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Energy Security in the Black Sea-Caspian Region

Russia’s invasion of Georgia this past August and the continued occupation of the Georgian territories are specific circumstances that define the context of the conference today as well as this presentation on energy. Addressing energy security in the South Caucasus in a country that - in contrast to its neighbors Georgia and Azerbaijan -  is not part of any energy projects is somewhat ironic. There are reasons for Armenia's absence from regional energy projects. This is an issue that preoccupies the Armenian government very much. It also preoccupies the Armenian Diaspora in the United States albeit in a slightly different manner. This subject will also be addressed below.

In terms of energy security, the August war between Russia-Georgia has become, in some respects, a wakeup call for Europe similar to the January 2006 Russia-Ukraine gas crisis. There have now been two wakeup-calls: January 2006 and August 2008. As it turned out, the first wakeup call resounded more in the editorial pages of newspapers than in policymaking offices in Europe and even the United States. These circumstances may substantially affect the safety and credibility of the South Caucasus energy transit corridor; from the Caspian basin to European consumer countries. Whether or not the impact of the August 2008 wakeup-call will materialize more convincingly, remains to be seen. 

The only indisputable fact is that the Black Sea-Caspian Region is on its way to becoming an Eldorado in terms of energy transit. The volumes of energy being transported through the Black Sea Region (BSR) already rival the volumes of energy in the North Seam. While the latter decline, the former increase.

The geopolitics and geostrategy of the BSR do not entirely coincide with the region’s geography. In a geo-economic sense, the Black Sea and the Caspian Sea form an indivisible u unnit. Azerbaijan's main outlets for its oil and gas exports run through the Black Sea. For the same reason, Georgia is the main outlet for the export of Caspian energy. Therefore, functionally Azerbaijan is a Black Sea country, and Georgia is a Caspian country. This makes the Black Sea-Caspian region the true region of interest.

First oil and then gas will be discussed to give an overall picture of the volumes of energy already transiting or slated to transit the BSR.

Oil

Annually, the oil terminal in Russia's Black Sea port of Novorossiysk sends out approximately 50 million tons of oil. While a relatively small portion of it originates from Russia, most comes from Kazakhstan. The export terminal in Tuapse, Russia, sends out about 5 million tons of oil annually. There are two Ukrainian oil terminals, Odessa and Pivdennyi, with a combined capacity of approximately 20 million tons of oil per annum. The oil is, almost entirely, Russian. 
Georgia's oil terminals on the Black Sea total a capacity of approximately 40 million tons of oil per annum. They are slated to increase. Supsa, with an annual approximate of 10 million tons is mainly used by Azerbaijan and BP. Batumi, with about 15 million tons of oil per annum, is slated to increase. It is used mainly by the Kazmunai State Oil Company of Kazakhstan and Chevron; using mainly oil form the Tengiz oil filed of Kazakhstan. Kulevi is used mainly by Azerbaijan and by the Azerbaijan State Oil Company and is slated to increase from its annual 10 million tons of oil. At 5 million tons of oil per annum, Poti exports oil products mainly; rather than crude. 
Most of these exports are flow into the world market through the Bosporus. It is well known that the Bosporus is strained almost to its breaking point by all of the excess capacity of oil flowing through it. To alleviate the problem, two additional, Bosporus bypassing pipelines, are under consideration/incipient construction: 
1. Burgas (Bulgaria) – Alexandropolis (Aegean coast of Greece) 
is planned to take oil from Novorossiysk, bypass the Bosporus, 
and reach the world markets through the Aegean Sea.
2.  Samsun – Ceyhan (Turkey), to cross the Anatolian landmass,
 take oil from Novorossiysk and Ukrainian ports (but mainly from 
Novorossiysk) and reach the world's ocean at Ceyhan, Turkey's 
Mediterranean coast.

The significance of these pipelines, if ever built, would not be limited to the realm of transport safety, an important but not decisive consideration. The pipelines would alleviate traffic through the Bosporus simultaneously enabling Russia to increase its intake of the Kazakhstani oil via Novorossiysk. Alleviating traffic through the Bosporus is a limited value for these pipelines.

