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This article presents the results of evidence-based research into the behaviour of
Gazprom and the relevant behaviour of the Russian government in selected countries
of Central, Eastern, and South-Eastern Europe (the Czech Republic, Bulgaria, Moldova,
and Belarus). The authors’ aim was to determine the scope of involvement by the
Russian government in problems that have arisen in supplying these states, and the
degree to which these issues have been linked with Gazprom’s conduct and Russia’s
foreign policy toward the countries. Another interest was to seek out the key factors
that may determine this behaviour in particular environments. To address these goals,
the authors monitored specific indicators defined by the strategic approach to energy
security (indicators that uncover governmental support, the linking of foreign policy to
gas supplies, and misuse of a dominant market position). The core of the research
underlying the paper was organized as a set of individual idiographic, theory-guided
case studies. Data were gathered from official documents, statistics, articles, analytical
studies, and from semi-structured interviews with experts. The exploration revealed
that Gazprom has behaved in such a way as to indicate that it is being used as a tool of
foreign policy, but the primary factor controlling its behaviour remains the environ-
ment in which the company is operating. Two points were crucial: implementation of
the IEM rules and—above all—the diversification of sources.

Keywords: natural gas; Gazprom; energy security, central and eastern Europe;
energy policy

Introduction

In the first decade of the twenty-first century, the natural gas crises (the 2006 and
especially the 2009 crisis), ignited by the dispute between Russia’s Gazprom and
Ukraine, were a bitter reminder that some parts of Europe still depend on a single
supply source.! These crises and the worsening relations between Russia and the
West also reawakened the fear that the supply of gas could become politicized,
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particularly for those states whose gas is supplied by Gazprom. Mutual accusations
of supply disruption have come from both Russia and some of its Eastern European
customers, and this has only added fuel to the fire. Another element in recent years
has been the worsening relations between Russia and the West, which has been
further aggravated by a series of conflicts in the European neighbourhood. As a
result, the security of supply, and energy security in general, has become a major
concern for these dependent states and for the European Union, which has
attempted to tackle the issue in various ways, including emphasizing the develop-
ment of the Internal Energy Market (IEM) and observation of its rules.

This has prompted the authors to take a closer look at Russia’s conduct in selected
countries of Central, Eastern and Southeastern Europe to find out whether accusa-
tions that gas supplies have been politicized indeed correspond to reality. The aim
was to conduct evidence-based research into the behaviour of Gazprom and the rel-
evant behaviour of the Russian government in various environments, in order to
determine how these varying environments impact this behaviour. In this way, the
authors hoped to determine the depth of Russian government involvement in supply-
ing the individual states in question, and to discover how supplies are linked to
Russian foreign policy generally in terms of the mutual relations between Russia and
these states. To meet this goal, the research question was formulated as follows:
“Does Gazprom behave like a tool of Russian foreign policy in the countries under
examination? If so, what factors determine this behaviour in varying environments?”’
To address this goal and the research question, the authors monitored specific indica-
tors chosen to uncover the sort of strategically motivated behaviour that Gazprom is
accused of engaging in—serving as a political tool? (which is in line with the strate-
gic approach to energy policy). Specifically, the focus was on indicators that unveil
government support, linking foreign policy to gas supplies, and that show misuse of
the dominant market position.

Manifestations of such behaviour were sought in four separate cases within the
region in question. The countries examined are the Czech Republic, Bulgaria,
Belarus, and Moldova. The Czech Republic was chosen because it is firmly anchored
in the EU, implements the rules of the EU’s IEM, and its government conducts a
stable, pro-Western foreign policy discourse. Bulgaria is an EU member and is
approaching a fully liberalized energy market, but the country’s foreign policy is
fairly ambiguous as regards Russia. It has changed over time in terms of energy
policy, as well as in other ways. These fluctuations in foreign policy discourse have
made it a kind of Petri dish for Gazprom to test strategies. Moldova was selected
because of its aspirations to become an EU member and is therefore poised to imple-
ment the IEM rules (by virtue of its membership in the Energy Community and
recent signature of the Association Agreement) in the foreseeable future.? At the
same time, Moldova has strong ties to Russia because of the structure of its economy,
even if its relationship with Gazprom’s home country is complicated because of ter-
ritorial issues involving the Transnistria region, among other things. Our final choice
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was Belarus, a country which is strongly tied to Russia both in terms of energy and
with regard to its overall economic orientation, as well as because of its membership
in the Eurasian Economic Union. These factors signal that Belarus lies outside the
bounds of the IEM rules. Although Lukashenko’s authoritarian regime has not had an
entirely uncomplicated relationship with Putin’s Russia, Belarus has the strongest
economic and political ties with Russia of any of the four countries under consider-
ation. These countries, then, provided the sought-after variability to test what sort of
behaviour Gazprom and the Russian state demonstrate in various environments and
allowed for comparisons to be made and the assumptions incorporated into the
research process to be verified.

The importance of the influence of the EU’s Internal Energy Market was high-
lighted by the so-called Third Liberalization Package, which was introduced into the
natural gas sector in 2009 by the European Commission* to improve market flexibil-
ity and liquidity and, in effect, ensure fair competition. The main principles of the
package were the ownership unbundling principle, the third-party access principle,
and the prohibition of destination clauses. The first principle prohibits any entity
from being producer and/or supplier and infrastructure owner at the same time. The
second principle enables equal entry to the market for any entity that wishes to enter.
The third principle essentially enables the free flow of natural gas, prohibiting the
erection of any obstacles to resale. Targeting, as the package does, market incum-
bents in general, it was not directed specifically at Gazprom, but the Russian national
champion felt particularly threatened by it nevertheless. This was because of the
company’s traditional use of certain tools to further its dominant position, including
long-term contracts, destination clauses and a prohibition on reselling gas and con-
trol over transit infrastructure’>—tools that were essentially challenged by the Third
Liberalization Package.

