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bem - billion cubic meters

bem/y - billion cubic metres of gas a year
bn - billion

EEZ — exclusive economic zone

FID - Final Investment Decision

HLCC - High Level Cooperation Council
IOC - International Oil Companies

Mcm - thousand cubic meters

MoU - Memorandum of Understanding
PSA — Production Sharing Agreement

RoC — Republic of Cyprus

SCO - Shanghai Cooperation Organization
SCP-X South Caucasus Pipeline Expansion
SEEP - South East European Pipeline

SD1 - Shah Deniz Phase One

SD2 — Shah Deniz Phase Two

SGC - Southern Gas Corridor

TANAP - Trans-Anatolian Gas Pipeline
TAP — Trans-Adriatic Pipeline

TRNC - Turkish Republic of Northern Cyprus

Axpo - Switzerland’s energy company

BOTAS — Turkish state-owned pipeline company

BP - British multinational oil and gas company
Chornomornaftogaz — state-owned Naftogaz Ukrainy’s subsidiary
DTEK - energy holding company in Ukraine

Enagas — Spanish energy company

EDF — French electric utility company

Eni - Italian multinational oil and gas company

EUstream — Slovak gas company

ExxonMobil - American multinational oil and gas corporation
Fluxys — Belgium based company

Gazprom — Russian state-owned fuel company

LUKOIL - Russia’s oil company

Naftogaz of Ukraine — gas company of Ukraine

OMV - Austrian oil company

Petrom — OMV’s subsidiary

SOCAR - Azerbaijan’s state oil company

Statoil - Norwegian multinational oil and gas company
Vanco — US company
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Energy and Integration in the Black Sea Region

nergy ties in the Black Sea region have

been greatly affected by the current
conflict between Russia and the West. While
energy flows have for the most part not
been directly affected by the conflict, it has a
profound impact on the planning of future
energy projects and on the position of the
players. As will be argued by the articles of
this volume, Russia is an active force that is
driving the integration and disintegration of
energy ties in the Black Sea region. The Black
Sea region is currently experiencing two
main trends: Russia’s drive to isolate Ukraine
from existing energy ties and resources, and
the EU’s quest for diversification of natural
gas sources to the Caspian. These prevalent
long-term trends have been accelerated and
deepened lately by Russia’s annexation of
Crimea and the on-going military conflict in
Ukraine. This volume of Euxeinos intends to
take stock of these developments.
With the acute standoff between Russia and the
West going on for more than 18 months now,
it is possible to draw some first preliminary
conclusions. In general, it is difficult to avoid
the conclusion that, as a result, Europe is
greatly losing as a power center in the world.
This is also true for Russia: energy revenues
are dwindling and the profit of Russia’s
largest company, Gazprom, has been less
than one seventh in 2014 compared with 2013.
Yet as Russia has retained its nuclear second-
strike capability equivalent to that of the US,
is honing its military skills, and possesses
vast energy resources, its cooperation is
crucial in resolving many crises. The EU’s
energy future, meanwhile, is compromised
by its resource scarcity and by its policies.
Resource extraction, as well as nuclear
energy, is politically opposed in most places.
Instead, the EU pursues ambitious renewable
energy policies. Due to the state’s support of

renewables they draw increasing investment,
while there are no feasible technical solutions
for many problems, the largest of them being
energy storage. Even so, the road to a more
ambitious “energy union” is also blocked
politically in the EU. Therefore, Europe’s
energy future will be increasingly dependent
on foreign supplies, and Russia is likely to
stay the largest supplier.

The Black Sea region will get a key importance
as an energy transit region as a result, albeit
with widely varying results for the different
countries. Thus, the current tensions are
reflected in the region and particularly
in the energy field and strengthen some
actors over others. In the current situation,
the strengthening of Turkey is particularly
noticeable.

In the Black Sea region, Ukraine has been the
party most heavily affected in a negative way,
aslaid out in detail in Julia Nanay’s article. The
country’s plans to become a significant gas
player on its own right are looking bleak, not
least due to the on-going war in the Donbas,
while the transit of natural gas from Russia
to the EU and Turkey might not continue
beyond the current decade. This is all the
more true as Gazprom has just signed another
memorandum with EU gas companies,
envisaging the doubling of capacity of the
existing Nord Stream pipeline in the Baltic
Sea. This move might be a mere bargaining
chip. But in any case, if Ukraine is to keep
its independence from Russia, it will need a
strong energy commitment from the EU.
However, Russia’s moves are increasing stress
on other actors as well, such as the parties
involved in the Southern Gas Corridor that
is intended to tie Azerbaijan to the EU gas
market. While work on the pipelines of this
corridor has started, Russia’s new gas pipeline
“Turkish Stream” might yet result in rendering



Azerbaijani gas unprofitable, as argued by
John Roberts in his article. One might add
that Russia’s increasing military profile in
Georgia’s breakaway republics Abkhazia and
South Ossetia, as well as the brewing conflict
around Nagorno Karabakh will also increase
the geopolitical premium on the Southern Gas
Corridor further.

A winner of the current standoff is Turkey, as
argued in particular by Ayla Giirel and Harry
Tzimitras in this volume. Turkey not only
gains in terms of infrastructure connections
and gas price discounts from Russia. The
stronger Turkish-Russian relationship is also
reverberating in the Mediterranean: traditional
Russian support for Greek Cypriots has
been strongly muted by the new geopolitical
situation, as Giirel and Tzimitras write. In
general, the higher dependence of Russia on
Turkey to realize its energy plans in the Black
Sea region might also enable the country to
emerge as a stronger regional leader. Taking
into account Turkey’s strong criticism of
Russia’s annexation and its policies on Crimea,
Turkey might well be able to strengthen its
position as an effective mediator in the region.
Meanwhile, the EU seems to be losing out from
Russia’s current rapprochement with China
as well: last year already saw the signing of
a contract for gas deliveries to China from
Eastern Siberian fields with a value of USD
400 Billion over 30 years. Since the gas will
come from faraway fields in Eastern Siberia,
this particular deal need not be of concern
for European consumers. Yet in January 2015
Russia also signed a memorandum to deliver
gas to China via a Western route that would
enable it to swing supplies between China and
European customers. There is still no deal on
pricing yet, but it is likely to be quite favorable
to China.

The current lose-lose situation is bound to
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prevail on the continent, as there seems to be no
easy way out. While it is clear that the situation
is not beneficial for the EU and Russia alike,
the stakes are very high. A solution would
presuppose a transformation of the identities
of at least one of the actors. Meeting Russia’s
request for a Europe of great powers would
go against the EU and its achievements of the
past 25 years. At the same time, the EU is going
through perhaps its worst crisis in history
and is not a highly popular model amongst
its own population. There are rarely any pro-
European movements left in society. Russia’s
chauvinist identity of a great power that has
to assert itself against a “soft Versailles” and
constant threats flowing from the US, instead,
is currently highly popular amongst the
population. The continuation of this success
is not guaranteed, but “patriotism” has so far
ironed out the economic wrinkles. The best to
be hoped for currently is that the continuation
of the current confrontation will be relatively
peaceful and not spiral out of control
militarily, while an adjustment of identities
and policies will occur in the medium term.
In the meantime, energy flows will most likely
continue as before, but the uncertainties will
grow.

Jonas Grétz!, Ziirich

1 The views expressed in this editorial are
those of the author alone.
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Gas Landscape in the Black Sea Transformed: Ukraine’s Role
Challenged by Russia

ith Russia’s annexation of the Crimean

Autonomous Republic in March 2014,
Ukraine has seen its future as a Black Sea
energy player increasingly restricted. It was
only in the final year of former President Viktor
Yanukovych’s term in office that Ukraine was
on track to finally start seriously developing
its domestic onshore and offshore resources.
Ukraine had missed opportunities in the
1990s and 2000s to become a more significant
Black Sea energy player. During these
decades, Ukraine’s leaders and its oligarchic
elites kept Ukraine closely linked to Russian
energy. Ironically, the leaders of the “Orange
Revolution” who had pledged to bring
Ukraine closer to the EU further strengthened
its energy ties to Russia, whereas Yanukovych
succeeded in raising Ukraine’s independent
profile.
Unlike Azerbaijan and Kazakhstan, which
welcomed foreign investors into their oil
and gas sectors and signed lucrative deals to
develop their resources and in the process
gained energy independence, Ukraine had
since long chosen to remain largely dependent
on Russia for its oil and gas supplies.! Some
International Oil Companies (IOCs), most
notably Shell and Eni, did establish a presence
and obtained licenses for conventional gas
development in eastern Ukraine?, where much
of the country’s existing gas production is
located. However, the IOCs were barred by
successive Ukrainian governments in the 1990s
and 2000s from access to what may have been
1 Julia Nanay and Jan H. Kalicki, “Russia
and Eurasia,” Energy & Security: Strategies for a
World in Transition, Woodrow Wilson Center Press,
Second Edition, July 2014.
2 Shell in E&P deal with Ukraine state
firm: Eyes natural gas potential in Dnieper-Donets
Basin”, Platts Oilgram News, May 10, 2005; and Eni
expands in Ukraine with Cadogan stake: Takes

interest in two licenses in Dnieper-Donets Basin”,
Platts Oilgram News, April 13, 2011.

by Julia Nanay, Energy Ventures LLC

more prospective onshore opportunities and
were completely excluded from the offshore,
which IOCs saw as the area with the greatest
production advantages.

CONSEQUENCES OF ANNEXATION

When Ukraine attempted to open the offshore
for investment in October 2007 during Viktor
Yanukovych’s tenure as Prime Minister, it
chose a small US company called Vanco for
a Production Sharing Agreement (PSA) in
what was the most desirable offshore tract
near Crimea, the Prykerchenska block.? Vanco,
however, ended up in a consortium with
Russian-allied companies, including Ukrainian
oligarch Rinat Akhmetov’s company DTEK,
Russia’s LUKOIL and a number of other
Russian business interests. After Yuliya
Tymoshenko became Prime Minister in 2008,
she cancelled the PSA. It was reinstated
in December 2012 during the subsequent
presidency of Viktor Yanukovych, but drilling
did not begin due to various regulatory
problems. In 2015, almost eight years after the
agreement was signed, work on Vanco’s block
is still on hold. With the annexation of Crimea,
the Vanco PSA’s future is uncertain since
it was negotiated with previous Ukrainian
governments and PSAs are in any case illegal
under Russian legislation, which presumably
would now govern Ukraine’s offshore Black
Sea activities.

In the final months of his administration,
former President Viktor Yanukovych signed
two other PSAs with major IOCs. In November
2013, a PSA was signed for shallow water
license areas near Crimea - the Subbotina,
Abikh, Mayachnaya and Kavkasaya blocks
— with a group of companies that included

3 “Ukraine, Vanco sign production-sharing
agreement on Prykerchenska,” Interfax: Russia CIS
Energy Newswire, October 19, 2007.



Eni and France’s EDF.* A second PSA was
planned for signature in February 2014 for
the deepwater Skifska section of the Black
Sea shelf near Zmeiny (Serpent) Island with
a group of companies including ExxonMobil,
Shell and OMV subsidiary Petrom.> Skifska is
located west of Crimea adjacent to the offshore
boundary between Romania and Ukraine
that was demarcated in February 2009. With
Russia’s annexation of Crimea, neither of these
offshore PSAs can be implemented and some
of the IOCs involved have indicated that they
will no longer participate.®

In Crimea Russia also took control of the
assets of the state-owned Naftogaz Ukrainy’s
subsidiary Chornomornaftogaz, which was
a partner in the PSA with Eni and EDF and
was involved in its own in drilling of some
offshore tracts in the Black and Azov Seas.”
Subsequently, Chornomornaftogaz was added
to the US Treasury Department’s sanctions list
in April 2014 and to the European Union’s
(EU’s) list in May 2014.% All Crimean onshore

4 “Ukraine signs PSA with Eni, EDF for
Black Sea blocks,” Interfax, November 27, 2013.
5 “Ukraine plans to sign PSA with

consortium led by ExxonMobil in fall,” Interfax,
August 1, 2013; and “Yanukovych meets with
ExxonMobil officials despite U.S. decision to
cancel visas, Interfax-Ukraine News Agency,
January 23, 2014, http://en.interfax.com.ua/news/
economic/187181.html

6 “Russia sinks Ukraine’s Black Sea gas
hopes,” Platts Oilgram News, March 20, 2014.
7 “Crimea to take control of offshore gas:

Pro-Russian authorities plan takeover of Black Sea
producer,” Platts Oilgram News, March 13, 2014.

8 “Treasury Designates Seven Individuals
and One Entity Contributing to the Situation in
Ukraine,” U.S. Department of the Treasury Press
Center, April 11, 2014, http://www.treasury.gov/
press-center/press-releases/Pages/jl2355.aspx.  In
addition, the US Department of Commerce added
Chornomornaftogaz to its “Entity List,” denying
any export, re-export or in-country transfer of any
goods to the company. See also, “EU slaps sanctions
on Crimean oil firm: Chornomornaftogaz projects
hit by lack of funding,” Platts Oilgram News, May 14,
2014.
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and offshore oil and gas activities are off
limits for western companies. So far no
Russian companies have entered into these
developments. Crimea is apparently set to
forfeit much of its ability to produce gas near
its own shore and will have to satisfy some of
its gas needs from far away Siberia.’

UKRAINE’S PRECARIOUS ENERGY FUTURE
Ukraine had hoped to grow its domestic gas
production from these sources in order to
provide for its own needs while also becoming
a gas supplier to the European Union (EU). In
2014, Ukraine consumed 42.6 Bcm of gas and
produced20.5Bcm, withboth consumptionand
production now under downward pressure
from the war and related uncertainty.”® It is
important to note that a sizeable portion of
Ukraine’s current conventional gas production
is located in the eastern Dneiper-Donets Basin
near areas of heavy fighting. This means that
even the country’s existing conventional gas
production could be impacted by instability in
eastern Ukraine.

