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Abstract

Russian President Dmitry Medvedev has proposed to organize a conference on a new European
Security Treaty. The author analyzes six hidden objectives of this proposal. These are, first, to
introduce China as a countervailing extra-European power alongside the US; second, to raise the
profile of the CSTO, the ‘mini-Warsaw Pact’ led by Moscow; third, to divide NATO; fourth to bind
NATO; fifth to claim a Russian Monroe doctrine for its Near Abroad; and sixth, to undermine
existing European security treaties, such as the OSCE and the CFE Treaty. The author seeks to
formulate how the West should respond.

Introduction

During a speech, made in Berlin on June 5, 2008, before an audience of five hundred politicians and
business leaders, Russian President Dmitry Medvedev proposed a new security treaty for Europe.
“Our predecessors during the Cold War years,” said Medvedev, “managed to draw up the Helsinki
Final Act (...), and so why should we not be able to take the next step today? Namely, drafting and
signing a legally binding treaty on European security in which the organizations currently working in
the Euro-Atlantic area could become parties.” This new pact would be, according to him, “a regional
pact based, naturally, on the principles of the UN Charter and clearly defining the importance of
force as factor in relations within the Euro-Atlantic community.”(1) Although Medvedev provided
some more details in a speech on October 8, 2008 at the World Policy Conference in the French city
of Evian(2), his proposal remains rather vague. NATO members , the EU countries, the members of
the OSCE, and — what would be a novum: China — would all be invited to the conference, which is to

take place in Moscow.



A Place for China at a European Negotiating Table?

An invitation for China to participate at a conference on Euro-Atlantic security, may seem, at first
sight, rather strange. The Russians could argue, however, that also OSCE countries, such as
Uzbekistan, Tajikistan, Kyrgyzstan and Turkmenistan are also fully fledged Asian countries and that
this does not exclude them from participating in the OSCE, an organization that deals with security
and co-operation in Europe. But the membership of these countries in a Euro-Atlantic organization is

a legacy of the disintegration of the Soviet Union. So why should the Chinese be present?

Some see it as an attempt by Moscow to give the Shanghai Cooperation Organization (SCO), a
security organization in which Russia, China, Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan are
members, an equal say in European affairs with NATO. The American presence in Europe would be
balanced by another extra-European power: China. But, at the same time, Russia would not want to
grant China too much importance, because the Russian-Chinese partnership possesses a number of

ambiguities.

Not only is China’s population ten times that of Russia, but China borders also the under-populated
and mineral-rich parts of Russia’s Far East that were once part of imperial China. Today only 7 million
people live in Russia’s Far East, while 110 million people live in China’s Northern provinces. The
Russian government will, therefore, see to it that the central role at this conference will be reserved
for its organizer: Russia. Moscow wants to play a similar role in the Russian-Chinese duo as Paris used
to play in the French-German tandem in the EU: although smaller and economically weaker, Moscow

considers itself the political and military leader of the tandem.

Another objective of Russia could be to raise the profile of the Collective Security Treaty Organization
(CSTO), which has its roots in the Commonwealth of Independent States. This ‘Mini- Warsaw Pact’ in
which Russia — in contrast to the CSO - is the uncontested leader and in which seven former Soviet
states(3) are members, is not only militarily more integrated than the CSO, but it also has an

equivalent of NATO's Article 5, defining a mutual defense obligation.(4)

Dividing NATO?

A third, hidden objective is to divide NATO. Therefore the timing of the initiative is important. Russia
presentes its proposal at a time that the Bush administration, which is extremely unpopular in
Europe, was on its way out, while a new administration in Washington has not yet come into place.
And the new American President will need some time to reaffirm the American leadership. Many
European NATO allies are disaffected with the Bush Presidency and feel overstretched by the

unwinnable guerilla war in Afghanistan. Their response to the Russian occupation of Georgia has
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been extremely weak. For Moscow, this situation has opened a window of opportunity. At the
moment of the transition of power in Washington, the moral status of the US leadership is at a
historic low, while the weakness of the US is aggravated by the turmoil of the global banking crisis.
The situation in Europe is not better. The Lisbon Treaty that was expected to give the EU more clout
in the field of foreign policy, is in shambles and there is a general feeling of disorientation in Europe
as concerns the future and direction of the European project. Moscow knows that its initiative wil be
met with mistrust by the Baltic states, Poland, and the UK. But it intends to play a subtle game,
trying to win support for its plan in the leading European capitals. Even if Medvedev’s proposal
would not lead to a conference, the fact of proposing the plan would, as such, already fulfill one of

its objectives: to divide the NATO allies.

