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The European Union’s Energy Security Challenges

Summary

Recent increases in energy prices and a steady escalation in global energy
demand — expected to rise by nearly 60% over the next 20 years — have led U.S.
policy-makers to engage in a wide ranging debate over how best to address the
country’ sfutureenergy requirements. Similarly, energy security hasbecomeapolicy
priority for the European Union (EU) and its 27 member states.

Together, the United States and Europe represent the world’s largest energy
market. Although they produce approximately 23% of the world's energy, they
consume amost 40% of the world’s supply. The member states of the EU account
for approximately 18% of global oil consumption and consume 19% of gas produced.

Today, the EU imports about 50% of its energy needs. Barring significant
changes, the European Commission (Commission) expectsthisfigureto riseto 65%
by 2030. Approximately half of the EU’s imported energy in the form of oil and
natural gascomesfrom Russia. Europe’ sgrowing dependence on Russian energy has
fueled speculation that Moscow will use the “energy weapon” to try to influence
future foreign or economic policy in Europe.

In March 2006, the European Commission released a“ Green Paper” detailing
the continent’'s energy challenges and outlining broad policy options for a
comprehensive EU-wideenergy security strategy. InaJanuary 2007 follow-uptothe
Green Paper, the Commission unveiled a series of more specific policy actions that
it isexpected to officially recommend to EU member states at the European Council
summit in March 2007.

The United States and Europe have steadily increased the transatlantic energy
dialogue on issues such as collective energy security, energy efficiency and
alternative energy sources. Leaders on both sides of the Atlantic have expressed a
desireto increase U.S.-EU cooperation in the world energy market (for example, in
the area of liquified natural gas) and on forging coordinated policies with regard to
Russia and politically unstable regions that are home to substantial energy supplies.

As uncertainties surrounding global energy supply and demand persist, energy
security issues are likely to gain importance in the 110" Congress. Members of the
Democratic Leadership have signaled their intention to introduce legislation aimed
at increasing energy independence and energy security and reducing carbon
emissions. Severa legislative proposals currently under consideration envision
carbon emission trading schemes similar to those used in Europe today.

Thisreport examinessomeof Europe’ scritical energy challengesand EU efforts
to coordinate acommon European energy strategy. It aso includes an overview of
broader transatlantic energy security cooperation. This report will be updated as
needed. For additional information, see CRS Report RS22378, Russia’s Cutoff of
Natural Gasto Ukraine: Context and Implications, by Jim Nichol, Steven Woehrel,
and Bernard Gelb and CRS Report RS22409, NATO and Energy Security, by Paul
Galis.
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The European Union’s
Energy Security Challenges

Introduction

Although the European Union's (EU) 27 member states have ceded some
sovereignty (or competency) tothe EU’ sinstitutional structure, energy policy remains
primarily the responsibility of the member states. Decisions regarding long-term ail
or gas purchases, the devel opment and improvement of energy-relatedinfrastructure,
the use of particular energy fuels or the development of alternative fuels and
technol ogies continue to be taken by individual member states.

Despite the lack of a common European energy policy, the European
Commission has used its authority to pursue internal market competition and
environment and consumer protection policiesto increaseitsinfluence over member
states' energy policies. However, most observers consider the continued preference
of individual members states to make energy-related decisions without consulting
with or assessing the impacts on other member states to be a severe impediment to
the Commission’ seffortsto coordinate common goalsand approachesfor the Union
asawhole. Thisis particularly true in the areas of gas and electricity market reform
and in external relations with energy producing countries. Member state tendencies
to exercise unilateral authority in these areas and growing concern that a lack of
coordination is increasing the risks posed by Europe’s energy dependence have
spurred debate within Europe over whether the EU should assume more authority in
developing and implementing a common European approach to energy policy.

The proposed Treaty on a European Constitution would elevate energy policy
to a “shared” competency, meaning that although the EU could not unilaterally
implement energy policy, it could exert more influence than it currently does over a
broader array of decision-making. The Constitution has yet to be ratified by al EU
members, and most observers agreeit isunlikely that it will be passed in its current
form. However, EU member states have demonstrated an increasing willingnessto
discuss energy policy at the European level and are expected to focus on the issue at
an EU summit in March 2007.

Europe's renewed interest in energy security has been influenced by both
internal and external factors. Steadily rising energy prices, declining European
energy production and a fragmented internal energy market have contributed to
anxieties over Europe’ s ability to meet future energy demand. The strain on global
demand exerted by the emerging economies of countries such as China and India,
persistent instability in energy producing regions, thethreat of terrorist strikesagainst
energy infrastructure, and Russia’' s apparent willingness to use its energy power for
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political ends, are all raising concerns in Europe over how to address externa
influences that could affect future energy requirements.*

Collectively, EU member states import half of their energy needs. Barring
significant policy changes, this figure is expected to rise to 65% by 2030.? Today,
oil, natural gas, and coal account for 80% of the energy consumed in the EU.

Europe's energy imports come primarily from Russia and the Middle East,
where approximately 70% of global oil and gas supplies originate. Y et, the Middle
East region isfraught with war, terrorism and politically unstableregimes. Iraq’ soil
production has not reached pre-war levels, and there is fear that terrorist groups
could target pipelines and production facilities throughout the region. Iran has
threatened to cut back oil productionif forced to abandon its nuclear power program.
With regard to Russia, recent political and economic behavior exhibited by Moscow
has raised the dual specter of reliability and “energy politics.”

High demand hasal so rai sed questionsregarding thefutureavailability of global
oil and gas reserves. Although significant shortages are not projected for the next
several decades, uncertainties over future exploration and production in areas such
as Russia and the Middle East have raised concerns about long-term supply
availability. The International Energy Agency (IEA) estimates that close to $16
trillion in new investments may be needed over the next 30 years to meet future
global energy demand.?

All of these issues have led Europeans to begin to plan more seriously for their
energy futureand to make energy policy ahigher priority within the European Union.

The 109" Congress took an interest in U.S.-European relations with respect to
energy security issues by holding several hearings on the subject and addressing the
issue in a variety of transatlantic parliamentary forums* As uncertainties
surrounding global energy supply and demand persist, issues pertaining to U.S,,
European and global energy security are likely to gain importance in the 110"
Congress. Senator Richard Lugar, former Chairman and current Ranking Member
of the Senate Committee on Foreign Relations, raised the possibility of a more

! Jos Van Gennip, Energy Security, NATO Parliamentary Assembly paper, 2006.

2 See Ener gy Overview, Council of the European Commission, June 2006; An Energy Policy
for Europe, Communication From the Commission to the European Council and the
European Parliament. COM(2007) 1. Jan. 10, 2007.

% See International Energy Agency (IEA), World Energy Investment Outlook, 2005.

* In May 2006, Subcommittees of the House Government Reform Committee held ajoint
hearing entitled “Russian Energy Policy and Its Challenges to Western Policymakers.” In
late June, the Senate Foreign Relations Committee held a hearing on the “ Future of Russia”’
in which energy policy was extensively discussed. Finally, in July 2006, the Middle East
and Central Asia Subcommittee of the House International Relations Committee held a
hearing entitled “Energy and Security Issues in Central Asia” Each of these hearings
touched on Europe’ senergy challenges. Inaddition, the NATO Parliamentary Assembly and
the Transatlantic Legislators' Dialogue has kept the issue of energy security and U.S.-EU
cooperation on the agenda.
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proactive role for NATO in energy security matters at NATO's summit in Riga,
Latvia in November 2006. Members of the Democratic Leadership in the 110"
Congress have signaled their intention to introduce legislation aimed at increasing
energy independence and energy security and reducing carbon emissions. Several
legidlative proposal s currently under consideration envision carbon trading schemes
similar to those currently in use in Europe.

The Context of Europe’s Energy Security Debate

Background

European concern regarding the security of its energy supplies was first
prompted by the Arab oil embargo of the early 1970s. Specifically, the embargo
highlighted three main issues. First, it exposed a need for increased collaboration
among European countriesand between Europe and theenergy producing world with
regard to energy policy. Second, it became clear that mechanisms for increased
coordination in the event of future supply disruptions were essential. Third,
consensus emerged that Europe should prepare strategiesintended to prevent it from
becoming the victim of future attempts by exporting nations to use energy as a
political or economic weapon.> The 1974 creation of the International Energy
Agency (IEA), which has become Europe’ s primary instrument for monitoring and
analyzing world energy markets, was one response to the embargo. In addition,
European countries sought to develop strategies to diversify energy supply.

After the embargo, European countries began to identify Russia and other
Eurasian countries as potential energy suppliers. At the time, Soviet Russia was
beginning to realize its energy producing potential but required major investments
initsenergy sector. The prospect of future cooperation in the energy field began to
play akey rolein European perspectives on devel oping relationswith Soviet Russia.

In 1991, the European Union launched the Energy Charter Declaration, an
initiative intended to promote energy cooperation and diversify Europe’'s energy
supply.® The Declaration gave way to the 1994 Energy Charter Treaty that entered
into legal force in 1998 and established a framework of rules and agreements to
promote international energy cooperation. To date, 51 countries and the EU have
signed or acceded to the Treaty.” The Treaty seeksto create alevel playing field of
rules regarding the promotion of foreign energy investments; free trade in energy
materials, products and equipment; freedom of energy transit through pipelines and

®> Daniel Yergin, “Ensuring Energy Security,” Foreign Affairs, March/April 2006.

® For more detailed information on the Treaty see An Introduction to the Energy Charter
Treaty. The Energy Charter Organization. At [http://www.encharter.org]. Accessed Jan.
18, 2007.

