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INTRODUCTION

T

he Russian Federation’s use of hydrocarbons
in its foreign policy refers to a theory the state
has added to its doctrinal documents, yet it
shows its practical nature in the first place. Moscow
in the past has employed energy as a geopolitical
instrument, and it should be assumed that such
actions would follow consistently in the future.
Among the state’s topmost coercive measures are gas
infrastructure projects, with pipelines at the forefront.
Russian gas policy poses a threat to European
security. This is best illustrated by Nord Stream 2 and
TurkStream, two major Russian export gas pipeline
projects implemented over the past few years to
cement Russia’s energy and political grip on Europe.
First, both pipelines were designed to go around
Ukraine, Belarus and Poland as gas transit countries,
with Nord Stream 2 in the north while TurkStream in
the south. Once completed, the two energy projects
will deliver a massive blow both to Ukraine’s security,
yet not only from the energy perspective. The country
will therefore lose gas transit fees while its overall
security is somewhat jeopardized. Stripped of its
transit country status, Ukraine is to a great extent
doomed to diminish in its importance in the eyes
of its Western peers. Belarus, in turn, might be also
threatened sometime soon. In the best-case scenario
for the Kremlin, these projects, if fully implemented,
would allow sidestepping Ukraine, Belarus and Poland,
halting gas supplies to Ukraine and Belarus while
provoking acute crises in Central and Eastern Europe,
albeit with no harm to Moscow’s Western European
partners.
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Secondly, large gas export pipelines from Russia to
its top gas recipients in Europe are intended to bind
these countries close to Moscow, mainly Germany
(Nord Stream 2) and Turkey (TurkStream). Lured
by a promise to become their respective regional
gas hubs, Berlin and Ankara are sailing closer to
Russia, both when energy and economy are at stake.
Suffice it to quote recent spats over Nord Stream 2,
a situation that somewhat pictures Moscow’s ability
to reap political benefits. A member of NATO and
the European Union, Germany is therefore taking
Russia’s side against its fellow NATO states and EU
countries (Poland, Lithuania, Latvia, Estonia, and
Bulgaria) as well as non-EU peers (Ukraine). With
its gas pipeline system, Russia seeks to incite and
deepen chasms within the Western community. There
is one thing Moscow has already achieved: it revealed
that European solidarity is nothing but empty words.
Thirdly, Russian gas pipeline projects have aroused
disputes both within the European and EuroAtlantic communities, as is particularly evident in
the case of Nord Stream 2. A group of European
members of both the European Union and NATO,
including Poland and the Baltic States, are strongly
opposed to the project. On the other side of the
barricade are Germany and several other Western
European nations, either involved or interested in
the pipeline to a smaller of greater degree. Also,
Nord Stream 2 sparked a spat between the United
States and Germany. In the defense bill legislation,
Washington posed sanctions that in fact prevented
the completion of the energy project, a move that
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somewhat caused dissatisfaction within the EU
institutions. This must be to Moscow’s liking. It is
worthwhile to note that the new gas link beneath
the Baltic Sea – a project endorsed by some
European players – triggered Kyiv’s disappointment,
preventing it from building confidence in the
European Union, especially amidst Brussels’s
expectation to see changes on the Ukrainian gas
market and energy solidarity.
Russia made its first attempts to bypass Ukrainian
territory by initiating South Stream in the south while
Nord Stream in the north. While the latter could be
complete, Moscow’s gas plans in the south ended
up being a failure. Announced in 2007, the South
Stream gas pipeline project was to be laid along the
bottom of the Black Sea, comprising four stretches
running to Bulgaria with the projected capacity of
63 bcm per year. However, the European Parliament
adopted a resolution in 2014 opposing the project on
the grounds it violated European Union energy rules.
A European Union member state, Bulgaria needed
to take this into account, by bowing to pressure
from the European Commission and abandoning
the project. The TurkStream energy pipeline, whose
construction is currently being underway, somewhat
mirrors South Stream yet has far modest capacities,
as seen by the gas flows anticipated to run alongside
the route. Russia began pumping gas to Turkey and
Bulgaria, yet constructing an extension beyond, thus
towards the Balkans and Central Europe.
Both current undertakings are closely intertwined
one with another. From the very beginning, Russia
sought to complete these two before its gas transit
deal with Ukraine expired, so they were slated to
become operational by the end of 2019. What might
be an optimal scenario would be to completely
abandon gas supplies to Europe through Ukraine or
even dictate the terms of a new deal. But this plan
was eventually scrapped amidst the failure of its
northern part, unlike was the case a decade ago. This
was largely owing to Denmark whose authorities
delayed to grant permission for a northern route of
the Nord Stream 2 pipeline project in its exclusive
economic zone, and, first and foremost, to the
United States that in late December 2019 devised a
sanction mechanism that brought the construction
of the gas pipeline from Russia to Germany to a halt.
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Washington’s move came after two years of idle
threats. Thus, Russian state-run energy firm Gazprom
was compelled to hammer out a five-year gas transit
deal with Ukraine instead of a short-term contract as
earlier thought. The launch of the TurkStream energy
pipeline, or the second route aimed at bypassing
Ukraine for Russian gas flows to Europe, was of
minor significance, though. Due to its relatively
scarce capacity, the gas pipeline allows Moscow to
reduce its gas transit through Ukrainian territory
only to some extent, and send energy to the Balkans.
Russian-sourced gas was shipped via a Soviet-made
infrastructure that dated back to the time when
Russia built its gas pipeline network to Europe.
Putin’s Russia is expanding these infrastructure ties,
yet so as to go around the countries of Central and
Eastern Europe while posing a hurdle to what it sees
as competitive gas supply routes, whether it be or
liquefied natural gas or Azerbaijani gas. Moscow’s
failure to complete the Baltic Sea pipeline is a major
obstacle to these plans.
Using energy resources as a tool for external policy
is yet not unique to the presidency of Vladimir
Putin, as this strategy had been set out decades
ago in the Soviet Union. Back then, a vast pipeline
network was devised, with Russia at the very heart
of the system. Pipelines were built from gas and oil
fields in Turkmenistan and Kazakhstan to Russia,
from where gas and oil was redistributed or sold to
Europe. Other sources of gas were fields located in
northern Russia and Siberia. The current gas pipeline
system in Central and Eastern Europe started to
be built in the 1960s. The 1980s saw an intense
development of gas supplies to Central and Eastern
Europe. In 1984, the Brotherhood pipeline (UrengoyPomary-Uzhgorod) was commissioned as the top
energy trunkline running through Russia, Ukraine
and Slovakia to the Baumgarten gas hub in Austria.
Apart from purely economic goals, the large energy
pipeline was intended to make Soviet satellite states
in Central and Eastern Europe reliant on Moscow.
Just like it was stated in the Falin-Kvitsinsky doctrine,
a Moscow-devised strategy that sought to substitute
military influence with economic pressure. This was
true even after the demise of the Soviet Union as
the early 1990s brought the successful launch of the
Yamal gas pipeline running to Germany through the
Belarus-Poland corridor.
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The gas transmission infrastructure, which was built
back in the Soviet period, still serves the Kremlin’s
purposes. In 2013, Belarus, Estonia, Lithuania,
Latvia, Moldova and Slovakia were fully dependent
on Russian-made energy supplies. In countries
like Austria, Bulgaria, the Czech Republic, Greece,
Poland, Slovenia, Hungary and Ukraine, this was

more than 50 percent, or1 Moscow seeks to maintain
the dependency relationship while expanding its gas
connections to ramp up Russian share in the markets
of non-Soviet bloc countries. Among the biggest
recipients of Russian-sourced gas are Germany,
Italy and Turkey.

Selected gas pipelines used to transport Russian gas to Europe
Northern Lights 51

Finland
Norway
Estonia
Sweden

Russia

Nord Stream 55

Denmark

Latvia
Nord Stream 2 55

Nel 20

Lithuania
Russia

Opal 35

Belarus

Jamal 33

Germany

Eugal 55

Poland

Gazelle 30

Soyuz 32
Czech Republic

Transgaz 120

Ukraine

Slovakia

Brotherhood 100

Tag 47
Austria

Moldova

Hungary

Slovenia

Romania

Croatia
Bosnia and
Herzegovina

Turk Stream 31,5

Serbia

Montenegro
Italy

Trans-Balkan 16

Bulgaria

Kosovo
North
Macedonia

Albania

Blue Stream 16
Turkey

Greece

Units: BCM/YEAR

EXISTING OR UNDER CONSTRUCTION ELEMENTS OF GAS TRANSIT ARCHITECTURE
* THE INDICATED CAPACITIES REFER TO THE SECTION OF THE GAS PIPELINE DIRECTLY NEXT TO IT’S NAME
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https://warsawinstitute.org/new-gas-pipeline-geopolitics-in-central-and-eastern-europe/
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2

THE GAS STRATEGY
OF THE RUSSIAN FEDERATION

I

n Putin’s Russia, oil and gas have morphed into an
integral element of the state’s strategy of regaining
its influence worldwide. In its 2013 Concept of the
Foreign Policy of the Russian Federation, Russian
Foreign Ministry declared that the state’s energy
oil is to “strengthen its strategic partnership with
major producers of energy resources while actively
promoting dialogue with consumers and transit
countries.”2 The Kremlin’s specific energy goals so
far have been enumerated in a batch of doctrinal
documents, including the Russian Energy Security
Doctrine (2019), the Russian Energy Strategy up to
2020 (2003), or the Russian Energy Strategy up to
2030 (2009).
Putin started its great gas pipeline game in 2003,
along with the launch of the Blue Stream energy
project delivering 16 billion cubic meters (bcm) of gas
per year. The trans-Black Sea pipeline carrying gas
from Russia to Turkey is 1,213-kilometer long. While
expanding its gas transmission network to Europe,
the Russian authorities had in mind an intention to
completely scrap energy transit through Ukraine. In
consequence, Moscow would be handed an effective
tool for influencing political moods in Kyiv, with the
desire to control Ukraine long being Russia’s strategic
goal since the fall of the Soviet Union. Politically
idle in the time of Yeltsin, Russia could not push
its policy any further. A fresh wind of economic,
2
3

political and military change came with newly elected
Vladimir Putin, allowing to map out and implement
a great plan to bypass Ukraine by constructing large
gas trunklines, both north and south of Moscow’s
wayward neighbor. This is how the first stage was
sorted out, with the Nord Stream and South Stream
energy projects. Of these two, only the former was
built. A few years later, Russia went on the second
stage by building Nord Stream 2, with the next two
legs along the Baltic Sea, and the TurkStream energy
pipeline, a somewhat refreshed version of South
Stream. What Moscow intends to do is to remodel the
gas transmission infrastructure for its energy supplies
across Europe. With new projects being launched,
Russian transmission lines would supply Central and
Eastern Europe via Nord Stream, Nord Stream 2 and
TurkStream to gas hubs across Turkey, Austria, and
Germany. Hence, countries like Poland, the Czech
Republic, Slovakia and Ukraine would have no other
choice but to import gas from the west and not the
east, with adequate transit fees to be paid to Russiaselected energy dealers. Such countries as Germany
and Austria would gain substantial profits in exchange
for political favor towards Russia.3
Transit countries may found themselves in a far
worse position, facing a status of somewhat a
gas condominium sandwiched between the Old
Europe and Russia, if the latter’s energy ambitions

https://www.mid.ru/en/foreign_policy/official_documents/-/asset_publisher/CptICkB6BZ29/content/id/122186
https://warsawinstitute.org/new-gas-pipeline-geopolitics-in-central-and-eastern-europe/
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are achieved to the fullest. In an April 2018 paper,
the European Parliament openly stated that Russia
expects “transit countries to behave like clients of
Moscow, particularly if they are not a member of
the EU or NATO. These states are most vulnerable
to energy blackmail (...) This policy of using energy
exports to intimidate or bully is a demonstration
of Russian Realpolitik and reverberates across the
European continent.”4 The price of natural gas set for
the countries that remain reliant on Russian-sourced
energy depends on what policy they are following
towards Moscow. The Russians see gas supplies as a
tool for corrupting local elites, also by providing them
with some profits from selling energy, as was the case
of companies like EuralTransGaz and RosUkrEnergo.
What serves as an instrument for exerting pressure
are gas crises that consist in cutting off energy
supplies; the Baltic States experienced this in the
past, while the Kremlin’s “gas wars” with Ukraine were
widely known as they struck a blow to consumers all
over Europe. In its approach to countries like Poland,
Russia has attempted a way more insidious technique,
by halting gas flows or reducing deliveries amidst an
alleged “technical failure.” What proves an obstacle to
the effective counteracting such practices is Russian
gas import structure through European countries,
both in terms of energy volumes and the direction
of gas flows. Trapped in a somewhat much worse
position that their Old European peers, Moscow’s
former satellite countries have been striving to

4
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diversify their energy deliveries. In doing so, they seek
to cross the pipeline system running from east to west
by alternative networks stretching from north to south
in a bid to boost mutual gas exchange while reducing
any risks incurred by the Russia-dominated direction
of energy flows. The European Union now imports
nearly 40 percent of its natural gas from Russia.
But these energy flows reach individual countries
unevenly. In thirteen European countries, mainly
former Soviet bloc nations, the share of Russian gas
imports varied between 50–100 percent.
Following the TurkStream pipeline launch, Russia is
delivering its gas to Europe via four transit routes: via
Ukraine and Slovakia (1); via Belarus and Poland (2);
directly to Germany (3); via Turkey (4). The Russian
strategy is targeted at gradually cutting off transit
first through Ukraine and then probably also via
Belarus, with a gas pressure mechanism used as a
tool against the Lukashenko regime. Gas flows will be
redirected towards Germany, especially in the wake
of the launch of Nord Stream 2, as well as Turkey
and the Balkans, with brand-new stretches added to
TurkStream. Moscow looks to attain its goal as soon
as possible in an effort to bolster its position on the
European energy market. Quite contrary to the EU’s
long-standing diversification ambitions, gas imports
from Russia went up. A united Europe accounts for
an import of roughly 200 bcm of Russian-sourced
energy, up from 150 bcm in 2014. This is in no small

http://www.europarl.europa.eu/RegData/etudes/STUD/2018/603868/EXPO_STU(2018)603868_EN.pdf
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measure due to an increase in European gas demand
and a decline in its domestic output. Nonetheless,
natural gas demand in the European Union is likely to
drop, also in connection with the continent’s attempts
to switch to renewable energy and its change in
energy mix. Back in 2005, Europe’s gas needs were
projected to be 788 bcm in 2030. But according to
the 2015 forecast, Europe could need no more than
526 bcm of gas in 2030. Moscow must take this into
account while all signs are that the Russian authorities
are apt to accurately identify key processes taking
place both globally and regionally, thus also on the
European energy market. Signed into law by President
Vladimir Putin in May 2019, the new Energy Security
Doctrine of the Russian Federation laid out external
challenges that had risen to Russia’s energy security,
identified as the slowing global demand for energy
resources, the increase in liquefied natural gas output
and the growth in importance of renewable energy in
the global energy mix.5
Russia’s substantial share in the European energy
market over the next few decades, especially vis-a-vis
a decrease in gas demand, compels Moscow to devise
an appropriate resource supply scheme. Naturally,
more important than gas delivery volumes, which
will be subject to changes, will be from where energy
flows (Russia, Azerbaijan, Norway, Qatar, the United
States) and how it might be shipped, either piped
(offshore and onshore) or liquefied. The biggest gas
producers are embarking on an ever-tightening race
to secure the best possible deals and win topmost
infrastructure before the projected slump in demand
for blue fuel. Russia is looking to take advantage
of Europe’s gas resources depletion to solidify its
position and enter new markets with greater force,
having in mind that its traditional Central and Eastern
Europe outlets are drifting away from the Russian
energy core. Ukraine stopped importing Russian gas
for its own consumption a few years ago and Poland
said it did not intend to extend a long-term deal on
gas supplies, dubbing it highly unfavorable for its
national interests. Meanwhile, the countries of the
region are making efforts to diversify its energy flows,
by showing a top interest in liquefied natural gas
they import from Qatar and the United States, and by
building new gas links like Poland with its Baltic Pipe
linking the country to Norwegian fields.

