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ABSTRACT

NATURAL GAS DIPLOMACY OF RUSSIA WITH THE EU AND
TURKEY: POLITICAL AND SECURITY VERSUS ECONOMIC AND
ENVIRONMENTAL DIMENSIONS

Tosun, Kisad
Ph.D., Department of Earth System Science
Supervisor: Prof. Dr. Oktay Firat Tanrisever
Co-Supervisor: Assoc. Prof. Dr. Merih Koksal Aydma
May 2016, 289 pages

Energy relations among Turkey, Russia and the EUrary complex. In terms of
natural gas, Russia wishes to secure its stronglisupstatus on Europe and
Turkey, while the EU strives for diversity in gagpgine routes and supply
security. On the other hand, Turkey aims to stieggtits status as a transit
country, at least preferably as a ‘hub’, and akseks for diverse gas supplies. In
recent years, Turkey was able to overcome diffiarid sensitive political
situations with successful maneuveisng its unique geopolitical advantages;
and acceded to consent Russia to use its Excli&sisaomic Zone in the Black
Sea where South Stream Natural Gas Pipeline wawslsc However, the EU
blocked the South Stream Project and Russia hastemtion to divert the route
of the project towards Turkey. Moreover, Turkey Basceeded in converting the
Turkish Section of the Nabucco Project into then§rAnatolian Pipeline Project
(TANAP) together with Azerbaijan, to contribute tbe energy security and
energy supply diversification policy of the EU inrder to decrease the
dependence on Russia by including Caspian and ipiobéiddle Eastern (Iraq)
natural gas reserves. TANAP will be extended tty ll@m Greece via the Trans
Adriatic Project (TAP).



Contrary to the arguments which emphasize the itapoe of financial,

economic and environmental feasibility of these ggsline projects, this
thesis argues that political and security dimersiolay a more influential role
in determining the prospects of the realizatiorth&f projects. Therefore, this
thesis is based on the ‘political neoclassicaliseapproach to international

relations’ framework.

Keywords: Natural gas, gas diplomacy, Turkey, Russia, the E
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Oz

RUSYA'NIN AB VE TURK IYE iLE DOGAL GAZ D iPLOMASISI:
SiYASET VE GUVENL iK BOYUTLARINA KAR SILIK EKONOM iK VE
CEVRESEL BOYUTLAR

Tosun, Kigad
Doktora, Yer Sistem Bilimleri Bélumu
Tez Yoneticisi: Prof. Dr. Oktay Firat Tanrisever
Tez B Yoneticisi: Yard. Dog. Dr. Merih Koksal Aydinalp
Mayis 2016, 289 sayfa

Turkiye, Rusya ve AB arasindaki enerjskileri olduk¢ca karmgiktir. Dogal gaz
acisindan Rusya; Avrupa ve Tiirkiye iizerinde giiclii olan tedarik¢i konumunu
korumak istemektedir; AB ise, d@algaz boru hatti glizergahlarindssitigik ve
tedarik givencesi elde etme ¢cabasindadgeDyandan Turkiye, transit Ulke, ya
da tercihen bir *hub’ olarak konumunu guclendirmaynacglamaktadir ve géi
dogalgaz tedarik imkanina sahip olmak istemektedin $dlarda Turkiye, gsiz
jeopolitik avantajlarini kullanmak suretiyle,daaull manevralarla zorlu ve hassas
politik sorunlar1 asmayi basarmis; ve Giiney Akim Dogalgaz Boru Hattinin
gececgi, Karadeniz’deki kendi Mdunhasir Ekonomik Bolgeyi usya’nin
kullanmasina riza gostergtir. Ancak AB, Guney Akim Projesini engellegtir ve
Rusya, projenin guzergahini Turkiye'ye cevirmeketiydedir. Buna ek olarak
Tarkiye, Hazar Denizi ve muhtemelen Orta @o(lrak) dgalgaz rezervlerini
dahil ederek Rusya’ya olan gianliligi azaltmak igin AB’nin enerji glvergi ve
enerji tedariki ¢cgitlendirilmesi politikasina katkida bulunmak amdaiiNabucco
Projesinin Turkiye Kesimini, Azerbaycan ile birkk{Trans Anadolu Boru Hatti
Projesine (TANAP) dongiirmeyi baarmstir. TANAP, Trans Adriyatik Projesi
(TAP) sayesinde, Yunanistan'détalya’ya da&ru uzanacaktir.

Vii



Bu projelerin mali, ekonomik ve cevresel fizibikiain dnemini vurgulayan

savlarin aksine bu tez, s6z konususalogaz boru hatti projelerin hayata
gecirilme olasiliklarinin belirlenmesinde siyasetgiivenlik boyutlarinin daha
gucli bir rol oynadiini savunmaktadir. Dolayisiyla bu tez, ‘uluslararas

ili skilerde neoklasik realist politik yakjan’ cercevesine dayalidir.

Anahtar Kelimeler: Dogal gaz, dgal gaz diplomasisi, Turkiye, Rusya, AB.
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CHAPTER 1

INTRODUCTION

Natural gas is one of the most popular energy messuin the world. Trends
show that it will have an increasing volume andrshim the whole energy
consumption in the future with an expected increas®0% worldwide (BP,
2015) and it is estimated that the globally prowatural gas reserves will suffice
for the next 250 years (EGAF, 2011). The main cons#ion areas can be listed
as residential, power generation, industrial anchroercial. Compared with the
other energy sources, despite being a fossil fiteis the one of the most
environmentally friendly type of energy source asven in Figure 1-1 below
(Gasunie, 2010; EGAF, 2011). Therefore, it is dfeesk as a ‘transition fuel’
from fossil fuels (mainly coal andoil ) to renewal#nergy sources as a general
worldwide energy policy. Natural gas, like oil, hlitsee components: Upstream,
mid-stream and downstream. Upstream includes tipboeation of natural gas,
drilling and production; and this component is @dllExploration and Production
(E&P)’. Mid-stream includes the transportation dtietgas from upstream to
downstream by pipelines or with Liquefied NaturalasG (LNG) tankers.
Downstream refers to the distribution of the gasrfrtransmission pipelines or
from LNG tanks or gas storage tanks to distributgystems for residential,
industrial and commercial areas. In this study, riten focus is the midstream
component of natural gas pipelines in terms oftjali, security, economic and

environmental perspectives.

The pipelines that are located as a whole withinltbrders of a country evidently
will not require any discussion among the statesydver cross-boundary
pipelines lead to significant discussions and dioy among the states. Many
issues need to be negotiated among the relevatdsstand they use this

opportunity as a ‘pursuit of interest’ and as al tmo'maximize the power’. In



these circumstances, the supplier country, thesitraountry and the consumer
country all struggle to gain the most in this powame.

ti r'nr;”:‘ 1 MWh Efficiency
energy etectricity 32-34%

OIL
0.9
tonnes
CO2
et SO Efficiency
COAL energy electricity 34-35%

2MWh ﬁ 1 MWh icien
M thermal electricity E.zféc_lsegt;‘iv

NATURAL GAS
Figure 1-1. Environmental Performance Comparison of PowertBlasing Different
Energy Sources (Gasunie, 2010; EGAF, 2011)

This thesis aims to clarify the aspect(s) whichdgemed to be more dominant in
making the final decision on the realization anglementation of natural gas
pipeline projects. These aspects can be listedeasrisy, politics/diplomacy,
economical and environmental factors. In this thesiis argued that security-
political aspects are much more influential comgavdth the economic and
environmental aspects. In other words, politicad aecurity factors are claimed
to be the main driving force for the realizationpgbeline projects.



Russia holds the richest natural gas reservesilittcm (trillion cubic meters),

corresponding to approximately the one fourth @& world’'s total gas reserves
(EIA, 2014a). Russia comes second in annual pramucapacity in the world

just after the USA (Russia: 714 bcm (billion cubneters), USA: 723 bcm)

(Shadrina, 2014a). Russia is the main/top natuaal exporter to Europe and
Asia, where Europe is the main consumer in theoregWestphal, 2014). As
shown in Map 1-1, Russia is supplying 24% of wHel¢s gas supply alone via
pipelines between Russia and Europe (The Econogiy).

I R {0} 2 3 E g e
o = Ry 3 PR . : :
W A Ll NLAND/S Incoming gas pipeline »
500 km %7 2 e sy}ffng@*‘g ANDg R co‘ lgg pipeline routes
;:x@@ .(S | P [ a), =2 — St fExISt'lng # Planned
WEAND ) & dalic /[ 3 EsignyPeters (selected) < (by Russia)
iy J-]N;TED;' WJ”RDH / CAIVIA o Planned/upgraded (by others)
: KINGDOM, PEEOACNG, oscoal ; ’
ATLANTIC i 9, ) ,_ _ { f.DPAL S e
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Interconnectors
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(2 LNG Terminals S
(O Selected planned |

Source: Eurogas

Map 1-1.Natural Gas Supply by Russia to the EU (The EcostraD14)

Where does Turkey stand among this relation betiRessia and Europe? As it
is geographically located between Europe and Ru3sikey is an important



transit country. At the same time, Turkey is alsma@or consumer country for
Russia since it purchases 58% of the total consumadal gas from Russia via
pipelines (EPDK, 2013). Therefore, energy, and nmepecifically natural gas
relations among Turkey, Russia and Europe posetadlyvimportant matter,

definitely worth to make a research on.

The first question being sought in this thesis ol of the following coupled

aspects can best describe, or is the driving foetend the gas pipeline relations
among Russia, the EU and Turkey: security/poliiceconomic/environmental?
As can be seen throughout the thesis, the defeadgoinent in this regard is that

security and politics are the motives behind thatineed diplomatic relations.

Naturally foreign policy, including the gas pipadipolitics, of Russia is generally
associated wittRealism (Lynch, 2001; Wieclawski, 2011). Moreover, althbug
Europe is considered to be liberalist in many ddimemnd foreign matters, the
relationship of Europe with Russia is also deenoetgind towards realism as well
(Llana, 2014; Szabo, 2014). This leads to the sttgmestion being sought: What
is the most suitable political realism IR (Inteinatl Relations) theory to
describe this gas pipeline diplomacy among RusklaFbirkey? The answer
proposed isNeoclassical Realism, which argues the necessity of considering
specific internal factors in addition of other fa& while defining the foreign

policy of states.

This research and the thesis is unique not onlteims of its interdisciplinary
approach utilizing security, political, economicdagnvironmental aspects to the
natural gas diplomacy, but it also covers the rétgas pipelines issues among
Russia, the EU and Turkey, with the inclusion oé ttelevant geopolitical
concerns in the Afro-Eurasia region. Additionally,analyses again a unique
project duo as a case study: ‘South/Turkish Strddatural Gas Pipeline
Project(s)’ which can directly represent a goodnepde for the natural gas

pipeline projects among Russia, Turkey and the Biése projects also support



the main argument of this thesis by claiming tiat political and security issues
are much more influential, compared to economic andironmental issues,

regarding the decision-making in the natural ggelme projects.

The researchers who study on ‘Pipeline PolitidSatural Gas Policy’, ‘Energy
Relations among Russia, the EU and Turkey’, ‘Clen&olicy’, ‘Effect of

Natural Gas on Climate Policies’, and ‘Factors Affieg Gas Diplomacy’ can
benefit from this study. Additionally, researcheard academics alike may
consider this thesis as a unique interdisciplirsitgly covering politics, security,

economics and environmental aspects all together.

1.1. Scope of the Thesis

This thesis represents a general framework whettedyocus is the gas pipeline
diplomacy/politics and projects among Russia, thé¢ &d Turkey, with the
inclusion of economic factors, environmental imgacand the security and
political issues involved in the natural gas pipeldiplomacy. All these aspects
have been factored into the analysis, discussidragaaessment thereof. Although
Russia, Europe (the EU) and Turkey are locatetieafdcal point of this thesis,
this study also briefly explains the positions tier major relevant players, such
as the USA, China, India, Japan, Korea, North Africstates, Middle Eastern

states and Caspian countries.

In Chapter 1, the thesis begins with the Scope haf Thesis, giving an
introductory overview of all the chapters to parbackdrop of the whole picture
of this study. The research objectives and the topress for which answers are
sought within this thesis are given. Research Bakyl and Literature Review
provides the resources and background of the r@sedhe argument claimed
and defended in this thesis takes place at thei§ Wegument, followed by the
Methodology used throughout the thesis.



In Chapter 2, the Theoretical Framework explaingtwialism as a political IR
theory is, how this theory branch has developegktteer with its types and how
neoclassical realism in particular can be assatmaith the foreign diplomacy of
Russia with the EU-Turkey regarding natural gasimes.

Chapter 3 provides general background informationRaissia focusing on the
energy potential, then moves on to elaborate asclidses the natural gas policy
of Russia and how this policy affects the energypbusecurity of the EU and

Turkey.

In Chapter 4, the economic and environmental dimesshaving an influence on
this thesis subject are delved into, starting vilik inverse trend of nuclear
capacity in the EU (decreasing) and Turkey (indregs Germany is shown here
as an example as to how it has paced up its nuplease-out decision in the
aftermath of the 2011 Fukushima nuclear disastedapan. The natural gas
production decrease and reliance of imports inEbkis analyzed with current
and projected values. The next section is relatetthé unconventional gas (also
called as shale gas) development within Europ&edisas the new ‘shale boom’
in the USA. Then, the 20-20-20 EC Directive — aigia 20% increase in
renewable energy use, 20% increase in energyegifigiand 20% decrease in the
greenhouse gas emissions by 2020 for the whole EJeviewed together with
the impacts of all these targets provided that tweymet (or even exceeded in
some cases) and how these affect the gas diploofatye EU with Russia. For
example, does a 20% achievement in energy effigiehectly mean a 20 %
decrease in the import of gas (in general or froosd)? The recent Paris
Agreement of December 2015 is also discussed mst@f the impacts thereof.
The last section of the chapter before the conotydemarks is concerned with
the discussion of LNG imports of the EU and TurKayall of these sections, it is
sought whether these dimensions have any (positiviegative or null) effect on
the gas import from Russia and how (and if) thesithestatement is being

supported in light of the information gathered.



Chapter 5 represents more in depth discussion ensé#turity and political

considerations surrounding the natural gas pipekta&tions among Russia-EU-
Turkey, the power politics applied by Russia on Badkan and Eastern Europe
states including a concise historical review tovpte a better understanding of
today’s events. Then the EU legislation regardimg Energy Reform Packages,
more specifically the8 Energy Package, is discussed together with thedtsp

thereof on the gas trade with Russia. The nexisect this chapter elaborates
the attitudes of 3 specific transit countries (Utea Belarus and Turkey) against
Russia and the evolution of their relations conicgrmas pipelines. The recently
escalated Syrian crisis is also addressed in tefris impact on the gas pipeline
relationship of Russia with the EU-Turkey and om thdvancement of the
Turkish Stream and Akkuyu Nuclear Power Plant Ritojéhe chapter ends with
a discussion on how the EU-Russia relations in i@génegas relations in

particular, have been affected after the Ukrainsi§rincluding the effects of the

most recent Crimea issue.

Then in Chapter 6, the position of other playeed thave an interest in the region
or impact on the gas relations of Russia-EU-Turkeydiscussed. The first major
player is of course the USA and the first sectifterathe introduction to this

chapter elaborates the actions and motives of thA W this scope. The next
section is related to the producer groups of NAftican states (Nigeria, Algeria,

Egypt and Libya), Caspian countries (Turkmeniskagakhstan, Uzbekistan and
Azerbaijan) and the Middle Eastern countries (llea, Qatar and others). Here,
the reserves, production capacities and relatidrthese countries with Russia
and the EU are all discussed to see whether thexkigers can constitute a
strong-enough competitor against Russian gas saldse EU and Turkey. The

recent discoveries and developments regarding obhenpal gas reserves in the
Mediterranean that concern Israel, Egypt and Cypmesalso elaborated. The
chapter also covers the Eastern Gas importers & Clhidlia, Japan and Korea)
and whether any existing or potential gas (pip¢lmeéations thereof with Russia

can have any impact on the gas sales towards the EU



Chapter 7 provides the details of the Case Studyhef thesis which best
exemplifies the thesis statement to explain andirworthat politics and security
are the main driving forces to shape the (natues) gpipeline projects. The
defunct South Stream Gas Pipeline Project, andnéwely planned Turkish
Stream (also called ‘TurkStream’) project are ampedly in terms of political,
security, economic and environmental aspects. Pipdicability of neoclassical

realism in this case study is verified in the firattion of this chapter.

Chapter 8 provides an overall discussion and carai taking into account all
the factors described and analyzed throughouthbsid, such as explaining the
reasons why Russia is currently facing difficultiesexport gas to the EU and the
geopolitical importance of Turkey within the wh@eocess, as well attempting to
provide an answer to, or at least a plausible esénfior, the specific research
guestions posed in Section 1.2. Moreover this @rapderlines the uniqueness
of the perspective provided by this thesis, theurkit expectations,
recommendations, and the reasons why the EU neeslgbrt gas — particularly

from Russia.

1.2. Research Objectives and Research Questions

The political, security, economic and environmerggpects of the natural gas
pipelines in the triangle of Russia, Europe (the)End Turkey has been
analyzed in this study and a case study ‘The Soutkish Stream Natural Gas
Pipeline Project(s)’ has been presented. In lirta wigeopolitical context within

an interdisciplinary research, the objectives ia #tudy are to identify;

- the security, politics/diplomacy of the natural gaipeline dynamics,
economics and environmental issues of the natwaslpjpelines among
Russia, the EU and Turkey. This objective covers tielow sub-
objectives such as:

0 security of Russia and the West (the EU and the U O)



o the supply security for Europe and strategies endilversification
of demand (Europe) and diversification of supplugBa) side,

o the EU’s gas security problem and Russia’s attitiedese gas as a
political weapon,

o the role, geopolitics and gas pipeline policiesTafkey between
Russia and the EU.

- Whether neoclassical realism as a political IR thes suitable in

defining the natural gas pipeline diplomacy amongdta, the EU and
Turkey.

These two main research objectives are satisfiéd weiry comprehensive and in-
depth research results and they satisfactorilyifyuite thesis statement in this
study.

Moreover, specific research questions of this thean be listed as follows:

- Are the pipeline projects, particularly gas pipeinbased on political-
security or economic-environmental decisions? Wlooe of these two
criteria sets is predominant during the decisiomkin@gprocess?

- As a theoretical perspective, can ‘Neoclassical liR®a explain the
natural gas politics as theory of internationahtiens?

- Does Turkey really have geopolitical advantagestha gas pipelines
among Europe, Russia, Caspian zone, Middle EasfAf&reh? If so, how
can this advantage are used efficiently?

- If gas pipelines are built, would this delay theplementation of other
projects such as LNG, alternative energy, consemvatetc.? If the
Russian-controlled system proves to be the only@mpntable option for
Europe, will producers (e.g. in Central Asia) apsend more of their gas
to China or India instead?



The body of the thesis is structured with a maek®l approach. Nevertheless,
the Case Study of The South/Turkish Stream Nai@ed Pipeline Project will

represent a project-level approach to confirm tesults of the macro-level

approach.

1.3. Research Background and Literature Review

All the knowledge gained throughout the professiaaaeers have amounted to a
significant experience regarding project developnzr management of energy
(power, oil and gas) projects, regulatory and gowemntal relations,
environmental and social impacts perspectives @f pinojects, as well as
collecting information on the politics and the ecpomcal evaluation of these

projects in order to be able to view the whole yniet

Academic research, review of the relevant acaderticles, books and press,
utilizing especially the METU and Amsterdam Libesj have all been conducted
and the utilized references are listed in the Bipiaphy chapter. Moreover, some
of the most relevant theses, both in Master of fagMSc) and Philosophy of
Doctorate (PhD) degrees have been reviewed toaraimderstanding in how to
construct the backbone, to provide a coherent dpwetnt of ideas, discuss the

topics and to sum up all the findings in the forha&onclusion chapter.

Some of the main periodicals/journals utilized mstresearch were ‘Energy
Policy’, ‘International Journal of Energy Economi@nd Policy’, ‘Energy
Economics’, ‘Contemporary Security Policy’ and ‘Rerable and Sustainable

Energy Reviews'.
Moreover, as usual, internet is one of the majairees of the information

especially to follow the most recent press annooneces and the news regarding

the natural gas pipelines and diplomacy among Eyrdprkey and Russia.

10



Mostly primary data were used in this thesis wragglicable, in order to provide
an original analysis and to contribute more infaioraby the thesis. However,
when primary data were unavailable or inaccessgs®epndary data were also
utilized to ensure that the quantitative foundatminthe findings is not left

unsupported.

1.4. Thesis Argument

The thesis argument in this study is that secuitg politics, mostly in unison,
are the main driving force(s) for the trans-bougydgas pipeline projects,
especially for the gas pipeline projects among Reifarkey-EU, and that these
two dimensions prevail over economic or environrakaspects of natural gas
pipeline projects. Furthermore, it is argued hehat trealism, and more
specifically neoclassical realism, is the politidaternational Relations theory
that best describes the recent relations of Ruagila the EU and Turkey

regarding gas pipeline transport.

1.5. Methodology

Descriptive Analysiswas utilized for providing the background informoat in
this thesis for the political, security, economi@anvironmental aspects of the
(gas) pipeline projects and detailed discussiong lh@en conducted within these
descriptive analysis. Within this scope, journdlcés, books and reports were
used to provide a perspective for the topics dsedisn this thesis and it was
tried to present both the defending and opposiggraents regarding the thesis
statement to give an objective view as much asilplessSince this thesis subject
contains very current topics (such as the Russiama#t being shot down by
Turkey in November 2015, Paris Summit in Decemi@dr52, and the publication
of a book or an article takes at least a few mqrthstworthy newspaper articles
and reliable web information were also utilizedonder to provide a very up-to-

date thesis content with the most recent developnen
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Moreover,Quantitative Method was used to provide the data in a more visual
form, rather than a text-only format, with numer@ata, comparative and
summary tables, graphs, pie charts, projectiongsmetc. to justify the thesis

statement with strong evidence.

And, finally, Case Studymethod was used to present the details, histody an
background information on the South Stream and i$hriStream projects,
providing the political and security dimensionsgedther with economic and
environmental dimensions thereof to reinforce thesis argument with a recent

and related case study example.
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CHAPTER 2

THEORETICAL FRAMEWORK

2.1. Introduction

Following an overall introduction to the thesis,tt;g forth the research
objectives and questions, thesis scope, main anguamel methodology; the first
action required is to lay the foundation of the tiRory of Realism, which is
commonly accepted as the international policy apgno of Russia. The
forefathers of this IR theory need to be brieflgalissed here to portray the
evolution of realism within itself and which realitheory has come to be
perceived as the dominant international policy apph of Russia, the EU and

Turkey.

However, realism has many sub-categories that @iieed to describe small
intricacies differentiating the realist approach vafrious states or to combine
realism with other political IR theories, such @setal realism, constructivist
realism, neorealism, neoclassical realism, etcs Thesis argues that the best type
of realism as a foreign IR policy to describe tlas gipeline politics among the
triad of Russia-EU-Turkey is ‘neoclassical realisffhus, the next step in this
chapter concerns the detailed description and itigtation of neoclassical
realism, followed by the discussion on the applilgtof this type of realism for

this thesis as a whole.

2.2. Relevant International Relations Theory for tle Thesis Subject
In the discipline of International Relations, ‘saty issue is assessed as ‘high
politics’ (Merlingen, 2011). This means that itthee most important issue in the

discipline and accordingly, in diplomacy. Even adividuals, our first priority
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and the most important concern is a ‘secure’ emvrent to survive. Although
energy issues were formerly not classified as ‘lpghtics’, it is perceived as in
this class in the recent years (Eikeland, 2011)otimer words, international
energy relations can be classified as ‘high pditiand evaluated within
‘security’ issues rather than low politics such ex®nomics, environmental or

other issues.

In order to analyze energy relations among stai@sonly security issues — or in
general, political issues — but also economic andirenmental issues are
interrelated and sometimes it is not easy to dfiéate these issues from each
other. Thus, these items are deemed to form adiyfm®mplex interdependence’.
As a general tradition, economic and political (fpcal economy’) issues are
assessed together (Gilpin, 1987). This approadither expected and probably a
very common method in the IR discipline. On theeothiand, as expressed above,
energy politics can be assessed as high politidsaana state security, it can be
considered as apart from economy due to two majasans. First one is the
direct reason: Energy resources may be the magettaf other states in scarcity
of energy resources for supply security and that caaise the latter to attack the
states abounding in energy resources in orderitoagaess thereto. For example
in recent times, both Iragi Wars (1991 and 2008§oeding to some scholars
(Miller, 2003) and reporters (Juhasz, 2013), hawenbstarted to gain access to
the oil and gas resources in Iraq and this is thetamportant reason of the U.S.
invasion. Secondly, there is the indirect reasnadéquacy of energy supply will
lead to direct security (and political) weaknessd(also decrease in the living,
i.e. economic, standards). As a result, the approabere economy and
politics/security are handled separately seems mmelevant to this thesis,
considering the fact that the position and impar¢ganf energy security in the
international political arena is on the rise andsslfication thereof as ‘high

politics’ is much more proper.
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In this thesis subject, it is aimed to classify ammnpare the major factors of
energy politics (in this situation; ‘natural gaspldmacy’), i.e., political and

security versus economic and environmental dimessids a proper PhD thesis,
a strong theoretical framework needs to be sebumalyze and/or explain how
the gas pipeline diplomacy works. As the term ‘pcdi is a perfect match for the
expression ‘struggle for power’, it can be argubdtta broader approached
Realism can explain the gas pipeline diplomacy among Rug&sieope (EU) and

Turkey properly. Since there are many types ofiseapproaches, first a general
outlook of the development of realist approachdklve given and then the type

of Realism that can best describe our issue at ivilhbe selected.

As an ‘International Relations Theory’, Realisnthe one of the major theories
of IR since the conception of the discipline. Igaes that the ‘States’ are the
main actors in the world politics (Jackson and 8sea, 2007). Realism argues
that the sovereign states are the major actors imtarnational anarchic system
where states are unitary actors without an authabbve them and the behaviors
thereof are based on the ‘human nature’, whiclsssiaed to be essentially ‘bad’.
States act accordingly, as looking for ‘strugglegower’, in a ‘selfish’ mode and
with ‘limited cooperation with other states (onljh&re the benefit of the State
outweighs the benefit of other state(s))’. Real@rgues that this is ahistorical
and was not different in the past, still the saroe and the future will not change
either as human nature is assumed more-or-lesgacwribroughout time. It is
based on three “S” elements as described shortbwbeStatism, Survival and
Self-help (Cicek, 2004):

Statism: States are the main political actors in the anarttternational system.
Survival: The first priority of a state is to ‘survive’ inithsystem and thus, the
struggle for power is the main aim of the self-ilgdhal states in order to survive.
Self-help: States are responsible for their security to sernand cannot rely on

other state(s) for security issues (Cicek, 2004).
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Realists define the international system as ‘anarclvhich means there is
hierarchy or no central authority (Waltz, 1979)thms system, state power is the
key factor utilized by the states to defend theneseland survive. ‘Power’ may
be in the form of military, economic and/or diplaisavhich mainly determine
the international politics among great powers. Asakdheimer (1994) suggests,
there are four assumptions held by Realists:

1. Survival is the ultimate goal of every state andusey is their first
priority. ‘Self help’ is obligatory, thus every $tahas to provide its own
security and cannot rely on the other states grdgard.

2. States are rational actors and act to maximize éxéstence.

3. States have military capacity but they cannot krlogvintention of other
states. The international system is dangerous apcedictable in terms of
aggression.

4. The international system is shaped by the actidnthe Great Powers

where stories and games are realized by them.

Realists can be divided into two main approachesst lgroup is Offensive
Realism who are aggressive, look for more powesuxvive, try to maximize
power (i.e. “power maximizers”) and mainly seek fine expansion of the
controlled territory. Hegemony is the ultimate ampursue — not that it is the
‘good’ way but the only way to ensure survival. tbe other hand, domination is
not a virtuous strategy to survive and also thiy fmang significant extra load
(e.g., military, economic, etc.) for the state. fdiere, Defensive Realists put
more emphasis on stability; which is the ‘balance power (“security
maximizers”). They argue that their excessively ppdriven acts might be
punishable by the system in general. ‘Polarity’aikey concept for the Realists
and can be defined as the distribution of the poasrong Great Powers
(Mearsheimer, 2001).

Other principles of Realism can be briefly listesl lzelow (Korab-Karpowicz,
2013; Miller, 2014):
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* There is no authority in the international systdmaréfore bad behavior
cannot be punished.

* Morality is very unacceptable among the states raag bring security
risks. Statesmen may have moral values but thdses/ahould not lead
them to act accordingly.

* International organizations and international laswvér no effect on the

states, unless states accept them.

Furthermore, another duality related to power feak®ts is the Relative Power
vs. Absolute Power (Slaughter, 2011). Absolute Rowpproach is only

concerned with the absolute amount of power heldabstate and strives to
achieve the most, or as much as possible; thue thero comparison among the
states. In Relative Power; assuming a situatiowhich two states conclude a
trade or military agreement, where the economyraf state benefits more than
the other’'s economy, the latter (in other words, ‘theaker state’) should remain
vigilant and skeptical towards the former (in otheords, the ‘stronger state’)

since the stronger state has gained a relativer el compared to the weaker
state and can still could attack the weaker sites, it is not merely important

as to how much power a state has; but it musttzsmeasured in the context of

how powerful another state is.

As an IR theory, Realism contains several appraaclaad especially the
twentieth-century classical realism, is gradualbiny replaced by neorealism
where a more scientific approach is adopted. Howew® gain a better
perspective, a few paragraphs are needed to laoktie origins of Realism
which is deemed to be founded mainly by Thucydid#&schiavelli and Hobbes.

Thucydides (460-411 B.C.) was an Athenian historian who adergd that
politics encompassed moral issues and norms o€g@ysthich can be, and in fact
needs to be, utilized to guide the power relatiansong the states in order

restrain the uncontrolled ‘hunger’ for power. Hisalism includes traditional
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ethics but does not overlook moral issues eitherc&h more or less be compared
to Hans Morgenthau, Raymond Aron, and othef 2@ntury classical realists
(Donnelly, 2000).

The ltalian philosopher Niccoldachiavelli (1469-1527) had an innovative
approach to IR, criticizing the proximity of widebccepted moral traditions to
politics. In other words, Machiavellianism consslenoral and immoral values as
mere tools on the path to success and power, whearéaigher” morality needs
to be adopted in power politics. This amoral, athea immoral, perspective
became more and more prevalent in the Westernigmoldfter him, and the

proverb “the end justifies the means” became atipaliview, overlooking any

‘evil’ actions being deemed as legitimate in aftagnthe end-target, which is
‘power’. The influence of this thinking can be obas in the bloodlust wars and
battles of modern Europe disregarding justice noand creating a socially-
disrupting dual ethics concept between personal soaetal ethics (Korab-

Karpowicz, 2013).

The English philosopher Thomadobbes (1588-1683) claims than human
beings, as individuals rather than together asceetyg live with “a perpetual and
restless desire of power after power, that ceaslsio death” (Hobbes and Hay,
1999). He is considered to lay the foundations ahynIR realist conceptions,
suggesting that states are mainly concerned wiplareking their dominance over
their weaker neighbors. Especially his following@amnents have paved the route
to the current neorealism:
* Mankind can simplistically be described as egafjsti
* International arena can be seen as an anarchyadiivéividualistic
environment where “war as is of every man agaiustyeman” (Hobbes
and Hay, 1999). Since there is no ‘government’ ature, no restrictions
apply on any behavior of the individual in its ezs#f strife for acquisition,

gains and power.
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* The power-struggle instinct of men laying the foatnoh of politics can

be rationalized and scientifically studied.

The Twentieth Century Classical Realism emerged with the idealist IR
perspective prevailing in the aftermath of the Wokvar I. This idealist
approach, however, was started to be criticizedh dyethe 1930s by Reinhold
Niebuhr and then by E. H. Carr. Several “classicadilists such as John H. Herz,
Hans Morgenthau, George Kennan, and Raymond Arothenpost-war era

influenced the IR discipline.

Edward HallettCarr (1892-1982) claims that the idealists are utopiand
criticizes their senseless belief in reason, hagmand moral righteousness,
which, according to him, definitely do not form theunding columns of state
politics in real life (Carr, 2001; Korab-Karpowic2013). He argues that there are
no “universal values/interests”, and the ones maglkabout such concepts are
actually referring to the interests of their owmgly declaring that “what is best
for them is the best for all”. Thus, the world mwer politics arena with interests
of groups or individuals , leading to a universahflict of interests driven by
power. Similar to Hobbes, Carr sees morality asoalyct molded and shaped by
the ruling power’s legal system imposed on othatest and defends realism as
offering the bare truth: “the naked struggle fompeo ... makes any kind of
international society impossible” (Carr, 2001).

Hans Morgenthau (1904-1980) was another realist influenced by Hablvého
emphasized the effect of the insatiable lust of feempower and dominance as a
driving force in the international conflicts. Hessgmatized IR realism approach
under six principles (Morgenthau, 1954):
1- Despite his opposition against the scientific apphp Morgenthau states
that realism is based on an objective code rootethe “unchanging
human nature”

2- Political leaders act according to their “mainlynsy-driven” interests
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3- The interest of power can be associated with mimys depending on the
circumstances

4- In terms of the relationship among realism andcsthilorgenthau claims
that although the realists acknowledge the morfluences of their
political actions, they are also aware of the feeguconflicting positions
of morality and successful political attempts ahdstthey tend to apply
some kind of filter to act with a level of prudence

5- When this prudence is applied, the state can be tabpursue its own
interests while respecting the interests of theshates.

6- As long as power is accepted as the concept dgfpatitics, politics can
be deemed as an autonomous sphere that cannotfdressed to ethics,
nevertheless ethics still forms a part thereof.

A final note to be mentioned here is that, altho@ghir and Morgenthau mostly
focus on international relations, their classicahlism concepts do apply to

domestic politics as well.

Following Carr and Morgenthau, the 1950s and 198ibsessed the challenge
posed by several scholars against classical reégBsawn and Ainley, 2005), by
aiming to bring about a more scientific approado ithe study of international
politics. The realists based their arguments ptatie states as the key actors and
core in the IR politics. However, several interaatl groups, multinational
corporations and NGOs (non-governmental organiagjictarted to surface in
the arena during the regression of the Cold Wanen1970s, which brought back
neoliberalism (pluralism). This new trend estal@ha notion, known as
“complex interdependence”, within the bigger pietof global politics. Then the
1980s transformed the classical realism into a nemd in the IR — the

Neorealismor Structural Realism mainly based on scientifiprapch.

Kenneth Waltz was among the eminent realist responders chatignghe

liberalists and he sought to repair some defecthanclassical realism put forth
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by Morgenthau with more of a scientific approaaading to the formation of
neorealism. As opposed to Morgenthau who basescdngeptions on mere
human nature and the instinctive lust for power |lt¥Veesorted to formulate his
theory based on microeconomics, creating an anadb@jween companies and
states, having the common denominator of the “tgilsurvive” (Waltz, 1979).
Although the neorealist approach of Waltz providesexplanation as to why
states with differing ideologies and governmentailcdures tend to behave
similarly, the major drawback is that it is not &pgble to the domestic politics.
Another aspect of his approach is that he doescadkige the existence of non-
state actors but prefers to consider them as itfisignt (Guzzini, 1998). In short,
neorealism defends that the foundation principléRofs anarchy; the states can
intermingle based on the necessities of self-hetpthos does not necessarily lead
to cooperation owing to the insecurities inheremtthie states and the fear of

establishing a dependence on another state (W&IT8).

The type of realism that is considered as a th#wtcan best explain the Russia-
EU-Turkey gas pipeline diplomacy (Valeriu 2009; Oidghue, 2011,
Wieclawski, 2011) and elaborated below in Sectid) BNeoclassical Realism.

It has been first used by Gideon Rose in an artiatsk in 1998, and is considered
to “update and systematize” specific aspects afsotal realism. It claims that the
foreign policy of a state is guided with its rel@ipower capabilities within the
international arena, but that the effect of sugbabdlities on the foreign policy is
rather indirect and complicated, with many variahlevolved therein (Kitchen,
2010).

2.3. Selected Relevant Theory: Neoclassical Realism

The word ‘politics’ is a perfect match for the egpsion ‘struggle for power’. In
this study, the aim is to argue thateoclassical Realismis the best matching
theory of international relations for the naturakgipeline politics of Russia with

the EU and Turkey. Thus, first of all NeoclassiBalalism will be described in
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general in the following paragraphs, followed bg fRussian foreign policy and

gas policy being described in the framework of Nassical Realism.

Within the context of neorealism coined in by Waldi explained in Section 2.2,
some ties with the conventional (classical) realismere severed. However,
dominated by the assumption of ‘systemic deternyihaweorealism seems to
oversee certain ‘domestic-level variables’ thatudticalso be factored in while
describing the foreign policy of a state (Omar, 201IThus, more and more
academics (Wohlforth, 1993; Zakaria, 1998; Schwel€04) have commenced
to intermingle systemic and domestic-level variabla other words, neoclassical
realism takes on to “open the black-box of theestaind describe the foreign
policy of a specific state rather than establisrangeneralized, one-size-fits-all
theory (Bayliset al, 2008).

The best example to such a domestic-level varigblihe statesmen and their
perception of power (Zakaria, 1998). For examplenduthe Cold War, the USA
and the USSR had differing perceptions of theirabéliies, and thus responded
to the situation in differing manners (Wohlfortl99B): This actually contradicts
with neorealism which states that ‘units with a ismposition in the system
would react the same way to systemic pressuresit{ywva000). On the other
hand, neoclassical realism also takes into accother variables such as the
aspirations and interests of the states (Schwe2l@d4), ideology, culture and
economics (Omar, 2013), as well as society-govemimadations. Neoclassical
realism can be considered at the midpoint of a in#h traditional realism
theories at one end and liberalism, neo-institatism and constructivism on the
other end (Romanova, 2012). In fact, neoclassealism rejects that security is
the mere target of the states (Taliaferro, 200&q, argues that thestates attempt
to use their power to direct the international gysttowards their own goals and
preference’s(Rose, 1998). Thus, neoclassic realists neekaméee the history

of the state before reaching a conclusion on theida policy analysis.
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When we come to Russia, it can be seen that thgiegalomestic scene and the
interactions among state institutions definitelwdiaa deep influence on the
foreign policy thereof (Romanova, 2012). Back ie t090s, during the initial
stages of post-Soviet times, there were three $reploservable in Russia:
pluralism, Westernization and isolation which caasea reaction to the too-fast
Westernization (Andrei and Pavel Tsygankov, 2006k resultant choice of IR
theory applicable to Russia was selected as nésrealwing to the strong
power-driven state that did not pay much regarthéovoices coming from within
its nation, placing the state’s interests abovki¢at) values (Romanova, 2012).
In fact, considering the first two terms of presidg of Vladimir Putin, the
neorealist theory was still considered applicabléh whe unprecedented trust
placed by the Russian people in Vladimir Putinspite of the small tensions
developing within the nation’s sectors owing to @atition, rise in
modernization and somewhat liberalistic opinionshef Economic Development
and Trade Ministry (Trenin and Lo, 2005).

However, recently the neorealist approaches stadef@lter in explaining the
contemporary and possible future Russian foreidicyapplications. First of all,
Russia seemed to be wavering in defining itselh &iropean/Western nation or
a more isolated Eurasian nation (Kropatcheva, 2082yondly, Russian foreign
policy has started to lean on both targets inswfadnly the former: the first
target being ‘focusing more on hard power secuntyiich necessitates increased
military and defense capabilities, and the secanget being ‘focusing more on
soft power security aspects’ such as economicgre@mient, etc. Nevertheless,
these two sets of targets should not be considesetkrogatory. Then, there are
some indications showing that part of the socistyat showing full support to
Vladimir Putin’s every move; thus the Russian staie started to display slower
reactions to ‘outside challenges’. A recent exanmplihe street protests in State
Duma regarding certain bills. Although the currepposition is seen mostly for
domestic matters, it is foreseen that it will netlong before voices are started to

be raised concerning the international position amentation of Russia as well.
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Thirdly, the energy sector, especially oil and des/e commenced a new area of
consolidation and a certain level of pluralism diesgomination of Rosneft in

the oil sector and Gazprom in the gas sector (Roner2012).

As a result, neoclassical realism was started tsooght as the best option of IR
realist theory that applies to Russia and espgcialenergy relations with the
EU and Turkey. One reason for this was argued tdhbeweakening in the
display of “crude military power” (Chikharev and garukov, 2010). Another
factor is the fluctuating weight given to fortifgrpolitical power and obtaining
maximized economic benefits. Security is still bigi the most important
element, and Russia accessing the World Trade @iagen (WTO) in 2012 can
be considered as a tendency for the former inte@sthe other hand, it has been
pointed out that, when the energy sector of Russieoncerned, it would be
highly inaccurate to oversee the effects of the ekiin determinants on the
international politics (Wieclawski, 2011). Theseeggy trade businesses, though
still far from free market conditions, are becomiegmewhat more liberal
(Romanova and Pavlova, 2011). Russia works hagaito higher profit from gas
and oil sales, as well as export of nuclear teagiek. In fact, it has been pointed
out that sometimes Vladimir Putin is more concernath the “oil and gas
prices” as compared to “the number of warheadsa iparticular state (Trenin,
2007).

Another aspect in neoclassic realism is the pglaaincept. Some argue that the
world is unipolar, with the U.S. directing the imtational arena, using the help of
some multinational bodies such as NATO, G8 or gtierEU (Bogaturov, 2001).
The more popular assumption is multipolarity, whére states compete with
each other to take over dominance. It can be shat the U.S. is
“counterbalanced” by another state/bloc depending tloe field (economy,
military, geopolitics, etc.) (Primakov, 2001) ornsetimes Russia becomes the
pole with its domination in energy (gas, oil, etegserves (Romanova and
Pavlova, 2011).
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In summary, many have argued their preference & aisieoclassical realist
approach in trying to understand the actions ofsRutwards the USA and the
EU (Orban, 2008; O’'Donoghue, 2011; Wieclawski, 20%arol, 2013). In fact,
the attitude and strategies of Russia towards th® Commonwealth of
Independent States) after Vladimir Putin’s presoyeis also classified as a

neoclassical realist approach (Valeriu, 2009).

2.4. Concluding Remarks

In this thesis, the “domestic-level variable” irdhcing the foreign energy (gas)
policy of Russia towards the EU and Turkey in pmafar is no other than

Gazprom itself. Gazprom is the monopolistic statee@d company that handles
all the gas pipeline affairs of Russian gas inititernational arena. In fact, when
talking about the present and potential trans-baundas pipelines transmitting
Russian gas, the subject of the sentences is m@sityrom, rather than Russia.
This clearly shows the strong impact of Gazprondinecting the foreign IR gas

pipeline diplomacy of Russia. The formation and riéevant influential status of

Gazprom is discussed in detail at Section 3.2.

After the selection of the most proper political tfieory to be used in this thesis,
the evident next step is to discuss the natural(ggeline) policies of Russia
with the EU and Turkey to gain a better understagdin the applicability of the
selected IR theory and also move on to the nextraegt of the thesis regarding
the prevalence of security-politics dimensions owsonomy-environment

dimensions in the mentioned policy of Russia wité EU and Turkey.
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CHAPTER 3

NATURAL GAS AND RUSSIA

3.1. Introduction

Before elaborating the political, security, econorand environmental aspects
surrounding the gas pipeline policies of Russidwhite EU and Turkey, the first
thing to do is to clearly define the current natgas policy of Russia, as well as
discuss the future plans and aspirations of Ru¥ghale detailing this policy, the
dominating activities of Russia throughout the ferndSSR states regarding

natural gas are also briefly discussed.

It should be kept in mind that there are many cureend planned gas pipelines
that (plan to) transmit Russian gas to the EU andilokey. Thus there is an
obvious interdependency among these three entitlash creates a security
concern in the eyes of the EU, especially afterUkeainian gas crises and the
recent Crimea annexation. On the other hand, altmowsecurity and

diversification is located among the governmentalicy goals, Turkey was

striving to keep warmer relations with Russia. Hoeere the recently escalated
Syria Crisis brought some complications on thiemtion of Turkey as discussed

in Section 5.6.