Ukraine is also considered to be highly
prospective for shale gas. In January 2013,
Shell signed a 50-year PSA for the Yuzivska
block in the eastern Ukrainian Dnieper-Donets
Basin." Subsequently, work on this block was
9 “Heated Issue: Russia to construct gas

pipeline to Crimea,” RT, April 1, 2014, http://rt.com/
business/crimea-russia-gas-gazprom-533/

10 “Ukraine cuts gas production 4.7%,
consumption 16% in 2014,” Interfax, January 16,
2015. Ukraine cut gas production 4.7% to 20.5
bem in 2014, Naftogaz, the national oil and gas
company, said. These figures include consumption
of 500 mcm of gas by Crimea in January-February.
Naftogaz said Ukraine cut gas consumption
16% last year to 42.6 bcm, with consumption by
industry falling 22% to 15.7 bcm, households - 10%
to 15.1 becm and utility providers - 16% to 7 bem.
Technological losses in production and transport
fell 14% to 3.7 bem.

11 “Ukraine signs landmark $10 billion shale
gas deal with Shell,” Reuters, January 24. 2013,


http://en.interfax.com.ua/news/economic/187181.html
http://en.interfax.com.ua/news/economic/187181.html
http://www.treasury.gov/press-center/press-releases/Pages/jl2355.aspx
http://www.treasury.gov/press-center/press-releases/Pages/jl2355.aspx
http://rt.com/business/crimea-russia-gas-gazprom-533/
http://rt.com/business/crimea-russia-gas-gazprom-533/

jeopardized by heavy fighting nearby, as well
as the fact that it was not far from where the
Malaysian Airline’s MH17 plane was shot
down in July 2014. The intensification of
military activities in the east between pro-
Russian separatists and the Ukrainian army
has forced Shell to indefinitely halt its shale gas
drilling, although it has tried to maintain some
level of activity in its conventional gas license
area.'” In addition, the political destabilization
of Ukraine contributed to the decision by
Chevron in December 2014 to withdraw
from its 50-year Oleska shale gas PSA in
western Ukraine’s North Carpathian Basin,
which was signed in November 2013." There
are shale gas prospects in onshore western
Ukraine which could yet yield some benefits
and which attracted Eni as an investor. In
October 2012, Eni finalized an agreement with
Cadogan Petroleum and Nadra Ukrainy to
purchase a 50.1% stake in LLC Westgasinvest,
(Zahidgazinvest) which holds subsoil rights
to nine shale gas licenses in the Lviv Basin
(Eni 50.1%, Nadra Ukrainy 34.99%, Cadogan
15%).!* Eni is slated to drill the first exploration
well here by the end of 2015."

Overall, however, since the annexation of
Crimea, Ukraine’s potential to become a
more sizeable gas producer with the ability

http://uk.reuters.com/article/2013/01/24/uk-shale-
ukraine-idUKBRE9ON11520130124

12 “Shell considers pulling plug on final
Ukraine exploration well,” Reuters, June 11, 2015,
http://www.reuters.com/article/2015/06/11/shell-
ukraine-shalegas-idUSL.5N0YX25120150611

13 “Ukraine confirms Chevron’s decision to
pull out of shale gas project,” Interfax, December 15,
2014.

14 “Eni  chief  confirms  Ukraine
unconventional gas market is promising,” Interfax,
October 29, 2012

15 “Eni will start drilling shale wells
in Ukraine at the end of the year - Ministry of
Environment,” RIA Novosti, January 21, 2015, http://
rian.com.ua/economy/20150121/362368605.html
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to eventually supply Europe instead of just
being a transit state for Russian gas has been
severely curtailed. Both Kyiv’s access to its
offshore Black Sea hydrocarbon blocks and the
large-scale development of the country’s shale
gas resources are now effectively blocked.

THE FUTURE OF UKRAINE'S TRANSIT LEVERAGE
The EU has been paying special attention
to energy developments related to Ukraine
due to the substantial supplies of gas to the
EU-28 and Turkey, which transit through
Ukraine’s pipeline network. After Ukraine
halted gas imports from Russia on June 16,
2014 over a pricing and payment dispute, the
EU was forced to help mediate a resolution
between Kyiv and Moscow in order to avert
an interruption in gas transit to Europe.

In 2013, Europe received 84 Bcm of its gas
from Russia through Ukraine’s pipeline
network.'® An agreement to restart gas exports
to Ukraine was brokered by then EU Energy
Commissioner Giinther Oettinger on October
30, 2014."7 As part of that agreement, Ukraine
agreed to settle its gas debts to Gazprom that
dated from November—-December 2013 and
April-June 2014 with an immediate $1.45
billion payment, followed by another $1.65
billion payment in December 2014. Ukraine
also accepted to pay in advance for gas
deliveries at $378 per thousand cubic meters
(Mcm) for deliveries in November—-December
and $365/Mcm for January-March 2015. But
Ukraine did not resume gas purchases from
16 “Ukraine Demands Changes to Gas
Transit Deal with Russia,” Novinite, July 29, 2014,
http://www.novinite.com/articles/162340/Ukraine+
Demands+Changes+to+Gas+Transit+Deal+with+R
]il;ﬁ “Russia and Ukraine reach gas deal,”

Financial Times, October 30, 2014, http://www.
ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-

00144feabdc0.html#axzz3eBeZyNpM



http://uk.reuters.com/article/2013/01/24/uk-shale-ukraine-idUKBRE90N11S20130124
http://uk.reuters.com/article/2013/01/24/uk-shale-ukraine-idUKBRE90N11S20130124
http://www.reuters.com/article/2015/06/11/shell-ukraine-shalegas-idUSL5N0YX25I20150611
http://www.reuters.com/article/2015/06/11/shell-ukraine-shalegas-idUSL5N0YX25I20150611
http://rian.com.ua/economy/20150121/362368605.html
http://rian.com.ua/economy/20150121/362368605.html
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM

Gazprom until December 11, 2014, all the
while continuing to transit gas to the EU-28
and Turkey.

The six-month gap in buying Russian gas led
to a sharp drop in Ukraine’s 2014 imports
from Russia, which fell from 26 Bem in 2013
to about 15 Bcm in 2014. Gas transit to Europe
across Ukraine also fell to 60 Bcm in 2014.
Ukraine supplemented its own gas needs by
reverse flows of gas from Hungary, Poland
and Slovakia. This reached about 5.1 Bcm in
2014 and helped meet gas demand in western
Ukraine. It is important to note, however, that
gas demand in Ukraine, is highest in the East,
where industrial activities (chemicals and
metallurgy) are concentrated.

Ukraine’s October 2014 gas agreement with
Gazprom expired on March 15, 2015 toward the
end of the heating season, which eased some
of the strain for EU gas supplies. With tensions
escalating between Ukraine and Russia and
gas prices dropping, striking follow-up
agreements with Gazprom has been difficult.
Disagreements over gas pricing may be one of
the sticking points in all future agreements.
The new European Commission Vice President
in charge of the EU’s energy agenda, Maros
Sefcovic, has been involved in all negotiations
since March. To ensure the uninterrupted flow
of gas across Ukraine to Europe, the EU will
have to remain engaged in brokering relations
between Kyiv and Moscow. These short-term
fixes could well be a way for Gazprom to fuel
tensions between Kyiv and Brussels so that the
EU’s reliance on Ukrainian transit comes to be
seen as increasingly untenable.

This playsinto Russia’s strategy for eliminating
the use of Ukraine’s network of gas pipelines
for shipments to Europe altogether. In 2014,
this transit accounted for about 39% of the
EU-28 plus Turkey’s 147 Bcm of imports
from Russia, down from over 50% of the 162
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Bem of imports in 2013."® However, by 2020
Russia is planning to shift the gas it sends
to Europe across Ukraine to a new pipeline
network under the Black Sea to Turkey. The
yet to be constructed Turkish Stream pipeline
will supposedly carry 63 Bcm per year of
Russian gas, with about 47 Bcm targeted for
shipment via Turkey to Europe from a transit
point near the Greek border."” Turkish Stream
would substitute Turkey for Ukraine as the
transit corridor for transporting Russian gas
to Europe and make Turkey Russia’s partner
in bypassing Ukraine. It would create a
new dynamic in the Black Sea region, de-
emphasizing the importance of Ukraine and
elevating the role of Turkey as Russia’s most
critical partner in the Black Sea region.

On December 1, 2014 in Ankara, Gazprom
CEO Alexey Miller and BOTAS CEO
Mehmet Konuk signed a Memorandum of
Understanding (MoU) to build the Turkish
Stream pipeline.*® Gazprom then announced
that it was cancelling the planned South
Stream project, which would have made
landfall in EU member Bulgaria and headed
north from there into Serbia, Hungary,
Slovenia to Tarvisio in northern Italy, with
offshoots to Croatia, Bosnia & Herzegovina,
and Macedonia. The most recent addition
was Austria, which indicated in June 2014
that it wanted South Stream to extend to its

18 “Russia’s Gazprom sees gas production
at all-time low,” Reuters, December 24, 2014.
Gas exports to the EU, Turkey, to decline 9
percent in 2014 to 147 bcm._http://www.reuters.
com/article/2014/12/24/russia-gazprom-output-
idUSL6NOU81HA20141224

19 “Russia’s Gazprom presses on with
Turkey pipeline despite questions,” Reuters, June
3, 2015, http://eiranews.com/index.php/en/open-
forum/1665-russia-s-gazprom-presses-on-with-
turkey-pipeline-despite-questions

20 “New gas pipeline towards Turkey,”
Gazprom Press Release, December 2, 2014, http://
www.gazprom.com/press/news/2014/december/

article208505/



http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://www.gazprom.com/press/news/2014/december/article208505/
http://www.gazprom.com/press/news/2014/december/article208505/
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Baumgarten gas trading hub.

With the decision to ax South Stream,
Gazprom gave up on trying to convince the
European Commission to back away from
enforcement of its Third Energy Package
rules for the pipeline’s onshore sections in
EU countries and also signaled that it would
abandon efforts to gain control of Ukraine’s
pipeline network. Gazprom adopted a new
approach for a pipeline that largely mirrors
South Stream’s trajectory, but ends up in non-
EU Turkey. At the same time, Gazprom agreed
to pay its partners in the offshore section of the
South Stream pipeline — Eni, Wintershall, and
EDF - for their investments to date, but did
not involve any of them in the offshore section
of Turkish Stream.”

After years of disputes between Moscow and
Kyiv over gas prices and payments, Russia’s
hope of getting Ukraine to cede its pipeline
network to Gazprom, like Belarus did in 2011,
is now a dead issue. While Ukrainian transit
is still far more critical than that of Belarus,
Russia’s goal by 2020 is to end Ukraine’s role
by relying on transit under the Black Sea and
across non-EU Turkey, where the gas is likely
to make landfall in the northwestern region
of Thrace.”? While Gazprom may try to build
the undersea section of the Turkish Stream
pipeline on its own, it intends to partner with
the Turkish state pipeline company BOTAS
for constructing the onshore portion from the
Turkish Stream’s landfall to the Greek border.
Because its goal is to halt transit across
Ukraine, once Turkish Stream is built,
21 “Gazprom pays $lbn for EU partner
shares in South Stream, RT, March 31, 2015, http://

rt.com/business/245621-gazprom-partners-debt-
shares/

22 Russia Plans to End Ukraine Gas
Transit for New Route After 2019,” Bloomberg,
April 13, 2015, http://www.bloomberg.com/news/
articles/2015-04-13/russia-plans-to-end-ukraine-
gas-transit-for-new-route-after-2019
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Gazprom also intends to idle the north-south
flow of the Trans-Balkan onshore pipeline
in Europe that carries gas from Ukraine’s
border to Moldova, Romania, Bulgaria and
Turkey. Turkey can currently receive 14 Bcm
per year for customers located in Istanbul and
its vicinity from Bulgaria through the Trans-
Balkan pipeline.?

Gazprom plans to shift deliveries of this 14
Bem of gas from the Trans-Balkan pipeline
to the first branch of Turkish Stream. In other
words, the first branch of Turkish Stream
would be dedicated to the Turkish domestic
market, which relied on an estimated 27 Bcm
of Russian imports in 2014. Total Turkish gas
demand is estimated to have reached 47.5 Bcm
in 2014, which means that Gazprom currently
meets over 50% of Turkish demand.*
Gazprom wants to build four Turkish Stream
branches, replicating its South Stream plans.
After feeding the Turkish market with the first
branch, Gazprom expects to supply 47 Bem to
Europe from Turkey through the other three
branches.

Yet how viable is Turkish Stream and would it
create new energy security issues for Europe?
Because Turkish Stream would lead to the
abandonment of Ukraine’s existing export
pipelines and associated with this, the Trans-
Balkan pipeline, it means that existing gas
pipelines that supply Europe could be left
unused at a time when low oil prices (and
lower gas prices) are calling into question

23 “Russian gas to Turkey a record in 2014,”
Platts, October 1, 2014, http://www.platts.com/
latest-news/natural-gas/moscow/russian-gas-to-
turkey-a-record-in-2014-blue-steam-26893479

24 “European gas demand fell 11% on year
in 2014 to 409 Bem: Eurogas,” Platts, March 25,
2015, http://www.platts.com/latest-news/natural-
gas/london/european-gas-demand-fell-11-on-year-
in-2014-t0-26049067; “Gas supplies to Europe,”
Gazprom Export, http://www.gazpromexport.ru/en/

statistics/
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the feasibility of building new infrastructure
projects such as Turkish Stream and required
new infrastructure in the EU. It is also
important to recall that Gazprom was placed
on the US sanctions list in September 2014.%
The existing pipelines across Ukraine deliver
gas under contracts with defined delivery
points to customers in a number of EU
countries including Bulgaria, Hungary,
Moldova, Poland, Romania, and Slovakia.
Reorienting these supplies for delivery through
Turkish Stream via Greece will not end the
EU’s concerns over the security of supply. It
will just transfer the geopolitical and political
problems that trouble the EU relationship with
Russia away from Ukraine to Turkey. Potential
disagreements between Turkey and Russia
over pricing, payment or other issues could
also lead to supply disruptions. In any case,
political tensions between the two countries
are inevitable.

