TOC
Letort Paper
NATURAL GAS AS AN INSTRUMENT
OF RUSSIAN STATE POWER
Alexander Ghaleb
October 2011
The views expressed in this report are those of the author and do not necessarily reflect the official policy or position of the Department of the Army, the Department of Defense, or the U.S. Government. Authors of Strategic Studies Institute (SSI) publications enjoy full academic freedom, provided they do not disclose classified information, jeopardize operations security, or misrepresent official U.S. policy. Such academic freedom empowers them to offer new and sometimes controversial perspectives in the interest of furthering debate on key issues. This report is cleared for public release; distribution is unlimited.
*****
This publication is subject to Title 17, United States Code, Sections 101 and 105. It is in the public domain and may not be copyrighted.
*****
Comments pertaining to this report are invited and should be forwarded to: Director, Strategic Studies Institute, U.S. Army War College, 632 Wright Ave, Carlisle, PA 17013-5046.
*****
The author would like to express his gratitude to Professor Nicholas Kenney from the National Defense University for his trenchant critiques and guidance during the research and writing stages of this monograph. I am also grateful to the office of United States Senator Richard Lugar—and particularly to Marik String, Senator Lugar’s Professional Staff Member for European and Eurasian Affairs, Committee on Foreign Relations—for encouraging me to examine Russia’s use of natural gas as an instrument of coercion.
This monograph was made possible by conversations and interviews with a large number of energy security experts, energy professionals, natural gas lobbyists, and policymakers from both the United States and the European Union. Particular thanks to Alan Hegburg—Senior Energy and National Security Fellow at the Center for Strategic and International Studies—and Rosemary Kelanic—International Security Research Fellow at the Harvard Kennedy School—for helping me to better understand when oil and natural gas can or cannot be used as an instrument of coercion. Also to Vladimir Lefebvre—Senior Fellow at the Center for Advanced Defense Studies—Dr. Jennifer Jefferis—Professor of International Security Studies and Kenneth Baker—Distinguished Professor and Department of Energy Chair at the College of International Security Affairs at the National Defense University—and his research assistant, James Windle, for their early endorsement of my focus on Russian reflexive control.
Furthermore, Robert Cekuta—U.S. Department of State Deputy Assistant Secretary for Energy, Sanctions and Commodities—and Edward Christie—Research Partner with the Pan-European Institute (PEI) of the Turku School of Economics (Finland)—were instrumental in my understanding of the energy security challenges faced by the European Union. I am also grateful to the numerous energy-related lobbying groups—and particularly to the members of the World LP Gas Association for allowing me to attend their WLPGA North America/Europe Summit free of charge—they were very eager to enhance my knowledge with regard to both the advantages and dangers of fossil fuels, and to Dr. Charles Ebinger—Director of the Energy Security Initiative at the Brookings Institution—who taught me a very important lesson about remaining objective when talking to lobbyists.
Finally, I would like to extend my gratitude to a certain senior oil and gas executive from Doha, Qatar, Mark Trgovich—Marketing Director at Qatar International Petroleum Marketing Company—who took precious time away from his incredibly busy schedule to educate me about the geostrategic significance of natural gas in the contemporary security environment; and to all the government agencies and private companies that offered me a job while I was conducting research for this monograph—I hope your offers are still on the table when my military contract expires in January 2014.
*****
All Strategic Studies Institute (SSI) publications may be downloaded free of charge from the SSI website. Hard copies of this report may also be obtained free of charge while supplies last by placing an order on the SSI website. The SSI website address is: www.StrategicStudiesInstitute.army.mil.
*****
The Strategic Studies Institute publishes a monthly e-mail newsletter to update the national security community on the research of our analysts, recent and forthcoming publications, and upcoming conferences sponsored by the Institute. Each newsletter also provides a strategic commentary by one of our research analysts. If you are interested in receiving this newsletter, please subscribe on the SSI website at www.StrategicStudiesInstitute.army.mil/newsletter/.
ISBN 1-58487-510-0
FOREWORD
The slow re-emergence of Russia as a world power despite its weak military force is of critical significance for the strategic interests of the United States in Europe. Since the Cold War, Russia has been perceived as a broken nation that no longer represents a threat to the North Atlantic Alliance. This monograph emphasizes that Russia overcame this major vulnerability by developing the capacity to use unilateral economic sanctions in the form of gas pricing and gas disruptions against many European North Atlantic Treaty Organization (NATO) member states. It agrees with many scholars and politicians alike who fear that Russia will leverage its monopoly of natural gas to gain political concessions. The author suggests it is only a matter of time until Russia will use natural gas as an instrument of coercion to disrupt NATO’s decisionmaking process.
A key aim of this monograph is to explain why the rapid global transition from oil to natural gas will redefine the way policymakers and strategic security scholars look at the scarcity of natural gas in Europe. What is unique about this monograph is that it analyzes the oil and gas markets separately and illustrates, with examples, why in Europe natural gas is a more potent instrument of coercion than oil. Despite these revelations, only 1 month after the German Government announced its plans to abandon nuclear power by 2022, in July 2011 German Chancellor Angela Merkel disclosed that Germany will need to import more Russian natural gas to make up for the loss of over 10 gigawatts of generation capacity. Almost simultaneously, Germany’s largest energy utilities group, RWE, and the Russian state-controlled gas giant, Gazprom, have agreed to form a strategic partnership. The author argues that situations like these create a delicate state of affairs that will ultimately undermine the de facto power of NATO in the contemporary security environment, particularly vis-à-vis Russia, unless the dependency on Russian natural gas is promptly addressed.
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SUMMARY
The nation that leads on energy will be the nation that leads the world.1
David Sandalow
The Brookings Institute
The potential for natural gas is enormous.2
Barack Obama
President of the United States
Russia enjoys vast energy and mineral resources which serve as a basis to develop its economy; as an instrument to implement domestic and foreign policy. The role of the country on international energy markets determines, in many ways, its geopolitical influence.3
Vladimir Putin
Prime Minister of the Russian
Federation
While in the 1980s oil was considered “the only commodity whose sudden cutoff would have a drastic effect on national welfare or on economic activity,”4 the 2030s5 come with the image of a world in which the sudden cutoff of Russian gas to Europe will have similar disastrous effects on the economies of many European and North Atlantic Treaty Organization (NATO) member states. This monograph argues that Russian control of the natural gas supplies and of the export infrastructure systems of natural gas to Europe gives tremendous leverage to Russia in imposing its national security policy.
If in the traditional security environment the use of military force was the Union of Soviet Socialist Republic’s (USSR) preferred method of political coercion, in the contemporary security environment Russia is struggling with a weaker military that no longer represents a threat to the North Atlantic Alliance. This monograph emphasizes that Russia overcame this major vulnerability by developing the capacity to use unilateral economic sanctions in the form of gas pricing and gas disruptions against many European NATO member states. It agrees with many scholars and politicians alike who fear that Russia will leverage its monopoly of natural gas to gain political concessions;6 and it supports the viewpoint that “Russia’s energy-centered foreign policy is not limited to the states of the former Soviet Union and is clearly designed to increase its leverage in key geostrategic theaters and over United States allies.”7 While Russian officials insist that these fears are overblown, skeptics believe that “if there were a serious enough dispute, the Russians might do just that [use its energy security leverage against NATO member states].”8
The concerns of these skeptics cannot be dismissed without an unbiased examination of the scarcity of natural gas in the contemporary security environment, of the salience of natural gas in Russia’s national security strategies, and of the natural gas pipeline politics in Eastern and Central Europe. To address these questions, the monograph has been separated into four chapters. Chapter 1 will demonstrate that like oil in the traditional security environment, under certain conditions, natural gas can serve as an effective unilateral instrument of state power in the contemporary security environment, and that its disruption by Russia will prove deadly to the economies of many NATO member states in Eastern and Central Europe (traditionally, Russia’s sphere of influence). Chapter 2 will explain why Russia perceives NATO as a hostile alliance, and how Russia uses natural gas as an instrument of coercion in its sphere of influence. In Chapter 3, a look at Russia’s use of natural gas as a national security instrument of coercion in negotiations with Ukraine will help energy security analysts determine the conditions under which Russia will leverage its energy superpower position in its relations with European Union (EU) and/or NATO member states. Additionally, a look at Russia’s failures in the use of such coercion in Ukraine will assist NATO member states in Eastern and Central Europe to identify ways to reduce the threat of disruption of Russian gas supplies. Finally, Chapter 4 will expose the processes Russia uses in the context of natural gas negotiations to bribe Western European nations—such as Germany, France, and Italy—to divide the NATO Alliance, and to rule over its traditional sphere of influence in Eastern and Central Europe.
To avoid digressing into general theory, this monograph also makes one significant assumption: that unless new alternative energy sources emerge, natural gas will surpass oil by year 20509 and will grow to become the fuel of the future. While there is enough body of evidence to illustrate this, some of which is discussed in Chapter 1, it is not my purpose to enter into ideological arguments on the future global production and demand for natural gas. I will, instead, focus on the energy security implications of the current “global shift to gas,”10 and on how this move will change the way we look at Russia in the contemporary security environment.
Finally, given time and space constraints, this monograph will not be able to proffer solutions to Russia’s fast ascent to great-power status. However, the conclusion will address several recommendations and implications requiring further research as a starting point for policymakers and national defense officials in their search for comprehensive answers to Europe and NATO’s growing dependency on Russian natural gas.
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CHAPTER 1
REDEFINING THE SCARCITY OF NATURAL
GAS IN THE CONTEMPORARY SECURITY
ENVIRONMENT
Natural gas will be the currency through which energy-rich countries leverage their interests against import dependent nations. The use of energy as an overt weapon is not a theoretical threat of the future; it is happening now.1
Senator Richard “Dick” Lugar
The purpose of this chapter is to show why natural gas can be used as an effective instrument of unilateral sanctions in the contemporary security environment.2 This issue is important not only because energy security3 is an integral part of any state’s national security, but also because the scarcity of natural resources has been proven to create dependencies that could cripple a nation’s economic development. Of course, a strong economy depends not only on natural resources; but it is an indisputable fact that without access to natural resources, national industries and economies cannot grow. Under the right conditions, severing access to vital natural resources, such as oil, can also lead to imminent economic decline. This has already been demonstrated by the oil crises of the traditional security environment,4 which had devastating effects on the economies of both developing and developed nations. A clear example is the 1973 Arab Oil Embargo, when a mere 7-percent cut in oil supply had a profound impact on both economies and consumers.5 The purpose of this chapter is to show how the two conditions—political and economic—that arise from the nature of the natural gas global market and players make natural gas a potent tool of coercion for energy superstates, such as Russia. Furthermore, while the tendency of many scholars in the energy security field has been to analyze a nation’s dependency on oil and gas together, this chapter will analyze the two energy markets separately. This is an attempt to determine if natural gas is a more potent instrument of coercion in the contemporary security environment than oil was in the traditional security environment.
Until recently, never in history have unilateral sanctions of gas disruptions been successfully employed. The notion that nation states, if given the opportunity, will resort to using economic statecraft to address foreign policy disputes is not new; it can be traced back in history all the way to 432 BC and the Megarian decree.6 However, the notion that energy superstates, such as Russia, will leverage their neighbors’ scarcity of natural gas and attempt to use unilateral economic sanctions for political ends is a new concept, and one that does not have the full support of academia.7 While some scholars recognize that unilateral sanctions can be successful when high dependency and lack of expedient alternatives to replace this dependency exist,8 there are almost no examples presented in more recent academic literature to support the supposition that gas disruptions acted as the main instruments of coercion.
ON DISAGREEMENTS INVOLVING THE
THEORY OF UNILATERAL ECONOMIC
SANCTIONS
Many of the disagreements between political scholars emerge from the use of definitions. Vague uses of terminology and ambiguous definitions almost always produce disputable conclusions. This treatise will adopt Steve Chan’s definition of sanctions as “the actual or threatened withdrawal of economic resources to affect a policy change by the target,”9 and will complement that definition with that of Ivan Eland, who sees the purpose of sanctions “to have the maximum political effect through introducing psychological pressure against its political leaders and populace.”10
Despite the arguments of political science scholars like Edward Mansfield,11 Johan Galtung,12 and George T. Doran,13 who argue against the use of sanctions as tools of foreign policy, this treatise belongs to the “unilateral sanctions can work” school of thought. This treatise also argues that under certain political and economic conditions, unilateral sanctions “can indeed work in terms of influencing the policies of the actor against which they are ostensibly targeted.”14 While the utility of sanctions was favored by many political scientists—most notably David Mitrany15 and Albert Hirschman;16 and more recently by Gary Hufbauer, Jeffrey Schott, and Kimberly Elliott (HSE)17—my argument is that under certain conditions unilateral sanctions can represent even better instruments of coercion than multilateral sanctions. Thus, I disagree with scholars like Barfield and Groombridge,18 who assert that only multilateral sanctions ought to be considered by policymakers. In fact, recent research shows that the success rate of economic sanctions decreases when sanctions are multilateral, multi-issue, and when no international institution is present.19
This monograph will not attempt to challenge the belief that multilateral sanctions “almost never work.”20 Instead, it agrees with the estimate of Hossein Askari, who writes that “the idea that economic sanctions can address foreign policy issues without military action requires a host of requisite economic and political conditions that are rarely found in the world in the right combination and at the right time.”21 More specifically, multilateral sanctions require a coalition with the political will and the economic power to impose the sanctions. Because this is the case, there are two main reasons depicted in academic literature to explain why multilateral sanctions more often than not fail: failure to agree on the strategic purpose of imposed sanctions (thus, a political consideration); and the differential cost of sanctions among the senders (largely an economic factor).
First, allies hardly ever agree on the objective of imposed sanctions. David Baldwin writes that “neither war nor economics can be divorced from politics; each must be judged as an instrument serving the higher goals of the polity”;22 economic sanctions are no exception to this rule. If the purpose of sanctions is “to affect a policy change by the target,”23 then senders (the countries imposing the sanctions)24 must determine which policy the target (the immediate object of the sanctions episode)25 is expected to change. Since each sender has different reasons to impose sanctions on the target (causing a conflict of the ends), and since only rarely do these motives coincide with those of the other senders,26 reaching an agreement on imposing multilateral sanctions is extremely hard to realize.
Second, the cost of imposing sanctions is simply greater for some sender states than the potential benefits brought upon by the sanctions.27 Winston Churchill once said that “the inherent vice of capitalism is the unequal sharing of blessings”28; and this is also the case with the benefits of imposing economic sanctions. There are times when the costs of imposing sanctions are just too high to bear by the sender. HSE determined that the relative cost to the sender can be classified in one of four categories: “net gain to the sender” (usually the case when only aid is withheld); “little effect on sender” (when insignificant trade disruptions occur); “modest loss to sender” (when trade is lost, but the loss is not substantial); and “major loss to sender” (when loss of trade adversely affects the sender’s economy).29 Each sender fits into one of the categories listed above, and in the case of multilateral sanctions, almost never do they fit in the same category. Because this is the case, senders that incur a major loss as a result of the sanctions are more likely to stop supporting the sanctions—causing their implementation to fail.