5

Less than a decade ago, the Balkan countries,
Hungary, Slovakia, Romania, Austria, and the Czech
Republic received their full Russian gas flows through
Ukraine, Germany got most of deliveries via the Yamal
Pipeline while Italy had a third of deliveries shipped
via Ukrainian territory. Through Belarus, Russia
dispatched all gas volumes to the Eastern European
country and Poland while a majority to Germany.
With the launch of two stretches of Nord Stream,
in 2011 and 2012 respectively, Moscow modified the
direction of its gas deliveries. Russian gas flows
running along the Baltic Sea totally ousted those sent
through Ukraine in Germany that received two-third
of energy imports from Russia via Nord Stream while
the remaining one third from transit through Belarus
and Poland. Also, Austria and the Czech Republic
receive no more than half of energy deliveries from
Russia through Ukrainian territory. The OPAL gas
connector, which allows distributing gas running via
Nord Stream 2 further into mainland Europe, is poised
to fulfill a major role in this respect. The EUGAL gas
link is slated to serve a similar role for Nord Stream 2.
Early 2020 saw the launch of the TurkStream energy
pipeline that introduced a change in receiving gas
through Ukrainian transit. The transit of gas through
Ukraine in the Balkan direction takes place only for
the needs of Romania and Moldova. Bulgaria, Turkey
and other countries across the region no longer claim
gas volumes through Ukraine, Executive Director
of Gas Transmission System Operator of Ukraine
reported. Yet even with two strings made operational,
TurkStream will not be capable of delivering as many
gas volumes as its predecessor South Stream was
originally believed to. This is also where Russia is up
against fiercer competition, with Caspian gas flows
via Turkey, than in the north, where there is nothing
more than the ongoing Baltic Pipe construction and
developing LNG imports. The next stage will consist
of Nord Stream being operational while the Baltic
direction could morph into a top export corridor.
The total capacity of four stretches running along
the Baltic Sea equals 110 bcm of gas per year. These
volumes could reach a German gas hub before being
dispatched to neighboring countries and Germany
itself, though much will hinge on whether the OPAL
and EUGAL gas links could be exempted from EU
regulations. Under such a scenario, gas flows piped
through the Baltic links might oust those shipped
through Ukrainian territory across Central Europe.

https://www.osw.waw.pl/pl/publikacje/analizy/2019-05-15/nowa-doktryna-bezpieczenstwa-energetycznego-rosji
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In turn, deliveries via the Balkan leg of TurkStream will
eventually push “Ukrainian” gas out of the Balkans.6
Under an optimal scenario for Russia, onshore legs
of its offshore gas link in the north, thus Nord Stream
and Nord Stream 2, and its southern gas connection
(TurkStream) will cross one with another in Austria
and Hungary. In other words, gas pipelines carrying
Russian-sourced fuel would somewhat bypass Poland,
Slovakia, Belarus, the Baltic States, Ukraine, and
Moldova, with the last country being also omitted
as it receives energy from Russia only via Ukrainian
territory. This, of course, would seriously hamper these
countries’ efforts to diversify their energy supplies,
meaning in extreme cases that no matter from where
they would import gas, with high probability these
flows come from Russia.
At the Atlantic Council debate on the National
Defense Authorization Act (NDAA) in December,
John Herbst, a former U.S. ambassador to Ukraine,
said Nord Stream 2 and TurkStream are devised
to help Russia boost pressure on Eastern Europe
by expanding a hydrocarbon supply network in
an effort to isolate Ukraine, Poland and Belarus as
Moscow’s traditional transit countries. “The Kremlin
is determined to expand its influence across Europe
by undermining both the European Union and NATO
while regaining supremacy over nations it had full
control some forty years ago,” Herbst said.7 If Russia
could pump up to 70 percent of its total European
gas exports through just one route if Nord Stream and
Nord Stream 2 were made fully operational. Added
to this should be TurkStream and Russian gas transit
obligations towards Ukraine to last at least for the
next five years. This might pose a threat to Belarus,
especially after Russia’s gas deal with Poland expires
in 2022, with the latter party saying it would not
renew the agreement. Gazprom may therefore cut
off gas supplies to Belarus without risking a conflict
with Poland. Gas flows would anyway reach Germany
through the Baltic. Belarus also buys around 20 bcm
of Russian gas a year. It annually transits 39 bcm of
Russian gas to Europe. Those volumes flow mostly
through the Yamal-Europe pipeline This is one-fifth of
Russian gas exports to Europe. Of the said 39 bcm of
Russian gas earmarked for European customers, 32
bcm goes to Poland, Germany, the Netherlands and

6
7

14

Belgium. Minsk makes some $0.5 billion from sending
Russian energy further to Europe. Russia has also
weakened Belarus’s robust transit position by creating
a liquefied natural gas (LNG) receiving terminal in
its exclave of Kaliningrad. This makes the Russian
territory less dependent on gas from Russia having to
pass through Belarus.
Moscow, in turn, has repeatedly rejected allegations
over the political dimension of its energy project.
Speaking at the Russian Energy Week summit of
global energy leaders on October 2, 2019, Russian
President Vladimir Putin said projects like Nord
Stream 2 and TurkStream are of purely commercial
nature. “There is no political background,” the Russian
leader was quoted as saying. The Kremlin is waging a
disinformation campaign saying that the new gas links
will contribute to diversified gas supply routes and
reduce transit risk, both of these intended to ramp
up Europe’s energy security. But the mere amount
of funds invested is contradictory to the claim that
these are business projects. These energy pipelines
will never pay off, especially if to take into account all
the expenses incurred while constructing pipelines
linking Yamal with the two places where Nord Stream
2 (Baltic Sea) and TurkStream (Black Sea) begin. This
is why Russia has mentioned the cost of its offshore
gas pipeline sections, arguing that these account for
the total cost of the projects. Moscow keeps pushing
its unprofitable investments not only for geopolitical
reasons. Also, the Kremlin’s energy projects seek
to line pockets of some subcontractors who build
all sections of the gas infrastructure. Moscow spent
$27 billion for a transport corridor linking Yamal
with the Baltic. It is chiefly about a 970-kilometer
pipeline running from the town of Ukhta in the Komi
Republic to the Torzhok gas transmission hub in the
Tver Oblast, able to carry up to 45 bcm of gas a year.
With the beginning of the construction of the onshore
gas pipeline on Russian soil, the implementation of
Nord Stream 2 has in fact begun. In addition comes
the cost of expanding the mining infrastructure for
the Yamal, or a project Gazprom had approved back
in 2008, totalling $80 billion in roughly a decade.
Among top beneficiaries of the projects are owners of
the companies that offer subcontracting services that
implement Russia-commissioned investments.

https://warsawinstitute.org/new-gas-pipeline-geopolitics-in-central-and-eastern-europe/
https://www.atlanticcouncil.org/event/the-future-of-nord-stream-2-and-turkstream-the-impact-of-sanctions-legislation/
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These are first and foremost Arkady Rotenberg and
Gennady Timchenko, both of whom have ties to the
Kremlin.8
Nord Stream 2 serves as a comfortable excuse for
Russian military buildup in the Baltic, though under
the pretext of securing its energy investments. What
might yet pose a bigger threat would be their use
for intelligence-related purposes. Russia could install
along the pipeline its cutting-edge listening-in and
monitoring equipment. The pipe lies at depths of
some 80–110 meters below sea level, allowing the
deployment of undersea surveillance equipment.
Suffice it to mention that back in 2016, the Russian
military began fielding underwater acoustic arrays in
various regions of the world. Due to the strategic role
of the Baltic Sea, whose waters see maritime lanes
running from NATO’s Baltic wing (Estonia, Latvia,
Lithuania) as well as Finland and Sweden - nonaligned, albeit close to the bloc - with the remaining

8

NATO alliance members, it should be assumed
that Russia is keen on embarking a high level of
intelligence activities, also using the Nord Stream and
Nord Stream 2 infrastructure.
Though most attention is drawn to Nord Stream
2, TurkStream is no less important as it makes
Southern and Southeastern European countries
more dependent on Russian-sourced gas. This part
of Europe is not adequately secured against Russian
domination. Northern and western parts of Europe as
well as the northern regions of Central Europe have
a way more diversified energy market, chiefly due to
gas flowing from Norway and liquefied natural gas
deliveries. Countries laying alongside TurkStream 2
are yet in a far worse position. What may affect the
situation could be gas imports from either Azerbaijan
or the Mediterranean. In either case Turkey’s further
actions may become of vital importance, especially
that the country has pursued a Russia-friendly policy.

https://www.golos-ameriki.ru/a/russian-experts-on-gas-industry/5108692.html
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3

SOUTHERN FRONT:
TURKSTREAM

R

ussia’s first major gas project running to
Southeastern Europe while sidestepping
Ukraine was its South Stream pipeline,
originally projected to consist of four strings with
a view to pumping a maximum of 63 bcm of gas
per year. The pipeline was intended to stretch along
the Black Sea basin from Russia to Bulgaria and
further to Italy, via Serbia, Hungary, and Slovenia.
Also, potential branch lines were to connect up
with Montenegro, North Macedonia, Bosnia and
Herzegovina, and Croatia. In 2006, Russia’s Gazprom
and Italy’s ENI formed a strategic partnership to
build the pipeline. The project raised the European
Union’s formal objections; Brussels claimed that the
intergovernmental agreements between Russia and
the countries participating in the project concluded
in 2008–2010 failed to take into account the fact that
Gazprom, as manufacturer and supplier, could not
also be the owner and operator of the pipeline while
failing to ensure access for third parties to the pipeline
and arbitrarily regulating the transit fees without
any reference to the regulatory bodies.9 In 2014,
the European Commission ruled that South Stream
violated the principles of EU energy legislation,
known as the “third energy package,” threatening
to take legal action against Bulgaria. Eventually the
project was cancelled. Gazprom was in a rush to find
an alternative solution. The Russian gas giant had
two options on the table: 1) transporting Russian gas

9

from Turkey via Greece to Italy, and possibly from
Greece towards Bulgaria; 2) from Turkey to Bulgaria,
and then to the Balkans, Central and Eastern Europe.
Russia went for the second option. On December 1,
2014, during a state visit of Vladimir Putin to Ankara,
Gazprom and Turkish company Botas Petroleum
Pipeline Corporation signed the memorandum of
understanding on the construction of the TurkStream
offshore gas pipeline. The link was reported to mirror
the capacity of the demised South Stream natural
gas pipeline (63 bcm per year). But in October 2015,
Russia’s Gazprom said the pipeline would consist of
two strings with an aggregated capacity of 32 bcm a
year. The gas firm’s decision primarily stemmed from
uncertainty regarding the demand for Russian gas in
southern Europe, and to the announcement of plans
to build the Nord Stream 2 pipeline. The first string
was believed to bring Russian gas to Turkey, while the
second could deliver gas to the Balkans and further to
South and Central Europe.
Construction was yet halted in late 2015 after Turkey
downed a Russian warplane in Syria, a move that
sparked an acute crisis in the two countries’ ties.
Once the spat was resolved, Vladimir Putin and Recep
Tayyip Erdogan met in St. Petersburg in August
2016 to resume works on their mutual investment. In
October 2016, Russia and Turkey officially signed the
intergovernmental agreement in Istanbul to execute

https://www.osw.waw.pl/en/publikacje/analyses/2014-12-03/unwanted-gas-pipeline-russia-has-halted-construction-south-stream
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the TurkStream project. On May 7, 2017, Gazprom
began construction of an offshore section of the
pipeline. South Stream Transport B.V., Gazprom’s
daughter company, and Swiss-based Allseas Group
signed a contract to build the TurkStream gas
pipeline’s offshore section. It starts from Russkaya
compressor station, which was initially intended for
South Stream, near Anapa in Russia’s Krasnodar
Region in the south. The offshore section of the
pipeline runs in part along the seabed and reaches
the maximum depth of 2,200 meters. The offshore
component of the pipeline consists of two branches,
930 kilometres in length each. The gas link comes
ashore on the Turkish coast in the country’s European
part, near the town of Kiyikoy, northwest of Istanbul.
This is where the two strings divide. TurkStream,
a 180-kilometer long underground onshore string
with the annual capacity of 15.75 bcm, runs to the
gas delivery point in Luleburgaz, where the pipeline
connects to the existing Turkish gas network. With
a planned capacity of 15.75 bcm, TurkStream Two
is planned to ship gas to the Balkans and further to
South and Central Europe. Gazprom considers Greece,
Italy, Bulgaria, Serbia and Hungary as potential
market. The string runs some 20 kilometers far before
reaching Ipsala, near Turkish-Greek border. Official
figures say TurkStream’s subtotal cost amounts to
€7 billion, for the gas link linking Russia with Turkey.
But the project incurred far higher financial outlays. A
vital step was the construction of a new gas transport
corridor linking Yamal and the Black Sea. According to
analysts of Russia’s biggest investment bank Sberbank
CIB in 2018, Russia pulled out over $20 billion to build
TurkStream. The investment, experts say, will pay off
no sooner than in 50 years.
In November 2018, Gazprom completed the
construction of the offshore section of the TurkStream
gas pipeline; thus, U.S. punitive measures could
no longer pose a hurdle to Russia’s second-largest
energy investment. On November 19, 2019, the
Russian gas giant said both legs of the pipeline had
been filled up with gas. On November 30, 2019,
Turkey made a weld joint connecting TurkStream to
Balkan Stream, projected to run through Bulgaria.
With a reverse flow direction, through the existing
infrastructure in Bulgaria, gas began flowing to Greece
and North Macedonia as of January 2020. When the
Bulgarian stretch of the TurkStream gas link becomes

operational later in 2020, running from the Turkish
to Serbian borders, gas flows to Serbia and Hungary
are set to begin on May 31, 2020. Serbia completed
the construction at its section of the gas pipeline,
stretching from its border with Bulgaria to Hungary,
on December 25, 2019. The gas compressor station
allowing sending energy to Hungary is slated to be
built in 2020. Energy experts say that throughout
2020 Russia may pump some 6 bcm of fuel through
the second stretch of TurkStream, using roughly 40
percent of its overall capacity.10 The undersea section
is both owned and managed by Russia’s Gazprom
while the onshore branch, intended for the Turkish
internal market, is held by the Turkish state-owned
firm Botas. The transit branch of TurkStream running
through Turkish onshore territory belongs to the gas
company TurkAkim Tasima AS, in which Gazprom and
Botas each have a 50-percent stake.
The new gas link was officially inaugurated on January
8, 2020, in Stambul, by turning on a symbolic tap.
Alongside President Vladimir Putin and his Turkish
counterpart Recep Tayyip Erdogan - who met to
inaugurate the pipeline in a ceremony - present were
also Bulgarian Prime Minister Boyko Borisov and
Serbian President Alexander Vucic. “The successful
implementation of this grand joint project, a transBlack Sea gas pipeline, clearly shows that the
Russian-Turkish strategic partnership is producing
significant, tangible results,” the Russian leader said.
As he added, despite the attempts of a number of
global players to obstruct the expansion of mutually
beneficial cooperation between our countries, joint
work “is proceeding steadily.” Putin labelled the launch
of the gas link “a very important event not only for
Russia and Turkey, but also for the states of southern
Europe, for the entire European continent.” The
Russian president dubbed the project “a unique and
unprecedented” deep-sea gas transportation system,
designed accordingly to cutting-edge technologies
enabling security, also in terms of environment.11 In
2019, Putin said, Turkey received as much as 24 bcm of
Russian fuel. The Russian leader expressed conviction
that in the future, Russia and Turkey would implement
more mutually beneficial joint energy projects.
The supply of Russian gas through TurkStream will
undoubtedly be of great importance for not only the
Turkish economy and the Black Sea region, but will
also have a positive impact on the development of

10 Moscow: TurkStream: the gas pipeline to pump Russian gas to Southern Europe (Polish Press Agency)
11 http://kremlin.ru/events/president/news/62553
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many south European countries, and will contribute
to improving Europe’s overall energy security,” the
Russian president said at the ceremony to launch the
TurkStream gas link. The Turkish leader reaffirmed
his country’s intention to continue its energy-linked
cooperation with Russia, pointing to the latter as
the top gas supplier to Turkey. What is of topmost
importance for the Kremlin is the mere fact that is the
newest gas pipeline may cut down on gas flows that
pass through Ukraine. This is a step towards Moscow’s
pulling out of its traditional gas supply direction,
which is what Russia has long striven for. If both of
TurkStream’s strings were made operational, Ukraine’s
transit significance would drop by a third. But this is
not the only advantage of the project. Also, Russia’s
southern regions saw an expansion of their internal
gas infrastructure in an effort to increase the country’s
gasification level while reducing energy purchases
from Central Asia to meet gas demands throughout
southern Russia. Also, Gazprom sees its brand-new
energy infrastructure as a tool for a way more efficient
competition with alternatives to its energy flows in
southern Europe, especially Azerbaijani gas to be
injected into the Southern Gas Corridor.12

