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Abstract
This thesis seeks to explain what triggered catBsissian energy aggression during

Vladimir Putin's presidency. Previous studies angtbject have largely focused on single
cases or a small sample of cases, whereas this tlasperformed a comparative multiple
case study on 13 cases of Russian energy aggressienen former Soviet Union republics
(Belarus, Estonia, Georgia, Latvia, Lithuania, Mold and Ukraine). The thesis addresses the
research question through an analysis of threethgges. The hypotheses are concerned with
whether economic interests, political consideratjar interest in energy infrastructure

triggered the cases of Russian energy aggression.

The comparative analysis shows that although edktinypotheses to a varying degree explain
two or more cases of Russian energy aggressiomnelkdtgve merit of the hypotheses shows
that interest in energy infrastructure is the syemt explanatory variable. Nine out of 13 cases
are primarily or secondarily explained by Russiaerest in energy infrastructure. The
dissolution of the Soviet Union left Russia ination where it no longer controlled the
distribution network of oil and gas exports to EpgoThe importance of oil and gas revenues
for the Russian economy increased throughout Butirésidency, which led the Russian state
to exert energy aggression on neighbouring counthimugh state-controlled companies in
order to acquire ownership in their oil and gasastructure.
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Chapter 1: Introduction

1.1  Theme and Motivations

The purpose of this thesis is to analyse casesis$§iRn energy aggression during Vladimir
Putin’s presidency. The research questiomhat triggers Russian energy aggression?
Russian energy aggression is in this thesis uratetsis Russian energy cut offs of oil and
gas supplies and threats of oil and gas cut.offse research question will be answered by a

multiple case study analysis.

After Vladimir Putin became president of the Rusdtaderation on New Year’'s Eve 1999,
Russian energy policy has had a markedly diffeoetibok than that of his predecessor Boris
Yeltsin. This thesis is built on an analysis ofcE3es of Russian energy aggression in seven
countries, all former Soviet Union republics (FSUhese are Belarus, Estonia, Georgia,
Latvia, Lithuania, Moldova and Ukraine, which amnsidered as ‘Russia’s sphere of
influence’ by Putin. Common to these countriesthedr dependency on Russian oil and gas
supplies, with little or no energy resources ofrtbevn. Their energy dependency on Russia
comes as a result of the Russian Republic’s roteeakub for oil and gas supplies to the other
republics in the Soviet Union. The FSU states ara gesult connected to the Russian pipeline
system, with limited diversification possibilitieBhe upturn in oil and gas prices during
Putin’s presidency has radically changed Russialée/fussia was weak politically and
economically under Yeltsin's presidency, the insezhenergy revenues have led to a
strengthening of the Russian state domesticallyistednationally. Russia under Putin has
acted far more assertively and aggressively in ptorg her interests. One of the tools
available to the Russian state has been to usmaigas deliveries as a foreign policy
leverage, where the state-owned pipeline monopGiesprom and Transneft have had an
important role. Putin has himself stated that Gaapis “a powerful lever of Russia’s
economic and political influence in the world” (Bigent of Russia 14 February 2003).

1.2  Purpose of the thesis

The purpose of this thesis is to generate new kexgd regarding Russian energy aggression.
Whereas previous studies have largely focusedrmiescases or a small sample of cses

this thesis will perform a multiple case study dage sample of cases of Russian energy

! Clarification of terminology: while both gas anataral gas is used in the literature, | have chéserse gas in
this thesis.
2| discuss previous studies in section 2.2.2.



aggression in order to see if there is a pattemhiat triggers it. The thesis takes the form of

a hypotheses-generating study in the sense thaepoies have previously been developed on
the subject. Without any established theoriesiiat serve as a starting point for this
analysis, this thesis will attempt to establish sgreliminary hypotheses. By analysing the
hypotheses, which will be presented in chapter th®thesis seeks to identify independent
variables that may explain the cases of Russiarggraggression. The thesis will also discuss
the relative merit of the hypotheses in chaptehteiBy discussing the ranking order of the
hypotheses, the thesis also contains an elemdryjpotheses-testing.

1.3  Why Study Russian Aggression?

Russia has the world’s largest gas reserves, andriently the second largest exporter of oil.
Oil and gas resources are among the basic comm®ditany society. When oil and gas
supplies are disrupted, it has important consegsefar the countries that are subject to the
disruption. The importance of stable oil and ggsp$ias gives the exporter a leverage that can
be exploited vis-a-vis the inflicted countries, ahis seen in Putin’'s own admission that
Gazprom is a powerful lever for the Russian st@tsidering the importance of Russia’s
role as an oil and gas exporter, it is therefoneartant to gain more knowledge regarding the
factors that trigger Russian energy aggressioih.elsonomic interests, political
considerations, or an attempt to acquire energgstfucture in the inflicted countries? These
guestions are the basis for the hypotheses thditrieturn to in chapter two.

1.4  Contributions of the Thesis

First of all, the main contribution of this theggo generate new knowledge regarding
Russian energy aggression during Vladimir Putiresigdency. Due to the lack of a
comparative multiple case study analysis of a lsayaple of cases of Russian energy
aggression, there is insufficient knowledge regaydhis topic. Second, the thesis can also
serve as a starting point for an analysis of cagtuesian energy aggression beyond Putin’s
presidency. January 2009 saw a repeat of the Ruigainian gas dispute of January 2006,
less than a year into Dmitry MedvedevV's presidefitye relevance of the thesis’ contribution
is also greater as Vladimir Putin has continuesketwe as Prime Minister in Medvedev’s

government.

% Not all cases of Russian energy aggression ahedied. | will deal with this question in chapterotw

2



1.5 Outline of the Thesis
Chapter two will discuss the multiple case studyhoe that is applied in the thesis. Besides

defining the case study method and discussing hanthesis is comparative in nature, it will
also discuss what type of case study the thebiased on and the strengths and weaknesses of
the method. Chapter two will also outline and déscthree hypotheses that will serve as the
starting point for the analysis later in the the€isapter three will provide the reader with an
empirical knowledge of the Russian oil and gasmsedthe chapter will begin with an outline
of how Vladimir Putin established the power-vertigad his view on energy policy. Next, |
will outline the development in ownership and coh&ind the renationalisation of the Russian
oil and gas sector, and then turn to an outlind@fRussian pipeline system and the
importance of oil and gas revenues for the Russtiatie. Next, chapter four will outline three
policy documents that can contribute to the undeding of Russian energy aggression. The
three policy documents are the 2000 Russian Ndtieeeurity Concept, Russia’s Foreign
Policy Concept, and the Energy Strategy of Russidhie Period up to 2020.

Chapter five covers the major issues that concessid’s relationship with the seven
countries that have been subject to Russian ersggnession. The purpose of the chapter is
to provide the reader with a more intimate know&dfjissues that may have triggered the
cases. Next, the 13 cases of Russian energy aggrea#l be outlined in chapter six. The
focus will be on how the cases of Russian energyesgion unfolded, and on which
proposals and statements were made during theiaBgios. Chapter seven will then turn to
the hypotheses presented in chapter two, and antilgsl3 cases of Russian energy
aggression based on the information in the pregechapters. The purpose of chapter seven
is to see if there is a pattern in what triggeesdases of Russian energy aggression. Finally,
chapter eight will summarise and present the madirfgs of the analysis. The chapter will
also discuss the relative merit of the hypothesed,discuss the limitations of the findings

and elaborate on future studies on the subject.



Chapter 2: Research Design

2.1 Introduction

The main purpose of this chapter is to outline disduss various aspects of the case study
method and to outline and to outline and discusshiee hypotheses in the thesis. The
chapter will begin by defining the case study mdtremd will then discuss how this thesis is
comparative in nature. Next, | will clarify whatpty of study this thesis is. | will also discuss
the strengths and weaknesses of the case studganetid then briefly discuss the thesis’
data sources. Finally, the last part of the thedlgresent the variables in the thesis, and then

outline and discuss the hypotheses.

2.2  The Case Study Method

Gerring defines a case study as “an intensive sbfidysingle unit for the purpose of
understanding a larger class of (similar) unit€¥q2: 341). A case is here understood as a
“spatially delimited phenomenon (a unit) observed aingle point in time or over some
period of time” (Gerring 2007: 19). Whereas a cstsely entails an intensive study of one
case, this thesis includes seven different coumnthiat have been subject to Russian energy
aggression; hence it isnaultiple case studyl'he multiple case study shares the same
characteristics as the case study, but is diffédremt a cross-case analysis. Gerring notes that
the distinction between case study and cross-t¢adg s a matter of degree: “The fewer
cases there are, and the more intensively thegtadéed, the more a work merits the
appellation “case study” (Gerring 2007: 20).

2.2.1 The Case Study Method as a Comparative Method

Ragin notes that comparison provides a basis faking statements about empirical
regularities and for evaluating and interpretingessi (1987: 1). Comparison enables us to
identify similarities and differences that are Witaunderstanding, explaining, and
interpreting historical outcomes and their sigr@fice. The comparative method may be
narrowly defined as analytical strategies thatumedl in situations with few cases and
potentially many explanatory variables (Jdsterudld@@ann and Pedersen ed. 2004). While
the case study method is not considered as ot aftmparative methods pef seijphart
stresses the importance of the case study methad@sparative method, which brings me
to the reason behind the comparative nature otliesis. First, while the cases are initially

* Lijphart (1971) identifies the comparative methtbtk experimental method, the statistical methatithe case
study method as the basic methods of establislengrgl empirical propositions.
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analysed separately in order to see what triggiiedases of Russian energy aggression, the
cases are also analysed together in order to Heerd is a pattern in what triggers Russian
energy aggression. Furthermore, after having caleduhe analysis of the hypotheses,
chapter eight will discuss the relative merit oé thypotheses in order to reveal which of the

hypotheses has the greatest explanatory power&gtrds to Russian energy aggression.

2.2.2 What Type of Case Study?

This thesis has come to fruition due to a lack obmparative analysis of a large sample of
cases of Russian energy aggression during Vladiotin's presidency. The common practice
so far has been single case studies or small sazapéestudies, and no theories have been
established that attempts to explain energy aggresSoldman (2008) and Lucas (2009)
look at how Russia has used the energy weapon dswezighbouring countries. However,
Goldman’s and Lucas’ approach is not comparativeatnre, and their focus is primarily on
recent cases of Russian energy aggression. Laf3806) focuses on Russia’s foreign energy
policy, with a special focus on Russia’s relialitits an energy supplfeiSince Larsson’s
report was written in 2006, it only encompasseggeut of the 13 cases included in this
thesis. The Russian-Ukrainian gas dispute in J32@06 has been subject to the greatest
attention in the literatufe Furthermore, Bruce (2005) has studied Russiasejationship

with Belarus, and emphasises Gazprom’s intereBeifiransGaz as an explanatory factor for
the cases of Russian energy aggression towardeuBeéte2002 and 2004The respective
authors’ views on the cases of Russian energy agigrewill be discussed as | turn to the

analysis in chapter seven.

Although the case study method cannot provide #seslfor a valid generalisation or the
rejection of an established generalisation, Lijpka®71) states that “case studies can make
an important contribution to the establishmenterigral propositions and thus to theory-
building in political science” (1971: 691). Lijphayperates with six ideal types of case
studies, where one of them is the hypothesis-géngrease study Lijphart states that the

® Larsson does not only focus on oil and gas supiiet also how Russia’s electricity monopolisttedi
Energy System has been used in a similar way t@@arand Transneft.

® Goldman, Larsson and Lucas discuss the Ukrairdar,@nd note the connection between Ukraine’dysupp
disruption and Ukraine’s ‘defection to the WestaBazprom’s interest in Ukraine’s pipeline system.
Moreover, several single case studies have aldgsaubthe dispute, such as Stern (2006) and Kardn a
Bukkvoll (2007).

" Main (2006) and Stern (2007) also analyse casBsiséian energy aggression towards Belarus.

8 The other five case studies are atheoretical simskes, interpretative case studies, theory-cmiriig case
studies, theory-infirming case studies, and dewast studies.

5



objective of hypothesis-generating case studié® idevelop theoretical generalizations in
areas where no theory exists. Such case studied great theoretical value” (1971: 692).

This thesis will contain an element of hypothessrating in the sense that no theory has
been developed on the literature of energy aggres¥he lack of theories on the subject
explains why no theory chapter is included in thissis. A more fruitful approach will be to
discuss and clarify hypotheses. | will discussaat®n 2.5 how the hypotheses have been
established. Those hypotheses will attempt to ifjeindependent variables that may explain
Russian energy aggression. Moreover, since thestimeshapter eight will discuss the relative
merit of the hypotheses, it can also be said téano@n element of hypothesis-testing. The
thesis will not be hypothesis-testing in the megrahtesting already established theories on
new empirical data, where hypotheses are eithectezj or found significant. Instead, it will
be hypothesis-testing in the sense that the thekidiscuss the hypotheses’ ranking order in
order to see which of the hypotheses have theagkeexplanatory power. When the analysis
suggests more than one hypothesis may explairaseeaf energy aggression, | will operate
with primarily and secondarily explanation. Althduthe thesis includes a relatively low
number of cases, and cannot compare to large-Nthgpis-testing studies, the thesis’
findings will have a high validity with regards ¢aplaining what triggered cases of Russian
energy aggression in Vladimir Putin's presidendys Will be a first step towards evaluating
Russian energy aggression based on what the 18 lsage in common, which in turn will
allow me to draw a conclusion on the thesis’ redeguestion.

2.2.3 Strength and Weaknesses of the Case Study KMetl

Gerring has identified ten trade-offs that are rehein case studies relative to large-N cross-
case studies. However, | will only discuss eightheim due to the uncertain nature of the last
two trade-offé. The eight trade off are divided into two categsrifour concerning research
goals, and four concerning empirical factors. Tdéspective trade-offs are summarised in
Table 1 on the next page, and will now be discusseelation to this thesis.

The first trade-off concerns whether the thesahgpothesis-generating study hypothesis-
testingstudy. | have already discussed in section 2i#&aPthis thesis contains an element of
both hypothesis-generating and hypothesis-testiogvever, it would be wrong to categorize

° Gerring openly admits the uncertain nature oftitelast trade-offs. The trade-offs concernedcanesal
complexityandstate of the fieldThey are identified as two additional factors rehme affinity is indeterminate
with regard to the case study method or the crass-study method.

6



my approach as a clear example of either apprdaetring notes that many of today’s classic
studies were born from the introduction of a neeaigvhich has since been subject to
rigorous analysis, although the initial study may cover all relevant aspects. Gerring argues
that case studies have a natural advantage inrexptyg studies, while large-N studies allow
for more rigorous testing of already establishepdtlgeses. Hence, while the thesis has an
exploratory nature in the sense that it will anali@issian energy aggression on the basis of
three preliminary established hypotheses, it idbacontain an element of hypotheses-testing

as it discusses the relative merit of the hypothese

Table 1: Case Study Method

Affinity

Research Goal Case Study Cross-case Studly
1. Hypothesis Generating Testing
2. Validity Internal External
3. Causal Insight Mechanisms Effects
4. Scope of proposition Deep Broad
Empirical Factors
5. Population of Cases Heterogeneous Homogeneous
6. Causal Strength Strong Weak
7. Useful Variation Rare Common
8. Data Availability Concentrated Dispersed

Source: modified version of table 3.1 in Gerrin§q2: 38).

The next trade-off concerexternal and internal validityHigh internal validity is achieved
when the findings have a high validity for the sdéanmnder study, while high external validity
is achieved when the findings can be transferredlémger population. Since this thesis is
concerned with explaining a large sample of ca$é’issian energy aggression under
Vladimir Putin's presidency, it can be said to havegh internal validity for the sample in
guestion, but a low external validity as the firghrcannot be generalised to all cases of

energy aggression.

The third trade-off deals wittausal insight Gerring notes that “Case studies, if well
constructed, may allow one to peer into the boganfsality to locate the intermediate factors
lying between some structural cause and its puedaatfect.” (2007: 45). Gerring does not
exclude the possibility that case studies can bd tss discover causal effects, but concedes
that case studies are commonly used to uncoveakagethanisms. This is also the case of
this thesis, as it describes the causal mechanisplay as it questions what triggers Russian



energy aggression. The fourth trade-off concerasc¢hpe of the studyhether the study is
extensive or intensive. The case study method aitlglinvolves an intensive study of the
cases. Ultimately, Gerring asserts that this ti@ffleoncerns “knowing more about less, or
less about more” (Gerring 2007: 49). This thesisnged in time as only cases of Russian
energy aggression during Vladimir Putin’s presideaie included. Moreover, a lack of
literature on a small sample of cases of Russianggraggression early in Putin’s presidency
renders them difficult to analyse, and they ara essult not included in the thesis. Only those
cases that are possible to analyse have been @tfudithough not all cases are included in
the thesis, the great majority of cases are. Furthiee, the sample of cases is large enough to
make a vital contribution to the understanding ag&tan energy aggression.

The next four trade-offs deal with empirical fastofhe fifth trade-off addresses the nature of
the population of casesvhether they are heterogeneous or homogeneousngsrotes that

the population of cases largely comes down todetf between numbers of observations
and number of variables. The larger the populadiocases, the less likelihood they are
comparable due to their heterogeneous nature. djilgtion of cases in this thesis is
homogenous, as the cases have been selected depiredent variable. No ‘negative cases’
of Russian energy aggression is included, as ildvo@ impossible to define what a negative
case of Russian energy aggression is. The thggsbach resembles in this manner the
approach in most different systems design (MDSD)clvis based on Mill's method of
Agreement. The method of agreement identifiesnatlances of a phenomenon, and attempts
to determine which of the causal variables is amtstll in all cases. The method suffers from
multiple causation, as it fails to explain whenesaV factors may explain the outcome in the
dependent variable (Ragin 1987 and Landman 200 sixth trade-off concerns thausal
strength whether the relationship between variables aterdenistic or probabilistic.
Deterministic is here understood as X is assumdx taecessary and/or sufficient for Y’s
occurrence. Probabilistic, in turn, relates to ésevhere X is assumed to lead to the
occurrence of Y. The nature of this thesis is efltiter variant. The findings can hardly be
said to be of a deterministic character due tactimplexity of the cases and numerous
variables. | will instead argue that the thesistdfngs are probabilistic as itligely that the

variables | have identified have triggered the sadeRussian energy aggression.

1% The lack of literature on the cases can be prignexplained by the lack of interest for earlieses of Russian
energy aggression.

8



The seventh trade-off deals withriation of evidencé&rom available cases. Gerring notes that
case studies are common where evidence and prekmouwdedge are rare. The lack of
established theories and the lack of comparatieealiure on a large sample of cases of
Russian energy aggression make the case studyoteuseful method of analysis for this
thesis. The eighth and final empirical trade-officernsdata availability The case study
method is best suited when the available datalisaind where it is not possible to code the
data into single numbers such as in large-N studiethe case study contributes to new
knowledge and clarification of the topic at harids tmay in turn make a large-N study more
plausible at a later stage. This is the case ferthiesis, as | have already established the lack
of literature on the subject.

2.3 Data Sources
The data sources for this thesis are threefoldkdaod articles, reports and papers, and

internet resources. The majority of the literatisrderived from internet articles, most
importantly from internet journals like Eurasia yavlonitor and RFE/RL, due to the large
amount of information that has been needed tocseiffily cover the 13 cases of Russian
energy aggression.The internet articles have baeuable in terms of providing facts
regarding coverage of political events and as acsofor statements and other pieces of
information that are important for the understagd the cases. Another aspect with regards
to the sources is the linguistic limitations. Sihek not possess knowledge of the Russian
language, | have had access to primary sourcegdri&. | have as a result had to rely on
translated versions of the three policy documdmsitoutline in chapter four. Nor have | had
access to academic articles and news sources gidRyus/hich means that | have had to rely
on Russian-based English-written sources like Banaaily Monitor and RFE/RL.

2.4  Observations and Variables

This thesis rests on an analysis of 13 observa{idrd3) in seven countries. Observations
may also be referred to as the units of analydms;hwin this thesis are specifiases of
Russian energy aggressidrhave already noted that Russian energy aggmessdefined as
cut-offs of oil and gas supplies and threats ofaftg of oil and gas supplies. The cases of
Russian energy aggression are limited in time ndg @cases identified during Vladimir
Putin’s presidency are included in the thesis. ddwntries were selected on the basis of
whether or not they were targeted by Russian ersggyession. Based on this procedure,
some cases were omitted from the thesis. | haeadyrnoted that the thesis is non-
exhaustive since not all cases of Russian energreagion are sufficiently covered in the

9



literature for them to be analysed. Consequentiavie omitted an incident in Georgia in
January 2006, when two Georgian pipelines were blogrby TNT explosions. The literature
on the incident is inconclusive, although severalygsts seem to agree that it is not a case of
Russian energy aggression. | have also omitted Alaxfeom the analysis. While Armenia
was offered a lower gas price in return for enendpastructure, Gazprom’s offer was not
combined with a supply threat, hence the exclusiofirmenia from the analysis.

As | now have identified the units of analysigsitime to turn to the variables in the thesis.
Gerring notes that “A single observation may beanstbod as containing several dimensions,
each of which may be measured as a variable” (2B0)/:Landman defines variables as
“those concepts whose values change over a giveaf gaits” (2003: 17). Variables are
divided into dependent and independent variables.dependent variable refers to what the
researcher is trying to explain, which in this thes what triggers Russian energy aggression;
hence, thelependent variable is Russian energy aggressmtependent variables are those
factors which supposedly explain the dependentiséai The purpose of this thesis is to
identify which of the independent variables that e&plain what triggers Russian energy
aggression. | will now present the independentaldes. The background for why they are
included will be dealt with as | outline and dissuibke hypotheses:

1. Economic interests.

2. Leaving Russia’s sphere of influence.

3. Interest in energy infrastructure in targeted state

2.5 Hypotheses

| will now present the three hypotheses in thisidhéhat will serve as the starting point for
the analysis in chapter seven. With each of theethiypotheses, | will begin with a discussion
of how the hypotheses were conceived. Common Foinrgle hypotheses is their inductive
nature, as the hypotheses have not based on akstahlished theories. Next, all three
hypotheses will also be discussed in a contextderato provide the reader with more

information regarding the background of the hypsése

2.5.1 H: Russian companieswill exert energy aggression due to economic interests

Hiis based on explanations used by Russian statéatgfand Russian energy company
officials to explain cases of Russian energy aggoes The hypothesis states that Russian
companies will exert energy aggression due to eoanoterests, and the argument in this
hypothesis is that Russian energy aggression oatueses where Russian companies are not
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successful in defending their economic interesten@mic interests are here understood as a
stop to subsidising countries with cheap gas bydhcing market principles, collecting
energy-related debts, and using energy aggressiarpeetext for seeking lower tariffs and
taxes in transit countries. Russia had since tsgotlition of the Soviet Union provided the
FSU states with markedly cheaper gas than Westammpgan countries. Russia’s practice of
subsidising FSU states changed in 2004, when Gazptated it wanted to change to a
market based pricing systémRussia’s new policy became particularly evider2®05 when
the FSU states’ gas contracts for 2006 were ndgdtidlexei Miller stated in December
2005 that Gazprom applied market principles to f@kign partners without exception”
(RFE/RL 12 December 2005). Moreover, Transneftdtss opted to stop oil exports citing
too high costs using the FSU states’ oil termin@fansneft halted Ventspils Nafta’s oil
shipments in 2002-2003 on the pretext of too haghifs using the terminal.

2.5.2 H: Russiawill exert energy aggression towards countries that leave its sphere of
influence
H, is conceived on the basis of what Russian polagudnents state and what Russian
officials have said with regards to foreign polioyerests. The argument i li$ that
countries that ‘leave Russia’s sphere of influeneid’be punished by Russian energy
aggression. Before | turn to the reasoning behislrypothesis, | will clarify what is
considered Russia’s sphere of influence and hoavitey Russia’s sphere of influence’ shall
be perceived. Russia’s Foreign Policy Concept (F&ps that the Commonwealth of
Independent States (CIS) is Russia’s highest farpd@icy priority, and Putin stated in 2003
that “we see the CIS area as the sphere of odegitanterests” (President of Russia May 16,
2003). Countries that leave Russia’s sphere aienite are understood as CIS states seeking
political/economic, and/or military cooperation witther countries than Russia, or countries
that fail to make any progress in establishingogaei relationship with Russia. Leaving
Russia’s sphere of influence is also understoanbastries seeking to decrease their
economic dependency on Russia, particularly byngithe EU.

Russia is especially wary of FSU states seekidgsecrelationship with NATO and the
United States, as they are considered securitgtithte Russia. Russia’s National Security
Concept (NSC) is above all concerned with Russia&ward expansion, which by 2004 had

1 Market based pricing system is here understoddeasame price as Western European countries pay.
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brought three FSU states into the organisafioviktor Yushchenko, who was elected
Ukrainian president in December 2004, expressadtarest Ukrainian NATO membership,
after which Russian authorities warned Ukraine ihabuld have consequences for her
relationship with Russia. Russia’s Foreign Minissergei Lavrov said that while Russia
would not obstruct Ukraine’s right to choose itsxgpartners, Ukraine could not rely on
privileged economic relations with Russia (RFE/Rlatuary 2005). Moreover, the FPC
states that NATO'’s guidelines do not coincide amehetimes contradict Russian security
interests. The United States is also considereatarsy threat due to its unipolar actions at
the international stage, and for oversteppingatsiolaries and meddling in other countries’
affairs. Russia has been particularly criticalhef United States’ support to the coloured
revolutions in Georgia and Ukraine, and for provgdmilitary support to Georgia. The FPC
also emphasises a good-neighbourly-belt aroundi&ushich is considered important for
Russia’s political stability (Ministry of Foreignffairs of the Russian Federation 2000 and
President of Russia 10 February 2007). The FPEssthat “Russia must be prepared to
utilize all its available economic levers and reses for upholding its national interests”
(Ministry of Foreign Affairs of the Russian Fedeoat2000). Russia’s greatest economic
leverage is its oil and gas resources, which hé&rincreased by many of the FSU states’
dependency on Russian oil and gas deliveries. Natcpcan function without adequate

energy supplies, which renders control over eneeggurces a powerful leverage.