As seen above, and almost every time, the failure of multilateral sanctions lies with the sender states, and not with the instruments of coercion (the means). This is not the case with unilateral sanctions. Some scholars wrongly assume that if an agreement cannot be reached on multilateral sanctions, then, logically, unilateral sanctions will also fail, because if unilateral sanctions are imposed, there is no guarantee that the target will not simply circumvent the sender by trading with other states.30 The problem with this argument is that it does not apply to situations in which the sender has a monopoly on the instruments of coercion. As we will see later in this monograph, Russia’s monopoly of the gas supply to Eastern Europe allows it to impose unilateral sanctions at will, without the fear that the target will attempt to get gas from other European states (simply because the other European states also get much of their gas from Russia). In fact, empirical evidence31 derived from the HSE data set (a total of 115 cases between 1970 and 1990),32 as well as from the Threat and Imposition of Sanctions (TIES) data set developed by T. Clifton Morgan (a total of 888 cases from 1971-2000)33 “demonstrate convincingly and consistently that multilateral sanctions were less effective than unilateral sanctions,”34 and that under certain conditions, unilateral economic sanctions can act as successful tools of state power. This fact also explains why oil consistently failed to be used as an instrument of coercion against Western Europe in the past, because no one state holds the monopoly of supply and transportation of oil to Europe.35
The monopoly or near-monopoly of the sources of a critical energy supply not only satisfies the main economic condition for imposing unilateral sanctions, but also creates an environment in which the sender state can afford to impose economic sanctions without having to rely on a coalition of senders with conflicting political objectives—resolving the main political condition that is not satisfied by multilateral sanctions. As we will see in later chapters, Russia’s monopoly of the sources of natural gas to most of Eastern and Central Europe allows Russia to impose sanctions as a single state, because it does not have the same coordination and differential cost problems of a multilateral coalition of senders.
Compared to natural gas, the economic and political conditions to impose unilateral sanctions were, however, rarely present for oil. While crude oil markets have had disruptions in the past, almost none of them have been politically motivated,36 and when they were, they only served to disprove the coercive potential of oil.37 In fact, Harvard University’s Rosemary Kelanic38 insisted that there are no examples in history in which oil was successfully used as an instrument of coercion,39 arguing that the global market for oil is structured to exacerbate the difficulties of imposing economic sanctions.40
OIL AS THE DOMINANT STRATEGIC
RESOURCE OF THE TRADITIONAL SECURITY ENVIRONMENT
We know today that coal fueled the Industrial Revolution during most of the 19th century, resulting in unprecedented economic growth for both the European and the North American continents. The shift to oil started on the brink of the 20th century, when Lord Bearsted—the head of Shell Transport and Trading Company—succeeded in convincing Winston Churchill that switching from coal to oil would strengthen the British Navy. Indeed, the shift to oil proved to be most advantageous for Britain during World War I, when the Royal Navy managed to outmaneuver the German High Seas Fleet, because it was using oil as opposed to coal.41 The United States followed suit in recognizing the potential of oil; not only for military purposes, but for economic purposes as well. It could be argued today that without the oil supply glut of the early-20th century, the Ford Model T would never have become an affordable option for America’s middle class.
The glut ended, however, with the start of World War I, when the attention of policymakers shifted to the scarcity of oil; to the possibility that national oil reserves might actually run out at one point in the future. Despite these concerns, oil replaced coal as the energy of choice in both Europe and North America by the mid-20th century. Dependency of the industrialized world on oil increased to such an extent, that by 1967 disruption of oil supplies from Saudi Arabia, Iraq, Kuwait, and Libya42 for 3 months would have cost the United Kingdom £1.2 billion, almost crippling its economy.43
The “oil weapon” concept appeared for the first time in 1935, when the League of Nations unsuccessfully considered multilateral economic sanctions against Italy.44 Only a few years later, in 1941, the United States (which was holding a near-monopoly on the supply of oil to Japan) successfully imposed an oil embargo on Japan for its incursion into China (the first recorded time that oil was used as an instrument of coercion). This gave Japan only 18 months to defeat the United States before the exhaustion of its domestic reserves, which would have led to a complete economic collapse. The Japan episode proved that oil can be used as an instrument of coercion when the sender can restrict access to most of the oil supply to the target (the United States successfully restricted 80 percent of Japan’s oil supply).45 The U.S. capacity to restrict Japan’s military plans by imposing this new type of unilateral sanction influenced Adolf Hitler to state (in Finland, June 1942) that he could not have attacked Russia without access to the Romanian oil supplies.46
An attempt to use oil as an instrument of coercion against Western Europe and the United States was demonstrated during the 1973 Arab Oil Embargo, when Saudi Arabia, Egypt, Syria, and the Persian Gulf sheikhdoms attempted to lessen the American support for Israel by imposing an oil embargo.47 But the use of multilateral sanctions failed in 1973. On March 17, 1974, less than 6 months after it was imposed, the embargo was lifted because of multiple disagreements between sender states;48 indicating how hard it is to use oil as an instrument of coercion. This is particularly true if we consider the “strategic deficits of prospective weapon users”49 (the lack of agreement between oil-producing countries), and the ease in circumventing the sanctions if they are unilaterally imposed.50
Given the lessons learned from oil in the traditional security environment, it may surprise many to discover that in the contemporary security environment, the problems with using oil as a sanction are not as acute with natural gas. If the global market for oil is structured to exacerbate the problems with using oil as sanction (largely because the oil market is a demand issue more than it is a supply issue),51 the global market for natural gas is structured to alleviate these problems, because the flexibility in the transportation of natural gas differs significantly from the flexibility in the transportation of oil.
GAS IS BECOMING THE DOMINANT
STRATEGIC RESOURCE FOR THE
CONTEMPORARY SECURITY ENVIRONMENT
If the developed economies in the 19th century were fueled by coal, and in the 20th century by oil, the 21st century comes with great promise for natural gas.52 The world’s energy markets are experiencing a rapid transition to gas53 that will incontrovertibly redefine the way we look at the scarcity of natural gas in the contemporary security environment. Recent discoveries of natural gas fields and developments in exploitation capabilities already make natural gas the most readily available fossil fuel on the planet.54 According to the chief executive officer of Royal Dutch Shell, Peter Voser, “there’s now enough technically recoverable gas in the ground [worldwide] for 250 years at current production rates.”55 This abundance56 of supply means that availability and/or scarcity of natural gas worldwide are no longer determinants of energy insecurity. Instead, in recent years, fears of imminent shortages have been replaced by fears of dependencies on foreign gas suppliers,57 and by regional concerns about the lack of natural gas infrastructure.58
These concerns will continue to grow as dependence on natural gas deepens. Natural gas is currently the world’s third leading energy source in terms of consumption and production, and is expected to replace coal as the number one fuel for generating electric power in the next several years.59 Global consumption is rising faster than any other primary energy source, and projections show that consumption will double in the next 2 decades.60 If this rate of growth remains constant, natural gas will become the world’s most important primary energy source by year 2050, surpassing both coal and oil.61
Environmental,62 economic,63 technological,64 and even geostrategic65 considerations indicate that this increase in both consumption and production of natural gas will not be inhibited in the coming years. First, from an environmental perspective, worldwide efforts to limit emissions of carbon dioxide66 and greenhouse gas67 mean the importance of natural gas will continue to grow.68 Natural gas is the cleanest-burning fossil fuel per unit of energy;69 its efficient combustion translates into a considerable drop in carbon emissions.70
Second, from an economic perspective, cheaper natural gas (relative to the cost of oil) translates into cheaper electricity.71 Academic research shows that cheaper gas results in a positive correlation between natural gas consumption and economic growth.72 As top economists from the International Energy Agency (IEA) are predicting a supply glut in the coming years,73 the price of gas will continue to go down until an economic equilibrium is reached.74 This trend also led to the emergence of the natural gas vehicles (NGVs). Acknowledging the coming shift to gas, some automobile makers have now started to develop natural gas powered cars. The 2011 Honda Civic GX is only the first to be sold by a major automaker. Before the Civic GX hit the market, however, there were already 10 million natural gas vehicles worldwide.75 With 70 percent of U.S. demand for oil resulting from the transportation sector,76 the emergence of the NGVs will also result in a decreased demand for oil and an increased demand for natural gas. Reports say an NGV translates into lower fuel costs, and there is almost no difference in performance, when compared with the gasoline-powered model:77
For drivers, natural-gas refueling costs are about one-third less than that for gasoline. Equally important, there is reportedly little difference in acceleration, mileage, and performance between natural gas and similar gasoline-powered vehicles.78
Third, technological advances79 in the extraction methodologies and the emergence of unconventional gas reserves (i.e., the “Shale Gas Revolution”)80 are also expected to play a major role in the increase of production. Daniel Yergin,81 co-founder and chairman of Cambridge Energy Research Associates, calls the extraction capabilities of natural gas from shale (a technique known as ”fracking”)82 “the biggest innovation in fossil fuel resource development since the start of the 21st century,”83 and suggests that current projections84 of unconventional gas production are conservative at best.
Finally, as the emergence of a society dependent on natural gas becomes more apparent, it has been wrongly assumed that because the “locations of gas reserves are more diversified regionally than oil,”85 gas supplies are also more reliable than oil. This argument ignores, however, the lack of flexibility in the transportation of natural gas and the over-reliance of most developing countries on natural gas supplies by pipeline. Because of this, unilateral sanctions using natural gas cannot be avoided if the sender has a monopoly on the supply by pipeline, and if the target does not have access to a constant supply of liquefied natural gas (LNG) as an alternative.86 If unilateral sanctions using oil are doomed to fail—as discussed previously, because of the ease in circumventing the sender of such sanctions—the corollary is that unilateral sanctions using natural gas will succeed if the target has no way of circumventing these sanctions.
WHY NATURAL GAS CAN SERVE AS AN
EFFECTIVE, UNILATERAL INSTRUMENT OF STATE POWER
In June of 2003, Alan Greenspan—who served as Chairman of the Federal Reserve of the United States from 1987 to 2006—testified before the U.S. House of Representatives’ Committee on Energy and Commerce that while natural gas reserves are more diversified globally than oil,87 limited capacity for LNG imports can effectively inhibit a state’s access to the world’s abundant reserves of natural gas.88 According to Greenspan, because the natural gas market depends highly on the use of pipelines, the “inability to increase imports to close a modest gap between North American demand and production (a gap we can almost always close in oil)”89 was, in fact, the reason the U.S. price of gas for delivery in July 200390 was almost double the price for delivery in July of the previous year.91 This inflexibility of the natural gas transportation system, said Greenspan, is not present in the transportation of oil:92
Such pressures do not arise in the U.S. market for crude oil. American refiners have unlimited access to world supplies, as was demonstrated most recently when Venezuelan oil production shut down. Refiners were able to replace lost oil with supplies from Europe, Asia, and the Middle East. If North American natural gas markets are to function with the flexibility exhibited by oil, unlimited access to the vast world reserves of gas is required. Markets need to be able to effectively adjust to unexpected shortfalls in domestic supply. Access to world natural gas supplies will require a major expansion of LNG terminal import capacity. Without the flexibility such facilities will impart, imbalances in supply and demand must inevitably engender price volatility.93
Not surprisingly, since Greenspan’s testimony, the United States has been trying to balance its supply and demand of natural gas by decreasing its dependence on natural gas imports by pipeline. To this effect, shale gas production increased 14-fold over the last decade,94 while LNG imports have continued to grow (though at a much slower pace). Furthermore, the U.S. Energy Information Administration is projecting that imports of LNG will steadily increase “from current levels of around 2.5% of total natural gas consumption to 12.4% by 2030,”95 further underlining the significance of LNG in increasing the flexibility of the natural gas transportation system. Ultimately, the current inflexibility highlights the negative effects that the dependency on natural gas pipelines can have on the well-being of states, and the latter’s inability to circumvent this instrument of coercion if the sender holds a monopoly on the supply of natural gas by pipeline, and no access to LNG is available to the target.
The problem with LNG, however, is that it “requires a complex and extremely expensive infrastructure to link the source to final consumption.”96 The IEA, estimated that the United States alone had to invest half-a-trillion dollars in LNG infrastructure to fill the gap between current demand and supply,97 which was hard to come by, illustrating the fact that “regasification capacity is no longer and perhaps never was the constraining factor for U.S. LNG imports. The constraint now is willingness to pay.”98 Clearly, most developing countries around the world cannot afford to make this kind of investment in order to respond to unexpected natural gas disruptions.99 This effectively making certain states—particularly in Eastern and Central Europe—potential targets of coercion, especially if they have no access to LNG, and if the sender is the sole supplier of natural gas by pipeline to the target.100
REDEFINING NATURAL GAS AS AN EFFECTIVE TOOL OF UNILATERAL SANCTIONS IN
EASTERN AND CENTRAL EUROPE
As with oil, Europe has access to very limited domestic reserves of natural gas. In fact, the consumption of natural gas in most European countries depends entirely on natural gas imports (see Figure 1-1). Furthermore, nine European countries (Finland, Lithuania, Latvia, Estonia, Slovakia, Bulgaria, the Czech Republic, Hungary, and Greece) rely almost entirely on Russian gas. On average, at least 85 percent of their domestic natural gas consumption is supplied by Russia.101 The inflexibility in the transportation of natural gas to Eastern and Central Europe satisfies both the necessary and sufficient economic and political conditions for Russia to successfully employ natural gas as a unilateral instrument of coercion in this region (whereas this was not the case with oil). The corollary, as we will see later in this monograph, is that “Russia has already revealed its willingness to withhold natural gas supply based on political disagreements.”102 Thus, the concern in Europe—and rightfully so—has been that Russia’s monopoly of natural gas from the Caucasus will impact Europe’s energy security.
In Western Europe, there are currently 15 operational LNG terminals located across eight countries,103 and no one country holds a monopoly of natural gas by pipeline. Despite this, Western European nations are planning on adding 65 billion cubic meters (bcm) to the current 68 bcm in LNG import capacity over the next decade (representing 19.6 percent of the over 676 bcm of natural gas per year that will be imported to Continental Europe by 2020).104 This increase in LNG imports is due mainly to concerns about Europe’s increasing dependence on gas by pipeline, which remains evident in current statistics, showing that by 2030, the European Union (EU) will import over 60 percent of its natural gas by pipeline from Russia alone.105 Dependency on Russian gas by pipeline is expected to rise because of a forecasted decrease in domestic gas production, and an estimated increase
Source: Eurostat energy statistics; author’s calculations.