Moreover, Gazprom expects European
customers for its gas to change the delivery
points in their contracts for purchase at
the Greek-Turkish border instead of at the
Ukrainian border or established European
hubs like Austria’s Baumgarten. It has called
on European buyers to build the necessary
infrastructure in their countries to receive
this gas. The demand for new infrastructure
is already proving contentious with the EU,

25 “Announcement of Expanded Treasury
Sanctions within the Russian Financial Services,
Energy and Defense or Related Materiel Sectors,”
U.S. Treasury Press Service, September 12, 2014.
Treasury has imposed sanctions that prohibit the
export of goods, services (not including financial
services), or technology in support of exploration or
production for Russian deepwater, Arctic offshore,
or shale projects that have the potential to produce
oil, to five Russian energy companies — Gazprom,
Gazprom Neft, Lukoil, Surgutneftegas, and Rosneft

— involved in these types of projects. http:/www.

treasury.gov/press-center/press-releases/Pages/

j12629.aspx
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although Gazprom could look to a reversal of
the existing Trans-Balkan pipeline so that its
gas flows can head from the Turkish-Bulgarian
border to the north and thereby counter the
EU’s objections. After all, Russian gas would
be able to meet the needs of Gazprom's existing
customers instead of leaving the Trans-Balkan
pipeline empty.

In fact, while Gazprom has reassured Turkey
that it would keep receiving the gas that it
would otherwise have received through the
Trans-Balkan pipeline, no such assurances
have been given to Bulgaria, Romania and
Moldova. Gazprom may see the Trans-
Balkan pipeline’s reversal as a way to feed
gas from the second branch of Turkish Stream
to its traditional Eastern/Central European
customers and may believe that the EU will
agree. On February 17, 2015, Hungary’s
Prime Minister Viktor Orban met with
President Vladimir Putin in Budapest and
offered his support for taking supplies that
would originate through the Turkish Stream
pipeline.” Currently, Gazprom is considering
the use of new pipeline networks from Greece
to Macedonia, Serbia, and Hungary.”
Gazprom is also planning an expansion of the
existing Blue Stream pipeline under the Black
Sea to central Turkey to 19 Bcm per year.? Blue
Stream is jointly owned by Gazprom and Eni.
While its capacity is 16 Bem per year, Turkey’s
state pipeline company BOTAS currently

26 “Putin finds warm welcome in Hungary,
despite European chill,” Reuters, February 17,
2015, http://uk.reuters.com/article/2015/02/17/uk-
hungary-putin-idUKKBNOLL1XP20150217

27 “Greece, Macedonia, Serbia and Hungary
discuss ‘Turkish Stream’,” EurActiv, April 7, 2015,
http://www.euractiv.com/sections/energy/greece-
macedonia-serbia-and-hungary-discuss-turkish-
stream-313567

28 “Gazprom, Turkey agree to expand Blue
Stream capacity,” Oil & Gas Journal, October 1, 2014,
http://www.ogj.com/articles/2014/10/gazprom-
turkey-agree-to-expand-blue-stream-capacity.html
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takes about 14 Bem per year under a contract
signed in December 1997, which expires in
2025 but could be extended. Gazprom may be
thinking that extra gas delivered through Blue
Stream, which cannot be absorbed by Turkey,
could be fed into the planned Trans-Anatolian
Gas Pipeline (TANAP). TANAP is initially
expected to be used for shipments of gas from
Phase 2 of Azerbaijan’s offshore Shah Deniz
gas and condensate field. TANAP will be
built from the Georgian-Turkish border to the
Turkish-Greek border, and majority-owned by
Azerbaijan’s state oil company SOCAR (58%),
with BOTAS (30%) and BP (12%) holding the
remaining shares.?”” By the end of 2020, TANAP
will connect at the Turkish-Greek border to the

29 “Turkey and Azerbaijan begin
construction of TANAP pipeline,” EurActiv, March
17, 2015, http://www .euractiv.com/sections/energy/
turkey-and-azerbaijan-begin-construction-tanap-
pipeline-312964.
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new 10 Bem per year Trans Adriatic Pipeline
(TAP). TAP will be built across Greece
into Albania and under the Adriatic Sea to
southern Italy.*® TAP’s existing shareholders
are BP (20%), SOCAR (20%), Statoil (20%),
Fluxys (19%), Enagas (16%), and Switzerland’s
Axpo (5%), although changes in this investor
structure are possible. In the future, TAP can
be expanded to 20 Bem.

As currently envisioned, TANAP’s initial
capacity will reach 16 Bcm per year, with 6
Bem to be delivered to the western Turkish
domestic market and 10 Bcm planned for
onward shipment to Europe through TAP.
By 2023, TANAP could be expanded to
24 Bem and by 2026 to 31 Bcm in order to
accommodate additional Azerbaijani gas
from new offshore developments and from

30 “Trans Adriatic Pipeline route,” Trans
Adriatic  Pipeline,  http://www.tap-ag.com/the-

pipeline/route-map
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other regional sources, such as Kurdistan,
Turkmenistan, and possibly Iran. TANAP's
expansion in 2023 could be seen by Gazprom
as being able to take excess volumes from Blue
Stream and as a way to head off other regional
gas from entering the pipeline. In addition,
Gazprom may be looking at the TAP expansion
to 20 Bcm as a means of accommodating some
Turkish Stream volumes from a third branch.™
TAP has considered an Ionian extension from
Albania into Montenegro, southern Croatia,
and Bosnia and Herzegovina -- markets that
Gazprom would also like to penetrate.
Turkey’s gas rapprochement with Russia is
also tied to the government’s negotiations
with Gazprom for lower gas prices. At the
time of the signing of the Turkish Stream MoU
in December 2014, Gazprom mentioned a 6%
price discount for Turkey, which wanted 15%.
Any deal between the two governments for
new pipeline supplies is likely to be linked to
substantially lower gas prices for Turkey. In
fact, a price reduction of 10.25% in the price
that BOTAS pays for Gazprom’s gas could
be the compromise that allows the first 15.75
Bem branch of Turkish Stream to be built for
Turkey’s domestic market. *

It is not surprising then that Azerbaijan’s
President Ilham Aliyev traveled to Ankara
on January 15, 2015, soon after the Turkish
Stream announcement.*® He needed to get
reassurances from Turkey that it was still

31 Russia can us Trans Adriatic Pipeline,
Commission confirms,” EurActiv, March 6, 2015,
http://www.euractiv.com/sections/energy/russia-
can-use-trans-adriatic-pipeline-commission-
confirms-312688

32 “Moscow and Ankara agree 10.25%

gas discount for Turkey,” RT, March 18, 2015,
http://rt.com/business/241949-russia-turkey-gas-
discount

33 “President of Azerbaijan Aliyev is in
Turkey,” Republic of Turkey Ministry of Foreign
Affairs, January 15, 2015, http://www.mfa.gov.tr/
president-of-azerbaijan-aliyev-is-in-turkey.en.mfa
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committed to the Southern Gas Corridor
project with Baku for the Shah Deniz field.
The Final Investment Decision (FID) for the
TANAP pipeline was yet to been taken and
there is cause for concern by Azerbaijan that
Ankara could end up prioritizing the Turkish
Stream pipeline. The two projects have similar
timelines.

Getting these reassurances may be easier for
Azerbaijan in the aftermath of Turkey’s June 7,
2015 parliamentary elections. These elections
have complicated Gazprom’s Turkish Stream
plans, particularly for the second, third and
fourth pipeline branches to supply the EU.
The shake-up in the country’s parliamentary
political make-up that resulted from these
elections means that President Recep Tayyip
Erdogan’s Justice and Development Party
(AKP) no longer holds a parliamentary
majority. This has presented Turkish
opposition parties with a likely say in how
the Turkish Stream pipeline progresses. The
opposition parties all appear to be strong
supportersof TANAP. What’smore, untilanew
government can be formed, Turkish Energy
Minister Taner Yildiz is acting in a caretaker
position and could eventually be replaced.
Gazprom had expected an Intergovernmental
Agreement (IGA) for Turkish Stream to be
signed by July 2015, but the current domestic
political situation and the absence of a sitting
parliament to ratify the IGA could delay any
immediate action. The delay would be greater
if no coalition government emerges by the end
of July and new elections are then scheduled
for this autumn.

At the same time, the Russian government
and Gazprom continue to make every
effort to realize the Turkish Stream project,
most recently enlisting the support of
Greece’s Syriza government led by Prime
Minister Alexis Tsipras who has committed
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to the pipeline’s extension into Greece.*
Gazprom’s determination may be linked to the
achievement of several goals with the Turkish
Stream project. The first would be to bypass
Ukraine’s transit network. The second would
be to secure Turkey — which is its second
largest export market after Germany — as a
long-term major Gazprom customer. The third
would be to squeeze future Azerbaijani gas
and gas from other regional sources out of the
Southern Gas Corridor, preventing them from
becoming competing suppliers to Europe.
Clearly, however, Ukraine’s energy role in the
Black Sea is being increasingly reduced and
whatever its aspirations may have been to
become a more substantial gas producer and
possible exporter in its own right have been
put on hold indefinitely.

34 “Russia, Greece sign €2bn deal on Turkish
Stream gas pipeline,” RT, June 19, 2015, http://
rt.com/business/268279-russia-greece-turkish-

stream/
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The Southern Gas Corridor and the Challenge of Turkish Stream

n an ideal world, Russia and the European

Union would be partners in achieving
mutual energy security. But this is not an ideal
world and, as a result, energy integration in
the Black Sea region is taking a particularly
strained form: one set of new pipelines
designed to connect Europe with a new
supply source outside Russia, notably the
Caspian; and another to enable Russia to
bypass Ukraine by way of Turkey.
That these two systems will co-exist is not to
be doubted, but in a world in which Cold War
imagery is becoming ever more prominent,
whether that existence will be peaceful or
antagonistic remains unclear.
The pipelines under consideration are those
being developed to ship gas. They constitute
the sole focus of this paper because gas is
currently the most politically contentious fuel
in regional energy — and because both Russia
and Russia’s competitors are spending massive
sums to develop these systems at a time when
the balance of gas supply and demand in the
Black Sea region is undergoing considerable
change.
This is not to say that the provision of oil or
the integration of regional electricity networks
is not important; it is. But in terms of regional
energy security, whether defined in the context
of the Black Sea region alone or in the broader
context of relations between Russia and the
European Union, there is no more pressing
issue, and no greater uncertainty, than gas.
This paper therefore focusses on two main
elements: the development of the EU-backed
Southern Gas Corridor (SGC), which aims
eventually to bring both Caspian and Middle
Eastern gas to European Union member
states, and Russia’s programme to develop
Turkish Stream, a pipeline across the Black Sea
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intended to serve European Union customers
by way of a supply terminal to be built on
the Turkish-Greek border. Both systems, of
course, also intend to supply Turkey directly.
These major programmes — the former already
cost $48 bn and the latter is expected to cost
at least $33bn — do not exist in isolation. They
both influence and will be influenced by such
factors as the changing gas balance within the
region, not least as Romania moves steadily
towards meeting its own requirements
through indigenous production and the
development of regional gas interconnectors.
But their completion in the next few years will
radically change the pattern of European gas
supply, with profound consequences for the
states through which the two systems will
pass, the states which stand to benefit from the
construction of both systems, and the states
that will be forced to change their gas supply
arrangements as a result of Russia’s Turkish
Stream project.

In terms of regional integration, these projects
have the potential to shape the gas distribution
map of the Black Sea region in very different
ways. The SGC is being developed to
implement several complementary goals.
Its initial goal is simply to convey some 10
bem/y gas from Azerbaijan to the major
consumer countries in the European Union
by way of Italy, together with 6 bcm/y to be
delivered to Turkey; but a supplementary
goal in this initial stage is to start ending the
isolation of the Balkan states from alternative
suppliers to Russia. A longer term objective
is to open the way, through expansion of the
system, to gas from other Caspian and Middle
Eastern sources and to start developing a
proper distribution network throughout the
Balkans for increased volumes of gas from
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new providers. However, this goal may be
challenged as a result of Russia’s move to
develop Turkish Stream, since, somewhat
ironically, this will give Gazprom at least an
option to utilize the third element in the SGC
pipeline system, the TAP line, to carry some
10-12 bem/y of Russian gas to Italy.

This poses a particular challenge both
to pipeline developers and to politicians
concerned about European energy security.
All the gas to be carried by the SGC will come
from new providers, thus enhancing supply
diversification for consumers and market
diversification for producers. However, the
gas to be piped through Turkish Stream
essentially represents a re-routing of existing
gas supplies. It does not bring new sources of
gas to market. Indeed, were Russia to utilise
the TAP line, this would hold back the supply
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of gas to Europe from new suppliers whilst
redirecting 10-12 bcm/y of Russian supplies
that currently reach Central Europe via
Ukraine to southern Italy.

At first sight, such volumes do not appear
to be particularly large, given that the
European Union last year (2014) consumed
some 409 bcm while Turkey consumed 47.5
bcm.1 But with Europe’s own production
falling, and with climate change policies
prompting ever greater attention to the use
of gas as an alternative to coal, then even in
an era of falling European gas demand such
volumes are highly significant: those from
the Caspian because they help diversify the
source of supply; those from Russia because

1 Eurogas, 25 March 2015, http://www.
eurogas.org/uploads/media/Eurogas_Press
Release - New Eurogas data confirms

dynamic EU_gas market.pdf
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they contribute to baseload provision.
Overall, the development of these pipelines
will impact on all the states of the Black Sea
— Russia, Georgia, Turkey, Bulgaria, Romania
and Ukraine. By extension, it will also impact
on such Black Sea neighbours as Greece,
Moldova and many other Balkan states. But
the most important impact will be on European
gas supplies as a whole. This really is a very
peculiar situation in which Russia may well be
placing itself in a position in which, by using
the EU’s own energy regulations, it can take
commercial advantage of one section of the
EU-backed Southern Gas Corridor, the TAP,
and in doing so potentially undermine both
the commerciality of other key sections of the
SGC and delay the introduction of further
non-Russian gas supplies to Europe.