The bulk of what has been published about Russia’s role in supplying European
countries and the potential politicization of this topic came out after 2000, especially
in connection with the two gas-related disputes between Russia and Ukraine in 2006
and 2009. While the first disruption of Gazprom’s deliveries to Ukraine in 2006,
which affected also some of the EU member states (esp. Central European countries),
served as an impulse for some EU members in their diversification efforts, the crisis
in 2009 represented the most serious and really damaging gas-related dispute between
Russia and Ukraine. Obviously, though, the crisis did draw the attention of the public
and that of scholars to the issue of energy security. One of the best known contribu-
tions was the timely book by Anita Orban titled Power, Energy and the New Russian
Imperialism.” The book is, however, limited in geographical scope, examining only
the Central European countries of Poland, Slovakia, and Hungary.

Academic articles, which are usually more flexible and address contemporary trends
more closely, have been written on various related topics. Some address the broader
issue of energy security and resource nationalism, including work by Ian Bremmer and
Robert Johnston;® others have focused directly on Russian energy policy vis-a-vis
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European customers.® All address the issue of Russia potentially misusing gas supplies
as a policy tool. In any case, the majority of the issue-focused publications mentioned
above perceive Russia to be the main culprit for energy security—related concerns in
Europe, and most share the perception that excessive dependence on Russian supplies is
dangerous, especially given Russia’s current foreign policy aspirations. The literature
review thus confirms the need for a thorough examination of the issue.

The article is structured as follows: First, the research methodology is introduced.
This section includes both the theoretical foundations of the strategic behaviour and
the actual indicators used in individual case studies. The case studies then follow and
contain an overview of the natural gas sectors in the countries vis-a-vis their relations
with Russia, as well as a review of indicators. Overview of the indicators then per-
mits the outcomes contained in the concluding chapter to be derived.

Research Design and Theoretical Basis

The core research that underpins this paper was organized as a set of individual
case studies as described, for instance, in Gerring.!® For purposes of the study, the
authors used the idiographic, theory-guided case study as described by Levy,!!
Stake!? and Odell.!3

As for sources, the authors relied upon open sources, data gathered from official
documents, and statistics on the energy sectors of the individual countries put out by
widely recognized institutions such as the Energy Community, the European
Commission, the International Energy Agency, and others. Supporting information,
and information on important events described under individual cases, was gathered
from newspaper articles, specialized websites hosted by analytical and investigative
institutions, and semistructured interviews with experts,'# focused on the region or
individual countries and conducted during the course of field research in these coun-
tries (see below). Respondents mostly insisted upon anonymity; therefore, the
authors have encoded their names. To gather additional sources and to triangulate
information, the authors also made use of the online analytical tool IntelTrak,!
which collects information and references on the activity of Russian and Chinese
enterprises worldwide.

The research spanned the period stretching from the fall of the Soviet bloc and the
emancipation of the countries in the region to the present day. The more extensive
roots of the development of the natural gas sector, which stretch back before the fall
of communism, were also treated where essential.

Theoretical Underpinnings of the Research

For purposes of this research, the strategic approach to energy security was
relied upon. Based on the realist tradition of thinking in international relations,
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its central focus is on state power. Our main interest lay in defining the principles
that highlight the role of the state and its representatives in steering energy com-
panies in particular directions and using energy commodities and infrastructure
as foreign policy tools. These key principles of the strategic approach then served
as the indicators. The choice of the strategic approach to energy policy and secu-
rity as a basis for the research was made primarily to address the fact that Russia
has been the target of accusations that it misuses natural gas supplies and energy-
related deals to exert not only economic, but also political, pressure on its cus-
tomers—a behaviour that corresponds to one of the basic assumptions of this
approach.

The cornerstone of the strategic approach is the perception that energy commodi-
ties, like other potential sources of power, should be subordinated to the needs of the
state, and may be used as foreign policy tools that help the state to achieve its goals'®
and to exert its power abroad.!” This assumption is based on the realist focus on the
state and its power as the key principle in the international system.!® As Gilpin sug-
gests, although companies usually subordinate themselves to an economic logic,
their states of origin cannot be separated from the underlying rationale for their
behaviour.! The basis for the use of energy commodities as foreign policy tools can
be also found in Burchill and Jackson and Sorensen,?’ who suggest that a stronger
state—that is, one with greater capacities when it comes to sources of power, such as
natural resources, a greater population base, a stronger economy, a larger army,
etc.—cannot “resist” the temptation to use this power against weaker actors (states).
Energy commodities thus appear to be the number one choice for an actor who has
the commodities or their supply routes under its control. A further factor of impor-
tance relates to the role played by state representatives, who drive the state’s policies
and its statecraft. A link may be seen to this role in the areas of energy diplomacy and
negotiations.?!

The aforementioned principles were summarized and refined into the so-called
strategic approach to energy policy and security, which subscribes to the basic
assumptions of the realist paradigm in international relations—mainly classical real-
ism, offensive realism within the neorealist stream, and neoclassical realism.??
Implementing this approach leads to the energy sector being considered a strategi-
cally sensitive area requiring the monitoring and to a certain extent the active engage-
ment of the state to secure the commodities essential for national survival. The
practical consequence of such thinking is the legitimization of direct state action and
the distinctive role played by the energy sector in the economy.?