Figure 1-1. Europe’s Dependency on Natural Gas Imports By Country (2009 Estimate).
in consumption of gas in Organization for Economic Cooperation and Development (OECD) Europe by 87 percent by 2030.106 This places natural gas right behind oil as Europe’s total primary energy supply (TPES).107
The dependency of Eastern and Central Europe (ECE) on natural gas imports is, however, of even greater concern. Often viewed as the periphery of the EU, but also as an important transit corridor for gas to many North Atlantic Treaty Organization (NATO) members, ECE is today the most important “battle space” of the “energy war.”108 Centrally positioned between the Moscow-Berlin-Rome-Paris Energy Axis in Europe109 and the growing Russia-China-Iran Energy Nexus in Asia,110 ECE arguably holds the power to consolidate Russia’s monopoly on energy supplies to Europe. As noted in the previous section, for most countries in ECE, almost all imports of natural gas are supplied by Russia. Without the Nabucco pipeline,111 the Russian control of gas supplies to ECE will exceed 91 percent by 2020 (see Figure 1-2);112 Romania and Poland are the only ECE countries that will have access to domestic production and LNG supplies.
Source: The values for the chart above originate from Lajtai’s report to the 24th World Gas Conference. Buenos Aires, Argentina, October 6-9, 2009; author’s representation.
Figure 1-2. Projected Russian Control of
Natural Gas Supplies in Eastern and Central
Europe.
Despite these serious trends, and contrary to data that show that Europe will “become hostage to yet another vital energy source,”113 Russian-American economist and Harvard University Professor Andrei Shleifer114 and UCLA Professor of Political Science Daniel Treisman115 disagree with these concerns: “Has the dependence on Russian gas given Moscow political leverage over countries to the west? There is little sign of this.”116 The two scholars argue that there is little evidence to suggest “a more sinister design in the Kremlin’s foreign policy: to reimpose Russian hegemony over the former Soviet states, and perhaps an even greater portion of Eastern Europe, by means of economic and military pressure.”117 Their main argument is an economic one; that Russia needs to sell its gas to Europe more than Europe needs to buy it:
It is Russia’s dependence on the European market—and not the other way around—that is most striking. Europe, including the Baltic states, is the destination for about 67 percent of Russia’s gas exports (other former Soviet countries buy the other 33 percent). . . .
Given the extent to which Russia’s income and budget depend on this trade, losing its European clients would be a calamity.118
Shleifer and Treisman argued that in fact “Russia has been in geopolitical retreat over the last 20 years,”119 and that the LNG market and the shale gas revolution knocked Russia’s gas industry “off balance.”120 This has also been the view of various Capitol Hill officials—who have been interviewed in Washington, DC, by the author of this monograph—and that of former U.S. Undersecretary of Energy John Deutch, who wrote that the results of the current natural gas revolution will be that “countries that export large amounts of natural gas will suffer from lower than expected revenues and a reduced ability to use energy as a tool of foreign policy.”121 Furthermore, scholarly papers and scientific reports (like a 2010 report by IHS Cambridge Energy Research Associates)122 suggest that decreased reliance on Middle Eastern resources could in fact enhance each region’s energy security;123 and that “natural gas is not being affected by the global-geopolitical winds.”124 In Europe, however, their conclusions could not be further from the truth.
First, Shleifer and Treisman are fundamentally wrong in their assessment that Russia needs to sell its gas to Europe more than Europe needs to buy it, because currently Europe does not have a united energy front nor an integrated energy market and infrastructure.125 Because of this, each European country must be looked at independently in its energy trade relations with Russia. If this is the case, clearly, many ECE countries need to import the Russian natural gas more than Russia needs to sell it to them (see Figure 1-3).126 For example, 100 percent of Lithuania’s natural gas imports come from Russia, but that amounts to only 1.97 percent of total Russian natural gas exports. That means that if Russia decides to cut the supply of natural gas to Lithuania, the Lithuanian people may end up having a very cold winter, while Russia will simply recuperate its losses by slightly increasing its natural gas exports to other European nations.
Source: Eurostat energy statistics; author’s calculations.
Figure 1-3. Tearing Down the Myth of
“Interdependency” between European NATO Member States (Plus Ukraine) and Russia
(2009 Estimate).
Second, the LNG market did nothing to knock Russia’s gas industry “off balance,” as Shleifer and Treisman argue. While LNG represents only 20 percent of the European natural gas market,127 it is currently available only to Western Europe.128 Furthermore, the only LNG projects in ECE that are currently being considered have been initiated by the two ECE countries that depend the least on natural gas imports: Romania and Poland; these projects represent only 2.3 percent of the natural gas that will be imported to Continental Europe by 2020. The Swinoujscie LNG terminal will supply Poland with 7.5 bcm per year by 2018;129 while the AGRI—Azerbaijan-Georgia-Romania Interconnector—will supply Romania with 8 bcm per year.130 The rest of the Eastern and Central European nations will remain almost entirely dependent on Russian gas and, as shown in this chapter, will remain potential targets of unilateral sanctions.
Finally, shale gas will not reduce Russia’s ability to use natural gas as a tool of foreign policy in Europe,
as John Deutch proposes. While shale deposits131 are available all over the globe, “there are no reliable estimates about the size of the economically recoverable shale resource base worldwide.”132 For example, in Europe, companies are currently developing shale gas operations only in Germany, Poland, and Romania,133 and there is no indication that similar operations will begin in other ECE countries. Furthermore, recovery of unconventional gas reserves like shale gas is expected to be very limited in Europe due to environmental challenges:
Communities are especially concerned about the fracking fluid—that it uses too much water (a typical well may require 3-4 million gallons), that it will not be cleaned up, that it contaminates drinking water, and that the chemicals used in it have not been publicly disclosed.”134
For the sake of argument, it could also be easily assumed that since Russia did not use oil as an instrument of unilateral sanctions in the traditional security environment, similarly, it will not use natural gas as an instrument of unilateral sanctions in the traditional security environment either. However, while oil and gas seem to be impacting Europe’s energy security equally, this chapter has shown that the inflexibility in the transportation of natural gas to ECE satisfies both the necessary and sufficient economic and political conditions for Russia to employ natural gas successfully as an unilateral instrument of coercion in this region (whereas this was not the case with oil).135 Indeed, over the past decade and in the absence of LNG supplies, the fear has been that the country that controls the supply of natural gas by pipeline from the Caucasus (Russia) will be in position of imposing unilateral sanctions if and when it so desires. Because of these concerns, EU Energy Commissioner Günther Oettinger admitted in 2011 that “the energy challenge is one of the greatest tests”136 for Europe.
To illustrate these concerns further, I have developed a metric for susceptibility to Russian coercion (see Figure 1-4) that takes into consideration the share of TPES representing Russian natural gas (from Figure 1-5),137 the asymmetry in diversification of natural gas trade partners (from Figure 1-3), the share of trade deficit as a percentage of total trade with Russia (from Figure 1-6),138 minus the share of Russia’s world trade occupied by each country inserted into the metric (see Table 1-1). The metric developed ranks Lithuania as the country most susceptible to Russian coercion; Germany ranks as the least susceptible. Not surprisingly, in March 2011, Lithuanian Energy Minister Arvydas Sekmokas accused Russia of putting “political and economic pressure” on the Lithuanian government.139 Russia stands accused of charging Lithuania higher rates than any other EU country as a “punishment” for taking steps to break away from Russia’s natural gas monopoly.140 Unfortunately, it may take Lithuania and other ECE countries years, if not decades, to break free from their dependency on Russian natural gas. Because of this, a current report published by the Council on Foreign Relations goes as far as to conclude that “no magic bullet will rescue Europe from its dependence on Russia for the foreseeable future.”141
Sources: Enerdata, CIA Factbook, Gazprom Export LLC, DG Trade, and Eurostat energy statistics; author’s calculations.
Figure 1-4. Levels of Susceptibility to Russian
Coercion among European NATO Member States
and Ukraine (2009 Estimate).142
Figure 1-5. Share of TPES Russian Natural Gas Holds in European NATO Member States and Ukraine (2009 Estimate).
Source: Eurostat energy statistics; author’s calculations.
Figure 1-6. Balance of Trade with Russia
(2009 Estimate).
Source: Enerdata, CIA Factbook, Gazprom Export LLC, DG Trade; and Eurostat energy statistics; author’s calculations.
Table 1-1. NATO Member States in Continental Europe Plus Ukraine:
Trade with Russia Statistics (2009 Estimate).
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CHAPTER 2
THE SALIENCE OF NATURAL GAS
IN THE EMERGING GEOPOLITICAL MODEL
OF RUSSIA
AS AN ENERGY SUPERSTATE
The gas pipeline system is the creation of the Soviet Union.1
Vladimir Putin
Winston Churchill once admitted that he could not forecast “the action of Russia. It is a riddle wrapped in a mystery inside an enigma.”2 What is clear today, however, is that Russia is on a quest to achieve the status of a great power—a quest that is promoted not only by Prime Minister Vladimir Putin, but by most of Russia’s political class—and it perceives the North Atlantic Treaty Organization (NATO) as a hostile alliance that is meddling in its backyard (rather than as a prospective ally).3 This fact is important to bear in mind, because it provides a strong argument that Russia will use natural gas as an instrument of coercion against the European Union (EU) and NATO member states most susceptible to this type of coercion—particularly those listed in Figure 1-4: Lithuania, Bulgaria, Croatia, Slovakia, Hungary, Latvia, Greece, and Estonia—just as it has in Ukraine—a case that this monograph will analyze in the next chapter. Russia will do this in order to influence the decisionmaking processes of these nations—a strategy that will be discussed later in the monograph.
Putin’s Russia understands that it does not have the means to confront NATO militarily, but that it stands a chance to achieve its grand strategic objectives only by using its vast natural resources, like oil and natural gas. This chapter makes a case that Russia’s status as a world power cannot be achieved without the use of oil to increase Russia’s national wealth, and without the use of natural gas to promote Russia’s national interests in a well-defined sphere of influence. While only natural gas can be used successfully as an instrument of coercion—as discussed in Chapter 1—oil remains an important piece of the puzzle, because it provides Russia the profits it needs not only to grow its economy, but also to leverage the losses incurred from Russia’s use of natural gas primarily for political rather than economic ends.4 But while much has been written about Russia’s use of oil to amass great wealth, little has been written about Russia’s use of natural gas as an instrument of state power—despite the fact that this detail stands out when analyzing the Energy Strategy of Russia through 2030, the Foreign Policy Concept, and the National Security Strategy (NSS) of the Russian Federation until 2020.
RUSSIA’S FOREIGN POLICY . . . IS THE COLD WAR OVER?
Over the past decade, a series of overlooked but obvious developments in the Eastern part of the EU—to include an increase in the demand for Russian natural gas—contributed to the “emergence of a more confident and assertive Russia”5 that threatens not only the stability and security of the European continent, but also the unity and the very indissolubility of the Euro-Atlantic sphere. As Frederic Labarre from the Partnership for Peace Consortium put it, “Russia is back,” and is on the verge “of becoming the new hegemon in Eastern and Central Europe [ECE],6 an area intersecting with the interests of EU and NATO member states. The macro-strategic postulate is that a new world order is dawning before us.”7
To appease these concerns, the 2010 Institute of Contemporary Development (INSOR8) report, Russia of the Twenty-First Century: The Image of the Desired Future, argues that Russia is not a threat to the West, among others reasons, because Russia’s impending foreign policy goals include membership in both the EU and NATO.9 To date, however, Russia has not shown any indication of its intent to join the former, and has repeatedly shown contempt toward the latter.
Because geographically half of Russia is in Europe, some security analysts mistakably assume that Russia is a European nation, and thus its interests ought to coincide with those of the West. In contrast to geography, however, political influences are not so axiomatic,10 and the past century of Russian history illustrates that Russia will resist any Western agenda of democratization.11 The bigger half of the Russian territory lies east of the Urals, on the Asian continent, whose outlook on life and the management of society plays an equally important role in defining Russia’s foreign and domestic policy. This aspect was emphasized by Russian Foreign Minister Andrei Kozyrev during a 1992 speech before the Conference on Security and Cooperation in Europe (CSCE):
We realize that our traditions come mostly, if not altogether, from Asia, which establishes certain limits on the rapprochement with Western Europe. . . . The territory of the former Soviet Union cannot be regarded as the zone of full application of CSCE norms. In fact, this is post-imperial territory where Russia will have to defend its interests by using all available means, including military and economic ones.12
The resistance to Western thought was also emphasized by Putin, who argued in 2007—while he was still the President of the Russian Federation—that “blindly copying foreign models, will inevitably lead to Russia losing its national identity.”13 To this effect, Jerrold Schecter—former Time magazine’s Moscow bureau chief, and a former member of the National Security Council—argued that Russian national identity is “fueled chiefly by two forces: one is practical interest; the other, equally potent, is Russian nationalism.”14
The practical interest in the post-Cold War Russia has undergone a series of “cognitive processes”15 that separated it over the past 2 decades from the Marxist-Leninist ideology of the communist period. Ian Bremmer—president and founder of Eurasia Group—wrote that Post-Soviet Russia follows a pragmatic approach in its relations with the West where practical interest presides over the notion of partnership: “When Moscow finally decided to welcome the increasingly free flow of ideas, information, people, money, goods, and services from beyond their borders, they would try their best to control these processes, and to carefully micromanage the risks they create.”16 This cautious approach to foreign policy became much more obvious after Putin became president and as he promoted change in a more “piecemeal fashion” than his predecessor.17
Russian unconventional wisdom under Putin was supplemented by Putin’s neo-Soviet/nationalist nostalgia, in itself defined in restorationist terms. Putin consolidated his power by promoting the organic unity of Russia as “distinct from both European and Asian cultures,”18 and by advocating for geopolitical expansion as proven by “constant and explicit references to the glorious Soviet past,”19 and by his viewpoint on the collapse of the Soviet Union as the “greatest catastrophe of the 20th century.”20 As Alexandre Mansourov—Senior Associate of the Nautilus Institute for Security and Sustainable Development—put it, “empire-building based on national consolidation and external expansion is the most popular theme of public discourse, a magnet for elite opinions, and an integral part of President Putin’s modernization project.”21 The problem is that this preoccupation with achieving imperial self-sufficiency through the restoration of “Russia’s geopolitical status as the Eurasian Heartland” is not characteristic only to Putin, but to almost the entire Russian political class.22 Anatoly Chubais—former First Deputy Prime Minister of Russia—envisions a “Liberal empire”; ultra-nationalist Alexander Prokhanov—a “White empire”; Gennady Yuganov—First Secretary of the Communist Party of the Russian Federation—a “Red empire”; Aleksandr Dugin—president of the Eurasia Party—a “Eurasian empire”; Dmitry Olegovich Rogozin—Ambassador Extraordinary and Plenipotentiary of Russia to NATO—a “Patriotic empire”; Eduard Limonov—leader of the radical National Bolshevik Party—a “National-Bolshevik empire”; and finally, Vladimir Zhirinovsky—Vice Chairman of the State Duma and leader of the Liberal Democratic Party of Russia—an “All-Russian Empire.”23
Envisioning a Russia free of any Euro-Atlantic influences,24 Putin stated in his 2007 speech at the Munich Conference on Security Policy that Russia “will no longer accept the status of the West’s junior partner as during the 1990s”;25 sending a clear message to the West that Russia’s interests are unlikely to overlap those of the Euro-Atlantic community in the near future.26 This antagonistic relationship between Russia and the West was further affected by the NATO enlargement eastward, which was largely perceived not only as a threat to “Russia’s international status and role,”27 but as a betrayal by the North Atlantic Alliance.
