5. The increased politicization of
Russian gas supplies
INTRODUCTION T~

Russian gas has been considered politically problematic for Many v,
with the 2014 Ukraine crisis further entrenching such perceptiong, Lo;&
forgotten were the early years of Soviet gas exports to Europe, whep, that
fiew source of energy supply was welcomed as diversification away fro,
the heavy dependence on oil from the Middle East, which hag Proven
unreliable. True, there had been serious conflict over pipelines in the early
1980s when the United States imposed sanctions on equipment for new
gas pipelines to Europe, but that may have done greater harm to relationg
between the USA and Europe than those between Europe and the Sovig
Union, as Europe regarded the US initiatives as undue interference i
European affairs rather than a matter of concern for European energy
dependence.

However, after some years of stagnant demand, Soviet gas exports grew
ggain. Now they were generally regarded as very reliable — given the grow-
Ing importance of gas as a hard-currency earner for the Soviet economy,
the USSR could not afford to jeopardize its standing in the market. This
understanding of the reciprocal self-interest in stable gas supplies was car-
ried over to Russia after 1991, when international tensions also lessened.
New concerns emerged, as the critical financial situation made importers
fear that Russia would not be physically able to deliver contracted volumes
of gas. Nevertheless, Russian gas was delivered to Western Europe without
significant interruptions, and export volumes grew from slightly over 100

bem in 1990 to more than 160 bem in 2005.

Changing Perceptions of Russian Gas

A transformational moment came in January 2006, when a long-standing
dispute between Russia and Ukraine over gas price and transit arrange-
ments became acute, and Gazprom turned off supplies to Ukraine for
three days in the middle of winter. Gazprom had presse;d for_an immediate
price increase in order to equalize the levels to Ukraine with exports to
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be note.d that this occurred at a time of rising gas demand in Europe, when
increasing exports from Russia seemed an obvious source of expanded
supply. Seen frorp that angle, it might have been difficult for observers in

Moscow to imagine that a dispute with Ukraine would disturb this picture.

They were mistaken. For the importing countries in Western Europe,
the episode ended the prevailing impression of Russian gas as being totally
reliable and not affected by political considerations. This impression was
reinforced by the second, even more serious, Russia-Ukraine gas conflict
in January 2009, when supplies to Ukraine as well as transit were cut off
completely for three and two weeks, respectively, creating serious problems

in some importing countries (Stern et al., 2009). The origins of the conflict

involved pricing, transit fees, organization of sales as well as handling of

accumulated Ukrainian debts to Gazprom. After supplies to Ukraine were
halted, alleged Ukrainian diversion of transit gas also became a major
issue. Gazprom, as well as the Russian government, made concerted efforts
to explain their position before and during the crisis. Although these prob-
lems were ultimately resolved by the signing of a new long-term agreement,
the crisis had a profound and lasting negative effect on European attitudes
to Russian gas.

The main result was that the EU now aimed at reducing the region’s
vulnerability to high dependence on Russian gas. An important part of its
new policy consisted of measures to integrate European markets, especially
by building interconnectors and by ensuring more fuel-switching capacity
that could be activated in case of a shortfall in supply. Also relevant was
the development of an EU integrated energy and climate policy, which
gained momentum after 2006, with general security-of-supply concerns,

climate policy, and rising oil prices providing justification for new rules,
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On the diplomatic level, the EU was keen on maintaining goo Worklpg
relations with Russia and Gazprom as Europe’s largesF external syppher
of gas. The initiation and continuation of the EU—Rusma Epe?rgy dialogue
reflected a shared interest in stable gas trade. According to a joint stailte.mem
between the Russian Energy Minister and the EU’s Energy CommlsSIOner
dated November 2010 (thus, after the second Russian-Ukrainian gas

CriSIS):
The EU confirms that the Russian Federation will remain a key suppl_ier Qf
fossil fuels to the European Union, and the Russian side confirms tha} it wll
remain a stable and predictable supplier to the European Union. On this basis,
both sides agree to further develop their relations. (Oettinger and Shmatko,

2010)

