[image: image4.png]a
_/\\\V
N2



[image: image5.png]sietove FUR DIE FREIHEIT






[image: image1]
Ukraine – the European Union

KEY THEME ANALYSIS:  Nord Stream and Its Geopolitical Outcomes for Europe and Ukraine 

The launch of the first “Nord Stream” line, with its carrier capacity of 27.5bn cubic meters, is scheduled for October 2011, with the second line being launched next year. This will increase one of Europe’s largest underwater gas pipelines’ carrier capacity to 55bn cubic meters per year. 

 The gas pipeline will enhance energy security and diversify Russian gas supplies to Europe as this project connects not only Russia but other EU countries as well. The project’s auctioneers are Russian “Gasprom”, German “Wintershall Holding”, “E.ON Ruhrgas” companies, French “GDF Suez” and Dutch “Gasuine”, however the controlling majority of shares belongs to the Russian company. It is planned that “Nord Stream” will provide only a quarter of all necessary gas supplies to Europe, and financial expenses will be recovered only within 14-15 years from its launch. 

With events in North Africa and the Japan AES catastrophe, gas fuel has a great opportunity to be the most efficient energy resource in the EU. The Russian Federation will be its major supplier and with the view to energy resource diversification, the country is ready to monopolize this, as well as its supply routes to Europe.

It is obvious that with current international and European tendencies towards saving gas supply amounts, providing higher energy efficiency, expanding natural and shale gas proposals, and renewable energy resource development, there is not much hope for expanding market space for the EU gas pipeline. Thus, making plans to transport gas via the Ukrainian gas and transportation system (GTS) is still challenging. It is possible that the Ukrainian GTS will be balancing between current transit amounts and possible Gasprom additional pipe resources and, moreover, with “Nord Stream” which has been advertised for the last five years. However, just like in the last decade, two other known Russian projects, “Yamal-Europe” and “the Blue Stream” are not destroying Ukraine’s GTS neither will “Nord Stream” even though it will lessen Ukraine’s transit forces. 

On the other hand, taking into account NJC’s “Naftogaz Ukrainy” official data on Ukrainian GTS transit amounts to Europe, one can see changes between 1991-2009 with the amount at 92.9bn cubic meters in 1992 and 121.5bn in 2005. Its average is predicted to be 109.7bn per year (see Diagram 1
).

Thus 110bn cubic meters is indicatively fixed for the 10 year period up to 2019 (in NJC “Naftogaz Ukrainy” and OJS “Gasprom” transit contract as of January 19, 2009) since it fully corresponds with the average historic level of Ukraine’s GTS use by “Gasprom” even counting last decade’s two projects bypassing Ukraine (“Blue Stream” and “Yamal-Europe)” with a total amount of 50bn per year. 

The “Nord Stream” gas pipeline became a symbol of Moscow’s East European gas policy from the very beginning of its carrier capacity discussions. It is known that after the events of January 1, 2005, when the majority of Central Eastern European countries were left without gas with its supply halt via Ukraine’s territory, the EU began a revision of gas treaties with both Russia and Ukraine. Long lasting “gas wars” were fast approaching in the mighty corridors of the two states which caused European partners to worry about Kyiv’s and Moscow’s readiness to continue its non-stop Russian gas supply to the EU via Ukrainian territory. 

At the same time as Russian-Ukrainian negotiations, the EU confirmed its intention to create new transport and gas routes, directed at providing stable development and energy security for the EU. A gas pipeline connecting Vyborg in Russia with Grainswald in Germany was initiated, and was to be started on December 9, 2005, in accordance with the with the wishes of the EU’s Energy and Transport Commission. This project became a TransEuropean network. Also, major requests for drilling the Shtokmann oilfield were placed in 2007. 
Natural Gas Transit Amount Via Ukraine’s Territory
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A gas project of the so-called “Russian gas to the EU supplies’ diversification” had seen an economic and energy project turned into an instrument for geopolitical tension.