Russia’s bitter reaction to the decision to base NATO antimissile facilities in Eastern and Central European countries—particularly in Poland and the Czech Republic—further shows that Russia regards NATO as a hostile alliance, more than as a prospective ally.28 This comes, however, as no surprise. From the very beginning, Russia viewed the eastward expansion of the North Atlantic Alliance as a direct provocation that challenged Russia’s security interests abroad.29 According to the Russian leadership, the Alliance was meddling in “Russia’s backyard,”30 and even though Russia lacked the power to prevent the expansion, its leaders threatened countermeasures if the West ignored the Kremlin.31 As indicated in 1992 by former Russian Defense Minister Igor Rodionov, Russia insisted on the following points after the fall of the Soviet Union:
The neutrality of East-European countries or their friendly relations with Russia; free Russian access to seaports in the Baltics; the exclusion of “third country” military forces from the Baltics and non-membership of the Baltic states in military blocks directed at Russia; the prevention of the countries that constitute the CIS [Commonwealth of Independent States] from becoming part of a buffer zone aimed at separating Russia from the West, South, or East; maintaining the CIS states under Russia’s exclusive influence.32
Former Russian Defense Minister Sergei Ivanov also insisted (this time in 2004) that it made no sense for NATO to expand eastward because the countries bordering Russia—particularly the Baltic states—were “consumers, not producers of collective security in the region.”33 The Russian leadership also argued that Russia is better posed to provide security for its neighbors, and has even voiced its willingness to guarantee their territorial integrity and independence. These promises were met, however, with contempt by Russia’s former allies, and, as Latvian President Guntis Ulmanis put it, any alliance between the Baltic States and Russia was viewed as “the second annexation of the Baltic by Russia.”34
In the end, seven former Warsaw Pact members—Bulgaria, Hungary, Poland, Romania, Slovenia, the Czech Republic, and Slovakia—and three “ex-Soviet republics”35—Estonia, Latvia, and Lithuania—were invited to join the Alliance.36 Russia viewed this as a violation of an alleged 1989 no-NATO-enlargement pledge made to Soviet President Mikhail Gorbachev in exchange for allowing the German reunification.37
According to Minton Goldman, a Professor Emeritus of Comparative Politics at Northeastern University who holds a Ph.D. from the Fletcher School of Law and Diplomacy, the NATO eastward expansion ushered in “. . . a new phase of competition and confrontation between Russia and the West.”38 This appraisal transcends all levels of Russian social strata. According to a 2011 opinion poll by the Russian Analytical Digest, the top five enemies of Russia—in this order—are Chechen gunmen (48 percent of Russians believe Chechen gunmen are enemies of Russia); the United States (40 percent); NATO (32 percent); other political forces in the West (30 percent); and Islamic fundamentalism (27 percent).39 International editor of The Economist Edward Lucas also agreed with Goldman’s assessment, adding, however, that Russia “lacks the Soviet Union’s hard power-military muscle, and seems unable to find a rival to Euroatlanticism.”40
While Russia’s interests are unlikely to overlap those of the Euro-Atlantic community in the next couple of decades, it is also unlikely that Russia will have the means to confront the West militarily.41 In his Ph.D. dissertation, however, Putin was less concerned about the state of the Russian military, and emphasized instead the strategic potential of the vast regional natural resources as Russia’s main source of state power.
In 1904, Sir Halford John Mackinder (English geographer, considered by many the founding father of geostrategy) warned that Russia could replace the Mongol Empire as the largest contiguous empire in history, because it occupies in the world at large “the central strategical position held by Germany in Europe.”42 This world empire, he argued, will be in sight if Russia exploits its “vast continental resources.”43 Some energy security professionals believe that Mackinder’s point was also underlined by Putin in his Ph.D. in Economics dissertation from the Saint Petersburg State Mining University. After reading Putin’s dissertation, Dr. Christina Lin, former director for policy planning at the United States Department of Defense, described the document as Putin’s plan to use the Russian resource sector to “once again reassert Russia’s imperial status.”44
While natural gas did not play a significant role in Putin’s manuscript, the strategic planning and the management by the state of the production and transportation of natural resources did.45 In the introduction, Russia is presented as a “region with high natural resource and industrial-economic potential.” Putin then writes that the purpose of his study is the “strategic planning of natural resources in the region, including the formation of national strategy, forecasting, and planning of national strategic goals and objectives, as well as economic incentives, levers, and incentives for implementation of the strategy [by the state].” This “geo-economic,” “long-term” planning of natural resources by the state, he argued, “is applicable to solving any problem associated with national objectives abroad . . . and for the regional organization of export-oriented natural resources industries.”46 Ian Bremmer argued that the application of these principles during his time as the President of the Russian Federation, between 2000 and 2008, labels Putin as the chief architect of state capitalism in Russia and a strong promoter of resource nationalism47 as the driving force behind Russia’s current economic and political structure.48
Bremmer defined state capitalism—not to be confused with the traditional Soviet social central planning—as a form of a bureaucratically engineered capitalism “in which the state plays the role of the leading economic actor and uses markets primarily for political gain.”49 Like mercantilism, state capitalism is a form of economic nationalism “for the purpose of building a wealthy and powerful state; . . . it is an economic system in which governments use state regulation to amass national wealth and power at the expense of all other governments,”50 even at the expense of the free market:
As with mercantilism, state capitalists use markets to build state power. Forced to choose between protection of the rights of the individual, economic productivity, and the principle of consumer choice, on the one hand, and the achievement of political goals, on the other, state capitalists would choose the latter every time.51
Like the mercantilist merchants, contemporary state capitalists—such as Vladimir Putin—consider themselves “warriors on the front lines of a great national effort”52 to increase the national wealth and to promote the national interests and the nation’s status as a world power; not at the expense of crown colonies, but at the expense of a well-defined sphere of influence:
State capitalists see markets primarily as a tool that serves national interests, or at least those of ruling elites, rather than as an engine of opportunity for the individual. State capitalists use markets to extend their own political and economic leverage—both within society and on the international stage. State capitalism is not an ideology. It’s not simply Communism by another name or an updated form of central planning. It embraces capitalism, but for its own purposes.53
But state capitalism in Russia is not 21st-century mercantilism; nor is it a revamped version of socialism. Ernest Raiklin, a Professor of Economics at the University of Northern Iowa who previously taught economics in St. Petersburg, Russia, predicted the advent of Russian state capitalism as early as 1989, defining it as a form of “authoritarian mixed capitalism,” which combines central strategic planning and the lack of political democracy with Western capitalism.54 Today, both Putin, and Dimitri Medvedev see world trade with positive eyes. With regard to mercantilism, President Medvedev vowed that Russia “will not repeat the historic mistakes of protectionism of previous eras.”55 Furthermore, talking about command economics, Putin previously stated that “any Russian who doesn’t regret the disintegration of the Soviet Union has no heart, but one who wants to revive it has no head.”56 In his dissertation and during his years in power, Putin has “repeatedly affirmed his conviction that only capitalism—in this case, state capitalism—can generate prosperity in Russia and restore the country to great-power status.”57
On the Eurasian plateau, the power of the Kremlin is back; primarily because of Russia’s vast natural resources, like oil and gas—exactly as both Mackinder and Putin predicted would happen. This use of natural resources by the state as geo-strategic tools is also known as resource nationalism.
Effectively linked to the function of the Kremlin in the operation and strategic management of the energy industry,58 Russian resource nationalism is a type of “post-Soviet Russian-style laissez-faire capitalism”59 that is best described as a “blood sport”60 with referees who represent the interests of the state, of the political elite, and of Putin’s oligarchs—dubbed as patriots—to the detriment of everyone else. To this effect, Bremmer wrote that “nowhere is resource nationalism played on a grander scale than in Russia.”61 Over the past decade, Russia has been consolidating its control over the energy sector through the use of “national champions”62 closely aligned with the Kremlin—such as state monopolies, Transneft and Gazprom—where the government maintains ownership of more than 50-percent equity,63 thus effectively containing the power held by foreign investors in the oil and gas industries.64
Through the use of resource nationalism, Russia effectively managed to become an “energy superstate,”65 a geo-political model that allows Russia to use its natural resources—and in particular its natural gas reserves—as strategic assets and political tools in its foreign relations and negotiations with many European and NATO countries.66 The main benefactors of this energy superstate—Russia’s political elite—understand that the control of the natural gas pipeline networks is a matter of geopolitics, just as oil was while still remaining to a certain extent a matter of economics.67 Both the political—promoted through the use of natural gas reserves—and the economic rationality68 are meant, however, to act as tools to project Russian power abroad.69
Russia leverages its natural resources and energy sector—including the natural gas pipeline networks—to achieve both domestic political stability and geopolitical objectives.70 Domestically, the Russian political elite uses the large revenues it generates from exporting its natural gas resources to accomplish political goals.71 Furthermore, by securing its control of the production and transportation networks of natural gas, the political elite has been able to effectively take control of all major centers of political power.72 Internationally, Russia is actively using its natural gas production and transportation systems “as weapons with which to reestablish dominance throughout the territory of the former Soviet Union,”73 and to reassert its primacy “over both the energy-producing states of Central Asia and the energy consuming states of Europe.”74 In each case, Bremmer wrote, “the primary motive is political.”75
Sustainment of this geopolitical model, however, depends on revenues from oil production and on maintaining a monopoly on the sphere of natural gas production and transportation West of the Urals.76 On the former, Russia’s economic development depends on large profits from oil; and on the latter, exerting political influence in many Eastern and Central Europe (ECE) countries depends on maintaining a monopoly on natural gas transportation infrastructure.
Paul Domjan—who previously served as the first energy security advisor to the United States European Command (EUCOM) and is currently an energy fellow at the Stockholm Network—rightly characterized resource nationalism as “a wide range of strategies that domestic elites employ in order to increase their control of natural resources” for political and economic gain.77 As we have seen above, resource nationalism in Russia is “a matter of the government’s political survival,”78 and acts as a politico-economic tool to facilitate the control of the periphery by the center—both within Russia and in its sphere of influence:79
Domestic stability is served by ensuring that “the commanding heights” of the economy—in this case, the energy sector—do not generate centers of political power outside the purview of the central government. Geopolitical influence is served by controlling the majority of Eurasian gas and oil export pipelines, enabling the Russian government simultaneously to exert influence over Central Asian energy producers and European energy consumers. 80
Because the economic objectives of the oil sector and the geostrategic objectives of the gas sector are “subordinate to political goals that are designed to reassert the primacy of the state in domestic and foreign affairs,”81 resource nationalism can only be supported by a “strategic long-term policy choice.”82 This point has also been argued by Putin earlier in the chapter—particularly in his thesis—who also views Russia’s natural resources as ideal geopolitical tools “to reinstate Russia as a great power in a multi-polar world order.”83 Furthermore, resource nationalism also became an integral part of Russia’s NSS.
RUSSIA’S GEO-ECONOMIC REALISM:
THE NATIONAL SECURITY STRATEGY AND NATURAL GAS
The theory that the current NSS is, in fact, an extension of Putin’s economics dissertation is not at all far-fetched. Written by a committed state capitalist, Putin’s dissertation comes with one clear-cut message: that “the management of Russia’s natural resources is too important to leave to private business.”84 As the chief originator of post-Soviet resource nationalism, Putin views the energy sector—and particularly natural gas—as an effective tool that Russia can use to regain its strength—as he put it in his 2006 State of the Nation Address—because “the weak get beaten.”85
Russia is the world’s leading natural gas producer and exporter,86 and controls almost a quarter of the natural gas trade worldwide.87 Because of this, Russia’s geopolitical and energy potential lies in its natural gas reserves and export pipeline networks. Not surprisingly, at a 2005 meeting of the Russian Security Council and at the 2006 Saint-Petersburg G8 Summit, President Putin’s speeches “gave rise to discussion of a new foreign policy idea—Russia as an energy superstate.”88 David Ignatius, co-author of America and the World: Conversations on the Future of American Foreign Policy, asserted that Moscow is “on its way to becoming the next Houston—the global capital of energy.”89 Peter Rutland, former visiting Fulbright professor at the European University in St. Petersburg, disagreed with this contention, arguing that Russia cannot use oil and natural gas as weapons because “the global energy market is complex, fragmented, and competitive; no single country or company is capable of exerting decisive influence over the market.”90 Russia’s monopoly of natural gas in most ECE countries, as seen in Chapter 1, proves Rutland wrong.91 Fiona Hill, director of the Center on the United States and Europe at Brookings, explained that in the 21st century Russia is poised to become an “energy superpower,” but not in oil:
Russia’s energy future is in natural gas. As the next decade unfolds, continued crises in the Middle East and growing concern about pollution and global climate change will inevitably focus attention on Russia’s vast reserves of cheaper, cleaner natural gas.92
Because the export of natural gas serves a political goal,93 energy is of central significance for the Russian leadership, and maintaining the monopoly on the pipelines of natural gas to Eastern and Central Europe is at the core of Russia’s national security policies. To this end, Edward Lucas identifies four goals that Russia has in order to maintain its monopoly on natural gas trade in Europe: first, “the Kremlin wants to prevent European countries from diversifying their sources of energy supply, particularly in gas”; second, “it wants to strengthen its hold over the international gas market”; third, “it wants to acquire downstream assets—distribution and storage capability—in Western countries”; and finally, “it wants to use those assets to exert political pressure.”94 Lucas is not alone in this conviction; Lin’s research also indicates that Russia’s NSS is based on maintaining Europe’s dependence on Russian natural gas “via monopolistic control of pipelines and acquisition of transit countries’ internal distribution networks.”95 These goals are further reinforced by Paul Domjan, who wrote that the main pillar of Russia’s NSS until 2020, the Foreign Policy Concept, and Energy Strategy through 2030, is Russia’s control of the natural gas transportation network and export pipelines to Europe:
The government’s control of export pipelines . . . is a matter of geopolitics and history: not only has geography blessed Russia with a prime location between an energy-producing region (Central Asia and West Siberia) and an energy-consuming region (Europe), but political complications, some deliberately initiated by the Russian government, have prevented the full realization of a southern energy corridor that would bypass Russia by way of the Caspian Sea, the Caucasus and Turkey. Moreover, the enormous network of . . .
gas pipelines transiting Russian territory is a legacy of Russian political dominance. 96
Domjan further stressed that the curse of the Eurasian landmass has been that the Russian natural gas export pipeline networks and the quasi-state-owned company that controls them—Gazprom—serve as “state-sanctioned chokepoints” against other nations for whom these same pipelines have historically been the only option to export or to have access to natural gas.97 Fiona Hill also emphasized that “all existing pipeline routes run through Russia,” but blamed this on the failure of Western companies to “make the same inroads into Caspian Asian gas production as they have in Caspian oil.”98 It is this failure that allows Russia today to “use gas as a political weapon to blackmail a neighboring consumer state that depends heavily on Russian supplies of natural gas.”99 Not surprisingly, the Energy Strategy of Russia through 2030, the Foreign Policy Concept, and the NSS of the Russian Federation until 2020 all placed the energy sector—and particularly natural gas—at the core of Russian diplomacy.100
The National Security Strategy of the Russian Federation until 2020 (NSS), approved by Medvedev in May 2009, asserts that Russia’s national security depends above all on energy security—which relies on Europe’s dependency on Russian natural gas, and on the economic benefits associated with profits from oil. Russia’s principal goals by 2020 are to become “the world’s fifth largest economy in terms of GDP”101—through the profits derived from export of overpriced oil—and to “develop into a global power”—by securing its monopoly of natural gas to ECE. Both of these goals depend on future energy supply and demand.102 Because of this, energy security is closely identified with national security; the NSS warning that “competition for energy resources might create tension,” which could even lead to military confrontations, particularly in the “Near Abroad,” and in Russia’s sphere of influence.103 But while the NSS and the Russian political elite argue that Russia’s great-power status is inherent in its military and economic potential,104 in reality, this potential is almost nonexistent; leaving the energy sector as the main source of Russian power and influence.