2.5.3 Hs: Russian companieswill exert energy aggression in order to acquire energy
infrastructure
Hs has been generated on the basis of Russia’s depandn independent countries for its
oil and gas exports to Europes states that Russian companies will exert energyesgion
in order to acquire energy infrastructure. Energsastructure is here understood as oil and
gas pipelines, oil refineries, and terminals usedfl exports. The Russian economy has
experienced a strong growth during Vladimir Putprasidency, which can be largely
explained by Russia’s increased revenues fromnalilgas exports during his tenure, above all
oil and gas exports to Europe. Although gas exgorisurope only constitute one-third of
Gazprom’s gas exports, roughly two-thirds of Garpeorevenues come from the European
market. If we take a look at Map 2 on p. 23, wd 8ek that oil and gas exports to Europe
have to be transported through pipelines in inddpenhcountries, or be shipped through oil
terminals in the Baltic States. The pipelines H&ate as Russia’s main export channel for oil

12 The Baltic States became members of both NATOte@dEU in 2004.
12



and gas exports to Europe were formerly part otititary pipeline system owned by the
Soviet Union. However, the dissolution of the Staion saw the newly independent
countries acquire ownership of pipelines and ottvens of oil and gas infrastructure on their
soil. This has left Russia in a situation wheréoies not control the distribution network, nor

does Russia possess enough refining capacity oits

Being dependent on foreign countries for energyesas considered problematic for Russia.
Russia’s energy strategy highlights Russia’s exgbitity as important for Russia’s economic
safety. Moreover, it calls on “state and privatétes to exert pressure on regional states to
ease Russia’s access to the international mari@tslberg 2007: 98). The dramatic upturn in
oil and gas prices after the turn of the centuly fv@ved extremely important for the Russian
economy. While the oil price at the time of the &as financial crisis in 1998 was 11.19
$/barrel, it had increased to 106.95 $/barrel atetind of Vladimir Putin’s presidency in 2008.
However, these prices are on the international etadnd both Russian oil and gas is sold at
below market price in RussiaHence, export safety is vital for the Russiamecny. The
pipelines have also been a source of blackmaitlagitl for Russia. Overland argues that “the
country where the pipeline is located will ultimigtbave the power to do things with the
pipeline” (RFE/RL 10 January 2007). By acquiring thstribution network, including oll
terminals, Russia secures its oil and gas expoiEstope as no foreign countries may disrupt
the exports. Moreover, Russia’s oil revenues wautdease if a larger share of Russia’s oll
production was refined by Russian oil refinerieahifa notes that “By acquiring upstream
assets, refineries and sales outlets abroad, Russmpanies have achieved better control
over foreign markets and demand, processing oiieir own refineries and selling the
products via their own petroleum stations” (200%). 1

13 See section 3.6.3 for detailed information regagdRussia’s dependency on oil and gas exports.
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Chapter 3: The Russian Oil and Gas Sector

3.1 Introduction

This chapter will serve as an empirical backgrocimapter on the Russian oil and gas sector
that will provide information which will contribute the understanding of the analysis in
chapter seven. | will start with a discussion regag Vladimir Putin’s achievements as
Russian presidents and his view on energy poligyll also briefly discuss the presence of
the siloviki in Putin’s administration. Next, | wdeal with the implications of the
privatisation of the Russian economy that took @ldaring the 1990s, and the
renationalisation process of the energy sectorwstiarted with Putin’s crackdown on Yukos
in 2003. The majority of the cases of Russian gnaggression have taken plaadfterthe
Russian state consolidated its control over theggrngector. | will then turn to the Russian
pipeline monopolies, and discuss how pipelinesbeansed as a power instrument. Twelve
out of 13 cases of Russian energy aggression lesame dxecuted by exerting pipeline
pressure by cutting or threatening oil and gas lsesad=inally, the last part of this chapter
will be devoted to outlining the extent of Russiailsand gas resources, and a discussion of

the importance of oil and gas exports for the Ruseconomy.

3.2 Vladimir Putin

As this thesis is concerned with cases of Russiarngy aggression during Vladimir Putin's
Presidency, it is natural to provide a brief owtlof Putin’s policies and his view on energy
policy. Putin was a largely unknown entity whenbdeeame acting president following Boris
Yeltsin’s resignation as Russian president on Near$ Eve 1999. Putin was subsequently
elected president of the Russian Federation in M2@©0. Boris Yeltsin had been elected
elected president of the Russian Soviet Feder&waalist Republic (RSFSR) in June 1991
while Russia was still under Soviet rule. Yeltsinide as Russian president was a
troublesome period in Russia’s history. Russia B&peed the August 1991 coup d’état
staged by communist putschists, the violent digsmiwof the Supreme Soviet and the
Congress of People’s Deputies (CDP) in October 1888 Chechen wars (1994-1996 and
1999-2000), and the Russian financial crisis in #81dl998 (Sakwa 2002). Russia’s standing
on the international stage in this period was sdyaveakened, and the country was no
longer a powerful actor. Unable to demonstratdfigsean attractive partner, several of the
FSU states turned to Europe for support despitsiRusttempts to keep them close to
Russia. While Yeltsin's policies and demeanour balclosely linked with the troubled the

14



Russian state experienced during the 1990s, Pytirsdency will be synonymous with the
resurrection of the Russian state in the 2000snBdirst move was to strengthen the Russian
state. This task was largely completed by 2003,wieeturned his attention to the energy
sector.

3.2.1 Establishing the Power-Vertical

Vladimir Putin started working in Boris Yeltsin’sgsidential administration in 1996, and was
appointed head of the FSB, Russia’s security seruicJuly 1998. Putin then became Russian
Prime Minister in August 1999 after several leaditigssian politicians had not been deemed
fit by Yeltsin to succeed him as president. Pubiorsemerged as the leading presidential
candidate, and received high approval ratihgsfter Yeltsin’s resignation as president of the
Russian Federation on New Year’'s Eve 1999, Putwveseas acting president until the
presidential election was held in March 2000. Trerdh 2000 saw Putin elected Russian
president with 52.94 percent of the votes. Thetipalilandscape when Putin was elected
president had a completely different outlook tHamdne Yeltsin governed in. While Yeltsin
had to deal with a severely fragmented Duma, tle&ihyeorchestrated December 1999 Duma
elections saw the formation of a parliamentary itoal supportive of Putin. The December
2003 election further enhanced Putin’s parliamegrsapport as his bloc won a two-thirds
majority in the Duma. These election results prediePutin with the power to oversee radical
changes in Russia (White in White, Gitelman andwaR005).

Putin’s first task as the new Russian presidenttavasrengthen the Russian state. Yeltsin's
tenure had seen Russia become a weak and fragj#e domestically and internationally, and
Putin considered a strong centre as vital for @s¢aration of the Russian state. Regional
leaders had under Yeltsin gained strong indepermdfeam central powers, and Sakwa notes
that several regions had by the end of Yeltsimsite made sovereignty claims vis-a-vis
Moscow. Chechnya is the most prominent case ofssiRn break-away region. Russia and
Chechnya had already been at war once followingRinga’s declaration of independence in
November 1991, and Putin initiated the Second GiredMar in August 1999. Putin also

14 Sakwa points to several factors for Putin’s emeegethe Second Chechen War, which unlike the first
Chechen war proved popular in the Russian populagio unprecedented power over policy-making his
predecessors did not enjoy as Prime Minister; evdnioecovery due to higher oil prices; and Putin’s
appearance as someone who would be able to ré@tissta’s national dignity (Sakwa 2008).
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eliminated unofficial and official asymmetry in fedl-regional relatiorts, and created seven
federal districts led by presidentially appointe@resentatives which serve as an
administrative layer between the federal centrethadegion¥. Putin has also adopted a bill
which allows the Russian president to dismiss magjiteaders that violate regional laws, and
used the Beslan tragedy in 2004 as a pretext hemalaw whereby regional leaders now will
be appointed by the presidéhfThe Russian media has also been subject to peefsom
Russian authorities. Following Putin’s crackdowrtlea oligarchs, which | will discuss in
section 3.3, the Russian state and state-ownedaigagpacquired ownership in all three
nationwide television networks (Goldman 2008).

3.2.2 The Putin Thesis and Putin’s view on the rolef Energy

Vladimir Putin wrote in 1996 a PhD dissertatiotetit “Mineral Raw Materials in the Strategy
of Development of the Russian Economy” while stadyat St. Petersburg State Mining
Instituté®. Although Putin is credited with writing the thesDlcott questions whether Putin
himself has written the dissertation as he atithe tvas a senior official in Yeltsin’s
administration’.However, as Olcott argues, “Whether or not Putiateit himself, he
obviously authorized its publication in his namel @o subscribed to its contents. He
endorsed the contents with knowledge of his palitiature” (2004: 17). Putin’s thesis
emphasises the role of the state in the energgrsextd argues that “state planning must be at
the core of Russia’s resource management” (Ol@fi217). Putin further writes that “the
state has the right to regulate the process dd¢heaisition and the use of natural resources,
and particularly mineral resources” (Olcott 2009). Private companies must consequently
act within the framework provided by the staterisk losing their assets if they do not. While
Putin’s thesis provides support for private owngrstnd seeks a level playing field between
private owners, Putin argues there should notlbgeal playing field between the state’s
interests and private interests. The state’s isterghould always be the most important, and
the state should act in society’s interest.

!5 Unofficial asymmetry is the adoption of constituis and legislations that violate the Russian doiish and
federal law by regional authorities. Official asymtny was legislation sanctioned by Yeltsin thatated the
Russian constitution and federal law (White, Giinand Sakwa 2005).

16 Stoner-Weiss regards this as problematic, asé#mnplacing appointed presidential representatiigiser in
the political-administrative hierarchy than electgavernors and presidents of regions” (2006: 109).

7 Although regional legislatures must approve thediate, the president can appoint the regional faraa
period up to six months and dissolve the regioegislature by decree if the presidential nomineejected two
times. So far no presidential nominees have bgenteel by regional legislatures (Sakwa 2008).

18 putin’s actual dissertation is not publicly avaiég but Putin published an abstract of the thiesi€©99.

19 Olcott notes that “In both Soviet and Russian fitacit is common for others to write in the naafideaders
(2004: 17).
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Although the thesis emphasises a strong presentteststate within the natural resource
sector, Putin does not want full state control, dngiues instead in favour of a mixed system
with state and private ownership (Olcott 2004 awdt@an 2008). Putin links the strong state
presence in the mineral sector with Russia’s firerstability, and argues that control over
Russia’s natural resources is vital to achievetds&. Putin also sees natural resources as a
guarantor for Russia’s international position, andposes to use energy to advance the
country’s interests. Putin also argues that Rusémérests are best served by a restructuring
of the economy: “The process of restructuring thomal economy must have the goal of
creating the most effective and competitive compsuioin both the domestic and world
markets” (Goldman 2008: 97). Putin spends thepastof the thesis on the creation and
strengthening of national champions within theaoil gas sector. National champions are
large companies that should put the promotion efstiate’s interests over profit
maximization. The state should preferably own mbes 50 percent in these companies, but
could with the right type of guidance and presh@@redominantly privately owned
(Goldman 2008 and Olcott 2004).

Several statements made by Putin further clargywiew on the importance of energy for
Russia’s economy and the role of the state withénenergy sector. Putin stated at a National
Security Council meeting in December 2005 that “phesent and future prosperity of Russia
depends directly on the place we occupy in theajlehergy context” (Legvold 2008: 14).
Putin made the same kind of acknowledgement ofggmes the engine in Russia’s economic
renaissance in January 2006: “Our welfare at ptesah to a degree, in the future directly
depends on the place we will take in the globatgneontext” (Financial Times 3 January
2006a). Likewise, Putin stated in 2006 that “if @wuropean partners want us to let them into
the holy of holies of our economy, namely the gnsegtor [...] we expect something in

return regarding the most critical and importamaarof our development” (President of
Russia 25 May 2006a — italics added).

3.2.3 The Siloviki

The most influential faction in Vladimir Putin’s ggidential administration was the siloviki.
The siloviki are politicians and businessmen whmemwnly have a background from the
KGBJ/FSB or the armed forc® Several leading Russian politicians and businessaran

20 Bremner and Charap (2006) also note that peopie @utside the security and armed forces are called
siloviki. They are in these cases termed silovédgduse they share similar political views and ammompolicy
agenda.
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considered siloviki. Igor Sechin served as DeputieCof Putin’'s administration, and is the
CEO of the state-owned oil company Rosneft; Iganbx served as Russian Foreign Minister
until 2004; Sergei Ivanov served as Russian Deféfioester until 2007; and Sergei
Bogdanchikov, the former CEO of Rosneft, serveBiesctor General of Gazprom Nett.
Members of the siloviki also head several critieal enforcement agencies and serve as
board members in state-owned companies like GazprahTransneft (Bremner and Charap
2006 and Van Bladel 2008). Khrystavenko estimdias 26 percent of the Russian elite are
siloviki, and that the figure had increased dumhdin’s two terms as president (RFE/RL 20
December 2006).

Bremner and Charap (2006) have identified five a@laes of the siloviki, but | will only
present two of them due to the scope of the thBsesanner and Charap argue that the siloviki
are economic nationalists who see Russia’s natesalrce as the property of the Russian
people, and that the state should control evergasyf resource exploitation. Van Bladel
argues that that the siloviki seek to create lama@nal companies that will “serve as the
main engine driving the economy and as a leveatk lip a more assertive foreign policy”
(2008: 79). The second value concerns the sila/dew of Russia on the international stage.
Bremner and Charap argue that the siloviki seekdb®ration of Russia on the international
stage. NATO and the United States are considerirat security threats to Russia that
“actively undermine Russia’s sovereignty and ultehawould like to force the collapse of
the Russian state.” (2006: 89). The siloviki alsmivRussia to regain the respect the Soviet
Union had, and seek to reintegrate the FSU statesRmssia as much as possible. Van
Bladel argues that “It is in the sphere of foregplicy that thesiloviki want to achieve the
most domination. Since they see a growing numbeivals threatening the country from all
sides, they rely on the Soviet idea of strengthgtie heartland by creating a buffer zone
around the country. [...] Th&lloviki want to have influence over the Near Abroad artsl CI
countries, if not by exerting military power, thiey supplying raw materials, regulating visas,
maintaining military personnel and bases, and adiimtg ethnic groups on the territory of the
Russian Federation” (Van Bladel 2008: 79-80).

3.3 Ownership and Control
Property rights in Russia have been troublesoméh®past twenty years. Boris Yeltsin
initiated as Russian president a large privatisgpiacess which saw most of the oll

companies end up in the hands of a new group ctidedligarchs. The privatisation process
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of the 1990s was reversed in Vladimir Putin’s pteacy, and the Russian state now has a
strong presence in the oil and gas sector. Balnaaasglies that the increased state control of
the oil and gas sector has “greatly increased dReesPutin’s ability to use energy as a means
of political pressure both within and outside ttg&dF (2008: 7).

3.3.1 Rise and Fall of the Oligarchs

Boris Yeltsin handed Anatoly Chubais the task twycaut the privatisation reform of state-
owned companies in November 1991. Chubais initiltedirst voucher privatisation scheme,
which enabled a few individuals to acquire a m&joof the vouchers and turn them into
ownership control of various companies. This neagslof powerful, economic magnates has
been colloquially known as the oligaréhsA second privatisation round was executed by
Yegor Gaidar, who initiated the loans-for-shardseste due to the financial difficulties the
Russian state found itself’fn The loans-for-shares scheme was intended togedhie
Russian state with the necessary funds to payllgs while the banks that supplied the funds
were given collateral in state-owned petroleum canmgs. As the Russian state was not
successful in increasing tax revenues, it was bietta retain ownership rights of the shares.
The shares were sold on rigged auctions by oligaeocttrolled banks so that the banks
themselves or an accomplice of the banks couldteighares for below market price.
Sibneft, the fifth largest oil firm in Russia, wiss1995 sold for $100 million to Roman
Abramovich. Sibneft was in 2005 sold to Gazprom$®8.1 billion. Another example is
Mikhail Khodorkovsky’s purchase of Yukos for $30@ibn, which shortly after had a

market value of $15 billion (Goldman 2008 and Vic2605). When Putin became president
in 2000, it is estimated that the wealth of theai2best persons in Russia far outstripped the
economic power of the Russian state (Olcott 2004).

The oligarchs had under Yeltsin’s presidency bdlemvad to operate freely in return for
political suppor®. Putin, however, did not accept their meddlingtate affairs, and
assembled 21 of the country’s oligarchs to a mgenrJuly 2000. Putin said during the
meeting that the oligarchs would be left alondnéhit kept out of politics, but warned them
that they would risk repercussions if they did iitin had prior to the meeting made an

L The vouchers were distributed to Russian citizelosvever, as ordinary citizens did not know whadowith
the vouchers, they were sold on the cheap to thtseested. Many of the oligarchs have a backgrasd
government officials who knew the vouchers’ value.

2 Only three million out of 70 million Russian citias paid their taxes to the full extent after neartlecade of
private ownership (Goldman 2008).

43 Boris Yeltsin was re-elected in 1996 after extemsiupport from oligarchs, among them Boris Berskpy
despite single digit support in the months leadipdo the election date.
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example of Vladimir Gusinsky, who in June 2000 wa®sted for embezzlement of funds,
and later fled the country (White et. al. 20U5)

3.3.2 The Yukos Case

Russian authorities started in 2003 on a process-e$tablishing state control of the Russian
oil and gas sector. The aggressive demeanour oRtissian state started with the actions
taken against Mikhail Khodorkovsky, who at the timas the richest person in Russia and the
CEO of Yukos, Russia’s largest and most successfuktompany. Khodorkovsky was
arrested on 25 October 2003 on charges of tax avagirand theft, fraud, forgery,
embezzlement and extortion. He was found guilty sewtenced to prison in Siberia for nine
years (Goldman 2008). Most analysts argue thatevlilodorkovsky and Yukos undoubtedly
were guilty of several of the charges, other readed to the imprisonment of Khodorkovsky.
Vahtra writes that “During the time of privatizat® of large industrial companies in the
beginning and mid-1990s, hardly any individual ilveal in the deals would get clean records
from the processes in light of present legislati¢2004: 26). Khodorkovsky main ‘crime’
was to get involved in areas Putin see as the &ussate’s dominion. One of them was
challenging Transneft’'s pipeline monopoly. Khodorgky proposed to build an oil pipeline
to China and another pipeline to Murmansk, whergeladleepwater tankers could dock and
transport petroleum to the United States. He was ah the verge of selling a substantial
stake in Yukos to Chevron or Exxon-Mobil, two Antanm oil compani€s. Khodorkovsky
was also directly involved in politics, as he artden Yukos executives supported opposition
parties in the Russian Duma, such as the pro-Weptety Yabloko. Khodorkovsky also used

financial inducements to members of the Duma ta gapport on several legislative issties

Yukos was charged with failing to pay $33 billiantaxes. The Russian state proceeded to
auction off Yukos’ assets to cover the charges.oguknost priced asset, the main production
unit Yuganskneftegaz, was in December 2004 sold$B5 billion, which Lucas (2008)
argues was barely half the $17 billion it had beglned at in 2004. Yuganskneftegaz’s buyer
was an unknown entity called Baikal Finance Groupich proved to be a front company for
the state-owned oil company Rosneft. Yukos’ renmgjrassets, valued at $26 billion, were
put up for sale in 2007. The value of the assetantnthat Yukos could not be bankrupted.

24 Boris Berezovsky also fled Russia in 2001. Likesi@sky, Berezovsky also owned a television netvitoak
was critical of Putin’s policies.

% The contract was more or less ready to be sigriadome of the companies, according to Goldman §200
% Goldman notes this support “was one of the maisaes for the defeat of two government effortsitndase
taxes and environmental restraints on the oil congsa (2008: 113)
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The debt was instead recalculated to $26.6 bilbgnRussian authorities, just enough to
bankrupt Yukos. Goldman notes that the subsequettioas were as rigged as the ones
during the 1990s, and most of the assets were baugthe cheap by Rosneft and Gazprom
(Goldman 2008). Putin achieved several thingseyimg in Khodorkovsky and Yukos. First
of all, Putin made a clear example that no onafis.$utin did not only attack Khodorkovsky
and Yukos, he also attacked Russia’s richest pesasdrnthe most successful oil company in
Russia. Hence, the Russian state had set the Bdesral Russian companies were taken over
by state-owned companies or state-friendly compaimethe aftermath of the Yukos case.
The Russian state also gained more loyalty frompaomes. Lukoil's CEO Vagit Alekperov
stated that “we are not trying to separate our fmamy] interests from national ones”
(Wenger, Perovic and Orttung 2006: 31). The Yukasecalso enabled the Russian state to
gain a substantial ownership within the oil seattniich it had lost during the privatisation
process of the 1998s The Russian state knew that targeting Yukos wdalde financial
repercussions due to the perceived attack on pyop@ghts. Larsson claims Russia
experienced a $5.9 billion outflow during the seatdralf of 2003, while there was a $4
billion inflow during the first half.

3.4 Re-nationalisation

The Yukos case in October 2003 marked the beginofrey new era within the Russian ol
and gas sector. Prior to the Yukos case, the Russate only had a weak presence in the oil
sector through ownership in Rosneft and Transmeidt, did not have a controlling stake in
Gazprom. Yakovlev argues that the strengthening tledf power-vertical “not only
consolidated the state, but also consolidated &dbereaucracy and strengthened its position
in relation to the regional authorities and bigibass” (2006: 1044). Yakovlev further argues
that the Russian state had by summer 2004 estedblasi absolute dominance over business.

3.4.1 The Russian State’s presence in the Gas Secto

The Russian gas sector is dominated by Gazpronsubeessor of the Ministry of the Gas
Industry. Unlike the Russian oil companies, whiakrevparcelled out in different companies,
Gazprom remained intact as one company. This m#ait Gazprom continued as the

monopoly owner of Russia’s gas pipeline systemlamt a strong control over the country’s

gas production. Gazprom was in November 1992 coeddp a private joint stock company,

but the Russian state kept 38 percent of the slaan@semained the largest stock owner with

27 Milov, Coburn and Danchenko (2006) estimate tleegnment ownership in the oil sector had fallelowe
10 percent in 2004.
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the right to determine management control (Goldr2@08). Putin made his first move to
establish tighter control over Gazprom in May 20@hen he replaced Gazprom's CEO Rem
Vyakhirev with Alexei Miller, and Viktor Chernomyna with Dmitry Medvedev as Chairman
of the Board of Directors. Both Miller and Medvedeere former colleagues of Putin from
St. Petersburg. The Russian state still did notehawvcontrolling stake in Gazprom, and
Goldman notes that “without 50 percent plus ongesktate ownership, there was always the
possibility that a foreign group could accumulat®wgh stock to take control” (2008: 83).
Subsequently, strengthened by the financial upituthe 2000s, the Russian state increased
its ownership in Gazprom to a controlling stake56f002 percent in 2005 (Gazprom 2009
and Goldman 2008). Gazprom’s importance to the iRnsstate can be seen in several
speeches made by Putin. Putin stated in Gazpranth tanniversary that “Gazprom is a key
element in the system of the country’s energy sgcand its export potential. Equally
important, it is a powerful lever of Russia’s econo and political influence in the world”
(President of Russia 14 February 2003). Figuresemted by Putin showed that Gazprom
contributed to eight percent of Russia’s GDP in20énd 20 percent of the federal budget
revenues. Gazprom’s tax contributions had by 2afétkd, and Gazprom still accounted for
20 percent of the federal budget revenues.

3.4.2 The Russian State’s presence in the Oil Secto

Unlike the Ministry of the Gas Industry, the Mimgof the Petroleum Industry was broken
up in a myriad of private oil production compani€be Russian state did not, however,
privatise Transneft, the owner of the Russian ipéfine system. Rosneftegaz, the first joint
stock company, was created in September 1991. Likien split from Rosneftegaz later in
November 1991, before further splits saw the apeadif Surgutneftegaz, Yukos and Rosneft
in 1992 and 1993. New companies in turn emergead fftmse companies, and most of them
were taken over by former state officials. Onehein is Lukoil, which is owned by the
former acting Minister of the Petroleum Industryggit Alekperov (Goldman 2008). Only 16
percent of Russia’s oil production was producedtbye-owned companies when Viadimir
Putin became Russian president in 2000. Rosnedtjsisition of Yuganskneftegaz and other
Yukos assets increased the Russian state’s shtre @l sector substantially. Liuhto (2008)
notes that the Russian state’s ownership in oilganies increased from 32 percent in 2004 to
47 percent in 2007. Liuhto explains the increasedweral takeovers of oil companies by
Rosneft and Gazprom. Gazprom also bought Sibn@d@b for $13.1 billion, which was the
fifth largest oil company in Russia (Liuhto 200&1avictor 2005).
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3.5 The Russian Pipeline System

Russia has the largest pipeline system in the wuaiitth more than 200.000 kilometres of oil
and gas pipelines. The Russian pipelines are atitahce of the Soviet pipelines that were
situated on Russian soil. The Soviet pipeline systas built to serve the Soviet Union as a
single unit, and the Russian Republic served apifedine hub (see map 2 for a detailed map
for Russian oil and gas pipelines). When the Sdymbn collapsed in 1991, the ownership
rights to pipelines and other energy infrastructingated on their soil were transferred to the
respective republics. As a result, Russia is dépeinon exporting oil and gas through
independent countries to reach its European cussofandiyoti 2008 and Mohitpour 2008).

Map 2: The Russian Pipeline System
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3.5.1 State-owned Pipeline Monopolies

The Russian pipeline system is controlled by twaammlist companies: Gazprom controls
the gas pipeliné& while Transneft controls the oil pipelines. WHitee Russian oil

companies were privatised and left with little stptesence during the 1990s, the Russian
state retained 100 percent ownership of Transihbé&.Russian state also kept close control of
Gazprom, and increased the stake in the compaayrajority holding in 2005. Gazprom and
Transneft can as pipeline operators decide whichpamies are allowed access to the
pipelines. This is the case for both domestic aternational producers of oil and gas, and
Gazprom and Transneft can as a result stop oigasxports if they decide to. New
pipelines are also initiated on their initiativeotB companies have resisted letting go of their
monopoly status, and they have argued that a madhpipeline system will be more
problematic than the current system. Vladimir Pstipports their view, and has argued that
pipeline priorities should be guided by state iests (Gorst 2004). Gazprom’s pipeline
monopoly was strengthened in June 2006, when tlssi&uDuma approved by 385-6 votes
that Gazprom should keep its exclusive rights fmoeixgas (Financial Times 17 June 2006).
Another bill was approved by the Duma in July 28®%trengthen Gazprom'’s and
Transneft’s protection of their pipelines. The naWallows Gazprom and Transneft a special
exemption from private business’ right to bear gramsl permits the two companies to form

armed forces of their own (Reuters 4 July 2007).

3.5.2 Pipelines as a Power Instrument

Oil and gas resources are commonly exported thrpuygglines. However, Larsson notes that
the utilization of pipeline ownership can be a pduldeverage: “By controlling the entire oll
and gas pipeline (and electricity) grid, the stae a strong lever in controlling energy flows”
(2006: 71). Oil and gas differ in how they can famsported. While oil is usually exported
through pipelines, by railway or by oil tankersg timly viable option for transporting gas in
its natural form is through pipelines in a compegsdut gaseous form. Building gas
pipelines has several advantages. It is a welbbsked technology, cost effective, and fairly
easy to expand. The major economic cost is builthegpipeline, but costs are relatively
minor and predictable once the pipeline is buitbwever, the cost of building the pipelines
makes building them only an option in cases whdom@-term gas contract is agreed.
Pipeline diversification is also not an option foany countries due to the high costs (Ericson

8 Although some local gas pipelines are privatelyiesy the companies which own those pipelines anarin
subsidiaries of state-owned companies (Larsson)2006
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2009 and Mohitpour 2008). No gas market or mapkiee for gas can be said to exist due to
the monopolistic nature of gas deliveries. Ericsagues that this makes the gas ‘markets’
highly inflexible and political, and that “pipelineetworks impose a “lock-in” relationship,
where the deep dependence without alternativessagpoon-market bargaining and allows
the potential for political leverage” (2009: 37)quefied natural gas (LNG) is the only viable
option besides exporting gas through pipelines. éi@n, LNG is so far only considered if
market access by pipeline is not feasible duedeipensive infrastructure requisites
(Mohitpour 20083°. Currently only seven percent of the gas is trartsnl as LNG. In
comparison, oil can be traded in several ways, whmekes diversification possible for the

importing country.

Balmaceda notes that the energy issue for manyeofF8U states literally is “the number one
guestion — it directly affects their daily economituation, their domestic politics, and their
relationship with their main international partnerkis is especially so for those eight energy-
poor states which remain largely dependent on itsdoym Russia: Belarus, the three Baltic
states, Moldova, Armenia, Georgia, and last buteext, Ukraine” (2008: 1). Wallander
argues that oil and gas provide the Russian stithe'verage in political relationship to the
extent that oil and natural gas are desirable &ad aecessary resources for Russia’s
neighbours” (RFE/RL 5 December 2005). It is alspamant to consider the importance of
the perceived threat of Russian energy aggresBipaxerting energy aggression, Russia
shows that it has the capability to do so, whictunm provide leverage in negotiations with

other countries besides the inflicted country.

3.5.3 Energy Charter Treaty

Russia has so far refused to ratify the Energy €hdreaty (ECT). Although Russia signed
the ECT in 1994, it has continuously refused tdy#élbe treaty since. The ECT was launched
following the cold war to create cooperation betwEast and West within the energy sector,
with the purpose of creating a multilateral legddigding framework for international energy
cooperation. The ECT came into legal force in 138l focuses on five broad areas:
investment, trade, transit, energy efficiency agldted environmental aspects, and dispute

settlement mechanisms.

