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About This Document 
 
This document is a compilation of reports written by intelligence officers from 
Azerbaijan, Kyrgyzstan, Ukraine and Russia. It examines energy security in the former 
Soviet Union and its effect on the bilateral relations between the U.S. and the individual 
countries in the next 9 to 12 months.   
 
The first report is a joint estimate written by the four intelligence officers. It 
summarizes the individual countries’ roles in regional energy security and provides a 
forecast on U.S. interests, involvement and impact in the region. The joint estimate is 
followed by long form analytical reports for each country, which provide multiple 
estimates on energy security and more in-depth analysis. 
 
The countries are arranged by increasing size: Azerbaijan, Kyrgyzstan, Ukraine, Russia.  

 



 UNCLASSIFIED//FOR ACADEMIC USE ONLY 

UNCLASSIFIED//FOR ACADEMIC USE ONLY 2

Key Findings 
  
Summary  
Energy security is quickly emerging as an issue of tremendous importance for the 
United States (U.S.) due to both intrinsic economic considerations and political 
concerns. The U.S. will continue to follow closely energy developments in the former 
Soviet Union in the next 9 to 12 months. Azerbaijan, Kyrgyzstan, Ukraine, and Russia 
in different ways present challenges and opportunities for the U.S. Central Asia is 
emerging as the hot bed of a geopolitical race for influence between the U.S. and 
Russia.  
 
Azerbaijan 

Azerbaijan is almost certain to maintain a position of importance in the Caspian 
region’s energy sector, primarily as a transit state, over the next 12 months. This 
position is due to the presence of the Baku-Tbilisi-Ceyhan oil pipeline and the 
recently completed South Caucasus natural gas pipeline. This will likely please the 
U.S. as Azerbaijan is its sole reliable ally in the region. The U.S. is anxious to 
maintain this relationship in order to ensure continued access to Caspian hydrocarbons 
and counter growing Russian and Chinese influence in the Caspian Basin and Central 
Asia. 

 
Kyrgyzstan 

Over the next 12 months, Kyrgyzstan is likely to benefit from increased interest in its 
hydroelectric sector, attracting foreign direct investment from Russia, China, as well 
as indirect support from the U.S. While possessing few energy resources, 
Kyrgyzstan’s importance lies in how it interacts with the bigger regional actors. 
Russia will all but certainly remain Kyrgyzstan’s main trading partner. The U.S. is 
likely to seek India’s assistance to get back some of its lost influence in the region. 
China will intensify cooperation with Kyrgyzstan in financing new hydroelectric 
projects. 

 
Ukraine 

Ukraine is located in a critical area for the transport of natural gas and oil between 
Russia and Europe. Ukraine's strategic position is one of the reasons why the U.S. is 
highly likely to continue to actively support Ukraine over the next twelve months in 
the country's struggle for energy security and independence. 

 
Russia 

Russia is a powerful key player in regional energy security, both as a supplier state 
(for EU and many CIS countries) and a customer and transit state (for Central Asia). 
Russia is highly likely to maintain its dominance of energy security in the region in 
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the next 9 to 12 months. The United State is unlikely to challenge Russia’s dealings 
with Europe, as it is unlikely to want to interfere in a Russia-Europe trade issue. The 
U.S. is expected, however, to maintain its presence in Central Asia and to challenge 
Russia’s dominance in the region, where both countries compete for energy resources 
and political influence. 

 



 UNCLASSIFIED//FOR ACADEMIC USE ONLY 

UNCLASSIFIED//FOR ACADEMIC USE ONLY 4

Joint Estimate: Energy Security in the Former Soviet 
Union: Implications for the U.S. 
A 12 Month Outlook 
 
Executive Summary: 

Over the next 9 to 12 months, the United States (U.S.) is likely to continue to follow 
closely energy developments in the area of the former Soviet Union due to intrinsic 
economic considerations and political concerns. The U.S. is almost certain to continue 
pursuing investment opportunities in Azerbaijan in an effort to maintain amiable 
relations with its one reliable ally in the region, ensure continued access to Caspian 
hydrocarbons, and attempt to reduce Russia’s and China’s influence in the region. The 
U.S. will seek to keep itself engaged in Kyrgyzstan indirectly, via India, to regain its 
influence, and in Ukraine by supporting its struggle against Russia’s influence in 
energy markets and politics. The U.S. will be unlikely to challenge Russia’s 
dominance of the European energy market. However, it may try to do so in the 
Central Asia geopolitical spheres of influence. 

 
Discussion: 
 
Azerbaijan 

The Caspian Basin is estimated to have proven oil reserves ranging from 17 to 49 
billion barrels of oil (equivalent to Qatar on the low side and Brazil on the high side) 
and proven gas reserves of 
232 trillion cubic feet 
(comparable to Saudi 
Arabia).1 Table 1 shows 
proven and possible oil and 
natural gas reserves for the 
Caspian Basin countries.  

 
Azerbaijan could potentially 
become more powerful in the 
Caspian region as a transit 
country rather than as a 
hydrocarbon producer. The 
western-backed Baku-
Tbilisi-Ceyhan (BTC) and 
South Caucasus pipelines 
and the minor Baku-Supsa 
pipeline and rail lines are 
currently the only non-
Russian controlled western-
flowing export routes for 

Table 1. Caspian Basin oil and natural gas reserves. Source: 
Energy Information Administration, DOE 
OIL (Billion Barrels) 
Country Proven Possible Total 
Azerbaijan 7 32 39 
Iran 0.1 15 15.1 
Kazakhstan 9-40 92 101-132 
Russia* 0.3 7 7.3 
Turkmenistan 0.55-1.7 38 38.55-39.7 
Uzbekistan 0.3-0.59 2 2.3-2.59 
Total Caspian Region 17.2-49.7 186 203.2-235.7 
 
NATURAL GAS (Trillion Cubic Feet) 
Country Proven Possible Total 
Azerbaijan 30 35 65 
Iran 0 11 11 
Kazakhstan 65 88 153 
Russia* N/A N/A N/A 
Turkmenistan 71 159 230 
Uzbekistan 66.2 35 101 
Total Caspian Region 232 328 560 
*Only Caspian area oil and gas production. 
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Caspian hydrocarbons. Revenue from Caspian and Central Asian oil and gas transit 
through these pipelines will continue to flow into Azerbaijan long after its oil and gas 
reserves have dried up. 

 
The BTC pipeline, completed in 2006, and the accompanying South Caucasus natural 
gas pipeline, completed in 2007, are the solution to a major issue in development of 
Caspian Basin hydrocarbon resources. Prior to construction of the BTC pipeline, the 
only export routes for oil and gas from this landlocked region were through Russia, 
allowing the latter to establish a monopoly on energy resources from this region. 
Since the dissolution of the Soviet Union, these routes have been inconsistently 
maintained and often do not have the capacity to handle the increased exports coming 
out of the Caspian littoral states.2 Although other pipelines will likely be developed in 
the future, Azerbaijan has established itself as the primary oil and natural gas transit 
route for hydrocarbons from the landlocked Caspian Basin. 3 

 
There are several issues that could affect Azerbaijan’s ability to maintain its dominant 
position in the Caspian Basin. The Nagorno-Karabakh situation could impact 
Azerbaijan’s position as a major energy transit country as the BTC and South 
Caucasus pipelines pass close to the conflict zone. Azerbaijan has recently increased 
rhetoric concerning a military solution to this conflict.4 Open military conflict would 
certainly affect the security of these export routes. 

 
Resolution of the Caspian Delimitation issue is also critical. The most recent round of 
talks in this area, held in Tehran in June and October 2007, failed to fully resolve this 
issue.5 Azerbaijan, Russia, and Kazakhstan prefer to divide the sea along a median 
line which would leave each country with a different size piece based on its 
shoreline.6 Iran, however, feels that the Caspian should be divided equally into fifths 
and Turkmenistan has been hesitant to define its position, although recent 
improvements in Azeri-Turkmen relations could change this.7 In addition to holding 
up agreements on a Trans-Caspian gas pipeline from Turkmenistan to Azerbaijan, 
which would greatly increase the amount of natural gas exported via Azerbaijan, this 
lack of agreement on delimitation has held back development of several promising oil 
and gas resources.8 

 
The Government of Azerbaijan has worked hard to position itself as a stable, reliable 
partner to the West, at least in the energy sector. Recently, Azerbaijan’s state oil 
company, SOCAR, made several announcements concerning international expansion 
that likely will position Azerbaijan itself to put a damper on Russia’s plans in the 
Caspian. SOCAR plans to develop a distribution and refining presence in Turkey and 
Europe.9 It has also established a Georgian subsidiary that purchased and is 
renovating export facilities at the Georgian Black Sea port of Kulevi, and is planning 
to open as many as 20 gas stations in the country.10 A Eurasianet analysis points out 
that, “A mature SOCAR, possessing a strong distribution and refinery network in 
Central Europe, could help entice Central Asian producers Kazakhstan and 
Turkmenistan to participate in the long-planned Trans-Caspian Pipeline project.”11  
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The U.S. is posturing to expand its activities and influence in the Caspian Basin with 
an eye to reducing the roles of Russia and China in the region.12 In recent months, the 
U.S. has sent several high-ranking delegations to Azerbaijan in an effort to improve 
its relationship with its “lone reliable ally in the region.”13 As a result of these visits, it 
has been recommended to U.S. President George Bush that the U.S. appoint a 
diplomatic specialist to deal with Caspian Energy Issues.14 Providing reliable access 
to alternative energy resources, even if not used directly by the U.S., improves global 
energy security. U.S. involvement in the Caspian region and Central Asia counters 
Russia’s monopolistic hold on the region and provides price control through 
competition and diversity of customers. 