Binding NATO

It would not, however, be in Russia’s ultimate interest if a division within NATO led the project to be
abandoned. This is because the fourth objective of the project is to bind NATO. This objective might
not be immediately clear, because NATO, as an organization, is not invited to participate. In his Berlin
speech Medvedev stated that “absolutely all European countries should take part in this summit as
individual countries, leaving aside any allegiances to blocs or other groups.” It is the individual NATO
member states that are invited. NATO, as such, is excluded, because it would give NATO — read, the
US — too much influence at the summit. A treaty, signed by the individual countries, might not enable
Moscow to block NATO decisions outright, but it would make it easier for her - referring to the text of
the treaty — to influence the decision-making process of the Alliance and to even block the
implementation of decisions. Russia rightly fears that the role of the UN Security Council will diminish
in the years to come — a tendency due, not in the last place, to its own obstruction policies and the
return to its former Cold War position in the UN of ‘Mr. Nyet’. Therefore it wants to build an
additional international legal structure for the Euro-Atlantic area in order to bind NATO’s hands. It is
clear that a humanitarian intervention in order to prevent ethnic cleansing, such as was conducted in

1999 by NATO in Kosovo, would be forbidden under the new treaty.

The Briand-Kellogg Pact: A Monroe Doctrine for Russia?

There is a fifth, hidden, objective that Medvedev’s Peace Plan aims to fulfill. This objective, which is
probably the most important, is to give Russia a basis in international law in order to claim a Russian
variant of the Monroe doctrine, which would be applicable to Russia’s Near Abroad. There is a hint of
this in Medvedev’s Berlin speech where he spoke of a precedent for the treaty on European security
that he wanted to be signed. “There were attempts to conclude such an agreement in the past,”

Medvedev said. “It is enough to recall the Briand-Kellogg Pact of 1928. But that agreement failed to
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work and shared the sorry fate of the League of Nations. In today’s world, when no one wants war in
Europe and we have all been made wiser by the lessons of the twentieth century, such an agreement
has a better hope of success.” Why did Medvedev single out the Briand-Kellogg Pact to be mentioned
as an example of the kind of security treaty he wants? To understand why, we need to take a closer

look at the history of this pact.

The Kellogg-Briand Pact, which was signed in Paris on August 27, 1928, was an international treaty
providing for the renunciation of war as an instrument of national policy. It was named after its
initiators, the American Secretary of State, Frank B. Kellogg, and the French Foreign Minister, Aristide
Briand, and initially signed by the representatives of fifteen nations (which included Germany, ltaly,
Japan, and Russia, four countries, by the way, that the pact did not prevent from soon becoming
aggressors). (5) The text of the Pact was of an extreme simplicity. It had only three articles that can
be printed on half an A4 page. In Article | the parties declared “that they condemn recourse to war
for the solution of international controversies, and renounce it, as an instrument of national policy in
their relations with one another.” In Article Il the parties agreed that the solution of all disputes or
conflicts “shall never be sought except by pacific means.” And in Article Ill was written that the treaty
was open “for adherence by all the other powers of the world.” The text was simple, short and....

there were no sanctions.

Although the United States was one of the initiators of the Pact, the ratification led to hot debates in
the US Senate. One of the crucial questions was how far the Pact could eventually restrict the right of
the US to self-defense. In the Senate hearings Secretary of State Kellogg confirmed the vision that
“the right to self-defense is not limited to territory in the continental United States (..)”(6) He
mentioned Panama. “We have a right to defend our treaty for maintaining the integrity and
independence of Panama just as much as we have a right to defend San Francisco or New York.” In
this context Kellogg came up with the Monroe doctrine: “The Monroe doctrine is simply a doctrine of
self-defense.(...) It does not consist of any agreement between the United States and any country in
the Western Hemisphere or anywhere else.”(7) “The doctrine,” he continued, “ is not international
law but it rests upon the right of self-protection and that right is recognized by international law.”
“The scope of the doctrine,” was, according to him, “strictly limited. It concerns itself only with the
occupation of territory in the New World, to the subversion or exclusion of a preexisting American
government.”(8) This debate in the US Senate, in which American politicians expressed their concern

that a ratification of the Briand-Kellogg Pact could interfere with the US Monroe Doctrine, is of great



importance. If not an explicit, then, in any case, an implicit recognition of some kind of a Russian

Monroe doctrine is namely at the heart of Medvedev’s proposal.