3.2. Natural Gas Policy of Russia

Russia can be considered as a vast and giant eeséminerals and resources
with nickel and natural gas (Rank no. 1), oil (Rawk 2 after Saudi Arabia), coal
(Rank no. 3 after USA and China), gold (Rank ncaftér South Africa and
USA), and many others (Putin, 1997; EIA, 2014a)l @nd gas exports

corresponded to over 60% of the total exports ab¥h df Russian economic

27



activity in 2007 and these figures rose up to ok@¥ and 52%, respectively in
2012 (Kuchinset al, 2008; EIA, 2014a). The proven reserves of Russe&
estimated to be 47,800-48,800 bcm (CIA, 2014, Qgbcary, 2014). The gas
production of Russia was 579 bcm in 2014 (BP, 2pl1®ich is projected to
increase up to 750 bcm according to IEA’s World iggeOutlook 2010 (IEA,
2010) and even to 885-940 bcm by 2030 (MinistryEofergy of the Russian
Federation, 2010; Grama, 2012), while Russia’s dégece on gas is expected to
increase up to 80% (Hober, 2009).

Gas impoir

port from Gazprom, bcr
01 |
Map 3-1. Russian Gas Exports in 2012 (Russian Sphinx, 2014)

Currently Russia exports pipeline natural gas dnolyeurope, Turkey and the
former Soviet Union states. The gas exports of Russ2012 are shown in the
map above (Map 3-1) (Russian Sphinx, 2014). Thal ®tports in 2012 add up
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to about 220 bcm, and the first in line is Germahy5.5%, followed by Ukraine
(15.0%), Turkey (12.3%), Belarus (9.0%) and It&y900). In 2013, the total gas
exports to the EU and Turkey was at 134.44 bcm 26189 bcm, respectively
(Gazprom, 2015a).

Russia exports natural gas mainly (99%) by pipslikes shown in Map 3-2, the
major current, planned and cancelled pipelines tdsvé&Europe and Turkey,
destinations, commissioning dates and capacities a& follows (Gazprom,
2015b):

Z

' Yamal
Exports: 21 bem
| Capacity: 33 bem

FINLAND

| Nord Stream
Exports*: 23.77 bem
Capacity**: 55 bem |

SWEDEN Baltic Sea

ESTONIA

MOSCOW

< LATVIA o
DENMARK 6‘9‘
< LITHUANIA

RUSSIA

BELARUS

Blue Stream
Exports: 13.6 bem

Capacity: 16 bem
(to be increased to
| 19 bem)

POLAND

CZECH REP.

AUSTRIA X
7.4, HUNGARY

SLOVENIA ST ROMANIA Russkaya C5
o % Krasnodarskaya CS
|| r——T h sﬂ_‘f?f‘.‘.-:;:'-" Beregovaya €S
(TALY South Stream BULGARIA i
Exportsi0bcm N | et st Wl
. enseagraaast aah! D
| Capacity: 63 bem / T e <
New Black Sea ga\.\-"e’
GREECE ineli
Enpe[LIne to Turkey ANKARA TURKEY
Exports: 0 bem
Capacity: 63 bem

Map 3-2. Current and Cancelled Gas Pipelines to Europe®az, 2015b)

* Blue Stream: Turkey, commissioned in 2003 (16 bcm/year)
» Bratstvo (Brotherhood) Pipeline Group: please see Map 3-2 for the

route; commissioned in 1967 (over 100 bcm/year)
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* Nordstream: through the Baltic Sea to Germany; 2 parallel djne
commissioned in 2011-2012 (55 bcm/year)

» South Stream (cancelled): please see Map 3-2 foraile (63 bcm/year)

e Turkish Stream (planned):Turkey; replacement of South Stream
(decreased from 63 to 31.5 bcm/year)

* Yamal-Europe Pipeline: Belarus, Poland, Germany; reached its design
capacity of 33 bcm/year in 2006.

* Yamal-Europe 2 (plannedjrom Belarus border to Poland and Slovakia

(minimum 15 bcm/year)

Russia’s energy policy, as with any other countsydriven by its national
interests which are physical security, autonomypnemic well-being and
collective self-esteem (Sharples, 2011). Russia'srgy policy can be better
understood when Vladimir Putin’s dissertation (1P8&7examined. In this thesis
titled “Mineral and Raw Materials Resources and Hlevelopment Strategy for
the Russian Economy”, Vladimir Putin clearly emphes the importance of raw
material and mineral resources in accelerating éb@nomic growth rate and
strengthening the political force of Russia. Moregvthe same dissertation can
be said to foresee the reinforcement of Gazproresthere is a mention of
“creation of large financial-industrial corporat{shwhich span several industries
on the basis of resource-extracting enterpriseschwbould compete as equals
with the transnational corporations of the Westladimir Putin also mentions
how these resources can form the basis of the sigiestrength of the country.
This approach of Vladimir Putin to the internatibrelations clearly shows how
security and politics overweigh the economic amndrenmental dimensions, and
how neoclassical realism is becoming embodied aslRhapproach of Russia

towards countries abroad, which are both suppodivair thesis argument(s).
The 2003 Energy Strategy of Russia, setting gaal2020, has the form of a

government decree and linguistically has a militsirpicture, which again puts

forth that energy policy is perceived by Russiackssely related to national
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security (Hober, 2009). Another document contairgngrgy strategies of Russia,
“The Concept of Long-term Socio-economic Developmef the Russian
Federation” was published in 2007 and it has foamnvectors: ‘innovation and
energy efficiency, change in the structure and esaafl energy production,
development of a competitive market environmend, iategration into the world
energy system’ (Ministry of Energy of the Russiaedé&ration, 2010). This
document also contains noteworthy shifts in exgwrorities (Kuchinset al,
2008). First of all, Russia aims to diversify itgpert markets (just like the EU
aims to diversify its import markets) and extenddods non-EU markets. Oil
exports to the Asian-Pacific Region are targetedetch from 3% to 30% by
2020 with the share reaching the EU is estimatedetwease from 80% to 64%.
In terms of gas exports, it is aimed to export 16P4otal gas exports to the
Asian-Pacific Region which currently is nil. Theaee highly ambitious plans
with significant uncertainties surrounding thenxgluding the necessity to build
expensive infrastructures towards the South Egsbmedevelopment of Siberian
oil and gas resources (Campaner, 2006). The ubkitzapet of Russia is to take

its place among the worldwide top five economiesdfinset al, 2008).

These diversification targets of Russia do not seehave a downside to threaten
EU’s energy security at present since the potemixalorts to the East would

mostly utilize Eastern Siberian reserves (Westéberian fields are used for the
exports to the EU). Gazprom had hinted in 2006ptb&sible use of the Western
Siberian fields for exports to China through thepgmsed Altai pipeline system

(Campaner, 2006) however, this project’s futureusrently unknown (Siberian

Times, 2015) as the relatively cheap shale gashinaCis foreseen to change the
expectation in the Asian markets (Paltsev, 2014vexheless, Russia is also
pursuing to increase LNG sales to Asia, which gggated to reach to minimum

150 bcm/year by 2030 (Shadrina, 2014a).

In Russia’s Energy Strategy to 2030, declared it02Ministry of Energy of the
Russian Federation, 2010), Russia puts forth itéd goreduce its heavy reliance
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of raw material exports and utilize its energy adage to encourage investment
in other sectors, paving the way to the diversiioza of economy (Sharples,
2014). Moreover, as innovation and energy efficenomponent of the 2020
Strategy could not be fully met, the 2030 Stratamys to achieve these goals, as
well as putting the domestic needs and economyhéo foreground. In this
strategy, Russia clearly puts forth its goal taéase the imports from the CIS as
a means of increasing its exports to Europe, as ageto the eastern direction
(China, Japan, the Republic of Korea) (Ministry Bhergy of the Russian
Federation, 2010).

Russia currently follows a security-oriented anghly politicized approach in its
energy policy, utilizing its energy reserves as @ans to attaining its political
grandeur (Nygren, 2008). Makarychev (2006) suggeststransparency is also
needed as well for the benefit of external secuwiiltige transparency brings about

a level of predictability, without which there cha no security of energy supply.

Russia is perceived by the West as a threat taisgas the former seems to use
energy as a weapon to fortify its internationahsta (Stegen, 2011). Thus, the
short (24-hour) interruption in the gas delivery Eorope as a result of the
Russia-Ukraine gas dispute in 2006 heightened tee& atatus in Europe.

According to Russia’s view, Ukraine was stealings§lan gas and Russia simply
did not fathom why Europe decided to side with Uhain this crisis. But it

should not be forgotten that every coin has twesiand in the European way of
thinking, the parties, especially neighbors, needfitst try to resolve any

differences with mutual negotiation rather thanadnupt closure of a pipeline,
and any affected parties that are not part of ¢bisflict — in this case the end
customers being the EU — should also be consuléddrds resorting to such a
stern act. As a result, this action of Russia ntadeEU question its relations with
Russia hereafter (Perovic and Orttung, 2007). Témsion between Russia and

EU is elaborated under Sections 3.3 and 5.5.
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In its natural gas policy, Russia plays aggresgjvattempting and mostly

securing controlling stakes in gas pipelines, bgyas from neighboring states to
pay off the debts of the latter, ensuring that amports, especially to Europe
either passes from its own pipelines or throughgipelines it has a share in.
Russia also acts offensively in many situationinying of or threatening to cut
off energy supplies to the states that it has amnemic or political issue with,

thus using gas as a “tap weapon” (Nygren, 2008; M&e2009). It can be said
that the earnings obtained from oil and gas exportthe recent decades ($14
billion in 1999 to $140 billion in 2006 just for Ipihas made Russia more
assertive towards the West and gave Russia theageuo venture into other

markets as well (Perovic and Orttung, 2007).

Vladimir Putin has repeatedly made statements daggthe possible formation
of a cartel among the world’'s the largest gas exmprcountries, including

Russia, Qatar and Iran. Although this idea is dekmae unrealistic and to the
disadvantage of Russian economic interests by nearygy experts, including
some senior Russian officials, these announcenastadded on to the already-

accumulated uneasiness of Europe against Russi@av{®and Orttung, 2007).

The gas giant of Russia, bein@azprom, was founded with the semi-
privatization of the former Soviet Ministry of Gdsiring 1992-1995 (Quast and
Locatelli, 1997; Sharples, 2011). In June 2006,sRusfederal law allowed the
exclusive right of Gazprom to export gas to Eurapd consequently, blocked
any efforts of the EU regarding competition in tReissian gas industry
(Tsygankova, 2010). This in turn, fortified the wipins that Gazprom is not just a
commercial company but a corporation that actsttierbenefit of Russia since
Russian state is an actual shareholder in Gazpritm4d6 in the 90s, increasing
up to 50.002% controlling interest since 2005 (Plear, 2011). In fact, the

domestic pricing strategy of Gazprom requires apgrdrom the Russian

Ministry of Economics (Quast and Locatelli, 199%3%. stated section 2.4, the role

of Gazprom in the transboundary gas pipelines lglesrderlines the claim of this
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thesis as to how neo classical realism approactgnamternational Relations
theory, fits best in the scope of the gas pipetelations of Russia with the EU
and Turkey.

Within the domestic gas market of Russia, the n&sne is the high amount of
gas consumption, being the highest in the world4(#Ibcm in 2010) mostly
owing to the extreme cold weather conditions sonawhroughout the year
(Goodrich and Lanthemann, 2013). Thus one of teerggl domestic gas policy
targets of Russia is to replace gas with nucleawegpoor coal so that the
remaining amount can be diverted to exports thaehauch higher profit as
compared to domestic sales of gas (Perovic andur@ytt2007). Although
Gazprom holds the monopoly for the export of ghgré¢ are domestic gas
producers other than Gazprom, though they are milyreelatively at a very low
percentage (20%). However, these non-Gazprom gahkipers, such as Novatek
and Rosneft, have succeeded to double their shaheidomestic market during
2000-2010 and are foreseen to reach a share c0%bky 2030 (Lundert al,
2013).

In an analysis made to explore whether Russia wdadefit in case other
independent gas producers/traders in Russia wWengesl to export gas to Europe
(no domestic sales), it was suggested that sucho@elnwould decrease the
Gazprom profits from export but could provide ptefio both the domestic and
foreign sales of Russia. In this model, the dommestnsumers of Russia are to
suffer the most due to part of their supply beialgl 40 abroad countries and they
would be getting less gas at higher price owindilieralization (Tsygankova,
2010).

Gazprom exported 281 bcm of gas and sold 287 bcthanRussian domestic
market in 2008. The prices in the domestic markatesvhat provides less profit
for Gazprom and are actually subsidized with thefifg from export business

which are much higher thanks to its monopoly. 10&8ahe gas prices for CIS &
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Baltic state customers were 2.2 times higher thassRn domestic price and this
figure was 4.7 for the EU (Sharples, 2011). Morep¥&gazprom enjoys lower
taxes as compared to the oil producers (Askindl, 2010). In 2014, the sales of
Gazprom to the domestic market was 217.2 bcm apdrexcorresponded to a
total of 207.5 bcm showing a total decline but atmmo change in terms of the
near-equivalence of domestic-abroad gas sales w(@azprom, 2015) In short
we can say that the implementation of the expolicp®f Russia is Gazprom

itself (Sharples, 2011) which is a solid evidence tloe applicability of

neoclassical realism in the foreign gas pipelingdahacy of Russia, painting a
clear picture as to how an internal factor (Gazprarh a state (Russia) can

directly influence the relevant export policy.

Gazprom’s aim seems to be able to hold controhefwhole supply chain: from
production to transportation and distribution, bBshing dependencies via
constructing export pipelines, securing long-teromtcacts and worrying about
filling the pipelines later. Gazprom CEO Alexei Mil's expression is smart:
“Gas will not be produced until it is sold” (Perovand Orttung, 2007). It is
worthwhile to mention that of the 178.6 bcm gasagigpto the EU, more than
166 bcm was bound with long-term contracts and0202 the EU will still need
to buy at least 125 bcm of gas or be ready to peasn penalties to Russia
(Beckman, 2014b).

Another aspect of Gazprom'’s activities is the vemtf gaining control over the
gas pipeline infrastructure in Ukraine, Belarus @ndldova. In 2008, 80% of

Russian gas exports to Europe were transited Okeaine and 20% via Belarus

(Nygren, 2008). In fact in April 2010, Vladimir Rathas proposed a merger
between Gazprom and Naftogas of Ukraine (Sputnikvdye2010-04-30)

however; Ukraine’s president has expressly said tta issue was not being
considered (Sputnik News, 2011-09-03).
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Following the 2007 Russia-Belarus energy disputazpggom has agreed to
purchase 50% share in BeltransgaBelarus (Gazprom, 2010). Beltransgaz also
operates the Belarusian section Yamal-Europe pipeli

In Moldova, Gazprom owns 50% share in Moldova Gaz SA (Shsy611).
Moldova transits 16 bcm per year of Russian gasesponded to 7% of Russia’s
export to the EU in 2012 (Sobjak, 2013).

The natural gas producers in the Central Asia ameddent upon Russia for
using the latter’s vast pipeline system for exptotEurope. In fact, Gazprom and
Kazakhstan have established joint ventures in developing th&ds in
Kazakhstan and in gas transport network. MoscowTasthkent has signed a 15-
year production-sharing contract at doebek gas field (Shaklpakhty field) and
Russia’s Lukoil signed another 35-year long conittacwork on Uzbekistan’s
Kandym gas field. The case ®lirkmenistan is not much different: This state is
also bound to Russia for its exports and Russidbbesme a partner in the transit
of Turkmen gas. The difference in Turkmenistanhet this time, Turkmenistan
used (more accurately, 'attempted to use’ severad) its natural gas supplies
(proven reserves at about 10,000 bcm as of 2012d@brary, 2014)) as a
weapon against Russia to try to avoid being abbgddussia who was aiming to
buy the former’'s gas at lower prices (Nygren, 2008yvertheless, Russia has
accomplished to guarantee an almost exclusivet righ buy gas from
Turkmenistan earlist until 2028 (Perovic and OnituB007). All these accounts
definitely show the political power Russia stillshan them despite collapse of the

former Soviet Union.

Russia is also considered to be using its energpurees as a foreign policy tool,
as a “weapon”, against some of the energy cons@itermembers and Central
Asian states. (Again for the theoretical level, classical realism is the best
option to explain the relations here) For exampite, ally-states of Russia like
Armenia andKyrgyzstan are being awarded with discounted prices wheleas t

other states lik&eorgia, with whom Russia has less-friendly relationshg®
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somewhat punishedlajikistan has possible large gas reserves (Collins and
White, 2013) and has signed a 25-year cooperatimtract with Gazprom in
2003 for the development of new Tajik gas fieldemAnia is a problematic state
in terms of energy deliveries due to the Azeri dndkish export boycott due to
the Nagorno-Karabakh war. Thus the oil and gas tabe transited via Georgia,
which has no reserves on its own and unable tofpayhe imported energy.
Thus, Armenia, just like Tajikistan, had to seledticity to Russia to partly
resolve the problem. Armenia attempted to redus@dts dependency to Russia
by buying gas from Iran through a pipeline comnased in 2007, but Russia
also bought part of this pipeline to ensure that lfash on Armenia is not cut
loose. Gazprom has also purchased the Georgiatrugdsline as pay back of a
debt of Georgia to Russia. Georgia luckily is rmiti free of the Russian gas
monopoly thanks to the commissioning of BTE and Biigelines importing gas
from Azerbaijan. The situation of Kyrgyzstan isuwaity a bit graver since it is
currently unable to pay its energy debts or delegerThus, this state has resorted
to sell its gold mines and hydroelectric power isteg, as well as exploration
rights for oil and gas to Russia (Nygren, 2008).

In short, Russia relies heavily on its mineral teses (oil and gas) in its energy
policy and uses energy as a political and secueigted “weapon”, using its own
resources as well as the resources of the formetetSdJnion states as
“ammunition”. Europe is trying to free itself frortine strong dependence on
Russian gas with energy efficiency measures, isargathe imports of LNG,
utilizing more renewable resources and shale ghbo#gh Russia might expect
some recession in the demands from Europe (howthere are many forecasts
(see Chapter 4) suggesting that Europe will naaltde to reduce its gas demand,
and thus dependence on Russia), it has set itd@ealpand to China and Japan.
If the past is any indication of the determinatadrRussia, and Vladimir Putin in
particular, it can be said that this goal shall diained, if not sooner, then

definitely later.
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3.3. Natural Gas Supply Security by Russia to the B and Turkey
Supply security of a country is related to the nggmaent and minimization of
supply risks from indigenous or exogenous soureadihg to disruption or delay
of supply (Neumann, 2003). In the case of natuaal, gupply security depends
on the diversity (e.g., domestic gas reserves, Lpifeline transport and shale
gas), quantity, price and the quality of the infirastural connections (Loskot,
2005; Spanjer, 2007). An important aspect in gaplyusecurity via pipelines is

also the position of the transit countries whichl & elaborated in Section 5.4.

As will be described in Section 4.2, the major ratgas proven reserves in the
EU are held by Netherlands (0.9 tcm), U.K. (0.2 )icitaly, Germany, Poland
and Romania (each 0.1 tcm) as of the end of 20I2the total gas reserve
reduction in the EU amounts to about 55% drop  pleriod 2003-2012. The
production-to-reserve ratio range was recorded 2%, resulting in a total gas
production of the EU at 150 bcm in 2012 (BP, 20X2)nsidering the fact that
the annual natural gas consumption of the EU wasoapmately 400-450 bcm in

2012, importing gas seems inevitable.

In 2013, the EU received about 38% of its pipeha¢ural gas from the Russian
Federation, 28% from Norway, the remaining from tthemestic pipelines
(Netherlands, U.K.) and some little portion fromgAtia, Qatar, Nigeria and
Libya (BP, 2014). According to 2010 World Energytloak (IEA, 2010), the gas
demand of the EU is expected to grow at 0.4% fr@@820 2035 (from 536 bcm
to 598 bcm) whereas BP Energy Outlook (2014) faesa increase at about 10-

12% for the same time range.

The relations — especially gas trade — betweeni&@ssl EU were formerly
stable in 1970s and 1980s but since mid-1990s, $itisation has been
destabilized (Boussena and Locatelli, 2013). At tmset of 1990s, the EU
commenced to establish a European Energy Chartéh wie goal of

harmonization of laws regarding investment in theergy sector within the
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former Soviet bloc states, especially Russia. Tétaah aim of this charter was
long-term energy security for the EU. However, Raus$egs refused to ratify this
agreement due to provisions requirin @arty access to Russia’s pipelines and
to continue to enjoy its freedom and monopoly irs thegard (Finan and
Locatelli, 2007). In 1997, Russia and EU signedRhenership and Cooperation
Agreement (PCA) with a 10-year duration (Europeari&nent and the Council,
1997), underlining the aims to advance investmamimote Russian reforms and
establish a free trade platform between the twa(@eva, 2009).

In the meantime, due to rising concerns withinEueregarding energy security,
the European Commission developed a Green Paped ¢&bwards a European
Strategy for the Security of Energy Supply” in 20@uropean Commission,
2010a). In this Green Paper, it was foreseen thextgy imports, being at 50% at
that time (40% gas from Russia), would rise to 79¢2020-2030 if no action
was taken. This situation was deemed as a sequgrkness which necessitated a
long-term strategy to decrease foreign dependencesase efficiency, combat
climate impacts and secure new import routes foarmd gas. What EU desires is
a more liberalized approach in the Russian gas lgufgr the sake of

diversification and supply security (Gromadzki, 20

Another facet of these relations is that, followitigg 2004 and 2007 Eastern
European enlargements, Russia has practically becameighbor of the EU
which increased the security dimension of theiatiehs. However, although the
PCA came to an end in 2008, it could not be renesiede then owing to the
refusal of Russia (Beatty, 2004), which accumulatéal the tension among these

two powers (Georgieva, 2009).

First of all it should be kept in mind that natugals is deemed to be more than a
mere economic commodity for Russia and EU; it tkeaa strategic commodity,
strongly influenced by politics and influences gséguof the states (Sharples,

2011). Although EU is seeking to reduce its strbaeg with Russia, it is expected
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that Russia will continue to be the backbone ofopats gas supply, at least in
the medium term (Westphal, 2014).

Secondly, although EU is dependent on Russia feregaorts, it should not be
overlooked that Russia is also dependent on Eurofee short to medium term
(2020-2030) since a significant portion — almos¥%/(Nestphal, 2014) — of the
Russian budget depends on the sales of oil antbgasrope (Gromadzki, 2002;
Spanjer, 2007). Thus, this strong mutual interddpany should pave the way for
mitigation of political disagreements so that neiteide would take a significant

blow to its economy (Westphal, 2014).

A third aspect is the current state of the infiadire and technology in the
Russian pipelines and gas extraction methods whietinitely require
modernization. Gazprom is actually seeking and éedn of investment and
technology from European companies in order to empvith the current state
of technology and increasing threats from LNG ahdles gas. As an example,
Gazprom has granted the shares of two German coespfBASF Wintershall
and E.ON) the right to participate in the developtngf Yuzhno-Russkoye gas
field and Gazprom in return received 49% share estak Wingas (BASF-
Gazprom JV) and again 49% share stake at Gerodp) v an E.ON subsidiary
(Sharples, 2011). In order for Russia to meet 022050 goals, modernization
and innovation are obligatory, which is an ared tarope can help (Kuchiret
al, 2008).

Another issue in supply security is the fact thaz@om is also entering the
transmission and distribution market in some CERBtest to increase its
monopolistic status and EU is on the alert to msikes that these activities of
Gazprom conform to the EU energy policy and markie¢ralization. For

example in Bulgaria, Estonia, Latvia, Slovakia amntluania; Gazprom has taken

a role in the privatization of the state-owned gastors. Especially the case of
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Slovakia is significant since it owns a major pipel (the Brotherhood)

transporting Russian gas to Western and SouthawpEy{Gromadzki, 2002).

Russia is bound to play an important role in theglterm not just due to its own
gas deposits but also as a transit country forfiuhgae transits to the EU from
Central Asian states and possibly Azerbaijan (Gtrkia 2002). Gazprom takes
many actions to keep the gas exports from Centsdé Ainder control and to
make sure that the export from this region to Earg@asses through Russia
without a direct link (Loskot-Strachota, 2006). Téfere Russia is currently
orienting in purchasing cheap gas from Central Asid selling them at a higher
price to the EU which definitely means a higher opolization of Russia and
reducing supply security to the EU due to over-delpace on Russia
(Gromadzki, 2002). Gazprom as a domestic factodrising the Russia’s
international gas diplomacy very successfully arsd aa selected IR theory,

neoclassical realism is strongly supporting ouuargnt here.

In the case of Turkey, the country’s annual enatgmand increase rate is 8%,
among the highest in the world. Moreover, natuesd gonsumption is on the top
of the list in terms of growth as a primary enesgyrce (Kilig, 2006). Turkey’s
natural gas production amounts are recorded at BoB3 as of 2012 (EPDK,
2013) which is definitely insufficient to meet taenual consumption at 45.2 bcm
recorded in 2012.

The gas trade between Turkey and Russia startddibat984 and despite the
Cold War going on in the background; the two caesthave enjoyed a smooth
relationship during the 80s and early 90s. By the ef the 90s, “Blue Stream”
project was launched (Akramova, 2014). As of todhgre are three long-term
(20-25 years) natural gas supply agreements thteyhas signed with Russia
totally amounting to 20 bcm/year which will expif@nd probably be renewed)
during 2021-2025 (BOT#, 2015). The other pipeline gas suppliers of Turkey

Turkmenistan, Azerbaijan and Iran. LNG is beingghased from Nigeria and
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Algeria. The total imported gas amount was 45.9 lcrB012. Accordingly the
gas supply percentages as per the countries aga givthe following pie chart as
Figure 3-1 (EPDK, 2013).

The import dependency of Turkey is recorded as @8 the total increase of
gas imports from 2005 to 2012 was about 73%. kxpected that the annual
natural gas consumption of Turkey to reach 78-82 lny 2020 (Kili¢, 2006;
Topcu, 2013).

3%

9% = Spot

7%

m Nigeria

0 Algeria
>8% 18% g
Azerbaijan
Iran

Russia

Figure 3-1.Natural Gas Imports of Turkey by country as of 206PDK, 2013)

Turkey buys some 1-2 bcm LNG from Russia as welddition to the pipeline
gas (Kilig, 2006). With these figures, it is clehat pipeline transport and
especially Russia (58%) plays an important roleh@ gas supply security of
Turkey, as well as of the EU due to the transitntguposition of Turkey (Pala,
2007). Natural gas is especially important for Tyrlas it can be used to replace
the more carbon-intensive fossil fuels in poweregation and other purposes
(Demirba and Balat, 2008).
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As a result it can be definitely said that Rusday® an important role in the
supply security for the EU and Turkey and is foeest do so in the near future.
Although the EU is struggling to reduce its Rusgi@pendency, this goal may
not be achieved as soon as the EU official desirsidering the phasing out of
nuclear power plants and coal-fired plants whicé arost easily replaced by
natural gas plants — at least in the first phasereldver, as discussed in Section
4.5, the increase in the utilization of renewaldeirses does not ensure a full
freedom from other energy sources owing to thermmtéent supply nature of
these systems. Turkey also has an aspiration &vgily its energy sources and in
fact, it has taken a huge step with the groundlmgakeremony of Akkuyu
Nuclear Power Plant on April 142015 (Habertiirk, 2015). As described in
Section 4.2, the first phase of Akkuyu nuclear plas planned to be
commissioned in 2023 with a gross output of 1200 &1\®onsidering the fact
that the installed coal-based power of Turkey wa$@3 MW as of the end of
2013 (MENR, 2015), that Turkey is first and foremesuggling to ban coal-
fired systems due to several environmental congdtnsan be said that this
nuclear power is primarily aiming to replace coaft natural gas (Milliyet,
2015). And even if nuclear power does reduce nhgas demand from Russia,
the dependency on Russia will not be diminishedsiciaming that the enriched
uranium will be bought from Russia (Akkuyu Nuklees., 2015).

3.4. Concluding Remarks

The gas policy of Russia is comprised of two evideain dimensions: the gas
export policy and the domestic gas policy. Russithé greatest gas producer and
exporter, whereas the EU has declining gas progluatespite the fact that it is
definitely in need of imports. However, this statghalone does not form the
whole picture among Russia and the EU since agtiRilissia does need the
export revenues received from the EU to be ablentalernize its aging gas
pipeline infrastructure and start extraction in dearto-reach fields so that
Russia’s goals to expand into other markets suc@hasa and Korea — while still

being able to meet the demands of Europe — camiaaeality.
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Nevertheless, the Ukraine gas crises, Crimean atioexand other expansionist-
aggressive actions of Russia has created a sethu#st perception by and
elevated the reservations of the EU regarding ggooiits received from Russia
and the EU has started to seek other options ssialesorting more to LNG,
possible shale gas utilization, Southern Gas Carrjgfojects, etc. which are
described in detail in Chapter 4. However, jusEasope is eager to release its
dependency on Russia, Russia has also startedw @bar intentions to reduce
its dependency on Europe as well, as describeddtidh 6.4.

Another key factor in the foreign natural gas pplid¢ Russia is to gain more and
more control of the Central Asia gas for sales wwoRe, Turkey and any other
potential markets. This ambition of Russia defigitghows the highest security
concern for the EU since it has the ability to coompise and even collapse the

future Southern Gas Corridor projects (see Se@&idh

Turkey’s situation is more grave as it has neamdne production and is almost
completely dependent on gas imports from Russighofigh Turkey did not
perceive Russia as a security threat like the Hiiy situation has recently
changed as evidenced with the downing of a Rusaiemaft on the 24 of
November 2015 by Turkish jets. Despite having iasesl its diversification
efforts, especially towards the purchase of adaiia. NG from Qatar, Turkey is
anyhow trying not to sever its ties with Russigyessally considering the new

Akkuyu Nuclear Power Plant being built as descrile8ection 4.2.

The next goal of Russia is to eliminate the riskeased by the transit countries,
especially Ukraine. Thus Russia is targeting tandba gas transit from Ukraine
altogether until 2020 at the latest by exportingrengas to the EU via existing
and future planned pipelines such as the Turkistast.

Despite the stated efforts of the EU as a wholeédorease its dependency on

Russian gas, Russia is resorting to conclude babsgreements with individual
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European states such as Greece and Austria. lamespthe EU has increased its
activities for the formation of an Energy Union kWit the EU to prevent such
bilateral agreements and increase the interconmitgcamong states to ensure
that gas demand of more dependent states can bé&ametmore independent

states such as the U.K. and the Netherlands.

An interesting matter to mention here is that El@spes on Russia to apply a
unified gas pricing towards the EU. However, thgi@an would not be economic
for Russia. Moreover, this option would not be géadthe EU as well in terms
of energy security since in case of a possibleiethipricing strategy, export to
the EU would be rendered less advantageous fori&rasscompared to domestic
sales or export to other countries and areas.

In terms of its domestic gas policy, the first &trgeeds to be replacing gas with
nuclear power or coal so that the remaining amaant be diverted to exports,
which provides much higher profit as compared tmeéstic sales of gas. Two
other possible areas of improvement that RussialdHocus in the domestic gas
policy is the increase of efficiency and decreabdransit losses due to the
archaic infrastructure. For these last two areassRucan actually cooperate with
the EU for the modernization of its pipeline intrasture, adopt the European
ways for increasing efficiency and cutting lossEsis cooperation can then pave

the way to decreasing the tensions among RussitharteU.

As an important note, neoclassical realist appraata theoretical framework
supports the argument in this thesis: Gazpromvisra effective actor and policy

maker for the Russian foreign energy and espeajal$y(pipeline) policy.

The next step in this thesis is to describe thenewnc and environmental

dimensions of the natural gas relations amongttlad that are argued to have a
lesser effect as compared to the security andigadliimensions described in

Chapter 5.
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CHAPTER 4

ECONOMIC AND ENVIRONMENTAL DIMENSIONS

4.1. Introduction

After the discussion of the Russian natural gagcpa@nd a brief outlook on the
natural gas supply security of Russian to the EW Gmrkey, now one of thesis
arguments, i.e., that “security and political dirsiens prevail over economic and
environmental dimensions in the natural gas pigetiiplomacy of Russia with

the EU and Turkey”, has to be broken down into si-items for detailed

analysis.

A first issue to explain here is that, in genemtonomy and politics are
intertwined and interdependent concepts which niiytuaffect each other
profoundly. Economy can be defined as a system dsetp of the production,
trade and consumption of certain goods and senbgedifferent entities in a
specific area (Economy Kingdom Magazine, 2015) whsmolitics refers to the
distribution of power and resources within a steavell as the interrelationships
between states (Held and McGrew, 2007). Howevacesthis thesis is based on
“high politics” approach wherein ‘national and imtational security concerns are
deemed to prevail in all matters that are vitathe very survival of the state’
(Suhrke, 1999); economy and politics concepts hbgen evaluated under

separate chapters (Chapter 4 and 5).

In this thesis, ‘economic’ and ‘environmental’ cepts are addresses in an IR
perspective, not in the form of a detailed econoamalysis and environmental
assessment of the factors affecting gas diplomdcRussia with the EU and
Turkey. For example, ‘Nuclear Power Capacity Deseeia Europe and Increase
in Turkey' has both economic and environmental disiens in Europe and in

Turkey, its consequences will be economic and enwiental - not so much
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security-related and political in terms of natugak diplomacy. Therefore, this is
the reason why this topic, given as an exampldjssussed in this chapter. The
same approach is valid for ‘Climate Targets of W&, ‘Increase in the Share of
Renewables in the EU and Turkey’, ‘Unconventionak@ the EU and Turkey’

and ‘Energy Efficiency. The remaining two sectioot this chapter titled

‘Decrease in the Domestic Natural Gas Producti@hReliance on Imports in the
EU’, and ‘LNG export of the EU and Turkey' can bensidered as only topics

reviewed in terms of economic factors.

Environment is of course all the living and noniflty things surrounding us. The
natural gas pipelines themselves have certain @mviental impacts such as
flaring, leaks of Cl and possible impact on the marine life for theslodire
sections thereof. However, the main issue at has@ In this thesis is the
possible environmental considerations that migivehan impact on the natural
gas trade among Russia and the EU / Turkey. Batnamdirect effect, use of
natural gas may have an important positive impadhe GHG emissions.

In Section 4.2, it will be analyzed as to how (@)dhe nuclear capacity decrease
in Europe and increase in Turkey will affect théunal gas trade of Russia with
the EU and Turkey. The answer of the following quesis being sought: “As
expected, due to the phase outs, will the countuigs nuclear power plants
import more gas from Russia to recover their podemand or not?” and for
Turkey, construction of nuclear power plants wédcdease the natural gas (and/or
energy) dependency to Russia? In Section 4.3 llitbwidiscussed as to whether
the decrease in the domestic natural gas productioRurope will lead to
additional gas import from and higher dependencyrassia or not. Section 4.4
will elaborate the possible effects of unconverdiogas production on the gas
imports from and dependency on Russia by the EUTamkley. Section 4.5 will
delve into the details of the impact of renewabiergy developments in the EU
and Turkey on the import of Russian gas. Sectiénwill discuss the effect of

energy efficiency and its impact on the Russian ade. For example, the
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answer to the question “If 20% energy efficiencyachieved until 2020, will the
gas consumption decreased at the same rate, 1%?"2Will be sought.
Additionally, with the 20-20-20 targets of the ESgction 4.7 will discuss
whether the necessity of lesser carbon emissidncailse an increase in natural
gas import from Russia to achieve the climate targeinally, Section 4.8 will
aim to explain and analyze how LNG imports willeaff the trade of Russian gas
with the EU and Turkey. The main aim of this chapgeto review the economic
and environmental factors that may increase oredse the gas import from
Russia by the EU and Turkey.

4.2. Nuclear Power Capacity Decrease in Europe aridcrease in
Turkey
Nuclear power has many advantages against its daorgeas follows:

* A potential source of high quantities of carborefower production as
compared to the high global greenhouse gas (GHG9s@ns resulting
from coal and other fossil fuel-fired power plants.

* More reliable and lacks the intermittency problecosnmon to the wind
and solar energy facilities as the latter are ddeenupon climate and
weather conditions (Joskow and Parsons, 2012).

* Much more efficient and powerful due to the energgount released
during the fission of the radioactive Uranium.

» Lower fuel cost and overall cheaper electricity.

» Better supply reserve as compared to coal, oilraatdral gas (Conserve

Energy Future, 2015a).

The disadvantages on the other hand can be sunadazbelow:
* The generated wastes are radioactive and may lsdwas on land and
aquatic life alike. Thus, it requires a safe loag# storage.
* Requires much more delicate and meticulous operatind safety-

security measures. In case of an accident fromigesgie, catastrophe,
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etc. (such as Chernobyl and Fukushima) or vandalismorism, etc., the
consequences are devastating.

* Even in the lack of an accident, the nuclear ramhaemitted during
plutonium breeding, inadvertent leaks, long-ternpasure, etc. can still
cause significant health issues and thus facesesgublic and sometimes
political opposition.

* High investment costs and very tiresome legal fditreg.

 Low fuel availability and non-renewability (ConsenEnergy Future,
2015b)

Nuclear power currently provides a significant ghafr the U.S. (20%) and global
(13.5%) carbon-free electricity generation andoie$een to continue its growth
for the future mitigation of GHG emissions (Joskamd Parsons, 2012).

The Fukushima accident led to changes in the nuglelicy of many countries
such as lItaly, Belgium, Switzerland and most ngtaBermany (Joskow and
Parsons, 2012). The increasing trend of buildinglear power reactors, which
had begun in the 1960s, slowed its pace after 8&6 IChernobyl accident,
stagnated around 350-420 during 2000s (IAEA, 2088, as of June 2015, there
were 438 operational nuclear power reactors woddwand 67 were under
construction (see Table 4-1) (ENS, 2015a). Nucfeawer generated dropped
significantly in 2013, with less than 11% of totedrldwide power generation, a
record-low value since 1982. The RES share isaiillhe rise, with 2% biomass-
municipal solid waste use, 3.45% wind-solar-oth&iSRand 16.1% Hydropower
generation as of 2013, but fossil fuels, especiatigl (40.8%), is still the global
fuel of choice (IAEA, 2014).
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Table 4-1.Nuclear power plants worldwide, in operation and
under construction (June 2015) (ENS, 2015a)

| In operation || Under construction |
Country Electrical Electrical
Number net output Number net output
(MW) (MW)
|  Argentina || | 1627 || 1| 25 ]
|  Armenia I I 375 || I |
| Belarus I - - I 2 | 2218 |
| Belgium I 7 | 5921 || I |
| Brazil | 2 | 1884 || 1 | 1245 ]
| Bulgaria I 2 | 1926 | I - |
| Canada || 19 || 13500 || - |
| China | 27 || 23025 || 24 || 23,738 |
| Czech Republic || 6 || 3,904 || - || |
| Finland | 4 | 2752 | 1 ][ 1600 |
| France | 58 || 63130 || 1| 1,630 |
| Germany | o | 12074 | I |
[ rungay |4 | e | |
| India | 21 || 5308 | 6 || 3907 |
[ wn [ 1 | es | - | |
| Japan | 43 | 40200 | 2 || 2650 |
| Korea, Republic || 24 || 21667 || 4 | 5,420 |
| Mexico | 2 | 1330 || - I |
| Netherlands || 1 || 482 || - || - |
|  Pakistan || I 690 || 2 | 630 |
| Romania || | 1300 || I -]
Fsgifiign 34 24,654 9 7,371
i,'g‘;ﬁ'gﬁ‘é‘ 4 1,814 2 880
| Slovenia || 1| 688 || I -
| South Africa || 2 ][ 1860 | | -]
o | 7 | | |
| Sweden I 10 | 9651 | I |
| Switzerland || 5 || 3333 | I |
| Taiwan, China || 6 || 5,032 || 2 || 2,600 |
[ Tukey | I & ] om0 |
| Ukraine | 15 || 13107 || 2 | 1,900 |
Unitgd Arab 3 4035
Emirates ’
| United Kingdom || 16 || 9,373 || I |
| USA | 99 || 98639 || 5 || 5633 |
| WordTotal || 438 || 379261 | 67 | 65482 ]
| Eu-28Total || 127 || 119273 || 3 | 2510 |
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It is still quite uncertain whether the Fukushimecident will prove to have
increased negative global effects on the operatiaxisting and building of new
nuclear plants. However, it can be said with alle¥eertainty that some adverse
influence will be observed on the future of nuclpawer compared to the “no

Fukushima” former status-quo (Joskow and Parsdis?)2

Map 4-1. Nuclear power plants in operation in Europe (JudiEs2 (ENS, 2015b)

The number of nuclear power plants in operatiomfa3une 2015 in Europe is
shown in Map 4-1 (ENS, 2015b) and the electricienegration of EU-28 from
nuclear power over the years is given in Table(E&ostat, 2015a). In terms of
state-wide generated electricity via nuclear poveagnce is in the lead with
76.9% followed by Slovakian Republic (56.8%) andniary (53.6%). In terms
of net capacity, France is again by far the highmsiducer (63,130 MWe)
followed by Germany (12,074 MWe) as of June 2018§E2015a). In the EU,
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the member countries have mutually agreed to sulajé¢he nuclear plants to
certain inspections and tests based on what has lbaened from Fukushima

(Joskow and Parsons, 2012).

Table 4-2.Production of nuclear heat in EU-28 (Eurostat,5201

the figures in the 2009 2010 2011 2012 2013
table are in thousand

toe

EU-28 234,178 234,079 232,009| 224,540 223,009
France 106,857 111,612] 115,209/ 110,863| 110,415
Germany 34,733 36,201 27,807 25,619 25,052
Sweden 12,881 13,994 15,252 15,632 15,996
United Kingdom 15,229 13,947 15,626 15,206 15,443
Spain 13,783 16,135 15,045 15,991 14,785
Belgium 12,304 12,492 12,568 10,499 11,111
Czech Republic 6,975 7,293 7,369 7,901 8,036
Finland 5,762 5,565 5,627 5,526 5,694
Slovakia 3,783 3,853 4,027 4,050 4,111
Hungary 3,878 3,963 3,965 3,986 3,870
Bulgaria 3,878 3,849 4,105 4,020 3,668
Romania 2,980 2,923 2,979 3,009 2,922
Slovenia 1,355 1,335 1,471 1,308 1,251
Netherlands 980 917 959 920 656
Lithuania 8,800 0 0 0 0

A striking case within the EU is Germany who hagided to phase-out its
nuclear reactors until 2023 following the Fukushithsaster. Germany entered
the nuclear energy market with U.S.-designed nuclkegctors in 1960, resulting
in the construction of 31 reactors by the late E98B86 Chernobyl nuclear
accident ignited the opposition against nuclear grovamong the Social
Democrats, who were formerly pro-nuclear advocates2000, the nuclear
phase-out became a priority with an expected cemmiuby 2025. Japan’s
Fukushima nuclear accident on March 2011 was thtestaaw that fortified the
position of Germany against nuclear power soorr aftéch a moratorium was
imposed on nuclear capacities. The final approwalnticlear phase-out in

Germany was given by the Parliament in June 204 iameceived the full
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support of all the political parties. In this decig closure dates were fixed for
the remaining reactors for December 2015 — Decer@@2? and the former ban

on newly built nuclear power plants was confirm&ed Figure 4-1) (Kunz and
Weigt, 2014).
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Figure 4-1.Path of Nuclear Phase out in Germany, 2010-202@%£Kkand Weigt, 2014)

Several studies were made for projecting the impibois of this moratorium and
phase-out for the German electricity market. Inukffedged European model
(Kunzet al, 2011); it was estimated that Germany would camspte most of the
capacity reduction through increased generatiomfamal and gas fired units
which proved to be the case where the decommisgjooi the oldest nuclear
power plants induced a short-term shift from nuctedossil fuel and renewable
energy generation (Kunet al, 2013). The total dry gas import of Germany has
shown a steady but slow rise of around 5% each fyear 2000 (~75 billion )

to 2013 (~95 billion ) (EIA, 2015b). Despite a projected net decrease in
exports with some expectancy of imports from neayhiy countries such as

France for seasonal fluctuations in supply-demarticuring extreme situations,
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it seems that there will not be any significanteiable changes neither in the
generation nor in the import patterns thanks tostheng position of Germany in

terms of renewable energy (especially solar) geeréKunz and Weigt, 2014).

There have been some rumors where Germany has dilsged to import

electricity from France, the biggest nuclear engygyducer in the EU who does
not share the nuclear phase-out ambition of Germplacing Germany in a
somewhat hypocritical status — banning nucleargneisithin its boundaries but
importing nuclear-generated electricity from anotsiate (Hall, 2011), however

this allegation has been refuted by Germany (Mp2@4.4).