” Although the United States signed the 1991 Energy Charter Declaration, it has not signed
the Energy Charter Treaty, so it retains the status of observer to the Charter process. U.S.
officials have cited a preference to pursue energy-related matters on a bilateral basis.
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grids, promoting energy efficiency; and providing mechanisms for addressing
disputes.®

Sincethe signing of the Energy Charter Treaty, the European Commission has
used its existing competency in competition and environment and consumer
protection policy to attempt to shape a European energy policy in avariety of ways.
These include promoting an internal gas and electricity market, encouraging the
devel opment of alternative energy supplies, and, in cooperation with the office of the
High Representative for Common Foreign and Security Policy, pursuing a more
cooperative approach to external relations with current and future energy suppliers.

Turning Point

Despite the aforementioned initiatives to integrate European energy security
policy, member states continueto retain primary policy-making authority. However,
a 2005 German-Russian gas pipeline agreement and more recent Russian
manipulation of gas and oil flows to the European market have sparked a newfound
sense of urgency among European leadersregarding the need for amore coordinated

strategy.

In 2005, Germany and Russia agreed to build a gas pipeline connecting the
countries under the Baltic Sea. While Germany maintains that the pipeline will
represent asignificant enhancement of German and therefore European energy supply
and security, EU member states Poland and Lithuania have protested the decision.
They counter that by running the pipeline under seaso it bypasses both countriesand
failing to coordinate with EU neighbors when negotiating with Russia, Germany’s
actions pose a threat to their and broader European energy security.® Furthermore,
prominent Swedish officials have voiced concerns that the pipeline will provide
Russiawith aplatformtoincreaseboth military surveillanceanditsmilitary presence
in the strategically important Baltic Sea’® The German-Russian agreement and
subsequent responses from Poland, Lithuania, and more recently, Sweden, have
reignited calls for a more coordinated European energy strategy.

Asinternal strifeover the German pipeline decision continues, disputes between
Russia and Ukraine and Russia and Belarus have heightened the call for more EU-
wide coordination. In late 2005, Russia notified the Ukrainian government of a
significant price increase in natural gas flowing to Ukraine. Officials in Kiev
protested and accused Russia of attempting to destabilize the pro-western
government of President Viktor Yushchenko. Though the price dispute did not
directly involve Europe, the December 31, 2005, decision by Russia’ sgasmonopoly,
Gazprom, to temporarily suspend Ukraine's gas supply also interrupted supply to
European countries. Within hours of the gas shut off, several countries in Europe
including Austria, Italy, Poland, Slovakiaand Germany, reported dropsin their own

& An Introduction to the Energy Charter Treaty, Op. Cit.

° “Polish Press Slams Germany’s Schroeder over Gas Pipeline Deal,” Agence France-
Presse, Dec. 12, 2005.

10“Sweden Afraid of Russian Spooks,” Spiegel Online. Nov. 15, 2006.
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pipeline pressure by as much as 30%." The gas crisis lasted only afew days, and
after Russiaand Ukraine reached an agreement on gas prices, gaswas flowing again.

An amost identical dispute between Russia and Belarus with similar
consequences for European countries, particularly Germany, occurred in early
January 2007. Thistime, the Russian oil pipeline operator Transneft shut down its
Druzhbaoil pipelinethat crosses Belarus and through which Germany receives 20%
of its oil imports. Germany and the EU sharply rebuked Russia’s decision, and
Russiaresumed oil delivery after three days of price negotiations with Belarus.

The RussiaUkraine and RussiaBelarus gas and oil crises have been
characterized by many European observers as “wake up” calls exposing Europe's
energy security vulnerability even to unintended supply disruptions. More
importantly, however, the crises raised the dual questions of Russia's reliability as
an energy partner and Moscow’ s willingness to use its energy power as a political
weapon. In an article assessing the Russia-Ukraine gas crisis, Jonathan Stern asks
“what security lessons should Europe take away from the crisis...,” and answers by
saying, “it is not wise for any country or region to become overly dependent on a
singlesupplier or supply route... and that even disputeswhich do not directly involve
third countries can affect those countriesin the event of aproblem between asupplier
and a customer which is also atransit country.”*?

In response, European leaders have called for concerted action on EU energy
policy, particularly with regard to supply security. Germany, which holdstherotating
EU presidency for the first half of 2007, has made the quest for a more cohesive
policy apriority of its half-year presidency, and energy will bethefocus of theEU’s
March Summit. However, rather than spur acompl eterethinking of European energy
policy, the increased political attention has brought a higher profile to existing
Commission initiatives and proposals, which had previously received limited
political backing. Even beforethe Russia-Ukraine crisis made front-page headlines,
EU Energy Commissioner Andris Piebalgsin October 2005 stated that he felt it was
time for Europe to “undertake a major review of European energy policy...” to
determine if “... current policies correctly balance the EU’s core objectives of
competitiveness, security of supply and sustainable development.”*® It was at this
forum that Piebal gsannounced the Commission’ sintention to writea“ Green Paper”
addressing these issues.

1 See“Q&A: Ukraine Gas Row,” BBC News, January 4, 2006; and CRS Report RS22378,
Russia’ s Cutoff of Natural Gasto Ukraine: Context and Implications, by JimNichol, Steven
Woehrel, and Bernard A. Gelb.

12 Jonathan Stern, “ The Russian-Ukranian Gas Crisis of January 2006,” Oxford Institutefor
Energy Studies, January 2006.

13 Andris Piebalgs, speech before the European Fossil Fuels Forum, Oct. 19, 2005.
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European Energy Consumption: By the Numbers
The EU’ s27 member states account for approximately 17% of theworld’ stotal
energy consumption.** In 2005, about 80% of the energy consumed within the EU

was from fossi| fuels. The following chart provides an overview of the EU’ s energy
consumption by fuel source.

Figure 1. EU Energy Consumption

EU-27 Energy Mix - 2004

Wind
0.3%

Solid fuels
18.2% and waste
4.2%

Nuclear

14.4% Geothermal
Gas 0.3%

24.0%

Source: European Commission DG TREN, Eurostat; Commission Staff Working
Document SEC(2007)12

According to the European Commission, EU member states import
approximately half of their oil and gas supplies. If current trends continue, import
dependence could rise to 65% by 2030."° Russia, Norway, the Middle East, and
North Africa are the largest suppliers of EU energy. In 2004, Russia accounted for
26% of the EU’s oil imports and 29% of natural gasimports.*®

Forecasters predict that natural gas consumption inthe EU will double over the
next 25 years, and gas has rapidly become Europe's fuel of choice for power
generation. European natural gas consumption currently represents 17% of world
consumption. Today, EU member statesand Norway account for just over half of the
EU’s natural gas supply. The other half is imported primarily from the Russian
Federation (29%) and Algeria (13%). European gasimports are expected to reach

4 Country Analysis Briefs: European Union, Energy Information Administration, January
2006.

15« An Energy Policy for Europe,” Op. Cit.

16“EU Energy Policy Data,” European Commission Staff Working Document, Jan. 10, 2007.
Commission Document SEC(2007)12.
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dightly over 80% by 2030."" Severad EU member states are totally dependent on
Russian natural gas for their domestic energy consumption. The following chart
illustrates the levels of dependency on Russian natural gasin selected nations of the
EU.

Table 1. Imported Gas and Gas from Russia

Country Dependence on Total Gas Consumeq,

Imported Gas, 2005 | Imported from Russia
Austria 88% 74%
Czech Republic 98% 70%
Estonia 100% 100%
France 98% 26%
Finland 100% 100%
Germany 81% 39%
Italy 85% 30%
Poland 70% 50%

Source: International Energy Agency; Eurostat; British Petroleum.

The EU’ sincreasing dependence on energy imports, especially with respect to
Russian natural gas, has rai sed serious questions regarding its long-term security of
supply, the need to diversify Europe’ ssourcesof supply, and the requirement that the
EU develop both a broad common internal energy policy and an external energy
strategy to deal with Russia and other regions of the world where Europe may turn
for future energy supplies.

The European Commission Response®

Events surrounding the Russia-Ukraine and recent Russia-Belarus oil and gas
crises have brought heightened public and political attention to Europe’s growing
energy dependence and the vulnerability of its energy suppliesto external political
events. In 2006, the European Commission revived its calls for a more cohesive
European energy strategy, bringing energy security to the forefront of Europe’s
anticipated energy policy debate. In February 2006, Jose Manuel Barroso, President
of the European Commission, speaking at Georgetown University stated: “there are
few greater geopolitical challenges confronting us today than energy...we can no
longer take secure and affordabl e energy suppliesfor granted...global energy demand

Y 1bid.

'8 The European Commission is the EU’ s executive and holds the sole right of legislative
initiative. However, in many policy-making areas, the Commission remains primarily an
administrative body serving the representatives of national governments, which make up
the EU’ s main decision-making body, the Council of Ministers,. For more information see
CRS Report RS21372, The European Union: Questions and Answers, by Kristin Archick.
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israpidly increasing...so it isuncertain how future demand will be met, and at what
cost to our economies and the environment.”*°

Commission Proposals

The “Green Paper.” InMarch 2006, the European Commission released an
outline for a comprehensive European energy strategy in the form of a so-called
“Green Paper” entitled, “A European Strategy for Sustainable, Competitive and
Secure Energy.”® The paper called on member states to complete the process of
opening their energy markets, dismantle protectionist policies, and create a single
European el ectricity and gas market by mid-2007. Other prioritiesincluded measures
to encourage an efficient “mix” of energy fuelsto foster an integrated approach to
climate change, to develop new energy efficient technologies, and to create a
coherent external energy policy, especially regarding Russia. During their March
2006 European Council meeting, EU heads of state gave qualified support to the
Green Paper, calling for a prioritized Action Plan to be adopted at its 2007 spring
meeting.

An Energy Policy for Europe. Inearly January 2007, responding to thecall
for an EU Action Plan, the Commission rel eased a series of specific policy proposals
designed to meet the broader objectives outlined in the 2006 Green Paper.* The
January recommendations focus on the three interconnected goals previousy
endorsed by European |eaders: increasing energy security; enhancing sustainability;
and fostering competition in Europe’s internal energy market. The Commission
places particular emphasis on the link between energy security and an EU-wide
reduction in carbon emissions. European heads of state are expected to consider the
Commission’s most recent proposals at their March 2007 EU summit.

