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The ENERPO Journal was established in 2013 and is a publication 
put out by the Energy Politics in Eurasia (ENERPO) program at Euro-
pean University at St. Petersburg.  The goal of ENERPO Journal is to 
bring exposure to the ENERPO program and shed light on the latest 
developments in the oil, gas, and renewables industries in a way be-
fitting both expert and casual readership.  Contributing authors are 
primarily students and faculty with the occasional outside expert 
writer. 
 
Workshop Series is a program hosted by European University in 
which leading energy professionals are invited to present on a spe-
cific aspect of their work.  These professionals include energy think-
tank experts, policy makers, representatives from major energy com-
panies, and ranking members of international organizations.  Work-
shop Review is a subsection of ENERPO Journal where students re-
lay the content of these presentations and provide commentary. 
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Serious discussions concerning the development of 
a South Asian hydrocarbon corridor began with the 
dissolution of the Soviet Union and the introduc-
tion of newly independent, resource-endowed 
states to the global energy market.  Newly sover-
eign Turkmenistan, which, according to the U.S. 
Energy Information Agency, is the 6th richest state 
in terms of natural gas reserves, immediately be-
came an attractive option for the supply of gas to 
the energy-deficient states of South Asia.  Given its 
potential for supply, as well as its geographic prox-
imity to demand centers, Turkmenistan was envi-
sioned as the sourcing point for a proposed natural 
gas pipeline which would extend through Afghani-
stan, Pakistan, and terminate in India.  TAPI, as this 
project remains called, was to be an avenue by 
which energy security, economic development, and 
inter-state cooperation might all be facilitated.  
Why then, two decades after the original conceptu-
alization of this project, and in an area where hy-
drocarbon commodities are badly needed, has TAPI 
yet to be realized?  
 
In addition to doubts that TAPI will receive suffi-
cient investment or that the gas field that would 
feed it, the Daulatabad, may not be as ample as ini-
tially thought, there remain far more vital concerns 
as regarding the success of this project.  Examining 
the region, it is acknowledged almost universally 
that the security situation in Afghanistan poses the 
most significant threat to all ventures concerned 
with the installation of vital, and vulnerable, mass-
infrastructure.  However, the challenges which this 
region faces are far more complex than the pres-
ence and operations of violent actors.  These chal-
lenges may be framed as follows: economic fragility, 
threats to peace, and the non-consolidation of 

healthy political systems.  Yet, despite being an argu-
ment not found in public discussions concerning the 
TAPI project, the fact remains that the construction 
of a pipeline addresses precisely none of these chal-
lenges and, if not developed within a clear regulatory 
and legal framework, may even serve to further exac-
erbate the concerns already facing parties invested in 
the future of South Asia.  Thus considered, allow this 
report to serve as a cautionary brief.  The following is 
an enumeration of three critical realities that require 
recognition by any party acting or desiring to play a 
role within this region.  

1. Economic development does not equal eco-
nomic well-being. 
 

....this supply [of gas] will not of-
fer the economies of Pakistan or 
Afghanistan balanced or universal, 
population-wide development.    
 
In the states under examination, Afghanistan, Paki-
stan, and India, there exists a severe shortage of hy-
drocarbon resources which, speaking especially of the 
first two, has significantly hindered economic growth 
and development.  In this sense, access to natural gas 
is indeed critical.  However, this supply, in and of it-
self, will not offer the economies of Pakistan or Af-
ghanistan balanced or universal, population-wide de-

Three Facts and a Fairytale:  
An Honest Account of the 
TAPI Pipeline Project 

- Michael G. Seyer 
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velopment.  GDP, both raw and per capita, may 
increase, but this would, at most, be only marginally 
reflected in the standard of living of the majority of 
the populations of these states.  According to the 
CIA World Factbook, Afghanistan and Pakistan are 
countries in which nearly 20% and 40% respectively 
of the populations are engaged in the agricultural 
sector and equally large percentages are involved in 
non-market occupations.  Therefore, natural gas, 
which will be transported to cities and industrial 
centers, will not necessarily grant these percent-
ages of respective populations many concrete op-
portunities to improve their condition.  Further-
more, at least to date, there exist no frameworks 
by which state governments would share resource 
rents for the purpose of universal, micro-
development, and other investments into human 
well-being.  In countries such as Afghanistan and 
Pakistan, this uneven distribution of wealth, espe-
cially to the peripheries, has engendered nationalist 
movements, ethnic and regionally based opposition, 
and has left certain groups of the population with 
little choice but to depend upon non-state actors 
and sub-market means in order to provide for 
themselves.  This has proven to be particularly dan-
gerous.  Looking at the above map, the proposed 
path of the TAPI pipeline will run through Afghani-
stan’s Kandahar Province and Pakistan’s Balochistan 
Province and will require the appropriation of land 
from populations which are the poorest within 
their respective states and, connected with their 
poverty, these are the populations (the Pashtuns 
and the Balochs) which have had significant griev-
ances with the government.  Further, these griev-
ances, which are responses to civil and economic 
human rights abuses, have often expressed them-
selves violently.        

    
2. Security is not a synonym for peace.   

...when one group perceives that 
conditions on the other side are 
better – there will be conflict.�� 

When illustrative definitions of the term “security” 
are offered, resulting conceptualizations typically in-
volve either a fort or a fence.  Afghanistan and Paki-
stan, whose security is threatened by the activities of 
armed actors, therefore employ either one or both 
of these two models of security - the guns, or the 
fences.  Fences, literally and metaphorically speaking, 
are effective mechanisms for creating two distinct 
groups, placed at odds with each other and compet-
ing for resources that have been left with one faction 
or the other.  One side of the fence, presumably on 
the side of the group that constructed the fence, will 
have more abundant, or more valuable resources.  
When the well-being of the group on either side of 
the barrier, whether this barrier is physical, socially 
constructed, or legal, is threatened, and when one 
group perceives that conditions on the other side are 
better – there will be conflict.   
 
And so, how does one defend this fence?  These 
boundaries between competing groups are defended 
with force.  It is an oft repeated pattern throughout 
history and the practice of hard-power, allegedly 
“rational” foreign policy: the more hard-power, the 
more guns – the more secure one becomes.  This 
perception of security has always been of acute con-
cern.  It is fundamentally flawed since, more often 
than not, both groups separated by this fence have 
access to instruments of hard power, i.e. each group 
has the capability to engage in violent action.  This 
does not lend itself to an atmosphere of security.     
 
In respect to the cases currently under examination, 
exploited, marginalized, oppositional groups vis-à-vis 
the center exist in all countries along the route of 
the TAPI pipeline.  It would be dangerous to ignore 
the fact that the route of the pipeline passes precisely 
through two major zones of conflict: Kandahar and 
Balochistan Provinces; both are territories in which 
populations live at odds with their respective central 
governments and in which violence has broken out 
repeatedly for decades.  As long as both groups of 
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actors, on either side of the fence, perceive that 
violence is the only effective way through which to 
achieve their aims, violence will, of course, con-
tinue.   
 
This is precisely the case currently observed.  The 
security forces of Afghanistan and Pakistan are both 
numerous, expanding and well-equipped.  Judging by 
the reports of news media sources focusing on the 
region, violence does not seem to be abating.  Ac-
cording to the 2013 UN report on the situation in 
Afghanistan, there was a significant rise in civilian 
casualties in the first three months of the year com-
pared to 2012.  With coalition forces withdrawing 
and reevaluating their tactical role in 2014, it is 
questioned whether or not the population of Af-
ghanistan can be protected.  Yet, regardless of how 
well security forces are able to secure the state and 
population from violent actors, which is highly hy-
pothetical, this in no way can be considered peace 
because even a forum for dialogue between the 
parties is lacking in substance.      
 
