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Foreword 
The NOG seminar on the 13th of September 2005 focused on the two sides of 
energy dependence, the European import and Russian export. In more detail the 
seminar treated the history and capability of Russian energy export as a security 
levers, Russian gas export strategies, European Unions energy policy of 
conservation and security of supply plans, a European energy company’s 
perspective on import and energy security in the perspective of the firm costumer. 
 
Speakers were: 
 
Mr Robert Larsson at the Swedish Defence Research Agency 
 
Mr Per Brilioth CEO at Vostok Nafta 
 
Dr Giordano Rigon at Energy Policy and Security of Supply at the EU-Commission 
 
Mr Jochen Moritz Chief of section Gas Supply East at E.ON Ruhrgas. 
 
Professor Jonathan Stern Professor at the Oxford Institute for Energy Studies. 
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Introduction 
Mr Robert Larsson is a security analyst specialising in Russia's energy strategy and 
international relations within the CIS, the Caucasus in particular. He is currently 
employed by the Department for Security Policy and Strategy at the Swedish 
Defence Research Agency (FOI) and has previously been a guest researcher in 
Georgia. 
 
Security Dimensions of Russia’s Energy 
Mr Robert Larsson started his speech by pointing out that his task in this context is to 
identify and analyse threats concerning Russia’s development and energy policy 
instead of targeting business opportunities and possibilities as many of the other 
speakers and members of the audience do. Mr Robert Larsson thus presented 
selected finding on Russia’s energy policy on the basis of research carried out by the 
Swedish Defence Research Agency (FOI). His presentation included the following 
sections; point of departure, Russia’s perception, Russia’s capabilities, Russia’s 
energy weapon and finally results, risks and consequences. 
 
Point of Departure 
Europe needs imported energy now and likely even more in the future. By setting 
economics and geology aside, the question Mr Robert Larsson asked and tried to 
answer was if “Russia is a reliable supplier from a political/security point of view?” To 
answer this question, the perceptions and intentions of energy and security in Russia 
as well as Russia’s energy capabilities, i.e. can the Russian government do what 
they intend to do, were assessed. 
 
Perceptions and Intentions 
The Russian energy strategy shows an urge to control. It shows that Russia aims to 
be strong and independent. One-sided dependence is sought after. This means that 
Russia strives to avoid becoming dependent on others for exports and transit while it 
at the same time seeks to make other actors dependent on Russia. Russia also sees 
energy as a tool to avert geopolitical, macroeconomic and other threats, for example 
energy blackmail that have been the case by Turkey and Turkmenistan in 
negotiations of gas contracts. Russia explicitly states that it will use its energy policy 
as a security tool, but at the same time it attempts to be a reliable trading partner. 
 
There is, especially within the political leadership and bureaucracy, an obsession 
with security. Judging from public statements, the energy strategy and conducted 
policy, the Russian government is willing to conduct marketization, but never ever on 
the expense of security. It holds (and intends to hold) control over key firms, reserves 
and strategic infrastructure, also in the future. Clashes in views between state bodies 
and even within the Kremlin yet exits, but the “hardliners” opinion matter the most – 
security and state control is priorities. The conclusion to be drawn of the Russian 
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perception and their intention regarding energy is that energy is both seen as 
offensive and defensive, both as a sword and a shield.  
 
Energy Capabilities 
Russia’s energy policy must be seen in the light of its general development and the 
general trend in Russia is one of increased state control. Powers have been 
transferred to the state, to Kremlin and to Putin himself. Kremlin has come to control 
all important state bodies and key firms. The Parliament, the Duma, has for example 
become a conveyor belt for presidential decisions and all committees related to 
energy and natural resources are dominated by Putin´s party Unity with support from 
Communists or Zhirinovsky’s “neoliberal party”. None of these are keen supporters of 
market economy. Also concerning the regions, key companies, infrastructure etc. 
Kremlin’s powers have been strengthened, especially after 2003. 
 
The tendency is also that the informal control powers of Putin´s have been 
strengthened. Putin has given the Siloviki´s, the people with a background in the 
security sector, increasing powers. In fact the degree of Siloviki´s within the highest 
echelons of power is much higher today than within the Soviet Union. Even the 
formal responsibilities for economic matters have been given to the clandestine 
services. Even if there is no common agenda among these people, there is a similar 
mindset within these groups where security is top-priority and problems are seen as 
zero-sum games that only can have one winner. Putin has also appointed loyal 
people to basically all important boards of the energy corporations, for example 
Gazprom, Rosneft, UES and Zarubezhneft. The result, and conclusion, from this is 
that there is a high responsiveness of the energy sector. Basically, Kremlin’s wish in 
strategic matters can be implemented. This is important when it comes to usage of 
energy as a political weapon. 
 
Energy as a Political Weapon 
Russia’s energy exports can be used as a tool or a weapon for other reasons than 
managing the energy sector. The use of this tool/weapon can be done in several 
ways, for example by usage of debts, infrastructure take-overs and supply 
interruptions.  
 
