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Chap_ter One 
Introduction 



1. Introduction 

With the coming of industrialization, the past decades have seen a brisk rise in the 

consumption of energy. The growth and sustenance of the modern society is 

essentially dependent on energy in the fonn of fossil fuels. Consequently, global 

energy demand wiil levitate drastically in the future. Thus, the energy related 

.issues such as the reduction· of fossil fuel reserves, global warming and other 

· environmentaltisks, geopolitical 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 cqnsulner and producer GOUntries have been concemed with security of 
. . . 

supply and demand in the lastcouple ofyears, the policies to fulfill their strategic 

interests differing significantly for both pa11ies since producer· countries rely 

predominantly on govemment intervention, while consumer countries rely mainly 

on a market-based approach with certain government incentives(CIEP Repo11, 

Jan2004), The energy policy entails three important elements in consumer 

countries: low supply costs, security and continuity of supply and the importance 

of environmental aspects (Ciep Report,Jan,2004). These fundamental factors are 

shared to a large extent among the govemments and international organizations of · 

the consumer country. But, th~ producer countries rely on energy exports for a 

considerable part of their GDP, placing themselves in the group of resource-based 

economies, which are defined as "economies where natural resources account 

for more than 10 per cent of GIH> and 40 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 <fOSts or revenues of 

state-owned companies play ·a crucial role in shaping the country's budget. 

Usage of energy policy as a political or econoinic lever especially by producing 
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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 security evolved in the 70's during the oil crisis when the 

0 PEC oil embargo and the Iranian revolution threatened to cause. price· increases 

and quantity shortages for the United States. Since then energy security has been 

viewed in terms of reliable and affordable access to oil by western countries that 

were dependent on oil imports for their energy needs. With natural gas becoming 

more important 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-operation and Development) countries as 

consumers of the world oil and natural gas production (ESMAP 2004). 

The European Commission and the International Energy Agency define 

energy security as the provision of reasonably priced, reliable end 

environmentallyfriendly energy (Muller-Kraenner 2008: 1-2). The International 

Energy Agency (lEA) defines energy security primarily in terms of stability of 

supplies of oil and natural gas (lEA 2006). This would certainly be acceptable as 

a general definition.· However, energy security can also be defined in the 

following terms: 1) enabling a certain percentage or number of countries to 

sustain the provisioning or availability of energy services forpoverty reduction 

and economic growth, 2) enabling a certain percentage or number of households, 

businesses artd communities to meet their energy needs for consumptive, 

productive or socially productive uses (ESMAP 2004). 

The above stated definition of energy security implies that a theoretical 
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framework must provide understanding of both the demand and supply side of 

the issue. 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 points should be noted: 1) security 

of .supply is primarily a concept of physical availability - the gas must be there 

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, secmity of supply is also, 

albeit more loosely, tied to a concept of price. Gas must be available at a 

'reasonable' price - not at any price. By defmition, if the price is allowed to 

increase 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 restric!ion 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 politically, 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 natiorialisation of 

energy resources and the politicisation of energy management by resource rich 

countries have made energy security - as in the. 1980s - a matter of national 

security (Y ergin,2000). According to them, the market alone is not abJe to deal 

with the mounting and multi-faceted challenges that energy-consuming countries 

face in a globalised worid. Energy security therefore requires international 

cooperation, government intervention and at times military control. Neither 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?' complement each 

other and both are equally important to explain the challenges as well· as the 

solutions in dealing with the security of energy supply in Europe (Checchi et al 
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2009). 

HISTORICITY OF THE RUSSIA-ED ENERGY TIES 

Historically, the energy dealsbetween Soviet Union and then Russia with Europe 

was primarily based on geopolitical relations. The slogan of a "common European 

home" was stressed for the first time by Gorbachev and he tried to improve 

relations with Western Europe in 1987. But the major process began in 1988, 

when .. large scale disarmament programs and Moscow changed role were 

introduced in Central-Eastern and South-Eastern Europe. Gorbachev gave a 

speech at the Council ofEurope in Strasbourg in 1989 where he emphasized the 

economic, political and cultural identity of the 'common European home' .Russia 

emphasized on the European integration process and wanted to get closer to EU in 

the early l990s.In later period, Russian foreign policy shifted from the economic 

arena to a wider comprehensive arena. Experts basically categorize three stages of 

the Russia-E.U relationship. These are; between 1994-1999: Formal contacts 

. established; between 1999-2001: Period of transformation of the EU, emergence 

of the European security and defense policy(ESDP), and expanding agenda and 

changing nature of the bilateral relationship; and third 2001-current: step-by-step 

institutionalizing ofRussia-E.U ties. 

In 1994 the partnership and co-operation agreement (the PCA) was signed and 

was operationalised on 1st December of 1997. Underthis format, relationship was 

basically based on economic and political issues. Here EU tried to be an observer 

of the Russian democratic structures. A major tum came under the German EU 

presidency in 1999 when Russia and European Union discussed a policy of 

stability and security and integrating Russia into a common European economic 

and social space. When Putin became the president at the end of 1999, the course 

of the relationship changed from economic to wider spheres. , 

4 



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 

economic 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 option 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 commercial clash with 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 intentions of Russia. Another affair was 

the criticism by EU, of the 'Russian aggression' in backing South Ossetia in its 

war against Georgia, infringing upon its territorial integrity forcefully 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 labeling Russia an 'international outlaw' (BBC News, 

2008b). 

In spite of the differences and contradictions between EU and Russia, there have 

been many endeavors like bilateral trade agreements to build up mutually 

advantageous association between the two. Though· each of the two superpowers 

realizes the indispensability of the other in meeting the existing local and 

international problems, the recent events have made their relationship 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 assertion and economic 

independence is growing rapidly due to rising energy prices and thus inviting 

displeasure of many national Foreign Ministers. Contrarily, EU is highly 
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dependent on energy imp011s for almost 80% of its oil supplies and 2006 

witnessed imp011ing 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 expo11s. 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 

(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 incre'asing diminution of 

world oil and gas reserves. The EU-Russian energy discourse thus began in 2000 
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and the energy relationship between both the countries has assumed growmg 

importance since then. 

Chapter 1 of this dissertation deals with the importance of energy in international 

relations and elaborates upon the concept of energy securi_ty. 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). 

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 gain 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 discord 

between the two. The core political issues which unite the two partners have also 

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 question as to 

whether the .recent events 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 
' 
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of interdependence overshadow the disagreements and opposing political views 

between the two countries and the political implications for future energy supplies 

to Europe. 
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Importance OfEf!ergy In Russia-Europe Relations 



2. Importance of Energy In Russia-Europe Relation 

The later 60s saw long 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 consumption. 

Also, 60% of Russia's oil exports are taken up by the EU, representing over 25% 
. . . 

of total EU oil consumption. Furthermore, Russia is a principal provider of nuclear 

fuels to the EU (International Herald Tribune). The establishment of the bilateral 

'Energy Dialogue' (ED) in 2000 was the upshot of the recognition of this 

interdependency, and intended to deal with the "issues of common 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 

energy links being still limited to plain producer-consumer relations. 

EU's energy policy towards Russia is guided by issues such as its degree of 

reliance on the latter in energy supplies, security of these supplies, environmental 

concerns and liberalization of energy sector. As for Russia's national security and 

economic development, its critical relationship with the transit countries 

(Belorussia, Ukraine), security of markets for energy supplies and the 

nationalization ofthe energy sector is of paramount significance. 

