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Abstract

This thesis investigates relations between five sRus energy companies — RAO
UES/Inter RAO (electricity), Minatom/Rosatom (numieenergy), Lukoil (oil), Transneft
(oil pipelines) and Gazprom (gas) — and the Russiate from 1992 to 2012, with
particular regard to state—company interaction &ugssian foreign policy and companies’
activities in the post-Soviet region. The argumsrihat, due to the institutional legacies of
the Soviet system, state—company interaction owezign policy and energy operations
abroad was part of their interaction over the Russtate’s institutional development. The
study is based on the conceptual framework of sacders developed by North, Wallis
and Weingast (NWW). State—company relations aren deevary according to their
informality and formality, and how closely the coamges, and their rent streams, are tied

to the state and the ruling coalition, or regime.

The thesis concludes that the institutions thaiicsiire companies’ relations with the
Russian state at home make them more or less bleaits foreign policy tools. In
particular, domestic state—company relations imib@ethe companies’ role in maintaining
post-Soviet energy dependence on Russia. The thagitights the energy companies’
importance for state infrastructural power, andtfa durability of Russia’s authoritarian

regime.
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1. INTRODUCTION

1.1 Aim and scope

Russia’s international position today is built onesgy. Energy resources, especially
international oil and gas supplies, make up theldumments for Russia’s position as a great
power in international relations and provide theeraie for military and nuclear power
projection. Russia’s return to great power politthsring Vladimir Putin’s presidency
initially surprised the West, which had in the 1998ecome accustomed to a more
compliant Russia with little capacity to spare ¢tobal affairs. For the post-Soviet states,
however, Russia never really went away. It remaeegdeat power in the region, above all
in the regional economy. This position supporteddfais foreign policy and underpinned
its return as a great power in international aftalinergy was the central pillar of Russia’s
position in the post-Soviet region. The break-uphaf Soviet Union left Russia with few

tools to influence the other post-Soviet states gnergy was a crucial exception.

Russia’s current position in the region did notirgprfrom nowhere. The legacy of an
integrated Soviet energy complex, dominated by Rusgpened the possibility of using
energy as a tool of Russian influence in the postied space. As this thesis will show, the
subsequent development of Russia’s energy compéx been intertwined with the
development of the current Russian state. Afterdismtegration of the Soviet Union, the
Russian state’s ability to respond, act and inftgeim the economy was reduced. Deprived
of Soviet hierarchical mechanisms, and withoutititdrect institutions of an established
market economy, the new Russian state establists#itutions on paper that worked only
when underpinned by personal, informal agreemedush was the basis of the gradual
renewal of state capacity in the economy that ¥o#ld. This drew the Russian state and the

1



Russian energy companies closer together alsoemptist-Soviet period. While this is
often observed, the evolution of this process iislyaunpicked and analysed. The aim of
this thesis is to fill that gap. Here, it is argubdt the Russian state and Russian energy
companies participated in the development of batissian foreign policy and Russian
energy operations in the post-Soviet region, bex#us was part of their interaction in the

overall institutional development of the Russiaatest

1.2 Research questions and analytical aims

This thesis is about the role of five large Russtaergy companies in Russian foreign
policy in the post-Soviet states, from January 1%92March 2012. The companies
emerged from the Soviet energy complex, an essard@in the giant superstructure of
the Soviet economy. They were legacies of Sovietistries that gradually transformed
themselves into business units. Their continuedatipms amidst the upheaval of Russia’s
market reforms made them central to maintaining ekiro political stability. They were,
essentially, organisations closely related to tages But while energy companies emerged
out of state structures in the early 1990s, by 2080s they were distinguishable as
companies, even though they differed in their distafrom state structures. Close state—
company relations in the early 1990s implied peatand informal relations, and a lack of
clearly defined boundaries between state and coynfgut state—company relations were
also conflict-ridden. Often there was little or state control over companies that formally
belonged in the hierarchy of state organisatiomghé 2000s, even when ties were close,
interaction between the state and the companidsptame between more clearly defined

entities, and was more formal and institutionalised



In the period under study, the Russian state waough a transformation from a fragile
state, with little capability to uphold stable ihstions and predictable practices, to an
increasingly cohesive organisation with more cleaelineated institutions and interests.
The energy companies were integral to this devetynBy interacting with the energy
companies, the state could respond to demandsdapd # a wider range of tasks. So how
did relations between the energy companies andsthge change? State—company
relations, their gradual change and growing institalisation, come under scrutiny here.
It is argued that changing state—company relati@ogired mutual adaptation on both
sides. As a consequence, it will also be possiblentlerstand how the state itself changed
from the moribund, all-encompassing, late-Soviatestincapable of responding forcefully
to, let alone shaping, developments in the econdong,more active and flexible state with
differentiated institutional frameworks for differtesectors. The companies in the same
period changed from Soviet enterprises wieldingtr@bnonly over the processes of
production, to vertically integrated companies widbmmand over input, production,
marketing and profits. In return for state and megisupport, they shared their rents, or
economic profits, with the state and wider Russaniety, through taxation and other

channels.

Mutual adaptation between the Russian state ancga&oies resonated across the post-
Soviet region. A considerable part of my analysisfithe energy companies’ operations in
the post-Soviet states. The companies formed Rsssiations with the other post-Soviet

states from before the break-up of the Soviet Unidrey were present in the post-Soviet



states, conceptualised in Russia from 1992 asniar ‘abroad*, before the foreign policy

of the Russian state had been formed. To the Russae, their operations opened a
window for Russian influence over post-Soviet Satden few, if any, other tools were
available. How did the companies’ relations witke fRussian state change as regards, on
the one hand, company activity in the post-Soueges, and, on the other, Russian foreign
policy towards the post-Soviet states? This patthefanalysis aims to shed light on the
changing state—company relations on the level efpbst-Soviet region. This will yield
insights into the changing capacity of the Russtate to formulate foreign policy and
institutionalise implementation. The energy segave the state some important foreign

policy tools.

In this thesis, state—company relations betweea &mergy companies and the Russian
state are investigated, with particular emphasitherrole of Russian energy companies in
policy towards post-Soviet states. As a generaéfagion, one may note how, with the
notable exception of transit relations, the posti&o states were initially slow in
advancing demands and attaching conditions to tperations of Russian energy
companies on their territories. Energy dependentdrossia affected how post-Soviet
states responded to Russian policies, and thertfereffectiveness of energy as a Russian
policy tool. | will show how energy dependence ([Bab.2) among the post-Soviet states
opened investment and acquisition possibilitiesRossian energy companies and widened
the range of policy options for Russia. But the diare is not to explain outcomes in
bilateral relations. The foreign policies of thénet post-Soviet states are included only

where they contribute to the understanding of staimpany relations in Russia.

! The term ‘near abroad’ was used by Russian asa#ystady in 1992 (Light, 1996, p.91 fn.23), but it
became associated with Andrei Kozyrev in 1993 assRuried to indicate a zone of interests in thetp
Soviet region.



1.3 Levels of analysis

This analysis is carried out on three levels: thmpgany level, the level of the Russian
state and the international level. At the compavwel, the importance of state support or
privileges, or the absence of such, for companyeldgwment, is assessed. At the level of
the Russian state, sector development for the c@speenergy industry and the
importance of the energy companies to the Russtamagny in the overall political
stability of the state will be analysed. At theeimtational level, government support for
company operations in the post-Soviet region, anmdpany support for Russian foreign

policy, are discussed.

State—company relations are investigated at a#etHevels of analysis. They are tied
together by a discussion of how changes in statepaay relations at one level affected
changes at the others. For example, in light ofuautdaptation, changes in state—
company relations, e.g. at Russian state level, haaye led companies to adapt their
strategies in the post-Soviet region. This studgwei state—company relations at the
national and international levels as a two-levahgan its own right, where companies

pursued their interests, and politicians maximideglr hold on power, in interaction at

both levels (Putnam, 1988, p.434). Top represesitof the Russian state also sought to
maximise opportunities in the post-Soviet region amnimise adverse consequences of

international developments.

1.4 Approaches to state-company relations
The relationship between energy companies anddte is conceptualised as access to and
participation in institutional and policy developmen both sides. By access, | mean the

opportunities available to top company managerapioroach key Russian state officials



and top politicians, the political elite, and byrtapation, to influence government
policymaking and sector development. From the giaimd of the state and regime, it is
participation in company development and an oppdtuo influence company strategies,
including foreign operations. Access and partiégpatake place in formal and informal
organisations, like patronage networks, and in &rand institutionalised channels of

influence.

At all levels, the aim is to trace the evolvingateéns between the state and the companies
as a process of mutual adaptation. Accordingly, wagsessing state support at company
level, this is seen to reflect the general capaoityhe Russian state to support more
complex economic organisations, here companie$, le#ts direct ties to the government.
However, it is also relevant to see the companiesponse, their adaptation to the
changing state. On occasion, company managemestdsstese relations to initiate change.
More often company managements resisted the $tdten discussing sector development
at the Russian state level, the aim is to invesdiglae participation of the companies in
forming their institutional environment, the statself. The development of the Russian
state in this way becomes a process that can bedtitarough the development of access

and participation at all levels.

State—company relations after the break-up of thaeb Union in the early 1990s was one
of several arenas in which the elite struggle fower influenced the future shape of the
Russian state. The mutual adaptation process betilieestate and the companies was not
a neat process of negotiation between two clealyneated sides. In the elite struggle, the
fragmented state was also a tool. Control of théesivas the ultimate weapon against an

opposing organisation, whether political or ecomnn8tate—company relations included



the use of the state as a tool to advance the etonor political interests of one
organisation against the others. Weak state orgémms could be employed as fronts for
business interests, stronger state organisatiomsl compete with other organisations for
influence. State organisations, or new private wisgions with close informal ties to state
organisations, were also available for hire andgmtoon. As the saying went, ‘the red roof
is the tallest and most influential’ (Vylegzhanir2000)? As | will show here, in the
2000s, control of state organisations was condelilavithin the elite. The mutual
adaptation process was then more concerned withinigfthe terms and limits of access

and patrticipation in institutional development.

1.5 The development of the state and state-company relations

Against this background, to understand the devetsiraf state—company relations is also
to study a centrifugal process, whereby companmesrged out of state structures. The
process of mutual adaptation was to set the boigslaf the state and companies, and the
institutions that guided their interaction. To uredend this process, it is important to
remember that an energy company emerging out afvéeSbranch ministry in the early
1990s was a very different entity from a verticaliyegrated corporatidnin the 2010s,
irrespective of ownership and control. As regatdsdtate, the instruments it had available
changed. The crisis of the Russian state in tHg @880s meant that its ability to structure
the economic and regulatory environment of botkestavned and private companies was
different from two decades later. Over the periodier study here, the state fashioned

tools better suited to its requirements and madentmore efficient. This reflects in turn

2 ‘Roof’ means protection, the ‘red roof’ in thisseais the militsiya (police). This was alternativetferred
to as a ‘blue roof’ orrhentovskaya krysha ‘cop roof'.

% Vertical integration refers to the degree to whactompany is in control, normally through ownepslaif
its supply chain and distribution.



the capacity of the state to structure the envireminby finding and applying instruments,

that is, to implement, compel and coerce.

The Russian reality in the early 1990s was almlostdpposite of institutional stability,
predictability and transparent implementation. $bwnstitutions were eroding, and had
anyway been created for the planned Soviet econdmyhe late Soviet period, the
Communist Party was a partly predictable giver aod-transparent ultimate enforcer of
rules. Gorbachev’s sidelining of the Communist Yaftthe Soviet Union (CPSU) during
perestroika, and the decreasing legitimacy of tadgyPafter the failed coup of August
1991, led to institutional erosion and state fragtagon. The Soviet economy by 1990 had

a ‘'systemic vacuum’ at its heart:

The old planning system has broken down but ha®een dismantled;
meanwhile, the structures vital to the functionoriga market have yet to be
put in place. (IMF et al., 1990, p.1)

The systemic vacuum left the state a nominal fanceegments of the economy at the
break-up of the Soviet Union at the end of 1991e Téforms introduced by the new
Russian government in early 1992 were meant totengavate ownership in a market
economy. However, as old Soviet institutions weilersot dismantled, the result until the
new Constitution was put in place in late 1993 we&s sets of institutions existing side by
side in two overlapping but incomplete state systefrhe chaos of reforms in 1992-3
further weakened the capacity of the state to edguhe economy. The rules of the game
were contradictory and in flux, with only a wealterof law. Private interests and informal
networks were prominent in political decision maki'when faced with impending
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financial crisis in 1998, elite disunity and goweent policies exacerbated Russia’s
problems, leading to a debt default (Easter, 2p1238-142). In comparison, government
policies, once established, quite successfully thet2008 international financial crisis
(Easter, 2012, p.146-150). These are the milestohdse development of the Russian

State.

