Returadresse:
Den Norske Atlanterhavskomité

Fr. Nansens pl. 6

ew ¥ 01600slo DNAK Security Brief 8-2005

The Norwegian Atlantic Committee

Major oil supply lines Major gas supply lines

Until LNG becomes a more common mode of
transporting gas than pipelines, Germany’s
favorable geographic location in relation to
the source prevents any serious competition

The Germans are also in a most favorable po-
litical position in relation to the Russian en-
ergy sector that seems increasingly to be the
subject of political decision making. In this
connection it is well to remember that Krem-
lin has traditionally been involved in decisions
of major political and strategic consequence.
Choice of partners in the Russian energy
business might therefore not necessarily be
based only on commercial considerations.

On the German side the Bundeskanzleramt
is also importantly involved, often in direct
contact with Putin as representative of Ger-
many’s main supplier of energy.

The former Bundeskanzler, Gerhard Schrader,
contributed to further strengthening this en-
ergy cooperation during the Hannover trade
fair in April 2005 when he devoted his entire
opening address to German - Russian co-
operation with special emphasis on energy.
Putin was present and it was announced that
Wintershall is to be involved in the develop-
ment of the West Siberian gas field of Jasjno
Russkoje throughout the whole production
and distribution line. It was also announced
that Wintershall would be engaged with
Gazprom in the construction of a gas pipe-
line through the Baltic Sea from Viborg to
Greifswald avoiding transit through Poland
and the Baltic states as well as the costly
and troublesome transit through Belarus
and Ukraine. The pipeline is to be completed
by 2010 and will eliminate the bottleneck for

Russian export. Ruhrgas is now also a part-
ner in this project.

In return for the deal with Wintershall, Gaz-
prom who now controls practically all ener-
gy distribution of Eastern Europe, would get
a larger share (49%) in their joint venture
Wingas. This gives Gazprom greater direct
access to the European gas market.

There is no reason to believe that German
national interest in this sort of cooperation
would be considered much differently by the
new government in Germany.

If there now is American concern about Ger-
man-Russian cooperation it is not of recent
origin. It started in the 60’s already with
the German delivery of piping for the Rus-
sian gas production and with Willy Brandt’s
Ostpolitik, officially hailed as a contribution
to Détente. Today the Atlantic relations are
radically altered. This change was initiat-
ed when the “neocons” in Washington af-
ter 9/11 succeeded in realizing their plans
about changing the American foreign policy
in a Middle Eastern and unilateral direction
at the expense of international coopera-
tion in NATO. The new Atlantic reality was
demonstrated through the clear rejection by
Berlin of the American justification for the
war in Iraq and refusal to participate in it
- a war that the Washington had defined as
a primary interest.

The former Chancellor who since repeatedly
confirmed the German stand did furthermore
in advance of the arrival of president Bush to
NATO in January 2005 suggest that NATO no
longer was suitable as a forum for trans-At-
lantic dialogue, contrary to the repeated as-

sertions by Washington that the Alliance was
the cornerstone in the Atlantic cooperation.

This new Atlantic reality and the new pe-
troleum energy situation are the major ele-
ments in the new geopolitical situation; the
new backdrop so to speak for understanding
the play that now is unfolding on the stage
of the Northern shores of Europe, a play for
power and interests with long term energy
security at stake.

Notes

1 These waters then took on an increased importance in Ameri-
can strategy - a forward strategy based on the carrier fleet.
These activities increased during the 80’s when SACLANT pro-
posed that Norwegian territory had become important for logis-
tic support of these operations. As a result supplies (fuel, muni-
tions and equipment) were deposited in central Norway.

2 How sensitive an issue the competition for energy is, became
apparent by the way the US senate blocked the Chinese pur-
chase of Unical recently.

In this connection another feature of this global competition is
worth mentioning. It is the changing trading pattern character-
ized by a tendency in the direction of more long term contracts
like the ones between China and Iran and between Germany and
Russia. This is mercantilism at its best (or worst) at the expense
of globalization; the free market is getting less to trade with; the
government controlled oil companies are increasing their share
of the market at the expense of the international oil companies.
To what extent the latter are also connected to national power
interest is another matter.