Right after signing the “North Stream” treaty, former President of Poland, Aleksandr Kwasniewsky, underlined the gas pipeline’s threat to ecology and nature together with the absence of its political and economic ground. Three Baltic States (Latvia, Lithuania, and Estonia) strongly criticized the Russia-Germany energy cooperation, pointing out the necessity of a special commission of Baltic States’ Council of Ministers’ creation and its check on adherence with international treaties and EU legislation. Estonian legislators’ initiative on expanding Finn Bay high seas with the view to establishing Estonian sovereignty on the gas pipeline’s part was successfully supported, and Tallinn continued its negative rhetoric on the gas pipeline’s access to its sea territory and expertise. 

Sweden’s position is considered to be the most successful stance in this dispute between countries in whose territories the gas pipeline lies. Countries which adhere to the EU ecological standards, have requirements for investors such as:  no building in cods’ spawning (from May to October), company responsibility for military arms and stockpiles in the Baltic Sea, and no increase of muddiness of water up to 15 mg per liter. 

For Central and Eastern European countries, who were EU freshmen countries at that time, their official position and criticism of “Nord Stream” further development and building was a specific check on their maturity in shaping own decisions that were different from EU’s official positive tone. 

After the 2009 gas crisis, NOMOS Center forecast possibilities of Russian gas via Ukraine’s GTS changing transit numbers depending on processes dominating in our partners from both sides of the pipeline, namely, Russia and the EU. 

Table 1. Simple matrix on changes in Russia’s Gas to the EU supply via Ukraine’s territory

	Russian

EU
	1. Output and export growth 
	2. Output and export drops 
	3. Pressed natural gas production development 
	4. Export changes towards Asia-Pacific region 
	5. Nord 

Stream and South 

Stream project realization 

( at least 

one of them) 

	1. Supply and import 

growth 
	1.1. Saving amounts with the growing tendency 
	1.2. Close to critical amount cuts    
	1.3. Saving amounts with the non-critical

cuts tendency


	1.4. Saving amounts with the non-critical

cuts tendency
	1.5. Transit amounts’

 instability 

	2. Supply 

and 

import 

drops  
	2.1. Saving amounts with the non-critical cuts tendency 


	2.2. Critical amount cuts       
	2.3. Transit amounts’

 instability       
	2.4. Transit amounts’

 instability      
	2.5. Critical amount cuts       


	3. Pressed 

natural gas supply and import 

growth 

compared 

with nontraditional gas types 
	3.1. Transit amounts’ instability
	3.2. Transit amounts instability 
	3.3. Transit amounts’

 instability       
	3.4. Transit amounts’

 instability    
	3.5. Critical amount cuts       

	4. Supply 

growth of non Russian gas sources 
	4.1. Transit amounts’

 instability 


	4.2. Transit amounts instability 
	4.3. Transit amounts’

 instability      
	4.4. Transit amounts’

 instability  
	4.5. Critical amount cuts       

	5. South Stream gas pipeline

project realization and gas integration within the EU 
	5.1. Transit amounts’

 instability 
	5.2. Transit amounts’

 instability 
	5.3. Transit amounts’

 instability      
	5.4. Transit amounts’

instability      
	5.5. Critical amount cuts       


Analysis has shown that in many modeled cases (15 out of 25) the unstable transit routes model dominates. This will apply not only to transit via Ukraine but by other routes, for example, via Belarus and Poland. One may come to the conclusion that Russia’s establishment of a gas export diversification route should be aimed at amounts, directions and prices of supplies to the EU market with the view to expand profits and influence countries with limits/cuts to supplies, and information and psychological campaign threats. Similar results were achieved by an American expert of Russian origin Michail Korchemin from East European Gas Analyses: 
“Nord Stream and South Stream gas pipelines are not projected for increasing neither Russian gas nor Europe’s energy security. New Gasprom projects will give Russia an opportunity for selective gas cuts supplies to Belarus, Germany, Poland, Hungary, Romania, Bulgaria and Greece. Therefore, these countries’ energy security will drop”
. 