Changes in the state went hand in hand with chaimgése economy. When extracting
resources from the economy, and when seeking tatamaisocietal stability, the Russian
state needs to interact with Russian companies.paoies rely on the state for their very
existence, while the state relies on companiegdate economic resources which it can
then extract. Accordingly, state regulation of ds®nomy includes overall support for the
existence of companies, fundamentally the basiguiens of property rights and contract
enforcement and institutions that extract resoyrdes taxation. In addition, states can and
do organise sectors or companies directly by reigpgamarket or supply conditions,
through for example monopolies. A state with theib&apacity to support organisations
outside its immediate reach would at least temdgranforce and protect some contracts
and property rights, extract resources from conmggmnot just by owning them, but also
through the less direct method of taxation, andiletg market access for at least some
companies. More permanent and complete protectiquraperty rights, transparent and
predictable taxation and less direct extractiord @pen access to markets for companies,
would be the case in a state with a more advanapdoity to support complex economic
organisations outside its immediate reach (Nortlalget2009, p.11-12). In this way, the
development of state—company relations reflects dapacity of the state to uphold
increasingly complex economic organisations (Netthl., 2009, p.47). Without protection
of property rights, reasonable taxation and operesx to markets, companies need to

9



pursue close relations with the state in orderpgerate and survive. However, even where
property rights are weakly protected and compaisied state organisations are very
closely related, the state may be more or lessornssge to companies’ demands for

predictable policies or support in their operatiabsoad.

State capabilities are not uniform across sectOrge can easily imagine that the state
responds differently to demands for changes toitisétutional framework from one
energy sector to another. Likewise, capabilitiesigely to develop unevenly among state
organisations. For example, a branch ministry maydpable of delivering clarifications
and lower-level decisions, while strategic issued demands that require coordination

between state organisations remain unresolved.

In the energy sphere, state—company relationsgkdce both in the domestic sphere and
abroad. A starting point for this thesis is tha Soviet Union left Russia in control of an
overwhelming share of its energy complex, includinfyastructure for energy transport
and distribution. Institutional changes in Russiamergy sectors therefore had
consequences for the post-Soviet region. Still, whiee Russian state interacted with
Russian companies at the post-Soviet level, mucthisfinteraction was structured by
foreign policy and trade institutions, such as ekpduties or support for Russian
businesses abroad. The pattern of access andipatita in state—business relations at this
level therefore differed from that inside RussiahAme, institutions like taxation, licences
and production permits and quotas structured statepany relations. State—company
relations abroad also reflected the general dewsdop of Russian policy towards the post-
Soviet states, for example, by placing more emghasi companies as tools of Russian

policy when broader integration projects, like hemmonwealth of Independent States
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(CIS), faltered in the first half of the 1990s. Bomic relations were given high priority at
the time, in theStrategic Coursea policy document intended to guide relationhv@iS

states from 1995 (Decree No 940, 1995). In domeRitissian politics, the social
obligations, formalised and informal, of the comigantowards their employees and
especially towards wider society, can be seen fsbatitute for welfare provision by the
state. In a situation where property rights are kwe&cepting obligations in lieu of the
state is a way of ensuring continued protectiorpraiperty. Some of the obligations of
Russian companies extended across post-Sovietrsorddethis way, elites outside state
organisations participated in national developmata joint project with the state. In

return, they reduced their vulnerability to predatfrom the state.

The elite struggle for control over the future bé tRussian state took place also in state—
company relations, as control of state companiasstated into control of the Russian
state. In the 1990s, financial and operational rbnbver Gazprom in particular was
almost equal to control of the Russian state thndbg state budget. Added to this was the
capacity to raise informal contributions througleyy companies. Informal contributions,
while of considerable value, were different fronrnfi@al taxation. In the 1990s, the
government found it difficult to extract formal & in full, not least from Gazprom. But
President Yeltsin could nevertheless rely on Ganpto forward ad hoc contributions to,
or indirectly support, political campaigns, or sigp to the plate in national emergencies
such as the 1998 financial collapse. The largectimepany, and the greater its potential as
a source of rents, the more central an object & hka&ly to become in elite conflicts for
control also of the state. With at least a tempoegreement within the elite on a coalition

in charge of ruling the state, as in Russia fro®@@@lite conflicts revolved instead around
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modifications of the institutional framework in aaywthat maximised rents, either to the

state, to the companies, or both.

In consequence, my analysis of access, participatial mutual adaptation is a means to
an end, the aim being to explore whether, and Istate organisations used the companies
as their tools, at home and abroad. Alternativebynpany managements may have resisted

on behalf of their companies.

Resistance is related to a broader occurrencenanty from the state in companies that
were formally state owned. Extensive autonomy reduspportunities for state access and
participation. It was both an effect and causéhefdtate’s weakness, during the downward
spiral of state capacity in the early 1990s. THatirely rapid weakening of the Soviet
state during the break-up of the Union left the wgsian state so weak that it lost real, as
opposed to nominal, control of state companies amigrprises, including those later
integrated into the companies under study hereeriSxte autonomy was a consequence of
the systemic vacuum in the late Soviet period. esdystem eroded from within, existing
channels of access and participation were disruptitdout new ones emerging, and
companies became insulated from the state. The @od informal personal relations that
we will see between some company heads and topsematives of the state were in
periods the only relations between the state aedctimpany. Activities in post-Soviet
states are particularly interesting in this regasione may expect them to be particularly
prone to operate beyond the reach of Russian staenisations, including foreign

policymaking ones.

Increasing autonomy can be a logical response dte stveakness by a company’s

management. When the state is weak and fragmelikedRussia in the 1990s, (partial)
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withdrawal is a logical response from a company agament that would otherwise easily
be removed in a conflict. In such periods, companiay have refrained from attempting
to gain access and involvement. They may even kaveloped into a state within the
state. This happens when a company sets its owes arld attempts to create institutions
outside the channels of access to and participatibim the state, to bypass the state’s
institutional framework. If this succeeds, the camp effectively sets the rules of the
game, and can operate beyond the reach of an intpgtete apparatus. The development
of extensive autonomy from the state is best seem d@ownward spiral of fragmentation
and incapacitation on the part of the state, intresh to an upward spiral of institutional

development.

1.6 The Soviet institutional legacy

The Soviet economy is usefully seen as a singlectstre, giant but centralised. Soviet
enterprises were not firms in the Western sense¢id 2010, p.32-36), but production
units in the corporation USSR Inc. (Hanson, 2003-18). The transformation of
institutions, here defined as the rules of the galeeised by humans but constraining
human interaction (North, 1990, p.4), was a slow aneven process. Soviet institutions
were in many cases carried over into each posteSestate. These institutional remnants of
the past continued to function in new circumstanaed made Soviet-type rules and
procedures available also to the new governmerdsnaw companies. In this study, they
are called institutional legacies. Legacies aree lsen to have passed from the Soviet
Union to post-Soviet Russia as an inheritance, sams in slightly modified form, to
become the basis for further institutional and oiggtional development. My view of
legacies as institutional continuity is accordiniglgs inclusive, with a more modest legacy
agenda, than that of scholars who define legaceduaable relationships, of different
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kinds, over a longer period of time (Huskey, 20f4,11; Kotkin and Beissinger, 2014,

p.12).

In this study, the legacies of USSR Inc. matterthmee ways. The first concerns
institutional autonomy and property relations, e/ the emergence of companies from
the Soviet, and later the Russian state. Graduatlyn the late Soviet years (1987-90) to
the mid-1990s, organisations that had been patteofjiant Soviet superstructure became
tangibly distinct units within a Russian economydergoing reform. Other parts of the
superstructure were torn away in the break-up astchine the property of other post-
Soviet states. The companies studied here begarptist-Soviet life at the level of USSR
branch ministries — the Ministry of the Gas Indysthe Ministry for Medium Machine-
Building. As Russian companies they remained introbrof a considerable part of their
Soviet-period industrial sector. They were formaltyosely associated with state
organisations. In practice, too, close formal amdormal relations between state
organisations and the companies existed on antbofinuch of the period under study.
Over the two decades following the break-up of $wwiet Union, however, the overall
direction was away from USSR Inc. in a centrifugptocess, and towards

institutionalisation of formally more distant tibstween the state and the companies.

In the early 1990s, the economic organisations gmgrout of USSR Inc. were only
beginning to exist as distinct from the state.His they differed from companies created
from scratch in the new market economy. Some, Llikleoil and to some extent Gazprom,
were more easily discernible among the new old @mgs, but exactly where the dividing
line was could not be easily determined in theygaeriod (1991-3). Others, like Minatom

and the Russian Unified Energy Systems (RAO UESgrewcloser to core state
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organisations, but not clearly delineated. All camies, and state organisations in charge
of the institutional framework, had a mix of econornterests, some connected to the
state, and some concerned with private gain. Thitiér complicated delineation between

state and company.

So USSR, Inc. left a legacy that affected the degoewhich organisations, here seen as
the players in the game (North, 1990, p.4-5), cdudddistinguished from one another.
There was a visible lack of distinction betweenrggoic organisations, like enterprises
and production associations, and state organisatlike®e ministries. In the planned
economy, enterprises were subordinate to ministrielse separation of economic
organisations from one another into state-owned pndately owned structures, for
example, was a lengthy process. The state level nasclearly differentiated and
separated from the company level for much of th®0%9 The separation process
proceeded unevenly across industries. The blunfrige state and company side persisted
for some time in all companies, with Lukoil beirgparated first (1993) and Rosatom last
(2007). In much of the 1990s and 2000s, the digidiime between core state organisations,
state companies, and partially state-owned compamn@mained blurred and their

responsibilities diffuse.

The second legacy of USSR, Inc. was the institalidramework itself. Gazprom, RAO
UES, Transneft and Rosatom survived relativelyantand unreformed to the mid-1990s.
They survived as infrastructural monopolies in thespective sectors. This meant that
while the Russian state in 1992 embarked on aftvanation that would eventually turn
the economy into a partial market economy, thetuiginal structure inside and around

these companies changed at a more leisurely pdme ofiganisations took on traits that
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turned them more (Gazprom) or less (Transneft) atimpanies, but their relations with
the state were based on their status as monogolegsn informal rent-sharing. Again, we
are reminded of the changes in the energy compasesrganisations over the period
under study, and the differences in the way th&e ss&uctured their environment over
time. The energy sector’s institutional framewoeknained in many respects a legacy of
the late Soviet period, with gradually introduceddifications. The companies were
therefore capable of influencing state policiesmoextent not seen in many other sectors,

possibly apart from the defence industry.

A third legacy was the institutions that structutezs with the other post-Soviet states.
USSR Inc. extended throughout the entire Union, larieed enterprises by sector across
internal boundaries (Bradshaw, 2008, p.194). Tlergnsector, with pipelines and power
grids criss-crossing internal borders, was a playsimfrastructural expression of the
Soviet Union. Due to the way in which transportigrivere concentrated in Russia, energy
companies were left with more of the Soviet produrctand transportation chains under
their own control than were other companies. Timsecure and partial consolidation went
beyond what could be achieved in other economid¢osec They consolidated their
operations in Russia, but they were large and folkcentities also in the post-Soviet
context. As much of the old physical structure wasact, maintaining or renewing ties
with the other post-Soviet states was feasible, thrdnstitutions that structured bilateral
ties persisted or changed little at first. The nplyp legacy, expressed physically through
extensive infrastructure, made energy companiesjifyye of their institutions, potential
tools in policy towards the ‘near abroad’, the pSeviet states. When post-Soviet trade
collapsed, energy was less affected than otheorse€fable 1.1.). The companies under
investigation here became all the more importarRRigsia’s bilateral relations with post-
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Soviet states, because most of the latter remalapdndent on cheap energy from Russia,

or on passage through Russia to the now open ghobidets.

1.7 A gap in our understanding of Russian foreign policy

Energy often attracts considerable attention in-g080 studies of Russian foreign policy,
especially where the post-Soviet states are coaderimdeed, energy is considered an
important source of a ‘re-assertive’ foreign poli¢pllison, 2004) in the region,
particularly in broadly realist analyses of Russiareign policy (Donaldson and Nogee,
2009, p.194-195), and of Russia as a great powais@h, 2004, p.99-103; Nygren, 2007,
p.113-119; Oldberg, 2007, p.26-27; Mankoff, 200244-292). Also scholars of Russian
energy policy highlight the political use of energarticularly gas, in foreign policy

(Stern, 2005, p.102-104; Pirani, 2009a, p.5-8).