Gas

The potential for further growth of gas transit through the BSR is enormous. The existing Baku-Tbilisi-Erzurum pipeline, supplied from Azerbaijan's super giant Shakhdeniz gas field off the Caspian coast, was developed by BP and Statoil Federal. Currently, approaching a capacity of 8 billion m3 /annum, it is slated to increase in correlation with production expansion in Shakhdeniz to 20-25 billion cubic meters.
The other existing pipeline is the so-called Turkey-Greece-Italy Interconnector. Already built, it will soon transport approximately 8 billion m3 /annum. It will be transported mainly from Azerbaijan, through Turkey, Greece and onto Italy through the so-called Trans-Adriatic Pipeline (TAP).

The third existing and operating pipeline is the Blue Stream pipeline originating on the Russia's Black Sea coast. It runs on the seabed of the Black Sea to Turkey. Initially operating at 4 billion m3 /annum it is now increasing to 8 billion m3 /annum. A follow up stage for a capacity of approximately 16 billion m3of gas /annum is theoretically projected. 
The existing pipelines are modest compared to the projected ones. The projected (rival) pipelines, Nabucco and South Stream, each have a capacity of about 30 billion m3/annum. 

Regarded as a top priority, energy security project, Nabucco is supported by the EU and the U.S. at the rhetorical level. It is to compete against Gazprom's South Stream, built in cooperation with Italy's state controlled corporation ENI. It would run from Russia's Black Sea coast across the Black Sea bed through to Bulgaria. To supply South East European and Central European countries, exiting Bulgaria it would ramify into several directions: southwards to Greece and Italy; and northwards to Serbia, Hungary, Austria and potentially Northern Italy and Germany.

In terms of energy volumes, this overall picture of volumes slated to transit through the BSR justifies the region being called a developing Eldorado.

The transport corridor that runs through the South Caucuses is the main outlet for Caspian Basin energy into the Black Sea, the European Union and in turn, the world markets. Therefore, it is important to ask how the war between Russia and Georgia affected it. 
In the immediate aftermath of the Russia-Georgia war, business circles and many analysts believed the corridor had taken a severe blow. The blow was not so much a blow in the physical sense, but in terms of credibility, the perception of its level of safety, and in terms of attractiveness to investors. The initial perception was quickly proven wrong. Business confidence is actually returning to the South Caucasus transit corridor. 
Significantly, in business terms, the first country to announce its continued confidence, in this energy transport corridor was Kazakhstan. Kazakhstan announced its intention to increase the volume of oil transited from Kazakhstani oil fields, across the Caspian Sea, through Azerbaijan to Georgia. From Georgia it is to split in two directions. First, is the  the Baku-Tbilisi-Ceyhan (BTC) pipeline, which, in addition to Azerbaijani oil is scheduled to take growing volumes of the Kazakhstani oil. Second, Kulevi, Supsa, Batumi and Poti, all of which are going to take growing volumes of Kazakhstani and Azerbaijani oil.
Kazakhstan’s announcement is the first indication of the return of business confidence. A second indication comes from Armenia, the host country of this conference. Armenia is actively considering and actually promoting the idea of expanding the Trans-Georgia highway. It has demonstrated keen interest in its modernization and expansion. The highway runs from the Armenian border through Georgia to Georgia's Black Sea coast. As long as the Turkish and Azerbaijani borders remain closed, it provides a crucial route from Armenia to the outside world. 
In the non-oil sector, a number of Western companies are continuing investment projects in Georgia and even announcing their intentions for new investment projects. It should not be surprising that business confidence is returning to this corridor.

Initially, reports that Russian forces had targeted energy infrastructure on Georgian territory during the hostilities proved incorrect. Contrary to frantic reports at the time, Russia did not deliberately hit any energy terminal or pipeline.

The only crucial energy knot deliberately targeted by Russia was the Hashuri railway bridge. Both, the Batumi and Poti railways ran through it. The railways transport significant amounts of Kazakhstani and Azerbaijani oil and the bridge was a crucial Georgian railway junction. The Russian bombardment of the Hashuri Bridge temporarily halted that oil traffic. It was an isolated incident of targeted action against energy infrastructure. 
However, other Russian military actions such as, the bombardment of Poti harbor where there is an oil terminal; the inclusion of Kulevi to the Russian so-called security zone near Abkhazia; the temporarily interdiction of commercial traffic to Poti and (for a brief time) to Batumi disrupted the corridor. In addition, a Russian projectile landed very close to the Baku-Supsa oil pipeline. Failing to explode it nonetheless caused the perception of danger and possible damage to the pipeline. The ammunition forced the temporary closure of the pipeline until it was effectively disposed.