Despite the fact that violence continues and popu-
lations are still at risk, the model of militarization 
and weaponization of the state is still being used as 
the primary approach among these nations.  Paki-
stan’s experience should prove illustrative of the 
failure of even a highly militarized, “secure,” state 
to constructively address and stem violence.  Tali-
ban forces operate on both sides of the Afghani-
stan/Pakistan border.  Balochistan remains a region 
whose fundamental grievances have not been ad-
dressed, and, in the months leading up to the Paki-
stani Parliamentary elections on 11 May, 2013, over 
110 were killed, providing clear evidence that the 
situation current to Pakistani affairs cannot at all be 
defined as peaceful.  This report holds that “stable” 
is a misleading term and a dangerous goal to target 
in respect to foreign and domestic political and de-
fense policy.  A lid, pressed tightly onto a pot of 
water can remain stable and seemingly undisturbed 
for quite a long time.  However, eventually, and 
unpredictably, the pressure will be too much to 

contain.  Thus, the notion that stability is the first 
building block necessary before building a govern-
ment is a highly problematic policy short-coming.          

 
3. Elections alone do not amount to a healthy 
political system.   
         

Pakistan experienced the lowest 
level of political violence during 
the 1990s, a period in which there 
were multiple factions, including a 
party from Balochistan, repre-
sented in Parliament.  
 
Following the Parliamentary elections in Pakistan, 
much of the commentary concerning the event can 
be categorized as belonging to three repeating lines 
of discourse; the resilience of the citizenry who 
voted despite the threat of violence, the triumphant 
return to political office of a man, Nawaz Sharif, who 
was formerly exiled, and the successful transition 
from one civilian government to another.  While not 
discrediting the Pakistani people and the presumed 
legitimacy of election results (though fraud charges 
have already been leveled at Sharif), there remains a 
serious concern in respect to the lack of a true coali-
tion, and thus the lack of a genuine dialogue between 
parties.  There are regional actors whose concerns 
have yet to be addressed.  As noted in a report by 
the Carnegie Foundation, Pakistan experienced the 
lowest level of political violence during the 1990s, a 
period in which there were multiple factions, includ-
ing a party from Balochistan, represented in Parlia-
ment.  Given the fact that enough of the vote was 
won by Sharif to give his party an outright majority in 
Parliament, it is feared that, since the conditions re-
quired of a political, multi-party dialogue are absent, 
violence may once again result.  And, as an actor at 
the head of a party which is regionally affiliated 
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(Punjab) has recently come back into power, cham-
pion-scale national projects such as a gas pipeline 
will provide a clear opportunity for the central gov-
ernment to assume resource rents and install into 
this project those loyal to the center, further 
strengthening the cliental structures upon which 
Sharif already depends.  Rent from resources, and 
those industries which rely on the availability of 
natural gas, would be easily captured.  In a state 
regionally and politically divided, and with a govern-
ment dependent upon network support structures, 
TAPI only provides the financial means and oppor-
tunities to expand this structure and to continue to 
fuel Pakistan’s security forces, further exacerbating 
issues relating to the representation and well-being 
of marginalized populations on the periphery.   
 

TAPI only provides the financial 
means and opportunities to ex-
pand this structure and to con-
tinue to fuel Pakistan’s security 
forces, further exacerbating is-
sues relating to the representa-
tion and well-being of marginal-
ized populations  
 
Furthermore, in the case of Afghanistan, the dan-
gers of providing the Karzai government with a 
readily available and easily controllable flow of rent 
from gas transit revenue are even more pro-
nounced.  Karzai, though ineligible for re-election in 
2014, assumes the position that his is a government 
under siege.  Therefore, the way by which Karzai, 
already a figure whose election history is colored 
with accusations of widespread corruption, can 
guarantee the electoral victory of his successor 
would be to orient any rent possible to his, or his 
party’s, preferred candidate. 

 

...as long as the international 
community, including the Afghan 
government  i t se l f , makes 
“stability” an end goal and prior-
ity, the situation will not improve.   
   
However, this corruption is not exclusively internal. 
Foreign actors too, especially NATO members and 
those states bordering or otherwise affected by the 
security situation in Afghanistan, have every motiva-
tion, at least in a very short-sighted outlook, to en-
courage and facilitate the creation of a government 
by whatever means necessary, so long as the country 
is kept “stable.”  At the end of April, this year, nu-
merous global media sources reported heavily on the 
comments of Karzai and some US officials that the 
biggest contributor to corruption in Afghanistan is 
the United States itself.  Once again, as long as the 
international community, including the Afghan gov-
ernment itself, makes “stability” an end goal and pri-
ority, the situation will not improve.  Violence will 
inevitably continue if the underlying issues catalyzing 
instability are not addressed.  The more money that 
is spent to consolidate the central government’s au-
thority, craft temporary alliances, or to attempt to 
enhance the capabilities of Afghan security forces, the 
less capital will be available for investment into the 
universal, human development of the citizenry.  Es-
sentially, in all the above cases, the rent and eco-
nomic assistance offered by the existence of a pipe-
line and increased gasification of the South Asian 
economies can only serve as an effective aid to genu-
ine development if the priorities and policies regard-
ing security, economy, political opposition, and re-
gionalist movements, are fundamentally revaluated.   
 

...the idea that TAPI will provide 
economic improvement that will 
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assist the state in combating se-
curity threats and in turn lead to 
a maturation of democratic 
structures within the region is lit-
tle more than a fairytale.  

 
Acknowledging the existence of these challenges, 
and the necessity to address them before any pipe-
line is constructed, commits policy makers to an 
admission of the fact that hydrocarbon resources 
cannot, without responsible management, aid in 
improving the economic or political conditions of a 
state.  Furthermore, without consolidated, healthy 
political and economic systems, enfranchising of the 
entire population, a sustained peaceful environment 
will prove nearly impossible.  Therefore, the idea 
that TAPI will provide economic improvement that 
will assist the state in combating security threats 
and in turn lead to a maturation of democratic 
structures within the region is little more than a 
fairytale.  Such is the misconstrued understanding of 
what might be achieved through the construction of 
a pipeline.  This is an unrealistic dream and, al-
though gas supply agreements were signed a year 
ago and all parties to date confirm their commit-
ment and financial investments into the project, it is 
feared that TAPI is an under-analyzed, premature 
project based upon overestimated, possibly figment, 
causal relationships between energy supply and 
genuine economic development and the possibility 
to establish a healthy state.  With traditional no-
tions of security being prioritized in Afghanistan and 
Pakistan (and even, to a certain extent, in Turk-
menistan and India as well), there exist the poten-
tial incentives for central governments to utilize 
resource rents to further consolidate the power of 
the center, militarize their regimes, engage in clien-
talism, deliberately imbalance development to favor 
loyal constituencies and suppress, rather than en-
gage, political opposition.  Thus, without a legally 
bound regulatory framework which will ensure ap-
propriate management of the project as well as the 
effective and beneficial employment of resource 

rent, it cannot be projected with confidence that 
TAPI will address the needs of the citizenry of South 
Asian states.  And so, ultimately, there are potential 
long term solutions, founded upon a constructive 
political discourse involving all actors and the univer-
sal investment in human well-being, that are more in 
the interest of all parties than the current illusion of 
stability and economic growth, punctuated by a sim-
mering violence and struggle which will eventually 
return to a boil.  As this chapter of the narrative 
draws to a close, it is another’s task to decide what 
will happen next.   