Some see it as a cyclical phenomenon, like oilegriccconomists Clifford Gaddy and
Barry Ickes remark, for example, on the link betweesource abundance in the Soviet
Union in the 1970s or Russia in the 2000s and esiparsm in foreign policy (Gaddy and
Ickes, 2010a, p.283-284). But in the 21st centeangrgy has been seen specifically as the
basis of Russia’s rise as an ‘energy power’ (Fiaod Locatelli, 2008), a ‘key pillar of
[Russia’s] international influence’ (Sherr, 201366), which is not enough, according to
some scholars, to make Russia an ‘energy superp¢@eidthau, 2008; Rutland, 2008).
But if Russia is not an energy superpower, fewestatould match the description. The
sources of Russia’s energy power are often quadtearising oil prices from 1999-2000
and Russia’s resulting energy wealth, combined Withreturn of state control in the oil

and gas industries (Hill, 2004; Finon and Locat&ld08). On closer scrutiny, this is too
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one-dimensional a view (Goldthau, 2008; Rutland)80 Converting oil wealth into

influence was never so simple (Rutland, 2008),amays the only priority.

One important base of Russia’s foreign energy pptite relationship between the Russian
state and the companies in that sector, is howewely investigated in studies of Russian
foreign policy. From a realist perspective, it i:i@ural assumption that Russian energy
companies, when operating abroad, are very clofiget®ussian government (Leijonhielm
and Larsson, 2004, Liuhto, 2010; Oldberg, 2011)rédalists, energy is often a soft power
weapon. Whether a ‘commodity tool’ (Leijonhielm abarsson, 2004, p.140) or the ‘most
potent tool’ (Oldberg, 2011, p.49), when seen fritvea theoretical position of offensive
realism, Russian energy companies are reduced tenaed arms of the Russian
government. While differentiating between Russiampanies and general foreign policy,
analyses rarely make the differentiation expliSihé¢rr, 2013) or explore it (Perovic, 2006).
This failure reflects the general statist dispositwithin realism, where foreign policy
decisions are made on the basis of the nationatast, without much regard to domestic
cost. It ties in neatly with assumptions in the remuics literature about the division
between politics and the economy. Russian foreigargy policy, in this approach,

becomes either dominated by geopolitics, or pro&ikimising, but cannot be both.

Still, the foreign operations of Russian energy panies are often reduced to a politics vs.
economics frame. If they are not profit-orientdtgyt are tools of foreign policy, and vice
versa. Scholars with a more liberalist view of intional relations, like students of
international political economy, tend to emphasdisebusiness rationale in Russian energy
companies’ operations abroad and therefore notm#éiat with the Russian government’s

foreign policy (Goldthau, 2008). Foreign policyeliis, however, just as in realism, made
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autonomously by the state. The political resonaand,use, of Russian energy companies’
activities is seen then as external, almost ureélad the companies themselves. But it
remains difficult to ignore the foreign policy remce of Russian energy companies
within the post-Soviet region. Energy scholars témdolve this dilemma by noting the
political setting of energy trade in the post-Soviegion, while focusing on supply and

demand (Pirani, 2009b).

Attempts to move beyond the common (geo)politicglvssiness) profits understanding of
Russia’s energy interactions with its counterpartie not interrogate the domestic bases of
Russian policy (Kuzemko et al., 2012), or, whenytde, they refrain from linking the
national level with the global (Aalto, 2012). Thiem®, even as analyses may uncover a
gap between company strategy and foreign policg, lthks to domestic politics fall
outside investigation (Poussenkova, 2012), or canagaactions are seen as subversion of

the soft power weapon ‘from below’ (Stulberg, 20072,67).

So the links between state—company relations athamd the role these companies play
in foreign policymaking, remain underexplored. Qeason for this investigatory deficit
may be the persistence of the politics vs. econsritame. This makes it easy to see the
trumping of economic goals (profit) by political e (influence) as an indication of the
balance of power tipping somehow from businesdadatesAnd there investigation all too

often ends.

Some exceptions exist. Peter Rutland offered aty earalysis, arguing that energy
companies seemed to play a ‘dominant role in foatmd and actually implementing’
Russian foreign policy in the region (Rutland, 1999185). ‘Informal bargaining’, he

observed, tended to dominate here, as in domeslicymaking, to the extent that it was
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difficult to ‘say where domestic politics end anfbreign policy” begins’ (p.184). His
analysis was primarily based on oil companies atad referred to Gazprom. Tor Bukkvoll
considered the oil and gas lobby as part of Putinfsiing coalition at home, and a central
supporter of Putin’s strategic partnership with Wheest after 9/11 (Bukkvoll, 2003).
Margarita Balmaceda (2012) demonstrates the neadowe beyond both political and
economic explanations of Russian energy policy,uiagy that there is a complex
interrelationship between the two (p.153). She pseg that a company like Gazprom
accumulates ‘convertible points’ with the Russitatesin both the foreign and domestic
realm. These ‘points’ can later be translated (\ested’) into advantages for the company
(Balmaceda, 2012, p.143). The relationship is nienm@alised in the oil sector than in gas
(Balmaceda, 2013, p.61-89). Based on analyses s$i&8 use of subsidies in gas trade
with Europe, Stacy Closson offers new insights igaopolitical influence, monopoly
maintenance and personal gain as potential, itééece explanations of Russian gas trade
policy (Closson, 2014). These analyses bring ukiwitange of an understanding of the
complex relations between the state and energy anmp across the domestic and foreign
policy spheres. But the study of Russian energypames abroad has still not been
integrated with the well-established discussiontib@ characteristics of state—business
relations in Russia and their relation to the depelent of Russian politics, economy, and
the Russian state itself. The aim of this thesiwikelp filling this gap, to integrate our
understanding of the energy sphere in Russia’digallidevelopment with policy in the

post-Soviet region.

1.8 Energy and Russia’s political development in the literature
The importance of energy to the Russian economyei$ established (e.g. Gaddy and
Ickes, 2010a; Sutela, 2012, p.103-104; Malle, 20118)analyses of Russia’s political
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development, however, it has been used in two tydesexplanations. First, resource
abundance is included in explanations of outcomeerms of political system, understood
in comparative politics terms. This is an extensbithe literature on the ‘resource curse’
(Karl, 1997; Ross, 1999; 2001; Sachs and Warndi]1;20ensen and Wantchekon, 2004;
Ross, 2012), by which resource abundance, and ealtiv in particular, in and of itself

constitutes a problem for development and thereforelemocratisation. State—business
relations in the energy sphere are, due to energgyitral position in the economy, seen to
influence political regime type. State-businessati@hs in the energy sphere have
accordingly been seen to contribute towards dagadiemocracy (Fish, 2005) or creating a
‘crony capitalism® that varies, with changes in oil price, like a ¢hglum swinging in a

vicious circle (Gel'man, 2012).

Other authors have contended that the particidarsf Russia’s political development are
due less to resource revenue as such. As regastallogolitical development, Susanne
Wengle draws attention to how market making in ¢hse of Russian electricity reform
was also state capacity building (Wengle, 2012;420%tructural reform was a process
that strengthened the central state at the expaEnsector insiders and regional governors
(Wengle, 2012, p.454). In contrast, authors whalystRussia’s political development
relating to hydrocarbon revenue streams see Rassigécific system for managing
resource revenues and channelling them into theofethe economy as an obstacle for
development. Pauline Jones Luong and Erika Weir{2@l0) take a political institutions
approach to how considerations of power maximisadimong leaders result in different
types of petroleum ownership, and how these thapeshnstitutions, specifically fiscal

regimes. They conclude that indirect resource mamagt speeds the development of

“‘Crony capitalism’ as a concept is criticised bpmdar (2008).
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institutions and organisational capacity in a stdd@ect management, through state
ownership, lets the state access rents directlyjtbwcapacity does not develop as much
and the state by necessity acquires a greaterirraleanaging the economy (Luong and
Weinthal, 2010, p.121-180). Gaddy and Ickes haserélar point of departure, but come
from a new institutional economics background agelthe rent management system as the
main institutional framework that organises statestfiess ties in the energy sphere
(Gaddy and Ickes, 2010a, p.292). They draw attertboinformal rent sharing, and argue
that it gives political leaders more discretion rexdistribute rents according to their
preferences. In turn, this requires the delibevagakening of property rights (Gaddy and
Ickes, 2005, p.571). Resource streams, accordifghd the state and the companies
together. They, too, argue that informality hindéeselopment in both companies and the

State.

1.9 State-company relations and institutional development in Russia

Here, the emphasis is not on political system out This thesis will build on some of
the insights from the literature just referred aounderstand how state—company relations
changed over time as the state and the companigsigated in institutional development.
This makes it a study of how power arrangementsltr@s institutional outcomes. But in
contrast to Luong and Weinthal (2010), this is wdgtof processes of gradual change in
state—company relations rather than specific utsbihs as outcomes. Here, as power
arrangements evolve, institutions are modified sTikinot a study of one institution as an
organising principle, unlike that of Gaddy and k&k@005; 2010a). The perspective is
wider institutional development in a political ecomy, and how this development spilled
over into, and even involved, foreign relationsvill show how institutional change and
continuity at times enhanced, and at times weakestate capacity.
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This study builds on the conceptual framework afigoorders, developed by Douglass
North, John Wallis, and Barry Weingast (NWW) (2008though NWW'’s framework has

clearly appealed to scholars of Russia (e.g. Onedltip 2012; Zweynert, 2012; Paneyakh,
2013; Zudin, 2013b; 2013a; Yakovlev, 2014), to nmpwledge only one comprehensive
analysis to date applies the framework rigorousiyRuussia (Connolly, 2013). Further
insights can be gained by building on these expees and applying the NWW

framework to state—company relations in post-SoRRessia. Other studies have applied
NWW to political development in other states (Noethal., 2013), but not included the
international level in their analyses. Another ciimition of this thesis lies in its efforts to

develop a comparative political economy approaalsetd on NWW, extendable moreover

to foreign relations. The conceptual frameworkesaded in the theory chapter.

1.10 Aims, objectives, and research design

This study traces the development of institutiam&icentral sector of Russia’s political
economy, the energy sector. Considering the Savstitutional legacies and the way in
which they encompassed the post-Soviet region, itmssitutional development also

involved foreign policy in the post-Soviet region.

Accordingly, the aims of this thesis are to analis® changing relations of the Russian
state and Russian energy companies in the posetSperiod, with a particular emphasis
on the role of these relations in Russia’s insondl development, and to relate the

analysis to Russia’s foreign policy and the comesiroperations in the post-Soviet region.

In order to achieve these aims, | will analyse tllations between the state and five

energy companies regarding

» Companies’ access to top politicians and the palitlite;
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 Companies’ influence on government policymaking asettor development,
including on policies relevant for their foreignesptions;

» State and regime participation in company develognmend opportunities to
influence company strategies, including their fgneoperations development;

e Their formality and informality, regularity and eégularity/resistance, and
indications of power relations among state and @mygpactors, especially in
operations and policy development in the post-Saeigion;

* Formal and informal extraction of rents from ecomoarctivity in companies, and
formal and informal sharing of rents with represgéines of the state and the

regime.

I will relate the findings on state—company relatido overall institutional development in

the Russian state, discussing in particular thergxb which

* The state—company relationship changed over time
* The state had, in different time periods,
o the capacity to enforce and protect property rigifsersonally and equally;
o0 the capacity to extract resources through formadttan;
* The state used the companies as tools of domestioraforeign policy;
» The state, and through it, the companies, were bgea regime for informal rent
extraction;
* The companies pursued informal relations, includifgrmal rent sharing, taking
on social obligations and political support, witlieime to protect their property

rights;
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* Formal and/or informal institutions of state—compaelations in domestic politics
and policymaking influenced or extended to bildteztations and foreign policy in
the post-Soviet region;

e There were similarities and differences between tbases, especially
similarities/differences in

o Formal and informal institutions that structured tkelationships,
o How close or distant the companies were to the stad/or to the regime,
o The use or not of the company as a tool of thes Statdomestic and/or

foreign policy.

To pursue these objectives, | pose three main rgsepiestions. First, how did relations
between energy companies and the Russian statgecirathe period under study? Second
and third, how did these relations change moreigaty as regards company activity in

the post-Soviet states on the one hand, and Rufsigign policy towards the post-Soviet

states, on the other?