Inthe area of security, the January 2007 policy recommendations urge member
states to further incorporate energy supply objectives into an enhanced European
foreign policy. Specifically, the Commission highlights the need to strengthen
existing and seek further multilateral energy agreements, including a post-Kyoto
Protocol carbon emissions framework, a bolstered Energy Charter Treaty, the
internationalization of acarbon emissionstrading scheme currently in practicewithin
the EU, and increased promotion of renewable energy technologies. In an effort to
diversify supply, the Commission calls on member states to enhance dialogue with
key energy producer and transit countries, singling out Central Asia, Caspian Sea
sources, and the Black Seaarea. Inaddition, it callsfor the formation of a European
energy dialogue with African countries of strategic importance. With regards to
Russia, the proposed energy policy highlightsthe need to institutionalize acommon
commitment to market principles enshrined in the Energy Charter Treaty and the

19 “gSpeaking with a Common Voice: Energy Policy for the 21% Century,” Jose Manuel
Barroso, Georgetown University, Feb. 9, 2006.

2 See EU Energy Directorate General at [http://www.ec.europa.eu/energy]. Accessed Jan.
20, 2007.

2L The proposals, presented as an “Energy Policy for Europe” are available at
[http://ec.europa.eu/energy/energy_policy/index_en.htm]. Accessed Jan. 20, 2007.
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need for secure and reliablefossil fuel transit routesin anew EU-Russia Partnership
and Cooperation Agreement. Finaly, the Commission envisions an enhanced
dial ogue between major consumer countries, focusing onthe need for European-U.S.
cooperation on promoting free energy markets, energy efficiency, regulatory
frameworks, and research.

In the area of sustainability, the Commission proposes a 20% EU-wide
reduction in carbon emissions compared with 1990 levelsby 2020. It also urgesEU
member states to seek international agreement on a30% reduction target by 2020in
a Post-Kyoto Protocol carbon emissions treaty. To attain these goals, the
Commission envisions a 50% increase in EU-spending on carbon technology over
the next seven years and a series of measuresto increase the use of biofuelsand other
renewable energy sources and to improve EU-wide energy efficiency by 20% by
2020.

Most observers consider the European Commission’s call to increase
competition within and among traditionally protected European energy marketsto be
itsmost controversial initiative. Here, the Commission highlightsthe need to reduce
the power of state-owned energy companies by forcing them to split up ownership
of generation and distribution businesses. Some member governmentshavesignaled
opposition to this proposal, prompting some experts to predict a compromise
agreement that would allow the continued operation of national energy industriesbut
subject them to oversight from an independent European regulatory body.

Although European |eadersincreasingly pay lip-serviceto theneed for enhanced
energy cooperation, observers emphasize the need for improved coordination
between EU institutions (Council, Commission, Parliament) and among the member
states before a successful common approach can berealized. From this perspective,
the success of am EU energy strategy will depend on the ability of member statesto
frame common objectivesin addressing three fundamental challenges. First, how to
devel op strong partnerships with energy producing and transit regions; second, how
to use existing indigenous energy resources while seeking to curb overal
consumption; and third, how to establish an internal system to provide dependable
and secure energy suppliesto all of Europe.

Challenge 1: An External Policy for Energy Security

Growing energy demand within the EU’s 27 member states is mirrored in
regions throughout the world.?? Growth in Chinaand India has added considerably
to global demand, as has rising population growth and economic modernization in
Latin America, Africa, and even the energy-rich Middle East. In the face of this
strain on limited supplies, Europeans must compete for existing and new energy
Sources.

Most experts agree that without asignificant effort to diversify, futureincreases
in gasimports will be supplied predominantly by Russia. Taking the projections of

22 The European Commission estimates that European el ectricity demand aloneis growing
by 1.5% annually. See “ An Energy Policy for Europe,” Op. Cit.
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European energy consumption and supply into account, it becomes clear that the
most important energy security challenge facing the EU over the next 20 years will
be Europe’ s ability to diversify the sources of its energy imports and the modes of
transit that will bring those supplies to Europe.

In June 2006, the European Council endorsed the Commission’scall toinclude
energy security as a part of the Union’s Common Foreign and Security Policy
(CFSP), statingthat “ The development of acoherent and focused external EU energy
policy, drawing onthefull range of EU internal and external policies, would enhance
the collective externa energy security of the Union.”# In its endorsement, the
Council madeit clear that individual member states had theright to pursuetheir own
external relationsin securing energy supplies. However, the Council argued that the
EU may in abetter position to determine what |everage could be used to advance the
collective interests of the Union as awhole.

Diversification of supply is considered essential to Europe's future energy
security. The bulk of the world’s energy resources, located in Russia, the Caspian
region, the Middle East and North Africa, are all well within the economic reach of
the European Union. In fact, Europe aready receives energy supplies from each of
these regions. Several EU member states, however, have expressed alarm over
Europe’ sgrowing dependence on Russiaand have suggested the EU turnitsattention
to securing more supplies of gasand oil from these other regions. Thekey for Europe
is to determine the equilibrium point for supply from each geographic region and
how to best manage relations with the governments in those regionsthat control the
energy resources. By strengthening relations with these other regions, the EU opens
additional optionsfor its external energy strategy.

Russia. Russiaisamajor player in world energy markets. In 2004, its 1,700
trillion cubic feet (tcf) of natural gasreserveswerethelargest of any country, making
it both the world's largest gas producer and exporter. Russia is aso the world's
second largest oil exporter.?*

The EU, on the other hand, needs reliable energy suppliesto support European
economic growth. Russia sresources and proximity to Europe make an EU-Russian
energy partnership anecessity. Indeed, managing rel ationswith M oscow hasbecome
the EU’ stop energy security priority. Thisrelationship wasformalizedin 2000 with
the creation of the EU-Russia Energy Dialogue. The results of the Dialogue have
been mixed. At the last meeting in May 2006, the sides were unable to resolve
differencesregarding supply security and investments in each others energy sectors.
Compounding Europe’ sdilemmaisthe fact that 100% of Russian gasflowing to the
EU is controlled by the state-owned energy enterprise, Gazprom. Though many
observersremain skeptical regarding Russian President Vladimir Putin’ swillingness
to make commitments being sought by the EU, both Putin and EU leadership have

Z “An External Policy to Serve Europe's Energy Interests” Office of the High
Representative, European Council, June 2006. Document S160/06.

2 For additional information on Russia's energy situation see CRS Report RS22378,
Russia’s Cutoff of Natural Gas to Ukraine: Context and Implications, by Jim Nichol,
Steven Woehrel, and Bernard A. Gelb.
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announced their intention to negotiate arenewed Russia-EU partnership agreement
with a significant energy component during Germany’s EU presidency in the first
half of 2007.? On the other hand, Russia's continued refusal to ratify the Energy
Charter Treaty that guarantees open competition throughout the energy sector, and
its reluctance to adhere to the EU’s competition and anti-monopoly rules, are
considered by many to have been major factorsinthefailureof scheduled partnership
talks in late 2006. The willingness of either side to compromise on these issues
during 2007 partnership talks will likely be a key factor in future EU-Russian
relations.

M ost observerscontend that Putin viewsRussia svast energy resourcesasatool
to regain Russia’s stature as amajor force in global affairs.?® Thus, he sees energy
as an important political force as much asit isthe force driving Russia s economic
development. Experts believe that Russia seeks to control as much of Europe's
energy infrastructure as possiblein return for itsdelivery of reliable energy supplies.
Moscow knowsthat if the EU is successful in creating a Europe-wide single market
for electricity and gas, which is discussed later in this report, “it will be presented
with opportunities to become part of the world’ slargest and most integrated energy
market right onitsborder.”?” Accordingto Daniel Y ergin, “ Putin believesthat energy
security is about [Russia ] retaking control of the ‘commanding heights of the
energy industry and extending that control downstream...”?

Energy’ s political importance is evident in the fact that the two major Russian
energy giants, Gazprom and Rosneft, haveclosetiestotheKremlinand, inparticular,
to President Putin himself. Rosneft is led by a close associate and former KGB
colleague of Putin. Gazprom isrun by Alexy Miller, aclose Putin ally, and Dimitry
Medvedev, Russia s First Deputy Prime Minister who, according to some, is being
groomed by Putin to become his successor in 2008 when Putin is due to step down
asPresident. Gazprom dominatesthe Russian gas sector and controlsRussia sexport
pipelines.

On theinvestment side, analysts also see Russia playing the political card. The
International Energy Agency estimates that the Russian gas sector will require
upwards of $10 billion in annual investment to meet future global demands. The EU
has urged Russiato provide European energy companiesthe opportunity toinvest in
the total range of the energy sector from oil and gas fields to the pipeline system.
Thusfar, Russiahasrefused to meet EU demands and in turn, haswarned the EU not
to attempt to block Gazprom’s plansto buy or invest in Europe’s energy sector.

% “Merkel callsfor Improved EU-Russia Energy Ties,” Deutsche Welle, Jan. 21 2007.

% “Russian Energy Policy and its Challenges to Western Policy Affairs,” Keith Smith,
Center for Strategic and International Studies, testimony beforethe Congress, May 16, 2006.

2" “Russia-EU Relations: An Emerging Energy Security Dilemma,” Andrew Monagham,
Russia Research Network, London, 2006.

Z“\What Does Energy Security Really Mean?,” Daniel Y ergin, Wall Sreet Journal, July 11,
2006.
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Brushing asidethe EU’ spoliciesregarding competition and monopoly practices,
aswell asthe Energy Charter, Gazprom CEO Miller told EU Ambassadorsin anot
so veiled attempt to exert its energy-driven influence that “attempts to limit
Gazprom’ sactivitiesinthe European market...will not produce good results...itisno
coincidence that competition for energy resources is growing...and it should not be
forgotten that we [Gazprom] are actively seeking new markets such as China...”?