THE SOUTHERN GAs CORRIDOR
In terms of project implementation, the SGC
is far more advanced than Turkish Stream.
Contracts worth some $10 bn have already
been signed; physical work has started on one
of the three pipelines that constitute its initial
stage, the South Caucasus Pipeline expansion
(SCP-X) in Azerbaijan and Georgia; pipe has
been ordered for the second line, the Trans
Anatolian Pipeline (TANAP) across Turkey,
and land acquisition has begun in both Greece
and Albania for the third pipeline, the Trans
Adriatic Pipeline (TAP) from Turkey’s border
with Greece to southern Italy.
Overall, there are four main elements involved
in developing the SGC.
These are:
¢ The upstream development of Shah Deniz
itself, together with the infrastructure
required to land and process the gas at
the Sangachal terminal. This is the Shah
Deniz Phase Two (SD2) project, intended
to produce some 16 billion cubic metres
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of gas a year (bcm/y) with gas production
starting in 2019 and reaching its plateau
level in or around 2022. This gas will
all be exported, with six bcm/y going to
Turkey and 10 bem/y to European Union
customers under contracts that have
already been signed. An earlier phase of
field development, Shah Deniz Phase One
(SD1), came on stream in 2006/7 and is
currently capable of producing some 9.9
bem/y, of which 6.5 bcm/y is exported to
Turkey by means of the existing South
Caucasus Pipeline. The SD2 development
alone accounts for around half of the $48
bn cost of the entire SGC project cited in
December 2014 by Rovnag Abdullayev,
the CEO of Azerbaijan's state oil company
SOCAR, which is a major stakeholder in
all elements of the corridor project.

¢ The expansion of the existing 693-km
South Caucasus Pipeline (SCP-X) to enable
it to carry the additional 16 bem/y of gas
bound for Turkey and the EU, together
with small additional amounts required
to operate the system.

e The 1,800-km TANAP project through
Turkey; this will start at a connecting point
with the SCP-X at the Georgian-Turkish
border and terminate at Ipsala/Kipoi,
where it will connect with TAP. (Ipsala
is the closest Turkish town and Kipoi the
closest Greek community).

e The 860-km TAP project — the Trans-
Adriatic Pipeline — from Kipoi to San Foca
in southern Italy.

These projects all have to be ordinated to

ensure their capacities and, above all, their

timeframes are properly synchronised to the
start-up of SD2, now expected in 2019. The
process is aided by the shareholding structures
of the various ventures. Thus SOCAR, the
State Oil Company of Azerbaijan, holds a 10%
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stake in Shah Deniz (of which the SCP pipeline
is an integral part); a 58% stake in TANAP; and
a 20% stake in TAP. BP holds a 28.8% stake in
Shah Deniz/SCP; a 12% stake in TANAP; and
a 20% stake in TAP.

Most of the major engineering, construction
and supply contracts for the upstream
development at SD2 were signed in 2014,
and work started on major construction sites
in Azerbaijan and Georgia. In December
2014, SOCAR announced that the TANAP
group had awarded construction following
extensive orders for actual pipe delivery. TAP
is somewhat less advanced, but only because
it is running to a different schedule as it will
not enter service until a year after SCP-X and
TANAP. This, in turn, is because Shah Deniz
will only start producing the gas for delivery
to Europe a year or so after the start of gas
deliveries to Turkey. Curiously, TAP actually
took its formal Resolution to Construct in
November 2013, several weeks before the Shah
Deniz consortium took its counterpart action,
the Final Investment Decision, concerning the
upstream development of SD2 and SCP-X.2 In
March 2015, TAP began the prequalification
process for two key contracts, the first for
engineering, procurement, construction, and
installation of the 105-km, 36-inch subsea
section that is to connect Albania to Italy; and
the second for the supply of offshore linepipe
and coating.

TURKISH STREAM

In contrast to the SGC, Russia has yet to
start physical implementation of the Turkish
Stream project unveiled by President Putin
in Ankara on 1 December 2014, although it

2 The TAP RtC was not actually announced
until just after the Shah Deniz Partners had
announced the FID for the SD2 project on 17
December 2013.
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is crucial to realise that this project will in
practice utilise some €6bn worth of contracts
signed by Gazprom in 2014 when Russia’s
goal was to build a new pipeline to Europe by
means of an offshore link to Bulgaria, rather
than to Turkey.?

Turkish Stream constitutes the complementary
offshore (and Turkish onshore) leg of a project
which Russia confusingly (and probably
deliberately) terms its ‘Southern Corridor’
project — and it cannot be assessed in isolation
from it. For some years, Gazprom has been
engaged in a $22.5bn project to upgrade or
lay some 2,506 kms of gas pipeline from
Pochinki, in the Nizhny Novgorod oblast, and
Pisarevka, in Voronezh oblast, to the Russkaya
compressor station near Anapa on the Black
Sea coast. Russkaya was originally intended
to be the jumping off point for South Stream,
Gazprom’s previous proposal for a 63 bcm/y
four-string offshore pipeline across the Black
Sea to Bulgaria. It will now be the starting
point for Turkish Stream.

With Gazprom already committed to
spending some €6bn on the offshore sections
of Turkish Stream (the value of the various
contracts signed for South Stream in 2014),
together with additional costs to be incurred
for the construction of the 180-km landline
across Turkish Thrace, the planned terminal at
Ipsala, and revisions to the original contracts
because the new route will be slightly longer
than the old, total costs for Turkish Stream
are likely to reach $10 bn. Moreover, these
are simply the costs for a two-string system.
Laying another two strings and installing

3 The Turkish media began calling Mr.
Putin’s proposal ‘Turkish Stream’ within days
of the initial announcement. By mid-December,
Turkish Energy Minister Taner Yildiz was using the
phrase. Turkish Stream is now the standard popular
description for the project being implemented by
the Gazprom subsidiary, Gazprom Russkaya.
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the requisite compression facilities would
probably cost at least a further $5 bn.*

4 Offshore pipelines commonly consist of
‘strings’. Each string is, in effect, a separate pipe
laid alongside, or near, other pipes. But collectively
they are considered a pipeline. The Southern Gas
Corridor essentially consists of a single physical
pipe (although twin 36-inch pipes will be used for
TANAP’s offshore section between Anatolia and
Thrace). The offshore section of Turkish Stream will,
according to Gazprom'’s declared goals, consist of
four strings, each capable of carrying 15.75 bcm/y.
Initially one can expect a single physical pipeline
to be built across Thrace to Ipsala to carry gas
transported across the Black Sea by the first two
strings. This may well be of sufficient physical
size (particularly since it will not have to carry
gas bound for the Istanbul region itself) to carry at
least some third string gas as well, although in all
probability, a second onshore line will be required
for the second pair of strings, should they actually
be built.
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Turkish Stream, as with South Stream before
it, constitutes the southern element in a twin-
pronged approach by Russia to develop new
export lines to European customers that would
enable it to end its reliance on transit pipelines
across Ukraine. The northern element is
Nordstream, whose first 27 bem/y capacity
string began carrying gas in November 2011
and whose second string, also 27 bcm/y
capacity, was opened in October 2012.

Turkish Stream is a serious project and almost
certainly at least the first two strings of this
system will be built, providing Russia with
the ability to transport 31.5 bcm/y of gas to —
and through — Turkey. Whether the remaining
two strings are laid is more problematic, but
Moscow does not need to take a decision on
them for some years. Landfall for Turkish
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Stream will be at Kiyikoy, on the Black Sea coast
of Turkish Thrace, while an accompanying
180-km pipeline will be built across Thrace
to Ipsala, on Turkey’s frontier with Greece,
to enable deliveries to reach Turkey’s border
with the European Union.

The most important aspect of the project
is that Russian officials have stressed that
real work is to start in 2015; a consequence
of the fact that Turkish Stream is the heir to
contracts that Gazprom signed in 2014 when
it was planning to lay South Stream. Gazprom
group companies signed contracts worth €1bn
in January 2014 for physical pipe for the first
string of the original South Stream project, and
a second set of contracts worth €800m in late
March for pipe for the second string. Delivery
was to Bulgaria, and the pipe ordered under
these contracts is now stored at the port of
Varna. Gazprom also signed a €2bn contract in
March 2014 with Italy’s Saipem to lay the first
string, and in April 2014 it signed a further
contract with the Swiss company, Allseas, for
the world’s biggest pipelaying vessel, the Pieter
Schelte to lay the second string of South Stream.
This contract was believed to worth between
€1.2 and €1.5 bn. The physical pipe for both
strings has been both forged and delivered
to Bulgarian terminals, and these will now be
recycled for use by Turkish Stream.

Saipem was to have started laying South
Stream before the end of 2014, although no
offshore pipe had been laid as of 1 December,
when President Putin unveiled his dramatic
change of plan. But the company’s principal
pipelaying vessel, the Saipem 7000, along with
another Saipem pipelaying vessel, did sail to
the Black Sea. As of June 2015, both vessels
were understood to be still in the Black Sea
although no offshore pipe had actually been
laid. With the new Turkish Stream route to
Kiyikoy able to utilise roughly three-quarters
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of the previously surveyed South Stream
route to the Bulgarian port of Varna, and
with pipelaying being an activity that can be
interrupted, there is little reason to doubt that
the Saipem 7000 will at least make a start on
laying the first string during 2015. However,
as of early 2015, the Pieter Schelte was still in
Rotterdam and pipelaying for the second
string was not expected until 2016.

Vladimir Chizhov, Russian Ambassador to the
European Union, told the author in January
that the initial requirement of the planned 63
bcm/y system was to be able to supply gas to
the Istanbul area, and that this could not be
done if the pipeline were to make a landfall,
as some reports had previously suggested, on
Turkey’s Anatolian Black Sea coast. He also
said that the immediate aim was to develop
the project through implementation of the
contracts signed in 2014.°

Chizhov and other Russian officials have
confirmed that Turkish Stream’s first 15.75
bem/y string will serve Istanbul. This is
quite logical, since it will simply replace gas
supplied to Turkey via the Trans-Balkans
line that passes through Moldova, Romania
and Bulgaria after transiting Ukraine. The
line also supplies some gas to the countries
through which it transits and so, although the
bulk of first string output will undoubtedly
be used to supply the Istanbul area, a portion
of it, perhaps some 3-4 bcm/y, will be used
to supply Gazprom’s other customers in the
region.

As for the second string, there are at least two
main ways in which Gazprom can ensure its
throughput serves existing customers, without
requiring any additional infrastructure. One
would be to utilise the TAP pipeline being
built as part of the EU-backed Southern Gas

5 Interviews with Chizhov by the author,
Athens 23 and 24 January 2015.
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Corridor; the other would be to utilise part
of the West Balkans pipeline system, but in
reverse, with gas flowing north into Bulgaria
and Romania, rather than south into Turkey.
The first option is particularly intriguing — and
potentially worrisome for the developers of the
EU-backed Southern Gas Corridor, because it
could serve to block the medium- and long-
term augmentation of gas supplies to Europe
from the Caspian and Middle East.

The possibility that Russia might seek to utilize
TAP - and it should be noted that neither
Gazprom nor the Russian government are
understood to have raised this issue openly
— dates back to within the first few days of
Turkish Stream.6 The TAP pipeline is being
built in accordance with EU regulations that
provide for the first 10 bcm/y of shipments
to be organised without any requirement for
competition from third party suppliers: in
other words, it is reserved for SD2 gas. But
the line is being designed and constructed so
that, as and when additional compressors are
installed, it can carry at least 20 bcm/y — and
quite possibly around 23-24 bcm/y.

TAP is due to enter service as a 10 bem/y
capacity line in early 2020. Should Gazprom
proceed with Turkish Stream at the pace
indicated by Russian officials, then its second
string should be ready for use sometime in
2017. By 2018 or 2019, the 180-km onshore
pipeline from Kiyikdy to Ipsala should also be
ready for use. Gazprom would then possess the
flexibility to commit to a substantial volume of
gas to TAP if it so chose. If it wished to use
TAP from the outset, Gazprom would have to
signal its intentions well in advance so that the
requisite extra compressors for the expansion

6 The author publicly raised this possibility
in an address in Brussels on 11 December 2014. He
is unlikely to have been the only person to think of
it.
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phase could be ordered, and installed, from
the very start.

No other producers are expected to be
in a position to supply gas to the SGC in
significant volumes by this date. The ‘next
wave’ of post-SD2 Azerbaijani projects, for
which much of the capacity expansion in
the SGC system was intended, are not really
expected to come seriously on stream until
2023. Unless Turkmenistan finally gets its
act together or Iran not only resolves its
outstanding nuclear-related problems with
the 5 + 1 group but also gets its infrastructure
in order to take advantage of the situation, no
other major potential supply source is likely
to be in a position to contribute substantial
input to the SGC system by 2020. Gazprom
might therefore be reasonably expected to
win a capacity auction and thus book space in
the line. In practice, should it adopt the TAP
approach, Gazprom could use the line to ship
some 10-12 bem/y of second string gas to Italy,
with the balance of second string capacity,
roughly 4-6 bcm/y, used to supply additional
gas to a steadily rising Turkish market.

The author has confirmed with senior
European Commission officials that there
is no obstacle to Gazprom seeking to secure
access to TAP’s expansion phase capacity.7
Moreover, Russia has already agreed with
Turkey that the terminus for the onshore
section of Turkish Stream would be Ipsala, the
terminus on the Turkish side for TANAP, thus
enabling Russian throughput from Turkish
Stream to access TAP with minimum technical
fuss.