According to observers, the US interest in the Middle East might
not be motivated so much by its own energy needs as by the
desire to control energy flows and prices in general. They see
the Baku-Tiblisi-Ceyhan pipeline less motivated by US need for
oil than by the desire to position itself in the Caspian area. The
Norwegian Statoil is partner in this project. US strategy in the
area is laid down in the Silk Road Strategy Act of 1999 designed
to secure US control of the oil and gas export from the Gulf
countries by bypassing Russia, Iran and China. The negative
US reaction to the gas pipeline from Russia to Ankara opened
November 16. in the presence of the heads of state of Russia,
Italy and Turkey must be seen in this context. It will furnish
Turkey with 60% of its needs for gas but has capacity in excess
of that.

3 There might be as much as 16 billion tons of oil and 82 tril-
lion cm of gas in the Russian shelf. It is estimated that 60% of
the oil is to be found in the Pechora Sea and 53% of the gas in
the Barents Sea and 30% in the Kara Sea. The output from the
offshore oilfields here might reach 50-60 mill. tons by 2020 and
from the onshore fields 40-50 mill. tons.Russia has the world’s
largest gas reserves, 40% of the total.

4 As a major exporter of energy Norway might have interests
differing from those of her major allies. Norway thus rejected
to become member in the forerunner of the IEA, the Energy
Coordinating Group that Kissinger initiated as a counterweight
to OPEC.

5 Issues of an ecological, legal, military or a commercial charac-
ter are not central to this presentation. Still a few words are in
order about some unsettled issues that worry the Norwegians.
The immediate concern is the danger of oil spills from tanker
traffic that already is increasing considerably along the Norwe-
gian coast. We are already talking about 3-400 tankers serving
the production facilities in the Barents Sea, one of the most pro-
ductive fishing grounds in the world. The Russians have lately
signaled an interest in closer cooperation with Norway for the
protection of these fishery resources of primary interest to both
countries. Half of the cod in the World spawn at the Norwegian
Lofoten Arcipelago and the trek to the Barents Sea.

Mention should also be made of the unsolved issues of the ex-
tension of the continental shelf around Spitsbergen and the 35
years old disagreement about the delimitation of the continental
shelf between Norway and Russia.

In 1965 the division of the North Sea continental shelf was ac-
complished. During the 1970ies the UN law of the seas confer-
ence laid the legal foundation for the extension of the 200 mile
economic zone. In 1977 Norway established the fishery protec-
tion zone around Spitsbergen. Quotas are defined there accord-
ing to presedences Norway holds that Spitsbergen does not have
its own continental shelf but is part of the Norwegian shelf.

The delimitation talks are being resumed i December this year.
Some observers hold that it is well to remember that players
in the Eastern political tradition would not necessarily strive to
solve all outstanding bilateral problems; some might serve a
purpose unsolved. If there are increasing prospects for Norwe-
gian EU membership this might tend to change the political per-
spective by multilateralizing the issue. Atlantic partnership does
not help because the US has not ratified the convention of the
law of the sea of 1982 that is the basis for the extension of the
continental shelf beyond the 200 miles economic zone.

Finally there is the debate that presently rages about how best

to protect the interests of a small nation under the new interna-
tional conditions. Some think more gunboats and soldiers would
do. Others argue that a small nation would never be able to
match a powerful adversary. Diplomatic and political means and
careful selection of partnerships might be more effective for the
less powerful.
The shores of Northern Europe are becoming interesting for
transport geography. Rail freight between China and North Eu-
ropean harbors seems to have become an interesting issue. The
retreat of the polar ice might make the use of the North West
passage between the Far East and Europe a realistic proposition
in a not too distant future. These developments promise to pro-
vide Norway with new challenges and opportunities.

6 The Norwegian government is increasing its focus on the
Northern front. In order to implement the new Norwegian strat-
egy of closer cooperation with Russia and European partners in
the Northern areas, foreign minister Stgre in a speech in Tromsg
on November 10. 2005 announced plans for a research and de-
velopment project called Barents 2020. It will concentrate on
two major areas: petroleum technology and challenges related
to the environment and resources in the area.

This assessment relating the Arctic petroleum resources to the
interests and policies of the powers is based on presentations
Dr. Lie made at energy seminars at Humbolt University, Berlin
in July and at the French Institute for International Relations,
Paris in November.
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The changing role of the European
Artic in the Energy Policies of the

Power

by Kai Lie

Major political changes as well as changes
in the global energy situation combine to
warrant renewed attention in the direction
of the European Arctic. The continental shelf
off Northern Norway and Russia and West-
ern Siberia are areas of great promise for an
increasingly energy-hungry world.

This survey attempts to identify major is-
sues arising from the changing geopolitical
role of the energy resources in this theater.
It will focus on the mayor players: the Rus-
sians and Norwegians as suppliers and the
Americans and the Germans as the heaviest
elements on each side of the Atlantic as the
customers.