29 Mohitpour argues that “Projects of this type ntebe large scale to achieve efficiency and econaiability
and can only be supported by extensive gas resangethe ability to deliver the product into a krtpng term
market where alternate forms of energy are relgtivg expensive.” (2008: 85)
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Russia’s refusal to sign the ECT largely comes dtwinansit clause in the ECT. The ECT’s
transit provisions “oblige its Contracting Partiedacilitate the transit of energy on a non-
discriminatory basis consistent with the principfdreedom of transit.” (Energy Charter
Secretariat 1994: 15). The transit provision issiered important as “energy resources are
increasingly being transported across multipleamati boundaries on their way from producer
to consumer” (ibid.). Balmaceda argues that if Ruestified the ECT, it would lose control
over the pipeline system. She notes that “full mmphtion of the Energy Charter could mean
that Ukraine could have access to Central Asian-gasen through Russian pipelines —
without Russia being able to forbid its transitdt’ (2008:35). Putin, on the other hand,
stresses reciprocity as the most important reasbimtd Russia’s refusal to sign the ECT:
“Full implementation of the energy charter and a@leitional provisions on transit would
mean that we provide free access to oil and gaduptmn and to the transport infrastructure.
Of course we cannot help but ask what we are tingeturn. And we are told that we will

get the same. But as | said, where are their degpimswhich they will give us access? Do they
have pipeline networks of the kind that Gazpronf?Hhds.” (President of Russia 25 May
2006b). Although Russia has not ratified the EC1 important to note that several other
countries have also refused to sign or ratify t&a EOf countries that have signed the ECT,
Norway has yet to ratify the document. Saudi Araind the United States are only listed as

observers, and have refused to sign the treaty.

3.5.4 The Transit Problem

The pipelines that transport Russian oil and g&sutope are situated in independent
countries. As a result, Russian companies do natalthe flow of oil and gas to its
customers, but must instead rely on foreign opesaiithis is considered problematic by the
Russian state because of the importance of thepearomarket for the Russian economy.
Russia has also been subject to blackmail fronsiranuntries, which have used pipeline
ownership as leverage in negotiations with Rug3dieerland argues that “the country where
the pipeline is located will ultimately have thewsr to do things with the pipeline” (RFE/RL
10 January 2007), whether it be to stop the flowlmrepairs. Hence, because of the
economic importance for the Russian economy, segwil and gas exports to Europe is a
security matter for the Russian state. Gas explansigh FSU states account for 95 percent
of Gazprom’s gas exports. Ukraine and Belarusladéwo most important transit countries.
Russian gas exports through Ukrainian pipelinesaaicfor 80 percent of Russia’s gas
exports to Europe. Most of the remaining gas sepmre exported through Belarusian
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pipelines, and both countries are also importanRiassia’s oil export (Map 2 on p. 23 shows
the pipelines connecting Russia and Europe). Gazpas several times accused Ukraine and
Belarus for siphoning off gas from their pipelinehout paying for it. Russia’s relationship
with Ukraine has been particularly strained becafddkraine’s siphoning during the 1990s
and early 2000s (Goldman 2008). Russia has refdgatied to acquire ownership in pipeline
infrastructure and other types of oil and gas sthacture in FSU states, but has yet to

establish control over the energy sector in the B&ites.

3.5.5 Circumventing Transit Countries and avoidingCompetition

Russia’s present and future prosperity is direlatked to its ability to export Russian oil and
gas to Europe. Although Russian energy producerkeeping an eye on other markets, such
as the growing Asian market, creating a pipelinsvoek of a substantial volume will be time
consuming and it will require a large amount ofitalpThe European market, in comparison,
is readily available through an extensive web adteng pipelines that connect Russian
energy producers with European customers. GazpnohTeansneft have initiated several
new pipeline projects in the last few years, withrenprojects being planned. Common for
most of the projects are that they circumvent egstransit countries, which will enable
Russia to diversify pipeline exports to Europe aeindumvent troublesome countries (most of
the planned pipelines are shown on Map 2 on pP28) has previously stated that “the
choice of routes or new pipelines should not bedas political considerations but made
after taking into account economic and well as mmmental factors” (Larsson 2006: 174).
Nord Stream is a planned gas pipelines that wilycgas from Russia to Germany on the
Baltic seabe®f. Nord Stream will enable Russia to divert gas ftmUkrainian and
Belarusian gas pipelines, which will decrease Rissiependence on the two countries
(Lucas 2009). The Baltic Pipeline System 2 (BT $Znother pipeline that was approved
after the oil dispute with Belarus in 2007. Semy@mnshtok, the CEO of Transneft, has
called the pipeline an “absolutely unprofitableipcdl project” (RIA Novosti 1 July 2008).
Vainshtok’s statement shows that the pipeline vedsnitiated because of its profitability.
Russia has also proposed to build several othelipgs. One of them is South Stream, which
will transport Russian gas through a pipeline uniderBlack Sea to Bulgaria and then to Italy
(Goldman 2008).

30 Underwater pipelines are considerably more expertsibuild than land-based pipelines. Nord Stream’
expected cost has risen throughout the plannirigghdrom €4 billion in 2004 to €7,5 billion in 26QLucas
2009 and Nord Stream 2009).

27



Russian authorities have also sought to elimirtsehreat from alternative pipelines that
bypass Russia or threaten Russia’s position adahenant energy supplier in FSU states.
This is especially the case for NABUC&0OGazprom has made several attempts at tying up
NABUCCO'’s potential customers to Russian gas, offethem increased deliveries and a
cheaper and quicker alternative to NABUCCO. The-Whamenia pipeline is another example
of Russian efforts to avoid competition. Armenia islose ally of Russia, but the country’s
weak economy has led to an indebted relationship Riissia. Armenia was like several
other countries in 2006 subject to Gazprom’s demmdmda higher gas price. Instead of an
outright increase from $55 per tcm to $110 per tGazprom received a larger stake in
ArmRosGaZ?. The deal also included the ownership transfeh@fArmenian part of the Iran-
Armenia pipeline to ArmRosGaz. The Iran-Armeniaghipe diameter was initially planned

to be 1420 millimetres, but Gazprom limited thesdiz 700 millimetres (Eurasia Daily
Monitor 19 April 2006). The size reduction “precédithe possibility of this pipeline being
used for transit of Iranian gas via Armenia to @@and potentially to Ukraine via the Black
Sea” (Eurasia Daily Monitor 3 November 2006). Rai$gs not been successful in
eliminating all competing pipelines, as in the cakthe Baku-Tbhilisi-Erzurum (BTE) gas
pipeline. The BTE pipeline has eased Georgia’s négece on Russian gas by providing
Georgia the option to import most of its gas fromefbaijan (Goldman 2008).

3.6  Russian Oil and Gas Resources

This part will outline Russia’s oil and gas resarv@e oil and gas price development, and
Russia’s dependence on revenues from this secian@®gas reserves are here understood as
“those quantities that geological and engineenirigrmation indicates with reasonable
certainty can be recovered in the future from knogservoirs under existing conditions” (BP
2009)°. In order to understand the longevity of Russialgnd gas reserves, a reserves-to-
production (R/P) ratio is used. The R/P ratio shdvesnumber of years oil and gas reserves
will last if the production continues at the sarateras the listed year, and is calculated by

31 NABUCCO is a planned pipeline that will transpBeintral Asian gas from Turkey to Austria, crossing
Bulgaria, Romania and Hungary. Gas from NABUCCO icaturn be re-exported to other European nations
(Goldman 2008).

%2 ArmRosGaz, now ArmRosGazprom, is the transportdistdibution network that owns the Armenian pipeli
system. Gazprom’s ownership in ArmRosGaz was réisea 45 to 58 percent, which gives Gazprom a
controlling stake in the company. Together withidfean independent Russian gas company, Russigracies
own 68 percent of ArmRosGaz (Eurasia Daily Mon8ddovember 2006).

% Probable and possible reserves are not includ@dbife 2 and Table 3 on p. 29-30. However, itkslyi that
Russia has substantial oil and gas reserves thgetto be discovered, or that may be possibéxti@ct in the
future. This is especially the case for oil and g@erves in parts of Siberia and in the Arctic.
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dividing the amount of reserves remaining at thet @ithe year with the production in that

year (BP 2009).

3.6.1 Gas Reserves

Russia has by far the world’s largest proven gssries, which according to BP’s estimates

amount to 25.2 percent of the total proven reseirvéise world (see table 2 for more

information). Comparatively, Iran has the secomddat reserves with 15.7 percent of the

world’s gas reserves. If we take a look at provas iggserves by areas in the world, Russia

controls 75.2 percent of the of total gas resenvéurope and Eurasia. Norway has in

comparison the second largest reserves in Eurap&arasia with 1.7 percent of the proven

gas reserves in the wotfd

Table 2: Gas Reserves and Gas Production

Country Proved reserves Production
Trillion cubic ~ Share of Billion cubic Share off /MRratio
meters total in % meters total in 9

Russian Federation 44.65 25.2 607.40 20.6 73.5
Iran 27.80 15.7 111.90 3.8 *
Qatar 25.60 14.4 59.80 2.0 *
Saudi Arabia 7.17 4.0 75.90 2.6 94.4
United Arab Emirates 6.09 3.4 49.20 1.7 *
United States 5.98 3.4 545.90 18.8 10.9
Nigeria 5.30 3.0 35.00 1.2 *
Algeria 4.52 2.5 83.00 2.8 54.4
Total Europe & Eurasidg 59.41 33.5 1075.70 36.5 55.2
Total Middle East 73.21 41.3 355.80 12.1 *

* More than 100 years

Source: BP Statistical Review of World Energy JA668

Although the Middle East’s proven gas reservesassgs the gas reserves found in Europe

and Eurasia, Russia’s gas reserves alone amoé6ftgercent of the Middle Eastern gas

reserves. Russia’s gas production in 2007 amouat26.6 percent of the world total. In

comparison, the second largest gas producer, tiledJ8tates, produced 18.8 percent of the

world’s gas. However, there is a large differenc@®ngevity in the two countries’ gas

production. While the United States current proiunctan only last for 10 years, Russia can

produce the current amount of gas for 73.5 yeameblver, Russia also has a large surplus of

gas which leaves room for gas exports. Table 2siisavs that several other countries lag

3 There is reason to believe Turkmenistan has suistaeserves, but BP has yet to publish statistiich
shows the size of Turkmenistan’s gas reserves.
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behind in gas production compared to their totafstof gas reserv&s Although these
countries’ share of production will increase in fature and provide competition for Russia,
Russia’s substantial gas reserves will ensure R8g30sition as an important actor on the gas

market.

3.6.2 Oil Reserves

The oil sector is dominated by Middle Eastern coest Saudi Arabia’s oil reserves amount
to 21.3 percent of the proven oil reserves in tbeldv In comparison, Russia’s oil reserves
only amount to 6.4 percent of the world’s provelreserves (Table 3 shows proven oil
reserves and oil production). Although Russia’'sedlerves are inferior to Middle Eastern
reserves, Russia’s is the world’s leading oil picatuogether with Saudi Arabia. Russia was
in 2006 the world’s largest oil producer, as OPE€&nhers, among them Saudi Arabia, cut
their production to stimulate oil prices (Larss@®8). Russia’s sustainability as an oil
producer is nevertheless much smaller than Sawabiais due to the difference in oll
reserves. The R/P ratio reflects Russia’s overpooiu While Saudi Arabia can continue

present-day oil production for 69.5 years, Russd’'groduction will only last for 21.8 years.

Table 3: Oil Reserves and Oil Production

Country Proved reserves Production
Thousand Share of| Thousand Share o R/P Ratio
million barrels  total in %| barrels daily total in %

Saudi Arabia 264.p 21.3 10413 12.6 69.5
Iran 138.4 11.2 4401 5.4 86.2
Iraq 115.Q 9.3 2145 2.7 *
Kuwait 101.5 8.2 2626 3.3 *
United Arab Emirates 978 7.9 2915 3.5 91.9
Venezuela 87.0 7.0 2613 3.4 91.3
Russian Federation 79.4 6.4 9978 12.6 21.8
United States 294 2.4 6879 8.0 11.7
Total Middle East 755.8 61.0 25176 30.8 82.2
Total Europe & Eurasidg 1437 11.6 17835 22.0 22.1

* More than 100 years
Source: BP Statistical Review of World Energy JA668

3.6.3 Price Development 1999-2008

Vladimir Putin has as Russian president enjoyedrg favourable development of oil and gas
prices. The price for Russian Urals crude oil watha time of the Russian financial crisis in
August 1998 11.19 $/barrel, and the average foB 188 11.94 $/barrel. The average oll

3 This can be primarily explained by the lack ofésiments in gas production and pipeline infrastmect
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price for 1999 was in comparison 17.02 $/barrdi3 aoercent increase from the previous year.
The price for Russian Urals had by the time Pugicdme president on New Year's Eve 1999
increased to 24.71 $/barrel. The oil price stealleteveen 2000 and 2003, but increased
dramatically from 2004 and onwards, reaching hidéeels each year until the end of Putin’s
presidency (the oil price development is shownigufe 1). The average oil price for 2008
was 95.09 $/barrel, and was in the week beforaRtgipped down as Russian president
priced at 106.95 $/barrel.

Figure 1: Graph Showing Yearly Average Crude Oit@&r

= Crude price

5.09

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: Energy Information Administration 200@t://tonto.eia.doe.gov/dnav/pet/hist/wepcuralsmh

Russia has also benefited from markedly highergeasnues as the gas price is commonly
linked to the development of the oil price. Goldnmextes that “Vladimir Putin’s selection as
prime minister in August 1999 and four months ldlisrappointment as acting president
coincided with the recovery in petroleum priceselilicrease in oil prices would probably
have triggered an economic recovery even if Bor#fsih had still been in power” (Goldman
2008: 170).

3.6.4 The Importance of Oil and Gas for the Russiaikconomy

75 of the 100 largest companies in Russia in 2@@5aied within the oil and gas sector, and
Larsson argues that Russia’s dependency on nats@lrces will continue to grow in the
future. Figure 2 below shows that the Russian egynioas grown substantially each year
during Putin’s presidency, with a record high GDErease of 8.1 percent in 2007. 2007 also
saw a record high average oil price at 69.10 $#hafhese figures stand in stark contrast to
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the period before Vladimir Putin came to power. Saigxperienced between 1987 and 1997
an annual GDP decrease of -7.6 percent, with @éprsignificantly lower than the one’s
recording during Putin’s presidency.

Figure 2: Graph showing Russian GDP % Change
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Source: World Bank 2008
(http://siteresources.worldbank.org/INTRUSSIANFEDERON/Resources/macroind_rer_16.pdf)

Data from the World Bank shows that Russia’s tiaalance has increased by 267 percent
from 2001 and 2007, up from $48.1 billion in 2001$t128.7 billion in 2007 (see table 4 on
the next page). The same trend is seen in Russip®t of goods, as Russia’s exports are 3.5
times larger in 2007 than in 2001. While energyatphave always been important for the
Russian economy, their role has increased in Pupirésidency. Energy resources accounted
for 51.2 percent of Russian exports in 2001, artihereased to 61.5 percent in 2007.
Gazprom is the single largest tax contributor irs&a, and accounts for nearly 20 percent of
Russia’s federal budgets (President of Russia biugey 2008 and Goldman 2008).
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Table 4: Balance of Payment Indicators

Year | Average Urals| Trade Balance| Export of Goods| Share of energy
crude price (in billion $) (in billion $) | resources in export
($/barrel) of goods, %
2001 23.15 48.1 101.9 51.2
2002 23.92 46.3 107.3 524
2003 26.85 59.9 135,9 54.2
2004 34.18 86.9 183,2 54.7
2005 50.25 118.3 246,3 61.1
2006 60.97 139.2 303,9 63.3
2007 69.10 128.7 354,0 61.5

Source: World Bank 2008
(http://siteresources.worldbank.org/INTRUSSIANFEDERON/Resources/macroind_rer_16.pdf)

Russia’s oil exports in 2005 generated $113 billiohile gas exports amounted to $30 billion
(Eurasia Daily Monitor 12 May 2005). The enormompact increased oil prices have had on
Russia’s energy resources is shown by Pirog, whesrthat “a $1 per barrel increase in the
price of Urals blend crude oil for a year resulisai$3 billion increase in Russia’s nominal
Gross Domestic Product” (2007: 4). Table 5, whikbves the development of Russia’s gold
reserves and the Stabilisation Fefhdurther shows the impact increased energy revenue
have had on the Russian economy. Russia’s goldvessenultiplied 13 times between 2001
and 2007, while the stabilisation fund had in fgears accumulated $156.8 billion.

Table 5: Monetary Indicators

Year | Gold Reserves | Stabilisation Fund
in billion $ in billion $

2001 36.6
2002 47.8
2003 76.9
2004 124.5 18.7
2005 182.2 42.9
2006 303.7 89.1
2007 476.4 156.8

Source: World Bank 2008
(http://siteresources.worldbank.org/INTRUSSIANFEDERON/Resources/macroind_rer_16.pdf)

The figures presented above clearly paint a piatfitbe Russian state’s dependence on oil
and gas exports, and shows a clear connection eetlngher energy prices and increased
revenues for the Russian state. The increaseduesdrave enabled the Russian state to

% The Stabilisation Fund was created on 1 Januad¢.2Revenues from oil and gas exports are savein
Stabilisation Fund as a buffer for future expenses.
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increase the standard of living in Russia, inclgdieducing poverty and raising wages.
Yakovlev argues that “The high ratings of Presideutin strongly depend on improving

standard of living, which in turn is closely reldt® economic development” (2006: 1050).
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Chapter 4: Policy Documents

4.1 Introduction

After having established the empirical backgrounthe previous chapter, we will now have
to consider more explicitly the political documetiiat describe and identify Russia’s policies
in the spheres of national security, foreign polcyl energy policy. The three documents are
the National Security Concept (NSC), the Foreighcly&oncept of the Russian Federation
(FPC), and the Energy Strategy of Russia for th@Beip to 2020. Although the importance
of the documents should not be overstated, theypdbcuments provide insight into how
Russian decision-makers view the world. The palicguments have also been approved by
Vladimir Putin, which they would not have beenhéy did not represent the views of Putin
and the Russian state on the different policy ar®a$y those aspects of the documents that
are considered relevant to the thesis’ researcstigmewill be outlined. When | outline
Russia’s FPC, | will also supplement the documgnroviding additional information
regarding Russia’s hostility towards NATO, the Etdlahe United States.

4.2 National Security Concept

The National Security Concept (NSC) was signed®dahuary 2000 by Vladimir Putin, and
concerns the most important policy directions wébard to the security of the individual, the
society and the state against internal and exténnedts. The document is divided into four
parts: Russia in the world community, Russia’sarat! interests, threats to the Russian
Federation’s national security, and ensuring th®nal security of the Russian Federation.

The first part of the NSC outlines Russia’s viewtla world order, and how Russia’s
position is threatened. The NSC argues that whigegee number of states have been
strengthened economically and politically, poweundures continue to be dominated by
Western countries under the leadership of the dritates. Although Russia sees itself as
one of the great powers, Russia feels threatenedrnioynber of states that seek to weaken
Russia politically, economically and militarily. ElNSC also states that Russia feels ignored
when major issues are solved in international seeg The next part concerns Russia’s
national interests; Russia’s national interestishe NSC defined as “the combined political,
social, international, informational, military, ltar, ecological security. They are long-term
in nature and define the main goals and strategicshort-term goals of the state’s domestic
and foreign policy” (Russian Security Council 200Dhe NSC assigns economic
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development the highest priority: “Russia’s natiangerests may be assured only on the
basis of sustainable economic development. Thexdfoissia’s national interests in economic
[sic] are of key importance” (ibid.). The NSC also stathat Russia must seek to strengthen
its role as a great power and to develop closerttieCIS states.

The third part of the NSC identifies several thsdatRussia’s national security. A weakening
of the Russian economy is considered a threat 8siRS national security as it can lead to
political stability and a weakened economic outptich in turn will affect the standard of
living in Russia. Several threats are also idediin the international sphere: the weakening
of Russia’s political, economic and military influee in the world; the strengthening of
military-political blocs and alliances, above alAlNO’s eastward expansion; the possibility
of foreign military bases and military presence@ghbouring states close to the Russian
border; and the outbreak and escalation of cosftielar the Russian border and on the
external border of CIS states. The last part oNB€ is concerned with how Russia can
secure its national security. The NSC is in favafstrengthening state regulation, above all
strengthening state regulation of the domestic @ogyn The NSC also states that Russia’s
foreign policy should be designed to ensure favoleraconomic conditions and secure the
rights of Russian abroad. Militarily, the NSC argtieat “the interests of ensuring Russia’s
national security predetermine the need [...] fas$ta to have a military presence in certain
strategically important regions of the world” (RiassSecurity Council 2000). The NSC also
states that Russia shall assist in settling cdafdod participate in peacekeeping activities.

4.3 Russian Foreign Policy

4.3.1 Foreign Policy Concept

Russia’s Foreign Policy Concept (FPC) was apprdyedladimir Putin on 28 June 2000,
and represents the Russian state’s views on the aneas of Russia’s foreign policy
activities. The FPC operates with seven main obest of which | will outline three, and
then goes on to discuss various aspects of Rufssiign policy. The first main objective of
Russia’s foreign policy is to protect Russia’s ségusovereignty and territorial integrity.
The FPC goes on to state that Russia’s positidimeinvorld community must be “fully
consistent with the interests of the Russian Feéderas a great power, as one of the most
influential centres” (Ministry of Foreign Affairsféthe Russian Federation 2000). Second, the
FPC states that Russia will seek to “form a goadhi®ur belt along the perimeter of
Russia’s borders” (ibid.), and that it will seekdiiminate potential conflicts and tensions in
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neighbouring states. Next, the FPC also emphatheasghts and interests of the large
Russian diaspora in FSU states: “The Russian Feolenaill seek to obtain adequate
guarantees for the rights and freedoms of comgatincstates where they permanently
reside” (ibid.), and that the relationship betw&erssia and the other states will depend
amongst others on the guarantees of rights of Rusgiizens abroad. Besides the main
objectives, the FPC is critical of the unipolausture of the world and the economic and
power domination of the United States. Despit@dgative view of the United States, the
FPC states that Russia is prepared to overcomeutii€s in its relationship with the United
States. The FPC also highlights the problematianeaif Russia’s weak economic situation
as it limits the resources available to supportRbssian foreign policy. The FPC states
anyhow that “Russia must be prepared to utilizétskhvailable economic levers and
resources for upholding its national interests”r{igliry of Foreign Affairs of the Russian
Federation 2000).The FPC regards internationalgeaking as an effective instrument to
resolve armed conflicts, and states that Russigpaiticipate in peacekeeping missions.

The FPC assigns the CIS the highest priority, aaiks that Russia attaches priority
importance to settle conflicts in the CIS. Europealso considered a foreign policy priority,
and the FPC aims to secure greater cooperationBuitbpean states and institutions. The
most important institution is the EU, which is culesed to be one of Russia’s main political
and economic partners. Russia does not specifinalytion the EU’s enlargement as
problematic, but notes that Russia will seek resfoedts interests from the EU. While the
FPC expresses a favourable view of the EU, NATEissidered much more problematic.
The FPC states that “NATQO’s present-day politicad ailitary guidelines do not coincide
with security interests of the Russian Federatimh@ccasionally contradict them” (Ministry
of Foreign Affairs of the Russian Federation 2000)e FPC mentions specifically NATO’s
new strategic concept which does not preclude $lkeotfi force outside NATO’s membership
zon€’. The FPC is also negative to further expansioNATO, and states that substantive
and constructive cooperation is only possible spext is shown to both side’s interests.

4.3.2 Russia and the CIS

Vladimir Putin said in his 2005 annual addreshRederal Assembly that “the collapse of
the Soviet Union was a major geopolitical disasfedhe century” (President of Russia 25
April 2005). Putin has repeatedly stated that tH& &ea is Russia’s foreign policy priority:

37 Russia was very critical of NATO’s decision togntene in Kosovo in 1999 without authorization frtire
UN.
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“These countries are our closest neighbours. Weigited by centuries of historical, cultural
and economic ties. [...] And to put it directly, wee the CIS area as the sphere of our
strategic interests.” (President of Russia 16 Ma2§3). Russia has created several Russian-
dominated organisations with the aim of maintairfitugsia’s influence over the FSU states.
Although many FSU states are members in the vanogsnisations, few of the organisations
have led to any significant collaboration (NygréX93).

4.3.3 Russia’s views on NATO and the EU

Russia’s relationship with NATO under Vladimir Ruhias been strained. Putin has
repeatedly been angered by NATO'’s actions, espgeiith the 2004 NATO expansion

which brought three FSU states and five former 2éBuropean satellite states into the
organisation. In February 2007 at the Munich Caariee on Security Policy, Putin claimed
that NATO has broken a promise made by former NAJéheral Secretary Woerner, who
promised NATO expansion would not include formerrsdav Pact countrié® “the fact that
we are ready not to place a NATO army outside af@@ territory gives the Soviet Union a
firm security guarantee” (President of Russia 106r&ary 2007). In the same speech Putin
guestioned against whom the expansion was inteM&@O is also being accused for
breaking a promise made in May 1998, which statatfuture enlargements of NATO would
not cross a ‘red line’ on the geopolitical map of&pe drawn along the borders of the Soviet
Union (Adomeit in Rowe and Torjesen). Putin hasesaMimes criticized NATO members’
refusal to ratify the Conventional Armed Force€imope treaty (CFEJ, and has accused
NATO of putting its frontline soldiers on Russiaorters (ibid.). Russia suspended its
participation in the CFE treaty later in 2007 faliag the Munich Conference. Russia claims
there is no justification for NATO’s continued etdace as a military alliance, and argues
instead it should be turned into a political albenPutin has said Russia would reconsider its
position towards NATO'’s expansion if it did so.

While Russia’s relationship with NATO is straind®ljssia’s relationship with the EU has a
more pragmatic nature. Russia recognizes the Eupsitance for Russian trade. Europe is
Russia’s principal importer of Russian oil and gasources, and is Russia’s largest export

3 The Warsaw Pact was a Soviet-led military alliasiceilar to NATO. Former Warsaw Pact members inelud
Albania, Bulgaria, Czechoslovakia, German Democtagpublic, Hungary, Poland, Romania, and the $ovie
Union (Rowe and Torjesen 2009).

39 The CFE treaty was signed in November 1990, arslongated to establish a military balance betwe&h
members and former Warsaw Pact members. The mpsttamt feature of the CFE treaty is its limitagam
deployment of military equipment in Europe (Rowel diorjesen 2009).
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market. Although Russia has been less criticahefEU’s, Russia is not unconcerned with the
EU’s actions. The EU’s enlargement in 2004 madesRusaccess to Kalinigrad, the Russian
exclave on the Baltic Sea (see Map 1, p. viii), endifficult due to the EU’s visa regime.
Russia is also concerned that the EU’s expanstorH8U states will decrease Russia’s
dominance over the FSU states, especially withrosg their economic dependency on
Russian trade. Their dependency has in turn prdvide Russian state with political leverage
on the FSU states. Moreover, Russian authoritige o been angered by EU members’
financial support to the coloured revolution in dikre and Georgia, and the EU’s perceived
attempt to impose European values on FSU statght(in Rowe and Torjesen ed. 2009).

4.3.4 Russia’s views on the United States

After an initial positive tone between Viadimir Ruand George W. Bush, Putin’s
disillusionment with the United States increasetliagpresidency progressed. Putin’s
hostility towards the United States is based omis#actors, some of them already
mentioned in the NSC and FPC. Putin stated at tlneid¥t conference that the United States
has “overstepped its national borders in every Wéws is visible in the economic, political,
cultural and educational policies it imposes oreothations” (President of Russia 10
February 2007). Russia has been angered by thedJatates’ increased focus and presence
in FSU states. The United States provided stropgat for the colour revolutions in Georgia
and Ukraine, and has funnelled economic assistanti&Os through the former Soviet
Union. The United States has been one of the majpopments for NATO's eastward
expansion, and was the driving force behind NAT@®sision to intervene in Kosovo and
later recognition of Kosovo's independence. ThetéthStates has also encouraged the
development of pipelines bypassing Russia, whidhdecrease the FSU states’ energy
dependency on RuséfaPutin has also been incensed by the United Sgltemied anti-
missile system located in Europe, which accordingutin can also be targeted against
Russia and not only Middle Eastern countries (S2@t07 and Nygren 2008).