“Turning on the gas while there is a fire in the 
kitchen…”  
 
Michael G. Seyer is an MA candidate in the ENERPO 
program at the European University at St. Petersburg. 
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Most have heard there is an energy revolution go-
ing on in the United States known as the ‘shale gas 
revolution,’ but what does that really mean?  What 
is shale gas? Should the US export it?  What are the 
arguments for and against and who is making them? 
The answers to those questions are important less 
because of where the shale gas originated but more 
because of its final destination. American gas pro-
ducers would like to export this new surplus in the 
form of liquefied natural gas (LNG) to other areas 
of the global market. 

 
The bedrock of the American shale gas revolution 
can be found in the roughly 20 shale formations 
discovered below the level of where conventional 
oil and gas are located.  Until about seven years 
ago, it was uneconomical to drill and produce this 
gas.  Recent innovations in horizontal drilling and 

hydraulic fracturing technology have lowered costs, 
contributing to the successful US drilling boom.  The 
Energy Information Administration projects that US 
natural gas production will see a 44% increase from 
23 trillion cubic feet in 2011 to 33.1 trillion cubic feet 
in 2040 and almost all of this increase will be due to 
the increase in shale production, which will grow 
from 7.8 tcf in 2011 to 16.7 tcf in 2040 and make up 
50% of production.  The United States is leading the 
shale gas revolution because of these technological 
achievements and its liberalized gas market, augment-
ing the country’s role in the future global gas market.   
 

Companies have applied for a to-
tal of 16 LNG export facility pro-
jects… 

 
This is why the federal government is so involved.  
When gas production soars, prices drop and a sur-
plus of supply is created.  Gas producing companies 
would like to export it in the form of LNG (gas lique-
fied to minus 162°C and shipped overseas via tank-
ers) and take advantage of their low production costs 

LNG:  Why Can’t America 
Make the Export Decision? 

- Lauren Bardin 

Figure 1—Source: BP Statistical Review 2012 
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and the high importing prices of other continents.  
The US Henry Hub price is approximately $4 per 
million British thermal units compared to about 
$11/Mbtu in Europe and $15/Mbtu in Asia, as dis-
played in Figure 1.  However, US trade policy does 
not currently allow gas companies to export natural 
gas to non-FTA countries.  In response, companies 
have applied for a total of 16 LNG export facility 
projects, to be reviewed and decided on by the 
Department of Energy and the Federal Energy 
Regulatory Commission.  Government involvement 
is either seen as too much or too little in the case 
of LNG export.  American business sectors and 
individuals have reached opposing conclusions on 
the issue.   
 
Aversion to export is led by energy intensive manu-
facturers such as the chemical industry, best repre-
sented by a conglomerate of businesses and organi-
zations called America’s Energy Advantage.  With 
lower gas prices, manufacturers have been able to 
produce at much lower costs, giving them a com-
petitive advantage in the global sphere and they 
argue that export will reverse this.  Domestic 
prices will rise, increasing their costs and as a re-
sult, will throw away American manufacturing com-
petitiveness. Dow Chemical Company CEO An-
drew Liveris said shale is “a unique opportunity to 
export advanced products, not just ‘BTUs’.”  Addi-
tionally, America’s Energy Advantage is afraid of the 
potential decrease in manufacturing competitive-
ness; they say a significant number of US jobs, 
mostly in the steel and cement industries, could be 
at risk. Also opposed are environmentalists, who 
realize that increased export would mean increased 
drilling of shale gas.  Environmentalists are ex-
tremely wary of horizontal drilling and fracking be-
cause of the possible dangers they can cause, such 
as contaminated drinking water, earthquakes, and 
an overall agitation to the natural environment.  
  
Those who support LNG export are, of course, led 
by natural gas companies that are faced with over-
supply in the domestic market and need more cus-

tomers to pay higher prices.  They see overseas cus-
tomers such as the Japanese as not only a solution to 
their bottleneck problems but also an aid to Amer-
ica’s overall economic woes.  Export of LNG would 
necessitate large investments in infrastructure, spur-
ring private spending and leading to thousands of 
jobs, both short term for construction and long term 
for production and export.  The Hamilton Project 
predicts that at six bcf of daily export, the US could 
see the creation of 25,000 jobs in natural gas and 
40,000 jobs along the supply chain in areas like steel, 
ship building, and rig manufacturing.  The same level 
of export could also lead to export revenues of 
about $20 billion, depending on the price of gas.  This 
$20 billion is equal to about 5% of the 2010 and 2011 
trade deficits. 
 
Both contingents also claim that their path is the 
most patriotic and would lead to better American 
energy security.  Indeed, both exporting and not ex-
porting can be seen as benefiting American energy 
security.  Exporting LNG would allow US gas pro-
ducers to sell at a price about three times as much as 
they receive in the states and would lead to more 
American jobs and an additional $4.4 billion to $47 
billion per year to GDP by 2020.  Conserving the gas 
and not allowing export would keep domestic prices 
low for citizens and large consumers like chemical 
companies, thereby bolstering manufacturing within 
the US and giving American companies a competitive 
advantage.  For the most part, these arguments are 
not being made by businesses for the sake of defining 
and defending American energy security; they are 
being made based on dollars and whose pocket those 
dollars fall into. 

The most prevailing conclusion 
supports a middle ground sce-
nario that would see an increase 
in gas production, a positive over-
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Council on Foreign Relations wrote a discussion pa-
per titled A Strategy for Natural Gas Exports where he 
determined that there could be a $0.2 rise in elec-
tricity costs if an upper scenario is used.  Yet another 
analysis, conducted by NERA Economic Consulting, 
claimed that all scenarios saw a subtle increase in 
price, but higher net economic benefits were found 
in unlimited export scenarios. 
   
Numerous other studies have been done by federal 
agencies, environmental organizations, and private 
consulting groups and they recognize that a compro-
mise is wise for US LNG export to provide maxi-
mum benefits for all.  Levi suggests that government 
does not necessarily encourage exports but simply 
allows them to occur.  The Brookings Institute has a 
similar view in which, “U.S. policy makers should re-
frain from introducing legislation or regulations that 
would either promote or limit additional exports of 
LNG from the United States”.   
The effects of the increase in American natural gas 
production are enormous whether the government 
decides to allow export of LNG or not.  America can 
keep the gas domestic and manufacturers can enjoy 
low hub prices or it can export LNG and take advan-
tage of a thirsty global market willing to pay higher 
prices.  The final destination of this shale gas is the 
most imperative decision in American energy today 
but it should be made clear that the government 
does have the ability to mitigate some effects by 
reaching a compromise based more on economics 
and expert advice and less on political intuitions and 
platforms.   
 
Lauren Bardin is an MA candidate in the ENERPO pro-
gram at the European University at St. Petersburg. 
 
References: 
America's Energy Resurgence: Sustaining Success, Con-
fronting Challenges. Rep. N.p.: Bipartisan Policy Cen-
ter's Strategic Energy Policy Initiative, n.d. Print. 
 
 
 

all GDP impact, an increase in 
employment, and a slight in-
crease in price.    