It is not somewhat of a coincidence that Serbian
President Aleksandar Vucic and Bulgarian Prime
Minister Boyko Borisov were present as guests at
the opening ceremony of TurkStream. These two
countries are poised to serve a pivotal role in Russian
gas transit further to the south. Bulgaria began
receiving Russian gas from TurkStream on January
1, 2020, through the new gas transmission point
Strandzha-2, at the border with Turkey, instead of
via the Trans-Balkan pipeline coming from Ukraine
through Romania. The launch of TurkStream paves
Russia’s way for cutting down its gas deliveries
through Ukraine while not allowing Gazprom to
completely abandon this route. Countries that might
in the future receive energy imports via the new
gas link are now getting as much as 90 percent
of all supplies through Ukrainian territory. Russia’s
TurkStream strikes a blow to Ukraine as a transit
country while undermining its security. Russia, by
diminishing dependence on gas flows via Ukraine it
has been at loggerheads, gains a greater room for
maneuver towards its neighbor, getting a possibility
to take further belligerent action in the future. These
may not necessarily refer to military steps while

12 https://www.osw.waw.pl/en/publikacje/analyses/2018-11-23/pipeline-success-russia-turkstreams-offshore-section-completed
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touching upon economy matters, without a risk to
jeopardize energy exports to Europe. “Ukraine would
lose around $450 million in annual revenue over the
launch of the TurkStream gas pipeline,” the head
of Gas Transmission System Operator of Ukraine
(GTSOU) Serhiy Makogon said. This stems from
the Kremlin’s decision to halt flows to Bulgaria and
Turkey via Ukraine. Makogon voiced his regrets over
the inability to “stop the project.” “We have already
experienced its influence,” he said. “The transit of gas
through Ukraine in the Balkan direction since January
1, 2020, takes place only for the needs of Romania and
Moldova. Bulgaria, Turkey and other countries in this
region do not receive gas through Ukraine,” Makogon
added. The reduction of gas transit through Ukraine
would make 15 bcm this year due to the launch of the
TurkStream gas link. This totals roughly 18 percent
of all gas deliveries Russia pumped via Ukraine back
in 2019.13 Russian state energy company Gazprom
said on January 28, 2020, that it had supplied its first
billion cubic meters of gas via the TurkStream gas
pipeline. While some 54 percent went to the Turkish
gas market, the remaining 46 percent was delivered
to the Turkey-Bulgaria border. Gazprom CEO Alexey
Miller said TurkStream deliveries fully covered all
of the firm’s contracts with consumers in Bulgaria,
Greece and North Macedonia, and all contracts that
have been delivered until now by the Trans-Balkan
corridor. For his part, chief executive of the country’s
state gas firm Bulgartransgaz, Vladimir Malinov, said
that Russian gas flows, whose transit was ensured
by TurkStream, had already reached Greece and
North Macedonia. Gas flows are being carried to
the Bulgarian market through the new Strandzha-2
entry point at the country’s border with Turkey.
Meanwhile transit via the Trans-Balkan gas pipeline,
which runs from Ukraine to Turkey, through Romania
and Bulgaria, is suspended. Bulgartransgaz boss yet
assured that the country’s domestic system is ready to
receive gas supplied along the route if necessary.14
Turkey is one of the top Russian gas importers. The
level of supply has increased from 18 bcm in 2010 to
26 bcm in 2011, and since then has remained at the
level of 25-27 bcm per year. It reached some 28.6
bcm in 2017 while dropped to 23.6 bcm a year later.
In 2019, Turkey and Russia saw their energy figures
slightly rising to 24 bcm. Moscow sends two-thirds of

its energy to Turkey via its Blue Stream gas link across
the Black Sea while sidestepping third countries. The
pipeline began pumping gas to Turkey back in 2003.
With the launch of TurkStream, Ankara’s reliance
on Russian natural gas deliveries will grow bigger,
putting Russia at the topmost position on the Turkish
gas market. Nonetheless, Turkish consumers will not
gain anything from that. In EU markets, the average
price for Russian gas is about $220 per 1,000 cubic
meters, while the Turkish market will pay about $305
for the deliveries through TurkStream. Though Turkey
is the second-biggest recipient of Russian natural gas
only to Germany, it gets no discounts.15 Nonetheless,
Ankara sees TurkStream differently, paying little
importance to the price. Turkey perceives TurkStream
as yet another proof that it is morphing to a new
regional energy hub. Turkish President Recep Tayyip
Erdogan raised the topic while sharing the stage with
Putin at the grand inauguration ceremony. He stressed
that Turkey now had the infrastructure to become
an important hub of global energy supply. Erdogan
switched from TurkStream to praising the TransAnatolian Pipeline (TANAP) for Azerbaijani gas to
Turkey. The Turkish leader had opened TANAP in late
November 2019, alongside his Azerbaijani counterpart,
Ilham Aliyev. With the Russian president standing
next to him in Istanbul, Erdogan stressed that TANAP
would soon increase transmission volumes from 16
to 31 bcm per year. This is nearly equal to the annual
flows of Russian gas via TurkStream. The new gas link
is not as a big deal as the Kremlin is trying to show it.
In fact, Moscow switched from one transit country to
another. This does not eliminate all threats to energy
flows, though. Turkey could in the future be a far more
unpredictable partner than Ukraine used to be. Unlike
Kyiv, Ankara is not compelled to take into account
the European Union’s stance while pursuing its policy,
also referring to energy matters. Brussels’s pressure,
also on the Ukrainian authorities, came in handy when
Russia and Ukraine got embroiled in their past gas
crises. But European consumers do not have at their
disposal similar tools for influencing the situation in
Turkey.
What is worth noting is that TurkStream Two’s
capacity of 15.75 bcm is only a quarter of the South
Stream natural gas pipeline, which would have
delivered gas to the Balkans. TurkStream’s capacity

13 2020-01-09 17:19 Kyiv: Ukraine’s revenues to drop by $450 million after the TurkStream launch (Media/Polish Press Agency)
14 https://warsawinstitute.org/bulgaria-weak-link-russias-turkstream-gas-pipeline/
15 https://www.al-monitor.com/pulse/originals/2020/01/turkey-russia-turkstream-pipeline.html
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will not allow Gazprom to flood Central and Eastern
Europe with Russian gas. This will limit Gazprom’s
ability to control the markets in Southeastern
Europe while impeding its ability to compete with
the Southern Gas Corridor from Azerbaijan and
increased liquefied natural gas deliveries to Europe.
In addition to delivering natural gas supplies via
TurkStream to Serbia, Bulgaria, and Hungary, Russia
has been penetrating the Balkan gas market by
bankrolling local energy companies and financing
gas projects, including new gas storage sites in
Croatia. Moscow’s purpose is to undermine the
profitability of the Southern Gas Corridor and the
Trans-Anatolian Natural Gas Pipeline. The Southern
Gas Corridor (SGC) will supply a total of 16 bcm of
gas per year, with 6 bcm remaining in Turkey and
10 bcm running to the Balkans and Italy. It poses no
major threat to Russia’s position in energy markets
across Southeastern Europe. But Russia could in the
future double its gas deliveries after an extra portion
is sent from the offshore gas field Shah Deniz and/or
once a link to Turkmenistan’s Trans-Caspian Pipeline
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is assured. The Trans-Anatolian Natural Gas Pipeline
(TANAP) was made operational while the EU and
U.S.-endorsed Transadriatic Pipeline (TAP) will be
launched later in 2020 to deliver Azerbaijani gas
to Greece, Albania, and Italy via Turkey. The initial
capacity of the pipeline will be 10 bcm, which can be
expanded to 20bcm/y in future. The European Union
may constrain Gazprom from using the full capacity
of the its TurkStream Two. According to the EU gas
directive, half of the pipeline’s capacity would have
to be reserved for alternative suppliers. Issued last
autumn, the decision by the European Court of Justice
on limiting Gazprom’s use of the OPAL pipeline in
Germany to 50 percent, would serve as a precedent
for Bulgaria. Despite efforts by Sofia and Belgrade
to build the necessary infrastructure for transiting
Russian gas to Europe, Gazprom may end up shipping
no more than 7.5 bcm/y through the prospective
Balkan Gas Hub. Nonetheless, Borisov has failed to
secure an exemption from the EU energy regulations
for the Balkan Gas Hub.
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Russia is looking to boost its gas supplies to the
Balkans as soon as possible to be quicker that its
competitors while shutting local energy markets for
alternative suppliers. Russia’s export capacities at
TurkStream are yet narrowed down amidst the delay
in Bulgaria’s construction works of its gas connection
with Serbia. Vladimir Putin made its clear his
patience for Sofia was running out, complaining that
it failed to meet the deadline. He accused Bulgaria
of deliberately delaying the implementation of
TurkStream on its territory and warned that Moscow
could find alternative routes to sidestep the Eastern
Balkan state if needed. The tender for construction
works of Bulgaria’s stretch of the TurkStream gas
pipeline was first announced in February 2019. The
474-kilometer pipeline was initially scheduled to start
pumping gas in January 2020. But Bulgaria’s state gas
company could sign a €1.1 billion contract with Saudiled group Arkad only in September 2019 after all legal
obstacles had been cleared. Construction work kicked
off a month later, in October 2019. The deal provided
for a 615-day timeframe for completing the pipeline
stretching from the Bulgaria-Turkey border to the
Bulgaria-Serbia border while enabling gas shipped
through TurkStream to be dispatched across the Black
Sea to Serbia and Central Europe. The construction
of the 308-kilometer section was due to be complete
within the first 250 days while two gas compressor
stations, alongside adequate strings, were to be built
within the 615-day deadline. Balkan Stream, which is
a TurkStream extension running across Bulgaria, will
not become operational until mid-2020. Bulgarian
Prime Minister Boyko Borisov denied any deliberate
delays, rejecting Vladimir Putin’s allegations and
Russia’s warning to look for alternative supply routes
to Southern Europe. Speaking to Bulgaria’s private
BTV television channel, Borisov reiterated that his
country does not delay construction works, and it
makes efforts to work fast. “Probably politically they
are not very pleased that Bulgaria is such a loyal,
strong member of NATO and the European Union,”
Borisov was quoted as saying that Putin has reacted
nervously amidst Bulgaria’s looking for alternative gas
sources and the recent intelligence spying scandal
that mounted tensions between Sofia and Moscow.
“Everyone has the right to seek alternative routes.
We are looking for an alternative diversification,” he

declared, adding that Bulgaria will receive energy
from elsewhere. Bulgaria’s prime minister said his
country, unlike Serbia, Russia and Turkey, abode by
EU rules, which is why there was a delay. Meanwhile,
he admitted having started construction works later
than expected. Borisov added that Putin might
not have been updated on the stage the project’s
implementation in Bulgaria. He stressed that
construction works were advancing quickly. “There
are 150 kilometres laid, with pipes being installed,”
he added. Borisov said that Putin was welcome
to visit and “see the speed with which Bulgaria is
building TurkStream.” Also, Bulgarian energy expert
Atanas Tasev agreed with Borisov’s saying that Putin
might have been delivered wrong information on
further advances. Any delays, he said, occurred due
to procurement rules that were the Russian bidder’s
responsibility.16
Despite TurkStream, Bulgaria will paradoxically be less
reliant on Russian deliveries that it is now. As in the
case of Turkey, a new gas link from Russia is slated
to become only one of the directions while Sofia has
an ambition to build the Balkan Gas Hub. Borisov
has undertaken steps to diversify gas supplies to the
prospective Balkan Gas Hub, facing staunch criticism
from Russia, considering EU action attempting to
narrow down the capacity of the TurkStream’s transit
string, and given Washington’s negative stance on
the Russian gas link. The last is especially true if to
take into account the growing cooperation between
Washington and Sofia. Brussels has already stated
that the project would be approved only if Bulgaria
could secure gas supplies from three different sources.
This is why Sofia, apart from TurkStream, listed in
its national gas strategy local gas production and
imports via the Southern Gas Corridor. Work on the
Bulgaria–Greece Interconnector finally commenced
in May 2019, after years-long delay. The 182-kilometer
cross-border pipeline, designed to deliver Azerbaijani
gas, is expected to come into operation this year.
Its transportation capacity will be 3 bcm/y, reaching
5 bcm/y by installing a compressor station in
future. Additionally, Bulgaria decided to purchase
a 20 percent share in the floating LNG storage and
regasification terminal in Alexandropoulos, Greece.
The facility will receive LNG from the United States

16 2019-12-04 19:17 Sofia/Bulgaria: Bulgarian PM sharply reacts to Putin’s accusing Sofia of holding up the TurkStream pipeline
(Polish Press Agency)
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and Qatar.17 It is worth nothing that in 2018, Bulgaria,
which until then had received almost all gas deliveries
from Russia,bought its first LNG supplies that reached
the country via a Greek terminal.
Tensions have been on the rise between Sofia and
Moscow that may deteriorate these two’s energy
partnership. Russian spying activities revealed last
autumn were what was referred to as the beginning
of an acute spat between Russia and Bulgaria.
Bulgarian goverment, prosecutor’s office and services
have taken firm actions to oust Russian intelligence
influence from the country. Undoubtedly, Sofia went
to war with Russian agents - who have long operated
on Bulgarian soil - under Washington’s influence.
January 2020 saw a fresh attempt to mount yet
another stage of a Bulgarian offensive against Russian
intelligence services. Sofia expelled two Russian
diplomats who prosecutors suspect were involved in
espionage and charged three GRU military intelligence
officers with the attempted murder of a Bulgarian
businessman in 2015 that resembled the nerve-agent
attack on Russian former double agent Sergei Skripal
a few years later. Amidst its deteriorating political ties
with Moscow, the Bulgarian government is looking to
reduce its energy dependence on Russia, though the
country is part of Moscow’s TurkStream gas project.
Bulgaria intends to significantly decrease its imports
of natural gas from Russia by the end of this year,
Bulgarian Energy Minister Temenuzhka Petkova said
on January 28, 2020. “The direction of natural gas
supplies to Bulgaria will see a significant change, with
the share of Russian gas dropping to some 50 percent
from the current 85 percent,” she said while visiting
the United States. Bulgaria imports some 3 bcm of
Russian-sourced gas annually, while the country
is expecting half as much of these deliveries from
Azerbaijan as well as will receive liquefied natural
gas from the United States. In March 2019, Bulgaria
received its first deliveries of U.S.-sourced gas,
through an LNG terminal in Greece. From Azerbaijan,
gas flows will be pumped via the Komotini-Stara
Zagora gas interconnector, which is currently being
built. The construction began in May 2019 and is
set to terminate in the second half of 2020. What
has a tremendous impact on Bulgaria’s stance
on combatting Russia’s influence is Washington’s

current position. “The United States is against the
second line of the TurkStream gas pipeline intended
for gas supplies to Southeast Europe via Bulgaria,
because our country views it as geostrategic project
of Russia,” David Hale, the U.S. undersecretary of
state for political affairs, said on January 10, 2020, in
an interview for the Bulgarian National Radio.18 “The
United States believes that the gas string is intended
to fulfill Russia’s political purposes,” he said. “We
are aware that energy security is very important for
Europe and we understand that our allies are stronger
and more reliable when they have unrestricted access
to energy resources. (…) The problem is that Moscow
sees it differently,” he added. “Moscow uses its energy
sources as a political tool to exert influence and
divide Europe. Nord Stream 2 and the second pipe
of Turk Stream are a problem, because they do not
ensure energy diversification for Europe. They serve
to destabilize Ukraine, with Russian efforts to sidestep
the country,” he explained. Hale later added that the
United States “believes the both of these pipelines
provide Russia with an extra tool to exert pressure on
Europe and promote instability.”
Russia seems to have fewer concerns with Serbia
and Hungary, both of which are two other top
players in the TurkStream gas link, alongside Turkey
and Bulgaria. A non-EU and NATO member state,
Serbia has amplified its bonds with Russia, seeking
better political, military and economy cooperation.
Belgrade’s closer energy and infrastructure ties fit
into Moscow’s strategy of turning the Balkan country
into an advanced stronghold for Russian geopolitical
influence to pose a hurdle to the EU and NATO
enlargement ambitions across the Western Balkans.
The Kremlin’s mission was best evidenced by the visit
of Serbian President Aleksandar Vucic to the Russian
resort city of Sochi in early December 2019. The
Serbian leader said after a meeting with his Russian
counterpart that his country had almost completed
construction of its section of the TurkStream pipeline
to carry Russian natural gas. “Serbia has joined us
in our efforts to build a gas transmission system,
intended as an extension of the TurkStream gas link.
The laying of pipes to extend the TurkStream on the
territory of Serbia will be completed in the coming
weeks,” Putin told a press conference following the