The Russian military capabilities have been dramatically diminished after the collapse of the Soviet Union, and continued on this downward path during the Putin era—despite major investments in new military research and development. This fact is recognized not only by American academia and the intelligence community, but by much of Russia’s own academia and political elite. Talking about Russian public opinion with regard to Russia’s military strength, Vladimir Baranovsky wrote that this downward trend “is by and large considered irreversible.”105 According to Bernard Cole, at the grand strategic level Russia remains very much a major security concern for the United States and its allies, but not because of its military capabilities, but because of “the remaining Russian nuclear stockpile, and the problematic security of that stockpile.” Edward Lucas even went a step further and wrote that “the nuclear arsenal and conventional forces are more a background psychological factor than a physical one.”106 At the tactical level, the Russian soldiers, along with their military commanders, generate revenues by selling fuel and equipment and by working for local enterprises in order to survive.107 At all levels, the Russian military strength is characterized by helplessness:
In its decrepit, drunken, demoralized military, bullying (hazing) is endemic. On average 12 Russian soldiers commit suicide every month. Russia’s newest warplanes are formidably maneuverable, its submarines super silent, its torpedoes terrifyingly fast; but it has not yet been able to produce these brilliantly designed weapons in any quantities. Those in service are under deployed. Only the strategic nuclear arsenal gives Russia the right to call itself a military superpower. But two thirds of its missiles are obsolete. The Kremlin’s ability to launch a disabling nuclear first strike on NATO has disappeared into the history books. So has its capacity to project military power around the globe, or even to launch a crippling conventional attack on Europe. In so far as a nuclear threat still exists, it is that paranoia and incompetence might lead to an accidental conflagration.108
The military decline was further exacerbated by the unprecedented deterioration in the standard of living, which will continue to worsen during the current financial crisis. While Russia is a member of the “G-8 club of big, rich, western countries,”109 at home, Russian workers are increasingly convinced that “life was better when Russia was run by the Communists.”110 The bottom line is that Russia remains too weak and too poor to impose its will through “high explosives, hardened steel, and enriched uranium.”111 Because of this, energy security and geo-economics occupy the top priority of Russia’s NSS: “National interests are identified mostly in terms of power—economic, military, informational, and political; not values, which are expedient and malleable. The power of gas . . . is more fungible than the power of nuclear weapons.”112
The resurgence of Russia as a great power and its growing function as an energy superpower is also asserted in the most recent Foreign Policy Concept, which was signed into law by Medvedev in July 2008. Christian Thorun, founder and managing director of ConPolicy, believes that the Russian leadership’s current foreign policy thinking is in fact a continuation of Putin’s legacy. During his presidency, Putin understood that “only an economically strong Russia would be taken seriously in the international arena and that economic power would significantly expand the tools available to Russian foreign-policy.”113 But Putin’s pragmatic geo-economic realism “seems impossible”114 to materialize without access to Russia’s vast energy resources, in particular to its natural gas. Russian security expert Marcel de Haas—author of the first edition of the Netherlands Defense Doctrine—emphasized this element of the Foreign Policy Concept:
The Foreign Policy Concept devoted considerable attention to energy, both in terms of security issues and resources. This approach was also in line with Putin’s 2007 and 2008 statements. Energy became a consistent part of Moscow’s security thinking due to its ability to produce high revenues and its use as an instrument of power, particularly during the gas conflicts with Ukraine.115
Finally, the Energy Strategy of Russia through 2030 also identifies energy security as “one of the most important components of the national security”116 and defines it as the “protection of the country, its citizens, society, state and economy” against the threats to both energy supply and demand.117 Because of this, energy security “must be provided without prejudice to any national interests whatsoever.”118 The main external risks (geopolitical, macroeconomic, and market)119 to energy security are identified as “volatility of world prices, increasing competition at traditional markets, low diversification of export, and transit dependency,”120 and will determine “Russia’s future position on the world energy markets.”121 Furthermore, the document predicts that for the next 2 decades, Russia will “undeniably remain the leading player on the world hydrocarbon market”122—particularly due to Europe’s increasing demand for natural gas123—and that the energy sector “will retain its crucial role in resolving the important strategic task” 124 of geo-economic stability:
Russia will thus not only retain its position as the largest energy supplier in the world, but will also qualitatively change its presence on the world energy market by diversifying its commodities structure and destinations of energy export, actively developing new international energy business and increasing the presence of Russian companies abroad. . . . The strategic objective of the foreign energy policy is the maximum efficient use of the Russian energy potential.125
WHY AND HOW DOES RUSSIA USE NATURAL GAS AS AN INSTRUMENT OF COERCION IN ITS SPHERE OF INFLUENCE?
Since the end of World War II, with the Long Telegram of George Kennan—the father of containment, who wrote that “no single Continental land power should come to dominate the entire Eurasian landmass”—until the end of the Cold War, with President Bush asserting that containment was meant “to prevent any hostile power or group of powers from dominating the Eurasian landmass,”126 politicians, historians, and academics have viewed ECE as the “strategic heartland of the great European landmass.”127 All these voices resonate with Halford Mackinder’s theory that: “Who rules East Europe commands the Heartland; Who rules the Heartland commands the World Island; Who rules the World Island commands the World.”128 Indeed, all these assertions have proven to be historically accurate, and for this reason, ECE continues to be considered of great geostrategic significance for the security and stability of the Eurasian supercontinent:
In the 19th Century, they were objects of intense interest to the large empires on their periphery: Germany, Russia, Austria, and Turkey. Because events in Central/Eastern Europe were at the root of the two world wars, political development in the region is important to the security of not only Germany, the Scandinavian countries, and Russia and the Eurasian republics, but also to the states of Western Europe.129
Ronald Reagan, who once described the Soviet Union as an “evil empire,” understood very well that a Kremlin-controlled European natural gas pipeline infrastructure would provide the USSR with a great opportunity to control not only Eastern Europe, but the entire European continent. For this reason, during his first term in office, Reagan attempted—although unsuccessfully—to stop the first natural gas pipeline from being built between Russia and Germany.130 His legacy seems long forgotten today, when many energy security experts assert that “we live in a more benign world,”131 where conquest of land is highly unprofitable—persuading rulers to consider physical geography as politically neutral. Colin Gray also agreed with this assertion, but he pointed out that those who adapt best “to the terms and conditions of life and warfare in the jungle, will count that particular terrain as an ally rather than as a ‘neutral’ geographical stage.”132 In the dominion of Russian resource nationalism, state capitalists like Putin look at geography as an ally whose natural gas resources become a means of advancing Russia’s grand strategic ends in its sphere of influence.133
While most ECE nations historically have depended on Soviet natural gas,134 in the contemporary security environment Russian natural gas exports dominate “both on the European gas market and on the gas market of the Commonwealth of Independent States.”135 Virginia Comolli, from the International Institute for Strategic Studies (IISS), believes that this dominance “heightens the tendency to use energy superiority for political purposes and to underline Russia’s claim to be a major force in international relations.”136 The significance of natural gas for Russia’s foreign policy is, on the one hand, the result of a structurally weak economy dependent on the export of hydrocarbons,137 and on the other, the result of Russia’s strategic goal to secure its traditional sphere of influence. As seen in Russia’s national strategies, geo-economic considerations act as a pillar of Russia’s foreign policy, and economic growth itself depends on Russia’s sphere of influence. This is especially evident in the natural gas sector. Russia’s role as the main natural gas exporter to Europe—and for some European states, the only exporter of natural gas—and the significance of natural gas to Russia’s own economic development “has inevitably influenced Russia’s foreign-policy.”138 According to Jane’s Country Risk Assessment—and as illustrated in the first chapter of this monograph—this monopoly power indeed “extends beyond Russia’s borders, with countries such as Belarus, Finland, Turkey, Slovakia, the Czech Republic, Ukraine, Poland, and Austria relying on [Russia] for over half of their gas imports.”139 These facts persuaded scholars like Kazantsev to assert that “gas is a backbone not only of Russian foreign policy, but also of the domestic political system.”140 Consequently, Russia needs to maintain its sphere of influence for economic and geopolitical considerations (both domestic and international), and it needs to maintain its monopoly of natural gas in ECE states in order to retain control over this sphere of influence. Any attempt by ECE countries to circumvent this dependence on Russian natural gas will thus be met with much resistance by the Russian political elite:
Russia was, and still is, alarmed by the possibility of cheap Central Asian gas appearing on European markets because it would compete with Gazprom’s gas. A related fear was the danger of the South Caucasus being used for the transportation of Central Asian gas (through a Transcaspian gas pipeline and the Nabucco project) to Europe. As a result of this, Russian geopolitical power in the CIS serves the commercial purpose of keeping Gazprom’s position in European gas markets. So power considerations were mixed with the aspiration for profits, as it was in the case of European trade companies of the Early Modern period.141
What is even more alarming is that 60 percent of the Russian public supports reestablishing Soviet-era control over ECE countries; a threat that Keith Smith—former U.S. Ambassador to Lithuania and currently a senior associate in the CSIS New European Democracies Project—believes “cannot be dismissed.”142 President Medvedev himself expects the West to accept that Russia has “privileged interests in certain regions,” particularly in the post-Soviet space and, in extremis, ECE.143 To this end, natural gas has become the preferred tool of Russian diplomacy, “making it subject to [the] Kremlin’s political strategy rather than commercial needs”;144 Prime Minister Putin being by far the most assertive promoter of using natural gas “to coerce the consuming countries.”145
Russia stands accused today of using natural gas as an instrument of state power. Indeed, over the past decade, several ECE countries have experienced “the suspension or reduction of . . . gas flows from Russia coincident with political or economic disputes.”146 And as it will be shown, in Ukraine’s case, in which natural gas was used as an instrument of coercion—particularly in the context of economic incentives and penalties,147 or by “withholding or threatening to withhold” vital natural gas shipments148—this type of unilateral sanction was very effective.
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CHAPTER 3
CARROTS AND STICKS:
A LOOK AT RUSSIA-UKRAINE GAS PIPELINE POLITICS
Without Ukraine, Russia is a desperately defensive power, lacking any natural defenses aside from sheer distance.1
Peter Zeihan
In the midst of the cold European winter of 2009, on January 7, Russia cut off its supplies of natural gas to Ukraine for 14 days, causing natural gas shortfalls in over 20 countries.2 Russia stands accused of using natural gas to advance its foreign policy objectives by taking advantage of Ukraine’s susceptibility to Russian coercion (see Figure 4-1). Hrygoriy Perepelytsya—Military Department Director of the Kyiv National Institute for Strategic Studies (NISS)—explained that this cutoff came as a result of Russia’s strategic move to damage the reputation of the Ukrainian Orange Revolution, which Russian President Dmitry Medvedev perceived as contrary to Russian interests:
From 2005 till 2009, the main tasks of Russia in foreign policy were to discredit [the] current government and, first of all its President Viktor Yuschenko as personification of orange power, and to disgrace [the] Orange revolution’s ideals in the eyes of [its] own citizens of Ukraine and [the] international community. Russian and Ukrainian society were obtruded the opinion on the falseness of democratic choice and European integration aspirations, and Yuschenko by himself . . . performed as [an] American marionette.3
Russia’s strategy was very effective: A 2008 opinion poll by the Ukrainian Centre of Economic and Political Studies indicated that between 2003 and 2008, the Ukrainian perception toward Russia was radically transformed; with 51 percent of Ukrainians believing that good relations with Russia should be the top priority of Ukrainian foreign policy in December 2008, as opposed to only 28 percent in September 2003.4 Furthermore, according to a 2010 poll by the Levada Centre, “the absolute majority (92 percent) claimed their respect for Russia . . . bad feelings towards Russia was claimed by only 6 percent of interviewed Ukrainians.”5 Russia successfully suppressed the Orange Revolution without firing a shot, but by patiently using natural gas as its instrument of state power.6
Russia no longer possesses the capacity to enforce its grand strategic ends through the use of military force. Peter Zeihan, Vice President of Analysis for Strategic Forcasting, Inc. (STRATFOR), accurately portrayed in the quote that opened this chapter the way many American geopolitical and intelligence professionals analyze Russia-Ukraine relations: underestimating Russian power and overestimating its vulnerabilities. The tendency to understate the influence Russia still has in Russia’s near abroad is also apparent in Zbigniew Brzezinski’s analysis that “without Ukraine, Russia ceases to be an empire, but with Ukraine suborned and then subordinated, Russia automatically becomes an empire.”7 While Russia needs to maintain control over its sphere of influence for both political and economic reasons—as discussed in Chapter 2—this chapter will show that American geopolitical analysts who agree with Zeihan and Brzezinski fail to understand the shift in the preferred Russian methods of solving disputes in the contemporary security environment.
Both Zeihan and Brzezinski look at Russia from a traditional security mindset, focusing on the weakness of the Russian military power. With regard to the Russia-Ukraine relationship, both authors fail to acknowledge the importance of Ukraine’s gas infrastructure for Russia8 (80 percent9 of the Caucasus gas exported by Russia to Western Europe passed through Ukraine), Ukraine’s role as a gas supply regulator (Ukraine’s extensive gas storage capabilities are vital in guaranteeing that Russian contracted gas reaches Western Europe despite seasonal fluctuations),10 and the fact that Ukraine imports 14.98 percent of Russian total gas exports—as seen in Figure 3-3. To use Albert Hirschman’s logic,11 a look at Ukraine as the main transit country for Russian gas to Europe presents a strong argument for Russia to use unilateral economic sanctions as a means to solidify Russian control of the Ukrainian gas infrastructure. Ukraine’s own vulnerability to the disruption of gas supplies remains crucial in solidifying this control.