Russia sreluctanceto agreeto EU termsfor open and competitive markets has
led many in the EU to express concern over Russia’s political reliability as along-
term supplier. Nonetheless, Russia's recent decision to build the new Baltic Sea
pipelineto Germany, its development of the large Shtokman gasfield in the Barents
Sea, the recent purchase of gas storage facilities in Hungary from Germany and its
continuing interest in the British energy market all confirm the fact that Moscow
understandsthat Europewill continueto play animportant rolein Russia slong-term
global political and economic strategy.

However, just as Russia seeks to exploit European dependencies, Europe’'s
understanding of Russia s dependence on Europe as a stable customer and an eager
investor in Russia s economy presents the EU with severa options in managing
energy relations with Russia.

First, Some analysts believe Russia cannot develop its vast energy reserves
without capital and technological investment from the west. However, many
guestion how far EU member states will agree to push Russia (and Gazprom) to
adopt the EU’s principles of competition, open its energy sector to outside
investment, and ratify the Energy Charter. Some believe that
without such demandsfor concessions, Europewill ultimately finditsenergy security
largely under Russian control.

A second issue involves the EU’ s ability to influence the attitudes and actions
of its 27 member states asit triesto establish a coherent policy toward Russia. This
guestion may be the most problematic for the EU. EvenasEU leadershipin Brussels
movesforward with itsideas on acommon external energy strategy, several member
states have pursued bilateral energy deals with Russia that will increase their
dependence on Russia for years to come.

Both Germany and Italy, the largest importers of Russian gas, have negotiated
long-term deals with Russiato lock in future gas supplies. For Germany and afew
others, “Russia’ s role as a key supplier of oil and gas makes Putin a vital strategic
partner who cannot be ignored or antagonized.”* Such deals are not limited to the
major energy consumers. Sloveniaand Belgium have entered into negotiationswith
Gazpromto build apipelineacrosstheformer and to enter the gasdistribution market
in the latter. Hungary's oil and gas company, Mol, has joined with Gazprom to

2 Gasprom CEO Miller in aspeech to EU Ambassadorsin Brusselsasreported by the BBC
News, April 4, 2006.

% “Russia: More Awkward, But Still Indispensable,” William Drozdiak, European Affairs,
Spring/Summer 2006.
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extend Gazprom’ s Blue Stream pipeline across the Black Sea through the Balkans
into Hungary.

These examples of individual member states dealing with Russia have drawn
harsh criticism from other member states, such as Poland and the Baltic states. They
have warned their European colleagues not to cut energy dealsthat will give Russia
an undue and possibly dangerous amount of political influence over European
decision-making. Many of these nations understand that Europe’ s dependence on
Russian energy is likely to last no matter what alternatives are included in an EU
energy policy. But they also feel Europe does not gain real security by becoming
more dependent on Russia. In fact, the growing presence of Gazprom throughout the
European energy market has led many to worry about the EU’ s ability to develop an
energy policy insulated from Gazprom’s influence.® In a July speech, Romania’'s
President Basescu went so far asto warn that “ Europe’ s dependence on Russian gas
monopoly Gazprom ...could be the biggest threat to the region since the former
Soviet Union’s army.”

Critics of Europe’ s growing dependence on Russian energy, especially on gas,
point out that the 2005-2006 Ukrainian and early 2007 Belarusian gas and ail crises
were not isolated examples of Russia' s use of energy as aforeign policy tool. As
Ambassador Keith Smith has suggested, Russia's practice of purchasing gas from
the Central Asian Republics is designed to deny the west the ability to buy less
expensive gas from other sources. He also points out that Russia’ s decisionsto halt
shipments of oil from Kazakhstan to Lithuaniathrough Russian oil pipelineswas an
expression of displeasure with Lithuanian policy.®

Severa nations are attempting to diversify their energy supplies but are
concerned that Gazprom could useitsinfluenceto block EU decisionson alternative
energy initiatives that would lower Europe’ s dependence on Russia or that would
compete against Gazprom’s interests. For instance, the Russia-Hungary pipeline
agreement will compete with the EU-endorsed Nabucco pipelinewhich would bring
gas from the Caspian region and Iran to Europe via Turkey and the Balkans.

Critics of Gazprom activities, such asVladimir Socor, believe that Gazprom’s
strategy isto “ establish permanent control of the[Hungary/Balkans] markets before
Caspian gas can reach them through the proposed Nabucco pipeline...”** In moving
ahead with this deal, critics believe Gazprom will try to convince other nations that
agreed to fund the Nabucco pipeline to withdraw their commitments and rely on the
Russia-Hungary pipeline instead.

3 Comments provided through discussionswith representatives of several European member
states.

¥ Traian Basescu, President of Romania in a speech to the Jamestown Foundation in
Washington, D.C. July 2006.

33 “ Security Implications of Russian Energy Policy,” Keith Smith, Policy Brief, Center for
European Policy Studies, January 2006.

3% Gazprom Broadens, Deepens|nroads | nto European Union’ sInternal Markets, Transport
Systems,” Vladimir Socor, Eurasia Dailey Monitor, March 21, 2006.
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Theenergy situation with Russiaisnot dire. Russiawill continueto be Europe’s
primary energy supplier for the long-term, and healthy Russian-European relations
remain a priority on both sides. However, some member states indicate a growing
desireto resist increased cooperation with Russia. If acommon external EU energy
security policy isto emerge, two optionsmay be considered. First, Europemay move
to curb its dependence on Russian energy by increasing its diversification to other
regions without threatening Russia’s own market security in Europe. In doing so,
Europe might ask if there is a point at which Russia could decide that the EU’s
commitment to diversification no longer makesit financially attractive for Russiato
continueto invest in new suppliesdestined for the European market. Second, Europe
may attempt to adapt the behavior and practices of Gazprom as it becomes more of
a dominant energy player in Europe. Thus far, few European countries have
demonstrated restraint in seeking bilateral deals with the Russian monopoly that
would do just that. If this continues, Europe could risk having Gazprom interfere
more and moreinitsinternal political decision-making. To avoid this, the European
Union will likely continue to apply pressure on Gazprom to play by Europe’ s rules
on competition and work to change Gazprom's corporate mentality by allowing
European firmsto invest in Russia s gas industry.

Caspian Region/Black Sea. Consideration of an EU energy supply
diversification strategy will likely place moreemphasison the Caspian and Black Sea
regions. Indeed, the EU’s January 2007 energy policy paper recommends
strengthening the EU’ s so-called Neighborhood Policy with these areas.

The Caspian Seain central Asiais bordered by Azerbaijan, Iran, Kazakhstan,
Russia and Turkmenistan. After the collapse of the Soviet Union, the international
community took an active interest in the region because of the potential oil and gas
reservesthought to belocated in at least six identified hydrocarbon fiel dsbeneath the
Caspian Sea.

Presently, the Caspian Sea region is a significant, but not major, supplier of
crude oil to world markets The untapped reserves held by four of these nations
might offer Europe an opportunity to move away from increased dependence on
Russian energy. Estimates of the Caspian Sea region’s proven oil reserves range
between 40 and 50 billion barrels. Production levelsin 2005 were estimated to be
around 2 million barrels per day. The Caspian Searegion’s natural gasreserves are
estimated at 232 trillion cubic feet (Tcf). Natural gas production in 2004 was
approximately 5 Tcf.

Europe sformal interest inthe energy resourcesof the region datesback to 1995
withthecreation of the Interstate Oil and Gas Transport to Europe program (Inogate),
ThisEU initiative (currently with 21 member countries) was designed to promotethe
construction of regional pipeline systemsin order to facilitate thetransport of oil and
gas to Europe.® This was followed by another EU proposal, the “Baku Initiative,”
which was launched in November 2004 with the participation of the European
Commission and the Black Seaand Caspian littoral states. The Baku Initiative was

% A more detailed account of the activities of Inogate is available from its website at
[http://www.inogate.org].
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designed to facilitate the progressive integration of the energy markets of the region
into the EU market aswell asthe transportation of the extensive Caspian oil and gas
resources towards Europe.

At the time Inogate was formed, Russiadominated both oil and gas production
and distribution in the region. Since most of the countriesinvolved are landlocked,
their oil and gas had to be transported via pipelines. Reflecting Soviet era dictates
and infrastructure, nearly all Caspian crude oil traveled north or west via pipelineto
or through Russia to European markets. Some oil also went by tanker through the
Bosporus straits to Western European markets via the Mediterranean. Natural gas
transportation wastied to pipelinestraveling mainly north or west through Russiaand
itsmonopoly pipeline system — Gazprom. Thishas provided Russiawith the market
power to dictate, in part, the priceit iswilling to pay for the oil or gas, to set transit
fees on Caspian energy shipped through itstransportation network, and to determine
in some cases how much, if any, it is willing to transport. This latter point was
evident in 2005 when Russia s oil pipeline company, Transneft, refused to allow oil
from Kazakhstan to be shipped through its pipeline system to Lithuaniafor refining.
The Caspian region nations thus have incentives to develop alternatives to routes
through Russia to reach European and other markets and provide leverage in
negotiating transit fees on shipments that do go through the Russian pipeline
system.*

Changing the region’s energy flow from the existing North-South axis to an
East-West axis toward Europe is integral to the development goals of these newly
independent statesand Europe’ senergy strategy. Currently, theregionreliesonthree
big pipeline projects which will reduce the region’s dependence on Russia. The
Caspian Pipeline Consortium (CPC) project connectsK azakhstan’ s Caspian Seaarea
oil deposits with Russia's Black Sea port of Novorossiysk. Oil loaded at
Novor%?i ysk isthen taken by tanker to world markets via the congested Bosporus
Straits.