17 https://jamestown.org/program/turkstream-triumph-or-failure-for-russia/
18 US Department of State: US is against the construction of TurkStream Two (Polish Press Agency, 2020-01-10)
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Sochi talks. The Serbian part of the gas pipeline from
the Bulgarian border to Hungary is already 85 percent
ready, he said. Earlier reports over the inability to
complete the Serbian leg of the pipeline before
mid-2020 were nothing but a great exaggeration.
Serbia has reached an agreement with Russia on
expanding the volume of underground gas storage
facilities to some about 2 bcm, Putin said.19 What
the Russian and Serbian leaders agreed on during
the Sochi meeting has been accurate. Srbijagas
CEO Dusan Bajatovic said on January 1, 2020, the
construction works of 400-kilometer long Gazprom’s
Turkish Stream gas pipeline through Serbia has been
completed.20 Known also as Srpski Tok (Serbian
Stream), Serbia’s TurkStream Two stretch begins
close to the town of Zajecar at the border of Serbia
and Bulgaria to the border of Hungary via Serbian
territory. A connecting branch of the TurkStream
natural gas pipeline is planned to extend from
Belgrade to the Republika Srpska, one of the two
entities of Bosnia and Herzegovina. Furthermore,
Serbia is interested in participating in works on the
Bulgarian string of TurkStream so as to speed up its
construction, Srbijagas chief executive officer Dusan
Bajatovic said on January 27, 2020.
Hungary is at the very end of the TurkStream gas link.
The TurkStream section will stretch only 15 kilometers
along the Hungarian territory. High on Russia’s list
of priorities was to bring the pipeline to the Central
European country that pursues a Putin-friendly
policy while bordering Austria and its Baumgarten
gas hub. Moscow looks to see its gas deliveries
flowing from the north via Nord Stream and Nord
Stream 2 and those from the south, via TurkStream,
pumped into the Austrian energy hub. In November
2018, then-U.S. Energy Secretary Rick Perry called
on Hungary and its neighbors to reject Russian gas
pipelines that Washington said were being used to
cement Moscow’s grip on Central and Eastern Europe.
His efforts were in vain, though. Hungary’s Foreign
Minister Peter Szijjarto said that Hungary would
reap benefits from an extension of the TurkStream
pipeline through its territory and this should not
pose a problem, with a much bigger pipeline to
supply Western Europe (Nord Stream 2). Criticizing
Hungary in this respect is nothing but applying double

standards, Szijjarto said.21 Budapest seeks to justify
its participation in the Russian energy project with
the EU’s unequal treatment of its member states.
Hungary’s foreign minister accused the European
Commission of applying double standards as far as
Russian gas pipeline to Europe were concerned. “We
have the impression that the South Stream pipeline,
which was beneficial for smaller EU countries, was
cancelled due to these countries’ not being as
influential as Germany,” Peter Szijjarto said in an
interview to the Rossiya 24 TV channel. “The main
argument of the South Stream critics is that the
pipeline was planned to be built bypassing Ukraine.
However, the Nord Stream pipeline will also bypass
Ukraine, only not from the south, but from the north.
There is no difference. It’s a very good example of
double standards in Europe,” he added. “Russia will
welcome participation of Hungary in the TurkStream
gas pipeline project,” President Vladimir Putin said
in Budapest in October 2019. The Russian leader told
a press conference after talks with Hungarian Prime
Minister Viktor Orban that its participation in this
project is interesting for Hungary from the standpoint
of supporting its energy security and increasing its
role in the European energy sector. “We can start this
work as early as in the beginning of 2020,” Putin said.
Viktor Orban highlighted it was vital for his country
to have its gas delivered from “different directions,”
a solution that makes Budapest little vulnerable to
varying energy supplies. In March 2019, Gazprom
ensured the supply of natural gas to Hungary,
regardless of whether a transit agreement took place
between Russia and Ukraine past 2019. Hungary,
which imports Russian gas also through Ukraine, could
receive some of its deliveries via Austria. In June 2019,
Moscow and Budapest agree on an extra 2 bcm of gas
throughout 2019 and a further 2 bcm a year later to
pass through Austria.22
Hungarian Foreign Ministry Peter Szijjarto said in
Moscow in December 2019 that the TurkStream gas
link is the most viable manner to diversify energy
deliveries to Hungary. “We hope that by the end
of 2021, 9.8 bcm of gas will reach Hungary from
the south,” Szijjarto said. Deliveries of Russian gas
through the TurkStream pipeline could first start from
late 2021 or early 2022 to Hungary, a state secretary

19 2019-12-04 16:36 Moscow: Putin: Serbia is set to complete the extension of the TurkStream pipeline (Polish Press Agency)
20 https://www.jpm.rs/the-construction-of-turkish-stream-gas-pipeline-serbias-section-has-been-completed/
21 2018-11-13 22:48 Budapest: US Energy Secretary Rick Perry calls on Hungary and its neighbors to reject Russian pipelines (Polish Press
Agency)
22 2019-10-30 21:04 Budapest: Putin: Russia is satisfied with Hungary’s participation in the TurkStream pipeline (Polish Press Agency)
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for the innovation and technology, Peter Kaderjak,
noted on January 27, 2020. Gas consumption in
Hungary totals roughly 10 bcm of gas per year, with
Russia serving the role of a leading energy supplier.
Hungarian authorities yet upheld the country’s urge
to diversify its gas supplies. Kaderjak said Hungary
could buy gas from the West via Austria where gas
deliveries flow from the south, also from North Africa.
Significant gas volumes reach the European energy
market from Norway, he added. What might serve
as an alternative, Kaderjak said, could be liquefied
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natural gas deliveries to hit Europe through a few
terminals, and Hungary could buy them directly from
an LNG terminal that is currently being built in Croatia.
In addition to gas shipments via TurkStream, Szijjarto
said Hungary hoped to acquire energy supplies from
the planned LNG terminal on the Croatian island of
Krk, with Budapest planning to buy a 25-percent stake
in the project, Azerbaijani or Romanian gas fields off
the Black Sea. None of these plans were implemented.
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4

NORTHERN FRONT:
NORD STREAM 2

T

he idea to create the North European Gas
Pipeline, later renamed Nord Stream, evolved in
the Ministry of Energy of the Russian Federation
back in the 1990s. The Russian authorities look to
build an alternative transmission line to be sure its
exports still flow to Germany, Moscow’s top European
gas consumer, regardless of the situation in Ukraine.
The first branch of Nord Stream became operational
on November 8, 2011, while gas flows through the
second leg began on October 8, 2012. Combined,
the pipelines had the annual capacity to transport
a total of 55 billion cubic metres of gas. A plan to
double gas volumes shipped across the Baltic Sea to
Germany originated in 2011. The pipeline’s new stretch
was intended to mirror Nord Stream, having both
the same capacity while also running to Greifswald,
Germany, yet beginning elsewhere, in the Russian
town of Ust-Luga south of St. Petersburg instead of
the northern city of Vyborg. In 2015, the pipeline’s
economic appropriateness gave rise to questions
about the project’s further development. It has
become clear now. Analysts of Russia’s investment
bank Sberbank CIB estimated that Nord Stream 2
might pay itself back after some 20 years if used in 60
percent of its full capacity. The authors of the report
were laid off shortly thereafter. Nonetheless, Gazprom
went ahead with its investment. The Nord Stream 2
project is primarily perceived as a political venture
while going against basic EU principles and posing
threat to European solidarity. Both Chancellor Angela
Merkel and the German government have endorsed
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Nord Stream 2 even despite objections from some of
EU and NATO member states and from the European
Commission, not to mention awareness of plausible
repercussions for Ukraine. Further, Russia’s gas
giant Gazprom has never taken into account purely
economic calculations, seeing its Nord Stream 2 first
and foremost as a tool for implementing the policy of
the Russian state.
The construction of the Nord Stream 2 pipeline will
directly translate into the doubled capacity of the
line that connects Russia and Germany along the
Baltic Sea bed. In 2017, Russian gas exports to the
European Union rose by 8.4 percent year on year,
reaching 194.4 bcm. This means that Russian share
of the European gas market rose last year to a 34.7
percent, from 33.1 percent in 2016. The Nord Stream
2 pipeline, whose construction costs are estimated at
€9.5 billion, will double the capacity of the previously
built Nord Stream One pipeline from 55 to 110
bcm/y. However, this will not translate into a sudden
increase in Russian gas exports to Europe. Russia will
not dispose of any new sources of raw material. In
such a way, the gas supplies that flow through two
new strings of the Baltic energy project will not be
transported via another existing export route. Much
like in the case of its sister pipeline, Nord Stream 2
is being built to make Russia independent of its gas
flows passing through Ukraine while Europe declares
higher demand for blue fuel. The 2006 and 2009
gas crises made Russian top officials aware of such a
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solution to maintain its management-by-crisis policy
throughout the region, albeit with no obstacles to the
Russian economy, which could manifest themselves
through a decrease in energy exports to Europe. In an
April 2018 interview with Handelsblatt, then-Ukrainian
President Petro Poroshenko urged German politicians
and businessmen to revise their approach to Nord
Stream 2, going as far as to say that the pipeline was
a “bribe for loyalty” from Russia to Germany. Berlin
has spoken in favor of Nord Stream, believing that
purchasing gas deliveries directly from Russia would
be cheaper than if bought from elsewhere. Unlike is
the case of the countries wedged between Germany
and Russia, the increase in Russia energy imports
will by no means result with major dependence on
Moscow, because Germany’s national energy market is
sufficiently diversified. In Germany, gas exports from
Russia are not as considerable as in Slovakia, Estonia
or Finland. In addition to Gazprom, Germany’s Uniper
and Wintershall, the Anglo-Dutch Shell, Austria’s OMV
and France’s Engie have invested in the Nord Stream
2 protect, getting substantial business gains. Not only
does Gazprom offer low prices, but it also covers most
of the costs.
Gazprom’s gas venture is delivering blow to the very
core of the EU energy policy, yet Berlin seems to
care little about it, focusing on its national interests.
Chancellor Angela Merkel’s government is pursuing
its policy, while offering a comfortable excuse for any
countries and the European institutions that oppose
the project, saying it is a purely commercial venture.
Though Berlin holds major stakes in Germany’s
firms involved in the project that could not kick off
but for its legal permits. Berlin from the beginning
stood ready to defend the project, also facing
criticism from the European Union. While visiting
Moscow, Germany’s former vice chancellor and SPD
chairman Sigmar Gabriel told Vladimir Putin that
the investment was “of strategic importance for
Germany.” “The project implementation is not only
our national interest, but also that of other countries,”
he added, saying Berlin could spearhead a tough
battle against the European Commission. “As a
result, the most important thing is to leave the legal
issues related to it at the discretion of the German
authorities. If we follow such a path, we will be able
to limit interventions from outside”, he added. Neither
political calculations, with the fear over incalculable
consequences of the fall of Putin’s regime, nor
Germany’s long-lasting alliance with Russia could
explain Berlin’s stance on Moscow. German authorities
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feel attracted by huge profits, and Putin knows it
perfectly well. In 2006, Vladimir Putin had publicly
offered to select Germany as the distribution center
for Russian gas in Western Europe. The president’s
offer coincided with the development plans of the
giant Shtokmanovskoye offshore field. The project
was scrapped, and hence greater exports to Germany
are tantamount to reduced transit volumes via
Ukraine, and through the Yamal gas pipeline carrying
gas also across Poland. Increased gas imports from
Russia will provide extra money for both private
companies and Germany’s federal budget as the latter
will make a profit from transit fees and taxes. Berlin
intends to become a top gas hub, with the gas storage
site and trading centre, for both Western and Central
Europe. An appropriate infrastructure had been
prepared sometime earlier, with the OPAL and NEL
gas pipelines and the Rehden and Jemgum natural
gas storage facilities as its major elements. Despite
objections raised by the European Commission,
German authorities greenlighted Gazprom to
develop a gas distribution system across the Baltic
Sea by Russian-German joint ventures. Most of such
transactions took place in 2013 and 2014. With the
construction of Nord Stream 2, Russian gas deliveries
could be partially reduced or even completely cut
off via its transit route through Ukraine –– which is
critical for the Czech Republic, Slovakia, and Hungary
–– while being the sole supply route for Romania,
Bulgaria, Serbia, Bosnia and Herzegovina, and North
Macedonia. By redirecting the majority of supplies
of cheap Russian gas to Germany, and perhaps to
Austria, Moscow could cement its position in the
European Union. This will intensify the tendency to
integrate Central and Southeast European gas market
with those in Germany and Austria. With the region’s
energy markets being heavily saturated with Russian
gas flows, countries would find it difficult to look for
energy supplies from elsewhere.
It long seemed that Russia and Germany would have
no problems to implement the Nord Stream 2 project.
Though EU countries that opposed the gas pipeline
strongly counted on help from Brussels, it turned
out to be illusory. European bureaucrats took action
only then the Russian-German joint project began
gaining momentum. Had any plausible problems
occurred, Russia could clear them up, as was the case
in April 2017 when Gazprom suggested that Western
energy firms not be direct stakeholders, asking them
to provide long-term financing for 50 percent of
the total cost of the project. Pipelaying operations
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began in the Baltic Sea in September 2018. The new
gas link was believed to be fully complete and made
operational by the end of 2020. Moscow and Berlin
might not have noticed a threat from elsewhere.
After Obama’s two-term tenure as the U.S. president,
Washington took a fresh approach to Russian gas
pipeline expansion across Europe. Earlier the George
W. Bush administration had lambasted Moscow’s
plans to build pipelines sidestepping Ukraine. U.S.
officials said this could weaken Central and Eastern
Europe politically, even by stripping Ukraine, Belarus
and Poland of their status as transit countries, while
making the whole continent dependent on Gazprom.
Back at the end of the Bush administration, Michael
Wood, then the U.S. ambassador to Sweden, urged
Stockholm to “take a hard look” at Nord Stream,
writing in a newspaper article that it represented a
“special arrangement between Germany and Russia”
at a time when Europe should forge a common
energy policy. The Obama administration abandoned
this rhetoric sometime later, with its reset policy
covering also energy matters. When visiting Bucharest
in October 2009, Richard Morningstar, U.S. special
envoy for Eurasian energy, said what was viewed
as a shift in its rhetoric, declaring that the United
States sought closer cooperation with Russia, also
in terms of energy issues in the Black Sea-Caspian
region. “I hope and think we will make progress. We
would like to see more of Russia’s commitment to
different energy issues, including the construction
of new gas pipelines across the region,” Morningstar
was quoted as saying while what he said meant a
change of policy on the pipelines, earlier pursued
by Bush and Clinton, to expand hydrocarbon transit
routes from Central Asia and the Caucasus to Europe,
while bypassing Russia. In the hope of better ties
with Moscow, the Obama administration toned down
its criticism of two controversial Russian-backed
pipelines from Russia to Western Europe –– Nord
Stream and South Stream. Where U.S. diplomats
spoke against Gazprom and accused Russia of using
its natural resources as a political weapon, they began
emphasizing “engagement” and “dialogue.” “We
don’t want to have a highly politicized, ‘us vs. them’
discussion with the Russians. We want to engage
with Russia constructively. They are and will continue
to be an important player in world energy markets,”
Morningstar said in an interview for The Wall Street
Journal. Russian officials welcomed the change in
tone, also on the energy front. “My impression is

the new administration is much more constructive,”
Alexander Medvedev, Gazprom’s deputy chief
executive, said in an interview. Russia long had a free
hand to expand its gas corridors throughout Europe.
Donald Trump’s election as the next president of the
United States provoked nearly enthusiastic reactions
in Moscow. Nonetheless, it soon became obvious to
the Kremlin that there will be no reset in U.S.-Russian
ties, while Trump is a tough player. The new U.S.
leader publicly lashed out at Nord Stream 2, saying
Germany in this way bankroll the Russian military
while accusing Berlin of not making adequate financial
outlays on its army. Shortly afterwards, the time came
for concrete actions. The U.S. Congress drafted a
batch of sanctions bills targeting Nord Stream 2, while
the top administration, with Rick Perry, who then
served the tenure of the U.S. energy secretary, at the
forefront, got heavily involved in helping Central and
Eastern European countries diversify their energy
supplies. Washington’s combatting Russian gas exports
is in line with the interest of U.S.-based liquefied
natural gas exports that are seeing to boost their
energy supplies to Europe. On August 2, 2017, Donald
Trump signed into law the Countering America’s
Adversaries Through Sanctions Act (CAATSA), which
could enact new sanctions against some countries,
including Russia. Back in March 2018, the U.S. State
Department spokeswoman Heather Nauert said the
U.S. government opposed Nord Stream 2 as the project
“would undermine Europe’s energy security and
stability, providing Russia with another tool to pressure
European countries, especially Ukraine. We’ve seen
that – what Russia has done in the past, when they’ve
turned off the pipeline in the middle of winter, causing
some families to not have heat to prepare meals, for
example. We think that this is simply wrong”, she
reiterated. Washington’s (and Trump’s) highly negative
attitude towards Nord Stream 2 has not yet translated
into any substantial actions aiming at hampering the
project. According to Kyiv, all steps taken by the U.S.
administration in March and April 2018 did not prove
to be sufficient enough. It was first and foremost
about taking punitive actions against Gazprom CEO
Alexey Miller based on the Countering America’s
Adversaries Through Sanctions Act (CAATSA). In midMarch, a group of 39 U.S. senators urged the Trump
administration to use all tools to prevent construction
of the Nord Stream 2 pipeline.23 In November 2018,
then-U.S. Energy Secretary Rick Perry called on

23 https://warsawinstitute.org/ukraine-nord-stream-2-struggle-gas-transit/
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Hungary and its neighbors to reject Russian gas
pipelines which Washington said were being used to
tighten Moscow’s grip on Central and Eastern Europe.
In September 2019, Perry inked a deal to expand gas
infrastructure and secure U.S.-sourced LNG supplies
both to Poland and Ukraine. The first ship carrying
liquified natural gas from the United States to Ukraine
arrived at Poland’s Swinoujscie landing terminal in
November 2019. Still in the same month, Donald Trump
met with Bulgarian Prime Minister Boyko Borisov to
discuss an increase in U.S.-sourced LNG imports to
Bulgaria. Throughout 2019, the United States drafted
eight laws to impose sanctions and restrictions on
Russian legal entities and natural persons. Washington
sought to deliver a painful blow to Russia with its
Protecting Europe’s Energy Security Act, or PEESA,
which introduced24 sanctions on any person who builds
or provides services for Nord Stream 2. The draft law
did not come into force, though. Its provisions were
yet included in Chapter 75 of the National Defense
Authorization Act for 2020 (NDAA) that Donald
Trump signed into law on December 21, 2019.25 The
U.S. Congress quickly approved the act even before it
arrived on Donald Trump’s desk. On December 9, 2019,
the House of Representatives approved the National
Defense Authorization Act, or NDAA, by 377–48, while
a few days later, on December 17, 2019, the Senate
voted 86 to 8 in favor of the bill.