A Security Pact inspired by Carl Schmitt?

And here enters Carl Schmitt, the leading legal expert of Nazi Germany, who, in recent years, has
become an important source of inspiration for the leadership in the Kremlin. For Carl Schmitt the
Monroe doctrine was the centerpiece of his theory of GrofSraumordnung, ‘the order of the Great
Area’. It is the doctrine that great powers have the right to claim an exclusive droit de regard vis-a-vis
the smaller surrounding countries.(9) Schmitt wanted to construct a legal basis in international law
for such a zone of influence for Nazi Germany. According to him “in the big world every real Reich
has claimed for itself such an area of its ‘spatial sovereignty’ (Raumhoheit) that exceeds its national
frontiers.”(10) This ‘spatial sovereignty’ of the Reich was not only in flagrant contradiction with the
national sovereignty of its smaller neighboring states, it equally implied that any intervention in this

space by foreign powers ( raumfremde Mdchte) was forbidden.

The Monroe doctrine, however, was a defensive doctrine, which was formulated in response to the
threat that the conservative European monarchies of the ‘Holy Alliance’ could install conservative
monarchies on the American continent. It was — apart from a short period (11) - not an offensive
doctrine on the basis of which the US could claim the right to interfere in the internal affairs of the
other American nations. Carl Schmitt wanted to re-organize the system of international law in such a
way that not the national states, but the different ‘Great Areas’ would be the organizing elements.
This would take away the clear difference between internal policy and foreign policy that
characterizes the system of independent states. With the introduction of the concept of the Reich
this difference would disappear: foreign policy was at the same time internal policy.(12) In practice
this meant that the Reich had the right to interfere in the smaller neighboring states. And here the
circle is closed. Carl Schmitt’s popularity in Russia is due to the fact that his theories come close to
the ‘Brezhnev doctrine’ of ‘restricted sovereignty’(13) for the countries in the sphere of influence of

Soviet Russia.

Burying Helsinki: The Anti-OSCE Focus of Medvedev’s Peace Plan

There is a last, sixth, hidden objective of Medvedev’s proposal. It is to emasculate existing security
arrangements, such as the OSCE and the CFE Treaty. Moscow considers the OSCE to be obsolete. In
his Berlin speech Medvedev said: “An organization such as the OSCE could, it would seem, embody
European civilization’s newfound unity, but it is prevented from doing so, prevented from becoming

a full-fledged general regional organization. The problem is not just in the organization’s own



incomplete institutional development but also in the obstruction created by other groups intent on
continuing the old line of bloc politics.”(14) The remark on ‘obstruction created by other groups’ is,
at least, a bit strange if we take into account a series of incidents created by the Russian government,
such as the refusal to grant in time the required number of visas for OSCE observers, who would
monitor the Russian Presidential elections on March 2, 2008, a refusal which led the OSCE Office for
Democratic Institutions and Human Rights (ODIHR) and the Parliamentary Assembly of the OSCE to

cancel the monitoring process.

This incident was more than just obstruction: it was aimed at a gradual sidelining of the OSCE. This
policy was not new, but started earlier with Russian attacks on the Warsaw based ODIHR because of
its critical stance on the election process in former Soviet republics. In September 2007 Russia and
the other CSTO member governments proposed measures to weaken the ODIHR’s ability to monitor
elections. OSCE election missions would, according to these proposals, consist of no more than 50
people and the number of monitors from any one country would be limited to under five percent of
the total. Observers would not be able to make public assessments of the vote until after
government bodies had announced the official results. And, last but not least, the final report of the
monitors would require the approval of all 56 OSCE members, which would give any government

veto rights and make it impossible for the OSCE bodies to publish the results.