NORD STREAM AND OPAL

The ambiguities in European policy towards Russian gas became evident
in the case of the Nord Stream pipeline. There had been concern also in
Western Europe about the reliability of pipeline routes through Ukraine,
and some understanding of the Russian argument that transit through
Ukraine involved risks for both Russia as an exporter and for West
European importers. Arrangements that avoided transit countries would
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onetheless, construction of the new pipeli ,
he EU. A key argument against ite,“;gg:cllurls(irto:ed controversial within
that 1t would limit the need for transit through PZ{;’I?gly bg Polapd, was
could expose them to pressures from Russia, as disrupti 05:1‘; inUkrafllne and
them would no longer affect the important éas markets furtherg z\l;esto e
Strong commercial players supported the pipeline plan however
Agregment was reached on construction of the 1224 km Nord Strearﬁ
pipeline from Vyborg in Russia to Greifswald in Germany, with Nord
Stream A,G’ a company owned by Gazprom (51 per cent), E.ON Ruhrgas,
BASF/Wintershall, and later joined by Gasunie and GDF Suez. Work
started in April 2010; the two strings of the pipeline were put into service
in November 2011 and October 2012, respectively, with a total capacity of
55 bem (Nord Stream AG, 2014).
Project completion was not achieved without hitches, however. The
plan was to connect Nord Stream to the OPAL pipeline running 470 km
from the Baltic Sea coast in Germany to the border of the Czech Republic
(Figure 5.1). When this was originally constructed, Gazprom applied for
exemption from third-party access rules; although the German regula-
tor initially granted this for gas to be supplied to the Czech market via
Brandov, in 2009 the European Commission reduced the available capacity
to 50 per cent of the exit capacity, meaning that half the pipeline capacity
would have to be offered to third parties (Yafimava, 2013: 28, 1. 101). That
decision, grounded in internal market regulations, demonstrated to Russia
that there would be limitations associated with the use of any new export
pipeline projects.

GAS FROM THE SOUTH

The EU was also interested in diversification of supply sources (Umbach,
2010). An early example of this was the priority given to 2 southern
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Figure 5.1 The OPAL pipeline

corridor project intended to bring gas from Azerbaijan and Central Asia

to Europe. This became the Nabucco project — developed with EU sup-
port from 2003 — which was to bring gas from Azerbaijan to Europe via
Bulgaria as part of a major diversification effort, even as the EU was also
providing encouragement to Nord Stream.

However, in 2006 Russia launched the alternative South Stream project,
a cooperative venture between Gazprom and Italian ENI, which would
bring Russian gas into Bulgaria via the Black Sea and was intended to
serve Southern Europe. This project was clearly in competition with
Nabucco, but was initially not taken seriously by many in the West
(Henderson and Pirani, 2014: 99). However, it soon became clear that this
was serious, and was one reason why Nabucco was shelved in 2013 — even
though at the time the official reason concerned not South Stream but
rather a change in strategy by the resource owners of the Shah Deniz field
in Azerbaijan. They now favoured another pipeline — the Trans-Adriatic
Pipeline (TAP) - bringing their gas to Greece and Italy, with an initial
-apacity of 10 bem. The demise of Nabucco meant that the Balkans north
f Greece would naturally be served by South Stream: and development of
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Violen.t CQHmCt between the Ukrainian government and Russian-backed
secessionists in Eastern Ukraine, had an immediate impact on gas relations
between the two countries. Outstanding issues were brought up and con-
nected to the broader political conflict. On 10 April, President Putin sent a
letter to 18 heads of state, including the major importing countries, warn-
ing of possible supply disruptions if Ukraine’s payment problems were not
solved (Barsukov and Chernenko, 2014). Despite the obvious attempt to
ignore the European Commission in favour of bilateral talks, the letter was
answered by the President of the Commission on behalf of the member
countries, who demanded respect for the sanctity of the long-term gas
contracts between Gazprom and European importers (Letter, 2014). |
Gazprom halted deliveries of gas to Ukraine in.Jur.le? 20143 after ka_rame
did not pay its accumulated debts following a 31.gn1flcant increase in the
gas price from Russia. In July 2014, the .EU introduced sanctions on
transfer of some technologies to the Russian energy sector (Statement,

2014), although these were specifically designed so as not to affect Russiqn
gas exports. In the autumn of 2014, there were reports of disruptions in

supplies to Poland, Slovakia and Germany (Russia’s gas fight, 2014). These
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NORD STREAM 2