Returning back to the situation throughout the Hldspite the strong and
ambitious nuclear phase-out plans of Germany onnits, it can be seen from
Table 4-2 that the overall decrease in EU-28 isetgaaround 4-5% during 2009-
2013. However, there are plans to decommissio ub0 plants by 2030 (Edie,
2012). In another scenario by Leveque (2011), thleufhima disaster will result
in 10-12% of the nuclear power plants being shwtrdby 2020 as compared to
2010. BP (2015) estimates that Europe will witn@2% annual decrease in
nuclear energy generation until 2035. Although @emany case might lead to
the conclusion that none or very little extra gak be required in the future to
substitute the energy demand gap to be left byeanghase-out, the case in the
whole EU is not forecast to be the same. In fadtas been argued that the EU
will have to resort to natural gas in the near tespecially considering the RES
technology installation takes time (and money) exegease of coal use would be
against the environmental policies of the EU (B®1% World Nuclear
Association, 2015a). However, some figures show #wmme EU states have
increased the use of coal instead of natural gashw definitely in violation of
the GHG emission targets of the EU (Silversteinl30and with the aim of
decreasing dependency on Russian gas (World Nudssaociation, 2015a).

Nevertheless, it can be concluded that the nueleargy decrease in the EU has a
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high potential of increasing, or at least not dasneg, the dependency of the EU

on Russian gas.

Despite the decrease in the nuclear capacity oEthethe approach of the non-
EU and non-OECD countries towards nuclear energyoie positive, both in the

short- and long-term. The major actor is China witédms to build 10 GWe plants
by 2020 (Joskow and Parsons, 2012). Belarus angi&khave already started the
construction of new units and with the propositioh further units ahead.

Switzerland and Ukraine also heave near-term pfansguilding new reactor

units. On the other hand, Turkey, Saudi Arabiathaen, and Abu Dhabi, despite
having no nuclear reactors in the past, have ta@ne firm steps towards
establishing their own nuclear power base, buttdiseveral regulatory, technical
and environmental deficiencies, there are sevenallenges that need to be

overcome (World Nuclear Association, 2015a).

Coming to Turkey, it can be seen that this country is highly degemdon

imports with 98% of natural gas and 92% of itslming imported as of 2012.
The electricity generation in 2013 came 44% frons @avo thirds thereof
imported from Russia), 27% from coal and 25% froydrb-power generation.
The growth in demand is among the highest worldwidth an annual 8%

increase (World Nuclear Association, 2015b).

Turkey is recently making statements indicating leaic energy to be an
indispensable energy generation option for the tgum terms of energy
diversification efforts (Enerji Enstitist, 2015-0%a). In fact, Turkey’s plans for
building nuclear power plants date back to the $9@urrently, these plans seem
to have received momentum, in order to reduce stependency on Russian and
Iranian gas for electricity. In other words, nucleapacity-building has become a
target for economic growth. Russian Rosatom toekléad to be awarded the
tender to finance and construct 4800 MWe (4 x 180We) nuclear capacity at

Akkuyu-Mersin as BOO (Build-Own-Operate), amountitmgaround 20 billion

56



US$. The inter-governmental agreement for Akkuyelear power plant was
signed on the I of May 2010 (World Nuclear Association, 2015b)e tBIA
report was finally approved on th& af December 2014 (CnnTurk, 2014) and the
ground-breaking ceremony of the Coastal Struct(jpest, cooling water intake
and discharge structures) of the Nuclear PowertRtavk place on the 4of
April 2015 (HaberTurk, 2015).

Another plant is foreseen to be built in Sinop #mel preliminary studies thereof
have been underway since 2008. The Sinop nucleaemplant is planned to be
built as BOT (Build-Operate-Transfer) by a consorticomprised of Mitsubishi
Heavy Industries, Areva, GDF Suez and Itochu, tluevgy generation is
estimated to be at 4600 MWe, amounting to a tatat of about 16 billion US$
(Enerji Enstitist, 2015-06-22a). The inter-governtak agreement with Japan
was signed on the®Bof May 2013. The operator of the plant is foresaeie
French GdF Suez, who operates several nuclearorsact Belgium (World
Nuclear Association, 2015b).

As a part of the total 100 GWe commitment of Turkgy2030, China plans to
build the third plant possibly itgneada-Kirklareli or Akgakoca-Diizce, with US-
derived technology. Ankara, owing to its low seismisk, and Tekirda have
also been mentioned as possible sites. Althouglnth&tions for expression of
interest have not yet been issued, it is considevestart construction around
2019. Table 4-3 summarizes the plans of the prapdieclear Power Plants in
Turkey (World Nuclear Association, 2015b).

Furthermore, the Turkish government has announsehtentions to build two
additional nuclear power plants, each having faactors, all to be operational

by 2030 (World Nuclear Association, 2015b).

The environmental impacts of the potential increms¢éhe nuclear capacity of

Turkey can be considered positive as these neweauglants would have the
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potential to replace the old coal-fired power psawhich are definitely a serious
cause of GHG and other environmentally unfriendtyissions [seri and Ozen,
2012). Moreover, as nuclear power plants are saamfly much more efficient
than hydro- and coal-plants in terms of environrakistsues, this will definitely
provide economic benefits as well, despite the hinylestment costs of nuclear
plants in general. Of course the main drawback didé the identification of a
suitable site and safe means of transport to fteafa the nuclear wastes unless
repatriation to Russia can be arranged.

Table 4-3.Planned and Proposed Nuclear Power Reactors key({world Nuclear
Association, 2015b)

R MRS QIO congttrél:r(t:tion opitr?lﬁon
Akkuyu 1| VVER-1200 1200 late 2016 2022
Akkuyu 2 | VVER-1200 1200 2017 2023
Akkuyu 3| VVER-1200 1200 2018 2024
Akkuyu 4 | VVER-1200 1200 2019 2025
Sinop 1 Atmeal 1150 2017 2023
Sinop 2 Atmeal 1150 2018 2024
Sinop 3 Atmeal 1150 2025
Sinop 4 Atmeal 1150 2026

The main issue to be considered here is the pateariount of decrease in gas
imports from Russia when these two (Akkuyu and Bjnauclear power plants
(4800 + 4600 = 9400 MWe) will finally be commissezh The expected power
generation from these two plants can be calcul@gdirst multiplying this
capacity with a capacity factor. Capacity factoraipercentage indicating how
much of the time a power plant is operating dutting year. For example, the
capacity factors for Russian nuclear power plaatgently are in the range of 80-
90% (World Nuclear Association, 2015c), whereas fhactor is about 90% for
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U.S. nuclear power plants (Nuclear Energy Instjt@@14). To be on the safe
side, this capacity factor is here assumed to B, &b other words:
9400 MWe x (24 x 365) hours/year x 0.850,000,000 MWh.

Then, this energy figure has to be converted int@nbcm (billion cubic meters)
which is the standard measure used for naturalRBmsed on a conversion factor
of 1 MWh = 94.73 mnatural gas (Abraxas Energy Consulting, 2015):
70,000,000 x 94.73 6.63 bcm

This 6.63 bcm is the natural gas volume correspanth the energy generated by
the two prospective nuclear power plants to bet nuiTurkey, i.e., assuming that
such volume of natural gas is used to generate pdwie price of natural gas can
be taken as 425 USD/1000 (Yenicas, 2014) which results in the following:
6,630,000,000 rix 425 USD/1000 rh= 2,817.75 Million USDl/year.

Accordingly, this means that when the two nucleawgr plants start operating,
approximately 2,82 billion USD/year will be saveg ot spending such money
on importing gas for power generation. This can domsidered as a very

important positive financial result for Turkey.

As the concluding review, the natural gas consuonpaind import figures of
Turkey should be examined. It has been reportedotiaé natural gas import was
26,5 bcm back in 2005, which almost doubled to le#®,9 bcm in 2012 (58%
from Russia and 18% from Iran). The total natura gonsumption of Turkey
was recorded at 45 bcm as of 2012 and 48% therasfreported to be belonging
to power generation (EPDK, 2013). In a recent thési Topcu (2013), it is
estimated that the increasing trend of natural iggsorts and consumption at
about 6% will continue, resulting in about 78 bcrmaal gas consumption by
2020. In another paper (Akgul and Yildiz, 2013)e thas consumption is
estimated to be a more conservative 62,4 bcm/yga2009. Accordingly, the
consumption and import of natural gas can be asdutoecontinue in its

increasing course in the future nevertheless, lnat tw the commissioning of
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Akkuyu and Sinop nuclear power plants by 2020-2@88,share of natural gas
utilized for power generation is destined to deseeadnyhow, since natural gas
will continue to be used in heating due its lowestcand lesser environmental
impacts as compared to electricity, it can be $laéd dependence on gas might
decrease in terms of power generation however digpee on Russian gas will

not.

4.3. Decrease in the Domestic Natural Gas Productiand Reliance

on Imports in the EU
Natural gas is considered as an important souremefgy that has the potential
to decrease the dependence on coal and nuclear gdtve Oil Drum, 2010).
Natural gas used to correspond to 18% share witlenenergy mix of the EU
back in 1990 (EGAF, 2011), but now it comprises 26f4he primary energy
supply where the energy is supplied to sectors asgbower generation, heating,
transport and industry (Flouet al, 2015). During the same period, the share of
gas in electricity generation has risen from 8%2®86. Natural gas emits only
half as much C@as compared to coal utilization for power genera@d it is
considered as a significant factor in aiding thatation of the GHG emissions of
Europe which has been resolved and targeted byEthepean Council to be
lowered to at least 20% below 1990 levels by 208(0act, thanks to the gas-
fired plants replacing its oil- and coal-fired coemparts, Europe was able to
obtain 8% decrease in G@missions in spite of 14% absolute growth in the
power generation sector (EGAF, 2011). Moreover,rédmewable energy sources
such as solar radiation and wind requires compléangrand/or supplementary
power generation aides due to their intermittemticstire and natural gas is

considered as the most efficient option (S6derbetgtt, 2010).
The extraction and consumption of natural gasumofe was around 100 bcm

back in 1970 and most of the gas used was produithth the EU at that time.
Although production doubled by 1980, the consummpti@ared 300 bcm. This
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situation forced the imports to rise at a ratelmfut 5 bcm/year which has been
the case until 2005 and after this date, the inspmgached a quasi-steady-state
around 200 bcmin terms of production, the EU reached a peak ®61&8nd there

was almost a stand-still for about 8-10 years afteich it has since been on a
slow but definitely decreasing trend (Aleklett, 2D1Nevertheless, the demand

for natural gas continued its rise still after 2@Bburi et al, 2015).

As of 2011, 33% of the EU’s net natural gas condionpronsisted of domestic
production (the Netherlands and the UK), whereasrdmaining demand was
met from Russia (24%), Norway (19%), Algeria (9%gt& (8%) and 7% came
from countries such as Nigeria, Egypt, Trinidad @otago, Libya, etc. (Flouat
al., 2015).

Russia has about 17% of the world natural gas reseu the natural gas
production in Russia corresponds to 18% of the aglgvoduction and nearly
30% of Russian is being exported (Eurogas, 2013)reMletailed information

regarding the reserves and description of Russaaral gas can be found in
Chapter 3. Within Europe, although not an EU memb&rway contains the

largest natural gas resources and it is the tlirgelst exporter of natural gas in
the world following Russia (Russia: 196 bcm, Qatet4 bcm, Norway: 107

bcm) (The Oil Drum, 2010; CIA, 2015).

The main natural gas producers within the EU aesNltherlands followed by
the UK. The others are Denmark, Germany, Italy, Roia, Hungary, Poland and
a few more (Eurostat, 2014a). Netherlands has srable reserves estimated at
2.8 trillion n® however, due to some reported earth tremors, théchD
government has announced to cut production fronb&a/year in 2013 to 40
bcm/year by 2017. Based on the figures of thedasade, it is also observed that
there is a decline in gas production in the UK (842per year), Denmark (6.5%
per year), Germany, lItaly, Poland and Romania galbbout 3.5% per year)
(Mearns, 2014).
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Several future projections were made by many rekess regarding the
production of gas in the EU. For example accordioglEA World Energy
Outlook (2010), it is estimated that the naturad gatraction in the EU will drop
by 33% down to 210 bcm within 2008-2035 due to dkereases in the British
and Dutch production capacities despite possilbevtrin Norway (IEA, 2010).
Due to the decline in the European natural gasymtioh, there is an increase on
dependence of imports, which was around 64% in 20ilis estimated to reach
a level of 85% by 2030 (Floust al, 2015). Figure 4-2 displays the arithmetic
mean of the past, current and projected future asf groduction, imports and
consumption in the EU according to the values oksa resources (IEA, 2008;
IEA, 2010; IEA, 2013; Aleklett, 2014; Eurostat, 2@1 BP, 2015b; CIA, 2015;
EIA, 2015a; EIA, 2015b; Eurostat, 2015b).

700
600 //
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g 0 / — / e Consumption avg.
5 / / = Imports avg.
0
100 fffffi:::::::;7F—V <‘~..‘\\~\\--~!=
0 . ' ' | '

1970 1980 1990 2010

Year

2012 2020 2035

Figure 4-2.Past, current and projected future of gas prodoctmports and

consumption in the EU (IEA, 2008; IEA, 2010; IEA)1B; Aleklett, 2014; Eurostat,
2014a; BP, 2015b; CIA, 2015; EIA, 2015a; EIA, 201Bhbrostat, 2015b).
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As can be seen in Figure 4-2, despite some vaiaimcéhe values of different
sources, a general trend and pattern can clearbpberved where production in
the EU has been on the rise until a few years #fieeisecond millennium and is
forecasted to decrease. In terms of consumpti@inttreasing trend is obvious
in all the references cited above and elsewhergpitdea slight glitch between
2010-2012. The growth of the EU from 6 members bhadQ70 to 27 states as of
2010 and finally 28 in 2013 inevitably had its tall terms of increasing the

demand and thus forcing imports to rise.

The gap between the production and consumptioreilsgbhandled mostly by

imports where Russia is the main supplier, whicthesfocal concern of the EU
in terms of energy security and lack of diversifica. The options that the EU
seeks in reducing this dependence on Russia arpasmble use of shale gas
(Section 4.4), increasing the renewable energy ymtoh (Section 4.5),

increasing energy efficiency throughout Europe anodding of a possible EU

Energy Union — Internal Energy Market (Section 4@ying more weight to

LNG imports within total gas imports (Section 4&8)d finding alternate gas
suppliers such as North Africa, Caspian states Mitble Eastern countries
(Chapter 6).

In addition to the decrease in production of gathsEU, the recent decade has
witnessed many gas supply disruptions which werara case until 2006. The
reasons of the disruptions following 2006 were myostlated to non-European
geopolitical, interstate conflicts, especially theoblems between Russia and
Ukraine. Then in 2011, the political uprising inblka made a severe impact on
the supply of gas to Europe since the pipeline ftohya, that was supplying 9

bcm/year of gas to Italy, was halted for almostd@hths (Flouriet al, 2015).
Oil can be considered as a global commodity wheredsaral gas is more of

regional in character, where local purchasers astdlaliters have the more upper
hand (Ratneet al 2012). The gas import structure of the EU is cosagl of
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75% natural gas import by pipelines and 25% in firen of LNG (Eurogas,
2013). As Russia is the biggest natural gas pradawce exporter to the EU via
pipelines, the reliance of the EU on Russian ggseeed and forecasted to
increase (IEA, 2010; Ratnet al, 2012; BP, 2015b) or at least stay in the same

range (Dieckhoner, 2012) in the upcoming decades.

4.4. Unconventional Gas in the EU and Turkey

There are several types of unconventional fossilsfguch as tight gas, shale gas,
tight oil, shale olil, etc. (European Commissionl1£4). Unconventional gas, also
termed as shale gas, is the natural gas trappetiskale formations. The main
methods of extracting shale gas are horizontalirdyiland hydraulic fracturing
(ShaleTEC, 2015)However, the extraction of unconventional fossielfuis
generally considered to be more difficult as coradato conventional sources.
For example hydraulic fracturing is, simply puteéking rock by using large
guantities of water and other chemical additivedenrhigh pressure to aid in

releasing the trapped gas (European Commissioba)01

Table 4-4.Top 10 countries in terms of technically recovézathale gas (EIA, 2013)

Country Technically recoverable Percentage of
shale gas (tcm) World Total
us 32.86 15 %
China 31.55 14 %
Argentina 22.70 10 %
Algeria 20.01 9%
Canada 16.22 7%
Mexico 15.42 7 %
Australia 12.37 6 %
South Africa 11.04 5%
Russia 8.07 4%
Brazil 6.93 3%
Others 43.43 20 %
World Total 220.60 100 %
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In terms of technically recoverable shale gas wesgrthe top 10 countries of
2013 with the largest capacities worldwide are ghawTable 4-4 (EIA, 2013).
In Map 4-2 (Reig and Maddocks, 2014), the top 20ntaes with the highest
amount of recoverable shale gas are shown togetitierthe water stress level
where the circle color indicates average watesstlevel across a country’s shale
plays and the circle size indicates overall voluoferecoverable shale gas
resources in tcf (trillion cubic feet). The anatysf WRI (World Resources
Institute) showed that almost half of the shale-lg@aring countries had

significant levels of water stress or arid condii@dReig and Maddocks, 2014).

As can be seen in Table 4-4 and Map 4-2, the lishae belongs to U.S. at 15%
and it can be said that shale gas production hesmed the natural gas industry
in the United States (ShaleTEC, 2015). The shatergaolution was actually
considered as an unexpected development by the idaneand global energy
industries alike — although there are no majoreggmort facilities in the U.S. yet,
international gas markets have already been infleeroy the present and future
potential unconventional gas production in the YGhyong and Reiner, 2015).
Actually the U.S. has become a world leader ingragng shale gas into its
economy since the 2000s and this has brought ahosignificant market
advantage to the U.S. both in the internal andreateenergy market. Another
important thing to mention here is that, althougls$§ta cannot be counted among
the countries with serious investments in the sgake field, it still is located at
the 9" place as per the EIA (U.S. Energy Information Axlistration) figures of
2013 (Bozdemir, 2014).

According to a Communication issued by the Europ€anncil regarding the
exploration and production of hydrocarbons (suchkhede gas), shale gas appears
to be the unconventional hydrocarbon with the gstgbotential for development
in Europe, with activities at prospection or explarn stages already underway

in some Member States. On the other hand, there I@en licenses given, which
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were later withdrawn owing to the enforcement ofvdabanning hydraulic
fracturing. As yet, there is no commercial prodoctiof shale gas in Europe,
despite a limited number of experimental and exgitoy drils such as in Poland
(European Commission, 2014a) and in the UK (Eurog@ammission, 2015a).
For example in Denmark, recently the French energgynpany Total has
announced that it has stopped shale gas explorsitioe “only a limited amount
has been found” (Jacobsen, 2015). On the other, lilanwds also announced that,
in spite of the presence of a certain level of gpmn by environmentalists,
hydraulic fracturing would be permitted at someaareithin the U.K. for shale

oil and gas exploration (The Guardian, 2015).

Technically recoverable shale gas reserves for OEbpe is estimated at
about 16 trillion cubic meters (tcm) (European Cassion, 2014b), and this
value for Europe alone was estimated to be in dinge of 4.5 to 5.5 tcm (150-
200 tcf) (Weijermarset al, 2011). On the other hand, Cambridge Energy
Research Associates (CERA, 2009) has providedgedaange, from 3 to 12
tcm, and the US Department of Energy provided &drigestimate at 13.5 tcm
(EIA, 2013). WRI estimates the world’s technicaligcoverable shale gas
inventory at about 220 tcm, of which Europe accsuatonly 4% (approx. 9 tcm)
thereof (Reig and Maddocks, 2014).

Within the EU, the largest reserves are locateBirance and Poland , with 4-5
tcm, according to the US Energy Information Admiirdison (EIA, 2013) (see
Table 4-5). However, the European geology is morapgiex as compared to the
U.S. soils due to more fragmented and older undergt formations, leaving less
room for technical or economic feasibility of gastraction (Simon, 2014).
Germany was also formerly considering the extractb shale gas despite the
possible environmental risks, however, the fact tha amount of shale gas that
is foreseen to be extractable being at 20 bcm @080 (corresponding to only
one fourth of what Germany has consumed in 20B4fpicing Germany to

accept that shale gas in Germany does not havepdkential to form an
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alternative to the Russian imported gas neitheéhénshort term nor in the long
term (Enerji Enstitist, 2015-05-11b). In fact itshbheen pointed out that
hydraulic fracturing would cause “severe environtakimpacts and contaminate

drinking water” not only in Germany but throughd&urope (Sagener, 2015).

Table 4-5.European shale gas assessment by EIA (2013)

Region — Basin Technically
Recoverable
shale gas (tcm)
Poland 4.19
France 3.93
Romania/Bulgaria 1.07
Denmark 0.92
UK 0.75
Netherlands 0.7%
Germany 0.49
Ukraine/Romania 0.29
Sweden 0.29
Spain 0.23

As for Turkey, the site surveys conducted by TPAQurkish Petroleum
Incorporated Partnership) have determined thatakar, Erzurum and Thrace
region contains geological formations from whiclalshgas can be extracted and
certain drillings have been commenced which isdeea to result in some shale
gas extraction within the next decade if everythgogs according to the plan
(Bozdemir, 2014). According to the EIA (2013) Rdpdrurkey potentially has
0.7 tcm of technically recoverable shale gas. Hawmegonsidering the fact that
even this amount might not be “economically” reqabdte (Weijermars, 2013)
and when we compare this figure with the valuesldvade, it can be said that
shale gas alone should not create any changents tef dependence on Russian

gas imports for Turkey.
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The main regulatory and environmental concernsrid of shale gas extraction
can be listed as follows:

* Limited experience in the EU regarding the use béles recovery
techniques

* Lack of adequate and comprehensive regulation tklgawith the
resulting environmental impacts and risks

* Use of typically hazardous chemicals, waste voluamescharacteristics

» Large use of water, part of which is not recovered

» Air emissions including volatile organic compour(®#C) and methane
(CHy, which is a GHG) emissions

* Impacts by and on geological structures (aquifgreundwater, surface
water, etc.)

» Possible induction of seismicity

* Noise, traffic, land use, biodiversity impacts,. dt€uropean Commission,
2014a)

* Possible negative impacts on soil quality due tespme leaks and
spillage

* Necessity to drill more wells as compared sincedpetivity of shale-gas
wells are often considered to be lower than coneeat wells (European
Commission, 2014b).

Some of these mentioned threats and adversitieseean have cross-border
implications, with the pollution of air, water ($ace and underground) on a
larger scale. The options considered by the Eurog@ammission to address
these issues range from the issuance of a reconat@mdand guidance to
encourage voluntary commitments by sector operatorsthe issuance of a

binding directive for the overall European Unioru(@ean Commission, 2014a).

On the other hand, shale gas can be used as @&wwebst more carbon intensive
fossil fuels to bring about environmental benef®vided that the relevant

emissions are kept under control. Although theepo€ power generation from
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shale in the EU is foreseen to be 1-5% higher ft@nh gas, the generated
emissions would be about 40-50% and 7-10% lowen tt@al-generated and
LNG-generated electricity (IEA, 2012; European Cassion, 2014b).

According to the results of a public consultation“@nconventional fossil fuels
(e.g. shale gas) in Europe”, more than 35% of thertiembers consider that this
technology should not be developed in the EU atadlbut 30% consider that it
should be progressed in Europe only if proper heaafey and environmental
policies are in place and less than 30% considarithshould be developed in
Europe anyway (European Commission, 2013). WhenEilmpean states are
taken separately, the most prominent proponentiisftechnology are Poland,
Norway and Slovenia (above 70% positive opinionthiiania, Portugal and
Hungary have an average opinion (50-60%), wherkassa all of the remaining
EU-28 states are opposed to this technology (lests40% positive opinion) due
to lack of experience, high environmental concearsd risks (European
Commission, 2013). In fact, many NGO representatiuehe EU have expressed

their strong opposition to this technology (Sim2@14).

In spite of moderately sized reserves, many Elestauch as Bulgaria, France,
Germany and the Netherlands have opted to forgde stvgploration due to
significant public, environmentalist and NGO oppiosi (Patel, 2013). Although
these countries could potentially support shale gasluction in an economic
sense, concerns over environmental risks dominadeeaergy security has not

yet risen to a level that would change policy (Qiyand Reiner, 2015).

Meanwhile, energy security has caused is a majavedrof shale gas

development in some countries with smaller marlsish as Poland, Baltic
States, and some central and southeastern Eurspeas where liberalization is
lower and gas pricing is mostly driven by oil inésx(International Gas Union,
2014a). The UK seems to be in a better positiodeieelop shale gas. It is the
largest and most liquid market in Europe. Althoutie UK does not depend on
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Russian gas at all (i.e., no physical deliverigsjpes depend on Norway, the gas
coming from the continental Europe and overseas LIWKich, has become an
increasing concern for British policy-makers. Th& dovernment is leaning
more positively towards shale resource developmpatticularly supporting
private investment with tax incentives (Cha, 2003 its population is dense and
water stress is a major problem for almost onaltbfrthe shale plays (Reig and
Maddocks, 2014). Germany, as in the case of nugeaer, approaches shale
gas development with significant reservation. Hogvevhere are proponents as
well; who suggest that the exploitation of the tachlly recoverable shale gas
reserves would provide some liberty from Russias gaports. Reversing a
previous decision, Romanian authorities have begppiorations for shale gas
with the energy giant Chevron and Ukraine has eated an agreement with
Shell to develop a shale gas field (Patel, 2013).

In terms of the economic aspects of shale gas)aver volumes and higher
overall exploration and production costs in thedpaan market is expected to
result in a moderate direct price effect (Europ€ammission, 2014b). In fact,
Gény (2010) concluded that cost of developing slgale plays in Poland and
Germany is about 2-3 times higher than in the drfsl that costlier compared to

conventional gas in Europe.

In terms of indirect economic impacts, shale gagaadements are foreseen to
place a downward pressure on gas prices in thedw@&tevens, 2012), which

might cause additional financial difficulties foa@rom in the EU (Kropatcheva,

2014).

Global demand for energy is forecast to rise byerban 30% until 2040 and
shale gas has the capability to affect the wondtoverable natural gas reserves
by 47% .According to a report prepared by the European Cission (EC) Joint
Research Centre, the U.S. will take on the leagl (60%) in shale gas production

by 2020, but it will soon lose its leader statugast Asia (especially China) until
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2040 where Europe is foreseen to only reach ugddmBC Joint Research Center,
2013; Patel, 2013).

According to the same report, under a best caseasoce(considering the
environmental concerns ), future shale gas expioita in Europe has the
potential to aid the European Union (EU) maintamprtant to notice here that

it does not say “reduce”) a stable dependency enggrnimports, keeping them at
the current 60% of total EU energy consumption. Esv, hydraulic fracturing
requires up to 25 thousand® mf fresh water per well, meaning shale reserves
can be difficult to develop where fresh —surfacd/anground — water is hard to
find (Reig and Maddocks, 2014hus, the recoverable volumes and any future
(publicly and environmentally acceptable) technadabimprovements are still
yet uncertain (Patel, 2013).

As it is evident that the EU will not be able tocbme self-sufficient in natural
gas, shale gas has the potential to decelerateslibace of the EU on imported
gas, although to a limited degree (IEA, 2012). Eveder the most optimistic
scenario, the share of shale gas in the overaliggnmix of the EU would be
around 10-11% by 2030-2035 (IEA, 2012; European @a@sion, 2014Db).

Russian policy makers try to act indifferent towsatlis emerging energy source,
claiming that this so-called “shale revolution’lilee a soap bubble and that it will
blast in the near future owing to its lower effiody, economic problems,
environmental disadvantages and consequent pupposition. What actually
concerns Russia is the rising LNG trade as a reduhe shale advances in the
USA since LNG represents a move toward flexibility the gas market —
somewhat similar to the oil market — as opposettheanflexible pipeline routes,
where the latter increases the dependency on Russitural gas. Actually,
Gazprom was planning to start LNG export to the U8A2015 however, the
mentioned “revolution” made the U.S. market nonHabde (Kropatcheva,
2014).
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Another stroke brought on the Russian energy compaty the “shale
revolution” is highlighting the technological bacamness of the former (Chazan
and Buckley, 2013). Furthermore, since the impolti& demand in the U.S. is
on the fall, the options (such as North AricanesaQatar, etc.) of the EU for
buying LNG has increased (EGAF, 2011). This gassddd USD/ bcm, which is
cheaper than the price of the Russian gas (Kropa#;2014). This has actually
caused Gazprom to lose some market share in the- BHdm 31.8% in 2010
(Eurostat, 2014a) down to 26% in 2012 (Gazprom BExR2013).

In summary, although shale gas does seem to affaiftarnative to the Russian
gas imports in the EU for diversification of energgurces in terms of energy
security (Simon, 2014), there are many problems Bt is facing in order to
exploit this alternative (Tsygankova, 2012). Fiddt all, the public concerns
regarding environmental and geological issues hewebe resolved which
necessitates strict regulatory measures as wefuriser geological surveys.
However, the fact that Europe’s population beingcimmore densely located as
compared to the U.S. makes it almost impossiblad&e the drills far away from
people’s homes since most of the promising plagslacated much closer to
local communities. And another difference betwden European and American
drills is that the landowners in the U.S. are ableeceive a monetary benefit
from leasing their land to such exploration aci@gtwhereas this is not the case
in most of Europe (The Oil Drum, 2010)s a result, it can be said that
unconventional gas would not be sufficient to seter ties for the EU with
Russia in terms of gas imports (EC Joint ReseamtteZ, 2012) mainly due to
economic and environmental concerns, in this ceatler than political and

Security concerns.
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4.5. Increase in the Share of Renewables in the Eud Turkey
The main renewable energy sources (RES) are (AlteanEnergy, 2015):
» Solar energy; which is utilized via the use of sqjahotovoltaic, PV)
panels for electricity generation and heat proauncti
* Wind energy; transformed into electrical energyhwilhe help of wind
turbines
» Hydroelectric energy; obtained through the use ydrbelectric power
plants and dams
* Waste and biomass conversion via incineration plant
* Hydrogen and fuel cells
» Geothermal energy
* Heat pumps
* Biogas and biofuels
» Other sources such as tidal energy: These sourosdynsuffer from one
or more disadvantages and thus cannot be relied ypbin terms of

aiding to meet the energy demand.

The renewable energy policy of the EU is mainlyen by the need to de-
carbonize the energy sector and reduce the everasiong dependency on fossil
fuel imports (European Commission, 201la). Renesvaliinergy (RE)
technologies have gained importance in the intenat platform with the
ratification of the “United Nations Framework Contien on Climate Change —
UNFCCC” in 1992 and the ratification of Kyoto Protd in 2005 was a policy
driver for decreasing GHG emissions and increasiegshare of RESS{rin and
Ege, 2012). The RE policy of the EU dates only bacthe adoption of the 1997
White Paper (European Commission, 1997). The 20&sspecifically the year
2001 represent the benchmark for the targets of BieSas a result of Directive
2001/77/EC on the promotion of electricity genedlateom RES in the internal
power market (Marquegt al 2010). Then, it came the Renewable Energy
Directive no. 2009/28/EC on the promotion of the 0§ energy from renewable
sources which amended 2001/77/EC (European Parta@ed the Council,
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2009a). This RE directive was transposed by the b&gnStates by the end of
2010 and National Renewable Energy Action Plan®wedopted by each state to
share the efforts of achieving this objective wibtimding national targets

(European Commission, 2011a).

The RE Directive currently imposes tt#0-20-20 target” on the EU as a major
energy policy (European Commission, 2015b). Thesehers refer to raising the
share of energy consumption from renewable sourcése EU to 20%, 20%
improvement in the energy efficiency and 20% desweim the GHG emission

values compared with the year 1990 level, all l2QRO.

The 20-20-20 energy policy of the EU implies there are opportunities to trade
renewable energy to reduce the cost of achieviaghtional targets (Amundsen
and Nese, 2009), which is also allowed by the i&guy framework: Norway and
Sweden are the first to organize cross-border rabhBwenergy trade using a
common market for green certificates. Neverthelesthe current situation, there
is little or none RE trade among the EU states qgean Commission, 2011a).
Caproset al (2008), Commission of the European Communiti€98} and Aune
et al. (2012) all consider that the cost of achievingriagonal renewable energy
targets for 2020 could be reduced up to 70% withtiRHe among the Member
States. However, Saguan and Meeus (2014) haveud®ttlithat ‘the imperfect
regulatory framework for transmission investment aissignificant cost for

renewable energy in the EU.’

Wind Power: 12,086 MW newly installed capacity was connedtethe power

system in the EU in 2012 reaching a total installegacity of above 100 GW
with an increase of 13% as compared to 2011 (ObseP®13). The cumulative
installed wind power capacity has reached 128.8 3\he end of 2014 (EWEA,
2015). Germany and Spain took the lead and jomuhtributed to above 50% of
the total amount of wind energy generation of 2Q@Pserver, 2013) and this

situation remains unchanged as of the beginning0@b (Observer, 2015a). The
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2020 forecast for installed wind energy capacitinithe range of 165.6-217 GW
to cover 12.8-17% of the electricity consumptiorited EU (Observer, 2015a).

A significant factor that contributed to the stirmtibn of the emerging market in
the east of the EU (especially Poland, Romaniafarsiria) was the sharp rise in
the price of gas in 2012 (Observer, 2013). Accaydma report prepared by the
European Wind Energy Association (EWEA) in 2009naviproduction costs
have decreased by 20% over the 9 years to 2006a@adPV by 57% (EWEA,
2009). For wind energy, low operating costs indreglg cause falling market

prices (European Commission, 2011a).

Photovoltaic: The EU had accounted to about 58% of the totddajlonarket in
2012 (Observer, 2013) which unfortunately plummededvn to only 17% in
2014, with the global PV market increasing to ne@0® GW and EU market
receding to about 6.9 GW (Observer, 2015b). Gernzsantyltaly was in the lead
in this market back in 2012, accounting for almoés% of the total amount of
photovoltaic capacity (on grid +off grid) installed the EU (Observer, 2013).
However, U.K. (2,448 MWp) made a great leap in 2rgereaching the first
place, followed by Germany (1,899 MWp) by the em@@14, together making
up about 63% of the total PV capacity in the EU 4@fer, 2015b). Considering
the current electricity market price trends in Eapgpsolar electricity has reached
a level where it can compete with conventional potihn sectors. However,
European sector is coming to the end of a cyclewaifidoe unable to develop
further at the same pace (Observer, 2013). In tacd, argument seems to be
becoming a reality looking at the figures of annuatalled photovoltaic
capacity: 22 GWp in 2011, 16.6 GWp in 2012, 10.2 65W 2013 and 6.9 GWp
in 2014 (Observer, 2015b). As for the cumulativstalied values, the National
Renewable Energy Action Plan scenario from the BEE€pbrt forecasts solar
energy generation to contribute at 2.4% in 2020jvedent to an output of 83.4
TWh and an installed capacity of 84,376 MWp. Howev@bserver (2013)
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foresees that the installed PV capacity in the Euld reach about 130 GWp by
2020 (Observer, 2013).

Geothermal: The geothermal electricity capacity of the EU igimhy present in
Italy (90-95%) and the remaining amount is disti@ouamong Portugal, France,
Germany and Austria. In 2012, the net capacityhef EU accounted to 783.0
MWe which was almost the same for 2011-2013 (Oleser2013, Eurostat,
2015e). It is foreseen that the geothermal powpaady will reach up to 1612
MWe (EC Joint Research Center, 2015), whereashhee ©0f geothermal energy
within the total pie-chart of the RES in 2020 wdkcrease down to 0.15% by
2020 (EREC, 2011)

Hydraulic Power: While this renewable energy source has many adgestdhe
sector has to contend with the implementation o€reasingly binding
environmental regulations such as the European Mfatenework Directive and
the protection of Natura 2000 listed areas, thessdrtor expansion possibilities
have been reduced. In terms of small hydraulicapacity (<10 MW) running in
the EU states, Italy, France, Spain, Germany anstrisutake the lead and the
total EU small hydraulic capacity amounted to abbUtGW in 2012 (Observer,
2013). Although the current share of hydraulic powghin RES is around 40%,
it is foreseen that small hydraulic capacity woutdrease by 15% at most
(reaching to about 16 GW by 2020) (Observer, 20tk&ding to a fall back in
this former share to 10.5% by 2020 due to the epgesignificant increase in the
windmill capacities by then (EREC, 2011)

Figure 4-3 below shows the share of each energycsan the RE generation in

the EU-28 for 2012 and 2013. As can be seen, hiidrpower still accounts for
nearly 40%, followed by wind power, biomass anédspbwer (Observer, 2014).
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Figure 4-3. Share of RE sources in EU-27 for 2012 and 2013¢0er, 2014)

In the EU-28, in 2004, the share of the renewalnlegbe gross total energy use
was 8.3% which increased to 14.1% in 2012 (Eurp2@it4b) and 15.0% in 2013
(Eurostat, 2015e). This difference of 5.8% corresisoto an average annual
increase of less than 1% which means that the BUhapefully be able to
achieve the 20% share as foreseen in the Dire2008/28/EC.

Table 4-6 below summarizes the EU-28 status owerydars 2004-2013 where
Norway is also shown for comparison purposes (Hatpo2014b, Eurostat,
2015e). In terms of the countries separately, déingelst increases were observed
in Sweden (from 38.7% in 2004 to 52.1% in 2013)nmark (from 14.5% to
27.2%), Austria (from 22.7% to 32.6%), ltaly (frd7% to 16.7%) and Bulgaria
(from 9.6% to 19.0%). When we look at the highdstres of RE in final energy
consumption in 2013, Sweden takes the lead witli%?2 followed by Latvia
(37.1%), Finland (36.8%) and Austria (32.6%). Toeést shares were recorded
in Luxembourg (3.6%), Malta (3.8%), the United Kaogn (5.1%) and the
Netherlands (4.5%).
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Table 4-6.Share of energy from RE in the EU-28 (Eurostat,52)1

(in % of gross | 2004 2007 2010 2011 2012 2013 202
final energy target
consumption)

EU28 8.3 10.0 12.5 13.0 141 15.0 20
Belgium 1.9 3.0 5.0 5.2 6.8 7.9 13
Bulgaria 9.6 9.4 14.4 14.6 16.3 19.0 16
Czech 5.9 7.4 9.3 9.3 11.2 124 13
Republic

Denmark 145 17.9 22.6 24.0 26.0 27.2 30
Germany 5.8 9.0 10.7 11.6 12.4 12.4 18
Estonia 18.4 17.2 24.7 25.0 25.2 25.6 25
Ireland 2.4 3.6 5.6 6.6 7.2 7.8 16
Greece 7.2 8.5 9.7 11.8 15.1 15.0 18
Spain 8.3 9.7 13.8 13.2 14.3 154 20
France 9.3 10.2 12.7 11.3 134 14.2 23
Croatia 13.2 12.1 14.3 15.4 16.8 18.0 20
Italy 5.7 6.5 10.6 12.3 135 16.7 17
Cyprus 3.1 4.0 6.0 6.0 6.8 8.1 13
Latvia 32.8 29.6 325 33.5 35.8 37.1 40
Lithuania 17.2 16.7 19.8 20.2 21.7 23.0 23
Luxembourg 0.9 2.7 2.9 2.9 3.1 3.6 11
Hungary 4.4 59 8.6 9.1 9.6 9.8 13
Malta 0.3 0.4 0.4 0.7 1.4 3.8 10
Netherlands 19 3.1 3.7 4.3 4.5 4.5 14
Austria 22.7 27.5 30.8 30.8 32.1 32.6 34
Poland 7.0 7.0 9.3 104 11.0 11.3 15
Portugal 19.2 21.9 24.2 24.5 24.6 25.7 31
Romania 16.8 18.3 23.2 21.2 22.9 23.9 24
Slovenia 16.1 15.6 19.2 194 20.2 215 25
Slovakia 53 7.3 9.0 10.3 104 9.8 14
Finland 29.2 29.8 32.4 32.7 34.3 36.8 38
Sweden 38.7 44.1 47.2 48.8 51.0 52.1 49
United 1.2 1.8 3.3 3.8 4.2 5.1 15
Kingdom

Norway 58.1 60.2 61.2 64.7 65.9 65.5 67.5

According to Table 4-6, it can be seen that Buljakstonia, Lithuania and
Sweden have already reached their target; Irelarahce, Slovakia and maybe
Cyprus (due to the slow pace in 2010-2013) mightsfaort and in the current
progress Luxembourg, Malta, the Netherlands andUKewill not be able to

attain their national targets. On the other hamadeld on their 2004-2013 average
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rate of increase, it seems that 18 of the remailibg28 states will attain or
exceed their 2020 target. As for Norway, its présdmare is almost two-fold of
the highest EU states.As elaborated in Observer32Germany takes the lead in
many RE investments and installations. The sucads&ermany in RES
diffusion is partly due to the lack of availablaligenous fossil resources and the
recent nuclear moratorium. On the other hand the d#¢pite its abundant RE
potential, has chosen to use gas fired power plants nuclear energy in
electricity generation (for GHG reduction) and tdsidize coal industry (Reiche
and Bechberger, 2004). Thus, utilization of RE meupolitical incentive and
determination; mere environmental concerns areenotigh. Although it can be
said that public awareness does affect the pohoyces of governments as in the
case of shale gas development in the EU or theeaugbower moratorium
decision of Germany. Liberalization in the eledtyic markets stimulate
competition and favor the technologies with shertrt profits, which of course
by definition, places RE options to the back of time. The market needs to
incorporate social responsibilities into supporhesoes (carbon tax, etc.),
international obligations must be enforced (EU dixes, etc.), bring RES costs
down to a competitive level via the removal of rienhnical barriers and
implementation of proper incentives / support megras (Menanteaet al
2003; Sirin and Ege, 2012). Of course, R&D must inevitallg a part of

successful RE policy for cost reduction and dissetion.

Turkey’s high import dependency and high energy a®&inncrease has been on
its top agenda in the recent decades. Currentl284b of electricity generation is
covered by natural gas fired plants, while 24.19%avered by coal (imported
coal, anthracite and lignite) and 22.9% is covdrgdydropower plants (Enerji
Atlasi, 2015). Adoption of BOT and BOO schemes awer generation resulted
in elevated natural gas usage which led to an aserén dependency and security
concerns. In order to resolve this situation, Tyrkas adopted an energy policy
wherein the aim is the construction of nuclear powants (as explained in

Section 4.2) and increasing the share of RE soufGiékenmez and Demireli,
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2012) also in line with the relevant EU legislati@irin and Ege, 2012). Turkey
currently generates 20% of its electrical powenfi@ES which is targeted to rise
to 30% by 2023 (Turkish Ministry of Foreign Affajra015).

Table 4-7.Renewable energy potential and installed capatityurkey (MENR, 2014)

RES Economic| Installed | Installed 2023 Annual

potential | capacity | capacity | Target average
(MW) (MW) (MW) (MW) generation

(2010) (2013) potential
(GWhlyear)
Hydropower 36,000 16,934 22,289 36,000 144,000
Wind 48,000 1,587 2,760 20,000 60,000
Solar 50,000 -- 4 3,000 7,500
Geothermal 600 94 243 600 4,400
Biomass 2,00( 44 288 2,000 14,000
TOTAL 136,600 18,659 25,584 61,600 229,900

Turkey's RES potential is very high. In fact, IEA0Q8) estimates that this RES
potential of Turkey is almost 15% of EU-27’s topaltential. As per the data of
the Turkish Ministry of Energy and Natural Resogtade electricity generation
potential of Turkey from RES is totally 229,900 GXy#ar which is mostly
obtained from hydropower and wind as shown in Tablé above (MENR,
2014); however, as can be seen from the data afawkey is currently using
less than half of this economic potential in tewh&ydropower and near to none
of its wind and biomass potential. Despite the hugitential of 50,000 MW,
Turkey has still no PV systems installed on a higgmale. As for geothermal
energy, Turkey is one of the countries with highteptial (Ozyurt, 2010)
however the current share thereof in power germras relatively low at 668
GWh as of 2010.

