1mes contradxctory as it developed out of -the chaotxc collapse of communism.

Present day Russmn foreign policy can also at times, reflect this contradlctory,
muln faced approach which provides for S0 much discussion to the Western

analysts on Russia. .

The European perception of dependence has certainly enahled Russia to avoid a
' strongerA level of international condemnation with regards to human rights abuses
in Chechnya and its lack-of implementation of further democratisation reforms
within its political system. Since energy from Russia does‘ not flow in equal
amounts to the entire EU, the problem of mutual dependency is particularly

complex. How this issue is focused will depend on the strategies adopted by each
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country in the Union. Given this situation, it is not hard to understand why the
European Commission has been unable to coordinate a common vision, nor why
_ some countries, including Germany, France and Italy, have been trying to develop .

their own relationships of mutual dependence (Andres, 2007, p.15).

" Russia, however, has one great weakness: gas is transported only through
pipelines. This introduces' significant geographical limitations and; in - fact,
_ deteimi_nes which'v countries can be-itsb customers. As a result, not only are it’s
cust'omers dependent 'on Russia, but the reverse is also true: Russia is dependent
©on its customers as W_ell.-_Rathe'r than considering the EU to be vulnerable to
.Russia,' it is more reasonable to understand the relatienship as one of ‘mutual
'energy ‘dependence. The fnture 'dynamics of this relationship will depend onlthev
- capacity of each partner to develop its respeeti\}e' energy alternatives over the

medium and long term (ibid).

The Ukraine gas crisis in January 2009 led many to beheve that the EU-Russia
“energy relatlons were at’ stake and that the EU must ﬁnd an altemate energy
*-supplier so that it moves away from over reliance on Russran gas exports.
However, EU and Russia are far too 1nter—dependent on one another for European

- gas supplies to be at risk. In an official statement from Gazprom it was said that:

o ;Gazprom Was and is the_ main supplier of natural gas to. Europe.
>We understand our responsibility and heneeforth'will remain the
guarantor of energy security for our European consumers. All the
contacts signed to supply gas will be implemented. There are not

. any doubts at all’ (Gazprorn, 2006).
" Whilst Gazprom’s sentiments were questioned over the Ukraine gas crisis, it has

been highlighted that the issue was mamly over pricing and that Russia wanted to

use the normal pricing system which it used with its other purchasers of gas. It has
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been concluded that mutual dependency on both parties means gas supplies aren’t

largely at risk as some writers have suggested.

The alterate pipeline proposals to enable diversification fronr Russian supplies
have already been concluded to be doubtful in being nrade into a reality due to
lack of financial backing, like Nabucco and TransCaspian.” Whilst it has already'
been concluded that Europe is not at great Tisk ‘of not receiving its gas supplies,

there are further reasons of it not bemg financially viable for Europe to access gas
* from™ alternate supphers F1rstly, since exploration of gas fields and pipeline
construction are extremely expensrve and tlme—consummg, producers and
‘consumers engage in long-term contracts that usually cover 20 years or more and
entail destination clauses prohrbmng secondary trading. Based on-these take-or-
pay contracts, -the producer is able to invest in a mult.lbl_lhon—dollar'pro_]ect, as
there is a constant and relia_bvle-return o_n. investment. The ‘consumer enjoys a

guaranteed supply for several decades,‘thus reducing uncertainty and costs.

Secondly, gas production and its supply is a regional issue, as it is almost:
| exclusively transpor_ted.' 'via pipelines. Hence, if either the producer or the
consumer wants to opt for exit and start dealrng with an alternative contractual
partner, he has to make a high additional investment i.e. build a new pip‘eline
Given the extremely hrgh upfront costs, it becomes very costly for e1ther involved
‘ party to leave an established bilateral contractual gas relationship. A quick look at
the dense prpehne grid connecting Europe and Russra reveals that neither sxde can
be mterested in dumping all the money that each has invested; nor do they have a

real choice (Goldthau, A 2008).

It is not financially wise or practical for the EU to be looking to'».drastically change
its gas supplier. However, in the long term, consideration should be made to
enable slow increment and introduction -of alternative sources. This would be
_better as a long term future goal for the EU and its still evo‘l'ving energy policy.

Long term options possibly lie with increasing Algerian gas supplies' which
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currently supply more than 10 per cent of the EU’s natural gas needs, i.e. around
18 per cent of the EU’s gas imports (Percebois, 2008, p. 50). In adittion to this
there is potential from Middle East suppliers, which provides another option for
the EU to d1versxfy its gas supplies (Bahgat, 2006 p.967). Already the EU is the
main trading partner for several Middle Eastern states; with oil and increasingly
“natural gas representlng a large and growing proportlon of this trade volume (ibid,

p.973).