Nord Stregm 2 is planned as a new gas export pipeline under the Baltic
Sea following a route very similar to the original Nord Stream pipeline, but
with different starting points (Gas pipeline Nord Stream 2, n.d.) (Figure
5.3). Nord Stream 2 starts in Ust-Luga on the side of the Bay of Finland
opposite Vyborg, which is the starting point for Nord Stream 1; the new
pipeline will add a further 55 bem capacity to the existing line. However,
although plans were discussed as early as 2012, implementation started
only after the 2014 Ukraine crisis and has become mired in geopolitical
debate. EU objections to Nord Stream 2 ostensibly concern the increase in
Russia’s gas export potential. As put by Maros Seféovié, Vice President of

the European Commission:

Let me be very clear: the impact of the Nord Stream 2 project goes clearly
Nord Stream 2 could alter the landscape of the

beyond the legal discussions.
EU’s gas market while not giving access to a new source of supply or a new sup-
plier, and further increasing €xcess capacity from Russia to the EU. (Sefovic,

2016)

In reality the resistance is closely linked to the EU’s political support for

Ukraine.
Initially, the intention was to have the pipeline built and operated by
a project company — New Europeal Pipeline AG - jointly owned by
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G e e s st of e olkhor o o
’ m Russia, Finland, Swed
Germany Wezré:1 geeged for laying the pipeline in their etg;r[i?czrrlhr;a:(a?;csl
By January ey relevant permits had been received from all exce ¢
penmark, and pipeline construction had commenced at the Russian ar?d

German,ends.

Danish reg-ulatory. approval remained complex, because in November
9017 the Danish Parhament had approved an amendment to its Continental
Shelf ACt3 granting the government the right to block the construction of
pipelines 11 the country’s territorial waters on grounds of foreign policy,
national security, and defence interests (Danish Parliament, 2017). This
affected Nord Stream 2, which was planned to pass through Danish
territorial waters around the island of Bornholm. An alternative route,
Jaunched in 2018, would only pass through the Exclusive Economic Zone
(EEZ): there, the Danish authorities cannot block the pipeline, but could
delay it by demanding impact assessments. With two applications already
pending, further was added in March 2019, when the Danish authorities
requested an environmental impact assessment of a third potential route
south of Bornholm, outside Denmark’s territorial waters but still within

its EEZ (Denmark asks, 2019). This process would involve new surveys
and route planning that could delay the project by several months or even

longer. | |
Ilgl June 2017, the European Commission decided to step up 1ts OWR

efforts and requested a mandate from the Council .of the ]%\IU té) Islet:feoa:rlr?t;
an agreement with Russia concerning the.operaﬂon o h <t>r ear, the EU
(European Commission, 2017b). However, 11 Septgmbfr ft y zch a1 agree-
Legal Service concluded that there was no l.egal_ratlongg% g /rEsC concerning
ment; further, that the Gas Directive (Directive 20

rll)l;:l :;251-/w.mcnh;.n (10
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rom Poland’s cartel office.
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)t o, the European Commision anneunc s s
amer 1 the Gas Directive (European Commission, SRl Sho,
— I,] ed to stretch the limits of its jurisdiction to ac}yevelts Oliticg
1w ple}.)?l'i two key points. Firstly, it propos ed chan,gmg the wordina]
goals by raising from ‘EU territory” to ‘EU jurisdiction’: EU Jurisgj, [1,08
of the Directive fro and EEZs of EU member States, g h

itorial waters

extends to the terrltor'la . ding 10 the props ,
therefore. to offshore pipelines. Secondly, according proposaj, Wher,
a

ipeli third countries result in ‘legally complex Situationg’

Fx;tiiﬁgfisog?greement could provide a ‘coherent rc‘sghulat_or}lfnframework’,
In the absence of such an agreement, or exempt.lon,. t 62 (1))(1);;5 71;1/&: ma onl

be operated in line with the requirements of_ Directive g EC Wlt}_lin
the borders of EU jurisdiction’. In effect, this coqld apply from the pojp,
at which the pipeline crosses from Rus31'a.n to Finnish territorial water,
and would potentially limit Gazprom’s gblllty to use Nord Stream 2to fy]
capacity, as a certain amount of capacity would have to be available f,,

third parties. ‘ .
The proposal was controversial; indeed, the European Council’s owp