In general, Turkey has given priority to large hymlswer energy projects and
RES technologies were not provided any financigipsut until the early 2000s
(IEA, 2006). The first support mechanism was devetbby Electricity Market

81



Licensing Regulation adopted in 2002 mainly focusedyird connection issues.
In 2005, Law no. 5346 on the Utilization of Renelealbnergy Resources for the
Purpose of Generating Electrical Energy (The RE®)Laas enforced (TBMM,
2005) but there were several problems encounteveithgd the implementation
(Sirin and Ege, 2012). Then, RES Law was amended®i® 2vith Law no. 6094
(TBMM, 2010) that contained the “Renewable Energyprt Mechanism
(RESM)” to enable RES power plants to benefit miooen feed-in-tariff (FIT).
For example, hydro and wind plants would recei&UScents/kWh, geothermal
plants would receive 10.5 UScents/kWh, biomass star plants would obtain
13.3 UScents/kWh. Another major amendment was asare of incentives by
usinge local manufactured mechanical/ electromeachhmrquipments in RES
plants providing an additional bonus of 0.6 USctéh — 2.4 UScents/kWh.
The RES support payments of some EU states anayare shown in Table 4-8
(Sirin and Ege, 2012).

Table 4-8. RES Support Payments (€/MWh) in some EU statesTamkley Sirin and
Ege, 2012)

Member State | Wind power Solar PV Biomass Hydro
(on-shore)

Austria 73 290-460 60-160 -
Denmark 35 -- 39 --
Germany 50-90 290-550 80-120| 40-130
Greece 70-90 550 70-80 70-80
Italy 300 360-440 200-300 220
Netherlands 118 459-583 115-177| 73-125
Portugal 74 310-450 100-110 75
Spain 73 320-340 107-158 77
U.K. 310 420 120 230
Turkey 54 100 100 54

As Sirin and Ege (2012) has concluded, Turkey has ¢oesmse cooperation with
the EU (or speed up the accession negotiationsiigare political enforcement in

the utilization of its potentially vast RE potentidoreover, the same supports
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and incentives have to be put in force as descriimove for the EU case
(Menanteatet al, 2003;Sirin and Ege, 2012).

In summary, it should be mentioned that this 2@®R0goal is significantly
ambitious for the EU and all these three target¢sfareseen to have impacts on
the natural gas import of the EU-28 (EGAF, 2011he possible impact of the
efficiency target and emission target shall be ulised in Section 4.6 and 4.7,
respectively. But logically, it might be considerddt increase in the shares of
renewables in the total energy consumption ancttieegy efficiency can lead to
a decrease in the import of natural gas from Rus#iereas, the emission target
may lead to an increase in the import of the natyaa from Russia due to the
low GHG emissions from the use of natural gas agpaved to fossil fuels.

On the other hand, renewable energy sources areelalble as fossil fuels due
their intermittent nature. For example, wind tudsncan generate power when
the wind is blowing, and solar panels can gengrateer efficiently only on the
sunny days. However, coal, natural gas (and nycfeawrer plants can generate
power when necessary as a ‘base load’. Therefoesetpower plants are called
as ‘base load’ power plants. Furthermore, for Imggpiurposes, natural gas is an
indispensable and most efficient energy sourcet i@ans natural gas should be
in the portfolio in any case in order to satisfye tprimary energy source
diversification. As pointed out by Euractiv in artiele in 2009 (Euractiv, 2009),
the boom in the RES is seen as a driver for naggaalconsumption since it can
provide to make-up and back-up any intermittenaiethe RES (e.g. wind) and

also as a fuel for start-ups after such halts énsiystem.

Despite many positive environmental benefits of RES, the price of clean
energy, such as wind power and solar is relatinegyh when compared to those
of the traditional energy sources (European Comons2011a). Thus, in order
to progress the share of RES within the power geioer sector, imposition of

quotas, financial benefits such as subsidies v pegulation, like the ‘feed-in-
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tariffs, capital subsidies and tax mechanisms ageired’. Several studies, such
as Menz and Vachon (2006) and Carley (2009), pmibipolitical motivations as
the most relevant aspect to the promotion of REBthErmore, as the income
level and foreign dependency of a country get highlee tendency of that
country to overcome investment and regulatory clust®RE systems gets higher,
which is also driven by political motivation to mrease diversification for energy
security and reduce dependency on foreign souidesq(eset al, 2010). It is
obvious that monetary support mechanisms for RE&Bys can only be phased
out when the costs thereof decline sufficientlyy eristing market complications
are straightened and they can operate in a trutypetitive market (European

Commission, 2011a).

As mentioned above, RES is not as reliable as lmask power plants such as
coal, natural gas and nuclear and additionallyit asll be explained in Section
4.7, due to the ambitious climate targets of the E#ld dependency to Russian
gas will be ongoing. As a result, the impact of itherease in the RES share in the
total energy consumption in the EU and Turkey anithport of natural gas from

Russia can be considered as negligible.

4.6. Energy Efficiency in the EU and Turkey

Energy efficiency means the minimization of the suomed energy amount
without compromising the quantity and quality inoguction and without

preventing economic development and social welfareother words, energy

efficiency is an integration of efficiency-increagi measures such as the
prevention of energy losses in gas, steam, haaandi electricity; recycling and

reuse of various wastes, decreasing energy dematibuwy decreasing the

generation via advanced technology use, more efficienergy resources,
improved industrial processes and energy saviiif3, (2015). Especially for the

emerging economies, energy efficiency can also dfewed as consuming the
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same amount of energy for generating a higher lefveérvices (rather than using

less energy to obtain the same level of servidegart and Campbell, 2012).

One of the widely used parameter in measuringieffiy is “Energy Intensity”.
It is the amount of energy used per unit of natioeaenue, calculated as the
ratio of energy consumption to GDP, and counted rgmthe indicators of
comparison of development status among countrigipdfai et al, 2014; Ryan
and Campbell, 2014BB, 2015).

Energy efficiency started become a concern forBbesince the oil shock in the
1970s causing steep rises in oil prices howevespitke many initiatives and
instruments introduced, the impacts thereof praliedatisfactory (Filippinet al,
2014). According to EC (Commission of the Europ&mmmunities, 2000),
possible causes of this failure are listed as @desang energy prices and low
priorities assigned thereto. Nevertheless, thecta@s revived as a result of an
increase in energy security concerns and Coundih@fEuropean Union (1998)

set the target to improve energy intensity by 1%oyear.

The current general EU policy target on energycedficy is to decrease 20% of
the EU's primary energy consumption, compared tmasons for 2020.
Regarding this Energy 2020 strategy of the EUréoent report by the European
Commission (2011) suggested that EU would only lile & reach 50% of the
20% target in 2020. This led to the issuance oé®ive 2012/27/EU (European
Parliament and the Council, 2012) amending Diresti2009/125/EC (Eco-
Design Directive) and 2010/30/EU (Eco-Design andergy Labeling) and
repealing Directives 2004/8/EC (Promotion of Cogatien) and 2006/32/EC
(Energy End-use Efficiency).

According to the model devised by Filippiei al (2014), the member states of

EU-27 (excluding Malta due to lack of certain ddtaye been classified based on

their residential energy efficiency levels as shawmable 4-9.

85



Table 4-9.Classification of EU-27 member states based amattd average energy
efficiency (Filippiniet al, 2014)

Energy Group Member States

efficiency

score

< 86% Inefficient states Belgium, Cyprus, Germany,

Denmark, Estonia, Finland,
Greece, Hungary, ltaly, Latvia,

Portugal
86% - 93% Moderately efficient
states Austria, France, Luxembourg,
Poland, Romania, Sweden,
Slovakia, Slovenia
> 93% Efficient states

Bulgaria, Czech Republic, Estonia
Ireland, Lithuania, Netherlands,
U.K.

Energy efficiency is increased by 18% over thequeB000-2012, i.e., 1.7%l/year.
However, the pace is seen to have slowed down @8-2012 intervals in most
states (1.3%/year on average in the EU) (Lapillcgtred, 2014).

The main problem in trying to compare the enerdiciehcy and/or intensity
values used by different global and/or Europeandsoduch as the World Bank
(GDP 2011 PPP USD/toe), IEA (TPES toe/2005 USD GBfj) EC (Million
Euro GDP 2010/ktoe) is that the units used vargiBa@antly and make it almost
impossible to compare with each other (IEA, 2014irdpean Commission,
2014d; World Bank, 2015; EIA, 2015b).

Coming to the situation in Turkey, during the dexad 1998-2008, the annual
average increase of the total final energy consiomgtas been 3.81% (Turkish
Higher Planning Board, 2012). The recent decadedoasinued the trend of

increasing energy demand which is partly met frben gas-based plants whose
share within the total installed capacities is lom tise. However, the share of the
RES (including hydro plants) is declining and s&#grg at best. Furthermore,
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there are significant losses in electricity generatand distribution, which are

definitely issues that negatively affect energyceghcy.

Table 4-10.Comparison of GDP, consumption and Energy intgrgsiarin and
Akdemir, 2006)

GDP Energy Energy Piggig;/ta
Country (in 2000) Consumption Intensi consumotion
(billion $) (Mtoe) ntensity Pt

(Mtoe/capita)
Turkey 190.3 72.5 0.38 1.06
Japan 5,648.0 520.7 0.09 4.09
USA 8,977.9 2,281.5 0.25 7.98
Greece 144.8 28.7 0.20 2.62
OECD 27,880.9 8,970.0 0.20 4.68
World 34,399.8 10,029.0 0.32 1.64

The relationship between GDP, energy consumptiah emergy intensity for

Turkey, some selected countries, groups and thédwsrgiven in Table 4-10

(Narin and Akdemir, 2006). According to the IEAt@mational Energy Agency)
the energy intensity is in the range of 0.09-0.18emas this figure is 0.38 in
Turkey and unfortunately has not shown any sigaiftcsign of decrease (0.35 in
2005 (TMMOB, 2008), 0.36 in 2009 (Acar, 2012)). Jhlearly puts forth that

Turkey has a long way ahead of it in terms of imprg energy intensity as well

as energy efficiencyiBB, 2015).

In order to provide a measure of resolution to frigblem, the first step was
taken with the enforcement of the Energy Efficielaw no. 5627 in 2007,
followed by steps mostly related to the energycedficy in home appliances and
energy performance in buildings starting with 20@8E, 2015a). The target
determined by the Turkish Ministry of Energy andtiNal Resources (MENR)
with the Energy Efficiency Law is to decrease thergy intensity by 15% until
2020 (BB, 2015). In 2011, the Regulation on the Increiasthe Use of Energy

and Energy Sources was put into force which wae latnended in 2014. This

87



regulation, inter alia, brought about the condittonpossess ISO 50001 Energy
Management System Certificate for the entities yapplobtain financial support
for their efficiency increasing projects (MENR, 201 An Energy Efficiency
Strategy Paper (MENR, 2012) was issued with théigigation of the MENR,
public, private sector and non-governmental orgations. This paper puts forth
a goal for Turkey to decrease the energy inter{sityergy amount consumed per
GDP) at least by 20% in 2023 as compared to 204at-yaelues. Recently, in
April 2015, a governmental bank has agreed to BRD’s home energy
efficiency program in Turkey (Rosca, 2015).

In Turkey, it is known that there is an energy sgypotential of about 20-30% in
sectors where energy is intensely used. When 15&nefgy saving potential is
recovered, 6.5 billion TL of natural gas plant istreent can be prevented.
Turkey may be able to cut 3.0 billion USD of natgas import per year. When a
saving at 35% in the heating and cooling of butdiand enterprises and at 15%
in transport can be obtained, it may be possibleutdl.4 billion USD of oil and
natural gas import per yedB@, 2015; KOH Enver, 2015).

According to the data of Istanbul Metropolitan Meipality (IBB), most of the
residential energy consumption is related to hgatt#5%). To save this energy,
insulation is a must. The other options regardingrgy efficiency in buildings
and industrial facilities are installing more eiint compact fluorescent bulbs
and using high efficiency home and industrial aqpties (BB, 2015).

The environmental and economic benefits of eneifffjgiency is self-evident
since it means, at first sight, using less eneaygltain the same benefit, thus
paying lesser money and causing lower emissiontuallg, energy efficiency
measures are foreseen to contribute at 44% to #&eaxdbonization on an
international level by 2035. It also means usirgehergy efficiently, therefore it
provides health and well-being impacts (better ingatooling, air quality) on an

individual level and energy security due to redudethand on a national level. In
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fact, energy efficiency is estimated to have anaotpf about 1% growth in
GDP, thus it is defended that energy efficiencyusthanot be considered as a
mere “energy issue”, but rather, it should form atpof economic policies.
Moreover, studies on the macroeconomic impactsajnessed energy efficiency
(where energy demand is decreased by 8-15%) sutipgeshere can be slight but
positive GDP improvements at the range of 0.8-1.28%an and Campbell,
2012). According to a UN study (UNDP, 2004), tmsrease can reach to 5-7%
for Serbia and Montenegro, where intensity of ep&sghree times more than the

rest of Europe.

As for the effect of energy efficiency increase gas imports, there are some
matters that need to be considered. First of dficiency increase does not
directly equate in the same rate of decrease iswuption since it can provide
other welfare gains and then there is the ‘rebaffett’ where some or all of the
energy savings obtained is used up, e.g., at iseteproduction on an industrial
level (Ryan and Campbell, 2012). In fact, thereenbeen many claims in the
newspaper and journal articles that this reboufecetauses a failure to attain
the theoretical energy savings as promised by tieggy efficiency measures
(Owen, 2010; The Economist, 2008; Bialik, 2009;rfey, 2011). Thus, even if
an efficiency target of 20% is attained in the Eus does not necessarily mean
that there will be a 20% decrease in the gas impgures. According to a
Communication of EC (European Commission, 201120)% efficiency means a
saving of 368 million tons of oil equivalent (Mtoef primary energy (gross
inland consumption minus non-energy uses) by 20@@pared to projected

consumption in that year of 1842 Mtoe.’

According to a report prepared by the European Cission to estimate the EU
Energy demands by 2050 (European Commission, 20it4d)assumed that the
GDP would rise at 75% from 2010 to 2050 (52% frodd@to 2040) for the EU.

The primary energy consumption is foreseen to @seret 1.3% by 2030 and
1.2% by 2050 compared to 2011 values, whereas ah@&ah gas consumption
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percentage is foreseen to stay constant (24-258)ghout the years, including
the impact of the energy efficiency policies. Buslhould also be kept in mind
that the EU has managed to reduce its energy cqigmlevels in 2011 down
to the figures of 1990 (~1600-1700 Mtoe) which hradched a peak of 1832
Mtoe back in 2006 (Harvey, 2015). So what actuallforeseen to happen in the
future is that, nuclear energy generation (andilfdgsl utilization) will be, in
time, replaced with renewable energy generation raatdral gas consumption
percentage, and thus the amount, will remain alroosstant (or decrease about
0.8-1% at most).

On the other hand, as per a report for energy okitto 2040 (ERI RAS, 2014)

prepared in Russia, the energy intensity of Euisgarojected to decrease from
about 0.2 to 0.1 (toe/1000 USD GDP) as a resulh@fenergy efficiency policy.

And since in the same report, the GDP is assumdaddat 50-60% in 30 years, it
can be said that this report assumes about 20%eakeerin the energy
consumption of EU-28 by 2040. Although it is sudggdsthat the fuel mix of the

final energy consumption will have a higher pereget of natural gas and
renewable (with decreased oil and coal), the gasadd would still decrease at
about 50 bcm (from 543 to 496 bcm) for EU-28 cquoesling to a decrease of
0.3% for 2010-2040 interval.

Thus, it can be said that both the exporter (Russid the importer (EU) agree
on the forecast of an equal or very insignificamtcreased amount of gas import
for 2040-2050. Due to all the justifications listadove, the effect of the energy

efficiency on the natural gas import of the EU @ considered to be significant.

4.7. Climate Targets of the EU and Turkey
The final target in the 2020 climate and energykpge of the EU is a 20%
decrease in EU GHG emissions as compared to 198&leGreen House Gases

(GHG) are gases that trap heat in the atmosphausing climate change. The
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main GHG are C@(Carbon dioxide: caused mainly by burning of fbésels
and other organics), GH(Methane: caused mainly during transportation and
production of coal, gas and oil, as well as dedagrganic waste), O (Nitrous
Oxide: mainly emitted during industrial andagricuétl activities, as well as
during combustion of fossil fuels and solid wasteyl Fluorinated Gases (emitted
from various industrial processes, sometimes usetha substitutes of ozone-
depleting substances with high climate change rpiaig (EPA, 2013).

Of the four measures that are to aid the 20-20a2@Qets, 3 are related to the
reduction of GHG and CQemissions: reform of the EU Emissions Trading
System (EU ETS, Directive No. 2003/87/EC), natiot@abets for non-EU ETS
emissions (Effort-sharing Decision (European Comsiars 2015€)) and carbon
capture & storage (CCS, Directive No. 2009/31/EC).

Currently EU-28 has achieved a GHG emission rednctf 18% (Meyer-
Ohlendorfet al 2014) and EEA (European Environment Agency) lssnated
that the reduction amount would reach 21% by 2020 wxisting measures
(EEA, 2014b). Many consider that this 20% emisgietuction target to be too
easy to attain (Fischer and Geden, 2013) and taofts combating climate
change, whereas for the other 20% targets (forwabkes and efficiency), the
path seems to be troublesome (RTCC, 2013). Actudlly is committed to
increase this GHG reduction percentage to 30% (t&amo Commission, 2010b).
Moreover, on January 2014, the EC has proposednaeivork for 2030 with a
GHG reduction target at 40%, RE share target of 8%he EU and a reduction
in energy use by 27% (minimum) as compared to trenal forecasts (European
Council, 2014, Gradziuk, 2014). On the other hamdny economists and
researchers consider that EU should aim a goahiafmum 40% for 2030 in
order to reach its 2050 aspiration of 80-95% caotemissions in order to stay
within the limit of 2C warming over preindustrial levels (Evans, 2014ldve,
2014; Meyer-Ohlendortt al, 2014; U.K. Department of Energy and Climate
Change, 2014).
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Within the EU, the approach to the climate targety among the member states
depending on their current consumption compositiRES potential and
implementation status, and economic indicators. &@mple Germany, with a
widespread RES implementation and better econamdicators, is aiming to cut
emissions up to 78 million tons of G&y by 2020 as the national target of
Germany is 40% carbon emission reduction by 202@&yTaim to attain this
target by also focusing more on energy efficiemegulting in a reduced need for
gas imports (Nicola and Parkin, 2014). On the otteerd Poland has expressed
its criticism many times over this EU climate pgl@s it brings about significant
economic burdens for its nation (Gradziuk, 2014j)uq; it can be evidently seen

here that economic concerns can prevail over enmgntal ones.

Natural gas is the one of the cleanest primarygnsources and has a limited
GHG emission to the air compared with other fogsls Such as coal and oil. As
the EU-28 aims to decrease the GHG emissions,arwhbil need to be replaced
by natural gas, nuclear power plants and renewadegy. Replacing old coal
plants with new —state of art- natural gas-fireahpd could reduce G@missions
at 60-70% per kWh power generation for the whofe bycle of the plant
(exploration, extraction, construction, operatidecommissioning and disposal).
Even the newest coal plants emit up to almost imes the C@Qeq per kWh as
compared to the NGCCPP. In order to achieve timeaté target, the first step is
to decrease burning of fossil fuels which is reporo contribute at 56.6% to the
accumulation GHG (IPCC, 2011).

However in the recent years, coal consumption & B has increased while
natural gas consumption declined despite the GHiGateon commitment, due to
the subsidies provided to renewable and energgiefity initiatives causing a
decrease in the carbon prices (Carratoal, 2013). According to Eurostat
(2015b), the gas consumption of EU has decreasddi%yas compared to 2010
values and it is foreseen to slightly decline i2@@&s compared to 2010 owing to
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the slow-paced increase in the total electricitgnded. Nevertheless, the models
prepared by BP (2015a) and EC (2010c) forecashenease in natural gas until
2035-2050 to replace coal and nuclear power geparafhis summarized

forecast is shown below in Figure 4-4 (Carratal, 2013) where the natural gas

consumption is estimated to attain a level of 232% 2050 in the EU.

In this analysis, it is suggested that the priceC@% should climb from 25% in
2020 to 60-70% per ton of GGn 2030 and that the “positive role of gas should
not be neglected” (Carraret al 2013).In other words, political and policy-

related pressures are needed to overcome the emteamdencies.

In a report prepared by the European Gas Advocacynr (EGAF), the role of
natural gas within the 80% emission reduction taxgfe2050 for the EU was
investigated based on three scenarios (Figure(BEGAF, 2011). As can be seen
in this Figure, natural gas percentage is expetdddcrease in 2030 and 2050
except for “60% Renewables” scenario which seemsetover-enthusiastic and
at least twice as costly considering the curreatesand other forecasts by EC
(2010c), BP (2015) and Eurostat (2015b).

Coal Gas
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3l 2050 5 o] 251 231
201 = g 4 20}2010 o 0 4
15 15} &%
10 10 =
5 sk
Fledge Fedge/NoRET Pledge/HEE Fedge Pledge/NoRET Pledge/HEE
Nuclear Non-Biomass Renewables

Pledge Fledge/NORET Pledge/HEE Fedge Pledge/NORET Pledge/HEE

Note Pledge means ‘Moderate Policy Scenario’. NoRERéscase where there is no RE target (in 2020
and beyond), and HEE is where additional energgieffcy policiesare introduced (in 2020 and beyond)

Figure 4-4. Energy consumption shares of EU by fuel (201002@Earrarcet al, 2013)

93



BUSINESS RENEWABLES BUSINESS RENEWABLES
CURRENT AS USUAL OPTIMISED®  60% ASUSUAL OPTIMISED®  60%

800 GW 950 GW 950GW  1250GW 1100GW  1200GW 1700 GW

. Gas - Coal

. Nuclear - Biomass . Other renewable energy sources

Figure 4-5. Scenarios for Europe’s power capacity mix in 2888 2050 (EGAF, 2011)
Turkey has been a party to the United Nations taonal Framework

Although Turkey is not yet a member of the ETS exystand does not have any
GHG reduction and/or restriction obligation undee Kyoto Protocol until 2020,
it has been developing and implementing projeatshfe voluntary carbon market
since 2005. The most recent types of projects deeel in the Voluntary Carbon
Markets of Turkey and the emission reductions theyide are shown in the
following Table 4-11 (comparison of years 2011 206d4) (Enerji Dergisi, 2013;
EIE, 2015b). The Regulation on the Monitoring of GG has been enforced in
2012. The Energy Efficiency Strategy Paper for tigren 2012-2023, issued in
2012, aims that the energy amount consumed by GDRr&ey to be reduced by
at least 20% in 2023 as compared to 201E (2015b).
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Table 4-11.Types of projects developed in the Voluntary Carbtamkets of Turkey and

the emission reductior{&neriji Dergisi 2013; EE, 2015b)

Type of Project 2011 2014

Number of | Annual GHG | Number of Annual

Projects Reduction Projects GHG

(ton CO, eq) Reduction
(ton CO, eq)

Hydroelectric Plant 12 7,181,723 159 8,747,634
Wind Energy 64 5,603,468 106 7,951,391
Biogas & Energy 19 2,987,882 27 3,069,273
from Waste
Geothermal G 405,309 6 432,081
Energy Efficiency 5 151,432 10 405,309
TOTAL 218 16,329,814 308| 20,605,688

The total GHG emissions of Turkey has increasedh fd87 million tons of
COseq back in 1990 up to 422.41 million tons of £@in 2011 (Can, 2013). Of
this emission value, 71% comes from energy relaied/ities. The per capita
GHG emission amount of Turkey at 5.09 tons is ¢l tof the OECD average
and half of EU average. When the emission of tisé 1&0 years is considered
globally, the responsibility of Turkey is about @4Furthermore, the population
of Turkey is rising, industrialization process isntinuing and thus the energy
requirement is fast increasing. Therefore Turkeithva different position as
compared to the other Appendix-I nations underkipeto Protocol, would have
significant difficulty in undertaking similar comtments as those countries
(Turkish Ministry of Foreign Affairs, 2015).

Since Turkey’'s GHG emissions are on the rise (A&@8% increase as compared
to 1990 levels) (EEA, 2014a) as compared to theatahs in the EU, the main
goal of Turkey should be to focus on the poterdfahuclear power generation,
increase RES utilization and decrease coal burnitige current natural gas

imports of Turkey is 45.3 bcm where 26.2 bcm (al&g%) comes from Russia
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as of 2013 (EPDK, 2013). The gas consumption anpoita of Turkey has

always been on the rise and it is foreseen thaR@#3 gas demand of Turkey
would be 45-50 bcm — which is not an accurate ptme — (Satman, 2006) or
even 70.5 by 2025 (Comert, 2010). Thus, the climatget of GHG does not

have any negative impact on the Russian gas impbiitarkey.

As is known, the EU is striving to decrease itsateency on Russian gas due to
certain political conflicts and for energy secuityrposes. If the potential impact
of GHG reduction in the EU on the gas imports iamied, it can be seen that
many of the forecasts explained herewith abovemeagt a level of increase in
gas consumption and imports — as the gas produtitre EU is on the decline
(see Section 4.3). As indicated in the Roadmap 265he EC (2010), natural
gas is foreseen to play a critical and importaté no achieving the policy targets
and commitments. In short, the EU has strong ckntatget commitments and to
achieve these goals, the gas consumption and Rugagimport to the EU, in
absolute terms, is expected increase slightly eleaner and transitional energy
source to replace and substitute its environmgnti@inaging counterparts.

It is worthwhile to mention here about the Parigm@ke Summit that was held
during November-December 2015 with the participatiof 196 countries,
resulting in the signing of the Paris Agreementtoa 12" of December 2015
(Bodansky, 2015). This Summit pursued the aim @&efkng the increase in the
global average temperature well below 2°C aboveimtestrial levels; to
increase efforts to limit the temperature incretsd.5°C above pre-industrial
levels; and reducing the carbon output as soon as possible” in order to combat
global warming and climate change (United Natio?815). The presence of
China, the U.S.A. (the two being the highest,@dnitters since 2005) (European
Commission, 2016), the EU, Turkey and Russia witli@ consensus can be
considered historic. In fact, the U.S. Presidenai®& indicated this consensus as
a “turning point for the world” and the “best charto save the one planet we've
got” (Dolasia, 2015). 187 of the 196 countries hawemitted their pledges which
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cover 99% of territorial emissions. Table 4-12 kekhows the summary pledges

of China, the USA, the EU, Russia and Turkey (CarBadef, 2015).

Table 4-12.Climate Pledges of Some of the Participating Caesiof the Paris
Agreement (Carbon Brief, 2015)

Country

Pledge

Submission

Date

Pledge Description

Share of
2012
GHG

China

30/06/2015

A peak in carbon dioxide emissions
2030, with best efforts to peak earlie
China has also pledged to source 20
of its energy from low-carbon source
by 2030 and to cut emissions per un
of GDP by 60-65% of 2005 levels by
2030, potentially putting it on course
to peak by 2027.

%
S
it 23.75%

USA

31/03/2015

26-28% domestic reduction in
greenhouse gases by 2025 compare
to 2005, making its best effort to rea
the 28% target. This includes the lan
sector and excludes international
credits at this time.

d
ch

0
d 12.10%

EU

06/03/2015

At least a 40% domestic reduction in
greenhouse gases by 2030 compars
to 1990 levels.

d 8.97%

Russia

31/03/2015

25-30% domestic reduction in
greenhouse gases by 2030 compare
to 1990 levels. The Russian pledge
includes maximum possible account
the land sector. Carbon Brief has
looked at the detalils.

d

5.35%
of

Turkey

30/09/2015

A 21% reduction in emissions by
2030, compared to a business-as-ug
scenario. Requests financial support
including from the Green Climate
Fund.

ual
., 0.85%

However, this Summit, despite being a symbolization hope for a brighter
future regarding climate change, is just a begigrstep and there are still many

things that need to be undertaken. An agreement reashed for the basic
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structure but not the detailed path towards a sailinthte change regime. And
since the path has not yet been clarified and edabd, this unfortunately leaves
an open door for the reluctantly-agreeing stategti@at on some of the not-yet-
solidified moves (Bodansky, 2015).

Nevertheless, it can be said that the role of mhtgas has become more
emphasized after this Summit considering the faat matural gas is a clean fossil
fuel and its consumption should be increased irerotd be able to meet the
climate targets of the participating countries (itNews, 2015), especially the
EU and Turkey in terms of this thesis subject. Asadditional paradigm, natural
gas is also considered to be a ‘clean transitichcamplementary fuel’ towards
the path to and within the platform of renewablesrgg which makes it

somewhat indispensable.

4.8. LNG Imports of the EU and Turkey

Liguefied Natural Gas (LNG) is natural gas (gergratethane, Cl) that has
been pressurized into liquid form for ease of gjerar transport. It is transported
using specific design cryogenic marine vessels (Ldd@iers) or cryogenic road
tankers. LNG is cost efficient to carry over longtdnces where pipelines are not
available. However, the high cost of productiom &ime need to use expensive
specialized tanks for storage generally provides o#éstruction against its
widespread commercial use (Envocare, 2013).

LNG market has witnessed a significant growth fr2090 to 2009 as shown in
Map 4-3 (EGAF, 2011) and the number of exportecseased to 20 by 2014. As
can be seen from the map, neither any EU-28 counairyTurkey is a producer of
LNG but some EU-28 states as well as Turkey arengntioe importers of LNG.
Another evident situation from the same map is Rassia has also started to
produce LNG albeit at a relatively small rate (28ndn 2014) (GIIGNL, 2015).
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The EU is trying to diminish its dependence on Rusgs terms of gas imports

due to political issues (especially the recent @am crisis and other power-
driven actions by Russia) and security concerngdatly 30% of the natural gas
received by the EU comes from Russia, and nataslkgvers 25% of the energy
demand) and LNG supplies have the potential tordmrie to the supply security
and diversification of the EU (CEER, 2013; Interoaél Gas Union, 2014b).

Neither EU-28 nor Turkey had any LNG liquefactidargs but there are 21 re-
gasification sites in the EU-28 and also 2 siteSurkey (GIIGNL, 2015).

In 2011, LNG represented almost 20% of the imporniatural gas in the EU
(Ratneret al, 2012) corresponding to about 90.7 bcm. This ggdiropped back
to 64.6 bcm by 2012 (Eurogas, 2013) and down tarat®2.9 in 2013. In 2014,
LNG imports into the EU decreased again by aboBito2m as compared to 2013
despite some growth in the U.K. (+2 bcm), reachiag59.9 bcm for 2014
(GIIGNL, 2015). The major LNG importing EU-28 stasethe U.K. and the next
is Spain at 16-17 bcm where over 5 bcm thereof maexported in 2014. The
major suppliers of LNG for Europe are Qatar (54%dyeria (23%) and Nigeria
(13%) (International Gas Union, 2012), correspogdimthe following imported
guantities in 2011: Qatar (43.4 bcm), Algeria (16@n), Nigeria (15.7 bcm),
Egypt (4.3 bcm), as well as smaller amounts fronmidad & Tobago, Peru,
Oman, Yemen and Libya (Flouri, 2015). Anyhow, tHeG. imports of the EU is
expected to increase (Coqg and Paltseva, 2012; Wads®014), almost double by
2020 as compared to 2014 (Roberts, 2014; Eura2@t5a). This forecast of
increase is both political and security-relatedsibNG acts as an energy source
that can be obtained from many countries withoundéound to Russia; thus it
has the potential to provide a moderate amounnefgy supply reserve in case
of any interruption from the Russian gas lines alsh adds on to the efforts of
energy source diversification of the EU.
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2000
112 LNG-producing countriesi 11 LNG-importing countries

n

2009
M 17 LNG-producing countriegi 22 LNG-importing countries

Map 4-3. Growth of LNG Market (EGAF, 2011)

In terms of natural gas imports, Turkey importedogén in 2012 of which about
58% came from Russia. In terms of LNG, the imports Turkey have increased
by 24% in 2014 over the last year reaching a vaiué2.05 bcm, driven by
power generation (GIIGNL, 2015). The major supglief LNG for Turkey are
Algeria (56%), Nigeria (20%) and Qatar (15%). Twkbas signed new
agreements and/or extended the former agreememts2084-2025 with 4.4
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bcm/year from Algeria, 1.2 bcm from Nigeria and h@m/year from Qatar
(Natural Gas Europe, 2014; Oil Review Middle E@#t14). Moreover, spot LNG
cargoes are purchased from Qatar depending omtheases especially in the
winter demand (5 LNG cargoes purchased at 350 MillUSD in December
2013) (Argus, 2014). It has been reported by therggnand Industry Minister of
Qatar that negotiations with a Turkish company tiidoan LNG terminal in
Turkey are ongoing (Bloomberg, 2013). Although Taykvas not considered to
be in a political conflict with Russia (Devlen, 201Kenyon, 2014) the Russian
aircraft being shot down on the ®4f November 2015 raised security tensions
among these two countries. As a result, Turkeyrbéssrted to meet any potential
shortfall in Russian gas supplies with new LNG agrents signed with Qatar
(Okumu, 2015).

The main advantage of LNG is that, natural gas @hdupply and markets are
somewhat intertwined whereas in LNG supply, the@®and market do not need
to stay physically connected to each other. Morgol®G provides supply
flexibility (Bloomberg, 2013). However on the dowside, first of all LNG
imports are more costly as compared to pipeline (Gag and Paltseva, 2012,
Reuters, 2014a). Secondly, although LNG shipmeimtge hthe advantage of
avoiding transit countries and terrorist attacks popelines; they can still be
troubled with political instabilities (e.g., bloakk@ of sea routes) or piracy attacks
on vessels (Uluslararasi Politika Akademisi, 201%hirdly, an LNG re-
gasification terminal and capacity has to be preserthe importer country to
ensure energy security which necessitate signtfigdangh investments, up to the
level that LNG transits can be referred to as tilugpipelines” (Shaffer, 2013).

Qatar is the top worldwide LNG exporter (33%); Nigeranks as the'5(7%)
and Algeria ranks as thé"15%) (International Gas Union, 2014b). However,
concerns are rising regarding the possibility ahajor disruption owing to the
political instability at and in the vicinity of Qat (civil war in Yemen), Algeria

(due to the current civil unrest in North Africa)daNigeria though it is expected
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that this situation will have a longer term impaather than a short-term one
(Darbouche and Fattouh, 2011; Lockner and Dieckh@&td2).

Russia has started to export LNG as of 2008 (latevnal Gas Union, 2014b)
and has continued to expand its worldwide sharétmats not started to sell LNG
to Europe yet. The main importer of Russian LNGapan (12.4 bcm in 2013).
The LNG export of Russia was at 14.9 bcm in 201Bhodgh these numbers
may seem to be low, Russia actually ranRg®%), just after Nigeria, among the
worldwide LNG exporters. It is expected that RusdidlG exports would reach

to nearly 60 bcm by 2020 (Roberts, 2014). This riyeshows that Russia has
both the interest (Gazprom, 2015e) and the polgiitRl RAS, 2014) to include

LNG into its energy exports portfolio.

LNG import capacity of Europe corresponds to aboog third of its annual
demand. Lithuania and Poland is planning to staram LNG terminal in 2015 to
increase its energy security position. Moreover,thes USA is increasing its
exporting capacity, it has the potential to becoadglitional source of LNG
imports into the EU (Reuters, 2014a). Lithuania a@hdland have started
negotiations with the USA regarding natural gaspbupn 2015. Currently,
Russian LNG prices are higher as compared to tlse &hd Qatari LNG prices
(BP, 2014), however, Gazprom has stated that itttesbility to compete with
the future U.S. LNG imports into the European mtgkm terms of price
(Rapoza, 2015) and the U.S. LNG exports into Euiameenot foreseen to break
the gas dependence of the latter on Russia (Uarakair Politika Akademisi,
2015). As for possible imports of Asia in the fuiguan increase is not estimated
in the near term due to the increasing indigenamahd of Asia, higher prices
and the “relatively tight” market conditions (Alna, 2015).

In summary, the increase of market share of LNGas expected to affect

Russian natural gas exports to Turkey or the E e
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1-

Turkey's energy demand is growing at a fast ratb%year) and
foreseen to double in the next decade. An impotenget of Turkey is to
replace coal-fired plants with more environmentdligndly alternatives
such as RES, nuclear power and natural gas (Rza28%4; EIA, 2015c).
The natural gas consumption of Turkey is also @nribe for a very long
time (over 100% increase in the last decade) (ER4R The foreign-
dependency of Turkey for natural gas is at 97.3%amost two thirds of
the natural gas requirement is met from Russia (RER009). LNG
imports correspond to 20% of the gas been impasitegipelines (EPDK,
2013) and meet only 4% of the total domestic eneigyand. With the
current long term contracts signed with Algeria,t&@aand Nigeria
(adding up to 6.8 bcm/year plus any other on spathases), it is mostly
likely prone to be considered as an alternativeos combustion or as to
cover any seasonal increases in demand. TherefdN& does not

currently have the potential to affect the Rusgias imports of Turkey.

LNG imports only correspond to 5% of the energy dechof the EU and
have been on a declining trend for the past 4-Bsygas in Focus, 2014;
International Gas Union, 2014b; BP, 2015b). Moredwethe best case
scenario, even if LNG imports double by 2020 as &b (2014) has
suggested, it still can reach to a 10% capacity¢et the total demand —
again assuming that the demand value stays some&ehstant thanks to
efficiency increasing efforts (BP, 2015a) — whiohtself, is not sufficient
enough to significantly affect the Russian gas ihghare considering
the decrease in the consumption of nuclear powercaal. In fact, it is
estimated that the possible increase of LNG impwrils come from
Australia and the USA, but the “Russian gas impares not set to be
meaningfully displaced” and remain constant at 160- bcm range
according to a recent report prepared by the Iatevnal Energy Agency
(IEA) (Euractiv, 2015a).
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3- Pricewise, LNG is and foreseen to be more expertsige pipeline gas
(Atlay, 2013) which puts it economically in a nedgat position. For
example if the EU resorts to purchasing LNG froma#o substitute all
its gas, which it normally imports from Russia, fir&ce that the EU will
pay will increase by about 30% based on 2013 piité5.9 bcm Russian
gas imported in 2013 (Gazprom, 2015g) correspontiing4,383 million
USD; average Qatari LNG price in 2013 at 11 USOionBtu
(International Gas Union, 2014b), corresponding total price of 57,200
million USD). However, the EU, driven by politicaloncerns over
economic ones, may chose to increase its LNG impbare but this
seems to be unlikely considering the current econ@mblems faced by
especially Spain (contributing to almost 25-30%tteé¢ LNG imports of
the total EU) and Greece.

4- There are also other possible disruptions that tragbur in the future due
to the current political unrest in the vicinity Qfatar, Algeria and Nigeria,
which supply more than 90% of the LNG imports oftbdurkey and the
EU.

4.9. Concluding Remarks

Nuclear power is considered to be an efficient, relatively clesrergy but it
involves extremely high risks with devastating camsences in case of an
accident, such as the recent 2011 Fukushima nudisaster. As can be seen in
Table 4-1, in the EU-28, merely 3 nuclear reactres under construction as of
June 2015 as compared to 127 in operation, andeT&® clearly shows the
decreasing trend of nuclear production in the Ehk Muclear phase out decision
of Germany, located in thé“?place in terms of nuclear production in the EU,
will most definitely exert an extra downward pregson the nuclear generation
capacity of the EU. Although coal seems to be suwitsig for the gap left by

nuclear generation recession, this option canndt stwould not be continued
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considering the 20-20-20 Directive targets of thd Bnd more importantly
considering the significant negative environmentapacts of coal burning in
terms of climate change . Turkey on the other hamah its way of building its

own nuclear capacity for energy diversificationgmses.

Natural gas production is on the decrease within the EU (near to nil imkKey)
and the demand is and foreseen to be on the ribe impcoming years for the EU
albeit at a slowing rate (the rate of demand irswea Turkey is expected to be
the same)Shale gas productiondoes not seem to be a viable option neither in
the EU nor in Turkey at a significant level, howewbe shale boom in the U.S.
might prove to be an alternative source of LNGha tuture for the EU. Just like
shale gasl.NG production is globally on the rise but not in the EU or Turke
LNG imports accounts for about 30% and 17% of gaports to the EU and
Turkey, respectively. EU is seeking to increase LMgports from its current
importers of Qatar, Algeria, Nigeria, as well asgible new alternatives such as
the USA and Australia. Turkey has also increasgceftorts in obtaining more

LNG from Qatar owing to the recent political andwséty tensions with Russia.

The recent 2020 Energy Strategy of the EU aimgtiona20% increase in RES
utilization, 20% increase in energy efficiency aB% decrease in GHG
emissions by 2020. Increasing the utilizatiorresfewable energy sourcessuch
as sun, wind, biomass, etc., for energy generdtambeen on the top agenda of
the environmentalists for a very long time. AlthbuRES can generate the
cleanest energy with a relatively good yield iftaled and operated properly, the
economic burden thereof evidently decreases taciitteness for Turkey and the
EU states which are in a less economically-advautag situation such as
Poland, Greece, Spain, etc. Moreover, the inteemtithature of most of these
systems, make it necessary to utilize complemengaigrgy sources such as
natural gasEnergy efficiencyis also not a new concept however, the economic
burden is much higher since ensuring energy effaygequires modernization or

complete replacement of existing systems. dilveate target of 20% decrease in
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GHG emissions to prevent, or at least decelerdimate change is actually
considered to be too low by many experts and theviith Germany on the lead,
has put in motion plans to increase this target0% by 2030. This necessitates
determined steps to be taken by the EU as a wiwldetrease coal power
utilization as much as possible. Although not cotise legally bound by this
target, Turkey is also aiming to decrease its fioadt power plants and hoping to
take a major step with the prospective Akkuyu Naclower Plant. Despite this
theoretical “aim”, it should be mentioned that Teykis still making significant
investments in coal-fired plants and is foreseeddoble its coal power capacity
in a mere duration of four years (Crisp, 2015c)e Haris Agreement signed as a
result of the 2% Conference of Parties is also another step b¥thand Turkey

in achieving this climate target and to reduce GHfissions, as well as
diversifying energy resources towards more RESh®gh the consensus
reached in this Agreement by 196 parties can benddes a success, neither the
path to achieving the relevant objectives nor aagatties for failing to reach
such targets has been concretized yet. Considdisdact that natural gas is a
clean fossil fuel that can be used to reduce céncaange, GHG emissions, plus
its utility in acting as the complementary energyrse in RES systems, Paris
Agreement should not be considered as an itencHmatirectly decrease Russian
gas exports to the EU and Turkey.

Now what needs to be done is to factor in all tlements elaborated in this
chapter to try to obtain an overall picture for thesis arguments. The two tables
below (Table 4-13 and Table 4-14), sum up the péssmpacts of all the
considerations accounted for herein this Chaptamports of Russian gas to the
EU and to Turkey.
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Table 4-13.Factors that might increase/decrease Russiamgssts to the EU

Factors that mighihcrease Russian gas | Factors that mighdecreas: Russian

imports to the EU gas imports to the EU

- Decrease in nuclear generation - Shale gas production
capacity
(however, RE capacity increases | - |ncrease of RE generation

have the potential to cover up for the
loss in nuclear capacity)
- Decrease in natural gas production
- Decrease in GHG emissions
(EU aims to replace coal-fired
plants with RES generation facilities
and other measures rather than
resort fully to natural gas)

- Increase of energy efficiency

- Increase of LNG imports

Table 4-14.Factors that might increase/decrease Russiamgssts to Turkey

Factors that mighihcrease Russian | Factors that mighdecreas:

gas imports to Turkey Russian gas imports to Turkey
- Decrease in GHG emissions - Increase in nuclear generation
(Turkey is still in a planning stage capacity
rather than implementation stage n  (however, this prospective
terms of phasing down coal-fired capacity will most likely be used
plants) to replace coal-fired plants rather
than decreasing Russian gas
imports)

- Shale gas production
(Turkey has no potential on its
own and no near term agenda fq
the purchase thereof)

- Increase of RE generation and
energy efficiency
(RES utilization and energy
efficiency is still very low in
Turkey)

- Increase of LNG imports
(Turkey has no near term agenda
for a significant increase of LNG
imports)

=

As can be seen in Table 4-13 and 4-14, it can rneddp be argued that the
overall potential impact of all the factors consetein this Chapter should not

create a significant effect on the amount of gasgenported from Russia.

107



Most of these seemingly environmental dimensiossich as emphasizing RES,
energy efficiency, GHG emission reduction, seeking LNG and shale gas
options — were mostly dormant or moving at a muldwer pace until the

Ukraine gas crises, Crimea Crisis and Syria Cudigch were then spurred into
an accelerated action owing to increased polisegdrity concerns of the EU.
Thus, as defended by the thesis argument, the Edel political-security

concerns above environmental-economic concernshwhii€ be elaborated in the

next Chapter.

