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Overview
Background
Innovative

Take-Aways
	The EU, Russia, the US and China all compete for influence in the Caspian region.
	They all have energy, economic, security and geopolitical motivations.
	Though the Caspian region has not yet proved as abundant in oil reserves as the Persian Gulf, Kazakhstan and Azerbaijan have greatly increased their crude oil production.
	The 1999 discovery of the Shah Deniz gas field raised the region’s profile.
	Turkmenistan, with the world’s second largest gas field, is able to grow exponentially.
	Securing gas from Caspian and Middle Eastern sources through a “Southern Gas Corridor" is an energy security priority for the EU.
	Russia wants to retain influence over the Caspian, diversify its base of natural gas buyers and reduce the number of “transit countries” that its pipelines must traverse.
	In March 2013, Russia and China signed a breakthrough “memorandum of understanding” to build a pipeline route from eastern Siberia to eastern China.
	China’s demand for gas will triple from 2010 to 2020 as it reduces its reliance on coal.
	The US is focused on ensuring Caspian gas supplies for India and Pakistan, and “transit revenues” to shore up Afghanistan.


Recommendation
Since the collapse of the Soviet Union, energy consumers and producers have vied to tap the Caspian region’s oil and gas resources. In a replay of “the Great Game” – the 19th-century tussle between the British and Russian empires over the region – the European Union, Russia, the United States and China are now exercising their geopolitical muscle to gain strategic advantage over the region’s as-yet untapped and plentiful resources. These modern, major empires have their own, often conflicting, priorities that will likely affect the future of the Caspian region and of the world’s energy markets: The EU has to ensure its future energy security with a “Southern Gas Corridor,” China has to feed its growing demand, Russia has to lock in its customers, the Caspian nations have to grow and the US has to balance its strategic interests in the region. getAbstract recommends this outstanding brief from the Economist Intelligence Unit to analysts, executives, policy makers and anyone interested in the politics of energy.

Summary
Strategic Energy
English poet Rudyard Kipling popularized the term “the Great Game” to portray the 19th-century struggle between the British and Russian empires over Central Asia. The phrase aptly describes the modern-day contest among the European Union, Russia, the United States and China for access to the Caspian region’s oil and gas resources. The area’s ample oil reserves initially drew the major powers’ attention, and now their interest has expanded to include the Caspian’s similarly copious gas reserves. Each of these countries, along with the region’s sovereign states, has its own motivations – energy, economic, security and geopolitical concerns – for vying for influence in the Caspian.
“The 19th-century rivalry between the British and Russian empires over strategic influence of Central Asia was often dubbed the ‘Great Game’.”

The EU’s long-term energy security depends on its ability to diversify its oil and gas sources. Its oil imports have risen from covering 74% of its demand in 2000 to 84% in 2010; in the same period, its gas imports have gone from 49% of demand to 62%. Russia, Libya, Saudi Arabia and Iran are among the main exporters of oil to the EU, while most of the natural gas arriving in the EU comes from Russia, Algeria and Norway. The proposed “Southern Gas Corridor” pipeline to carry gas from Caspian and Middle Eastern sources ranks among the EU’s top security priorities because that would cut its dependence on Russian-supplied gas. The primary gas source for this pipeline will be the second stage of the Shah Deniz (Deniz 2) gas development, off Azerbaijan’s shore, set to go online in 2018.
“The Scramble for Oil”
US strategy favors a link between Caspian oil and Europe. Conscious of the security implications of the EU’s energy dependence, President Bill Clinton’s administration worked to increase the EU’s access to Caspian oil by encouraging the construction of oil pipelines that avoid Russia and Iran, and go through friendly countries. “American diplomacy thus helped to make the one million barrels/day Baku-Tbilisi-Ceyhan (BTC) oil pipeline...a reality.”  It runs “more than 1,700km across Georgia to Turkey.”
“This competition is now between Russia, the EU, the US and, more recently, China.”

Since the USSR fell, Azerbaijan, Kazakhstan and Turkmenistan have been eager to boost their energy production with help from foreign firms and governments. Though the Caspian region has not yet proved as abundant in oil reserves as the Persian Gulf, Kazakhstan and Azerbaijan have increased their crude oil production from 1.1 million barrels a day (b/d) in 2001 to 2.6 million b/d in 2012. Still, this is a fraction of Saudi Arabia’s 2012 production of 9.5 million b/d. Kazakhstan ranks just behind the Soviet Union in oil production among the former Soviet states. Its proven oil reserves have risen from 5.4 billion barrels in 2000 to 30 billion barrels in 2011, due largely to the 2000 discovery of its Kashagan field, “the largest oil find of recent times.” Oil from Kashagan may double Kazakhstan’s current production.
“The EC identified the Caspian as a key region for its strategy to diversify energy supplies, and a series of initiatives and declarations ensued in the 2000s.”