24
25
26
27
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The regulations imposing the sanctions are included in
the part of the document entitledProtecting Europe’s
Energy Security. These apply to “the provision
of certain vessels for the construction of Russian
energy export pipelines” and are targeted at foreign
entities that have knowingly sold, leased, provided, or
facilitated, also via financial transactions, the provision
of vessels that engaged in pipe-laying works at
depths of 30 metres or more below sea level for the
construction of the Nord Stream 2 and TurkStream gas
pipelines. The measures envisaged include freezing the
assets and blocking the transactions of such entities
and denying US visas to any individuals ever engaged
in such activity.26 The U.S. Secretary of State and
Secretary of the Treasury are expected to submit a
report on any companies, courts and other persons and
entities engaged in the construction of Nord Stream
2 and TurkStream within 60 days of the enactment of
the NDAA which will identify such entities and vessels.
Later reports must be submitted every 90 days.27 U.S.
restrictions against Nord Stream 2 are the final touch to
Washington’s critical stance on the Russian gas pipeline
project. What yet should be noted is that these were
pushed forward after America’s two-year-long, harsh
campaign of threats against Gazprom’s energy venture.
Sanctions included in the U.S. defense bill are yet not as
severe as those earlier suggested by U.S. congressmen.
Nonetheless, these measures were enough to halt
Moscow’s flagship gas pipeline project across Europe.
Washington had serious possibilities to clobber

https://www.congress.gov/bill/116th-congress/senate-bill/1441/text
https://www.armed-services.senate.gov/imo/media/doc/FY20%20NDAA%20Conference%20Summary%20_%20FINAL.pdf
https://www.osw.waw.pl/en/publikacje/analyses/2019-12-18/sanctions-against-nord-stream-2-us-defence-budget
https://www.ridl.io/en/america-versus-nord-stream-2/
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Russia’s top strategic energy investment, a move that
displays the U.S. actual economic and political might.
Later the United States announced its plans to impose
fresh sanctions on the Nord Stream 2 gas pipeline if
Russia attempted to complete its construction. The
punitive measures may be designed to target European
investors and businesses looking to receive Russiansourced gas provided that the gas pipeline is built at
all, German business daily Handelsblatt wrote. Is a fresh
batch of sanctions likely to see the light of day? Much
will depend on how political events may unfold in the
United States. If Trump comes under attack over his
alleged support to Moscow, he will seek to confirm his
independence by targeting Russia with a new package
of sanctions.
Allseas, a Swiss-Dutch company involved in the project,
said it had suspended its pipe-laying activities in
the night from December 20 to December 21, 2019,
in anticipation of the U.S. sanctions included in the
bill signed by Donald Trump on December 21, 2019.
The company pulled its pipelay vessels Pioneering
Spirit and Solitaire out of the construction site off
Danish waters, saying it was expecting guidance on
the regulatory details from U.S. agencies.28 As of late
December 2019, the firm said it had no plan to resume
construction. Before President Donald Trump signed
the sanctions legislation into law, U.S. Senator Ted
Cruz and Ron Johnson had written a letter to AllSeas,
warning the company that it would face “crushing
and potentially fatal” sanctions if it continued work on
the pipeline, for even a single day after the President
signed the defense bill. Though among the firms
involved in the construction are Italy’s Saipem and
Russia’s Mezhregiontruboprovodstroy, the lion’s share
of all works was assigned to Allseas’ three pipelay
vessels: Pioneering Spirit, Solitaire and Fortitude. After
Denmark issued a permit for further construction
works in its exclusive economic zone in November
2019, Allseas’ vessels could resume pipe-laying
activities beneath the Baltic Sea, laying between 2 and
5 kilometers of the Nord Stream 2 pipeline per day.
Nord Stream 2 AG pressed with the implementation
of the project in the Danish exclusive economic
zone. Another 100-kilometer section will be built in
Denmark’s territorial waters while dozen kilometers
of the pipeline still needs to be laid in German waters.
Under Russia’s earlier, quite optimistic, forecasts, this
might take between five and six weeks, while some say

construction works could terminate no sooner than in
four months. The pace slowed amidst harsh weather
conditions in the Baltic Sea, compelling pipelay
vessels to suspend their operations due to storms.
Also, it was unclear whether the conditions of the
German environmental permit for building the pipeline
in German territorial waters remained unchanged,
a solution that Nord Stream 2 AG requested as of
September 2019. According to adequate permits,
construction works in the area where the Danish and
German sections are to be connected could resume no
sooner that on May 15 to last until October 31.
In consequence, Russia lost a race against time. When
Allseas halted its construction works amidst the U.S.
freshly signed sanctions bill against companies involved
in the Nord Stream 2 implementation, the pipeline
was 93 percent complete. As many as 47 kilometers
of the first stretch while roughly 70 kilometers of the
other still need to be laid. In Germany, there has been
installed an adequate onshore infrastructure ready for
receiving Russian gas. Added to that are the financial
losses the Russians have incurred so far. Earlier Allseas
had said that its deal to build Nord Stream was its ever
biggest contract, and perhaps lucrative, hitting a record
high. Suffice it to mention that Russia had broken
a contract with Italy’s Saipem to build the €1 billion
South Stream gas link beneath the Black Sea. Moscow
scrapped its energy pipeline project amidst pressure
from the European Union. And yet Nord Stream 2 is
four times longer than this.29 Worth roughly $3–4
billion, the 500-kilometer EUGAL pipeline is being
built beneath Nord Stream 2 on German soil. The firm
sustains substantial losses over further delays and an
uncertain deadline.
Neither the threat of U.S. punitive measures nor the
suspension of work on the project was powerful enough
to make either Moscow or Berlin change its mind. The
European Union also issued statements criticizing the
sanctions targeting companies working to lay pipes for
the pipeline. “As a matter of principle, the EU opposes
the imposition of sanctions against EU companies
conducting legitimate businesses,” a spokesman for
the European Commission Stefan de Keersmaecker
was quoted as saying. Both the Russian president and
the German chancellor endorsed the completion of
the gas link. Vladimir Putin told a press conference
after talks with Angela Merkel on January 11, 2020,

28 https://www.osw.waw.pl/pl/publikacje/analizy/2019-12-23/niemcy-ostre-reakcje-na-sankcje-wobec-nord-streamu-2
29 https://carnegie.ru/commentary/80677
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that Moscow appreciated Berlin’s stance on the energy
project. “Berlin backs the Nord Stream 2 gas pipeline
project despite U.S. punitive measures,” Merkel said.
She believed that the project should be completed,
while European countries could reap benefit from the
new gas link. The German chancellor reiterated that
Nord Stream 2 is nothing but an economic project.
According to Angela Merkel, Germany does not support
the extraterritorial sanctions, and continues to back the
project.30 The Russian leader declared his country would
be capable of completing the pipeline alone, yet little is
known when this might happen. He said Russia would
be able to complete Nord Stream 2 without foreign
assistance. “I hope that by the end of this year or the
first quarter of next year, the work will be completed
and the gas pipeline will start,” Putin said. This will be at
least a year later than previously announced. Following
its completion, the gas pipeline is slated to go through
the months-long process of its putting into operation.
Thus, while Russian Deputy Prime Minister Dmitry Kozak
vowed to make Nord Stream 2 fully operational in mid2020, this was nothing but his wishful thinking. Vladimir
Putin himself referred to the government official’s words
at the January 11 press conference, saying the launch
would take place later. Also Russian Energy Minister
Alexander Novak was confident that the Nord Stream
2 pipeline would be launched by the end of 2020. He
added that Moscow could use its own pipe-laying vessel
to complete further works. Some experts believe that
with its batch of sanctions, the United States is capable
of freezing the construction of the gas project.

Russia has neither technology nor floating units
that are able to lay pipes along the seabed, in these
circumstances, place or time. It takes at least six years
to develop and build such ships. Gazprom is beset
with yet another challenge: almost all companies
able to complete pipelaying works are registered in
countries having links to the West that take the threat
of U.S. sanctions as far more seriously than gains from
cooperation with Moscow. Washington’s punitive
measures targeting firms involved in the construction of
Nord Stream 2 might freeze the project for a great deal
of time. Perhaps Russia will get a vessel and resume
laying pipes for its gas pipeline. This will take time.
Now, putting aside all technical doubts, what that really
matters is the project’s legal dimension, namely which
company could complete the gas link project. Even if
the Russians manage to terminate laying pipes within
a year, another year or so might last before resolving
all outstanding legal matters, and gas deliveries will be
allowed to flow. First and foremost, Russia’s Gazprom
will face a tough challenge of finding a company that
could become a vessel owner. Thomas O’Donnell,
an energy expert and research fellow at the Free
University of Berlin, believes “if the vessel belonged to
Nord Stream 2 AG, a Gazprom-owned company, then
the sanctions would cover the Russian energy giant.”
As he said, “never before have the Americans nor the
European Union introduced any restrictions against
Gazprom,” adding “Russia is therefore in a very difficult
situation while the U.S. decision could poison the
project for a very long time.”31

30 2020-01-11 18:42 Moscow, Russia: Putin, Merkel discussed Nord Stream, Iran, and Libya (Polish Press Agency)
31 2020-12-31 11:00 Berlin, Germany: Sanctions might block Nord Stream for long, expert says (Polish Press Agency)
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Russian Prime Minister Dmitry Medvedev said in late
2019 Gazprom had alternative options for how to lay
pipes for Nord Stream 2, without foreign assistance.
Russia hopes to terminate construction works using
its own vessels that it had deployed to lay pipes along
the Russian coast. Russia has at least three special
vessels. Among them is Moscow’s Fortuna, which is
currently located at the Baltic Sea, close to Germany.
Russia’s flagship pipe-laying vessel fails, however,
to meet Denmark’s requirements that would bar the
ship from performing further works in the country’s
exclusive economic zone. Denmark tends to issue
permits allowing any construction works in its exclusive
economic zone to be carried out by vessels that
provide detailed data over their course and reduce
the risk from World War II-era explosives littering the
sea floor. A special pipe-laying vessel called Akademik
Cherskiy could get such a permit but as of late January
2020, it was docked in the Russian Far East, The
vessel is now eight weeks’ voyage far from the Baltic
Sea. Once refurbished in 2020, Gazprom’s Akademik
Cherskiy is yet unlikely to operate at the depth where
pipes for Nord Stream 2 are being laid. Regardless
whether Nord Stream 2 will be complete or not, the
pipeline’s shareholders are compelled to resolve some
legal or regulatory issues in order to be able to fully
use the gas link in line with its purpose. Nord Stream
2 AG, a subsidiary of Gazprom responsible for the
development of the Nord Stream 2 project, submitted
an application to the German regulatory body, asking
to exempt the project from the EU gas directive. The EU
gas directive, last amended in 2019, included new rules
on the unbundling of transmission system operators
from energy suppliers. The EU new regulations cover
non-EU energy companies, including Russia’s Gazprom
and the operator of the Nord Stream 2 pipeline
stretching from Russia and Germany. The directive
stipulates that pipelines that remained uncompleted as
of May 23, 2019 would be subject to the full force of the
gas market liberalization proceedings. This does not
apply to Nord Stream 2, though, for obvious reasons.
On January 10, 2020, Gazprom and its partners turned
to German regulator Bundesnetzagentur (Bnetza) to
clarify the competition rules and exempt the project
from EU regulations. Germany’s agency will submit an
answer by May 24 at the latest. Legal experts cited by
German daily Bild said waiving Nord Stream 2 from
EU legislation would be a breach of European law.
Not only does the Russia-to-Germany gas link remain
incomplete, but it also obtained permits allowing it to

be constructed in the Danish exclusive economic zone
roughly five months past the date as included in the
EU gas directive. Gazprom’s Nord Stream 2 could thus
not be recognized as ready prior to May 23, 2019. The
European Commission informed it had been aware
of the Russian firm’s request while saying it would
make its best to ensure proper implementation of the
provisions of the EU gas directive. A spokesman for the
European Commission, Tim McPhie, said the updated
gas directive, which entered into force on May 23, 2019,
outlined clear rules for all pipelines bringing gas to the
European market. “Pursuant to Article 49a of the EU
gas directive, EU Member States are eligible to grant
time-limited derogations from the provisions of the
directive in respect to their gas interconnectors with a
third country, completed before May 23, 2019. Germany
is the Member State where the first connection point
of such a transmission line is located, and thus has the
right to decide whether to grant a derogation for that
transmission line after consulting all the Member States
concerned,” he added.32
Nord Stream 2 might be completed in a year, though
it is more likely to need at least a year and a half or
two years to be finished, thus only in 2022. Russia is
perfectly aware of this fact, as illustrated by its goahead for signing an extended transit deal with Ukraine.
Washington’s measures have significantly enhanced
Ukraine’s position vis-a-vis Russia and Gazprom. The
Kremlin can no longer plan to shut down gas transit
in 2020. The problem is that even if Gazprom decides
to terminate Nord Stream 2 itself, it may face punitive
restrictions. What might be the sole option for Russia is
an agreement with the United States to be concluded
as soon as possible. In its talks with Washington,
Moscow might refer to its latest five-year gas transit
deal with Ukraine to remain in force between 2020
and 2024. The Protecting Europe’s Energy Security
Act (PEESA) includes a sunset clause that would lift
sanctions against Nord Stream 2 in case its use as a
tool of coercion was not confirmed. The sanctions
could be lifted amidst Russia’s maintaining gas transit
via its traditional supply routes at the level of at least
75 percent of its current energy flows. Ukraine will
transmit 65 bcm of Russian natural gas to Europe in
2020, or 75 percent of what it pumped through its
territory in 2018 (87 bcm).