Apart from these proposals, meant to emasculate the OSCE, a gradual hollowing out of the election
monitoring process of the OSCE had already begun as soon as 2002, when Russia started to set up
parallel election monitoring organizations within the CSO, the CSTO and the CIS, three Russia-
dominated organizations. The new motto became: let the blind control the blind. Let non-democratic
countries monitor each other’s elections. The CIS sent about 100 observers to the December 2007
Duma elections in Russia. These monitors saw no irregularities and gave their blessing even when
these elections were judged unfair by the OSCE.(15) The same happened again with the

parliamentary elections in Belarus on September 28, 2008.

The Attack on the CFE Treaty

A second premise of MedvedeVv’s peace conference is that, equally, the CFE Treaty is obsolete. The
Treaty on Conventional Armed Forces in Europe that was signed on November 19, 1990, is one of the
most important treaties for the security and stability in Europe. It has limited conventional military
equipment in the region between the Atlantic Ocean to the Urals and has implemented confidence-
building measures, such as prior notification of troop movements and military maneuvers, and
surprise inspections. The Treaty established ‘central zone limits’ and regional ‘flank limits’ in order to

prevent destabilizing force concentrations. The Russian flank ceilings were revised in the Flank
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Agreement of 1996 in order to take into account the new situation after the demise of the Soviet
Union. This gave Russia higher ceilings in the North Caucasus. On 19 November 1999 the 30 CFE State
Parties signed in Istanbul the Adaptation Agreement to amend the CFE Treaty in order to take into
account the new geo-strategic situation in Europe. In the Final Act of this agreement Russia
committed itself to withdraw its troops from Georgia and Moldova. Because Russia did not fulfill this
commitment the NATO countries did not ratify the new treaty. Russia thereupon ‘suspended’ the
existing CFE Treaty on July, 13, 2007, a suspension that came into force 150 days later, which meant
a unilateral breach of the treaty (according to which a ‘suspension’ is not possible). Russia considers
itself no longer bound by the Northern and Southern Flank ceilings of the Treaty, which makes it
possible to concentrate troops near the frontiers of the three Baltic states, as well as near Georgia
and Ukraine. Russia equally withdrew from the systems of mutual monitoring and exchange of
information, and no longer accepted inspection teams on Russian territory or the pre-announcement

of movements of Russian troops.(16)

In fact Russia is killing those treaties that have proved to be of great importance for peace and
security in Europe. The OSCE Treaty, as well as the CFE Treaty, contain concrete and detailed
measures to prevent surprise attacks and to enhance mutual confidence on the European continent.
To undermine these treaties and at the same time propose a great Pan-European Peace Conference
along the lines of the Briand-Kellogg Pact, which contained no detailed measures, but only vague
declarations, is certainly not a way forward toward greater security in Europe. Even more so when
this initiative comes from a country that unilaterally — outside the UN framework — recognized the
independence of South Ossetia and Abkhazia, two provinces of the sovereign republic of Georgia. A
country that deliberately and conscientiously undermines international law seems not to be the

appropriate initiator of an international peace conference.
First Reactions of the West

The Russian propaganda offensive for the new security treaty has especially been directed to the big
four ‘friendly’ EU member states: Italy, Germany, France, and Spain. Leaders of these countries have
been invited to Moscow, Saint Petersburg, as well as the more pleasant Black Sea resort of Sochi. The
political message that was delivered to them was mixed with generous offers of bilateral trade and
investment opportunities.(17) This strategy has, so far, met with success. On a visit to Moscow on
July 16, 2008, the Italian President, Giorgio Napolitano, already expressed his support for
Medvedev’s peace plan.(18) Moscow’s project can equally count on the sympathy of the German
Foreign Minister and SPD chancellor candidate Frank-Walter Steinmeier. On October, 1%, 2008, the