The targets of the energy tool/weapon are basically weak states within the Former 
Soviet Union, such as the Baltic countries, Belarus, Ukraine, Moldova and Georgia. 
The common parameter is that they are objects of actions beyond “normal market 
behaviour”. But there is a strong correlation between economic and politics and the 
line between politics and economics of Russian state owned companies are not 
always easy to see, as transparency is missing and many actions are shielded from 
insight. Yet, the real reason, if there is any, does not always matter as the 
perceptions of the targeted state will guide its future actions and policy line towards 
Russia. 
 
The conclusion to be drawn from looking at the aggregated pattern of Russia’s usage 
of energy as a political weapon is that there has been a decreased actual usage of 
supply interruptions since the time of Yeltsin’s. There is, however, an increased 
capability to conduct interruptions in the future as a consequence of infrastructure 
take-over. The tendency is also that politics and security are always higher valued 
than economics even if they are linked. 
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Results from Usage of the Energy Weapon 
The case against usage of the energy weapon is that it inflicts losses for Russia. The 
losses from using energy as a weapon are mainly losses of exports revenues and 
generated bad-will from the international community. Yet, Russia is financially strong 
and the argument is only valid concerning long-duration interruptions. Besides 
Russia never pays any attention to criticism from the international community. In 
addition, there are no visible or sustained results from supply interruptions in terms of 
political concessions. But this has not stopped Russia from renewed attempts. Thus 
there are no real factors of inertia and the threshold for doing this is very low within 
the CIS.  
 
The Russian gains from using energy as a political weapon have been an increased 
actual capability by infrastructure take-over and an entrenched market position within 
the CIS. Thus there is an increasing capability to affect in the long run as capability 
and credibility for its energy deterrents have increased. Russia’s perception is still 
that it is possible to affect a state also in the short-run perspective. 
 
The conclusion is that Russia believes that it is not a bad idea to use energy as a 
political weapon unless it is done against the West for a sustained period. 
 
Risk of Supply Interruptions 
The risk for short duration supply interruptions in the future is small for Western 
Europe, but if there is a negative relation between Russia and Europe we may 
experience annoying behaviour such as “contractual problems” or “technical 
difficulties”. There is some risk for Eastern Europe (Poland) for supply interruption as 
Russia has an attitude where it is seen as collateral damage if a cut-off is staged 
against Belarus. Finally, it is rather high risk for the Baltic countries, Ukraine, Belarus, 
Moldova and Georgia to be targeted also in the future. 
 
There is basically no risk for a long duration supply interruption in the short run 
perspective for any importer of Russian energy. In the long run perspective, the risk 
depends on Russia’s general development and its relations with importers in 
combination with development of infrastructure for alternative export routes. This is 
currently not an issue.  
 
The conclusion is that the risks for energy supply interruptions must be considered, 
especially as they create new problems and consequences also beyond security of 
supply. 
 
Consequences 
As said, the result and consequences should be seen in the light of Russia’s 
development which in many ways is problematic and worrying. Russia’s policy and 
development is still highly unpredictable and Russia is moving in wrong direction 
regarding democracy, economy and military etc. There are no check and balances 
and the existing political and economic stability is a mirage. More important, there are 
fundamental differences in view on interactions between Russia and the West and 
Russia is reluctant to get involved and enmeshed in the world economy. 
Interdependence, which has been key in Europe, is seen as a threat. 
 
The risks and results based on Russia’s history, intentions and capabilities are that 
efforts to affect the foreign policy of importing states. Importing firms and end users 
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may be affected. It will slow integration and possible other trade frictions will emerge 
as a consequence. 
 
The cure is not autarchy for importers or isolation of Russia. Instead, the way out is 
to affect Russia’s development by promoting market economy and democracy. Trade 
can force Russia into the world economy. But a coordinated EU policy as well as 
using the WTO framework can be used to put pressure on Russia and ensure that 
Russia goes in the right direction and play by the same rules as we do.  
 
Conclusions 
The overall conclusion is that Russia by and large is a reliable energy supplier, at 
least to vital customers in the West.  But frictions and problems are numerous and 
relates to issues also beyond security of supply. Basically: 
 
Russia is moving in the wrong direction. 
Kremlin is prepared to economic sacrifices for political and security reasons. 
Kremlin is in full control over security and strategic issues. 
Existing stability is yet a mirage. 
Unpredictability and lack of rule of law still is the norm. 
Way out – getting Russia on the track. 
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Introduction 
Mr. Per Brilioth is currently the CEO of the investment company Vostok Nafta. Vostok 
Nafta has a portfolio mainly containing the close to 1.4 % ownership of Gazprom.  
 
Russia’s energy export to EU 
Oil and oil products are a traditional foundation of the Russian economy. It was a 
legacy from the Comecon1[1] policies that created the Druzhba pipeline from the 
former Soviet Union to its socialist friends in the Eastern Europe. The Russian oil 
market is highly competitive while the gas market still has more of a “take or pay” 
structure. Liberalisation and emerging spot markets will change the old structure and 
force gas into more competitiveness. Gas is the future for Russia because of its 
gigantic resources. Russia has got around 5 % of world oil resources and about 25 % 
of world gas resources. 
 