32 2020-01-16 18:59 Brussels: EC: we know about Nord Stream 2 form; EU member states might grant exemptions (Polish Press Agency)
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UKRAINIAN FRONT: GAS TRANSIT
AND DIVERSIFICATION

U

kraine for years has been a key transit country
for gas supplies from Russia to Europe. Back
in 2017, the transit amounted to 93 bcm – the
highest level for the last seven years – meaning about
half of Russian gas exports to the EU and Turkey. 39
percent of Europe’s supplies ran through Ukraine.
Gas volumes shipped throughout 2018 and 2019 were
slightly smaller. Nonetheless, late 2019 brought to end
the 10-year gas transit deal Moscow had concluded
with Kyiv back in 2009. Talks on a new energy transit
deal lasted until the very last moment, with Moscow’s
stance being to a large extent determined by the
progress of the construction projects for its Nord
Stream 2 and TurkStream export gas pipelines. Not
only did the latter exert a profound impact on the
mere fact of sealing a new deal with Ukraine, but it
also on its provisions.
In late December 2019, Russia, Ukraine and the
European Commission met twice in Berlin and
Moscow where the two countries agreed on a new
gas deal after hours-long talks. Russian Deputy Prime
Minister Dmitry Kozak, Moscow’s chief negotiation,
held talks with Ukraine’s top presidential aide Andriy
Yermak. Along with new transit conditions, Ukraine
and Russia inked a batch of other documents. In
return for Naftogaz dropping outstanding legal
claims over its 2009 deals with Gazprom, pertaining
to both energy transit and gas deliveries for Ukraine,
and for Ukraine’s Justice Ministry’s deal with the
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Russian energy giant, the gas company agreed on
December 27, 2019, to pay Naftogaz some $2.9 billion
under a ruling by an arbitration court in Stockholm
in February 2018 over Gazprom’s breach of its
transit commitments. Also, the two parties dropped
all lawsuits against one another where no ruling
was made, chiefly with respect to these two’s new
international arbitration proceedings, initiated back
in 2018 and 2019. Naftogaz dropped another lawsuit
it filed back in early November 2019 in Stockholm,
seeking nearly $12 billion in compensation from
Gazprom. Kyiv’s claim referred to the depreciation
of the Ukrainian gas transportation system that
would happen if gas transit were terminated over
Gazprom’s Nord Stream 2 and TurkStream as the
two alternative energy supply routes. But Gazprom
eventually withdrew its remaining appeals against
arbitration rulings. Kyiv, for its turn, dropped claims
over a January 2016 ruling of Ukraine’s antimonopoly
watchdog to fine Gazprom with $7.3 billion over
its alleged abuse of a monopoly position on the
Ukrainian market. Under the settlement, Ukraine’s gas
firm lifted its foreign asset freeze against Gazprom
assets in Switzerland, Luxembourg, the Netherlands,
and the United Kingdom. Also, an interconnection
agreement between the new transmission system
operator of Ukraine, GTSOU, and Russian energy firm
Gazprom, along with the former’s transportation deal
with Naftogaz, paved Ukraine’s way for a gas transit
contract for the years that follow. On December 30,
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Gazprom brokered a deal with Ukraine’s GTSOU,
a national system operator that detached from its
parent company Naftogaz, to ensure Russian gas
flows to Europe via Ukraine over the next five years.
Under the new agreement, Ukraine will transmit
a minimum of 65 bcm of Russian natural gas to
Europe in 2020 and at least 40 bcm per year in
2021–2024, compared to some 89–90 bcm in 2019.
The contract contained a “ship-or-pay” clause forcing
Gazprom to compensate Ukraine for the transit of the
contractually agreed minimum amount regardless of
the actual energy flows. On January 1, 2020, the Gas
Transmission System Operator of Ukraine (GTSOU)
began transporting Russian natural gas to Europe
under the December 30, 2019, transit agreement
established in line with Ukraine’s commitment to
respect the EU energy market legislation. But the
contract provides for a minimum pumping rate, and
Russia could be allowed to send more gas volumes.
Naftogaz CEO Andriy Kobolyev said that agreements
signed with Russia were the result of “an acceptable
compromise.” The Ukrainian gas firm sought to ink
a new 10-year transit contract with a guaranteed
minimum annual transit volume of 60 bcm. Gazprom
suggested that the deal be signed for no longer
than a year while prompting Ukraine to clear its
outstanding claims, the latter of which served as the
basis to settle an outstanding debt of $2.9 billion to
Naftogaz. Back in April 2018, Gazprom CEO Alexey
Miller said that transit of Russian gas through Ukraine
would amount to between 10 and 15 bcm of gas per
year after the launch of the Nord Stream 2 and Turkish
Stream gas pipelines. The Russian were yet compelled
to soften its stance once it turned out Nord Stream 2
might see the light of day much later than expected. A
new transit deal is of strategic importance for Ukraine.
Ukrainian President Volodymyr Zelensky said with the
deal Ukraine would earn $7 billion while the country’s
gas pipeline system could operate unharmed for over
the next five years. Ukraine’s Naftogaz has dubbed
the transit deal the best ever concluded in its relations
with Gazprom. The transit will for the first time follow
the ship-or-pay principle, instead of the take-or-pay
clause that had been in force until then. Under a
new provision, Gazprom agreed to pay Ukraine for
contracted transport capacity regardless of actually
transported volumes, thus below the minimum laid
down. Russia declared its readiness to renew the

transit contract for a further ten years to remain in
force between 2025 and 2034 while on equal terms.
The head of GTSOU Serhiy Makogon expects to
resume talks with Russia to eventually be able to
return to the issue of Russian gas storage in Ukrainian
facilities.
With Gazprom somewhat driven into a corner, some
yet have said, Kyiv might have won much more. Those
who remain skeptical added that Ukraine has already
sustained some losses amidst the updated conditions.
Until then the state’s and Naftogaz’s combined annual
revenue totaled on average some $3 billion. With a
fresh deal in force, this is likely to drop to $1.3 billion
a year. Earlier Ukraine’s state budget claimed about
$1.4 billion from Russia as payment for Russian gas
transit, with Naftogaz earning the same amount. Now
Kyiv may count on some $350 million, which is four
times less. Transit revenues contributed in the past
some $2-3 billion annually to the Ukrainian economy,
roughly 3 percent of Ukraine’s GDP. This will be three
times less than before. Among those who will suffer
financial losses will be Ukrainian energy producers as
tariffs for using the Ukrainian gas transmission system
will soar considerably. Also, Ukraine would be forced
to no longer use some of its pipelines, a somewhat
costly solution, either due to their maintenance or
dismantlement.33 Following the unbundling process
of Naftogaz, and establishing GTSOU, thus separating
the gas transmission system of Ukraine from gas
supplier Naftogaz, it is no longer Gazprom, but
Naftogaz, albeit tied with the Russian gas firm with an
appropriate deal, that will request gas transit services
from GTSOU. There is, however, yet another negative
consequence for Kyiv. Since the gas transit deal was
inked by two Ukrainian firms, it is difficult to imagine
the possibility to file a complaint against Gazprom to
an international arbitration court. Earlier contracts had
contained such a clause, allowing Ukraine to submit
its legal claims. It remains little clear how this could
function, yet leaving too much room for interpretation,
possibly to the detriment of Ukraine. Under the gas
contract with Moscow, Gazprom signed the deal with
Naftogaz as a “transit organizer.” The latter energy
firm is bound to reserve transport capacity in the gas
pipeline system with GTSOU. Direct transit functions
will be performed by Ukraine’s GTSOU, which will
also sign a contract with Gazprom. The Russian side
is obliged to pay the transit charges to Naftogaz

33 https://zn.ua/energy_market/novyy-tranzitnyy-kotrakt-chya-i-v-chem-vygoda-340382_.html
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upon the tariff as agreed before. Russia was quoted
as saying this was Gazprom that insisted on creating
the model so as to make Naftogaz, an intermediary
in Russian gas transit, took over the risks arising from
the operation of Ukraine’s gas system. Contrary to
what one might think, this carried a scarce risk of a
new gas war breaking out, so Kyiv could venture to
put Moscow under greater pressure while in talks.
Nonetheless, the situation was far more different than
it was the case in 2009 when Russia cut off flows of
gas to Europe transiting Ukraine over its spat with
Kyiv. A few years later, with Nord Stream pumping
gas to Europe, there was no risk for gas deliveries not
to reach its recipients. Having taken a decision to no
longer send energy flows through Ukraine, Gazprom
would be compelled to use the gas link’s maximum
capacity to comply with the requirements demanded
by customers. Secondly, Russian gas consumers have
prepared for a worst-case scenario. Storage sites at
some key hubs across Europe were already more than
95 percent full as of mid-September. This amounts to
some 95 bcm of gas, while, as of 2019, the European
Union’s annual energy demand was 474 bcm. Ukraine
braced itself by injecting as much as 21.74 bcm of
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gas into its underground storage sites, while needing
roughly 20 bcm for heating purposes in the cold
period. In addition comes mild weather that reduces
natural gas demand. As of mid-December, thus a
month and a half after the heating season started,
prompting Ukraine to consume its gas reserves, there
remained as much as 19.5 bcm of blue fuel stockpiled.
Just to mention that Ukraine stored the reserve of
17.2 bcm of gas for the 2018 heating period. Both
Ukrainian authorities and representatives for Naftogaz
declared on numerous occasions that, had Gazprom
not agreed to sign a new contract, Ukraine would
begin treating the gas shipped via its territory as
contraband and would stream it to its own gas tanks.
The construction of the EUGAL gas link running
through Germany could end no sooner than in 2022.
Even if it is possible to launch the first line without any
delays, Russia will be initially able to use Nord Stream
2’s maximum capacity of 34 bcm of fuel. Gazprom will
be forced to transport up to 40 bcm of gas before the
second stretch of Nord Stream 2 is fully operational.
Gazprom did not want to go to gas war with Ukraine
in order not to tarnish its reputation. With mounting
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competition from U.S.-sourced liquefied natural gas,
the Russian gas giant is making utmost efforts to
preserve its image of a reliable supplier. Over the
first ten months of 2019, Europe received as many
as 30 tonnes of liquefied natural gas, an 80-percent
increase than a year before. In France, Spain and Italy,
gas imports soared to a new high, attaining the level
between 50 and 75 percent. In the United Kingdom,
the Netherlands and Greece there was a more than
threefold increase in the volume of imported LNG in
2019 in year-on-year comparison.
Of all these countries, this was Moscow that sought a
new gas transit deal most. But for an adequate energy
transmission deal, Gazprom could no longer be
able to fulfill its contractual obligations to European
clients. The Russian firm’s commitments became part
of interconnection agreements between Gazprom
and Ukraine’s GTSOU, which ensured Russian energy
flows to the Ukrainian gas transmission system, and
between GTSOU and Slovakia’s Eustream, perhaps
to push Russian gas out of the Ukrainian gas system
further to Europe. Gazprom, for its part, won some
time to complete its export projects that bypass
Ukraine and it seems it has managed to accomplish
the goal at a relatively low cost. Indeed, the UkraineRussia deal also included payment by Russia of $2.9
billion for Naftogaz to settle an arbitration claim
arising from their previous transit disputes. Ukraine
was therefore compelled to waive new claims worth
a total of $12 billion, though it had a great chance
to win, and cancel a $7.4 billion fine imposed on
Gazprom by the Antimonopoly Committee of Ukraine
over the Russian firm’s breach of competition law.
With the deal, Ukraine would no longer seek to seize
Gazprom assets in Europe and both parties could
drop reciprocal court claims. Following the Stockholm
Arbitration Court ruling in 2018, Gazprom was ordered
to pay Naftogaz $2.9 billion in compensation, once
these two withdrew mutual claims. Naftogaz has
confirmed receipt of the award from Gazprom. Earlier
the Ukrainian side had gone to European courts that
forced Gazprom to repay Kyiv $2 billion. The Russians
have not even tried to conceal their satisfaction with
a new transit deal. Gazprom’s payment of $2.9 billion
in compensation to Naftogaz was “a drop in the sea”
compared to other possible claims against Russia,
Russian Deputy Prime Minister Dmitry Kozak said.
The official’s words were echoed by Energy Minister

Alexander Novak who said that Gazprom’s litigations
with Ukraine would last long years, jeopardizing the
Russian gas firm’s assets in other countries while
possibly incurring billions in losses. All signs are that
Russian gas flows will resume. There are five Ukraine
companies ready to ink deals for the purchase of
Russian-sourced gas. Russian President Vladimir
Putin said on December 19, 2019, that Gazprom would
be ready to give Kyiv a 20 percent discount for gas
purchases. Ukraine stopped importing gas directly
from Russia in 2015, though it had made efforts to
reduce imports since 2013. Kyiv gets Russian gas
indirectly through reverse flows from Poland, Slovakia,
and Hungary.34
The volumes of gas transit as established at the
December talks are close to what Kyiv and Brussels
initially expected. But this will translate into decreased
gas volumes and much fewer profits for Ukraine. In
2018, Russian giant Gazprom sent 87 bcm of gas
through Ukraine, and these volumes grew higher
by the end of 2019. Those amounts yet were by one
third smaller than what Russia would through Ukraine
in 2020 while gas flows could halve thereafter. This
will dwindle Ukraine’s profits from transit fees, and
the deal brought Kyiv around $3 billion revenue per
year. Ukraine managed to avoid gas transit being
reduced to no more than 10–15 bcm, a result that
would hamper the country’s gas transmission system.
Furthermore, the new deal is set to remain in force
for at least five years while Russia had sought either
a one-year extension or a new agreement, yet also
for no longer than a year. It seems that Gazprom
finally greenlighted the extension for five more years
amidst heightened tensions over its Nord Stream 2
energy project. With U.S. punitive sanctions Russia
lost some of pipe-laying vessels that could complete
the construction of the pipeline. Under the worstcase scenario, this may take a couple of years before
the energy project becomes fully operational. There
is no doubt that Gazprom gave way to Ukraine over
its failed attempt to complete Nord Stream 2, and
chiefly over delays in the project’s implementation,
due to hurdles in securing the necessary permits
from Denmark and U.S. punitive sanctions. After
the launch of Russia’s two energy pipelines – Nord
Stream and TurkStream – Ukraine will lose most of
gas transit through its territory and has now some
time to get ready. In partnership with Europe In line

34 https://warsawinstitute.org/russia-ukraine-reached-agreement-gas-transit/
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with Brussels’s expectation, Ukraine finalized the
unbundling process of Naftogaz, by separating the
independent gas transmission system of Ukraine
from its gas supplier. Naftogaz’s unbundling process
was a key part of Ukraine’s gas sector reform and
a prerequisite for a new contract with Gazprom to
be inked in line with EU legal regulations. A bill on
unbundling of activities on transportation of natural
gas was approved by Ukraine’s Verkhovna Rada on
October 31, 2019, and signed into law by President
Volodymyr Zelensky on November 15, 2019. In
consequence, a gas pipeline system was detached
from Naftogaz, with licences to operate the pipelines
being granted for 15 years to GTSOU, fully owned
by Ukrtransgaz, a subsidiary of Naftogaz. Stakes in
GTSOU were then handed over to the state-controlled
company Mahistralni Gazoprovody Ukrayiny (MGU).
The unbundling remains in compliance with the
principles of what is known as the EU third energy
package. On December 17, 2019, GTSOU was certified
by the Energy Community, which was confirmed by
the European Commission on December 27, 2019.