Unfortunately, these opposing sides cannot reach 
an agreement and the debate continues to be dis-
torted by the media.  Issues are portrayed in a po-
litical matter, appealing to either the left or to the 
right and drawing a clear line down the middle, 
making compromise look like failure or treachery.  
What many members of the audience are not told 
is that for US LNG export, there is a feasible com-
promise.  Numerous analyses and reports, both by 
federal and private institutions, provide economic 
justification for a happy medium.  The reports vary 
in realm and results because they are projections 
based off of hypothetical gas prices and export vol-
umes.  The most prevailing conclusion supports a 
middle ground scenario that would see an increase 
in gas production, a positive overall GDP impact, an 
increase in employment, and a slight increase in 
price.  When markets are opened and demand 
grows, an increase in commodity price is obvious, 
but each study has found that the fluctuation in 
price could be restrained by volume and rapidity of 
export.  In January 2012, the EIA conducted a study 
called the Effect of Increased Natural Gas Exports on 
Domestic Energy Markets requested by the Office of 
Fossil Energy.  In this study, four scenarios were 
considered with export volumes ranging from 6 bcf/
d phased at a rate of 1 bcf per year (low/slow sce-
nario) to 12 bcf/d phased at a rate of 3 bcf per year 
(high/rapid scenario).  Projected Henry Hub prices 
varied from $5.81/MMBtu to $7.03/MMBtu from 
2015 to 2035, depending on which scenario was 
used, so if the government were to allow export of 
the highest volumes at the most rapid pace, the 
largest increase could be $3.00 by 2035.  The 
Brookings Energy Security Initiative concluded that 
LNG exports would impact prices at a range from 
2% to 11% compared to a baseline scenario of zero 
exports.  Energy analyst Michael Levi from the 
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Electricity is a fundamental need for any working, 
modern economy.  Without access to electricity, 
businesses and citizens cannot function efficiently 
and effectively.  Blackouts in major cities can cripple 
a region.  Nowhere is this more profound than in 
Russia; the 2005 Moscow blackouts brought the 
city to a crawl.  One approach to prevent such 
events from happening is to make the appropriate 
investments in the electricity generation sector.  
The capital investment in this multifaceted sector is 
monolithic; estimates for the amount of investment 
required to modernize the Russian electricity sec-
tor is approximately $500 billion dollars. 
 
In order to produce and distribute electricity, there 
must be a great deal of complex infrastructure and 
regulations in place. Due to the complexity of the 
infrastructure and the size of the investments that 
must be made, there must be regulations that can 
protect companies’ investments.  Without this 
regulatory protection there is no incentive to invest 
in such a risky and costly sector.  
 

Keeping reduced electricity and 
gas prices is vital for keeping po-
litical unrest low. 
 
Today in Russia, electricity is cross subsidized with 
the domestic tariff lower than the industrial one.  
The opposite is the case in many Western econo-
mies.  For the market to become more profitable 
and attractive to the kind of foreign investment re-
quired for modernization of the Russian electricity 
sector, the consumer must simply pay more, but  
raising the prices for the private consumer is a huge 
challenge for Russian authorities. State-run compa-

nies such as Gazprom, Rushydro, and Rosatom domi-
nate electricity generation in Russia.  The price of 
electricity and energy is a political issue in all coun-
tries, and Russia is certainly not an exception.  Politi-
cization of energy stymies the political will to effec-
tively change the regulation of energy in the Russian 
Federation. 
 
Keeping reduced electricity and gas prices is vital for 
keeping political unrest low.  However, maintaining 
low utility prices is not sustainable for the long-run 
and Russia will need to employ specific and effective 
changes in the regulations in the energy sector in or-
der to attract the necessary investment. Otherwise, it 
will face blackouts if capacity for the peak demand of 
electricity cannot be produced, distributed, or both. 
 

The amount of energy and money 
lost from using inefficient technol-
ogy and pricing systems is im-
mense.   
 
The Russian Federation is one of the most energy 
intensive countries, using much more energy than 
required due to inefficiencies in the production and 
transmission systems from using obsolete technolo-
gies.  The amount of energy and money lost from 
using inefficient technology and pricing systems is im-
mense.  Investing in the power sector can have huge 
benefits for the gas sector in Russia, as the more gas 
saved from being consumed domestically, the more 
can be exported to Europe for profit. 
 
It is not only domestic challenges that Russia faces, 
however, when it comes to power generation.  En-
ergy is a global commodity and Russia, a major actor 
in the global energy arena, is affected by different ac-
tors such as Germany, the United States, and Japan. 
For instance, the events in Fukushima prompted Ger-
many to pursue legislation to shift away from the nu-
clear generation of electricity towards a more carbon

Challenges in the Russian 
Power Sector 

- Jonathan Vasdekas 
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based and other green modes of production.  De-
commissioning nuclear power plants is a costly en-
deavor and commissioning new carbon-capture coal 
power plants and gas power plants is even more 
costly.  This, coupled with the shale gas revolution 
in the United States, which has pushed cheap coal 
out of the US and into Europe, has made Germany 
once again a large coal consumer.  European com-
panies will be more inclined to invest at home be-
cause of the higher electricity prices that will allow 
for the investment to be recuperated by the power 
generation company.  This is money that before 
Fukushima could have been targeted for the Rus-
sian power generation sector.  
 

People in Russia can get away 
without paying their own elec-
tricity bill but are still provided 
with electricity due to the ab-
sence of a mechanism that can 
turn off electricity in one apart-
ment unit instead of the entire 
building.  
 
The regulations to protect domestic and foreign 
investment in Russia must mirror the complexity of 
the energy industry.  The creation of the legislation 
and regulations must be synthesized through a dia-
lectic approach.  Energy legislation must take into 
account the production and transportation of en-
ergy.  Changes in one aspect of energy, whether it 
is in the transportation or production of energy, 
can have drastic effects in the market.  Therefore, 
the regulations must be thorough and spe-
cific.  Failure to attract the necessary investment 
for the modernization of the electricity sector can 
create serious problems for the Russian economy 
and security in the future.  Until there is the politi-
cal will to implement the proper regulations, the 
electricity production will continue to be inefficient 

and cost the Russian government and society billions 
of dollars. 
 
European companies can provide Russia with the 
necessary capital and technology to modernize the 
electricity sector in Russia and provide solutions to 
some of the unique challenges that are faced. One 
major problem in Russia is paying for electricity.  In 
the Caucasus region of Russia, electricity is produced 
and distributed at a loss.  People in Russia can get 
away without paying their own electricity bills but are 
still provided with electricity due to the absence of a 
mechanism that can turn off electricity in one apart-
ment unit instead of the entire building. This drives 
potential investors away from Russia because they 
simply do not want to invest billions to operate on a 
deficit and lose their investments. 
 
A proposed solution to this problem is the installa-
tion of pay-as-you go meters in homes.  This would 
operate similar to pay-as-you-go cellular phones. If 
you do not have credit on the SIM card, you cannot 
use the mobile device; if you do not pay your elec-
tricity bill, you are not provided with electricity. This 
is a simple solution that modernizes the electricity 
sector and can attract companies to invest in places 
that were previously deemed unprofitable.  
 
Other problems are more complex, and their solu-
tions will require a great deal of time and money to 
be successfully implemented.  However, if they are 
not implemented, the consequences due to future 
blackouts such as the one Moscow experienced in 
2005 could be even more expensive.  
 
Jon Vasdekas is an MA candidate in the ENERPO pro-
gram at the European University at St. Petersburg. 