4.4  Energy Strategy of Russia for the Period up t2020

4.4.1 General outline
Russia’s energy strategy is outlined in a docurnattd ‘The energy strategy of Russia for

the period up to 2020, and was approved by theslRaggovernment on 28 August 2003. The

“0 Georgia started in 2007 to receive gas from Azgbahrough the BTE pipeline, which had been sugab
by the United States.
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intention of the document is to clarify the “Aimasks and guiding lines of a long-term state
policy and phases of its realization” (MFE 2003)eTaim of Russia’s energy policy is “to
make most effective use of the natural fuel andggneesources and of the potential sit]
energy sector for economic growth and improvemétifeoquality” (Ministry of Energy of

the Russian Federation 2003). The energy stratemgiea that Russia’s energy resources are
essential to Russia’s economic growth, and thatggreafety is the most important element
of Russia’s energy strategy. The energy strategytifies several factors that may affect
Russia’s energy safety. It recognizes Russia’stglegendence on the oil and gas sector and
the volatile energy prices, and sees the lackwastments as dangerous due to the high
degree of wear on energy infrastructure. The ensttgyegy therefore calls for an upgrade of

the technical infrastructure in order to ensuretiooled high production.

4.4.2 External Energy Policy

Russia’s energy strategy argues that Russia masgehfrom being a supplier of raw
materials to an active participant on the worldrggenarket, and emphasise that
strengthening Russia’s position in the energy ntarisestrategically important. The energy
strategy highlights the export ability of the Rassenergy sector, as it provides economic
safety to the Russian state. In this regard, tleegsrstrategy calls on “state and private
entities to exert pressure on regional statesge Baissia’s access to international markets”
(Stulberg 2007: 98). Russia’s dependency on enexggrts to Europe through foreign
countries is highlighted by the energy strategyictiargues that providing the
“indiscriminate transit of energy answeid the strategic interests of Russia” (Ministry of
Energy of the Russian Federation 2003). Russia@sggrstrategy acknowledges Russia’s
unique geopolitical and geographical position, s@es energy as an important element in
Russian diplomacy and foreign policy relations.dh@m notes that the energy strategy
“occasionally uses language reminiscent of militstnategy: the state must support the
Russian companies in the struggle for resourcesramilets” (2005: 3). With regards to oll
export, the Russian energy strategy favours usuggsian ports, and considers export port
terminals under foreign control as problematic. €hergy strategy states that Russia should
seek to transit oil from CIS states through Rubgiaaking use of its existing pipeline
system (Fredholm 2005). Furthermore, Western Eufafmved by Central Europe is
considered the most important market for Russian ga
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Chapter 5: The Sites of Russian Energy Aggression

5.1 Introduction

In order to be able to analyse the 13 cases ofi®ussergy aggression, we need to know the
context in which the cases took place. This chaptiéserve as a context-chapter for the 13
cases of Russian energy aggression, where | wircthe most important issues that have
dominated Russia’s relationship with the seven tresthat have been subject to Russian

energy aggression.

5.2 The Baltic States
Since the Baltic States have shared many of the gmablems since the dissolution of the
Soviet Union, their common historical context viné discussed together. Next, | will also

discuss a specific event which concerns Russitdsiaaship with Estonia.

5.2.1 Common historical context

The three Baltic States, Estonia, Latvia and Litliaagained independence from the Soviet
Union in 1991 after 51 years of occupafibbDue to Josef Stalin’s replacement policies,
many ethnic Russians live in Estonia and Latviae Rlussian diaspora in Estonia amounts to
25.6 percent of the population, while Latvia’s Rasgliaspora amounts to 29.6 percent of
Latvia’s population (Table 6 shows the dispersibthe Russian diaspora). Putin noted in a
speech in November 2004 that more than 160.000i&sss Estonia and up to 500.000

Russians in Latvia were still without citizenship.

Table 6: The Russian Diaspora in FSU states

Country Population Ethnic Russians in

population (in percent
Belarus 9.648.533 114
Estonia 1.299.371 256
Georgia 4.615.807 15
Latvia 2.231.503 29.6
Lithuania 3.555.179 6.8
Moldova 4.320.744 5.8
Ukraine 45.700.395 17.8
Russia 140.041.24y7 79(8

Source: CIA Factbook 2009

*1 The Baltic States were occupied in June 1940 nizsgrined independence on 20 August 1991, Latvialo
August 1991, and Lithuania on 6 September 1991 (€TAe World Factbook 2009).
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Putin also emphasised the restricted rights foraibzens in the two states, as they were not
allowed to vote in Estonia’s EU referendum. He adjthat the two states exert economic and
language discrimination on the Russian diasporan Riso argued that Russians face
restrictions in sports, and that World War Il vetes are being oppressed (President of Russia
10 November 2004).

Unresolved border issues that stem back from WiMddl 11 have been another issue. While
Lithuania and Russia resolved their border issad$999, no agreement was signed with
Estonia and Latvia. The border issue is conneci¢ke Baltic States’ view of the Soviet

Union as an occupafit Both the Estonian and Latvian Soviet Republias teasurrender land
to the Russian Republic following World War I, athds dispute was revived when they
received independence in 1991 (BBC 27 March 208d¢or argues that Russia has used the
unresolved border issues as leverage to extracessions on other issues, such as the two
countries’ citizenship rights and language pol\hile Latvia and Russia ratified their

border treaty in March 2007, Russia refused tdyrttie Russian-Estonian border treaty in
June 2005 (Eurasia Daily Monitor 2 May 2005 andasiar Daily Monitor 23 June 2008)

Although these issues have soured the relationstipeen Russia and the Baltic States, the
biggest issue has been the Baltic States’ accessitve EU and particularly NATO. EU and
NATO membership was a driving force in the Balttat®s’ foreign policy since
independence in 1991, and was finally achieved dtay 2004. Besides several principal
disputes with the EYJ, Lithuania’s EU membership made Russian acceksliningrad

more difficult due to the EU’s visa regime for Riass". While Russia was modestly critical
of the Baltic States’ EU accession, Russia was fatiaright in its hostility towards their
NATO membership. Shortly after NATO confirmed tregelfor NATO’s enlargement, the
Russian Duma approved a resolution which stateédRbasia may reconsider its defence
strategy if NATO continued to disregard Russiateriasts. The resolution urged NATO

*2 Russian authorities argue that the Baltic Stadhstarily joined the Soviet Union in 1940 (BBC Rfarch
2007).

*3 Russia had signed the treaty earlier in 2005rdfused to ratify it because of Estonia’s inclusibra
preamble that made reference to historical bor@aties. Estonian authorities also reiterated thiew of the
Soviet Union as an occupant.

*4 Russia was reluctant to extend the PartnershifCandperation Agreement to the new EU members tiyon

the original 15 EU members. Furthermore, the EUWgNbourhood Policy meant Russia became an EU
neighbour on par with other European nations, whiténded Russia’s self-image as a great powerh(liig
Rowe and Torjesen 2009).

%5 Lithuanian EU membership meant the country hathflement the Schengen Treaty, which requires that
Russian citizens need a visa to enter the EU (©tifche Government of the Republic of Lithuani@20

42



members to ratify the CFE treaty, and warned thessia may revise a previous agreement on
the limitations of troops in Kaliningrad. It alsecommended the Russian government to

consider the number of troops deployed on Russia&ern borders (BBC 1 April 2004).

Chapter four shows that Russia is particularly pesdi with the perceived military threat

from NATO. The three policy documents were writberfore the Baltic States became NATO
members, and their accession further strengthenedi®&s critical view of NATO. Russia
claims that the Baltic States’ NATO membership ngeldATO forces and NATO equipment
can be stationed in the Baltic States and usedtutar the Russian territory. Russia has also
criticized the Baltic States’ for not ratifying ti~E treaty, which means that NATO can
station military equipment in the Baltic Stateshaitit verification rights for Russian
inspectors (Adomeit in Rowe and Torjesen 2009)inFargued in his annual address to the
Federal Assembly in 2007 that the Baltic Statefsisal to sign the CFE Treaty “creates a real
threat and an unpredictable situation for Rusdraiggident of Russia 26 April 2007).

5.2.2 Estonia

Russia’s relationship with Estonia worsened in Eaby 2007 when the Estonian Parliament
voted in favour of a bill that prohibits the displaf monuments glorifying Soviet rule. The
bill paved the way for the dismantling and relocatof a Soviet War memorial in Tallinn, the
Bronze Soldier, and the reburial of the 13 soldinsed underneath. Estonia’s large Russian-
speaking minority were firmly against the plané@cate the war memorial. They consider
the Bronze Soldier as a symbol of the Soviet Urddnige sacrifices during World War 1l and
as an anti-fascist symbol. Estonians, meanwhilesider the war memorial as a symbol of
the involuntary Soviet occupation of Estonia (BB&FRebruary 2007). The Bronze Soldier
had also become a rallying point for protests IyietRussians, which boiled over on 9 May
2006' when serious clashes took place between Estoaidonalists and Russians waving
Soviet flags. Russian officials were also incensgthe Estonian plans. Sergei Lavrov,
Russia’s Foreign Minister, denounced Estonia’sslerias blasphemy against the soldiers
who defeated Nazi Germany. Estonia’s Justice ManiRein Lang defended the plans, and
argued that the monument was built in 1947 “to syimb the superiority of Russia and
Russian rule” (New York Times 25 January 2007) tlk@nmore, Estonia’s president Toomas
llves argued that the Bronze Soldier had beconadlyang point for Russian protesters with

support from the Russian embassy in Tallinn.

69 May is called Victory Day in Russia, and is usedommemorate the Soviet victory over Nazi Gerynan
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The Bronze Soldier was removed in the morning oARFil 2007, and rebuilt at a military
cemetery in Tallinn. Violent demonstrations follaéhe removal of the Bronze Soldier, with
clashes of more than 1000 pro-Russian supportér&stonian anti-riot police, leaving one
person dead and more than 150 injured. Large pisoddso took place outside Estonia’s
embassy in Moscow, where state-sponsored youttpgrsurrounded the embassy. They
managed to disrupt a news conference held by Essommbassador in Russia without any
interference by the police (RFE/RL 29 April 200ddRFE/RL 2 May 2007. Nikolai
Kovalyov, the Chairman of the Duma’s Veterans AB&Committee, called on the resignation
of the Estonian government, and wanted a crimmadstigation of the repression of the
protesters (Eurasia Daily Monitor 2 May 2007). ®etcavrov criticised the EU, NATO and
the United States for backing Estonia, and claithatl Estonia’s actions “contradict
European values and culture”. Lavrov also statatttie dispute would affect Russia’s
relationship with the EU and NATO as Estonia isember of those organisation, and thus
responsible for their behaviour (RFE/RL 4 May 2@did RFE/RL 8 May 2007). The
European Parliament adopted on 24 May 2007 a rgsolon the Russian-Estonian dispute.
The resolution was critical of Russia’s actionsdodé Estonia, and stated that “the violent
demonstrations and attacks against law and order @enducted with active organisation and
cooperation by forces located outside Estonia” ¢gaan Parliament 24 May 2007).

5.3 Belarus

Belarus is a landlocked country in Eastern Eurbpéshares borders with Latvia, Lithuania,
Poland, Ukraine and Russia. Belarus became indepefrdm the Soviet Union in August
1991, and has been ruled by the authoritariangeasiAlexander Lukashenko since 1994.
Belarus has forged close ties with Russia, bothigally and economically, and the
Belarusian economy has been greatly subsidisedibgi&

5.3.1 The Failed Russia-Belarus Union State

Belarus has traditionally been Russia’s closegt alid the two countries have since 1993
attempted to create a union state. The first nsigw was taken in April 1996 when the
Russian-Belarusian Community Agreement was sighésother Union Treaty draft was
signed in 1997, which assigned security policies l@arder controls the highest priority.

*" The youth groups painted the embassy’s outer witlishostile slogans, played loud military musitturs
a day, and took control over the embassy’s entrance

“8 The Russian-Belarusian Community Agreement trahed at deepening the integration with the purpbse
a merger of economic and legal policies and thedtion of supranational institutions (Nygren 2008).
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Lastly, a new Union Treaty was signed with Vladifutin as Russian Prime Minister in
December 1999. The Union Treaty envisaged theioreat a single customs and economic
space and the co-ordination of foreign, defencesaedrity policies (Main 2006 and Nygren
2008). Despite progress in some areas, Russia @aduB did not manage to agree on
Belarus’ place in the union. Alexander Lukashenkplkasised Belarus’ sovereignty as an
independent state in the union, while Putin waelhrus to become a subject of the Russian
Federation. Trenin also argues that Lukashenkdbaed to succeed the ailing Yeltsin as
president of the union, but later used the talka ohion state as a pretext for receiving
Russian subsidies (in Lynch ed. 2005).

The economic aspects of the union became Putimsityras Russian president, and he chose
to downplay the political, security and defenceea$p. Discussions continued anyhow on the
political form of the union, albeit less frequentButin stated in August 2002 that the new
union state would have to be in accordance witlHRiwgsian constitution, whereupon
Lukashenko categorically rejected Putin’s propasdlinacceptable to Belarus’ (Nygren

2008 and RFE/RL 15 August 2002)The talks experienced a brief positive developgmen
with the signing of the Constitutional Act in Mar2B03°. However, the focus soon returned
on economic aspects, with a renewed focus on tioe warrency which had been a stumbling
block in the union idea (Nygren 2008 and RFE/RLMzch 2003} The union currency

was problematic for Belarus as Russia wanted @uitiol over the central bank, while

Belarus proposed a joint central bank. After Patigued in August 2003 that a final decision
should be made on the union currency, Lukasherduoearthat the implementation of the
union currency could only conadter all other union agreements had been implemented
(RFE/RL 2 September 2003) No solution was reached, and the introductiothefunion
currency has been delayed several times withounanytimetable. The later years have seen
few developments on the union state, which promptécgshenko in 2006 to propose a union
with Ukraine as more feasible than with Russia (RREE27 November 2006). Despite the
lack of progress on the union state, the relatipnsetween Russia and Belarus has prospered
in other areas. Trade has increased every yeartin'®presidency, and the two countries

*9 putin insisted on a union with a single stateglsiparliament, and single government.

* The Constitutional Act suggested that BelarusRuossia should retain their sovereignty in the ursiate
with a union government of its own that would iatgrwith the respective national governments.

*1 A formal decision was made in April 2001 to intuoé the Russian rouble as the sole currency adafidary
2005, and a new union currency to be introduceaf dsJanuary 2008.

*2 Lukashenko argued that “If we conclude the agre®mithout resolving economic and financial issuase
might be left without money, wages and pension&ERL 2 September 2003)

45



enjoy a substantial cooperation within the militand defence sector. Belarus is Russia’s
closest military ally, and is a member of the Raissiominated Collective Security Treaty
Organisation (CSTO). The Belarusian armed forcesamo assigned to a 300.000 joint
command with Russia’s western military distriétsnd the two countries adopted in 2001 a
joint military doctrine (Trenin in Lynch ed. 2005).

5.3.2 The Last Dictatorship in Europe

Belarus has become increasingly politically isaldbecause of Alexander Lukashenko’s
authoritarian regime and poor human rights recetdch has led to the labelling of
Lukashenko’s regime as the last dictatorship irogar Belarus has as a result sought closer
ties with Russia as the EU has rejected cooperatithgBelarus. Particularly important for
Lukashenko was Vladimir Putin’s support to a chainggne Belarusian constitution which
allowed Lukashenko to run for a third term in 20B@issia has also established closer ties
with Europe through increased cooperation and aoanactivity. Rontoyanni notes that
Putin’s and Lukashenko’s relationship has beertyiroand that “Lukashenka’s anti-Western
rhetoric was arguably rather embarrassing to Puafforts to forge close relations with the
EU and the US” (Lynch ed. 2005: 61).

5.3.3 Lack of Privatisation of the Belarusian Econmy

Alexander Lukashenko’s economic model has retageseral Soviet-style characteristits
Russian companies have long sought to invest istdte-controlled Belarusian economy, but
have been hindered by Lukashenko’s unwillingnedsdsen his political control over the
economy. By retaining state-ownership, Lukasherd®rhanaged to limit the influence of
wealthy and influential oligarchs. The most covededet in Belarus has been BelTransGaz,
the operator of Belarus’ gas pipelines which actdomten percent of Russia’s gas exports to
Europe (Bruce 2005).

5.4  Georgia

Georgia is a small country with a population of atbiove million inhabitants. Nygren notes
that Georgia has been “Russia’s greatest stradéegidoreign policy problem in the
Caucasus” (2008:19) since Boris Yeltsin became iRnggesident.

%3 Belarus’ armed forces constitute 80.000 of the BDO military personnel.
** According to Main (2006), the Belarusian statetaas 75 percent of the economy, and roughly 54t of
the adult population works in the state-controBedtor.
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5.4.1 The Rose Revolution and Georgia’'s Westward @@ntation

The Georgian parliamentarian election was held dlo2ember 2003, but the election was
criticized by the OSCE and Council of Europe fot being of satisfactory standdrdEduard
Shevardnadze, the Georgian president, did not agtbe¢hese observations, and called the
election “the fairest and most transparent electigr held in Georgia” (RFE/RL 4

November 2003). Opposition candidate Mikhail Sabkaisdid not accept the election result,
and threatened with a ‘revolution’ if Shevardnadigenot step down. Following the Central
Election Commission’s (CEC) announcement that tiev&rdnadze-bloc was the winner
after three weeks of countitfy30.000 Saakashvili supporters assembled aroend th
government and parliament buildings. Shevardnddze declared a state of emergency, but
the army did not support Shevardnadze’s action®rAf meeting with the opposition leaders
and Russia’s Foreign Minister Igor Ivanov, Shevadie resigned on 23 November 2003,
with new presidential and parliamentary electianbé held in 2004. The presidential election
in January 2004 saw Saakashvili elected as GeoRyesident. The political upheaval which
brought Saakashvili to power has been called theeRRevolution. Unlike the Orange
Revolution in Ukraine, Russia played only a smalikyand Saakashvili expressed surprise at
Ivanov's support following Shevardnadze’s resigoati

Saakashvili’'s presidency has seen Georgia sealsaralelationship with Europe and the
United States. Although Shevardnadze made an alffiail for Georgia to join NATO in
20027, Saakashvili took it a step further and pledgednguhis presidential campaign to
assign Georgian NATO membership the highest pyiofihree months after his inauguration,
Saakashvili handed over Georgia’s Individual Pastnip Action Plan (IPAP} as a way of
“taking concrete steps to join the alliance” (RFE/RApril 2004). Georgia became in
October 2004 the first country to agree an IPARMWATO. The instrument of Intensified
Dialogue was formally offered to Georgia in Septem®006, but the talks have since then
not developed. Russian officials have voiced teiapproval of Georgian NATO

membership several times. Following an informal timgewith NATO Defence Ministers,

5 Nygren notes that two election problems commaRS3bl states were prevalent: forged voting lists and
government-fund supported candidates.

% The CEC gave the Shevardnadze-bloc 123 of thes@85 in the Georgian Parliament (Nygren 2008).

*" Georgia was accepted as a NATO aspirant in Mabéi3,2out NATO officials stated Georgia had a ‘vienyg
road ahead’ before it fulfilled NATO requiremenkgygren 2008).

8 The IPAP lists a set of cooperation objectives piatities that each aspiring NATO member mustchaver
to NATO. The objectives deal with political and g8ty issues; defence, security and military isspeblic
information; science and environment; civil emegeplanning; and administrative, protective seguaitd
resource issues (NATO 2009a).
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Russia’s Defence Minister Sergei lvanov warned Bwasia would revise its policies towards
Georgia if Georgia joined NATO, and added that swstisions “will not touch only on the
military aspects” (RFE/RL 14 September 2005). Fpré¥linister Sergei Lavrov also accused
Georgia of seeking NATO membership in order to lm@dNATO for a military solution to

the frozen conflicts in Abkhazia and South Oss@@omeit in Rowe and Torjesen 2009).

Although Georgia has taken decisive steps towandsg NATO under Saakashvili, Georgia
has still not been offered a Membership Action RAP). At a NATO summit in Romania
in April 2008, the United States’ president GeoMylaBush wanted to offer Georgia a MAP,
but several NATO members rejected Bush’s prop&sahce’s Prime Minister Francois
Fillon suggested Russian objectives had an impos@aynin their rejection of Georgian
NATO membership: “We are opposed to the entry ar@e and Ukraine because we think
it is not the right response to the balance of paw&urope and between Europe and Russia,
and we want to have a dialogue on this subject Rithsia” (Reuters 1 April 2008). Sergei
Lavrov said after the NATO summit that Russia wadiddeverything to prevent Georgia and
Ukraine from joining NATO (Reuters 11 April 200&}eorgia’s step to join the EU under
Saakashvili has also progresSeailbeit at a slower pace, and with fewer objectifsam
Russia. Russia’s criticism of the EU in relatior@eorgia has largely centred on the EU’s
democracy promotion in FSU, like its support of @g@'s Rose Revolution in 2003.
Georgia’s close relationship with the United Stdttas also worried Russia. Saakashvili's
bloc was during the 2003 election campaign givdsswntial financial support from the
United States. The United States has also stremgdhe program which sees the United
States offering army training assistance to ther@an army (Nygren 2008).

5.4.2 The Frozen Conflicts in Abkhazia and South Getia

While Georgia declared independence from the Saimdn in April 1991, two of Georgia’s
regions had already declared independence fromgieior 1990. Abkhazia and South
Ossetia have since then been de facto indepengjauiblics (the two regions are marked on
map 3), and have received strong support from BuSs&veral armed clashes have taken
place between Georgia and the two regions. The ssogtus clash occurred in 1992 in
Abkhazia, when a civil war erupted between ethreo@ians and ethnic Abkhazians. Despite
their status as neutral in the conflict, the Rusétaces stationed in Abkhazia sided with the

%9 Georgia is currently part of EU’s European Neigitbood Policy (ENP), which is offered to the EU'’s
immediate neighbours by land or sea (Nygren 2008).
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Abkhazian force¥. A failed cease fire agreement in 1993 was folld\vg another cease fire

agreement in 1994, which stipulated the stationih®.000 Russian peacekeepers along the
border between Abkhazia and Georgia. An Abkhazderendum voted in 1999 in favour of
Abkhazian independence (Nygren 2008).

Map 3: Georgia
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The status of Abkhazia and South Ossetia wasusti#solved when Vladimir Putin became
Russian president in 2000. Several attempts hame ipade to solve the legal status of the
two regions in Putin’s presidency. However, thiswi@ade more difficult after Saakashuvili in
his inauguration as Georgian president in 2004 medto restore Georgia’s territorial
integrity. A peace plan was proposed by Georgiduime 2004 which defined Georgia as a
federal state where Abkhazia would be a ‘sovereigfity’, but the plan was rejected by
Abkhazia. Another plan was proposed in Septembéchaliould grant the two regions ‘the
fullest and broadest form of autonomy’, but thigmplas also rejected. Several failed
attempts and increased Russian frustration oveoWwss status saw Putin withdraw his
support for a UN draft peace plan for Abkhazia @bfuary 2006, stating the need for

8 Ethnic Abkhazians only constituted 18 percent bkiazia’s population in 1989, while ethnic Georgian
constituted 48 percent. A civil war also erupte@aouth Ossetia in 1990, which ended with a cease fi
agreement in 1992. South Ossetia voted in the gearan favour of uniting South Ossetia with NoBksetia
in Russia. Georgian attempts to restore jurisdictieer the region was also in this case driven tbydke
support of Russian armed forces. A peace agreemsmnsigned in 1992, which stipulated that Russenr@ia
and South Ossetia would deploy 500 peacekeepéensoeabe South Ossetian border (Nygren 2008).
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universal principles in settling ‘frozen conflicigNygren 2008). Later in February 2006, the
Georgian Parliament approved a resolution whiclkeddbr the revocation of the 1992
agreement for Russian peacekeeping in Abkhazigcanth Ossetia. The Georgian legislators
argued that the Russian peacekeepers did notthdiil mandate. Russia’s Foreign Minister
Sergei Lavrov denounced the resolution as war-mamgeand warned that the peacekeepers
would be kept in Abkhazia and South Ossetia togatobur citizens’ from attack by Georgia
(Nichol 2008). More than 90 percent of Abkhaziad &outh Ossetian residents have been
issued Russian citizenship by the Russian Foreigysiy, but Putin claims that Russia has
no territorial ambitions (Nygren 2008 and Popes20&). Russia’s Defence Minister Sergei
Ivanov also hinted that Georgia would pay a heftyr®mic price if they went ahead with the
resolution, and said that “The Georgian leaderghgberstands very well that without Russia,
it will fail to deal with persistent problems ingltountry relating to energy issues” (Eurasia
Insight 9 February 2006). The unresolved frozerflm® have complicated Georgia’s
aspirations to join the EU and NATO, and the stafiuthe two regions was still unresolved at
the end of Putin’s presidency in May 2008 (LighRowe and Torjesen ed. 2009).

Several other issues have also troubled Georgm RRaissia’s relationship. Russia has
accused Georgia for letting Chechen terroristdyreperate on Georgian territory, and Russia
repeatedly postponed shutting down its Soviet hegaititary bases on Georgian soil. Russia
closed the final military base in 2006, 14 yeatsrathe had promised to do so. Russian
authorities were further incensed in September 2@@n four Russian military officers were
arrested and charged for espionage in Georgian Batiounced the arrests as ‘state terrorism’
and called Georgia a ‘bandit state’. Putin alsalied the Russian ambassador in Georgia,

and implemented an air, sea and mail blockade andize(Nygren 2008).

55 Moldova

5.5.1 Russian-Moldovan Relationship

Moldova is a landlocked country bordering Ukraimel &omania, and is one of the poorest
countries in Europe. Moldova has since she becadependent in 1991 been engaged in a
conflict with Transnistria. Transnistria is a segiéat region in the east of Moldova (see Map 4
below for localisation) that voted in favour of ejendence in a local referendum in 1990.
Following Moldova’s declaration of independencd @91, Transnistria followed suit, and has
remained a de facto independent state since theldlova’s relationship with Russia has
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been relatively strained since independence, ldiet to Russia’s role in the Transnistrian
conflict. A short war took place during the sprmigl992 between Moldovan forces and
Transnistrian forces aided by the Russiafi d¥ny. Russian forces have remained stationed
in Transnistria since, and were assigned a peapeigestatus following the signing of a
cease fire agreement in July 1992 between Moldadalaansnistria (Nygren 2008).

Map 4: Moldova
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The Transnistrian conflict has centred on two intered issues: the withdrawal of the
Russian peacekeepers and firearms from Transniatriathe legal status of the Transnistrian
Republic. As Russian Prime Minister, Vladimir Pusigned the 1999 Istanbul resolution
which stipulated the withdrawal of the remainingsBian peacekeepers, ammunition and
firearms stored in Transnistria by 2002. Putin rtemed this stance on his first visit to
Moldova as Russian president. Despite the initiahpses, Russia’s stance has not been
consistent. After a meeting with the Transnistteadership in the spring of 2000, Putin
stated that the withdrawal of troops and armamieatisto be synchronized with the resolution
of Transnistria’s status. The Russian Duma alsasesf to ratify the Istanbul resolution in
June 2001, angering the newly elected MoldovanidesVladimir Voronin. Putin finally
promised that the first stage of withdrawing tlefrs and armaments would be completed by

the end of 2001, but the Russian time schedulene@bmet as Transnistrian authorities
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complicated the OSCE’s inspections of the trainsy@ay the armaments (Nygren 2068)
Russia has also played an important role in attepd solve Transnistria’s legal status, and
presented in November 2003 the Kozak plan. The Kptan proposed an asymmetrical
federation between Moldova and Transnistria, withndied defence, customs and finance
systems and a single currency. Both Voronin anahdnistria’s president Igor Smirnov
initially reacted positively to the plan, but Vomrbacked off from the agreement the day
before the plan was ready to be sidfiefiodua (2007) notes that VVoronin noticed several
Moldovan demands were not met in the final drafeagient. Voronin felt Transnistria was
awarded too much power in the proposed asymmefadatation, which enabled
Transnistria to secede from the federation on ligatest pretext. A second Kozak plan was
presented in October 2004, but it was immediatgjgcted by Moldova as Moldovan
authorities felt it would lead to the ‘disinteg@atiof Moldova (Nygren 2008).