We focused on the two key points of the strategic approach that are most fre-
quently raised in connection with accusations that Gazprom serves as a political tool
for Moscow. These are the special status of energy commodities, including their vital
importance for the state economy,?* and the use of energy commodities and supplies
as tools. On the basis of these principles, the following indicators were developed
and sought in the individual cases.
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- Active support by Russian state representatives for Gazprom in the countries under
examination

- Rewarding behaviour compatible with Russian foreign policy aims; coupling
energy-related issues and energy prices with a state’s foreign policy orientation

- Infrastructure (e.g., pipelines) and differential pricing as tools to pressure the client
state

- Disruption of alternative supply routes/sources of supply by various means

The first two criteria are derived directly from the theoretical underpinnings of the
strategic approach, which highlights the role of state representatives and the inter-
connection between energy supplies and the foreign policy discourse and behaviour
of the company’s home government. The remaining two criteria are also based on
these theoretical underpinnings, but are at the same time respective manifestations of
the behaviour Russia is most often accused of displaying (misusing energy supplies
to exert pressure) and of Gazprom’s agenda (of maintaining its market dominance).

Country Case Study: Czech Republic

The Czech Republic has been a member of the EU since 2004 and has fully
implemented the legislation related to the Third Liberalization Package. The country
has maintained a generally pro-European foreign policy discourse for the past
twenty-seven years.?> After 1989, diversifying the import portfolio and freeing itself
from unilateral dependence became a key goal for the natural gas sector and the
Czech energy sector in general. In the gas sector, that goal was achieved on May 1,
1997, when the country managed to diversify its gas import portfolio by getting
Norwegian gas from the North Sea via pipelines running through Germany.?
Currently, however, all gas coming into the country is of Russian origin, as the
Norwegian gas has been replaced by Russian supplies entering Germany as part of
so-called “gas swap” deals.?’ The existence of an alternative supply route is crucial,
however, and this was apparent during both the 2006 as well as the 2009 gas supply
crisis. Moreover, when the 2009 gas crisis hit, the Czech Republic was not only able
to keep itself in gas, it also played a major role in bringing supplies to neighboring
countries.?®

As indicated above, 99 percent of the country’s gas is imported on the basis of
import contracts, primarily operated by Innogy (formerly known as RWE
Transgasa.s.). The remaining 1 percent is supplied using domestic sources.?’ The
only other company importing gas is VEMEX s.r.o. Innogy operates a long-term
contract with OAO Gazprom?? valid until 2035.3! VEMEX s.r.0. entered the Czech
market in 2006 as an alternative supplier of Russian gas. It is majority owned by
Gazprom?? Germania, a subsidiary of OAO Gazprom. The company’s current con-
tract is valid until 2017 and stipulates annual supplies of 0.5 bcm.33
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The events of 2009 also demonstrated the importance of gas storage capability.
The Czech Republic is relatively safe in this regard, since its total gas storage capac-
ity is more than one-third of annual consumption.3*

Overview of the Indicators

Active support by Russian state representatives for Gazprom in the countries under
examination. Gazprom and Russian state officials opposed Czech diversification,
which has been championed by the Czech government since the early 1990s. Some
Czech specialists, as well as members of the general public, were alarmed by the
oppositional rhetoric coming from Russian officials, and by allegations that Gaz-
prom was scheming to circumvent the country as it routed gas to the West, or to
aggravate the position of Czech exporters in Russia.3’ But none of these threats came
to pass, and the Czech Republic has therefore been able to diversify its gas supply
portfolio.

In general, relations with Russia in the gas sector have been unproblematic, and
gas-related issues have come up for discussion only occasionally, such as during the
2006 and 2009 gas crises, and in 2014 during the crisis in Ukraine.3

Rewarding behaviour compatible with Russian foreign policy aims; coupling energy-
related issues and energy prices with a states foreign policy orientation. Since the
Czech Republic has been able to diversify its portfolio, there is little room for “non-
standard relations.” In the two decades since the fall of communism within CEE, the
Czech government has maintained a fairly strong pro-Western foreign policy dis-
course, and this has discouraged any attempt to forge a closer political or security
relationship with Russia, particularly during the 1990s. As noted above, the country’s
drive to diversify away from 100 percent dependence on Russia in the 1990s was
negatively perceived by the Russians, but no open threats were issued, and no supply
cuts took place. The change in the Czech supply portfolio did, though, contribute to
the chilly relations between the countries at the tail end of the 1990s. Another thorn
in Russia’s side came with the Czech Republic’s accession to NATO, which flouted
Russia’s wish to preserve the status quo in Central Europe, followed by Czech sup-
port for the Kosovo operation. Partial change came at the end of the 1990s and after
2000, when relations between the two countries were enhanced mainly in the areas
of economics and trade. But this pragmatic discourse, cutting across political and
ideological boundary lines, has always been challenged by a more cautious discourse
that worries about the undemocratic nature of Putin’s Russia and about the potential
for it to become a security threat.?’

It is likely not far from the truth that the traditionally less-than-ideal relations
between the two countries have contributed to the relatively high price paid by
Czechs for Russian gas supplies. Although clear evidence of a link between foreign
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policy discourse regarding Russia and the price individual countries pay for Russian
gas is generally missing, conditionality in gas pricing does occur (see the case study
on Bulgaria). Based on available sources, the Czech Republic tends to pay around
100 euros more than the European average.® However, the evidence supporting this
figure is not clear-cut. It would thus be something of an oversimplification to claim
a correlation between the gas price and relations between the two countries. The
absence of a clear correlation between gas issues and behavior compatible with
Russian foreign policy aims might also be illustrated by the fact that despite the
Topolanek government’s support for the US missile defence project in Central
Europe and for the Nabucco project, construction started in 2010 on the Gazelle
Pipeline to facilitate the movement of Russian gas supplies from the Nord Stream
Pipeline in the north—south direction.?® This may also serve to illustrate the mix of
pragmatism and a cautious approach to Russia on the Czech side after 2000.

Infrastructure (e.g., pipelines) and differential pricing as tools to pressure the client
state. Gazprom, technically speaking, has not been able to misuse its position by com-
pletely cutting off the Czech Republic. This is because of the infrastructural advantages
the country enjoys: North Sea gas is available, allowing for diversification of sources,
and there is an alternative line in for Russian gas connected to the OPAL Nord Stream,
allowing for diversification of routes. In fact, as noted, in 2009, the Czech Republic
was not only secure in its own position, it had enough gas from its alternative supply
route to secure supplies for Slovakia as well, which had no such alternative and was
completely cut off until the Czechs used reverse flow to send gas in.

