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The Social Construction of Russia’s External Gas Policy

Introduction

Russia and the EU exist in a state of mutual interdependence:  The EU relies on stable supplies of Russian gas for a significant proportion of its energy needs, while the revenues from natural gas sales are vital for the Russian economy.  The infrastructure for the delivery of such gas from east to west already exists, as do political institutions such as the EU-Russia Energy Dialogue and twice-yearly EU-Russia summit meetings.  Yet Russia-EU energy relations are too often characterised by mistrust and misunderstanding.  Energy is being increasingly politicised and securitised, while the energy relationship with Russia in particular is often perceived in Europe not so much as a mutually beneficial partnership, but as a problem to be dealt with.  In pursuing policies which provide for their own energy security, the EU and Russia are each threatening the energy security of the other, and failing to understand each other’s concerns.  In short, they are creating an energy security dilemma.  In order to overcome this energy security dilemma, it is vital that both Europeans and Russians gain a greater understanding of the motivations behind each other’s policies.
This paper seeks to contribute to the debate on Russia as supplier of gas to Europe by offering new insights into Russia’s external gas policy.  In doing so, this paper takes the strategic conceptualisation of gas in Russia and the politicised nature of gas in Europe as its starting points.  The paper then goes on to argue that Gazprom is not a purely commercial company, but also acts in the interests of the Russian state.  This is ensured by the Russian state shareholding in Gazprom, the presence of state figures on Gazprom’s Board of Directors, and Gazprom’s reliance on the Russian state for its monopoly on the export of Russian natural gas.  The result of the close relationship between Gazprom and the Russian state is that Gazprom seeks to maximise its commercial revenue, but only within the framework of Russian state energy policy.  Most of the time, Gazprom’s pursuit of profit coincides with Russia’s 21st century ‘economic’ and ‘pragmatic’ foreign policy.  However, in certain situations the interests of Gazprom and the Russian state diverge.  At these times the Russian state exerts sufficient influence over Gazprom to oblige it to act according to the political interests of the Russian state, rather than its own commercial interests.  Therefore, if we wish to understand the policies of Gazprom beyond the profit motive, we need to understand the motivations behind Russian state energy policy.  In order to do this, we must Russian state external gas policy in light of Russia’s national interests.

The conceptual framework for analysing Russia’s external gas policy
In order to understand Russia’s external gas policy we must understand the national interests from which this policy stems.  As Clunan suggests, “The better that other states can understand the forces shaping Russia’s self-defined identity and interests, the better they will be able to forecast the direction Russia’s policy is likely to take-and the better that their position will be to influence that policy in a more cooperative direction.  The need for such understanding is all the more evident in light of Russia’s re-assertiveness in the Putin era”
.
The results of my own empirical research undertaken in Russia between December 2009 and August 2010 strongly suggest that Russia’s national interests are far more nuanced than traditionally Realist conception of an “egoistic desire for power, security or wealth”, as critiqued by Wendt
, and are indeed rooted in Russia’s own national identity and perceptions of its own national interests.  Wendt himself suggests that “Interests... designate motivations that help explain behaviour (I say ‘help’ because behaviour also depends on beliefs about how to realise interests in a given context).  Interests presuppose identities, because an actor cannot know what it wants until it knows who it is, and since identities have varying degrees of cultural context so will interests” 
.
Regarding the relationship between identity and interests, Wendt proposes two types of interest, objective and subjective: “Objective interests are needs or functional operatives which must be fulfilled if an identity is to be reproduced”, while “the concept of subjective interests refers to those beliefs that actors actually have about how to meet their identity needs, and it is these which are the proximate motivation for behaviour” 
.
When discussing national interests, Wendt refers to George and Keohane’s three aspects of national interests: 1) Physical survival, 2) Autonomy (liberty; control over allocation of resources and choice of government), and 3) Economic well-being
.  To this list Wendt himself adds ‘collective self-esteem’, which refers to respect, status, and feeling good about oneself
.  An important aspect of this collective self-esteem is recognition of sovereignty, which Wendt describes as reassurance against “the physical threat of conquest” and “the psychic threat of not having standing”
.  The manner in which states seek to achieve these broad aims is strongly influenced, but not completely determined, by its own national identity.  For example, states with different national identities will conceive their national interests differently – while some may believe that increased autonomy will bring economic well-being and collective self-esteem in the form of sovereignty and respect, others may believe that integration into supranational structures such as the EU will provide economic well-being and collective self-esteem through a sense of ‘belonging’.
In her application of social constructivism to Russian foreign policy, Clunan also refers to collective self-esteem, claiming that “national identities reflect aspirations that, when fulfilled, enhance national self-esteem”
.  Clunan goes on to explain that these aspirations stem from comparisons with the historical self and others, and provide the basis for various national self-images, which compete in domestic discourses.  Domestic political elites then “use their reason to evaluate whether national self-images, in addition to being historically appropriate, are “realistic”, that is, effective or practical guides for the state, given the prevailing international and domestic conditions the country faces and its historical aspirations”
.  The most successful national self-image then becomes the dominant national identity
.  Like Clunan, Wendt also posits that “State identities and interests are primarily constructed at the domestic level, but they are made possible by, and embedded in, the international systemic context”
, which therefore entails the study of Russia’s domestic debates, and domestic elite conceptions of identity and interests.
Taken together, Wendt suggests that “these four interests are needs that must be met if state-society complexes are to be secure, and as such they set objective limits on what states can do in their foreign policies.  They may on occasion have contradictory implications that require prioritisation, but in the long run all four must be satisfied.  States that do not will tend to die out” 
.  The implicit assumption here is that while the so-called objective and subjective interests are actually subjective in their dependency on a states’ own unique national identity, the four broad national interests given above are in fact objective and universal to all states.  It may be concluded, then, that if we wish to understand Russia’s external gas policy, we must consider Russian elite conceptions of Russia’s national identity, objective, and subjective interests in light of these universal national interests.