Legal Service concluded that it was not compatible with the Unl'ted. Ne;tigns
Law of the Sea Convention and that the EU did not have thq Jurisdiction
outlined in the proposal (Legal Service, 2018). However, in 'Feb.ruary
2019 the EU decided to approve a decision to apply the Gas Directive to
pipelines from countries outside the EU. Nord Stream 2 must now comply
with three key requirements of the Directive: unbundling, third-party
access and the provision of regulated and transparent tariffs, as they will
apply to the German end of the pipeline as it crosses German territorial
waters up to the landfall facilities at Lubmin, on the Bay of Greifswald.
The German regulatory authorities (essentially BNetzA) must ensure that
the three requirements are met as the pipeline enters German waters and
connects with the onshore EUGAL system (a pipeline planned to receive
gas from Nord Stream 2 and run in parallel with OPAL) (Toplensky, 2019).
It seems likely that the project will be able to meet these new conditions,

subject to German and EU regulatory approval — but the ruling does give
the European Commission a new level of control over the operation of the

pipeline (Yafimava, 2019).

Common to the OPAL (onshore) and Nord Stream 2 (offshore)
situations is the uncertainty generated by regulatory issues. As Gazprom’s
ability to use extra OPAL capacity will also be confirmed only around the
same time as it intends to launch both lines of Nord Stream 2, the timing is
clearly linked to discussions on a new Ukraine transit agreement. Further,
as any OPAL and Nord Stream 2 decisions will also have significant
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Russian aggression’ (US T
2018)- The USA has also argued that the pipelinegwou\dnm(ake Gr:?;x‘:r?;l

. captive of Russia’ (Hodgson, 2018), a i '

D e Uoint SUement, 2018) Theso concemms wese il eecied i
, non-binding resolution adopted by the House of Representatives on
{1 December 2018, with bi-partisan support (US Congress, 2018). The
resolution urged the US president to use all available means 10 subport
Furopean energy security through a policy of diversification, and sup-

orted the imposition of sanctions with respect to Nord Stream 2. US

Energy Sec;etary R‘ick Perry vyarned that imposing sanctions on the
project and its participants remains a real option for the White House (US
envoy, 2018).

Gazprom’s response to this threat, and the pressure applied by the

European Commission, has been to move ahead with the project. Thus,

Jlthough the European Parliament has called for project termination, by

the end of 2018, 300 km of the pipeline had already been laid (of a total of
1200 km). Nord Stream 2 might be operational by the end of 2019.

NG from the USA

Unlike the 1980s, the political arguments from the USA were mixed with
direct US economic interests — the expansion of LNG exports to Europe
(see Chapter 4). This element has also been central in official Russian

responses, as in a Kremlin statement that argued “Thus (Washington) is
trying to hinder the implementation of the project, using all acceptable and
unacceptable methods that are nothing more than veiled unfair competi-
tion’ (Peskov, 2018).

This response, from December 2018, showed that Russia had finally
realized that gas exports from the USA represented a threat to its position
in Europe. For many years Russia had refused to acknowledge the shale
gas revolution as a reality; even in 2010, Gazprom CEO Alexey Miller had
declared: ‘the predominant assessment is that shale gasis a well-organized
and well-financed information campaign, same as global warming of
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Nevertheless, the fir
April 2016: by August
had reached 2.8 bem. In

HOW MUCH PIPELINE CAPACITY IS NEEDED?

Given this potential diversification, a ke}f question becqmes: How mygj,
Russian gas export capacity is needed? .Slnce ?011 Rgsswn gas has begp
supplied to Western Europe via three main comdor‘s: via Ukrfllne, thrqugh
Belarus, and under the Baltic Sea. There are also dead-enq connectiong
to Finland, Estonia, Latvia and Lithuania, while Turkey 1s served by 4
separate corridor — Blue Stream — under the Black Sea. _

