A .
AVRASYA INCELEMELERI MERKEZI

CENTER FOR EURASIAN STUDIES AVIM Commentary * No: 2015/ 50 * April

THE EU-RUSSIAN RELATIONS AND THE UKRAINIAN CONFLICT. THE ENERGY
UNION, ASSOCIATION AGREEMENT AND GAS NEGOTIATIONS: WHOSE
INTERESTS ARE AT STAKE?

Maryna SHEVTSOVA

Maryna SHEVTSOVA*
AViM

Having a long record of cooperation with the EU in the fields starting from fighting the
climate change and human trafficking to the working on Middle East peace process,
Russia is the biggest neighbor of the European Union and the third largest partner when it
comes to international trade. The conflict in Ukraine, however, and the role Russia plays
there led to the serious deterioration of EU-Russia relations. The EU reacted to the
annexation of Crimea and further aggressive actions of Russia in the Eastern part of
Ukraine by imposing sanctions in such areas as access to capital markets, defense, dual
use goods and sensitive technologies (including those in the energy sector). The EU also
has suspended visa facilitation negotiations and numerous cooperation programs. On the
16th of March 2015, one year after illegal annexation of Crimea the EU declared that it
does not recognize and continues to condemn this act of violation of international law and
expressed its deep concern at the continuous military build-up and deterioration of the
human rights situation in the Crimean peninsula, including the denial of free speech and
the persecution of persons belonging to minorities.

At the same time one cannot underestimate existing mutual interdependence between
the European Union and Russia. On the one hand, the EU is dependent on Russian energy
supply, buying currently nearly one-third of natural gas from Gazprom. On the other hand,
the EU is one of the most important export markets for Russian gas. It is worth mentioning
that the half of the exported gas is being transported via Ukraine, which is also heavily
dependent on the Russian energy. The gas talk, therefore, became a cornerstone of
trilateral negotiations between Russia, Ukraine and the EU that took place on 20th of
March in Brussels. The talk was defined by the Parties as a wrap up for the Winter
Package - Binding Protocol regarding the conditions for gas delivery from the Russian
Federation to Ukraine for the period from November 2014 until 31st of March 2015. The
next winter supply preparations were also to be discussed. Interestingly, on the same day
in Brussels the EU Summit took place. The Summits agenda included the Energy Union
and Ukrainian crisis issues .




The Energy Union is an EU project launched in February 2015, partially as the reaction to
Unions dependence on Russian energy supplies, which became particularly obvious during
the Ukrainian crisis. The project has five dimensions: energy security, internal energy
market, energy efficiency, climate and research & innovation. While the Council of the EU
stressed that all these dimensions are equally important, at the Summit some of them
were pointed out in the Councils conclusion for immediate action. Those are, in particular,
acceleration of infrastructure projects to ensure energy security and a well-functioning
internal energy market; full implementation and enforcement of existing energy
legislation; reinforcement of the legislative framework for the security of supply for
electricity and gas; ensurance of full compliance with EU law of all agreements related to
the buying of gas from external suppliers; assessment of the options for voluntary
demand aggregation mechanisms in full compliance with WTO and EU competition rules;
and development of a more effective, flexible market design. The Vice President of the
European Commission Maro$ Sef¢ovi¢ called the Energy Union undoubtedly the most
ambitious energy project in the EUs history.

It seems that the tense relations with the Russian Federation led to prioritizing by the
Energy Union of such issues as diversification of gas supply and increase of the resilience
to supply disruption as well as closer attention to the transparency of energy costs and
prices. The latter is related to lasting for more than two and a half year EU anti-trust
investigation which is focused on possible division by Gazprom of European gas markets
by hindering the free flow of gas across member states; prevention by Gazprom of the
diversification of gas supply and imposition of unfair prices on its customers by linking the
price of gas to oil prices. Apart from that, the Council confirmed its commitment to
improving EU resilience by speeding up the installation of new interconnections between
member states as part of a broader push on infrastructure projects to boost energy
security. However, to the European Commissions disappointment EU leaders removed the
clause in the final Council statement that would formally give the Commission new vetting
powers over bilateral energy deals negotiated with third countries. The drive for this step
derived from a series of inter-governmental agreements signed by Russia and six EU
countries; Bulgaria, Hungary, Greece, Slovenia, Croatia and Austria.

While all these developments may eventually lead to the enhanced and diversified energy
policy of the European Union, it will apparently take some years. This is why gas
negotiations with Russia on 20th of March were of utmost importance for the EU. The
meeting in Brussels was chaired by the current Vice President of the European
Commission, in charge of Energy Union Maro$ Sef¢ovi¢ and attended by the Minister for
Energy of the Russian Federation Alexander Novak and the Ukrainian Minister for Energy
and Coal Industries Vladimir Demchyshyn. The meeting was finalized by the joint
statement, which included, among others, following points:

- All the Parties agree on the Winter package being implemented and allowing for the
necessary gas flows securing both the domestic consumption in Ukraine and undisrupted
transit to the EU;

- The preparations for the next winter will be started immediately;




- Russia agreed to consider a discount to the price of natural gas while Ukraine agreed to
consider to purchase the required amount of gas necessary for the storage filling and to
ensure reliable gas transit to the EU;

- The EU agreed to consider helping Ukraine finding the adequate financial support to
purchase gas.

The next round of the negotiations is scheduled for April 13-14 and will take place in
Berlin, where the conditions for summer package [] the protocol with the conditions of
summer supplies to replace the current gas supply agreement [J will be discussed. Until
then, starting from the 1st of April 2015 Ukraine will stop buying gas from the Russian
Federation since its price is higher than the price for the gas imported from the EU and
currently there is no need to buy it from Russia.

The gas, though, is not the only economic concern of the Russian government with regard
to the relations with the EU and Ukraine. Russia is very keen on resuming the negotiations
with the EU on the implementation of the EU-Ukraine association agreement. Russia is
preoccupied with the sections on trade and economics, technical regulations and
requirements of veterinary and phytosanitary supervision as commented the Russian
Minister of Economic Development Alexey Ulyukayev. He insisted that Russia will have to
protect its market if no changes take place in the implementation process of the EU
Ukraine association agreement. Ulyukayev also stressed that if the concerns of Russia
will not be addressed correspondingly, Russia will have to take corresponding measures to
protect its economy, including the custom tariff increase. Russia agreed with the EU to
transfer gradually their mutual disputes within the WTO framework to the pre-trial and
consultations level and try to reach agreement on bilateral basis. The time and venue of
the next trilateral ministerial meeting are to be named in the nearest future.

The conditions described above: energy supply interdependence, geopolitical situation
and close trade and economic cooperation make the position of the EU in the Ukrainian
Russian conflict more complicated than it might seem. Even though on 13th of March 28
the Council of the European Union declared prolongation of the application of EU
restrictive measures targeting action against Ukraine's sovereignty, territorial integrity
and independence it does not look like all 28 Member-states are equally satisfied with it.
While it was only Greece who objected openly against the sanctions imposed on the
Russian Federation other countries, such as Spain, Hungary or Cyprus, continue investing
into bilateral relations with Russia and might be more reluctant to go on with sanctions if
it has negative consequences for their economies.

As the experts argue, further developments of the Russia-EU-Ukrainian triangle
substantially depend on how prepared the EU is to stick to declared policy of increasing
gas import diversification and overall cut dependence on Russia. It is not the question of
the economic calculation only but rather a matter of strategic vision and political will-




power of the EU member-states, especially those actively involved in the bilateral
cooperation with Russia. Will they be able to resist Russian pressure and shape national
energy strategy in the compliance with the EU common policy? This for now remains to be
seen.
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