EU and Russia <;ontinue to· disagree on economic and geo-political issues, whose 

termination is reflected in the negotiations on the ratification of the Energy 

Charter Treaty (ECT). -The ability of the two parties to find common solutions 

appropriate for both sides will . decide the future development of the energy 

security issues. 
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The Energy Situation in the EU 

The EU is increasingly growing to be dependent on imports for oil, gas and coal 

supplies at a time when renewable and nuclear power is not being able to meet . 

this deficit. Energy supply security has been a primary political and economic 

concern in international relations since the 70s (Johnson,2005). The EU is coping 

with continued deterioration of its energy security as a result of waning 

indigenous production and the extent to which the problem will grow depends on

the degree to which renewable energy supplies will build up. The forecasts of tlie 
. . . . 

European Commission state that the EU's energy import dependency might rise to · 
. . . . 

70% by 2030 since dependency on oil and gas will persist because even though 

the alternative (sustainable) energy sources will be growing, they will still not be 

able to meet with the growing energy demand of the EU(European Commission 

Report,2002)~ Moreover, the distribution of proven oil and· gas reserves in the 

world and the advantage of their exploitation indicate that future EU oil and gas 

supplies will increasingly become more geographically concentrated on Russia, 

the Caspian Sea region and the Persian Gulf. Therefore, security of oil and gas 

supplies will continue to be an important issue in the coming decades (Ibid 

Report, Jan2004). 

This point can be exemplified by the fact that the EU relies on imports for almost 

80% of oil supplies and in 2002 the import came mainly from OPEC; Norway and 

Russia (38%, 24% and 22% respectively). Thus, as the EU's dependence on oil 

imports rises, it is estimated that it can reach 90% by 2020 with imports coming 

from unstable and hostile areas. The gas reserves of EU. are quite limited and 

calculations show that at current production rates they will last another 20 years. 

In 2001, the EU had to import around 43% of its gas consumption. 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 ha~ 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 
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(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 and securing energy supply. It adds strong 

commitment to save energy and advocate . for climate-friendly energy 

sources(European Comission,2007). Other important initiatives include: 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 renewable energy with the aim to multiply the share of renewable 

energy threefold, from under 7% currently to 20% in2020. It 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 expensive; promoting solidarity 

among the MS in case of an energy crisis, improving the EU emergency oil stock 

system, making sure that nuclear power if used in MS is safe and secure in 

keeping up the highest standards of non-proliferation(Council ofEU document, 

Mar 2007). 

As the EU faces increasing import dependency, rising energy prices and the after

effects of climate change, the leaders of the EU are .stressing that a common 

European position 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 ~nhancing 

the efficiency of the European energy grid by creating a truly .competi'tive 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 
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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 

understanding on how to deal with energy related issues especially concerning the 

security of energy supplies (Spruds,Andris;2006). Therefore, the MS traditionally 

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

The issue of the security of energy supplies is so vital to the EU that it is 

identified in the EPE as well. Studies show that energy trends and policies 

remaining as they are,. the ED'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, it is 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 EU realizes that this contributes to 

the growing vulnerability of its energy security. 

Russian Energy Policy 

Today Russia 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 African, Latin 

American countries) 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 the energy industry accounts 

for almost one-third of industrial production and makes up • more than 50% of 

export revenues (Christian von Hirschhausen 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 key 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 Economics?; 2006); Furthermore, the Russian energy 

sect_or __ is facing serious technical problems of energy infrastructure e.g. the 

pipelines are in worst condition. Another problem is the inappropriate pricing 

strategies which largely subsidized in Soviet times, resulting in the distortion of 

the structure of demand. Besides, another important factor is that even in the 

years when Russia has high energy revenues as at present, they are not being re

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

To add to the problems i:n the energy sector there is a strong domestic political 

resistance to foreign involvement in oil and gas which impedes the investment 

and technology transfer that is greatly needed in the energy sector in order to 

rehabilitate the damaged wells and introduce advanced techniques to extract oii 

and gas from ·difficult terrain. All these factors mentioned above indicate that 

although Russia has a great amount of potential as an energy supplier there 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 crude oil thus becoming the second producer of crude oil in the 

world. The revenues from oil exports exceeded $ l3 biHion 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 significant 

problems plague the Russian oil industry, like the absence of greatly needed 

resources and investment, ageing equipment, poorly developed fields and limited 

·transport infrastructure. According to the Russian Ministry of Energy, 5% of crude 

oil output is lost through various ·leakages. Other specialist organizations put the 

figure at 7%. This means that huge amounts of Russian oil are lost due to the 

inefficiency of infrastructure in this field (Johnson,2005). Therefore investment of 

technology in the oil industry is crucial but the position of the government and 

large oil companies has been to optimize returns while world prices are at a high 

and not paying the required attention to the long-tenn investment needs of the oil 

field(Lo.B,2003). Russian crude oil reserves had a length of an estimated 21.4 

years by t~e end of 2005 production and consumption rates (Official site of BP, 

Oil Reserves). 

GAS 

The Russian gas industry represents the strategic aspect in Russia's approach for 

economic development and international integration; Russia has the world's 

largest gas reserves concentrated mainly in Western Siberia, which is estimated 

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

Major Recipients of Russian Natural Gas Exports (2.007} 

Polond 

Si><lfc.: fiA (www.ela. dot!.gov) 

Source: Wikipedia 

The most important gas company in Russia is Gazprom, which is state owned and 

has over 300,000 employees, 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 d_omestic 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. Currently 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 

(2006) 

Russian Natural Gas as% of Domestic Consumption (2006) 

Source: Wikipedia 

ELECTRICITY 

Russia's electricity supply industry is mainly dominated by the state-owned Ri\0 

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 fir 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 saving prices; risk management of crisis situations in 

the energy security; usage of energy saving technolo.gies and equipments; 

:reduction of losses in. the processes of extraction, processing, transportation and 

realization of energy production. 

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 cim be reached through the. creation of a 

civilized energy market that can be regulated by non-discriminatory economiC 

interrelations between private actors and the state government. 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 

foreign investors in the field of development of the energy resources and 

enhancing the efficiency of their utilization and acquiring new energy markets. 
' In addition, the Russian energy foreign policy is aimed at changing the role of 

Russia from predominantly being a supplier of raw energy resources to an 
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independent member of the 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 Russiangas 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 ?rucial importance of the security of 

supplies for overall energy security (The Economist, april 2007). The EU, on 

account of such changes, is trying to enhance its relations in the energy field with 

Russia through intensive bila~eral energy dialogue and the multilateral cooperation 

in energy (ECT). Three most important drivers of the EU's energy strategytowards 

Russia, like security, environment ;md liberalization can be singled out effortlessly. 

Due to declining energy production and continued increases in demand, the long

term security of energy supplies is a major concern for the EU and has become a. 

significant component of its overall Russian policy. Larsson in his analytical 

research on Russia's reliability as energy supplier, points that even though Russia 

is a reliable supplier (as most of its energy exports 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 interruptions aimed at other non-EU 

countries (as a result of the political and economic tensions). His observation says 

that out of the 55 cut-offs by Russia since 1991, only 11 had no political 

undetpinnings that underline the usage of energy lever tools in the Russian foreign 

energy policy (Larsson,2005). In this connection, the EU is urgently looking for 

new possibilities to diversify its energy supplies. The experts mention the 

following as possible solutions: increased supplies from Algeria, and the 

possibility to import Iranian gas to Europe via Azerbaijan and/or Armenia via 

Georgia to Turkey (Larsson). 

The environnient 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 tum 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 identify 

concrete steps to rapidly improve the investment climate. Since the fundamental 

task of Russia's energy strategy is to ensure national security, it continuously tries 

to utilize its energy policy to prevent geopolitical and macroeconomic threats and 

risks of being blackmailed (four blackm~iling cases by transit countries Ukraine, 

Moldova, Belorussia and producer countries such as Turkmenistan and_cqnsumer 

country Turkey ate known) (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 

willingness to play by the international rules but if national security requires, it 

puts limit on the extent to which it can give up it independence 

(Larsson,Ibid,2005). 