15 

 
 
 

 
EN

ERPO
 JO

U
RN

AL: W
O

RKSH
O

P REVIEW
 

 
 

 
 

 
 

 
 

 
  VO

LU
M

E 1 ISSU
E 2  2013 

Russia has tremendous energy resources—an im-
portant point of leverage in both economic and 
political terms. Despite the power this brings,  
Russia is rapidly depleting its old reserves and its 
new onshore deposits present challenges for the 
following reasons: they are small, difficult to access 
in geological terms, and located in remote areas. 
Because of these factors, offshore deposits have 
become more significant in terms of Russia’s think-
ing regarding its long-term energy-exporting strat-
egy, especially in the past decade.  
 
In particular, based on geological assessments, it 
would appear that the Russian continental shelf has 
significant energy resources in the Arctic. In the 
context of petroleum production, it is important to 
note the use of ‘resources’ and not ‘reserves’ – the 
latter is used to denote a find that has been con-
firmed by drilling. This distinction is important be-
cause claims of unproven resources can misrepre-
sent actual energy reserves. With this in mind, one 
should be cautious when hearing reports about 
unconfirmed energy resources. 
 
Compared to other oil producing nations, Russia 
lags far behind in developing its Arctic resources, 
which is particularly worrisome given that it re-
quires 10-15 years to make a reserve fully opera-
tional.  From a political perspective, a goal suffi-
ciently far in the future can be beneficial for a num-
ber of reasons. In particular, a politician might no 
longer be in office and political accountability is not 
a consideration, and this might help to politicize 
the publication of potential ‘reserves’ in optimistic 
terms. 
 

 
 

...ambitious plans to develop 
massive unproven resources in 
the Arctic might be constrained 
by actual industrial capacity.  
 
Russia has proclaimed ambitious goals for the devel-
opment of the Arctic, including the use of Russian 
shipyards and Russian industrial capacity. This is an 
understandable goal, but the limited number of po-
tential producers lacks the experience necessary to 
produce Arctic-related oil platforms on a wide-
spread scale. Therefore, ambitious plans to develop 
massive unproven resources in the Arctic might be 
constrained by actual industrial capacity. Russian 
yards have not been able to complete platforms on a 
timely schedule and sometimes do not even manu-
facture the entire drilling platform. This complicates 
Russian efforts to explore the Arctic. 
 
Exploration of petroleum resources in the Arctic 
began in the early 1980s, and has been fairly limited 
overall. Exploration of the Barents Sea has been 
more widespread, and substantial expectations of 
Soviet/Russian reserves followed. Early discoveries in 
the Barents Sea were not only large for the Soviet 
Union/Russia, but Norway also made some signifi-
cant discoveries in this area, albeit to a lesser extent. 
Initial findings fuelled expectations that Russia would 
accelerate development of energy reserves, but 
other issues took precedent in the late 80s and early 
90s. In particular, funding for such projects was diffi-
cult to secure.  
 
In order to overcome this deficiency, there was talk 
of issuing competitive licenses for exploration and 
production since then, but such programs have 
never materialized to a meaningful extent. However, 
a big development took place in 2008 when a legisla-
tive change was made, giving two companies – Gaz-

Workshop Review:  
  Arild Moe—Russia’s 
Policies Concerning Energy Re-
sources in the Arctic 

- Brandon Hightower and Joe Ralbovsky 
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prom and Rosneft –monopolies on offshore activi-
ties. Since then, it has been impossible for other 
Russian companies to launch new offshore explora-
tion campaigns on their own initative. From a 
Western perspective, such behavior can be viewed 
as “dysfunctional” for the energy sector since it 
discouraged competition and resulted in ineffi-
ciency. In reality, this behavior must be understood 
in the broader context of national interests and 
political considerations. 
 

The companies included off-
shore exploration in their long-
term strategies, whereas the gov-
ernment seems to have pre-
ferred offshore activities being 
prioritized in the short-term.  
 
Gazprom and Rosneft are very large companies 
whose production is primarily onshore. Therefore, 
the prospect of offshore production was not pri-
oritized given the potential risks and associated 
expenses. The companies included offshore explo-
ration in their long-term strategies, whereas the 
government seems to have preferred offshore ac-
tivities being prioritized in the short-term. Given 
the lack of development and exploration by 2009, 
certain authorities, including the Ministry of Natu-
ral Resources, started to express concern about 
the lack of progress. 
  
This caused the government to establish a list of 
Russian policy priorities which are the following: 
increase exploration and output, and to secure 
state control of energy-related industries. These 
priorities are not necessarily compatible and might 
even work against one another. The current lack of 
offshore production in Russia’s Arctic can be taken 
as evidence of this. Regardless, of the approxi-
mately 15 discoveries of potential reserves in the 

Arctic, it is not likely that all of them are commer-
cially recoverable and this presents challenges. 
In addition to natural impediments to the develop-
ment of resources, there are other factors which 
limit Russia’s development in the region. For exam-
ple, the Prirazlomnaya field in the Pechora Sea was 
discovered in 1989 and construction of an ice-
resistant platform began in the northern ship-
building yard at Severodvinsk in 1995. Given lack of 
experience with building oil platforms, construction 
took approximately 16 years and production was 
delayed. The platform was finally put into place in 
August of 2011, but production has not yet begun. 
Recent developments indicate that Gazprom Neft is 
interested in buying the platform and production 
rights from Gazprom with the hope of beginning 
production in the second quarter of 2013 – thereby 
commencing Russia’s production of its offshore re-
sources.  
 
One gas field in the Arctic, the Shtokman field, has 
attracted the most attention. Having been discov-
ered in 1988, it remains one of the largest gas fields 
in the world. Unlike Prirazlomnaya, Shtokman is lo-
cated quite far from shore and that delayed serious 
discussion about developing the field until 2003. At 
that time, two circumstances created a desire to 
develop the field: 1) offshore drilling technology had 
improved to the point where it was thought to be 
technically feasible to develop a field so far from 
shore, and 2) gas prices began to rise. These events, 
coupled with projections about increases in U.S. im-
ports, generated a lot of interest in developing the 
Shtokman field.  
 
In the few years following 2003, steps were taken to 
proceed with developing the Shtokman field and in-
ternational oil companies were invited to discussions 
with Gazprom. In the process of establishing a con-
sortium, it seemed that Gazprom changed its mind 
in 2006, initially giving the appearance that previous 
efforts were going to fail. However, in 2007, Gaz-
prom established a special-purpose company, Shtok-

http://en.wikipedia.org/wiki/Severodvinsk
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man Development AG, in which it owned a 51% 
stake. The remaining 49% of shares were sold to 
Total (25%) and Statoil (24%). As it was structured, 
Shtokman Development AG would primarily act in 
a technical sense and be responsible for developing 
the field, while Gazprom would actually be selling 
the gas.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This arrangement seemed to be a win-win situa-
tion, and the foreign partners hoped that Gazprom 
would be able to secure state support for reduced 
taxes as an incentive to proceed with production. 
This support did not fully materialize, but there 
was another development which proved to be a 
more significant barrier for the project: the gas 
market changed. Between 2008 and 2010, the so-
called “shale gas revolution” in the U.S. caused dra-
matic changes and, given its domestic production 
of gas, effectively caused the largest LNG market 
to disappear. 
 