Nevertheless, in April 2015, the European Commission started an investigation
into Gazprom for abuse of its dominant market position in several countries, the
Czech Republic among them. (The others are Bulgaria, Estonia, Hungary, Latvia,
Lithuania, Poland, and Slovakia.) Two years later, the dispute seemed to come close
to reconciliation as the Russian company ultimately agreed with removing restric-
tions on gas re-selling in the disputed countries.*

Disruption of alternative supply routes/sources of supply by various means. Russian
state officials expressed verbal opposition to Czech efforts at diversification that
culminated in the establishment of an alternative supply route bringing gas in from
the North Sea. But thanks to Russia’s relatively weak international position at the
time—prior to 2000—along with the clear Western orientation of the Czech govern-
ment and Russia’s dependence on revenues from hydrocarbon sales, the opposition
was strictly verbal.

Country Case Study: Bulgaria

Bulgaria is among the most import-dependent in the EU in terms of energy sup-
plies while simultaneously being one of the most energy-intensive economies.*! The
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current gas contract serving 90 percent of the country’s gas needs was signed in
November 2012, and stipulates that Bulgaria is to be supplied with 2.9 bem/year
until 2022.42 Gazprom remains the country’s sole foreign supplier. As part of
Gazprom’s efforts to better its reputation after the 2009 crisis, Bulgaria was granted
a ten-year 20 percent discount.** Despite a significant recent rise in domestic pro-
duction from less than 100 mcm/year in 2010 to nearly 0.5 bem in 2011 and early
optimism about new finds, predictions are that even with full exploitation, domestic
resources will not cover more than one-third of total domestic consumption.** In
addition, older gas plays are gradually being depleted, with new finds only partly
offsetting the decline. Bulgaria is thought to have potentially large shale gas plays.
These resources, though, remain untapped. The government issued a moratorium on
shale gas extraction or even shale exploration in 2012, and has confirmed its stance
on the issue in recent months.#3 Although the share of gas in Bulgaria’s energy
supply—around 13 percent—and its overall annual consumption of around 3 bem
are not very high,* the issue is still a pressing one for the Bulgarian economy given
the high level of dependence of the industrial sectors on gas. In addition, although
the gas utilization in the residential sector is not particularly high, the sector is sup-
ply-sensitive from the very definition. Combined with the country’s relatively high
energy poverty, any supply shortages or price hikes may have a severe impact on the
people, making the gas supply issue even more imminent.*’

Bulgaria’s unilateral dependence was spotlighted by the 2009 gas crisis, when the
industrial sector and power generation were particularly hard hit as priority was
given to the residential sector.*® In combination with the ongoing financial crisis, the
gas shortage impacted the Bulgarian economy very negatively and deepened the
economic contraction.*’ But despite this bitter experience, little has changed in the
interim. Bulgaria remains dependent on Russian supplies coming into the country via
Ukraine. Its inability to diversify its gas portfolio is very likely reflected in the price
it pays for gas deliveries, since its negotiating position is weak.

Gazprom’s customers on the Bulgarian market include Bulgargaz,>® the national
company, and Overgas,®® a company in which Gazprom and its subsidiary
Gazpromexport have an approximately 50 percent ownership share.’> Overgas holds
around a 70 percent majority share in distribution, supplying households via local
distributors in which it has a stake.’* This makes Overgas the main supplier of
Bulgarian households. It is generally quite active in the country’s gas sector and,
until 2010, served as the intermediary between Gazprom and Bulgargaz along with
WintersHall.>* Up to that point, Overgas had bought discounted gas from Gazprom
and resold it to Bulgargaz, which sold gas to local distributors often owned by
Overgas. In 2010, Overgas began buying gas directly from Gazprom and distributing
without resale to Bulgargaz.

Bulgaria would have been able to strengthen its position as a transit country as
part of the so-called Southern Gas Corridor embodied in the Nabucco Pipeline
Project, intended to carry up to 31 bem/year,> ultimately bringing in gas from non-
Russian sources not only to Southeastern Europe but further on to the West, as well,
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terminating at Baumgarten, Austria. After a lengthy struggle, however, the project as
originally envisioned was abandoned in 2014. Bulgaria had been a part of the project
from the outset, since it was among the countries whose territory the pipeline would
have traversed (see map below). Bulgaria’s initial reluctance to take part prompted
Gazprom to consider replacing it with Romania, but this was mostly perceived as a
way to pressure the country, and in the end, it signed a bilateral deal. Bilateral deals
signed between Gazprom and other transit countries were subsequently cited by the
European Commission as breaches of EU law, in particular of the third-party access
principle.’® Given that the economic viability of the project was in question from the
beginning, some understandably see the South Stream Project as having simply been
a tool to exert pressure on Nabucco.>’

Overview of the Indicators

Active support by Russian state representatives for Gazprom in the countries under
examination. Bulgarian energy sector insiders indicate that representatives of Gaz-
prom and the Kremlin act interchangeably in dealing with Bulgaria, since the deals
involved are usually strongly supported by Russian officials.’® This is in line with the
powerful influence Russian companies have on the Bulgarian economy and is also
clear from a high-level meeting on energy-related issues in 2008 at which nuclear,
gas, and petroleum projects were discussed,’® and from a meeting that took place in
2010 at which the main topic of discussion was the Stream Project.®

The South Stream Project is, in fact, one of the most appropriate examples. It was
supported by Russian representatives of the highest level from the outset, as were
negotiations between Gazprom and Bulgaria on the project’s planned route. When
disputes later broke out over the Bulgarian government’s stance on the project, high
state representatives of Russia got involved. When in 2009 the government of Boyko
Borissov expressed reluctance to continue construction without EU approval,
Russian Prime Minister Putin and President Medvedev both took part in negotiations
aimed at pressuring Bulgaria.®!