In connection to the relations with the EU, Russia's most important energy policy 

driver is the security of the demand or security of the consumer markets. The 

. Russian government realizes the importance of having an image of a reljable 
' 

supplier. This motivates Russia to construct new pipeline routes which bypass the 

transit countries and deliver. energy products directly to the EU countries 

(Sydsvenskan,Ekonorni,2007} The majar planned projects are Nord Stream (the 

northern trans-European gas pipeline) and Burgas-Alexandroupolis pipeline 

(transporting Russian and Caspian oil 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 remam 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 any other area. For the EU, Russia is the main supplier 

of the hydrocarbons: 25% of its gas (50% of its imports} and 25% of its oil (over 

30% of all its imports) comes from Russia (Euroactive website). Some 63% (130 

billion cubic meters) of Russia's natural gas exports of205 bern were delivered to 

European countries in the year 2000, with contractual requirements to increase 

deliveries to around 200 bern by the year 2008(European commission's 

Delegation to Russia). Dependence on Russian gas is considerable within the EU: 

Finland's shares are 99%, Greec.e- 76%, Germany- 39%, Italy- 34%;.France- 24% 

(Varlden,Sydsvenskan,2007). Energy dependence is especially high the in the 

new EU's MS. Apart from Slovenia, the shares are 70-100% for natural gas and 

oil: Estonia imports 100%, Poland- 87%, Slovakia'" 86%, the Czech Republic

SO%, Hungary- 76%, Lithuania- 71%, Latvia- 57% (Hamilton,2005). 

As for Russia, the importance of the EU as a main energy consumer market 

cannot be underestimated. Since the EU is the final destination 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 importance 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 dialogu~ 

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 

interdep-endence, 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 Joint 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 partnership and arrangements for it. This will provide· an 

opportunity to raise all the questions of common interest relating to 

the sector, including of cooperation on energy saving, 

rationalization of production and transport infrastructures, 

European investment possibilities, and relations between produces 

and consumer countries. The planned ratification of the Energy 

Charter Treaty by Russia and the improvement 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 an~ 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, ensuring that the policies of opening and integrating energy markets are 

pursued."(EU-;Russsia energy dialogue 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-tenn 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( Europa 

website). Apart fromtliese issues, the ED also aims to reduce the impact that 

Russia's energy infrastructure causes on the environm{lnt. The ED is managed 

through the institutions set up by the Partnership .and Cooperation Agreement 

(PCA) where the Industry and Energy. Minister Viktor Khristenko _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 Website). 

Conflictual Issues of the ED. 

TERRITORIALITY CLAUSES 

The EU has been firmly dedicated to liberalizing its energy markets both for 

industrial users as well as for households. However, the con:flictual issue lies iri 
' . 

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 neighbours. As the European side insists, such 

clauses are against the EU single-market rules and prevent the EU from 

developing a functioning EU gas market as the clauses allow Gazprom to sell gas 

to various MS at different prices (Barysch k,2005). 

22 



Although long term gas contracts have been having an important role in the 

development of the European gas market like providing a risk-sharing 

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 

Austria and Germany and the CommiSsion 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 continental EU electricity grids as one of the 

projects 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 possibilities for 

· business cooperation in the electricity sectors of both EU and Russia (Europa 

website,ED). 

However, there have been conflictual positions regarding the process of 

realization of the above mentioned initiatives. Russia is strongly pursuing an 

effort to link its own electricity grid to that of the EU. As Katinka Barysch points 

out, this would enable the electricity monopoly of Russia namely Unified 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 environmental protection as well as the end of 
I 

subsidies that Gazprom offers to UES in the form of cheap gas. According 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 areas (Barysch). 

DUAL GAS PRICINGVs UNIFIED GAS PRICING 

Russia has a dual gas pricing policy in which low revenues from domestic gas 

pnces are subsidized by much higher European- and to a lesser extent 

Commonwealth of Independent · States· (CIS)- gas-prices (Spariier,2006)~ 

According to this policy, Russian federal authorities have substantial legal power 

over the natural gas sector at its disposal to improve the social and economic 

environment. The main reason for dual pricing has been to provide a natural gas 

subsidy to the Russian economy, including foi· household needs and large industry 

enterprises. Three main clauses can 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 were from 

European sales, · and European prices were six times those of domestic 

consumers(Spanier,2006). These are the circumstances in which the conflictual . 

issue between the EU and Russia occur. 

Such policy of dual gas pricing has led the European side to take a tough position 

and to argue 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 illegitimate and gas 

prices must be unified in order to eliminate such unfair advantages. As the · 

· European experts underline, the pricing at Europeap. level does not mean that 

Russian domestic users should pay the same as Europeans for their gas. Instead 

unified pricing refers to equaliZing Russian domestic prices to European export 

netback prices- that is export prices adjusted for transport costs, taxes, and import 
I 

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 av~il itself of its 

natural competitive advantage"(Grinberg). 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 extraordinarily high share of transportation in the total production 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 energy intensive companies are confronted with 

higher costs. Thus, this situation can lead to rising unemployment and the 

possibility 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. 

Nevertheless, experts estimate that the unified gas prices can be beneficial for 

·Russian government through revenues gained from dividend and tax payments. In 

this connection, as Spanier observes, the Russian government is showing the signs 

of will to change the policies in connection to domestic prices. The Energy 

Strategy of Russia for up to 2020 had doubled the prices in 2006 and planned to 

triple them by 2010, but still the government insists that the increase should not 

be so large that the price is increased up to the netback European export level 

(Spanier). 

PRODUCTION SHARING AGREEMENTS 

As Barysch observes, 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 

degree. However, the important issue in this matter is the process of attracting EU 
I 

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 s~are 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 

investment from revenues generated by the forthcoming output 

(Bindemann.k, 1999). However, as Kirsten Bindemaliri underlines, the state 

remains the owner of the energy sources only to the contractor's entitlement to its 

share of production. The government or its NOC usually has the option to 

participate in different aspects of the exploration ahd development process. 

The PSAs became part of the legislation in Russia m 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 financed mainly 

by Royal Dutch/Shell and ExxonMobil (Barysch). In addition, this approach has 

led to a more difficult procedure to 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 they 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 besides the mentioned investment projects. The reason for 
f 

such low foreign investment is considered to be the absence of a functioning 

PSAs, uncertain property rights and prevalent public rejection in Russia to selling 
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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 

. significant difficulties for. the further development of the EU-Russia energy 

partnership. Noticeably, these conflictual issues are different in nature; some of 

them identify the divergence of EU and Russian positions in termsoCtechnical · 

standards, whereas others recognize different positions on how to regulate fo~eign 

investment into Russia, as also _different visions on energy pricing as well as the 

importance of long term contracts within the energy sector. 