Albeit temporary, the disruption caused hundreds of millions of dollars of damage to Georgia, Azerbaijan and Armenia. The emergency is now over, and the fact that the Russians did not deliberately target energy infrastructure (with the exception of the Hashuri Bridge) has contributed to the return of business confidence.

Despite the intense desire and political efforts by Armenia and its Diaspora in the US to be a part of these projects, it is not. It is possible that Armenia has missed a chance, perhaps not permanently, perhaps it is a retrievable chance, bit it has been missed. It will continue to be missed unless the Armenian government and the Diaspora (which do not always work in tandem) change their approach to this issue. For many years, both the government and Diaspora opposed the construction of the BTC pipeline. Conveying the impression rightly or wrongly, that Armenian interest was at odds with the national interests of Azerbaijan, Georgia and Turkey in building that pipeline. The BTC pipeline became a reality.

More recently, the Armenian Diaspora actively (and in this case successfully) opposed American involvement in the construction of the Transcontinental railroad Karst-Tbilisi-Baku. Armenian organizations in Washington caused pro-Armenian members of the U.S. Congress to prohibit U.S. lending, U.S. credit guaranties, and political risk guaranties to the project. Once again, a perception arose that either the Armenian government, Diaspora, or both, were acting or setting themselves against the national interests of its three neighboring countries: Azerbaijan, Georgia and Turkey. This is not the way for Armenia to become integrated in regional energy projects. The way to be integrated in regional projects is to precede from a postulate that the interests of three countries are convergent in these projects.

An additional, very necessary step is attaining major progress in the resolution of the Karabakh conflict. As long as there continues to be no constructive process advancing the resolution Karabakh conflict, Azerbaijan and Turkey (understandably) will not want to invest in projects dependant on transit through Armenia. This is elementary logic. It may very well be that the logic of the Armenian Diaspora, which plays a role in influencing American policy on this issue, does not necessarily coincide with the views of the Armenian government in Yerevan. There is some daylight opening between the respective attitudes of the Diaspora and the Yerevan government. It remains to be seen whether more light will shine between the thinking in the two places. 
The EU has refused to support the Karst-Tbilisi-Baku railroad project, citing the same reasons as the United States. The proposed alternative route is to Giumri, Armenia. However, Giumri is not situated on the intercontinental line of transit; it is a local line. IN terms of Armenian interests, routing it through Giumri would be beneficial to regional and local transportation. However, it cannot possibly be an alternative to the Karst-Tbilisi-Baku line, which is a line of inter-continental significance.

In Washington, it is sometimes argued that to be viable and to favorable political affect the transit project should be truly regional in scope and include Armenia. Following this logic, any project that would exclude Armenia, would not qualify as a regional one. This argument has not proven itself effective with investors let alone with Armenia’s neighbors. The value of this project does not depend on its qualification as “regional” or “all-inclusive”. These projects have their own economic and geostrategic rationales. Having an all-inclusive, regional project is not a goal in itself. 
Therefore, this argument will continue to be a weak one supporting Armenia's inclusion. Armenia needs to find arguments that are more convincing. This one has proven itself unconvincing and ineffective. It did not stop the construction of BTC nor did not stop the construction of Karst-Tbilisi-Erzurum railway, the Georgian segment of which is fully financed by Azerbaijan.

What is the outlook in terms of European and Euro-Atlantic energy security and policy in this region?

There is a unique situation in the world of energy and geopolitics regarding both the oil and gas sectors. Russia, number one worldwide for gas and number two for oil, is absorbing almost the entire export of Kazakhstani oil and Turkmen gas. It is an unparalleled situation in which leading producing and exporting countries fully absorb the exports of large producers in the neighborhood. This situation enables Russia to add to its energy muscle and, by implication, a political muscle vis-a-vis the Euro-Atlantic community. 
Those who consider this situation undesirable do not argue that it is illegal, unjust, or unfair. Rather, they argue the situation is undesirable for the Euro-Atlantic community and for the transit countries in the South Caucasus-Black Sea region. 
A political contest over the choice of export routes for oil from Kazakhstan, particularly from the super giant Kashagan (the largest discovery since Alaska's North Slope 49 years ago) is already shaping up. The South Caucasus corridor is likely to become the main export outlet for Kashagan. There are two choices: 
to expand the pipeline running from Kazakhstan around the northern bend of the Caspian Sea to Novorossiysk. To accommodate the upcoming production from Kashagan, and via that pipeline through Novorossiysk, would more than double its current capacity of about 30 million tons /annum to more than 60 million tons /annum, or;