Therefore, ' interdependence is ~clearly- i;isible in the EU-Russia energy
 relations, determining the incentives of both sides_ for cooperation and partn.ersh:ip '
whieh‘airh at enhancing the energy secuﬁty, a vit_el aé’pect for the'well-functio_ning :
of any state. Having examined the _empirieal_ context of the EU-R'ussi'a energy
interdependence, it is evident that this intefdependence is asymmetric since it
reflects ‘the uneven distribution of the bene_ﬁ.tb_s’ and costs in EU-Russia energy
relation. In the recent years the EU perceives itself as' more dependent on the
supplies of Russian gas than Russia depending on the EU energy market. This
understanding is derived from the fact that demand for 'enefgy consumption is
- increasing, especially gas, where Russm is the main supplier to the EU and the
productlon of alternative energy resources is becommg relatlvely expenswe Also
the poss1b111ty for diversification of suppliers is not an easy task for the EU since
most of the altemative suppliers are located in politically adverse and unstable'
environments. Domestic difficulties to liberalize the EU market where there is’
growing dlvergence in positions of the member states on how to enhance the |
security of energy supplies is also anOther facter They’consider the securify of
supphes as a crucial aspect of their natlonal security agenda and therefore are

he51tant to let such issues be cons1dered at the EU level

Taking the above-mentioned factors into consideration, it can be concluded that
this is a kind of defenseless interdependence which metes out sizeable costs for
L}

the EU and underlines the dlfﬁculty to adjust the EU’s policies on the occasion of

undesuable changes within the Russian energy pohcy
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It can be argued that Russia is but dependent on the EU energy market to a lesser
extent. Russia has bilateral long-term contracts with the EU Member States wlﬁch
secures Russ'ia’s energy exports. Russia is a major transit country which owns the
important pipeline networks without which the Asian gas cannot be tranéport'ed to
. the EU. Besides, Russia is continuously strengthening its positions by signing to
- new pipeline projects with Kazakhstan and Tu‘rkmenistan (Website of ministry of
Industry and Energy of Russian Federation) . Russia enjoys a sfeady_status of
being a major -gas suppl.ier poéSEs‘s"ing one-third" of the world’e proven gas
- reserves. Thus, in the conditions of growmg gas consumptlon in the world, Russia

‘, will continue to be one of the few viable suppliers of gas

On'the other hand Russia is dependent on the EU ene_rgy market as a substantial
' part of Russia’s energy exports go to the EU at high .prices which constitutes a
‘V large. part of state revenues. This can be charaeterized as sensitivity
_interdependenee where Russia has the ability to adjnst its pelicies_as a response to
the ehanges in the EU’s energy policy. This conclusion derives frofn the fact that
even if the EU, limits its imports from Russia, the non-EU states (Fonnei‘ Soviet
Republics) which are dependent on Russian energy fo a high'degr'ee will cont'in‘uev
to be a viable market for Russian energy products. Gradually 1ncreasmg the -
domestic price levels is another way of compensating for the loss in case of EU

limited 1mpoxts of Russian energy, which already takes place

“According to the theory of interdependence; such asyxnmetnes can grant a source
of power to a less dependent actor in a bargaining process and put it in a more
.advantageous position in the negotiations where it can influence the bargaining
outcomes. In the context of EU-Russia interdependence, thefe‘ are adequate
grounds to regard Russia a less dependent side which provides it with a powerful
source in tﬁe bargaining process over disputable issues in energy‘ relations .which

have been examined previously.
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In several issues it gives Russia the ability to withdraw from the negotiations
without any particular loss as a result of its non participation (as it is the case of
- conflictual issues of the ECT). Conceming the Production Sharing Agreements,
Russia itself decides how the process of investment is carried out i.e. it uses its
favorable position of being the owner of the natural recourses who makes the
: decisions'wi_.thout particular consideration of the EU’s interests on these issues. In
the territoriality clauses and dual gas pricing ~issues this asymmetric
| 'interdependence' gives Russia further incentive to continue to pursue its own
policies. This situation contributes to further intensification and deepening of the
conflictual discourse and makes it difficult to manage such conflictual issues. In
addition, some of the achievements in the EU-Russia energy relations as well can -
be attributed to the manipulation of the asymmetric mterdependence by Russm i.e.
Russia secured long-term contracts -as the basis for energy cooperatron and the
clanﬁcatron of the question on the “alleged restriction on imports in favor of

Russia.

| ~ Thus; it can be convincingiy concluded that ’.energy security and the eonﬂ_iets
, surrounding it are the key issues. in the EU-Russia relations and the fact 'that:_the
| supply of energy to iEurope has been used by Russia as a barga'i'nrrlg chip to

counter geopohtlcal moves by NATO and its members who are in essence mostly

EU members
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