The Energy Charter Treaty 

The European Community (EC) initiated the cooperation in energy field with 

the Eastern European countries in 1990. Such political initiative has found its 

. realization in the creation of the Energy Charter Treaty, dictated by the 

mutual realization that in the conditions of growing interdependence between 

.the consuming, producing and transit countries, international cooperation can 

be more effectively regulated by multilateral rules than by bilateral 
. . 

agreements alone. In this connection the role of the ECT was seen as to build a 

iegal foundation for energy security b(}sed on principles of open competitive 

market and sustainable development~ 

The objectives of the ECT are to provide means to invite investment to the 

countries with natural resources, protect their interests and to guarantee reliable 

transportation for their energy exports to llieir consumers. For the energy 

importing countries, the ECT provides protection of their investments and 

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 free to decide whether to develop 

its natural resources, 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 adopted in 1991 and was followed by the 

legally binding ECT signed in 1994, which entered into force in 1998. Since its 

creation, 51 states have signed the Treaty plus the EU which signed it 

· collectively as well in the name of the European Com!nunities and therefore the 

total number of the signatories is 52. However, out of these, 5 states have still 

not ratified the Treaty, including Russia, but it has agreed to apply the provisions 

to the extent that it is consistent with Russia's own constitution, laws and 

regulations (ECT website). Such provisional application is provided by Article. 

45{1) which states that "Eath signatory agrees to apply this Treaty provisionally 

pending its entry into force ... to the extent that such provisional application is not 

inconsistent with its constitution, laws or regulation."(text of 1994 ECT) 

CONFLICTUAL ISSUES OF THE ECT 

The underlying reasons for Russia's non ratification ofthe ECT are the provisions 

of the so called Transit Protocol {TP) of the ECT which reflect the incompatibility 

of the EU's and Russia's positions on the freedom of transit. The TP of the ECT 

obliges the participating states to take the necessary measures to facilitate transit 

of energy guarantee in harmony with the principle of freedom of transit, and to 

secure established energy flows. The transit countries are also under a compulsion 

not to disrupt or slash down the existing transit flows, even if they have disputes 

with another country concerning this transit (ECT website). Such provisions of 

the Protocol are aimed at diminishing risks and costs related to transit; increasing 

competitiveness of transit supplies and improving energy security which includes 

security of supplies, security of demand and security of infrastructure 
. I 

(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 several aspects in the present formulation of the TP provisions, 

which do not take into account Russia's strategic interests as the major transit 

country within the ECT. Russia 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 Central 

Asia, and also, it would require that Central Asian states be given accesses to the 

Russia pipeline system at subsidized internal tariff levels. Russia also says that 

ratification would place the system of long-term contracts for supplies of Russian 

gas to Europe in jeopardy (Konoplyanik,2003). 

In addition, Russia stresses that it regards the Article 20 of the TP on Regional 

Economic Integration Organization (initiated by the EU Commission) as unfair, 

because it states that the provisions ofthe TP are not applicable on the territory of 

the EU since the transit of the energy recourses· on the territory of the EU is 

regulated by the EU internal market mechanism. This can mean thatthe tariffs for 

transit of Asian gas will be lower that that of Russian gas to Europe. 

Vladimir Milov points at the double standard approach that is present in the 

construction of the energy transit ·in relation to Russian interests. The 

disagreements and the difficulty to find consolidated position has resulted in 

Russia's passiveness in negotiations and at times Russia even failed to attend 

them without explaining the reasons. As Konoplyanik stresses, such refusal to 

participate in substantive discussions in the framework of negotiations and 

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 energy 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 networks, which will 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 energyrelations and to ratify the EGT if it wants to convince Europe 

of its reliability as energy supplier (Larsson). Such European energy policy 

becomes especially important and understandable in the light of recent Ukrainian 

and Belorussian energy disputes with Russia and subsequent 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 process by emphasizing that it "views the 
·~ 

Energy Charter as an important instrument for international cooperation" (A. 

Denisov). Russia stresses 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 partnership in the energy field. 
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ChaJJter- Three 
Russia's Energy Foreign Policy 



Russ1a''s Energy Foreign Policy 

The collapse of Communism can be acknowledged for the development of foreign 

policy in Russia. The environment was one of economic and political instability 

and multiple identities had made Russia a state without an identity of its own (Lo, 

· 2003, p. 113). Thus, anarchy, petty politicking and mixed feelings of dependency, 

disparagement and disgust resulted in the fonnation of Russian foreign policy 

(ibid, p. 15). Moscow couldn't take a strongdecision regarding specific issues 

like NATO enlargement and the strategic disarmament agenda (Lo,2003, p.19). 

Thus, Russian credibility and capabilities as the once-world power were 

tremendously reduced with the collapse of communism. 

Russia has never appreciated interference in matters of its foreign policy. It 

·practices influence over other states by using its energy exports as a foreign 

policy tool. Kremlin continues to assert itself and maintain influence on its 

immediate borders because of energy supplies only. The Nord Stream Pipeline 

visibly demonstrates how important it is for the Russian state to maintain full 

control over its. gas exports and transit of gas into EU. Thus, this chapter will 

discuss how Russian energy foreign policy is ,based on maintaining gas 

dependency of Eastern Europe on Russia, 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 Russia'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 removal of state 

restrictions on the energy sector. 

4." RENT-SEEKING: This ·model argues that a few elites were able to amass 

massive personal wealth by exploiting the Soviet collapse and exercising 

monopoly over oil and gas exports. But the validity of this model in 

analysing Russia's energy foreign policy is questioned today because 

Vladimir Putin has consolidated his power base by removing the oligarchs 

(ibid, p. 182) .... 

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

energy foreign policy and the liberalisation model can help understand the future 

role of Russia's energy sector. in its. foreign policy and further the political 

implications of the EU-Russia relations will be analysed. 

The Government of Russian Federation issued The Energy Strategy in August 

2003, which outlines Russia's official energy policy. It runs up to 2020 and was 

approved by Decree No. 1234-p inthe State Duma. It highlights the Kuwaitisation 

model to energy foreign policy, emphasizing on using· energy resources and 
. ' 

natural fuel most effectively, and to improve 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 atms 

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's energy exports in 1975 were substantially less than 150 milliontons. 

100 million tons of these were accounted for by oil exports, of which nearly half 

were sold to Western countries. The greatest quantity of Russian gas, oil and 

electric energy was exported to the Eastern European countries which were 

seriously energy-deficient, with the exception of Romania (Evans, 1976, p, 1 07). 

But Russia is ambivalent in its energy policy in that, it has unofficially committed 

itself to meeting the energy import requirements· of the six Eastern European 

countries, though it repeatedly expressed its reluctance to do so indefinitely. 

Communist Russia had a long standing policy of creating vital economic links·by 

tying the economies 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 states by being their provider of energy. 

Today, the Kremlin cannot exercise the same levels of influence and control over 

its satellite states as. it could under its Communist empire. The transition phase 

saw the 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 ofYeltsin's presidency, Putin 

came to power in 2000 with the aim of putting the Russian Federation on a 

different path by improving relations with the West. Three attributes of 

Communist Russia's foreign policy (a messianic ideology, raw military power 
t 

and the imperative of territorial 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 signalled 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 largest energy company in terms of output, having 
. . 

the greatest control in Russia as compared to other energy companies (Lane, 

1999, p.l). Particular members of the Russian Parliament were sponsored by 

certain companies in the past commonly. Though this hasn't been the case since 

post-Soviet reforms, Gazprom occupies a unique position in Russian politics by 

exercising some links with certain politicians and with its company officials 

getting as powerful as Russian government officials and diplomats, to the extent 

that it has been tagged as 'Russia's Ministry of Foreign Affairs for the 21st 

Century' (Aalto,2008). 

Active support from Putin has been the key element to the unique stability and 

growing power of Gazprom for the past decade. While speaking ·at a conference, 

he said that 'Russia's social stability 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 an· such proposals. Gazprom controls the whole grid of pipelines and gas 

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 and reduce the vulnerability associated with 

dependence. While working to gain direct access to European consumers, 

Gazprom's strategy to acquire gas infrastructure clearly displays elements of 

Kuwaitisation policy as it aims to gain increasing revenues from its o\vn Russian 
t 

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 routes (via Belarus, Ukraine and Poland to Western Europe) and 

maintaining full control over its gas exports is clearly 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 Russia's Gazprom (Aalto, 2008, p.l07). 