But the gas transportation economy on newly built routes is different from transporting it via Ukraine and Belarus GTS. As one of the leading Russian Institute of Europe of the Russian Academy of Sciences expert, Oleksii Haitun said “according to Gasprom plans, supply routes should be divided bypassing Europe in North and South parts. In this case Russian gas will not be competitive even compared with pressured natural shale gas supplied from the US by tankers, not mentioning its transporting via Belarus and Poland” 
. Therefore, economically “Gasprom” is forced to use less expensive gas supply routes to Europe. This coincides with another Russian research center – the Institute of Energy and Finances experts’ prognosis (see Diagram 2). 
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Ukraine faces a threat of remaining outside of important energy routes, losing a chance to restoring its status as Europe’s transport center. The Kremlin’s position can be seen as “payback” for Kyiv’s official euroatlantic course, and it unofficially provides geopolitical grounds for building a gas pipeline bypassing Ukrainian territory. 
Moreover, the Russian side, having received a victory at its Northern direction, signed the First South Stream Project and Building Memorandum on June 2007 which kept Russian practice in building gas pipelines bypassing Ukraine and without the country’s participation. The Memorandum is aimed at connecting Russian Novorossiysk with Bulgarian Varna on the Black Sea shelf. The project’s major partners are Italian and French Eni and Electricite de France gas corporation. Two gas pipeline branches are due to stretch from the Balkan Peninsula to Italy and Austria by early 2015, however nothing has been built so far.  
Transit amount to the EU via Ukraine’s GTS for 2015 is expected to be more than 80bn cubic meters. Such a forecast is possible but only with balanced sharing of power in all directions and with Russian agreement to cease export gas amounts and route manipulation. However the presence or absence of such manipulations will be impossible to estimate or verify due to the lack of gas sphere transparency for external users. Тhat is why their risks as well as gas supply halt risks do not coincide but grow with the launch of “Nord Stream”. This brings with it issues of implementing energy routes transparency within “supplier (Russian Federation) –transit country (Ukraine) – consumer (EU)” to the European energy agenda. 

Statements on Russia’s readiness to continue its cooperation with Kyiv in the gas sphere barely supports adherence to strategic partnership ideals in contrast with the two abovementioned gas pipeline corridors. Ukrainian authorities constantly stress the necessity and importance of Russia’s accession to the European Energy Charter, and in addition, the need for major political initiatives on legal efforts and global energy security based on specific markets and stable development ideas. Russia signed documents but did not ratify them, underlining the lack of regulation on Russian gas transit via Eastern Europe. Ukraine, denying blame in miscarrying gas transits to the EU, is interested in equal dialogue with transit project parties, stressing that the Charter’s adoption and ratification will encourage transparency and effectiveness in energy markets’ functioning. 
Ukraine’s foreign policy changes after the 2010 Presidential elections brought back Russia’s interest in our country’s gas and transport system together with negotiations on the prospects and economic benefits of both a Customs Union and Common Economic Space. Russian Gasprom Head Oleksii Miller’s recent comment on the existing importance of Russian gas transit via Ukraine should not be seriously relied on, since the country will lose up to $1bn per year, changing the gas transit amount from current 100bn to 70-80bn cubic meters. Should such optimistic expert forecasts happen, Ukraine may keep Europe’s major transit state status, keeping in mind that up to 20bn cubic meters of gas transported to Czech Republic and Germany will be supplied by “Nord Stream” as soon as its second branch is launched. 

“Nord Stream” major importers are Germany, Denmark, Holland, Belgium, France and Great Britain, which does not leaves much chance for Ukraine since other EU countries will receive gas according to previously adopted agreements. The Prime Minister of Ukraine, M. Azarov, shares such thoughts, stressing that the EU’s growing needs for gas will only increase Ukraine’s GTS transport potential. 

It is difficult to disagree with Ukrainian politicians’ concerns unless some statistical data and expert forecasts appear which state the contrary. It would be a shortsighted position to expect Russia to revise its current obligations on gas exports, which are one of its most profitable sectors. It is possible that Kyiv could return to last year’s projects on natural shale gas output that would lessen Ukraine’s dependence on Russian energy supplies, and would diversify domestic consumers’ market for energy services for citizens and enterprises. 
Natural shale gas helped the US to lead Russia in gas output amounts in 2009 thus drastically changing America’s energy market, providing 15-20 % of general output. Russia’s fears that shale gas will undermine its traditional type are understandable because shale gas is actively output in Sweden, Poland, France and Germany. In case Ukrainian “Naftogaz” is able to attract foreign investors and internationally experienced companies in natural shale gas output, the country’s import market will only grow. 
Optimistic hopes of restoring former gas relations with Russia should be changed with understanding Moscow’s long term geopolitical game and “gas wars and challenges” should come to mind since the countries that did not agree with the Kremlin’s policies were among those to which gas supplies were postponed or halted. 