- But what will come after gas, a dawning era for export of electricity? Per 
Brilioth asked. 

 
The Russian crude oil export is currently mainly to the central European countries via 
pipelines. The main export flows over sea have is distributed from ports in Ukraine, 
Russia and Georgia in the Black Sea directed to the Mediterranean and from 
Russian ports in the Baltic Sea directed to Western Europe and the US. 
 

 
Picture 1. Russian crude and refined product: old and new. Source: Vostok Nafta. 
 
The prospective crude flows goes mainly to Murmansk in the Barents Sea and to the 
Asian Pacific and Chinese markets. 
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Out of the European primary energy consumption of oil, of about 700 mmtoe, 29.5 % 
is from Russia. Europe’s gas consumption of little more than 400 mmtoe has 31.1 % 
it’s origin in Russia. The EU 25 consumption of gas is expected to grow faster than 
the consumption of oil mainly due to the deregulation of coal and electricity and the 
Kyoto protocol. For Russia this fact comes handy as they dominate the market, it has 
excellent track records of uninterrupted deliveries and therefore a potential for 
competition from Middle East as they lack delivery infrastructure. 
 
The Russian oil production has recovered somewhat from the drop to about 6 mbpd 
in 1995 to 1999 to current production of about 9 mbpd. But it still has some left to the 
earlier highs of 11 mbpd in 1988. Gas, on the other hand, is on the verge of further 
growth. The Russian company Gazprom is moving into a period of heavy 
investments in strategic development projects in the Shtokmanov filed north of 
Murmansk, the Yamal field in the Kara Sea and Eastern Siberia.  
 
The European gas balance 
The current European gas demand is about 500 Bcm annually. The supply consists 
of the indigenous European gas production of 282 Bcm, LNG of 40 Bcm, Algeria of 
31 Bcm and Russia and CIS of 147 Bcm. 
 
In 2015, the EU 25 is predicted to have a gas demand of 770 Bcm. The supply of the 
current sources is predicted to decrease to 470 Bcm which means a 300 Bcm supply 
gap by 2015. This is expected to be covered mainly by Russian gas and its new 
production potential. 
 
Gazprom global competitive picture 
Gazprom´s major focus is on the European and the US gas market. Both those 
regions are not self sufficient. Europe is fairly close and with an extensive export 
infrastructure built. As the North Sea will plateau even on gas, Russia is in the driving 
seat for supply to Europe. To extend their energy export, huge investment will be 
needed in the export routes, new production in the Shtokmanov filed, the Yamal field 
and the unexplored area of East Siberia. Gazprom´s biggest competitions come from 
Algeria and the Middle East. In the case of the Middle East they lack the pipeline 
infrastructure, but they are looking at the emerging LNG-market.  
 
In order to reach the US gas market without own infrastructure Gazprom delivered 
the first LNG cargo of 65 00 tonnes to Cove Point in Maryland on 2nd of September 
2005. The shipment with LNG was gas swapped with BG.  
 
Shtokmanov field 
The Shtokmanov field contains approximately 2,5 tcm of gas and is an offshore gas 
field. The field is top priority for Gazprom in their attempt to increase energy export. 
The field is located in the Barents Sea, close to a non-freezing zone 160 km from 
shore. The initial investment in the project is 10 to 13 billion $ which will generate 
about 22.5 bcmpa of gas and 15 mmtnpa of LNG. The peak production is estimated 
to 70 bcmpa of gas. The project will extensively use seabed upstream and pre-
processing technologies. The Norwegian projects in the Snöhvit and Ormen Lange 
field are models. Gazprom will, to be able to realise this project, have Western 
partners as for example Norwegian Hydro and Statoil or American ExxonMobil, 
Chevron and Japanese Mitsui and Sumitomo. Negotiations will take place in the end 
of 2005 to define partners. 
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North European Gas Pipeline 
Another top priority for Gazprom energy expansion is the North European Pipeline. 
The pipeline is intended to go from Central Russia towards St Petersburg via Viborg 
and Primorsk into the Baltic Sea and down to Germany. The pipeline is part of the 
EU-TEN list since 2000. The project has recently been upgraded to more than 55 
bcmpa. The main route is to enter Germany but a second phase could also reach the 
UK. Companies on the short list are the companies BASF and E.ON Ruhrgas from 
Germany. A main advantage with the project is to reach the EU directly without 
transit countries. The project is estimated to cost in excess of 5.7 billion $.  
 
Gazprom ownership and value drivers 
The Russian State Property Fund holds a total share of Gazprom of about 40 % 
which is parted into 39.3 % in direct ownership and 10.7 % ownership via the 100 % 
owned company Rosneftegaz. Rosneftegaz also owns 100 % of Rosneft Yugansk. 
Other shareholders in Gazprom are E.ON Ruhrgaz which holds about 7 % and 
Vostok Nafta close to 1.4 %.  
 
The Gazprom value drivers are primarily the deregulation of Russian gas and gas 
price development. At the moment low regulated prices affect the financial result. 
 
Gazprom is currently valued to about 120 billion $, a valuation mainly driven by 
exports with additions domestic and pipelines. Mr Brilioth believes that with a proper 
value of the transport tariff and by revaluing the domestic business the total valuation 
of Gazprom reaches about 200 billions $. 
 