An alternative, or perhaps complementary,
option would be for Gazprom to seek to
supply existing customers in Central and
Eastern Europe by means of reversing the

7 Discussion with senior EC Energy official,
Brussels, 11 Dec 2014.
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Trans-Balkan line which it currently uses to
supply gas to Turkey via Ukraine, Moldova,
Romania and Bulgaria.8 However, if Gazprom
sought to implement reverse-flow through the
Trans-Balkan line, it would raise the question
as to how could it ensure this conformed to
EU regulations. There is also the issue that
while reverse flow through the Trans-Balkan
line would help Gazprom deliver gas to some
existing customers, it would not be able to
serve major customers in Hungary, Slovakia
and further into Central Europe unless there
were major improvements made in developing
gas pipelines across Romania or through
Serbia. Moreover, Romania is moving steadily
towards gas autonomy, producing as much
gas domestically as it needs for its own internal
consumption. Indeed, should its Neptun field
prove as promising as its developers hope,
there are prospects for Romania to become a
modest net exporter in the 2020s.

For President Putin, for Gazprom and for
Russia as a whole, there are several advantages
in developing a two-string system: it makes
intelligent use of the contracts Gazprom
has already signed with regard to South
Stream; it saves face for the Russians; and it
leaves open the idea of a 63 bcm/y system
at some indefinable point in the future. It
also eliminates, at least for the first string,
the issue of having to ensure development
of infrastructure in accordance with EU
regulations, the problem that confronted
South Stream since its offshore section was due
to make landfall in an EU country, Bulgaria,
while its onshore section would have been
subject to EU regulation throughout its length
as it would have involved construction either

8 This is a view most prominently argued
by Jonathan Stern of the Oxford Institute for Energy
Studies, who considers that the bulk of the second
string would probably be used in this fashion.
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in full EU member states or across member
states of the European Energy Community,
which also apply EU energy regulations.
Officially, Turkish Stream is described by
Gazprom as a four-string system, with
President Putin saying that the 63 bcm/y
system would culminate in a terminal at the
Turkish-Greek border capable of handling
50 bem/y. However, with regard to the third
and fourth strings, Gazprom will require
fresh infrastructure to get their throughput to
market. It is one thing for President Putin to
declare his intention to construct a 50 bem/y
terminal on Turkey’s border with Greece
from which gas would then be supplied to
customers in the European Union; it is quite
another matter to build such a terminal in
the absence of the necessary infrastructure
to carry such volumes of gas to from the
terminal to customers within the European
Union. Someone would have to invest some
very large sums indeed to ensure the delivery
of some 31.5 bcm/y of third and fourth string
gas to market and, since markets on that scale
would require construction of a pipeline from
the Turkish-Greek border at least to Southern
Italy or through the Balkans to northern Italy/
Austria, the costs would be likely to reach €4-5
bn for the former and €8-10 bn for the latter.
Greek officials told the author in January
that so far no one had made any approach to
Greece about the possible onward transit of
Russian gas to EU customers further afield.’
Whether Gazprom itself would be prepared
to consider such outlays to secure access to
9 This paper was written before Russia
and Greece signed an MOU in St Petersburg on
19 June 2015 on an extension for Turkish Stream
across Greece. This was described as €2 bn Russian-
Greek joint venture, with Greek costs covered by
Russian loans. There was no immediate indication
concerning either the proposed timetable for the

project or any onward connection from Greece to
Italy.

23



markets, or whether European customers
would be interested in raising funds of such
magnitude to ensure access to Russian gas — or
a combination of the two —must be considered
highly doubtful given current financial
constraints in the gas industry, notably in
Russia. Moreover, since any such pipeline
would have to be built and operated strictly
in accordance with EU regulations, it would
have to build in the principle of eventual
third party access to the system, even though
such a project would nonetheless be assured
of receiving some initial exemption from full
third party access in its early years.

One question which Russian officials have yet
to answer is how the development of Turkish
Stream can be related — if at all — to Russian
obligations to honour existing long-term
supply agreements to EU customers in Central
and Eastern Europe. Some of these, notably
Bulgaria and Greece, could be supplied by
Turkish Stream, as could Italy — at least to a
limited extent. But others, notably Serbia,
Hungary, Slovakia and Austria could not.
There does appear to be a view in Russia
that delivery to the EU border is sufficient to
meet the terms of existing contracts, but this
is disputed by western gas analysts. Indeed,
there was a sharp discussion on this subject at
a conference workshop in Vienna in January
2015 between two extremely prominent
analysts, Andrey Konoplyanik, Adviser to the
Director General of Russia’s GazpromExport,
and Jonathan Stern, of the Oxford Institute for
Energy Studies. Konoplyanik considered that
since EU regulations meant that Gazprom
would not actually own the gas molecules
once they were dispatched across the border
into the EU, it was for the EU to consider
“how to re-route the contracted amount to
Baumgarten.” For its part, Konoplyanik
10 Konoplyanik, Turkish Stream Workshop,
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anticipated, Gazprom would deliver gas to
the planned hub on the Turkey-Greece border
which would then be put up for auction to
customers in the EU. Stern considered that
delivery to such a hub would not be sufficient
to meet current contractual obligations
whereby Gazprom had to deliver gas to
locations agreed with its central European
customers. “It is not the obligation of the
buyer to get gas to the delivery point; it is the
obligation of the seller,” said Stern.!

Were Russia to book space on TAP it would
have profound consequences for alternative
suppliers seeking access to the SGC, since
they would no longer be able to utilise its
planned capacity expansion and, like the third
and fourth strings of Turkish Stream, they
would have to wait for fresh infrastructure
to be developed from Ipsala/Kipoi to the
rest of Europe. By limiting Azerbaijan’s ‘next
wave’ of anticipated exports, or confining it
to a Turkish market that was already in the
position to receive a lot more gas from Russia,
Gazprom would probably ensure that the
economics of TANAP would get worse than
they already are, because a pipe built with a
56-inch diameter (which costs a lot more than
a pipe of just 42-inch or 48-inch diameter) will
continue to only carry the original 16 bem/y of
SD2 exported, rather than the prospective 30-
33 bem/y that a 56-inch line can carry. Concern
for the economics of TANAP was the main
reason why Statoil and Total decided not to
join that project, and then to withdraw from
Shah Deniz altogether. Of the original Shah
Deniz partners, only BP has joined SOCAR in
taking a stake in TANAP. This probably reflects
two factors. The first is that BP is more willing

European Gas Conference, Vienna, 28 January 2015.
Author’s note.

11 Stern, Turkish Stream Workshop,
European Gas Conference, Vienna, 28 January
2015. Author’s note.
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to take a long term view of TANAP, and thus
be more patient about securing a return on its
investment which will cost the company 12%
of whatever is TANAP’s final cost. The second
is that BP has so much at stake in Azerbaijan,
where it is a major shareholder (and operator)
of the giant Azeri-Chirag-Guneshli oilfield as
well as operator at Shah Deniz, that it cannot
really say “No’ to a project such as TANAP; all
it can do is try to keep the costs down."

Shah Deniz consortium members have spoken
emphatically of their hopes that other countries
can input gas into the SGC system. On 10
February 2014 Azerbaijani Foreign Minister
Elmar Mamedyarov said in Baghdad that Iraq
- and, indeed, any other country — would be
welcome to use the new lines being developed
to carry gas from Azerbaijan to Europe. The EU
has long negotiated with Baku and Ashgabat
for possible Turkmen input into the system,
and the Kurdistan region of northern Iraq and
the Eastern Mediterranean are routinely cited
as further potential contributors of gas.”® As

12 It might seem peculiar that BP and its
partners in Shah Deniz should have persevered
for so many years, given the complexities of both
developing and exporting gas to market over long
distances. Part of the answer is that while gas may
yield relatively thin profits, the Shah Deniz field
is also condensate-rich. And there is no need for
much fresh infrastructure to handle the condensate
and export it, since it can utilise the Baku-Tbilisi-
Ceyhan oil pipeline, which opened in 2006.

13 The companies developing the EU-backed
Southern Gas Corridor are not specifically seeking
input from Turkmenistan, but would welcome
such input if it was offered by Ashgabat. “If we did
transport Turkmen gas to European markets,” a
senior Azerbaijani official told the author in 2014,
“it would improve TANAP’s IRR (internal rate of
return).” He stressed that Azerbaijan would not
seek to block any Turkmen input into the system,
but that it would be up to Ashgabat to make the first
move — and he was not confident that Turkmenistan
would be interested in making such a move.
Despite all the prospective advantages that both
Turkmenistan and the developers of the SGC would
gain from Turkmen input into the system, and,
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for Iran, its gas would be extremely welcome
from a European perspective, so long as it was
the result of an agreement on the outstanding
nuclear issue in a post-sanctions environment.
While it looks increasingly as if Iran possesses
not only the gas resources but the ability to
produce substantial increased volumes of gas
as a result of major phases of its giant South
Pars gasfield development project coming on
stream, it is far from clear that it possesses the
infrastructure necessary to carry such volumes
of additional gas to market.

Mamedyarov’s call for non-Azerbaijani
input was almost certainly an indication of
Azerbaijani concern that the new system, and
particularly TANAP, might require additional
input to ensure its commerciality. The
minister also pointed out that with the Shah
Deniz I contracts coming up for expiration in
2021, if TANAP does not get another wave of
Azerbaijani gas then the pipeline will only be
half full.

REespoNsEs TO TURKISH STREAM

Since President Putin announced Turkish
Stream, there have been at least three moves
to promote new pipeline systems in the Black
Sea region. None of these have specifically
referenced the possibility that Russia might
seek to secure access to TAP, and thus present
problems for those seeking to increase non-
Russian throughput of gas in the SGC once the
initial SD2 gas is flowing smoothly. But it is

indeed, the fact that Malaysia’s Petronas is both the
operator of Turkmenistan’s major Caspian offshore
gas production field and is acquiring a 15% stake in
the Shah Deniz consortium, the likelihood that the
necessary Trans-Caspian Gas Pipeline will be built
in the near future to enable Turkmen gas to access
the SGC at Sangachal still looks remote. “It's too
early” was the terse comment of that same senior
Azerbaijani official when contacted by the author
in March 2015.
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almost certainly no coincidence that a Russian
move which is capable of closing one door
to non-Russian supplies might prompt fresh
thinking on how to open alternative doors.
OnFebruary 2015, during a visit by Azerbaijani
President Ilham Aliev to Bulgaria, Bulgarian
Prime Minister Boyko Borisov declared after
a meeting with Aliev: “We want the Nabucco
pipeline project to be unfrozen and more
precisely — its part through Bulgaria,” and
that he expected a fresh presentation about the
need for Nabucco to be made to the European
Commission. Mr Borisov was referring to the
ill-fated Nabucco Pipeline project, developed
between 2002 and 2013 as a line that would
bring Caspian (and, initially, Iranian) gas
to Europe.14 This had originally envisaged
a pipeline system running from Turkey’s
borders with Georgia and Iran right through
to the Austrian hub at Baumgarten. Once
SOCAR had committed itself to developing
TANAP (with TANAP effectively substituting
for the Turkish section of Nabucco), a rather
shorter version of the project, known as
Nabucco West was developed. Nabucco
West, primarily developed by Austria’s OMYV,
was the principal contender to TAP in the
competition to carry SD2 gas to market in
the European Union. It had envisaged a line
from Turkey’s border with Bulgaria (where it
would have connected to a proposed terminal
for TANAP), through Bulgaria, Romania
and Hungary to the gas hub at Baumgarten
in Austria. In effect, in calling for a revival
of Nabucco, and with a specific reference to
Bulgaria, Mr Borisov was calling for a revival
of Nabucco West.

For its part, Slovakia’s Eustream gas
distribution company has likewise been

14 Bulgaria wants Nabucco gas pipeline’s
renewal, Trend News Agency, Azerbaijan, 4 March
2015.
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proposing a project called Eastring. This
envisages the creation of a pipeline system
between Slovakia’s border with Ukraine and
Turkey’s border with Bulgaria that would
be capable of operating in either direction:
either to carry gas from Central and Western
Europe to Bulgaria or from the Caspian
and the Middle East to the heart of Europe.
At this stage it is far too early to judge just
how realistic this plan is. Eustream says it is
close to signing memoranda of understanding
with Hungary, Romania and Bulgaria -
but MoUs are notoriously expressions of
desire, quite different from Final Investment
Decisions or Resolutions to Construct, which
constitute the start of actual implementation
of major projects. So far, Eustream has
disclosed capacities, costs and timetables
which convey little sense of how the project
would be developed. The line is supposed to
have a 20 bem/y capacity; to have a length of
between 744 and 1,015 kilometres depending
on the selected route; to have a first phase
construction cost of between €1.1 bn and €1.5
bn; and to start commercial operation by the
end of 2018.

But pipelines are expensive beasts, commonly
costing around $4m per kilometre for a 48-
inch line capable of carrying 20 bcm/y. That
would put the overall cost of the project at
anything from $3bn to $4bn, which tends to
indicate that the project’s developers are not
looking at a full delivery system for 2019, but
at some unspecified date thereafter.

Finally, BP, one of the leading partners in
developing the SGC, is dusting off its 2010-
2011 concept for developing various existing
pipelines in the Balkans into a roughly unified
system known as the South East European
Pipeline (SEEP). Although the loosest of the
original proposals for carrying SGC gas to
market, it had the virtue of working with a
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grain of mainstream thinking of energy security
within the European Commission: namely
that the most important short-and medium-
term measures that could be undertaken to
improve EU gas sector energy security was
the development of relatively small-scale
and low-cost interconnectors to end ‘energy
islands,” markets that are unconnected to
alternative suppliers and dependent solely on
Russian gas supplies. In 2015, a revived SEEP
can take advantage of the fact that the EU’s gas
interconnector programme is now far more
advanced than it was in 2010, when SEEP was
first proposed.

All three proposals seek, in effect, to develop a
substitute for the former Nabucco West project.
The question bedevilling them is whether
they can succeed where the original Nabucco
and Nabucco West projects failed: in other
words: can they secure a sufficient commercial
rationale to justify their costs? The original
Nabucco West project failed because, while
it enjoyed extremely strong political support
within the EU, its commercial rationale was
not as strong as that of the TAP.