 
Kyrgyzstan 

The emergence of Central Asia as a major actor on the geopolitical scene is largely 
due to a growing world energy demand. Kyrgyzstan has neither the oil nor the natural 
gas resources of its neighbors Kazakhstan, Uzbekistan and Turkmenistan. However, 
with an annual volume of 2,450 km3, it possesses considerable water resources. 
Kyrgyzstan is considered the third largest hydroelectric power in the CIS after Russia 
and Tajikistan. It has sufficient amounts of energy but is in dire need of developing its 
electric lines which are overloaded, and have deteriorated due to neglect and lack of 
investment since the 1990s. Privatization of the electricity sector started as early as 
1998 but has been slow until recently. President Bakieyev’s government has been 
keen to push privatization of the sector as first priority, and it is very likely that more 
concrete results will be seen by the summer of 2008. 
 
Kyrgyz - Regional Actors Relations 
The theoretical compatibility of the states in the region (three gas and oil producers 
and two hydroelectricity producers) has proved unsustainable in practice. There have 
been ongoing negotiations to exchange water for oil, but Kyrgyzstan has usually been 
on the losing side of those, with strong over-reliance on energy from Kazakhstan and 
Uzbekistan.15 Since the June 2001 agreement between Kazakhstan, Kyrgyzstan and 
Uzbekistan to pay off their mutual energy debts through energy barter rather than by 
cash payment, Kyrgyzstan has been grudgingly delivering more than a billion kwh of 
hydroelectricity to both countries annually.16 
 
Kyrgyz – Russian Relations 
Russia’s likeliest ambition in the area is not the possession of oil and gas resources, 
but control over the pipelines as a means of achieving geopolitical dominance.17 
Russia is participating actively in the privatization of the Kyrgyz electricity sector. 
Currently Russia imports cheap Kyrgyz hydroelectricity to supply parts of Siberia. To 
reinforce its position, Moscow wants to develop transmission lines connecting north 
and south Kazakhstan and some inter-connecting lines between Tajik and Kyrgyz 
networks. 
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Kyrgyz – U.S. Relations 
So far U.S. involvement in Kyrgyzstan as well as the greater region, can be 
characterized by a “win some lose some” track record. It is highly unlikely that the 
U.S. will become a dominant power in Central Asia in the foreseeable future. What is 
likely, however, is that it will try to leverage its good relations with India to gain 
benefits indirectly. As both a stable democracy and a partner in the fight against 
terrorism, India will likely be used as a foreign policy tool to maintain and possibly 
expand U.S. influence by providing an alternative corridor for energy exports for the 
Central Asian countries.18 
 
Kyrgyz – Chinese Relations 
Energy cooperation with China has taken off significantly since 2005 and shows no 
likelihood of slowing down in the near future. A proposed investment of USD 900 
million to Bishkek in 2005 is now in the implementation stage of constructing a 
hydroelectric station, two blast furnaces, a railway track and two roads in exchange 
for Kyrgyz electricity, iron and precious metals.19 The Kyrgyz authorities will likely 
tread lightly on further cooperation so as not to undermine the authority of Gazprom 
and other Russian companies with big stakes in the Kyrgyz economy.  
 
The development of healthy political and economic institutions in Kyrgyzstan will be 
entirely dependent on the partnerships the country decides to pursue and the extent to 
which the present administration will be able to reduce energy dependency on 
Uzbekistan and Kazakhstan, as well as over-reliance on Russian investment.20 It is 
unlikely that any major shifts will occur on the chess board of energy security politics 
in the next 12 months with respect to Kyrgyzstan. But whatever changes do affect the 
current spheres of influence configuration, they are more likely to be blown by the 
south and east winds, not the north and the west. 

 
Ukraine 

Ukraine is a key transit state for Russia’s supply of natural gas to Europe. The U.S. is 
likely to focus closely on Ukraine in its efforts to achieve increased energy security 
and independence in the next twelve months as pipeline negotiations are major energy 
security concerns for many European countries.21   
 
The U.S. supports Ukraine’s participation in the GUAM (Georgia, Ukraine, 
Azerbaijan and Moldova) Partnership because it encourages the initiative to diversify 
energy supply sources from countries with similar independence, economic, and 
expansion issues.22   
 
The Polish-Ukrainian agreement to reverse the flow of and extend the existing 
Odessa-Brody oil pipeline from Brody, Ukraine, to Plotsk and eventually Gdansk, in 
Poland, will diversify energy sources and improve energy security for Poland, 
Ukraine, and other European countries.23 This pipeline is currently being used to 
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transport Russian oil to the Black Sea for export via the Bosporus.24  The U.S. and the 
European Union (EU) also support the planned Nabucco pipeline that would supply 
natural gas from the Middle East and Caspian countries.25 Strengthening relations 
with Turkey as an energy transit state will likely also put Ukraine in a position to 
expand its energy options apart from Russia. 
 
Ukraine is located in a favorable position for hydrocarbons transit between Russia and 
Europe, but Ukraine greatly depends on the import of hydrocarbons from Russia and 
Central Asia for domestic natural gas and oil use.  Russia has not met all the terms of 
the December 2007 agreement, using Russia’s higher priced gas supply, rather than 
the agreed upon Central Asian gas.  Higher gas prices have driven Ukraine’s debt to 
Russia much higher than anticipated.26  Securing supply agreements with European 
and Middle Eastern countries to decrease dependence on Russia will enable Ukraine 
to use its negotiating power on energy issues better.  Once these agreements are in 
place, it will not be as simple for Russia to use energy as political leverage over 
Ukraine. Decreasing dependence on Russia will also save Ukraine billions in USD.    
 
Despite negotiating a new agreement for the supply of natural gas following the 
January 2006 dispute with Russia, Ukraine remains vulnerable to Russia’s political 
and economic pressure. Prime Minister Yulia Tymoshenko will continue to 
aggressively seek to eliminate any brokers or middlemen, such as the Russian-backed 
RosUkrEnergo (RUE), which often negotiates deals in Russia’s favor.27  The threat 
continues and will persist in the future unless Ukraine achieves energy supply 
diversification. 

 
U.S. Secretary of State Condoleezza Rice and U.S. Senate’s deputy chairman of the 
Foreign Relations Committee, Richard Lugar, have both expressed U.S. support for 
Ukraine’s incorporation into “Euro-Atlantic structures”28 by demonstrating  eagerness 
to discuss bilateral relations as well as how Ukraine can strengthen its energy 
independence and further unite with European structures.29 

 
Russia 

Europe and the CIS heavily depend on Russia for supplies of natural gas (See Figure 
1). Russia supplies a quarter of the European Union’s (EU) gas.30 Nine EU countries 
rely on Russia for at least 50% of their domestic natural gas consumption; five rely on 
more than 80%. Russia provides four CIS states with nearly 80% or more of their 
domestic natural gas needs.31 
 
The West has accused Russia of using energy exports as a foreign policy tool, such as 
in the case of the January 2006 Russian-Ukrainian energy gas prices dispute.32 The 
EU has consequently sought substitutes for Russian gas and alternative sources of 
energy.33 The near future prospects of either are slim. Russia has countered EU moves 
with negotiating legally-binding, long-term supply contracts with several EU states, 
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Figure 1: Major Recipients of Russian Natural 
Gas Exports, 2005.

and building two new natural gas pipeline projects.34 The new pipelines will provide 
additional capacity for exports, and bypass the politically unstable CIS transit states, 
not an unwelcome development for EU gas customers. Russia has successfully 
employed a strategy of “divide and conquer”, in a sense preventing Europe from 
developing a common European energy strategy. This undermined their bargaining 
leverage, and, consequently, their energy security.35 
 
Russia and the countries of Central 
Asia have a mutually-beneficial 
relationship.  Russia’s natural gas 
production suffers from aging fields 
and insufficient export pipelines. In 
order to fulfill its contracts with 
Europe, Russia imports natural gas 
from Central Asia, in particular 
from Turkmenistan.36 For Central 
Asia, Russia is a major customer of 
energy resources, and it is aiming to 
make itself more attractive: it has 
offered to pay Turkmenistan by the 
end of 2008 more than three times 
the price paid in 2005.37 To further 
solidify its influence and to ward 
off a challenge from the EU, the 
U.S. and China for Central Asian 
gas supplies, Russia has offered the 
Caspian Sea states (Kazakhstan, 
Azerbaijan and Turkmenistan) 
access to its own transportation 
system in order to expand their direct sales to Western European markets. 38 
 
U.S. preoccupation with the energy issue in Europe is mainly out of concern that 
Russia is using energy to challenge democratization efforts in the CIS, as well as 
jeopardize political and economic security in Europe. To Russia, the issue is rather 
that of economics: many of the CIS countries where Russia threatened or had cut off 
gas supplies paid well below-market rate and refused to renegotiate their contracts.39 
However, the U.S. is unlikely to interfere in what is essentially a European-Russian 
trade issue in order to gain Russia’s cooperation in other areas, such as combating 
terrorism and addressing nuclear proliferation issues in the DPRK and Iran. The U.S. 
is more likely to maintain and expand its presence in Central Asia, both for strategic-
political reasons, and for economic ones – to access energy resources40 and to create 
alternative supply routes, bypassing Russia.41 
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Comment: 
Skyrocketing oil prices in recent years and the desire by Western countries to curtail 
oil dependency on the Middle East have prompted a resurgence of nuclear power. The 
"fuel" for nuclear reactors is uranium, whose price has increased eight-fold since the 
late 1990s. Much of the world's uranium resources are located in Central Asia. With 
Russia, China, and many countries in Europe and the Middle East, projecting to 
dramatically increase the share of electricity produced from nuclear energy, it will be 
interesting to see whether possession of a resource so highly in demanded, the use of 
which requires little reliance on Russian infrastructure or resources, will alter the 
energy security landscape in the FSU.  