Starting from January 1, 2020, GTSOU assumed the
responsibility for Russian gas transit. The35 Ukrainian
firm has already inked interconnection deals with the
operators in Hungary, Romania, Poland, Moldova,
and Slovakia. On January 24, 2020, the head of
Ukraine’s GTSOU Serhiy Makogon said Ukraine
launched virtual gas imports from Poland. Under
this formula, Ukraine stores some of gas flows it got
from Poland once the latter earlier had bought from
Russia. Kyiv could open virtual reverse of natural
gas on January 1, after concluding a series of direct
deals with some gas operators in neighboring EU
countries, including Poland. Earlier Ukraine had been
barred from carrying out such operations – which
could bring large savings to Ukraine – forbidden by
its previous contract with Gazprom. In consequence,
all gas flows had to be physically exported to Poland
through the Drozdovychi point, while the volume
necessary for Ukraine was returned back through
Hermanowice. Makogon said if 9 bcm of Russian gas
flew from Russia to Poland per day via the Ukrainian
gas transmission system, while Ukraine requested

35 https://www.osw.waw.pl/en/publikacje/osw-commentary/2019-12-31/temporary-stabilisation-russia-ukraine-gas-transit-deal
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2 bcm of gas from Poland, 7 bcm of gas would be
pumped through the Ukrainian-Polish border. Also,
imports from Poland include liquefied natural gas
deliveries from the United States and Qatar, received
by the LNG terminal in Swinoujscie. “The Ukrainian
gas transmission system is ready to accept up to
6.6 bcm per year from Poland, but so far Poland,
until the completion of a number of works in its
gas transmission system, can only physically supply
about 2 bcm,” Makogon said. “The volume of virtual
imports from Poland is 5.5 million cubic meters,” he
said, adding that gas transit from Russia via Ukraine
to Poland is 9.1 million cubic meters. The head of
the Ukrainian operator said in the near future virtual
reverse supplies would be launched between Ukraine
as well as Slovakia and Hungary.
However, a subsequent drop in the volumes of
gas transit is nothing but a foregone conclusion.
Ukraine must boost its gas independence. It is not
just about Russian-sourced energy supplies. Under
a pessimistic scenario, Kyiv would be forced to buy
more expensive gas from the West, which could in
fact be Russian. In 2017, Ukraine’s Energy and Coal
Mining Ministry submitted official recommendation for
the government concerning preparations for reducing
Russian gas transit. In addition, the discussion was
held about the feasibility of Ukrainian underground
gas storage for holding raw material from the EU.
In June 2017, Ukrtransgaz launched a customs
warehouse based on gas storage facilities, enabling
gas traders to store natural gas for over 1,000
days without customs clearance. Its first potential
clients have already appeared. While storing EU
gas volumes, Ukraine would be thus able to earn
hundreds of millions of dollars. Further, Kyiv might
strive for introducing yet another loss minimizing
mechanism while making an attempt to achieve gas
self-sufficiency. It is important to remember that
Soviet Ukraine was a major gas producer, accounting
for extracting even a quarter of the gas produced in
the Soviet Union back in the mid-1970s. In the years
that followed, the production began to fall, reaching
the level of 28 bcm in 1990. Ukraine has currently the
third-largest confirmed gas reserves in Europe, ahead
of Norway and Russia. Even though, the country
does not exploit its vast potential. In 2017, Ukraine’s
total gas output amounted to 20.5 bcm while the

United Kingdom, which has deposits five times
smaller, extracts more than 40 bcm. Similarly, Norway
produces 123 bcm, with reserves two thirds greater
than Ukraine’s. This seems to illustrate the potential
of Ukraine’s gas production sector, even despite the
loss of Crimean deposits. Half of them is yet difficult
to access, including 50 bcm in Crimea. If to take
into account Ukraine’s shale reserves, the country’s
gas resources are sufficient to meet more than 20
years of current production. Notwithstanding that, it
is essential to increase market shares of renewable
energy sources as well as to develop energy
saving program and to strive for further economy
deindustrialization.36 Ukraine had its conventional
reserves alone estimated at 905 bcm, which is enough
to satisfy meet the nation’s energy needs through
2047, based on current consumption levels. The
reserves could last even longer if Ukraine took steps
to improve energy efficiency, including its industry
and heating infrastructure. In addition to the already
discovered gas deposits, there is probably much more
gas that can be pumped from its fields in the DniproDonets region in the east, the Carpathian region in the
west, and the North Black Sea in the south. Ukraine
has another 880 bcm of prospective gas resources,
some said. If Kyiv looks to develop its gas extraction
sector, it needs to attract foreign investments while
developing technology and expertise. The country’s
top production problem is not one of geology, but
rather that of a complex bidding process that over
the past few decades had favored state companies
and mighty oligarchs. Although Ukraine has large
reserve base, a small group of companies dominates
gas production. Of course, at the top is the stateowned firm Naftogaz that accounted for about 75
percent of the country’s gas output as of 2018. About
20 percent was produced by seven companies,
according to data by the Association of Gas Producers
of Ukraine. Over the years, Ukraine has repeatedly
awarded gas licenses in a neither competitive nor
transparent manner. One in fourth license went to a
company possessing no energy experience. In many
cases, companies hold their license for years with
the hope of flipping them for a profit sometime later
while having no intention to produce energy. The
number of such licenses may be as high as 120.37
What served as an example of using political contract
to attain business goals and obtain lucrative licenses

36 https://warsawinstitute.org/ukraine-nord-stream-2-struggle-gas-transit/
37 https://www.rferl.org/a/ukraine-foreign-investment-imports/30165068.html

40

New Direction

Krzysztof Kamiński

was Burisma Group, a gas company controlled by
Mykola Zlochevsky. The company received some of
its licenses in Ukraine’s most prospective deposits
while its owner served as natural resources minister
from 2010 to 2012. In 2018, Ukraine cut the number
of permits required to develop oil and gas fields by
20, reducing red tape, restraining room for corruption
while speeding up the start of production by at least a
year. Ukrainian authorities are looking to simplify the
rules governing energy exploration and development,
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seeing profound reforms as the only way to attract
foreign investors. Much leaves to be done, though; for
example, companies that won tenders in the summer
of 2019 may not start production until 2021 or 2022.
This will take place provided that they discover
profitable reserves. Naftogaz has started to hire the
top international oil and gas service companies, such
as U.S.-based Halliburton, one of the world’s leading
companies in this respect.
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6

THREATS TO RUSSIAN PLANS

P

iped gas flows account for 86 percent of
the European Union’s total gas imports.38
Nonetheless, the United States and Qatar, as
well as Russian gas producer Novatek, are making
efforts to boost their liquefied natural gas (LNG)
sales, a move that casts the shadow on Gazprom’s
ambitions. Particular focus is on the ever-developing
purchases of U.S.-sourced liquefied natural gas
volumes. Back in 2018, more than 70 percent of
U.S-made LNG was shipped to Asia, compared to
roughly 13 percent of deliveries to Europe. This
changed dramatically in 2019 when lower price
differences prompted U.S. companies to send more
of their gas to Europe. The result is that Europe now
obtains 32 percent of the United States’ total LNG
output. In addition to U.S. energy firms, Novatek’s
Europe incursion has been particularly nettlesome for
Gazprom. The Russian privately-run energy company
is the country’s second-biggest gas exporter yet
the largest exporter of Russian LNG. It sells mainly
to Europe that began buying liquefied natural gas
en masse. Besides gas flows from Qatar and Algeria
- both of which are at record highs - countries like
Australia, Russia, and the United States boosted their
LNG output capacities. LNG record-high exports
stem from mounting demand from the Asian energy
market, but the growing liquefied natural gas output
has contributed to a massive drop in its prices.
Such is the case of France, as the Western European
country sees its soaring LNG imports while prices are

plummeting on its domestic energy market amidst
its record liquefied natural gas volumes from Qatar
and the United States. France is less inclined to buy
piped gas from Norway or Russia. Also, the French
energy major Engine announced a 2020 energy price
drop. In 2019, France’s liquefied natural gas imports
went up by 87 percent, the French gas network
operator and Engie’s daughter company GRTgaz said.
France’s three LNG import terminals in Fos-sur-Mer,
Montoir-de-Bretagne and Dunkirk are used to their
fullest possible extent. GRTgaz CEO Thierry Trouve
said Fos-sur-Mer LNG facility is likely to undergo an
upgrade. France imports most of its LNG supplies
from Qatar (21 percent), Russia (20 percent) and the
United States (15 percent). Recent months have seen
an increase in energy deliveries from Qatar and the
United States, at the detriment to those from Russia,
though. With France’s mounting demand for LNG
flows comes a decrease in pipeline imports from
Norway, the Netherlands and Russia. In 2019, piped
energy deliveries dropped on average by 10 percent,
yet they still account for some two-thirds of all gas
volumes running to France. Gas flows through France
hit a record high back in 2019, while the country reexported some of its LNG to Spain, marking an export
growth by 42 percent, Switzerland and Italy, reselling
105 percent more gas than previously.
Yet Poland is an example of how liquefied natural gas
deliveries might reduce the country’s dependence
on Russian-sourced fuel. Poland’s state gas and oil

38 https://ec.europa.eu/energy/en/topics/oil-gas-and-coal/liquefied-natural-gas-lng
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company PGNiG said the share of Russian-made
energy in the country’s total energy import figures
dropped from roughly 67 percent in 2018 to 60.2
percent a year later. LNG’s share in Poland’s total
natural gas imports rose to 23.1 percent in 2019
from 20 percent in 2018. PGNiG’s total gas imports
reached 14.85 bcm in 2019, about 1.32 bcm more than
the year before. Imports from the east amounted to
8.95 bcm in 2019, compared with 9.04 bcm in 2018.
Natural gas from Russia accounted for 60.2 percent
of PGNiG’s total imports in 2019, down from 66.8
percent a year before. In 2019, PGNiG got 3.43 bcm
of LNG after regasification, marking a year-on-year
increase by 0.7 bcm, with LNG imports having risen
to 23.1 percent. The remaining energy imports came
from both the west and south. This has marked a
change in energy diversification for Polish customers.
Why is this important? Poland’s efforts to diversify its
natural energy flows, along with where they come in
from, allow the country to get better-priced energy
than that offered by Russian gas major Gazprom.
Back in 2016, the share of Russian gas in Poland’s
combined energy imports hit 89 percent, while the
following years brought a steady decline in Russian
energy volumes, with a simultaneous increase in

liquefied natural gas deliveries. “We can clearly see
LNG volumes brought into Poland via the President
Lech Kaczynski LNG Terminal in Swinoujscie are rising
by the year. The first quarter of 2020 will see peak
activity in terms of LNG deliveries. By the end of
March this year alone we are to receive ten cargoes
coming in from different directions,” said PGNiG CEO
Jerzy Kwieciński.39 Throughout 2019, PGNiG received
31 LNG deliveries to Poland, compared with 23 a
year earlier. The number of cargoes purchased under
short-term, or spot, contracts increased from 4 to 10
during that period. The first shipment of U.S.-sourced
LNG has arrived in Poland under a long-term contract
with Cheniere Energy, with the annual volumes of
deliveries under the deal set to go up in the coming
years. The agreements signed for US LNG will add
some 9.3 bcm after regasification of gas per year to
PGNiG’s portfolio in 2024–2042. From 2020 onwards,
Poland’s annual LNG imports from Qatar will amount
to some 2.7 bcm after regasification. Why is liquefied
natural gas referred to as a game-changer? According
to what the Polish government has informed, prices
of U.S-made gas is one-third lower than that from
Russia, even after deducting all costs related to its
processing and transport.

39 Natural gas from Russia accounted for 60.2 percent of PGNiG’s energy imports to Poland in 2019 (Polish Press Agency, 2020-01-27)
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In addition to expanding its LNG portfolio, Poland’s
PGNiG is making preparations to start supplying
Polish customers with gas from the Norwegian
Continental Shelf, which is to be carried via the
Baltic Pipe through the North Sea, Denmark, and
the Baltic Sea, starting in late 2022. The Polish
oil and gas major has stakes in 29 licenses on the
Norwegian Continental Shelf while being able to
extract hydrocarbons from five fields. Investment and
analytical work is underway on another six fields –
Skogul, Ærfugl, Duva, Tommeliten Alpha, King Lear,
and Shrek. Production from the Skogul and Ærfugl
fields is expected to begin in the first half of 2020.
In late January 2020, PGNiG Upstream Norway was
allowed to purchase an extra 10 percent stake in two
license areas in the North Sea: PL636 and PL636B.
Following the transaction, interests in the two
licenses increased to 30 percent, PGNiG reported.
As a result, the volume of Duva field gas production
attributable to the company will rise to 0.2 bcm per
year. “Acquisition of fields on the NCS is one of the
investment priorities of the PGNiG Group. Our aim is
to ensure that as much as possible of the gas that will
flow from Norway to Poland following the launch of
the Baltic Pipe will come from our own production.
This is part of our strategy to diversify supplies and
strengthen Poland’s energy security. We are also
building the position of Polish companies on foreign
markets,” PGNiG CEO Jerzy Kwieciński was quoted
as saying.40 Production from the Duva field is slated
to start in late 2020 and early 2021. With its latest
acquisitions, PGNiG is looking to boost its own gas
output on the Norwegian Continental Shelf to as much
as 2.5 bcm of natural gas/y past 2022. Importantly,
gas from these deposits will in the future be pumped
to Poland via a newly built pipeline.
What Poland sees as its topmost strategic plan is
the Baltic Pipe, an energy project aimed at creating
a new way of delivering Norwegian gas to Denmark
and Poland while reaching end users in neighboring
countries. It is of paramount importance in the northsouth axis as an attempt to break the monopoly of the
existing east-west gas corridors. The idea originated
with President Lech Kaczyński a decade ago, but
it was only recently it took on a more tangible
form. With its construction comes the successful
implementation of a gas pipeline infrastructure across
the Russia-Europe energy corridor. Once complete,
the newest energy infrastructure will connect

up Central European countries along the northsouth corridor, thus independently of Russia. The
310-kilometer Baltic Pipe offshore gas link will have
a maximum annual capacity of 10 bcm. Also, a new
fuel receiving terminal and a gas compressor station
will be built in Denmark. The Baltic Pipe is designed
to diversify gas deliveries, integrate energy markets
while standardizing prices and ensuring supply
security in Poland and Denmark, as well as across
Central and Eastern Europe and the Baltic Sea region.
The construction of the offshore project is expected
to begin in 2020, while the pipeline might become
fully operational in 2022. The gas link is developed
jointly by Poland’s Gaz-System and Denmark’s
Energinet. On January 9, 2020, the gas transmission
system operator Gaz-System signed a contract for
the supply of a batch of over 23,000 pipes for the
offshore part of the Baltic Pipe to be laid across the
Baltic Sea, a move that corroborates the beginning of
the physical implementation of the project. Pipes for
the construction of the Baltic Pipe offshore pipeline
will be delivered by Germany’s Europipe GmbH. As
part of the deal, Europipe will also provide temporary
storage for the pipes and transport to a receiving
point indicated by the pipeline contractor The Baltic
pipeline offshore stretch will be 275 kilometers long.
Under the contract, Europipe GmbH will also supply
the same diameter pipes for the short onshore section
to the gas receiving terminal. Piotr Naimski, Poland’s
government plenipotentiary for strategic energy
infrastructure, said at the signing ceremony that the
investment was carried out without any delays and
would be completed by October 2022. The Polish
official said the country’s energy strategy assumed
its pullout of the long-term energy deal with the
Russian gas major Gazprom, set to expire in late 2022.
“The project is at the final stage of obtaining permits
allowing the commencement of construction works.
A tender is underway to find a contractor to build an
offshore section of the Baltic Pipe pipeline, and we
hope to terminate the preparatory stage by the first
half of 2020 to launch the construction of stretch
running beneath the Baltic Sea,” said Tomasz Stępień,
CEO of Gaz-System. “We have already received a set
of permits in Denmark, and in Sweden and Poland,
this stage of the investment is to be done later in this
quarter,” he informed. This will wrap up the permitting
process for the entire Baltic Pipe project. Stępień
added that his company had made advanced efforts
to select a company to perform further works on

40 Poland’s oil and gas firm PGNiG purchased extra stakes in the Norwegian field of Duva (Polish Press Agency, 2020-01-31)
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the offshore gas pipeline. “We shortlisted potential
contractors, and we expect that the entire process will
be closed within a dozen or so weeks,” Gaz-System
CEO added.41 His words were echoed on January 17,
2020, by Piotr Naimski, Poland’s chief strategic energy
adviser. As he noted, the construction of the pipeline
across the Baltic Sea would begin in mid-2020 to be
completed until 2022.42 Poland’s strategic energy
investment, Naimski said, goes in line with a plan
devised four years before, and the pipeline whose
aim is to make the country exports could become
operational in 2022. Saying that Poland’s Gaz-System
inked a deal with Germany’s Europipe to deliver pipes,
the Polish official argued it was known when the pipes
would be shipped and how long it would take to lay
them beneath the Baltic Sea. Asked whether there
occurred a problem over the Baltic Pipe’s possible
intersection with the Russia-to-Germany Nord Stream
2 gas link along the Baltic Sea, Naimski claimed the
situation “is under control and poses absolutely no
problem,” adding Poland “does not expect to see any
hurdles.” This is the third attempt to build the gas
link over the past two decades that it seems most
likely to be completed over the pipeline’s advanced
construction progress.
The launch of the Baltic Pipe gas link will help
further reduce Poland’s energy imports from Russia.
But recent years have brought increased liquefied
natural gas flows through the Swinoujscie LNG
terminal, a move that contributed significantly to
Warsaw’s bigger energy independence. The LNG
terminal is an essential element of the strategy of
diversification of sources and directions of natural gas
import to Poland. The terminal expansion program
is complementary to the Baltic Pipe, a pipeline
connecting natural gas deposits in Norway and
Poland. The two projects will allow for necessary fuel
at competitive prices from new, independent sources
of supply, and consequently to become independent
from the monopolistic supplier from the east. “The
expansion of the gas terminal in Swinoujscie along
with the Baltic Pipe project, North-South Corridor,
interconnectors and the construction of a floating
storage regasification unit at the port of Gdansk,
is one of the most important investment projects
currently implemented by the Gaz-System Group,”
said the company’s CEO Tomasz Stępień. The contract
being signed in October 2019 for the delivery of

submerged combustion vaporizers (SCV) meant that
this project was entering the implementation phase. It
is about purchasing critical devices for the expansion
of the LNG terminal in Swinoujscie. Polish import
terminal operator Polskie LNG said it signed a contract
with Germany-based equipment company Selas-Linde
to deliver SCV vaporizers. They allow the terminal to
export 5 bcm, but the LNG facility expects exports
of up to 7.5 bcm after completion of the expansion
program. “The first stage and also the most important
objective of the LNG terminal expansion program is
to increase the regasification capacity by 50 percent.
The contract we have concluded today is proof of the
effective implementation of the planned activities
so far, and a guarantee of successful completion of
the SCV project by the end of 2021. We are carrying
out intense work on our three remaining projects,”
said Paweł Jakubowski, who then served as the
president of the management board of Polskie LNG.
The purchase of SCV devices marked the first step
necessary for expanding the LNG terminal expansion
program. The remaining three are as follows:
construction of the third LNG process storage tank
in a bid to improve the process flexibility of the LNG
terminal by an additional 180,000 cubic meters of
storage capacity to provide an optimum LNG process
storage capacity; construction of a LNG-to-rail
transshipment facility in an effort to broaden a range
of services already offered by the LNG terminal to
include the option of loading LNG onto ISO containers
and tank wagons; construction of an additional jetty
allowing for loading and unloading LNG carriers,
transshipment of LNG and loading LNG to bunkering
vessels and rendering bunkering services.
Poland’s ability to bring more liquefied natural gas
onto its domestic energy market and neighboring
countries will grow along with the opening of a new
LNG facility in Poland’s Baltic Sea zone. A Pomeraniabased gas terminal is nothing but an updated project
that was initially to be built by Poland’s oil and gas
giant PGNiG. Investment plans date back to 2008.
Two years later, in 2010, it was suspended amidst its
not being listed as one of the energy projects to be
co-financed by the European Union. In 2008, GazSystem took over a package of stakes in Polskie LNG
from PGNiG, being since then responsible for the
construction of new energy infrastructure in Poland.
In March 2017, Gaz-System accomplished the