The Baku-Thilisi-Ceyhan oil pipeline (BTC), which opened in July 2006,
exports oil from Azerbaijan and up to 600,000 bl/d from Kazakhstan along a 1,040-
mile route from Baku, Azerbaijan via Georgiato the Turkish Mediterranean port of
Ceyhan. Thiswill allow oil to bypass the Bosporus Straits.

The South Caucasus Pipeline (SCP), anew gas pipeline venture completed in
December 2006, runs parallel to the BTC oil pipeline for most of its route before
connectingto the Turkish energy infrastructureand onto Europeviaatransit pipeline
through Greece.

In addition to these pipelines already in service, several additional projectsin
Europe could be involved.

% For additional information see CRS Report RS21190, Caspian Oil and Gas: Production
and Prospects, by Bernard A. Gelb.

37 Additional analysis of the Caspian region can be found at, “Country Analysis Brief:
Caspian Sea,” Energy Information Administration, U.S. Department of Energy, 2005.
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One option for additional oil transport would be to upgrade the existing oil
pipeline which runs from Baku in Azerbaijan to Supsain Georgia. That line could
be extended under the Black Seaor the oil could beloaded onto tankers and shipped
to Odessa, Ukraine. The oil could then be pumped through the Odessa-Brody
pipelineinto Poland. Some, including the Poles, have suggested that the Brody line
be extended to northern Poland and possibly into the Baltic states for use at the
Mazeikai refinery in Lithuania.

On the gas front, two additional projects offer important options for Europe.
One, the Trans-Caspian pipeline, isintended to bring additional gasfrom the Caspian
to Georgiaand acrossthe Black Seato Romaniaand the Balkans. Theother pipeline,
Nabucco, is scheduled to be built in 2008 and would carry gas through Turkey into
Bulgaria and on to Austria. This project has the financial backing of severd
European nations and the endorsement of the EU. Both pipelines have been opposed
by Russia, and Gazprom is trying to peel off the support of at least Hungary by
offering an alternative service.

There can be no doubt that the energy resources of the Caspian Searegion can
offer Europe a viable alternative source of energy supply. However, the full
realization of theenergy potential of the region could beimpeded by several factors.

One issue that continues to raise questions regarding regional stability is the
unresolved legal status of the Caspian Sea. Despite a number of efforts, so far only
Azerbaijan, Kazakhstan, and Russiaamongthelittoral stateshavereached agreement
on delineating ownership of the Sea’ s resources or their rights of development. The
EU could offer its legal assistance to help resolve outstanding issues.

A second issueisthe ability of the EU to work to ensure the long-term political
stability of theregion. The conflict between Azerbaijan and Armeniaover Nagorno-
Karabaugh leaves the BTC and the future SCP pipelines vulnerable to sabotage.
Internal political strife involving Georgia and its two breakaway regions also
threatens future pipelines through that country. Continued political uncertainty in
Ukraine and growing Iranian influence in the southern Caucasus could deter future
long-term investment by the private sector. However, the January 2007 entry of
Romania and Bulgaria into the European Union and the EU’ s special relationship
with Turkey should help keep the Black Searegion settled.

A third issue involves the willingness of the EU to compete with Russia for
political and economic influencein the region and to prevent Gazprom from closing
off the Caspian market, or at |east the Central Asian part of theregion, to Europe and
itsprivate sector. Russia shigher priced gasexportsto Europe depend on Gazprom'’s
ability to control gas exports from Kazakhstan and Turkmenistan. This dependency
is expected to increase over the next 7-10 years until Russia s huge gasfieldsin the
Barents Sea come on line.® According to some, although Gazprom was unable to
prevent the BTC pipeline from being completed, Gazprom intends to continue to
press the countries around the Black and Caspian Searegions to agree to gas supply
and transit arrangements that satisfy the company’ s goals of channeling lower-cost

® K eith Smith, Op. Cit.
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Central Asian gas to Russian customers and protecting its lucrative European
market.*® Gazprom has already locked-up much of Turkmenistan’sgasin a25-year
contract and is pursuing asimilar strategy toward Kazakhstan.

The fina issue revolves around whether Europe is the optimal market for
Caspian oil and natural gas. Oil demand over the next 10 to 15 yearsin Europe is
expected to grow by littlemorethan 1 million bl/d. Oil exports eastward, on the other
hand, could serve Asian markets, where demand for oil is expected to grow by
roughly 10 million bl/d over the next 15 years.®® In fact, China, which opened an il
pipelineto Kazakhstan in 2005, sees K azakhstan asamajor source of oil for thelong
term.

The Caspian region will continue to be an important source of energy
production for the foreseeable future, especialy if the estimates of its reserves,
particularly its gas reserves, are accurate. Thus, the region can contribute to the
diversification of oil and gas suppliesto Europe, which will add to Europe’ s energy
security. Taking full advantage of this potential will require astrong commitment on
the part of the EU to encouragethe private sector to takethefinancial risksassociated
with securing a share of the Caspian energy market for Europe and to set forth an
external strategy that is fully prepared to address the dynamics of the entire region.
For some, “a credible energy [strategy] needs to demonstrate that the EU means
businessin the Caspian/Black Searegions. Brusselsmust include energy supply and
transit as high priorities... for the region.*

Middle East/North Africa. The EU’s desire to seek alternative sources of
energy in order to lessen Europe's dependence on Russia confirms the need
expressed by many in Europe that relations with the Middle East and North Africa
require a stronger political and economic commitment.

The Persian Gulf countries (Bahrain, Iran, Irag, Kuwait, Qatar, Saudi Arabia,
and the United Arab Emirates) hold approximately 715 billion barrels (bb) of proven
oil reserves, representing over half (57%) of the world’s oil reserves. The region
produces about 31% of theworld’ soil. It is estimated that by 2020, the Persian Gulf
region will produce about 35 million barrels of oil per day.** In addition, Libyais
estimated to hold 40bb and Algeria 12bb. In addition to its oil capacity, the Persian
Gulf region holds an estimated 2,400 trillion cubic feet (tcf) of natural gas reserves,
representing 45% of the world total gas. Algeriais estimated to hold (161tcf), and
Libya (52tcf).*

% “Energy Supplies to Eurasia and Implications for U.S. Energy Security,” Zeyno Baran,
testimony before the Senate Foreign Relations Committee, September 2005.

“0 CRS Report RS21190, Op. Cit.

““What Rolefor the Black Sea Region in the European Union’ sEnergy Strategy,” Eurasia
Dailey Monitor, March 3, 2006.

“2 For additional information see “Persian Gulf Oil and Gas Exports Fact Sheet,” Energy
Information Administration, U.S. Department of Energy.

3 See Satistical Review of World Energy, British Petroleum (BP), June 2006.
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Europe aready depends on the Middle East/North Africa region for close to
30% of its oil imports and approximately 15% of its piped gas. In 2005, Europe
imported approximately 3.1million b/day of oil from the region. The largest portion
of that oil comesfrom Saudi Arabiafollowed by Libyaand Iran.** Europe’ s primary
supplier of natural gas has been Algeria, viatwo pipelinesthat enter Europe through
Italy and Spain. A smaller amount comes from Libya via pipelines to Italy. Two
additional gas pipelines from Algeriato Spain and Italy are under construction.

Perhapsthe most important devel opment for Europein thisregion hasbeen the
growing availability of liquified natural gas (LNG). Today, Europe accounts for
approximately 8% of the world’ stotal consumption of LNG. Spain and Italy arethe
primary importers of LNG. Europe’'s LNG infrastructure of terminals and re-
gasification facilitiesisrelatively modern especially along the Mediterranean coast.
Italy is currently engaged in a partnership with British Gasto build amodern facility
in the port of Brindisi and has aplan for up to ten additional facilities. The principal
suppliers of LNG to Europeinclude Algeria, Egypt, Oman and Qatar. Algeriaisthe
world’ sthird largest exporter of LNG, with ailmost all of its gas (25b cubic meters)
going to Europe. Recently, the Algerian national oil company, Sonatrach, signed a
20-year LNG supply contract with the Spanish power company Endessa.*®

LNG hasalso becomeamajor factor in the devel opment of gasexportsfromthe
Persian Gulf. Although nations such as Qatar, Oman and the United Arab Emerites
have produced LNG for the Asian market, European energy companies have begun
to express more of an interest in purchasing LNG from the Gulf as well. With vast
amounts of gasreservesthe Gulf states are positioned to meet a portion of Europe’s
future demand.

European relations with the states of the Persian Gulf and North Africa have
steadily improved over the years. EU relationswith North Africawereformalized in
1995 with the creation of the Euro-Mediterranean Energy Partnership. The EU has
also created the EU-Gulf Cooperation Council (GCC) Dia oguewith the states of the
Persian Gulf and hasinitiated aformal dialoguewith the nationsof OPEC. European
energy companies have aso become more involved in the Middle East.

Thepotential for growthin Europe’ senergy diversification strategy with respect
to the Middle East and North Africais significant. However, European competition
with Asia and North America and long-term political instability throughout the
region will likely temper the degreeto which Europe seeksto increaseitsrelianceon
the region. Nevertheless, as with the Caspian region, if the EU is serious about
lowering its dependency on any one source, it must turn moreand moretotheMiddle
East. Parenthetically, Europe’ sgrowing interest in energy resourcesin North Africa
has not gone unnoticed by Russia and Gazprom. Just as in the Caspian region,
Russia appears to be bolstering its efforts to enter Europe’ s energy plans. In March
2006, President Putin, along with Gazprom officias, traveled to Algeriato discuss
Russian participation in Algeria's future oil and gas projects, including its LNG
export markets. It appears that because Russia intends to make Europe a major

“ “EU Energy Policy Data,” Op. Cit.
“> Asreported by Lloyd' s List, May 25, 2006.
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market for LNG produced from its Shtockman gas field in the Barents Sea, Russia
wants to be in a position to influence Algeria's future role as a major supplier of
energy to Europe.