to create the Trans-Caspian transport system. The most likely way would be by tankers or possibly seabed pipelines that would run from Kashagan and other Kazakhstani fields, the Kazakhstani coast of the Caspian Sea across the Caspian to Baku, and then take two possible directions: either to the BTC through Turkey or straight westward to Georgian terminals on the Black Sea coast.

Therefore the choices for Kashagan and for Kazakhstan are northward to Novorossiysk or westward to Azerbaijan and Georgia, and then Turkey or the Black Sea. This would most likely be a top issue in terms of energy security for Europe in the next decade.

In terms of energy security and, by implication, political security, gas is the most critical fuel. Its multiplicity of uses including energy generation and industrial production in the chemical as well as other sectors makes gas the most dependency inducing of all fuels.

Gas demand in Europe, and to some extent even in the U.S., is growing at an artificially high pace. This is due to the decommissioning of nuclear power plants and/or failure to build replacement plants for those outrunning their service life. Politically, this is a result of effective antinuclear lobbies; mainly in Europe. This is true particularly in Germany where the Social-Democratic Party (sometimes ruling, sometimes in the coalition government) and the Greens (who are no longer in government) have practically imposed their antinuclear agenda on the entire German politics. In terms of energy security, this is a milestone on Germany's neck. However, with France as a notable exception, the phenomenon is Europe-wide. Gas demand is growing due to the phenomenon, which is driven by Germany's deficit caused by the decommissioning of nuclear power plants. Therefore, expectations of Russian gas deliveries are growing at the time when North Sea production is declining, and the proven reserves in the North Sea are dwindling.

Russia itself does not, and will not, have (at least in the coming 10-15 years), sufficient gas to supply all of the proposed pipeline projects. Although not directly related to the BSR, the following have a direct impact on the plausibility of the South Stream and Blue Stream projects proposed by Russia. The fate of these projects in the Black Sea is inseparably linked to the fate of Russian gas deposits and pipelines in and from northern Russia.

The pipeline projects, as proposed by Russia, include:

1. The North Stream which it to run from Russia directly to Germany on the Baltic seabed, and be fed primarily by the Stockman field in the Barents Sea;

2. The existing Yamal-1 pipeline, which runs to the heart of the EU territory via Belarus and Poland;

3. The projected Yamal-2, which will supplement Yamal-1 by doubling its capacity;

4. The Ukrainian transit system, which currently transits about 80% of Russia's total gas exports to the West;

5. The existing Blue Stream, mentioned earlier, running on the seabed of the Black Sea to Turkey, is to be slated to increase its capacity, and;

6. And South Stream, the biggest of all, from Russia running again across the seabed of the Black Sea, Bulgaria and then ramifying into those directions that I mentioned earlier.

There is no way for Russia's existing and proven gas deposits to supply all these pipelines simultaneously at their declared capacity. Importantly it is not at their projected capacity that it is not possible, but at the declared capacity. There is difference. 
Russian strategy consists of building surplus transport capacity as a deliberate policy. In the domain of gas, each pipeline creates its own national or sub-regional market at the end of that pipeline.

Russian policy aims at creating a situation in which the maximum possible number of customers in the West would compete against each other for limited volumes of available Russian gas with Russia centrally positioned to direct gas volumes. The criteria would not be defined by the customer countries, but rather, the supplier. 
Central Asia's gas resources, particularly Turkmenistan's play a key role in this strategy. Russia intends, and has already started to use large volumes of Turkmen gas to supply its own internal needs. This would free up significant volumes of Russian-produced gas to be exported to the West. Until now, using another country's gas has been the manner in which Russia has increased its export potential. However, the next stage has already begun in Russia. Russia will import gas mainly from Turkmenistan, and in smaller volumes from Uzbekistan and Kazakhstan, and resell it to the West as mixed-Russian gas. Ukraine is already at this stage. It is a customer of the Russian/Turkmen gas coming in through Russia.