The broader argument for a social construction of energy relations is this:  Natural gas is not a purely economic commodity, the sale of gas by Russia to European states is not a purely economic transaction, and the dependency of European states on Russian gas is not considered to be a purely economic state of affairs.  Gas is a strategic commodity in Europe as a source of heating and lighting for large sections of the populations of European countries.  Any interruptions in the supply of this a commodity, such as in January 2009, is treated as a political and social, as well as economic, problem.  Although the buying and selling of Russian gas is undertaken by energy companies, state representatives are usually present when Gazprom concludes significant deals with European energy companies, suggesting a political element to such transactions (for example, the presence of political representatives from Russia, France, the Netherlands and the EU at the launch of Nord Stream construction in April 2010)
.  European dependency on Russian gas imports is treated as an energy security issue, which is inherently politicised.  Furthermore, gas is not simply an ‘ordinary’ natural resource in Russia, such as timber or fish stocks.  It has an importance far greater than its ‘intrinsic’ value as a form of energy, which will be discussed subsequently.  Therefore, if it is accepted that international politics and national interests are socially constructed, then the manner in which energy relations and natural resources are politicised and socialised leads us to conclude that they are also issues of social construction.

The importance of energy in general, and Gazprom in particular, to the Russian economy and the Russian state
The role of energy in the Russian economy

It is widely acknowledged that the oil and gas industry are crucial to the well-being of the Russian economy, and this is a view supported by various statistics.  The Energy Information Administration (EIA) website states that “according to calculations by Alfa Bank, the fuel sector accounts for about 20.5 percent of GDP, down from around 22 percent in 2000. According to IMF and World Bank estimates, the oil and gas sector generated more than 60 percent of Russia’s export revenues (64% in 2007), and accounted for 30 percent of all foreign direct investment (FDI) in the country”
.
Anders Aslund notes that the Russian economy averaged 7 percent per annum GDP growth from 1999 to 2007, achieved budget surpluses from 2000 to 2008, and that by August 2008 Russia had accumulated the third-largest currency reserves in the world, at $598bn
.  Russia’s period of impressive economic growth took place during a period of sustained high oil prices (see Appendix 1 and 2).  Indeed, the correlation between oil prices and Russia’s economic growth is demonstrated further by the simultaneous sharp increases and decreases in oil prices and Russian GDP growth in 1998-99 and 2008-09 respectively (See Appendix 3).  Aslund and Kuchins provide a comprehensive overview of Russia’s economic recovery since 1998, noting that the rise in energy prices since 2004 is a doubled-edged sword that has provided economic growth, budget surpluses and currency reserves on the one hand, but has also introduced the so-called ‘Dutch disease’, rent-seeking and barriers to economic reforms on the other
.  Indeed, such is the perceived dependency of the Russian economic on raw materials exports that President Dmitrii Medvedev referred to the problem in his September 2009 article ‘Go Russia!’, stating that “Twenty years of tumultuous change has not spared our country from its humiliating dependence on raw materials... commodity exchanges should not determine Russia’s fate”
.  A prominent view amongst Russian policymakers seems to be that Russia should reduce its reliance on the export of raw materials, and use its comparative energy advantage to encourage investment into other sectors, thus diversifying the economy.  Such views are referred to in both Russia’s Energy Strategy to 2030
 and by the Institute of Contemporary Development
, a think-tank whose Board of Trustees is led by President Medvedev, and includes Minister for Economic Development Elvira Nabiullina
.  However, even if Russia was to reduce its dependency on raw materials exports, energy would remain a key driver of growth in other areas of the economy.
Energy in Russia: More than just another natural resource?

Energy export revenues do not only secure the economic well-being of Russia on a day-to-day basis.  During the Putin presidency they provided the means by which Russia was able to re-establish itself as an independent and sovereign actor on the world stage.  Due to the continuous growth of oil prices between 1998 and 2008
 (which resulted in massively increased export revenues), Russia was able to pay off its entire debt to the IMF on the 31st of January 2005, three and a half years ahead of schedule
, and further ‘restored its financial sovereignty’
 by paying off its $23billion Soviet-era Paris Club debt (also ahead of schedule) in August 2006
; both of which constituted symbolic boosts to Russia’s prestige, and reduced Russia’s dependency on donor states and the international community in general.  Russia’s increased status on the world stage was confirmed when Russia was chosen to hold the annually-rotating G8 presidency for 2006, with many Russians feeling that the hosting of the summit in St Petersburg in July 2006 in particular gave Russia higher prestige in the world arena
.  The fact that global energy security was the key item on the summit agenda
 was hugely symbolic, in demonstrating the means by which Russia had reasserted itself on the international stage.

Indeed, we may link Russia’s debt repayment and increase in international status back to the idea of examining the meanings attached to material resources.  For Russia, gas is not simply a resource for heating homes, providing hot water, or even hard currency revenues.  For other countries, which export smaller volumes and are less economically reliant on the revenues of such exports, then gas could be considered a less important resource.  But for a Russia that is not only so economically dependent on gas export revenues, but also that struggled to overcome the political and economic weakness of the first post-Soviet decade, a former superpower desperate to regain lost status, respect and influence on the world stage, a Russia whose President and Government recognise the need for modernisation and economic development, and who see economic integration with Europe as a key factor in making this modernisation and development possible, the importance of gas beyond its intrinsic value can hardly be overstated.  One could even argue that for the last decade the Medvedev-Putin-United Russia regime has relied on gas for the internal political stability of the country, whereby cheap utility bills for the Russian public, combined with broader economic growth (bolstered, in part, through cross-subsidisation to energy intensive industries), provided the government with legitimacy and even (if we take Putin’s approval ratings during the first decade of the 21st century as indicative) popularity, in the eyes of the Russian public.

The importance of Gazprom to the Russian economy

Gazprom is the single most important producer and supplier of Russian gas, and, according to its own data, accounts for 83 percent of Russia’s natural gas production
 (the rest being accounted for by Russian oil companies and a small number of independent natural gas producers).  As regards Gazprom’s role in the Russian economy, the EIA website states that “Gazprom is also Russia’s largest earner of hard currency, and the company’s tax payments account for around 25 percent of federal tax revenues”
, while Anders Aslund notes that Gazprom “accounts for about 8 percent of Russia’s GDP, one-fifth of its exports, and one-fifth of its market capitalisation.  In these three dimensions as well as tax payments, Gazprom is Russia’s largest corporation”
.