1.10.1 The cases in this study

The five companies studied here, RAO UES/Inter RAnatom/Rosatom, Lukoil,
Transneft and Gazprom, have different relations wite state, and are natural units of
investigation. Where Gazprom is visible and activés relations with post-Soviet states,
often with political overtones, Lukoil's post-Sovi@perations have fewer political
overtones. Their respective ties with the statbamhe differ substantially. By including
non-gas and oil companies, it is possible to beitelerstand, and identify, the institutional
characteristics of state—company relations andativéevelopment. It is also possible, with

several companies, to investigate a broader rafggate interactions with companies’
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foreign operations. This leads in turn to a comensive understanding of the potential
flexibility of the state in institutional developmieat home and development of policy

towards the post-Soviet states.

The analysis concentrates on interaction betweempaay managements and state
organisations. Access and participation at thigllewe the most important parts of state—
company interaction. Top level interaction factis wider interaction between state and
company. Care is taken to maintain a diachronit.angynchronic, approach, emphasising

change over time, rather than a detailed studygéty at any given time.

The highlighted period is from January 1992 to Mag012. The energy companies of
today evolved from the late Soviet period, and bHaskground is included. The beginning
of reforms, under a new government, in the new -Sosiet Russian state, is an
appropriate starting point for the analysis. MaP€ii2 concluded an election cycle, with
Vladimir Putin again becoming Russian presidenisTé a fitting endpoint to the period

under analysis. A few key developments after M&@h2 are included.

In the case chapters, the two decades under stedyuldivided into shorter periods, and
they organise the analysis. For each period, statepany relations at home are discussed
first, followed by a discussion of state—comparigtiens as regards foreign operations and
foreign policy. The time periods roughly corresp@uloss the case chapters, determined
by the milestones in Russia’s post-Soviet histding challenges of survival in the early
1990s; the 1998 financial crisis; the new politicahlition around Vladimir Putin from
2000; the Yukos affair in 2003; the end of Putisézond presidential period in 2007-8.

The discussion of operations and policy towards gbst-Soviet region is organised by
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country, sometimes by groups of states, since ¢msttry governments impose different

conditions on foreign energy companies.

General findings across cases and time are distusseéhe concluding chapter. In
particular, the conclusion discusses findings andbvelopment of the state’s capacity to

structure the economy and to pursue and implenoeeign energy policy.

1.10.2 Case selection

The cases in this study were selected because dheycomparable, while varying
significantly in their relations with the state @a et al., 1996, p.752). They are energy
companies operating in the post-Soviet region;rth&ations with the state were based
originally on the legacy of Soviet institutions,dathey contribute resource rents to the
Russian economy. Among them, one (Lukoil) standsasudifferent from the rest, with its
more distant and formal relations with the statis, private ownership, and less
involvement as a tool in Russian foreign policytle post-Soviet region (Ragin et al.,
1996, p.756). The other cases also differ in theations with the Russian state at home
and abroad, but much less than in Lukoil's casd, ae therefore approached as similar
cases. They illuminate the range of relations whih state that serve to make a company

more available as a foreign policy tool.

Gazprom is the most typical of the state’s tooldatne and abroad, and is invariably
included in studies of Russia’s relations with pBeviet states. By comparing it with the
largely similar cases of RAO UES (electricity), Mtom/Rosatom (nuclear energy) and
Transneft (oil pipeline transport), and the diff#rease of Lukoil (oil production), it is

possible to investigate the central institutions iRussian energy company’s relations with

the state. By including similar cases that areimigar only in respect of fuel type, it is
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possible to show that while Russian oil and gaspzories were particularly important to
the Russian state due to the resource rents tipggsented, the general mechanisms of
state—company relations, and the institutions itieele companies available as tools of the
state, existed across a wider variety of energyos&cin that respect, this study differs
from most of the other studies that have cast loghRussian energy companies’ relations
with the state (recently e.g. Luong and Weinth&ll® Gustafson, 2012; Victor and
Sayfer, 2012; Frye, 2014). With a single or twoecatidy, or an industry-specific one, it
would have been more difficult to go beyond fueddfic state—business relations and

contribute to our understanding of Russia’s genesditutional development.

Two important energy sectors are not included h@itge only Russian hydropower
company, Rusgidro, was established as a 100 pesabsidiary of RAO UES in 2004 and
developed operations outside Russia in 2011-XBetefore falls outside the scope of this
study. And second, the coal industry in Russia astiglly integrated with the steel
industry. In the experience of this author, theeptal of this sector to be used as an
instrument of foreign policy is arguably smalleaththat of the sectors investigated here
(Opdahl, 2004). A renewed assessment for this ghiess not significantly altered this
conclusion. Coal mining and the steel industry us$ta are far more labour intensive and
less profitable than oil production. Consideratiarfs domestic political stability and
foreign production or market access are signifigadifferent from those of any of the

cases here.

1.10.3 Formality and informality
State—company relations have a formal as well asafarmal side. They are structured by

the informal rules of the game, but also by thenfalrinstitutional framework. So access
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and participation occur in diverse settings. Themia, perhaps regular, settings can be
traced in the research process and included iratiadysis. Others are singular or even
spontaneous events occurring on the sidelines rafidbevents, or merely informal, and
largely off the public record. This thesis is therlwof an outsider, tracing past events. The
sources | have used refer typically to formal relsd, and the quality and type of sources
vary. Due to the paucity of sources and their \deiaguality informal state—company
relations cannot be grasped and analysed to thee saxtent as formal relations.
Nevertheless, changes to formal institutions witelo be preceded by changes in the
informal constraints, and changes to formal insons will be preceded by informal
discussions and consultations. Formality, infortgaland the methodological challenges
posed by informality are discussed further in tbgtrchapter, which introduces the central
concepts of this thesis. The theory chapter isova#id by the case chapters and the
conclusion. The state of the sources for each isadiscussed in Appendix 2. Tables and

graphs are found in Appendix 1.
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2. THEORY

The Introduction outlined the three main researaestjons as (1) How did relations
between the energy companies and the Russiancsiatge in the period under study? (2)
How did these relations change more specificallyegsrds company activity in the post-
Soviet states (3) and as regards Russian forei¢joypimwards the post-Soviet states?
Some introductory reflections on key issues wese alffered. This chapter provides the

theoretical foundations to that approach.

2.1 Institutions, organisations and their place in political change

Institutions can be defined as the ‘humanly devisesstraints that shape human
interaction’ (North, 1990, p.3). This means thaatestcompany relations are here
understood to be constrained, or structured, bytutisns, but also facilitated by them.

When representatives of the state and companiesaatt they do so not altogether
randomly, but according to formal and informal mulef their ‘game’, meaning their

interaction. Moreover, this thesis holds that thainge of options in interaction is also
constrained by the institutional framework (Halldamaylor, 1996, p.940). Actors are

likely to follow more or less established convensipalso when deciding on their goals.
Institutions affect the range of available and dse aims. This study is placed within the
perspective on institutions that is known as hisabrinstitutionalism (Thelen and Steinmo,
1992). The discussion of Soviet institutional legacin the Introduction shows how

existing institutions constrained and enabled, @ifetted actors’ range of options, in post-
Soviet Russia, making change more likely to ocousame directions rather than others.

Historical institutionalism refers to this as pd#pendence.
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In the analysis, we will see how institutions coast state—company interaction even at
the highest level, even when the rules are notdtised in writing. This resonates well in
Russia, where the limited range of options for wdlial choice can be striking,
particularly in the elite (Ledeneva, 2013, p.24B)ite’ is here used in a conventional way,
to delineate the rulers of Russian society andett@momy, the governing elite, from the

ruled, the population. It does not suggest strargesiveness among elite actors.

Actors are here seen to be both individuals androsgtions. Organisations are groups of
individuals bound by a common purpose to achieyeabiwes (North, 1990, p.5), but they
cannot be the only players in the game here. Iddaliagency has been important in state—
company relations in Russia, and in Russian psliticgeneral. In the period under study,
individuals sometimes acted according to their qeab strategies, which could be
inconsistent with the formally declared aims of tinganisations they claimed to represent.
This happened in all the cases here except Lukoihé 1990s. This requires a view of
actors that includes both individuals and orgarosat In the analysis chapters, care will
be taken to distinguish between individuals actimgtheir own and as representatives of

organisations.

When approaching change and continuity in statepemmy relations, the terrain becomes
more complicated. By seeing representatives obthae and companies as constrained by
institutions, | presume there exists an institwiostructure for their interaction. Change in
state—company relations is institutional changeatioaity is institutional continuity. But
how is change possible at all, if actors are camstd by institutions that shape the playing
field, the game itself, and their range of optiamst? Here | note that while institutions

constrain — or they would not be institutions —ytlt® not determine. Choice and the
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effects of choices made are ‘real but [...] also t@msed’ (Nielsen et al., 1995, p.4).

Actors may choose to introduce radical change.

Most obviously, radical change occurs as a refudkogenous shocks. The financial crisis
of 1998 was one such shock to the institutionahBaork of the Russian state and Russian
state—business relations. Actors responded by agnige institutions of state—company
interaction in a number of ways, affecting mostabby taxation. Arguably, the reforms of
1992 also subjected institutions to exogenous sholke changes in the state’s role in the
economy were introduced by new actors, reform egwsts in the government, who
intended to replace existing formal institutionsiate—enterpriSeelations. But the effects
of reform were closer to those of exogenous shazlexisting informal institutions among
established state—enterprise relationships. Relymbdjorth’s view of institutional change |
hold that the formal rules ‘changed overnight’ gccee, but the informal constraints of
state—enterprise interaction were ‘much more impessto deliberate policies’ (North,

1990, p.6).

But institutional change can also be institutiobedakdown caused by actors’ failure to
respond to challenges. In changed circumstancey, disregard established institutions,
which cease to act as constraints. Institutiondomger ‘make sense’ due to a loss of
credibility, or may have decayed in the face ofitnsonal competition (Offe, 1995, p.59-

60). The boundaries between institutions failingrtake sense and institutional decay are
blurred, as the fate of the Russian state’s moryopolviolence in the 1990s illustrates.

One may ask if the monopoly on violence failed taken sense because it failed to meet

challenges from protection rackets internal an@mal to state organisations, or whether it

* ‘Enterprise’ is used when discussing unreformedeatc organisations from the Soviet period up touib
1993.
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just failed ‘manifestly’ (Offe, 1995, p.60) to cdr&n violent behaviour due to the
preceding collapse of the Soviet Union. Qualitatteeay and institutions that fail to make
sense as constraints for actors are common comjgoémestitutional deterioration and

breakdown.

Most of the time, however, institutional changénisremental. Even discontinuous change
is ‘never completely discontinuous’ (North, 19906)p There are elements of institutional
continuity even during periods of visible changehisT was the case in the years
immediately preceding and following the collapsetttd Soviet Union. Some constraints
naturally lost their significance and relevancecasumstances changed. But the actors

moulded other constraints to fit in their new eoaiment.

In this thesis, institutional changes and contiegiire seen as part of a continuous process
of erosion, breakdown, and evolution: institutiodghamism (Thelen and Steinmo, 1992,
p.16). This is again not a pre-determined prodasistather a process in which historically
specific circumstances constrain actors’ optiontseiil choices, or inaction, when facing
their options, result in institutional dynamism. elihchoices also constrain, or enable,
future options for development (Connolly, 2013, §).1State—company relations in the
energy sphere in Russia changed substantially leetw892 and 2012. The process of
change during that time was however often increaiemtith elements of continuity and

stability, as actors adapted institutions to chaggircumstances and challenges.

Thelen and Steinmo propose four sources of ingtitat dynamism. All can be illustrated
by examples from (post-)Soviet Russia. Dynamicitunsbnal evolution can be a result of
institutional transformation, whereby previouslysdeimportant institutions assume a

central role as the context changes (Thelen andrte 1992, p.16). The monopoly on oll
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transport by pipeline in the Soviet Union was auratformality in the command economy
until perestroika legislation allowed enterprisesmake profits (1987) and relaxed the
monopoly on foreign trade (1988) (Gustafson, 201.21-47). This was followed by a
struggle for control over suddenly lucrative oilpext opportunities, an unintended
consequence of Gorbachev’s reforms. Second, itistial evolution happens when old
institutions are harnessed to new ends (ThelenSaeithmo, 1992, p.16), as in the 1990s
when the Russian government discovered that theopwy on oil pipeline transport,
controlled by Transneft, could be useful as a medrexerting control in the oil sector. A
third source of institutional dynamism is the addiph by actors of their goals within
existing institutions as a response to exogenoaagd (Thelen and Steinmo, 1992, p.17).
The rising price of oil and gas in the early 200fisant that Transneft acquired the
financial instruments to construct new oil pipetinand the company could successfully
protect its pipeline monopoly, with government sogp from potential domestic
challengers and become a more forceful foreigncgabol. And finally, actors adjust their
strategies to accommodate changes in the insttutibemselves (Thelen and Steinmo,
1992, p.17). This happens in circumstances of raygtitutional crisis and change, often
seen as a ‘punctuated equilibrium’ whereby ingonal stability is ‘punctuated’ by a
period of crisis and abrupt change (Krasner, 198%e emergence of Gazprom as an
autonomous organisation with a monopoly on gas #qam be seen as a consequence of
the adjustment of its founders, Viktor Chernomyrdimd Rem Vyakhirev, to the rapidly
changing circumstances and the opportunities theopay now offered to profit from gas

export.