 
Source Reliability: 8 
Analytic Confidence: 8 
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Azerbaijan Energy Security 9-12 month Outlook 
Azerbaijan Almost Certain to Maintain Dominance of Caspian 
Energy Sector Through 2008 
 
Executive Summary: 
Although Azerbaijan does not contain the largest reserves of oil or gas in the Caspian 
Basin, it is almost certain to maintain its dominance of the Caspian region’s energy 
sector over the next 12 months due primarily to the presence of the Baku-Tbilisi-
Ceyhan oil pipeline, the recently completed South Caucasus natural gas pipeline and a 
relatively stable investment climate for energy projects. Azerbaijan specifically, and the 
Caspian Basin and Central Asia in general, will likely stay in the global energy security 
spotlight because the region provides one of the best alternatives to potentially 
troublesome Middle Eastern, African, South American and Russian oil supplies. The 
U.S. is almost certain to continue pursuing investment opportunities in Azerbaijan, in 
both the hydrocarbons sector and other industries in an effort to maintain amiable 
relations with Azerbaijan, its one reliable ally in the region, and to improve global 
energy security by countering Russian, Iranian, and potentially Chinese influence in the 
region. 
 
Discussion: 
Azerbaijan is experiencing its second oil boom, the first having occurred at the turn of 
the twentieth century prior to Soviet occupation. During the Soviet era (1920-1991), 
Azerbaijan continued to produce oil but 
was primarily a refining and petrochemical 
center for the Soviets.42 After gaining 
independence in 1991, Azerbaijan’s oil 
production dropped dramatically due to 
lack of domestic technical experience and 
declining economy.43 It wasn’t until the 
mid-1990s that the oil industry began to 
recover significantly.  
 
In 1994, the Government of Azerbaijan 
(GOA) and the Azerbaijan International 
Operating Company (AIOC), a consortium 
of 10 national and international oil 
companies led by British Petroleum (BP) 
signed a production sharing agreement (PSA) known as the “Contract of the Century” 
to develop the offshore Azeri-Chirag-Guneshli (ACG) field (see Figure 1).44 This PSA 
was one of the first non-Russian investments in Azerbaijan’s hydrocarbon industry. 

Figure 1. AIOC Chirag-1 production platform in the 
Caspian Sea. Source: British Petroleum Caspian. 
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Several other BP-led PSAs followed, including one to operate the giant Shah Deniz 
natural gas and condensate field.45  
 
BP is also the leader in export of Caspian region hydrocarbons to the West. BP operates 
four pipelines flowing west from Azerbaijan (see Figure 2), including the well-known 
Baku-Tbilisi-Ceyhan (BTC) oil pipeline from Sangachal Terminal in Azerbaijan to the 
Ceyhan Terminal on the Mediterranean Sea in Turkey, the accompanying South 
Caucasus natural gas pipeline, the Northern Route oil pipeline from Sangachal Terminal 
to the Azeri-Russian border (Russian company Transneft operates the remainder of this 
pipeline from the Azeri-Russia border to the Russian Black Sea port of Novorossiysk), 
and the Western Route oil pipeline from Sangachal Terminal to Supsa Terminal on the 
Black Sea in Georgia.46 ExxonMobil, a partner in the AIOC, also exports small 
quantities of oil by rail car to the Georgian Black Sea port of Batumi.47 
 

 
 

Figure 2. Caspian Region Pipelines. Source: Energy Information Administration, DOE. 
 
Russia has continued to play a small role in Azerbaijan’s hydrocarbons industry since 
the dissolution of the Soviet Union. As mentioned previously, some ACG oil is 
exported by Transneft through the Northern Route export pipeline to Novorossiysk. 
Additionally, Russian company LukOil is a partner in the development of the Shah 
Deniz natural gas field.48 
 
The Caspian Basin is estimated to have proven oil reserves ranging from 17 to 49 
billion barrels of oil (equivalent to Qatar on the low side and Brazil on the high side) 
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and proven gas reserves of 232 trillion cubic feet (comparable to Saudi Arabia).49 Table 
1 shows proven and possible oil and natural gas reserves for the Caspian Basin 
countries.  
 

Table 1. Caspian Basin oil and natural gas reserves. Source: Energy 
Information Administration, DOE 
OIL (Billion Barrels) 
Country Proven Possible Total 
Azerbaijan 7 32 39 
Iran 0.1 15 15.1 
Kazakhstan 9-40 92 101-132 
Russia* 0.3 7 7.3 
Turkmenistan 0.55-1.7 38 38.55-39.7 
Uzbekistan 0.3-0.59 2 2.3-2.59 
Total Caspian Region 17.2-49.7 186 203.2-235.7 
 
NATURAL GAS (Trillion Cubic Feet) 
Country Proven Possible Total 
Azerbaijan 30 35 65 
Iran 0 11 11 
Kazakhstan 65 88 153 
Russia* N/A N/A N/A 
Turkmenistan 71 159 230 
Uzbekistan 66.2 35 101 
Total Caspian Region 232 328 560 
*Only Caspian area oil and gas production. 

 
Despite being second in proven oil reserves and fourth in proven gas reserves, 
Azerbaijan has managed to achieve a position of importance with respect to energy 
security in the Caspian region and is almost certain to maintain this position over the 
next year.  
 
The BTC pipeline, completed in 2006, has provided a solution to a major issue in 
development of Caspian Basin hydrocarbon resources. Prior to construction of the BTC 
pipeline, the only export routes for oil and gas from this landlocked region were through 
Russia, allowing it to establish a monopoly on energy resources from this region. Since 
the dissolution of the Soviet Union, these routes have been inconsistently maintained 
and do not have the capacity to handle the increased exports coming out of the Caspian 
littoral states.50 Russia has proposed expansion of some existing pipelines, such as the 
Caspian Pipeline Consortium (CPC) Pipeline running from Kazakhstan to Novorossysk, 
and has plans to build new pipelines such as the Pricaspiysky pipeline located along the 
Caspian coast from Turkmenistan and Kazakhstan and connecting with existing 
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pipelines in Russia, but hasn’t started construction on any of these projects.51 
Azerbaijan, however, through a consortium of international companies, including the 
State Oil Company of Azerbaijan (SOCAR), is already operating the BTC pipeline, 
exporting over half a million barrels of oil per day to the Mediterranean port of Ceyhan 
in 2007.52 The 2007 completion of the South Caucasus gas pipeline further solidified 
Azerbaijan’s position as an energy security leader in the Caspian region.53 Although 
other pipelines will likely be developed in the future, Azerbaijan has established itself 
as the primary oil and natural gas transit route for hydrocarbons from the landlocked 
Caspian Basin. 54 
 
The Government of Azerbaijan has worked hard to position itself as a stable, reliable 
partner to the West, at least in the energy sector. The process for investment in the 
energy sector in Azerbaijan has been simplified as an incentive to attract foreign 
investment. Interested companies negotiate a PSA with SOCAR, which is then ratified 
by parliament.55 Unfortunately, this is thus far the only incentive developed to attract 
foreign direct investment to Azerbaijan.56  
 
Although a U.S. State Department report notes, “government bureaucracy, weak legal 
institutions, and predatory behavior by politically connected monopoly interests have 
severely hindered investment outside of the energy sector,”57 and widespread corruption 
exists at most levels of the government, Azerbaijan has in recent years put in place 
legislation designed to protect foreign direct investment. One example is The Law on 
Protection of Foreign Investments which is intended to protect foreign investors against 
nationalization and requisition.58 This is very important to energy investors given the 
recent trend towards nationalization in countries such as Venezuela and Russia. Other 
laws provide for arbitration in international commercial matters, protection of property 
rights, and transparency of the regulatory system.59  
 
Despite the difficulties involved in investing in Azerbaijan, it is generally less risky than 
other Caspian Basin alternatives. Uzbekistan and Turkmenistan have historically not 
had good relations with the U.S. or the European Union, although that has improved in 
the past year.60 The investment climate in both countries has not been welcoming.61  
 
Turkmenistan is considered by some to be the wild card in the region that could “at any 
moment tip the balance of forces.”62 The U.S. State Department reports in its 2007 
Investment Climate Statement for Turkmenistan that, “The government of 
Turkmenistan has a history of capricious and arbitrary expropriation of the property of 
local businesses and individuals. The government has often refused to pay any 
compensation, much less fair market value, when exercising the right of eminent 
domain.”63  
 