The Barents Sea and the waters off the
Northern coast of Norway and the Kola pen-
insula have always been on the fault line
between the sea-power of the West and the
land power of the East. It constituted a most
interesting area for those that worked with
military security policy during the cold war.

These waters had a very special military
strategic importance during those times, es-
pecially after the mid 70’s when the Soviet
Union got their submarine launched strate-
gic missiles that could reach North Ameri-
ca from the Arctic Basin, without having to
pass through the Greenland-Iceland-UK gap
into the Atlantic.?

Since then things are very different for two

main reasons:

1 The collapse of the Soviet empire after
the collapse of the Berlin Wall.

2 Increasing demand and diminishing
reserves of petroleum products.

True, for Russia, its northern shores are still
militarily and politically sensitive, as the
Kola coast is the only base area for their
missile carrying submarines and the only
harbor area with open access to Atlantic wa-

ters. (According to Jane’s Defence Weekly
for Oct.5. 05, a new submarine based SS-
NX-30 Bulova, successor to the land-based
SS-27, was successfully tested on Sept. 27.
from the White Sea, hitting a target in Kam-
sjatka. It is solid fueled, takes 10 warheads
and is to be fitted in the new Borej type sub-
marines taking 12 missiles each)

But military strategic factors are giving way
to other aspects of power. Developments in
weapons technology have reduced the im-
portance of distance and location, while se-
cure access to energy, especially petroleum
energy, take on increasing importance in
the game for power and influence.

The IEA estimates that global energy de-
mand will increase by 50% by 2030.
(It is now 84 million barrels per day)

The northern areas are especially interest-

ing in this context for the following reasons:

1. They are estimated to harbor 25% of the
remaining petroleum resources of the
world.

2. In contrast to the Middle East they repre
sent stability and thereby security.

3. They are most favorably located in
relation to the two prime markets for
petroleum products, Europe and
North America.

A major characteristic feature of the new
situation is that the United States after the
collapse of the Soviet Empire, has shifted
its focus from Europe to the Middle East
and Asia. This was motivated, most would
agree, by energy supplies (or rather by de-
sire to control energy flow and prices?) and
the interests of Israel.

Some would add as an important geopoliti-
cal motive: a foothold in Central Asia at the
back door of China, America’s next chal-
lenge.
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China is also emerging as a challenge and
competitor in the energy market.?

The US consumes 25% of the World’s pe-
troleum production while producing 3%. It
imports 40% of its needs and is the world’s
largest importer (with 11 million barrels a
day). China is catching up fast. Last year
it's oil demand increased by 16%. In 20
years China is expected to consume 10%
of global production. (It is estimated that
by 2030 China will need 13 MBD and the US
24 MBD)

It seems that China tries to secure for it-
self as much as possible of the energy fields
that come on the market. It has successfully
been shopping in Iran and Sudan and even
in America’s back yard; in Venezuela.

China still relies on the Middle East for 45%
of its oil imports however. This is the main
arena for the competition with the United
States for its petroleum supplies.

This area has 60% of proven global oil re-
serves and 45% of gas reserves. The focus
of energy hungry capitals has therefore been
on this area from the start. Berlin approached
these resources via the Berlin-Bysantz-Bag-
dad concept, while the sea powers of the
west succeeded in establishing themselves
through gunboat diplomacy.

Today persistent instability there, in spite
of, or maybe because of American meth-
ods, now directs American interest toward
other energy sources in search for diversity
and security of supply. Sabotage has hit in-
stallations in Iraq reducing export to 2 MBD
against 3 MBD in 1950. The Baku-Ceyhan
pipeline has also been hit. This trend prom-
ises to give the Barents area an increased
strategic importance in the energy political
rivalry of the powers. How fast will depend
upon political developments in the Middle
East, which again mainly is a function of the
Israel-Palestine conflict.

Russia’s role as an energy producer.

Russia is in a very different situation than
the United States. It is the largest petroleum
energy country in the world. It is the larg-
est in natural gas (with 590 BCM in 2004,
expected to reach 700BCM in 2020 and last
100 years) and a close second to Saudi Ara-
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bia in oil (9,5 mbd in 2004 with reserves
to last 40 years). The estimated remaining
25% of global petroleum resources har-
bored in the Arctic would mostly be found in
the Russian part of the Barents Sea and in
Northern Russia.?