These short excursions into institutional persisgenn the Russian energy sphere
emphasise another, related point about instituti@eatinuity and change. Actors are
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constrained by existing institutions. However, tlagg also uncertain about the future (Hall
and Taylor, 1996, p.951). As there is an elemengadifFinterest among political actors,
they will try to maximise outcomes in their favoaken within the limited range of options
that an institutional framework is here seen toemfthem. In times of crisis and
institutional breakdown, actors’ uncertainty comtesthe fore, while the institutional
framework can constrain and enable in new waysor&atan respond to crises and modify
existing institutions according to at least twaattgies. They can become biased towards
the status quo (Fernandez and Rodrik cited in 3&e@606, p.1036) or towards only
slight modifications in status quo. As institutioegluce uncertainty in interaction (North,
1990, p.6), maintaining them as stable as posstla logical response from actors,
perhaps none the more so than in rapidly changingaments. Another strategy is more
radical. The examples of Gazprom (ch. 7) and Traftigoh. 6) illustrate how institutions
persist and survive in uncertain times also becthesgbenefit powerful actors, who adapt
institutions to their own aims as far as conventtiows. Crisis can enable change based
on self-interest. Some actors are more likely wgaise such opportunities for change.
The most powerful actors are often those that ese Uncertain than the rest, that is, it is
the insiders closest to the existing institutiomamework who can modify it to their best
current advantage during crises. Crisis enablesesmtors more than others. This reminds
us that contingency (Connolly, 2013, p.19-20) is iategral element of institutional
dynamism. In periods of crisis, as constraints éogsthere may be a wider range of

opportunities available to actors.

2.2 Institutional formality and informality in Russia
In studies of Russian state—business relations,dibegnction between formality and
informality is central. Without an understanding informality and formality, analysis
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easily becomes a superficial organisational mappingtate entities. It is often observed
that informal relations and constraints trump forrdestinctions and institutions. The
methodological challenges of grasping how this leagpare nevertheless considerable. In
the 1990s, the discussion on formality and infortpadometimes tied in with a strict
division of politics and economics, where formal rket institutions in the Russian
economy were seen as subverted by informal politiesiman, 1998, p.204-205; Aslund,
1999, p.64-68; Hellman et al., 2000). Alternativedyithors who rejected a strict divide
between politics and the economy would emphasise itportance of informality,
reciprocity, and integration in the Russian elReregudov et al., 1999, p.290; Frye, 2002).

In the 2000s, informality became central to mangraaches.

From 2000, Putin’s efforts to strengthen the vattaf power and maintain ‘equidistance’
with the ‘oligarchs® which resulted in selective treatment of busineszesentatives,
were taken as confirmation that formal rules remairsubordinate to informal and
personal relations. Several authors have integragective rule application into quite
different analyses of the Russian system. Withpolitical economy approach, formal and
informal rules work against each other (Robinsdi,12 p.437-438). Some argue that the
formal order has been hollowed out altogether,itegpa state defined by ‘network-based
governance’ (Kononenko and Moshes, 2011). Otheolach are more optimistic on the
state’s behalf, but still note its empty facadeskv&a argues that this is a binary political
order in perpetual tension between an informal ‘mdstrative regime’ and a formal
‘constitutional state’ (Sakwa, 2010, p.190). Infairpractice dominates by preying on the

formal order. This happens when para-constitutimmghnisations like the seven federal

® The term ‘oligarch’ is used here in accordancéwittablished practice and not to suggest thati®siss
major businessmen have common interests and ogtiadke period under study.
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districts are established to enforce and enhange#ementation of existing institutions
(Sakwa, 2010, p.194). They subvert the spirit,fmitthe letter, of the formal constitutional
order and its established institutional framewdrke formal power vested in state organs
is undermined by the power of informal decision-imgkand enforcement. Some of their
formal and informal ‘standard operating procedulgtll, 1986, p.19) are taken over by
different and more powerful organisations outstue ¢onstitutional framework. The State
Duma (hereafter the Duma) and Federation Councihis perspective possess less real
veto power in the 2000s than the 1990s. The foromaistitutional order does not
disappear, and can possibly again be filled withl neower to make decisions. By
disappearing altogether, the formal constitutiostate would deprive the informal
administrative regime of its protective shield aadder it meaningless and exposed. Both
the formal and the informal are institutional cotiseoffered by the Russian state to actors,

an argument which will be elaborated later in thapter.

A strict differentiation between formality and imfoality presents us with a challenge
when studying state—company relations. Informattora and formal rule application take
place among the same actors (organisations), tfievery same people, perhaps in the
same settings. So, in relations between state ansdindss organisations, the
complementarity of formality and informality seem®re fundamental to interaction than
the tension. Henry Hale, writing from a comparafpaditics perspective, emphasises the
combination of ‘formal and informal presidentialvper to coordinate business support’
(Hale, 2010, p.38). Informality functions as anesdion, elaboration and modification of
formality (North, 1990, p.40). Also in Alena Ledeaés ethnographic study of Russian
governance through power networks, to which shersetollectively asSistema the
complementarity between formality and informalisysitriking (Ledeneva, 2013). So while
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there is a fundamental tension wherever formalsridee applied only to punish the
(informally) disloyal (Robinson, 2011, p.438), bdte formal and informal rules are here

seen as parts of one system.

2.3 Formality and informality in institutional development

The discussion of formality and informality in Rigs@oints us towards another insight.
Informal interaction enables a personal aspecityiagal treatment according to principles
of power. Formal rules applied rigorously are, unalanodern constitution like Russia’s,
impersonal and therefore do not discriminate adgongrtb rank or power. But when applied
selectively, formal rules are in Russia used toaepce differences in power and a system
where power and the personal matters (Ledeneva3, 20242-243). Networks place
opague constraints on any leader who relies on tbegovern (Monaghan, 2012), because
of the need to sustain the ruling coalition and ntaan informal rent sharing. The
emergence of impersonality, the constant codifocatmodification and specialisation in
institutions that are essential to institutionave&lepment are therefore impeded. The
balance between informality and formality can bensas related to overall institutional

development in Russia, and it shifts during thegoeunder discussion here.

This is discussed in the literature on institutiomshe Russian oil and gas sectors. Luong
and Weinthal show how the outcome of domestic peiv@vnership in the oil sector in
Russia in the 1990s, exceptional in the global eédntcontributed towards a strong fiscal
regime before 2005 (2010, p.121-180). They contthst with the gas sector, where

Gazprom engaged in implicit, informal bargainingttwihe government and received
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protection for its monopoly in return for implidixe< (Luong and Weinthal, 2010, p.169-
172). Luong and Weinthal present a strong caseherexistence of linkages between
formal institutions that regulate state—compangtrehs: formal and widely dispersed rent
sharing (through taxation); and the developmenrfir@ncially healthy companies, in the
Russian oil sector before 2005. The opposite sdinkhges, in the case of Gazprom,
facilitated informal rent sharing, and burdened toenpany with quasi-fiscal activities
like subsidised prices. Naturally, quasi-fiscal hattes impede the development of
financially robust companies and harm the statefanicial health (Luong and Weinthal,
2010, p.54-55; 175-180). But implicit taxes andeotlquasi-fiscal activities enable state
leaders to distribute rents informally within thiteeand thereby dispense patronage. In
effect, when a state manages resource revenuedctiglirby taxing private companies, this
contributes to the development of institutions amrdanisational capacity in the state.
Therefore, market making is also a process of dgved) state capacity (Wengle, 2012).
Direct management, through state ownership, letsstate access rents directly, but state
capacity does not develop as much and the stateebgssity acquires a greater role in

managing the economy.

Luong and Weinthal also argue that state leadefepstate ownership and direct control,
because they can then maximise sovereignty andratordvenue directly. A state-

controlled company like Rosneft, or Gazprom, isalatays under real state control, but in
making the initial choice, state leaders see stateership and control as the more

attractive option than ceding control to otherswidweer, state leaders can retain ownership

" Defined as taxes that do not directly affect theegnment budget, usually ‘subsidies, directeditsed
discounted production inputs, production quotad, aiice and wage controls’ (Luong and Weinthal, 201
p.34).

® Defined as ‘activities that are not explicitly exéed through budgetary mechanisms’ like impliahsidies
to consumers, preferential credits, tax arreatssidised inputs for selected industries, and extrdgetary
funds (Luong and Weinthal, 2010, p.39).
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and control only when they are strong enough natht@re with alternative claimants to
state power (Luong and Weinthal, 2010, p.302), l@aders’ hold on power depends on
dispensing the required amount of patronage (LworyWeinthal, 2010, p.303). So when
state leaders face losing their support base layniag state ownership and control in the
energy sector, they choose to share ownership anttot with alternative claimants to

power, and create private domestic companies (LamwigWeinthal, 2010, p.321). In their
analysis, property is only seen in terms of staterivate ownership, with or without direct

control by the state. There is no discussion of in@l property rights are upheld.

Firmly upheld property rights are, however, notigeg. Property rights as an institution
constrain differently depending on political corttebd Russia, informality matters. This
key point is raised by the new institutional ecommLike Luong and Weinthal, Gaddy
and Ickes see Russia’s problem not in the rentsjrbthe institutions that organise the
state’s ability to access and manage rent stre@hes, see the rent management system as
the main institutional framework organising statgsthess ties in the energy sphere
(Gaddy and Ickes, 2010b, p.292). Gaddy and Ickas mlake the case that informal rent
sharing gives the state more discretion to rebiste rents according to political
preferences, that is, to dispense patronage. Hawthey point out, this in turn requires
the deliberate weakening of property rights (Gaddyg Ickes, 2005, p.571). Resource
streams, accordingly, bind the state and the cormepatogether. There is a contrast
between informal rents and informal institutionsidaformal rents (extracted through
taxation) and formal institutions. Informality agaiinders development in both companies

and the state.
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2.4 Institutional development in a limited access order

In the wider context, | see informality, discretaoy patronage, and their persistence, as
part of a pattern of social organisation, a saaider where rents produced in the economy
work directly to secure stability in the politicgystem (North et al., 2009, p.1; 30). Russia
is here seen as one of many states where acceshitdle resources and activities, as the
formation of significant political and economic argsations, is a restricted privilege. In
turn, the privileged form a ruling coalition andntml| the state. When forming the ruling
coalition, the privileged also commit to managinglence among themselves and in wider
society, and thereby avoid all-out wars (North let 2009, p.18-20). The rents they can
access, and limit others from accessing, by remgioommitted to the ruling coalition, are
their rewards for keeping the internal and socipéalce. This is how a limited access order

works.

It has to be noted here that limited access orde¥sseen as different from open access
orders (North et al., 2013, p.21-25). In open azamslers, there is open access to the
formation of political and economic organisatioNglence is subject to political control,
and constrained by powerful institutions. Instibas like property rights are guaranteed
and upheld by the state. Economic activity is stibje real competition. Rents, therefore,
are dispersed throughout society in a transparemtner and not according to personal

discretion within the elite.

The tension between informality and formality isrtpaf the limited access order.

Informality is here seen as an articulation of
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the predominance of social relationships organaedg personal lines,
including privileges, social hierarchies, laws tas¢ enforced unequally,
insecure property rights, and a pervasive sensattall individuals were
created or are equal. (North et al., 2009, p.12)

Formal institutions exist and constrain interactichere they come into conflict with
privilege, they are subordinated to a social impezawhereby stability and privilege
should be upheld. Therefore, institutions constudifferently in a limited access order,

compared to an open access order (North et al9,2005).