Azerbaijan, with proven oil reserves of about seven billion barrels, hit a production peak of one million b/d in 2010 and fell to about 863,000 b/d by 2012. Azerbaijan enters production-sharing agreements with foreign oil firms. Among Caspian nations, its tax regime is the most favorable for foreign investors.
“Shah Deniz: Opening the Southern Corridor”
In 1999, world attention shifted to the Caspian’s potential for natural gas with the discovery of the immense Shah Deniz gas field off the Azerbaijani coast. At that time, the European Commission was formulating its plan to diversify its gas supplies away from Russia. The Caspian find is a natural alternative for filling the pipelines of the proposed Southern Gas Corridor. The consortium developing Shah Deniz – BP leading a multinational group of oil producers, including Norway’s Statoil and the Azerbaijani Republic’s State Oil Company – sought the most efficient path for transporting gas to Europe. It combined several pipeline proposals into two broad routes, “the Mediterranean,” traversing  Greece and Albania, and the “South East European,” crossing Bulgaria, Romania and Hungary into Austria. In February 2012, the consortium chose the Mediterranean route and selected the Trans-Adriatic pipeline (TAP) to carry gas from the Turkish-Greek frontier to Italy. Both the TAP and the Mediterranean proposal changed their plans to supply customers starting “in the south-east corner of Europe.”
“Geographically, Europe is within reach of some of the most prolific natural gas reserves in the world...but tapping them is proving difficult.”

In June 2012, Azerbaijan and Turkey teamed up to build the Trans Anatolia Natural Gas Pipeline (TANAP) that will carry gas from Shah Deniz across Turkey, supplying some gas to Turkey and transporting the rest to Greece or Bulgaria. These pipelines, with others planned, will be able to transport more gas than Shah Deniz can supply. Azerbaijan has other recently discovered natural gas assets it could deploy in the long term to supply the EU pipeline network.
A New Playing Field
Though Shah Deniz is crucial to the EU’s quest for energy supply diversity, it will not provide enough gas to significantly reduce Russia’s role in EU energy. That’s where Turkmenistan comes in. With recent discoveries of new natural gas fields, it “has moved up the world rankings of reserve-holders of natural gas to fourth position – behind Russia, Iran and Qatar.” Its Galkynysh gas field is the world’s second biggest, so Turkmenistan could grow exponentially as a natural gas supplier. Most of its pipelines once ran across Russia, but that changed when Turkmenistan opened new pipelines in China and Iran. Disputes with Russia and a drop in European demand softened the market, but exports are returning to 2009 levels. China already imports gas from Turkmenistan through the Central Asia-China gas pipeline, and it has provided financing for developing the Galkynysh gas fields. Its imports of Turkmen gas jumped six fold from 2010 to 2012; now China is Turkmenistan’s largest gas export market.
“A sizable barrier to the [EU] project is Turkmenistan’s policy to leave the financing and construction of pipeline export routes to those that want its gas.”

In May 2012, Turkmenistan agreed to supply natural gas to Pakistan and India via the Turkmenistan-Afghanistan-Pakistan-India (TAPI) pipeline, scheduled to open by 2018. The US supports its development to benefit Afghanistan and reduce Pakistan’s and India’s need for Iran’s gas. A trans-Caspian pipeline could carry Turkmen gas to Azerbaijan’s coast to link to the pipeline that will transport Deniz 2 gas to Europe. Its 300km length would make it relatively inexpensive to build. Turkmenistan believes energy consumers should pay for building the pipelines to bring them gas. While China is willing, European companies and governments have not agreed on how to finance such pipelines.
“The Implications for European Gas Markets”
Europe’s gas consumption almost doubled between 1990 and 2010, but its gas demand fell after the 2008 financial crisis and the recession. Demand is not likely to regain its previous peaks until after 2015. Gas supply dynamics also have changed: Liquid natural gas (LNG) providers like Qatar increased capacity in the expectation of greater LNG demand from the US. But the US’s growth in domestic shale gas has forced LNG exporters to find other markets, including Europe. Like the US, Europe has shale resources it could develop to meet some domestic needs, but the member states that have shale – Poland and France – have drastically different reactions to developing it, “from active support in Poland to a ban on hydraulic fracturing in France.” Thus any shale exploitation in Europe is likely to lag.
“For Russia there is a clear strategic objective...to cement its place in the European market and minimize the role of transit states.”