Russia’s Foreign Minister Sergei Ivanov has linkesl slow withdrawal of Russian troops
and armaments to the lack of success in resolviagshistria’s legal status: “the reason the
withdrawal of Russian weapons [has been haltekijasvn: the deterioration of Chisinau-
Tiraspol relations after the refusal of the Moldoauthorities to sign [in November 2004] the
Kozak memorandum — a document which representedl|golution [for solving] the
Transdniester conflict” (RFE/RL 16 December 2004)e Russian-Moldovan relationship
has been further strained by Moldova'’s intereglthand NATO membership. Voronin
expressed an interest in joining NATO and the Elénvhe was elected president in 2001,
and reiterated this stance when he was re-elect2d05. Moldova was in December 2004
presented an Action Plan by the EU which detailadgfor closer political and economic
ties, and signed an IPAP with NATO in May 2006 (NAR009a and RFE/RL 9 December
2004). Vyacheslav Kovalenko, the Russian Foreignidtlly’'s CIS Affairs Department
Director, said in November 2005 that the Transiaistissue was not the only reason why
Russia did not withdraw the troops and armamengsweint on to list Moldova'’s positive

®% |gor Smirnov, the Transnistrian president, stabed Russia was betraying Transnistria’s interastssaid
that the withdrawal of troops and armaments neéaléd synchronized with a normalisation of thetrefeship
between Moldova and Transnistria.

%2 Moldovans strongly disagreed with the Kozak plahich led to large protests in Chisinau with cédis
Voronin’s resignation (Nygren 2008).
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attitude towards NATO and the OSCE, and Moldovals in GUAM®. Kovalenko was
particularly adamant that Moldova should be a ‘relland demilitarized state’.

Russian authorities conducted a massive politeaipaign in Moldova before the March
2005 general election aimed at lifting pro-Rusgarties at the expense of president Voronin.
Socor notes that “Moscow is signalling [...] thatvill not forgive Voronin and his governing
team for rejecting Russian-guaranteed “federabrétand seeking international support for
the withdrawal of Russian troops” (Eurasia Dailymtor 1 March 2005). Russian authorities
were also angered by the Moldovan authorities’s&fto invite Russian and CIS election
observer¥. The Russian Duma responded with a unanimousindéour of recommending
Russia’s government to impose economic sanctioridadova “in response to the
Moldovan authorities’ policy to escalate tensiorsuad Transnistria (ibid.). The resolution
called for visa regulations for Moldovan workerdRuassia, charging market price for gas
delivered to Moldova, and prohibitive taxation obMovan tobacco and wine products.

5.6 Ukraine

Ukraine is the largest of the FSU states besidesiRijsee Table 6 p. 41), and has a closely
knit history with Russia. Unlike Russia, UkrainesHittle gas and oil reserves of its own, and
is highly dependent on oil and gas imports fromdRuto cover its needs. Moreover, Ukraine
is Russia’s most important transit country for Rars®il and gas. Roughly 80 percent of

Russian gas exports exported through Ukrainianlipge (EIA 2007).

5.6.1 The Orange Revolution

Viktor Yushchenko was on 26 December 2004 electie@ibian president, two months after
the initial election was held on 31 October. Thectbn process was marked by election
fraud, and the subsequent political crisis andonatide protests has been called the Orange
Revolution. Yushchenko ran on a platform that aintel#ssen Ukraine’s dependency on
Russia, and he vowed to seek a closer relationgitipEuropean structures. Meanwhile, his
main opponent in the presidential election, thedifkan Prime Minister Viktor Yanukovich,
ran on a pro-Russian platform (Samokhvalov 200t)sh¢henko had prior to the election
become severely ill by dioxin poisoning, but rea@eesufficiently to run against

3 GUAM was created in 1998 with the following memeBeorgia, Ukraine, Azerbaijan and Moldova.
Uzbekistan has later joined, and the organisatioroiv called GUUAM. GUAM is perceived by Russiaaas
pro-Western organisation intended to undermineRingsian-dominated CIS (Nygren 2008).

® The refusal to invite the election observers leddRa’s Foreign Ministry to conclude that Moldova’s
leadership “does not welcome an objective assedsoéme elections ... [an attitude] totally incoatiple with
its assurances about democracy and transparenggéigia Daily Monitor 1 March 2005).
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Yanukovich. Large protests erupted prior to theoDet election. The protesters feared that
electoral fraud would be authorised by Ukraine'sgmtent Leonid Kuchma, who supported
Yanukovich in the election. Vladimir Putin was afsersonally involved in the election.
Although Putin stopped short of openly supportirgnitkovich in an appearance on
Ukrainian television, Putin praised Yanukovich’'sfpemance as Prime Minister and his role
in strengthening Russian-Ukrainian bilateral tidggren 2008 and RFE/RL 27 October
2004). In a meeting with Kuchma and Yanukovichiearh October 2004, Putin had made it
clear Russia was not indifferent to the new Ukianneadership: “Ukraine stands on the
threshold of very important internal political et®nwe will respect whatever choice the
Ukrainian people makes. But of course we are riifferent to what will happen, as the
Ukrainian Presidential elections are not just analrlegal act. [...] And the future of Russian-
Ukrainian relations will depend on how the nexdieiship of Ukraine organises its policies”
(President of Russia 9 October 2004).

The October election handed Yanukovich a narrowow€®, but since neither candidates
received more than 50 percent of the votes, a demamd had to be held on 21 November
2004. Although the exit polls for the November &t showed a clear victory for
Yushchenko, Yanukovich was declared the victor Wilpercent of the votes against
Yushchenko’s 47 percent (Nygren 2008). Both the ESE@lection monitors and the United
States said the election failed to meet internatistandards, and Yushchenko refused to
accept the election result. Meanwhile, CIS electmmmitors hailed the election as democratic,
and Putin chose to congratulate Yanukovich on iti®ry despite the lack of an official result
(RFE/RL 22 November 2004). The Central Election @ossion’s (CEC) announcement
Yanukovich had won the election were followed btioravide demonstrations, and the
Ukrainian Supreme Court ordered a re-run of thetiele to be held on 26 December 2004.
The December election awarded Yushchenko 52 peoééhe votes, and Putin surprisingly
immediately recognized the election result (Nyg2608).

Russian authorities were critical of what they péred as Western meddling in the Ukrainian
election. Three days after Putin prematurely candated Yanukovich on his victory,
Russia’s Foreign Minister Sergei Lavrov urged Eeapgovernments to “respect the choice
of the Ukrainian people and let them decide by eaes how to settle their domestic

% The Ukrainian Central Election Commission (CEChetred Yanukovich 40 percent of the votes, while
Yushchenko received 39 percent of the votes.
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disputes” (RFE/RL 26 November 2004). Lavrov cried Western governments for their
dismissal of the election result, and said thers m@areason to it. Lavrov also suggested that
the OSCE was being used as a tool for politicali@rfice, and Putin criticized the influx of
money from Europe and the United States (RFE/Rle8dinber 2004).

5.6.2 Ukraine’s Realignment With the West

Viktor Yushchenko was not the first Ukrainian pokesit to seek a closer relationship with the
West. Both of his predecessors, Leonid Kravchuklaawhid Kuchma, had established ties
with the EU and NATO. Ukraine was the first CIS oty to join NATO’s Partnership for
Peace (PfP) agreement in 1994, and signed up tiarefnemberships in EU and NATO
Kuchma'’s flirtation with NATO was not well receiva Russia, but the strengthening of the
Russian-Ukrainian relationship in other areas reegraooth the relationship. Most of the
issues had been solved by the time Vladimir Pugraine Russian president in 2000. The
1997 Russian-Ukrainian treaty helped solve seyeailem$’, and Putin and Kuchma
enjoyed a good personal relationship. Trade betweetwo countries increased, and defence
cooperation and joint arms production boomed (Ny@@08). Moreover, several scandals in
Kuchma'’s second term as Ukrainian president lesldoowing isolation from the EU and the
United States. As a result, Kuchma sought to sthemg his relationship with Putin (Fischer
2008 and Nygren 2008).

At the time of Yushchenko’s inauguration as Ukrampresident in January 2005, three FSU
states had already joined NATO and the EU. Thisnindeat Ukraine and other FSU states
now bordered member countries. Yushchenko madeait during the election campaign and
in the aftermath as Ukrainian president that heldveaek Ukrainian NATO membership.
Russian authorities warned this would have congexpsgefor Ukraine’s relationship with
Russia. Russia’s Foreign Minister Sergei Lavrod $hat while Russia would not obstruct
Ukraine’s right to choose its own partners, Ukraineld not rely on privileged economic
relations with Russia (RFE/RL 4 January 2005).rPalso said in a speech at a Security
Council meeting in January 2005 that “We remainvawsed there is no real justification for
NATO’s geographical expansion” (President of Rug8ialanuary 2005). Yushchenko
ordered Ukraine’s military doctrine to be prepal@dNATO membership in April 2005, and

% Ukraine also signed the Partnership Agreement thigtEU in 1994, the EU Common Strategy for Ukraime
1999, and was in 2004 included in the Europeanieigrhood Policy (Nygren 2008).

%" The dissolution of the Soviet Union left sevenatasolved questions: the status of Russia’s Blaekf®et
and the naval base in Sevastopol, the handling@eSnuclear weapons on Ukrainian soil, the stafuGrimea,
and unresolved border issues (Fischer 2008).
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continued to reaffirm Ukraine’s membership plangdi¢n 2008). Ukraine and NATO
launched at the same time an Intensified Dial6§wd Yushchenko also made it clear he
would seek EU membership. Although the EuropeataPagnt in early 2005 called for the
Council to consider deeper cooperation with Ukrathe lack of clear signals caused
disappointment on the Ukrainian side. Fischer nthteasRussian opposition to Ukrainian EU
membership is likely due to the fear of losing ldige Ukrainian market where Russia has a

dominant position (in Fischer ed. 2088)

5.6.3 Ukraine’s Pipeline System

Ukraine’s gas pipeline system is Russia’s princlim& for transporting gas to Europe (Map 2
on p. 23 shows the pipelines that cross Ukraireistory). Gazprom has long sought to
acquire ownership in Ukraine’s pipeline system,ckhis owned by the Ukrainian state-
owned company Naftogaz. Gazprom allowed Ukraineughout the 1990s to amass a large
gas debt, and pressured Ukraine into entering re@ots over an international consortium
that would own the pipeline system. Gazprom prochitsecancel Naftogaz’'s gas debt and
keep Ukraine’s gas price low and stable if a camsorwas created. The consortium would
consist of Gazprom, Naftogaz, and Ruhf§aBespite signing the funding documents in
November 2002, no agreement was reached on thertions, and it was declared dead by
Yushchenko in June 2005 (Eurasia Daily Monitor ddDer 2006, Russian Analytical
Digest 20 May 2009, and Stern 2009). After Putiltedeto unite Russia’s and Ukraine’s
pipeline system in February 2007, the Ukrainiadi®&aent voted unanimously in favour of a
law that bans the privatisation, sale, transfergmeor joint venture of the country’s pipeline
system (RFE/RL 6 February 2007). Ukraine’s pipesigstem has also been a source of
blackmail for Gazprom, as Ukraine has repeateglganed off gas meant for Europe during
the 1990s and early 2006sand Naftogaz has often been chronically latettlisg its gas
debt.

® Intensified Dialogue is a clear signal of supgimwtn NATO members for future membership (NATO 2009b
%950 percent of the Ukrainian industry was in 200 ed by Russian capital (Nygren 2008).

9 Ruhrgas is a German company. Germany is Russiajedt customer in Europe, and has a large intierest
stable supplies from the Ukrainian pipeline system.

" Gazprom has also reported missing gas from stdeaijities in Ukraine. Gazprom reported missing Bcm

in May 2005, which raised the question whether Rnsgas could be stored safely in Ukraine (Ste®620
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Chapter 6: The 13 Cases of Russian Energy Aggressio

6.1 Introduction

After having discussed in chapter five Russia’atiehship with the seven countries that have
been subject to Russian energy aggression, itwstinee to turn to the 13 cases of Russian
energy aggression. The cases are the units ofsasiahthis thesis which the analysis in
chapter seven will be based on. This chapter wilirme the cases by focusing on how the
events unfolded. | will pay particularly focus dretnegotiation process in order to see which
proposals were made and to see if any statememnésmade that can reveal the back ground
for the cases. Before | turn to the cases, | wbkddto remind the reader how the cases were
identified. Russian energy aggression is in thesigiunderstood as Russian energy cut offs of
oil and gas supplies and threats of oil and ga®sfitsitand the thesis is limited to cases that
have taken place in Vladimir Putin's presidencye Tist is non-exhaustive as not all cases of
Russian energy aggression is included.

6.2 Belarus

6.2.1 September 2002

Belarusian authorities and Gazprom agreed in 2802 to sign an agreement whereby
Belarus would continue to receive gas from Gazpaba Russian price level. Belarus would
in turn privatise BelTransGaz, the gas transit taadsmission network, and create a 50/50
joint venture with Gazprom. However, Belarusianhauities broke this promise. Gazprom
discovered in September 2002 that BelTransGaz baldeen removed from a list of strategic
companies that could not be privatised, and thneat®elarus with a suspension of gas
deliveries and a price increase. Gazprom’s threatwever executed, and BelTransGaz had
by April 2003 become a joint stock company, thostjlhonly Belarusian owned (Yafimava
and Stern 2007).

6.2.2 January 2004-June 2004

Gazprom cut Belarus’ gas supplies on 1 January.2884prom had already in September
2003 announced a price hike for Belarus. The arnceraent came at the same time as
Gazprom announced it was not interested in acquaistake in BelTransGaz due to Minsk’s
unacceptable terms. Belarus paid at the time $28e8@cm, while neighbouring Ukraine paid
$50 per tcm. The move was supported by the Rugsisernment, which came less than a
month after the two countries’ dispute over thelenpgentation of the union currency. In
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December 2003, Gazprom offered Belarus to contiaaeiving subsidised as if Belarus
accepted Gazprom'’s offer of $600 million for Belfis&az. Minsk responded by demanding
$5 billion, and Gazprom countered by cutting Besagas supplies (RFE/RL 10 September
2003, Eurasia Daily Monitor 9 June 2004, and Yafisnand Stern 2007). The independent
Russian gas producers Itera and TransNafta wereedl to temporarily supply Belarus with
gas. Gazprom officials maintained that Belarus’ g@yice would be normalised if Belarus
agreed to privatise BelTransGaz. By the end of a4, Itera and TransNafta had almost
exhausted their governmental-allocated export quotd Belarus ran the risk of being left
without gas supplies. The dispute was resolvediie 2004 when Belarus agreed to pay
$46.68 per tcrif, but Gazprom did not manage to acquire a staBelfiransGaz (Eurasia
Daily Monitor 9 June 2004 and Main 2006).

6.2.3 September 2006-January 2007

Russia and Belarus were involved in an oil dispat2Z006-2007. Russia were according to an
agreement from 1995 entitled to 85 percent of tlodits generated from Belarus’ export of
refined oil. However, Belarus had since 2001 ng@ériransferred Russia’s share of the
profits. Russian oil deliveries had also been @eéd duty free since 1995. Russia estimated
in 2006 that it was losing $4 billion annually diweBelarus’ non-payment, and asked
Belarus’ authorities to hand over the profits. Braeft put pressure on Belarus by cutting oil
deliveries by pipeline from four million tons torée million tons in the fourth quarter of

2006. Transneft also threatened to reduce Belailugipplies for 2007 to only eight million
tons, down from 19.75 million tons scheduled in@Q®lain 2006 and Eurasia Daily Monitor
8 November 2006). The importance of Russian qibebs for the Belarusian economy is
demonstrated by Belarus’ export figures in 2004icgkof oil products amounted to 45.6
percent of Belarus’ ten most exported product0B¥2(Zaiko 2006Y. Russian authorities
decided on 1 January 2007 to impose an exportafi#}80 per ton oil sold to Belarus.
Belarus in turn responded with a transit charg®4& per ton Russian oil shipped through
Belarus’ territory. After Russia refused to pay import duty, Belarus started siphoning off
oil from the pipelines as payment for the trankérge. Transneft started on 5 January 2007 to
reduce oil shipments through Belarus’ pipelinesl laalted oil shipments completely on 8

January. The dispute was settled two days latachndaw Belarus revoke the $45 per ton

2 The price was also applied retroactively to the Balarus received in the period of Gazprom’s suppt.
The new deal also entailed a higher transit fe€&fazprom’s gas transport through Belarusian pipslin

"3 Belarus’ profits for 2005 and 2006 would be eveghbr due to the higher oil prices in those yeae Figure
1onp. 31).
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transit charge on Russian oil (Financial Timesdruary 2007). Russia’s export duty was
renegotiated only two days later, and was loweoebbB per ton oil. Belarus and Russia also
agreed on the taxation of refined oil productshvRussia set to receive 70 percent of the
profits in 2007 (Financial Times 15 January 20 7After the dispute had been settled,
Vladimir Putin remarked in a statement that degpieerecent events, Russia would continue
to subsidise Belarus’ economy for a long time. ®Pastimated that Russia’s oil and gas
subsidies to Belarus alone would amount to $51®bifor 2007 (RIA Novosti 15 January
2007).

6.2.4 January 2007

At the same time as Gazprom increased the gasaqmateut supplies to other FSU states in
2006, Belarus continued to receive a preferentialgrice of $46.68 per tcm until January
2007°. Shortly after the Belarusian presidential eletiioMarch 2006, Gazprom announced
that Belarus would have to begin paying marketggrifor gas, which would entail at least a
threefold price increase. Gazprom offered Belanesoption of receiving cheaper gas in
return for a stake in BelTransGaz, but set the ldeadt 30 April 2006 for the deal to be
completed (New York Times 31 March 2006 and NewKybimes 7 April 2006). After
Gazprom and Belarus could not settle the gas p@egprom threatened to cut Belarus’ gas
supplies as of 1 January 2007. Gazprom'’s finalnasgrice was $105-110 per tcm, which
was a combination of cash and shares in BelTrand&darus, on the other hand, was only
willing to pay $75 per tcm, and objected to sellBgjTransGaz. Belarus and Gazprom
reached an agreement on New Year's Eve 2006, omlytas before Gazprom’s deadline
expired. Belarus had to concede to Gazprom on assug. The new deal saw Belarus pay
$100 per tcm for Russian gas in 2007, with theepsiet to increase gradually to European
levels by 2011. Gazprom also obtained a 50 pestake in BelTransGaz for $2.5 billion
(Goldman 2009 and RFE/RL 1 January 2087)

6.2.5 August 2007
Gazprom threatened to reduce Belarus’ gas sudpfid$ percent as of 3 August 2007. The

threat was announced after Gazprom and the Bedarasithorities failed to reach an

" Russia’s share was also negotiated to increa2@0a and 2009 to 80 and 85 percent respectively.

'S Ukraine was in 2006 charged $235 per tcm, whiléddea was charged $110 per tcm and later $160cper t
but also had to hand over a stake in Moldovagaz.

8 Gazprom did not acquire the 50 percent shareghitrizazprom would instead acquire 12.5 percettief
shares annually for $625 million for four years,jiebhwill see Gazprom own 50 percent of the shares i
BelTransGaz in 2010. The first instalment was madé June 2007.
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agreement over Belarus’ gas debt of $456 milliat thas due for Gazprom’s gas deliveries
for the first six months of 2007. The threat waganeexecuted as Belarus agreed to pay the
gas debt within a week. The first payment of $19lian was made on 3 August (New York
Times 2 August 2007).

6.3 Estonia

6.3.1 May 2007

Following the relocation of the Bronze Soldier iallinn, Russia halted deliveries of oil
products to Estonia by railway on 2 May 2007. Aclog to the Russian rail monopoly,
Russian Railways, the halt came as a result ofter@amce work being performed on the rail
link to Estonia. A quarter of Russia’s export dfoducts are sent by rail to Estonia, from
where it is re-exported to Northern Europe. Simétausly, Russian coal exports to Estonia
were also halted, citing a shortage of railway wagdrussian Railways denied any political
motives for the disruption (Reuters 2 May 2007)e Tty after the halt in oil deliveries,
Russia’s Foreign Minister Sergei Lavrov stated thatrelocation of the war memorial would
have ‘serious negative consequences’ on the kaldties between Russia and Estonia
(RFE/RL 3 May 2007 and RFE/RL 8 May 2007). Russgumed oil shipments to Estonia on
17 May (RFE/RL 17 May 2007). Two months after thp@y disruption, Russia’s Transport
Minister Igor Levitin provided additional informatn regarding Russia’s halt of oil deliveries
to Estonia. Besides Russia’s increased capackyimorsk, Levitin stated there were political
reasons behind the dispute, and said that "busmiéstevelop where the situation is
comfortable and profitable and where the moralpoldical climate is favorable" (U.S.-
Russia Business Council 27 July 2007). Levitin &laiol that while Russia will continue to
use ports in neighbouring states, strategic madgdiia refined oil products will only be
shipped through Russian ports (ibid.). The Europganiament’s resolution on the dispute
“‘condemns the attempts by Russia to exert econpragsure on Estonia as an instrument of
foreign policy and calls on the Russian governnbeméstore normal economic relations

between the two States” (European Parliament 24 208y).

6.4  Georgia

6.4.1 November 2006
A few weeks after Georgia arrested four Russiaspestted of espionage, Gazprom
threatened in November 2006 to cut Georgia’s gppl&s in 2007 if they did not accept a
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doubling of last year’s gas price. Gazprom'’s ofter2007 was $235 per tcm, more than
double the price Georgia paid in 2606The price offered was the highest to the FSUestat
on a par with Western European gas prices. MeaawBihzprom’s Deputy CEO Alexander
Medvedev said that Georgia could offer assets gotmge a lower price. Georgian pipelines
are like all former Soviet pipelines connectedi®e Russian pipelines system, and the
Georgian pipelines are also used to supply Armen@gse Russian ally. This was not the
first time Gazprom had expressed an interest ir@a&s pipelines, as they had expressed
interest in buying Georgia’s pipeline system inukay 2005 (Civil Georgia 21 January 2005,
Civil Georgia 25 November 2005 and Eurasia Dailynitflar 9 November 2009). Georgia
rejected Gazprom’s offer as they considered thelipips too strategically important, and
opted instead to pay the full price for Russianigd07. Georgia accepted Gazprom’s terms
while knowing Azerbaijan would be able to supplytthirds of Georgia’s gas requirements
from 2007 onwards following the opening of the Saniz gas field in January 2007. An
unofficial report suggested Georgia paid $120 per for Azerbaijan’s gas, and Georgia will
also receive gas as transit fee payment for thelipgthat crosses Georgian soil (Eurasia
Daily Monitor 17 January 2007).

6.5 Latvia

6.5.1 2002-2003

The Latvian oil terminal in Ventspils (see Map 23) is owned by Ventspils Nafta, and is
the largest of its kind in the Baltics. The Venlsperminal accounted for 22 percent of the
entire Baltic Sea oil market in 2002. The sole $ieppf oil to Ventspils Nafta was Transneft
(RFE/RL 11 July 2002 and New York Times 21 Jan2f§3). Ventspils Nafta first started to
suffer from decreasing oil shipments from Russiapnil 2002. By September, Ventspils
Nafta received only one-third of its capacity. RREfeported that Transneft withheld oil to
Ventspils Nafta until it agreed to sell a stak@tansneft. Semyon Vainshtok, the CEO of
Transneft, made contradictory statements regarfiiagsneft’s interest in Ventspils Nafta.
While denying interest in buying a stake, Vainshstdted that “I suppose Transneft will
agree to buy controlling interest in Latvia’s pibtthe Latvian shareholders ask for it”
(RFE/RL 22 October 2002). Vainshtok further steteat “If Transneft decides to develop
Primorsk, Ventspils will dry up. But if we are ggito suspend phase two of the Baltic
Pipeline System, then Ventspils should be contidie the Russian side” (ibid.). Russia’s

" Georgia paid $110 per tcm in 2006. Gazprom alsolypeoubled Georgia’s gas price in 2006, which
increased from $63 per tcm in 2005 to $110 peritc2006.
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halt of oil shipments to Latvia happened at a tmhen Russia was experiencing a post-
Soviet record in oil production. Russia’s oil pratlan was up four percent in the first ten
months of 2002, while Ventspils Nafta oil shipmewtre down 42 percent with severe
financial ramifications for the company (RFE/RL &Wmber 20025

By January 2003, Ventspils’ oil shipments had catedy dried up. Transneft cited too high
tariffs using the terminal, opting to use their ogitterminal in Primorsk instead (see Map 2
p. 23). Transneft’s complete half of oil shipmetwtd/entspils happened in the same year as
Transneft had stated it would increase oil expbytpipeline by at least 16 percent (New
York Times 21 January 2003). Russian oil produeen® infuriated by Transneft's actions as
Russian oil production and oil prices were soariftge CEOs of five major oil companies,
Lukoll, Yukos, Surgutneftegaz, Tyumen Oil and Rdsnerote a letter to Russia’s Prime
Minister Mikhail Kasyanov where they criticized Tisneft’s decision. The CEQO’s called the
reason for Transneft's supply cut as ‘artifici@hd even urged Kasyanov to increase oil
shipments to Ventspils. Their motion was rejectew] Russian oil exports to Ventspils Nafta
were in February 2003 down 99 percent (RFE/RL 2udey 2003, New York Times 21
January 2003 and RFE/RL 12 February 2003). Trahsoetinued to send mixed signals
regarding their intention with Ventspils Nafta. Adtugh it denied it was plotting a takeover,
Transneft acknowledged a desire to buy a stakeeicdompany. Transneft’s vice-president
Sergei V. Grigoriyev stated that Transneft wouldemdy to invest in an expansion of the
pipeline to the Ventspils port if they had a stak®entspils Nafta (New York Times 21
January 2003). In February 2003, Grigoriyev alstest that “Oil can only flow from Russia.
You can of course sell [the port] to Westerners. \Boat are they going to do with it? Turn it
into a beach?” (RFE/RL 12 February 2003), and repakthat Ventspils Nafta discussed a
deal exclusively with Transneft, stating that Traefs would not participate in an open tender.

At the same time as Ventspils Nafta’'s oil shipmemtse halted, harsh weather conditions
affected Russia’s oil exports in the winter of 260®ue to limited export possibilities, more
oil than normal remained on the Russian marketyevbé was sold for as little as 5 $/barrel.
In comparison, the average oil price in 2003 wa82&/barrel, more than five times the

Russian domestic oil price (Figure 2 on p. 32 shth@saverage oil price). Russian oil

8 Ventspils Nafta’s profits for 2002 plunged 99 marccompared to 2001 (RFE/RL 12 February 2003).
Ventspils Port handled 24.3 percent less carg@@2ZRFE/RL 13 January 2003).

" The Russian oil terminal in Novorossiisk was sthawn several times during the winter due to badthera
while Primorsk was clogged up with ice up to 25engthick.
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producers sought instead other export options. iLekported oil through Iranian pipelines,
while Yukos utilized far more expensive river a@adl options to export oil (RFE/RL 7 March
2003). Transneft later rejected an offer to buta&esin Ventspils Nafta since Latvian
authorities did not offer a controlling stake (RRE/18 March 2003). As of 2008, Transneft
had not resumed oil shipments to Ventspils Nafte fort has instead been supplied by
railway, operating at little more than half its n@l capacity (Kandiyoti 2008).