The latest manifestation of involvement by Russia’s highest-level representatives
was Putin’s angry reaction to Bulgarian opposition to South Stream in late 2014,
when he expressed his disappointment to Turkish president Erdogan by saying he
was “fed up with the Bulgarians,” and accused Bulgaria of burying the South Stream
project.®?

Rewarding behaviour compatible with Russian foreign policy aims; coupling energy-
related issues and energy prices with a states foreign policy orientation. Projects in
the country that are related to Russia typically begin when leftist governments are in
power (the Socialist Party, BSP)%* and end (often with a dispute) when a right-wing
government takes over. Examples include the aforementioned South Stream Pipe-
line, as well as the cancelled Belene nuclear power plant.
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With the South Stream Project, it should be noted that the most recent drop in gas
prices® for Bulgaria came right after a bilateral deal on the pipeline had been
signed.%

During the course of negotiations on the South Stream, allegations of corruption
emerged that should have led Bulgarian officials to support the South Stream
Project.% Later, in 2014, a series of behind-the-scenes negotiations led a pro-Russian
coalition to propose a billé’ that would have ultimately exempted the South Stream
Project from internal market rules by renaming the pipeline the “gas—sea intercon-
nector.” Internal documents were leaked that alleged the bill had been tailored to
Gazprom’s needs.®®

A link between Bulgaria’s foreign policy stance and gas prices was evident in the
final deal on the South Stream Project, inked in the summer of 2012. Gazprom prom-
ised an 11 percent gas discount if the agreement was signed and the project timetable
accelerated by the Bulgarians.®” The “take-or-pay” condition was also apparently
softened, but Gazprom refused to link that agreement to the South Stream deal.”

In April 2015, the European Commission started the abovementioned investigation
(see the chapter on the Czech Republic) into Gazprom’s alleged abuse of its market
position. In Bulgaria’s case, the accusation was focused on alleged conditionality
involving gas supplies and the country’s participation in the South Stream Project.”!

Infrastructure (e.g., pipelines) and differential pricing as tools to pressure the client
state. Current conditions were not misused as leverage to exert pressure; instead, the
pressure Gazprom exerted on Bulgaria on more than one occasion centered around
the planned South Stream Project.

Disruption of alternative supply routes/sources of supply by various means. When
Greece considered selling DEPA, its national Public Gas Corporation, in 2013 and
Gazprom expressed interest in buying it, concerns arose that Gazprom would ulti-
mately become a dominant player in South-eastern Europe. The company would also
as a result have acquired control over the Greece—Bulgaria interconnector. But Gaz-
prom withdrew its bid, and the sale did not take place.”

The quick rise of the anti-fracking movement prompted accusations it was orga-
nized and perhaps even funded by Gazprom, for whom the emergence of an alterna-
tive source of gas supply in Bulgaria would be undesirable.”® Clear evidence proving
a link between the anti-fracking movement and Russia’s stake in gas, though, has not
been forthcoming.

Country Case Study: Moldova

A feature that is characteristic of most post-communist countries in the region,
that of strong dependence on Russian energy sources, is very much in evidence in
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Moldova. In the gas sector, this dependency means that practically all the gas con-
sumed in the country comes from Russia. Moldova’s natural gas consumption cur-
rently rests just above 1 bem per year, with an additional amount of nearly 2 bem
consumed in the separatist region of Transnistria. Natural gas makes up about 60
percent of the country’s primary energy consumption, the majority of which is used
for power generation and for heating.”* Given its importance for these supply-sensi-
tive sectors, natural gas is of strategic importance for Moldova.

By itself, Moldova produces no significant quantity of natural gas. It also lacks
storage capacity and thus has no way to safeguard against disruptions in the gas sup-
ply. Connections with neighbouring countries that could potentially provide gas from
other sources are used almost entirely to transit gas further on to Europe.”” The
exception is the Iasi—Ungeni gas interconnector, built between August 2013 and
August 2014 to connect Moldova and Romania and put into service in 2015. It deliv-
ers gas at a price competitive with that charged by Gazprom, but to have any real
impact on the country’s gas import portfolio, the interconnector must be extended
further to reach the main centres of consumption.”®

Gazprom’s presence in Moldova dates back to the first half of the 1990s.
MoldovaGaz began to accumulate debt at a time when Gazprom was charging unusu-
ally high fine amounts for late payments. Since the company (in fact, the Moldovan
government) was unable to repay the debt, Gazprom was given shares in the com-
pany as compensation. Although Moldova is a member of the Energy Community,””
consultations conducted in the country reveal that, because of Gazprom’s strong
anchorage in the country, Moldova favours unbundling only on paper; unofficially,
strong lobbying opposition is slowing the entire process.”

Over the last decade, Gazprom’s prices have risen from what had formerly
been a fraction of the typical European price (US$60/tcm) to proper European
levels of US$368/tcm.” This steep rise seems to have been accelerated by the
worsening mutual relations between Moldova and Russia,?® which began with the
rejection by then-Moldovan president Voronin in 2003 of the so-called Kozak
Memorandum, intended to implement a Moscow-tailored solution to de-escalate
tensions in the dispute between Moldova and Transnistria, which included a
Russian proposal to resolve the issue of Transnistria’s status.3! Relations between
the countries suffered a further setback during the “Twitter Revolution” of 2009,
when protesters stormed government buildings to protest revisionism on the
domestic political scene.®?