Spanish Prime Minister José Zapatero, who was invited to Moscow, on a press conference openly



supported the idea to create in Europe a new security architecture. “It has to take into account the
interests of Russia, Europe, as well as the whole world”, he said.(19) But the most important political
support Medvedev has received up until now from French - and EU — President Nicolas Sarkozy at
October 8, 2008 in Evian. Sarkozy not only wholeheartedly supported Medvedev’s proposal, but he
went so far as to propose a special summit meeting of the OSCE to be held at the end of 2009 “to
discuss (Russian) proposals and those of the European Union for new concepts of a pan-European
defence.”(20) Sarkozy’s suggestion to use the OSCE as a platform for the conference has certainly
been inspired by the Russian leadership. If the conference starts at the end of 2009, it will continue
its activities during the year 2010. This is exactly the year that Kazakhstan will chair the OSCE. It will
be the first time that a former Soviet state presides over this organization. The choice of Kazakhstan,
a close ally of Russia in the Shanghai Cooperation Organization and the CSTO, has been highly
contested because the country lacks democratic credentials: so far the OSCE itself has failed to judge
a single election in Kazakhstan free and fair.(21) But for Russia it will be the right chairman at the

right moment.

How Should the West Respond?

The question is: how should the West respond? First, something about the idea itself. The idea to
organize a Euro-Atlantic security conference is, in itself, not new. In his book The Grand Chessboard,
which was published in 1997, Zbigniew Brzezinski had already come up with this idea. He proposed
to build ‘perhaps sometime early in the next century’ a Trans-Eurasian Security System (TESS). “Such
a transcontinental security agreement should embrace an expanded NATO - connected by a
cooperative charter with Russia — and China as well as Japan.”(22) It is interesting that ten years ago
Brzezinski had already proposed an enlargement of the security dialogue to include China. A
difference with Medvedev’s proposal, however, is that he had aslo insisted that Japan would be
invited. “Three-way American-Japanese-Chinese security talks could eventually involve more Asian
participants,” wrote Brzezinski, “and later lead to a dialogue between them and the Organization for
Security and Cooperation in Europe. In turn, such a dialogue could pave the way for a series of
conferences by all European and Asian states, thereby beginning the process of institutionalizing a
transcontinental security system. In time, a more formal structure could begin to take shape,
prompting the emergence of a Trans-Eurasian Security System that for the first time would span the

entire continent.”(23)

The idea of a Eurasian security conference is, in itself, plausible if we take into account the important
geopolitical shifts that have taken place in the last twenty years. But the West should first, remain

united and, second, formulate the following preliminary demands:



1. If Russia insists that China should be invited for the conference, then the Western countries should
insist that Japan should equally be invited. This would make it possible to end one of the last still
remaining conflicts inherited from the Second World War: the unresolved question of the return of
the Northern Territories to Japan. The occupation of the four Chisima (Kurile) islands by Russia is
hindering a full normalization of the relationship between Russia and Japan.(24) A multilateral peace
conference could be an appropriate forum to resolve this ‘frozen conflict’. Russia would be asked to
show the same flexibility it was able to show in the border conflict with China, when, on July 21 of
this year, it signed a border agreement with China in which it ceded two islands at the confluence of

the Amur and Ussuri rivers in Russia’s Far East.

2. In his Evian speech on October 8, 2008, President Medvedev mentioned as the first of the five
provisions of the new treaty that “The Treaty should clearly affirm the basic principles for security
and intergovernmental relations in the Euro-Atlantic area. These principles include the commitment
to fulfill in good faith obligations under international law; respect for sovereignty, territorial integrity
and political independence of states (...).” The initiator of the new Treaty should be held to these
principles before a conference can take place. This would mean that Russian troops would withdraw
from Transnistria as was promised in the Final Act of the 1999 OSCE Istanbul Summit. It would
equally mean that Russia withdraws its troops from Abkhazia and South Ossetia that are in excess of
the number present before August 7, 2008. It would furthermore mean that Russia backtracks on its
illegal and unilateral recognition of the independence of both Georgian provinces and works for an
international UN-led solution for the breakaway provinces that respects the territorial integrity of
Georgia. Especially the last precondition must be a sine qua non. Only by strictly adhering to
agreements and principles of international law could Russia show its commitment to a multilateral
approach and to a peaceful resolution of outstanding conflicts it says it wants to promote by the

new treaty.