6.6 Lithuania

6.6.1 1999-2001

Mazeikiu Nafta is an oil complex that includes tey refinery in the Baltic Stat&s a
maritime oil terminal in Butinge (The Butinge temal is shown in Map 2 p. 23), the Birzai
pipeline, and several retail outlets. Mazeikiu lda# Lithuania’s largest economic asset, and
accounts for roughly ten percent of Lithuania’s GDRis makes it Lithuania’s largest tax
payer, with €209 million in net profits for 2004yasia Daily Monitor 31 March 2005 and
Eurasia Daily Monitor 1 July 2005). Mazeikiu Naftas first subject to Russian interest in
1999. Lukoil expressed an interested in buyingcthapany, but the Latvian government
chose instead to sell a minority stake and theatimgy rights to the American company
Williams International (New York Times 30 Octobe9Bf*. Lukoil was at the time the
government-assigned coordinator of Russian oil gsgo the Baltic States, and cut Mazeikiu
Nafta’s oil supplies shortly after Williams Intetr@nal’'s acquisition of the company. Lukoll
cut Mazeikiu Nafta’'s oil supplies nine times in fheriod between 1999 and 2001. Bugajski
notes that “Lithuania was given several ultimatuha Lukoil would cut off its supplies
unless the company was allowed to acquire majshgres in the pipeline from Belarus to the
Baltic Sea and in the Mazeikiai refinery” (20040).3

Lukoil's supply cuts heavily indebted Mazeikiu Natind Williams International, and
deprived Lithuania of its most import source of taxenues (Eurasia Daily Monitor 31
March 2005). Lukoil hoped that Mazeikiu Nafta’sdimcial squeeze would allow it to acquire
a controlling stake in the company. Instead, Yubosght 26.85 percent of the shares in
Mazeikiu Nafta in June 2084 After Yukos announced its acquisition of Mazeikiafta,

80 Mazeikiu Nafta is also one of the biggest refiagiin Central and Eastern Europe (Baran 2007).

8 williams acquired a 33 percent stake in Mazeikaftdlin October 1999 for $75 million, with the aptito
raise its stake in the company to 51 percent wiilk@years.

82 yukos, unlike Lukoil, had a reputation for beingraly private company that was not controlled g t
Russian state (Bugajski 2004).
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Lukoil imposed a complete halt of oil shipmentdtazeikiu Nafta. Yukos’ stake in Mazeikiu
Nafta was increased to 53.7 percent in Septeml®2, 26hen Williams International was
bought out from the company (RFE/RL 27 June 200FE/RL 23 August 2002, and New
York Times 19 September 2062)

6.6.2 2005-2006

After Yukos was targeted by the Russian state 082fhd 2004 on several charges, Transneft
imposed a complete halt of oil deliveries to MazeiMafta as they did not allocate Yukos
any export quota for the second quarter of 2008. Mbve was seen as an attempt to force
Yukos entirely out of business and to set the staiga takeover of Mazeikiu Nafta by a
Russian company. Lukoil had previously announcéadt entered into negotiations to buy
Yukos’ 53.7 percent stake in Mazeikiu Nafta (Eumd3aily Monitor 31 March 2005). A
Moscow courted order a freeze on trading Yukos'maasets on 5 April 2005, which barred
Yukos from selling its stakes in its major subsigis. Russia’s Ministry of Justice also asked
Lithuania to stop Yukos from selling its sharedazeikiu Nafta (New York Times 19 April
2005 and New York Times 26 June 2005). Since Mazdlafta was owned by the
Netherlands-registered Yukos International, Edietdgun openly declared he was seeking
to block Lithuania’s acquisition of Yukos’ sharesNazeikiu Nafta (Eurasia Daily Monitor
26 April 2006§*.

PKN Orlen, Central Europe’s largest refiner of altimately sealed the deal, and acquired
Yukos’ 53.7 percent stake in Mazeikiu Nafta in M2306 for $1.47 billion. PKN Orlen also
bought a 30.7 percent stake from the Lithuaniaregawent for $851.8 million (New York
Times 29 May 2006). The Russian companies Lukall BNK-BP, and KazMunayGaz from
Kazakhstan, also bid for Mazeikiu Nafta. KazMunayGdid was, however, weakened as
Transneft blocked the proposed transit of Turkméaaoss Russia to Mazeikiu Nafta
(Eurasia Daily Monitor 1 June 2006). Two monthg@aPKN Orlen had bought Mazeikiu
Nafta, Transneft stopped pipeline deliveries todbmpany citing technical reasons for the
stoppage of deliveriés Transneft said an oil spill had taken place od@9 2006. The
pipeline spill would not affect Russian oil expoisEurope, only to Lithuania. Transneft also

8 The Lithuanian state retained a priority righMazeikiu Nafta as it considered the ownership sgig a
national security issue. The priority right gave thithuanian state a right to buy Yukos’ shares later point
by matching the highest bid (Eurasia Daily Monit@rMarch 2006).

8 Rebgun, the Moscow-court appointed temporary aistittor of Yukos, failed to block the trading ofikos’
stake in Mazeikiu Nafta, as it was beyond the Mwscourt’s jurisdiction (Eurasia Daily Monitor 1 Jei2006).
8 The pipeline had provided 80 percent of the Madmeafta’s crude oil (New York Times 31 October B0
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said that the work would take one year and ninethsoas the pipeline could not be repaired,
but had to be replaced entirely. Transneft’s tinaenke differed radically from normal time
frames for pipeline repairs, which usually onlyagakfew weeks to finish (Eurasia Daily
Monitor 3 August 2006 and Eurasia Daily Monitor aifdh 2007). The supply cut meant
Mazeikiu Nafta had to operate below capacity an@iolcrude oil by ship. Crude oll
deliveries by ship adds at least an additional®2$barrel in costs, which in a year amounts
to a minimum of $146 million in additional costsnamlly for Mazeikiu Nafta (New York
Times 7 August 2006 and New York Times 3 July 20@&spite high oil prices in 2006,
Mazeikiu Nafta’s profits decreased 75 percent. Afie work had been done to repair the
pipeline to Lithuania, Russia’s Industry and Enekgjpister, Viktor Khristenko, announced
in May 2007 that repairing the pipeline would be tmmplex and uneconomic. Oil supplies
would instead be ported to Primorsk, from where &illkdm Nafta now has to be supplied by
tanker (Eurasia Daily Monitor 6 June 2007).

6.7 Moldova

6.7.1 January 2006

While Europe’s attention was focused on the RusSiaminian gas crisis, Russia
simultaneously imposed a complete halt on Moldoga's supplies on 1 January 2006.
Gazprom'’s offer to Moldova for 2006 was $160 pen,ttwice the price Moldova had paid in
2005. The Russian supply cut happened despitathéfoldova had paid its gas bills on
schedule each year. Moldova, which is 100 percepeddent on Russian gas, was supplied
with gas from neighbouring Ukraine while the supgply lasted (RFE/RL 2 January 2006 and
Eurasia Daily Monitor 4 January 2006). A temporagyeement was reached on 16 January
2006 between Russia and Moldova. The agreemenl/edglova’s gas price increase from
$80 per tcm to $110 per tcm, but it was only védidthe first six months of 2006. Moldova
also had to concede a 13.4 percent stake in Motghveo Gazprom, increasing Gazprom’s
stake in the company to 63.4 percent. The 13.4epestake was owned by the Transnistrian
authorities, but could not be traded legally withbloldovan consefit. After the temporary
agreement expired at the end of March, Russia aviddvia signed a new agreement for the
rest of 2006 which set Moldova’s gas price at $ié0tcm. Russia continued at the same
time to supply the Transnistrian authorities wids gvithout collecting any payment for the
debt (Eurasia Daily Monitor 18 January 2006 andaBiar Daily Monitor 4 January 2007).

8 Gazprom acquired a stake in Moldovagaz and otivetuves during the 1990s, when Moldova’s weak
economy led to an indebted relationship with thegany.
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6.8 Ukraine

6.8.1 January 2006

Russia cut Ukraine’s gas supplies on 1 January 280 protracted negotiations during the
autumn of 2005 offered no agreement on Ukrainesspyece for 2006. The Russian Duma
voted unanimously in July 2005 that CIS countriesudd pay European prices for Russian
gas$’. Ukraine had in 2005 paid $50 per tcm, while Garps initial offer for 2006 was $160
per tcm. Ukrainian authorities announced they weaely to pay market prices for gas, but
said that it would have to be a phased transibom marked based pricing system. The
negotiations deteriorated in October 2005 whendggit threatened to siphon off gas from
the pipelines if no settlement was reached. Gazjpmoreased Ukraine’s offer to $230 per
tcm towards the end of 2005 as the ‘market priegl thanged since the initial offer was
made. Gazprom also threatened to cut Ukraine’sigpglies if no agreement was reached by
the end of the year. Kremlin supported Gazpronadac#, with Putin taking a leading role in
the negotiations (Larsson 2006 and Stern 2006)pi®@azs interest in the Ukraine’s pipeline
system was again resurrected by Alexei Miller, @O of Gazprom, as he stated that
Ukraine should surrender the pipelines to a consartontrolled by Russia, Ukraine and
Germany in order to avoid a fourfold increase inrdike’s gas price (New York Times 16
December 2005).

After no agreement was reached, Gazprom cut itexjasrts to the Ukrainian pipelines equal
to Ukraine’s gas consumption on 1 January 2006.nvede, Gazprom continued to export
gas to Europe using the Ukrainian pipeline sysi#&lthough Europe’s gas supplies were
meant to be untouched, Naftogaz tapped into thelgageries for technical g&s with

several European countries experiencing a gasfahoiteputy Chairman of Gazprom,
Alexander Medvedev, reiterated Miller’s offer, asald Gazprom would consider exchanging
joint ownership in the Ukrainian pipelines for agirg to a transition period to market prices:
“We are ready to consider other assets that mayf lgerest to us, [...] But we are
particularly interested in the transit pipelinedJkraine” (Financial Times 3 January 2006b).
Gazprom and Naftogaz reached an agreement on 4ry&206 to resume Ukraine’s gas
supplies. The agreement set Ukraine’s gas pric23066 at $95 per tcm. Ukraine’s gas price

was made up of a majority of cheap gas importeah ffarkmenistan at $65 per tcm, while

87 Not all CIS members were included, only Georgia|ddva, Ukraine, Estonia, Latvia and Lithuania.
8 Technical gas is used to provide sufficient pressuthe pipelines for the gas to flow.
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Gazprom supplied the rest at $230 per tcm. Despilding no assets of its own, the
agreement also made RosUkrEnergo the intermedtampany responsible for selling the gas
to Ukrainé®. RosUkrEnergo is a Swiss-registered company s ipercent owned by
Gazprom, while the other half is owned by the twadihian businessmen Dmitri Firtash and
Ivan Fursin (Goldman 2008). Ukraine agreed to im@8rbcm of gas, but had to transfer 20
percent (14.6 bcm) of the gas to RosUkrEnergo.I?hé bcm of gas was payment for
RosUkrEnergo’s service of delivering the gas todilke, which RosUkrEnergo in turn was
free to re-export. The agreement also made UkrGaxgen RosUkrEnergo’s subsidiary,
responsible for distributing gas to industrial gsierUkraine, thus capturing Naftogaz’s
largest source of profit. Meanwhile, Naftogaz wastcactually obliged to supply district
heating companies and residential users who otidrphyment difficulties (Russian
Analytical Digest 20 January 2009).

The agreement also set a new transit fee for Resse of the Ukrainian pipelines, which
increased from $1.09 per 100 km/mcm to $1.60 pérkimcm. The new transit fee
increased Naftogaz’s transit revenues from $1l®biin 2005 to $2.2 billion in 2006.
However, while Ukraine’s gas price was to be retiaggd annually, Naftogaz's transit fee
was locked for five years until 2040 While Naftogaz’s transit revenues only increased
nominally, Ukraine’s gas expenditures nearly tidpbetween 2004 and 2008. Furthermore,
while the transit revenues for 2005 covered neaalfthe price for the imported gas,
Ukraine’s transit revenues only covered slightlgogne-quarter of Ukraine’s gas
expenditures in 2007 (Russian Analytical Digestvifyy 2008 and Russian Analytical Digest
20 January 2009).

89 Gazprom has several times used intermediary coiepéike RosUkrEnergo when selling gas to FSU state
EuralTransGas was until 2004 responsible for gelias to Ukraine, but was then replaced by RosUkigmn
RosUkrEnergo’s role was strengthened in the newagapared to its earlier role (Goldman 2008).

% The development of Ukraine’s gas expenditurestaarsit revenues is seen in Figure 3 on the neget.pa
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Figure 3: Graph Showing Difference in Value of Gaports and Gas Transit
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Source: Russian Analytical Digest 20 January 2009.

Only six days after the agreement was reached,itKsagovernment was dismissed in a no-
confidence vote by the Ukrainian Parliament. Thedifkan legislators accused the
government for accepting a harmful deal for thentoy and the dismissal further increased
the political pressure on Yushchenko. The Ukraipariamentary elections in March 2006
also saw Viktor Yanukovich'’s bloc victorious. Yamkch subsequently became Ukrainian
Prime Minister, and chose to slow down Ukrainetegmnation with NATO (Koren and
Bukkvoll 2007).

6.8.2 October 2007-March 2008

Another row between Gazprom and Ukraine occurred @ctober 2007 when Gazprom
threatened to reduce Ukraine’s gas supplies iftastanding gas debt was not settled. The
threat came as the votes were counted for the Bepte2007 parliamentary election where
no clear winner emerged. Valery Golubev, Gazprdd@puty Chairman responsible for
Russian gas sales to the CIS market, said in M@y Btat “If politicians make a decision to
establish closer economic ties between our cowntities will guarantee lower gas prices.
However, if the politicians decide to separate eétess, then the price of gas for Ukraine will
be the same as for Germany” (RFE/RL 30 May 200f& bw was temporary settled on 9
October 2007 when Naftogaz cleared the $2.2 bitiebt by paying $929 million in cash and
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transferring 8.5 bcm of gas worth $1.3 billion taz&xport (RFE/RL 4 October 2007 and
RFE/RL 11 October 2007).

The conflict resurfaced again in February 2008 w@aaprom once more threatened to cut
Ukraine’s gas supplies by 25 percent as of 3 Magf8 if Naftogaz did not settle a $600
million debt incurred in 2008 (RFE/RL 11 Februafp8). The supply threat dealt a fresh
blow to the new Yushchenko-Tymoshenko bloc thanfd government following the
September 2007 election. The conflict appearensittd be settled following an agreement
between Vladimir Putin and Viktor Yushchenko in fedry 2008, but fell apart due to a
disagreement over whether the gas debt had bettstsat not'. Gazprom executed the
threat on two consecutive days in March 2008 btirapigas deliveries to the Ukrainian
pipelines equivalent to Ukraine’s domestic consuomptThis prompted Naftogaz to warn
Gazprom that it would rather siphon off gas from giipelines than to cut off gas deliveries to
the Ukrainian customers. The conflict was resoleed March 2008 when Naftogaz agreed
to pay the outstanding debt (RFE/RL 6 March 2008).

°1 Naftogaz claimed it had settled its debt with RagEergo in full, which in turn was responsible attling
its debt with Gazprom.
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Chapter 7: What Triggers Russian Energy Aggression?

7.1 Introduction

| have now presented chapter five and six, whidu$oon Russia’s relationship with the
seven countries and the 13 cases of Russian eaggggssion respectively. We now know
the context in which the 13 cases of Russian engggyession took place, which combined
with the information in chapter three and four weillable me to answer the research question
of the thesiswhat triggers Russian energy aggressiBased on the three different
hypotheses outlined in chapter two, | will condadomparative analysis in order to see
which of the three hypotheses that serves as t$teeliplanation for what triggers Russian
energy aggression. Each of the hypotheses wilkladt @vith separately, in which | will look
for common explanatory factors, and | will summatise main findings for each of the
hypotheses as | proceed. In the cases where tteersase than one explanatory variable, |

will operate with primary and secondary explanatasiables.

Before | turn to the analysis, | would like to rapéhe three hypotheses:

Hi: Russian companies will exert energy aggressiontal@eonomic interests

H,: Russia will exert energy aggression towards coestthat leave its sphere of influence
Hs: Russia will seek to gain energy infrastructure kgréng energy aggression.

7.2 Hi: Russian companies will exert energy aggression duo economic interests

7.2.1 Introduction

Russia’s oil and gas exports are by far the mopbmant source of income for the Russian
state, and are the main reason behind Russia’®sgomevival during Vladimir Putin’s
presidency. Putin’s presidency coincided with ayvfaxvourable oil price development (see
Figure 1 on p. 31). This helped Putin reverse #gative economic development during the
1990s, and the Russian economy experienced a ggromgh each year in his presidency (see
Figure 2 on p. 32). While Russia benefited fromaoitl gas exports to the lucrative Western
European market, Russia’s closest neighbours i€t8estates were subsidised with a
preferential gas price which deprived Gazprom &edRussian state for billions of dollars.
Hence, when Gazprom in 2004 moved to end the Git8sstpreferential gas price, few could
disagree with Gazprom’s argument that CIS custosiaosild pay the same gas price as
Western European countries. Gazprom increasedsgnaee also led to an increased
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indebtedness among Gazprom’s customers, whichinhias resulted in difficulties settling
their debts.

7.2.2 Debt Collection

The cases that show the greatest support to Rerssiting energy aggression due to
economic interests are Gazprom’s actions towards&ein August 2007 and Ukraine in
October 2007-March 2008. Both issues have beenrdibed. Gazprom first threatened to
cut Belarus’ gas in August 2007 after Belarus hatdsettled its gas debt of $456 million for
2007. The threat was not carried out as Belarukddhe debt. Ukraine was subject to energy
aggression a month later, when Gazprom threatenedt tUkraine’s gas supply. Ukraine’s
gas price had increased 3.6 times between 2002@0#F, which alongside Naftogaz's low
increase in transit revenues and loss of industaasumers led the company into serious
financial trouble. Naftogaz had in September 200@ssed a debt to Gazprom of $2.2 billion.
After Gazprom threatened to cut Ukraine’s gas sappNaftogaz settled the debt. Naftogaz’'s
financial troubles increased with the higher gasepin 2008. Gazprom again threatened to
halt Ukraine’s gas supplies in February 2008 bezafign unsettled debt of $600 million for
2008. After an initial agreement between Vladimiti® and Viktor Yushchenko was not
signed, Gazprom cut Ukraine’s gas supplies in M2@®8. The conflict was solved two days

later when Naftogaz settled the debt.

Several factors may explain Gazprom’s debt settferaetions towards Belarus and Ukraine
in 2007-2008. First of all, both countries had ated Gazprom’s gas price for 2007, and
were contractually obliged to pay Gazprom for the gupplies. When the debt was not
settled, Gazprom had every right to take actionveiger, Gazprom might have taken a more
moderate approach if the indebted countries hagtterrelationship with Russia. Second, due
to Russia’s strained relationship with Ukraine &adarus’ failure to reach an agreement on
the union state, Gazprom had no incentives to sanignce towards the two countries’
authorities. Nor had Gazprom’s gas subsidies duhedl990s and 2000s provided the
company any gains in the two countries. Third, digdiz became infamous during the 1990s
and the beginning of the 2000s for not settlingyds debt. Naftogaz has also several times
threatened to siphon off gas meant for Europe $e €azprom cut Ukraine’s gas supplies.
Naftogaz threatened once more to siphon off gésisndispute, and have in some cases also

92 Ukraine’s gas price in 2005 was $50 per tcm, witicheased to $95 per tcm in 2006, $130 per tca0bv,
and $179.50 per tcm in 2008.

71



carried out the threat, such as in January 200@hiatening Ukraine’s gas supplies,
Gazprom demonstrated to Naftogaz that it wouldamgept this practice in the future. Finally,
if Gazprom had wanted to make a political statemegarding the debt issue, Gazprom’s
threat to cut Ukraine’s supplies in October 200ulddhave had greater effect if the threat
had been issudakforethe September 2007 parliamentarian election iraldk; and not
shortly after.

7.2.3 RosUkrEnergo’s Role in the Ukrainian Gas Trad

The Russian-Ukrainian gas crisis in January 2006RasUkrEnergo become responsible for
supplying Ukraine’s gas. Vladimir Putin hailed ti@solution of the conflict, and called the
new relations between Ukraine and Gazprom as ‘paest, marked-based relations between
partners” (President of Russia 4 January 2006)aid&ris Gazprom’s largest customer.

Figure 3 (on p. 68) shows that the value of Ukraigas imports in 2006 was roughly $5
billion, set to increase in the coming years du&&zprom'’s higher gas price. The central
guestion with regards to RosUkrEnergo is why themany was made responsible for
Ukraine’s gas supply, and why Gazprom allowed thamany to skim the profits from the
Ukrainian market? Gazprom only possesses 50 peowemrship in RosUkrEnergo, and
RosUkrEnergo does not have any pipelines or ggslisgof its own, nor is it a transparent
company. RosUkrEnergo received 20 percent (14.9 bétdkraine’s gas imports as

payment for its role as Ukraine’s gas supplieit i¢-exported this gas to Western Europe, the
company would earn $2.6 billion from the gas ex@o2006° and even more with higher

gas prices. UkrGazEnergo, RosUkrEnergo’s subsidiampany, was also made responsible
for distributing gas to Ukraine’s industrial usesyich is the most lucrative part of the
Ukrainian markef. RosUkrEnergo’s financial statements for 2006 20@7 show a profit of
$785 million and $795 million respectively (RosUkEgo 2007).

Gazprom’s use of RosUkrEnergo as an intermediamypemy in its gas relations with

Ukraine does not comply with Putin’s statement3anuary 2006 that marked-based relations
were introduced between Gazprom and Ukraine, nes dcsuggest that Gazprom’s actions
are guided by economic interests. Larsson argasRequiring Rosukrenergo, a shadowy
company with possible links to organised crimea¢bas intermediary is scarcely market

% The sum is based on this calculation: $246 per(torarage European gas price in 2006)/$95 per tcm
(Ukraine’s gas pricey2.6 (the ratio European/Ukrainian gas price). Rofldkergo’s payment amounted to 20
percent of Ukraine’s gas, worth $1 billion pricads@5 per tcm. $1 billion x 2.6=$2.6 billion (RADQ9).

* While the Ukrainian state subsidises domestic wmess, industrials consumers have to pay full price
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practice (Larsson 2006: 218). Why would GazpromRiesUkrEnergo as an intermediary in
its gas trade with Ukraine if it sought to maximitzeprofits in Ukraine? Although Gazprom
owns 50 percent of RosUkrEnergo, Gazprom has yexpé@in why it has given away the
other half of the company. Since Gazprom only pesse 50 percent ownership in
RosUkrEnergo, Gazprom missed out on at least $8li6min profits for 2006 and 2007.
Lucas notes that “it is hard to argue that thereges of gas customers, or for that matter those
of shareholders in Gazprom and taxpayers in Ruassahest served by secrecy about the
company'’s activities and business model” (Lucas92@20). Several authors point to another
possible reason behind RosUkrEnergo’s role in WieiaRosUkrEnergo’s questionable role is
likely due to a continuation of corrupt businesaqgpises that have marked Russia’s Ukrainian
gas trade, where the profit has been distributeshgngovernment officials in Russia and
Ukraine, and company officials in Gazprom and Ngdio (Baran 2007, Wallander 2007 and
Woehrel 2008).

7.2.4 Differentiated Prices

Gazprom’s shift to market principles suggests equiaés for all gas customers, but this has
not been the case. Despite Alexei Miller's stateneecember 2005 that Gazprom applies
market principles “to all foreign partners withaxception” (RFE/RL 12 December 2005),
Gazprom has been selective in enforcing marketiplies. Miller noted at the same time that
Belarus’ gas price for 2006 would be kept down bheeaof negotiations between Russia and
Belarus over the union state. While Belarus wasagdd to continue to receive subsidised gas
at $46 per tcm in 2006, Ukraine paid $230 per tonRussian gas deliveries. When
guestioned why market principles were applied todiHe’s 2006 gas price while Belarus was
exempt, Alexander Medvedev answered that “It's beedazprom owns the transit pipeline
across Belarus” (New York Times 26 December 20BBJarus had earlier in 2005
recognized Gazprom’s ownership of the Yamal-Eumapeline built in 2002. Although
Belarus’ gas price increased to $100 per tcm irv2€s was substantially lower than
Georgia’s gas price at $230 per tcm. Simultaneqoudijle Gazprom has increased the gas
price to FSU states, Gazprom has showed lenienegrtts Abkhazia, South Ossetia and
Transnistria. Besides receiving heavily subsidigasl supplies from Gazprom, the three
separatist regions have also been allowed to nad&rge gas debts to Russia without being
forced to pay, which contrasts Gazprom’s actioksriaagainst Belarus and Ukraine in 2007-
2008. This picture also differs from Gazprom’s @esi against Georgia and Moldova, who
have suffered from Russian energy aggression awattled price agreements.
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There are also several cases where Gazprom odficgale offered lower prices in return for
energy infrastructure. Instead of being concernitd @onomic interests, applying market
principles to the price negotiations has given Ruasstrong leverage over concessions in
other areas, such as gaining a stake in energgsimércture in the inflicted countries.
Gazprom offered Moldova in 2006 a gas price of $ié0tcm, but the agreement set
Moldova’s gas price at $110 per tcm after Moldaneasferred a share in Moldovagaz to
Gazprom. This was also the case in Belarus, whasp®m promisedt leasta threefold
increase in Belarus’ gas price for 2007. A threfatrease would mean a minimum gas
price of $138 per tcm, but Belarus only ended uonua$100 per tcm after the Belarusian
authorities agreed to sell a 50 percent stake IirBesGaz to Gazprom. Similarly, Gazprom
officials have also offered Georgia and Ukrainedogas prices in return for energy
infrastructure. Gazprom'’s price differentiationttoa terms of offering different prices to
different countries and lower gas prices in reformownership in energy infrastructure,
suggests economic interests does not explain Gagp@artions. This view is also
strengthened by several statements made by Rusf§igals. After Viktor Yushchenko
election victory in December 2004, Russia’s Foréinister Sergei Lavrov said Ukraine and
Georgia could not rely on privileged economic rielad with Russia if they sought EU and
NATO membership (RFE/RL 4 January 2005). MoreoRerssia’s Defence Minister Sergei
Ilvanov said in February 2006 that Georgia would péefty price if they went ahead with a
resolution which called for the revocation of Ra&speacekeeping missions in Abkhazia and
South Ossetia. Ivanov warned that “without Russiaill fail to deal with the persistent
problems in the country relating energy issue” éSia Insight 9 February 2006).

7.2.5 Diversion of Oil Shipments

Transneft cut Ventspils Nafta’s oil supplies in 268003 citing too high tariffs using the oll
terminal. Transneft halted Ventspils Nafta’s oilhents gradually, which was completed by
January 2003. Transneft opted instead to sendxthe @l shipments to its own terminal in
Primorsk, and stated it did not need Ventspils &lditespite this, Transneft continued to
show an interest in acquiring a stake in the comparansneft even proposed to expand the
pipeline to Ventspils Nafta if it had ownershiptire company (RFE/RL 12 February 2003).
Transneft’s interest in Ventspils Nafta suggesesdabmpany had available oil supplies for
Ventspils Nafta. The case of energy aggressiontatdoplace in a year where Transneft
stated it would increase pipeline exports by 1@&@et. Considering the alternative to
exporting the oil was for it to be sold much cheapethe Russian domestic market,
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Transneft’s actions suggest economic interestsalidrigger the halt of oil shipments to
Ventspils Nafta. This argument is supported byRhbssian oil producers’ stance on the issue,
as they wrote a letter to the Russian Prime Ministikhail Kasyanov. The letter criticized
Transneft’s decision to halt the oil shipments entépils Nafta, and even urged Kasyanov to
increase oil shipments to Ventspils. After Kasyad®regarded the letter, the Russian oil
producers opted to export oil supplies through wamably more expensive river and railway
options. The Russian oil producers’ actions shoan$neft had oil supplies available for
export, but chose not to export it through the ¥pit$ terminal. The case of energy
aggression towards Ventspils Nafta shows insteaidTttansneft wanted to acquire a stake in
Ventspils Nafta, and disregarded economic intengbie attempting to force Ventspils Nafta
into doing so.