ConcLusION

Turkish Stream does not pose a direct threat
to the Southern Gas Corridor, since the SGC’s
development is already well under way. But,
should Gazprom turn to the Trans-Adriatic
Pipeline to deliver some of Turkish Stream’s
throughput to markets in the European Union,
then it will indeed pose serious challenges to
the way in which the SGC evolves. In particular,
it will force both the partners developing the
SGC, and those EU member states who are
looking to diversify their sources of supply
and/or their methods of delivery to develop
a coherent programme for gas connections
in the Balkans and, via Southeast Europe, for
new connections to a central European hub
such as Baumgarten.
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Beyond Energy: Remarks about the Direction of Turkish-Russian

Relations and Their Implications for the Cyprus Problem

n 2012 analysts were warning that the

Syrian crisis could undermine the steadily
improving relationship between Turkey and
Russia.! Three years on, the expected erosion
of the Turkish-Russian friendship has yet to
occur. Despite their clashing positions over
Syria, the two countries’ economic ties have
actually kept on growing, especially in the field
of energy, with a new dramatic upswing more
recently, irrespectively — or rather arguably
because — of the widening rift between the
West (the USA and the EU) and Russia over
Ukraine.
Presently Russia is Turkey’s second biggest
trade partner (after Germany) and its chief
supplier of natural gas, while Turkey is among
Russia’s top ten partners in trade and its
second largest natural gas export market (after
Germany).” Both prominent economic actors
in Eurasia, the two countries say they aim to
triple the volume of their mutual trade by the
end of the decade (from around $30 billion
plus to $100 billion per year).?
Bilateral relations between Turkey and Russia,
the erstwhile Cold War adversaries, started
improving following the dissolution of the
Soviet Union in 1991 but have gained real
momentum since the mid-2000s when trade,
particularly in energy (mostly Turkish imports
of Russian natural gas), boomed alongside
increasing Turkish investments, especially in
1 Yigal Schleifer, “Turkey: Syria Crisis
Causes Russian Relations to Suffer”, EurasiaNet,
July 19, 2012, www.eurasianet.org/node/65684,
accessed April 13, 2015.
2 Habibe Ozdaletal., Turkey-RussiaRelations
in the Post-Cold War Era: Current Dynamics, Future
Prospects, USAK Report 13-6, July 2013,
http://usak.org.tr/images_upload/files/tiirkiye%20
rusya%?20ing%?20nete.pdf, accessed, April 10, 2015.
3 This has been the two countries’
often-expressed common target since 2009. Last

December, the projected time for reaching it was
pushed to 2023.
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the construction industry. While the volume
of trade between Russia and Turkey increased
from $3.4 billion to only $4.5 billion during
1996-2000, the change during 2001-2008 was
from $4.3 billion to $38 billion.*

At the same time, and with Turkey striving
to redefine its foreign policy strategies
independently of the West,®> the political
dialogue between the two governments
continued to develop with Russian and
Turkish officials consulting increasingly more
regularly on regional questions. And although
in 2008 the relationship was put under strain
because of the Georgia war,®it survived mainly
thanks to the economic links, which have
grown to bind the two countries inextricably.
Two years later Turkey and Russia agreed to set
up a High Level Cooperation Council (HLCC),
an intergovernmental mechanism designed
to oversee their mutual collaboration and to
promote a more coherent practical framework
for support and further enhancement of their
political and economic networks.” After its
creation in 2010, the Russian-Turkish HLCC
summits have been held annually, alternating
between Russia and Turkey with attendance
at the highest political level from both sides.?

4 Ozdal et al., Turkey-Russia Relations.

5 Richard Falk, “Can the U.S. Government
Accept an Independent Turkish Foreign Policy in
the Middle East?”, Insight Turkey, 16.1 (2014): 7-18;
and Ahmet Evin et al.,, Gefting to Zero: Turkey, Its
Neighbors and the West, Transatlantic Academy,
August 15, 2010, http://www.transatlanticacademy.
org/publications/getting-zero-turkey-its-
neighbors-and-west, accessed April 15, 2015.

6 Igor Torbakov, The Georgia Crisis and
Russia-Turkey Relations, The Jamestown Foundation,
November 26, 2008, http://www jamestown.
org/uploads/media/GeorgiaCrisisTorbakov.pdf,
accessed March 29, 2015.

7 Ozdal et al., Turkey-Russia Relations.

8 With the President from the Russian
side and Prime Minister from the Turkish side,
except for the last meeting of 2014 when Turkey
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Developments following the formation of
the HLCC so far confirm that Russia and
Turkey — literally — mean business and are
capable of practicing constructive engagement
and pragmatism in the name of advancing
common, especially economic, interests,
notwithstanding their divergences over such
important political issues as those raised by the
Georgian war, the situation in Syria, and more
recently the Russian annexation of Crimea.

At the first summit of the HLCC, held on 12
May 2010 in Ankara with the participation
of President Medvedev and Prime Minister
Erdogan, numerous cooperation agreements
were signed two of which were quite
significant: one concerned the construction
of a nuclear power plant in Mersin Akkuyu
and the other visa-free travel. The latter was
implemented in less than a year (on 16 April
2011), importantly further increasing the
already flourishing tourism between Russia
and Turkey.” The former concerned a deal
allowing a subsidiary of the Russian public
company Rosatom to build, own (with the
possibility of selling 49 per cent of shares to
other investors), and operate (for 15 years) a
nuclear plant at the Turkish southern coastal
site of Mersin Akkuyu. With an estimated
investment of $20 billion, this would be the first
of the three nuclear power stations included in
Turkey’s plans for 2023."° The implementation

was represented by President Erdogan. This latter
fact can be see as reflecting two things: Erdogan’s
continuing single-handed political dominance in
Turkey; and the close personal relationship between
the Russian and the Turkish leaders.

9 “Visa-free travel between Turkey and
Russia to begin on Saturday”, Sunday’s Zaman,
April 15, 2011, hitp://www.todayszaman.com
latest-news_visa-free-travel-between-turkey-and-
russia-to-begin-on-saturday 241113.html, accessed
March 27, 2015.

10 According to the Turkish Ministry of
Energy, the plan is to have two nuclear stations
in operation and one under construction by 2023
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of the project is now underway, though there
have been serious delays in the timeline due
to regulatory issues and Russia’s economic
difficulties resulting form the drop in oil
prices, as well as Western sanctions over the
Ukraine conflict.!!

The year 2011 saw further Turkey-Russia
cooperation in the area of energy transport,
more specifically in connection with the —
now dropped (see below) — South Stream
gas pipeline project. Having already allowed
Russia to conduct feasibility studies for the
project in its Black Sea exclusive economic
zone (EEZ), in December 2011 Turkey also
agreed to the building of the pipeline through
the Turkish EEZ. This gave a boost not only to
Russia’s South Stream plans, designed to carry
some 63 billion cubic metres of Russian gas
to Europe through the Black Sea, bypassing
Ukraine. At the same time, it confirmed to
Russia that Turkey was a ‘reliable partner’.?

(see http://www.enerji.gov.tr/tr-TR/Sayfalar/

Ulkemizde-Nukleer-Santraller, accessed April
3, 2015). In May 2013 a $22 billion contract was
signed with a Japanese-French consortium (Japan's
Mitsubishi Heavy Industries (MHE), Itochu Corp.
and France’s GDF Suez) for the second planned
nuclear station (to be constructed at Sinop, on
the Black Sea coast) (see http://www.reuters.com/
article/2014/10/14/nuclear-turkey-mitsubishi-
idUSL6N0S931K20141014, accessed April 3, 2015);
while in November 2014 the state electricity
generation company Elektrik Uretim AS (EUAS)
signed an agreement with the Chinese State
Nuclear Power Technology Corporation (SNPTC)
and American Westinghouse Electricity Company
to begin exclusive negotiations regarding the
construction of the third (http://www.world-
nuclear.org/info/Country-Profiles/Countries-T-Z/
Turkey/, accessed April 3, 2015).

11 “Russian Nuclear Plants in Turkey ‘Not
Ready Before 2022, Moscow Times, March 23,
2015, http://www.themoscowtimes.com/opinion,
business/article/russian-nuclear-plants-in-turkey-
not-ready-before-2022/517868.html, accessed April
3,2015.

12 “Turkish approval of South Stream gives
huge boost to Russia”, Sunday’s Zaman, December

28, 2011, http://www.todayszaman.com/business

turkish-approval-of-south-stream-gives-huge-
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It was reported that Ankara was granted in
return Russian concessions with regard to gas
pricing and take-or-pay agreements that were
costing BOTAS (Turkish state-owned pipeline
company) more than it wished to pay.?

In the run-up to President Putin’s visit to
Turkey in December 2012 — after he cancelled
one that was supposed to take place two
months earlier — there was anticipation of a
rupture between Russia and Turkey because
of their differences over the fate of Syria. After
the visit, however, commentators wrote about
the ‘cool pragmatism’ ruling the two countries’
relations. During the visit Putin and Erdogan
signed 11 agreements, and there were even
suggestions from various Turkish analysts
that Ankara and Moscow might be looking
for ways to work together on a diplomatic
solution to end the Syrian crisis."

boost-to-russia_266990.html, accessed April 3, 2015.
13 Yigal Schleifer, “Turkey: In Pipeline Deal
with Russia, Did Ankara Get a Bargain it Can't
Afford?”, EurasiaNet, January 11, 2012, http://www.
eurasianet.org/node/64823, accessed April 3, 2015.
The deal had attracted a lot of attention at that time,
especially as regards its implications for another
pipeline scheme for which the South Stream
pipeline was seen as a direct competitor, namely,
the EU-backed Southern Gas Corridor. The latter is
aimed at supplying Europe with non-Russian gas
from the Caspian basin and the Middle East, and
is promoted by the EU as part of its quest to reduce
its dependence on Russian gas. Turkey is a key
participant and transit country, initially through its
involvement in Nabucco, which faded in 2011, and
now TANAP, an Azeri-Turkish initiative launched
in 2011, shortly before Turkey signed the South
Stream agreement with Russia.

14 Semih Idiz, “Turkey, Russia Will Not Risk
Ties Over Syria”, Al-Monitor, December 7, 2012,
http://www.al-monitor.com/pulse/originals/2012/
al-monitor/turkey-russia-ties.html, accessed April
5,2015; and Ceylan Pinar, “They may disagree about
Syria but Russia and Turkey keep close business
relations”, The Economist, December 8, 2012, http://
www.economist.com/news/europe/21567974-they-
may-disagree-about-syria-russia-and-turkey-keep-
close-business-relations-cool-pragmatism, accessed
April 5, 2015.
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The latest test for Turkey-Russia ties has
been the on-going Ukraine crisis, including
particularly the Russian take-over of Crimea in
March 2014, which has been fuelling tensions
between Russia and the Western powers
since the beginning of 2014. But here again,
concerned about not upsetting its crucial trade
and energy ties with Russia, Turkey maintained
a rather moderate and cautious diplomatic
approach and, distancing itself from Western
efforts to “punish’ Moscow, did not join the US-
EU campaign of economic sanctions. And of
course this is notwithstanding Turkey’s being
a NATO member and its important position in
the Western security and political alliance. In
addition, one needs to bear in mind Turkey’s
unease about increased Russian assertiveness
in their common neighbourhood, particularly
in relation to Crimea — which is important
for Turkey, not only because of its strategic
location in the Black Sea, but also because of
the kinship Turkey has with its Muslim Tatar
population.’® In October 2014 the Turkish
Ambassador to Russia was reported to have
told a Russian media outlet that Turkish
authorities did not intend to impose sanctions
on Russia if asked to do so by the US or the
EU.*® Earlier Turkey had joined a group of
countries that offered to increase food exports
to Russia after the latter banned the import

15 Paul J. Saunders, “Russia, Turkey
inch toward improved relations”, Al-Monitor,
November 14, 2014, http://www.al-monitor.com/
pulse/originals/2014/11/russia-turkey-political-ties.
html, accessed April 10, 2015; and Deniz Arslan,
“Turkey pushing diplomacy over sanctions in
Crimea crisis”, Sunday’s Zaman, March 18, 2014,
http://www.todayszaman.com/diplomacy_turkey-
pushing-diplomacy-over-sanctions-in-crimea-
crisis_342453.html, accessed April 10, 2015.

16 “Turkey to Refrain From Sanctioning
Russia: Turkish Ambassador to Russia”, Sputnik,
October 24, 2014, http:/sputniknews.com/
world/20141024/194534944 html, accessed April 13,
2015.
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of European foodstuffs in response to the
sanctions.

More recently, at the fifth summit of their
HLCC held in Ankara on 1 December 2014,
the Russian president surprised the world by
announcing that, given the obstacles created
by the EU," Russia was abandoning the long-
planned South Stream gas pipeline project.
Instead, Putin revealed, Russia would redirect
the pipeline to Turkey, with the possibility
of linking it to a “hub’ to be built on Turkish
territory near the border with Greece to supply
gas to consumers in southeast Europe.'®
Putin also noted that Turkey would receive a
discount on gas and an additional 3 bcm of gas
annually. On the same day, Turkey’s BOTAS
and Russian Gazprom signed a Memorandum
of Understanding concerning the construction
of a gas pipeline across the Black Sea to Turkey
with 63 bem annual capacity.” In the days
that followed, signs began appearing that,
contrary to what some believed, Gazprom is

17 In no mood to make things easy for
Russia’s Gazprom, while it is in a serious standoff
with the country and imposing sanctions on it to
punish its interference in the conflict in eastern
Ukraine, the EU has been making legal objections
to the South Stream pipeline, which was to make its
entry into EU territory in Bulgaria, on competition
grounds. See Laurence Norman, “EU Tells Bulgaria
to Stop Work on Gazprom’s South Stream Project”,
The Wall Street Journal, June 3, 2014, http://www.
wsj.com/articles/eu-tells-bulgaria-to-stop-work-
on-gazproms-south-stream-project-1401811829,
accessed April 2, 2015.