Norway. Norway, anon-EU member state, is the second-largest exporter of
natural gasto the EU, behind Russia. Norway exported, via pipeline, approximately
2.0tcf of natural gas to the EU in 2004, representing 17% of European gas
consumption. Germany (25%), France (30%), and the United Kingdom (30%) arethe
largest consumers of Norwegian gas exports.*®

Norway had 73.6 trillion cubic feet (Tcf) of proven natural gas reserves as of
January 2005. The North Sea holds the majority of these reserves, but there are also
significant quantities in the Norwegian and Barents Seas. Norway is the eighth-
largest natural gas producer in the world, producing 2.59 Tcf in 2003.*” The United
States Geological Survey has estimated that almost 25% of the globe's yet to be
discovered resources are located in the Arctic region. Norway’s recently opened
Snohvit gasfield along with Russia sfield at Shtockman will make the Barents Sea
anew European energy region.

According to industry estimates, Norway had 8.5 billion barrels of proven ail
reserves as of January 2005, thelargest in Western Europe. The bulk of Norway’ soil
production occurs in the North Sea, with smaller amountsin the Norwegian Sea. In
2005, Norway’s oil production averaged 2.95 million bl/d. As North Sea fields
continue to mature, Norwegian oil production will likely remain steady for several
more years and then begin to decline. Thereis some hope that new developmentsin
the Barents Sea will offset some of this decline. The largest single recipient of
Norway’s oil exports is the United Kingdom, which imports around 814,000 bl/d
from Norway, or 34% of Norway’'s total exports. Other significant destinations
include the Netherlands and Germany.

Norway’ sentry intothe LNG export market opensanew opportunity for the EU
to work with its northern neighbor on energy security issues. Norway’ senergy giant,
Statoil, plans to construct the first large-scale LNG export terminal in Europe, with
connections to the Snohvit project. Although the initial LNG production from the
Snohvit project has been committed to the United States, follow-on production and
futurefieldsin the Barents Sea could be shipped to facilitiesin Europe. The EU has
recognized the growing importance of Norway in Europe’s energy security debate
and has expressed interest in “facilitating Norway’ s efforts to develop resources in
the high north of Europe.”* Individual European nations have also recognized
Norway’s potential future role in providing secure energy. Poland, along with the
Baltic states, has already begun discussing with industry the construction of an LNG

6 “The High North-Top of the Agenda,” Jonas Store, Minister of Foreign Affairs, Norway
in a speech at the Center for Strategic and International Studies, Washington, D.C., June
2006; “EU Energy Policy Data,” Op. Cit.

" Energy Information Administration.
“8 European Commission Green Paper, Op. Cit.
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terminal along the Polish coast to receive LNG from Norway for transport to other
parts of Europe.

External Strategy Conclusion. Establishingadiversified network of secure
energy suppliers has become one of the foremost challenges facing the nations of
Europe and its Union. In one sense, Europeis fortunate to have such large sources
of available energy within arelatively small geographical space. However, like other
countries, Europe faces the fact that for the foreseeable future, those energy
producing nations pose different levels of risk, ranging from outright political
instability to more subtle questions of political reliability and long term intentions.

TheEU, through its Common Foreign and Security Policy (CFSP), can continue
towork onthe political stability and security of Europe’ senergy suppliersby offering
stronger foreign and traderel ations. However, perspectiveson energy security policy
differ among the 27 member states themselves and between the states and the
European Commission. Long-term bilateral energy agreements such as the Baltic
pipeline agreement between Russiaand Germany, and LNG contractssigned between
Spainand Franceand Algeria, are examplesof member statesunilaterally addressing
their own energy supply security needs. These decisions may or may not take
broader Union security into account. But, bilateral agreements between member
states and Russia, Algeria, the Middle East or the Caspian producers could become
more commonplace unless the European Commission can effectively convince
member states that the continued uncoordinated practice of bilateral energy policies
may not bring long-term energy security to the Union as a whole, especiadly if the
member states gravitate to only one energy supplier.

One analysis of the European Union’s dilemma on forming a common energy
policy concluded: “ if member statesrevert to national approaches, including energy
related foreign policy making, this strategy may not only interfere with EU energy
policy, it could also effect broader EU foreign and security policy... thisimpliesthat
the EU has no alternative but to develop a coherent energy security policy...”* For
many, the European Commission’s proposalsthat serious consideration be given to
a common European energy policy makes sense. Nonetheless, progress towards a
common external energy security strategy tied to the EU’s CFSP appears to require
far more coordination than has been demonstrated heretofore.

Challenge 2: Promoting Indigenous Energy Supply

Europe sdependence onimported energy, especially gas, will continueto grow.
Commission estimates suggest that if nothing is done to address energy dependence,
Europe will import 65% of its energy requirements by 2030.* A 2003 Oxford
Analytica paper prepared in 2003 reviewing the impact of the European
Commission’ sdrive to open Europe’ s energy markets suggested that “liberalization
tends to favor lower capital cost commitments (as opposed to the longer-term

49 “Energy Supply Security and Geopolitics: A European Perspective,” Aad Correlje and
Coby van der Linde, Energy Policy, 34, 2006.

0 “ AN Energy Policy for Europe,” Op. Cit.
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investments). The major beneficiary of liberalization has been natural gas...”>* The
report impliesthat because of its competitive price and the lower investment cost to
deliver gas as opposed to oil or renewable fuels, market forces would encourage
nationsto switch to gas. The paper concludesthat this“has seriousimplicationsfor
energy security duetoincreased reliance on afuel whichisincreasingly secured from
outside the EU” .*?

Thus, while efforts to develop a strong and coherent external energy policy
toward energy producing and transit regions remain a top European priority, the EU
must look inward to determine how its dependence on imported energy can be
mitigated through the availability of indigenous energy supply, the efficient use of
energy and the development of alternative energy supplies, including a strategy for
renewable energy. Indeed, the Commission’s January 2007 call for a European
energy policy recommends ambitious targets for the development of cleaner and
renewabl e energy sources and increased energy efficiency over the coming decades.

Roughly 60% of power generation throughout the EU in 2005 was produced by
either nuclear energy or the burning of coal. Thefollowing chart illustrates the break
down of power generation by fuel.

Figure 2. EU Electricity Generation

EU Electricity Generation by Source -2005

Nuclear

Source: |EA.

Themix of thesedifferent fuel sasasource of el ectrical generation variesgreatly
among the 27 member states. Each national government or national energy company
decideswhat mix of energy will actually beutilized. Those decisionsare often based
on availability of afuel or itsprice. In France, for instance, nuclear power accounts
for over 70% of all electrical generation, while in Poland and the Czech Republic
coal isthe dominant fuel. Member state decisions on the mix of energy for power
generation will also be driven by Europe’ s commitment to the environment and its

°1 “European Union: Energy Market Poses Policy Challenges,” Oxford Analytica, August
2003.

*2 Oxford Analytica, Op. Cit.
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obligations under the Kyoto Protocol. Under the 1997 Protocol, the EU is obligated
to reduce its carbon emissions by 8% from its 1990 levels by 2012.

Current EU President Germany has said that forging international agreement on
a post-2012 carbon emissions target should be a priority in 2007, and the
Commission’s January 2007 recommendations call for the EU to seek a 30%
reduction from 1990 levels by 2020 in its negotiations. Barring international
agreement, the Commission callson member statesto reduce emissionsby 20% from
1990 levels by 2020. To the extent Europe intends to meet these targets, decisions
regarding the energy mix utilized by the member states will be important.

Nuclear. Nuclear power accounts for roughly one-third of Europe’s overall
electrical generation. There are approximately 175 nuclear reactors in operation in
Europe today. Some nations such as France, Finland, Sweden and the UK rely
heavily on nuclear power. Nuclear energy is considered clean energy and viewed by
many as posing little danger to the environment. Others oppose nuclear power onthe
grounds that it is dangerous and creates a difficult waste disposal problem. Several
countries such as Germany and Spain have committed to phasing out all of their
nuclear reactors over the next several years and replacing those with gas powered
facilities, although a few of those countries are rethinking their decisions or are at
least |ooking at extending thetimetablefor the phase out. By contrast, other countries
such as the United Kingdom, Finland and Lithuania have decided to add new
reactors. Given the substantial costs of putting a nuclear reactor on line and the
controversial nature of nuclear waste, it isunlikely that Europe will see aresurgence
of new nuclear reactorsin nationswhere nuclear power does not already play arole.
At best, those nationsthat already utilize nuclear power will either replace or upgrade
existing reactors.

One promising alternative for the future could be found in the International
Thermonucl ear Experimental Reactor (ITER) program. The EU hasjoined theUnited
States and several other nationsin an effort to produce electrical power from nuclear
fusion which unlike current nuclear power does not generate dangerous waste. The
first facility will be constructed in France but the first results of the program are not
expected for at least 15-20 years.

Coal. Just over one-third of the total electricity generated in Europe is coal
fired. Coal is plentiful in Europe with proven reserves of close to 40 hillion tons.>
However, coal burning isamajor source of carbon dioxide emissions. A European
Commission Directive put into force years ago could force many coal fired plantsto
shut down unless they install clean burning technology. That technology, although
expensive, does exist and can capture 80-90% of the carbon (CO2) by -products of
burning coal. While several electricity producersin afew countries which currently
rely on coal for power generation, such as Spain (22%), Germany (52%), the UK
(35%) and the Czech Republic (62%), have indicated an interest in upgrading their
generation facilitieswith new clean coal technol ogy, none of the European countries
has adopted this technology on a broad commercial basis.

%3 Coa Market Outlook, European Commission, 2005.
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Cod is likely to remain a source of fuel for energy production for the
foreseeable future in those countries where it already plays a role. Germany, for
instance, has plansto build eight new coal burning facilities. But, for thelong term,
the ability of member states to meet their commitments to lowering carbon
emissions, the potential for using renewable energy, the price of natural gas, and the
cost of installing clean coal burning technologieswill likely dictate whether coal can
remain aviable aternative energy source for Europe.