7.2.6 Summary

Despite Gazprom’s claims that it has changed tketdrased gas relations with its
customers, only two cases of Russian energy aggresgpport this claim. Furthermore,
Transneft’s case of energy aggression towards Yisntdafta does not seem to be based on
economic interests. Although two of Gazprom’s casgggest economic interests triggered
Russian energy aggression, the rest of Gazprorms&sqgaaint a different picture. Gazprom’s
use of RosUkrEnergo as an intermediary compang igas relations with Ukraine in January
2006 is likely due to corrupt practices by Russiad Ukrainian authorities, and not because
of economic interests. RosUkrEnergo’s role inflict@azprom a loss of at least $800 million
for 2006 and 2007. Gazprom’s differentiated gasgsralso suggest other motives for
exerting energy aggression than economic interésesbiggest difference was seen in 2006,
when Ukraine had to pay $230 per tcm for Russian @hile Belarus continued to receive
heavily subsidised gas at $46 per tcm. Gazpronalsasoffered lower gas prices in return for
energy infrastructure, and have showed far gréameency towards the separatist regions
concerning gas prices and debt settlement. Trarsiaetions towards Ventspils Nafta in
2002-2003 add further strength to the findinghendgas sector. Despite incurring economic
losses on Russian oil producers, Transneft chost radlow them to send oil to the Ventspils
terminal. Transneft also expressed an interestiyinly Ventspils Nafta, although Transneft
argued earlier it did not have sufficient oil supplto Ventspils Nafta. Both Transneft and
Gazprom are what Vladimir Putin’s calls ‘nationabmpions’. As | showed in chapter three,
Putin argues that the national champions shoulthpte state interests over profit
maximization, which is evident in the cases | hamalysed so far. Although some cases of
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Russian energy aggression seem to be based onngicanterests, most cases of Russian
energy aggressioao notseem to be triggered by economic interests; hdmcstrength of the

hypotheses is weak.

7.3  H: Russia will exert energy aggression towards counés that leave its sphere of

influence

7.3.1 Introduction

Boris Yeltsin’s presidency saw Russia’s internatiqrower dwindle; the Russian state was
not able to assume the Soviet Union’s positiomatimternational stage, and FSU states
sought allegiance with other powers, most notice&iolm the West. Russia’s NSC identifies
the weakening of Russia’s political, economic anlitany influence as a threat to Russia’s
national security, and Vladimir Putin’s thesis ppeps to use Russia’s energy resources to
advance the country’s interests. Putin’s first jpiestial period, as outlined in chapter three,
was largely marked by the strengthening of the Russtate domestically. This is especially
evident in Putin’s strengthening of the power-w@&tiand the renationalisation of the oil and
gas sector. The strengthening of the Russian widdargely accomplished by 2003, which
combined with a surge in energy prices left Ruasia far better footing. Legvold notes that
“This notable shift in fortunes, more than anythiogrrected the great deficit in prior Russian
foreign policy: a lack of self-confidence. By 20@hortly into Putin’s second term in office,
the Russians developed a distinctly more asseappeoach to the outside world.” (2007: 10).
Russia’s assertive approach has been particulasilyles in Russia’s dealings with the FSU
states, which by Putin is considered Russia’s gpbkstrategic interest.

7.3.2 The Colour Revolutions in Georgia and Ukraine

The coloured revolutions that took place in Geoggid Ukraine in 2003 and 2004
respectively changed the two countries’ relatiopstith Russia dramatically. The Georgian
Rose Revolution in 2003 brought Mikhail Saakashwailpower on a pro-Western platform
which sought Georgian NATO and EU membership. Then@e Revolution in Ukraine in
2004 saw Viktor Yushchenko elected on a similatfptan, with both countries seeking a
closer relationship with the West while distancihgmselves from Russia. Common for both
were also the United States’ financial and politgtgport for their movements. Russia was
already provoked by NATO'’s and the EU’s enlargemer2004, which brought the Baltic
States and several former Warsaw pact countriesiet organisations. Russia’s hostility
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towards the two organisations is shown in the NBt& NSC considers the military
strengthening of NATO, NATO'’s eastward expansiod passible establishment of foreign
military bases and presence in neighbouring states,threat to Russia’s national security.
Furthermore, NATO'’s possible expansion into Geoagid Ukraine does not coincide with
Russia’s interest, as it would bring a perceiveriggy threat into what Russia wants to be a
good-neighbour belt along Russia’s border.

NATO and the EU had already conducted the 2004 @ataent process when Yushchenko
was elected president in 2004, and the thoughteoir@a and Ukraine joining the two
organisations was not acceptable to Russia. Rod@d anesen argue that “The ‘colour
revolutions’ in Georgia, Ukraine and Kyrgyzstar204 and 2005 further aggravated
Russian concerns about outside encroachment, tsiaceew leadership in Ukraine and
Georgia (less so in Kyrgyzstan) sought to strengtles with Europe and the USA at the
expense of Russia” (Rowe and Torjesen 2009: 16M@j)eover, Rumer argues that Western
support to the colour revolutions was “intendedutdher isolate and encircle Russia and deny
it any influence it still has in an area where Raissnterests are far greater than those of the
west” (Rumer 2007: 25). It is therefore likely tiaissia, after experiencing Saakashvili's
western-oriented approach in 2004, chose to imerifethe Ukrainian 2004 election in order
to avoid something similar happening in UkrainetifPaven warned the Ukrainian electorate
that the Russian-Ukrainian relationship would depen how the next Ukrainian leadership
organised its policies towards Russia. Putin thydicitly suggested that Ukraine’s future
relationship with Russia was contingent on thatt®Mikyanukovich, Putin’s preferred
candidate, won the election. Russia’s Foreign MémiSergei Lavrov also warned
Yushchenko that Ukraine’s NATO aspirations woulg#dhaonsequences as Ukraine would
not be able to rely on privileged economic relasionth Russia.

The negotiations for Ukraine’s gas price for 20@&evthe first major opportunity for

Russia’s to punish Yushchenko’s westward orientati®azprom had earlier stated that it
would change to market based gas relations wittugsomers, and these negotiations were
the first time it firmly attempted to enforce thqeenciples. Gazprom offered Ukraine gas
price at $160 per tcm for 2006, more than threesitie price Ukraine had paid in 2005. The
offer was later changed to $230 per tcm afterwmeeparties failed to reach an agreement.

Gazprom knew that Ukraine most likely would notatde to pay this price, and offered
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Ukraine a lower gas price in return for energyasfructur&. The proposed gas price would
have had severe repercussions for the Ukrainianagng. Ukraine is one of the most energy
inefficient economies in the world, and the Ukramstate subsidises the domestic gas
consumption. Furthermore, Ukraine’s heavy indusityich accounts for nearly half of
Ukraine’s export production, is dependent on cHeagsian gas. A substantially higher gas
price for the industry would in turn lead to dewiag revenues from the industrial sector. For
the Ukrainian electorate, for whom the foreign pplbrientation was not the most important
one during the 2004 presidential election, theagaslict could have lead to hostility towards
Yushchenko’s policies as they were seen hurtinggtomomy (RFE/RL 3 January 2006).
Since the two sides could not reach an agreemezipr@m cut Ukraine’s gas supplies on 1
January 2006.

The political dimension of the Russian-Ukrainiamttiot is strengthened by Putin’s heavy
participation in the negotiations, as it was Putimo at the most important meetings made the
proposals for settlement. Andrei lllarionov, Puiformer top economic advisor who
resigned the week before the Russian-Ukrainiarcgsis, also points to the Kremlin's

political interference. lllarionov said that Kreminvoked market rates only after Ukraine
expressed an interest in joining NATO and the Hadribnov also said that Kremlin had
allowed Ukraine to continue to receive gas at $&0tpm in 2004 to back Kremlin's favoured
presidential successor, Viktor Yanukovich (New Yaikies 3 January 2006). Furthermore,
Andrei Kokoshin, chairman of the Duma committee@$% affairs and Compatriot Relations,
stated that “Russia has the right to demand th&tdGlntries pay new prices. We shouldn’t
be subsidising their economies, especially sinoeesof them have announced their desire to
integrate with European and North Atlantic struetir(Gromadzki and Kononczuk 2007 —
italics added). The likelihood for Russia punishigigraine’s westward orientation is further
strengthened by the siloviki's influence in Putia@ministration. The siloviki consider

NATO and the United States as external securigatisrto Russia, and want to create a buffer
zone of friendly states around Russia by increaRingsia’s influence in the near abroad (Van
Bladel 2008). The Russian authorities also attechfidolame Ukraine for the gas dispute,
and hoped that Ukraine’s reputation as a safeitremsntry would be hurt. Instead, the
attempt backfired on Russia, as the dispute wasagan attempt to punish Ukraine’s

% | will return to this later in section 7.4 as @aedary explanation for Russia’s energy aggressioards
Ukraine.
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westward orientation, which also tainted Russiafsutation as a stable gas supplier as several
European customers experienced a drop in theidglaseries.

The settlement of the dispute on 4 January 2006beasficial for Gazprom. Gazprom
managed to make RosUkrEnergo responsible for Ukisaps supplies, and Gazprom was
set to receive $230 per tcm for its gas sold tactimapany. Gazprom also managed to limit
the increase in Ukraine’s transit fee, and lockemdttansit fee from negotiations until 2010.
Stern argues that although Gazprom'’s increaseg@mgasure was felt throughout the CIS, and
not only in Ukraine, he states that “Had Ukraines#m to maintain a closer political
relationship with Russia, there is no doubt thabitld have continued to pay lower gas prices
at least for a period of time.” (Stern 2006: 133skles punishing Yushchenko for his pro-
Western orientation, the gas crisis also servathtiermine Yushchenko’s political support
before the March 2006 parliamentary election. Amitle parliamentary election campaign,
the Ukrainian Parliament voted to dismiss Yushché&government on 10 January 2006 on
the basis of a no-confidence resolution on the gasvdeal. The parliament labelled the gas
deal as a threat to Ukraine’s national securitpalticularly criticized the Ukrainian
government for allowing the unknown entity RosUkeEgo to become the monopolist
supplier of Ukrainian gas. Although the Ukrainiaarliment probably would have moved to
dismiss the government regardless of the gas tteatesolution did anyhow serve to
undermine Yushchenko’s bloc’s possibilities in fhghcoming election (RFE/RL 11 January
2006¥°. The March 2006 election saw Viktor Yanukovichlsdemerge as the winner on a
pro-Russian platform, and Yanukovich’s tenure asaivkan Prime Minister saw Ukraine

slow down its integration with NATO.

A similar event unfolded in Georgia in November @0@hen Gazprom threatened to cut
Georgia’s gas supplies if she did not accept Gamjsroffer for a new gas price for 2007 at
$235 per tcm. $235 per tcm was the same priceaaffer Gazprom’s European customers,
and more than double the price Georgia had pa2®@6. Comparatively, Belarus’ gas price
for 2007 was only $100 per tcm, while Moldova p&ib0 per tcm in 2007. At the same time
as Gazprom doubled Georgia’s gas price, Gazpronctlad the construction of an

unprofitable pipeline designed to carry gas to B@ssetia (RFE/RL 6 November 2006).

% Yushchenko came to power in 2004 with support fiutia Timoshenko, and she became Ukrainian Prime
Minister after the election. However, their politicelationship soon deteriorated, and Yushchendisisissed
Timoshenko's government in September 2005. The Mae06 election represented a chance for Timoshgnko
bloc to strengthen their support at the expendushchenko’s bloc (Nygren 2008).
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Gazprom never executed the threat as Georgia att&atzprom’s offer. As outlined above,
Georgia and Ukraine share many similar characiesist its pro-Western approach.
Moreover, Georgia had also received military supfrom the United States. Russia was
already critical of the United States’ role in tt@our revolutions, and was worried that the
United States’ military presence in Central Asialdgose a threat to Russian influence in
FSU states97 (Rumer 2007). Putin noted in his $patthe Munich Conference that the
United States has “overstepped its borders in ewasy This is visible in the economic,
political, cultural and educational policies it ioges on other nations” (President of Russia 10
February 2007). Although Russia’s relationship v@#orgia had been strained throughout
Mikhail Saakashvili’'s presidency, their relationsleteriorated further in 2006. The
Georgian Parliament approved in February 2006 @uggn that called for an end to the
Russian peacekeeping missions in Abkhazia and Sossbtia. Russia’s Defence Minister
Sergei Lavrov responded to the resolution by hintivat Georgia could suffer a hefty
economic price if the Parliament went ahead withrésolution. Lavrov also said that “The
Georgian leadership understands very well thatowitiRussia, it will fail to deal with
persistent problems in the country relating to gnéssues” (Eurasia Insight 9 February
2006). Georgia had also taken a significant steitds joining NATO in 2006 following
NATO'’s offer of Intensified Dialogue in Septembdd®, only two months before Gazprom
threatened to cut Georgia’s gas supplies. Theioaktip between Russia and Georgia hit
rock bottom less than a week later when Georgested four Russian military officers
accused of espionage, after which Russia callekl thecRussian ambassador in Georgia and
implemented an air, sea and mail blockade on Gaghygren 2008).

Gazprom’s uncompromising offer to Georgia reflébts political relationship between
Russia and Georgia. Gazprom’s offer combined watrav's statement in February 2006
and Russia’s blockade of Georgia, suggests pdlioaives triggered the case of Russian
energy aggression in November 2006. If no agreeimasshibeen reached between Gazprom
and Georgia, Gazprom would likely not have hesitéecut Georgia’s gas supplies.
Although Georgia’s pipelines also supply Russidlis A&rmenia, Gazprom’s cut of gas would
not have had the same repercussions as Gazpropply/ sut to Ukraine. Georgia’s
acceptance of Gazprom’s gas price was made easibe lknowledge that Azerbaijan would
be able to supply two-thirds of Georgia’s gas comstion from 2007. This meant that

97 Although Vladimir Putin initially offered supporo the United States’ military presence becausbefvar in
Afghanistan, Putin’s view changed quickly as Rusgielationship with the United States deteriorated
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Georgia no longer would be completely dependerRassian gas. Furthermore, Azerbaijan’s
reported offer to Georgia of a gas price of $120tpe shows the extortionate character of

Gazprom'’s gas price offer (Eurasia Daily MonitorJefhuary 2007).

7.3.3 Russia’s Support to Separatist Regions

Russia’s peacekeeping forces in Abkhazia and SOsfletia in Georgia have also served as a
foreign policy leverage for Russia. Blank noteg ti&eorgia’s ability to enter NATO is

clearly tied to its ability to resolve its conflicpeacefully, another reason for Russia to
obstruct progress toward such resolution.” (BlaGR& 28). Russia’s support to Abkhazia
and South Ossetia resembles the Russian suppbramsnistria, the Moldovan separatist
region. Larsson argues that “Giving support to s regions against the central powers of
sovereign states has been one of Moscow’s bestlges against Moldova and Georgia”
(2006: 219). Transnistria has since Moldova becexhependent in 1991 been a thorn in the
Russian-Moldovan relationship. Moldova’s presidé€latdimir Voronin has like Mikhalil
Saakashvili and Viktor Yushchenko expressed amasten joining NATO and the EU.
Vladimir Putin’s relationship with Voronin has no¢éen the best either. Putin’s discontent
with Voronin became particularly evident in Mardb0® when Russian authorities aimed to
topple Voronin by supporting pro-Russian partiethm parliamentary election.

Russia’s main motivation behind the stationinghef peacekeeping forces in the separatist
regions has been to use the Russian presencesamfpolicy leverage. This is evident in a
statement made by Vyacheslav Kovalenko in Noverabéb, which linked the settlement of
the Transnistrian conflict with Moldova’s positieg¢titude towards NATO. Russia’s Foreign
Minister Sergei Ivanov also cited Moldova’s refusakign the Kozak memorandum as a
reason for the deteriorating relationship betweasdsi and Moldova. Gazprom'’s gas supply
cut to Moldova on 1 January 2006 resembles the goand Ukrainian cases with respect
to Russian hostility towards NATO. Kovalenko stakesk than two months before the supply
cut that Russia was concerned with Moldova’s pesisittitude towards NATO. Furthermore,
Moldova and Russia had not come any closer tovesbke Transnistrian issue, but seemed
instead to be drifting apart from each other onisbae. Since Russian authorities have
openly admitted utilizing economic and politicahstions towards MoldoV4, it is

reasonable to assume that Russia is willing tayaseas a form of leverage to gain

% The Russian Duma approved a legislation in Felgr2@5, which called for visa regulations for Molda
workers in Russia, charging market price for gdiveleed to Moldova, and prohibitive taxation of Molvan
tobacco and wine products (Eurasia Daily Monitdddrch 2005).
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concessions from Moldova. Hence, Gazprom'’s offeé3Xf0 per tcm to Moldova, one of the
poorest countries in Europe, must be consideredpmditical punishment of Moldova. This is
also reflected in Kokoshin’s statement cited earligazprom did not budge in the
negotiations, and chose to cut Moldova’s gas sapgtir 15 days before reaching a
settlement. Although Moldova only had to pay $1&0 fom, the agreement was only valid
for the first six months of 2006. Moldova had ty 460 per tcm for the second half of 2006,
and also had to transfer a stake in Moldovagazazp@ni®.

7.3.4 Lack of Progress in the Russian-Belarusian Reionship

The cases of Russian energy aggression towardeuBeta2006-2007 took place in a context
where the Russian-Belarusian relationship had gifddeteriorated. Russia and Belarus
have since 1993 attempted to create the RussiatBalaion state. While the union state
experienced some initial progress under Boris Ye#ipresidency, little progress had been
made under Vladimir Putin’s presidency. Putin ptieed the economic aspects of the union
state, and took a firmer approach towards credhiaginion state on Russian terms. This is
evident in Putin’s proposal for Belarus to beconmad of the Russian state, and his rejection
of a joint central bank. The indefinite postponetrarthe union currency in 2006 marked the
failure of Putin’'s economic ambitions with the umistate. Russia’s attitude towards Belarus
changed in 2006. Shortly after the March 2006 dezsial election, which saw Lukashenko
re-elected to a third term as Belarusian presideagprom announced that Belarus would
have to start paying market price for gas. Thengwf Gazprom’s announcement suggests
more than economic interests. Why did Gazprom ame®the price hike shortly after the
election? Although Putin wanted to demonstrate Fhatsia sought to reduce Russia’s
subsidies in form of cheap gas supplies, it islyikkat Putin waited until after the election in
order to avoid the risk of a repetition of the eoled revolution in Georgia and Ukraine. Main
argues that “Russia does not want to trigger ancbévents which would lead to instability
in Belarus and possibly the replacement of themediy one more favourably disposed
towards the West than to Moscow. Russia has gaiotdng from the earlier “coloured
revolutions” and has no intention of starting omeun ally of such importance” (Main 2006:
10). Lukashenko’s economic model is inextricablpeledent on subsidised gas from Russia,
hence Gazprom allowed Belarus to receive gas pat&d6 per tcm for 2006. Lukashenko’s

%1 will return to this later as a secondary exptarafor Russia’s energy aggression towards Moldova
section 7.4.
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economic model has also been heavily dependertiteoretexport of refined Russian oil,
which in 2004 amounted to 45.6 percent of Belateis'most exported products.

The first case of Russian energy aggression tovwBetisus in 2006-2007 was initiated by
Transneft in September 2006, which reduced Belanisupplies by a quarter for the
remainder of 2006. The supply cut was used as @iooeactic to pressure Belarus into
transferring Russia’s entitled share of the prafiserated by the re-export of Belarusian
refined oil. No initial agreement was reached andhbject. The dispute worsened in January
2007, when Belarus imposed a transit charge oni&usd exports through Belarusian
territory as a response to a new Russian expoytafubil. Transneft again exerted energy
aggression towards Belarus by reducing oil shipgiemBelarus, and succeeded in forcing
Belarus to revoke the transit charge. The secosel cBRussian energy aggression was
executed by Gazprom. Gazprom increased the presauBelarus by threatening to cut
Belarus’ gas supplies as of 1 January 2007, aftgotmtions in 2006 had failed to offer an
agreement on Belarus’ gas price for 2007. Gazpradnamnounced it sought at least a
threefold increase in Belarus’ gas price for 208, emphasised several times that Belarus
could negotiate a lower gas price if Gazprom reaxbi@ stake in BelTransGaz. Gazprom and
Belarus reached an agreement shortly before Gazpaaadline on New Year’s Eve, in
which Gazprom agreed to lower Belarus’ gas priceeiarn for 50 percent ownership in

BelTransGaz.

Russia’s tougher stance towards Belarus in theeailor is understandable from an economic
point of view. Russia had since 2001 allowed Bedatwireap 100 percent of the profit made
from the export of refined Russian oil. However yweid Russia exert energy aggression in
2006-2007 to end this practice, and not earliestafement made by Putin in mid-January
strengthens the likelihood that economic interastsnot the primary explanation. Putin said
at a Cabinet meeting that Russia would contindeetvily subsidise Belarus’ economy, albeit
at a lower rate. Russian subsidies for 2007 wouldumnt to $5.8 billioh”. One of the
subsidies in 2007 came from Russia’s decisionweeidhe export duty from $180 per ton oll
to $53 per ton oil, less than a third of the inifieice Belarus was forced upon.

That Belarus’ export duty was lowered to $53 perdoggests the initial price of $180 per ton

was used as a warning of how much Belarus coltdpaying if Lukashenko did not return

100 Gas subsidies would amount to $3.3. billion, wiilesubsidies would amount to $2.5 billion.
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any favours to Putin. This also shows that econom@rests are not the primary explanation
behind Transneft’s energy aggression. Insteadntiet likely explanation is that Russia
chose to subsidise Belarus’ economy for as longwas beneficial for Russia. Stent argues
that “The political union moved no closer to reatlisn under Putin and appeared unlikely to
progress further” (2008: 1101). After discussiomsrahe union state and the union currency
had failed to produce any progress, Putin wantesfai® an example to Lukashenko. Putin
punished Lukashenko politically by cutting Russsubsidies to the Belarusian economy and
exerted pressure on Lukashenko by cutting Russib&hipments to Belarus. Gazprom’s gas
dispute with Belarus was likely motivated by thensareason, as an increased gas price
would lower the profitability of the Belarusian wstry. By pressuring Lukashenko, Putin
signalled to him that that the Belarusian economygdi-being is dependent on a good
relationship with Russia. Although Gazprom’s threatut Belarus’ gas supplies was
politically motivated, the primary explanation bethiGazprom’s energy aggression is best
explained by Gazprom’s interest in acquiring astakBelTransGaz. | will return to this in

section 7.4.

Russia’s increased pressure on Lukashenko’s regasanade possible by Belarus’
dependence on Russia. The Belarusian economy lisiaa® noted earlier, heavily dependent
on cheap Russian energy. Russia is also by farielargest trading partner, both in terms
of exports and imports, and is far too vital foldas’ economy for Lukashenko to turn away
from Russia. Moreover, Lukashenko’s reputatiortlas fast dictator in Europe’ left him with
little room to manoeuvre when Putin decided to cedBussia’s subsidies. Unlike Mikhail
Saakashvili and Viktor Yushchenko, who receivedrggrsupport from Europe and the United
States after Russia exerted energy aggressionsaglantwo countries, Lukashenko’s
international standing left him with no real alli€rthermore, Belarus’ importance as a
transit country for Russian oil and gas did notvte her with the same kind of leverage
against Russia as Ukraine’s leverage. Hence, ath®utin did not seek to completely
alienate Belarus, Belarus’ vulnerable standingvegio Putin to punish Lukashenko politically
without fearing Belarusian repercussions in thenfof ‘defection’ to the West.

7.3.5 The Bronze Soldier and the Russian Diaspora Estonia

Russia’s relationship with the Baltic States hasnbieoublesome sine the dissolution of the
Soviet Union. The two largest issues has concetfme®altic States’ westward orientation,
which culminated in NATO and EU membership in 2@@4all three countries, and the

84



Baltic States’ treatment of the large Russian diesphat is primarily found in Estonia and
Latvia. Russia’s NSC considers it as a matter tibnal security to secure the rights of
Russians abroad. The emphasis on protecting th@dtudiaspora is also evident in the FPC,
which states that the relationship between Rusgiaogher states will depend on the
guarantees of the rights of Russian citizens abr@adsia and the Baltic States have clashed
several times over this issue, but none greaterttirow concerning the relocation of the
Bronze Soldier in Tallinn. Estonia experienced k inaoil shipments only six days after the
Estonian government authorised the relocation@Bitonze Soldier on 27 April 2007. The
period between the relocation and the halt oflapments was marked by large
demonstrations by ethnic Russians in Tallinn. Témainstrations turned violent, and left one
person dead and more than 150 persons injuredtbéetfemonstrators clashed with Estonian

anti-riot police®".

Estonia’s oil supplies are imported by railway simo oil pipeline connects the country with
Russia, and the Russian state-owned company RuRailvays is responsible for delivering
Estonia’s oil. Russian Railways’ official reasom fbe halt of oil shipments to Estonia was
maintenance work being carried out on the rail tmiEstonia. However, there are several
reasons to believe that this does not explain #fkeot oil shipments. First of all, the message
that maintenance work would be carried out was anced shortly after the Estonian
government relocated the monument on 30 April 2@G6L will show in section 7.4, this was
not the first time Russian companies has usedehison. Transneft used a similar
explanation as the reason behind a halt of oilmbis to Lithuania in 2006. Common for
both supply disruptions it that they only affectestonia and Lithuania, while Russia’s oil
exports to Europe were not disrupted. Second, alieohoil shipments was not the only
supply disruption Estonia experienced, as Rusoahexports were halted at the same time
citing a shortage of railway wagons. Third, likezZBeom and Transneft, Russian Railways is
also a state-owned company that can be influengedeostate’s priorities. There is no reason
to believe that the Russian state is not willingise Russian Railways like it uses Gazprom
and Transneft to exert influence. Lastly, the BeBbldier row was not the first time Russia
and Estonia has clashed over the treatment of tissi& diaspora in Estonia. Woehrel argues
that “these actions fit a pattern in Russian fargaglicy toward neighboring countries of
interrupting energy, transportation, and otherdinkder various pretexts to punish these
countries for perceived anti-Russian behavior” (2G0. The likelihood that Russia exerted

11 The figures were grossly exaggerated in the Rassate-controlled media.

85



energy aggression on Estonia as a political pureshns further strengthened by a statement
made by Russia’s Transport Minister, Igor Levitite confirmed there were political reasons
behind the dispute, and said that “business witkttgp where the situation is comfortable and
profitable and where the moral and political clismate favorable” (U.S.-Russia Business
Council 17 July 2007).

7.3.6 Summary

The analysis of KHhas shown that five out of 13 cases of Russiamggraggression are
primarily explained by this hypothesis. Furthermaree additional case of Russian energy
aggression is secondarily explained by Fhe large number of cases that can be attriktoted
this hypotheses shows that Russian energy aggnessiequently used in Russia’s foreign
policy arsenal. Vladimir Putin’s PhD dissertatiog@es that Russia should use the country’s
energy resources to advance the country’s intedtsiough the Russian FPC does not state
directly that Russian energy aggression may bgerid by political motivations, it does state
that “Russia must be prepared to utilize all itaiable economic levers and resources for
upholding its national interests” (Foreign Policgr@€ept 2000). The FPC and NSC both
identify NATO and the United States as a thre&®ugsia’s security. The Georgian,
Moldovan, and Ukrainian cases can be fully or pytiexplained by Russia’s hostility
towards NATO and the United States. Russia hasatiempted to exploit the presence of
Russian peacekeeping forces in Abkhazia, Southti@sssd Transnistria to gain concessions
from Georgia and Moldova in other policy areashsag their attitude towards NATO. The
Belarusian case differs from the previously listedes as Belarus has not sought a closer
relationship with the West. Instead, the Belarusiase shows that Russia is willing to utilise
energy aggression in order to punish a countrgame for failing to return any noticeable
progress in important policy areas. Finally, théoBmn case demonstrates that the conditions
of the large number of Russians abroad can triggktically motivated energy aggression.