108



CHAPTER 5

SECURITY AND POLITICAL DIMENSIONS

5.1. Introduction

As Chapter 4 analyzed the environmental and ecanalmensions, this next
chapter, takes on to discuss the security andigadlidimensions that may affect
the natural gas diplomacy of Russia with the EU anikey. After the discussion
of the Russian natural gas policy and a brief @ktlon the natural gas supply
security of Russia to the EU and Turkey, now on¢hesis arguments, i.e., that
“security and political dimensions prevail over eromic and environmental
dimensions in the natural gas pipeline diplomacyRofksia with the EU and

Turkey”, has to be broken down into its sub-itemrsdetailed analysis.

This chapter is concerned with the political andusigy considerations of the
mentioned diplomacy of Russia and for this aim;rigfbhistory reminder on
World War Il and the Cold War, fall of the Sovienidn, as well as EU and
NATO expansion is necessary in order to get a etegicture as to how things
turned out to be as they are now. Then, the EnBefprm Package of EU is
discussed, which is actually the “reaction” compungf the simple Newtonian
action-reaction principle among the EU and Russlere “action” can be
considered as the totality of ‘Power politics of9R1a on Europe, Ukrainian gas

crises and Crimean annexation’.

This chapter also looks into the detail of thetadies of the transit countries
(Ukraine, Moldova and Turkey) located en-route he EEU for gas pipeline
transmission towards the EU and Russia. And lastnbt least is the evident
elaboration of how the EU-Russia relations evolved, rather devolved,

following the infamous 2006 and 2009 Ukrainian gases.
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5.2. Power Politics of Russia and the EU on the Bans and

Eastern Europe
When seeking to delve into and gain an outlookhatgower politics of Russia
and the EU on the Balkans and Eastern Europe, eedsnto go back in history
all the way back to the World War 1l to obtain dtbeperspective. By the end of
the World War Il in 1945, the Soviet Union had seizand annexed many
countries and lands in the Eastern Europe, inctudistonia, Latvia, Lithuania
and eastern part of Poland. Until 1949, Poland,cBaglovakia, East Germany,
Hungary, Romania, Yugoslavia, Albania and Bulgdtimis most of the Balkan
and remaining Eastern European states) had becammmuwnist under the

influence of the Soviet Union as seen in Map 5-&qf@ey, 1999).

mTerrﬁory seized by Russia \{}
-S1ales which had becoma KARELIA
mn'I'nun-sr 1949 L Snirgrad

==—=The Iren Curtain

300 miles

500 km
GREAT
BRITAIN
USSR

M Il;& t
-'smzsmo m{“wf___dug-r

LM s |

MEDITERRANEAN SEA

Map 5-1. Divided Europe after 1949 (Geoffrey, 1999)
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In response to the security threat posed by theeStinion, NATO treaty was
signed in 1949 among the twelve founding nationsldBm, Canada, Denmark,
France, Iceland, Italy, Luxembourg, Netherlandsywéy, Portugal, the U.K.,
and the USA). The Soviet Union continued its expamnsactions towards
Germany, occupied Berlin in 1945 and then appliddogkade again in Berlin
during 1948-1949, which finally led to the separatof East Germany and West
Germany which was to last until 1990 (Geoffrey, 9p9Meanwhile Greece,
Turkey and West Germany joined NATO in the 19508TR, 2015).

The organization, which is now called the EuropBaion, was founded in 1957
originally with six members: Belgium, France, Genyaltaly, Luxembourg and
the Netherlands. Evidently suggested by its tithes union did not contain
Canada and the second biggest power of that tihee:USA (the first was of
course the Soviet Union). As opposed to NATO, whieim be termed as an
international organization, the EU is an integratedanization wherein the
former operates based on interdependence and matugderation, without
intervening to the internal policy-making of its mieers, whereas in the latter,
certain policy decisions are taken with mutual dsston of all the members and
the organization can impose sanctions on its mesnbetase of violation of any

mutual laws or regulations (Dedman, 2006).

During the 1960s, Eastern Europe started to fieadfifrom and rise above the
basis of mere communist forces, moving towards mogation, nationalization,

industrialization and a democratic pluralizatiora{G1974).

Soviet Union collapsed during 1989-1991, being dbd into the Russian
Federation, Ukraine, Belarus, Estonia, Latvia, W#hia, Moldova, Armenia,
Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Tunkistan, Tajikistan and
Uzbekistan (History, 2011). Thereby a significam@irtpof the Eastern Europe
declared its independence and some of these indepestates (Estonia, Latvia
and Lithuania) became an EU member in 2004 (Europgaon, 2015).
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NATO member countries reached to 28 with the aoldibf further Central and
Eastern European countries. 1999 marked the mempeo$ Poland, Hungary
and the Czech Republic despite a strong Russianstgm. The current map
showing the membership situation of NATO and the iRUEurope is given in
Map 5-2 (Wikimedia, 2013; NATO, 2015).

Estonia, Lithuania and Latvia, known as the Baltates have underwent
significant turmoil and devastation within the™@entury. Nevertheless, having
declared their geographical freedom from the SolMieion at the onset of the
1990s and becoming a member of the EU and NATQODW 2the path to their
actual freedom can be considered to have reachédppy ending (Maly, 2009).

a0

- X

—-

B EU member only
B NATO member only
B Member of both

Map 5-2. Map showing the European membership of EU and NATO
(Wikimedia, 2013; NATO, 2015)
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As can be seen in the above narrative and mapspttapse of the Soviet Union
resulted in its shrinking towards the east, whild Bhd NATO has enlarged
significantly to cover most of the Balkans and EastEuropean states with the
goal of earning security, economic and geopolitit&nefits. The biggest
expansion of the EU occurred in 2007 as comparedO@® (from 15 to 27
members). However in the 2010s, this enlargemertthiexd a stagnation owing to
several financial and economic crises in its amid&is has also resulted in a
level of reluctance and concern in the EU citizans leaders alike regarding
further enlargement (Szolucha, 2010), though trekictance has not yet
transformed into a complete halt, as evidenced with start of access
negotiations with Montenegro and Serbia in 2012 &@d4, respectively
(Vachudova, 2013). And on the other side of th@,ceome researchers started to
guestion whether the Western Balkan countries et#in want to access such a
troublesome EU. Nevertheless, it is argued that itleentive of the EU
membership for the non-EU member western Balkatestdat are either in a
candidate or potential candidate status (Albaniantdnegro, Serbia, The former
Yugoslav Republic of Macedonia, Bosnia & HerzegayiKosovo) (European
Union, 2015) creates a ‘democratizing effect’ anguasi-stability in the region
that is still struggling with ethnic wars, terrijorissues and corruption
(Vachudova, 2013). Of course, there are also adhtecles such as the one by
Cunliffe (2012), which points out how the EU’s impientation of leverage
against the Western Balkans resulted in pushinly saantries further away from

modernization and reform.

It is also argued that the power politics of Rusewmer the Balkans has
transformed into a geopolitical nature in thé'2&ntury with several natural gas
pipeline projects being put in motion such as tgd Nabucco-South Stream
and current-winner TAP projects. It is consideredttthe Balkan states, not
having completed their gas market evolution, begsigaificant potential for high

demand (Ozdemir, 2014). As can be seen in Map BeRe of the Western

Balkan states — save for Croatia — have yet acdelseEU due to some objective
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and some subjective requirements. The primary gnesgsumption in the non-

member Balkan states has several issues with gasghB2% share as compared
to the EU’s 23% and coal being at 40% as comparede EU’s 17% as can be
seen in Figure 5-1 (Pesut, 2013). Due to reduadtiodomestic gas production,

these countries are becoming more and more depeodd&tussia. In fact, the gas
demand of the West Balkans on its own is foreseeexteed 21 bcm by 2030.
These countries are also located on a gas trasrsitlar from Russia and Caspian
area towards the EU (Pesut, 2013).

Non-Member Balkan States EU-27
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Figure 5-1. Energy Consumption Comparison of Non-Member BalBtates
and the EU (Pesut, 2013)

As for the situation after the Ukraine crisis, e and the USA share the center
stage in terms of devising sanctions on Russia @dseNATO seems to remain
more impartial save for a minor increase of defenseCentral European and
Baltic members thereof. Russia, on the other hianggeking, in a way, to revive
the former Soviet Union in the form of an over-angh“Russian community”
and protect Russians, wherever they may be, wahinithout the actual borders
of Russia. The Balkans and Eastern Europe, beingtlyn&lav and having
ethnical ties with Russia, are under the constaetat of this expansive vision of
Russia and thus seek more support from the WeStaganizations — the EU and
NATO. Although the EU and NATO can also be deemgdgpansive forces;
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their expansion urge is more based on free che@eies and behavior rather
than ethnicity or nationality (Bonet al, 2014).

Although the Cold War had come to an end, Russiayd tended to regard
NATO as a “US-controlled, anti-Russian geopolititabl”, forming a security
threat with military implications. In spite of takbeing commenced with NATO
for membership and achieving some progress, NAT&ikrgement into the
Balkans, Central and Eastern Europe during thel@8®s was strongly opposed
by Russia (Greene, 2012). In fact, the relationg/ebt and Russia are considered
to be at a “historic low” and ‘cold peace’ only &cadde following NATO'’s
expansion in the Eastern Europe. Moreover, thexecaen some considerations
as to whether the Crimean crisis was an (in)diresult of such expansion
(Fritsche, 2014). Despite being in a strong oppmwsito this expansion, Russia
had to tolerate it and continue partial alliancethWATO without becoming a
member. Some experts expect further membershipséd do& on the way,
including Ukraine and some countries in the Caus@slubel, 2004).

Russia can be considered as one of the equivosatdgsin the EU as it has
divided the union into “new” and “old” member swt®uring the 1990s, the EU
was thinking in unison, striving to democratize aak and indebted Russia.
However, the Vladimir Putin era transformed Rusgsito a powerful energy
giant, making the EU dependent on Russia with itpeasure of many long-term
bilateral contracts with individual states, essadhti shattering the unanimity
among the EU (Leonard and Popescu, 2007). In thet, EU members are
classified under five groups by Leonard and Popé2@Q7):

» Trojan Horses: often support Russian interests (Cyprus and Greece)

» Strategic Partners: continue strategic relationship which can somegime

be against common EU policies (France, Germanly, dtad Spain)
* Friendly Pragmatists: continue close relationship with Russia and act

mostly based on economical/business interestsrréth@ political aims
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(Austria, Belgium, Bulgaria, Finland, Hungary, Lumlkourg, Malta,
Portugal, Slovakia and Slovenia)

* Frosty Pragmatists: less intimate with Russia but still tend to weif
business interests (Czech Republic, Denmark, Estineland, Latvia, the
Netherlands, Romania, Sweden and the U.K.)

* New Cold Warriors: openly hostile towards Russia, directly acting in
blocking EU negotiations with Russia (Lithuania d&wland).

In the case of EU expansion into the Balkans argldéia Europe; Russia has had
more success in its opposition in the Baltic stamesking them have to choose
between West and Russia, using “influence toolsluiding economic and energy
security (Greene, 2012), and disseminating unjestifears related to closer
relations with the EU (Bonet al 2014). Nevertheless, it has been pointed out
that the EU enlargement towards the east and seaghan achievement, “though
not perfect, the right thing to do” (Gotev, 201#hus, if the EU actually wants to
succeed in enlarging towards Balkans and EasteropE€uwvithout compromising
its accession prerequisites, it needs to take & mctive role in aiding to improve
the democracy, combat corruption in and reduce iBulkspendency of these

states.

As can be understood from all of the above, thennsancern of Russia against
NATO and EU expansion into the Balkan, Baltic arabt€rn European states is
security and (geo)politics, rather than economy,ictwvhis definitely the

underpinning statement of this thesis. The mostaegy evidence for this is the
fact that the candidate and possible candidate resmim the Balkans and
Eastern Europe are definitely in a less developatus as compared to the
current members, with lower GDP (Eurostat, 2015t} significant corruption.

For Russia, the energy sector is seen by VladimtinPas the central tool in

gaining control over the lands which were lost witle collapse of the former
Soviet Union. Instead of focusing on more troubtesoissues such as

infrastructural modernization, Russia puts weightpolitical leverage to obtain
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the Central Asian gas and transit them over Belamd Ukraine, which is
recently being transformed into the aim of trangjtithrough Nord and
South/Turkish Stream Pipeline Projects by succeedm break down the
dependence to these two countries.

5.3. The EU Legislation: The EU Energy Reform Packges on
Russian Gas Trade with the EU and Turkey

The most recent energy package of the EU, calle@ttEnergy Package of July
2009 is considered as a concerted effort towardsllg liberalized market,
containing two Directives and three Regulationserghone of the directives
(2009/73/EC) is related to setting out the rulasdiod improving the structure of
the internal market of natural gas (European Corsions 2014c). The mentioned
directive aims to obtain a secure, competitive andironmentally sustainable
natural gas market throughout the EU, putting ersighan the freedom of the
users to choose their own gas supplier, laying fthendation of regional or
international cooperation for supply security anfl a common, internal,

liberalized gas market.

This package covers the following five essentiglide (European Commission,
2015c):

* Unbundling energy suppliers from network operatdtss item targets to
remove monopoly for operation and sales, increasmpetition and
obtain better prices for end-users.

* Increasing independency of regulators

* Foundation of ACER (Agency for the Cooperation aEEyy Regulators)

* Reinforcing cooperation among transmission systparaiors on a Cross-
border basis, leading to the establishment of EeanpNetworks for
Transmission System Operators

* Increasing transparency in the energy market
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Among these five topics, the most controversial asmeconsidered as the
“unbundling” issue. It appears to be item that is directed tdsvalecreasing

dependency to a single monopolistic supplier, whlthost explicitly points the

finger to Russia, in order to ensure energy secuntfact, officials from the EC

have stated that they are preparing emergency piated to the EU energy
security, considering every kind of risks and ploiesscenarios, including Russia,
aiming to ensure that no member state is bounddmgle gas supplier (Enerji
Enstitist, 2015-04-17).

Russia, on the other hand, has applied to the WorGue the EU for the'
Energy Package and claims that the package istwigléhe provisions of many
current agreements with some of the Member Sta#eS$, 2014-04-30).

The next problematic aspect of th8 Bnergy Package, again under the topic of
unbundling, is the permission of third party access pipelines, which
complicates the existing contracts and future plaspecially of Gazprom. The
former South Stream project had been requestedet@Xempted from the
Package (TASS, 2014-09-05).

Following the Ukraine crisis, it has become morglent as to how much the EU
is dependent on Russian gas. With this in mind,Bbeis targeting to decrease
dependency on Russia for energy in the frameworth@f‘Energy Union” plan
disclosed in February 2015 (European Commissiori5@0 Enerji Enstitisu,
2015-04-17). In fact, it is suggested that the Byddnion can prevent Russia
from making one-on-one agreements with the EU Menthtates. However,
many European companies and the EU Member Statesntly have long term
gas purchase agreements with Russia and the EUnedt to wait for the
expiration of these agreements to ensure the matafi the Energy Union.
Nevertheless, this “Energy Union” notion can beutjiit of a medium- or long-
term attempt to shift the route in the energy depeny status of the EU as a
whole (Anadolu Ajansi, 2015).
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Energy Union is considered to have five main dinemss (Crisp, 2015a):

1)

2)

3)

4)

5)

Energy efficiency: This includes the use of smart buildings. Thiseasp
has an important role both in energy security dndate betterment. In
fact, it is suggested that if the full energy effiicy potential of the EU is
utilized, this would provide the opportunity to ayds imports up to 40%
within the next 15 years.

Energy security: finding new suppliers in the Caspian region, Meld|
East, Africa, as well as increasing the intercotimigg among the states
such that any surplus energy can be transferraddther location in need
within the EU (Crisp, 2015b).

Internal Energy Market: better regulation, higher transparency and
liberalism in the gas and energy market, endingesgcn the gas supply
contracts and increase of the use of indigenousnable resources.

R&D and Innovation: emphasizing this aspect for climate protection so
that the costs of renewable and efficiency-incregs$echnologies could
be lowered (Enerji Enstittist, 2015-03-20).

Climate: The goal is to attain a low carbon market and astleouble the
20-20-20 targets. Only a 40% legally binding redurcttarget could be
agreed in October 2014 regarding the GHG emissangompared to
1990 levels. However, the EU energy efficiency ¢argould only be

increased to 27%, which is still not binding onational level.

However, reaching this energy union dream is nthauit its obstacles. The first

obvious problem is Germany phasing out its nucpeaver plants where France

is dependent, at least in the medium term, to anad@mergy (Anadolu Ajansi,

2015). Another issue at hand is: Bulgaria and Greadio are having troubles

regarding implementing the EU energy legislatiome Tfirst comes from the

former COMECON Communist economic block whereasstnend is a member

state lacking territorial link to the rest of thdJEThey share monopolistic

practices against the liberalist and pluralist apph of the EU. Moreover, they

are currently experiencing economic troubles. Budgappears to be more
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amenable to the EU rules whereas Greece, recaritdy by Syriza and seems
more “unpredictable”. As for gas, both states amesthy supplied by Russia and
the current main gas pipeline going through Ukrailldova, Romania to
Bulgaria, Greece and Turkey is not operated astlperEU legislation (no '3

party access, no unbundling, no reverse flows)€®and Michalopoulos, 2015).

Poland, among the New Cold Warriors (Leonard angeBcu, 2007), has led the
calls for the Energy Union with the aim of endimg tsecrecy in the gas supply
contracts, back-up the transparency item unde8thenergy Package, and “curb
Russia’s dominant position in the gas market” siRuessia is alleged to be
overcharging Eastern Europe customers, obstructngpetition and free market
in gas. Germany, on the other hand, has fearsdmeggthe disclosure of sensitive
information (Crisp, 2015b).

An additional problem pointed out by the environtadists is that the aims of the
Energy Union are distorted as it shifts the gaseddpncy from Russia to
Azerbaijan or Kazakhstan, instead of putting mormepleasis on renewable

energy, indigenous resources and higher efficié@Gcigp, 2015b).

As regards to Turkey, it has commenced a High L&wargy Dialogue with the

EU as of March 2015 in relation to strengtheningpmration on energy matters
and the realization of the TANAP project since Tayks deemed as a natural
energy bridge and hub between the EU and the errespurces in the Middle

East and Caspian Region (Enerji Enstitiist, 20138)3-

The continuation of TANAP towards the EU, i.e., isaAdriatic pipeline (TAP),
is planned to start operation by the end of 2020 @nwill bring gas from
Azerbaijan towards Greece, Italy and Albania, repnéing the European section
of the Southern Gas Corridor, and this pipeline lten granted exemption from
some provisions of the EU Gas Directive (2009/73/EEuropean Parliament
and the Council, 2009b) such that TAP will be exteddrom & party access to
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the pipeline’s 10 bcm/year capacity for 25 yeaitse Basis for this exemption is
explained as ensuring project feasibility and prtitg the investors from certain
risks. This in turn, implies that Gazprom, aimimgttansit gas to Greek border
through Turkey with the Turkish Stream, is beingvyemted to use the TAP
pipeline. However, Russia has another planned ipgelcalled the “Tesla
pipeline” crossing Greece, Macedonia, Serbia, Hongad ending in Austria.
With this latter project, expected to be commisswrby the end of the next
decade, Russia hopes to achieve three goals: bybaame, increase its political
power in the transit Balkan states and punish Bidgtor vetoing the South

Stream project (Gotev, 2015c).

When Russia unilaterally decided to forgo the Sditileam Project, rerouting it

into the Turkish Stream, which is now destined@weece and Turkey instead of
Bulgaria, this has been considered by Bulgaria sigrdficant negative impact as

a lost economic opportunity. Thus, Bulgaria seemisave been used as “a pawn
in the chess power game of the EU/U.S. vs. Rugganinterests”. Bulgaria has

many shared cultural, business, touristic, religi@nd linguistic aspects with

Russia. The majority of Bulgarian citizens (58%auyefor the Socialist times and

fear that they have irritated Russia since theydcaot act independent from EU

regarding the cancellation of the South StreamegtdBatkov, 2015).

Although the South Stream project appears to beeatka by Russia in response
to the pressures coming from the EU, some repoxkisn that there were
already problems inherent to the project and that ttansformation of South
Stream into the “Turkish Stream” would definitelyotnplace Russia in a
disadvantageous situation (Escobar, 2014a). Irpartrg@repared by the Oxford
Institute for Energy Studies back in the beginmm@014, it was pointed out that
the South Stream being built was an “economic” mewel should the project be
abandoned, this would be a “political” act overcogiithe economic aspects

(Beckman, 2014a). Here, we again see how the tls¢égisment comes to life,
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with political factors prevailing over economic enén natural gas relations
between Russia and the EU.

What this cancellation has done basically is thagas eliminated a chance of the
west and southwest Europe to obtain secure, dim@ct the source, transit-state-
free gas; strengthened the ties between the EUTarkky via the prospective

Turkish Stream; and oriented Russia towards futomperations with China and

Iran (Karpukhin, 2014).

Although EU, as a bloc, has opposed the South i&trBaoject and is not
particularly fond of the prospective Turkish StreBmoject which form a threat to
the Southern Gas Corridor, there are some MemlagesSwvhich either directly
(e.g., Austria, Czech Republic and Slovakia) oirgxtly (e.g., Hungary) support
energy cooperation with Russia (Jakobik, 2015).

Table 5-1.Nord Stream, South Stream and Turkish Stream Cosgre(Dusseault,
2010; Nord Stream, 2014; Gazprom, 2015c; Ria Nov@8i5b; Standard News, 2015)

Nord Stream South Stream Turkish
Stream
Status In operation Cancelled / Planned
Suspended
Type Offshore twin Offshore pipeline | Offshore
pipeline through | through Black Sea pipeline through
Baltic Sea Black Sea
Origin Russia Russia Russia
None None Turkey
non-EU
Transit : .
countries Germany Bulgaria, Serbla, Greece
o Hungary, Austria,
Destination(s) Croatia, Slovenia,
Greece, Italy
Total Length 1,220 km 2,380 km 2,200 km
Capacity 55 bemly (27.5 x | 63 bemly 63 bcmly
2) (47 bcmly to
EU)
Commissioning | 2011-2012 -- December 2016
Cost € 7.4 billion €15.5 billion €15.5 billion
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Nord Stream (in operation), South Stream (currewtycelled) and Turkish
Stream (planned) projects are the attempts of Rusdypass Ukraine and utilize
Turkey as an end-user and transit country towdrel€€t). Table 5-1 above shows
the comparison of the Nord Stream, South Streanirankish Stream projects in
a nutshell (Dusseault, 2010; Nord Stream, 2014;p@esu, 2015c; Ria Novosti,
2015b; Standard News, 2015). These pipelines abmedted in Chapter 7.

The 3% Energy Package and Energy Union initiatives of Eiemay be thought
as a means of democratizing and liberalizing therggn market and reducing
dependency on Russia but the overlooked fact isthigarelationship of the EU
and Russia cannot be termed as mere dependency, moue as an
“interdependency” (Boussena and Locatelli, 201B}héir energy relations are
considered with this perspective, this would dédityi provide benefit for both
parties (Spanjer, 2007). Another matter somewhgleceed in these initiatives is
that some Member States are taking steps to phasaiolear energy, the whole
EU is striving to minimize the use of coal and sase the utilization of
renewable resources under the 2020 Climate andyiziackage (Helm, 2014),
whereas natural gas is the cost effective, morg@@mwentally friendly and more
efficient alternative of carbon-intensive energyrses (oil, coal) and it can
definitely be safely used as the complementary ggnexource of the RES
utilization systems during the ordinary and extdawary intermissions of the
latter (EGAF, 2011). Since Russia has the most dminnatural gas reserves, it
is the closest and willing supplier, and the tralssion pipeline systems are
already there, trying to loosen the ties with Rasgems like an attempt by the
EU to “shoot oneself in the foot” (Karpukhin, 2014)

The second main issue to be overcome is the ElUhirggg@ consensus in its own
regarding the attitude to be displayed for inteerargy market, energy security,
diversification and towards Russia. As explained-bgnard and Popescu (2007),
the approach of the Member States within the EW sagnificantly, as do their
approach towards the Energy Union.
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Although there are articles providing a roadmaptterdepoliticization of the gas
relations between EU and Russia (Romanova, 2013, road has many
obstacles. First of all, both powers need to stymg to impose their own
regulatory structure on each other, abandon thematf seeing one another as
rivals and reach a mutual dialogue where some comiges need to be made by
both parties. Then, the transit countries (UkraBearus and Turkey) need to be
acknowledged as separate entities, in fact a paahboth parties, rather than
attempting to make them an ally of one party arehgnof the other.

5.4. Attitude of Transit Countries: Ukraine, Belarus and Turkey

As can be seen in Map 5-3 below (Myre, 2014), oeoifor Russia to export gas
to Europe (the EU and Turkey) via pipelines, it taes following 5 viable transit
options: (1) Through the Baltic Sea with offshoipetine systems, (2) Transit
overBelarus, (3) Transit ovetJkraine, (4) Through the Black Sea with offshore
pipeline systems, and (5) Transit oviaarkey. The current situation of Russia
using these options is given in Table 5-2 (EEGAL40
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Map 5-3. Russia, Transit Countries and EU (Myre, 2014)
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Table 5-2.Routes for Russian gas towards Europe (EEGA, 2014)

Route Options Capacity | Destination
(bcml/year)
Through the Baltic Sea
- Nord Stream 55 Germany
Transit over Belarus
- Yamal-Europe 33 Poland, Germany, Netherlands,
- Kobrin-Brest 5 Belgium, U.K.
Poland
Transit over Ukraine
- Uzhgorod (5 lines) 97 Slovakia, Czech Rep., Austria,
Germany, France, Switzerland, Slovenia,
- Komarno (2 lines) 5 Italy
- Beregovo (2 lines) 13 Poland
- Hust — Satu Mare 2 Hungary, Serbia, Bosnia
- Ananyev (3 lines) 26 Romania
Romania, Bulgaria, Greece, Turkey,
Macedonia
Through the Black Sea
- Blue Stream 16 Turkey
- Turkish Stream 16 Turkey
(proposed)
Transit over Turkey
- Turkish Stream a7 Greece
(proposed)
St. Petersburg-Finland 6 Finland
(2 lines)
Total Existing 258
Capacity
(excluding Turkish
Strean)

As can be seen in the table above, about 55% otxisting Russian exports
towards Europe (including Turkey) passes throughraldle, whereas this
percentage is 15% for Belarus (BP, 2014; Gas iru§,02014). If the Turkish
Stream is actually commissioned, the percentagelukey will be 20%.
However, as a rule of thumb, it should be kept indithat these figures represent
the capacities of the pipelines and not the fixemant of gas being transmitted
on a yearly basis. The actual amounts vary on anarand even seasonal basis.

As an example, the actual gas consumption of thef@U2013 came from
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Ukraine at 55% and from Belarus at 25% (owing ® uinder utilization of Nord
Stream) (Sharples and Judge, 2014). These figleadycshow the importance of
the transit countries in the export of Russiantgasrds Europe.

The first transit country to be examinedJkraine. Despite owning some modest
reserves of gas and oil, Ukraine is heavily depehde Russia for both (66% for
gas and 78% for oil in 2006). Russia had cut off gapplies to Ukraine during
the early 90s against unpaid energy debts butasively positive status-quo was
preserved until 2004 (Woehrel, 2009).

The first thing to keep in mind is that this ClStst shares the same unique
geographic position as Belarus: in between the Bt Russia. This position in
turn causes the internal policy thereof being affiédoth from Russia and from
the West. This situation reached its climax with @range Revolution where the
2004 presidential election among an *“anti-Sovietisiichenko and a “pro-
Soviet” Yanukovych was considered to be rigged tfoe favor of the latter,
resulting in nationwide protests. Thus, it was mkd that Vladimir Putin had
tried to exploit the election as a means to gawegyaand influence on Ukraine.
On the other hand, the West (USA much more thanEldg had reservations
regarding this ambition of Vladimir Putin since ttiis attempt was to reach
fruition, Russia would continue to expand its ieffial circle towards the
Central Europe which was definitely undesirable both the USA and the EU.
The main reason was that the USA believed suchtuat&in would lead to
destabilizations among the new EU and NATO membiresieby creating a
security threat. Thus, while the USA displayed stand, indirectly favoring
Yushchenko, establishing democracy assistance aqrogr (Zielys and
Rudinskaite, 2014), the EU tried not to interveadhe crisis, probably because
of its own dependency on Russia for gas at abdit, 3t the new EU members
Lithuania and Poland clearly took the anti-SovidesThe tension was resolved
with the repetition of the voting where Yushchenkon by 52% of the votes
(Sirutavicius, 2005).
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However this new election result soared the enésgyes among Russia and
Ukraine. Gazprom started supplying energy at higivexes than before (it was
below market rates until 2004), with an increasenfr50$ to 230$ per thousand
cubic meters of gas. With the rejection of thig gy Ukraine, Russia cut off its
gas supplies to Ukraine on January 1st, 2006. THerine utilized some of the
gas that was directed to Europe. When the Eurogeaernment displayed a
sharp protest, Gazprom acceded to resume the gat/san January 2-4, 2006.
The conflict of Ukraine-Russia was also partly solvwith the use of an
intermediary firm, RosUkrEnergo, but this in turavg Russia access to 50% of
the domestic market of Ukraine. Meanwhile, Yanulavyg party won the
elections in 2006, making him the Prime Ministeuring 2007-2009, “Orange”
forces resurfaced in the parliament with Tymoshettdexoming the Prime
Minister in 2007, which again led to some cuts aaductions of Russian gas
supplies (Parthasarathy, 2008) due to alleged dngelots. The most prominent
cut came on January 6, 2009, affecting Ukraine taedEU during a very cold
winter, with the gas supply finally being resumead &anuary 20 (Woehrel,
2009).

During the global financial crisis of 2009, IMF aB8RD helped Ukraine pay its
debt for natural gas to Russia and modernize its igiastructure (Woehrel,
2009; Metal Bulletin Research, 2015). Although ttesnporarily resolved the
issue with Russia, it also meant for Ukraine tofihancially dependent on the
West (Sandschneider, 2009).

However, only within half a decade after the Oraigvolution, the situation

within Ukraine again turned pro-Russian, since th&mko, as well as the West,
was not living up to their promises. Neither NATOrrEU accession came to
reality which accumulated the disappointment. Desghe 2006 and 2009
“political” gas crisis, depriving Ukraine, and teéore Europe, from gas for a few

days, the polls showed that the Ukrainian citizévasl “forgiven Russia”
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(Sandschneider, 2009). In 2010, Yanukovych wastede@s the president.
Unfortunately, the civil unrest again arose by 20d8ing to disseminated
corruption, and Yanukovych, under pressure by Ru&aari, 2014), rejecting to
sign an association agreement with the EU (Karp28k3).

The Orange Revolution was considered by some ta lpositive factor for

Ukraine’s integration into the West, whereas otlgost out that the increased
tension within the country would lead to a negativgact on the integration-
into-the-West policy (Sirutavicius, 2005). In fatdpking back at the 2006 and
2009 gas crises, keeping in mind that Ukraine lsti not made its way to NATO
or the EU despite continuous attempts (Reuters Withactiv, 2015) and the
recent Euromaidan protests which finally led to sleparation of Crimea backed
by Russia (Katchanovski, 2014), the end result setenibe a negative impact in

the overall.

The most recent problematic issue placing Ukraipposite to Russia was the
Crimean crisis. Crimea was internationally recogdias a territory of Ukraine.
Following the 2014 Ukraine Revolution, pro-Russiimonstrations commenced
by the end of February 2014, resulting in a chaoggovernment, leading to
Crimea declaring independence and finally Russizeaing Crimea based on a
referendum held in the latter. Ukraine, USA and ynatiher governments in the
West have condemned Russia in this action, deglatie referendum to be
illegal and illegitimate (Kalotay, 2014; BiersackdaO’Lear, 2015).

The second transit country at haBelarus, had been an ally of Russia since the
Soviet collapse. As with Ukraine, it is largely @epdent on Russian gas and oil,
enjoying low prices almost equal to Russian doroeptices. However, this
situation took a reverse direction in 2006 when fBam demanded Belarus to
sell out Belarusian natural gas firms or face wjttadrupled gas prices and even
threatened Belarus to cut off gas supplies. Thidlicd was averted with a near

miss by the end of 2006, however the tensions aige an oil supply cut off (by
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Belarus) in 2007, which directly affected Westeurdpe. Nevertheless, Belarus
was partly relieved with the oil prices droppingridg 2009 as gas prices were
loosely tied to oil prices (Woehrel, 2009). Actyallelarus is seeking alternatives
for oil such as from Venezuela to reduce its depang on Russia. Belarus has
also tried to make an ally of the EU however, thehn rights violations and the
lack of a democratic reform is currently makingsthiollaboration unlikely

(Bloomberg Businessweek, 2010).

As for gas, Russia continues to increase the gefliices and threaten to cut off
gas supplies owing to unpaid debts or pressurdembply Belarus on Russia for
greater political concession (Stratfor Analysis,1@0 In fact in June 2010,
Belarus (not cut but) reduced the gas supply t@gipro rata the decreased gas
amount being received from Russia for 2 days, whiabk resolved when Belarus
paid back some of its debts and Russia resumedadimeal capacity of gas flow
(KyivPost, 2010; The Guardian, 2010). The EU sth# suffered most from this
reduction was Lithuania (Market Watch, 2010) anthRd to a lesser extent.

Nevertheless, a quasi-steady state seems to deeckamong Belarus and Russia
with Gazprom buying all the shares of the Belamigias company Beltransgaz in
2013 and the renewed gas sales agreement conddaded on a somewhat lower
price for Belarus during the term 2015-2017 (Kaainf, 2014). As a final note it
is noteworthy to indicate that Belarus holds a muaaker bargaining power
against Russia as compared to Ukraine (NagayamaHanth, 2014), with at
least three times less gas being transited ovelatiteof the former and Belarus
acceding sell out its own gas transportation sydterRussia, which Ukraine is

still trying to avert at all costs (Sharples andgky 2014).

Turkey has a unique bridging position in terms of enesggply to the EU as it
is geographically located between Russia and EUwels as between South
Eastern gas & oil-rich countries and EU. It is pethout that energy, especially

gas, will be a strong tool for Turkey in strengtimgnits geopolitical force
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(Babali, 2012). EU has recognized the potentidlukey for the former’s energy
security, diversification, and reduction of depemzkeon Russian resources; and
some point out that this might have a positiveuefice on Turkey’'s road to
accessing the EU (Pala, 2006; Tekin and Williand§92. With the accumulation
of the issues among the EU and Russia, as welimam@ Russia and Ukraine,
Turkey has emerged as the most promising and lelialute for pipeline gas

transmission (Enerji Enstitisi, 2015-03-26).

In itself, Turkey is highly dependent on importexsgt 98% (Ozturkt al,2011),
especially Russian gas at 55% as of 2011 (Baball2R Turkey has been
importing gas from Russia since 1987. The impoRedsian gas started at 0.5
bcm in 1987, increasing to 12 bcm in 1999 and regchbout 22 bcm by 2011.
With a foreseen annual increase rate of 4-8%, Wskgas consumption is
expected to double (Babali, 2012) or even quadrylein the next two decades
(Oztiirk and Heplb#, 2004).

The natural gas pipeline cooperation of Turkey Bugsia is comprised of the
following:

1- Russia-Turkey Western Pipelinghis pipeline used to bring Russian
natural gas to Turkey from the west, from the Bublga border at 6
bcm/year since 1986 (Ozdemir, 2008). However, Tyitkas decided not
to renew this agreement in 2011 due to Gazproncttiegeto grant the
requested discount in price and the plans of Akkoyalear power plant
being put in motion again in cooperation with amotRussian company,
Rosatom (Today’s Zaman, 2011).

2- Blue Stream:Originating at 1zobilnoye gas plant and ending inkéra,
the gas pipeline is about 1,200 km long, crossigBlack Sea, with the
onshore section starting at Durusu-Samsun and magxanum capacity
of 16 bcml/year. It was commissioned in 2003 andtote gas supply to
Turkey via the Blue Stream pipeline was graduatigréeased from 7.5
bcm to 13.7 bem in 2013 (Gazprom, 2015d).
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3- Blue Stream II: This project was contemplated asraduit to Europe via
Greece at 10 bcm/year (Today’'s Zaman, 2009) tasa competitor to
Nabucco, the latter planning to utilize the Casmas instead of Russian
gas (Ozturk and Hepbla 2004). However, this project did not turn into
realization when Russia displayed its preferenceydoalong with the
South Stream Project (Geropoulos, 2007).

4- South Stream: This highly controversial project vgasng to transport
Russian gas through the Black Sea, entering thefrBth Bulgarian
border and then distributed to Serbia, Hungaryyv&i@, Croatia and
Austria via branched pipelines. Turkey had cleatbted that the South
Stream project should not be deemed as a rivalapa complementary,
to any Southern Gas Corridor Project (Nabucco, TRNATGI and/or
TAP). In fact Turkey had granted permit to Russia (tilizing the EEZ
zone of Turkey in the Black Sea provided that #ewant environmental
legislation is obeyed (Babali, 2012). This projegas cancelled in
December 2014 (Sitdikov, 2014) as Russia and thdalled to reach an
agreement based on thé&® Energy Package stipulations of the EU
regarding unbundling and sanctions being imposedrRossia following
the Crimean crisis.

5- Turkish Stream: Following the cancellation of theuth Stream, Russia
and Turkey has reached an agreement into transigrthe South Stream
project into the “Turkish Stream” with an off-shogsection crossing the
Black Sea, again with an annual capacity of 63 b&bout a quarter of
this capacity is planned to be consumed by Turkel/the remaining gas
will be transited to the EU via the Greek bordestéad of the Bulgarian
border (Metal Bulletin Research, 2015). The caecebouth Stream and

proposed Turkish Stream projects are elaborateetail in Chapter 7.
In terms of the positions of these transit coustigainst Russia, Belarus and

Ukraine (much more than Belarus) display an oppmost position, whereas

Turkey has generally displayed a friendly appro#itfoughout. For example
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Ukraine has declared its intention to decreaséRissia-originated natural gas
consumption from 50 to 40 bcm with the gas receifveth the European states
via reverse flow method (Enerji Enstittisti, 20151®)- This step can definitely
be deemed as a retaliation act against Gazprom govin the former
disagreements among them. Nevertheless, Gazpromsclhat this reverse flow
will not suffice to meet the domestic needs of Uhkeaand that it will have no
choice but resort back to Russia (Enerji Enstit26i15-03-26). Belarus had more
of a rollercoaster type of relationship with Rus®iice, 2012) but recently it has
started to impose economic sanctions on Russiawolh the allegedly illegal
action of Russia in the annexation of Crimea. Has, in turn, somewhat started
to thaw the long-term cold relations among the Eld 8elarus (Casert, 2015;
Kulakevich; 2015).

Turkey’'s dependence on Russia for energy (gas ankkar) is high and this is
also reflected in their intimate commercial anditpl relations. Turkey aims to
utilize this situation for a “win-win” case for HotRussia and Turkey (Babali,
2012). Especially in the case of Crimean crisistk@y has presented a “muted
reaction” towards the annexation of Crimea by Rauskspite the fact that this
land is located just across the Black Sea and ihame to Turkic Tatars
(Kasapglu and Ergun, 2014). This reaction of Turkey is rded to be
originating from a possible military threat from i and possible severance of
energy relations which would definitely lead toignfficant aftermath (Cagaptay
and Jeffrey, 2014).

In short, it should not be forgotten that the efiation of transit risks is important
for the EU and Russia alike. However, pipeline sraission on-shore is cheaper
and has less environmental issues as compared-shak transit. Moreover, as
the paper of Coq and Paltseva (2012) suggestsapparent belief the risk
exposure of the EU as a whole to the Russian gasadsed during 1998-2008
might not be true though this risk exposure vasamificantly among the

Member States. In fact, the same paper argued\ibvat Stream, bypassing the
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transit countries and entering the EU directly frGmrmany, would increase the
disparity among the risk exposure of the MembeiteStand concludes with
recommending the establishment of an Energy Unibiat ttakes into

consideration the energy security and supply righosures of all the Member

States.

5.5. Russia’s Natural Gas Trade with the EU after Wraine Crisis

The first thing to keep in mind is that, as desadilin Section 5.3 and elsewhere,
Russia supplies 40-45% of the EU’s gas demanddimcduLNG (BP, 2014; Gas

in Focus, 2014), and 50-55% of the Russian gasvestdy the EU via pipelines
comes through Ukraine — which was 80% in 2010 leefbe construction of the
Nord Stream (Nichokt al, 2006). The dependency of the EU states on Russian
gas, coming through Ukraine, is the highest forldfid, Estonia, Latvia,
Lithuania, Slovakia and Bulgaria, with the last tweceiving 100% of its gas
through this route (Godzimirski, 2014).

Before its collapse, the Soviet Union was pradiycal neighbor of the EU and
thus was able to transmit its pipeline gas ovewous territory (Aydin, 2012).
However, with Ukraine, Belarus, Turkmenistan, Gémrd\zerbaijan and many
other states declaring independence after 1990fotimeer Soviet Union, now-
called Russian Federation (or, Russia) was faceati wvo primary serious
difficulties: first of all, all of the southern d&s that has separated from the Soviet
Union contained significant gas (as well as oilpagts which were not the
property of Russia anymore. Secondly, Russia wasardirect neighbor to the
EU anymore (save for Finland); instead there were former-Soviet-member
states, forming a transit risk for the gas trantadito the EU.

There have been two major Russian gas supply suinfthe EU via the pipeline

passing though Ukraine: one in 2006 and one in 200@ first cutoff in 2006
lasted 2-4 days, while the second in 2009 lastedl4e18 days (Parthasarathy,
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2008; Woehrel 200%enterzi, 2012). The other two recent issues thatemed
Russia and the EU were the Euromaidan protestsren@€rimean crisis. In the
Maidan protests during 2013-2014, closer Europeanrtegration and
democratization was demanded by the Ukrainian ptets; the geopolitical
conflict involved was much heightened as compacetheé Orange revolutions
and the geopolitical struggle among the EU and Rubscame more of an
internal matter for Ukraine (Pridham, 2014). Despite fact that Russia was
finally admitted to the World Trade Organization T®) in 2012, the Crimean
crisis in 2014 where Russia annexed the Crimeaingala was a worldwide
attention-drawing situation, after which the USAdaime EU started imposing
unilateral trade and other restrictive measureagaihst Russia (Neuwirth and
Svetlicinii, 2015). The following paragraphs takese two gas disruptions within
a chronological context to discuss the aftermattl amplications thereof on

Ukraine, Russia and the EU.

The Russia-Ukrainian gas dispute in December 2@@%aky 2006 was a result
of price disagreements owing to Ukraine objectmghie four-fold price increase
(BBC, 2006) imposed by Russia, alleged indebtedné&skraine to Russia and
the claim by Russia that Ukraine had diverted selitthe gas intended for EU
without obtaining prior permission of Gazprom ortlEU (Gindig, 2012;
Senterzi, 2012). Although actually, this aggressaiegon of Russia is claimed by
many as a retaliation of the pro-European politidahate developing within
Ukraine and the security threat perceived by Russth the Western forces
gaining power in its backyard (Aydin, 2012). Henes again see how security
and politics prevail over economy or environmenyAow, this dispute led to
shortages and interruptions in the gas supply tiirout the EU and this situation
set in motion significant activities in the EU whe¥nergy security was placed at
the top priority agenda (Tekin and Williams, 2008)) Commission prepared a
Green Paper on “A European Strategy for Sustain&denpetitive and Secure

Energy” and an energy summit was convened on M206i6. Nevertheless, there
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was still significant reluctance among the membegarding the establishment

of an internal energy market (Westphal, 2006).

However, the second major gas supply interruptiontie EU during the
beginning of 2009, again due to a political confaenong Ukraine and Russia,
was a definite “eye-opener” for the EU (Tekin andlldms, 2009). This
disruption created a severe impact on many EuropadrBalkan states (Aydin,
2012). Also, the fact that Russia withdrew from theergy Charter Treaty on
July 2009 elevated the concerns among the EU ligk-officials (Roche and
Petit, 2009). The European initiatives for gas $ysecurity culminated on the
publication of the European Energy Security Straté@odzimirski, 2014),
whereas the initiatives for diversification gave pdrasis to the ‘Southern Gas
Corridor’ concept, backed by the EU and the USAictwhs a collective set of
conceptual proposed pipelines (Nabucco, Italy-Tyn&eeece Interconnector
(ITGI), The Trans-Adriatic (TAP) and Trans-Anataligd TANAP) Pipelines,
Azerbaijan-Georgia-Romania Interconnector (AGRYuth East Europe Pipeline
(SEEP) by BP and White Stream) to transport CasarahMiddle Eastern gas
towards Europe, thereby bypassing RusSenierzi, 2012). These projects, some
of which are competitors and some are complemestanf each other, are
elaborated in detail at Section 6.3.