18 “News conference following state visit
to Turkey”, President of Russia, December 1, 2014,
http://en.kremlin.ru/events/president/news/47126
accessed April 14, 2015; and “In Diplomatic Defeat,
Putin Diverts Pipeline to Turkey”, The New York
Times, December 1, 2014, http://www.nytimes.
com/2014/12/02/world/europe/russian-gas-
pipeline-turkey-south-stream.html, accessed April
14, 2015.

19 “In Search of New Partners: Putin’s
Turkish Stream For Turkey”, Natural Gas Europe,

February 11, 2015, http://www.naturalgaseurope.

com/new-partners-putin-turkish-stream-turkey,
accessed April 14, 2015.
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not bluffing but is serious about proceeding
with what it now calls the Turkish Stream.?
Last February, Gazprom’s CEO Alexei Miller
went to Ankara to meet with Turkish Energy
Minister Taner Yildiz and work out further
technical details of the Turkish Stream. It has
since been revealed that the pipeline will have
a capacity of 63 billion cubic meters (bcm)
of gas, 15.75 bem of which will be marketed
in Turkey and the other 47.25 bcm is to be
marketed to Europe through Greece, and that
the project is scheduled to be incorporated
into an inter-governmental agreement during
the second quarter of this year.” There is also
a tentative agreement that the route for the
onshore section of the pipeline will go through
the Thrace region, with landfall on the Black
Sea near the village of Kiyikdy, connecting
to a gas delivery point at Liileburgaz for the
Turkish customers and further on to a hub at
the Greek-Turkish border near Ipsala. This is
to serve as the delivery point for the European
customers. The total length of the pipeline in
Turkey will be 180 km.?

Meanwhile, Gazprom and BOTAS agreed on
a discount on Russian gas supplied to Turkey,
which Turkish Energy Minister Taner Yildiz
said was 10.25 per cent, that is, higher than
what was first announced back in December.”

20 Stanley Reed and Sebnem Arsu, “Russia
Presses Ahead With Plan for Gas Pipeline to
Turkey”, January 21, 2015, http://www.nytimes.
com/2015/01/22/business/international/russia-
presses-ahead-with-plan-for-gas-pipeline-to-
turkey.html? r=2, April 11, 2015.

21 “Russia Is Not Bluffing With Turkish
Stream Project”, Oilprice.com, February 25, 2015,
http://oilprice.com/Energy/Energy-General/Russia-
Is-Not-Bluffing-With-Turkish-Stream-Project.html
, accessed April 12, 2015.

22 “Alexey Miller and Taner Yildiz overfly
intended route of onshore gas pipeline”, Gazprom,
February 7, 2015, http://www.gazprom.com/press/
news/2015/february/article217568/, accessed April
14, 2015.

23 “Moscow and Ankara agree 10.25% gas
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Moreover, Turkey and Russia seem to
have committed themselves to negotiating
agreements on free trade, preferential trade,
a schedule for eliminating trade barriers, for
cooperation in banking and investment as
well as for the use of domestic currencies in
trade between the two countries. According to
Turkish Economy Minister Nihat Zeybekgi, the
aim here is ‘to achieve the maximum free trade
volume [that would be] possible between the
two countries’ in a way that is compatible with
the fact that ‘Russia is subject to the Eurosian
Customs Union and Turkey is subject to the
Customs Union with the European Union’.**

Overall, these dramatic developments
spanning the last decade clearly attest to a
movement of the centre of gravity away from
the West for both Turkey and Russia and to
the fact that, partly as a result of this, the two
countries are coming increasingly closer both
in the economic as well as the political spheres.

As a former US State Department senior

discount for Turkey”, Russia Today, March 18, 2015,
http://rt.com/business/241949-russia-turkey-gas-
discount/, accessed April 15, 2015.

24 “Turkey and Russia initial deals to further
cultivate trade ties”, Daily Sabah, December 1, 2014,
http://www.dailysabah.com/economy/2014/12/01/
turkey-and-russia-initial-deals-to-further-cultivate-
trade-ties, accessed June 20, 2015. This move
towards ‘freer’ bilateral trade has led to suggestions
by some analysts that the debate over Turkey
joining the Shanghai Cooperation Organization
(SCO) - currently made up of China, Russia,
Kazakhstan, Uzbekistan, Kyrgyzstan and Tajikistan
—could be back on the agenda (see Laman Sadigova,
“Turkey and Russia strengthen trade relations”,
Azernews, March 25, 2015, http://www.azernews.
az/analysis/79443 html, accessed April 15, 2015). In
the past, Erdogan said he asked Putin to ‘include
us in the Shanghai Five and we will say farewell
to the European Union’ (see Ihsan Dag1, “Turkey’s
quest for a Eurasian Union”, Sunday’s Zaman,
January 27, 2013, http://www.todayszaman.com/
columnist/ihsan-dagi/turkeys-quest-for-a-eurasian-
union 305291.html, accessed April 15, 2015).
Turkey became a ‘dialogue partner’ of the SCO in
April 2013 (see http://www.sectsco.org/EN123/
show.asp?id=410, accessed April 13, 2015).
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advisor aptly put it:

For Russia, the advantages of an improving
relationship with Turkey are powerful and
multidimensional. The symbolism of Turkey’s
unwillingness to join the US-European effort to
isolate Moscow and to impose costs for the Kremlin’s
conduct in Ukraine allows Russian leaders to assert
(and to believe) that NATO is not quite as unified
as some of its national leaders claim. Almost
from NATO’s founding, Moscow has sought to
exacerbate tensions within the alliance, a sensible
geopolitical strategy that works best when Moscow
isnot overly provocative in its foreign policy. Given
how unfavorable the current environment is in
this context, Russia’s relative success with Turkey
likely extends beyond mere active diplomacy to
also reflect a gradual, underlying shift in Ankara’s
perception of its national interests and goals as its
efforts to join the EU recede.”

Needless to say, analysts vary in their
characterisation of the growing Turkey-Russia
rapport. Some have seen it as being ‘founded
on a sense of exclusion’” by the US or EU
rather than mutual interest,® while others
have argued that it is ‘more like a marriage
of convenience’ driven by pragmatism and
overlapping interests, largely in the economic
sphere.” There is also the ‘realist’ view that
tends to emphasize the crucial role of the
post-Cold War ‘change of threat perceptions
on both sides’ in bringing about the current
rapprochement between the two former

25 Saunders, “Russia, Turkey”.

26 Fiona Hill and Omer Taspinar,
“Turkey and Russia: Axis of the Excluded?”,
Survival, 48.1 (2006): 81-92, accessed April 7,
2015, do0i:10.1080/00396330600594256;  Mesut
Ozcan and Ali Resul Usul, “Understanding the
‘New’ Turkish Foreign Policy: Changes within
Continuity, is Turkey Departing from the West?”,
USAK Yearbook of International Politics and Law, 4
(2011): 159-185, http://www.usak.org.tr/dergiler.
php?id=13&m=13&z=62#git, accessed April 2, 2015.

27 Dimitar Bechev, “Russia and Turkey:
What does their partnership mean for the EU?”,
European Policy Centre Policy Brief, February
13, 2015, http://www.epc.eu/documents/uploads/
pub_5304_russia_and_turkey.pdf, accessed April
2, 2015.
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adversaries® A common observation in
all, however, concerns the oddness of this
‘pairing’ of Turkey and Russia, given their
serious divergences in the Caucasus, the
Balkans and, particularly, their seemingly
competitive strivings for influence positions in
the Eastern Mediterranean.

In the Levant, apart from being seriously at
odds on the issue of Syria, Turkey and Russia
also have Cyprus as a potential source of
friction between them. In the latter’s age-old
ethno-political conflict, Russia has generally
been a staunch supporter at the UN Security
Council of the Greek Cypriot positions against
those of Turkey and the Turkish Cypriot side.
Currently the island is split between the Greek
Cypriots, in control of the internationally
recognised Republic of Cyprus (RoC or
Republic) which is also a member of the EU,
and the Turkish Cypriots, in control of the de
facto Turkish Republic of Northern Cyprus
(TRNC).” Turkey, which does not recognise
28 Igor Torbakov, Making Sense of the Current

Phase of Turkish-Russian Relations, The Jamestown
Foundation, October 2007, http://www jamestown.

org/uploads/media/Torbakov-OP.pdf, accessed
April 15, 2015.
29 The RoC was established in 1960 on a

power-sharing basis between the Greek Cypriots
and Turkish Cypriots, but this constitutional
structure broke down in 1963 as a result of violent
inter-communal strife. After that, the Greek Cypriot
community assumed sole governance of the
Republic, which has since functioned as a unitary
state. Over time and without any formalities — such
as a renegotiation of the relevant international
treaties — having taken place, the Greek Cypriot
government came to be internationally accepted as
the legitimate RoC government. In 1974, in response
to a coup by Greek and Greek Cypriot armed forces
with the ultimate aim of effecting enosis (union of
Cyprus with Greece), Turkey militarily intervened
and divided the island. Since then, the Turkish
Cypriots have been in charge of the northern part
of the island, where Turkey keeps around 30,000
troops; and the Greek Cypriot-led Republic has
administered the southern part. In 1983 Turkish
Cypriots unilaterally declared independence and
announced the establishment of the TRNC.
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the RoC, is the only country that recognises
the TRNC.

A question to look at here would be what
implications —if any — the growing partnership
between Turkey and Russia may have for
the Cyprus problem and the efforts to solve
it. This question has become rather relevant
especially in view of recent developments
in the RoC’s relations with Russia. The RoC
government, though it has so far towed the
EU line, has repeatedly expressed strong
reservations about the US-EU-NATO policy
of sanctions against Russia for the latter’s role
in the Ukraine crisis.* In addition, apparently
driven by its disappointment with the US, it
has recently turned to Russia for even more
upgraded relations between them.

Russia and the RoC already have quite strong
ties, which date back to Soviet times, based
on a Cold War history of non-alignment
under Archbishop Makarios, President of the
Republic from its inception in 1960 until 1976.
Of course there is an important connection
between them via Orthodox Christianity which
is taken seriously by a great many of the Greek
Cypriots and by an increasing number of
Russians, since the collapse of the Soviet Union
in 1991. More importantly than this spiritual
link, however, is Russia’s strong economic
presence in (especially in the southern, RoC-
controlled part of) Cyprus, which is not only
a favourite holiday destination for many

30 Andrew Higgins, “Greece Steps Back
Into Line With European Union Policy on Russia
Sanctions”, The New York Times, January 29, 2015,
http://www.nytimes.com/2015/01/30/world/
europe/european-union-russia-sanctions-greece.
html? r=0, accessed April 1, 2015; and “Russian
sanctions create broader problems for entire EU-
Cyprus president”, Russia Today, February 24, 2015,
http://rt.com/business/234959-cyprus-eu-russia-
sanctions/, accessed March 29, 2015. The RoC and
Greece are among several members of the European
Union that are against imposing sanctions on
Russia, primarily for economic reasons.
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Russians, but also receives a significant
amount of Russian investment. The latter,
presently at $33 billion, accounts for more than
80 per cent of all foreign investment in the
RoC; and the RoC ranks second in terms of
investment in Russia with about $65 billion.*
In 2011 Russia gave the RoC a $2.5 billion loan
on very favourable terms to help stabilise its
ailing banking system.* Also, Russia is one of
the only two countries (France being the other
one) that supply arms to the RoC.*

As the RoC President recently said in an

interview with TASS last February: “Cyprus is
very closely connected with Russia ... Our economy
and defense are highly dependent on our relations
with Russia. Thousands of Russian companies work
in Cyprus, we have large investments made by
the citizens of Russia ... Our tourism also strongly
depends on Russians”.*

Politically, Russia is seen by many in Cyprus
as a reliable and consistent supporter of the
Greek Cypriot side in the Cyprus dispute.

31 http://en.kremlin.ru/events/president/
transcripts/47739, accessed April 13, 2015.
According to President Putin, most of this
investment from Cyprus is ‘repatriated capital,
but that it is coming via Cyprus is already not a
bad thing. It is good when our money comes back
to work in our economy.” This of course refers to
Russian oligarchs’ money that is parked in Cyprus
returning to Russia as ‘foreign investment’.

32 “Russia ‘bails out’ cash-strapped Cyprus”,
Euractive, October 6, 2011, http://www.euractiv.
com/europes-east/russia-bails-cash-strapped-
cypru-news-508182, accessed April 2, 2015.

33 The RoC is a leading Mediterranean
buyer of weapons from Russia; its air defence
system and most of its tank regiments are Russian-
manufactured. See Igor Delanoe, “Cyprus, a Russian
Foothold in the Changing Eastern Mediterranean”,
Rubin Center, August 4, 2013, http://www.
rubincenter.org/2013/08/cyprus-a-russian-
foothold-in-the-changing-eastern-mediterranean/,
accessed April 5 2015; and “Russian warships
allowed at ports of Cyprus for humanitarian
purposes — president”, Tass, February 26, 2015,
http://tass.ru/en/russia/779803, accessed March 12,
2015.

34 “Russian sanctions”, Russia Today,
February 24, 2015.
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Generally speaking, since 1964 it has
supported the Greek Cypriot position at the
UN Security Council. Notably in 2004, a few
days before the referendums in Cyprus on the
UN’s ‘Plan for a Comprehensive Settlement
of the Cyprus Problem’, Russia vetoed at
the UN Security Council a draft resolution
aimed at establishing a new UN mission to
monitor the implementation of the Plan and
to provide security. This shooting down of
the draft resolution was then welcomed by
the Greek Cypriot opponents of the UN Plan.
The Plan had strong backing from especially
the Western powers, including the US, the
EU, and Turkey. (Subsequently the Plan
was overwhelmingly rejected by the Greek
Cypriot community while it was upheld by
the Turkish Cypriot community with quite a
large margin.)