Currently, the Moldovan natural gas sector is dominated by MoldovaGaz, which
is formally in charge of natural gas management throughout the country, including
transmission, distribution, and marketing. Two subsidiaries have been established
and placed in charge of the transmission system: Moldovatransgas on the right bank
of the Dniester, and Tirspoltransgas in Transnistria. MoldovaGaz’s shareholder struc-
ture is as follows: Gazprom has a 50 percent stake,?* the Government of the Republic
of Moldova holds 36.6 percent, and Tiraspoltransgas, from the autonomous region of
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Transnistria, holds a 13.44 percent stake.®* This setup basically gives Gazprom con-
trol over the entire Moldovan gas sector.

Overview of the Indicators

Active support by Russian state representatives for Gazprom in the countries under
examination. The country’s largest power plant, Kuchurgan, lies in the Transnistria
region. This gas-fired power plant is owned by the Russian company Inter RAO UES,
which acquired it in 2004,% and it lies directly on the main pipeline bringing gas into
Moldova. The problem is that Transnistria, a separatist region for which Russia serves
as a kind of international patron, does not pay for the gas it receives; rather, under the
original supply contract, extended each year since its planned expiry date in 2011, the
government in Chisinau is made liable to Gazprom for the debt. That debt has reached
about US$3-4 billion; the debt of Moldova itself stands at around US$400 million.
Russian Deputy Prime Minister Dmitry Rogozin has explicitly coupled Moldova’s
gas debt to settling the dispute over the status of Transnistria.®¢ He has also personally
discouraged Moldova from increasing transit fees, warning it might have serious con-
sequences.®” During his September 2013 visit to Moldova, Rogozin said, “Take care
not to freeze in the winter and get lost in the vortex of European integration you are
caught in,”®® likely addressing Moldova’s accession to the Energy Community and
signature of the Association Agreement (including the Deep and Comprehensive Free
Trade Area Agreement) with the EU, which was being prepared in 2013. The state-
ment could easily be taken as a tacit threat.

Rewarding behaviour compatible with Russian foreign policy aims; coupling energy-
related issues and energy prices with a state s foreign policy orientation. Moldova’s
inclination toward the European Union have been tied to Gazprom’s reluctance to
sign a new long-term gas contract. A steep hike in gas prices has been correlated with
the worsening of mutual relations between the two countries triggered by the failure
to sign the Kozak Memorandum in 2003.3° The situation changed to some extent at
the end of 2016, when the gas contract was prolonged for a further three years, until
the end of 2019.% The decision was made shortly after the January 2017 election of
new president Igor Dodon,”! who represents pro-Russian Socialist Party, and sig-
nalled that the mainland Moldova may recognize the Transnistrian debt.%?

Infrastructure (e.g., pipelines) and differential pricing as tools to pressure the client
state. The misuse of infrastructure is evident in more than one regard. The gas used
in Transnistria’s Kuchurgan power plant is charged on the government in Chicinau
instead of the power plant’s operator, and the same is true with regard to the debt
owed. The fact that Moldova is essentially dependent upon a single pipeline coming
in from Russia has been leveraged in the current dispute over a new long-term gas
supply contract (see above).
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Disruption of alternative supply routes/sources of supply by various means. The
rather sluggish activity of MoldovaGaz—a company controlled by Gazprom—has
prevented gas flow through the newly built lasi-Ungheni interconnector, effectively
hamstringing the only existing diversification project.”

The issue of gas supply diversification through the Iasi-Ungeni interconnector is
part of the bigger picture in Gazprom’s efforts to preserve its dominant position in
Moldova’s energy market. Via its majority stake in MoldovaGaz, Gazprom essen-
tially controls the entire Moldovan gas sector, and the implementation of the Third
Liberalization Package, which requires the decoupling of transmission, production,
and sales, was postponed to 2020 partly as the result of direct pressure exerted by
Russian officials,” and as a result of Gazprom’s reluctance to sign a new long-term
gas supply agreement. The newly established TSO Vestmoldtransgaz, in charge of
operating the interconnector, will therefore probably encounter some obstacles in its
effort to get non-Russian gas to the marketplace.> One such obstacle might be in the
form of pressure exerted on consumers who would like to change gas suppliers. It is
likely that MoldovaGaz might use debts that many consumers, including industrial
consumers, have tallied so far to prevent them from switching.%

Country Case Study: Belarus

Strong political, security, and economic ties between Belarus and Russia date
back to the Soviet era, when significant production capacity was concentrated in the
area of the then-Byelorussian SSR,%7 and there was a heavy dependency on raw
material supplies. After minor attempts at cooperation with Western integration
structures (the EU and NATO) in the early 1990s, Alexander Lukashenko was
elected in 1994 as a critic of the dissolution of the USSR and a supporter of a pro-
Russia orientation.”® During the latter half of the 1990s, Lukashenko supported the
establishment of an economic union between the two countries while insisting on the
formal political equality of each. This laid the groundwork for the sinusoidal nature
of Russian—Belorussian relations, which have alternated between periods of deterio-
rating relations, more or less aligned with repeated disputes in the energy sphere,”
and periods of pragmatic rapprochement, accompanied often by new projects
involving economic cooperation as well as cooperation on energy-related projects.

The sustainability of the Belarusian regime and its ability to provide citizens with
social guarantees has been largely dependent on the country’s nonstandard relations
with Russia. Belarus has always paid extraordinarily low prices for both oil and
gas!% and the Belarusian economy benefited from the petrochemical trade, with pro-
duction in Belarusian refineries using Russian oil imported under favourable (duty-
free) conditions. The situation changed after the new Russian president, Vladimir
Putin, began to realize his vision of a single economic space!?! and revised Russia’s
energy policy regarding Belarus. Since the beginning of the new millennium, the
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greatest controversy has arisen in connection with disputes centered on Russian
crude oil imports and on the export of other oil products from Belarusian refineries.
These disputes even figured into efforts to establish a customs union in 2010.102

There have also been a number of gas crises (in 2002-2004, 20062007, and
2010-2011). Even the establishment of the Eurasian Economic Union (EAEU)!% in
2015 has not completely eliminated conflicts in the energy sphere, as was demon-
strated when clashes occurred in 2016 and in early 2017. Currently, Russia—Belarus
relations are being significantly influenced by the security situation in Eastern
Europe,!% and Belarus’s recent foreign policy moves toward once again seeking rap-
prochement with the EU.