Gazprom’s operations are divided between its domestic and external aspects.  Gazprom sold 280.9bcm of gas abroad and 287bcm on the Russian market in 2008
.  Domestically, Gazprom is obliged to provide Russia’s domestic market with gas at prices regulated by the Russian Government.  This is not an especially profitable operation for Gazprom, but rather part of its tacit agreement with the Russian Government.  The external aspect of Gazprom’s operations is where Gazprom gets its payback, because the export monopoly allows Gazprom to make its profits without competition from other Russian gas producers, with higher prices for CIS customers and higher still for EU customers.  In 2008 prices for CIS and Baltic state customers were 2.2 times higher than the Russian domestic price, while European prices were 4.7 times higher
.  It is in the interests of the Russian state for Gazprom to receive high prices on the export market, because it allows Gazprom to subsidise the domestic market.  In effect, European customers pay for the domestic Russian subsidies via Gazprom.  Gazprom also benefits from paying substantially lower taxes than oil producers
.
The relationship between Gazprom and the Russian state
Gazprom is a vertically-integrated company, which was created as a result of the semi-privatisation of the former Soviet Ministry of Gas.  Although semi-privatised (the Russian state retained a 41 percent stake
), the ‘natural monopoly’ of the company was not broken up in the manner that Russia’s oil industry was in the 1990s.  As such, Gazprom inherited not only all of the reserves, production facilities and production licenses of the old Soviet Ministry, but also control over Russia’s internal pipeline network, the Unified Gas Supply System (UGSS).

The relationship between Gazprom and the Russian state has always been, and continues to be, close.  Since mid-2005 the Russian state has owned the controlling interest (50.002%) in Gazprom
.  Gazprom’s first chairman was the last Soviet Minister for Gas, Viktor Chernomyrdin, who went on to serve as Russian Prime Minister from 1992 to 1998.  The current Russian President, Dmitrii Medvedev, previously served as the Chairman of the Gazprom Board of Directors, from 2000 to 2007, during which time he also served as the Head of the Presidential Administration (2003-2005), under then President Putin.  Furthermore, the current Chairman of the Board of Directors of Gazprom is the former Prime Minister (2007-2008) and current First Deputy Prime Minister, Viktor Zubkov.  Out of the eleven members of the Gazprom Board of Directors, four (including Zubkov) hold state portfolios (the others being Minister for Energy Sergei Shmatko; Minister for Economic Development Elvira Nabiullina; Special Envoy of the RF President for International Energy Cooperation and Ambassador at Large of the RF Ministry of Foreign Affairs Igor Yusufov)
.  In addition to the formal state control over the company by virtue of its shareholding, more practical control is exercised by the state representatives on the Gazprom Board of Directors.  According to Gazprom’s 2009 Annual Report, “Control over OAO Gazprom’s cash flows is exercised by the governmental representatives in the Board of Directors whose powers include the approval of the financial plan and the investment program.  In accordance with the Federal Law ‘On Natural Monopolies’, the Group’s gas transportation via pipelines is regulated as natural monopoly operations”
.  As Belyi suggests, this close relationship with the Russian state means that Gazprom is a complex mix of the political and the economic: It is a former Ministry which retains the mentality of a Ministry
.  Finally, Aslund notes that “either the President or the Prime Minister concludes virtually all important international gas deals”
, even when the Chairman of Gazprom, Alexei Miller, and one of his European counterparts are present, which underlines the political importance of gas deals for both the seller and buyer.
Formulation of Russia’s external gas policy