The main transit pipeline through Ukraine enters Slovakia at Uzhgorod
with a technical capacity of 72.2 bem, with most of the capacity having
been put in place in the 1980s (capacity figures from Pirani anc.i Yafimava,
2016). A spur into Hungary can carry some 19 bem, and there is a connec-
tion north into Poland which can take 4.2 bcm. A separate southerly line
into Romania has a capacity of 23.8 bcm. Thus, total capacity through
Ukraine is estimated at 119.2 bem. Construction of the Yamal-Europe
pipeline through Belarus and Poland started in 2004 and was brought up
to full capacity in 2006 at some 32.3 bcm. Two smaller connections from
Belarus into Poland have a capacity of 5.4 bcm. As mentioned above, the
North Stream pipeline from Vyborg in Russia to Greifswald in Germany
has a nameplate capacity of 55 bcm and was completed in 2012. The Blue
Stream pipeline to Turkey adds a final 16 bcm of capacity; it has been in
operation since 2003.

Altogether, technical pipeline capacity into Western Europe has
amounted to some 211.9 bem since 2012, with Blue Stream bringing the
total to around 228 bem. In 2012, the actual volume of gas exported to
Europe through these pipelines was 150 bcm. That meant a considerable
overcapacity, even taking account of seasonal variations in volume, with
supplies increasing sharply in winter months. In the following years there
continued to be substantial spare capacity in the system, even though
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Figure 5.4 Russian gas exports to Europe compared to pipeline capacity

exports were growing slowly, but this changed with the rapid rise in
Russian gas exports from 2015. As shown in Figure 5.4, at the current level
of sales to Europe, average annual utilization of Russia’s export capacity
has increased from 63 per cent in 2014 to 87 per cent in 2018. In peak
demand winter months, the system is practically full. Indeed, even on an
average basis, the Yamal-Europe, Blue Stream, and Nord Stream pipelines
are running at over 90 per cent capacity utilization, leaving the politically
sensitive Ukrainian route as the only option available for expansion
(Investor Day, 2018, slide 30). Furthermore, the capacity of the Ukrainian
system must be in some doubt. Although the nameplate figure is 151 bem
according to Naftogaz Ukrainy (Pirani and Yafimava, 2015), in reality
not more than 120 bcm have been transported in the post-Soviet era, and
lack of maintenance may mean that realistic current capacity is closer to
100 bem. In that case, the average annual utilization of Russian export
pipelines could currently be as high as 95 per cent overall — close to full.
By the mid-2020s, if current trends continue, pipeline capacity may well be
insufficient to transport all the Russian gas needed by Europe.

Obviously, possible physical constraints could limit Russian exports to
Europe. Discussions on the future of pipeline options in the Black Sea
(TurkStream), the Baltic Sea (Nord Stream 2) and through Ukraine will
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then, although their share of consump :
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2019). Nevertheless, it still came as a surp
2014 crisis Ukraine managed to wean itself almost completely away from

gas imports from Russia. According to Gazprom, its exports to Ukraine
had fallen to 2.4 bem by 2016 (Gazprom in figures, 201 3-2017); even more
significantly, most of the decline in imports from Russia had been com-
pensated by imports from the West — mainly Slovakia by way of reverse
flow in the gas transit system. Gazprom and President Putin protested,
arguing that ‘reverse flows’ were impossible and that the new supply was
really Russian gas in the transit system that was now being diverted to
Ukraine through swap arrangements with the Western buyers (Ukraine’s
reverse, 2014). Naftogaz, however, maintained that the pipeline system
had backhaul capacity to take gas from the West, even though a virtual
reverse flow of gas would be more rational (Kobolev, 2015). According
to Naftogaz statistics, Ukraine imported 10.6 bcm from the West in 2018
(Naftogaz, 2019). Although these imports gave rise to new controversy
in Russian-Ukrainian relations, developments since 2015 have effectively
removed the issue of Ukraine’s gas dependence on Russia from the agenda.
Ukraine’s interest in maintaining transit of Russian gas over its territory

1s obvious, as this business provides substantial revenues — in 2017 esti-
mated at US$3 billion (Ukraine expects, 2017). Implementation of Nord