Uzbekistan, historically a strong Russian supporter, has recently shown signs of 
considering alternative investment and export routes for its energy resources.64 
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However, foreign investment will be slow in coming due to lack of any substantial 
economic reforms and a poor track record in transparency, rule of law, and protection of 
intellectual property.65 
 
Kazakhstan was generally heralded as the investment hotspot in the Caspian region. 
However, in August 2007 the Government of Kazakhstan suspended work on the 
Kashagan oil field being developed in the northern Caspian Sea by a consortium of 
Western oil majors, listing a host of contract breaches66 and environmental deficiencies 
as its justification.67 This situation is reminiscent of the actions Russia took against the 
Sakahlin-2 project in 2006.68 Because of these similarities, many analysts believed that 
Kazakhstan was purposely targeting the project in order to have grounds for 
renegotiating the PSA to get a larger share for itself.69 This prediction was validated in 
January 2008 when the Government of Kazakhstan agreed to restart the Kashagan 
project in exchange for doubling its share in the project from 8.33% to 16.81%, equal to 
that of the other major investors Eni, Shell, Total, and ExxonMobil.70 The Government 
of Kazakhstan paid approximately $1.76 billion USD for these shares, reportedly just 
over half the true market value.71 
 
The Caspian Basin is likely to remain in the global energy security spotlight because of 
its role as the largest alternative source of hydrocarbons outside of Russia, the Middle 
East and Africa, all of which have used hydrocarbons as a political weapon in the past. 
The Caspian Basin could export its resources east or west without interaction with the 
Middle East or Russia, thus reducing the risk of supply interruptions associated with 
political maneuvering. Figure 3 shows most of the major oil and gas fields of the 
Caspian Basin.  
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Figure 3. Oil and gas fields in the Caspian Basin. Source: The Heritage Foundation. 
 
There are several issues that could affect Azerbaijan’s ability to maintain its dominant 
position in the Caspian Basin. The ongoing Nagorno-Karabakh conflict in which a large 
portion of Western Azerbaijan has been under Armenian control since 1991 has 
produced huge numbers of internally displaced people.72 The housing and support of 
these refugees is a large burden on Azerbaijan’s budget and infrastructure.73 The 
Nagorno-Karabakh situation could also impact Azerbaijan’s position as a major energy 
transit country as the BTC and South Caucasus pipelines pass close to the conflict zone. 
Azerbaijan has recently increased rhetoric concerning a military solution to this 
conflict.74 Open military conflict would certainly affect the security of these export 
routes. 
 
Resolution of the Caspian Delimitation issue is also critical. The most recent round of 
talks in this area, held in Tehran in June 2007, failed to fully resolve this issue.75 
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Azerbaijan, Russia, and Kazakhstan prefer to divide the sea along a median line which 
would leave each country with a different size piece based on its shoreline.76 Iran, 
however, feels that the Caspian should be divided equally into fifths and Turkmenistan 
has been hesitant to define its position, although recent improvements in Azeri-
Turkmen relations could change this.77 In addition to holding up agreements on a Trans-
Caspian gas pipeline from Turkmenistan to Azerbaijan, this lack of agreement on 
delimitation has held back development of several promising oil and gas resources.78 
 
The U.S. is posturing to expand its activities and influence in the Caspian Basin with an 
eye to reducing the role of Russia in the region.79 In recent months, the U.S. has sent 
several high-ranking delegations to Azerbaijan in an effort to improve its relationship 
with its “lone reliable ally in the region.”80 As a result of these visits, it has been 
recommended to U.S. President George Bush that the U.S. appoint a diplomatic 
specialist to deal with Caspian Energy Issues.81 Providing reliable access to alternative 
energy resources, even if not used directly by the U.S., improves global energy security. 
U.S. involvement in the Caspian region and Central Asia counters Russia’s 
monopolistic hold on the region and provides price control through competition and 
diversity of customers. 
 
Comment:  
Azerbaijan could potentially become more powerful in the Caspian region as a transit 
country rather than as a hydrocarbon producer. The western-backed BTC and South 
Caucasus pipelines and the minor Baku-Supsa pipeline and rail lines are currently the 
only non-Russian controlled western-flowing export routes for Caspian hydrocarbons. 
Revenue from Caspian and Central Asian oil and gas transit through these pipelines will 
continue to flow into Azerbaijan long after its oil and gas reserves have dried up. It is 
doubtful that Iran will host a major export route in the near future due to international 
sanctions related to its nuclear program. 
 
Source Reliability: 8 
Analytic Confidence: 7  
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Kyrgyzstan Energy Security 9-12 month Outlook  
Energy Security and the "New Great Game" in Central Asia: the 
Case of Kyrgyzstan 
 
Executive Summary: 
The interest of the great powers and emerging competitors such as China and India in 
the resource rich Central Asian states are very likely to continue and increase over the 
next 12 months. Kyrgyzstan is likely to benefit from increased interest in its 
hydroelectric sector, attracting foreign direct investment from Russia, China, the Middle 
East, Japan, as well as indirect support from the U.S. Russia will all but certain remain 
Kyrgyzstan’s main trading partner. The U.S. is likely to seek India’s assistance to get 
back some of its lost influence in the region. China will intensify cooperation with 
Kyrgyzstan in financing new hydroelectric power stations along its Western border 
under the aegis of the SCO. Kyrgyzstan is likely better positioned than its energy 
producing neighbors to circumvent resource curse and Dutch disease. End Summary. 
 
Discussion: 
 
Background 
 
In the last decade, the Great Powers have once again turned their eyes on land-locked 
Central Asia82, turning the region into one of the world’s most coveted areas for the 
extraction of natural resources, the securing of politico-economic alliances, and a fierce 
battleground for gaining strategic spheres of influence. Not undeservedly, Central Asia 
has been labeled with terms like “black whole” or “Asia’s Balkans”83, placing 
enormous gravity on the region as one of the central nodes in the complex system of 
global energy security. 
 
As in the fairytale, Central Asia has been kissed awake from a century of slumber and 
emerged from sleep as a strategic focus in “the new Great Game”. Not since the 19th 
century, when Tsarist Russia and the British Empire flexed muscles to gain influence in 
the area, has Central Asia had so many eyes set on it.84 Yet the economic growth and 
the raised political profile come with an expensive price tag: authoritarian governments, 
stalled reforms, lack of transparency, high levels of corruption, media censorship, 
human rights violations, and not least of all, shivery winters for the majority of the local 
population. 
 
The emergence of Central Asia as a major actor on the geopolitical scene is largely due 
to growing world energy demand. As stated in a report by the U.S. National Intelligence 
Council: “Growing demand for energy – especially by the rising powers – through 2020 
will have substantial impacts on geopolitical relations.”85 Both the Clinton and the Bush 
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administrations have actively sought means to gain influence in the area. According to 
analysts from the U.S. Energy Information Agency, the world’s unproven oil reserves 
are expected to double in the next two decades, with former Soviet states accounting for 
a projected fourfold increase.86 Based on this statement, there can be little doubt that 
Central Asia will continue to spiral up in geopolitical influence. The stakes are high and 
they affect not only the interests of super powers like the U.S. and Russia, but also 
neighboring Afghanistan, China, Iran, Pakistan, Turkey, and Ukraine, as well as the 
more distant European Union, India and Japan. 

 
Energy is not the only reason that drives geopolitical relations in the region. The 
Taliban regime, which came into power in 1996, triggered a wave of fear of radical 
Islamic revival throughout Central Asia, prompting local governments to increase their 
security cooperation with Russia, the U.S. and China. In the aftermath of 11 September 
2001, this cooperation has expanded, with the U.S. and Russia setting up military bases 
in the region, and China even conducting joint military exercises with Kyrgyzstan under 
the framework of the Shanghai Cooperation Organization (SCO), which, at least on 
paper, is not a military alliance. 
 
The Role of Kyrgyzstan 
 
Even if we ignore the Putin-Medvedev precedent in Russia, it is hardly surprising that 
Kyrgyz President Kurmanbek Bakiyev appointed former Energy Minister Igor 
Chudinov as new Prime Minister in early January 2008, following the hotly disputed 
December 2007 elections.87 Chudinov, and ethnic Russian with no knowledge of 
Kyrgyz, has already been criticized domestically for allegedly not having the experience 
to lead the government as well as for his inability to challenge Bakiyev, since 
constitutionally the president must speak Kyrgyz. Once a high-ranking Komsomol88 
official, Chudinov has been the director –general of the Kyrgyz state gas company 
Kyrgyzgaz since 2005. Yet despite his background in the industry, he is not placing too 
much weight on boosting development in the energy sector; rather, he has stated that he 
will focus on improving core sectors such as agriculture, minerals and tourism, and only 
secondary, the exploitation of energy resources. 
 
It is true that Kyrgyzstan has neither the oil nor the natural gas resources of its 
neighbors Kazakhstan, Uzbekistan and Turkmenistan; however with an annual volume 
of 2,450 km3, it possesses considerable water resources. (see Fig.1)  Kyrgyzstan is 
considered the third largest hydroelectric power in the CIS after Russia and Tajikistan. 
It has sufficient amounts of energy but is in dire need of developing its electric lines 
which are overloaded (they transfer around 5.5 GW but have the capacity of 4 GW) and 
have deteriorated due to neglect and lack of investment since the 1990s. Privatization of 
the electricity sector started as early as 1998 but has been slow until recently. 
Bakieyev’s government has been keen to push privatization of the sector as first priority 
and it is very likely that more concrete results will be seen by the summer of 2008. 
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Fig.1 Source: CIA World Factbook89 

 
Out of an estimated potential of 26,000 MW, the Kyrgyz installations are currently only 
capable of producing around 3,000 MW, of which 80% is from hydro electricity and 
20% from thermal stations.90 The country’s 17 hydroelectric and two thermal stations 
produce enough electricity to fulfill local consumption needs and enough surplus for 
export. Yet regional energy trade relations are strained. 
 