The Ministry of Energy of the Russian Federation holds formal responsibility for elaboration and implementation of Russia’s energy policy
.  According to the Ministry of Energy website, “The Ministry of Energy of the Russian Federation is guided in its activity by the constitution of the Russian Federation, by federal constitutional laws, federal laws, reports of the President of the Russian Federation and government of the Russian Federation, by international agreements of the Russian Federation, and also by present Statute”
, while the website of the Government of the Russian Federation suggests that the Ministry reports to the Government of the Russian Federation
.  The horizons of Russia’s state energy policy are conceptualised in the ‘Energy Strategy of the Russian Federation to 2030’, which was published in 2009
.  The issue of energy policy is also discussed in the Foreign Policy Concept of the Russian Federation (2008: pg. 8)
 and the National Security Strategy of the Russian Federation (2009: Points 47, 57 & 60)
.
However, despite the plethora of actors involved in the formulation of Russia’s external gas policy, when we speak specifically about the implementation of Russia’s external gas policy, we are really speaking about Gazprom.  As noted earlier, it is Gazprom that signs delivery contracts with other European energy companies, it is Gazprom that determines production and price levels, and it is Gazprom that funds and constructs export pipelines.  Although other Russian oil companies have acquired stakes in foreign companies (such as the controversial purchase of a stake in the Hungarian MOL by the Russian Surgutneftegaz
), in the sphere of natural gas it is Gazprom that plays the crucial role in Russian investments into European gas transmission and marketing infrastructure (including 100 percent stakes in, EuRoPol Gaz in Poland and Gazprom Sbyt Ukraine in Ukraine, a 50 percent stake in Beltransgaz of Belarus, and shares of less than 50 percent in gas transmission and marketing companies in Estonia, Latvia, Lithuania, and Finland, as well as the joint partnership with BASF Wintershall of Germany to form Wingas for the marketing of Russian gas in Germany
).  Therefore, in order to gain an understanding of Russia’s external gas policy ‘in action, as it were, we ought to examine Gazprom’s actions on the European market.
Russia’s national identity and national interests
Referring back to the theoretical section at the beginning of this paper, four national interests were noted: 1) Physical security; 2) Autonomy; 3) Economic well-being, 4) Collective self-esteem.  Leaving aside the question of Russia’s physical security, the other three national interests deserve both attention, and specific application to contemporary Russia.
The question of autonomy is an interesting one, because it refers to control over the allocation of resources and choice of government.  These are the very issues which form the key themes of the concept of ‘Sovereign Democracy’ in Russia: Sovereignty over Russia’s own resources and their allocation, and Russia’s own approach to democracy and choice of government.  Even accepting Smith’s contention that ‘Sovereign Democracy’ is somewhat conceptually hollow
, the manner in which the concept has been used is indicative of the worldview of Russia’s political elites.  Moshes proposes that ‘Sovereign Democracy’ is essentially a defensive concept, created to protect and (and my own opinion, to justify) the decisions taken “to concentrate the power in basically a couple of places, which was in turn following the decision made to combine the power and the economic ownership of assets”
.  One may conclude, then, that the concept of Sovereign Democracy, when applied to natural resources and energy infrastructure, justifies not only Russian state sovereignty over Russia’s strategic assets relative to other states, but also justifies state sovereignty over such assets in relation to private enterprise and business interests, thus supporting the continuation of the Gazprom export and infrastructure monopoly and Russian state control over Gazprom.
In terms of economic well-being as a matter of Russia’s national interest, it has already been demonstrated how crucial gas export revenues are to the Russian state, and how they are used as cross-subsidies in order to stimulate development in other areas of the Russian economy.  Drawing upon the points noted above, it could be suggested that in order for energy to promote Russia’s broader economic well-being, it is not only politically justified for the Russian state to maintain control over Gazprom, but also economically justified, on the grounds that Gazprom’s revenues are far more likely to end up contributing to the federal budget, than if Gazprom were to lose its monopoly on gas exports, which would allow profits to be accrued by private actors, who may not act in accordance with Russia’s broader national interests.  As Anderson notes, “Putin genuinely believes that these resources are too important to the needs of the state to be put in the hands of private businessmen who do not have Russian national interests in mind”
.
The issue of collective self-esteem is an especially salient one for Russia, its elite, and its broader population.  Writing in 1999, Wendt even referred specifically to Russians as an example of a social group suffering from a negative self-image such as those which “tend to emerge from a perceived disregard or humiliation by other states”
.  Wendt suggested that a lack of collective self-esteem is often compensated for “by self-assertion, and/or devaluation, and aggression toward the Other”
.  Few would deny that, in the decade since Wendt penned those words, Russia on the international stage has occasionally displayed such behavioural traits towards its neighbours.
In order to successfully meet these three national interests, Russia currently pursues several of what Wendt referred to as ‘objective’ interests earlier in this paper:  Sovereignty and strategic independence are needed to ensure Russia’s autonomy; economic development and modernisation are needed to ensure Russia’s economic well-being; increased respect, international standing and a return to ‘Great Power’ status are needed to ensure Russia’s collective self-esteem.
We may recall from our earlier discussion that subjective interests are the beliefs held by political elites about how to successfully meet objective interests.  The results of research conducted in Russia between December 2009 and August 2010 suggest that the subjective interests currently pursued by Russia are as follows:  1) Sovereignty and strategic independence are ensured by economic independence, and a statist model of economic development, 2) Economic development and modernisation are ensured by the ‘economicisation’ and ‘Great Power pragmatism’ of Russia’s foreign policy, economic integration with Europe, bilateral relations with key partners in Europe, the use of comparative energy advantage to encourage the development of other sectors of Russia’s economy, and the more general idea that foreign policy should serve domestic purposes (in terms of modernisation and economic development), 3) Increased respect, international standing, and a return to ‘Great Power’ status are ensured by Russia’s role as a provider of energy security to Europe, its membership (and indeed Chairmanship) of the G8 and other international bodies, and its role as a ‘strategic partner’ of the EU.
The key argument of this paper is that, to a significant extent, Russia’s external gas policy, as implemented by Gazprom, reflects the pursuit of these subjective interests, above and beyond the pure profit motive held by Gazprom as a commercial entity.  It is this proposition, which we shall now illustrate in the final section of this paper.
Russia’s external gas policy

Components of Russia’s external gas policy

1. Gazprom’s monopoly on Russian gas exports

The first aspect of Russia’s external gas policy concerning Gazprom to be considered is the granting to Gazprom of a legally-enshrined monopoly on Russian gas exports.  Such a monopoly was passed into Federal Law on the 18th of July 2006
 
.  The officially-stated aims of the law are “the protection of the economic interests of the Russian Federation, performance of international obligations on the export of gas, guarantee of receipt of revenues for the Federal Budget and maintenance of the fuel-energy balance of the Russian Federation” 
.  The law does indeed protect the economic interests of Russia, and it does so in several ways.  Firstly, it prevents Russian gas from competing with itself on the European market, which could drive down the price.  Secondly, it ensures that all of the revenues from the export of Russian gas are received by a state-controlled energy company i.e. Gazprom.  It has already been noted that it is profits from European export markets that enable Gazprom to maintain low gas prices on the domestic market, and also to remain, as noted earlier, Russia’s largest taxpayer, accounting for around a quarter of federal tax revenues
.  Therefore, Gazprom, the Russian budget, and Russian gas consumers all benefit financially from Gazprom’s monopoly.