. ent’in RUSSI".“]".
The gas com;;OIIln 2013 Ukraine impo
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ments also seems likely to influence ne : Of‘cal gas sales and transit agree-

a5 transit via Ukraine. Rulings in 25}10 813t_10n.s over the future of Russian
its take-0r-pay rights had been breached ismissed Gazprom’s claim that
billion, while also dismissing Ukraine’s Ellqd that Naftogaz owed it US$56
hroughout the lifetime of the sales c()n: aim that it has been overcharged
Ukraine should have the right to pay mariCt' e that
basis has stated that it owes G rket prices from 2014., qnd on this
e th s Gazprom approximately US$2 billion for gas

arrears s1nce then. In addition, a future sales volume for the remainder
of the' contract was set at 5 bem (or a minimum bem take-of-pay level)
(Ul_(r aine and RuSSI?’ 2018). A second ruling on the gas transit contract, in
which Naftogaz claimed US$16 billion in take-or-pay fees from Gazprc;m,
was delivered on 28 February 2018: it held that Gazprom owed Naftogaz
damages of US$4.63 billion for failure to deliver agreed transit volumes,
Jeaving Gazprom with a net debt of US$ 2.56 billion to the Ukrainian
company (Olearchyk, 2018). Gazprom disputed the outcome, and vowed

to use all legal means to oppose it, with its CEO Alexey Miller taking a

very bold first step by threatening to cancel both the transit contract and

the sales contract altogether with immediate effect — a step supported by
the Russian Energy Minister (Novak, 2018). Although it is difficult to
see how this could work in practice, given the level of transit volumes
at present and uncertainty over whether one party has the legal right to

terminate a ten-year contract unilaterally before the end of its term, there

can be no doubt that this move created a more urgent need for negotiations

and brought to the fore the high stakes involved. As the net amount owed
US$3 billion bond debt between

by Gazprom is almost equivalent to the .
Ukraine and Russia (Olearchyk, 2018), there may be some possibiht.y that
an overall balance of payments may be found, but Gazprom’s c.ontmumg
chagrin at the outcome of the Stockholm arbitration process indicates that
negotiations will be long and fraught.
Given Gazprom’s Strong export Vo
of its major export routes to Europe, the fates of Nor

TurkStream will substantially influence Gazprom’s 1€

ake Rugs;

[
ar that Russia's actions with

most full utilization
d Stream 2 and
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The consensus VIEW would _ _ P
bem of capacity will be needed. Although this requirement may in the
mid-2020s, depending on the level of European demand and how many

leted, it is likely to rise again towards the end

new export pipelines are comp . ¢ en
of the decade as Europe’s import requirements continue to grow (Pirani,

2018).
stion, therefore, is whether it will be possible to achieve an

The key que
overall agreement that provides a balance between the various transport

routes, the findings of the Stockholm arbitration court, the requirements
of the Third Energy Package regulations and the commercial requirements
of Gazprom and its customers. The history of Ukraine-Russia negotia-
tions indicates that discussions are likely to be taken to the wire — Ukraine’s
bgrgaining position has been enhanced by its newfound ability to survive
w1.tl'10ut Russian gas supplies, thanks to its lower demand and the avail-
ability of reverse flow gas from Europe. The potentially fraught nature of
the negotiations was indicated by Ukraine’s suggestion that it may increase
transit f‘ee.s sharply, to allow for lower utilization of its system, potentiall
pndermlnlng the economics of Russian gas exports but also r,educing ch
Ecegtlve for Gazprom to conclude a significant new deal (Bros, 2016)
ussia may bring up the old proposal of creating a consortium to ;nanagé
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,gounlml}'! e real ”.5. ussia, Ukraine and the EU may become
f“rC:lm.\f'- given the rea possibility that one or more of the parties ma
;‘\';ll ( 0 ABree O’nIY 0(111_"1 .ShOl'l-ler'm deal at the end of 2019. The EU ha{
y ored 0 play dlme lating fole, indicating that it sees itself as a natural
M,,-dinatof of “‘(’i “beg(’“fm“g process: that might entail an attempt to
coordinate a ggln argain to cover all the related issues over Russian
gas €X orts 10 ur.ope (EU offers, 2017). The Third Energy Package has
- dded general leverage to the EU, while uncertainties over implementation
gU regulations on Nord Stream 2 offer temporary clout in negotia-
ions with Russia. Rpsma understands this logic well: President Putin has
pinted that negotlatlons on a new transit contract with Ukraine might be
ostponed until Nord Stream 2 is completed and operative (Toporkov and
Chervonnaya, 2019).