3. At August 31, 2008, President Dmitry Medvedev announced in a TV interview his five foreign policy
priorities. The fourth of these priorities is particularly a cause of concern. “Protecting the lives and
dignity of our citizens, wherever they may be, is an unquestionable priority for our country,” he said.
“Our foreign policy decisions will be based on this need.”(25) This self-proclaimed right of protecting
the lives and dignity (where it is left to the Russian government to define what this ‘dignity’ is) of
Russian citizens, ‘wherever they may be’ means a return to pre World War Il policies. It opens a
Pandora box of possible interventions in neighboring states with Russian or Russian-speaking
minorities.(26) Especially in combination with Russia’s claim for an exclusive zone of influence in its
Near Abroad this creates an explosive mixture. Before embarking on a security conference with

Russia the Western participants must make clear that they cannot accept this stance and that the
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protection of national minorities is the obligation of the respective state within which these

minorities live and of the international community.

4. One of the reasons of the success of ‘ Helsinki’, the first post World War Il Pan-European Security
Agreement, was that it formulated the respect for human rights which helped dissident voices and
democratic movements to express themselves more freely in the former Soviet bloc. The Western
countries should remember that in the long run a non-authoritarian and democratic Russia will be
the best guarantee for a peaceful Europe and they should, therefore, be careful not to replace the
existing OSCE that - still - values democratic values by a vague non-aggression pact a la Briand-
Kellogg. The OSCE should remain a corner stone of a European security system and, possibly, given

additional structuresi.(26)

According to Moscow News Medvedev would like to receive an answer of the Western countries on
his proposal no later than in February 2009, when he will attend the annual security conference in
Munich.(27) The EU member states - NATO and non-NATO members - should seriously study
MedvedeVv’s proposal. They should not react unilaterally, but co-ordinate their response with their
trans-Atlantic partners — especially with the new American administration. They should be aware of
the hidden objectives of Medvedev’s proposal and only accept the proposal if Russia lives up to the
standards of international law it pretends to adhere to and if there is a chance for a constructive

outcome that creates a win-win situation for all the participants.

NOTES
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(27) “When Will the West Answer Medvedev?”, Moscow News, June 10, 2008.
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Figure 13. Russian gas as a share of primary energy supply (2006)
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Figure 14. Dependence on Russian gas versus gas
consumption in the petrochemical sector (2006)
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Figure 15. Dependence on Russian gas versus gas
consumption by households (2006)
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Figure 16. Imports of Russian gas: absolute volumes
versus share of total primary energy
supply (2006)
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What should the EU do?

In the post-Georgian war environment, with Member
States divided over what approach the EU should take to its
political engagement with Russia, it is of critical importance
that Europe deals with its Russian gas problem. The Czech
government has made clear that energy security will be one
of the priorities of its presidency of the European Council,
which runs for the first half of 2009. On 12 November
2008, the European Commission will publish its second
Strategic Energy Review, with a focus on energy security.
The review will form the basis of the next phase of EU
energy policymaking, going beyond the “climate and energy
package,” currently being negotiated.

The EU’s Russian gas problem has two related dimensions:
the political divisiveness of the EU-Russia gas relationship,
and the specific risks to the security of gas supply to the
highly dependent Member States in central and eastern
Europe. Based on the analysis presented in this policy brief,
we recommend that the EU:

» makes gas market integration the priority of its strategic
energy policy. A single competitive gas market would help
de-politicise the EU-Russia gas relationship, with major
foreign policy benefits for Europe. It would also improve
the security of supply for all European gas consumers,
wherever they are.

» helps Member States, especially those in central and
eastern Europe who are highly dependent on Russia,
to develop and implement national action plans for
improving their gas security. This would be required
regardless of Russia’s foreign policy towards Europe. But
in the current geopolitical context, alleviating eastern
Europe’s “energy insecurity syndrome” would also help
make Russian gas less politically divisive in the EU.

~

. The EU should make gas market integration the priority
of its strategic energy policy

The EU must put an end to what amounts to more than
a decade of policy failure on gas market integration. The
following steps should be taken:

» The regulatory provisions of the forthcoming third
gas directive should be implemented fully and strictly,
especially those that aim to ensure effective independence
of transmission system operators.

e The proposed powers of the new Agency for the Co-
operation of Energy Regulators (ACER) should be
increased. Without the creation of effective pan-European
regulatory oversight, it is unlikely that the third gas
directive will succeed where the second failed. What is
needed is a powerful regulatory co-ordinator with a clear
political mandate to deliver market integration. The new
agency must be adequately staffed and financed, but the
current proposals do not go far enough: ACER should

have the authority to force national regulators to work
towards common rules, standards and network codes and
then to control their implementation. A true, powerful
and independent European energy regulator should be the
long-term goal. Furthermore, the new Strategic Energy
Review should be the occasion to launch a political debate
on pan-European regulatory oversight of energy markets.

e The Directorate General for Competition (DG

Competition) should continue to investigate abuses
of dominant position in the gas industry and, where
appropriate, demand that companies sell their
transmission networks3?.