Gazprom future strategy 
The second stage to reform Gazprom will be the strategic goal to be a global energy 
company. For this to happen Gazprom must integrate vertically, have a product 
differentiation, strengthen its position in Europe, enter new markets as the US, the 
UK and South East Asia. Gazprom must also increase its export and production 
possibilities by investments in pipelines and LNG from old and new areas as 
Shtokmanov and Yamal which will be the main production areas after 2010. 
Gazprom needs also to improve its economic efficiency. Gazprom will also be looking 
for strategic partners who have the technological know-how and presence in local 
markets rather than financial strength. 
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Introduction 
Dr Giordano Rigon from the European Commission works in the Unit of Energy 
Policy and Security of Supply of the Directorate-General for Energy and Transport.  
He has been working in the field of external relations for energy matters since 
February 1999 and in the Energy Dialogue with Russia since February 2004. 
 
Energy Policy and Security of Supply 
Energy is a pillar of our economic system. However, EU imports 50% of its energy 
needs, which correspond to a bill of some 240 milliards euros per year. According to 
the present trends EU will import 70% of its energy needs in 2030. 
 
The security of supply is a very important factor to be considered, but there is also a 
strong link between energy and climate change, as the energy sector produces 94 % 
of CO2 in the EU and 78 % of all green house gas emissions.  
 
Despite the present oil shock, future energy needs of the EU 25 are expected to 
increase in all sectors – households, industry, tertiary and transports. The demand 
for fuels will therefore remains strong, with a strong increase for natural gas, while 
the renewable sources are expected to have a moderate increase, and nuclear to 
decline. On the consumption pattern per capita to 2030 the demand for electricity is 
expected rising the fastest, and this will lead to an increasing demand on – imported - 
gas. Together with transport, the power generation will give a strong contribution to 
CO2 emissions. 
 
Is it possible to control the energy demand and to change the present consumption 
pattern? How to manage the unavoidable dependence of EU by imported energy? 
 
EU actions for the security of supply 
The EU-Commissioner of energy, Mr Piebalgs, has identified 6 priorities aimed to 
address these issues: 

1. Promoting energy efficiency 
2. Supporting renewable energy sources 
3. Proper functioning of the internal market for electricity and gas 
4. Better linkage between energy policies and environmental & research policies. 
5. Strengthening nuclear safety and security 
6. Developing external energy policy relations 

 
 
Energy efficiency is the 1st priority of Commissioner Piebalgs. The cheapest, most 
competitive, most secure form of energy for the European Union is in fact energy 
saved by better regulation, by the introduction of new technology and by providing 
citizens with better information. Energy saving policies, properly implemented will not 
only significantly contribute to meeting the EU´s Kyoto targets, but also enhance its 
security of supply and its competitiveness. 
 
EU has adopted new legislation to promote greater efficiency in energy use in 
buildings.  And a new Directive on cogeneration will encourage the wider use of 
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energy efficient combined heat and power in the single market.  In addition, the 
Commission has proposed a new energy efficiency target for the European Union.  
Member States should aim at saving at least 1% more energy each year than the 
average over the last five years. 
 
This year, the Commission is leading a major Initiative. The first step was the 
adoption of the Green Paper on Energy efficiency on 22nd of June 2005. Currently, it 
is estimated that over one fifth of Europe’s energy usage could be saved with simple, 
quick and inexpensive measures.  The estimated energy saving, on the basis of 
available technologies is 17 % in industry, 14 % in transport and 22 % in domestic 
and tertiary (data for EU 15).  
 
[The energy wasted by electronic devices in stand-by mode is a good example: 
Consumers often believe their appliance is off, when in fact it is on stand by and still 
consuming energy. These losses seem insignificant, but if you multiply the number of 
households in the European Union by an average of 40 Watt of permanent stand by 
waste per household, the result is 5 to 6 GW, that it is the equivalent of 5 or 6 nuclear 
rectors operating in the EU 25 only for stand by energy waste. But in fact it is now 
possible to reduce this consumption by the design of new equipments. The same 
functions could be performed with a standby power of one watt or less.] 
 
Renewable energy in the EU 
For several years, renewable energies have been given special treatment in the 
interests of the environment and diversification.  A few years ago, Member States 
have agreed and committed themselves on the following targets: 
 

• To double to 12% the share of renewable in total primary energy consumption 
in EU 15 (11.1% in EU 25). 

• To increase the share of renewable in electricity generation from 14% (2000) 
to 22% by 2010.   

• In transport the hope is to increase the use of bio fuels to almost from less 
than 1 % to 5.75 % 

 
In real terms, despite the rising demand, their share in primary energy production is 
more or less stagnant at around 6%. Our recent report suggests that the share in 
electricity generation will not be more than 19% unless more action is taken to 
promote the renewable. 
 
The Commission will keep pressure on the member states to achieve their 
commitments, and strengthen existing programmes as Intelligent Energy and RTD 
Framework Programme. 
 