The Regional Actors 
 
The theoretical compatibility (3 gas and oil producing states and two hydroelectricity 
producing ones) has proved unsustainable in practice. There have been ongoing 
negotiations to exchange water for oil, but Kyrgyzstan has usually been on the losing 
side of those, with strong over-reliance on energy from Kazakhstan and Uzbekistan. 
Uzbek pricing demands have had significant repercussions in Kyrgyzstan. While in 
2006 Bishkek was paying Tashkent USD 55 per thousand cubic meter, at the end of 
December 2007, Uzbekistan hiked up prices between USD 100-115 and USD 
145/tcm.91 Kyrgyzstan is not the only one being bullied by Tashkent. Tajikistan is 
suffering a similar fate, and even Russia has agreed to a sizable price for the Uzbek gas. 
“The Kyrgyz economy is bearing the price rise of Uzbek gas with difficulty,” reported 
the Gazeta.kz website on 3 January 2008. “The people of Tajikistan will bear the most 
substantial losses. The poverty rate, which is already high, may increase.” 
 
From this and other similar instances we can deduce that it is apparent that Uzbek 
President Karimov’s administration is mimicking Russia in strengthening its political 
influence over Kyrgyzstan and Tajikistan by controlling the gas taps. 
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The five Central Asian states continue to be divided over issues of how to use the water 
resources: for irrigation in the summer or for heating in the winter. There is currently no 
reason to believe that the negotiations will move forward in the next 12 months. Since 
the June 2001 agreement between Kazakhstan, Kyrgyzstan and Uzbekistan to pay off 
their mutual energy debts through energy barter rather than by cash payment, 
Kyrgyzstan has been grudgingly delivering more than a billion kwh of hydroelectricity 
to both countries annually. While it would be Kyrgyzstan’s preference to receive cash 
for such transactions, it has had to settle for 700 million cubic meters of gas and 20,000 
tons of petrol from Tashkent and 800,000 tons of coal and 20,000 tons of oil from 
Astana.92 
 

  
 
 
 
 
 
 
 
 

 
Fig.2 Source:  Bishkek Institute for Public Policy93 
 
In June 2007, the Bishkek Institute for Public Policy hosted a roundtable for local 
experts and government officials on the challenges and opportunities for energy security 
in Kyrgyzstan.94 Participants in the discussion concluded that energy security in the 
country depends on the uninterrupted increase of generating power and the decrease of 
dependence from imports from neighboring countries. In this light, it is very likely that 
the current administration will attempt to speed up the privatization process and attract 
foreign capital for construction and exploitation of the hydroelectric stations. But even 
if construction of these stations, most notably the Kambarata stations (see Fig.2), goes 
according to plan, and they are fully operational in 5-7 years, it is difficult to predict if 
that will have a desired impact on energy security. With a lack of institutional oversight 
and high levels of corruption, it is likely that a tariffs policy on electricity will be 
extremely difficult to implement and regulate. One major consequence of such a 
scenario is likely to be that the bulk of electricity would be exported at the expense of 
the local population and the Kyrgyz economy. This is currently the case in Uzbekistan 
and Turkmenistan, where the benefits reaped from energy exports have largely been 
appropriated by the political elites and shady businessmen, leaving residents to “burn 
whatever they can get their hands on in order to stay warm”, according to local media 
sources.95 
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Russia 
 
Russia’s interests in Central Asia have naively been attributed (mostly by Western 
analysts) to a hegemonic lust to reclaim its “lost” empire. Russia’s decades-long control 
of the region has indeed far more complex long-term geopolitical implications. Russian 
foreign policy toward Central Asian countries is not driven by hopes of recapturing 
great oil wealth, but rather by Russia's ambition for geopolitical dominance of the 
region. Russia’s interests in the area are not the possession of oil and gas resources, but 
control over the pipelines. (see Fig.3) As one expert has put it: “Whoever controls the 
lifeline of oil transportation controls the oil resources of Central Asia, and by extension 
will dominate the politics of CEA96 states as well.”97 
 

 
 
Fig.3 Source98 
 
With energy as a means rather than an end in Russian foreign policy, it is not difficult to 
perceive Russia’s motivation in participating actively in the privatization of the Kyrgyz 
electricity sector. Currently Russia imports cheap Kyrgyz hydroelectricity to supply 
parts of Siberia. To reinforce its position, Moscow wants to develop transmission lines 
connecting north and south Kazakhstan and some inter-connecting lines between Tajik 
and Kyrgyz networks. The Russian state-run Unified Energy System (RAO-UES) is 
likely to use this network as a “North-South energy bridge” to export via the Central 
Asian grid to dynamic markets in the Far East.99 
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The United States 
 
According to a U.S. senior research fellow, Ariel Cohen, U.S. interests in Central Asia 
are threefold: security, energy and democracy.100 While a key U.S. national security 
concern is the diversification of energy resources, and Central Asia, despite its 
geographic distance and difficult accessibility, provides just such a lukewarm 
alternative to more turbulent markets in the Middle East, the U.S. has nonetheless 
achieved only marginal success in the region. 

 
So far U.S. involvement in Kyrgyzstan as well as the greater region, can be 
characterized by a “win some lose some” track record. Despite supporting local projects 
to increase and diversify non-Russian energy transit routes for Central Asia and setting 
up two military bases: one in Uzbekistan (now defunct since the 2005 riff with Uzbek 
President Karimov over criticism of human rights violations in the Andijan case) and 
one in Kyrgyzstan, reception of the U.S. alleged benign intentions on Central Asian soil 
has failed to produce the “winning of hearts and minds” it did perhaps intended. 
Nominal cooperation between local authorities and the U.S. in the war on terror, has 
helped the U.S. keep its airbase at Manas for the annual price tag in rent of about USD 
150 million, but has been an annoyance to the authoritarian governments of the region 
in its encouragement of reforms, modernization and democratization. 
 
It is highly unlikely that the U.S. will become a dominant power in Central Asia in the 
foreseeable future. What is likely, however, is that it will try to leverage its good 
relations with India to gain benefits indirectly. As both a stable democracy and a partner 
in the fight against terrorism, India will likely be used as a foreign policy tool to 
maintain and possibly expand U.S. influence. By providing an alternative corridor for 
energy exports to the Central Asian countries, India could be instrumental in breaking 
up the Russian monopoly, which in turn would contribute to economic growth, stability, 
and improved relations among the pipeline transit countries of India, Pakistan, and 
Afghanistan, which is all in U.S. interest.101 
 
China 
 
China has been an importer of petroleum products from Central Asia since the April 
1994 visit of Chinese Premier Li Peng to Kazakhstan, Uzbekistan, Kyrgyzstan and 
Turkmenistan. However, Beijing’s interests at that time were border security concerns 
(the 3,300 km western border with Kazakhstan, Kyrgyzstan and Tajikistan) as well as 
insurgency fears from Uighur separatists in Xingjiang rather than energy politics. Just 
little more than a decade later, China’s energy strategy is keeping eyes fixed on its 
western neighbors. Not only is close energy relationship with Central Asia very likely to 
further boost Chinese economic growth, but it could play a positive role on China’s 
self-confidence as an emerging great power, able to compete and possibly outperform 
geopolitical rivals such as Russia, the U.S. and Japan. By far the largest impact that 
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China is likely to make on the energy market in Central Asia is its ability and 
willingness to provide new oil pipelines and diversify options and opportunities for the 
land-locked states, thus acting as a balancing force between Washington and Moscow. 
 
Specifically to Kyrgyzstan, Chinese-Kyrgyz energy cooperation has taken off 
significantly since 2005 and shows no likelihood of slowing down in the near future. A 
proposed investment of USD 900 million to Bishkek in 2005 is now in the 
implementation stage of constructing a hydroelectric station, two blast furnaces, and the 
construction of a railway track and two roads in exchange for Kyrgyz electricity, iron 
and precious metals.102 It is all but certain that China will participate in the construction 
of the Kambarata I and II stations, although the Kyrgyz authorities will likely tread 
lightly on the deal so as not to undermine the authority of Gazprom and other Russian 
companies with big stakes in the construction. Further cooperation can be expected in 
Oriental Tian-Shan, in the region of Lake Issyk-Koul on the border with China, where 
privately-owned company Sarydjaz-Energo plans to begin construction of a cascade of 
five stations with the help of Chinese financing. 
 