Renewable Energy. Hydro, wind, solar and bio-mass energy currently
account for just under 7% of Europe's total energy consumption and 15% of its
electricity generation. Although some see Europeasfairly energy efficient today, the
EU has set targets to reduce carbon emissions by mandating that 12% of total
European energy consumption befueled by renewable energy sources by 2010. The
EU has asked each member stateto set its own target for the use of renewabl e energy
in order to help achieve the overall EU target. Some countries, like Austria (78%)
and Sweden (60%), have set ambitious targets, while others, such as the United
Kingdom (10%) and Ireland (4%), are less ambitious.> The EU has al so committed
to having biofuels account for 5.75% of all petroleum and diesel by 2010.
Nonethel ess, noting that the renewabl e share of total energy consumed inthe EU is
unlikely to exceed 10% by 2010, the European Commission has called on member
states to agree to a 20% reduction target by 2020 at the EU’s March 2007 summit.

Although EU-wide support for renewable energy is strong, individual member
states' renewable energy portfolios vary. For instance, Austriaand Latvia promote
hydro power, while the Czech Republic and Portugal have committed financial
support to large solar energy facilities. Germany, Sweden and the UK support major
wind farms along their coasts. Bio-mass and bio-fuel programs are becoming more
attractive. In December 2005, the European Commission adopted an “action plan”
designed toincrease the use of energy from forestry, agriculture and waste materials.
Although bio-fuels are more expensive to produce, their useisincreasing especially
in the transport sector. However, bio-mass and bio-fuel programs represent only a
fraction of electricity production in Europe and the future for these programs will
depend on cost of production and whether the EU or member states are willing to
subsidize their development on a large scale. In its January 2007 proposal, the
Commission proposesa2007 EU legis ative measuretoincreaseinvestment in these
sectors.

With the encouragement and financial support of the European Commission,
each EU member state has committed itself to devel oping programs to support the
use of renewable energy. Long-term support for the increased use of these
alternatives, however, will depend on the future price of imported gas, whether that
pricewill make publicor privateinvestment in renewableenergy morecost attractive
and whether the el ectricity produced from these sources can be efficiently and cost-
effectively integrated into Europe’ sinternal electricity market. These decisionswill
depend on the EU’ swillingnessto increaseits financial stake in the development of
renewable sources on a Europe-wide basis. However, it is unclear at this time

> “Renewable Energy Targets for 2010,” International Energy Agency, World Energy
Outlook, 2004.
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whether the use of renewable energy will provide asignificant alternative to the use
of oil, gasor coal for peak electrical generation or heating throughout Europe in the
foreseeable future.

Challenge 3: Providing Energy Security through
An Internal Energy Market

Devel oping stableand reliabl e external energy partnershipsand encouragingthe
development and use of alternative energy supplies, including safe nuclear power,
clean coal and renewable energy, will likely help meet Europe’s energy security
goals. A third challenge for the EU is to develop a comprehensive and efficient
Europe-wide internal market for gas and electricity transmission and distribution
regardless of the source of the energy supply.

To address this particular challenge the European Commission considers the
completion of theinternal energy market amajor priority of the proposed EU energy
policy.> The concept of a‘singlemarket,” which would remove barriersto trade and
allow the free movement of capital, services and labor throughout the EU, first
emerged in 1985 under then Commission President Jacques Delors. The debate over
extending that concept to a“ liberalized” internal energy market debuted in 1989 and
culminated in two ‘Directives issued by the Commission in 1996 and 1998
respectively and updated in 2003.* The goal of the Directives was afully open and
competitive energy market.

The Directives had four objectives: (1) to implement the single market for
energy by promoting competition and efficiency in the production and delivery of
electricity and gas; (2) to lower pricesand give all EU customers the opportunity to
choose their energy supplier by 2007; (3) to help improve the environment; and (4)
to enhance energy security. To accomplish these, the EU and its member states will
haveto agree on aclear set of guidelinesasto who owns, controls, regulates and has
access to the electrical energy grids, pipelines and emergency energy storage
facilities.

Since implementation of the gas and electric Directives, many EU member
states have opened their markets at varying speeds and have demonstrated a mixed
record of achievement. Part of the reason for the slow pace of market liberalization
in some nations has been due to an unenthusiastic commitment from many
governments and their energy industries. Most member states regard energy policy
astoo important to their own economic development and thus have to proceed at a
pace each state is comfortable with. In Europe, nationalized industries have, for the
most part, provided stability in the energy market. Because of their dominant
positions, they have been viewed as essential industries by some of their respective
governments. The EU’ simposition of the Energy Directivesthreatened to changethe

% “Green Paper, A European Strategy for Sustainable, Competitive and Secure Energy,”
European Commission, Brussels, March 8, 2006; “ An Energy Policy for Europe,” Op. Cit.

% See Directives 2003/54/EC and 2003/55/EC of the European Parliament and Council
2003, European Commission website [http://www.eurunion.org].
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secure position many of these industries had enjoyed. In reaction, some national
governments have taken measures to try to protect their industries, even while
subscribing to the theory of open market competition.>

This problem was highlighted in November 2005 when Energy Commissioner
Piebalgs stated that “cross-border competition is not sufficiently developed... [due
to] the failure of member states to implement the Directives on time or with
sufficient determination.”®

Energy Interconnection. As a liberalized European energy market
progresses, theissue of energy security for EU member stateswill likely turn to the
internal market’s ability to deliver energy suppliesto Europe’s citizens through the
interconnection of pipelines and electricity grids and to provide infrastructure
security and emergency supply.

The EU’ s energy security strategy continues to focus on the need for increased
gasand el ectricity i nterconnecti on between member states. In 2005, only about 10%
of the currently installed electrical generation capacity of Europe could be delivered
across national borders. The European power transmission grid isdivided into seven
regiona “pools’ which, according to the Commission, are only weakly connected.
Cross-border energy exchanges have increased recently. For example, in July 2006,
the French electricity sector purchased additional power from Germany to offset the
demand in France brought on by a heat wave. Although there are examples of the
system working, especially in regions such as the Nordic pool, many contend that
Europe’ s recent experiences with awave of blackouts were caused by weak linksin
Europe's power grids, poor coordination between national and regional power
markets, insufficient generation capacity and the lack of electricity transmission
capacity that limits the exchange of power among member states. Interconnections
between gridsincrease grid and distribution reliability. Assuch, apriority for the EU
will continue to be to encourage investors to support the construction of more
commercially competitiveinterconnectionsin order to create an integrated el ectricity
market with cross-border electricity exchange. The EU will also promote greater
interconnection between Europe’ s existing gas, oil, and new LNG pipeline systems.

With Bulgariaand Romaniahaving entered the Unionin January 2007 and other
nations in the Balkans region anticipating membership, the Commission has seen a
need to extend the concept of asingleelectricity and gasmarket to Southeast Europe.
A treaty establishing the Energy Community was signed in October 2005. This
Treaty aims to extend the EU internal energy market to the South East Europe
region. The main goals are to create a stable regulatory market framework capable
of attracting investment; to improve the environmental situation and to develop
electricity and gas market competition on a broader geographical scale. It is also
intended to help stabilize aregion through which new sources of energy arelikely to
transit.

> For additional information see CRS Report RS22468, Europe: Rising Economic
Nationalism?, by Raymond J. Ahearn.

%8 “Energy: Member States Must Do More,” Press statement of Commissioner Piebalgs,
Nov. 15, 2005.
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Storage. Another important dimension in the strategy to provide energy
security will be Europe’ s ability to react to the loss of energy supply either through
a short-term disruption caused, for instance, by a technical failure, or an act of
terrorism, or to alonger-term disruption caused by an economic or political event in
either a producer or transit nation. In either case, the EU’s energy security strategy
could focus on the adequacy of energy storage capacity and the ability to share that
stored energy intimesof emergency. Europehasastrategic petroleum reserve, which
was activated in anticipation of possible oil shortageswhen HurricaneKatrinahit the
United States. On the other hand, there is no such reserve for natural gas. There are
over 100 gas storage facilities identified throughout Europe and while some EU
member statesare seriousabout maintaining strategic storagefor gas, othersmaintain
partially filled reserves depending on projected seasonal demand. The EU isworking
to find a way to oblige owners of storage facilities to meet a minimum level of
emergency supply.

A major issue with the storage requirement is access. Many nations consider
energy storage facilities as security assets and are reluctant to open them to other
member states in times of emergency. The Commission believes this issue of
‘solidarity’ is critical to the overall energy security of all member states and has
insisted that available supplies be shared within the Union when needed. Any future
EU-led energy security strategy would have to include a minimum level of oil and
gas stocks to meet any type of disruption, an agreed upon plan for member state
contributions to the storage requirements and an emergency withdrawa and
distribution scheme.

TEN-E Program. Stronger linkage of power transmission from a variety of
energy sources would represent a significant advancement of Europe's energy
security. The mechanism the EU usesto promote gas and el ectricity interconnection
between EU member statesis known asthe Trans-European Energy Network (Ten-
E). The Ten-E framework accomplishestwo objectives. First, it promotesincreased
coordination and exchange of information between member states on energy supply
and demand. Second, it identifies and supports projects that will boost cross-border
gasand el ectricity connections. Currently, 42 projectswith cross-border transmission
goals have been proposed for funding through the Ten-E budget and other sources
such asthe European Investment Bank. The EU expectsto spend around 25 million
euro on proj ects such asaFrance-Bel gium, aPoland-Lithuaniaand Poland-Germany
electricity connection. They also support an undersea cable connecting the UK with
the Netherlandsand an Italy-Sloveniaconnection. Ten-E hasal so hel ped promotethe
North European Pipeline (Norway-Denmark-Sweden) and the Medgas pipeline
(Algeria-Spain-France) as priority projects.