Ukraine – NATO

KEY THEME ANALYSIS: “Sea Breeze” Trainings as Ukraine-NATO Attempt of Constructive Cooperation
Recent “Sea-Breeze-2011” international military and sea trainings in Odessa on June, 13-17th with 13 countries military squads’ participation was strictly met by Russia. In spite of Ukraine’s official invitation to participate in joint trainings on anti-piracy operation, Moscow decided to act differently with its emotional reaction towards US Navy “Monterrey” antiballistic missiles ship’s presence in the Black Sea basin.  
Another reaction of Russia towards yearly NATO-led international military trainings should be awaited. The only possible example or Russia’s positive acceptance of Ukraine-NATO military trainings was the year of 2006 when Ukrainian society negatively reacted towards foreign military squads’ presence in our territory. 
This time the Ministry of Foreign Affairs of the Russian Federation stated a note of disagreement, underlining inadmissibility of the US military ship presence in the Black Sea basin since it undermines “restart policy spirit” in Russia-American relations. “Monterrey” appearance in distant closeness to Russia’s borders was seen as a national security threat, because this missile ship is a part of ready-to-launch European Anti-Ballistic System. The Kremlin sees such actions as misbalance in that part of the world where Russia had always had its strategic interests. Moreover, Georgian “Kutaisi” patrol boat’s participation totally proved Russia’s lack of interest and readiness to participate in such trainings. 
During last year’s “Russia-NATO” Lisboa summit, Russian President D.Medvedev stressed upon his country’s readiness to participate in European Anti-Ballistic Missile System. Seeing “restart” bilateral policy successes, Russia expects that system would be established together with the US. 

The latter is more interested in the autonomous existence but within common counter-ballistic missiles actions. Therefore, Kremlin’s fears with anti-ballistic missile “Monterrety” ship presence in the Black Sea basin, are understandable, just as country’s attempts to take this chance and once again remind Ukraine about which of its foreign policy priorities it chooses: NATO and the EU or the Collective Security Treaty and Commonwealth of Independent States area? 
Right after “Sea-Breeze” trainings were over, Russian media posted information on President Yanukovych’s return to NATO cooperation, citing National Cooperation Program between Ukraine and NATO for 2011. Thus, Russia is not only outraged with the possibility of European Anti-Ballistic System’s review, Black Sea basin’s balance change but with Ukraine’s cooperation with NATO in spite of country’s declared non-bloc status. Moreover, there are 64 actions planned within “Ukraine-NATO Commission” and they are of a “provocative manner”, as State Duma Foreign Relations Committee Head, Konstantin Kosachev, stated. 

Last year both Commission on Ukraine’s NATO Membership Preparatin and National Euroatlantic Integration Center were abolished, Russia saw such Ukraine’s actions as country’s readiness to return to “Slav nation’s brotherhood”, especially with Ukraine’s NATO membership as one of its foreign policy major goals’ denial. 
Ukrainian administration understanding necessity of equal partnership with the EU and NATO, secured dualism in “Law on Foreign and Domestic Policy Issues”, where it’s underlined that the country will adhere to its non-bloc status with simultaneous NATO constructive partnership continuation, as well as with other military and political blocs in those issues that are of bilateral interest. 

Independence of Ukraine’s position, country’s interest to continue pragmatic cooperation with the Northatlantic Alliance should be supported during Kyiv “Ukraine-NATO” summit on July, 2-5th. One may not expect Russia’s positive comments upon the matter since it still hopes to return Ukraine to its influence area. 
On the other side, the quality of National Program’s stated events as well as Ukrainian Army and Intelligence reform, Anti-Ballistic System issues will depend on Ukraine’s adherence to its obligations. In this case, country should act only according to its national interests but not others’ notes and comments. It was Russia, which negatively accepts NATO initiatives, not being its Council’s member state put enough efforts to make Alliance’s Bucharest 2008 summit unsuccessful since it was the time when both Ukraine and Georgia were expected to join Membership Action Plan. 
Тherefore, Russia’s fears on European Anti-Ballistic Systems close to its borders should be a matter of its relations with the US that are interested in strengthening military presence in Eastern Europe. 