These changes caused Gazprom and its partners to 
consider all of their options before proceeding 
with a capital-intensive project like Shtokman. One 
of the initial alternatives for delivering gas to cus-
tomers was building pipelines through the Baltic 
Sea to supply the European market, and exporting 
the remaining 50% of the gas as LNG to the Euro-
pean market. These options were feasible in practi-
cal terms, but the price drop which accompanied 

increased U.S. production generated a lot of resis-
tance to proceeding with the project. Ultimately, the 
decision was made in 2012 to put the project on 
hold, and it is reasonable to assume that its status 
will not change for a few years. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As Russia was discussing its plans for developing its 
Shtokman field in the Arctic, an ongoing disagree-
ment with Norway about how to divide the Barents 
Sea along the coasts of both countries remained un-
resolved. Although the Shtokman field was not 
within the contended area, it was expected to be the 
first major production project in the Arctic and that 
others would eventually follow, including some 
within the disputed area. 
 
The area emerged because, in the 1970s, the law of 
the sea developed in a way that gave coastal states a 
right to adopt a nautical part of the continental shelf. 

During this time, 200 nautical miles was established 
as the standard method for determining an exclusive 
economic zone (EEZ) and how to divide bodies of 
water along the coasts of two countries. At this 
point, fishing territories were the primary concern 
of policymakers and the thought of discovering hy-
drocarbons in the Arctic was not yet a salient issue.  
Unfortunately, the establishment of EEZs did not 
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create a clear way to divide bodies of water be-
tween two countries, so Norway and Russia sup-
ported two separate ideas about how to divide the 
Barents Sea. Norway supported a boundary that 
was further East (closer to Russia), while Russia 
supported a boundary that was further West 
(closer to Norway). This caused both sides to feel 
that the other was claiming too much territory for 
itself and a dispute ensued. In the 1980s, both sides 
agreed to terminate their energy exploration ac-
tivities in the disputed area and the issue remained 
unresolved for decades. 
 
After years of failing to reach a compromise, it 
came as a surprise to many outside observers that 
an agreement was reached in 2010. The decision, 
known as the “Delimitation Agreement,” was made 
to divide the disputed area into equal parts – with 
Russia and Norway both conceding part of what 
they had claimed previously. In Norway, this gener-
ated interest in determining what was behind Rus-
sia’s decision to compromise on its previous 
claims. It was recognized that Norway and Russia 
have enjoyed a positive relationship for several 
years and they have longstanding cooperation on 
the management of fish stocks in the Arctic, and 
this was thought to have played a significant role in 
facilitating the settlement. 
 
Despite potential reasons for this optimistic view, 
many Norwegians believed that Russia’s willingness 
to reach an agreement must have had something to 
do with energy, and Russia wanted to pursue de-
velopment of its energy resources in the disputed 
area. From this point of view, the dispute had to be 
settled and Russia felt that circumstances were 
appropriate to do so in order to move forward. 
There are still other Norwegians who believe that 
the aforementioned motivations for Russia to set-
tle the dispute are inadequate. Because of the mo-
nopoly situation on offshore exploration, there 
was little evidence that either of the state-owned 
companies (Gazprom or Rosneft) was pushing for a 
settlement in order to begin exploration in the 

disputed area. Additionally, it would appear that the 
decision came from the presidential administration 
and did not result from the consideration of outside 
viewpoints.  
 
Given the conflicting Norwegian perspectives about 
Russia’s motivations to settle the dispute, what was 
really behind the decision to compromise? Accord-
ing to Dr. Arild Moe, Deputy Director of the Fridtjof 
Nansen Institute, “…the main driver had to do with 
foreign policy considerations.” His assertion is based 
on the fact that the territory regime in the Arctic is 
based upon the United Nations (UN) Convention on 
the Law of the Sea. This Convention allows claims 
for extended EEZs to be made for up to 350 nautical 
miles from shore if a coastal state can prove some 
sort of geological connection between the seafloor 
and the mainland.  
 
The Continental Shelf Commission (CSC) is the 
body within the UN which is responsible for han-
dling such claims. As a technical body, the CSC re-
ceives documentation from coastal states and evalu-
ates claims for extended EEZs, eventually determin-
ing if they have merit or not. This is relevant because 
Russia wants to claim a large portion of the Arctic 
based upon a geological connection. In the delimita-
tion agreement with Norway, Russia cited the fact 
that the dispute with Norway needed to be resolved 
so as not to hinder its case before the CSC. Thus, 
Dr. Moe believes that Russia’s reorientation is be-
cause it realizes that the Convention on the Law of 
the Sea “…is of extreme value for Russia.” There-
fore, Russia has an interest in utilizing the Conven-
tion in order to maximize its gains in the Arctic. 
 
It should be pointed out that, in the case of the Arc-
tic, an alternative to the Convention on the Law of 
the Sea had been promoted for a number of years. 
Support for such a “special regime” was voiced by 
the European Parliament and by China. Both ex-
pressed interest in changing the existing regime as 
well. Not surprisingly, the states with an existing 
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claim in the Arctic supported the notion that no 
changes be made to the existing regime. The afore-
mentioned Delimitation Agreement between Nor-
way and Russia shows that existing international law 
allows the most complicated disputes to be solved. 
The existing regime works well for Russia and its 
broader foreign policy considerations, so the agree-
ment undermined arguments supporting the need 
for a revised regime in the Arctic.  
 

This was a clear demonstration 
of Norway’s desire to begin de-
velopment in the region, and it 
inspired Russia to issue explora-
tion and development licenses to 
Rosneft for most of its share of 
the disputed area.  
 
At this point, it is important to distinguish between 
the drivers behind the agreement and the implications 
of the agreement. With a clear-cut boundary, Russia 
and Norway could decide how to approach their 
respective parts of the Barents Sea. In the event that 
a reserve was discovered which crossed the bound-
ary, it was decided that a case-by-case agreement 
would be reached about how to develop that par-
ticular reserve. This means that both sides would 
have to agree about how to develop shared re-
serves – effectively giving both a veto concerning 
future developments.  
 
Having reached an agreement concerning the settle-
ment of disputes in the Arctic, economic feasibility 
and technical considerations remained formidable 
obstacles to the development of reserves in the 
Arctic. Despite this, Norway commenced explora-
tion of the Arctic minutes after signing the agree-
ment. This was a clear demonstration of Norway’s 
desire to begin development in the region, and it 
inspired Russia to issue exploration and develop-

ment licenses to Rosneft for most of its share of the 
disputed area.  
 
Despite its inexperience developing offshore re-
serves, such a decision was made in accordance with 
Rosneft’s monopoly status. Realizing its lack of ex-
perience, Rosneft signed several agreements with 
foreign companies in April of 2012: one with Exxon-
Mobil in the Kara Sea, one with ENI for the southern 
part of the formerly disputed area, and one with Sta-
tOil for the northern part of the formerly disputed 
area. Given these developments, the period of un-
certainty and inactivity in the Arctic became a thing 
of the past. 
 

However, the joint ventures re-
quire that the foreign companies 
bear the high initial costs of ex-
ploration. This is considerable 
given that the cost of drilling one 
exploratory well in the Arctic can 
exceed $100 million.  
  
Foreign companies were pleased with these changes 
as they were able to secure more favorable agree-
ments than were possible in the case of Shtokman. 
However, the joint ventures require that the foreign 
companies bear the high initial costs of exploration. 
This is considerable given that the cost of drilling 
one exploratory well in the Arctic can exceed $100 
million.  
 