Proper functioning of the internal market for gas and electricity 
We already have in Europe, the largest and most integrated regional energy market 
in the world. Since 1st July 2004 all business customers throughout the European 
Union are free to choose their electricity and gas supplier. From 1st July 2007 all 
consumers, including also households, will have a free choice of supplier. 
 
To ensure the proper functioning of the internal market for gas and electricity for the 
benefit of all citizens, the EU will ensure proper implementation of legislation, monitor 
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investment and price developments and consider ways to assure best functioning of 
markets. 
 
Linkage between energy and environmental policies 
The basic objective is to promote an energy policy which contributes at the same 
time to Lisbon and Kyoto objectives with the development and introduction of new 
technologies. The means are: boosting investments in new technologies, 
strengthening EU research capacities, and reinforcing EU leadership in climate and 
energy technologies. 
 
This approach has been confirmed by the Commission in the priorities of the 7th 
research framework programme for the period 2007 to 2013: CO2 capture and 
storage technologies for zero emission power generation clean coal technologies, 
Hydrogen and fuel cells, Renewable energy, Energy efficiency and savings. 
 
Strengthening nuclear safety and security 
The energy-mix is a choice of the Member States. However, the Community 
(EURATOM) has competences in matter of nuclear safety and security. Safety and 
security remain priorities for the Commission.  
 
Moreover, Mr. Piebalgs underlined the importance of pursuing research in the fusion 
field, and specifically the ITER project. 
 
Strengthening international energy policy relations 
The EU is a major economic trading block of some 450 million people, housing the 
most integrated regional energy market of the world. We consume almost one fifth of 
current global energy supplies.   Imports of gas could represent almost 80% of our 
needs in 2030, up from one half today. However, the EU has, to date, failed to fully 
exert its influence in international energy markets.   
 
To should also be developed by further strengthening international energy policy 
relations by building up dialogue with Russia, relations with neighbours, develop 
dialogue with OPEC and having a new focus to relations with other consumers and 
developing countries. 
 
More specifically, Russia has been, and continues to be, a significant supplier of 
energy products to the European Union. Russia provides over 1/4 of the EU´s 
hydrocarbon needs: 60% of Russia’s oil exports go to the EU, representing 25% of 
total EU oil consumption. 50% of Russia’s natural gas exports arrive in the EU, 
representing 26% of total EU natural gas consumption. 
 
EU-Russia Energy Dialogue 
The Energy Dialogue launched at the summit between the European Union and the 
Russian Federation on 30th October 2000 arose from the notion that the European 
continent constitutes a broad geopolitical area linked culturally, historically and 
economically and that the complementarities in terms of energy between the eastern 
and western parts of the continent should be developed in a sustainable way in the 
future. 
 
Energy security in Europe is the objective and the result of EU-Russia cooperation. In 
this optic, the Energy Dialogue allowed frank and constructive discussions involving 
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representatives of the government of the Russian Federation, the European 
Commission, the EU Member States and the Russian and EU industry, helping to 
solve a number of important misunderstandings and problems between the EU and 
the Russian Federation. The achievements include: the acceptance of long term gas 
supply contracts, underlining their importance and resolving the question of 
destination clauses which existed in some of them; addressing certain energy trade 
issues in the context of the negotiations for Russia’s future accession to the World 
Trade Organisation; and confirmation of the supply contracts for nuclear materials 
concluded by Russia prior to EU enlargement. The creation in Moscow of the EU-
Russia Energy Technology Centre and the development of energy efficiency pilot 
projects, are further concrete results of this cooperation. 
 
A key objective of the Road Map for the Common Economic Space, adopted at the 
Russia-EU Summit of 10 May 2005, is the intensification of cooperation in the energy 
area, with particular emphasis on addressing issues related to the sustainability and 
continued reliability of the production, distribution, transportation and efficient use of 
energy, and in those aspects specifically related to the implementation of the Kyoto 
Protocol. The EU-Russia Dialogue is one of the important instruments to achieve 
these objectives. 
 
The launch of four bi-lateral Thematic Groups had bought additional impetus from the 
industry to the dialogue. Dealing respectively with investments, infrastructures, trade 
and energy efficiency, these groups have been established following the suggestion 
of the Energy Steering Group of the EU-Russia Industrialists Round Table. They first 
met in July and subsequently in September, bringing together more than 100 
European and Russian experts from the private sector and from the administrations, 
allowing an unprecedented exchange of views by drawing together the experience 
and priorities of both parties, and giving more focus to the concerns of the Russian 
and EU energy industries.  
 
The first Permanent Partnership Council2 dedicated to energy issues, which took 
place in London on 3rd October 2005, was a highly visible sign of the increasing 
political importance of our energy relations. The EU would remain a reliable and 
growing market for Russian energy, and Russia would remain the EU´s main supplier 
of oil, gas and uranium. For the EU it means better security of supply and investment 
opportunities; for Russia it means better security of demand, expanded access to 
markets, capital and –if needed- expertise. The Energy Dialogue is therefore a win-
win opportunity. 
 
 

This document presents the 
personal opinion of this author and 
does not constitute any formal 
commitment on behalf of the 
Commission. 