To fully understand the “pattern”12 of Russia using natural gas as an instrument of economic coercion, it is helpful to recognize three of Moscow’s demands of Ukraine after the fall of the Soviet Union:13 (1) renunciation of its claims to the Soviet nuclear stockpile in Ukraine, and the surrender of all nuclear warheads to Russia; (2) recognition of Russia as the legal inheritor of all political, economic and military infrastructure belonging to the Soviet Union, to include exclusive rights to the Ukrainian pipeline infrastructure and to the Black Sea fleet and the port of Sevastopol; and (3) recognition of Russia as the regional hegemon.14
MOSCOW’S FIRST DEMAND: RENUNCIATION OF ITS CLAIMS TO THE SOVIET NUCLEAR STOCKPILE15
It is largely agreed in academic literature that Russia’s use of natural gas as an instrument of economic coercion has failed in the enforcement of the first demand.16 This episode is, however, important to discuss in order to establish a pattern in the use of this particular type of coercion. A series of events described in depth in Drezner’s writings come to mind:
• In 1992, popular support for retaining the Ukrainian nuclear deterrent is on the rise,17 and Ukraine declares legal ownership of the nuclear stockpile.18
• In February 1993, the Russian government threatens for the first time to raise the price of gas. Shortly after, the gas prices rise tenfold from $4 to $40 per 1,000 cubic meters.19
• In September 1993, gas supplies to Ukraine decrease by 25 percent. Russian President Yeltsin threatens to completely cut off gas shipments if Ukraine fails to make concessions on Russia’s demand for the Ukraine to relinquish its nuclear stockpiles.20
Despite these facts, Drezner argued that Russia’s first demand was not settled by the means of coercion, but by diplomatic means. In January 1994, the United States brokered a final agreement between Russia and Ukraine,21 whereas the latter would surrender its nuclear stockpile, and with it, its nuclear ambitions.22 This caused some scholars, including Drezner, to conclude that the use of gas as a national security coercive instrument, especially when coupled with military pressure—at that time Ukraine still feared a Russian military offensive,23 because Senior Russian officials kept describing Ukraine’s independence as a temporary phenomenon24—would “produce the fewest concessions” from Ukraine.25 Drezner’s evaluations are, however, arguably subjective, and largely based on a one-sided traditional approach that fails to recognize the bigger strategic design of economic sanctions.26
First, Drezner’s argument does not consider the fact that by 1994, almost half of Ukraine’s population supported retaining the Ukrainian nuclear deterrent.27 At the individual level of analysis, it is hard to believe that Ukraine’s leaders simply chose to ignore half of the electorate just because the United States provided written guarantees that it would protect Ukraine against Russia in the event of a regional conflict. This was an unpopular move that could have resulted in a loss of popular support.28
Second, Drezner, admits that, “by February 1994, Ukraine owed Russia $3.4 billion; an immediate halt to all energy subsidies would have cut Ukraine’s GNP [Gross National Product] by 3.5%.”29 It seems again impossible that the Ukrainian policymakers did not consider the economic implications of refusing Russia’s demands.
Third, Drezner fails to acknowledge the twofold purpose of the unilateral economic sanctions:30 the target of the Russian Government was not only Ukraine, but also the Russian Parliament.31 In 1990, 73 of 79 billion cubic meters (bcm) of gas per year were delivered to Western Europe via Ukraine.32 With the export of gas being the main sources of revenue for Russia, the risk of over 90 percent of it depending on Ukrainian collaboration forced Russian policymakers to consider alternative transit routes to Europe.33 This is partly why projects like Yamal-Europe through Belarus and Poland, Nord Stream through the Baltic Sea, and South Stream through the Black Sea were considered; “to strengthen Russian influence in Europe.”34
Ultimately, Drezner failed to acknowledge the impact of gas disruptions on Ukraine’s decision to transfer its nuclear weapons to Russia.35 The fact that negotiations were concluded with the help of the United States does not mean that threats of gas disruption were ineffective. There is no proof to show that Ukrainian politicians used U.S. mediation as political cover so that it did not look like total capitulation, and this chapter does not intend to demonstrate that this was the case. Instead, it intends to show that natural gas as an instrument of coercion was used successfully, even though it was not the only tool used during the negotiations.
The effectiveness of gas as an instrument of coercion becomes more apparent in negotiations involving the last two demands made by Russia to Ukraine. A carrots-and-sticks strategy can also be identified in the way Russia approached these issues. For example, Russia’s second demand was resolved using natural gas as an incentive to move along negotiations with a friendly Ukraine, while the second demand favored the use of deadlocks in dealing with a belligerent Ukraine.
MOSCOW’S SECOND DEMAND:
RECOGNITION OF RUSSIA AS THE LEGAL
INHERITOR OF SOVIET MILITARY AND
GOVERNMENT PROPERTY, EQUIPMENT, AND NATURAL GAS INFRASTRUCTURE IN UKRAINE
A close look at Ukraine since the election of the pro-Russian Viktor Yanukovych in February 2010 reveals that, in dealing with a friendly Ukraine, gas-related incentives rather than pure threats were favored in pursuing Russia’s national security objectives at the Black Sea.36 This use of incentives, often even coupled with threats, has been successfully employed by Russia to obtain exclusive rights to the Ukrainian pipeline infrastructure37 and to the port of Sevastopol.
Negotiations for the purchase of the Sevastopol fleet and for exclusive rights to the port of Sevastopol have been well-documented; they substantiate this use of gas as both an incentive and as an instrument of coercion even before the pro-Russian Yanukovych took power:
1. Demand of the Sevastopol Fleet: The 1993 demand for the Sevastopol fleet and basing rights came with an offer to forgive Ukraine’s gas debts to Russia. It also came with the use of gas dependence as an intimidation tool, when Yeltsin threatened that the failure of Ukraine to cooperate will result in the disruption of the Russian gas supply.38 The fleet demand was resolved during the Sochi Summit in 1994, when Ukraine sold most of its fleet to Russia. In return, Russia upheld its side of the bargain, and forgave most of Ukraine’s gas debts.39
2. Demand of Basing Rights in Sevastopol: When the 1996 Ukrainian constitution barred the permanent stationing of Russian troops on Ukrainian territory,40 Russia again threatened to raise the price of gas (as stated by the Ukrainian Foreign Minister).41 Not surprisingly, in May 2007, a 20-year “lease” of the base was signed between the two sides42 in exchange for a 10-year deferment on Ukraine’s gas debts.43
Interestingly enough, after the pro-Russian Yanukovych took power, no outspoken threats were made in the conduct of negotiations over the port of Sevastopol. Natural gas was used as an incentive; while the instrument of coercion remained hidden in the background. The renewal of the Sevastopol port agreement in 2010 resulted in a 30-percent discount on gas prices,44 and on September 30, 2010, it brought a modest adjustment on the amount of gas Ukraine is obligated to purchase.45 The fact that the gas price discount was used as an incentive is not a secret:46 After the conclusion of negotiations, the Russian President openly admitted that the 30-year lease of the Sevastopol base was “intimately interconnected” to the 10-year gas discount agreement.47
The fact that the flow of Russian natural gas was not interrupted to a friendly Ukraine does not mean, however, that Russia gave up its capabilities to employ gas as an instrument of coercion in the future. In fact, Russia was able to maintain its ability to threaten Ukraine in the future. Ukrainian authorities agree that a 30-percent discount on gas prices is really insignificant.48 Even after the discount was applied, the Ukrainian Prime Minister Mykola Azarov still considered the Ukraine-Russia bilateral agreement on natural gas prices as “extremely unfavorable for Ukraine.”49 Moreover, Naftogaz Ukrainy is still contracted to purchase double (41 bcm) the amount of gas than it can consume (22 bcm)50 per year, while waiving the right to export its surplus without Gazprom’s approval.51 These bargaining chips were kept for use in upcoming negotiations on exclusive rights to the Ukrainian pipeline infrastructure (which was also part of Russia’s demand of Ukraine after the fall of the Union of Soviet Socialist Republic [USSR]).52
Vladimir Putin stated that “Russian power in Eastern Europe depends on its role as Europe’s energy arbiter,” and Russian control of Ukraine’s natural gas infrastructure is vital to Russia’s grand strategic ends in its sphere of influence.53 Richard Andres, Senior Fellow and Energy and Environment Security and Policy Chair at the Institute for National Strategic Studies (INSS), explained that Ukraine’s natural gas transit infrastructure “would significantly boost Russia’s ability to use gas as a political lever against states within the region,”54 and the natural gas shortfalls in over 20 countries as a result of the 2009 cut off to Ukraine proves just that. Even Western nations were affected, with Southern Germany being starved of 60 percent of its imported natural gas (see Figure 3-1).
Source: the European Commission.55
Figure 3-1. Natural Gas Shortfalls by Country
during the January 2009 Cutoff to Ukraine.
Recent developments indicate that the control of gas pipelines in ECE may become the focus of Russia over the next decade. This detail was emphasized by Russian Prime Minister Putin himself in April 2010, when he made public Russia’s intent of a merger between Russia’s Gazprom and Ukraine’s Naftogaz.56 Both companies are state-controlled; with Gazprom acting as the regional monopoly of gas.57 During his 2006 State of the Nation speech, President Vladimir Putin called the growth of Gazprom “the result of a carefully planned action by the state.”58 Regaining control of the trans-Ukraine gas pipeline is of strategic importance to Russia because this route still transports 80 percent of its total gas exports to Western Europe (as of 2010).59 In September 2010, the Ukrainian-Russian international consortium already lifted a ban that prohibited foreign companies from running the Ukrainian gas pipelines and initiated a bill that could allow Russian companies to control them.60
On October 27, Ukrainian Prime Minister Mykola Azarov, who holds a doctorate from the Moscow State University,61 tried to push back. He described the intended merger between Gazprom and Naftogaz as a “takeover rather than a merger,” while sources within the Ukrainian government described it an “absolute control of our [gas] transportation system.”62 This seems to be confirmed by a report of The Economist Intelligence unit, which warned that under the merger, Russia would also achieve full control of Ukraine’s domestic gas production.63 On November 1, however, Azarov declared that “both parties want to find the optimal conditions for this merger,”64 and on April 12, 2011, Azarov told Russian Prime Minister Vladimir Putin that Ukraine is “interested in valuing related assets in the nearest future to find the best format and most appropriate terms of such a joint venture.”65
Ultimately, the Russian demand to have exclusive rights to the port of Sevastopol, and to a certain extent to the Ukrainian pipeline infrastructure,66 was resolved using gas-related incentives to move negotiations along. However, because of the mistrust between the two countries, the threat of gas disruption will remain constant in bilateral relations even with a friendly Ukraine: It insures that this friendly relation continues. A look at the Sevastopol affair clearly indicates this.
MOSCOW’S THIRD DEMAND: RECOGNITION OF RUSSIA AS REGIONAL HEGEMON
Ukraine’s cooperation, and the use of incentives to acquire it, was not always the case in Russo-Ukrainian negotiations. The use of gas as a coercive instrument during the Orange Revolution in Ukraine clearly indicates this. The Orange Revolution was a direct affront to Russia’s third demand of Ukraine; recognition of Russia as the protector of Russians living in Ukraine (comprising of 22 percent of Ukraine’s population),67 and recognition of its status as the regional hegemon. Not surprisingly, when pro-Western Viktor Yushchenko was elected president in 2004, Russian President Putin was quoted saying that “Ukraine should think twice about any such embrace of the West,” and was quick to threaten that if Ukraine positioned itself against Russia, it might cost it a threefold increase in the price of gas (an average of $4 billion per year).68 Putin even threatened Ukraine “with dismemberment if it persisted in trying to join the NATO alliance.”69
With Ukraine relying on Russia for 51.6 percent of its domestic natural gas consumption, as indicated in Table 2-1, it meant that the mere threat of gas disruptions could be used as a significant instrument of coercion in combating Ukraine’s new pro-Western attitudes.70 In fact, Drezner named Ukraine “a primary candidate for Russian economic coercion,”71 and my own level of susceptibility to Russian coercion formula, presented in Figure 2-4, also confirms this. This threat of coercion became even more potent when domestic instability was present,72 as seen during the two winter Ukrainian “gas wars” of 2006 and 2009. It is no longer a secret that the 2006 and 2009 winter “Gas Wars”73 were meant to suppress the popular support for Ukraine’s Orange Revolution.74 Clearly, an impartial analysis of the rise and fall of the Orange Revolution cannot be done without considering the merits of gas as an instrument of coercion. For Russia, the two gas disputes were a matter of both compellence and deterrence:75
• The Compellence Argument: The Russian use of economic statecraft was clearly meant to convince Ukraine to change its recalcitrant and independent behavior. The rise in the price of gas following the January 2006 crisis76 resulted in the fall of Yushchenko`s government, led by Prime Minister Yuriy Yekhanurov.77 This created a rift in the governing coalition and weakened the Orange Revolution.78 Similarly, the January 2009 dispute resulted in the collapse of industry in Ukraine, and contributed to the shrinking of its economy by over 20 percent from 2008 to 2009—although certainly a large percentage of this estimate could be attributed to the great global recession.79
• Through these measures, Russia managed to send a clear, credible message to Ukraine: Europe and NATO are not viable alternatives to Russia.
• The Deterrence Argument: The threat of further gas disruptions deterred the Ukrainian voters, politicians, and even the government from continuing to support the Orange Revolution movement. Interestingly enough, the 2006 dispute took place just months before the parliamentary elections in Ukraine,80 while the 2009 dispute took place just 1 year before the presidential elections in Ukraine. While Russia denied the fact that the gas disruptions were politically motivated,81 and despite a lack of documentation to support the political implications of the two gas crises, it is hard to dismiss the psychological impact of a failed government and a failed economy over the electorate.82 Russian interference in the affairs of Ukraine is also undeniable: Before the presidential elections, Russian President Medvedev publicly expressed hopes that the Ukrainian elections would bring “competent and effective authorities . . . open to the development of constructive, friendly, all-around relations with Russia.”83 Ultimately, by February 2010, the Orange Revolution was already considered “a thing of the past,” or “officially over,” with both Tymoshenko, a former supporter of the Orange revolution,84 and Yanukovych taking pro-Russian stances.85 After the defeat of the Orange Revolution in 2010, the foreign policy of Ukraine “seems to have realigned itself closer to the Russian Federation on a number of issues”;86 Ukrainian President Viktor Yanukovych described Russia as a “strategic partner, friendly and brotherly state.”87
While the pro-Russian Yanukovych was willing to sellout “the strategic Sevastopol naval base in exchange for cash benefits for his oligarchic friends and supporters in the gas-trading and gas-consuming sectors,”88 at least according to European political analysts, pro-NATO Yushchenko tried to portray himself as the reformist alternative. But his Orange Revolution was short-lived, because of Ukraine’s dependence on Russian gas. A close look at Ukraine under the pro-NATO Viktor Yushchenko reveals that, in dealing with a noncooperating, even belligerent Ukraine, natural gas was an effective instrument of coercion in pursuing Russia’s national security objectives at the Black Sea.