Zudin (2013b; 2013a) has developed the social ofdenework further as regards the
development of institutions and organisations inrated access order. The development
of a limited access order is understood as a nmgfymocess from a fragile to a basic and
mature state (North et al., 2009, p.21). Importantl a limited access order, any division
into ‘state’ and ‘private’ organisations is condital and non-distinct (Zudin, 2013b, p.16).
As the limited access order develops from fragléasic and mature, state organisations
become more specialised. The depth of specialisaimong the organisations of state
administration, the private economy and politicdicates the level of development in a
limited access order (Zudin, 2013b, p.17). Whely e fully autonomous of each other,
it is an open access order. But as long as imgdd, as in Russia, relations between the
ruling coalition (regime) and the state indicate tavel of social order development. In a
fragile limited access order, the ruling coalitgubstitutes for the state. In a mature limited
access order, the ruling coalition represents thee Zudin, 2013b, p.17). During the
change from a fragile to a mature order, instingiobecome more important for
interrelations within the elite. Intra-elite relatis develop from constant and personal

interaction to interaction regulated by (increalkihdormal institutions. Institutions are
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increasingly enforced impersonally, regardlessrofilpge. Organisations, both proto-state
and proto-private, turn less and less personal dadend less directly on their

representatives (Zudin, 2013b, p.17). But as staganisations develop in tandem with
non-state organisations, institutional developnaepends on the development of power
relations within the ruling coalition — meaning thiae level of state development depends

on the regime. | return to this point later in tbiepter.

For the purpose of my analysis, | will look for dg&s in specialisation among
administrative, political and private economic ornigations. | will follow the balance
between formality and informality in the institutial frameworks surrounding companies,
and possible differentiation in these frameworksparticular, | will look for indications of
a stronger role for the state, decreasing infortynaii state—company relations in favour of

formality.

2.5 Resource rents and the Russian economy

Against this background, rents are a crucial parekations between the Russian state and
energy companies. They secure the existing sooilroSo to understand state—company
relations, | need a basic understanding of howrméd rent sharing came to be important

and how it operates in Russia.

The socialist system was characterised by soft éudgnstraints and cross-subsidisation
between sectors (Cooper, 2013, p.56). Cheap emneagya considerable source of cross-

subsidies, waste and inefficientyn addition to the general inefficiency of the mied

° Production costs were generally inflated by waste inefficiencies. Actual production costs in Swviet
system can only be estimated (Gustafson, 1989; @&8dy and Ickes, 2005, p.560; 580). Energy iritgns
is a very rough, but useful indication of waste arefficiency. For example, electricity intensit{@utput in
the CIS economies was in the mid-1990s estimatéa tmore than double that of North America, oréhre
times that of the EU average (EBRD, 1996, p.38).
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economy, the Soviet economy also developed seetodsplants that would not have
existed, persisted, or expanded, in absence opotreergy. When the Soviet Union began
exporting oil and gas to Europe and internationatkets in the late 1960s, the resulting
rents were used to alleviate the effects of, arghied production in, inefficient sectors of
the economy (Gaddy and Ickes, 2010b, p.293). Theeggnsubsidy and other types of
energy rent reinforced and magnified the structspcificities of the Soviet economy.
These system-altering effects of energy rents &elilithe economy to cheap energy
(Gaddy and Ickes, 2010b, p.293). Interruption dhdrawal of rents would incur political

costs that could disrupt the entire system.

Gaddy and Ickes argue that rent addiction is

an imperative to allocate rents to maintain andaexlpspecific production
sectors of the economy, notably those that theiRugzonomy inherited
from its Soviet predecessor. (Gaddy and Ickes, BOA293)

By the 1990s, this imperative was significant fousRa’s limited access order. Rent
extraction and distribution secured stability ie tluling coalition and was integral to the
management of violence. Importantly for my discossithe energy subsidy that in the
Soviet period had been transferred by the centi® frean the early 1990s dispensed by
(some of) the energy companies under study hepecedly Gazprom and RAO UES. The
rents generated by oil and gas sales to interredtroarkets became ever more important to
the Russian economy as a whole, as production heratectors collapsed. Rent was
channelled through taxation, especially of thesattor, but also, significantly, through

informal channels. The importance of informal chelarincreased as they facilitated the
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division of rents from barter goods and illegal estp Across the economy, the income
from oil and gas exports generated and supporteffidgient production. This continued

because the anticipated costs of withdrawal, litelpsses and discontinued social benefit
provision on a mass scale leading to popular uraedt elite upheaval, and a possible
renegotiation of the ruling coalition, were seeruaacceptable by the elite. The companies

studied here were integral to the social order.

Following Gaddy and Ickes, rents in the case ofnd gas in Russia are here defined as
surplus obtained from oil and gas production, tekaeconomic profit (Gaddy and Ickes,

2005, p.560-561). Rent then equals

revenues minus economic, or opportunity, costdydicg depreciation of
fixed assets and a “normal” return of capital). ¢@a and Ickes, 2005,
p.560)

Calculating rent according to this definition isygalicated. As noted above, nominal costs
are inflated in Russia by excess extraction cost iaformal taxes like bribes, while

revenues are deflated by price subsidies. Excests,daformal taxes and price subsidies
have to be included with formal taxes and forma&trafax profits when calculating the

surplus from oil and gas extraction (Gaddy and 3¢k905, p.561). The surplus, that is,
the rent, accordingly comes in many forms: excexstsc informal tax, price subsidies,
formal tax, and formal profit. Excess extractionstso are claimed by producers,
subcontractors and suppliers, but also by indiVicduaployees on inflated staff rosters.
Insofar as staff numbers are inflated by the dispgan of (mandatory) favours to top elite

recipients, inflated staff rosters are the resoltsbribes and other types of informal
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taxation. General price subsidies relieve consurardsindustrial sectors of part of their
energy spending in the short term, while engendenefficiencies in the longer term
(Luong and Weinthal, 2010, p.39-40). Informal tages often couched in the language of
voluntary contributions, but are no less mandatoryenergy companies than formal taxes.
They are essential for continued operation. Brilieffated corporate spending on social
services and healthcare, politically recommendegbarate social responsibility (CSR)
spending (Guriev and Tsyvinskii, 2011), culture asubrts and philanthropy can all
function as informal taxes. CSR programmes, gersehealthcare provisions and spending
on sports relieve the state and regional budgetthefburden of public services, or
contribute towards achieving developmental goavgehe government. In this sense, the
companies studied here can be seen as being ameabsy fringes of the Russian state
(Flinders, 2006, p.229). A state with a limited esx order by definition has messy fringes.
Finally, after-tax profits are generally distribdtamong owners (shareholders), which in

the cases studied here include the Russian sthtihese types of rent are relevant here.

The effects of the rent flow were not just econaniibe rent flow shaped the political
landscape. The 1998 crisis further increased thesiBn state budget’'s dependence on oil
and gas rents. In 1996, energy represented 44 mieoéeRussia’s non-CIS trade and
minerals, iron and steel another 21 percent, byevad US$ (Freinkman et al., 2004, p.64).
In 2000, the corresponding numbers were 54.6 and d€rcent, respectively (Freinkman
et al., 2004, p.64). The increasing oil price fra899-2000 (Graph 2.1) exacerbated this
tendency (Graph 2.2). Revenue from oil and gas xgollowed the oil price, while the

value of other exports increased at a much lowterirathe period and fluctuated less.
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This form of rent distribution is not isolated ta$sia, but was a feature of the Soviet
system. In the Soviet period, the abundant flowhadap energy was mostly directed from
Russia to the other republics. Inherited energyeddpnce (Table 1.2) and rent claimants
across the post-Soviet region contributed to a denfier Russia’s presence in the energy
sectors of other states, because close relatidhsRaissia could mitigate the economic and
political effects of energy independence. Russiampanies were central components of
this Russian presence, and the rents from theit-Pm&et operations were in turn

channelled into their rent streams.

2.6 The shape of elite interaction across the politics-economy divide

In the Introduction, it was noted how a reductidstate—company relations in the Russian
energy sector to that of a frame of politics ve #tonomy closes potential avenues of
investigation of Russian foreign policy. | will notriefly reiterate that point but with
regard to the Russian state at home. In the 200@8)’s policy of strengthening the state
seemed to imply a break with the 1990s and a shifower from business leaders to the
state. After all, the links between the state dnedprivate sector, and companies in general,
were no longer so blurred. When approached as sittenl state—business relationship, it
was conceptualised as a replacement of ‘state @iy ‘business capture’ (Yakovlev,
2006; Sakwa, 2008, p.189). This did not take irtcoant the extent to which compafy
managers acquiesced, even if without enthusiasrthemew balance between state and
business actors. Stable and predictable policies agvantageous also to them. ‘Business
capture’ and ‘state(-led) capitalism’ emphasisee@irthcollective powerlessness and

underestimated their individual participation ire thew configuration. As argued by Neil

191 prefer the term ‘company’ because Soviet entsegr and initially post-Soviet companies, werefinats
with full control of their business functions asamarket economy. Post-Soviet companies needed
considerable time to reorganise into self-contaimasinesses (Adachi, 2010, p.4).
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Robinson, such terms can easily inflate the brestivden the 1990s and 2000s so often
emphasised by Putin (Robinson, 2011, p.438). Tka itlat a neat delineation could be
made between ‘the state’ and ‘business’ was notoadgguide to the markedly
differentiated, personal exchanges that still tgolce among top politicians and
businessmen. In this respect, while the 1990s had®000s displayed different personal
exchanges among top politicians and businessmen, wkere just as significant in both
decades. At the top, there was still no arm’s-lengmpersonal relationship between
political leaders and top company leaders. Reiitdlstved according to the demands of
stability and patronage, requiring individual apmies to companies’ property rights in
return. | therefore prefer to see actors here mmngeother than simply ‘state’ and

‘business’.

In the rich literature on intra-elite interactiom Russia, the integration of politics and the
economy is a key point of departure. There is awmrable continuity here with the
literature on late Soviet policymaking and cliers@ in the Soviet system (Hough and
Fainsod, 1979; Almond and Roselle, 1990; Willertd892). Also for the post-Soviet
period, there exist several studies of recipro&étions and shared interests among
company managers and politicians, to the extenteofering the two sides to the
relationship indistinguishable. To some, the 19%3sv a broad and informal elite
consensus, an ‘oligarchic corporatism’ aiming taximase rents among elites (Peregudov
et al.,, 1999, p.290). Others emphasised the steteiyents of exchange across various
elite levels (Frye, 2002). At lower levels, fragrtegion and loose networks were likely
just as prevalent as stable exchange relationsnfbalch, 1999; 2001), but the top elite
level seemed more integrated. This could be seemwasal dependence, or ‘oligarchic
capitalism’ (Rutland, 2001, p.14-26). To otherg fhsion of state and economy reached a
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level where the central state apparatus consistedaos (Wedel, 2001, p.17). In an
extreme interpretation, Russia under ‘clan cagitaliwas seen as ruled by hierarchical
clans that could be separated into ‘top clans’ @@y at top level), sectoral clans,
regional clans and criminal clans (Kosals, 2007,7p. The term ‘clan’ in particular
suggested a degree of coherence, and a pyramigdthiketure, within elite groups that did
not correspond to actually quite fluid and variaipleeractions between state and company

representatives (Ledeneva, 2013, p.34-35).

These are strong synchronous interpretations té @lteractions in Russia, with much
insight into patronage networks. They are, howelsss useful as guides to change over
time and the overall workings of the state. Thigwdvack obtains even in the strongest of
the recent network-based analyses (Ledeneva, 2P083). Nevertheless, they offer
valuable insight into the informal institutions tistructure state—company relations. Here,
interactions are expected to be less coherent, fhode and above all, variable from case
to case and over time. | expect to find a looseesysof multiple actors bound more by
convention than by strict hierarchy, even as thhen&b hierarchy also guides interactions,

especially those between the president, his adimatien, and other parts of the top elite.

2.7 Energy companies as concessions

As discussed earlier in the chapter, the convestidriscretionary elite interaction uphold
informal rent sharing and thereby maintain politistability, but they also inhibit the
development of robust, formalised institutions tate—company interaction. This is part of
the limited access order. As regards Russia, Gdtalster's concept of ‘concessions
capitalism’ (Easter, 2008; 2012) offers a succantlysis of how economic development

is impeded. Concessions exist in the most lucratne strategically significant parts of the
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Russian economy, which can be seen as an ‘upstaitee ‘downstairs’ of the politically

insignificant small and medium sized enterprisethenprivate sector (Easter, 2012, p.169).