It is also understandable that Russia, taking into account such issues’ sense would rather blame Ukraine again than agree with its miscalculations. It is known that such positions truly reflect country’s new era post-empyreal ambitions. 

Foreign Policy of Ukraine

KEY THEME ANALYSIS: Will “Crimean Agreements” Boost Ukrainian Gas and Transport System’s New Positioning?
Last week in Ukrainian politics was marked with a number of strategic meetings of country’s leadership with the EU, China, Russian representatives. Such multipolar agenda clearly underlined official Kyiv’s readiness to cooperate with world’s leading countries in investment area, joint enterprises’ establishment and stating further relations’ prospectives. 
“Tie-less” character of Crimean meeting between the President of Ukraine V.Yanukovych and Prime Minister of the Russian Federation V.Putin, was clearly seen in terms of Ukraine’s talks on Russian gas price discounts.
Recent visit of Ukrainian Prime Minister M.Azarov to Moscow, his meeting with Russian colleague, V.Putin, did not bring any substantial results and only underlined Russia is not ready for such a compromise.  Unsuccessful try to discuss Russian gas supplies with new formula was firmly met by Russian partners that are not interested in treaties’ revisions that were signed two years ago. “Gasprom” interest in joint gas consortium with Ukrainian “Naftogaz” is not farourably accepted in Ukraine either since transferring country’s gas and transport system (GTS) country’s other strategic objects may be next, meaning country is deprived of its sovereignty and statehood. 
In case comments upon Ukraine’s GTS transfer into Russian ownership are true, as well as Ukraine’s participation in the Customs Union within “3+1” frameworks one may only hope our country won’t face “Russian economic expansion” just as it happens in bankrupt Belarus now. 

Ukraine may stress on its geopolitical strategic importance, its readiness for “Odess-Brody” reverse pipeline work, conducting tenders for shale gas in the Black Sea basin, Russia still will keep pragmatic policy and sober mind with economic preferences as its major priority. 

 On the other hand, with two leaders’ press services’ official statements’ absence, Ukraine may count on dividing a special, independent enterprise out its “Naftogaz” structure and placing its shares at international stock exchange market (IPO). Such actions are needed for further international estimations upon our pipeline costs, in order to facilitate further negotiations with Russia, EU and other intersected partners. 

 It is known, that during recent Chinese leader Hu Jintao’s visit to Moscow issues of gas cooperation were discussed with Russian “Gasprom”. China leads in energy consumption and its dependence only will grow in 2015. Therefore, Russia counts to re-focus its export from Europe to East but it met Beijing’s strict stance upon $100 per 1000 cubic meters of gas discount, counting it won’t buy gas more than $ 250 for 1000 cubic meters. Nothing was achieved during the meeting and here comes a question:  with a pipeline length, lack of China’s service pay for transporting Russian gas, inability to pass gas to a third party, why should Ukraine pay more, taking into account it carries out way more in its gas treaties with Russia? So why Ukraine should pay more than Europe’s average and now as we see as Middle Asia’s average gas price?  
Russia’s obvious actions on continuing its gas pipelines’ building that bypass Ukraine have a double nature. Firstly, to make Ukrainian leaders agree with compromises in gas prices in exchange of Ukraine’s GTS that would still not affect both “Nord Streams” and “South Stream” further development. Secondly, receiving last year compromises in gas supplies in exchange of Russia’s Black Sea Fleet prolongation stay in Ukraine, Moscow is interested in “further” strategic Ukrainian objects’ consumption. 

Therefore, counting on veiled character of Crimean talks, Ukraine should consider previous “gas wars”, current Belarus strategic shares’ consumption by Russian enterprises, in order to enable major profitable budget developing areas, so that it won’t lead to Ukrainian sovereignty and independence loss in exchange of such pragmatic actions. 

President of Ukraine should deny “simultaneous game” policy with both EU and Russia, adhering “simultaneous integration and cooperation” in Free Trade Zone and Common Union issues. Hidden seriousness of Crimean so-called “average” friendly visit of Russian Prime Minister may be another attempt to remind Ukrainian President about the pre-election promises’ importance, especially, in terms of adhering to previously stated pro-Russian course. 
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