41 Poland’s Gaz-System signed a pipe purchase deal for the Baltic Pipe gas link (Polish Press Agency, 2020-01-09)
42 Poland’s minister Naimski: a contractor for the Baltic Pipe offshore section to be selected in a couple of weeks (Polish Press Agency)
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tendering procedure for the feasibility study for a
floating regasification terminal project, including
preparatory works for the project’s implementation.
The task was eventually commissioned to ILF
Consulting Engineers Polska. A floating storage
regasification unit was initially slated to become
operational in the first half of 2021. In 2019, the
European Commission released a list of what was
referred to as projects of common interest (PCI) in
the energy industry. The 2019 list included a floating
storage regasification unit to be built in the Polish port
of Gdansk. “Adding FSRU into the new list of projects
of common interest (PCI) is evidence of conformity
of the Gaz-System strategy with the energy goals of
the European Union. FSRU is another investment of
our company that could apply for the EU subsidies,”
said Tomasz Stępień, Gaz-System CEO. Projects of
common interest (PCIs) are key infrastructure projects
aimed at completing the European energy market in
order to help the EU achieve its energy policy and
climate objectives. With the EC’s decision, any country
can benefit from accelerated permitting procedures
and specialized regulatory solutions. Also, they have
the right to apply for Connecting Europe Facility
(CEF) funding. Despite criticism for gas solutions,
members of the European Parliament did not raise
the objection at the January 22, 2020, meeting to the
EC-drafted list of PCIs where roughly one investment
in five referred to blue fuel.43 High-priority energyrelated projects on the PCI list are eligible to receive
money through the Connecting Europe Facility
(CEF). A sharp objection to the fourth PCI list - which
identifies the highest priority energy infrastructure
projects to be built in Europe - was raised by some
MEPs and representatives for civil society groups
because of the inclusion of a number of gas and
fossil fuel-related projects. The PCI list includes
projects such as gas pipelines or LNG terminals, with
Poland’s strategic energy projects like the Baltic Pipe
gas link or gas interconnectors linking Poland and
other countries. The European Parliament’s energy
committee voted overwhelmingly against a motion
to reject a proposed list of priority energy projects,
by 54 votes to 17, with two abstentions. A new
study by industry consultants Artelys found that the
majority of the thirty-two projects on the list might
be “unnecessary.” “Existing EU gas infrastructure is
sufficiently capable of meeting a variety of future
gas demand scenarios in the European Union, even

in the event of extreme supply disruption cases,” the
study argued. The European Commission defended
its proposed PCI list containing gas-related energy
projects. “The EU’s transition to a climate neutral
economy will rely upon a wide range of energy
sources and technology, and the role of natural gas
is crucial as a transition fuel,” said the European
Commission spokesman Tim Mcphie. A motion
calling to reject the PCI list was drafted by the Greens
together with the members of the far-left GUE faction.
The latest PCI list was released in late October 2019.
The number of gas projects decreased from 53 in 2017
to 32, or 21 percent of all projects on the PCI list.
A floating storage regasification unit is to become
part of a 40-kilometer offshore gas pipeline stretching
from gas storage facilities in Kosakowo with a Lotosoperated pressure reduction/measuring unit. The
Kosakowo gas site features underground gas storage
in salt caverns linked to the rest of Poland through
a network of transmission lines. It has stored gas
since 2014, including that coming in from the LNG
terminal in Swinoujscie. There will be as many as ten
caverns, each situated between 1,000 meters and
1,200 meters below ground and able to store 250
million cubic meters of gas. Also, the scheme involves
building a transshipment point to be located off the
waters of the Bay of Puck, some 7 kilometers far from
the town of Mechelinki. The newly built investment
would allow bringing to Poland as much as 4.1 to 8.2
bcm of liquefied natural gas. Added to this could be
reloading and bunkering services, along with a facility
to refuel LNG-powered vessels A floating storage and
regasification unit in Gdansk, along with extra pipeline
stretches that will pump gas from the terminal into
the Polish transmission system, will be ready in 2025,
Piotr Naimski, who oversees Poland’s strategic energy
infrastructure, said on January 25, 2020. If built, the
floating gas terminal will become yet another element,
alongside the Swinoujscie LNG terminal and the
Baltic Pipe gas link, of what was named the Northern
Gate energy project, designed to bring gas from the
Norwegian shelf to Poland and further to the country’s
neighbors. Back in April and May 2019, Poland’s
minister responsible for energy infrastructure Piotr
Naimski told meetings in the Senate, the upper house
of the Polish parliament, and the EU-US Energy Forum
in Brussels that Poland was planning to install an LNG
floating storage and regasification unit (FSRU) in the

43 EU: MEPs defend gas projects despite criticism (Polish Press Agency, 2020–01–22)
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Bay of Gdansk by 2024-2025. Once built, the LNG
receiving facility, which will resemble the one in the
Lithuanian port of Klaipeda, could bring over 4 bcm
of gas to Poland each year. Polish gas transmission
operator Gaz-System, which is responsible for the
project, is the largest gas pipeline operator in Central
and Eastern Europe. The energy firm is fully committed
to its activities aimed at integrating and developing
the gas market in Central and Eastern Europe as well
as across the Baltic Sea. As part of its 2015–2025
energy investment plan, the company has set a project
to build over 2,000 kilometers of new gas links in
western, southern and eastern Poland, to pump gas
from the Northern Gate corridor to other countries
because the existing gas infrastructure lacks adequate
transmission capacity. The company is wholly owned
by the Polish state. Why was it decided to build yet
another LNG facility on Poland’s Baltic coast? There
are many factors that have had an impact on it. First,
this goes in line with the state’s need to diversify its
gas supply sources, along with where they come in
from, a somewhat strategic move for securing Poland’s
energy security. Added to this is the fact that Poland’s
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Yamal gas deal with Russia expires in 2022, and past
the date, Warsaw will be forced to look to buy energy
from elsewhere. Furthermore, the construction of a
new FSRU terminal stems from Russia’s hegemonism
and its use of natural energy sources as a coercive
tool vis-a-vis countries that purchase energy, or
Moscow’s military and economy buildup in the Baltic
Sea, as exemplified by a new LNG facility in the
Russian exclave of Kaliningrad, the Nord Stream 2 gas
link and turning the region into a highly militarized
fortress. In addition come policies pursued by Russia
and Germany respectively in their effort to launch
energy deliveries via Nord Stream 2, while these two
say the newest export pipeline is a purely commercial
project aimed at diversifying natural gas supplies,
or the rapid development of the LNG market over
the past few years, also due to entry of the Russian
firms into the sector. Moreover, Poland plans to build
its second floating storage and regasification unit
amidst the successful launch of its LNG terminal in
Swinoujscie and the further need to store and refuel
LNG-powered vessels as well as the prospective start
of the Baltic Pipe gas link as part of the Northern Gate
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energy corridor to diversify the country’s gas supply
sources. Besides, Poland is pressing on with its FSRU
plans amid an expected increase in gas demand,
with the shortage of energy products in the country’s
fields, coupled with the current shale gas oversupply
on the U.S. market, a phenomenon that somewhat
contributed to a drop in energy prices, thus making
it cheaper for foreign consumers. Last but not least,
with a new FSRU facility in the Baltic Sea, Poland could
emerge as a leading player on the EU energy market,
in relation to the other fellow Visegrad Group countries
or, albeit in a broader perspective, those of the Three
Seas Initiative.44
A floating gas terminal has been operating since
2015 in a country between Russia and Germany.
The Lithuanian port of Klaipeda uses an LNG carrier
designed as a floating LNG storage and regasification
unit, moored close to the terminal’s pier. The LNG
carrier got the symbolic name Independence,
allowing Lithuania’s and the Baltic Sea region to
secure energy independence. The 300-meter long
FSRU Independence features four storage tanks with
a total capacity of 170,000 of liquefied natural gas.
Due to its size, the LNG facility is unable to receive
the world’s biggest LNG tankers Q-Flex and Q-Max
with a maximum capacity of more than 200,000 bcm
of liquified natural gas. After regasification, liquid
gas is immediately injected into the gas transmission
network. While building their LNG terminal, Lithuania
opted for a floating unit instead of a land-based
facility, along with storage tanks and regasification
installation, as in the Polish port of Swinoujscie.
This solution turned out much cheaper and faster
to implement. Currently, Lithuania leases the FSRU
vessel from Norwegian company Hoegh LNG that had
designated, commissioned and purchased the unit it
operated in the port of Klaipeda. Lithuania chartered
the ship amidst high prices of Russian energy before
2014 and its fears over political pressure. The facility
allowed reducing the rate of Russian-sourced energy
by one-third, the Lithuanian Energy Ministry said in
a statement. This is even though gas flows are not
piped, which reveals how costly Russian-sourced
energy is. Theoretically, gas deliveries through an
inland gas link should be cheaper as they bear no
LNG servicing or long-distance shipping costs, yet this
is not the case of Russian-sourced energy intended
for the Baltic gas market. In 2018, the Lithuanian
government approved the legislation, opening doors

for the buyout of the country’s LNG terminal’s floating
storage and regasification unit. The investment will
pay off quickly. Lithuania will become an owner of
the Independence LNG storage vessel by the end of
2024 after the lease agreement with Norway’s Hoegh
LNG expires. In June 2019, up to 96 percent of the
natural gas that reached Lithuanian consumers were
supplied from the Klaipeda LNG terminal. Almost 91
percent of these deliveries were brought from the gas
liquefaction factory in Norway. Regasified liquefied
natural gas competes on price with piped gas flows,
prompting energy deals having access to many gas
sources to take advantage of fresh opportunities. In
November 2019, Polish gas monopolist PGNiG signed
a five-year contract for the full capacity of the LNG
truck transshipment facility in Klaipeda, Lithuania.
This deal will allow the company to import liquefied
natural gas from various sources by sea, which will
then be transported by trucks and sold to PGNiG
clients. The agreement between PGNiG and Klaipedos
Nafta, Lithuanian oil and LNG terminal operator was
signed and will enter into force from April 2020.
In addition to Poland and Lithuania come other
countries of the region that are making efforts
to lower their dependence on Russian-sourced
energy. In January 2020, gas flows began via the
Balticconnector energy link running beneath the
Gulf of Finland from Finland to Estonia from a
gas storage facility in Latvia, the Estonian energy
company Elering said in a statement. A new common
Estonian-Latvian-Finnish gas market got off to the
successful start, the company announced. The 2020
first trading sessions served as an opportunity to use
the pipeline’s full transmission capacity. The gas link
was wholly completed in the autumn of 2019. The
gas market covering Estonia, Latvia and Finland is
the first bidding area in Europe to encompass three
countries. In mid-2018, the works began, comprising
the construction of three pipeline sections: the 77
kilometer-long offshore pipeline, the 21 km-long
onshore pipeline in Finland, and the 55 km-long
onshore pipeline in Estonia. The 153-kilometer gas
pipeline is bi-directional, with a transmission capacity
of 7.2 million cubic meters of gas per day. The EU
grant for works was awarded to cover 75 percent of
the construction costs, worth a total of €250 million.
The three countries said in their official press releases
that the gas link would offer tangible benefits to gas
consumers in the eastern Baltic Sea zone, also by

44 Analiza Instytutu Polityki Energetycznej nr 1/2019, Terminal FSRU na Wybrzeżu Gdańskim – próba analizy, Rafał MIĘTKIEWICZ
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reducing distribution-related costs, while opening
up the Nordic energy market for the Baltic States,
allowing them to use alternative energy resources,
including liquefied natural gas or biogas. The
Balticconnector pipeline project will facilitate crossborder transmission capacities between Estonia and
Latvia as well as between Poland and Lithuania in an
effort to integrate with the EU gas market. The newest
gas link received massive support from the European
Union over the increased efforts to diversify gas
supply sources for the bloc’s member states.
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Finland was almost entirely dependent on Russia as
regards energy imports. The share of natural gas is
only about 10 percent of the total energy, though,
the lion’s share of which is used by the processing
industry, while the launch of the Balticconnector gas
link will not lessen energy dependence on Russia that
remains the top gas supplier. This has yet marked a
successful attempt to diversify gas supply sources.
Poland’s role has been of paramount importance for
extending the gas import direction to the region from
outside Russia. But what counts most are energy
deliveries via the LNG terminal in Swinoujscie and the
Baltic Pipe.
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SUMMARY

B

ack in early 2019, Russia was confident that it
would be able to attain the goal by redirecting
gas flows to Europe to TurkStream and
Nord Stream 2, instead of pumping them through
Ukrainian territory, long before the expiry of its
gas transit deal with Kyiv. In doing so, Moscow
would find it easy to either impose a new energy
deal, far more convenient for its economy, or cease
cooperation with the neighbor. It was not until early
2020 that Gazprom’s strategy to diversify supply
routes has come across severe obstacles. This is not
only the case of the Nord Stream 2 gas link whose
construction was brought to a halt right before its
completion, with the German shore roughly seen
on the horizon. Also, the TurkStream gas pipeline
saw some delays in the construction of its string
for the transit of natural gas, thus allowing Russia
to reduce gas flows via Ukraine. A year-long delay
in the launch of the Nord Stream 2 energy link will
pose no hurdle to Russian gas major Gazprom to
dispatch its deliveries further to Europe, most of
which reach the West through Ukraine. Yet what
may bring difficulty is a decline in export amidst
the rising competition from liquefied natural gas.
With Nord Stream 2 still nonoperational throughout
2020, the gas supply will not be affected to a
great extent, at least when Gazprom’s ability to
sidestep Ukraine is at stake. Earlier plans said the
Russian energy major could even use half of the
Nord Stream 2 pipeline’s capacity while having in
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mind that only one stretch of the EUGAL gas link,
or its onshore extension across Germany, is ready
to ship gas. The first line of the EUGAL energy
pipeline is used to take away gas from the original
Nord Stream project, paving Gazprom’s way for
circumventing capacity restrictions on the OPAL
energy link. Although Gazprom has failed to launch
its Nord Stream 2 in early 2020, it lost no more than
15 bcm of total transmission capacities. Gazprom’s
obligations under long-term deals might prompt the
Russian energy major to boost its gas transmission
via Ukraine to over 65 cm of gas, or more than
agreed in the contract. Russia is facing the rising
competition from alternative pipelines, both these
stretching from Azerbaijan to Europe and those
like the Baltic Pipe, intended to bring gas from the
Norwegian shelf straight into Central Europe. But
what might present the most significant threat for
Russia is liquefied natural gas, as exemplified by
Poland’s Swinoujscie LNG terminal and its projected
FSRU facility in the north while in the south, Bulgaria
looks to receive LNG deliveries through a Greek
terminal, and Hungary seeks to get its volumes
through a prospective LNG facility in Croatia In
consequence, Gazprom could be compelled to
loosen its grip on the part of the European energy
market or swallow a bitter pill of plummeting gas
prices. This corroborates Nord Stream 2’s political
nature, especially if to take into account that funds
designated for its construction might never pay off.
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