Cyprus is important for Russia too, especially
as a port. Beyond the significant mutual
economic ties, Russia values the Republic
not only as a trusted friend in the EU but
also because of what the island, an essential
part of any security dynamic in the Eastern
Mediterranean, could provide as regards
helping Russian foreign policy goals in that
region. In recent years Russian warships have
made numerous stops in Cyprus.® Since 2011,
Russia’s security interests in Cyprus have
increased over concerns that the political
instability in Syria could threaten Russia’s
only Mediterranean port [Tartus]. Given its
close security ties with NATO, it is unlikely
that Cyprus has much it can offer to Russia in
this realm. Still, Russian submarines routinely
patrol in Cypriot waters without being
harassed, giving Russia more access to the
35 “The Russian Military Has a Tiny New
Friend”, War is Boring, April 19, 2014, https://
medium.com/war-is-boring/the-russian-military-

has-a-tiny-new-friend-ea51967900d5, accessed
April 6, 2015.
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Mediterranean than it would have otherwise.®
In fact, Russia has been making requests to the
RoCformilitary use of the Andreas Papandreou
airbase in Paphos and Limassol port since at
least mid-2013.% It is clear that the RoC cannot
go very far in meeting such requests without
serious damage to its relations with the US and
its standing within the EU. Nevertheless, the
various bi-lateral agreements signed between
the two sides during the visit to Moscow
by President Anastasiades last February
included, much to the dismay of the Western
powers, ‘a Memorandum of Understanding
between the Ministries of Defense of the two
countries for cooperation in the naval field’,
and an ‘agreement ... on military cooperation’.
Anastasiades was careful to play down the
significance of these military agreements,
saying that they were ‘to do with the renewal
of an existing agreement which has been
updated to include use of the Limassol port
also for the additional purpose of the ‘fight
against international terrorism, international
piracy, the illegal movement of narcotic drugs,
illegal trade and other similar practices’.® Of
course this has been no comfort to those in the
West who are concerned that with this move
Russia may have moved closer to obtaining a
‘military foothold” in Cyprus that would help
its historic aspiration to have more influence
in the Mediterranean.

Now, apart from their heavy reliance on Russia

36 “Cyprus’ Strategic Importance”, Stratfor,
June 28, 2012, https://www.stratfor.com/video/
cyprus-strategic-importance-dispatch, accessed
February 13, 2015.

37 Nathan Morley, “Russia eyeing Cyprus
bases”, Cyprus Mail, June 30, 2013, http://cyprus-
mail.com/2013/06/30/russia-eyeing-cyprus-bases/,
accessed April 15, 2015.

38 http://www.presidency.gov.cy/
presidency/presidency.nsf/257dd326cd3d2743¢225
75150033e6a7/ 13013e2810dedb3bc2257df90036863
8?0OpenDocument, accessed April 13, 2015.
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in defence and economic matters, as already
mentioned, the Greek Cypriots tend also to
rely on Russia as their trusted supporter in the
international arena with respect to the Cyprus
problem. Usually this belief becomes stronger
at times when they are disappointed by the US
because they feel that the latter is not doing
what it should to censure Turkey for actions
that ‘violate the sovereignty’ of the Republic.
President Anastasiades’s visit to Moscow with
all the noise around the military agreements
and renewed solidarity with Russia coinciding
with the latest crisis with Turkey over the
rights to the island’s exclusive economic zone
(EEZ),” suggest that this is what has happened
again.

In October 2014 Anastasiades suspended his
participation as the Greek Cypriot leader
in the UN-sponsored talks with the Turkish
Cypriot side for a settlement of the Cyprus
problem. This was after Turkey issued a notice

39 The Greek Cypriot-led, internationally
recognised RoC government, maintains that it alone
has the sovereign right to explore for and exploit the
natural resources in Cyprus’ EEZ. Moreover, the
RoC maintains that this right is “inalienable and
non-negotiable” and is not conditional on a Cyprus
solution; that is, it is not a bi-communal issue for
discussion within the context of, or parallel to,
the settlement negotiations. The Turkish Cypriots,
together with Turkey, say that the Greek Cypriots
alone cannot legitimately represent the genuine
RoC, as this is contrary to the 1960 Cyprus Accords
and Constitution. In their view, since the 1963
breakdown of the bi-communal power-sharing
structures of the Republic, no single authority,
constitutionally competent to represent Cyprus as
a whole (i.e. Greek Cypriots and Turkish Cypriots
together) has existed on the island. On this basis,
they object to all Greek Cypriot actions relating
to the EEZ. They regard such actions as involving
the exercise of sovereign rights at the international
level, which the two communities possess jointly,
by virtue of their being the equal co-founders of
the Republic. See Ayla Giirel, Fiona Mullen, and
Harry Tzimitras, Cyprus Hydrocarbons: Context,
Positions and Scenarios (Nicosia: PRIO Cyprus
Centre, 2013), http://cyprus.prio.org/Publications/
Publication/?x=1172, accessed April 2, 2015.
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to mariners, or NAVTEX, announcing that a
seismic vessel, called the Barbaros, would be
conducting surveys in the island’s EEZ in a
sector marked by the RoC as an exploration
area. The Barbaros ship sailed in a few days
later, accompanied by Turkish military
vessels. The move was made upon the request
of Turkish Cypriots who claim an equal share
in sovereign rights to the island’s EEZ in their
capacity as co-founders of the bicommunal
RoC in 1960. The Greek Cypriots expected the
US to put pressure on Turkey to cancel the
NAVTEX and draw its ship from the Cyprus
seas but the US did not do anything.* This led
to frustration with the US and was most likely
what motivated President Anastasiades to be
so keen on the idea of further strengthening
ties and extending cooperation with Russia,
including ways that would seriously be
disconcerting for the West.

But what has been the response from Russia
to the latest NAVTEX saga? And what exactly
is Russia’s position as regards the dispute
over rights to Cyprus’ EEZ and offshore
hydrocarbons?

Upon Anastasiades’s announcement of his
decision to withdraw from the talks, and after
a meeting between Russian Deputy Foreign
Minister Alexey Meshkov and the RoC
presidential special envoy Sotos Zackheos,
the Russian Foreign Ministry issued a rather
ambiguous statement. Russia announced
that “unilateral actions and show of force are
unacceptable and worsen the situation, not
only as regards Cypriot affairs, but also the
Eastern Mediterranean region’.*! As pointed

40 Elias Hazou, “Walking a fine line with
Russia”, Cyprus Mail. February 26, 2015, http://
cyprus-mail.com/2015/02/26/walking-a-fine-line-
with-russia/, accessed April 8, 2015.

41 “Unilateral actions inadmissible in Cyprus
settlement — Russian ForMin”, Tass, October 9,
2014, http://tass.ru/en/russia/753471, accessed April
14, 2015.
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out by a Greek Cypriot commentator, the
allusion to “unilateral actions” could only be
referring to the Republic because this phrase
is included in all Turkish pronouncements
related to the issue, while the phrase ‘show
of force’ clearly refers to Turkey. Shortly after
this, the Russian foreign ministry spokesman
Alexander Lukashevich said: “We believe that
the parties concerned should refrain from
steps, including in respect to the exclusive
economic zone of Cyprus, which could hurt the
talks.”*> (Emphasis added) This interpretation
is not inconsistent with the “balanced attitude’
Russia has apparently tried to maintain on the
matter; that is, balanced between the positions
of Turkey (and Turkish Cypriots), on the one
hand, and the Greek Cypriot-led RoC, on the
other.

Russia has, in fact, maintained a degree of
ambivalence towards these positions. Russia
has demonstrated support for the Greek
Cypriot position in statements such as the
following by the Russian Foreign Ministry
spokesman, Alexander Lukashevich:

With regard to the Republic of Cyprus’s activities
in its exclusive economic zone, I would like to recall
that in accordance with the 1982 UN Convention
on the Law of the Sea, to which Cyprus is a party
along with the other 162 states, a coastal state has
sovereign rights in its EEZ for exploring, developing
and preserving the natural resources ... Thus, if
the Cypriot side is planning to undertake mineral
exploration and production activities within those
areas of its EEZ that on the basis of international
treaties are delimited with the opposite states,
such activities are consistent with international
law and the scope of sovereign rights available to
the Republic of Cyprus in accordance with the UN
Convention on the Law of the Sea.®®

42 http://cyprus-mail.com/2014/10/12/russia-
pushing-cyprus-into-the-abyss-again/
43 Russian Foreign Ministry Spokesman

Alexander Lukashevich Answers a Media Question
Regarding the Republic of Cyprus’s Pursuit of
Mineral Exploration and Exploitation Activities in
Its Exclusive Economic Zone, 1228-19-08-2011, 19
August 2011, http://www.mid.ru/bdomp/brp 4.

36


http://cyprus-mail.com/2015/02/26/walking-a-fine-line-with-russia/
http://cyprus-mail.com/2015/02/26/walking-a-fine-line-with-russia/
http://cyprus-mail.com/2015/02/26/walking-a-fine-line-with-russia/
http://tass.ru/en/russia/753471
http://www.mid.ru/bdomp/brp_4.nsf/e78a48070f128a7b43256999005bcbb3/b104fcc31f6810aec32578f40037701e!OpenDocument

Yet, speaking at a joint press conference, on
17 April 2013, with his Turkish counterpart
Ahmet Davutoglu, Russian Foreign Minister
Sergei Lavrov was clearly very careful also
to placate Turkey: “In respect of Cyprus
[hydrocarbons] ... any prospecting for natural
resources must envisage an agreement
that each and all Cypriots gain from it”.*
Similarly, Russian Energy Minister Alexander
Novak speaking at the Turkish-Russian Joint
Economic Commission in Antalya on April
20 2013, noted that with the current realities,
Cyprus should not expect help from Russia on
the issue of natural gas, adding that “There are
certain difficult issues that concern the waters
around Cyprus. We will not endanger our
relations with the Turkish Republic, given that
our cooperation has continued for years”.*
And this brings us back to Turkey-Russia
relations and to the regional effects of their
growing cooperation. Not surprisingly,
Russia seems to value its economic ties and
strategic collaboration with Turkey more
highly than its traditional friendship with the
Greek Cypriots. This is visible in its abstaining
from giving the Greek Cypriots unequivocal
support in what the latter essentially see as
a battle to defend their sovereignty against
Turkish encroachments. However, another
factor driving this stance by Russia is likely
to be its ‘policy preference for delays and
procrastinations in developing the East-Med
hydrocarbons’.*¢ According to Pavel Baev:

nsf/e78a48070f128a7b43256999005bcbb3/b104fcc31f
6810aec32578f40037701e!OpenDocument.

44 http://www.mid.ru/brp_4.nsf/0/5B315D
17C1637E5744257B5200405AC0, accessed June 20,
2015.

45 “Russia not to ,risk’ Turkey for Cyprus”,
Hiirriyet Daily News, April 20, 2015, http:/www.
hurrivetdailynews.com/russia-not-to-risk-turkevy-
for-cyprus.aspx?pagelD=238&nID=45295&NewsCa
tID=344 , accessed June 21, 2015.

46 Pavel Baev, “Russia Fakes Interest in
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[Flor Gazprom the only possible interest in taking
control over the unexplored but not very promising
fields in the Eastern Mediterranean is in keeping
them idle. Moscow cannot ignore Turkish objections
against their exploration and development under
the exclusive sovereignty of the Republic of Cyprus
and cannot hope to negotiate a deal that would
provide for an engagement of the TRNC ... what
is even more important, it is fundamentally not
interested in the growth of new sources of gas
supply in this remote but sensitive corner of the
European market."”

In other words, Russia in fact seems to have
its own economic and geopolitical reasons
to be not unhappy with the current Turkish/
Turkish Cypriot objections to RoC offshore
exploration activities.

Yet the West and the UN are keen to employ
the prospect of wealth as an incentive for
the parties to agree on a Cyprus solution.
Therefore, they regularly emphasize the fact
that the prospect entails regional cooperation
that crucially includes Turkey and hence
necessitates reconciliation. However, anyone
with an understanding of the situation in
Cyprus would know that the Greek Cypriots
have very serious qualms about Turkey’s
involvement in the island. And this is a major
reason why the Greek Cypriots tend to find
it hard to accept power sharing with the
Turkish Cypriots, which they fear would be
indistinguishable from sharing power with
Turkey. It is clear that without tackling this
problem, reconciliation cannot be achieved in
Cyprus.

Another very important factor that needs
to be considered here, of course, is Russia,
a permanent member of the UN Security

Hydrocarbons in the Eastern Mediterranean”,
in East Mediterranean Hydrocarbons - Geopolitical
Perspectives, Markets, and Regional Cooperation,
ed. Ayla Giirel, Harry Tzimitras, and Hubert
Faustmann, (Nicosia: PRIO Cyprus Centre,
2014), 38-44, http://file.prio.no/publication files/
cyprus/3-2014%20East%20Mediterranean%20
Hydrocarbons.pdf, accessed June 20, 2015.

47 Baev, “Russia Fakes”.
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Council. A Cyprus solution based on Western
ideas that equate peace and stability in the
Eastern Mediterranean with restricting
Russia’s area of manoeuvre in the region
is bound to be problematic. This would
ensure Russian opposition. Such opposition,
operating together with the Greek Cypriot
anxieties about Turkey, would almost certainly
guarantee a similar inconclusiveness as has
been experienced in the Cyprus negotiations
for decades. This eventuality can only be
countered by properly engaging Russia in the
Cyprus peace process.

Fortunately, relations between Russia and
Turkey are now much stronger, more complex
and surely more promising than ever before
in modern times. As regards Cyprus, for all
Russia’s historic connection with the Greek
Cypriots, the Kremlin today seems to have
understood that it needs to take a far from
partisan view about what is at stake on the
divided island. At present, there is some
reason to hope that Russia and Turkey, by
far the major players in the region, could act
together with the Western powers — especially
the US and the EU - to help formulate a
solution that would sufficiently appeal to both
Cypriot sides.
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