Despite the considerable cost of investing in devel-
oping the Arctic, the potential for returns is thought 
to offset the associated financial risks, and Russia is 
hopeful that potential discoveries of recoverable re-
sources will support the needed investment. It re-
mains to be seen what will happen with Russia’s poli-
cies in the Arctic, but Norway has been active in 
pursuing its development strategies there. Regard-
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less, the development of petroleum resources in 
the Arctic will be evolving for years to come. 
Russia is also increasingly affected by what other 
international actors are doing in regard to the Arc-
tic. China, in particular, is working to build rela-
tionships with members of the Arctic Council, po-
tentially in hope of using influence to influence de-
cisions in a manner that would secure Chinese in-
terests, even though China is not one of the recog-
nized Arctic States. That said, China has applied for 
observer status, and will formally be able to have 
access to information as it becomes available. That 
said, the extent to which this is helpful for China is 
fairly limited, and Russia is still a strong advocate 
for governing the Arctic being left exclusively to 
Arctic states. 
 

Rosneft’s focusing on explora-
tion of unconventional oil, espe-
cially, hints at an individual 
agenda, but because of the capi-
tal intensive nature of its efforts, 
it is impossible for the firm to 
act alone in pursuing these 
leads.  
 
Perhaps a more pressing threat to Russia’s energy 
sector and arctic development in particular is the 
rule of state dominance in their approach to part-
nerships as well as internal projects. This has been 
affecting Rosneft in particular. Recent years have 
seen a growing influence of the company, which is 
likely linked to state control, but not entirely. Ros-
neft’s focusing on exploration of unconventional 
oil, especially, hints at an individual agenda, but be-
cause of the capital intensive nature of its efforts, it 
is impossible for the firm to act alone in pursuing 
these leads. Besides Rosneft, however, Russia has 
generally been far behind in exploring new fron-

tiers, and this might be partly due to the fact that 
decisions have to be taken on a very high level. As a 
result, frontiers like the Arctic have developed very 
slowly for Russia. 
 
International market trends have also been influenc-
ing Arctic development, but not to the extent one 
might think. While it is true that China and India 
have been rapidly increasing their energy budget, the 
way Russia has attempted to prepare itself to meet 
those new demands is to shift resources in a way 
that improves efficiency. Because the Arctic is a rela-
tively new area of interest, there has not been a 
huge shift of resources or direction towards it. 
However, with the advent of foreign investment and 
foreign firms teaming up with projects in the arctic, 
things might start to change. 
  
As it stands, Rosneft has serious capacity issues, par-
ticularly if it is expected to handle all of the offshore 
projects. In this sense, projects and partnerships 
with foreign companies are acting more as a source 
of potential cooperation than competition, particu-
larly because many of the licenses are rather far 
away from each other. While there might be some 
competition between foreign companies, it is likely 
that Rosneft will mostly benefit from learning new 
techniques and the introduction of foreign capital 
into the region as a whole. 
 
Currently, only a handful of companies are really 
excellent at extracting resources deep offshore, and 
even fewer would be well-equipped to handle the 
Arctic. Some companies, such as those from China, 
are considering becoming more invested in the Arc-
tic, but right now, what they really have to offer is 
capital and political attention rather than experience 
or technical expertise. Other, more experienced 
companies like Schlumberger, Halliburton, Exxon, 
ENI, Statoil, Shell, and BP are better positioned to 
really compete for work on the continental shelf, 
especially because of the large amount of competi-
tion in offshore technologies that the industry has 
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seen develop of late. 
 
In the field of gas developments, Russia is also likely 
to see large impacts as a result of the development 
of LNG – either abroad or at home. Although 
there is a lot of potential for projects like Shtok-
man, a lot will be based on both overall energy 
strategy and the initial costs of developing technol-
ogy, creating a system of infrastructure to trans-
port the gas, (whether by boat or by pipeline). 
These costs are staggering, so there is typically a 
high level of risk of running into problems that 
make it cost-prohibitive before even beginning pro-
duction.  
 

Russia has so far entertained the 
idea that their energy compa-
nies are still capable of doing it 
themselves. 
 
One important development in the energy market 
has been the transfer of control over the needed 
technology from the energy companies to technol-
ogy-specific companies. While most of these tech-
nologies are available for purchase either as a 
whole package, or as a service that a tech company 
would provide, Russia has so far entertained the 
idea that their energy companies are still capable of 
doing it themselves. One of the major values in 
having international partners comes from the di-
rect sharing of technologies and building compe-
tencies through shared projects. Still, Russia has 
proven to be pretty hesitant in actually committing 
to buying these technologies, and it is still very ap-
parent that Gazprom has a long way to come be-
fore it is capable of overcoming the technology 
barrier on its own. 
 
Russia also has some ground to cover in business 
and monopolization strategies. For example, in 
Norway, after the beginning of serious offshore 
development, there was a policy that required di-
rect transfer of experience and technology to Sta-

toil. All of the initial projects were transferred, and 
helped to give Statoil a competitive edge. In addition 
to smart policies like this, Russia should really work 
on explaining what it is they do with their energy 
industry. After the resolution of the Norway dis-
pute, The Duma failed to effectively communicate to 
the public why they chose to act as they did. As a 
result, many people saw the bi-lateral agreement as a 
concession, and blamed Medvedev’s government for 
giving away what was considered to be Russian terri-
tory. Internal politics and the playing of the national-
ist card have really turned what was a mutually bene-
ficial development into something seen as a major 
loss. Fixing this could not only help to get public sup-
port on important decisions, but might also improve 
the overall approach of developing energy issues. 
 
In both internal decisions about investment strate-
gies and how they treat international partnerships, 
Russia has quite a long way to go before it becomes 
a really exciting place for investment. Up to now, the 
development of the Russian Arctic has been moving 
at a glacial pace. Perhaps with technological develop-
ment occurring as independent projects or through 
partnership programs with experiences companies, 
Russia will finally have both the tools and investment 
systems it needs to exploit what could be a critical 
resource in the coming years. 
 
Dr. Arild Moe is the Deputy Director and Senior Re-
search Fellow at the Fridtjof Nansens Institutt. His main 
research interests include the Russian oil and gas indus-
try, the regional dimension in the Russian petroleum sec-
tor, offshore activities in the Barents Sea, Russian climate 
politics, and Arctic politics. 
 
Brandon Hightower is an MA candidate in the ENERPO 
program at the European University at St. Petersburg. 

Joe Ralbovsky is an MPA/MAIR candidate at the Maxwell 
School of Citizenship and Public Affairs, and will be re-
ceiving his CAS from EUSP in the ENERPO program. 
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In a recent interview with Dr. Romanova, we dis-
cussed the future of EU-Russian energy relations, 
particularly those revolving around the establish-
ment of a single market between the two entities, 
and the challenges that would arise as a result of 
this shift. 
 
One aspect of this development can be found in 
the Energy Roadmap to 2050, a document identify-
ing both common interests and obstacles towards 
the creation of a more effective and sustainable 
energy partnership – in whatever form that might 
turn out to be. While the roadmap serves as a 
helpful tool that allows each party to identify its 
priorities and suggest strategies to achieve the 
changes needed in market structure, it begins to 
run into problems when administrations actually 
determine  how to implement it.  
 