Since Russia had no intention of losing one obiggest gas customer bloc (the
EU), it prepared and published its renewed ‘EneBfrategy of Russia up to
2030’ in 2010 $enterzi, 2012) where transit risks to Europe watresbed and
the solutions proposed included the diversificatioin routes, building new
pipelines that bypass high-risk transit countriesl a@evelopment of the LNG
market (Ministry of Energy of the Russian Fedemati®010). In fact, Russia has
declared its intentions to bypass Ukraine compldigl2019-2020 (Euractiv with
Reuters, 2015a).
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The first evident and successful attempt of Russialiminate transit state risks
in gas transport to the EU was the building of M@d Stream in 2011-2012,
carrying gas from Russia via the Baltic Sea digetdl Germany, with further
connections towards Western Europe. This projetihitldy took away part of
the leverage of Ukraine against Russia and endhlisgia to earn the upper hand,

at least partially§enterzi, 2012).

The second bold, albeit unsuccessful attempt oSRusr the same purpose was
the construction of the South Stream pipeline, Whi@as to pass through the
Black Sea to enter the EU from Bulgaria and bramghio several states
therefrom. The initial discussions around this eqoal pipeline project were
centered on the environmental impacts and whethex project would be
economically more feasible or not as compared éauigrading of the Ukrainian
pipeline towards the ElSénterzi, 2012).

In April of 2014, Russia once more threatened toafligas supplies to Ukraine
due to the default of Ukraine to make the energ@payment (Umbach, 2014) but
did not carry out its threat as of today. In thelethese interruptions made it
more clear for the EU as to how much dependenastilecome on Russian gas
and forced it to concentrate on energy union, iefficy, sustainability, security
and diversification. The obvious outputs were tBe2R-20 Directive, increasing
the share of LNG, "8 Energy Package, Energy Union initiative and résgrto
other possibilities of gas supply such as fromG@aspian states via the Southern
Gas Corridor (such as TANAP and TAP). In fact,ahde said that the EU has
placed increasing obstacles (rejecting to grant umity to the South Stream
pipeline for 3 party access obligation as per théEnhergy Package) against the
South Stream project as a result of the determratif Russia-EU gas relations
(Senterzi, 2012; Pala, 2014b).

It has been pointed by many researchers and josthalike that the EU-Russia

gas relationship has started to deteriorate durawy fields of conflict, such as

136



gas prices and liberalization that seem to potiyptidamage both parties
(Umbach, 2013). It is very obvious that the Rudskaaine crises (Nichoét al,
2006), as well as the Crimean annexation by Russsialtimately related to

political power and not energy.

However, a prejudiced approach to these crisetatndomerely Russia for all the
mess would be ill-advised. Actually, as pointed butMearsheimer (2014), the
West (EU and USA) should be considered more cudpabhe first tension-
creating matter was the desire and initiative of TRDAto enlarge. The NATO
enlargements in 1999 and 2004 towards Russia vesrgidered by the latter as a
significant security threat. In fact NATO officialgated in 2008 that they are
considering the possibility to include Ukraine a@eorgia as well (NATO,
2008), aiming to take them out of Russia’s orbthis last aim of NATO was
supported by the USA but opposed by Germany anacEran the fear of
“angering” Russia. In fact, the Russia-Georgia wa2008 can be deemed as a
direct consequence of NATO’s actions. The secomaneht of course is the
expansion of the EU eastward, with the, overt owech support for
democratization within the Ukraine starting withe tdrange Revolution back in
2004. The action of Russia to annex Crimea wasallgta move to prevent the
peninsula being converted into a possible NATO lzaxk create destabilization
in Ukraine to break the pro-Western idealists. Bagriall these NATO
enlargement and the EU expansion movements, tlegalists openly backed
these actions whereas the realists did not, siheg foresaw the possible
disastrous reaction of Russia against these actidmss, the “realist” approach

was definitely more accurate than the “liberalegtiproach in this case.

Instead of taking some of the blame, the EU andUB&A resorted to apply
sanctions against some Russian banks, energy ¢oi)panies (barring of
Gazprofneft, Transneft and Rosneft from raisingd&inmwith a maturity longer
than 30 days in the European capital markets) afiehde firms, such as rejecting

the MH17 airplane in July 2014 (Pridham, 2014)wad as prohibiting European
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companies to provide Russia with advanced techiegofpr oil exploration

(BBC, 2014), with the threat of commencing anotbetr of sanctions targeting
other sectors within the Russian economy. The $estof sanctions put in force
by July 2014 for a year has recently (June 201Bhh@ted and approved by the
EU to be extended for another six months (Euraetith Reuters, 2015c).

Actually, it has been announced that the grossitppbfGazprom decreased by
86% in 2014 as compared to the former year. Of suhe sanctions being
applied on Russia form only part of the reasontfos severe drop (the other
three reasons are shown to be the recession ioiltpeces, ruble losing nearly
50% against USD and the 15 bcm decrease of gastearpurope compared to
2013) (Enerji Enstitisu, 2015-04-30c). IMF has amued its estimation that
these sanctions could cause 9% drop in the GDPusSiR in the coming few
years (Euractive with Reuters, 2015b). It is woltlles to notice that the gas
relations were not impaired among Russia and Eldesthe sanctions did not
cover the natural gas sector. Many EU states,¥ample Germany, consider that
such additional sanctions would provoke Russia nordeurt back the EU since
they have several economic relations, such as gds,and even coal

(Godzimirski, 2014), that can be damaged to theirdent of the EU. In fact,

Russia did take some serious steps against thigltzar; by concluding several
energy agreements with China to gain access tA#i@n market such as the
Sila-Siberii project and the prospective constarctof the Altai gas pipeline,

each to supply gas at 30 bcm/year. Another stepteasonversion of the failed
South Stream project into the new Turkish Streanjept in order to trade the
high transit risk over Ukraine with a much loweskriover Turkey which has been

an open ally of Russia for over a decade, untll @November 2015.

A possible solution argued by Mearsheimer (2014pacify Russia would be
stopping the activities to westernize Ukraine ancug on keeping it as a buffer
zone between EU/NATO and Russia. On the other hdneke are other
academics such as Pridham (2014), claiming thatsktuld take more active

measures in supporting the pro-democratic and pestévn developments within
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Ukraine to solidify the Association Agreement cam®#d among the EU and
Ukraine on June 2014.

As can be seen in the account given above, thexesignificant interdependency
among Russia, Ukraine and the EU. But Russianial§igenerally point out that
the dependency among Russia and the EU is an “astionmterdependency”
where Russia would survive for at least a year auttlthe gas revenues from the
West whereas Europe would not last more than a mathout Russian gas
imports (Umbach, 2014). Against such claims, EU pagormed stress tests to
estimate the results of gas disruptions from Ruasia whole and only through
Ukraine, concluding that, despite substantial é¢ffe¢che gas stocks and the
possible utilization of alternative fuels, would ucder a disastrous impact,
provided that the Member States acted in unisord¢@arski, 2014).

It can be asserted that Vladimir Putin has failedmell-manage the Ukraine
crises; the illegitimate actions of Russia in th@r@an annexation placed it in a
strong opposition against the EU, USA (Nichol andéiel, 2006), NATO as
well as many other nations worldwide and that theidents expanded much
above and beyond of what Vladimir Putin has propabhtemplated. In addition
to the trade sanctions imposed on Russia by theakd) USA; Saudi Arabia
encouraging oil prices to fall, with the cooperatiof USA (Dyer and Crooks,
2014), resulted in gas prices to decrease as ek gjas prices are still closely
tied to the oil prices (Pala, 2014b). All theseiat are resulting to be to the
detriment of Russia’s economy, with revenues lostgas sales and Ruble
displaying a substantial exchange loss against @&iDEuro (Reuters and AFP,
2014).

5.6. Syrian Crisis
It can be argued that the current Syrian crisisitgsrigins rooted in the past

Arab revolutions, conflicts and U.S. invasions o&g. The Syrian refugees,
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fleeing from ISIS (Islamic State of Iraq and Syraajd flooding Turkey, the EU
and the U.S. are forcing the mentioned states-tmmsider their refugee policy
as well as their attitude towards the Syrian avakr. On the surface, the U.S. and
Russia are eager to eliminate Islamic extremism laimty about a stability in
Syria and Iraq; however when we go deeper in tefrice approaches of these
two global powers, it can be seen that they aneadlgtapproaching the issue with
different perspectives. One of this division corfres the fact that Saudi Arabia,
other Gulf monarchies and Turkey have providedaaid arms to rebel forces for
fighting against the Assad government; whereas iRussean and Lebanon’s
Shiite militia Hezbollah have chosen to side witksAd (Cole, 2015). The U.S.
accuses Assad for “widespread atrocities” and supptational Coalition while
providing limited military backing to ‘moderate’bbels (BBC, 2015b) The main
reason of Turkey being against Assad is the Iattafiance with Iran, which
Turkey considers as a regional rival in the Midabest. Russia on the other hand
favors Assad staying in power so that the former cantinue to dominate
foreign policy in the Middle East as well as in tlediterranean region (Harress,
2015) and Vladimir Putin considers that the conilicSyria can only be resolved
through political route with Assad (BBC, 2015b).fact, Russia, Iran, Iraq and
Syria have established an intelligence sharindgytr@aunite in the combat against
ISIS and Russia launched its first airstrikes ongbin the aftermath of this treaty
on 30" of September 2015. This intervention of Russia waswelcomed by
Turkey considering that these airstrikes occurrediolation of the Turkish air
space, allegedly on the Syrian opposition groupschwvhwere supported by
Turkey (Hurriyet Daily News, 2015a) and would madrtainly elevate the

already worsened refugee inflows from Syria (Cal#l5).

EU on the other hand is trying to ensure that Tykeas as a buffer and absorber
of this refugee influx so that the incomers trinjgliinto the EU would be as less
as possible (Euractiv, 2015b). The European Comomssas provided and is
willing to provide more money to Turkey for takirayer the majority of the

Syrian refugee burden (Euractiv with AFP, 2015mm® even consider that this
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crisis has strengthened the ties among Turkey b@ad=t) after the visit of the

German Chancellor Angela Merkel to Ankara in Octa®@l5 (Today’'s Zaman,

2015b). On the contrary, some academics have dttoteisplay their negative
opinion towards Turkey as becoming a not-so-trudtwoally of the West (U.S.

and EU) and of NATO (Park, 2015). The most recemtisPattack of ISIS on

November 13 has placed France and the entire Ek¢dmlert against terrorism
and unfortunately refugee intake (Almasy et al,®01n fact France has openly
declared war against ISIS (Valero, 2015) and bonfbgtih in cooperation with

Russia on November 17 (Euractiv with Reuters, 2D18ereover, the European
Commission has clearly stated the opinion that Ru#ise U.S. and the EU need
to team up to wipe out ISIS once and for all (Gaiad Robert, 2015).

Russia-Turkey relations had conquered disputesldfadting opinions among the
two states during the Ukraine crises and Crimeamexation (Dgan, 2015)

however this Syrian crisis has placed some strairRassia-Turkey relations
(Celikpala, 2015). The most recent issue is Turkbgoting down a Russian
warplane in the vicinity of the Syrian border dwerépeated (alleged) Turkish
airspace violations by the Russian aircraft (Kanezland Kiselyova, 2015). This
recent event has surely escalated the tension si&Ourkey relations as
Vladimir Putin considers this act of Turkey as talsin the back”. Although until
recently Gazprom was convinced that such strainldvoat seriously affect the
progress of the Turkish Stream project, (Hurriyeil{pNews, 2015a) this recent
development might prove otherwise. However it stonbt be forgotten that
Russia will also be losing significant sums of mpshould it decide to forgo the
project. An interesting situation can be observedehlf this tension actually
results in the postponement or even cancellatioimefTurkish Stream project —
the capacity of which was already halved owingh® possible development of
Nordstream-2 gas pipeline project (Geropoulos, 2618en it can be said that
political-security concerns have prevailed over negoic concerns which
supports one argument of this thesis. On the dthed, if the Turkish Stream

project continues despite such escalation of tensiothe political relations
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among Russia and Turkey, this will be another sgiramdication as to how
Gazprom directs the international gas pipelinetieia of Russia, exemplifying

the applicability of neoclassic realism theoryhrstthesis subject.

The conflicting opinions and actions of Turkey dRdssia in the Syrian crisis
also had a slight but temporary effect on the AkkiNuclear Power Plant as
well. Following the air strikes of Russia on Syvia September 30 Erdgsan had
stated: “If the Russians do not build Mersin Akkuylien somebody else will
come and build it” (Harriyet Daily News, 2015b). tAbugh the experts had
clearly pointed out that the threats of Exdo were pointless owing to the strong
dependency of Turkey on Russia in terms of gase@aslby taking into account
the nearing winter season) (gam, 2015), tourism, trade, etc. and the sudden
outburst from Erdgan related to Akkuyu nuclear plant seemed to habsided
(Novinite, 2015b), the recent act of Turkey in dimgp down the Russian
warplane might also affect Akkuyu Nuclear Plantj€cbin the form of possible
expected delays in implementation. Nevertheless\pbete abandonment of this
project is not expected since Russia has alreadyenadout 3 billion USD
investment in this 22 billion USD nuclear powermiléRoberts, 2015). However
it shoud be noted that only around a few hundredliom USD was spent in
Turkey and the rest is recoverable, because bsllafiJSD is allocated for long-
life items (reactors, generators etc) of the pgplant and these items can be used

at any other nuclear power plant construction édiuskey by Rosatom.

5.7. Concluding Remarks

In this chapter, the aspiration Russia to gain laold strong to its power on the
Balkan as well as Eastern European states is glelatborated. It seems clear that
Russia still cannot get used the fact that the €oMinion has collapsed and
fourteen states have declared their independenaoe thie quoted bloc more than
2 decades ago. Many former USSR members and cesiritrat were under the

strong grip of the USSR have now become a parh@fNATO and/or the EU.
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This expansionist approach of the NATO and the b dreated a security threat
perception in Russia and forced its hand to becomee aggressive in making
sure that these former ‘subjects of Russia’ sucbllasine and Belarus (as well
as, e.g. Greece and Bulgaria) become more depeti@damever on Russia so that
even if the currently non-members do become memtfetise EU/NATO, they

will still be under Russia’s control. The best ‘ypea’ that Russia utilizes against
these countries is mostly energy-related; in thenfof accumulating their debts
and threatening them to deprive of their energyukhahey act against

(especially) the security-related benefits andredts of Russia.

Ultimately what happens is the states left in betwgRussia and the EU)
geologically, become squeezed, and or rather p@itted both sides, creating a
political turmoil within the state. Most of the ten USA also meddles in to
reinforce the pull of the EU. The best exampletfos situation can be seen in
Ukraine, which is a transit country en route to Hi¢ for more than 50% of the
Russian gas pipelines. On one side, Ukraine wantetome more Westernized,
remain at a safe distance from Russia. On the ailde; the West (the EU and
USA) seems to sympathize with the tendency of Wlea+ in fact, provides
support to the anti-Russia groups — but still re@tdy yet to fully embrace this
state as is. This anti- and pro-Russia tidal wavigkin Ukraine has led to the
Orange Revolutions, corrupted presidential elestid06 and 2009 gas crises
with Russia, Euromaidan protests and most recéiméyannexation of Crimea by

Russia.

Belarus is another transit state for the gas tréssanm lines from Russia to the
EU but its share is lower as compared to Ukraihis, country is more pro- than
anti-Russia (again in comparison to Ukraine) aral fthancial status thereof is
more problematic, which has led to the surrendeBeifirus of all the shares in
Beltransgaz, the main gas company of Belarus. Tthaa be said that Russia has

accomplished its goals in Belarus in terms of gade.
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Turkey is not an actual but a potential transittestavhich will gain extra

geopolitical significance should the Turkish Streproject of Russia become a
reality. Thus, this country definitely tries to neakveryone happy, aligning with
the benefits of Russia, while attempting not totatise the EU away from it
owing to the possible EU accession talks and tlspactive Southern Corridor
project(s) of the latter, which is/are destinedotss through Turkey. However,
the recent events concerning the Syria crisis awhihg of the Russian aircraft
at the Syrian border have undoubtedly created fetgnt tension among Russia
and Turkey which is not foreseen to result in dinear but has forced Russia
taking a restrictive stance against Turkey regardiade. In addition to natural
gas trade, prospective Turkish Stream and Akkuymepglant projects; summer
and winter tourism, construction projects in Rus$iash vegetable and fruit
sales, and the transit of Turkish trucks towardsgizstan, Kazakhstan,
Tajikistan, Mongolia (which Russia has halted bg #nd of October 2015)
(Dogan, 2015) also have an important share within thncercial relations

among Turkey and Russia. The future of Turkish étrdand Akkuyu Nuclear

Power Plant Project) remains to be seen althoughatld not be forgotten that
Russia will also have much to lose should it dedmleabandon any of these
projects, but delays in implementation seem tanlegitable until some resolution
or relaxation in this tension is achieved (Robe215). Another possible and
feared consequence of this Russia-Turkey tensi®ussia resorting to reducing
or cutting gas supply to Turkey which will undoutlite create a significant

problem for Turkey in terms of heating and eledtyicHowever, this will also

send bad signals to the EU as well — who is andtigmificant trading partner of

the Russia — (Roberts, 2015) and EU has alreadigdteo take concrete steps in
reducing the dependency of the EU on Russia inaftesmath of Ukraine and

Crimean crises.
In the light of all these tensions, the EU alre&ely the urgent need to decrease

its natural gas dependency on Russia and divatsifgsources in order to be less

affected from any conflict among the West & Russid among Russia & transit
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states. This in turn led to the enforcement of 3n@ Energy Package, semi-
concretization of the Energy Union concept and isijpan of trade sanctions
against Russia. What the EU wants is to make $arteall its states act in unison
before Russia, there are no more bilateral enggggeanents concluded by any of
its Member States with Russia which are in violatiof the EU’s energy
legislation and that all its Member States workoladusly towards attaining its

energy and environmental targets.

Now, although this thesis centers on the natural(ggeline) policy relations of

Russia with the EU / Turkey and, these three estidire not alone in the world
and there are other global players which pose sks rand alternatives for the
Russian gas diplomacy. Thus, the next chapter &balls on the gas production
potential, ally status (with Russia / EU / Turkey)d overall tendencies of such

global players.
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CHAPTER 6

GLOBAL RISKS AND ALTERNATIVES OF RUSSIA'S
NATURAL GAS TRADE WITH THE EU AND TURKEY

6.1. Introduction

Following an elaboration of the economic-environtaérroncerns (Chapter 4)
and political-security concerns (Chapter 5) surdmg and influencing the
natural gas trade of Russia with the EU and Turl@g,chapter delves into other
countries and regions that have a positive andégative effect on such trade.
Within Chapter 6, effects of external factors imeel; attitude and shale gas
potential of the USA against Russia is discussedt{@ 6.2), gas trade potential
of North African, Middle Eastern and Caspian costris elaborated (Section
6.3) as an alternative to Russian gas being suppdieghe EU and Turkey. Then
in Section 6.4, China, India, Korea and Japan vglldiscussed as alternative gas
markets for Russia instead of (or in addition taydpe before the concluding

remarks in Section 6.5.

6.2. The USA
The USA can be considered as the most effectivgeplan the global politic
platform vis-a-visRussia and within the context of this thesis;amprises the
primary risk against Russia’s gas trade. The raidr posed by the USA has
three main axes as listed below, from the stronigetite weakest, which will be
elaborated in the following paragraphs:
* The recent alleged cooperation among the USA andiSsrabia in the
conspiracy to keep the oil prices low, thereby askly affecting the
economy of Russia.
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» Constant and persistent acts of the USA to sugperSouth Corridor gas
pipeline projects and to thwart the prospectiveki&lr Stream pipeline
project and any other possible gas pipeline prejsetving to increase the
dependency of the EU on Russian or Russia-supgésd

* The rise in shale gas production in the USA whiah form an alternative

of Russian gas for the EU.

There are other actions of USA to prevent Russ@nfrconquering other
countries by using energy and economy as weapspscially the former Soviet
bloc states; such as backing up the EU eastwarargarthent and eastward
NATO expansion (discussed in Section 5.2), suppgrtikraine — together with
the EU - in the former's democratization and Wesration renaissance
(discussed in Section 5.4), and the applicatiomaafe sanctions together with the

EU, against several Russian commercial sectorsysis®d in Section 5.5).

The first issue to be discussed is how the USAe&rsngly collaborating with
Saudi Arabia to pull down the oil prices and thereluversely affecting the
economies of the adversary oil and gas producégssguch as Venezuela, Iran
and Russia. Although the USA was more of an allRtssia back in early 2000s
during the beginning of the Bush administration myvito the (possible)
involvement of the Middle East, especially Saudalia, in the 9/11 attacks and
the political-military tantrum prevailing in thaegion, and even considered to
resort to Russia for oil for diversification purgss(Bahgat, 2003), the ally status
of USA and Russia worsened after the hostile astiohthe latter against its
neighboring states and fluctuating energy relatieite the EU (Kubicek, 2013).
In spite of divergence of opinions as to whethards@rabia is actually working
together with the USA or sometimes working to ietrionent as well owing to
some political conflicts among them and in ordestwppress the recent shale oil
boom in the USA (Keating, 2014, Topf, 2014) or tleg actually not working
together since if they were, the ultimate targetulorather be Iran (Pravda,

2015); the general consensus is the same: Thagytmatripple Russia. The 2015
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state budget of Russia requires minimum $100/basikel(Escobar, 2014b),
however the current price as of May 2015 is arob®@ and December 2015 $37
as per NASDAQ figures (NASDAQ, 2015). The fact tiRatble has also fallen
back against USD in exchange rates at around 50%gdMay 2014 — May 2015
period is definitely another blow for the Russiaarket. The main intention of
Saudi Arabia is to bypass Russia in terms of glp$uto the EU since the share
of Russia in the oil supplier matrix of the EU tsapproximately 27% whereas
Saudi Arabia only supplies 8% of the EU’s oil comgtion (EC Oil Imports,
2014). Nevertheless, considering the fact that ghs prices are still mostly
deemed to be bound to the oil prices (Amadeo, 2ahb)falling of the oil prices

can affect the gas market of Russia as well.

The next action of the USA is its preference towatde Caspian-based gas
supply towards the EU. The USA has always viewedethergy security of the
EU as a national interest and tended to promotalitrersification initiatives of
the EU (Ratner et al, 2012). The gas and oil resepresent in the Caspian Sea
Region correspond to 4-6% and 3-4%, respectivethefglobal reserves but the
current geopolitical uncertainty surrounding thedte East Zone (Fanet al,
2014), the attitude of Russia in utilizing energy @ weapon to maintain its
hegemony and the pro-Western approach of AzerbaijmhGeorgia located in
this area have all made this region more attractiee just for neighboring states,
but also for the EU and USA (Stefath al, 2013). The target of the USA is to
undermine Russia by forcing many EU Member Statwssh as Greece
(Babington, 2015) and Serbia (Nikolskyi, 2015) tack up South Corridor
pipeline projects like TAP, rather than the TurkiSkream. As discussed in
Section 6.3, Chapter 7 and elsewhere, the Turkiska® pipeline plans to
transport Russian gas to the EU, transiting thetdey of Turkey, whereas the
South Corridor projects aim to utilize Azeri andh@t Caspian-based gas to meet
the demand of the EU which will also be using ateothat passes through
Turkey. Thus, the USA is not against the pipelineg passed over Turkey, it is

rather concerned as to whose gas is being carnddog whom, and the USA
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does not want the answerday of these questions to be Russia, with the aim of
breaking the monopoly of Russia in the natural fekl (Kumas, 2010).
However on the upside for Russia, the EU MembeteStamentioned, as well as
Turkey, seem to be playing for both sides to aidirttown economies and

supporting both the Russian-backed and Westernellgaipeline projects.

The last and the weakest risk posed by the USKAaptospective unconventional
gas and oil production in the USA which can becareval to the Russian gas
(Pempel, 2012; Herman, 2014). According to the W8rgy Information Agency
and EIA figures, thanks to the unconventional (@hghks and oil play extraction
being on the rise, the USA is foreseen to produtera gas at 14.2 million
barrels/day by 2020 as compared to Russia at 10lidnmbarrels/day (Rapoza,
2015). However, there are many reports and arfielescan be seen in Section
4.4, that consider the prospective shale gas dritbom as an empty promise of
replacing Russian gas for the EU due to many enmental and economic
concerns surrounding the extraction as well asttéwesportation infrastructure
thereof. In fact, it is also argued that “the cofla of the US shale oil production
can save Russian economy” (Mikhailov, 2014). Anogimiation weakening this
risk is the recession in the oil prices, which widfinitely make the sales of shale
gas and oil, even if extracted, uneconomical agaihe backdrop of high

extraction, transportation and any destinatiorasiftucture costs (Cole, 2014).

6.3. North Africa, Middle East and the Caspian Coutries

In order to see what kind of a threat is posed H®y Morth African, Middle
Eastern and Caspian Countries against Russia ifieldeof natural gas, the first
thing to do is to look at the proven reserves ardod quantities of these
countries/regions (Table 6-1) (Eurogas, 2013; B8142 CIEP, 2014; EIA,
2014a; EIA, 2015d). Then, these countries are dgal individually in the

following paragraphs.
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Table 6-1.Comparison of proven gas reserves and exportoahMfrican, Middle
Eastern and Caspian Countries with Russia (Eur@§ds3; BP, 2014; CIEP, 2014; EIA,
2014a; EIA, 2015d

Region /Country | Proven Gas Gas Exports to EU-28 as of
Reserves 2013 (bcml/year)
as of 2014 by pipeline as LNG
(tcm)
Russia 47.77 136.2 0.0
Nigeria 5.1 -- 11.6
Algeria 4.5 32.8 14.4
Egypt 2.2 -- 2.4
Libya 1.5 5.2 --
Total North 13.3 38.0 28.4
Africa (*)
Iran 33.8 -- --
Qatar 25.1 -- 23
Saudi Arabia 8.2 -- --
United Arab 6.1 -- --
Emirates
Iraq 3.2 -- --
Kuwait 1.8 -- --
Oman 0.5 -- 0.2
Yemen 0.5 0.1
Total Middle 79.2 0.0 23.3
East (*)
Turkmenistan 7.5 -- --
Kazakhstan 2.4 -- --
Uzbekistan 1.8 -- --
Azerbaijan 1.0 -- --
Total Caspian 12.7 0.0 0.0
countries (*)

(*) Note: The Totals given for North Africa and Middle Eastd Caspian countries are only
comprised of the countries listed above since #maaining countries in the relevant regions
contain << 1 tcm proven reserves as of the beginofr2014.

North Africa

As seen in Table 6-1, the proven gas reserves ghMdrica correspond to about
one third of Russia. Currently, North Africa proegd28.4 bcm/year of gas as
LNG and pipeline gas is received by the EU (38 b&nmn Libya and Algeria.

There is also the proposed Trans-Saharan gasrmpiblat is planned to provide
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Nigerian gas to Europe (Expogroup, 2014). Map &kimedia, 2011) shows
the gas pipelines from North Africa to the EU.

L = S
Gas pipelines
Trans-Saharan
Maghreb-Eurcpe
| — Medgaz
—Galsl

| Trans-Mediterr anean

| —Greenstream
|

l— Dihers

Map 6-1. Gas pipelines extending from North Africa to tHe @Vikimedia, 2011)

According to the actual figures, the gas importeanf Russia corresponded to

32%, whereas the gas imported from North Africa agole was at 20% in 2012

(14.3% Algeria, 3.5% Nigeria, 1.7% Libya, 0.5% EgyfEurostat, 2015d). As

compared with the 2002 figures:

- the supply from Algeria steadily decreased from12d.owing to high
production costs and the sudden increase in dotnestisumption (Fischer,
2014);

- the supply from Nigeria started at 2.2% and disptag fluctuating but an
overall increase;
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- the supply from Libya started at 0.3%, reached ak ¥ 3% around 2007-
2009 and has been on the decline ever since diee timcrease in domestic
consumption (Reuters, 2014b);

- the supply from Egypt started at nil, reached akpglateau at 1.7-2.5%
during 2006-2009 and then started to decrease auleetrising electricity
demands within Egypt (Ahram Online, 2014).

LNG is deemed to be the strong suit of North Afraggainst Russia since it is
considered by some as “the most promising sourcenari-Russian gas”
(Beckman, 2014b). According to EIA; Algeria, Libyand Egypt have the
potential to supply gas up to 44-50% of what Russ@urrently supplying to the
EU; however there are serious issues concerningasinéicture, political
instability and ever-changing legal and commercigés of the North African
region (Clark, 2014aplgeria is considered to be able to supply 56-6Miyear
(Tagliapietra and Zachmann, 2015a) whereas Libyh Bgypt can supply 10
bcm/year each (Shiryaevskaya and Almeida, 2014).

Algeria ranks as the'8biggest gas supplier to the EU-28 (EIA, 2014b)falet, a
consortium led by an Algerian state-owned compaogaBach commenced a
natural gas pipeline to Spain in 2011 but the ouenectivity of Spain with the
rest of the EU is very limited (Clark, 2014R)peline connection is also present
to Portugal, Italy and Slovenia. Nevertheless, timereasing domestic
consumption of Algeria (Zachmann, 2014) as weltaspetition with coal and
RES has decreased its share of supply to the Elterins of shale gas, it is
claimed to contain a high amount of technicallyorerable plays and Sonatrach
targets to starts shale gas production by 2020réBwee 2015). Italy’s leading gas
company Enel is interested in developing the resesuof Algeria (Shiryaevskaya
and Almeida, 2014).

Regarding Algeria, there is another interestingenédevelopment where Russia

is tightening its trade cooperation with and hagseased natural gas exploration
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and production at Algeria (as well as in Nigerigypt and Mozambique) with
the aim of expanding its LNG sales. Although thgatmtions underway seem to
be related to LNG sales of Russia to Kuwait, thev redllaborations have

definitely made the EU uneasy (Mitrova, 2014). ThRsissia is claimed to be
seeking a way to block the diversification effoofsthe EU in North Africa by

putting itself forth in selling the latter’'s gasdathereby preserving its monopoly
and increasing its armaments in the energy batilk the EU, expanding its
power in Western Europe (such as Italy and Spahn) axports most of its gas
from North Africa (Neuhauser, 2014).

The production inEgypt is not high owing to the hard-to-reach reserves
(McKellar, 2013); moreover the state is politicathagile, terrorist activities at
the Sinai Peninsula have aggravated export buseredshe growing domestic
consumption renders it less preferable. Algeria Bggpt also supply gas in the
form of LNG to the EU (Clark, 2014aJhe most recent development is the
discovery of a huge gas field by Italian ENI Companif the Egyptian coast,
having the potential for 30 tcf gas (BBC, 2015aheTeconomic recoverability
status and the effect of the gas potential on tssiple gas export status of Egypt

remains to be seen.

Libya is deemed to be able to provide up to 15 bcm/yaartg Europe and the
domestic market growth is much slower as compaoedlgeria. On the other

hand, despite owning the™4largest gas reserves in Africa, Libya is still
politically instable since 2011, lacks sufficientpert infrastructure and still in

trouble with the ongoing civil riots (e.g. the hgadamage sustained by its LNG
export facility) and terrorist attacks that undewmenithe production efforts

(Lochner and Dieckhéner, 2011; Clark, 2014a).

Although actually located more towards Central édriNigeria is accounted

here since it is another important LNG suppliertioé EU. Actually, Nigeria

holds the biggest amount of proven gas reserveAfrica, however the gas
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production is limited owing the lack of sufficieptimodern infrastructure and
technical capabilities (EIA, 2015e), unfavorablesiness environment and
vandalism (KPMG Africa, 2014). Nigeria has, on sav@ccasions, displayed its
willingness to support EU’s gas supply security gBBess Day, 2014; Tully,

2014), but the recent issues faced by Nigeria’sdilistry seem to have the effect

of undermining Nigeria’s ability to provide more IG\to the EU (Opara, 2015).

In summary, the EU’s diversification efforts intoofth Africa seem to be

encumbered and fall short of the hopes thereoubstgute Russian gas due to
political instability and increasing domestic comgiion in the region, the threat
on security and the recent cooperative advanceg tmadRussia in this continent.
It can be argued that the political uprisings inyjiigand Libya did not create

significant disruption in terms of supply secutitgwever, it would be a problem
if such riots disseminate towards Algeria (Lochaed Dieckhdner, 2011). Thus,
although promising, North African gas seems to lvather ‘insecure’ source of
gas supply (Lise et al, 2008) and this in turn wilbst probably result in the

reluctance of security-driven Europe to investraach in North African LNG.

Middle East

As seen from Table 6-1, although there is no pngetransport from the Middle
East to the EU and the only major LNG exports avenfQatar; the Middle East
still poses a significant threat against Russid witnost twice as much proven

gas reserves.

It is claimed that gas import from Iran and Ira@ yipeline would be difficult

considering the political instability of the regi@dcAuley, 2014).

Iran seems to be the potential major player with itgestec reserves and it had
plans to transmit gas to Italy through Turkey viaPT(Bilgin, 2009) and join the
Nabucco project to sell gas to the EU (Egdie, 2010). The first option (TAP) is

still kept open by EU officials but its future rems to be seen (Euractiv with
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Reuters, 2015d). The second mentioned project, t¢ahuvas abandoned back in
2013 (Stegen and Palovic, 2014) but there aretaths for a possible revival

(Sputnik News, 2015-05-01). After IAEA approved tbe nuclear program of
Iran, confirming that Iran is in compliance withetimuclear agreement, the EU
and the UN have recently (January 2016) removedntieenational sanctions on
Iran. In turn, Iran can now increase its trade wwuand obtain economical
benefit therefrom. This new incident has causedessed expectations of oil
exports from Iran, resulting in sharp drops in tilemarket shares of the Gulf
zone, especially of Saudi Arabia. This also bringsut the forecast that the oil
prices might continue its decreasing trend in tearrfuture (Enerji Enstitisu,
2016-01-18a). Actually, the current oil prices haeached down to its lowest
level in the last 12 years, around 30 USD/barrédbfang the removal of the

embargos (Enerji Enstittist, 2016-01-19).

On the down side, Iran suffers from infrastructudeficiencies, transit issues,
high domestic consumption (102.4 bcm in 2007) aspaoed to production
(201.0 bcm in 2007) (Bilgin, 2009). Although the Btill keeps its hopes high in
exporting gas from lIran in the future, especialbnsidering the possibility of
extending a transmission route from the alreadgteyg pipeline connection of
Tabriz-Ankara (Shirvani, 2015). Nevertheless, ttrergy ally status of Iran and
Russia has strong potential to exclude Iran fromdlversification attempts of
the EU. In fact, Iran has clearly declared thah Ivéll not be exporting natural
gas to Europe in case there is a disruption irRihesian gas supply; instead Iran
is willing to export its products to Russia to diee latter against the Western
sanctions being imposed on Russia (Middle East ddonR014). Thus, it does

not seem to be a viable and secure option in reggadhe Russian imported gas.

An important new development to mention here iseébealation of the tensions
among Iran and Saudi Arabia. They have generalhsidered each other as
serious security threats and have been on oppgdis in many issues, including

the recent Syrian crisis. In fact, Saudi Arabiaigued to retain its level of oll
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production so that Russian, as well as Iranianreienues can continue their
downfall. This escalation of tension has its radéep in recent history, resulting
in the execution of 47 people, including a promin&hiite cleric, by Saudi
Arabia in January 2016 (Welsh, 2016). The factbeg taused this increase of
tension, among others, are the nuclear agreemgmédsiamong IAEA and Iran,

and their differing positions in the Syrian crifiilliyet, 2016).

Iraq is claimed to be the new energy depot of th& 2a&ntury, it contains
significant oil and gas reserves, with many mutiov@al companies already in
action for reserve development. About 60% of the igserves are estimated to
be concentrated in the southern part and the renga#0% in the problematic
northern part. Nevertheless, the recent semi-datioth reached between Turkey
and Kurdistan Regional Government can open the fmathe utilization of the
Northern Iragi gas. After years of embargos andswailgin, 2009), it has newly
commenced to develop its oil and natural gas reserthus the first important
issue to be resolved is the construction of theessary infrastructure. If the
barriers related to political instability are elmaied, IEA foresees that gas
exports from Iraq to Turkey and then towards Europe start by 2018-2020,
reaching up to an annual 40 bcm by 2025 (Pala, 2014 response to a proposal
made by Azerbaijan in 2014, Iraq has accepted balkmrate with the latter to
join the Southern Gas Corridor project to exporturel gas to the EU (Hazar
Strateji Enstitist, 2014). However, it is notewgrtb mention that Iraq is still
considered to involve high commercial and geopmlitrisks and a low security
score (Stegen and Palovic, 2014).

The LNG exports fromQatar was at 0.8% back in 2002, which has shown a
steady increase, providing 8.4% of the EU-28 gasasel as of 2012. A pipeline
extending from Qatar to Turkey was proposed over @nthe two routes: 1- via
Saudi Arabia, Jordan, Syria, or 2- via Saudi AraBiawait, Iraq. This pipeline
was then to be connected to the — currently casatel Nabucco pipeline for

supply to the European market. However, this ptopever came to life with
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Syria rejecting to cooperate owing to its ally statvith Russia and then the
recent civil wars going on (Taylor, 2014); and atkee to the extended political
and military turmoil in Iraq from which it still l&anot yet fully recovered (Pala,
2014a).

The other small LNG suppliers of the EU &enan (0.2 bcm) andremen (0.1
bcm) (International Gas Union, 2014b). Although @npdans to increase its gas
production and exports, it is still struggling toeet its domestic demands
(Reuters, 2014c). Yemen, on the other hand is etiyrérying to solve its own
security-related issues and its LNG Company hatedhagroduction owing to a

Saudi-led airstrike campaign (Associated Press5R01

Israel’'s proven gas reserves is around 200 bcm (EIA, @pHmwever, the
offshore Tamar and Dalit fields are projected tataon 250 bcm, whereas the
Leviathan field is foreseen to provide 700 bcm atunal gas. In fact, it is
foreseen that Israel could become a rival to théalQ&NG in the European
market when Israel commences gas exports (Beckm2@i3). Greece and
Cyprus are actively pushing the EU officials forildimg an offshore pipeline
from Israel to supply at 8-12 bcm/year. However tibehnical and commercial
feasibility of this project is currently being appched as doubtful due to the
comparatively low amount of gas to be carried big thotential pipeline as
compared to the nearly 450 bcm annual gas consampftithe EU and the huge
amounts currently being supplied by Russia (John2dh4). Another obstruction
is that Israelis keen on protecting its national interests byemnaag 60% to its
domestic market (Keay, 2013), and also primariiysato export to its neighbors
such as Egypt and Jordan (Tcherneval, 2015). Moreover, despite the fact that
Russia has been backing its Middle Eastern partremsand Syria, it has signed
an agreement in 2013 to market Israeli LNG. Thidaboration is expected to
strengthen Russian monopoly and also provide Rusdigrative ticket to the
Asian LNG market including China, India and Jap@&hoyer and Economides,
2015).
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Map 6-2. Gas discoveries around Cyprus Island (Euractiv Riglaters, 2015f)

The gas reserve discovery in the south offshor€ygrus Island, as shown in
Map 6-2 above (Euractive with Reuters, 2015f) ie$een to have positive effect
on the energy security of the EU, reinforce thergyeliversification efforts
thereof, especially away from Russia. It is evexinced that these reserves might
provide a starting point in resolving the stronffestences among the Turkish
Cypriots and the other side of the Cyprus. Howetlez, discovery of potential
gas reserves in the Egyptian waters by the Itddidh(BBC, 2015a) is suggested
to be “the end of Cyprus’ dreams of producing gasfthe offshore Aphrodite
field” (Lomas, 2015). This Aphrodite field (BlockRlin Map 6-2) is estimated to
contain about 127.4 bcm gas. Nevertheless, theigsBgins among Israel, Egypt
and Cyprus are still ongoing (Reuters, 2015b).dct,fCyprus and Egpyt have
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started talks regarding the transfer of gas froms Aphrodite field to Egypt via
an undersea pipeline (Euractiv with AFP, 2015c)e Timost recent discovery in
this zone has been made by two Israeli companiefamar-2, expected to
provide a reserve of 8.9 tcm (Enerji Enstitiisti,601-18b).

Saudi Arabia does have plans to increase its natural gas ptiodubut has
declared that it has no plans to enter the natyaal or LNG export market
(Garcia, 2014)United Arab Emirates does produce some amount of LNG but
most of it is exported to Japakuwait on the other hand is planning to import
natural gas from Iran (Iran Daily, 2015). Thus,sia¢hree oil exporting countries

have currently no plans to get into the gas expasiness.

According to the account given above, it can bel $hat the most promising
options for the EU in its supply diversificationfats is Iraq (willing to
participate to the SGC, however the political ibdites have to be resolved and
infrastructural deficiencies need to be met witk tielp of new investments),
Qatar (LNG export to the EU can be increased aedfahmerly contemplated
Qatar-Turkey-Europe pipeline can be put into motionthe future with Iraq
recovery) and lIsrael (provided that the lobbyingdmdy Greece and Greek
Section of Cyprus prove to be successful). Nevégsise it should be kept in mind
that, although the aim of the EU is gas supply difieation, the end-target is
supply “security” and the political instability prailing in most of the Middle
East Region render the energy trade businessesniitieisomewhat insecure.

Caspian Region

The Caspian countries have proven reserves, cobipamNorth Africa, at 12.7

tcm (Table 6-1). The Caspian Basin has come tofdhefront as an area of
interest with its significant hydrocarbon resourdeiowing the end of the Cold

War and fall of the Soviet Union. It has especidlgcome a main focus for the
EU in developing its Southern Gas Corridor projestth the aim of partially

freeing itself (and maybe the Caspian states a$§ ¥em the hegemony and
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monopoly of Russia (Kdéten, 2013). Thus, the Casptates do have the potential
to sell gas to Europe, however there are manydiioits. First of all, almost all

of them already have contracts with Russia to g®lr gas. Secondly, these
countries need to use Turkey as a transit countsupply the EU and the close
ties of Turkey and Russia might pose a risk sinoekdy would not want to

alienate Russia, which Turkey had backed even duttie Crimean crisis as
discussed in Section 5.4. Thirdly, there is thetrmwersial issue concerning the
Caspian Sea territory with Iran (again a close afiyRussia) which has to be

resolved before being able to export the gas tdthe

Azerbaijan is considered by the EC officials and US expertsedhe best option
to meet the EU’s gas demands (Aydin, 2012; Rathex, 2012) and holds the
potential to become a significant competitor to fessian gas. The Southern Gas
Corridor (SGC) project, proposed by the Europeam@asion in 2008 at the
Second Strategic Energy Review (Aydin, 2012), aim$ransport Caspian gas
(Azerbaijani Shah Deniz field) through Georgia aharkey, for ensuring the
energy supply security of the EU, widening the apéanovement of the EU
states against Russia (Karagol and Kaya, 2014) Tarridor is planning to
make use of the already existing Baku-Thilisi-Eteuar pipeline (the “South
Caucasus Gas Pipeline”) (Perovic and Orttung, 200ifh the future possibilities
of taking in Iragi gas, as well as Iranian and Wzbas, provided that the political

conditions permit (Badalova, 2015).