“Resource Curse” or Blessing and the “Dutch Disease” 
 
A common problem that has emerged in Central Asia (as well as Russia) as a result of 
the oil and natural gas boom, the increase in energy prices and heightened international 
interest in the region is the so-called “resource curse” whereby energy rich countries 
waste their income in corruption and spending on security forces, while failing to 
diversify their economies, build effective institutions or stable democracies.103  
 
The “resource curse” is one of the main ingredients in the correlation between natural 
resources and violent conflict, and Central Asia is certainly not immune in this respect. 
Studies show that oil producing areas often suffer poverty, repression, environmental 
degradation and labor tensions, with the populations not being privy to benefits from the 
wealth that is created. Uzbekistan and Turkmenistan are two of the more extreme 
examples of this tendency. They, along with other resource giant Kazakhstan, also run a 
much higher risk of “Dutch disease” in which increased natural resource revenue causes 
a currency to appreciate rapidly, making other exports less competitive. “Dutch disease” 
and “resource curse” contribute to a higher risk of internal conflict, to which many 
Central Asian governments and Russia have responded by strengthening their domestic 
security structures to a point where a basis for the development of democracy has 
eroded or been killed in infancy. The abundance of valuable resources creates 
opportunities for government corruption and states, whose political and economic goal 
is getting a share of the spoils and self-perpetuation, with little or no regard for 
economic and social development. 
 
In this regard, Kyrgyzstan's lack of substantial oil and natural gas resources may 
actually turn out to be a blessing in disguise. Alan Rousso, Lead Counsellor at the 
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European Bank for Reconstruction and Development (EBRD), provides some valuable 
insights on the connection between market reform and political governance in the 
resource rich countries of Eurasia, which unlike other former Soviet states in transition 
such as the Central European and the Baltic states, have so far lagged behind with 
respect to adoption and effective implementation of structural and economic reforms 
that support markets.104  He claims that within the CIS, some of the most reluctant 
economic reformers have been the oil and gas producing countries such as Russia, 
Azerbaijan, Kazakhstan, Turkmenistan and Uzbekistan (RAKTU), showing that since 
1992, the non-energy producing countries in CIS (Kyrgyzstan falls under this category) 
have outperformed the energy producers in early phase liberalizing reforms (price and 
trade liberalization, small scale privatization) and in later phase institutional reforms 
(financial sector, governance and enterprise restructuring, infrastructure and large scale 
privatization). An EBRD study from 2005 shows that the non-energy producers had an 
average transition score in early phase reforms of around 3.8 out of a total 4.3 (4+), 
compared to an average score of around 3.2 for energy producers. In the second phase 
reforms, this ratio is 2.4 to 2.1. 
 
While Kyrgyzstan is far from being a developed democracy, it has certainly been more 
open and tolerant to reform processes and democratization, such as greater tolerance to 
political opposition, greater freedom of the press, better development of civil society 
and NGOs, greater respect for human rights, greater cooperation with the international 
community, and greater efforts toward the diversification of its economy. 
 
If Kyrgyzstan is able to take advantage of its resource disadvantage by focusing on 
institutional and market reforms, it is very likely that it will emerge healthier and better 
positioned in the global geopolitical game, opening doors for itself, where other energy 
producing countries have shut the blinds and bolted the gates. Given the country's 
currently weak political and economic institutions, its chances of avoiding the resource 
trap will be entirely dependent on the partnerships it decides to pursue and the extent to 
which the present administration will be able to reduce energy dependency on 
Uzbekistan and Kazakhstan, as well as over-reliance on Russian investment. It is 
unlikely that any major shifts will occur on the chess board of energy security politics in 
the next 12 months with respect to Kyrgyzstan. But whatever changes do affect the 
current spheres of influence configuration, they are more likely to be blown by the 
south and east winds, not the north and the west. 
 
Comment:  
This report makes no mention of the role of the European Union and its relations and 
possible impact on energy security cooperation between the EU and Central Asia, So far 
the EU has had little or no impact in the energy politics of the region even though it is 
painfully aware that its failure to do so is detrimental to its own energy interests. It can 
be acknowledged that in the Euro-Atlantic framework, the U.S. has been faster and 
smarter at seeking a stronger foothold in the region in order to minimize Russian 
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monopolization of sources and routes. While the EU realizes that Russia is using its 
stakes in Central Asia as a political tool in EU-Russia relations, the EU has yet to 
develop a common energy strategy. 
 
Source Reliability: 9 
Analytic Confidence: 8  
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Ukraine Energy Security 9-12 month Outlook  
Ukraine Energy Security Struggle 
 
 
Executive Summary: 
Ukraine’s dependence on Russia for energy sources is likely to continue over the next  
9-12 months.  Agreements made with Poland, Belarus, Georgia, Azerbaijan, Moldova, 
and the European Union (EU) to expand existing pipelines will certainly develop 
reliable partnerships for energy transit, diversity, and resources.  It is highly likely 
Prime Minister Yulia Tymoshenko will hold negotiations with Russia to discontinue 
usage of gas brokers and middlemen such as RosUkrEnergo (RUE), saving the 
Ukrainian government USD billions and reducing the geopolitical pressure on Ukraine.  
It is likely the U.S. will assist Ukraine in the fight for energy security and for the 
stabilization and reduction of tensions between Ukraine, Russia and other European 
countries. 
 
Discussion: 
The next twelve months in Ukraine are critical and will be significant for pipeline 
partnerships and negotiations for future energy security.  The GUAM (Georgia, 
Ukraine, Azerbaijan and Moldova) Partnership is a strong organization involved in 
innovative energy supply sources.  This partnership overcame and successfully 
implemented many economic planning, independence issues, and expansion 
concerns.105 
 
President Victor Yushchenko and Poland’s President Lech Kaczynski have established 
a plan for diversify and security of their energy supply, decreasing reliance on Russia.  
Because of the two pipeline explosions last year and the country’s move toward 
independence, provisions for shipping Caspian oil from Odessa, Ukraine on the Black 
Sea to Brody, near Poland’s border, has been initiated.  The plan also includes 
Lithuania, Azerbaijan, and Georgia.  By mid-2008, the oil will be shipped to Brody and 
then further transported by rail to northern regions.  Ukraine states that the pipeline, 
built in 2001, will be extended to the port of Gdansk.  Once established, the “flow of oil 
will be reversed.”106  (See Figure 1)   
 
Talks held last week between First Vice Prime Minister of Ukraine Oleksandr 
Turchynov and Poland’s Minister for Foreign Affairs Radoslav Sikorskyi reviewed the 
implementation of the Odessa-Brody-Plotsk-Gdansk project.  Mr. Turchynov stated 
“This project concerns not only energy security of Ukraine but of Europe as well.”107   
 
The U.S. and the EU support the Nabucco pipeline which eases European and 
Ukrainian dependence on Russia.  The Baku-Tbilisi-Ceyhan Pipeline carries oil from 
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the Caspian Sea through Azerbaijan, Georgia, and Turkey to the Mediterranean Sea108  
bypassing Russia. (See Figure 2)  Prime Minister Tymoshenko states “There will be 
more pathways … for greater diversification of energy supplies and energy security.”109  

An agreement between 
the EU and Iraq 
involves plans to build 
a gas transit pipeline 
from the Middle East 
to Central Asia that 
will bypass Russia.110 
 
Ukraine is located in a 
critical area for transit 
of Russian oil and 
natural gas to Europe.  
This highly developed 
pipeline network gives 
Ukraine negotiating 
power.112  (See Annex 
1)  About 80 percent of 

Russian gas and oil to Europe passes through Ukraine pipelines.113  (Annex 2)  Even 
with this negotiating power, Russia has cut off gas and oil supplies to the Ukraine and 
other European countries to show its control over these countries and major areas to 
shut off with the most impact.114  (Annex 3)  Negotiations to reach beneficial 
arrangements regarding transit and pricing will secure a stable relationship with Russia 
and are extremely important for Ukraine, the EU, the U.S., and the North Atlantic 
Treaty Organization (NATO).115  (See Figure 3)   

 

 
Figure 1:  Proposed Odessa-Brody Pipeline111 

Figure 2:  Proposed Nabucco pipeline116 
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Ukraine is the largest 
and most intense 
energy consumer in 
Europe, using 
approximately twice 
the amount of oil than 
Germany.  Over half of 
the energy consumed 
by Ukraine is natural 
gas, seventy-five 
percent of which is 
imported from Russia.  
Since 2004, the price of 
imported natural gas 
from Russia has almost 
doubled.118  Ukraine 
uses natural gas, 
hydropower, oil, coal, 
and nuclear power for 
energy production.   
 
Ukraine’s consumption 
of oil dropped from 
713,000 barrels per day 
(bbl/d) in 1992 to 

243,000 bbl/d in 2006.119  (See Figure 4)  Even though consumption has decreased, 
Ukraine is still dependent on imported oil for domestic use.  Ukraine has 395 million 
barrels of oil in reserves located in the eastern Dnieper-Donetsk basin.120  Ukraine has 
six crude oil refineries with a collective output capacity of 880,000 bbl/d.  Currently, 
the refineries are operating at thirty percent for its domestic use, which is well below 
capacity.121  In the last couple of years, progress has been made in securing crude oil 
supplies to meet the domestic demand. 
 