An announcement, by one of the most reputable British auditing firms that the content of Turkmenistan’s Salfyalatan Osman gas field figures in at lower estimated end with 4 trillion m3 of gas significantly raised the stakes in Turkmenistan. This amount equals the reserves at Stockman. Whereas this is only the first of the fields, it is most certainly the richest, and the first one audited by independent Western companies in Turkmenistan. Undoubtedly, another political and diplomatic contest will develop regarding the choice of export route from Turkmenistan.

Pending appropriate political action from Brussels and Washington, the Trans-Caspian gas pipeline out of Turkmenistan may enjoys another chance to materialize. Will such political action materialize in order for the pipeline to materialize? 
The recent Russia-Georgia and the West's financial crisis have raised this big question the top of the policy agenda. These concurrent events have dealt a severe blow to the notions that had until now prevailed and inspired the energy policies of Western governments. 
It was believed possible to achieve energy security cooperatively with Russia; that energy security is not a zero-sum game; that the free market alone will resolve the West's energy dilemmas and; energy development and transportation are matters for private corporations to take up and resolve as dictated by and shareholder interests. 
This paradigm has taken a heavy hit and, after the events in the Southern Caucasus and the crisis on Western financial markets, its long overdue revision can no longer be avoided. Energy security is very much a zero-sum game. Energy security is, in fact, the ultimate zero-sum game. Those billion cubic meters gas, or those millions tons of oil that would go in a certain direction will not by definition go the other direction. There is a struggle for physical access to the world's remaining and dwindling proven reserves of oil and gas, as there is a contest, increasingly open, over the choice of transportation routes. This is the mother of zero-sum games.

The market left to its own devices, will not resolve the West's energy problems. Contrarily, left to its own devices, market forces and corporations will aggravate the West's energy dilemmas. Instead of following coordinated policies, which they by definition cannot do, Western corporations have ended up competing with one another for access to resources (not only in Russia but in many places) and for privileged deals with energy suppliers including Russia. 
In the case at hand, elements of state intervention in issues of energy security are clearly justified. State intervention into energy policy is nothing new. Throughout history, the states of Europe and the US have, as a rule, promoted the interests of national corporations, so-called national champions. 

With the exception of intervening on behalf of favorite national corporations, states (or in the case of Europe the European Commission) have not played an active role in promoting energy security strategies, devising them or implementing them. Rather, the U.S. government and the European Commission have shied away from this role. 
At least on a theoretical level, the necessity of active state intervention or elements of active state intervention (i.e. EC pipeline subsidization, the provision of credit guaranties to private corporations that would venture in risky areas) may be increasingly understood in Washington and Brussels. During the second term of the Clinton Administration, the U.S. government was moving in that direction by covering these projects with political insurance. However, that advance was stopped and even reversed by the Bush Administration’s fundamentalist approach to the market. The EU never even stepped into that role. It has neither the tools nor the budget for it. As long as national governments continue to jealously reserve energy and foreign policy for their own sovereign domain, these two are going to require adjustment if European and Euro-Atlantic energy security is to be safeguarded.

The terms European and Euro-Atlantic energy security are used, because their energy security is indivisible. Historically, this realization has inspired US policies regarding the supply and transport of energy from Russia to Europe. From the Nixon Administration and onward, the adverse impact European over-dependence on Russian energy supplies would have on the political cohesion of the Trans-Atlantic community and NATO itself was very well understood by the Russians. It could inhibit the resolve of European governments to take decisions required by their common policy and security needs. The wisdom of those Western, mostly American, assumptions are being vindicated in Europe today.

Is there a direct correlation between the levels of energy dependency of a particular government and its disposition to give in to Russia politically? The answer to this question remains ambiguous. 
On one end of the scale, Germany, which is among those less dependent on Russian delivered energy (almost 40% for oil and more than 40% for gas) demonstrates the most receptive attitude regarding Russian proposals on European security. The Baltic states are on the other end of the scale. Among the most dependant countries on Russian delivered energy, they are least receptive to Russian proposals on European security affairs. Similarly, Italy, which has small level of dependence on Russia, is almost as receptive as Germany to Russian proposals on European security affairs.

The correlation between the level of energy dependency and political vulnerability does not appear to be a straight one. What does seem to be better correlated is the involvement of particular interest groups in one country or another (e.g. Germany or Italy) in advantageous energy projects with Russia and the governments predisposition to give in to Russian demands.