Energy resources and monopolies are instances @f sancessions. Former Soviet
ministries and large enterprises in the energy repheere retained largely intact, or
partially retained and reconstituted through aesemf presidential decrees in 1992.
Nuclear energy was not subjected to privatisatiorduly 1992, the oil, gas and electricity
sectors were explicitly exempted from privatisatiom November, the gas and electricity
sectors were reorganised into shareholding compatoatrolled by the state. Structural
reform in these two sectors was delayed repeatedhye 1990s. The Soviet oil sector had
disintegrated in the Gorbachev period and been estdsy to considerable
commercialisation by insiders (Gustafson, 2012, 8h. Another November decree
legalised the process and allowed privatisation oih production, processing and
distribution (Decree No 1403, 1992). The same dearempted oil and oil product

pipeline transport from restructuring and privatisa

Legislation for the energy sectors was formed wider process that established a division
between state and private ownership. The large ejastricity, nuclear and oil transport
monopolies remained nominally in state hands, lith wonsiderable scope for a de facto
erosion of state participation. While most energynpanies belonged to the state in a
formal sense, not all were managed directly by shee. Some were farmed out to
privileged members of the elite, or at the veryste#o supporters of the ruling coalition.
Regulation of these companies was subject to teeration of high-level state actors

(Easter, 2012, p.169). The institutions that stmexl state—company interaction
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subsequently changed, but the companies remainedaruentally supportive of the

regime.

When concessions were handed out under Yeltsig,weee not fully protected as private
property. Boundaries remained blurred. With unedtdnd unclear ownership and control
in energy companies, their managers had good resovest in relational capital and
share the rents (Gaddy and Ickes, 2005, p.571keRping the rent flowing through their
companies while the future organisation of enteetsrs was unknown, managers and
owners made themselves and their companies indiapnin the Russian social order.
This meant that managers, state actors and widéoss of the elite and population had
stakes in maintaining the status quo with regar@wmership and monopolies. Energy
became, and remained, a truly political businedss Tecalls the way in which big
economic organisations in a limited access order ‘aecessarily also political ones’
(North et al., 2009, p.268-269). Moreover, relasidretween state and companies, whether
state- or privately owned, were structured by petge ties that bound members of the
elite to each other across any nominal divisiornisveen the state and the private (Fish,
2005, p.166-167; Zudin, 2013b, p.19). As | will shdhis lack of differentiation between
state and private interests occurred also in coreparominally controlled and owned by
the state. Formal ownership diverged from de facotrol. However, while managers’
actual control of companies moved them beyond ¢endl institutional framework and
made it appear irrelevant, their control was setimg informal rent sharing in return for

political support.

Privileged access to concessions still dependegersonal relations within the ruling

coalition, and was not guaranteed as impersonallg property rights. The strengthening
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of the state under Putin meant that concessionsageas were called back into state
service (Easter, 2012, p.170). By state serviberé mean revenue — not just formal taxes
that benefit society as a whole, but also the familquasi-fiscal activities (Luong and
Weinthal, 2010, p.134) or informal rents (Gaddy #&eices, 2005, p.565-567) that include
broad, selective rent sharing through price subsjdinformal taxes like bribes and
selected charity, and excess costs in staffingspart and infrastructure. All these were
maintained and some expanded in the 2000s, butvileey also tied more closely to the

ruling coalition.

This has profound implications for state—comparigti@ns in the energy sphere. For the
purposes of this study, the starting point for finiteon of the state is that the state and the
companies are not fully autonomous. | have rejeatea priori separation of politics and
economics, and now | pursue this thread logicallpee the Russian state as possessing
limited autonomy from society, yet remaining a ssuof power for a regime. In the

process, | consider also the question of whichrumsénts the state offers the regime.

2.8 Towards a definition of the state

Comparative political scientists have drawn attentio the weakness of both the Russian
state and Russian society (Roberts and Sherlo®9;13perling, 2000, quoted in Easter,
2012, p.12 fn. 18; Easter, 2002). Russia has bsem &s an ‘incapable’ state that ‘operated
in an institutional void’ (Easter, 2012, p.12). &psnected and disorganised state and
societal actors, including business, therefore beltk on the well-known practice of
patron-client relationships (Easter, 2012, p.12kortomists have often seen the
combination of weak society and strong state ggedatory state’ (Hedlund, 1999, p.324-

329), a ‘grabbing hand’ (Frye and Shleifer, 19%#),in the absence of unity within elites,
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even ‘competing kleptocracies’ (Hedlund, 1999, p)32While a ‘weak state/strong
business’ view and the ‘strong state/weak businei&st both distinguish between state
and business actors, the ‘weak state/weak sociggy emphasises instead the integration

of politics and the economy to the detriment of@legment in both state and society.

In the energy sector, the weak state, weak socwtyination has been seen to produce a
‘rentier oligarchy’, which enriches itself at th&pense of everyone else (Luong, 2000,
p.38-40). In the 1990s, enrichment led less toyunithe elite than to fragmentation. The
state fragmented into constituent sectors and megiwith energy remaining closely linked
to central state organisations. The fruits of dnment, the rents, were not, however, all
siphoned off, but distributed through informal resiaring. Selected sections of society
received ‘trickle-down income’ from the ‘oil-depesr@t economy’ (Ledeneva, 2013,
p.278). This is possible where patronage netwatketsire interactions between the elite
and the general population. In return, elites coalg on ‘political machines’ (Hale, 2010,

p.35-37) that delivered votes and stabilised thaewpopulation.

The weak state/weak society pattern of post-seomls accordingly a specific one. State
and society are linked through informal instituspmpatronage networks, which extract
rents from some companies, in various ways, antilalite rents to various claimants in
the elite and wider population. When we look at fRessian state in terms of the
institutional context it provides for actors (HaydalLister, 2006, p.10-11), my argument is
that the constraints of patronage networks arerlinked with and embedded in the
formally articulated institutional context of theate. This means that the state cannot act
autonomously of the elite, but remains in an ambivarelation to it. Patronage and the

resources of the state, and ultimately regime kgbiepend on the extraction of rents.
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There is an imperative for state actors to prdieetprivileged extraction of rents, and this

is why there are opaque constraints on those wkmnrenetworks to govern (p. 38).

But the state is not only institutional contextat8s are also defined by their power, which
is exercised by state organisations according tostitutional framework. And here | rely
on a statist position. | see state power as congistf despotic and infrastructural power.
Despotic power refers to the range of actionsghtate organisations can undertake without
routine negotiation with society, in effect, polmgking (Mann, 2012 (1993), p.59). This,
in turn, reflects the extent to which state orgatos are enabled, through the institutional
framework, to realise state autonomy. Infrastruadtpower is the institutional capacity of a
state to ‘penetrate its territories and logisticalmplement decisions’, in effect,
implementation (Mann, 2012 (1993), p.59). Basedviamn, | see the Russian state in the
1990s as lower in both despotic and infrastructpoaver than in the Soviet period. In the

2000s, both despotic and infrastructural poweraased.

When Putin came to power, he subordinated the feagma public sector and its

constituent political machines to himself and hipmorting coalition (Gaddy and Ickes,

2005, p.571; Hale, 2010, p.35-37). Regional goves;nibe major challengers of the central
state in the 1990s, were weakened as state orgjansaand economic sectors were
modernised (Wengle, 2012, p.449-450). This streertd the infrastructural capacity and
despotic powers of the state. However, Putin theroised state autonomy in a partisan
way, turning the state’s increased policymaking @@amo the advantage of the ruling
coalition. This was particularly visible in his setive approach to enforcement in the
energy sector. The potential to develop a measustate autonomyis-a-visthe ruling

coalition and enforce general rules in an impersovey was not realised. There was
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therefore less need for state organisations togengaroutine negotiations with the elite
when shaping policy. With greater despotic powlee, uling coalition, the regime, could
rule through the state. But the result for theesteds that it was now a hostage to the ruling
coalition. This is the paradox of a limited accesder: the state can enforce contracts
among companies as an impersonal third party wpevdeges are unaffected. When it
comes to relations within the top elite, includiogncessions, enforcement is based on
privilege and carried out by the ruling coalitidhe regime (North et al., 2009, p.18-20).

Where the regime is concerned, the state is partial

But the subordination of fragmented political ma&s to one regime also strengthened the
infrastructural power of the state. State actorw gained easier access to resources that
were previously subject to negotiation with headissectors, regions, and companies.
Increased despotic power led to an increase iragstrinctural power. Where the state’s
reach ended, it could compel energy companiesrtd $ervices and thereby substitute for
state organisations. The state could penetraterntidory and energy sectors to a greater
extent and more effectively. Institutional framek®mwere now upheld and implemented

to a greater extent.

2.9 States and regimes

This means that while a wide variety of contemppsdates may appear to offer somewhat
similar institutional frameworks for state—compantgeraction, the informal conventions of

a limited access order reflect a different logionfr that of an open access order. The
institutional framework constrains according to swcial order’'s logic. This has been

noted by scholars with a comparative politics pecpe on contemporary Russia, who

have aimed to define the Russian regime. The Ruggihtical system has been seen as a
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hybrid regime (Diamond, 2002) and a competitivehatitarian regime (Levitsky and
Way, 2002; 2010), one of a large group of regimeth wilemocratic and autocratic
elements. In such regimes, political leaders camstate access to economic resources into
advantages or control in the political sphere efaample, through an ‘ability to selectively
direct vast resources of material wealth and powetside the formal institutional

channels’ (Hale, 2005, p.138).

In turn, this ‘discretionary economic power’ undames formal democratic procedures,
like elections (Levitsky and Way, 2010, p.66-674),'skewing the playing field’ (Levitsky
and Way, 2012, p.30). This suggests the likelihobthcumbents employing state power
(Levitsky and Way, 2010, p.56-61) for their own adtage, that is, the stabilisation and
perpetuation of their position and, thereby, of ploétical regime. These authors implicitly
see authoritarian state institutions and orgamieatias different from democratic ones. |
prefer to see this difference as a difference afiadoorder. The immediate access of
political leaders to economic resources in a litchitgccess order, and the role that
privileges and personal connections play in praxgdboth political and economic power,
are the keys to understanding why institutions transdifferently. If the net is cast wider,
to compare not politics but political economiessipossible to compare authoritarian and
democratic institutions. The difference betweenntheomes through less in terms of
design differences, but more in terms of implemgota The institutional framework
around Russian energy companies may resemble tdiase peers in many other states,
including democratic and autocratic regimes. BuRirssia (and other states), institutions
like property rights are implemented differentlyy & social order context in which

privileges define the scope for exercising a rijat exists on paper.
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From the literature on political outcomes, | takeag a distinction between state and the
regime, understood here as a more or less cohesiNective of the incumbent and
coalition in control of the state. The regime igyon possession (albeit perhaps not fully)
of the state. It is not equal to the state. Theémegemploys the state apparatus for its own
ends (Gaddy and Ickes, 2005, p.571 esp. fn. 526w&a2010, p.194), and the selective
rent distribution may certainly resemble a ‘kleptmy’ (Dawisha, 2011). But this is only
one side of the social order. This is also the ngement that upholds stability and
manages violence. The stability may be temporad; dnmve the economy to stagnation,
but the alternative, short of a painfully negotthtehange of regime, remains more

widespread and uncontrollable violence.

2.10 State capacity and authoritarian durability

All the same, the regime does prey on the states pgdint is raised by Lucan Way, who
counts state power as one of the sources of atdhan capacity (Way, 2005, p.235). He
sees authoritarian state power as fundamentaligrdiit from the powers of a democratic
state, while | rely instead on the concept of doarder. How can | then approach the
relationship between states and regimes? Dan Shatdr Sofia Fenner argue, in a
discussion of authoritarian durability, that ‘stgpewer is the strongest institutional
foundation for authoritarian regimes’ staying pow&tater and Fenner, 2011, p.16). They
see state infrastructural power, as defined abaseyery helpful to autocrats. Regime
actors can deploy state infrastructural power tghoa set of infrastructural mechanisms,
in order to enhance authoritarian durability (Slasmd Fenner, 2011, p.19). The
infrastructure is the state’s, but the regime dgpibto its own ends and, over time, shapes
it. Slater and Fenner outline four mechanisms ascpéarly helpful for autocrats (Slater
and Fenner, 2011, p.20). First, the state possessesrcive infrastructure with coercive
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capacity, which autocrats can use to coerce riv@econd, mechanisms of resource
extraction can be used to maintain the power adgenover society (Slater and Fenner,
2011, p.21). | here see these mechanisms as wobdtig through formal taxation and
informal rent management. Third, the mechanisms tegister the population can be
employed to monitor the population and target sesgion, accommodation and
negotiation with groups (Slater and Fenner, 20121422). And fourth, state infrastructure
is used to cultivate dependence in the elite amtmpopulation, giving them a stake in the
status quo. Regimes can use dependence (on jasp@s, services and possibilities for a
better life) to enhance stability (Slater and Feng@11, p.22-23). The better the command
of state organisations over state infrastructuresource extraction, monitoring,
accommodation and negotiation, and the more itvaués dependence, the more state

capacity increases.

So autocrats and their supporting coalition shéyesd mechanisms, and the institutional
frameworks that enable state organisations to ethaeh, to their needs. Regimes will
strengthen the state, and weaken it, accordingpgcirhperative to remain in power by

managing violence and distributing access to rents.