One issue that Dr. Romanova identified was the 
implementation of the Third Liberalization Package, 
which would force Gazprom to sell some of its 
downstream infrastructure and ownership to com-
ply with the anti-monopolistic aims of the policy. 
The Third Liberalization package also carries cer-
tain political risks, as individual member states play 
a large role in determining how certain aspects of 
the package are implemented, creating room for 
what could be considered as political attacks 
against Russia - particularly in the Baltic States. The 
package further complicates the viability of Russian 
investments in the EU, and might require funda-
mental changes in Gazprom’s strategy. What’s per-
haps most troubling is that currently, Gazprom has 
almost no experience in using international bodies 
for dispute resolution, as no such body is currently 

in place for Russia – EU disputes. This is worsened 
by a feeling of legal nihilism, and the contrast be-
tween what courts are used for in the EU and how 
they’re viewed (potentially as a political tool) in Rus-
sia. 
 
This issue is compounded by the fact that Russia has 
decided to so far delay or ignore implementing the 
Energy Charter Treaty, meaning that Russia would 
be  lacking credibility as a player in any dispute, as 
they would be seen as trying to implement the rules 
only when it favored them. Fortunately, Russia’s re-
cent integration into the WTO will lay some 
groundwork for figuring out these systems, and 
might lead to more frequent and effective use of su-
pranational judicial bodies. 
 

The European Commission has 
been anything but helpful in al-
lowing Gazprom to find its own 
way in developing useful judicial 
habits, often dismissing whatever 
it wants to say as coming straight 
from the Kremlin. 
 
One well known example of Gazprom’s inability to 
manage such disputes is the 2009 gas war with 
Ukraine. Despite Gazprom’s proactive attempts to 
reach out to its partners in the EU, it suffered a ma-
jor blow to its public image, and is likely still losing 
market share as a result of that event. This event 
also helped to spur diversification of energy re-
sources in both Ukraine and EU countries, particu-
larly as the environment to do so was very favorable 
at the time of the dispute.  
 
This issue of judicial approach is more than just a 
minor cultural difference. The European Commission 
has been anything but helpful in allowing Gazprom to 
find its own way in developing useful judicial habits, 

Workshop Review:  
  Tatiana Romanova—
The Future of Russia-EU  
Energy Relations  

 - Joe Ralbovsky and Jon Vasdekas 
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often dismissing whatever it wants to say as coming 
straight from the Kremlin. This has led to Gazprom 
dealing with dispute issues at a very high govern-
mental level – as the Russian government, rather 
than establishing a meaningful lobbying operation 
for any major Russian companies in Brussels. 
There’s a large gap in understanding what can be 
done to lobby, which is preventing Gazprom from 
learning to work within the EU frameworks. 
 
The timing of the recent investigation into Gaz-
prom’s activities known as the Gazprom probe 
might have been politically motivated in relation to 
the final negotiations on the 2050 roadmap, but 
reflects the differences between how the two lead-
erships, in the EU and in Russia, view cooperation 
in moving forward into market integration. Russia 
sees this very much as the EU trying to impose its 
vision on Russia and would much prefer that this 
were something made in a way that was mutually 
acceptable. That said, this probe isn’t inherently 
political, and similar probes have been launched 
against European companies like ENI and Total in 
the past. In this sense, the probe was legal and logi-
cal, as Brussels is trying to legitimize itself in front 
of EU customers by lowering the price they pay for 
energy and appearing in control with Russian en-
ergy relations. Going forward, the EU’s access to 
affordable natural gas will be increasingly impor-
tant, as it wants to increase industrial production 
to 20% of GDP. 
 
In the Energy Roadmap to 2050, the EU Commis-
sion is discussing creating a single energy market 
for Europe and Russia. European and Russian rela-
tions oftentimes are hinged on specific wordings in 
legislation, and concepts many times get lost in 
translation or are misinterpreted when translated 
from one language to another. The question posed 
to Dr. Romanova was whether Russia and the EU 
interpret the meaning of “single market” differently 
within their camps. Her answer was clear and is 
paraphrased as the following: 

 
Russia and the European Union are on the same 
page when it comes to infrastructural issues in the 
energy sector. Whether in specific sectors like oil, 
gas, or electricity, the EU and Russia want to be-
come more interconnected. The Russians are espe-
cially interested in developing interconnection with 
Europe in the electricity sector, because electricity is 
a processed energy good, and would be extremely 
profitable for Russia to export; it could also serve as 
a locomotive to make the Russian economy more 
innovative. Regulation and legislation regarding the 
energy sectors and infrastructure, however, is where 
the two parties are at an impasse. The EU would like 
for Russia to adopt the legislation it has developed, 
whereas Russia would like to develop legislation with 
the EU, as it’s typically against Russia’s principle of 
equality to simply adopt the EU’s laws. It is also im-
portant to note that Russia simply cannot afford to 
implement the EU’s legislation, most notably the lib-
eralization laws, as the Russian economy and gas sec-
tor is not as developed as it is in the European Un-
ion. 
 

...with the advent of the recent 
shale gas revolution in the United 
States, consumers are pushing for 
a higher percentage of natural 
gas prices to be linked to the spot 
market... 
 
Romanova thinks Gazprom is not as rigid of a com-
pany as the media leads many to believe. It partici-
pates in spot markets in Europe, and had tried to 
diversify its investments by attempting to become 
more active in the downstream gas market. Unfortu-
nately, this was not fruitful as a result of the intro-
duction of the EU’s Third Energy Package in 2009. 
Gazprom’s major challenge today is concerned with 
the pricing mechanisms of gas. As mentioned earlier, 
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Gazprom does have some experience with spot 
markets; however, the majority of gas sold is 
through long-term contracts. In these contracts, 
the price of natural gas is indexed to the price of 
petroleum products. This type of pricing can pro-
vide stability for the consumer and supplier, but  
with the advent of the recent shale gas revolution 
in the United States, consumers are pushing for a 
higher percentage of natural gas prices to be linked 
to the spot market to enjoy lower prices. It re-
mains to be seen how Gazprom will react to the 
linkage of prices in the future. 
 

Several years ago Gazprom 
seemed to be Russia’s untouch-
able energy giant with an energy 
hungry Europe at its mercy. 
 
It is no surprise that the landscape of the European 
gas market is changing, especially since the Third 
Energy Package has dictated how investments in 
the natural gas market will be made. Several years 
ago Gazprom seemed to be Russia’s untouchable 
energy giant with an energy hungry Europe at its 
mercy. Now, it seems as if the tides have turned. 
When asked about the perception of Gazprom in 
Brussels, Dr. Romanova said that it is ambiguous. 
One day Brussels will put out legislation saying it 
wants to decrease its dependence on hydrocar-
bons from Russia, but the next will aim to increase 
interconnection. Ambiguity can create many chal-
lenges for European and Russian relations, and it 
can often lead to hard political talk, but at the end 
of the day Europe and Russia are both dependent 
on one another. 
 
Dr. Tatiana Romanova is an associate professor at the 
School of International Relations of St. Petersburg State 
University and a leading expert of the Centre for Com-
prehensive European and International Studies of the 
High School of Economics (Moscow). She currently lec-

tures on EU-Russian Relations; History and Theory of the 
European Integration, Institutions and Structures of the 
European Union, Current Aspects of the EU’s Energy 
Policy, EU’s External Activities, and Political Economy of 
European Integration. 
 
Her research interests include EU-Russian relations, par-
ticularly issues of legal approximation, energy dialogue 
and economic relations; EU’s institutions, structures and 
lobbying activities; economic and legal integration and 
peculiarities of the EU’s relations with neighboring coun-
tries.  
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