7.4 Hs: Russia will seek to gain energy infrastructure byexerting energy aggression

7.4.1 Introduction

The dissolution of the Soviet Union saw Russia bexdependent on transit states for
Russian oil and gas exports. Balmaceda (2008karthat this dependency has led Russia
into seeking ownership of pipelines in transitesah order to secure oil and gas exports.
Ukraine’s pipelines account for roughly 80 peroeinfRussia’s gas exports, which combined
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with Belarus’ and Moldova’s pipelines account f&r @ercent of Russia’s gas exports to
Europe (Bruce 2005). The Russian economy is higapendent on oil and gas exports,
above all on the revenues generated from oil ascegports to Europe. The Russian energy
strategy recognizes this importance, and callsstaté and private entities to exert pressure
on regional states to ease Russia’s access toanianal markets” (Stulberg 2007: 98). The
dissolution of the Soviet Union also left Russighva lack of oil refineries and export
possibilities besides pipelines. Lithuania wasath one of the largest oil refineries in
Central and Eastern Europe, and Russia becamediygern oil terminals in the Baltic
States for oil exports by tanker.

7.4.2 The Battle for BelTransGaz

The Belarusian pipeline operator BelTransGaz hag babject to interest from Gazprom
several times during Vladimir Putin’s presidenciire cases of Russian energy aggression
towards Belarus are closely linked to Gazprom'sriest in BelTransGaz. However, while
Gazprom has sought to acquire a stake in BelTrandGkashenko has repeatedly rebuffed
Gazprom’s interest in the company, citing secwdycerns behind Belarus’ rejection to hand
over such an important asset to foreign owners.tWodirst cases of Russian energy
aggression towards Belarus in September 2002 anchdaJune 2004 respectively, took
place before Gazprom had stated a change in pgohestrds market based gas relations.
While the analysis so far has shown that Gazprdhestploy differentiated gas prices, this
practice was even more prevalent before 2004. Gazpragreement with Belarus in 2002
saw Belarus receiving gas priced at a Russian tavéhe condition that Gazprom received a
stake in BelTransGaz through a joint venture owripraith Belarus. Although Gazprom’s
act of energy aggression towards Belarus took plateafter Lukashenko had failed to
privatise BelTransGaz, threatening Belarus’ gapbegp shows the importance Gazprom
ascribe to ownership and control of the companygp@an could also have resorted to other
measures than threatening Belarus’ gas supplieb,aslincreasing Belarus’ gas price if
Lukashenko did not keep his promise.

While the first case of Gazprom’s energy aggressiarards Belarus may be considered legit
due to Lukashenko’s broken promise, Gazprom’s ssteahof energy aggression in 2004
paints a different picture. Gazprom announced pt&aber 2003 that it was seeking an
increase in Belarus’ gas price for 2004, which cahwtly after Gazprom had rejected to buy
BelTransGaz on Belarus’ terms. Belarus was in Déegrold she could negotiate a lower
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gas price contingent on Gazprom being allowed todstake in BelTransGaz. Gazprom
offered Belarus $600 million for the company, whighs rejected by Lukashenko who
demanded $5 billion. Later valuations have actusdlyBelTransGaz’s value at $5 billion,
which shows the extortionate character of Gazprafier. By linking Belarus’ gas price to
Gazprom’s valuation of BelTransGaz, Gazprom treeddueeze Belarus: either Belarus
would continue to receive subsidised gas and hagelt BelTransGaz at below market price,
or Belarus would be left without gas. Since Gazpeord Belarus could not agree new terms
for Belarus’ gas price nor reach an agreement Be&rransGaz, Gazprom partially cut
Belarus’ gas supplies in January 2004, and inccetsepressure by cutting Belarus’ gas
supplies completely in February. Itera and TransNagkre in the meantime allowed to export
gas to Belarus. However, when their governmenicatied export quota was almost reached,
Belarus conceded to Gazprom on the price issudjibutot sell a stake in BelTransGaz.
Instead, Belarus and Gazprom agreed to appoimtd@apendent valuator to value
BelTransGaz’s valu&?

Gazprom and Belarus were once more involved irsputie over BelTransGaz in January
2007. As | have argued in section 7.3.4, this dispso had a political side to it. However, |
will argue that the primary explanation in thiseasthat Gazprom’s long-standing interest in
BelTransGaz triggered the case of energy aggresdiban Gazprom upped the pressure on
Lukashenko by announcing an increase in Belaruspgiae following his re-election in

March 2006, Gazprom did so knowing Lukashenko’smegs dependent on cheap Russian
gas to prosper. This knowledge provided Gazprorh svikeverage in negotiations with
Belarus over BelTransGaz. Gazprom initially ann@ahit sought at least a threefold increase
in Belarus’ gas price, and later threatened witivefold increase which would bring Belarus’
gas price up to European levels. However, like2®@4 case, Gazprom announced that
Belarus could negotiate a lower gas price if Gagpwas allowed to buy a stake in
BelTransGaz. After Gazprom threatened to cut Bslagas supplies as of 1 January 2007,
Gazprom and Belarus reached an agreement on Nexs e 2006. The agreement set
Belarus’ gas price at $100 per tcm, less thanthalprice Gazprom had threatened to impose

192 Deloitte & Touche was first appointed to estimB&tTransGaz’s value, but it is unknown whether they
completed the valuation. ABN Amro was later appaih@and suggested four possible valuations, where th
highest was $5 billion. In light of the increasedue of Gazprom'’s gas export, it is likely that AB¥hro’s
valuation of BelTransGaz at $5 billion reflectee tompany’s value (Goldman 2008).
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on Belaru$®®. Gazprom was in return allowed to acquire a stal&elTransGaz, which by
2010 will be 50 percent owned by Gazprom. Kuziauasgthat although Gazprom claimed it
was not seeking control over BelTransGaz, thios/fously a charade to camouflage a long-
standing Russian strategic objective of seekindrobaf former Soviet pipelines transporting
gas into central and Western Europe” (Kuzio 2007).

7.4.3 Oil Infrastructure in the Baltic States

All three of the Baltic States have been subje®ugsian energy aggression. While Estonia
was subject to a politically motivated case of Rasgnergy aggression in May 2007, three
cases in Latvia and Lithuania suggest neither enammterests nor political motivations
triggered those three cases. Baran (2007) argae®tissian companies’ failure to obtain
Ventspils Nafta and Mazeikiu Nafta led to the caselRussian energy aggression. The
Latvian company Ventspils Nafta, which encompasddhgest oil terminal in the Baltic
States, was in 2002-2003 subject to energy aggressiecuted by Transneft. The first halt of
shipments took place in April 2002, and Ventspittl's oil shipments had by January 2003
completely dried up. | have already argued in secti.2.5 that economic interests do not
explain Transneft’s halt of oil shipments to Veritsplafta. Several factors suggest Transneft
halted the oil shipments in an attempt to gain aglmp in Ventspils Nafta. Sergei

Grigoriyev, Transneft’s vice president, statedanuary 2003 that Transneft “would be ready
to invest in an expansion if we had a stake iiNEw York Times 21 January 2003).
Grigoriyev’s statement shows two things. First lhfiashows that Transneft had an interest in
ownership of Ventspils Nafta. Second, the stateratsat shows that Transneft was interested
in expanding Ventspils Nafta’'s capacity, which adly implies that it had sufficient oil
supplies available for such an expansion. Thianghér strengthened by Transneft’s
announcement that it would increase oil pipelingogts by at least 16 percent in 2003.
Moreover, the letter sent by the CEQ’s of five mduissian oil companies, shows they
needed Ventspils Nafta's export capacity. By hglentspils Nafta’s oil shipments,
Transneft put the company and the Latvian statefinancial squeeze. Mite argues that the
halt of oil shipments decreased Ventspils Naftalki®, which in turn could have made it
easier for Transneft to buy the company (RFE/RLJduary 2003). Although Ventspils

Nafta could be supplied via other alternativesy tlveuld have been a more expensive option

than Russian pipeline deliveries.

193 Belarus gas price at the time was $46.68 per fio@azprom had imposed a fivefold increase in Besagas
price, Belarus’ new gas price would be $233.4 par. Due to Belarus’ dependence on Russian gasaakdf
diversification possibilities, Belarus had no othiernative than to accept Gazprom’s offer.
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Chapter six shows that Mazeikiu Nafta has beerestilp two cases of Russian energy
aggression. The first case took place in 1999-#304nd the latter in 2005-2006. The 1999-
2001 case was executed by Lukoil, which at the tiras the government-assigned
coordinator of Russian oil exports to the Baltiat®s. This case shows a direct connection
between Lukoil’'s failure to acquire a stake in MazeNafta and the halt of oil shipments to
the company. Lukoil had expressed an interest ymiguMazeikiu Nafta in 1999, but cut the
company'’s oil supplies shortly after Williams Imational had acquired a stake. It is likely
that Lukoll tried to financially squeeze Mazeikiafth and Williams International by
disrupting the oil shipments. Although Lukoil wasta state-owned company like Transneft
and Gazprom, the Russian state could have threhtememove Lukoil's coordinator role if
it objected to Lukoil's actions. Since the Russsgate did not, and Lukoil were allowed to
disrupt Mazeikiu Nafta’s oil supplies nine timesween 1999 and 2001, one can assume
Lukoil's actions were supported by the Russiarestat

The second case of Russian energy aggression toWwaindania took place in the aftermath
of the Russian state’s crackdown on Yukos. Trandmsf halted Mazeikiu Nafta’s oll
shipments in the second quarter of 2005, as Yulassnet allocated any export quota. Socor
notes that Russia’s actions seemed to prepareavekby the Russian government under the
guise of collecting Yukos’ debts while seeking avalue Mazeikiu Nafta’'s stock (Eurasia
Daily Monitor 25 July 2005f°. | have already shown in section 6.5.2 that thesRun state
made several attempts to prevent other compamesdicquiring Mazeikiu Nafta. These
attempts show the connection between the Russagisinterests and Russian oil
companies’ interests. After the Russian state&ngits proved unsuccessful, the Polish
company PKN Orlen bought Yukos’ 53.7 percent siakdazeikiu Nafta in May 2006. Only
two months after Mazeikiu Nafta was bought by PKNE®, the company experienced a
complete halt in oil shipments. Transneft madeatestent which stated that an oil spill had
taken place on 29 July 2006. That the Lithuanighauities chose a Polish company was
especially troublesome for Russia, as Russia’sioekhip with Poland has been very
strained®. It is noticeable thathe pipeline spilbnly affected oil exports to Lithuania, not
Russia’s oil exports to Europ€ornell and Nilsson argue that if a Russian camggsad been

104 Although this case of Russian energy aggressamestin 1999 while Yeltsin was still Russian pdesit, the
brunt number of Lukoil’s shutdown occurred in Pigipresidency (Bugajski 2004).

195 arsson (2006) notes that Mazeikiu Nafta’s shaieepropped almost 23 percent following the Yukéfsir.
1% poland has never forgiven Russia for the Sovietcites during World War II. Furthermore, Russish
accused Poland for using its position in NATO amelEU to turn those organisations against Russiang
also supported the coloured revolutions in Geaag@d Ukraine (Nygren 2008 and Lucas 2009).
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allowed to acquire a stake in Mazeikiu Nafta in@00is likely that “there would not have
been a “technical malfunction” and that the pipehmould still be operational today” (Cornell
and Nilsson 2008: 159). While normal pipeline repanly take a few weeks to complete,
Transneft said that the pipeline would have todmaced entirely, and rejected Lithuania’s
offer to examine the problem (Lucas 2009).

Transneft never commenced any work on the pipellngch suggests Transneft was waiting
for a Russian company to acquire a stake in Mazaikifta. PKN Orlen opted instead to
import oil by tanker, which Lucas notes is onlyfitedle when oil prices are high, and could
lead to bankruptcy if prices fall. An escape clasthe contract PKN Orlen signed when
they acquired Mazeikiu Nafta may explain Transisedecision to delay commencing any
work on the pipeline. The escape clause provideN BiKen with an option to cancel the
acquisition of Mazeikiu if the company’s marketwaldropped significantly before PKN had
completed the takeover (New York Times 27 Octol163°’. Ten months after the initial
spill, Russia’s Industry and Energy Minister Vikidhristenko ruled out repairing the
pipeline. While pipelines to Europe have not exgrazed any technical spills with major
consequences for their supplies, both LithuaniaEstdnia have experienced serious supply
disruptions as a result of alleged technical maifiom*°®. Furthermore, Larsson notes that the
three cases of Russian energy aggression towartdspils Nafta and Mazeikiu Nafta have
been conducted in order to gain ownership in thlepamies: “On the most important
occasions (Ventspils, Mazeikiu, Beltransgaz, ardtttink pipelines in Ukraine and Georgia)

Russia has tried to acquire them by force” (Larsz@6: 267).

7.4.4 The Georgian, Moldovan and Ukrainian Cases

| have already established in section 7.3 that#ses of Russian energy aggression towards
Georgia, Moldova and Ukraine in 2006 are primaeplained by political motivations.
However, | will also argue that they can be secohdexplained by Gazprom'’s interest in
acquiring pipeline infrastructure in the three cdos. Common for all three cases is the
connection between Gazprom’s offers of lower gaseprin return for a stake in the

respective countries’ pipeline systems. The tinohthe cases of energy aggression have also

increased the pressure on the inflicted countasesll three cases have occurred during winter

97 The sale was completed on 15 December 2006 (New Vimes 15 December 2006).

1% Georgia has also experienced pipeline problerter; &NT explosions damaged two Russian gas pipetine
Georgia in January 2006. The repair took longee tihan expected, and Georgia’s offer to send distsito
assist the pipeline repair was not accepted by @azfEurasia Insight 26 January 2006).
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months when gas consumption is at its highest. Gazghowed a particular interest in
Ukraine’s pipeline system during the negotiationhwkraine in 2005, which can be
explained by its importance for Gazprom’s gas etgir Europe. | have already documented
in chapter five that Gazprom has made several atteta create a pipeline consortium that
would make Gazprom one of the joint owners of Ukea pipeline system. This offer
resurrected by Gazprom’s CEO, Alexei Miller, whatetl that Ukraine should surrender the

pipeline to a consortium in order to avoid a foldfgas price increase.

Gazprom attempted to pressure the three counttiesilowing Gazprom to acquire energy
infrastructure by demanding artificially high gagps. While Gazprom sought to double
Georgia’s and Moldova’s gas price, from $110 per to $230 per tcm and $80 per tcm to
$160 per tcm respectively, Gazprom'’s offer to Ukeaivould have resulted in a fourfold
increase in Ukraine’s gas price. Gromadzki and Kwrzak argue that “Irrespective of certain
differences in Gazprom’s pricing policy towards &ek, Ukraine and Moldova, the aim in
each case is the same: to take control of theiggreectors” (Gromadzki and Kononczuk
2007: 26). Gazprom allowed Moldova a lower gasepfar the first six months of 2006 in
return for a stake in Moldovagaz. In the Georgiath dkrainian cases, where Gazprom has
not been successful, the higher gas price has wedkéeir economy, which in turn can
make it easier for Gazprom to acquire energy itfugsure in the future. Vahtra notes that
“the massive indebtedness has considerably weakbequblitical bargaining of many such
countries against Russia” (2005: 16). This hasqadarly been evident in Ukraine, where
Naftogaz was deprived of its most important sowfoacome after the Russian-Ukrainian
gas crisis in 2006.

7.4.5 Why Energy Infrastructure Is Important for Ru ssia

The Russian energy strategy shows that the Rustga highlights the export capability of

the Russian energy sector. Furthermore, the NS€idens a weakening of the economy as a
threat to Russia’s national security. | have alyeastablished in chapter three the Russian
economy’s dependency on oil and gas exports. #afda p. 33) shows the direct connection
between higher oil prices and the growth in Russxjports. Russia’s trade balance increased
2.6 times between 2001 and 2007, and Russia’s eapgoods grew from $101.9 billion in
2001 to $354 billion in 2007. Russia’s economy imathe same period becomwore

dependent on energy expors the share of energy resources in exportedsguasirisen

from 51.2 percent in 2001 to 61.5 percent in 200i& Russian economy has in the same
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period experienced a strong growth, with an anauatage growth of 6.6 percent (Figure 2
on p. 32). However, while oil and gas exports argdrtant for the Russian economy, nothing
is more important for the Russian economy tRassian oil and gas exports to Europwill
argue that this factor to a large extent can erplae findings in the preceding analysis.
Securing Russia’s long-term export capability dfamid gas to Europe is more important for
the Russian economy than promoting economic irtenests energy relations with the FSU

states.

Russian efforts to secure its oil and gas expogsat only visible in Russian attempts to
acquire energy infrastructure in FSU states. Se@&i6.5 shows that Russia has initiated
several pipeline projects that aim to lessen Rissdigpendency on existing transit countries.
Overland argues that “the country where the pigelnocated will ultimately have the power
to do things with the pipeline” (RFE/RL 10 Janudfp7). By diversifying Russia’s export
options, Russia decreases the existing transittaesnmportance for its oil and gas exports.
Ukraine is Russia’s greatest threat to export sigcas it accounts for 80 percent of
Gazprom'’s gas exports to Europe, and Nord Stredhtessen Russia’s dependency on
Ukraine. BTS-2 is an oil pipeline under construetibat will Russian Transneft’'s dependency
on oil exports through Belarus and the Baltic Stafeansneft’s CEO has called the pipeline
an “absolutely unprofitable political project” (RIRovosti 1 July 2008), but the pipeline has
nevertheless been initiated. Russia has also ateinp avoid competition on the European
gas market by trying to avoid the constructionhaf NABUCCO pipeline, and by limiting the
size of the Iran-Armenia pipeline. Furthermore, Fessian Duma has allowed Gazprom and
Transneft to form its own armed units to proteeitipipelines. All these efforts to strengthen
Russia’s export capability and stronghold over pets gas imports show the importance of
oil and gas exports to Europe for the Russian emgnd his in turn clarifies and strengthens
the findings presented in section 7.4. By attengptinacquire energy infrastructure in the
FSU states, Russia has attempted to secure ogadxports to Europe. However, as these

attempts have largely failed, Russia has insteadlgdo bypass the existing transit countries.

7.4.6 Summary

The dissolution of the Soviet Union saw Russia bezdependent on independent countries
for its oil and gas exports. Section 7.4.5 has shthat Russia’s access to the European oil
and gas markets are important for the Russian eapndhe analysis of fhas shown that six
out of 13 cases of Russian energy aggression emanlly explained by Russian attempts to
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acquire energy infrastructure in the inflicted cri@s, while three more cases are secondarily
explained by this motivation. The large number adas that can be attributed to Hakes it

the hypothesis that best explains Russian energresasgjon. This is also reflected in the fact
that six out of seven countries have been sulgpeRussian energy aggression because of the
countries’ energy infrastructure. Estonia is tmg exception. However, this is
comprehensible considering the lack of pipelineb @her forms of energy infrastructure in
the country. Out of the nine cases that are prignarisecondarily explained by Russian
interest in energy infrastructure, six of them@vacerned with Russian interest in gas

pipelines. The remaining three cases concern fodstructure in Latvia and Lithuania.
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Chapter 8: Concluding Remarks

8.1 Main Findings

Before | turn to the main findings in this thedigyould like to remind the reader how the
thesis has reached the main findings. The backdréunthis thesis was to perform a multiple
case study analysis of Russian energy aggressiomgdvladimir Putin's presidency in order
to see what triggers such energy aggression. Esistbame to fruition due to a lack of
literature on the subject, which is seen in theeabs of already established theories that |
could have employed in the analysis. Since thealitee on the topic has largely focused on
single case studies and multiple case studies ali samples of cases, this thesis will
contribute by generating some preliminary hypoteebtoreover, as | will return to next, the
analysis has also enabled me to discuss the eelat#rit of the hypotheses. The purpose of
discussing the relative merit is to show whichhe hypotheses have the greatest explanatory

power.

The comparative analysis has been based on thgsenaf the three hypotheses presented in
chapter two. The thesis has been hypothesis-gamgrmatthe sense that it has generated
hypotheses that have served as the starting mithé multiple case study analysis. The
three hypotheses are:

Hi: Russian companies will exert energy aggressiontal@eonomic interests
H,: Russia will exert energy aggression towards coestthat leave its sphere of influence.

Hs: Russian companies will exert energy aggressionderao acquire energy infrastructure.

| have already summarised the main findings inpifeious chapter as | progressed with
regard to the analysis of the hypotheses, whichesakdetailed summary unnecessary in this
conclusion. The analysis of the 13 cases of Russargy aggression during Vladimir Putin's
presidency has shown that such energy aggressia @imarily explained by one variable.
Table 7, which on p. 96 summarises all the cas#ssrthesis and what triggered them, shows
that two hypotheses seem to offer the best exptangator what triggered Russian energy
aggression. The hypothesis that receives the stsbrsgipport from the preceding comparative
analysis of Russian energy aggressionsiswhich states that Russia will exert energy
aggression in order to acquire energy infrastrect8ix out of the 13 cases of Russian energy
aggression are primarily explained by Russian @sttein energy infrastructure, while three
more cases are secondarily explained byTHe relative merit of fshows that nine out of
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the 13 cases of Russian energy aggression arerpyiimasecondarily explained by this

hypothesis.

Table 7: Summary of Cases of Russian Energy Agigness

Cases Initiator Oil/ | Economic| Sphere of | Infrastructure
gas| interests influence

Belarus: September 2002 Gazprom Gas X
Belarus: January 2004-June 2004 Gazprom Gas X
Belarus: January 2007 Gazprom Gas + X
Belarus: September 2006-January 200j7 Transneft Qil X
Belarus: August 2007 Gazprom Gps X
Estonia: May 2007 Russian Railway Qil X
Latvia: 2002-2003 Transneft Oi X
Lithuania: 1999-2001 Lukoail Qil X
Lithuania: 2005-2006 Transneft Oil X
Georgia: November 2006 Gazprom Gas X +
Moldova: January 2006 Gazprom Gas X +
Ukraine: January 2006 Gazprom Glas X +
Ukraine October: 2007-March 2008 Gazprom Gas X

Legend:
X - primary explanation
+ - secondary explanation

The hypothesis with the second strongest explapgimwer is H, which states that Russia

will exert energy aggression towards countries lgate its sphere of influence. Five cases of

Russian energy aggression are primarily explained.band one additional case is

secondarily explained by this hypothesis. By addiregnumber of cases that are explained by

H, and H, it shows that eleven out of 13 cases of Russiengy aggression are primarily

explained by these two hypotheses. By comparisencomparative analysis has also shown

that only two cases of Russian energy aggressipnnrily explained by Ij hence

economic interests is the poorest explanatory bkritor Russian energy aggression. Thus,

the relative merit of the hypotheses shows thevatig ranking order: klhas the greatest

explanatory power, Hthe second greatest explanatory power, whil&éas the least

explanatory power.

The preceding analysis has shown that the useombaaic interests as a pretext for exerting

energy aggression is weakened by Russian offersrafessions in the negotiations, such as

the acquisition of energy infrastructure in rettona lower gas price. Moreover, using
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RosUkrEnergo, a non-transparent company that dap@azprom of at least $800 million in
2006-2007, is hardly protecting economic interests,is offering differentiated gas prices
based on their relationship with Russia. Insted\vie argued that Russia is trying to protect
its long-term economic interest by attempting tqua@ energy infrastructure control in
neighbouring countries. By securing control ovéraad gas exports to Europe, Russia also
protects the single greatest source of incomeh®iRussian state.

8.2 Limitations of the Findings

After having established the main findings of tthissis, it is time to discuss the implications
and limitations of these findings. First of alletthesis is limited in time and space. As | have
noted in chapter one, cases of Russian energysgignehave occurred both before and after
Vladimir Putin’s presidency, but this thesis hatydocused on cases in Putin’s presidency.
Hence, while the findings in this thesis have éhhiglidity with regard to cases of Russian
energy aggression during Putin’s presidency, theirigs cannot be generalised to all cases of
Russian energy aggression. The findings can onlytbipossible explanatory variables that
can be subjected to analysis beyond Putin’s presydévioreover, since the findings are
concerned with Russian cases of energy aggreshieymcannot be generalised to cases of

energy aggression exerted by other countries.

Second, the findings also show that none of thethgses can be dismissed. | discussed in
the previous section the relative merit of the higpses and showed that nine out of the 13
cases of Russian energy aggression are primarggayndarily explained bysHThe analysis
has also shown thatsidoes not explain four of the cases of Russianggreggression.

Hence, although Honly explains two cases, the occurrence of thesecases shows that the
analysis is not unambiguous with regards to whggiérs Russian energy aggression. This is
due to the thesis’ research design since it suffera multiple causation, which is a common
problem for studies based on the method of agreerhie a study based on the method of
agreement, this thesis has analysed all casesg oiuticome on the dependent varialile

Third, this thesis suffers from selection biashesdases are only selected on the value of the
dependent variable. The selection of cases issréispect similar to the approach in the most
different systems design (MDSD), as no negativesa$ Russian energy aggression have
been analysed. We are as a result not capableadumneg the significance of the
independent variables | have identified. The exclusf negative cases is due to the

199 | write all cases of Russian energy aggressionveer, as | have noted earlier, this thesis doemutude
all cases in Vladimir Putin's presidency. Insteauicludes all cases that have been possibledtyse.
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difficulty in defining what negative cases of Rassenergy aggression would be. If negative
cases were possible to include in the thesis, itlavbe fruitful to employ the most similar
systems design, where it would be possible to coepasitive and negative cases of Russian
energy aggression.

Fourth, the hypotheses’ relative merit is closelgrected to the outlook of Putin’s
presidency and his view on energy policies. Theitheas analysed all possible cases of
Russian energy aggression in Putin’s presidencygtHer words, the relative merit of the
hypotheses that | have documented earlier in thapter is only valid for Putin’s presidency,
and it may change if we look at cases beyond Pupresidency. If the Russian regime
became more liberal, such as if Medvedev’s regiragwo coincide with a more liberalised
regime, it is likely that future versions of ther@nt policy documents would reflect a more
liberal approach with regards to Russia’s natisegurity, foreign policy and energy strategy.
Moreover, it is also likely that the relative mesftthe hypotheses would change completely,
such as more cases of Russian energy aggresstardhaiggered by economic interests.
Furthermore, if Russian companies were successtddquiring energy infrastructure in the

FSU states, either by force or by capitalist me&l's, relevance would disappear.

8.3  Where Do We Go From Here?

Vladimir Putin stepped down as Russian presideMay 2008, and was followed by his
handpicked successor Dmitry Medvedev. Medvedevdraserly served as first deputy Prime
Minister of Russia, and was chairman of the bodidirectors in Gazprom. Although
Medvedev now is the Russian president, Putin hasreeed as a major political force in
Russian politics as Prime Minister in Medvedev'sgoment. Kroutikhin argues that
“Dmitry Medvedev is still just a nominal head o&sd; he has not yet amassed a significant
group of influential allies of his own and has get achieved a high degree of personal
control over the country, including the vital ofldagas industry.” (2008: 24).

We are presently only 17 months into MedvedeVv'sidency. However, the end of Putin’s
tenure as Russian president has not led to arhedtses of Russian energy aggression.
January 2009 saw a repeat of the 2006 Russian-tikrnagas dispute. After a prolonged
period of discussions, Gazprom cut Ukraine’s gapkes on 1 January 2009. As with the
cases of Russian energy aggression in this thésigentral question with regards to this case
is what triggered it. The most obvious utility bfd thesis is to see if the main findings in this

thesis can contribute to the understanding of cakBsissian energy aggression beyond
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Putin’s presidency. Was the end of Putin’s presigenwatershed in how Russia conducts
her energy policy, or has his continued presendtussian politics led to ‘more of the same’?
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