Ukraine produces very little of what the country consumes, making it Russia’s largest 
natural gas importer, using more gas than Poland, the Czech Republic, Hungary, and 
Slovakia combine.122  In 2006, Ukraine produced 0.67 trillion cubic feet (Tcf) and 
consumed 3.1 Tcf of natural gas.  Consumption remains steady for the last few years.  
(See Figure 5)  There are six depleted gas fields in Ukraine. Storage facilities in 
Naftogaz Ukrainy, RosUkrEnergo and Ukrgazenergo presently store 1.1 Tcf which will 
be increased to 1.2 Tcf by 2009.123 

Figure 3: Primary Russian Oil and Gas Pipelines to 
Europe117 
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Figure 4  Comparison of Ukraine Oil Production and Consumption124 

 

 
Figure 5  Comparison of Ukraine Natural Gas Production and 
Consumption125 

 
For many years, Prime Minister Yulia Tymoshenko has voiced opposition to the gas 
broker RUE, which controls much of the gas pricing and importing from Russia and 
Turkmenistan.  Prime Minister Tymoshenko states the payments RUE receives raises 
Ukraine’s cost for gas, and she seeks direct agreements with Russia.  Prime Minister 
Tymoshenko states she wants to “reiterate the government’s demand that the price paid 
by Russia for transit of gas through Ukraine to Europe be raised equally with the price 
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paid by Ukraine for gas.”126  The Ukraine’s cost for gas is higher than the agreement 
made in December 2007.  Because Russia’s supplier in Central Asia cannot meet the 
required gas volumes, RUE is using Russian gas to make up the difference.  This has 
caused the price to increase from USD 179 per 1000 cubic meters (m3) to USD 314 per 
1000 m3.  Ukraine will be “supplied with 2-4 billion m3 of Russian gas, billed at USD 
314 per 1000 m3, in the next several months.  Already Ukraine has developed a gas debt 
of over USD 800 million because of the price increase”.127   
 
While Ukraine progresses toward independence, such as joining the World Trade 
Organization (WTO) last week, Russia continues to counteract their activities by 
threatening to cut off gas supplies as they had done in January 2006.  On 7 February 
2008, Forbes.com states “it (Russia’s Gazprom) would cut off supplies of Russian gas 
to Ukraine unless its neighbor makes arrangements by Monday to pay more than a 
billion dollars in debt.”128   
 
U.S. Secretary of State Condoleezza Rice has assured President Yushchenko the U.S. 
will participate in the summit in May of this year,129 showing U.S. support for 
“Ukraine’s course towards the integration into Euro-Atlantic structures.”130 
 
While on a visit in Ukraine on January 15, 2008, the U.S. Senate’s deputy chairman of 
the Foreign Relations Committee, Richard Lugar, met with President Yushchenko to 
discuss bilateral relations and how Ukraine can strengthen its energy independence and 
“further integrate it into European and Euro-Atlantic structures.”131  
 
Comment: 
Ukraine’s desire to become independent from Russia is causing extreme tension in their 
relationship.  Ukraine and other European countries hopeful for independence from 
Russia may collectively persuade Russia to cooperate in stable gas and oil agreements, 
leading to less tension and a better environment in Europe, U.S. activities, and the EU. 
The U.S. has stated they will participate in the May summit and also will have 
discussions with Ukraine regarding how to help strengthen energy independence, it will 
give Ukraine the support and guidance it needs for success.  
 
Additional Important Information: 
For a bigger picture of Ukraine environment and security issues, please visit:  
http://www.envsec.org/easteur/maps/ukraine-EPS-may9.jpg  
 
For a review of a poll taken in March 2007 by Corporate Relations Research Center on 
the subject “Energy Security:  The Role Ukraine in European Power Security”, please 
review Annex 4.  Source:  http://ccrr.ch/editor/userimages/E-1-130.jpg 
 
Source Reliability: 9 
Analytic Confidence: 9  
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Annex 1 
 
 
Data132   2006 2007 
  16 year history Ukraine Eurasia World Rank  Ukraine
Petroleum (Thousand Barrels per Day)           
Total Oil Production   
 103 12,386 84,597 51  NA 

Crude Oil Production   
 93 11,727 73,539 46  NA 

Consumption   
 364 5,667 84,726 34  NA 
 
Net Exports/Imports(-)   
 - 260 6,719 -- 27  NA
 
Refinery Capacity   
 880 8,117 85,345 23  880 

Proved Reserves   
 
(Billion Barrels) 

0 78 1,293 50  0

 
    2005 2006 
  15 year history Ukraine Eurasia World Rank  Ukraine 
Natural Gas (Billion Cubic Feet)    
Production   
 685 28,790 101,528 30  687 

Consumption   
 3,079 24,227 103,700 8  3,136 

Net Exports/Imports(-)   
 - 2,394 4,556 -- 5  NA 

Proved Reserves   
 39,600 1,952,600 6,046,062 23  39,600 

Coal (Million Short Tons)    
Production   
 67 502 6,490 14  68 

Consumption   
 68 418 6,483 14  70 

Net Exports/Imports(-)    
 
(Trillion Btu) 

- 60 1,721 -- 21  - 61 
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Electricity (Billion Kilowatt-hours)    
Net Generation   
 175 1,327 17,351 18  NA 

Net Consumption   
 142 1,139 15,747 19  NA 

Installed Capacity 
(GWe)   
 

55 345 3,872 14  NA 

Total Primary Energy (Quadrillion Btu)    
Production   
 3 69 460 23  NA

Consumption   
 6 46 463 9  NA

Energy Intensity    
 
(Btu per 2000 U.S. 
Dollars) 

17,209 -- -- --  NA

Carbon Dioxide Emissions (Million Metric Tons of CO₂)    

Total from Consumption 
of Fossil Fuels   
 

342.57 2,578 28,193 20  NA

 

  

 
 
 
 
 
 
 
 
 



 UNCLASSIFIED//FOR ACADEMIC USE ONLY 

UNCLASSIFIED//FOR ACADEMIC USE ONLY 34

Annex 2  
 
Tables: Oil Transit in Ukraine; Major Recipients of Russian Natural Gas Exports, 
2005133 
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Annex 3 
 
Gas134 and Oil Pipelines135 
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 Annex 4 
The following information reflects the results of a poll taken in March 2007 by 
Corporate Relations Research Center on the subject “Energy Security:  The Role 
Ukraine in European Power Security”, 11 experts from Joint-Stock Company “Fund 
Management Company “INECO-INVEST” (?. Morkva), “New Conception” (V. 
Kovalenko), KINTO (?. Fedorenko), CHNP (N. Isaev), “Evolutionary Economics 
Institute” (I. Makarenko), Official Body SMIDA (Stock Market Infrastructure 
Development Agency of Ukraine) (E. Petrik), “Center for Polytical Marketing” (V. 
Stoyakin).136 
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Russia Energy Security 9-12 month Outlook  
Russia Likely to Continue Dominance of European Energy 
Landscape; Energy Security in the Region Not Uniform 
 
Executive Summary: 
Europe and Commonwealth of Independent States’ (CIS) dependence on Russia for 
energy supplies, specifically natural gas, is likely to continue over the next 9-12 months, 
buttressed by lack of realistic substitutes for Russian gas, the long-term outlook for the 
development of alternative source of energy, and the expansion of Russia’s supply 
network. It is a somewhat mutual dependence with respect to Europe, and, in a different 
sense, with respect to Central Asia. Because of the nature of contracts with Western 
Europe and their financial value to Russia, the former will likely be less vulnerable to 
Russia’s exports than the CIS countries, which are of political and strategic significance 
to Russia. The U.S. is unlikely to interfere in what is essentially a European-Russian 
trade issue, but is likely to maintain a presence in Central Asia, where both Russia and 
the U.S. compete for energy resources. 
 
Discussion:  
Europe and the CIS heavily depend on 
Russia for supplies of natural gas (See 
Figure 1). Russia supplies a quarter of 
the European Union’s (EU) gas.137 In 
2006 Russia’s state-owned energy 
company Gazprom earned an estimated 
$35 billion from sales to Europe.138 Nine 
EU countries rely on Russia for at least 
50% of their domestic natural gas 
consumption; five rely on more than 
80%. Russia provides four CIS states 
with nearly 80% or more of their 
domestic natural gas consumption.139 
 
The West has accused Russia of using 
energy exports as a foreign policy tool 
and has pointed to the Russian-
Ukrainian energy gas prices dispute of 
2006 as evidence. Currently, four-fifths 
of Russia’s gas exports to Europe travels 
via Ukraine.140 In 2005 Gazprom 
requested a nearly five-fold increase in 
gas prices for Ukraine. Ukraine resisted, arguing that the existing agreement covered 

Figure 1: Major Recipients of Russian Natural 
Gas Exports, 2005. Russia overwhelmingly 
dominates the European energy landscape. 
Source: Energy Information Administration, DOE 
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prices for the next three years.141 Russia offered a loan to help pay the higher costs; 
however, Ukraine rejected the proposal.142 On 31 December 2005, Russia cut off 
supplies to Ukraine. However, since the pipeline bringing gas to Europe ran through 
Ukraine, the latter compensated by using the gas intended for European customers for 
its own market.143 Following outrage from Europe, Gazprom restored pipeline flows on 
2 January 2006, and Ukraine and Russia negotiated a five-year contract with Ukraine 
paying near average European prices.144 Analysts split over whether Russia’s decision 
to cut supplies to Ukraine was politically motivated to punish it for democratization and 
closer ties with the West, or out of financial concerns over the below-market rate paid 
by Ukraine.145  
 
Many EU states and the European Commission, shocked by the cuts in gas resulting 
from the 2006 Russian-Ukrainian price dispute, pushed for diversification of EU 
sources of gas and sources of energy. The EU-backed Nabucco pipeline (See Figure 2) 
was designed to provide alternative sources of gas supply to Europe. The Nabucco 
project represents a new gas pipeline connecting the Caspian region, Middle East and 