 
 

                                                             
2 The Permanent Partnership Council is a standard forum for discussing EU-Russia affairs. It consist of Ministers 
from Russia, the EU Presidency, the incoming EU Presidency, and an European Commissioner 
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Introduction 
Mr Jochen Moritz is Head of Section Gas Supply East at E.ON Ruhrgas based in 
Germany. He is experienced from various activities in the natural gas industry within 
the E.ON Ruhrgas organisation. 

  
Natural Gas in the European Union 
Balancing the Dynamics of Demand Uncertainty and Import Dependency 
The Status quo and the future of the European Gas Markets are a question of 
development of the market structure; will it be a uniform European gas market or 30 
divided individual markets?, will the future European gas demand grow and how?, 
will supply develop towards more LNG or piped gas and will infrastructure 
development be received as new business or expanded regulation. 
 
The primary energy consumption of EU 30 is expected to increase in natural gas 
from today's share of 24 % to 27 % in 2010 and 30 % in 2020. Oil products are 
expected to be steady at about 30 % while coal and nuclear will decrease in the 
same period. 
 
Supplies from West European sources are approximately 250 mtoe while the imports 
into Western Europe account for 120 mtoe in 2003. The imports have it's origin from 
Russia (17.5 %), Algeria (12 %), Lybia (0.2 %) and others (3.8 %). The non 
European import share varies a lot between different European countries. Portugal, 
Finland, Spain, France, Greece and Austria import more than half of its supplies from 
outside Western Europe, while Germany, Belgium, Holland, Denmark, UK, Ireland, 
Sweden and Switzerland all have an import share of non West European gas of less 
than 50 %. Some countries (UK, Denmark, Sweden and Ireland) are supplied by 100 
% West European sources. The dependence of non European gas is therefore very 
different in the individual EU countries.  
 
In the European Union the import dependency of non European gas sources is 
expected to rise from today's 49 % to 60 % in 2010 and 81 % in 2030. The overall EU 
30 consumptions are also expected to rise from today’s 515 billion m³ to about 675 to 
730 billion m³ in 2020. The natural gas consumption trend by sector in Europe 30 
sees today mainly a rise in the power station sector, from 27 % in 2004 to 35 % in 
2020, a decreased share in residential and commercial and a steady share in 
industrial and others. Per country the increase in natural gas demand until 2010 is 
mainly expected to be in Greece (149 %), Spain (49 %), Portugal (45 %), France (23 
%), Italy (14 %), Germany (12 %), UK (12 %), and Belgium (9 %). This means that 
67 % of the expected growth of natural gas consumption until 2010 in the European 
Union will come only 5 countries (i.e. Germany, Italy, France, UK and Spain). 
 
The expected necessary developments of gas supplies to the EU are an increase in 
absolute terms from today's 465 billion m³ to 525 to 560 billion m³ in 2010 and 590 to 
640 billion m³ in 2020. The indigenous European production as well as imports from 
Russia, and Algeria is expected to decrease by relative share while imports from 
Nigeria, Qatar and others are likely to increase. The resulting supply gap of 27 % in 
2020 is not fully closed by today though some major infrastructure projects for 
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importing further gas volumes into the EU are already “on the shelf” (e. g. North 
European Gas pipeline from Russia, LNG terminals and pipeline from Norway for the 
UK).  
 
In the main supply regions but also in other regions with export potential for the West 
European markets ample reserves are in place, such as the Norwegian Barents Sea 
(181 billion m3), the Norwegian Sea (994 billion m3), Norwegian North Sea (1 991 
billion m3), UK (630 billion m3), Denmark (84 billion m3), Holland (1 567 billion m3), 
Germany (326 billion m3) and Italy (227 billion m3). The non European potential are 
Algeria (4 522 billion m3), Libya (1 314 billion m3), Qatar (14 400 billion m3), Iran 
(23 002 billion m3), Turkmenistan (2 010 billion m3), Uzbekistan (1 875 billion m3), 
Kazakhstan (1 814 billion m3), Russia’s European part (4 100 billion m3), Russian 
Barents Sea (3 500 billion m3) and West Siberia (36 100 billion m3).  
 
The future of European Gas Markets 
The EU gas industries have different starting points for future developments. This 
needs to be reflected in different regulatory frameworks, but convergence of 
structures is in progress from the EU´s perspective. 
 
The future demand growth will come mainly from gas-to-power, but competitiveness 
with coal is crucial for this market segment. 
 
Gas supplies will increasingly rely on LNG whereas the major companies have 
already secured their influence through shareholdings in LNG projects. 
 
New infrastructure will only be built if there is a politically backed long-term stable 
framework for investments and if market prices are attractive to finance the 
necessary major import infrastructure projects. 
 
Joint efforts by midstream companies, producers and politics will be necessary to 
balance the dynamics of demand uncertainty and import dependency. 
 
Gas and oil price linkage 
Gas prices follow oil prices even without contractual oil price linkage. UK spot prices 
and European oil-indexed prices are not decoupled, as UK prices also reflect oil price 
developments - even without contractual oil price linkage. 
 