However, a third aspect of the law should also be noted: The export of gas is an important source of status and political influence for the Russian state in the international arena.  As Tatiana Romanova notes, this does not necessarily mean that energy is a tool of foreign policy, but rather as a source of growth, of modernisation, and, to paraphrase Putin, to bring Russia ‘back from its knees’.  Romanova concedes that hydrocarbons are occasionally used politically, but adds that Putin and Medvedev well know that Russia needs export revenues and it would be self-defeating to endanger that
.  In order to maintain the political benefits of such exports, it is crucial that the monopoly remains, and that it remains in the hands of a state-controlled energy company.  If European energy companies were able to purchase gas from a variety of Russian non-state controlled suppliers, the status and influence provided by gas exports would be lost.  Finally, the combination of Russian state control over Gazprom and Gazprom’s monopoly on gas exports provides a clear example of Russia’s statist approach to economic development, in accordance with its subjective interests as discussed earlier.
2. Diversification of gas export routes to Europe

The second key aspect of Gazprom’s actions on the European market to be considered is that of diversifying export routes, namely by the North Stream and South Stream projects.  In 2008 Gazprom sold 184.4bcm
 of gas to Europe
, of which 10bcm was delivered directly to Turkey
, and 4.5bcm directly to Finland
.  The remaining 169.6bcm (92 percent of the total) was exported to Europe via Ukraine and Belarus.  33bcm of this was via the Gazprom-owned Yamal-Europe pipeline
, which crosses Belarus and Poland to Germany, which leaves 136.6bcm through Ukrainian and Belarusian-owned Soviet-era infrastructure.  Korchemkin claims that in 2008 Ukraine shipped 117bcm of Russian gas to Europe
.  The combined capacity of North Stream (55bcm) and South Stream (63bcm) is set to be 118bcm.  Korchemkin suggests that the similarity between the transit capacities of the new pipelines and the Ukrainian transit for 2008 is no coincidence
.
The North Stream pipeline is currently being built by Nord Stream AG, a company in which Gazprom holds a 51 percent stake, the German companies BASF/Wintershall and E.ON each hold 15.5 percent, while the Dutch Gasunie and French GDF Suez each hold 9 percent shares
.  North Stream will run under the Baltic Sea from Russia to Germany through Finnish, Swedish and international territorial waters
.

The South Stream pipeline is intended to cross the Black Sea to Bulgaria (through Turkish, as opposed to Ukrainian, territorial waters
).  From Bulgaria, a northern spur will pass through Serbia and Hungary to its final destination at the Baumgarten gas trading hub, in Austria
 
, while a southern spur will transit Greece to its final destination, Italy
.  The construction and operation of the South Stream pipeline will be undertaken by joint ventures established between Gazprom and energy companies in each of the South Stream transit states, under the auspices of intergovernmental agreements
.  Italy’s ENI will play a key role in the South Stream project, with the South Stream AG Special Purpose Entity established between Gazprom and ENI on a parity basis
 and ENI participating in the construction of the underwater Black Sea section of South Stream
.  France’s Electricite de France (EdF) agreed to join the project in June 2010
.
The implementation of the North Stream and South Stream projects offers three main benefits to Gazprom as a commercial entity.  Firstly, the construction of these two new pipelines, in addition to existing infrastructure (including Soviet-era infrastructure and the post-Soviet Blue Stream and Yamal-Europe pipelines), means that Gazprom will be able to deliver gas directly to four of its five largest customers (Germany, Ukraine, Turkey and Belarus).  Gas supplies to Italy (3rd largest consumer of Russian gas) will be possible via South Stream and Greece.  This should increase Gazprom’s security of revenue.  For example, a repeat of the 2006 dispute with Ukraine would not prevent Gazprom delivering gas to its other four largest customers.
Secondly, the construction of North Stream will enable Gazprom to avoid transit fees in its gas deliveries to Germany, its largest customer, whilst Gazprom deliveries to Bulgaria, Greece, Italy and Serbia should also benefit from lower transit fees, given the shorter overland distance of delivery.

Thirdly, whilst Gazprom will continue to use the 33bcm Yamal-Europe pipeline via Belarus at full capacity, the proportional reduction of transit through Soviet-era infrastructure in Ukraine and Belarus will reduce their bargaining power relative to Gazprom when negotiating transit fees and gas import prices.

A key debate concerning the new pipelines is the question of whether they are economically viable, and whether it would be more cost-effective to refurbish the pipeline infrastructure in Ukraine and work towards more amenable relations with Ukraine.  In June 2010 the St Petersburg Times reported that South Stream’s new project leader, Marcel Kramer, “conceded that he was unaware whether the cost of carrying the gas under the water would be higher than shipping it overland through Ukraine, which has invited Russian and European Union investment in expanding its transit network” 
.  In several articles for East European Gas Analysis Mikhail Korchemkin argues that North Stream and South Stream will not prove economically viable on the grounds that “the new export pipelines of Gazprom will not increase gas export volumes and will not generate additional profits”
.  Rather, EU energy policy (such as the 2008 Energy Security and Solidarity Action Plan) aims to limit increases in European gas demand, and it is likely that the majority of any new demand will be met by increases in LNG imports
, especially given that Russian gas from Yamal and Shtokman will be more expensive than its competitors, due to the technological difficulty involved in the projects
.  Furthermore, the operating costs of underwater pipelines will exceed the savings in transit fees, and if Russian exports to Europe are not set to rise, then the new pipelines will represent massive investment without generating any increased revenue
.  Aslund has also put forward the argument that Nord Stream and South Stream are unnecessary and do not make economic sense, on the basis that European demand for Russian gas is declining (limitation of overall demand through increased energy efficiency and diversification of sources by increase in LNG purchases), and demand in the CIS will fall as a result of higher prices, which will encourage greater energy efficiency
.  Korchemkin concludes that “The EU should find an answer to a simple question. Why Russia is promoting a money-losing project? As the Kremlin and Gazprom side put it now, the EU gets all the benefits and Gazprom gets all the costs. It is too good to be true”
.  It is precisely this question, which this paper will now seek to answer, with reference to Russia’s national interests as discussed earlier.
Taken together, the North Stream and South Stream projects will provide benefits relative to three of Russia’s subjective interests.  Firstly, they are examples of Russia’s bilateral relations with key partners in Europe, particularly Germany, The Netherlands, Italy and France. North Stream will provide gas directly to Gazprom’s largest customer, Germany, two German companies (BASF & E.ON) between them hold 31% of shares in Nord Stream AG, and former German Chancellor Gerhard Schroeder has been recruited to oversee the project
.  The Dutch company Nederlandse Gasunie holds a 9% stake in Nord Stream AG, and their former Chief, Marcel Kramer, will lead the South Stream project from October 2010.  Finally, the Italian ENI played a key role in the underwater construction of Blue Stream and looks set to do the same with South Stream, while Romano Prodi was offered (but declined) the role of presidency of the South Stream project upon leaving the post of Prime Minister of Italy in April 2008
.  These appointments and attempted appointment are symbolic of Russia’s close relations with key European partners, and Gazprom’s links with energy companies from these European countries.  The depth of economic cooperation and level of political trust fostered by these joint ventures has resulted in Gazprom gaining direct access to German and Italian gas markets
, and investment by German (BASF and E.ON) and French (Total) companies in the Russian upstream
.