Russia is always accused by its neighbours of constructing politically motivated 

energy transportation routes while Russia perceives its moves as strictly 

technological, depoliticised and dictated primarily by economic rationale. It is 

true that Russia treats most of its neighbours as security challengers (Makarychev, 

2006, p.2). 

This NSP Deal allows Gazprom to bypass Ukraine, which owes Russia a sum of 

over $2 billion for gas imports. This massive debt of Ukraine is in sharp contrast 

to the highest paying West European market for Russian gas, Russia being 

Europe's cheapest supplier, .given the lower cost of transport when compared to 

Asia. Though key EU members like Gennany and France appear to appreciate 

factors such as. long-term political benefits of an· established economic 

relationship with Russia, economic motivations are central to both Europe and 

Russia (Jaffe and Manning, 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.3 14). 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. f66) . 
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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. Consequently, 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 below 

world market prices. Such distortions limit Gazprom's investment capabilities and 

thus, have hindered the Industry's development (Johnson, 2005, p.259). 

Russia's current economic development and it's inefficient manufacturing sector 

· shows all classical symptoms of the 'Dutch disease' (Russia in_ Global Affairs, 

2005), a tenn originating in the Netherlands in 1960s, when the high revenue 

generated by its natural gas discovery led to a sharp decline in the 

competitiveness of the !=lther non-blooming tradable sectors. The Netherlands 

experienced a drastic decline in economic growth despite the revenue windfall. 

This economic paradox has since been recognised as the situation in which a 

booming sector adversely affects the performance of other sectors in the economy. 

and strangles manufacturing industries (World Bank group, 2006). Russia's 

currency is rapidly appreciating against foreign currency that has overfilled its · 

coffers, due to huge inflow of export proceeds. Cheap foreign currency means 

cheap imports, giving importers a competitive. edge over domestic producers who 

thus get into trouble. 

It remains to be seen how Russia 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. Mdevedev appears more aware than Putin of how much foreign investment 

is required to keep the energy supply flowing and to diversify Russia's economic 

dependence on energy (Russell, 2009). 
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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 earnings are represented by energy exports (Jaffe and Manning, 2001, 

p.l34). Thus, understanding the contribution of energy exports to the economy, 

the Russian govermrtent maintains careful· policies over its energy exports to 

ensure that sovereignty is not relinquished to the EU. Johnson argues that the 

battle to secure ratification of the Energy Charter Treaty (ECT) demonstrated the 

tension between different energy policy paradigms in Russia (Johnson, 2005, 

p.273). 

The ECT, first discussed in 1991 with the purpose of enabling the integration of 

the fornier Soviet Union and Eastern Europe into broader markets, was 

established in December 1994 (Com 94, 2952) arid further amended in 2000 

(Com 00, 4671). Russia refused to ratify the ECT due to its protocol on transit, 

dealing a severe blow to the treaty's aim of creating a pan-European· framework. 

Against the economic interests of Russia or Gazprom, the treaty aimed at obliging 

Russia to implement the principles of freedom of transit without distinction of the 

origin, desti~ation, or ownership ofenergy (Aalto, 2008, p.12). Critics say that the 

ECT allows other countrieseasier access to Russia's natural resources (Johnson, 

2005, p.273). Thus, Russia's refusal to ratify the ECT characterises 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 Federation 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 Europe as the main customer for Russian gas exports is not a very 
. . 

viable option since constructing pipelines to the other regions of the world would 

be. very costly; ·~oreover, pipelines already exist from Russia t~ Europe. The 

current Russian gas pipeline system consists of 46,800 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 prevent independent producers from exporting gas, thus leaving. the· 

private gas companies little incentive to invest in upstream projects (Goldthau, A, 

2008, p.61). 

The Kremlin was driven to develop more projects to mtrnmtse its transit 

·.dependence on foreign countries due to successful implementation of Russia's 
. . 

plan to develop its energy export infrastructure as an altemative to port facilities 

in foreign countries and pipelines through the Baltic States (Aalto, 2008, p.l91) .. 

But Russia is additionally taking steps to find new major purchasers 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, 2006). It was planned 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 ton per year capacity of the 
I 

new Liquefied Natural Gas (LNG) plant opened 1n February 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 that Moscow has never viewed oil and gas as just an 

ordinary commodity, 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 Eurasian economics and security policy (Jaffe, A and Manning, 

R, 2001, p.167). As compared to the Kuwaitisation model, the Russian Bear 

approach has proved overwhelmingly convincing in explaining Russia's energy 

foreign policy of using gas to maintain a strong influence, particularly in Eastern 

European states and by reducing its own dependency on transit 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 

system that it did some years ago, it still considers new ways of maintaining 

power by refusing to subordinate itself to the wishes of other states. 

Simultaneously, it also appears from the contradictory nature and evolving 

foreign policy · of Russia, that it is not exactly clear of its policy 

intentions(Bluth,2008). Deep interest among academic researchers has raised 

question as to whether Russia's political institutions are becoming more 

democratic and can cause Russia to come into conflict with the West. Russia does 

not wish to change its· institutions in the face of scrutiny for their lack of 

. democratic accountability. Achieving substantive progress regarding the domestic 

reform agenda while convincing the West of Russia's essentiallike-mindedness is 

the greatest challenge for Putin in these circumstances. 

A real divide opens up at this point between· concepts of shared interests and 

values(Lo, 2003, p.l07). If the West's political, security and economic interests . . 
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 
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interests and values, between the EU and Russia, rs 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 . 

!he analysis drawn from this chapter will be used in the final chapter to assess the 

extent to which factors of interdependence outweigh the opposing political views 

between the two actors. 

STRUCTURE OF EU-RUSSIA RELATIONS 

EU had begun funding Russia substantially in the beginning of the 1990s, through 

·its vast programme of Technical Assistance for the CIS as well as Food Aid 

(Gower and Timmins, 2007, p.250). Bilateral relations were upgraded by signing 

the Partnership and Cooperation Agreement (PCA) in June 1994 and enforcing it 
. . 

iii 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 partnership are to provide a_suitable framework for political dialogtie, 

. to support the efforts made by Russia 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; External Security; and Research & 

Education (European Commission External Relations, 2009). It also creates a 

framework for EU's relations with all neighbouring Eastern countries, consisting 

of six CIS countries; including 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 

"Russia and certain EU member states differ over US plans to build an anti

ballistic missile system in Europe, consisting of missile interceptors in Poland and 

a radar base in the Czech Republic. It lias been established as a defensive measure 

against any aggressive moves by countries such as Iran. __ However, the Kremlin 

complains that the new system threatens its security. Russia objects to the missile 

defence bases saying that it will, if necessary; target its nuclear weapons 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. 

NATOIEU ENLARGEMENT 

The twin imperatives of reuniting Europe following communism's collapse and 

reinventing the Trans-Atlantic Alliance for the post-Cold War era resulted in the 

democratic enlargement across the eastern half of the continent by anchoring 

Central and Eastern European countries to the West (Asmus, 2008, p.86). The 

beginning of 1990 thus saw the opening up ofNA TO and the EU. 

