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(1) Overview 

Ever since Russia cut off of natural gas supplies to Ukraine for a few days in January of 2006, with the ensuing disruptions in Russian gas deliveries to downstream European customers, Europe has been concerned about its over-dependence on Russian gas imports, and is looking to expand alternative sources of gas imports that will not transit either Russia or Ukraine. The subsequent and prolonged 19-day gas cutoff in January of 2009 to Ukraine and to downstream European customers only served to underscore these concerns. Russia is likewise seeking alternative gas pipeline routes that avoid troublesome transit countries. Caspian countries are also seeking future oil delivery routes that will avoid Russia, and thus enhance their array of oil export possibilities. Russia remains the single largest external oil supplier to Europe, and continues to act as the major external gas supplier to Europe, as shown below.    
European Natural Gas Trade, 1989 – 2007
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This paper analyzes the viability of existing and proposed gas pipelines from the Caspian/Central Asian region to Europe. It also analyzes prospective oil export routes from the Caspian region that avoid Russia. Additionally, we address concerns about the perceived slow development of new Russian gas supplies, and find them questionable. While we recognize the fragility of the BTC oil route and the SCP gas route after the Russia-Georgia war, we believe that both will continue to operate smoothly, although clearly the risk factor has risen. 

Russia has unmistakably demonstrated that it will not be bypassed in natural gas transportation projects. 

It is taking steps to maintain and increase its future European gas sales, through the Nord Stream, South Stream and Blue Stream-2 projects, as well as the Pre-Caspian line. These lines appear to preempt other proposed non-Russian gas pipelines and thus put in doubt the future of the Nabucco pipeline project from the Caspian region to Europe, the proposed TransCaspian gas or oil pipelines, and the proposed White Stream gas pipeline project from Georgia to Romania via Ukraine. Moscow has already renewed many existing European gas contracts to 2030 and 2040. Russia has no other outlets for its pipeline gas, and it cannot afford not to sell it. If it could deliver the gas now reaching Europe to its Far Eastern ports, it might have a choice between western and eastern customers, but no such transcontinental pipeline exists for either gas or oil. Russia holds most of the cards on future natural gas exports to Europe, and it intends to keep that hold, even as in the near term European economies slow and gas demand falls. 
The picture is a little brighter for future oil deliveries, as the Baku-Tbilisi-Ceyhan (BTC) pipeline already bypasses Russia, and the Kazakhstan Caspian Transport System (KCTS) avoids Russia by shuttling Kazakh oil across the Caspian Sea for loading into the BTC pipeline. Moscow’s approval of the expansion of the Caspian Pipeline Consortium (CPC) oil pipeline through its own territory demonstrates its commitment to retaining its oil customers.  None of the new gas and oil pipeline/shuttle projects are likely to loosen Russia’s grip on its West European gas and oil customers. While Moscow may in part be bypassed by the BTC and KCTS for Caspian oil exports, it will to all intents and purposes strengthen its hold on natural gas deliveries to Western Europe, even if, despite the successful operation of the South Caucasus gas pipeline (SCP), the Nabucco gas pipeline is ultimately built. With every passing day, however, Nabucco looks less likely to move forward, although its proponents are hoping to sign a five-country intergovernmental agreement in 2009.
(2)   Methods 

Based on our research and survey of the literature, we offer our own informed judgments and projections.

(3)   Results
We find that Russia’s grip on its Western European gas and oil customers is unlikely to weaken in the years ahead. Moscow is taking steps to develop new gas fields as well as to buy Caspian gas. It is building new gas pipelines that avoid troublesome countries, while at the same time undermining the chances of completion for non-Russian gas pipelines. In addition, Russia has agreed to double the capacity of the CPC oil pipeline carrying Kazakh oil to Russia’s Black Sea oil terminal, and is pushing construction of a Bosporus bypass which will permit its oil to continue to reach Europe. 

(4)  Conclusions

Europe faces a dilemma pertaining to its future gas import sources. If Europeans conclude that Ukraine is the problem for impeding gas deliveries, they will likely cooperate with Russia on the Nord Stream, South Stream and Blue Stream projects which bypass Ukraine, regardless of concerns of over-dependence. If, on the other hand, they believe Russia is the problem, they will likely increase their efforts to realize the Nabucco pipeline project as a means of diversifying their gas imports, despite a variety of risks potentially affecting that project. Developments in Russia’s oil and gas industry include a variety of projects intended to maintain Moscow’s dominance in European gas and oil markets. Russia’s strategy is clear and well-defined: it will build gas pipelines to deter Western bypass projects, and price its gas to retain its European markets. Any attempts to bypass Russian gas are likely to be small. Russia is winning the gas pipeline bypass war. Caspian oil exporters, however, are increasingly finding ways to bypass Russia, but Russia remains the dominant source of oil export capacity.  
(5)   Selected Sources

Available upon request.
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