Balancing the divergent national and economic interests of its members and their energy companies makes it difficult for the EU to construct a groupwide energy security policy. Domestic gas production in the Netherlands and the UK has declined, which will make the EU more dependent on gas imports over time. The EU can’t negotiate independently to finance and build pipelines within Europe, and each member country strikes its own energy agreements. Germany and Italy are quite content to get part of their natural gas from Russia, but some Central European and Baltic States that depend heavily on Russia for gas occasionally find themselves in disputes with Russia over pricing and supply reliability. Its Southern Gas Corridor strategy will enable the EU to diversify its gas supplies, but Europe will need more sources for the corridor beyond Shah Deniz. It will have to contend with the Caspian states’ increasing desire to set their own priorities, as Turkmenistan did in deciding to target China, not Europe.
Russia
Russia has its own energy and geopolitical motives, including “maintaining influence over the Caspian, diversifying its energy markets and reducing the role of transit countries” its gas lines traverse, like the Ukraine and Poland. Russia wants to strengthen its EU market position, so it has taken up two costly pipeline projects to transport gas directly to Europe, challenging “the Southern Gas Corridor through the heart of southeastern Europe.”
“China’s directly interventionist approach has enabled it to become an influential stakeholder in the Caspian region relatively quickly, a development about which Russia, the EU and the US have been able to do little.”

Russia, which owns the world’s largest proven reserves of natural gas, will continue to be a major EU supplier. But factors such as greater availability of LNG and shale gas from other suppliers could change Russia’s customer relationships. Right now, “Russia depends more on Europe as a market for its gas than Europe depends on Russia as a source of supply.” With the EU’s growing imports of LNG from Qatar and Nigeria, and with Norway’s increasing prominence as a gas exporter, Europe’s imports from Russia dropped from more than 70% of its needs in the early 1990s to 32% by 2010. The drop forced suppliers to change the way they fix prices. The earlier norm – still dominant – was to link gas prices to oil prices, but suppliers now face consumer pressure to link the price of gas to the lower prices at “gas hubs.” About a third of European contracts use this method. Norway’s Statoil has gained market share by being most flexible on pricing, though even Gazprom gives discounts. Because Russia can’t prevent the construction of the Southern Gas Corridor, it has to diversify its base of buyers. In March 2013, Russia and China signed a breakthrough “memorandum of understanding” to build a pipeline from eastern Siberia to eastern China. If this materializes, China would become Russia’s “second-largest gas market behind only the Ukraine...”
China
The International Energy Agency predicts that China’s demand for gas will triple from 2010 to 2020. China’s present gas consumption is only some 4% of its total energy use; coal currently supplies 75% of its energy needs. That unhealthy dependence on coal forces Chinese authorities to look for alternative, less polluting power sources, particularly natural gas from the Caspian. North American shale gas producers also target their LNG supplies to Asia, where prices and demand are currently higher than in Europe. But if China developed its own substantial shale gas reserves, exporters would turn increasingly to Europe.
“Given the complex geopolitics of the region and rising competition from China for Caspian gas, the EU’s challenge will be to unlock a greater share of the region’s resources for export to European markets in the 2020s and beyond. Game on.”

While the EU initially identified Turkmenistan as a potential source of its gas supplies, China acted first. In 2006, China and Turkmenistan signed an agreement to build a gas pipeline and, by the end of 2009, construction was complete. Sourcing gas from Turkmenistan gives China an advantage in negotiating with Russia and more influence in the Caspian. Links to China’s massive market leaves Turkmenistan less open to negotiating with the EU. In September 2012, during a visit to Turkmenistan, the EU energy commissioner could not secure a meeting with the country’s president. Observers wondered what the snub means for the supply of Turkmen gas through the Southern Gas Corridor.
The United States
While US officials believe that having several pipelines from the Caspian promotes both US and EU interests, President Barack Obama’s administration is not as involved in the promotion of gas pipelines to the EU as the Clinton administration was in the 1990s. The US’s present “Silk Route Strategy” seeks to promote economic links among Central Asia, Afghanistan, Pakistan and India. US backing for the TAPI pipeline ensures that India will have access to Central Asian gas and that Afghanistan and Pakistan will receive pipeline “transit revenue.” While the US supports the Southern Gas Corridor for the EU, its priority after the planned NATO troop withdrawal from Afghanistan in 2014 is to stabilize Afghanistan and keep India and Pakistan from buying more gas from Iran.
What’s Next?
An important start to opening up the Caspian’s energy resources to Europe is now within sight. By 2020, the Southern Gas Corridor will be online, albeit with a modest amount of gas flowing from the Caspian region to European consumers. As the EU’s economy and its demand for gas recover, the Southern Gas Corridor will become crucial to the EU’s goal of strengthening its long-term energy security. For China, the Caspian means a new resource to tap to feed its growing energy demands. However, Russia will have to maneuver carefully to retain its standing in competition with the Caspian region. 
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