The role played by natural gas in the Belarusian energy mix is indeed important. Its
share of TPES was more than 61 percent in 2014 according to the IEA statistics,!%
while the single monopoly supplier, Gazprom, plays a key role in its import. From an
energy security perspective, Belarus’s energy mix is poorly balanced. The amount of
imported oil and gas in TPES is more than 90 percent. In addition, gas is important to
electricity production in the country—the proportion of gas in electricity production
sector was 98 percent in 2014. Gas is also the key fuel for Belarusian heating plants:
the proportion of gas in the production of heat was more than 88 percent in 2014.1%

The country’s gas consumption amounts to around 18 billion m? of natural gas per
year, all of it imported from Russia.!®” Gazprom has been the key supplier of gas to
Belarus over the entire period since the dissolution of the Soviet Union and it has
been the sole gas supplier to Belarus since 2005. Compared to other Russian inves-
tors in Belarus, Gazprom is also the biggest property owner,'%® which confirms the
significant influence it wields in the Belarusian energy market and in its economy in
general.

Overview of the Indicators

Active support by Russian state representatives for Gazprom in the countries under
examination. The gas crises that have been noted were frequently accompanied by
bilateral negotiations between Lukashenko and Putin directly concerning issues to
do with gas supplies, gas prices, or control over the Belarusian gas network. As an
example, in connection with the first serious gas dispute in 2003, Gazprom announced
that starting January 2004, it would halt discount gas supplies to Belarus, doubling
the price. During the same month, the Russian—Belarusian summit took place.
Lukashenko and Putin agreed to implement market pricing for gas supplies and to
establish a joint venture to operate the gas network. On this basis, Belarus announced
its consent to the sale of a minority stake in Beltransgaz to Gazprom, with the stipula-
tion that, in exchange, Russia would base its price quote on the price of cheaper gas
from 2002.1% This was the beginning of the crisis, which went so far as to cause a
temporary interruption of gas supplies to Belarus,'!? including a brief closure of the
Jamal transit pipeline.!!!
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Bilateral negotiations between Lukashenko and Putin, which took place in spring
2017, played an important role also in recent energy conflict between Russia and
Belarus. The issues of the future of Russian gas and oil supplies to Belarus have been
linked with problems of foreign policy and security cooperation of both countries in
the context of difficult geopolitical situation in Eastern Europe (see below).!1?

Rewarding behaviour compatible with Russian foreign policy aims; coupling energy-
related issues and energy prices with a state’s foreign policy orientation. Belarus’s
long-term isolation from the West (including from the EU), and the leading role
played by Russia as its strategic and security ally, have figured heavily into the coun-
try’s energy relations. The situation changed somewhat after 2000, but even during
the Putin era, numerous instances may be found in which the Belarusian regime has
been rewarded for its loyalty, and energy-related steps have been coupled to political
issues (and this despite the fact that Lukashenko has not always been the easiest
partner for Putin’s Russia). As an example, in autumn of 2005 Gazprom announced
once again that market prices would be introduced for gas imports, but in December
of that same year, it said the price for Belarus would remain at 2005 levels because
of the country’s ongoing negotiations with Russia about forming a confederation.
Also important were the approaching presidential elections in Belarus. Gazprom’s
decision making about introducing market prices for its gas was thus influenced by
the political situation in Belarus, as well as by support for Lukashenko and the future
confederation.!'3 But significant examples may also be found in which the reverse
was true—when during energy disputes with Russia, Lukashenko’s Belarus made
friendly overtures towards the West, including the EU.!'# Thus, the coupling of
energy issues to foreign policy positions was also found on the Belarusian side.

Belarus’s membership in the Customs Union was also initially connected to
rewards in the form of lower gas prices.!!> But Belarus also has a significant interest
in customs duties for the export of energy materials. While in the Customs Union
customs duties were the subject of bilateral negotiations, once the EAEU and the
single economic area had been established, they became subject to regulation by the
common EAEU organs.!'¢ Disputes in 2016-2017'17 show that problems persist in
the system, but it must be said that to a great extent, both sides prefer bilateral settle-
ments, and has had difficulty breaking away from the nonstandard nature of relations
in the energy sphere (as, e.g., the above mentioned summit in Sankt Petersburg in
April 2017 clearly shows). While it is true that this makes things prone to politiciza-
tion, it also offers more room to maneuver, not only for the Russian side, but also for
President Lukashenko.

Infrastructure (e.g., pipelines) and differential pricing as tools to pressure the client
state. The transport of gas over Belarusian territory to the West has played an outsize
role in Russian—Belarusian relations. Until Nord Stream was put into operation in
2012, almost one-quarter of Russia’s gas exports to Europe crossed over Belarusian
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territory.!'® Gazprom’s efforts to gain control of state-owned company Beltransgaz
(operator of the Belarusian gas pipeline network and the Belarusian stretch of Gaz-
prom’s Yamal transit pipeline) also figured in heavily. These efforts targeted the
transport security of Russian gas bound for Europe, and sought to minimize Belar-
us’s potential to engage in political and/or economic extortion. They accompanied
the gas disputes from the very beginning, first occurring at the end of 2002, when
Gazprom sought higher prices for the gas it supplied beyond the original 2002 con-
tract, under which Belarus was able to import gas at prices that were effectively
comparable to those on the Russian domestic market. But the contract also contained
a clause that created a joint venture involving the purchase of a 50 percent stake in
Beltransgaz. The situation was thus influenced (and facilitated) by the nonstandard
nature of the countries’ relations when it came to gas prices, as noted above.