Attention, not least from the West, is now
increasingly focused on one of the largest
and yet undeveloped gas fields in the world,
the Shtokman field in the Russian part of
the Barents sea (with estimated reserves of
3200BCM.) This is one of three giant fields
so far discovered in the area. It is twice as
big as the biggest gas field so far, the Troll
field in the Norwegian part of the North Sea.
Shtokman is 10 times bigger than the Nor-
wegian Snghvit gas field that is the only gas
field so far developed in the Barents sea.

The problem with Shtokman is that it is dif-
ficult to develop because of its distance from
shore of 550 km. To this comes the harsh en-
vironment of the arctic sea with drifting ice
and inclement weather. Not least for these
reasons and because of its size and location
Shtokman represents a challenge for those
that want to participate. The Norwegians;
with the experience of Statoil and Hydro
have been lining up as potential developers
and the Americans as potential customers.

It is an open question when these off shore
fields will be developed. It is just possible
that the Russians will give priority to the
enormous Yamal fields further east that are
now being developed. They will be connect-
ed to the pipeline systems from West Sibe-
ria that provides Germany and central Eu-
rope with gas. Russia exports 65% of its gas
production to the EU countries through this
network. The new 4000 km Yamal-Europe
pipeline (“the Northern Light”) is expected
to become operational by 2006.(with an an-
nual capacity of 33 BCM after 2010.)

But LNG technology and price increases make
it increasingly attractive to ship gas from the
gas fields in the Arctic to markets in the US.
This promises to make an issue out of where
the gas from these areas will end up.

It looks like we now have the ingredients of
an increasingly competitive situation about
access to the energy resources of the Bar-
ents area between customers on the two
sides of the Atlantic.

These Arctic oil and gas fields derive their
attractiveness for energy hungry capitals
not only because of the stability of the area,
but also from the transportation perspec-
tive. They are located closer to American
and North European markets than the Middle
East or the Caspean area. The straits of Bos-
porus have been restricted for large tankers
by an IMO regime replacing the Montreux
convention of 1936. Similar restrictions are
imposed on the Baltic entrances. Russia is
therefore increasingly dependent on her
Arctic harbors for the export of oil as well as
gas. An oil pipeline has long been contem-
plated from West Siberia to Murmansk. So
far smaller tankers reload oil from Siberia at
Murmansk.

Russia now exports 2/3 of its oil production
(9mbd ) and 1/3 of its gas production.(620
MCM) The Russian economy is therefore
critically dependent on export of petroleum
products. They account for 30% of the GDP.

But even more important perhaps is the po-
litical effect of the Russian energy resources.
Their potential for power and influence will
increase in step with the energy needs of
the customers in Europe, Asia and America.
Russia already controls the energy market
in all of eastern Europe and is entering the
rest of Europe. East Asia is another market
for Russian energy products. An oil pipeline
is planned from Irkutsk to the Pacific with a
branch contemplated going south to China
(from Skovorodino).

These Russian petroleum resources are of
decisive importance for the European econ-
omy. They supply 26% of European gas
consumption. Germany is Russia’s largest
customer and most important partner in the
petroleum sector.( Germany imports 140
MCM of a total production of 600 MCM. Chi-
na’s needs might however exceed 350 MCM
by 2010 which is more than half of the Rus-
sian production.)

The role of the United States as energy
consumer.

The United States will evidently be competing
for the very same Russian energy resources
as Germany and China. The American mar-
ket is for economic reasons as interesting
as any other markets for the Russians. The
issue of Russian oil and gas supplies to the
United States was discussed at the summit

meetings between Bush and Putin in May
2002 and in September 2003. The declared
intention is that Russia will supply 15-20 %
of American oil needs. The Americans have
also expressed a desire for a considerable
amount (100 BCM LNG by 2020).

The US depends on imports for 58% of its
oil consumption. Over the next 20 years US
oil consumption is expected to increase by
more than 30% and natural gas needs by
over 50%. It will contribute to sharply in-
creasing demand when electricity produc-
tion will be converted to be based on gas
fired power plants and the Canadian and
Alaskan reservoirs are being depleted. The
United States is expected to become the
world’s biggest importer of natural gas.

However, increased export of natural gas to
the United States does require considerable
expansion of LNG handling capacity in both
ends. On the US side it seems that 40 new
terminals are needed. Today there are only
four.

On the Russian side it means expanded
capacity at Murmansk. There are plans to
build a gas pipeline to Murmansk from the
Shtokman and Yamal fields. An extension to
the Baltic is contemplated.