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CHAPTER 4
DIVIDE UT REGNES:
REFLEXIVE CONTROL AND GAS PIPELINE POLITICS IN EURASIA
Russia’s gas companies pursue strategies that make little economic sense but that serve the long-term interests of the Russian state, namely, ensuring European dependence on Russian energy supplies. For example, Russia’s undersea Nord Stream pipeline will cost at least three times more than a proposed overland route through Lithuania and Poland would have.1
Zeyno Baran
In the contemporary security environment, Russia can no longer impose its will through the use of coercive military means against Western allies, as was the case in Soviet times, and particularly during the Cold War.2 While the grand strategic ends of the Russian foreign policy remain fundamentally the same, after Putin’s Russia at the Turn of the Millennium speech in 1999, “Russia modified the methods of pursuing its foreign-policy objectives.”3 Indeed, explained Edward Lucas, while the Old Cold War was fought with tanks and missiles, the New Cold War “is fought with cash, natural resources, diplomacy, and propaganda.”4 All of these are tools of foreign policy that cannot be divorced from the natural gas pipeline politics of Eurasia, and they are brought together by a concept known by the Russian intelligentsia as “Reflexive Control” (RC).
It was mentioned in Chapter 2 that the bigger half of the Russian territory lies east of the Urals on the Asian continent, and that much of the Russian political elite agrees with former Russian Foreign Minister Andrei Kozyrev that Russian “traditions come mostly, if not altogether, from Asia.”5 Not surprisingly, in accordance with Sun Tzu’s adage that the best stratagem is the one that attacks the enemy’s strategy, RC was developed by the Russians almost half a century ago as a means to interfere with the decisionmaking process of an opponent or a partner in support of Russia’s grand strategic ends. Timothy Thomas defined RC as “the means of conveying to a partner or an opponent specially prepared information to incline him to voluntarily make the predetermined decision desired by the initiator of the action.”6 This chapter takes a quick look into RC as “the Soviet concept of influencing an adversary’s decisionmaking process,”7 and its use in the region’s gas pipeline politics to bribe Western Europe, to divide the members of the North Atlantic Treaty Organization (NATO) and the European Union (EU), and to rule the Eastern and Central European (ECE) states.
It is no secret that the Russians employ reflexive control at “the strategic level in association with internal and external politics . . . as a method for achieving geopolitical superiority.”8 While much was written on the military uses of reflexive control, little attention was given to its use in international relations, despite the fact that “Russia’s political elite also employs RC in analytical methodologies used to assess contemporary situations,” and despite the fact that “when making decisions, the Kremlin pays attention to reflexive processes.”9
A reflex is meant to cause the adversary to “make a decision unfavorable to himself.”10 This chapter attempts to reveal how Russia uses natural gas as an instrument to apply power pressure—a significant component of reflexive control—in order to divide its Western neighbors and rule over its sphere of influence. To achieve these ends, Russia will continue to focus on bilateral economic deals that favor individual Western European states—like Germany, France, and Italy, the so-called center of the EU—in order to divide them politically from ECE countries—the periphery of the union and, as we have seen in Chapter 2, part of Russia’s sphere of influence.11 My argument here is that while Europe’s center is able to achieve short-term economic interests from its dealings with Russia in the field of natural gas, at the detriment of the periphery, these gains will translate into long-term political loss for both the European center and its periphery, and into a geopolitical win for Russia. Russia is willing to incur a short-term economic loss as long as its long-term grand-strategic ends in its western sphere of influence are achieved.
REFLEXIVE CONTROL AGAINST NATO AND THE EUROPEAN UNION: BRIBE THE CENTER, DIVIDE THE UNION AND RULE ITS
PERIPHERY12
Putin wrote in his Ph.D. dissertation that the primary focus of his study is an in-depth analysis of “the principles and mechanisms responsible for the formation of strategic systems used in strategic-planning,” and their use to control the use of natural resources.13 Putin defined strategic planning as “deliberate planning reforms based on prediction, managing and adapting expectations to achieve strategic objectives.”14 He emphasized that the strategic planning of Russia’s natural resources must remain part of an “ordered, controlled, and integrated set”15 of strategic decisions that are generated to support the greater national interests of Russia. A student of RC during his years in the KGB (the Russian security agency), Putin hinted in his dissertation, even though he never named the concept directly, that RC must become an integral part of Russia’s grand strategy. He also hinted that the management of Russia’s natural resources is a matter of the state, for the interests of the state, and not those of private entities.
Throughout history, Russia has used various tactics in order to ensure its survival and its status as a great power in Europe. During the Cold War, however, the means used in imposing the Soviet ends evolved, giving birth to what is known today as RC, or the concept of manipulating the decisionmaking process of both one’s enemies and allies for the interest of the state.16 While this concept can easily be confused with that of realpolitik—politics based primarily on practical and material factors and considerations—it differs from it in that RC allows for short-term material/economic loss on condition that long-term grand strategic political gains are achieved.
Russian military scholar Major General (Ret.) M. D. Ionov identified four basic methods for applying the concept of RC: (1) power pressure; (2) presenting false information about the situation (deception); (3) influencing the enemy’s decisionmaking algorithm (attacking the enemy’s strategy); and, (4) altering the decisionmaking time. In his essay about RC, Timothy Thomas focused on the last three methods, ignoring perhaps the most effective method of all, which includes the use of “ultimatums, threats of sanctions, and threats of risk.”17 This chapter suggests that Russia blends economic threats with incentives to achieve its political grand strategic ends, as seen in its relations with Ukraine, and that natural gas plays a central role in Russia’s strategy against NATO and the EU.
British foreign policy thinker Mark Leonard defined power as the ability of a nation to achieve its grand strategic ends; he emphasized that Russia’s power is growing because of its proven ability and willingness to use its natural resources, particularly its monopoly on natural gas, to weaken the EU.18 By pursuing ancient Roman strategies, such as divide ut regnes (divide and rule), Russia is able to use its monopoly of the natural gas pipeline infrastructure to Europe to secure bilateral deals with individual member states, particularly Western states, to the detriment of the EU, although mostly to the detriment of Eastern and Central Europe.19 States such as Germany, Italy, and France reflexively engage in this behavior in pursuit of their own short-term economic interests, leaving their eastern neighbors at the mercy of the “predatory nature”20 of the Russian state, ultimately weakening the entire Union politically in the long term:
Today, Berlin, Rome, and Paris show greater reluctance to pursue any alliance policy strongly opposed by Moscow. In addition, U.S. support for greater diversification of energy supplies for the more vulnerable countries of Eastern and Central Europe has been undercut by resistance from major Western European states. More important than European energy solidarity is their hope for a larger financial stake in energy projects promoted by Russia. These ventures may only increase Europe’s vulnerabilities.21
Two such projects are the Nord Stream and South Stream natural gas pipelines. Nord Stream is a €10-15 billion Russia-controlled joint venture between Russia, Germany, and the Netherlands;22 South Stream is a €12.8 billion Russia-controlled joint venture between Russia and Italy.23 The two projects alone are expected to transform political relations in Europe, dividing the East from the West not only in the field of natural gas, but geopolitically as well. This is, however, not a diabolical Russian plot to tear the EU limb from limb,24 but an attempt typical of the Soviet Union during the traditional security environment: to divide and weaken its neighbors in order to ensure its geopolitical supremacy.
While the Russian political elite claims that bilateral relations are not meant to divide the Union’s center from its periphery, facts show otherwise. Konstantin Kosachev, Chairman of the Russian Duma Committee on Foreign Affairs and a member of Prime Minister Putin’s United Russia Party, vows that this decision is purely bureaucratic in nature: “We are sick and tired of dealing with Brussels bureaucrats. In Germany, Italy, [and] France, we can achieve much more. The EU is not an institution that contributes to our relationship, but an institution that slows down progress.”25 Valery Vorobiev, Prorector of the Moscow State Institute of International Relations, even emphasized that the Lisbon Treaty “opened a new page [for NATO member states and Russia] in moving towards a common foreign policy.”26 In Chapter 2, I have shown, however, that this strategy is meant to undermine NATO and the power of the EU; and to a certain extent, Russia has already managed to do just that. Edward Lucas blames this development on “the gullibility and lack of imagination of all too many Western leaders,”27 who fail to realize that Russia has not given up on its alleged right to control its sphere of influence. Whereas the relations between the center and the periphery of the EU are beset by national disagreements and bureaucratic impediments, the relationship between the center and Russia focuses primarily on natural gas, an area where Russia has the upper hand, particularly in ECE. Mark Leonard argued that “this has allowed Russia to maximize its influence over the Union, while the EU has been less able to capitalize on its potential to influence Russia. In short, Russia has transformed its weakness into power, while Europe’s power has been turned into weakness.”28 Leonard further emphasized that this is particularly astounding, given the power of the EU as a united geo-economic body:
What makes Russia’s ascendance so surprising is that on almost all indicators of power—soft and hard—the European Union continues to outrank Russia, by some measures even more than in the 1990s. The EU’s combined economy is almost 15 times the size of Russia’s. Even with all the oil wealth, Russia’s GDP is barely as big as Belgium’s and the Netherlands’ combined. The EU’s population is three and a half times the size of Russia’s; its military spending is seven times bigger; the EU has five seats on the UN Security Council (of which two are permanent) to Russia’s one.29
This radical shift from a position of power to one of weakness has been made possible particularly due to the EU failure to advance a common energy policy that encourages energy diversification, especially in ECE countries that depend heavily on Russian natural gas. Instead, Old Member States continue to “intertwine their rational self-interests vis-à-vis the EU (i.e, against supranationalism) with that vis-à-vis third parties, including negotiations with Russia”;30 even by encouraging economically unprofitable projects for Russia. However, that approach further subjugates ECE to Russia: “as such, Russia has partnered with Germany to build Nord Stream and with Italy to build South Stream pipelines to control the flow of Russian and Central European energy supply to Western Europe.”31 Not surprisingly, since Germany and Italy are the top two importers of Russian natural gas, the Nord Stream and South Stream gas pipeline projects were supported by many officials who benefited from their “financial ties to Russia’s Gazprom, thereby furthering European acceptance of Moscow’s pipeline projects.”32
But these divisions between the center and the periphery of the EU—between Old and New Europe—are anything but new; they originate in both the history and the geography of the Eurasian supercontinent. Nations like Germany and France have historically carried out bilateral relations with Russia on an equal footing, while conducting business with the countries in between from a position of superiority. Diana Bozhilova, a post-doctoral research fellow at the London School of Economics, asserts that this type of relationship at different echelons continues today; and it is justified by the fact that the EU’s center perceives that in successfully dealing with Russia in the past, it has much more experience than the Eastern and Central European countries:
Old Europe . . . is relatively more experienced with international high politics through the conduct of two world wars. Moreover, there exists historical elements of equality in the internationalization of their respective relationships with both the former USSR [Union of Soviet Socialist Republics] and Russia throughout much of the twentieth century. As a result, their ”knowledge” of and experience with bilateral relations with Russia is invariably greater than that occurring between the CEECs [Central and Eastern European Countries] and Russia.33
Both Russia and the European center continue to see international politics as “a series of tête-à-têtes between great powers,”34 seducing each other with economic incentives, in spite of the political consequences to the countries in between, which more often than not are viewed as “costly distractions.”35 This is particularly true in Russia’s relationship with Germany. In fact, it could be argued that the emergence of Russia as a more assertive player in international relations coincided with the improved dynamics in the political and economic relations between the two nations.36
Despite two world wars fought between the two nations, Russia’s special relationship with Germany dates back to 18th century’s Catherine the Great, when the latter allowed German nobles to control the Baltic provinces and encouraged German farmers to inhabit the Volga basin.37 Economic and political ties continued to be strong in prerevolutionary Russia, when royal families intermarried, and Germany invested a lot of capital in Russia. This historic relationship has been renewed after Germany’s reunification, particularly due to an increased dependency on Russian natural gas. (In Soviet times, East Germany imported most if not all of its natural gas from the Soviet Union.)
More recently, collaboration on projects such as the building of Russia’s Nord Stream gas pipeline beneath the Baltic Sea to Germany, a pipeline that is meant to bypass Poland and Ukraine and thus decrease their geostrategic influence, further emphasizes that Germany places its relationship with Russia before its relations with other ECE countries. Former German Chancellor Schröder, whom Moscow recruited as the chief executive officer of Nord Stream by paying him a substantial salary,38 personally championed the newly founded Russo-German alliance by testifying that Germany “must be a partner of Russia if we want to share in the vast raw material reserves in Siberia. The alternative for Russia would be to share these reserves with China.”39 Radek Sikorski, currently the Minister of Foreign Affairs of Poland, previously compared the new Russo-German alliance and the Nord Stream project to the Molotov-Ribbentrop Pact, also known as the Treaty of Non-Aggression between Nazi Germany and the Soviet Union. In 1939, the Molotov-Ribbentrop Pact divided ECE into Soviet and German spheres of influence, including geographically dividing Poland between the two countries.40
In its relations with Germany, the Russian leadership, particularly, Putin, proved to be a master of perceptions. He convinced the Germans that Russia is a reformed regional power and a credible European partner (effectively changing the narrative/rhetoric in the German public sphere from Russia as the antagonist threat, to Russia as the protagonist partner). Russian President Medvedev declared that “the highly efficient cooperation between Russia and Germany in the international arena, which come to . . .
the strengthening of global and regional stability and security.”41 Yet, throughout the EU, this cognitive dissonance with regard to Russia is very much alive. While Putin provided economic incentives to Germany by opening his country’s market to German companies like; DaimlerChrysler, BMW, Deutsche Bank, etc, at the same time he took advantage of this friendship to increase his grasp over the ECE natural gas market.42 And with Germany remaining Russia’s largest market for gas (which will continue to be the case, now that Germany will shut all its nuclear reactors by 2022 in a reaction to the Fukushima disaster), it is unlikely that Germany will forgo Russia’s economic incentives for the sake of ECE—even though in the long term this economic alliance will cause NATO’s and the EU’s political disunity.43 Indeed, the lack of political agreement between the Old and New Europe, particularly in the natural gas field, means that Russia “increasingly defines the rules of the game”;44 and many ECE states already realize that “they cannot count on EU support when Russia uses economic coercion against them.”45
Improvements in Russo-German relations have been followed by an improvement in the relations between Russia and France. The sale by France, a NATO member state, of several Mistral class warships to Russia46 over the past couple of years also gave birth to a strong Franco-Russian alliance that is best described through the prophetic words of Charles de Gaulle:
“[F]or France and Russia to be united means being strong, being separated means being in danger. Indeed, this is an immutable condition from the viewpoint of geographical location, experience and common sense.”47 Ironically, the French position has been that “close ties with Russia can be regarded not only as a means of augmenting the power of France within the European Union but also the power of Europe itself.”48 Marina Arzakanyan, Chief Researcher at the Institute of World History, and Tatyana Zvereva, Senior Fellow at the Institute for Contemporary International Studies, explained that this close relationship persuaded the two nations to dedicate the names of the year 2010 to each other:
At the end of the 20th and beginning of the 21st centuries, Russian-French relations with their long traditions became a strong monolith of political economic scientific educational literary and art affairs. The two states have entered a stage of privileged partnership. This prompted the governments of both countries to declare 2010 the Year of Russia in France and the Year of France in Russia.49
To make matters worse, 2010 also marked the renewal in trilateral format of the France-Germany-Russia Summit, when Presidents Sarkozy, Medvedev, and Chancellor Merkel met in Deauville, France, and “compared notes on the main issues of international and European security on the eve of the NATO summit.”50 Jean-Louis Gergorin, cofounder and former Director of the Policy Planning Staff of the French Foreign Ministry who currently lectures at the Institut d’Études Politiques de Paris, emphasized that the tripartite51 meeting in Deauville represents the birth of a new Franco-German-Russian triangle,52 and from the political discourse in the three countries, it is likely that this alliance will take precedence over the greater interests of the NATO alliance.