Secondly, given the importance of gas export revenues to Russia, any reduction of transit via Ukraine, Belarus & Moldova will reduce Russia’s economic dependency on these states, and their bargaining power relative to Russia on the issue of transit fees and gas prices.  Such reduction of dependency on other states may be considered as improving Russia’s economic independence, which facilitates Russia’s sovereignty and strategic independence.

Thirdly, North Stream and South Stream have been heavily promoted as proof of Russia’s role as a provider of energy security to Europe, implicitly suggesting that the threats to Europe’s energy security emanate from transit states (Ukraine, Belarus and Moldova), rather than Russia as a supplier.  By casting itself as guarantor of Europe’s energy security, Russia is increasing its international status, and seeking to cement its role of ‘strategic partner’ of the EU.  Indeed, the Gazprom website claims that “the South Stream project is aimed at strengthening the European energy security”
, while the Nord Stream AG website suggests that the participation of major European companies in the construction of Nord Stream is an important factor in ensuring a secure energy supply to Europe
.  The latter point is especially important for Russia’s self-esteem, as Dmitrii Trenin suggests: “In terms of national interest, you have a compelling interest to use your energy power, or rather your energy abundance to maintain a position of a premier international actor”
.  Therefore, any threat to Russia’s status as supplier of energy security to Europe is a threat to its self-esteem, and to its status as a premier international actor.
3. Control over transit infrastructure in western Former Soviet Union

In addition to increasing security of exports by adding new pipelines via new routes, a third key aspect of Gazprom’s activities has been the search for control over gas pipeline infrastructure in Ukraine, Belarus and Moldova.  A relatively recent development with regard to Russo-Ukrainian energy relations was the proposal for the merger of Gazprom and Naftogaz of Ukraine, which follows the deal struck to give Ukraine a one-third discount on its Russian gas imports (worth an estimated $40bn over the next 10 years) in exchange for extending the lease for the Black Sea Fleet at Sevastopol until 2042
.  The ‘gas-for-fleet’ deal was clearly intergovernmental and driven by non-profit motives.  If Gazprom had been an independent, private, purely commercial enterprise, that deal would not have happened.  By influencing Gazprom to offer Naftogaz a discount on the price of Russian gas, the Russian Government has eased the pressure on the current Ukrainian Government, which will lead to better political relations with Ukraine, which in turn may pave the way for the proposed Gazprom-Naftogaz merger
.  Such a merger would present Gazprom with something which it has long coveted: A degree of control over the Ukrainian gas transit infrastructure.  The implicit conclusion to be draw from this situation is that the Russian Government was able to influence Gazprom to act against its commercial interests (giving Ukraine a discount on its gas) in order to benefit Russia’s broader national interests.
Following the 2007 Russia-Belarus energy dispute, in May 2007 Gazprom agreed to buy a 50 percent stake in Beltransgaz
, the company which owns Belarus’s Soviet-era gas transit infrastructure.  Beltransgaz also operates the Belarusian section of the 33bcm pa Yamal-Europe pipeline, which is owned by Gazprom
.  In Moldova Gazprom owns 50 percent of the gas transmission company Moldova Gaz SA
 
 
, although some sources claim this figure to be 63 percent
.  Moldova’s transit capacity for Russian gas is 25bcm pa
 or 22 percent of Russia’s exports to the EU-27 in 2009
.

Regarding the motivations behind Gazprom’s acquisitions in Belarus, and Moldova and attempted acquisition in Ukraine, it may be suggested that Gazprom is seeking security for its deliveries further west, which increases Russia’s economic independence by reducing threats to its main source of revenue.  Also, if the predictions of Nord Stream AG prove correct, and European gas demand does rise sufficiently for Gazprom deliveries via North Stream and South Stream to be additional to (and not instead of) those currently made via Ukraine, Belarus and Moldova
, then security of delivery across these transit states by virtue of control over transit infrastructure will be even more important.  In placing Gazprom’s desire for control over transit infrastructure in the western FSU into the context of Russia’s broader foreign policy in the region, Dmitrii Trenin suggests that while Russia still desires the fullest integration possible with Belarus, Russia’s elites have now realised that such integration is neither possible nor desirable with Ukraine, and that the best approach is sectoral cooperation, on the grounds that Ukraine represents a larger, potentially profitable, and familiar market for Russian businesses
.  Such a suggestion is entirely consistent with Gazprom’s declared aims of achieving a dominant position in the energy sectors of the states of the CIS and Baltic region, as well as access to ultimate consumers in these states
.  This being the case, we may view Gazprom’s quest for control over transit infrastructure in the western FSU as part of a broader Russian economically-focused foreign policy, which conceives of the region as what President Medvedev has referred to as a zone of ‘privileged interests’
.
4. Direct access to gas consumers in the EU
There are several commercial motivations for Gazprom to seek direct access to gas consumers in the EU.  First of all, gas sales to end consumers have far greater profit margins than the sale of gas wholesale to European energy companies.  Secondly, Gazprom’s participation in gas sales in the EU aims to ensure future demand for Russian gas, in the face of increased competition from other sources, such as increased LNG imports.  Finally, Gazprom is desirous of investment and technology from its European partners, whilst at the same time reducing its own investment burden.  Bilateral partnerships with European energy companies can facilitate all three of these aims.  For example, in return for granting participation in the development of the Yuzhno-Russkoye gas field to the German companies BASF Wintershall and E.ON
, Gazprom received a 50 percent-minus-one-share stake in Wingas (the BASF-Gazprom joint venture) and a 49 percent stake in Gerosgas, an E.ON subsidiary
.  According to the Gazprom website, “The Yuzhno-Russkoye field is an example of efficient Russian-German partnership aimed at providing stable energy security in Europe”
.