In this connection it should be noted that
the Norwegians have an advanced and so-
phisticated expertise and technology in the
LNG area - in the construction sector as well
as in the transport sector. This might be an
important factor in the development of the
Shtokman field.

The idea of a trilateral cooperation between
the US, Norway and Russia for the develop-
ment of the energy sources in the area has
already been suggested by the American
ambassador during an energy conference in
Stavanger on Jan 26 this year..

Norway would always be a junior partner in
any scheme of the major powers however,
regardless of her expertise or her resources.
A certain counterbalance might be achieved
in cooperation with EU countries like France
or Germany. During the cold war Norway
had partners that were primarily interested
in the power game in the area. Now Nor-
way is left more to its own resources with
30% of Europe’s continental shelf and with

the biggest oil and gas resources in West-
ern Europe. Partnership with near standing
countries would therefor help avoid the cli-
ent status like that imposed on the oil pro-
ducers in the Middle East.*

Norwegian interests and policies 5
Norway is the second largest gas exporter in
Europe after Russia. (increase from 50BCM
to 100BCMin 10 years, oil production peaked
however at 3,3 MBD in 2004)

Norwegian companies as well as Norwe-
gian authorities have signaled an interest
in participating in the development of the
resources on the Russian continental shelf.
The Russians on their part have expressed
an interest in the use of Norwegian technol-
ogy and experience.

In this connection the technology that Hydro
has developed for the Ormen Lange project
might be of interest. It involves offshore in-
stallations on the seabed 1000 m down and
the piping of gas over challenging seabed
conditions. The 1200 km pipeline from Or-
men Lange is the world’s longest sub sea
pipeline. It will furnish Britain, now a net im-
porter of energy, with 20% of its needs for
the next 30-40 years from 2007.

Of similar interest is Statoils technology
and experience with LNG in connection with
Snghvit. It is also the first large LNG project
in Europe. Main partners in the project are
Total and Gaz de France.

Snghvit is developed with sub sea installa-
tions 300m down wherefrom the gas will be
piped to a processing plant ashore. Produc-
tion will start in 2007 aimed at the American
and European market. Statoil is ahead of the
competition by its engagement in an LNG
terminal at Cove Point by Washington DC.

An interesting Norwegian asset in connec-
tion with the transportation of Russian gas
to Europe is the already existing Norwe-
gian pipe network in the North Sea. It has
a life expectancy well beyond the North Sea
needs and could be extended to connect the
Barents fields to existing infrastructure.(The
pipeline would be 1700 km long. That is ac-
cording to some the brake even point in this
case compared to LNG installation costs.
Otherwise it is closer to 3500 km.)

Russia’s Gazprom is the world’s largest
natural gas producer, but needs to solve a
series of technological and transportation
problems as well as financial and marketing
issues in connection with the development
of Shtokman. How interesting Norwegian
assets are in this connection is still an open
question, but much hope is assigned to the
fact that Gazprom has asssigned Hydro,
Statoil, together with ConocoPhilips, Chev-
ron and Total to the short list anong the ap-
plicants. Who will be admitted to participate
is expected to be decided in a few months.

It might well be that Norway's technologi-
cal contributions would assure access to the
Russian fields. This would enhance the pros-
pects for Norwegian continued engagement
in the energy sector, a major Norwegian ob-
jective.®

A recent Norwegian government report
on the challenges and opportunities of the
Northern areas points to the potential im-
portance of Germany in this connection. The
report says that besides furthering coopera-
tion with Russia, "An important part of the
new policy is the establishment of dialogues
on the High North with key Western coun-
tries” and goes on to say:” The dialogue with
Germany was begun at the political level in
2004, and took as its starting point Germa-
ny’s status as the largest buyer of Norwe-
gian gas. Germany cooperates closely with
Russia in a number of areas, and this will
provide a basis for considering concrete new
co-operation projects in the North, including
in the Russian part of the Barents Sea.”

This might be an understatement in view of
Germany'’s close partnership with Russia in
the energy sector.

German interests and policies

Germany is the world's fourth largest im-
porter of oil. (Norwegian and Russian ex-
ports account for 21% and 31% respec-
tively). and the world's fourth largest gas
consumer after the US, Russia and Britain.
(with 100BCM in 2004; Norway and Russia
supplied 40% and 31% respectively.) By
2010 Germany is expected to receive 50%
of Norway’s production.

The stability and reliability of these Norwe-
gian and Russian energy sources are there-
fore of the greatest importance for Germany.