Egypt via Turkey, 
Bulgaria, Romania, 
Hungary with Austria and 
further on with the 
Central and Western 
European gas markets.146 
The project however does 
not provide immediate 
relief. The pipeline is not 
scheduled to begin 
carrying gas before 
2011,147 will likely rely on 
uncertain Central Asian 
suppliers,148 and will not 
provide sufficient 
amounts of gas to reduce 
dependency on Russian 
exports.149 
 

The Ukraine gas dispute also prompted the Europeans to more seriously consider 
alternative sources of energy, which complemented with Europe’s anti-greenhouse-gas 
plans. Both national and commercial companies began looking at alternative supply 
lines, the option of importing natural gas in a liquefied form, as well as re-embracing 
nuclear power.150 Qatar is expected to begin exporting substantial quantities of liquefied 
natural gas (LNG) to Europe in the next couple of years.151 However, buying from 
alternative suppliers, particularly those in the Middle East and Northern Africa, is not 
without its own difficulties, from both a political and a security standpoint. This also 

Figure 2: The Proposed European Nabucco pipeline 
Source: http://www.nabucco-pipeline.com/project/project-
description-pipeline-route/ 
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does not provide immediate relief. In the case of alternative sources of energy, the 
reality is at least five to eight years away. The biggest challenge for Europe has been to 
agree on a common European energy strategy, and face Russia with a united voice. Up 
until now, European countries have been unable to do so, preferring instead to deal with 
Russia on an individual basis. This undermined their bargaining leverage, and, 
consequently, their energy security.152  
 
President Putin has 
sought to increase 
Russia’s energy 
leverage by building 
two new natural gas 
pipelines (See Figure 
3): the Nord Stream, 
which would run under 
the Baltic Sea from St. 
Petersburg to 
Germany, and the 
South Stream, under 
the Black Sea from 
near Novorossiysk to 
Bulgaria. The pipelines 
are expected to 
increase the European 
dependency on Russia 
from 25% to 35% of its 
total consumption.153 
There are advantages 
to Europe as well: the two projects will provide additional capacity for exports, and they 
will bypass the politically unstable CIS transit states. 
 
Russia's Gazprom and ENI of Italy are constructing the South Stream pipeline, which 
will first cross the Black Sea into Bulgaria and then split into two arms, one going to 
northern Italy and Austria and the other to southern Italy.154 Russia has recently 
solidified its plans for the South Stream pipeline by concluding deals with Serbia and 
Bulgaria. On January 22, 2008 the Serbian government signed an agreement with 
Russia, under which Gazprom acquires a majority stake in the Serbian oil monopoly, 
NIS. In return, Russia plans to route part of the planned pipeline through Serbia, making 
the latter a major hub for Russian energy supplies to Europe.155 A week earlier Bulgaria 
signed on to the project by concluding a deal with Russia, in which each side receives a 
50 %  stake in the company that will operate the stretch of the South Stream pipeline 
running through Bulgarian territory.156 
 

Figure 3: Russian Pipeline Plans: Nord Stream and South Stream 
create alternative supply routes in Europe 
Source: 
http://www.stratfor.com/weekly/unraveling russia s europe policy
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In June 2003 Russia and the UK proposed a northern pipeline, the Nord Stream or the 
North European Gas Pipeline, to extend over 2,000 miles from Russia to Finland and 
the UK under the Baltic Sea. In November 2006, Gazprom (51% shareholder), and 
Germany’s BASF and E.ON (24.5% each) submitted project information to Baltic Sea 
countries for the start of an environmental impact assessment. The partners expect to 
begin to lay the offshore piping between 2008 and 2010. The project will transport 
approximately 0.9-1.0 trillion cubic feet (25-28 billion cubic meters) of natural gas 
beginning by 2010. A second pipeline, which would double the transmission capacity 
could be built if demand necessitates it.157  
 
The two new Russian pipeline projects offer Russia alternative delivery routes for its 
exports to Western Europe, by significantly bypassing its current transit partners, e.g. 
Ukraine and Poland. The pipelines will bypass states that could siphon off Russian gas, 
as shown by the 2006 Russian-Ukrainian gas price dispute, directly to hard currency 
paying states of Western Europe. This is not an unattractive option for Western 
European customers as well: it will assure higher supply security. On the other hand, for 
the transit states, such as Ukraine, it will do the opposite: threaten supply, decrease 
leverage, and increase energy prices.158 
 
The issue of Russian energy supply to Europe threatens to divide the latter with Western 
Europe on one side and the “new European” states and the CIS on the other. In the latter 
part of 2006, energy suppliers from Germany, France, Italy and Austria renewed their 
gas supply contracts with Russia for another 15-25 years. While the length of these 
contracts further solidifies Western Europe’s dependence on Russian gas, it does not 
necessarily make them vulnerable. The contracts are “legally binding and subject to 
international arbitration with liquidated damages in the event of non-performance.”159 
Energy exports are a major driver of Russia’s economic growth, and make Russia 
vulnerable to energy price fluctuations. According to estimates by IMF and the World 
Bank, in 2005 gas and oil sector represented around 20 percent of the Russia’s GDP.160 
Two-thirds of Gazprom’s revenues come from sales to Europe.161 In 2006, it earned an 
estimated $35 billion from sales to Europe,162 an amount that Russia is likely to be 
reluctant to jeopardize by playing politics with energy.  
 
Further solidifying the importance of the European markets to Russia is the fact that 
Gazprom is legally mandated to supply the gas used to heat and power Russia’s own 
domestic market at below-market prices.163 Presently and in the near future, Gazprom 
and, consequently, its Russian competitors, lose money by providing gas to domestic 
markets. They have a strong incentive to sustain stable export of gas to Europe. In 2006, 
President Putin endorsed the decision to bring Russian domestic gas prices to parity 
with European prices by 2011.164 If and when this happens, the motivation to supply the 
domestic markets will become much stronger, and may then influence the financial 
logic of supplying gas to Europe. 
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On the other hand, sales of gas to CIS states, such as Ukraine and Belarus, are dictated 
by annually-renewed contracts, thus making the new states of Europe much more 
vulnerable. Additionally, at least until 2006, these states enjoyed prices that were a 
fraction of what Gazprom earned from equivalent sales in Western Europe.165 If 
Gazprom had to cut supplies, the cuts would come in those countries. 
 
Russia’s relationship with resource-rich countries of Central Asia is of the reverse 
nature, though not necessarily a dependent one. Russia’s natural gas production suffers 
from aging fields and insufficient export pipelines. In order to fulfill its contracts with 
Europe, Russia has recently begun importing natural gas from Central Asia, in 
particular Turkmenistan.166 In May 2007, President Putin brokered an agreement with 
Turkmenistan and Kazakhstan to build a new pipeline around the Caspian Sea, a plan 
that would give Russia significant access to Central Asian gas reserves. Turkmenistan 
has the second-largest gas reserves in the former Soviet Union after Russia, and is also 
being courted by the U.S. and China for energy deals which would bypass Russia and 
Iran. Sensing a challenge from the EU, the U.S. and China for stability of its Central 
Asian gas supplies, Russia has offered to pay Turkmenistan by the end of 2008 more 
than three times the price it used to pay in 2005.167 Russia is likely to continue engaging 
Turkmenistan, both for economic reasons – to assure its own stock of natural gas, and 
for political reasons – to run interference with U.S. plans to create alternative supply 
routes, bypassing Russia.168  
 
U.S. preoccupation with the energy issue in Europe is mainly out of concern that Russia 
is using energy as a foreign policy tool, and is likely to employ the tool to challenge 
democratization efforts in the CIS, and to jeopardize political and economic security in 
Europe. The U.S. has also become increasingly concerned with the lack of diversity of 
liquefied natural gas suppliers, and may caution U.S. firms against participating in the 
developing Russian LNG industry for future imports.169 However, the U.S. is unlikely 
to interfere, and will probably stay out in order to gain Russia’s cooperation in other 
areas, such as combating terrorism and addressing nuclear proliferation issues in the 
DPRK and Iran. U.S. is more likely to maintain and expand a presence in Central Asia, 
where both Russia and the U.S. compete for energy resources.170 
 
Comment: 
In 2007 the Gas Exporting Countries Forum, of which Russia is a member, decided to 
establish a group of experts to study how to strengthen the group, which in a sense 
might lead to the possibility of creating a gas OPEC.171 Russia has indicated it would 
welcome a gas OPEC. It would be interesting to see what effect, if any, this would have 
on Russia’s nearly-total dominance of the European natural gas market.  
 
Source Reliability: 8 
Analytic Confidence: 8  
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Contact Info  
 
For questions of comments, please contact the analysts: 
 
Azerbaijan:  
Aimee Blanchard 
E-mail: ablanc87@mercyhurst.edu 
Tel: (505) 667 6861 
 
Kyrgyzstan: 
Linda Popova 
E-mail: lindapopova@gmail.com  
Tel: +41 78 7354713 
 
Ukraine:  
Shelly Downes   
E-mail: mdownes4@aol.com  
Tel: (814) 490 5849 
 
Russia:  
Yana Feldman 
E-mail: yfeldm90@mercyhurst.edu  
Tel: +43 676 6245677 
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