The Trans-Adriatic Pipeline (TAP)ia ltaly (see Map 6-3) (Trans Adriatic
Pipeline, 2015) is the first proposed componenthef SGC and it is planned to
become the last part of this project to supply ¢ lgas to Europe by 2019-2020,
with the potential to be increased to 20 bcm in ldter decade (Karagél and
Kaya, 2014; Gurt, 2015). The Shah Deniz gas figltbieseen to provide a peak
reserve at about 16 bcm, making it one of the krgeorldwide gas field
(Graeber, 2013).
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Map 6-3. Proposed route of TAP (Trans Adriatic Pipeline, 201

The second component of SGC is Thekey-Greece-lItaly Interconnector (ITGI)
(see Map 6-4) (Edison, 2015) which is foreseenugply Caspian and Middle
Eastern gas to Europe. However, the recent econonsis in Greece has cast
doubt as to whether DESFA (Greek gas company) bélleconomically able
construct its section of this pipeline (Aydin, 2D12
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Map 6-4. Proposed route of ITGI (Edison, 2015)
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The third component is thizerbaijan-Georgia-Romania Interconnector (AGRI)
project (see Map 6-5) (AGRI, 2015). In order toueel the vulnerability and high
dependency of the EU on Russia for gas, Azerba@a@orgia, Romania and later
Hungary have formed a consortium, called the AG#isortium, to transport the
Azerbaijani LNG gas directly to the EU through Black Sea, thereby bypassing
Russia (Maracz, 2011). This AGRI Interconnectofoigseen to transit 2-8 bcm
gas per year with an approximate cost of 1.2-4lohi€, with the feasibility of
the project under review as of February 2015 (AGEI15). This project is
considered to be a counter-attack on the curremepgolitics Russia is applying
on the Balkans and Eastern Europe. However, kedpirsight that the annual
natural gas consumption of the EU was 400-450 bcg0il2 (BP, 2014), this gas
amount at 1-2% of the demand is definitely notisight to break the bond of the
EU with Russia.
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Map 6-5. Proposed route of AGRI (AGRI, 2015)

The fourth component was tidabucco Gas pipelinésee Map 6-6) (Baghirov,
2015) carrying Caspian-originated gas, extendingmfrTurkey to Austria,
Romania, Bulgaria and Hungary which was proposeck ha 2002 (Aydin,
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2012). However, the Shah Deniz Consortium prefeteego along with TAP

project instead of Nabucco (or more correctly, NajmuWest) back in 2013
(Weiss, 2013; Baghirov, 2015). Recently, there haeen rumors about the
revival of Nabucco in the form of Nabucco 2.0, whwill now carry Russian gas
instead of Azeri gas to the EU through Turkey.
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Map 6-6. Proposed route of the cancelled Nabucco (BaghB0y5)

Turkmenistan owns the biggest proven gas reserves in the Gaspgon. The
proposed Trans-Caspian Pipeline to import gas filamkmenistan across the
Caspian Sea and Azerbaijan seem to be strugglisyjtdehe renewed interest of
the USA and EU to build the pipeline (Kucera, 20I8)rkmenistan has recently
turned its compass towards China and other Asiantdes. And the final nail to
the coffin is that Russia has succeeded in Turkst@mito commit all of its gas
export capacity to Gazprom until 2028 (Tcherneval, 2015), which means that
the profits of any Turkmen gas being sold will gn Russia. Actually, a

significant amount of Turkmen natural gas is besalgl to Europe by Gazprom.
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In Kazakhstan, there are many problems associated with thezatitin of the
gas resources. First of all most of the naturalpgaduction is associated with the
development of oil fields and growing petrochemidadlustry (Perovic and
Orttung, 2007). Secondly, the country is battlinghwhuman rights issues,
causing the country to be instable. Thirdly, as ldrgest Kazakh gas fields are
located toward the north, most of its gas is beialgl to Russia, being a better
option owing to the already existing pipeline istraicture, with further plans to
sell to China (Ratnest al, 2012).

Uzbekistan displays a similar profile to Kazakhstan, utiligirmost of the
produced gas domestically (around 80%), sellingesgass to Russia and a few
Central Asian countries (Kazakhstan, Kyrgyzstan dmgikistan), aiming to
supply gas to China, being mostly closed to Westargy investment (Perovic
and Orttung, 2007; Ratnet al, 2012).

In short, it can be said that North African cousdrido not seem to be too
promising to decrease dependency on Russia dubetaurrently low export
capacity and the political instability, althougtpesially Algeria can reduce some
stress in the southern Europe provided that th&tiegi pipeline can be used at its
full capacity. Among the Middle Eastern countriasre gas (as LNG and via
pipeline) can be supplied by Qatar and Iragi gas ba utilized when the
infrastructural investments come to fruition in theedium term. And for the
Caspian countries, Azerbaijan is the focus of tal attention, especially for the
SGC project(s), but the capacity thereof might beta match to sufficiently

reduce the security threat posed by Russia.

A final note here is; owing to its geo-politicalignificant position along the

“energy corridor to the EU”, Turkey is deemed twéa strategic importance in
the transportation of North African, Caspian andltdé Eastern gas towards the
EU (Gromadzki, 2002; Winrow, 2004; Kili¢, 2006).
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6.4. Eastern Group: China, India, Korea and Japan

The final group of countries that will be examinel the Eastern Group
comprised of China, India, Korea and Japan. In $eoh proven natural gas
reserves, China is located at thé"I8ace and India is at the 2place with
Korea and Japan not making the top 50 (BP, 201d¢sd@ countries are all net
importers, located to the south of Russia with ofllgina sharing a small
borderline with Russia. All these countries haveedind of gas relations with
Russia and what will be sought here is the impaduch relations on Russia
(advantages and disadvantages) and on the Russgag&klations (comparison
of the Russia-Eastern Group gas relations with lRtiS9 gas relations), as well

as how the power politics of Russia is working lois eastern group.

In its Energy Strategy issued in 2003, Russia kagosth an oil and gas export
target of 30% (starting with 3%) and 15% (startwith 0%) respectively for the

Asia-Pacific region. For the oil exports, the 20it8ires show that a level of 18%
has been reached (BP, 2014). As for the gas ex@itt®ugh a pipeline to this
region has not yet been built, there are agreemeatgluded and under
negotiation. In terms of LNG almost all of the Rassexports are received by
Japan and South Korea (14.1 bcm) (BP, 2014).

Among the Eastern Grougg;hina is the country that benefits from Russian
energy sources in the most diversified manner, wogdhe coal sector, electric
power, LNG (2.5% of total in 2012), oil and nucleamergy (Shadrina and
Bradshaw, 2013). However, due to increasing comscezgarding air pollution,
China is trying to reduce coal-based emissionshasddecided to resort to natural
gas (ISN Security Watch, 2014).

Russia and China have recently concluded a 30-gaarsupply deal in May
2014, the so-called “Power of Siberia” pipeline jpob, where Russia will be
supplying China with 38 bcm annual pipeline gastisig with 2018 which will

be providing about 20% of the current gas consuwmpdf China (Weitz, 2014).
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Another project — the Altai pipeline project — wkdeasibility studies have been
completed (Gazprom, 2015f) — aims to provide arraB@ebcm per year. In 2013,
China’s natural gas consumption reached about TAd hich is foreseen to
reach 420 bcm per annum by 2020 (Metzel, 2014).

Although the Western States imposed many sanctmmsRussia after the
conflicts thereof with Ukraine, China was more ustinding towards its ally,
probably considering the latter’s territorial dedsatwith Japan and other
neighbors over islands that carry a high possybitif undersea energy and

mineral deposits (Weitz, 2014).

There has been some competition among Russia aina €@ the Caspian state
energy supplies in the near past however this cttigre never reached a
“confrontation” level as there have always beemsitpat these two Powers were
“cooperating well at the corporate level” (Yenikf#ye2011). The “win-win”
status reached among China and Russia has dolptlssBdified their
relationship: China gives loan to Russia for depiglg new supplies and building
the necessary infrastructure for transport to Chimiaereas Russia commits to

supply guaranteed volumes of energy to China (W2Q14).

Some even consider that this companionship is Bgtaaned at reducing the
U.S. power. Nevertheless, China should not be densd as a naive and
blindfolded ally since China definitely does notedwok the manipulative actions
of Russia where the latter has repeatedly and tioteadly delayed the
construction of pipelines to China in order to kemyen its other alternatives.
Moreover, Russia is not much willing to share i&tesof-art technologies with
China in the fear that such technologies may baedoplust as China is not
planning to create a high dependency on just Rugmsa, Russia has also turned

its compass towards other Asian countries as Weédlifz, 2014).
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Russian LNG has many potential competitors in thex€se market such as the
USA (owing to the recent ‘shale boom’), Canada,tBdeca and Australia. As
for pipeline gas, China is not completely dependantRussia considering the
newly built Central Asia-China pipeline with a tatg@annual capacity of 100 bcm
and the pipeline from Myanmar to supply 12 bcm/yesmother aspect to be
taken into account is the possible unconventioral ggserves estimated to be
found in China, although some point out that theestic production would not
reach a sufficient level in the near future (Shaaland Bradshaw, 2013).

After the 400 billion $ gas deal with China, Russéems to have turned its eyes
on long-time ally (Barmin, 2014ndia to build a gas pipeline of 30 billion $ to
India through China or 9 billion $ though TurkmeaisAfghanistan-Pakistan
(the latter is called the “TAPI pipeline”). If tHest option is built, it will take its
place among the most expensive gas pipelines wat&dwhe main difficulty
with this route is passing the Himalayas whichassidered “impractical’. The
second option, TAPI pipeline, is currently on tleeks as the consortium leader
still could not be determined and the terrorisnthis zone definitely does not
help. Nevertheless to fortify its situation, Russigao considers to switch the

agreement to LNG supply should the pipeline agregfaefail (Jacob, 2014).

By the end of 2014, a 10-million-ton crude oil slyppgreement was signed
among India and Russia for 10 years. The reasontiégeal with India took so
long is the troubled relations of India with Chiaad Pakistan, over which any
gas or oil pipeline from Russia will need to paBar(nin, 2014). In addition to oil
and gas, Russia and India have also reached aanagné for Rosatom to build

12 nuclear reactors in India (Kundnani, 2014).

South Koreais another Soviet era-ally of Russia who has lbegn planning to
import Russian gas via pipeline with many agreesiamned since 2003 for
cooperation purposes. South Korea is currently mmpp 70% of its energy

consumption (Vorontsov, 2012). In 2012, the LNG arip from Russia
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accounted for 6.0% of South Korea's consumptionafBina and Bradshaw,
2013). Russia has recently taken on a bold acti@rdse 90% of South Korea’s
debt to Russia. The next step was concluding a mggs deal concerning a
pipeline to pass through North Korea towards Séidirea to supply 10 bcm/year
forecast to commence by 2017. Although the relatemong North-South Korea
cannot be deemed as trustworthy enough, Russiadstiided to take the risk.
Actually, as pointed out by International Busindssies, a parallelism can be
seen here: North Korea will be like Ukraine and tBdgiorea can be thought of
Europe. In fact, keeping in mind that it import eppmately 97% of its energy

needs, coming second after Japan in terms of gaarie(Clark, 2014b).

Due to the lack of indigenous natural resourdegan has to heavily rely on
imported energy. Following the Fukushima nucleaasgier in 2011, the LNG
consumption of the country has been on a steegaser Although the major
supplier of Japan for LNG is Qatar, Japan is sepwiays to diversify its sources
for energy security purposes: this is where Russiemes into the picture
(Kolesnikova, 2012) and in 2012, Japan imported®d its LNG from Russia,
which in turn corresponded to 76.3% of LNG exportemim Russia (Shadrina
and Bradshaw, 2013). Actually, the trade relatibetsveen Russia and Japan date
far back. The desire of Russia to build and exptntes with the Asian-Pacific
Region started during the Soviet period with faneaind coal deals being signed
with Japan (ISN Security Watch, 2014). Howeverrghgas a short lapse among
their commercial relation during the collapse @& thSSR until Russia rose back
on its feet with the rising of the oil prices bytand of 1990s. The bilateral trade
relations among Russia and Japan have risen exjaihesince the mid 2000s,
with Japan exporting cars to Russia, whereas Rusgarting oil and gas to
Japan (Tabata, 2013). Nowadays, Russia is tryingptwvince Japan for a LNG
supply agreement as well as an off-shore gas pgpétir which the latter Japan

has been willing for some time (Kolesnikova, 20Tarquintic-Misa, 2012).

Although in appearance it might seem that Russsattianed eastwards with the
commercial and political sanctions being imposed Russia following the
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Ukraine and Crimean crises, this is not the whodésec Russia had well
commercial relations with all of these Eastern @raountries mentioned here
before the collapse of the Soviet Union and Rubsaid to wait to get stronger

economically to expand its business to the easidi®ia, 2014b).

Based on the account given above, it is clearRuaisia has better relations with
these Eastern Group countries as compared to thiel&dJ This brings forth the
big question of whether the EU should feel concgmgth the increasing gas
relations among Russia and our Eastern Group.ignréspect, it is argued that
Russia actually needs the revenues from the Westdier to be able to construct
the necessary infrastructure towards the South, (flee Eastern Group).
Moreover, as described in Section 4.3, the nafgaal market of the EU is not
expected to grow too much and Russia has more ¢hangh gas supplies to
meet the demands of its European customers whibkimgy met from the West
Siberian fields; thus these diversification attesnpt Russia are not expected to
affect the EU’s energy security in the short to medterm (Campaner, 2006;
ISN Security Watch, 2014k fact, as explained by a Russian official, ttosv|
growth rate of Europe and the rising regulatorkgisvas one of the reasons
Russia has started to place more effort in expanidsnhorizon towards Eastern
Asia. A third aspect is the fact that the “new amdapped” fields of Russia are

located in eastern Siberia, thus closer to Chinei{xv2014).

As for the impact of the major gas agreement sigmmadng Russia and China in
2014 on exports to the European market, Russiacialff have stated that the EU
will remain unchanged in terms its place as the lmemone importer of Russian
gas and that it is envisaged to be guided by thanAmarket prices. However if
the EU continues to push for a single price thraughhe bloc under the Energy
Union concept, Russia has clearly pointed outttiaigas price would not be low
(Karpukhin, 2015).
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A final, somewhat troublesome aspect of the booremsiern trade expansion of
Russia is that the dependency of the Asian statdlussia will increase, and it
has been pointed out that as more of these stai@depending on Russian gas,
the less they will be able to stand against thetrowarsial actions of Russia
elsewhere (e.g. Ukraine, Crimea). In fact, Southreldoand Japan are already
taking it slow in siding with the Western sanctiamrs Russia due to its intrusive
actions in Ukraine (Weitz, 2014). This means tH#dtoagh the Russian-Eastern
Group gas relations would not affect the EU’s gapart, it would cause Russia
to get stronger and not be influenced as much faomy further economical or

commercial sanctions to be imposed on it by thetévesountries.

It can be concluded that Russia has strong alieengas markets should the gas
business or diplomacy decrease with Europe. Howea®rargued within this
thesis, Russia is looking for to increase the fibstion of the capabilities’ via
natural gas (in general, energy) to the west (ko the east (China, India,
Japan and Korea) and to the south (Turkey). Péatigu Russia’s first priority
seems to be selling gas to Europe and use thigattiaal leverage on the bloc.
Furthermore, as China is deemed as a rising poatjust regionally but also
worldwide, Russia’s ultimate target is to gain tdo®peration of this rising power
to withstand the EU and the NATO; end evidentlyséems that Russia is

successfully implementing this scenario duringdteent Vladimir Putin era.

6.5. Concluding Remarks

This chapter, with its abounding content, provites elements that are required
to complete, or at least comprehend, the biggdum@csurrounding the natural
gas policy of Russia with the EU and Turkey. As tenunderstood from the
narrative above, the EU may be able to decreasendepcy on Russia to a small
degree provided that all (or at least most) ofplkans in the North African,
Middle Eastern and Caspian zones become a rebldwever, as described in

detail in Chapter 4, despite the current stagnatmmatural gas consumption
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throughout the EU, the bloc will need extra gasdmplement the intermissions
in the future developed RES utilization, to maketlup loss for the replacement

of coal burning plants and possible decreasesdteaupower generation.

To aid in the process of clarifying the overall tpie, the best method can be
compiling all the narrative given hereinabove witlai chart of pros and cons of
all the countries from to point of view of Russggven below in Table 6-2. The
table below also provides a general summary foh edcthe zones considered
(North Africa, Middle East and Caspian).

Table 6-2.Pros and Cons of the Alternative Gas Sourceseftd and other countries
posing a Global Risk against Russian supplied Géset EU

Region/ Pros for Russia Cons for Russia
Country
USA > Highly effective global player that

is not ally of Russia, alleged
conspiracy with Saudi Arabia to
lower oil prices, Support to SGC
projects, Shale gas and oil
potential, Backing EU and NATO
enlargement, Supporting Ukraine
Application of trade sanctions
against Russia

NORTH » Political instability, ever- » Geographical proximity for ease af
AFRICA changing legal and commercig| LNG transport and possible new
rules, moderate to high pipeline construction, no transit
domestic consumption, proven states necessary
gas reserves not comparable to
Russia
Nigeria - Low proven gas reserves - Providing LNG to the EU
- Aging infrastructure - Proposed Trans-Saharan gas pipeline
- Good ally of the EU
Algeria - Very low proven gas reserves | - Providing LNG and pipeline gas to
- High production costs the EU
- High domestic consumption - Possible presence of shale gas
- Possible trade cooperation with
Russia
Egypt - Very low proven gas reserves | - Providing LNG to the EU
- High domestic consumption - Discovery of a huge gas field off the
- Politically fragile coast of Egypt by ENI (ltaly)
Libya - Very low proven gas reserves | - Providing pipeline gas to the EU

- Civil riots and terrorism
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Table 6-2 continued

Region/Country

Pros for Russia

Cons for Russia

the EU necessitates many tran
states which are problematic

MIDDLE > Political instability, no current| » Much higher proven gas
EAST gas sales to the EU, no reserves as a region when
physical pipeline connection, compared to Russia
requiring Turkey as a transit
country
Iran - Very high domestic consumption - High proven gas reserves
- Good ally of Russia - Removal of international
sanctions due to nuclear issueg
can increase plans of exporting
gas
- (Past) plans to connect to TAP
- Possible connection to a
probable revival of Nabucco i.e
TANAP.
Iraq - Very low proven gas reserves | - EU is very willing to develop
- Lack of infrastructure gas fields in and build a
- Still in the recovery process pipeline from Iraq
after Iraqgi wars - Iraqg accepted to be included in
SGC
Qatar - Possible pipeline connection to| - High proven gas reserves

sit Providing LNG to the EU
- Good ally of the EU

Oman & Yemen

- Very low proven gas reserves
- High domestic demands (Omat
- Politically insecure (Yemen)

D)

- Providing low amount of LNG
to the EU

Israel - Very low proven gas reserves | - Possible discovery of new
- Reserving 60% gas production promising gas fields
for domestic consumption - Potential to sell LNG to the EU
- LNG sales agreement signed - Ally of Greece and Cyprus
with Russia
- Mostly keen on selling gas to
neighbors
Cyprus - The discovery of new gas

fields, in cooperation with
Egypt and Israel in the
Mediterranean can provide
additional gas source for the
EU to decrease dependence @
Russian gas
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Table 6-2 continued

Region/Country Pros for Russia Cons for Russia
CASPIAN > Low proven gas reserves as| » Significant area of interest fo
ZONE compared to Russia, the EU for SGC projects,
(Turkmenistan, requiring Turkey as a transit significant hydrocarbon
Kazakhstan, country known to be a good resources

Uzbekistan and ally of Russia, Caspian Sea

Azerbaijan) territorial issues with Iran

» Tending to sell to China and
other Asian countries
(Turkmenistan, Kazakhstan,
Uzbekistan)

» Present contracts with Russia
to sell their own gas
(Turkmenistan, Kazakhstan)

» High domestic production

(Uzbekistan)
EASTERN > Netimporters of gas, good » No pipeline present yet
GROUP ally of Russia

» Russian LNG transports
(Japan, South Korea)

China - Close ties in many sectors with- Past competition with Russia fo
Russia Caspian zone energy supplies
- High air pollution due to coal | - Presence of a mutual conditional

sector and thus highly in need  trust towards each other

of gas with its vast population| - Possible presence of shale gas
Power of Siberia and Altai
projects

South Korea - Good ally of Russia -No pipeline present yet
Plans to build gas pipeline
Russian LNG being purchased

India - Good ally of Russia - Plans to build gas pipeline are
- Russia plans to sell LNG to present but there are
India geographical, economic and
security-related issues
Japan - Close ties in many sectors with-No pipeline present yet
Russia

- Russian LNG being purchased
with plans of increase
- Plans to build an offshore gas
pipeline

Note: The proven gas reserves of the countries givervealape classified as high (>20 tcm),
moderate (>10 tcm and <20 tcm), low (>5 tcm and &h) and very low (<5 tcm) in comparison
to the proven gas reserves of Russia

It should be kept in mind here that although the BUseemingly intent on
increasing its LNG imports, this is foreseen totcasout twice of the Russian
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pipeline gas (The Economist, 2014) and the potehdéG sources are not that
“secure”. Thus, this shows that the EU puts forthitigs above economy and
even security to attain its goal of gas supplieedsification and freeing itself

from the monopoly of Russia.

Now, after explaining the background and multi-facef the Russian gas
pipeline diplomacy with the EU and Turkey, the nkagical step is to describe
and discuss the Case Study of this thesis beindgstheh Stream and Turkish

Stream gas pipeline projects.
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CHAPTER 7

CASE STUDY: SOUTH /TURKISH STREAM PROJECT

7.1 Introduction

Following the elaboration and analysis of the siégupolitical, economic and
environmental factors, as well as the global risid alternatives influencing and
surrounding the natural gas pipeline diplomacy afs&a with the EU and
Turkey, finally, this Chapter aims to discuss thes€ Study of this thesis, which
is the South Stream gas pipeline project, whichrkeasntly been cancelled and
transformed into the Turkish Stream (or TurkStregaw pipeline project. First,
both projects shall be described, again followedh®yanalysis and discussion of
the Economic and Environmental Dimensions, andhef3ecurity and Political
Dimensions. The Chapter is concluded with the disiun of the applicability of

the selected IR theory, Neoclassical Realism, anGlase Study.

7.2. General Project Descriptions

In its attempts to bypass the transit countrigsyieate the transit fees and risks
thereof, Russia has always been interested inlestaiy a direct route to the EU
in supplying gas as described in Section 5.4. ¢h, lRussia aims to end natural
gas sales through Ukraine by 2019 (Enerji Enstjti15-04-14) when the
current agreement among Naftogas (Ukraine) and i@azfRussia) will come to
an end (Koch, 2015). The first phase of this attemas the ‘Yamal-Europe
pipeline’ commissioned in 1994, passing throughaBed, reaching Germany,
having a maximum discharge capacity of 33 bcm/yHae. second phase was the
‘Blue Stream’ which started to transmit gas dingdtd Turkey by 2005 with a
maximum capacity of 16 bcm/year. The third phases wee ‘Nord Stream’

project: It was commenced in 2006 and this pipelraasmits gas directly from
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Russia to Germany through the Baltic Sea in 2 feidaies, extending over 1200
km. Nord Stream was commissioned in 2011-2012 asdahmaximum capacity
of 55 bcm/year, with an estimated cost of 8.8 dmlliEuros (Luvsan-Ochiriyn,
2011).

In the Nord Stream project, Russia was the majarettolder (Gazprom holding
51% of the shares), but there were European partsech as Germany
(Winthershall and E.ON Ruhrgas, both 15.5%), thé¢hbidands (Gasunie, 9%),
and France (GDF Suez, 9%) (Luvsan-Ochiriyn, 20The route of the Nord
Stream is shown below in Map 7-1 (Rosen Group, 2013

Map 7-1. Route of the Nord Stream natural gas pipeline ¢Rd@sroup, 2013)

The South Stream Natural Gas (SSNG) Pipeline Systera developed to
provide a new supply route that would enhance ¢img-term reliability of gas
supplies from Russia to the countries of Centrdl @auth-Eastern Europe via the
Black Sea. SSNG project was the fourth phase oRtresian bypass policy of the
onshore pipelines through Ukraine and other trazwintries. In 2007, Peter Gaz
Ltd, a subsidiary of Gazprom, began the surveyhénBlack Sea, starting from
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the Russian coast, through the Turkish and BulgaB&Z’'s and through the
Bulgarian shores towards Bulgaria for the Southe&@tr Project (Gazprom
Export, 2010).

SSNG was going to transport 63 bcm gas annuallyoua parallel pipelines at
the offshore section (through the Black Sea) ofptmgect, totally extending over
more than 2,300 km (Felsbach, 2014), and only dmel t(21 bcm) of the

transported gas would be the additional volumedasipplied. In other words,
the remaining two thirds (42 bcm) of the SSNG cépawould have been

comprised of gas diverted from other routes (theelpies through Ukraine and
Belarus) (Poptchev, 2014).

Map 7-2 (Offshore Energy Today, 2013) below shoesititially planned route
of the SSNG project. Then, Map 7-3 (Hafner and iagpggtra, 2015) shows all
the 4 phases of Russia’s initiative to bypass Ulgan gas transmission towards
Turkey and Europe.

Legend
Expansion of the Russian United Gas Supply System
Proposed South Stream Onshore Projects
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Map 7-2. Planned Route of the South Stream Natural Gadifeperoject (Offshore
Energy Today, 2013)
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Map 7-3. Four pipeline projects of Russia to bypass Ukraine
(Hafner and Tagliapietra, 2015)

The SSNG project was first announced to the public in June 2007 when Gazprom
and ENI (Italy) signed a Memorandum of Understanding (Baran, 2008) and was
materialized in May 2009 in Sochi, Russia with the participation of Vladimir
Putin, who was the Prime Minister of Russia at that time, and Silvio Berlusconi,
the Prime Minister of Italy and gas companies from Bulgaria, Greece, Italy,
Russia and Serbia (Bryanski, 2009). The protocol for the passage of the pipeline
through the Turkish EEZ in the Black Sea was signed among Russia and Turkey
in August 2009, which was finalized on the final days of 2011 (Akkan, 2012). A
few months later, an agreement was reached among Russia and Slovenia for
constructing a section of the pipeline over Slovenia towards Northern Italy, which
culminated in the foundation of South Stream Serbia AG in Switzerland to be
responsible from the design, financing, construction and operation of the Serbian
section (Gazprom, 2009). Croatia was also linked to SSNG with another
agreement in March 2010. In the South Stream project, Russia was looking for
some European partners in order to win the support of European companies (in

other words the EU states) and tried to minimize the project risks. In June 2010,
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French EDF was announced to be participating to pitegect in addition to

Gazprom (Russia), Eni (ltaly) and Electricite deartge (France). In the end,
Italian Eni (20%) made an agreement with Gazprom mmed the offshore

section of the SSNG project as a shareholder it 208en, French EDF (15%)
and German Wintershall (15%) also joined the cansorto realize the offshore
section (ENI, 2011). Slovenia and Russia also fednd joint venture called
South Stream Slovenia in March 2011. The investrdentisions for the Serbian,
Slovenian, Hungarian and Bulgarian sections wefkesighed during October-
November 2012lmmediately thereafter, the shareholders of thettfs&@iream

Transport BV signed the final investment agreencemnicerning the offshore part

of the project (Rodova, 2012).

Legend

South Stream Cffshore
Pipeline Project
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Country Boundaries
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Map 7-4. South Stream Offshore Pipeline Project (Subsedd/News, 2014)

The South Stream Offshore Natural Gas Pipeline thvaoffshore component of

the South Stream Natural Gas Pipeline System amsdgaig to be comprised of
four adjacent 32-inch (813 mm) diameter pipelinegrding approximately 931
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km across the Black Sea from the Russian coastAregra, through the Turkish
Exclusive Economic Zone (EEZ), to the Bulgarian stoaear Varna (South
Stream Transport BV, 2015a). This offshore seabibthe SSNG Project is shown
in Map 7-4 above (Subsea World News, 2014).

All three Sectors (Russia, Turkey and Bulgaria)tted South Stream Offshore
Natural Gas Pipeline were being developed by S&itbam Transport BV, an
international joint venture established on 14 Nolen?012 in Amsterdam, the
Netherlands, for the planning, construction, antésequent operation of the
offshore gas pipeline through the Black Sea. S@&itkam Transport BV took
over the management of the South Stream OffshotardlaGas Pipeline from
South Stream Transport AG, which managed it fronoer 2011 to November
2012 in Switzerland and the company moved to Ardstarin December 2012
and was renamed as South Stream Transport BV (Sttoglam Transport BV,
2015b). Prior to October 2011, the Project was libgpesl by OAO Gazprom. The
Russian company OAO Gazprom held a 50% stake inhSstieam Transport
BV; the Italian company Eni S.p.A. had a 20% stake and the French energy
company EDF Group and German company Wintershallinigg GmbH (BASF
Group) each held 15%. For the onshore section efptioject from Bulgaria to
Croatia and Slovenia, Gazprom set up companiestdredd a 50% stake in each
company. Remaining 50% belonged to the host cowdmpany(ies) (Reuters,
2015a).

Then on December 2012, the ground-breaking cerenfonyhe civil works
related to the onshore section took place in AnRpasia (Geropoulos, 2012). In
July 2013, the Republic of Macedonia also announted it has signed an
agreement to connect to the SSNG. During Marchi&i14, the first two of the
four lines of the offshore section were awardedStopem (ltaly) and Allseas
(Switzerland) (Delosevic, 2013).

182



However, the tides started to change directionhiey1ff" of April 2014, with the
Ukrainian political crisis on the rise, when thergpean Parliament agreed on a
resolution to oppose the SSNG project and to sefnclother gas suppliers to
meet the European demand (Novinite, 2014), whiculted in Russia filing a
case against the EU at the WTO regarding the Etbaetively and forcibly
trying to apply its energy market laws put intode@rback in 2009 (Associated
Press, 2014). Then in June 2014, Bulgaria was dotoehalt the construction
works of SSNG project, with the EC claiming thati@garia was in breach of the

Union’s energy market rules (Euractiv, 2014).

And finally, it was announced by Vladimir Putin tre ' of December 2014 in

Ankara that the SSNG project was cancelled duehéoEHU’'s and Bulgaria’s

negative attitude and the project would be renaasedlurkish Stream’ with a

different route (ending at the Turkish-Greek bordather than branching into
Bulgaria, Serbia, Croatia, etc.). On the other ehd, main reasons, from the
viewpoint of the EU that led to the cancellationtiké SSNG project by Russia
can be listed briefly as below:

1. As the main argument of this thesis and as ansihig’ but ‘very well
known’ issue; the behavior of the EU in blocking the SSNG project was to
prevent the empowerment of Russia who was usingéiteral gas as a
weapon against the Balkans and Eastern Europeidassded in Section
5.2). Additionally, the EU argued that SSNG Projectuld not increase
the source diversity and would not decrease — buhe contrary, increase
— the dependency on Russia.

2. The project was in violation of the EU'$*Energy Package which states
that the generation and sales companies need sepgmated from their
transmission business (as discussed in Section 5.3)

3. The Crimean crisis (as discussed in Section 5.5).

Following the unilateral cancellation of the So&tieam project, Gazprom went

on to buy out the shares from Eni, EDF and Wintigio keep good relations
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with its former European partners to possibly usartservices once more in the
Turkish Stream project (Gotev, 2015a). The Turl8steam project is foreseen to
have a maximal depth of 2,200 m, with an offsh@atien length of 910 km. The
capacity is foreseen to be 63 bcm/year — same eaSduth Stream — with 47
bcml/year being supplied to the Greek border of @yr&nd the remaining being
utilized by Turkey. Map 7-5 below (CREF, 2015) sisative routes of SSNG and
the new Turkish stream for comparison purposes.

Russia
Austria |

Hungary

Slovenia

Croatia .
Bosnia.--

S Berz. Serbia

Italy
Bulgaria

Turkish Stream

Gradci Turkey

Map 7-5. Routes of the former SSNG and
the new Turkish Stream pipeline projects (CREF5201

In December 2014, Gazprom and BOTAsigned the Memorandum of
Understanding for the construction of the offsheeetion of the Turkish Stream
(Gazprom, 2015c). The project is planned to be cmsioned by 2019-2020
(Enerji Enstitist, 2015-04-30a). On June 19, 2@iissia and Greece signed the
deal for a section of the Turkish Stream, wherepBamn has also announced its
intentions to build “two additional stretches” teetalready existing Nord Stream
with an additional capacity of 55 bcm/year. Thistlannouncement of Gazprom
was, of course, not welcome by the EC officialyjrsgthat this would definitely
be against the energy diversification efforts & #U (Gotev, 2015b). However,
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recent news shows the determination of Russia et opposition of the EC,
regarding the fact that a Shareholder Agreement been signed among
Gazprom, BASF, E.ON, ENGIE, OMV and Shell for Nd@tream Il project in

September 2015 (Enerji Enstittist, 2015-09-04).

7.3. Economic and Environmental Dimensions

In terms of economic dimensions, the cost of th&NGJroject that was to

transport gas from Russia to Italy was foreseebetd5-16 billion € (Reuters,

2015) with the offshore and European sections. Humomically, this amount

for just the transport of 21 bcm extra was deemiggh bbut the project was

accepted at the time anyhow (Marson, 2013). In faetRussian officials had

argued that the project would bring economic savingth the removal of the

transit fees and lower operating costs since tlighofe pipelines operate at
higher pressure (thereby eliminating the need foidivay compressor stations”
that are very costly) (Luvsan-Ochiriyn, 2011). Beample, with the Nord Stream
project, that bypasses transit countries, Ukraiag lbeen claimed to have lost
nearly 720 million USD/year (UPI, 2011). On the eathand, there were some
analysts claiming that a subsea pipeline would ideohigher maintenance costs

compared to an over-land pipeline (Grib, 2007).

For comparison purposes, South Stream was deembd &xonomically more
feasible than trying to modernize the pipelineastructure of Ukraine or trying

to obtain an increased supply of LNG (Baev et @1,12.

Despite the financially strong partners of the SSH@ financing of the project
was left to Crédit Agricole Corporate and InvestmBank from France, ING
Bank N.V. from U.K. and RPFB Project Finance Ltdnfr Russia. Thus, there
were no Western financial institutions such as &¢fEBRD to provide financial
support of the project owing to political reasos®\th Stream Transport BV,
2015c).
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As for the Turkish Stream, foreseen to be compriskeéour lines, the cost is
expected to be in the range of 11.4 billion € (fnenstitisi, 2015-08-11) to
15.5 billion €, similar to or somewhat lower thametSouth Stream project
(Standard News, 2015). The expectancy for the |gsiee is partly related to the
drop observed in the oil prices during the lastryg&och, 2015). On the other
hand Bulgaria, probably because the project doesuibits interests, claims that
the Turkish Stream would prove to be more costlgt tthe South Stream
(Novinite, 2015a).

Environmentally, we may discuss two perspectivele Tirst perspective is
related to the direct environmental impacts durthg construction and the
operation of the project. In general, environmeimgbacts of offshore projects
are more adverse than that the onshore projeatsh€mffshore section, fisheries
and fishermen will be affected. In case of any @deat, the response will be very
limited. Nevertheless, since this is a gas pipelme not oil, environmental
impacts are much more limited. Moreover, therelnsoat no life less than 150-
200 m depth of the Black Sea owing to the anoxituneaat those depths
(Hurriyet Daily News, 2014). As for the onshoretsat of the project, it directly
affects the agricultural lands, forests, water weses, flora and fauna as
expected. The South Stream project was subjectesht&IA process by the
Turkish authorities, which had stated that thehadfe part of the pipeline would
not pose significant ecological impacts save ferahchovies which are foreseen
to be affected to some degree since the construatarks would coincide with
the migration period thereof within the Black S&aijth Stream BV, 2014). As
an indirect positive environmental effect, natugas, considered as a clean fossil
fuel, can contribute to the lowering of coal usad ahus meeting the EU’s

emission targets to aid in preventing / decelegagilobal warming.
It has been recently announced that the EIA repbith was approved for the

South Stream project, would be valid for the Turk&ream as well, indicating

that the environmental impacts of the new projeitt lve insignificant (Corner,
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2015).The following table summarizes the cost caimspa of Nabucco, TANAP,

Turkish Stream and South Stream.

Table 7-1.Estimated cost comparison of Nabucco, TANAP,
Turkish Stream and South Stream

South Stream Nabucco Turkish | TANAP
Stream
Estimated 15-16 8-141) 11.4-15.5 | 10-11Y
Cost
(billion €)
Maximum 63 10 63 16
capacity (only 21 bcm (to be (only 21 bcm (to be
(bcm/year) | goingtothe | increased to| going to the | increased
EU is an 23) ) EUisan | to 23-31)
additional additional A
capacity) capacity)
Cost per 0.714-0.762 0.800-1.40Q 0.543-0.738 0.625-
bcm/year (0.348-0.609) 0.688
(billion € (0.435-
per 0.323)
bcm/year)

Legend for References:

(*): Schneeweiss (2011)
(2): Hafizazlu (2014)

(3) Today’s Zaman (2015a)

As can be clearly seen from this table, the EUlbstssome of the gas capacity to
Turkey with the conversion of South Stream into Thekish Stream. From an
economic perspective, the Nabucco’s rival Soutleair was going to transmit
six times more capacity with at most double thegriAs for the comparison of
Turkish Stream and TANAP, Turkish Stream is expg¢tehave about 1.5 times
the price of TANAP, transmitting four-fold amount gas (considering the 63
bcm/year). Moreover, neither the South Stream ImeiTurkish Stream is foreseen
to have significant negative environmental impa€snsequently, it is obvious
that the EU continues to prefer its Southern Gasi@wo projects instead of the
Turkish Stream without paying regard to the cogtacity analysis. This again

proves the thesis statement that the intentionshef EU in making such a
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decision is not based on economic or environmeasgects, but rather on

political and security considerations.

7.4. Security and Political Dimensions

The security and political dimensions of the SSN@KiSh Stream projects to
bypass the transit countries of Ukraine and Bel@iawge very deep perspectives,
and date back to the collapse of the Soviet Unidter the collapsing of the
USSR, 14 countries declared their independency I{dikxt the Russian
Federation). Two of them were Ukraine and Belarnd these two countries
mainly followed pro-EU policies after the USSR eplse in the region. After
1990, these newly-independent countries have dpedlpositive relations with
the EU and the U.S.; and, as a basic Westerngailjillar, they desired to set up
‘democracy’ and ‘liberal economy’. As describedSaction 5.2, the EU and the
NATO are expanding towards Eastern Europe wherendorSoviet Union
countries (Ukraine, Belarus, Estonia, Latvia, Lahia and Moldova) and and
current Pro and Anti-Russian countries exist. Uniioately, this region is an area

for the power politics between Russia and the West.

On the other hand, as expected, Russia is evertaeluto give up its dominancy
on the former Soviet Union countries. Moreover, adweer military power use is
necessary, Russia never has avoided using it suiegh @hechen wars (First in
1994-1996 and Second in 1999-2009), Georgia (2@68)most recently in the
Crimean annexation (2014). One of main reasonsdethie Crimea issue is that
Russia has a (mis?)perception that NATO was plansat a military base on the
Black Sea cost in Crimea which Russia clearly did want (Sputnik News,

2015-03-16).

In such an environment, these transit countriesdammed as ‘buffer countries’
and suffer the power politics between Russia aedWest (mainly the EU and

US). In terms of gas pipeline diplomacy and gasdpart, former-Soviet
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members Ukraine and Belarus have important geagatdlitocations between
Russia and the EU as transit countries. Espedi#fiaine is the country that is
most affected between these two powers and hasl faxagor/drastic political

movements such as the 'Orange Revolution' in 28@4tlze Euromaidan protests
during 2013-2014. As discussed in Section 5.4,etheas a power change in
Ukraine and pro-Russian government lost its domueario the pro-EU

government. This meant that Russia was losing 6its omportant supporters to
the EU which was deemed as unacceptable by thadRussderation.

After the first gas crisis in 2006 (Section 5.4¥wiUkraine and Belarus, Russia
paced up its decision to bypass these two counties to transport the gas to
Europe through the Baltic Sea (Nord Stream Projaat) the Black Sea (South
Stream Project). In fact, during the developmerdasghof the SSNG project, in
2009, Ukraine stopped the gas flow to Europe onoeereolidifying the decision
of both Russia and Europe to find alternative regiace these crises posed a risk
in terms of energy security for the EU and sup@guwsity for Russia. Italy had
repeatedly displayed its concerns for securityhefEU’s energy in using Ukraine
as a transit country considering the 2006 and 2§} crises, and had clearly
emphasized that South Stream would increase Ewopeergy security
(Gazprom Export, 2009). On the other hand, EC iaf8chave recently begun to
clearly express their support for Ukraine, indicgtthat they consider Ukraine to

be a trustworthy transit state (Gotev, 2015b).

The Baltic Sea and the Black Sea are the best alydavailable routes without

any transit states in between because via theserdawes, Russia is able to
bypass Ukraine and other pro-EU countries, and iRuss continue to set up
rules and protect its dominant position in the asiness towards the EU, and
also continue to use gas as a political leveragearis Eastern Europe and

Western Europe countries.
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As argued in this thesis, security and politics #re main drivers for the

international gas pipeline projects and South &irg@aoject is one of the best
case studies that exemplify this statement. TheélS8tream Project was going to
bring additional gas to the Balkans and Easterrofgurat only one third of its
total volume (21 bcm), whereas the remaining 42 bamld be diverted from

onshore pipelines (Ukraine and Belarus) betweersiBwsd Europe. One of the
major aims was to bypass Ukraine and other traasittries, despite the project
realization being much expensive (Baran, 2008)cespared with the operation
and maintenance of the current onshore pipelinad)raine and other transit
countries. Thus, energy security and policy had/agited over economy in the
decision to build the SSNG pipeline (Stern et 1 %).

The politically controversial (Chyong and Hobbs,12p SSNG project was
mostly targeted for the strategic and politicaémests of Russia, and Gazprom in
particular, to increase the dependency of Europ&wssia and thereby expand
the monopoly held by the latter regarding natuied.gSSNG project was even
considered to be a ‘divide and conquer’ attempRo$sia, where Russia signed
bilateral agreements (strictly against the EU eygrglicy) with the EU states
through which the SSNG pipeline was going to p&sr(erantsev, 2015). It is
worthwhile to mention here that high dependencyaosingle source increases
vulnerability of the EU and South Stream projecthiler providing some
theoretical increase in security for the EU by atiating an unreliable transit
state (Ukraine), it still does not change the sigpgRussia). Thus, dependency
on Russia would increase, and security in termi®fEU would decrease, if the
SSNG pipeline was commissioned. Moreover, as SSlA&perceived as a direct
threat to the viability of Nabucco, it was morenhaatural for the EU to stand
against it. Secondly, SSNG project was developed eB=action to the Southern
Gas Corridor aspirations of Europe in order to lsgpRussia in search of other
gas suppliers. Moreover, if the SSNG pipeline waitt,it was going to draw gas
from Central Asia, as well as possibly from the @as area, to avert the

Nabucco and any other Southern Gas Corridor gadipgpproject plans of the
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EU, i.e. TANAP. Thus, South Stream was definitebers as a key in Russia
maintaining its political leverage on Europe (Bar&008). It has also been
claimed that the EU was trying to buy time to depethe Southern Gas Corridor
projects, Nabucco at that time (Socor, 2008), aawl TANAP, while deliberately
putting forth opposition against the South Streaojqut.

A special case here is Bulgaria, sometimes cabetthe ‘Trojan Horse’ of Russia
inside the EU (Pomerantsev, 2015), who was highlypertive of the SSNG
project, with nearly 80 Bulgarian companies signprgliminary subcontractor
deals, and was foreseen to lose significantly shoé route of the project be
routed through Turkey and Greece instead of BudgéBatkov, 2015). It was
even claimed that Gazprom was dictating the tendeprocedures ongoing in
Bulgaria for the South Stream project, Bulgaria wasd mostly still is)

excessively pro-Russian throughout its governmé&jgvic, 2013) and that
corruption was widespread in Bulgaria with the “gadian political system
permeated by criminal organizations linked to thes$tan state” (Institute of
World Policy, 2014). In the end, Bulgaria was fatd¢e abandon the project with

claims of the EU that Bulgaria was in violationtbé Energy Union rules.

As for the position of the USA; it was also against the South Stream project since
it was going to increase the empowerment of Russigh was something the
USA definitely did not want (Ahmed, 2014; Brockers, 2014).

And finally in 2014, the Crimean crisis came tofaae which clearly showed the
consequences of the power-driven acts of Rusdiar, which the already-shaky
relations among Russia and the EU took a turnHerworse. It was stated in
many articles that South Stream was put at ridbrag as the military issues with
Ukraine and Crimea were not solved soon (Pirani et al, 2014; Ria Novosti,

2015a). The EU already increased its pace in takimg steps regarding the

solidification of the Energy Union which was an atthe EU to increase energy
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security and decrease dependency on a single sduegey Russia (Euractiv,
2013).

It has been claimed in many occasions as how tlhS8tream was utilized by
Russia as a tool for political influence over thestérn Balkans (Mulalic and
Karic, 2014). Thus, the root of the problems regeyd5SNG was argued to be
rooted in the clash of power among Russia and thenStead of the so-called

incompliance with the EU trade rules.