The bilateral relationship between Russia and EU is described as a "strategic 

partne-rship". However, their relationship grew weaker in 2004 {Tassinari, 2005, 

p.45). Russia believed that the proposed enlargement of the EU would damage the 

traditional economic ties that it enjoyed with countries of Central 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 ofbilateral relations (European Parliament, 2004). The EU 

Commission praises Russia's economic growth and Moscow's multilateral 

commitment in the UN context and in the Middle East. Both documents, however, 

are plainly critieat Of, among other things, relations with other countries of the 

former Soviet Union, domestic development1) regarding democracy and rule of 

law, and the conduct of the war in Chechilya (Tassinari, 2005, p.46). The political 

implications of these criticisms however only had a minimal negative 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 significant when discussing the possible membership of 

Ukraine and Georgia to the EU and the political implications that this could have 

on EU-Russia relations. Consolidating democracy in Central and Eastern Europe 

along a north-south axis from the Baltic's to the Black Sea was a challenge· in 

1990s. In the present day, stabilizing the countries of Eurasia, along a new axis 

extending eastward from the Balkans including Ukraine and Georgia seem to be a 

greater challenge. Asmus however argues that countries such· as Georgia .and 

Ukraine are weaker, poorer and ~ore politically problematic than the Central and 

Eastern European countries that NATO and the EU sought to integrate earlier 

(Asmus, 2008, p.96). 

The term 'spheres of influence' explains the implications ofEU enlargement for 
' 

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

new eastern neighbourhood, 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 this is not a sphere of serious conflict between Russia and 

the EU as there is no realistic possibility in the riear future that either country will 

become an EU member. Further points of conflict exist around topics such as the 

wars in Chechnya and the very recent Russian-Georgian war in South Ossetia in 

August 2008. The implications of these fall outs will 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 political implications of this criticism on -

the interdependent relationship between the EU and Russia. 

The European Commission stated in 2005 that concerns over the 'deteriorating 

human rights situation in Russia' remain and this implies that member states 

should actively defend the 'core values of the EU' and insist on Russia's respect 

for the rule of law_ and human rights (European Commission, 2005, p.32, quoted 

in Forsberg et al, 2005, p.456). One might reasonably assume that the well

documented human rights violations in. Chechnya would have been a source of 

major concern for the EU, because the EU has consistently highlighted the 

i~portance of human rights in its external relations, evidenced most recently by 

Article III-193(1) of the draft EU Constitution (ibid, p.456). However, a number 
I 

of writers argue that the EU hasn't allowed alleged 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 intermittently 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 policy recently articulated 

including the resurgence of spheres of influence, is a cause for concern. The 

European Council has condemned Russia's unilateral decision to recognise the 

breakaway · regions· of Georgia and expressed grave concern about the 

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

In the aftermath of the war, Russia still perceive_q its .actions as genuiile, which 

caused the EU to reconsider its relations with Russia in the november annual EU

Russia sumrilit. However, the extent to which these issues of conflict between the 

EU and Russia seriously_ affect EO-Russia relations is negligible. The European 

Commissioner, Benita Ferrero-Waldner said that dialogue with Russia had merely 

been delayed rather than permanently suspended. She added that developing 

bilateral relationship would be difficult, but was inevitable, as the EU and Russia 

are reliant on one another (Russia Today, 2008). 

EU: PRIORITISATION OF CONCERNS 

EU ·is passive .over hulnan rights abuses in Russia and the war in South Ossetia 

because of its distinction between first and second order concerns - which helps 

us in understanding the interplay of individual national policies and EU policies 

towards Russia. First order concerns relate to a country's national security, 

economic prosperity and security of energy supplies while second order concerns 

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 
. . I 

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.l79). 

Romanova notes the year 2000 as a turning point for EU-Russian relations. At the 

Feira European Council meeting, political conditionality and economic 

cooperation with Russia were decoupled, providing huge potenti~l for political 

implications for EU-Russia relations and allowing the intensification of economic 

links (European Council, 2000). There is a lack of collective action on the part of 

the EU in responding to alleged Russian human rights violations due to economic 

reasons. Schmidt-Felzmann argues that the contention is that the protection of 

economic interests overrides any concerns for human rights and the rule of law in 

Russia (Schmidt-Felzmann, 2008, p.178). Highly dependent member states will 

seek to protect existing bilateral agreements and maintain favourable relations 

with Russia to ensure prosperous trade relations and security of their energy 

supplies. 

The war in Chechnya and Russian human rights abuses against civilians have 

continued to peter out as priorities on the EU-Russia agenda in the post

September 11 world. The EU has emphasized the importance of· "strategic 

partnership" and "energy dialogue" and avoided criticism of Russia's human 
. . 

rights abuses in Chechnya. EU leaders resolved-not to forgo political capital by 

raising the issue ofChechnya and human rights, which would have undermined 

the probability of building up better relations with Russia. The member states do 

not need anything apart from the Russian market (Schmidt-Felzmann, 2008, 

_ p.l80). Similar reasoning can be adopted when considering the outcomes of the . 

Georgian-Russian war. Official discourse from the EU stated that 'the EU's 

relationship with Russia is one of the .most challenging of our times consisting of 
. I 

a complex web of joint activities and interwoven 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 Russian government is summed up well when 

Fosberg states that 'never, for example; was Russian policy in Chechnya tied to 

the EU's willingness to import Russian energy' (Forsberg, 200.5, p.474). 

Thus, when examining the main issues of conflict between the EU and Russia it is 

clear that the economic energy relationship takes priority as potential conflicting 

attitudes towards Chechnya, for example, are ignored. The tensions which exist 

over areas of NATO/EU Enlargement, potential EU membership of 

Ukraine/Georgia and the August 2008 war do rtot have far reaching consequences 

to seriously bring either party into a serious conflict, because political and 

economic ties cause Russia and the EU ·to have a strong intertwined relationship. 

It can be concluded that contentious issues between the EU and Russia, such as 

human rights violations, can be insignificant in risking or tarnishing EU-Russia 

relations as energy supplies and economic concerns can take priority. 
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Contemporary Events in Russia· 
Europe Energy Relations 



EU scholars debate on the limitations of EU energy policy, emphasizing on the 

number of distinctions that have to be made when considering it. This is because 

individual members like France, Germany and Italy, who have their own national 

energy policies and contracts with suppliers, also dictate their own energy policy 

within EU. 

Competencies and institutions overlap when dealing with energy security. The EU 

can bring a number of instruments to bear on energy negotiations with other 

partners, the size of its market giving huge leverage (Grevi, 2006, p.7). The first 

legislation put in place for an energy policy was in l994 (Com 94, 659).). The 

White Paper on Energy Policy, considered-as the policy starting point emphasizes 

on the diversification ofsecurity ofsupply, competitiveness, and environmental 

protection (Com 95, 682). A number of directives and proposals have been 

. implemented to promote the internal energy market since the adoption of the 

White Paper (Com 98, 571),_ as also to liberalise gas and electricity trade, to 

integrate sustainable development into energy policy and to support renewable 

energy sources (Com 02, 488). 

DIFFERING NATIONAL POLICIES WITHIN THE EU 

The cases 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 carried out, individual states are also taking matters into their own hands 

and securing ·bilateral deals with_ the Russian government in receiving energy 

imports. 

The most significant measures taken by Italy, Germany and france have been to 

reduce their individual 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 simple consensus on three priorities: 

competitiveness, security and sustainability (Percebois, 2008, p. 35). 

2009 UKRAINE GAS CRJ;SIS 

The very~e~inning of2009 saw a severdytesting time with regard to EU-Russia 

relations. A substantial amount of Russian gas was not transported to Europe for 

twenty days in Jant~ary 2009 due to commercial dispute between Ukraine and 

Russia. After much sufferings of Europe, an agreement was struck between both 

the parties to resume gas supplies to Europe. It is important to consider the 

implications and effects of the disagreement from both Russia and Europe's · 

perspectives to g~m an understanding of contemporary Russia-Europe energy 

relations.· 

EU called for an urgent solution to the commercial di~pute on gas supplies from 

the Russian Federation to Ukraine on 2 January 2009, and for an immediate 

resumption of full deliveries. of gas to the EU member states (Europa, 2009a). 