As suggested by DG Competition’s 2007 sector enquiry,
EU authorities should seek to remove the anticompetitive
effect of long-term import contracts and long-term
transmission capacity contracts. ACER and DG
Competition should work towards generalising the
auctioning of unused capacity rights (the so-called ‘use-it-
or-lose-it’ rule). Auctioning a small share of gas volumes
exchanged under long-term contracts should be studied
as a way to boost liquidity at continental European
gas hubs3®.

Russia has a vested interest in market segmentation.
Allowing Gazprom to acquire European transmission or
storage assets carries the risk of reinforcing barriers to
market integration. Therefore the authorities in charge
of the European market should screen all proposed
takeover projects. Typically this would be a task for a
European energy regulatory agency, or for national energy
regulators as co-ordinated and controlled by ACER. The
European competition authorities should also be involved.
The agreement on the third directive reached on 10
October 2008 would leave the screening of Gazprom’s
downstream acquisitions in Europe entirely to national
authorities?”. This is problematic: national regulatory
authorities do not have a mandate to protect the European
market, and their autonomy may be tested in the case
of gas deals supported at the highest political level. As
part of its call for stronger pan-European regulatory
oversight, the Strategic Energy Review should propose
that responsibility for screening downstream investments
by companies from third countries be vested in the new
ACER rather than in national authorities.

35 As part of settlement packages to close enquiries involving E.On and RWE, the
two major German energy companies have agreed to sell their electricity and gas
transmission networks respectively. Ongoing competition enquiries in the gas sector
may lead to more such decisions.

36 I owe this idea to Patrick Heren.

37 See “EU weakens ‘Gazprom clause’ on foreign energy investors”, EU Observer,
13 October 2008.



2. The EU should help each central and eastern European
Member State assess its gas security situation and
devise a national action plan for gas security.

A well-functioning European gas market would in itself
enhance supply security in the highly dependent new
Member States. But there is also a strong case for specific
gas security measures in those central and eastern
European countries where supply is concentrated, market
and regulatory institutions are underdeveloped or weak,
and energy insecurity is a major determinant of foreign
policy attitudes towards Russia.

The EU should be involved in helping Member States devise
and implement these gas security measures. The directive
from 2004 on security of natural gas supply offers a good
conceptual and legal framework for Brussels to build upon;
the Strategic Energy Review will include a review of how
this directive has been implemented by Member States and
how it can be improved. The Commission and the future
ACER should:

» Finance in-depth economic analysis of the gas security
situation in each eastern European member state to
determine the relative costs and benefits of different
measures to improve security of supply. A one-size-fits-
all approach would not work, given the huge differences
across Member States in the structure of gas demand,
electricity and gas interconnections, geological conditions
relating to underground storage and other physical or
institutional factors.

« Negotiate national action plans with Member States’
governmental and regulatory authorities. The EU should
offer co-financing of the national action plans to those
Member States who agree to comply with a minimum
standard of security of supply, negotiated on the basis of
article 4 of the 2004 directive.

Nabucco and the southern
gas corridor

The mooted introduction of a “southern gas corridor”
through Turkey, and particularly the proposed
Nabucco pipeline, are attempts to address long-term
gas supply availability and diversity, as well as wider
European geopolitical interests, such as consolidating
central Asia’s political and economic independence
from Russia. It is beyond the scope of this paper to
assess the various conditions that would need to be met
for such a project to succeed, but suffice to say Nabucco
would not directly address the political divisiveness of
Russian gas in Europe, and is no substitute for direct
action on central and eastern European gas security.

For these reasons, the debate about the EU’s response
to the Russian gas challenge needs to be rebalanced.
Success on the southern gas corridor is desirable but
is not the key to relieving the EU from the political
burden imposed by its gas relationship with Russia.
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