Spot prices, UK NBP and US Henry Hub, are considerably more volatile than oil-
indexed LTC-prices. Recent price spikes in the UK due to decreasing indigenous 
production and lack of storage were partially levelled off by continental gas export to 
UK. 
 
Conclusion 
Europe has a long history of gas supplies from Russia. The experience has shown 
that Russia is a reliable supplier. For example, E.ON Ruhrgas has made good 
experiences with long-term gas supply contracts over more than 35 years. Russia 
and the EU are further developing the necessary supply basis for the natural gas 
market. One good example is the cooperation between E.ON and the Russian 
Gazprom in the North European Gas Pipeline. 
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The EU has rising import dependence for gas, but there are regional distinctions 
between the EU countries. 
 
There are ample gas resources available from existing and new supply regions for 
the European markets. Some of the future gas supplies are expected to be imported 
via major new infrastructure projects partially involving Russian resources. 
 
To have attractive markets being able to mobilize new resources to the West 
European markets we need a competitive environment assessing an appropriate 
value for the natural gas versus competitive energies. In this context the value of gas 
will always be linked to the value of oil. 
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Introduction 
Professor Jonathan Stern is an expert on natural gas development, trade, 
liberalisation, regulation and security worldwide. He is: Director of Gas Research at 
the Oxford Institute for Energy Studies, honorary professor at the Centre for 
Petroleum and Mineral Law and Policy at the University of Dundee, and holds 
fellowships at Imperial College in London and the Royal Institute of International 
Affairs where he was previously Head of the Energy and Environmental Programme. 
 
European Gas Supply and Security Issues 
Professor Jonathan Stern presented a natural gas security framework with four 
components; reserves and production, import dependence, how to meet demand and 
contingency planning. He proposed that gas security should be defined in relation to 
whether firm customers, especially residential customers, have an assurance of a 
continuous supply of gas. Definitions of gas security in relation to volumes of 
reserves or supply availability over 20-30 year time scales are much less relevant. It 
is worth recalling that most voices in Europe around 1980 believed that the 
Continent’s gas supplies would be exhausted within 25 years. But during that period 
huge new reserves have been found and the reserves/production ratios in some 
European and supplying countries have increased, despite huge increases in 
production.  
 
Substantial new infrastructure is currently being built for new supply into Europe. 3 
new pipelines and 3 new LNG terminals are being constructed just for the UK with a 
capacity 100 Bcm of extra supply for a market of just 100 Bcm. 
 
In North Africa the Green stream pipeline from Libya came on stream last year. Two 
pipelines from Algeria - Medgas to Spain and Galsi to Italy- are at an advanced stage 
of planning. North African gas has only a short distance to travel to Europe, which 
means that especially southern Europe has an abundant supply and low cost source 
of gas for many years. 
 
The Shtokmanov field was originally designed to reach Europe via pipeline and the 
Baltic Sea. But lack of European demand, combined with high transportation costs, 
has forced the Russians to develop the field as an LNG project for export to the US. 
It is possible that in a later phase of this project will include a pipeline connection to 
Europe.  
 
With Russia’s new export link - the North European pipeline through the Baltic Sea to 
Germany now committed to be built, a pipeline to Sweden would be an excellent and 
low cost means to additional access gas supplies even if demand is limited. 
 
Whether Central Asian gas will reach Europe via Russia or via Turkey will be 
dependent on the role of Gazprom as a transporter and purchaser. These exporters 
have vast resources which they would like to sell, but have to find acceptable and 
commercial means of transportation to solvent markets. 
 

J o n a t h a n  S t e r n ,  O x f o r d  I n s t i t u t e  f o r  E n e r g y  S t u d i e s  
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The Nabucco pipeline is a proposal to deliver gas to central Europe from Iran, 
Turkmenistan and Azerbaijan is also facing problems because of uncertain future 
demand. On the other hand, the two interconnectors between Turkey and Greece 
and Greece and Italy will probably be constructed as they add diversity and have 
financial support from the EU.  
 
A dozen LNG terminals are currently under construction in Europe and many more 
are planned. LNG is beneficial for both security/diversity and commercial reasons - 
shipments can be sent to other markets if prices dictate – and this is why companies 
would like to have LNG in their portfolio. For the first time LNG from Middle East LNG 
can compete in European and US markets.  
 
The IEA energy demand outlook predicts that the demand will increase by 
approximately 60 % up to 2030; 70 % of this increase will be in power generation. 
Research being carried out by the Oxford Institute’s gas research programme 
suggests this outlook is overestimated, at least for the period up to 2015. Currently 
the only countries where large numbers of gas fired power stations are being 
constructed are Spain and Italy. 
 
Currently there is a debate over whether supply is in shortage or surplus. Jonathan 
Stern believes there is a supply surplus. The reason for the high gas price is rather 
the lack of 3rd party access, the oil to gas linked price and the market control of huge 
multi-energy utilities and major gas suppliers. Utility companies will not build new 
power stations for which they need to purchase gas at oil-linked prices. Most 
Continental European utilities have very well functioning coal fired power plants with 
low costs and no problems with environmental regulation. Regarding the future of 
nuclear power in the next 15 years this is a matter of life extension for existing 
stations. In countries such as the UK, the situation is that if anybody wants to build a 
new nuclear power plant and assuming they get the permissions and the finance 
necessary, there is a 15-20 year lead time.  
 