As stated in the recent Commission proposals, while progress has been made,
the internal European market for electricity and gas is not complete. Despite the
continued apprehensionsamong some member states and the numerous obstaclesyet
to be overcome, the Commission contends that by increasing competition, a more
open energy market will diversify supply, thereby mitigating the effects of individual
dependenciesand bol stering EU-wide energy security. Indeed, analysts contend that
open markets and competition can guaranteeacertainlevel of security if competitive
forces are successful in providing energy from avariety of sources. In a2004 paper,
Giacomo Luciani, referring to the European gas market, suggeststhat aslong asonly
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two sources of energy (Russia and Algeria) continue to dominate gas imports to
Europe, itisunlikely that real competition can exist, and that increasing dependence
on established suppliersisincompatible with competition.®® Nevertheless, theidea
of aninternal market has been around for along time and the Commission continues
to advocate its completion as a policy priority.

Assessment

Most EU member states have long held that energy policy should remain the
primary responsibility of the statesthemselves. However, Europe’ sgrowing reliance
on imported, especially Russian, energy supplies coupled with recent Russian
manipulation of energy flows to Ukraine, Moldova and Belarus have forced
European countries not only to re-think energy as an element of individual national
security but asan element of the EU’ s Common Foreign and Security Policy (CFSP).
As such, more European member states appear to support the Commission’s view
that enhanced energy policy cooperation is sensible and can be achieved without
surrendering total control to EU institutions. In 2006, the EU member states agreed
in principle to pursue options toward creating a common energy policy for Europe
and endorsed the principles of the Commission’s Green Paper. Although member
states are not due to entertain the Commission’s more specific January 2007
recommendations until March 2007, events surrounding Russia’ s recent oil dispute
with Belarusand agrowing European consensusregarding the need to reduce carbon
emissions indicate that European leaders may endorse further integration.

Some skeptics doubt the ability of EU member states to ultimately come to
agreement on a host of energy-related issues. Open and competitive energy markets
are desired, but protection of national energy industries still prevailsin several key
nations, including Germany, France and Spain. Some countriesthat have reluctantly
agreed to open their energy sectorsto more competition appear unenthusiastic about
turning regulatory decisions over to Commission bureaucrats in Brussels. Finaly,
there is dtill disagreement on how to deal with Russia and on an appropriate
diversification strategy.

In its January 2007 proposals for a European energy policy, the European
Commission recommends an array of actions to increase energy security,
sustainability, and competition in Europe’ s energy sector. Despite likely objections
to individual aspects of the proposals, particularly with regard to Europe’ s internal
energy market, the use of nuclear energy, and relations with Russia, it appears that
energy security will continue to become more of ashared responsibility. Interms of
increasing competitionintheinternal market, expertspredict that member stateswill
look to endorse acompromise proposal allowing the continued operation of national
energy industries but subjecting them to oversight from an independent regulatory
body that would a so oversee the operation of electricity and gas flows, the pricing
of energy, and the devel opment and operation of LNG facilities.

% Giacomo Luciani, “Security of Supply for Natural Gas Markets,” Indes Working Paper,
Center for European Policy Studies, March 2004.
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The EU appears likely to increase its role in coordinating and financing the
development of renewable energy and the storage and use of emergency energy
supplies. Although member states and their energy industries appear likely to retain
absolute authority in determining which energy mix makes the most sense for
individual countries, the EU stands to play alarger role in determining power grid
interconnection arrangements and energy infrastructure investment levels. Finaly,
most of the decisions regarding supply sources and contract termswill likely remain
the competence of the member states and their energy sectors.

Energy policy isalso becoming anincreasingly important element of the EU’s
Common Foreign and Security Policy. Enhanced energy dialogues with Russia and
other energy producing and transit regions are being pursued in a more open and
coordinated manner between the Office of the High Representative and theindividual
member states, and the Commission has outlined specific foreign policy goals with
regards to multilateral treaties and an expansion of the EU’s Neighborhood Policy.
Nonetheless, foreign policy continues, first and foremost, to be determined by
national governments. The outcome of EU effortsto reach consensus on arenewed
partnership agreement with Russia during the first half of 2007 should provide a
useful indication of the prospects for future energy and foreign policy integration.

Energy Security In The Transatlantic Context

Over the past 55 years, relations between the United States and the EU have
steadily broadened and deepened so that today, they remain inextricably linked.
Nowhere has transatlantic integration manifested itself more than in the economic
relationship between the United States and the European Union. This economic
partnership has been described by many as the single most important influence on
worldwide economic growth, prosperity and trade.®® Within the deepening
transatlantic economic relationship, energy security policy is becoming a higher
priority for both the United States and the European Union. Together, the United
States and the European Union represent the world’s largest energy market. The
United States and the EU produce approximately 23% of the world’s energy and
combine for amost 40% of the world consumption of energy. The United States
shareof global oil consumption isapproximately 43%, whilethe EU consumes 18%.
The United States consumes 23% of the world' s production of natural gas. The EU
consumescloseto 19%. Combined, the United States and the EU represent over 40%
of the electricity consumed world-wide and produce almost 40% of the global CO2
emissions.®

This is a critical period for the transatlantic partnership. The long-term
implications of the energy debates taking place within the United States and Europe
are so similar in scope that the United States and the European Union have found

€ For amore detail ed explanation of the economic rel ationship see“ Deep Integration: How
Transatlantic Markets are Leading Globalization,” Hamilton and Quinlan, Johns Hopkins
University School of Advanced International Studies, 2004.

¢! See BP Statistical Review, Op. Cit.
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common cause to join together in a cooperative transatlantic energy dialogue, not
only to promote competitive markets and market-based policiesof producing nations,
but more importantly, to develop common strategies to ensure mutual supply
Security.

At the June 2006 U.S.-EU Summit in Vienna, Austria, the United Statesand the
EU agreed to cooperate to improve energy security by “enhancing the dialogue with
the main transit, producer and consumer countries and by promoting diversification
of energy sources and supply routes worldwide, notably in the Caspian searegion,
Middle East, and continental Africa...”® Additionally, during the 109" Congress,
Senator Lugar introduced the Energy Diplomacy and Security Act (S. 2435), calling
for enhanced global energy security cooperation through the development of
international energy partnerships.

Members of the Democratic Leadership in the 110" Congress have signaled
their intention to introduce legis ation aimed at increasing energy independence and
reducing carbonemissions. Inthefaceof enhanced congressional interest, European
Commission callsfor new international emissionstargets, and increased coordination
among energy producing nations, transatlantic collaboration in these areas stands to
grow.

TheUnited States-EU energy partnershipiscurrently pursued at the multilateral
level through organizations such asthe International Energy Agency, the G-8, andthe
Bonn Renewables 2004 Action Plan. At thebilateral level, the United States has 35
energy agreementswith 11 nations of Europe and seven formal agreements with the
European Commission. Most of these agreements address nuclear and renewable
energy or energy efficiency programs, such as the Energy Star agreement for the
promotion of energy efficient office equipment. The United States and the EU are
also engaged in aforma Bio-Fuels Dialogue and a Dialogue on Climate Change,
Clean Energy and Sustainable Devel opment.

At the sametime, of particular concern to the United States is a potential long-
term threat to transatlantic relations arising from European dependence on Russian
energy supplies and Gazprom’s growing influence in large segments of Europe's
energy infrastructure. Mindful of the EU’ srising dependence on Russian energy, the
United States and the EU have joined together to better understand at what point
reliance on Russia could threaten Europe’ s overall energy security and weaken the
EU’s ability to deal with Russia on non-energy related policy issues. In particular,
some U.S. analysts have expressed concern regarding a perceived EU reluctance to
take concerted action to prevent Moscow from further exploiting its energy wealth
as apolicy tool for intimidation or coercion. Critics of EU policy toward Russia
contend that the EU should strengthen its resolve in requiring Russia to ratify the
Energy Charter Treaty and to accept standard open market business practices,
competition and foreign investment in its energy sector. Observers on both sides of

62 2006 Vienna Summit Declaration, issued by the United States government and the
European Union, June 21, 2006. For additional information see the websites of the White
House and European Commission; Conclusions of the US-EU Summit Declaration, June
21, 2006.
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the Atlantic expect these issues to play a key role in negotiations on an EU-Russia
partnership agreement during the first half of 2007.

Finally, transatlantic cooperation on energy security isnot limited to effortsto
promote energy efficiency, the use of alternative fuels or the securing of reliable
supplies of energy from a diversified array of energy producers.

Discussion of supply security also includes issues surrounding energy crisis
management and infrastructure protection. In this regard, some have called for
NATO involvement in energy security issues, including in securing supply sources,
distribution routes, and storage facilities. In 2006, Poland circulated a proposal for
aso-caled “Energy NATO,” calling on anincreased rolefor NATO in guaranteeing
the protection of member state energy supplies. Inasimilar vein, in an address at
NATO’'s November 2006 Summit in Riga, Latvia, Senator Lugar proposed the
extension of NATO’ s collective defense clause, Article 5, to cases where amember
state’ senergy security isthreatened. Other EU member states, notably Germany and
France, have greeted such proposals skeptically, preferring to advocate an enhanced
EU rolein energy security matters.

However, dtill others assert that NATO'’s role in energy security could be
complementary to the EU’ s effort to strengthen market forces and interdependence
intheinternational energy sector by offering assistancefor the protection of pipelines
or sea lanes during times of political unrest or conflict. Partnership for Peace
countries, such as Kazakhstan and Turkmenistan, which are important energy
producersare seeking waysto associ ate themsel vesmore closely withNATO, in part
to diminish Russian influenceand in part to devel op reliable partnersin an unstable
region. For some, NATO has the ability to help secure the energy infrastructure of
such countries.®®

& For additional information see CRS Report RS22409, NATO and Ener gy Security, by Paul
Gadllis.