Gazprcim had. turned off gas supplies because it believed that Ukraine was · 

breaching contract by siphoning off its gas and selling it illegally (Gazprom, · 

2009a). Since then, several . EU countries; especially Bulgaria and Slovakia, 

reported shortfalls in their supply of gas from Russia. Moscow accused Kiev of 

· 'stealing' while Kiev countered that it was only trying to make up for willful 

Russian supply shortages (Emirates Business 24-7, 2009). and his Ukrainian 

counterpart, Julia Tymoshenko,. said after negotiatons on th<; 20th January, that 

th~y had agreed on the 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 price of the gas would be controlled using 

European gas pricing rules. For the first time the generally accepted European 

price formula, already applicable for an· consumers of Russian gas, had been 

agreed with Ukraine (Gazprom, 2009c). 

CRISIS AFTERMATH 

This crisis established the necessity for a coordinated European response and 

emergency plan as already highlighted by the Commission in November 2008, in 

its Second Strategic Energy Review advocating an EU Energy Security and 

Solidarity Action Plan (Europa, 2009c). To ·mini~ise the chances of anoth~r 

similar crisis, the_ Gas coordination group considered measures to be taken. The 

group concluded that long term structural . measures need to be established and 

that 'the need for diversification is more important than ever' (ibid). 

Russia's neighbours had complained of being 'bullied', with embargos being 

placed on their exports of goods to. Russia and the cutting off of energy supplies 

from Russia. These states have extensive bilateral trade links with Russia as 

vestiges of the 'old regime', and are thus wl~erable to the application of political 

pressure by means of trade (Schmidt-Felzmann, 2008, p.l72). 

The risk of dependence on one energy supplier was already highlighted ·by a 

similar dispute between Russia and Ukraine 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 dealings with former Soviet republics, which 

meant that buyers would lose the heavily subsidized prices they had previously 

been given and instead, would have to pay similar prices to those charged to 

Western European customers (Bahgat, 2006, p.961). Gazprom reduced gas 

supplies going through Ukraine in response to Kiev's refusal to pay the new high 

price. 
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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 Belarus 

transfers the remaining 20%. The '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 supplies. Traditionally, Russia sold gas to its 'friendly' 

ex-USSR countries at an 'amicable price' either at around 50 USD for 1000 m3 as 

compared to around 250 USD for the EU. Later, Russia asked them to pay the 

market price because these countries showed Occidental leanings, and, accepted a 

---very interesting compromise after certain political conflicts, that the price would 

be temporarily set at $105 which will be eventually increased to $130 

(Percebois,2008,p.l47). These events have led the EU energy experts to reassess 
- - -

the serious need to diversify energy imports 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 

sources in years to come and thus exposes the EU to greater competition for 

supplies (Johnson, 2005, p.257). 

The Commission figures forecast that EU energy imports will rise from 50% to 

over 70% by 2030 (Lynch, 2004, p.2), and that it will become increasingly 

dependent on· oil and gas imports from a turbulent neighbourhood. The EU will 

rely on importing 80% of its gas requirements_ by 2030. Most speakers present at 

the EU conference stressed that dependency regarding energy imports could be 

confronted with the diversification of the energy mix, suppliers and transport 

routes (Grevi, 2004, p.3). 

The pipeline network carrying Russian gas to Europe is a unified 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 dependency 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 choices in a large 

number orEU member states; other states remaining vulnerable to possible 

outright Russian manipulation. The European Commission President Barroso 

noted that eight EU member states are dependent on Russia as their single energy · 

supplier. To decrease Russian influence, the EU is trying to secure direct access to 

the massive gas and oil reserves in the Caspian Sea region, cutting out the Russian 

middle man. EU efforts to diversify its gas imports have existed around the 

possibility of developing two pipelines which would provide gas from sources 

other than Russia: the Trans-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 

pipeline will catry gas supplies ultimately destined for Europe. This idea was 

initially put forward in 1996. However, initial plans in manufacturing the pipeline 

seemed to lose momentum in 2000 as gas purchase contracts and means of 

financing were not identified for the project. But the idea has been put forward ·· 

again recently, to create the pipeline as a means of diversifying gas sources to 

Europe. In 2007 the new leadership in Turkmenistan took a renewed interest in 

this pipeline as it would enable central Asian gas producers to have access to 
' 

alternate export routes other than through Russia (Crandall, 2007, p.l7). However 

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

but minimal 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 transport gas to 

. Austria (Todays Zaman, 2009). This project is conducted by a consortium 

including an Austrian firm OMV, a Hungarian firm MOL, a Turkish firm Botas, a 

Bulgarian firm Bulgargaz, and a Romanian firm Transgaz (Percebois, 2008, p.48). 

The plan to build the Nabucco.pipeline was proposed in 2000. The project is 

planned to become operational by 2013 and would reach its full capacity of 31 

bern per year by 2020~ However, not a single segment of pipe has been laid till 

date. At current prices, construction costs would ammmt to approximately 7.9 

billion 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 represe11ts less than 10 percent of Europe's 

needs~ Nabucco is increasingly seen as a 'solidarity project' serving Turkey and 

some southern Europeans more than it would financially serve Europe in general. 

Symbolically, though, it would help to loosen Russia's strengthening 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 Nabucco 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 -

Turkmenistan and Kazakhstan already have such long-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). 

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 

the 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 complete the pipeline by 2015 (Reuters UK, 2009). However it is still 

necessary for Austria to become a partner inthe project for it to be fully realised. 

The significance of this pipeline is that if the project goes ahead then the prospect 

offilling theNabucco pipeline up with gas will become even more problematic as 

South Stream will potentially use these gas supplies, thus possibly taking away an 
' 

alternative for the EU to diversify 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 provide 

(Russia Today, 2009a). 
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Conclusion 



5 .. Conclusion 

The EU and Russia are inter-reliant partners, both dependent on each other. Even 

though points of variance exist between them, this does not impinge upon their 

energy interdependent relationship thus leading to the conclusion that their 

interdependence is the principal binding factor between them in their relations. It 

is evident that the Europe's energy supplies aren't as susceptible as has been 

pointed out by some expert's, due to strong iriterdependency between the two 

partners though with the situation being slightly in favour of Russia,it being the 

principle ·supplier.But Russia also profoundly relies on the EU as an importer of 

its gas.Therefore, it is not necessary for the EU to radically substitute its gas 

. supplier but surely a d(!liberate 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 economic means; but Western Europe in fact thought that 

they should ensnare the Soviet Union in a web of interdependence {George, 1998, 

p.140). The construction of an East-West energy bridge has been a European 

premeditated goal since Russian gas first entered Western Europe in the course of 

the Cold War. But the politics of interdependence does not inevitably lead to 

cooperatiQn. From a foreign . policy standpoint, the problem confronting. 

individual governments is how to profit from international exchange while 

maintaining as much autonomy aspossible (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 European capital to modernize 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 framed 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 relations 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· revenues, Gazprom has to exploit foreign markets. 

Most of the easily accessible markets, such as those in Western Europe, are highly 

profitable. In fact, to date, Gazprom earns virtually all of its profits from exports 

to Western Europe, although this market only accounts for 25 percent of total 

production. Hence Gazprom needs the Western European market as much as 

Europe needs its gas supplies . 