The gas price dispute arose once again in 2003, this time also related to transit gas
supplied via Belarussian transit routes (Yamal) from Russia to Europe. The issues
touched on both gas and oil, and this is characteristic for Russia—Belarus energy
spats. While Gazprom used tools like higher price demands (stating that it was no
longer willing to “subsidize” the Belarusian economy with discount prices) and gas
supply interruptions, Belarus deployed “weapons” of its own, including boosting
transit fees for Russian gas passing over Belarusian territory. Gas prices were also
coupled to unrelated political issues, not only by the Russians.!!® This first phase of
the gas disputes between the two countries came to a close in 2007 with the signature
of a contract that called for a gradual increase in gas prices for Belarus, increased
transit fees for the transport of Russian gas, and the relatively advantageous purchase
of a 50 percent stake in Beltransgaz by Gazprom.!?® Another series of disputes in
2010-2011 was heavily influenced by the impacts of economic crisis, growing infla-
tion and deepening deficit of the state budget. Belarusian rouble devalued in 2011
and government repeatedly asked Russia and the Eurasian Economic Community for
a stabilization loan.!?! At the same time, in 2011 Gazprom succeeded in gaining 100
percent control of the Beltransgaz company.

Disruption of alternative supply routes/sources of supply by various means. Through-
out the period under examination here, Gazprom has been the key supplier. Despite
the disputes that have occurred, Belarus has never developed plans to diversify its
sources of gas (unlike the action it has taken in the oil sector).

Conclusion

The aim of this article has been to assess whether Gazprom’s conduct in selected
countries of Central, Eastern, and Southeastern Europe bears out accusations that
Russia, as Gazprom’s chief shareholder, uses natural gas supplies as a tool of foreign
policy. To meet this goal, the research question was formulated as follows: “Does
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Gazprom behave like a tool of Russian foreign policy in the countries under exami-
nation? If so, what factors determine this behaviour in varying environments?” For
this purpose, four main indicators addressing the most typical manifestations of
politicized conduct in the natural gas sector were formulated. These indicators were
then used to assess the individual cases of Belarus, Bulgaria, the Czech Republic,
and Moldova. These states were selected to provide a diverse sample in terms of
foreign policy discourse and ties to Russia and the European Union (as the main
driver behind recent energy policy changes on the continent).

What the authors found is that any answer to the research question is very case-
specific. The outcomes also reveal the factors that determine such behaviour. First,
membership in the European Union and, above all, implementation of the Internal
Energy Market rules within the natural gas sector are crucial. These rules are in direct
opposition to the marketing model Gazprom had traditionally used to supply the
region and placed the company in a substantially different position from the one it
had formerly enjoyed. Originally, Gazprom was able to use its position as a major
gas supplier to dictate market conditions de facto. With the introduction of such rules
as ownership unbundling, third-party access, and the ban on destination clauses
imposed by the European Commission as market overseer, however, Gazprom is no
longer the master of its own market but is instead subject to its forces.

For the IEM rules to fulfil their main goal of marketizing the natural gas sectors
in the former communist countries, though, one essential precondition must be met.
This is source diversification. In essence, any state with access to other, non-Russian,
sources of gas that also adopts the EU IEM rules is going to be safe from having its
supplies politicized in a way that could harm its energy security status. The Czech
Republic is a clear example of a country that meets both these conditions. The impor-
tance of source diversification as a necessary condition for the depoliticization of
supplies was confirmed in the case of Bulgaria. Although an EU member and one
that formally subscribes to the IEM rules, it is still basically dependent on Russia for
almost 100 percent of its natural gas, and this puts it in a weak bargaining position.
This was visible in the case of the South Stream Pipeline, where Russian state offi-
cials got heavily involved (something that did not happen with the Czech Republic),
and gas sales became conditioned on foreign policy objectives being met. Given
Bulgaria’s dependent status and the impact of potential supply cuts, it is safe to say
that dependence on Russian imports plays a major role.

It also appears that the issue of EU membership (or even signature of the asso-
ciation agreement, as in the case of Moldova) and implementation of the IEM
rules are very sensitive issues for Gazprom (and its owner, the Russian govern-
ment). This finding was clearly demonstrated in the case of Moldova. The coun-
try’s aim of approaching the European Union and implementing the IEM rules
has gotten a chilly reaction from Moscow on more than one occasion. The issue
of natural gas supplies (one that has been aggravated by the status of the separat-
ist Transnistria region, supported by Russia) and the conditions written into the
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supply contract are openly related to Moldova’s pro-European foreign policy
discourse. In the case of Belarus, the situation is a bit more complicated. Although
the country shows little interest in joining the EU, and although it is not a mem-
ber of the Energy Community, occasional signs of a tilt toward the EU may be
spotted. They have often occurred in conjunction with mutual disputes with
Russia in the energy sphere and elsewhere, when Lukashenko has played the EU
card as part of his short-term geopolitical game. In any event, Belarus’s failure to
adopt the IEM rules and its complete dependency on Russian gas deliveries and
Russian control over the gas transport network, in addition to its special relations
with Russia in many different spheres, has caused substantial politicization of
supplies on both sides of the negotiating table.

The answer, then, to the main research question is as follows: Gazprom does
indeed appear to behave in a way that would indicate the company is being used as a
foreign policy tool by the Russian government. But ultimately, the main constraint
on the company’s behaviour is the environment in which it operates. Here, two fac-
tors are crucial: implementation of the IEM rules and, most importantly, source
diversification. Where both factors are met, politicization of natural gas supplies is
practically non-existent or very weak. To complicate things even further, the market
in Europe has been changing, and with it, Gazprom’s position as dominant supplier
has eroded. It is challenging to identify in which cases the company is acting as a
coercive tool of its home government, and in which its motivation is simply to retain
market share. In any event, though, the two criteria noted above still serve as the best
precaution that can be taken no matter Gazprom’s motivation.
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