POLITICIZATION OR COMMERCIALIZATION

Gas relations between Russia and Europe have become more politicized,
with 2006, 2009 and 2014 as specific milestones. The EU has attempted to
halt expansion of Russian pipelines, partly with reference to the impact of
new pipelines on the traditional transit countries (especially Ukraine but
also Poland), and partly due to growing concerns that Russia’s share of the
European gas market is becoming too great.

These attempts have been only partly successful. South Stream was
cancelled, but it has re-emerged in a smaller version as TurkStream. Nord
Stream was completed, but finalization of Nord Stream 2 remains an
issue, although the EU has gained some leverage over Russian gas exports
through regulations developed under the Third Energy Package. On a
more fundamental level, the explanation of these mixed results must be
sought in the dichotomy of Europe’s position towards Russia, where
it both needs Russian gas and does not want more Russian gas — with
important European players holding conflicting views.

Restricting the growing European dependence on Russian gas has been
an important driver in development of the internal market in energy, as
discussed in Chapter 4. In addition to liberalization of the gas market
in terms of regulations, this has included infrastructure development,
with the goal of reducing vulnerability to dependence on Russian gas.
In fact, these policies may have worked to Russian advantage. With new
regulations and infrastructure in place, importing Russian gas has become
less risky, and this lower vulnerability may have inclined some importers
to take more Russian gas than they would have done without the new
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markets in Asia. The &80 " d: it could either enhance Russia’s Jong.
consequences for all parties v e .t at which Gazprom accelerates
standing ties with Europe of mar.k the point & favour of China and the
he diversification of its marketing Strat¢gy n et is set to Temain
East. But for the mid-term at least, the European ma  the domestic g2
crucial to the financing of Gazprom — and thus most O ey gt s
sector — and an important source of revenue for tbe Russian $ i ,
If Russia had wanted to improve its standing 1 tl?e European market,
a strikingly different, albeit highly theoretical, solutlon' could have been
radical liberalization of the Russian gas sector, allowing not only _the
break-up of Gazprom and competition among domestic companies,
but also upstream access and even participation in the domestic mar.ket
by foreigners — thus depoliticizing the gas sector and perhaps assuaging
political misgivings against increased Russian exports to Europe. However,
even limited liberalization attempts within Russia have encountered strong
resistance. A full opening of the sector appears unthinkable in a situation

where so much basic scepticism towards the West remains.
Thus, Gazprom and the Russian authorities have decided to follow a

middle path and adapt to the new rules, perhaps realizing that these can
allow them to exploit their competitive commercial advantages while
avoiding some of the political difficulties. By following this strategy,
Gazprom has actually encouraged greater dependence on Russian gas in
Europe, at a time when most Western political leaders are keen to see the
oppostte occur. The irony of this outcome is surely not lost on the Kremlin.

quever, while ‘the West’ has been preoccupied with mitigating the risks
assoglated with its dependence on Russian gas, there has been less focus on
Russia’s export dependence, beyond general statements of mutual reliance
The key difference between the reciprocal dependencies is one of timing,'



.qn perhaps explai
. can perhaps explain why European politicians are so concerne

hi€ . . )
‘E,he st‘f'}”"ty -‘of-s.up ply question in Europe s relatively short-term. A larg
Je disruption Ift a3 supply could create a problem i |

>:mlmediate political crisis, given that energy supply i(s";e::rcl)lrg;h;, spzrk}n
(‘:f any OVeT nment’s function. Over time, the problem could becziL::ZIta\fvli(:
v diversification of supply sources or a change in energy strategy - b
(hat would not alleVl.ate the short-term crisis. In contrast, Russia’s depen
ence 1S long term, drlyen by the need for revenues to sustain its gas indust
and provide export incomes to the state coffers. In 2017, 34 per cent «
Gazprom’s total revenues and 66.5 per cent of its net gas revenues derive
from exports to the European market (Management Report, 2017: 34
roximately 4.2 per cent of total federal budget revenues came fro
gas exports, with the 30 per cent export tax being the largest co
fributor. Although this revenue contribution is not as significant as th
from the oil sector, there is no denying that an important source of fun
for the Russian state budget comes from sales of gas to Europe. Thus, 1t

more realistic to see expansion into markets in Asia, as explored in the ne
ean mark

chapter, as an addition, rather than an alternative to, the Europ

taxes on
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