.. If either the producer or the _consumer wants to opt to exit from the bilateral ties, 

and stm1 dealing with an alternative contractual partner, he has to make· a high 

additional investment, i.e. build a new pipeline, which becomes very costly. This 

demonstrates the interdependence between the purchaser and supplier (Goldthau, 

2008, p.2). Critics argue that those member states whose representatives have 

spoken out in defence of developments in Russia are simply misjudging Russian 

actions due to their close personal ties with the Russian presidents (Schmidt

Felzmann, 2008, p.178). 

This issue is demonstrated most notably through the strong German-Russian 

bilateral ties. The perception of energy dependence has arguably caused muted 

criticism from Germany when responding to negative foreign policy actions from 

Russia. The good personal relationship between former chancellor Schroder and 

Putin surely brought economic, political and military cooperation forward. Policy 

analyst Overhaus argues whether German and European foreign policy is well 

advised to exclusively focus on Putin while muting criticism concerning the 

devaluation of democratic institutions or human rights abuses in Russia 
t 

(Overhaus, 2004, p.6). This muting of criticism towards Russia'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 concern about undesirable trade-offs being made by 

individual states, acting in pursuit oftheir strong economic and political interests, 

which undermine any effective EU level response to the ongoing anti-democratic 

developments in Russia. 

Chapter three considered the politic~! implications for this relationship with 

. regards to Russia being responsible for ·alleged· breaches of human rights in 

· Chechnya, which is just one of the many issues which create conflict between the 
. . 

two 'strategic' partners. Russian detests being told by the EU, and other Western.· 

organisation.s, that it needs to further democratiz.e its institutions and it further 

creates tension. Western influence in regions traditionally under Russian 

influence, such as NATO enlargement and the planned us· Missile Defence 
. . 

Systems in Central and Eastern Europe clearly provokes Russia and irritates it that 
. . . 

other powers have a presence near its borders. The Russia-Georgia war in August 
. . . 

2008 has only incr~ased Western scrutiny of Russia's foreign policy. Chapter 

three ·demonstrated that Russian foreign policy . making is complicated and at · 

times contradictory as it developed out of the chaotic collapse of communism. 

Present day Russian foreign policy can also, at times, reflect this contradictory, 

multi-faced approach which provides for so much discussion to the Western· 

analysts on Russia; . 

The European perception of dependence has certainly enabled Russia to avoid a 

stronger 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 
I 

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, 

determines which countries can be its customers. As a result, not only are it's 

customers dependent on Russia, but the reverse is also true: Russia is dependent 

on its customers as well. Rather than considering the · EU to be vulnerable to 

Russia, it is more reasonable to understand the relationship as one of mutual 

energy dependence. The future dynamics of this relationship will depend on the 

capacity of each partner to develop its respective energy alternatives over the 

medium and long term (ibid). 

The Ukraine gas crisis in January 2009led many to believe that the EU-Russia 

energy relations were at stake and that the EU must find an alternate energy 

supplier so that it moves away from over reliance on Russian gas exports. 

However, EU and Russia are far too inter-dependent on one another for European 

· gas supplies to be at risk. In anofficial statement from Gazprom it was said that: 

'Gazprom was and is the main supplier of natural gas to Europe. 

We understand our responsibility and henceforth 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' (Gazprom, 2006). 

Whilst Gazprom' s sentiments were questioned over the Ukraine gas crisis, it has 

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

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 alternate pipeline proposals to enable diversification from Russian supplies 

have already been concluded to be doubtful in being made 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 risk of not receiving its gas supplies, 

there are further reasons of it not being financially viable for Europe to access gas 

froilliilternate suppliers. Firstly, since exploration of gas fields and pipeline 

construction are extremely expensive and time-consuming, producers and 

consumers engage in long-term contracts that usually cover 20 years or more and 

entail destination clauses prohibiting secondary trading. Based on· these take~or

pay contracts, the producer is able to invest in a multibillion-dollar project, as 

there is a constant and reliable return on 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 transported via pipelines. Hence, if either the producer or the 

consumer wants to opt for exit and start dealing with an alternative contractual 

partner, he has . to make a high additional investment, i.e. build a new pipeline. 

Given the extremely high upfront costs, it becomes very costly for eith~r involved 

party to leave· an established bilateral contractual gas relationship. A quick look at 

the dense pipeline grid connecting Europe and Russia reveals that neither side can 

be interested in dumping all the money that each lias 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 evolving 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 ED's natural gas needs, i.e. around 

18 per cent of the ED's gas imports (Percebois, 2008, p. 50). In adittion to this 

there is potential from Middle East suppliers, which provides another option for 

the ED to diversify its gas supplies (Bahgat, 2006 p.967). Already the ED is the 

main trading partner for several Middle Eastern states; with oil and increasingly 

natural gas representing a large and growing proportion of this trade volume (ibid, 

p.973). 

Therefore, interdependence is · clearly visible in the ED-Russia energy 

relations, determining the incentives of both sides for cooperation and partnership 

which aim at enhancing the energy security, a vital aspect for the well-functioning 

of any state. Having examinedthe empirical context of the ED-Russia energy 

interdependence, it is evident that this interdependence is asymmetric since it 

reflects the uneven distribution of the benefits and costs in ED-Russia energy 

relation. In the recent years the ED perceives its~lf as more dependent on the 

supplies of Russian gas than Russia depending on the ED energy market This 

understanding· is derived from the fact that demand for ·energy .consumption is 

increasing, especially gas, where Russia is the main supplier to the ED and the 

production of alternative energy resources isbecoming relatively expensive. Also, 

the possibility for diversification of suppliers is not an easy task for the EU since 

most of the alternative suppliers are located in politically adverse and unstable· 

environments. Domestic difficulties to liberalize the ED market where there is 

growing divergence in positions of the member states on how to enhance the 

security of energy supplies is also another factor .. They consider the security of 

supplies as a crucial aspect of their national security agenda and therefore are . 

hesitant to let such issues be considered at the ED 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 
I 

the ED and underlines the difficulty to adjust the ED's policies on the occasion of 

undesirable changes within the Russian energy policy. 
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It can be argued that Russia is but dependent on the EU energy market to a lesser 

extent. Russiahas bilateral long-term contracts with the EU Member States which 

secures Russia's energy exports. Russia is a major transit country which owns the 

important pipeline networks without which the Asian. gas cannot be transported to 

the ED. Besides, Russia is continuously strengthening its positions by signing to 

new pipeline projects with Kazakhstan and Turkmenistan (Website of ministry of 

Industry and Energy of Russian Federation) . Russia enjoys a steady status of 

being a major gas supplier, possessing one-third· of the world's proven gas 

reserves. Thus, in the conditions ofgrowing gas consumption 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 energy market as a substantial 

part of Russia's energy exports go to the EU at high prices which constitutes a 

large part of state revenues. This can be characterized as sensitivity 

interdependence where Russia has the ability to adjust its policies as a response to 

the changes in the EU's energy policy. This conclusion derives from the fact that 

even if the EU limits its imports from Russia, the non.:.EU states (Former Soviet 

Republics) which are dependent on Russian energy to a highdegree will continue 

to be a viable market for Russian energy products. Gradually increasing the 

domestic price levels is another way of compensating for the loss in case of EU 

limited imports of Russian energy, which already takes place. 

According to the theory of interdependence; such asymmetries 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, there are adequate 

grounds to regard Russia a less dependent side which provides it with a powerful 

source in the 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). Concerning 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 without 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 interdependence by Russia i.e. 

Russia secured long-term contracts as the basis for energy cooperation and the 

clarification of the question on the alleged restriction on imports in favor of . 

Russia. 

Thus, it can be convincingly concluded that energy security and the conflicts 

, surrounding it are the key issues in the EU-Russia relations and 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. 
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