But Europe’s core alone cannot be blamed for Europe’s divisions. Russia used similar RC strategies like it used in Germany and France in its natural gas negotiations with nearly every European nation. Mark Leonard argues that European Member States are already divided over their relationship with Russia, and Russia is already slowly emerging as the victor in its relations with Europe. To prove this point, Leonard divided the European Member States into five categories that differentiate each country’s partnership with Russia, particularly with regard to European policies: Trojan Horses, Strategic Partners, Friendly Pragmatists, Frosty Pragmatists, and New Cold Warriors:
”Trojan Horses” (Cyprus and Greece) who often defend Russian interests in the EU system, and are willing to veto common EU positions; “Strategic Partners” (France, Germany, Italy, and Spain) who enjoy a “special relationship” with Russia which occasionally undermines common EU policies; “Friendly Pragmatists” (Austria, Belgium, Bulgaria, Finland, Hungary, Luxembourg, Malta, Portugal, Slovakia, and Slovenia) who maintain a close relationship with Russia and tend to put their business interests above political goals; “Frosty Pragmatists” (Czech Republic, Denmark, Estonia, Ireland, Latvia, the Netherlands, Romania, Sweden, and the United Kingdom) who also focus on business interests but are less afraid than others to speak out against Russian behaviour on human rights or other issues; and “New Cold Warriors” (Lithuania and Poland) who have an overtly hostile relationship with Moscow and are willing to use the veto to block EU negotiations with Russia.53
While Europe’s core will continue to enjoy the benefits of good economic relations with Putin’s Russia,54 by signing long-term deals in the field of natural gas at the expense of the periphery,55 ”the countries in between”;56 the former ought to be reminded that Putin himself is keen on alluding to the Russian proverb: “friendship is friendship, but to each his own tobacco.”57 In other words, despite the economic partnership between the European center and Russia, the former must understand that economic alliances will only go as far as they contribute to Russia’s political grand strategic goals which, as we have seen in Chapter 2, depend on the weakening of NATO’s geo-strategic power, and on Russia’s control over its traditional sphere of influence.58
Source: author’s representation.
Table 4-1. Membership of European Nations
in EU and/or NATO.
AU REVOIR NATO CONSENSUS: HOW NORD STREAM AND SOUTH STREAM WILL
TRANSFORM THE CONTEMPORARY SECURITY ENVIRONMENT IN EUROPE
The fear of many policymakers, including Zbigniew Brzezinski59 and Senator Richard Lugar, is that European divisions in the field of natural gas between Old Europe and New Europe can and will ultimately express themselves geopolitically in divisions among NATO’s old and new members. These divisions are amplified by the unwillingness of many ECE countries to oppose Russia because of fear that Russia will use its monopoly of natural gas to ECE as an instrument of coercion that could slow economic growth, but also by the reluctance of many Western European countries to oppose Russia politically, for fear of losing the short-term economic benefits that Russia bribes them with. This being said, Germany, despite being the least European NATO member susceptible to Russian coercion, as shown in Chapter 1, will still support Russia’s policies as long as the short-term economic gains are ensured. In fact, because of the growing intensification of economic ties between Germany and Russia, Stephen Larrabee also expects that “Berlin is going to react cautiously to proposals that could lead to a deterioration of relations with Moscow. This will make the pursuit of a coherent transatlantic policy toward Russia much more difficult in the future.”60 Evidence of this is the recent UN Resolution 1973 (2011), which authorized NATO “to take all necessary measures . . . to protect civilians and civilian populated areas under threat of attack in the Libyan Arab Jamahiriya, including Benghazi.”61 The Resolution was adopted by a vote of 10 in favor to none against, with five abstentions: the BRIC countries (Brazil, Russia, India, China) plus Germany.62
But this economic relationship between Russia and Europe’s core does not diminish the importance of natural gas as an instrument of coercion. As we have seen in the data presented at the end of Chapter 1, the degree of dependence on Russian natural gas varies considerably among EU and NATO member states—with many ECE states completely dependent on Russian natural gas.63 That means that aside from Europe’s center, its periphery may ultimately be NATO’s downfall, because while Germany is unwilling to forgo the economic benefits it receives from Russia, a change in this policy will not cause the collapse of the German economy. However, if ECE countries like Bulgaria were to oppose Russia’s foreign policy objectives, a Russian natural gas embargo would collapse their economy within months rather than years—as illustrated also in Chapter 1 by the secondary effects of the Ukrainian 2009 affair on the Bulgarian economy.
This becomes problematic for the North Atlantic Alliance, particularly when we consider that “all NATO decisions are made by consensus . . . that has been accepted as the sole basis for decisionmaking in NATO since the creation of the Alliance in 1949.”64 Since it takes only one out of 28 NATO member countries to influence NATO’s decisionmaking process, and because many members’ economies depend on Russian natural gas, Russia can rest assured that NATO will not be able to adopt policies that will negatively affect Russia’s grand strategic interests. This is yet another reason why Russia must maintain a monopoly over the natural gas going to ECE, as was illustrated in the Ukraine case.
While many European and American policymakers see the problem, they are not willing to risk their political careers to take on a fight that is considered by many as “existentialist.”65 Ultimately, nothing will stop German, French, and Italian companies “from doing their own deals with Gazprom”;66 and without a common European energy strategy, nothing will stop Russia from controlling the flow of natural gas through its perceived sphere of influence. In fact, Russia’s deals with Europe’s center, particularly with regard to the Nord Stream and South Stream projects, will further ensure Russia’s monopoly of natural gas to ECE. As Edward Lucas explains it, “so far, the stage has been set perfectly for the Kremlin’s favorite tactic: divide and rule. Its success can be seen most clearly in the tale of two pipelines.”67
In this Russian stratagem, both the Nord Stream and South Stream natural gas pipelines are instruments of Russian state power that will decrease the geostrategic importance of many ECE NATO member states as transit countries for Russian natural gas to the West. By circumventing many ECE countries (see Figure 4-1), the two pipelines will allow Russia to better employ natural gas as an instrument of coercion in its sphere of influence, Europe’s eastern periphery, without attracting the criticism of Europe’s core—Germany, France, and Italy.68 This is particularly obvious in the case of Nord Stream,69 the undersea section of which was scheduled to be completed in mid-May 2011. This will not only isolate Ukraine further from Europe, but will also increase Russia’s influence over Poland, Slovakia, and the Czech Republic, which so far have successfully used their attributes as natural gas transit states to protect themselves against Russia politically.
Stream’s advantage for the Kremlin is clear. Russia’s two existing gas export pipelines to Germany go across other countries—Belarus and Poland in the north, and Ukraine, Slovakia and the Czech Republic to the south. That means that deliveries to Germany are hostage to those transit countries’ good will; put another way, if the Kremlin tries to punish those countries, it’s more important customers further west may suffer.70
Source: author’s representation.
Figure 4-1. Graphical Representation
of European Natural Gas Pipeline Politics.
Furthermore, Russia used Nord Stream as a “catalyst for increased Russian military presence and intelligence surveillance,”71 being protected by the Russian Baltic Sea Navy, whose new role gave Russia “an intelligence edge in the Baltic Sea concerning all air, surface, and sub-surface activities—especially around Estonia, Finland, Sweden, and Denmark, and NATO members’ military exercises.”72 Disturbingly enough, the project was supported by Germany, despite the dangers it represents for NATO, and even for Germany’s long term political interests in the European Union:73
Nord Stream is the child of the most notorious diplomatic alliance in Europe’s modern history, between the previous German government headed by former chancellor Gerhard Schroeder and Putin’s Kremlin. It was blessed with a secret €1 billion loan guarantee issued just days before the German leader left office—shortly to become the chairman of the pipeline consortium.74
The strategic narrative with regard to Russia depends on how Russia uses natural gas to shape European politics: By combining calculated decisionmaking methodologies (through the use of RC) with the power to inflict severe economic harm or to provide incentives through the monopoly on gas supplies, Russia is able to use the Caspian and Russian gas pipelines to Europe to act either as “umbilical cords,”75 whose disruption would prove devastating to any belligerent state’s economy, or as pots of honey for energy-hungry friendly nations. Ultimately, controlling the decisionmaking process in individual EU Member States through power pressure in the context of natural gas negotiations is reflexive control at its best. This proves that traditional tools of influence are still very much relevant in the contemporary security environment, and in Russia’s ability to weaken the NATO alliance.76
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CHAPTER 5
CONCLUSION
Europe risks being caught in an energy stranglehold by states such as Russia.1
Gordon Brown
A 2008 report by the Swedish Defence Research Agency (FOI) uncovered that Russia has threatened to disrupt or actually had disrupted natural gas supplies to countries in its near abroad 40 times since the fall of the Soviet Union—an account that does not consider the 2009 Ukraine gas dispute, and several additional threats to cutoff natural gas supplies to Belarus and Moldova over the past couple of years.2 Almost every time, the use of natural gas as an instrument of unilateral sanctions coincided with political differences between Russia—the sender—and the target state (which depended heavily on Russian natural gas). This monograph emphasizes that with the construction of the Nord Stream and South Stream natural gas pipelines, and unless alternatives to Russian natural gas are found, it is only a matter of time until Russia will use natural gas as an instrument of coercion against NATO member states.
Furthermore, this monograph agrees with Zeyno Baran’s argument that currently “there is still no European strategy to deal with a strong and determined Russia that uses control of energy supplies, transportation, and distribution to reestablish itself as a major world power.”3 As Richard Andres explained, “at best, Europe must live with continuing energy insecurity; at worst, a total breakdown of negotiations between the supplier and transit country could leave many European countries without heat or electricity.”4 Both options are unacceptable for a continent that houses most members of the North Atlantic Alliance, and member states that are most susceptible to this type of coercion, listed in Figure 2-4, must either address the dependency on Russian natural gas, or brace for the threat of a cold winter at one point over the next decade. Three feasible solutions to the main European vulnerabilities discussed in this monograph require further investigation by academia, industry, and policymakers.
First, the EU must consolidate its bargaining power in its natural gas negotiations vis-à-vis Russia.5 As underlined in Chapter 4, a divided Europe that does not have a common energy security policy, and a strong instrument to enforce it, is not only a weak Europe, but a household whose members represent a liability for the North Atlantic Alliance.6 Most countries of Eastern and Central Europe, Europe’s periphery, are vulnerable to Russia’s use of natural gas as an instrument of coercion, and they are bound to remain so without the support of Europe’s center—Germany, France, and Italy. While Russia can afford to disrupt natural gas supplies to individual countries because of the asymmetric interdependence in the trade of natural gas between these states and Russia, as discussed in Chapter 1 and represented in Figure 2-3, Russia cannot and will not use natural gas as an instrument of coercion against a united European front. The consolidation of bargaining power in Europe would underscore that, Russia needs to export its natural gas to Europe as a whole just as much, if not more than, Europe needs to import it from Russia.
Second, while costly to build, bidirectional natural gas pipelines7 between NATO member states in Europe represent the only way the North Atlantic Alliance can ensure that none of its member states will be bullied by Russia to break with the consensus when grand strategic policies are being considered. Without them, promises by NATO or by Europe’s center to protect ECE states, particularly the countries that are members of both NATO and the EU, from Russian coercion will be viewed as empty promises—as indeed such promises have proven to be in the past. Some limited progress has already been made in this field: “[T]wo projects, the Hungary-Romania and Hungary-Croatia interconnectors, were completed before the end of 2010. EEPR [European Energy Programme for Recovery] co-financing is also available for the Romania-Bulgaria and Bulgaria-Greece interconnector projects, making completion highly likely. A Bulgaria-Serbia interconnector also seems likely to materialize.”8
Lastly, alternatives to Russian natural gas, while expensive, will not only increase NATO and EU energy security, but will also pay off over the long term. The fuels of the distant future in Europe will most likely revolve around renewables, such as solar and wind, and even nuclear power (despite the Fukushima nuclear disaster and Germany’s decision to shut all its nuclear reactors by 2022) over the next decades (or until green power will be able to take on the electricity load) Europe will continue to depend “on gas for heating and some electricity, but the bulk of the supply comes from Russia, which hasn’t hesitated to use energy as a form of political blackmail.”9 The potentials of liquefied natural gas (LNG)10 and onshore deposits of shale gas in ECE are huge, and must be considered serious alternatives to Russian natural gas. Access to LNG supplies has already been proven to be a valuable way to increase Europe’s supply security as demonstrated during the 2009 Russia–Ukraine gas dispute:
Accounting for only around 10% of imports of gas in the OECD [The Organization for Economic Co-operation and Development] Europe region in 2008, LNG accounted for 24% of the short-term supply increase that was necessary to compensate for the shortfall in Russian supplies. This confirmed the “swing supply” potential of LNG and its very useful security of supply properties.11
Similarly, “natural gas from shale rock promises to provide cleaner, abundant energy”12 for ECE. However, while experts agree that shale gas “is out there, and it can be accessed,”13 this monograph also insists that the environmental issues surrounding fracking must be resolved before this alternative is considered.14
As it stands now, if Russia “refuses to provide gas or charges an unreasonable price, the consumer cannot quickly or easily turn to another source. The consumer state would have no choice but to accept the supplier’s conditions or go without natural gas, an option that is all but unacceptable for most.”15 This creates a situation that undermines the de facto power of NATO in the contemporary security environment, particularly vis-à-vis Russia, unless the dependency on Russian natural gas is promptly addressed.16
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