Referring back to the national interests discussed earlier, it may be argued that not only do such deals benefit Gazprom financially, but they promote Russia’s long-term economic well-being by encouraging investment and development in Russian energy projects, and by strengthening Russia’s bilateral relations with what it considers to be its key partners in Europe.  It is on this basis that Zagashvilli notes that, “It is understood that access to distribution networks in Europe for Gazprom is a deepening of the connections with Europe, reinforcement of its positions, strengthening of its positions in Europe... Therefore, perhaps, it is not only commercial, purely short-term interest, but the strengthening of positions for the long-term prospects, a more strategic interest”
.
Conclusions
The overall aim of this paper has been to examine the importance of Russia’s national interests as an influential factor in Russia’s external gas policy.  In order to do so, this paper began by demonstrating that not only is energy more broadly, and gas in particular, crucial to the Russian economy, but that it represents more than an economic commodity to Russian policymakers.  Having established the importance of natural gas beyond its intrinsic value as a source of fuel, this second section of this paper then sought to demonstrate the close ties between Gazprom and the Russian state.  The aim was not to prove that Gazprom is simply a tool of the Russian state, but to demonstrate that the Russian state exerts sufficient influence over Gazprom to occasionally induce it to act according to Russian state, rather than purely commercial, interests.  The third section of this paper drew upon Alexander Wendt’s conception of national interest formulation, and sought to apply it to Russia, in order to identify Russia’s national interests, and the possible means of attaining these interests.  The final section of this paper identified four key aspects of Russia’s external gas policy, and sought to explain them by reference to Russian national interests.
The key conclusion to be drawn from this paper is that in the majority of cases, the commercial interests of Gazprom and the broader interests of the Russian state seem to converge around the aim of maximising the profitability of gas sales to Europe, and securing long-term demand and security of export routes to supply this demand.  Such interests are tightly bound up with Russia’s self-proclaimed ‘pragmatic’ and ‘economic’ foreign policy, and the Russian desire that foreign policy (including foreign economic policy) should serve the domestic interests of the Russian state.  This convergence of interests is reinforced by the mutual dependency of Gazprom and the Russian state:  Gazprom depends on the Russian state for its monopoly position and soft budget constraints, while the Russian state depends on Gazprom as a source of revenue and provider of subsidised energy to the Russian domestic market.
The divergence of Gazprom and Russian state interests, as noted by Romanova is a rare event, but when it happens we see that the Russian state holds the senior role in the partnership, and is able to influence Gazprom to act in ways that contradict its commercial interests.  From an observers’ point of view, this seems to occur either when the Russian state is unable to maximise the economic utility of its gas exports (such as in the case of Ukraine and Belarus), or when considerations of geopolitical energy security threaten Russia’s ability to derive reliable and stable revenues from its gas exports (hence the diversification of pipelines and desire for control over transit infrastructure in Ukraine, Belarus and Moldova).
In conclusion, we may state that Russia’s external gas policy is largely aimed at maximising the long-term economic utility of its gas exports, and that where this does not prove possible, then Russia will seek to gain non-economic utility (political or social).  Russian foreign policy is not neo-imperialistic, nor is Gazprom a tool of such a foreign policy.  Europe is right to diversify its sources of gas, but on economic grounds, and not on the basis that Russia will one day seek to exert political influence over Europe by threatening to ‘turn off the taps’.  Export revenues are simply too important for Russia to risk losing its key export market.  The Russo-German relationship is an example of profitable cooperation, but this does not mean that Russia can politically influence Germany to act against its interests on this basis, and the same will hold true for Europe in the future.  Europe should also encourage pipeline diversification and Russian participation in the transit infrastructure in Ukraine, Belarus and Moldova as a means of reducing transit stoppages and thus increasing European energy security, while the resolution of Russia’s dispute with Belarus in June 2010 demonstrated the Russians’ reluctance to allow further disruptions of transit.  Finally, a combination of European diversification of sources in order to meeting rising future demand and Russian diversification of exports to the East, when combined with greater integration of the European and Russian gas industries (along the lines of Russo-German cooperation mentioned earlier) should ensure stable levels of supply and demand for Russian gas in Europe, while at the same time reducing the sense of ‘negative-dependence’ on one another, which often leads to conflicts, harsh statements, and what Belyi refers to as policies of ‘mutual avoidance’
.
Regarding suggestions for further research, the following elements of Russia’s external gas policy would provide interesting topics for closer examination: The careful Russian state control over the participation of European energy companies in energy projects in Russia; Gazprom’s attempts to reduce competition on the European market by preventing Central Asian gas from reaching it (partly by buying up Central Asian export volumes, and partly by resisting free transit of Central Asian gas to the European market via Russia’s pipeline infrastructure); Russia’s withdrawal of provisional application of provisions of the Energy Charter Treaty
, and Russia’s participation in the Gas Exporting Countries Forum

.
Appendix 1: Price of Russian Oil 1991-2010
Table 1

	Average Annual Price of Russian (Urals) Oil 1991-2010 (Dollars per Barrel)

	Year
	Price
	Year
	Price
	Year
	Price
	Year
	Price

	1991
	$26.05
	1996
	$19.47
	2001
	$23.14
	2006
	$60.97

	1992
	$16.55
	1997
	$18.34
	2002
	$23.91
	2007
	$69.09

	1993
	$16.30
	1998
	$11.94
	2003
	$26.85
	2008
	$95.08

	1994
	$12.35
	1999
	$17.01
	2004
	$34.83
	2009
	$60.18

	1995
	$16.40
	2000
	$26.92
	2005
	$50.24
	2010
	$75.66

	Note:  The peak price of Russian Urals oil was $137.61 for the week ending 04/07/2008, and this price fell to a low of $34.20 for the week ending 02/01/2009.  The 2010 price represents the period 01/01/2010 to 30/07/2010.