Oil linked gas prices 
Today’s high gas price does not represent the supply/demand gas price. If 
competition is introduced the likelihood is that prices will fall. In the US, in 1984 and 
1999, and the UK, in 1992 and 1998, the gas and oil prices decoupled on a day to 
day basis, but over a period of years it could be seen that gas prices still had a 
relationship to oil price. Today there is a tight supply situation in the US and a closer 
link with oil product prices has been re-established. ln Europe the link between oil 
and gas remains contractual. Even if there will be gas to gas competition in Europe – 
with a day to day decoupling from oil prices - the relationship to oil prices will remain.  
 
Two European Gas scenarios 
It is worth considering the future of gas supply and demand in Europe using two gas 
scenarios:  
the first gas scenario is when competition breaks out, there are a surplus in supply, 
prices crash, gas fired power stations are built and more supply is needed by early 
2010.  
In the second scenario oligopolistic markets prevail; prices remain linked to oil, there 
is little gas fired power generation built over the next decade and little new supply 
needed prior to 2015. 
 



 
19  

Over the next decade there will be no major problems with supply, except that 
possibly too much infrastructure is being built. The percentage of Europe’s gas which 
will be imported will increase, but that tells you very little about security of supply. A 
more interesting period about which to speculate is after 2015, when whole Dutch, 
UK and continental European supply will be declining and Norwegian supply may not 
be able to expand. If this causes high gas prices it may halt the expansion of power 
generation which could by then, be expanding rapidly. “Running out of gas” 
(whatever that means) will not be a problem for Europe. If supplies are short, prices 
will determine that no new gas fired power plants will be built, and that energy 
efficiency will increase substantially, something we should be doing anyway.  
 
If Europe’s relations with exporters deteriorate, and if we haven’t managed to 
develop low carbon supply alternative, there will be commercial problems when 
prices increase, and environmental problems arising from lack of carbon reduction. 
We have to face these problems right now and not expect great advances in 
technology about which we know very little about at present to “solve the problem”. 
On carbon reduction, we have to make hard choices and probably spend a lot of 
money. 
 
Import dependence 
Import dependence of Europe on Russia can be viewed in a number of different 
ways. Theories of “unreliable and nasty foreigners” suggest European fears that 
Russia: 

• will be unable to maintain installations properly  
• will be likely to cut supplies to exert commercial and political pressure on 

European countries. 
This fear of Russia in particular can only be answered with reference to past history 
which shows a very reliable track record, and that gas exports to Europe have been 
more a question of economy than politics. People underestimate the importance of 
money and the fact that Russia is dependent of their export incomes. This year the 
Russian state will earn 25 billion US$ in revenue for gas export, corresponding to 
around 17 % of total convertible currency export revenues. Oil exports will be more 
than twice that figure.   
The only clear example of Russia attempting to use natural gas as a weapon to 
achieve political goals was when the Soviet Union was breaking up and gas to the 
Baltic countries was cut off in order to try and make them stay in the Union; an 
attempt which failed. As a more general proposition, there is no empirical evidence in 
the gas industry worldwide that imported gas is less secure than domestic supply.  
 
As far as relationships with CIS countries are concerned, Russia is highly dependent 
on them for transit of gas to Europe, while at the same time these countries are 
dependent on Russia for gas supplies. Lack of reliable transit, and unsatisfactory 
commercial relationships - Ukraine pays 50 US$ per 1000 m3 for Russian gas 
compared with German prices in excess of 160 US$ per 1000 m3 – are the main 
reasons why Russian wants to reduce dependence on transit countries; hence the 
North European Pipeline.  
 
The Russians have little political culture of successful interdependence relationships 
and that’s why the EU - Russia dialogue is very important, it is an institutional 
manifestation of energy interdependence. 
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Emergency events  
In a monopoly market the costs of emergency planning were included in the price, 
but in the deregulated market there are a multiplicity of players, increased emphasis 
on short term cost reduction and “just in time” supply planning. An example of this 
was seen last winter in the UK where there was a very tight supply situation. New UK 
import projects are arriving 1-2 years late in comparison to when they are needed.  
 
A serious situation occurred in February/March last year because of very cold 
weather in southern Europe leading to high demand. Spain had technical problems 
with supply from Algeria and storage levels in France were low. Gas de France and 
Gas Natural had sent LNG carriers to US to profit from high prices because the 
winter was normally over at that time. This resulted in a very severe situation where 
spot prices soared, interruptible customers were curtailed, and firm customers were 
nearly cut off. 
 
Most security incidents result from combinations of unusual events. Individually it is 
possible to have contingency plans for these events, it is the combination of such 
events which is impossible both to predict and prepare for. 
 
Conclusion 
If security is defined as the risk of firm customers losing gas for a significant period of 
time, then most security discussions overemphasise the risk of import dependence 
and political and commercial leverage, and neglect the risk of severe weather, 
natural disaster and technical failure. 
 