Thus, the cancellation of SSNG project was notrsexpected with many related
parties foreseeing this event owing to the escajatnsions among Russia-EU,
sanctions being applied and South Corridor projésigbucco, TANAP, etc.)
being developed (Micco, 2014). It was repeatediyest by the EU officials in the
same sentence that the South Stream would haveetptbe EU energy market
laws and Gazprom would not be allowed to have ih& fwvord in the project.
This is another indication of the power struggléasen the EU and Russia. This
cancellation and transformation in fact clearly rapéfies the prevalence of
political (and security) will over economic intetesince the new route is slightly
longer. Bulgaria had made many preparations osids which will have to be
scrapped since the new route now comes to the Greelder (but not entering
and thereby avoiding the application of EU rules)l as Greece is economically
in a far worse situation than Bulgaria, Russiad@mamitted to take over the costs
of Greece, implying that the cost of Turkish Streauti be higher for Russia
(TCE Europe, 2015).

In the perspective of Turkey, the country was saithe utilizing its geopolitical
advantages efficiently in giving permission for Black Sea EEZ to be used in
the South Stream project, which was foreseen teribote to the energy security
of Turkey (Baran, 2008). Nevertheless, South Strpeoject being cancelled and
converted into Turkish Stream is a more preferaitigation, since Turkey will

now be able to obtain more gas with the Turkisle&tr (16 bcm/year), it will be
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a significant step in being a transit country arayrbe an important progress for
becoming a ‘hub’. Russia-Turkey relations were et highest point since the
beginning when their mutual relations started uthté 24" of November 2015
when the Russian warplane was shot down by the iSturRir Force jets.
However, during the Ottoman Empire time, these twantries were historical
enemies and there was a great rivalry between thdtar the revolution in
Russia and establishment of the Republic of Turfedter World War 1), both
countries followed peaceful relations and most hedf time realized successful
cooperations although they were at opposite sideisgithe Cold War era. But,
in the recent decades, two countries have realizeglimportant steps especially
in the energy area. Russia is one of the main grargpliers of Turkey in terms
of oil, gas and nuclear power. In these circum&andussia’'s new favorite
transit country is Turkey for the ‘Turkish Streamoject’. Turkey, as usual, is a
supporter of the project and will have strategid anonomic (discount in the gas

prices imported from Russia) advantages.

However recently there have been some news reggptbtin possible obstacles
standing in the way of the Turkish Stream agreeraeming Turkey and Russia.
First of all, Russia seems to be forcing the hahd@wkey to sign the Turkish
Stream agreement for Turkey to be able to recdieefarmerly promised 10%
price discount on gas but Turkey insists that dissount be applied whatever the
outcome of Turkish Stream project is. Turkey is Bagizing that this discount is
its right since the oil prices have fallen abou®##8ince June 2014. Secondly,
Turkey wants Turkish Stream to be incorporated ii$o national gas grid
whereas Russia is approaching this request reliictéibay, 2015). Thirdly,
Turkey it is being claimed that the ‘traditionaifrained’ relations among Greece
and Turkey might slow down the process for the ®iriStream. (Zhavoronkov,
2015). Moreover, the current political uncertaiatyd increase in terrorism can be
a reason why the related agreement for Turkisha8treas not been signed yet

among Turkey and Russia.
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Just as in the South Stream, the European Commissistill approaching the
Turkish Stream project with certain hesitancy ag fthtter still increases
dependency on Russia (Enerji Enstitisu, 2015-04749 Turkish Stream is also
argued to be politically-driven rather than econmatty-driven (Erkul, 2015).
And in the same manner that Nabucco was put farthnaalternative and rival of
the defunct South Stream, TANAP (the replacememaifucco) is considered to
be the rival of the planned Turkish Stream. 1,8604ang TANAP project, with
a cost of about 10 billion USD will transit gas riiothe Caspian zone at 16
bcml/year, planned to be increased to 23 and 31yeanby 2023 and 2026,
respectively. TANAP is planned to be commissiongd2618 (Enerji Enstitlsa,
2015-04-30b).

The approach of the USA has not changed either. I$SAill giving ultimatums
to Greece so that it does not enter the Turkisba®trproject (Enerji Enstitlisa,
2015-05-11c), hinting that IMF credits will be moeasily provided should
Greece puts more emphasis on the development ofAPANAP instead of the
Turkish Stream (Enerji Enstitist, 2015-06-05). N#wdess, Greece has
displayed its positive tendency towards this prioyeaich will definitely boost its
economic and political status (Enerji Enstitisil 205-11d; Euractiv with AFP,
2015a). It has even been claimed that, owing tosiingport provided to the
Turkish Stream by Macedonia, the USA was behind tthrenoil ongoing in
Skopje (Enerji Enstitisi, 2015-05-20).

After losing significant money with the cancellaticof the South Stream,
Bulgaria has also stated to pursue of its inteiregoining the Turkish Stream

with the proposal of building a gas storage facibih Bulgarian soils (Eneriji

Enstitisu, 2015-06-22b). In fact, Azerbaijan hasreindicated that it would be
willing to provide gas for the Turkish Stream pujeclaiming that the Southern
Gas Corridor projects do not form an alternatiaher a complementary of the
Turkish Stream (Enerji Enstitist, 2015-06-23).

194



7.5. Concluding Remarks: Theory-Practice Cohesiorof
South/Turkish Stream Project

This thesis argues that political and security digi@ens play a more influential
role in determining the prospects of the realizatid the natural gas (pipeline)
projects. The EU has clearly and repeatedly indat#éhat it values security over
economy regarding the gas supply of the EU. This eeemplified by giving
priority to the development of SGC projects, whare accepted to be costlier
than buying (more) gas from Russia via the alreakysting pipelines

(Tagliapietra and Zachmann, 2015b).

Secondly, this thesis is based on the ‘politicabatessical realist approach to
international relations’ framework. As explained 8ection 2.3, neoclassical
realism is the best International Relations thaorgrder to explain natural gas
politics of Russia with the EU and Turkey. It isased that although Europe’s
foreign policy mainly can be explained by liberastitutionalism and Turkey’s
can be explained by constructivism, in our casessiRts foreign policy can be
explained in general by realism considering thea@spnist actions of Russia to
increase its dominancy and power in as many casas possible using crude
military force or other weapons such as energycfipally neoclassical realism
is the best theory that matches with the naturalpgditics of Russia with the EU
and Turkey. The main reason that neoclassicalsraails being claimed is that
internal factors and players have also effect endtate’s foreign policy. In our
case, Russian foreign energy policy is directleettd by Gazprom’s natural gas

policy as an internal actor in the Russian Fedamnati
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CHAPTER 8

CONCLUSION

This thesis aims to discuss the intricate relahgnamong Russia, the EU and
Turkey regarding natural gas (pipelines) diplomaatgempts to put forth how
this relationship will unfold over the backdropefolving energy orientations of
Turkey, the EU, as well as Russia; claims that igepolitical dimensions

prevail over economical-environmental dimensionateel to trans-boundary gas
pipeline decisions; and argues that neoclassicalisre best describes the

abovementioned relationship and diplomacy.

In terms of the theoretical perspective of the argnt, neoclassical realism can
well explain and support the argument. This IR thessserts that state power
becomes a function of the leading institutions mleblogies within the state and
this, in turn, shapes the international relatiohthat state (Taliaferro, 2006). The
best example of a leading institution in the gdatiens of Russia with the other
states is Gazprom, which definitely gives directkonthe state in its foreign

policy. Moreover, neoclassical realism also indisatthat states may be
cooperating and competing at the same time, inrotlugds seeing each other
both as security threats and also economic par{@opatcheva, 2012). This is
obvious in the gas relations between the EU andkiRusho seem to be in a
power-struggle and striving to reduce dependencgamh other, but at the same
time, still trying to reach some kind of understimgdand cooperation. The fact
that the EU has applied many sanctions againsti&Rbss left gas out of these
sanctions proves this point. Another aspect of lassccal realism is the

emphasis it places on “external imperatives” antibagaeaction concept. It has
been argued that many of the Russian politicabastiwere actually reactions
towards the attitude displayed to it by the Wedt (BSA, NATO). Furthermore,

Russia’s acts target reinforcement of its powethim international arena, but it
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also requires a level of cooperation and recognitier example Russia actually
does not want to alienate the West especially ganas to the modernization of

the gas pipelines, in which it needs the help efi#tter.

Russia enjoys all the advantages brought about itstlvast energy-rich and
mineral-rich soils. In fact, it can be said thaivds energy and mineral resources
(oil, gas, coal, power, gold, etc.) that made Rusdile to pay its internal and
external debts, regain its political power in theéernational arena and thus, rise
above the ashes of the fallen Soviet Union likenagmix. As for the natural gas
policy, Russia (and other states) puts more weight economic (and
environmental) concerns regarding the domestigogasdines. However, when it
comes to the trans-boundary pipelines, securitypemitics come to the forefront.
The expansionist approach of Russia prevails mdheéa as well since it does not
wish to sever the ties with the EU and Turkey auifyebuying most if its gas.
Russia wants to utilize and even exploit the ressmrof the Caspian states;
extend its pipeline network towards the Eastermt@es (China, India, Korea,
Japan) and remain allies with the Middle Easteranties to avoid becoming

competitors with them.

An interesting comparison here would be pipelirengport of gas versus oil.
Internationally, oil has a fixed price. Whereashe gas markets, the prices are
somewhat, but not completely, tied to the oil pic&hus, the prices are set
depending on the negotiation among the seller &aedbuyer. Moreover, gas
pipeline market is dependent on long term (20-3@rgjecontracts, which is a
distinctive difference. This makes gas diplomacynach more important and

sensitive issue.

In terms of natural gas, 58% of Turkey's and 24% tbé whole EU’s
consumption is being supplied by Russia via pigslirHowever, when the states
comprising the EU-28 is examined, it can be seex there is a significant

variance among the states in terms of dependendyussian gas; with Latvia,
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Lithuania, Estonia and Finland being 100% dependenbne end, and Croatia,

Denmark, Ireland, Portugal, Spain, Sweden and tike heing 0% dependent on

the other end. Turkey holds a unique position, teddetween Russia and the
EU, as well as between the North African, Middlesteéan, Caspian states and the
EU.

Nuclear power provides highly efficient and carldfee energy generation,

however the hazardous wastes produced requireutaisposal and the possible
disastrous consequences in case of safety viotatiwnnatural events such as
earthquakes makes this power generation optionwbatedoubtful in the eyes of

the public and sometimes the government as wetl.ekample, the Fukushima
disaster raised significant concerns worldwide altdred the nuclear policy of

many countries. The most notable example is Germnganerating about 10% of
the total nuclear capacity of the EU, who has detith phase-out all its nuclear
reactors by 2023. Although this may lead to a agsioh where Germany might
opt for increased amount of gas, it is forecashed it will not be the case since
Germany has successfully replaced the gap in teeggnsupply with RES.

Moreover, more than 50% of the nuclear energy effbl is generated by France
and this state has no plans of a nuclear phase;detwadone a phase-out. Thus, it
can be argued that the alterations in the nucleBcypin some states of the EU

will not make a significant change on the gas defr@drthe EU as a whole.

As for Turkey, it has already begun the constructib Akkuyu Nuclear Power
Plant by Rosatom of Russia, and the plant is pldnaegenerate power starting
with 2020. The total power to be generated by tiheadtors corresponds to about
6-7 bcm of gas as of 2023. Considering that Tuikgyorted 27 bcm of Russian
gas in 2012, and even with a conservative 6% ye#artyease in energy
consumption, the gas demand from Russia wouldaig&d bcm in 2020, and this
6-7 bcm to be substituted with nuclear power waulkt likely not create much
of a decrease in the total gas imports from Ruséaertheless, it should not be

forgotten that in terms of dependency, Turkey yit be shifting the sector from
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gas to nuclear, but dependency on Russia will nenmMoreover, considering the
high amount of coal burning plants (25% of genetag@ergy in Turkey is
obtained from coal-fired plants), Turkey might akxito phase-down these GHG

emitting plants instead of gas imports.

Natural gas production in the EU has been decrgasiite 2010 and is foreseen
to decrease more according to 2035 forecasts, wheensumption is foreseen to
increase, despite at a slower pace, resultingposaible increase in imports. The
EU is hoping to close this gap with RES, shaleiggmrts, increased efficiency,
imports from sources other than Russia and incdebBBKs imports; however all
of these items do not seem to be enough in reddhandependency of the EU on
Russia lower than the current 25%. The first reasdhe obvious expansion of
the EU into 28 states some of which have no ressuat their own but have
increasing demand. Secondly, most of these iteing labout economic burdens
which some of the states will not be able to beamswering their lower
economic standing as compared to the rest of the E9gecially Greece is a
significant example which has recently neared watang bankruptcy or leaving
the EU altogether. And thirdly, despite desiringdiecrease its dependency on
Russia, our case study, being the Turkish Streamstimated to bring the EU an
additional 21 bcm/year from Russia. There are euvemors about the possibility
of a new Nabucco project, which will bring Russ@as instead of Caspian gas
this time. Another far but not impossible situatisnwhere Turkey is also taken
into EU as a member, which would undoubtedly inseethe dependency on
Russia considering the former’s high and ever-iasiregg population, and that it

imports nearly 60% of its gas from Russia.

Shale gas is considered as a competitor for nagas] however the extraction
methods of the former have significant environmeated economic concerns.
USA (15%), followed by China (14%) are the firsiotwountries with the highest
amount of technically recoverable shale gas. Adagrtb the EIA figures, Russia
(4%) is at the ninth place. Within the EU, no statakes the top 10 list and the
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few states, which do have a certain level of priédoabale gas, such as Poland,
Bulgaria and France, are facing technical diffiesltin addition to regulatory
restrictions and public opposition. Turkey is atsmsidered to have a low level
of shale gas (3%o of the world) but not enough t&enany change on the import
dependency thereof on natural gas. Thus, if theaBt Turkey is planning to use
shale gas in their energy matrix, they need to mpoprobably from the USA,
which is estimated to be more expensive than nagas imports from Russia
owing to the high cost of transport of shale gathaform of LNG. As a result,
should the EU tend to increase LNG imports from USAubstitute for Russian
gas, this will definitely be a political and sedwielated decision rather than en

economic one.

Another initiative of the EU in reducing energy samption, GHG emissions
and dependency on external sources of energy BOH28-20 Directive aiming to
decrease emissions, increase efficiency and exgpendhare of RES utilization.
There are many theoretical sources of renewableggnieowever, technical,
economical, geographical and climate constraingiltein the utilization of
hydraulic power and wind power more commonly, tbgetamounting to over
70% within the total RE utilization within the EThe remaining 30% is almost
solely comprised of biomass conversion and solaelsa Although it has been
argued that the target of 20% increase in the disRES is too low, with a
potential to be increased up to 70%, one of theaxmpeidblems is the current lack
of cross-border RE trading within the EU. It isdseen that the EU as a whole
will be barely able to reach its target by 2020rkéy on the other hand, has a
significant potential for RE (especially solar, @jngeothermal) and despite
having set goals to increase RES utilization, @nse to be mostly focused on
building more hydroelectric power plants which eaisertain environmental
concerns on their own. Nevertheless, the interntittend less-reliable nature of
the RES systems necessitate the use of backup @amglementary energy
sources, among which natural gas proves to be tbst mfficient and least

environmentally damaging option. As a result, tlegeptial increase of RES
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usage in the EU and Turkey can cause a level afedse in the natural gas

consumption but definitely at a lower percentag the increase in RES.

The second aspect of the mentioned Directive isedirat increasing energy
efficiency up to 20% to reduce unnecessary consomg@nd losses. However,
this matter requires extra meticulousness and tiegdio advanced technological
systems, thus placing a higher economic burdences|yeon the less wealthy
states of the EU. In general, the EU is not exgettebe able to live up to its
promises in terms of energy efficiency by 2020 #aldsignificantly short of the

20% target. Moreover, it should be kept in mindttB@8% efficiency being

reached does not translate directly into 20% deer@a consumption due to the
‘rebound effect’, meaning that some of saved en&dyeing redirected towards
industrial and other welfare gains. Turkey on tlileeo hand, has a significant
high energy demand and much higher losses as cethpathe EU. Although an
Energy Efficiency Law was put into force in 2007damany other legislative
steps have been taken thereafter, Turkey still &@adengthy and thorny road
towards attaining its efficiency goals. Thus, tinergy efficiency targets are not

foreseen to create much of an impact on the gasrispf the EU or Turkey.

The final ‘20’ in the 20-20-20 Directive is the 20éduction target of the EU
regarding the GHG emissions which is a hot topidlenworldwide agenda due
its imminent effect on the climate change. Howetis target is considered by
many as too easy to attain and too low to actuedignbat with the climate
change. In fact, the EU has almost reached (18%aitet as of 2013. Therefore,
there have been recent developments where thet tafg6HG reduction is
proposed to be 40% for 2030 but this value has yait become binding.
Considering that many academics and researcheug dahgt 2050 ambition of
80-95% emission cuts require much drastic measinas the ones already in
force, it can be safely assumed that the coal akfiring plants need to be
phased down and even phased out by 2050. Theytods=l preferably replaced

by RES technologies as much as possible howevemnoetc and technical
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concerns will most definitely limit the completebstitution in such a short time.
Nuclear plants can also be considered as a substitawever, economic,
environmental and public opposition concerns, ai a® the current trend in
some of the EU states in phasing down/out nucléamt® may not make this
prospective substitute a viable option for the HWus, it can be argued that
natural gas will be the least harmful and the loggton of energy source of the
EU during the efforts to diminish GHG emissions.rkay is not under any
obligation for GHG reduction until 2020 howeverhés an aim of 20% reduction
by 2023 with voluntary projects. However, the GH@issions of Turkey have
been on the rise since 1990 owing to fast incrgaspopulation and
industrialization, as well as high level of lignitieed power plants. To counter
this situation, Turkey has focused its attentionnoiclear energy but the plants
will only come into operation by 2020 and by th#dre population is foreseen to
raise another 5-14%. Therefore together with nuokeeergy, natural gas again
seems like the best complementary option for Tuikeiys efforts to limit GHG
emissions. As a result, it is evident that the atientarget, by itself, is expected to

have a positive effect on the gas imports of thealad Turkey.

The most recent development in terms of combatiith the effects of climate
change is the Paris Agreement signed on tHe df2December 2015 with the
consensus of 196 countries. This Agreement aimsia@ae reduction of GHG
emissions worldwide and limitation of climate charaj well below 2C, even at
1.5°C by 2100. The downside of this Agreement is tladibeit putting forth
ambitious targets for all of the signing partiesere are no binding punitive
actions decided for the countries that fall shdrthis target and there are no
clear-cut paths drawn out to reach such targetghéw, this new treaty can be
considered as a pro for natural gas since it ie@ncand relatively cheap fossil-
fuel based energy source that can be used to camaptethe existing and new
RES systems, and replace the lesser environmeiftigihdly alternatives that

generate much higher GHG emissions.
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All'in all, it is can be said that increase in te@ewable energy source utilization
and energy efficiency might theoretically have aabmegative impact on the
prospective gas imports by the EU and Turkey fronsda however, the GHG
reduction goal, being a much more pressing mattéirhave a positive impact.
Therefore, the 20-20-20 Directive and the Parise&grent are expected to make

a zero or positive impact on the gas imports ofbleand Turkey from Russia.

Since the EU has been aware of the possible exmectaf increased gas
utilization, it has aimed to increase LNG imporistead of resorting to increased
dependency on Russian gas. Despite the source-mariependency and
flexibility of LNG supplies, there are several disantages of LNG as compared
to pipeline gas. First of all, the production casthigher and it necessitates
specially designed carriage tankers, in additiogdsification plants which add
on to the cost. Secondly, although LNG transportossubject to transit country
or physical pipeline attack risks, it can still ingerrupted with piracy attacks and
political instabilities of the originating countsele.g. Middle East and North
Africa). Thus, this act of the EU, i.e. attemptibg substitute Russian gas
received from already laid pipelines with costly GNshows the security and
political concerns overthrowing economic concerharkey is also trying to
diversify its energy sources, with almost 25% iase of LNG import as
compared to 2013 and has signed new agreementsQaitér to increase the
share of LNG owing to the recent political tensiovith Russia and the possible
expectancy of Russia cutting off or reducing gagspbuto Turkey should such
tensions continue to escalate. However, since Ries clearly stated that such a
cut-off or reduction would not take place, it cam ¢oncluded that future LNG
purchases of Turkey can decrease potential addltigas imports from Russia,
meaning that this will have an overall zero effectthe current level of pipeline

gas supply from Russia.

Coming to the security and political aspects, ting fopic is the power politics

played by Russia and the EU on the Balkans andeEa&urope. Most of this

204



area was either seized by the USSR or under constneffiect by the end of the
1940s. This power of the Soviet Union created aursigcthreat perception for
Europe and the USA, leading to the foundation of TAIn 1949 and the
European Union in 1957. During the 1960s, this ataged to liberate itself from
the effects of the Soviet Union and when the latt#lapsed in 1990, most of the
states declared their independence and many of stemted to realign themselves
with European and Western civilizations. 3 of themEstonia, Latvia and
Lithuania — even became EU members by 2004. Duhigyperiod, NATO did
not halt its expansion either and continued to miwveard Eastern Europe and
Balkans. As can be seen from Map 5-2, the expamswements of the EU and
NATO to encircle Russia has reached a point whafrg Okraine, Belarus and
Moldova have remained as the “buffers” betweenBEW&NATO and Russia. On
other hand, Russia still has significant power abese states considering their
increasing energy, specifically gas, requirememid @conomic dependency on
Russia. This account clearly shows the action-r@aechovements in time related
to power play and politics. The story is far frorairlg over and it seems that
Russia will continue to counter the expansive moxais of the West with its

continued reign over the Balkans and Eastern Europe

The second aspect is the Energy Reform Packages specifically, the "3
Energy Package developed by the EU in 2009 follgwire second Russian gas
interruption. This package emphasizes energy dgcas well as sustainable and
liberalized natural gas market throughout the Unibime major element of this
package that has created significant conflicts viRtissia and even led to the
collapse of the South Stream Pipeline initiativéhis “unbundling provision” that
necessitates the separation of the supplier fratniloliter in gas pipelines, which
is overtly directed at breaking the monopoly of @am within the EU. Another
byproduct of this package was the semi-materiatinabf the Energy Union
concept within the EU, encompassing the 20-20-2€ediive aims, energy
security, as well as targeting to decrease depeydem Russia. Although these

steps taken by the EU are theoretically strong,stheation in practicality is not
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s0. A serious situation at hand is the economicrdomm of Greece and the strong
pro-Russia tendencies of Bulgaria and Greece, ®&dlyecregarding the
prospective Turkish Stream project. Another exampl€oland, who, despite
being strongly anti-Russia and leads the discussiegarding diminishing the
dependency on Russia, has clear objections regptidenadvancement of the 20-
20-20 Targets owing to its own technical and ecanahdifficulties. All these
clearly show that although the EU can be a “Uniby"definition, it definitely is

not “united” on significant matters.

Another theoretical topic that can be discussethesEDC (European Defense
Community) which failed to become a reality, tramsfed into ESDP (European
Security and Defense Policy), which has recentlgnbeonverted into CSDP
(Common Security and Defense Policy) covering tefemise and military issues
within merely the domain of the EU. The EDC initat proposed back in the
1950s was targeted to form a bloc among the Europtdes of West Germany,
France, Italy and the Benelux states, against tiveeSUnion, as an alternative to
NATO, and as a response to the rearmament catleotUSA for West Germany.

Had this initiative taken life, Europe might havecbme stronger on its own
instead of choosing to side with the USA-NATO onnmaspects, gain a more
military edge, even take on more of a realist natiran a liberalist-pluralist

nature.

The third aspect is related to the attitudes oftthasit countries located on the
route of the pipelines from Russia to the EU. Tingt fis Ukraine, over which
55% of the Russian gas destined to the EU pashessihate is heavily dependent
on Russia for both gas and oil. It was once a @ftie USSR and has fluctuated
between pro- and anti-Russia tendencies sincedl&pse of the Soviet Union,
leading to many significant events such as the @raRevolution in 2004,
Ukrainian gas crises in 2006 & 2009, Euromaidartgats and finally Crimean
annexation of Russia in 2014. The seconBakarus which accommodates about

15% of the Russian pipeline gas going to Europee $iuation is not much
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different here with fluctuating ally-status with §sia and again a strong
dependency on Russia for gas, oil and many othanumlities. Belarus can be
considered to be lesser ally to the EU as compswedkraine owing to the
former’s internal problems. The conflicts betweeglaBus and Russia led to, not
gas, but oil pipeline disruption towards Europe2B07. The last (prospective)
transit state isTurkey, with its unique geopolitical position as both vbeen
Russia-EU and Caspian States-EU, making it potgntialuable for both Russia
(e.g. Turkish Stream) and the EU (e.g. Southern Gasidor). Turkey is trying
to keep warm relations with both Russia (despitewar plane being shot down
by Turkish Air Forces on November 2015) and the ®©Ucreate a win-win

situation for itself.

The final aspect in the political and security adagations is the evolvement, or
rather recession, in the gas trade relations arRusgia and the EU following the
Ukrainian and Crimean crises. These crises broawghsurface the (energy)
security and dependency issues of the EU and creatgignificant rift in the
formerly quasi-stable relations among the two pew@&he reactions of the EU
against these gas interruptions (Ukrainian criges) hostile actions of Russia
(Georgia-Ossetia war in 2008, Crimean crisis in4QQaclude the imposition of
several commercial and financial sanctions agaRsssia, enforcing the'™
Energy Package, speeding up the Southern Gas Gointiatives and taking
stern actions towards the formation of an EnergjolnSurprisingly, or maybe
not so surprisingly considering the one third gapehdency on Russia, the
mentioned sanctions were not related to natural (§zezprom) but mostly
targeted at financial and commercial Russian cepmors. The reactions of
Russia were aimed at eliminating the transit stigtes originating from Ukraine
by focusing on the Turkish Stream, commissionirgghlord Stream carrying gas
directly to Germany through the Baltic Sea, as asltoncluding agreements and
discussions with many Eastern Group countries agdbhina and South Korea to
ensure its economical status should the EU resatétreasing the gas purchases

from Russia. In fact the Crimean annexation by Rusan also be considered as
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a reaction to the NATO and the EU expansion touithel Ukraine in the future,
and the alleged plans of NATO to establish a bas€rimea. In fact, it can be
argued that all Russia wants to do is to sell abaohdnd high priced gas to the
EU, but the meddling and pressures from the USA [dAdO, raises security
concerns and leads Russia to act more aggressavenicessary. Thus, all the
unfortunate events that have led to the annexatid@rimea by Russia may be

nothing more than the result of a perception / erispption of Russia.

Another important aspect is the ‘Syrian Crisis’n& beginning of the crisis,
Turkey (and West) at one side and Russia (Iranli@edas a Shia allies) is at the
other. Turkey and the West support the oppositiooupgs towards Assad
government and Russia (with Iran and Iraq) suppassad. Turkey and Russia
were able to keep the relations and were open atoglie until the 24 of
November 2015 when a Russian warplane breacheduttkésh border was shot
down by Turkish Air Forces. After this event, issukave totally changed
between Turkey and Russia, and the Syrian issuévexianto a real crisis
between both countries. As an argument of thisighehis situation directly
affected the Turkish Stream Project from the ségwnd political perspectives,
although there is no direct relation between thgig® Crisis’ and ‘Turkstream
Project’.

In terms of the global risks against Russia aref@édttives to Russian pipeline gas
supply, the USA can be considered as the main bkdxaurity risk. The main
reason is the fact that it has chosen to allyfiteah the EU against Russia
regarding many topics, including the recent commeé@nd financial sanctions
being imposed on Russia; providing significant suppo the eastward EU and
NATO enlargement; allegedly interfering in Ukraimianternal businesses to
reinforce anti-Russia movements; backing the S@dtridor projects; opposing
the Turkish Stream project, even applying pressarecountries like Serbia,
Greece and Bulgaria to avoid them from going aleith Russia in the Turkish

Stream project. Another controversial subject esrlimors regarding the alliance
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between the USA and Saudi Arabia with the aim @fdiong the oil prices in
order to deliver a blow on Russian economy. The faatter is related to the
shale gas and oil production in the USA, recentlytoe rise, which has the
potential to compete against Russian gas in thenEke form of LNG. Although
the first matter seems to put a level of pressurdRossia, the next two matters
mentioned here are argued to be less effectiverms of gas trade since, first of
all, the gas prices are only loosely tied to tHepaces and secondly, even if the
USA succeeds in overcoming environmental and teehrdifficulties in shale
gas extraction, Russia is pretty convinced thaait compete with American gas
in the EU.

As for the possible gas suppliers that can posaltemative to the Russian gas
for the EU, there are three regions. The firshesNorth African region, mainly
comprised of Nigeria, Algeria, Egypt and Libya,abt amounting to almost one
third of the proven gas reserves of Russia. Thefgoth pipeline and LNG gas
transmission already occurring towards the EU, drete is a Trans-Saharan
pipeline being planned to provide the Nigerian gasthe EU via pipeline.
However, this region has the disadvantages of asimg domestic consumption
(Algeria), political instability and civil unrestéEgypt and Libya) and lack of
sufficient technical capabilities and infrastruetu(Nigeria). The only new
development that can result to the detriment ofsiRuis the medium to long term
is the new discovery of large gas fields offshar&gypt and Cyprus, which can
be utilized both in the form of LNG and pipelinepply to the EU to replace
some of the Russian gas imports.

The second is th#liddle East region, comprised mainly of Iran, Qatar, Saudi
Arabia, U.A.E. and Irag. This region has a sigaifit proven (almost twice of
Russia’s) and also unproven gas reserve poteatally capable of becoming an
alternative gas supplier to the EU, at least nuradly. However, this area is
overthrown with much more political and public imsility as compared to North

Africa, significant alliance with Russia (espegralran and Syria), increased
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domestic demand (Iran and Oman) and the lack efest of the oil exporting
companies to export gas as well (Saudi Arabia, B.And Kuwait). Despite the
recent removal of international sanctions on Irad tne increased expectancy of
the EU to import gas from this country, the currngositive relations with Russia,
the interest of Iran regarding exports being mafolyused on oil rather than gas
and the ongoing conflicts with Saudi Arabia malkanla less possible alternative
of Russian supplied gas to the EU. There is alsa®and Yemen, currently
supplying about 0.3 bcm/year LNG in total to the, Bt these have very little
reserves to pose as an alternative threat agaussid Irag has recently started to
show some promise with higher gas reserves beaigietl to be present in this
country. Iraq is leaning towards supplying gasutufe Southern Gas Corridor
projects, quasi-stabilization has been reachedmilie state and partial recovery
is ongoing after Saddam was overthrown. Although 1&resees that gas exports
may commence from Iraq to Turkey, towards Europe2020-2025, there are
still many economical, technical, infrastructuratigoolitical issues to be resolved
before this can become a reality. Another posslikrnative to the Russian gas
can be provided by Qatar that currently providesual8% of the gas of EU-28 in
the form of LNG. There was a pipeline project tdeex] from Qatar to Turkey
which was put on hold due to many political andusig issues concerning the
transit states in between however, Irag’s recowany re-place this project on
Qatar’'s agenda. Anyhow, as the main aim of the €6niergy “security” in the
course of diversification, the current politicakiability and somewhat insecure
status throughout this region will most probablgipone any possible imminent
gas trade relations among the EU and the Middl¢ Eas

The third and last area is tlaspianregion, comprised of former Soviet Union
states of Turkmenistan, Kazakhstan, Uzbekistanfa®itbaijan. Actually, this is
the region that the EU is mostly focused on with 8outhern Corridor projects.
However there are other downsides of this regiai @8 lower proven reserves,
current contracts with Russia to sell their gasklaf any existing pipeline

infrastructure and the unresolved marine zone ostmgrissues with Iran at the
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Caspian Sea forming the essential source of gasrbAgani Shah Deniz field is
considered as the most promising gas reserve shplanned to be utilized in
transporting Caspian gas towards the EU at 10 &ndcn/year by 2020 and
2030, respectively as a part of TAP. The other gpgosve components of the
SGC are ITGI (15 bcm/year) and AGRI (2-8 bcm/yed®pwever, considering
that 2012 annual gas demand of the EU was arou@et80 bcm, with Russia
supplying around one third, these SGC projectsn évihey all come to life, are
not currently capable of becoming a formidable stiis of the gas being
supplied by Russia to the EU.

The so-called Eastern Group comprised of Chinaiajndorea and Japan, who
are net gas importers and allies of Russia, cahdugght of a group of countries
that potentially pose an alternative or an emergapare for Russia in terms of
gas sales should the EU resort to buying lesserfrgas Russia in the future.
They can even be considered as a potential thoethetfuture supply security of
the EU — keeping in mind that although the EU watatsdiversify its gas
suppliers, it still needs Russian gas — if Rusa@eeds in concluding sufficient
contracts and building pipelines towards this doe@as transmission. Russia has
long been aspiring to strengthen the relations Witk group of countries in the
hopes of starting to transmit gas to them via jpiesl to be built in the near future
(no Russian gas transmitting pipelines exist thisaaas of today despite the
presence of a small amount of Russian LNG transpmrtJapan and South
Korea). Russia an€hina have close ties in many energy-related sectors and
May 2014 witnessed a momentous 400 billion $ agesgnsigned between
Russia and China for 30-year of gas supply at 38/ysear (‘Power of Siberia’)
as well as the completion of the feasibility of tA#ai project to supply an
additional 30 bcm/year. An interesting aspect ¢ Hgreement is that these two
countries have started to consider using Yuanaasté USD in these projects as
a reaction towards the USA. Russia has also plarsuild gas pipeline(s) to
India although the routes of the planned pipelines acin§y either geological

constraints (Himalayas) or security concerns (tesmo in Afghanistan).
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Nevertheless, Russia is determined to supply g&sdia, at least in the form of
LNG. Russia has signed a gas pipeline deal &dhth Koreathat will pass over
North Korea to be commenced by 20d&pan is another country that buys LNG
from Russia and the latter has plans to increassethales and possibly build and
offshore gas pipeline to Japan. Neverthelesshakd plans are deemed not to
affect the sales to the EU since the gas field ggegd to be used for the Eastern
Group (East Siberian Fields) and the one that esl dsr the EU (West Siberian
Fields) is different. Moreover, it should be keptmind that there is “mutual
dependency” among the EU and Russia, and Russitdgf needs the money

from the European gas buyers to build these neelipgs in the future.

The case study of this thesis is the South Streguelipe project which has
recently been converted into the Turkish Streamchhprovides a perfect
example for both the thesis argument, i.e. howstwirity and political concerns
prevail over economic and environmental dimensioha gas pipeline project,
and the selected political IR theory, i.e. neodtadsrealism, claiming that
domestic factors also help to shape the foreigaticels of a state. South Stream-
Turkish Stream project(s) is the fourth initiatioe Russia in bypassing Ukraine
to transit gas towards Europe. It is noteworthynention that the 63 bcm/year to
be transmitted to Turkey and Europe with this prbgmprises of only 21 bcm
additional gas, whereas the remaining two thirdglasmned to be diverted from
the gas that is currently being transmitted overdifle. This way, the transit fee
paid to Ukraine is aimed to be decreased. The eeioreof South Stream into
Turkish Stream has actually changed nothing on ghdace. In fact this
conversion resulted in a rewarding situation forkBy and Greece who have
persistently stood against the EU in defense osRusind a chastising situation
for Bulgaria who has given in as a result of thespures of the European
Commission, and even as a warning sign to the WSAsidering that the talks
for the Turkish Stream are continuing based on fidl mot USD. An interesting
issue to point out is that although South Streaojept was rejected from being

excluded from the '3 Energy Package, the preferred Southern Corridujegt of
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the EU, being TANAP, was granted such immunity, ckhis based on merely
nothing other than political and security priostief the EU. Economically, we
need to compare the Turkish Stream with the TANA®}get, where the former
is expected to cost 0.543-0.748 billion €/bcm/yaad the latter 0.625-0.688
billion €/bcm/year, showing that economically thase at a somewhat similar
level. As for the environmental aspects, the El4p®&teof both the defunct South
Stream and the prospective Turkish Stream has wdedl in EIA Positive,
meaning that neither of these projects is foreséenhave significant
environmental impacts. Lastly, the applicability riéoclassical realism on this
thesis topic of pipeline gas transit from Russi&twope is proven with the clear
effect Gazprom — the “domestic factor” — has oredting the foreign affairs of
Russia in this regard. As a major supportive igsuihe thesis argument, Alexey
Ulyukaev, Russian Minister of Economy and Developmestated that
TurkStream (and Akkuyu Nuclear Power Plant) Projidl not be frozen by
Russian Government, and the decision will be lefthe relevant state owned
companies, i.e. Gazprom for Turkish Stream (andaiwos for Akkuyu Nuclear
Power Plant) (Enerji Enstitist, 2015-12-02).
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Team Supervision of five consultants
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- Preparing project development budget, selection of contractors and
consultants, management of relevant contracts.

- Monitoring of the construction progress on site regularly.

- Leading role for communication and negotiations with relevant governmental
agencies such as ministries, EMRA, TEIAS, governorship(s) and municipalities,
preparation and submission of documents for approvals and permits; and
receiving the permits (EIA, generation license, land acquisition/expropriation,
zoning plan change, construction license, ETL connection, design approval,
system use, provisional acceptance; gas connection, design approval and
provisional acceptance; power plant/switchyard design and provisional
acceptance; water supply approvals etc) to construct and operate the power
plant(s) by developing strategies, road maps, schedules and integrating of whole
process.

- Reviewing and commenting on contractors’ documents such as E(S)IA
Reports, management plans and procedures in line with international
standards(IFC/EBRD etc.), local legal requirements and corporate policies.

- Supporting engineering department as a bridge between technical and legal
requirements to construct and operate the power plant and supporting
procurement team in terms of technical, legal and administrative requirements for
the services requested.
- Representing the project/company on media, technical industry work groups and
to other stakeholders.
- Acting as the Representative of RWE Turkey Holding A.S. in Ankara and
reporting to the Executive Committee of RWE&TURCAS (Joint Venture
Company).

Achievements:

I was the sole responsible for the all permits starting from site selection through
construction and operation; and Power Plant started the operation in June 2013
without any legal, administrative and technical problem, and it is still ongoing.
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HSE & Approval Manager—Turkey, Combined Cycle Gas Power Plant
Project, 800 MW.

Team Supervision of five consultants.
Total Investment Planned § 1 billion Dates: May’08-April’09
Company m Location: Ankara — Denizli/
Turkey
Tasks:

- Preparing project development budget, selection of contractors and
consultants, management of relevant contracts.

- Taking over a leading role for coordination of ESIA (by ERM), EIA (national)
Process and acquisition of land for both state-owned and private for power
plant.

- Reviewing and commenting on contractors’ documents such as E(S)IA Reports,
HSE Manuals, management plans and procedures in line with international
standards(IFC/EBRD etc.), local legal requirements and corporate policies.

- Supporting engineering department as a bridge between technical and legal
requirements to construct and operate the power plant.

- Supporting procurement team in terms of technical, legal and administrative
requirements for the services requested.

- Taking over a leading role for communication and negotiations with relevant
governmental agencies such as ministries, governorship(s) and municipalities;
preparation and submission of documents for approvals and permits; and
receiving the permits (EIA, generation license, land acquisition/expropriation,
zoning plan change, building license, water supply approvals etc) to construct
and operate the power plant(s) by developing strategies, road maps, time
schedules and integrating of whole process.

- Reporting to Managing Director of the Joint Venture Company.

Achievements:
-1 was the sole responsible for all permits and finalized the EIA Process and
Zoning Plan around 10 months.

License to Operate Advisor -Baku-Tbilisi-Ceyhan (BTC) Crude Oil Pipeline
Project.

Total Investment $ 4.5 billion Dates: Sep’04- Jan’08

i Location: LOT B, Pump
Stations, Ceyhan
Marine Terminal,
Ankara / Turkey

Company:
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Tasks:

- Monitoring of BOTAS’s (Turkish Pipeline Companiymp sum turnkey
contractor of Turkey section of BTC Project) andl'8 (BOTAS International
Limited, Operator of BTC Pipeline) implementatioocarding to all items
committed in Environmental and Social Impact Assess (ESIA) Report by
ERM with reinstatement, waste, pollution preventitmaffic, cultural heritage,
community safety and aggregate management plansRasdttlement Action
Plan-Land Acquisition (RAP) along Lot B (mid paftTurkey Section, 467 km,
427), two pump terminals (PT3 & PT4), three comstion camps and one
Marine Terminal through construction, commissionaryl operations of BTC
pipeline with a capacity up to 1mbd crude oil ineliwith best practices, the
Turkish legislation, policies of International Firee Institutions (World Bank
Group Policies, EC Directives and U.S. EXIM Bankidglines) and
international conventions in force in Turkey andpoyate policies of BOTAS
and BP that are applicable to the project.

- Establishing policies for preventive and/or cotiee environmental and social
actions by studying potential issues involving aiater, land, safety, community
relations & safety and progress in line with con@ihimprovement principle
along construction, commissioning, operations am@arsion phases of the
project.

- At the Marine Terminal, supporting the planningdaco-ordination of marine
environmental monitoring such as Marine Ecology,rikka Sediment, Coastal
Processes and Marine Turtle Monitoring; monitoring and supervision of
IMO/MARPOL requirements (ballast water, waste andDG/ handling
management) waste, emission management and pollutayention.

- Ensuring that Risk Assessments are carried oditdmcumented prior to any
field activity and to ensure that the requiremenfsthe assessment are
implemented prior and during the activity.

- Supporting designated operator and other comtracfor preparation,
development & delivery of training programs.

- Attendance of internal and external audits; assisting representatives of IFC,
other IFls and other institutions such as Indepeh&@avironmental Consultants
(IEC, D’appolonia), Social and Resettlement Actiemel (SRAP) and Caspian
Development Advisory Panel (CDAP).

- Supporting Designated Pipeline Operator for ISADQAL EMS Certification
process.

- Reporting to Delivery Manager and License to @peManager.

Achievements:

-l was responsible for the 467 km length of theepie (Lot B) during
construction period and 535 km length of the pipel(half of it) including
Ceyhan Marine Terminal during the operation perigbeline started operation
in May 2006, and without any problem, it is ongoing
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License to Operate Advisor -Baku-Tbilisi-Ceyhan (BTC) Crude Oil Pipeline
Project.
Erzurum, Erzincan and Sivas Social Responsibility Projects.

Total $ 8 million Dates: Sep’04-Nov’06
Investment
Company: o Location:  Erzincan-Adana-

Ankara/Turkey

Tasks:

-Monitoring Community and Environmental Investment Projects -infrastructure
and income generation projects for project affected communities; and protection
of environment and natural resources projects- sponsored by BP/BTC Co. in line
with environmental and social responsibility concept.

Project Development Specialist, Kisladag Gold Mine Project

Dates
Total Investment  $170 million Jun’02-Sep’04
Company Location  Ankara — Usak / Turkey

eldorado

Tasks:

-Reviewing of the documents prepared by contractors such as EIA, -the EIA
Report (prepared by ENCON, Knight Piesold and Planning Alliance),
coordination of environmental monitoring (air quality monitoring, soil sampling
and monitoring, ground and surface water sampling and monitoring) preparing
environmental budget and support procurement.

-Management of the public and governmental relationthe project area and
obtaining permits to construct and operate the miree EIA Process, land
acquisition, discharge and emission permits, zopiag and operation permits.
These activities were required for legal analysisport preparation and
negotiation with relevant governmental agenciestie ministries and their local
representatives. Additionally, training of the Ibammunity about mining

activities, resolution of complaints/conflicts amdsistance to the community
investment projects are other responsibilities withe project.

-Execution of the stakeholder engagement process.

-Reporting to Public and Governmental Relations &gam.

Achievements:

-It was the second Gold Mining Project in Turkey and very difficult to receive the
permits due to the high level of public opposition. But, all permits for
construction and operation were received successfully.

-Project started operation in 2005, and without any problem, it is ongoing.
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Project Development Specialist, Kisladag Social Rpsnsibility Projects.

Total $ 500,000 Dates: Jun’02- Sep’04
Investment
Company Location: Ankara — Usak / Turkey
eldorado
Tasks:

-Supporting infrastructure and income generation projects for the project affected local
people & villagers.

Portfolio Specialist, GarantiBank
Position: Specialist Dates: Sep’98-Apr’01

Company: Location: Istanbul / Turkey

) .
<t Garanti

Tasks:

-Financial analysis and management of the portfolio of the up-scale retail
customers and companies. Experience with the financial sector products, how
they operate and financial management.
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