Table created by author (J. Sharples) by averaging out weekly price data taken from EIA

Original data source: Energy Information Agency (EIA), ‘Weekly Russian Urals Spot Price’, EIA website, http://tonto.eia.doe.gov/dnav/pet/hist_xls/WEPCURALSw.xls, accessed 10/08/2010
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Graph created by author (J. Sharples) using data from Table 1 (above)

Original data source: Energy Information Agency (EIA), ‘Weekly Russian Urals Spot Price’, EIA website, http://tonto.eia.doe.gov/dnav/pet/hist_xls/WEPCURALSw.xls, accessed 10/08/2010
Please note that the data in Table 1 and Graph 1 is given in nominal dollars, rather than real (i.e. inflation-adjusted) dollars.

Appendix 2: Russian GDP Growth rates 1998-2010

Table 2

	Russian GDP Growth 1998 to 2009 (percent per annum)

	Jan 1998-Jan 1999
	-5.10
	Jan 2002-Jan 2003
	4.70
	Jan 2006-Jan 2007
	7.62

	Jan 1999-Jan 2000
	6.18
	Jan 2003-Jan 2004
	7.28
	Jan 2007-Jan 2008
	8.05

	Jan 2000-Jan 2001
	10.10
	Jan 2004-Jan 2005
	7.15
	Jan 2008-Jan 2009
	5.90

	Jan 2001-Jan 2002
	5.05
	Jan 2005-Jan 2006
	6.32
	Jan 2009-Jan 2010
	-7.93


Source: Trading Economics website, http://www.tradingeconomics.com/Economics/GDP-Growth.aspx?Symbol=RUB, last accessed 12/08/10

Graph 2
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Russian GDP Growth Rate 1998-2010, Trading Economics website, http://www.tradingeconomics.com/Economics/GDP-Growth.aspx?Symbol=RUB, last accessed 12/08/2010

Appendix 3: Correlation of Russian oil price and GDP growth

	Correlation of Russian GDP growth and Russian oil prices

	
	Russian GDP growth
	Russian oil price
	
	Russian GDP growth
	Russian oil price
	
	Russian GDP growth
	Russian oil price

	Dec 1998
	-9.10
	$9.57
	Mar 2008
	9.30
	$100.15
	Jan 2009
	0
	$34.20

	Dec 1999
	12.0
	$24.71
	Jul 2008
	7.70
	$137.61
	Jun 2009
	-10.80
	$68.31

	Note that GDP growth is measured in percent per annum, and oil price is given in Dollars per barrel (Russia Urals).

	Between the week ending 04/07/2003 and the week ending 04/07/2008, the Russian oil price grew from $26.28 per barrel to $137.61.  During this period the average price was $58.19 per barrel.  Between July 2003 and July 2008 Russian had a mean GDP growth of 7.36 percent per annum.

	Sources: Energy Information Agency (EIA), Weekly Russian Urals Spot Price, EIA website, http://tonto.eia.doe.gov/dnav/pet/hist_xls/WEPCURALSw.xls, accessed 10/08/2010; Russian GDP Growth Rate 1998-2010, Trading Economics website, http://www.tradingeconomics.com/Economics/GDP-Growth.aspx?Symbol=RUB, last accessed 12/08/2010


Appendix 4: Purchases of Russian Gas in 2009 (billion cubic metres)
	Purchases of Russian Gas in 2009 (Billion cubic metres)

	Purchaser
	Volume
	Rank
	Purchaser
	Volume
	Rank
	Purchaser
	Volume
	Rank

	Armenia
	1.47
	19
	Germany
	31.50
	1
	Poland
	7.15
	8

	Austria
	5.44
	10
	Greece
	2.05
	16
	Portugal
	–
	-

	Azerbaijan
	–
	-
	Hungary
	7.20
	7
	Romania
	2.05
	16

	Belarus
	15.94
	5
	Ireland
	–
	-
	Serbia
	1.55
	18

	Belgium
	–
	-
	Italy
	20.80
	3
	Slovakia
	5.40
	11

	Bosnia & HZ
	0.22
	27
	Kazakhstan
	1.30
	20
	Slovenia
	0.51
	25

	Bulgaria
	2.64
	15
	Kyrgyzstan
	–
	-
	Spain
	–
	-

	Croatia
	1.07
	22
	Latvia
	1.19
	21
	Sweden
	–
	-

	Czech Republic
	6.40
	9
	Lithuania
	2.77
	14
	Switzerland
	0.30
	26

	Estonia
	0.71
	23
	Luxembourg
	–
	-
	Tajikistan
	–
	-

	Finland
	4.10
	13
	FYR of Macedonia
	0.08
	29
	Turkey
	17.26
	4

	France
	8.20
	6
	Moldova
	0.58
	24
	Ukraine
	24.15
	2

	Georgia
	0.19
	28
	Netherlands
	4.26
	12
	United Kingdom
	–
	-


Source: BP (2010), Statistical Review of World Energy 2010, pg. 30, available at http://www.bp.com/productlanding.do?categoryId=6929&contentId=7044622, last accessed 13/08/10

These figures show that Russian gas sales in 2009 totalled 176.48bcm.  Five largest customers accounted for 109.65bcm, or 62 percent of the total.

Appendix 5: Routes of North Stream and South Stream

North Stream
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Source: Nord Stream website, http://www.nord-stream.com/fileadmin/Dokumente/3__PNG_JPG/1__Charts/Nord_Stream_Pipeline_Route_ENG.JPG, last accessed 24/05/09

South Stream

[image: image4.png]TR Y 3
o\ Czech % poland yayi%sr N )]
any.),_~Republicy L /

A~ A L

Ukraine .




 

Source: Novinite (Sofia News Agency), 22/06/2010, ‘Arm-Twisting Russia Ties South Stream with Bulgaria's Belene’, available at http://www.novinite.com/view_news.php?id=117385, last accessed 13/08/10
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