For state—company relations, this means that compaiffer not just in their relationships
to the state, structured by ownership, state lgaga(ministry), or private ownership, but
also according to their relationship to the regiriiéey all have a place in the rent
distribution system that supports the ruling caatit Their institutional contexts are also
shaped by their rent-sharing responsibilities amdlpges. Or, put differently, it matters to
companieswvho is in control of the Russian state. Their contthexistence, as they are

today, depends on their relations with the regiarg] they are not guaranteed survival
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beyond the duration of the current coalition. Se thutual dependence between top
members of the ruling coalition in charge of thetestand company managers aligned with
the coalition, is an asymmetric one. Company mansakygow that a war of all against all
is a likely alternative to the status quo. Even mh®e regime relegates them to the status
of junior partners, they still prefer the statudiakovlev, 2014, p.16). A reduction in
rent aggravates tension within the elite (Yakov2®]4, p.14), but company managers are
loath to embark on a risky renegotiation of thengilcoalition. The asymmetric power
relations within the ruling coalition, a resulttbie regime’s use of state power as a source
of strength, are therefore powerful supports fa& $hatus quo. The lack of restructuring
and renewal in Russia after 2004 (Aleksashenko4R@hd the unanimous support of top
company managers for Putin’s policy towards Ukraanel the annexation of Crimea in
2014 underline how much they all depend on stgbilihis support remained in place as
oil prices were halved and the costs of econométfareign policies under Putin became

apparent.

But state capacity and regime stability ultimatalyo depend on the company managers.
This is not just because they manage and chanaeeétit streams to the ruling coalition. It
Is also because they represent state infrastrigtaveer in two of the three other meanings
outlined here. Due to the Soviet legacy infrastitest they extend into the post-Soviet
region. They can be employed to coerce rivals atehor exert pressure on governments of
other states through the cultivation of dependemteheir services. In this sense, | see
them as tools of the state. To very different degrehey are at the regime’s disposal.
Sometimes, this is negotiated access, at othestimnes direct. Their institutional contexts

are also affected by this dimension of their intdoan with the state.
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2.11 The theoretical framework, summed up

This thesis starts from the premise that institdistructure the environment for actors. In
a limited access order, however, institutions aamstdifferently than in an open access
order. There is an imperative to uphold privilegasjuding the privileged extraction and
sharing of rent, and thereby maintain stabilitytive ruling coalition. This leads to a
dominance of informality and personal relationsrdeemality and impersonal relations, in
central parts of the institutional framework, litee rent management system and property
rights protection. But informal institutions, infaal rent sharing and weakly protected
property rights inhibit the development of statgamty and of financially healthy
companies. However, such a set of linkages enablkesruling coalition to dispense
patronage and, thereby, maintains authoritariaatdliy. In contrast, formal institutions,
formal and widely dispersed rent sharing througtatian, and strongly protected and
enforced property rights enable the developmenstate capacity and of financially
healthy companies. The ruling coalition cannotl@dther hand dispense patronage easily

and readily, and authoritarian durability is therefweakened.

In Russia, a resource rich state, the rent managiesystem is a central institution that
structures state—business relations and upholdssdle&al order. Privileged access to
property, and protection for property control, depeon property owners’ or
concessionaires’ (in case of control over stateemlvoompanies) maintaining personal
relations with the ruling coalition, and sharingnte with it, formally and informally. To
the extent that the ruling coalition compels compkaaders to rely on personal relations
and informal rent sharing with state actors to gebmanagers’ control or ownership over
companies, the ruling coalition also rely on thensacompany leaders to enhance
authoritarian durability.
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The ruling coalition, here called the regime, ischrarge of the state and its institutional
development. In turn, the regime also preys orsthte by using the institutional context it
provides and its power mechanisms, for enrichmedtta remain in power. To enhance
authoritarian durability, the regime uses the &aimfrastructure for coercion, resource
extraction, registration and monitoring of the plagion, and to cultivate dependence on
the state and the regime. When access to profenty, companies, also includes access to
state infrastructure, companies can be used as twfothe state. However, because a
regime in a limited access order uses the statent@in in power, the same compan(ies)

can also be used as tools of the regime.

The relationship between the state, the regimethedcompany can extend beyond the
state’s borders. In the case of Russia and theSmaet region this is first and foremost
due to the continued existence of contiguous itrinature for energy supply and transport.
Other post-Soviet states were to a considerablenextependent on this infrastructure,
controlled directly or indirectly by Russian ene@ympanies, to access energy, but also to
access markets for energy resources under theircowtnol. Inherited energy dependence
on Russia turned Russian companies into potertdials tof the Russian state also in
relation to the post-Soviet region. To the extdmttthe Russian state controlled or
influenced energy companies’ access to businesdtadioperations) in the post-Soviet
region, the relationship between Russian energypenmes and the Russian state extended
into the post-Soviet region. In this way, the Rassstate, and the regime in possession of
it, could extract resources, coerce and cultivapeddence on the Russian state in the

post-Soviet region by using energy companies asgnorpolicy tools.
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2.12 Operationalisation

To apply this conceptual framework to the casesely on the three main research
guestions that introduced this chapter: (1) How rdildtions between energy companies
and the Russian state change in the period unaggy?{(2) How did these relations change
as regards company activity in the post-Sovietestatand (3) as regards Russian foreign

policy towards the post-Soviet states?

To answer these questions, | rely on the follonopgrational tasks and questions. First, |
look for changes in the structure of interactiohe3e include formal changes to formal
institutions, but, as discussed, this is only @drthe institutional context the state offers
companies. The structure of interaction is affectsd actors’ use of access and
participation insofar as actors adapt instituticars] their own aims and strategies within
the institutional framework. They may grant eadheot or withhold, access to institutions
and policymaking, and they may participate, orpenticipate, in institutional development
and policymaking. By seeing this as a process dluaiiadaptation, | here mean that the
actors adapt to each other. This part of theirramtgon is to some extent available for

investigation.

Where access, participation and mutual adaptaté&e place, | investigate the balance
between formality and informality in the institutial framework, especially as regards rule
enforcement. Are there any observable linkages dmtwdirect management, informally
extracted and distributed rents and informal bargai for political support on the one
hand, and indirect management, formal rents anddbbargaining over political support
on the other? Are property rights and monopolieakiyeor strongly protected, or defined

more or less clearly?
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Above all, changes in the balance between formality informality would be expected to
affect the composition of rents. Are there any ¢gjeanto that composition, in transparency
surrounding rent extraction and management, oreasing institutionalisation of rent
extraction and distribution? Considering the depeicd on cheap Russian energy in the
Soviet period, | am also interested to see whetbmetr extraction and distribution extend

into the post-Soviet region.

Second, | need to relate changes in the structustate—company interaction to Russia’s
evolving social order. A limited access order evavfrom a rather basic to a more mature
state would be expected to display increasing afisation and institutionalisation among
organisations, and a growing emphasis on rightsar@upheld impersonally as opposed
to privileges that are upheld individually. Thetstavould be expected to grow stronger as
the ruling coalition changed from being the statbeing a representative of the state. So |
start by asking whether the importance of privieghanges over time. Are there any
indications of a greater degree of impersonallyos®dd rights in state—company
interaction? Are there any conflicts between formmgtitutional frameworks on the one
hand and concessions and privileges on the otlnett®el event of such conflicts, are they
resolved differently at different times? Is it pibds to observe differentiation between

state and private interests in rent extractiondisttibution?

On institutionalisation, | look for growing reguigr and indications of routine and

certainty, as opposed to personal contact and lggsancertainty, in state—company
interaction. Just as importantly, | ask whethemaigations grow increasingly specialised?
And lastly, does the role of the state, as distiranh the regime, grow stronger or weaker

with time?
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My third set of questions concerns power relatiovigtual adaptation among actors also
reflects asymmetric power relations within the mglicoalition, with top state actors
achieving greater autonomy and, in consequencetegralespotic power. | am here
interested in the asymmetric dependence of compami¢he regime, and changes to these

relationships.

The final set of questions for analysis concermesdbntent of interaction. When | see the
companies as state infrastructure and potentiaduiments, are there any differences over
time in how they are used by the regime? Are theaduo stabilise the regime? Do they
cultivate dependence on the state, and/or are ulsey as means of coercion? If they
cultivate dependence on Russia, is dependenceassadoercive mechanism? If they are
used as tools in the post-Soviet region, are tlseg ulirectly as constituents of a regime, or
is their use negotiated? Is it possible to make iafgrences on any possible relation
between the assumed direct state access to resoaftee 2000 and changes in foreign

policy?

And lastly, it has to be kept in mind that changeshe structure of interaction, the
evolving social order, power relations and the enohf interaction are not expected to
conform to any idea of progress. | do not expecy &near development towards
increasing formality, institutionalisation, spedation, more rights and less privilege, a
stronger state and a weaker regime, more indireetai companies as tools, etc. While
some of the questions that guide my analysis amuiated in such terms, changes can
occur in both directions. While Russia in 2012 wasy different from Russia in 1992,

change is not equal to progress in this thesis.
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2.13 This investigation as a qualitative inquiry

The subject matter of this thesis lends itselflgdsi qualitative methods, being complex,
detailed, and bounded in time and space (Ragif.efi@96, p.750). On this basis, an
inductive approach recommended itself. | found entrr theories and concepts
underdeveloped, and with insufficient explanatooywpr when approaching state—business
relations in Russia, and particularly when obseythe resonance of these relations across
the post-Soviet region. | developed an initial tfiedical position based on the literature on
Russian energy operations in the post-Soviet regidns was that overall relations
between the Russian state and Russian companitsit aesearch stage conceptualised as
different varieties of (vaguely corporatist) poliocgtworks, influenced policy formation for
the post-Soviet region. This position was lateliged, as summarised in 2.11. In contrast
with much of the contemporary literature, the stagrtpropositions were that Russian
energy companies aimed both to make profits andirtber Russian foreign policy, and

that companies were likely to differ in their batarbetween profits and politics.

| decided at an early stage of the research pracestudy cases of energy companies’
interaction with Russian state actors. The rateral choosing companies as case units
was based on the initial theoretical position, whsaggested comparing companies. In the
course of the investigation, | abandoned the idea olear balance obtaining between
politics and profits as of little value to our unstanding of both Russian domestic politics
and foreign policy, and to the analysis of the sa#tedid not survive my familiarisation
with the field and the contexts with which intewmees themselves saw themselves
involved. Instead, politics and profits were intgrted, and politics affected profits.
Moreover, when | approached the first interviewshwan aim of concentrating on state-
company relations under Vladimir Putin, the intemwees emphasised the importance of
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the history of state—company ties. This historyeaged further backwards than | had
anticipated, even as | was already rather famaiséin contemporary Russia. Historical and
contextual sensitivity (Silverman, 2005, p.84) deded a revision of the design to include

change and continuity over a longer period.

The observable difference between companies pedsastd warranted systematic analysis.
Identifying, applying and developing the most usefnalytical categories (Pope et al.,
2000, p.114) then became a major task in the relsganocess. The definition of cases
moved from ‘cases as companies that interact wi¢hstate’ to ‘cases as state—company
interaction’, and the starting point of the invgation was moved back in time from 1999

to 1992.

Systematic data analysis also yielded an emphiasim, the companies’ point of view, on
the centrality of relations with the top Russiaradership, both government and
presidency. The concept that first emerged asa fileding in the data was ‘monopoly’,
with a contrast in private ownership. There seetoduk a difference in relations with state
organisations between companies that held somesaoronopoly at home and those that
did not. For the companies that held monopoliesias important to retain it. In this way,
the iteration that takes place during a qualitatiesearch process (Spencer et al., 2003,
p.212) led the investigation towards an even greaitghasis on institutions. Relying on
historical institutionalism in a study of institatis in state—company interaction in their
own setting (Thelen and Steinmo, 1992, p.12-13abecthen a natural choice, also in

view of the case study design.

To sum up, the research process was problem-dandraimed at building a narrative. The

narrative was increasingly throughout the procedsrmed by theory. Data analysis
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yielded categories and concepts, and related tbezadh other. These early findings were
interpreted in light of theory. However, the eafiydings also informed a search for a
theoretical framework that could explain as muchpassible, as parsimoniously as
possible. | then went back to the data, and sedrfdrenore complete data, to develop the
narrative in each case according to the theorefremhework. Towards the end of the
research process, | interrogated and modified tmeeaptual framework until it informed

the analysis to such a degree that other explarmapaled in comparison (Bates et al.,

1998, p.17).

2.14 Afive-case study

As discussed in the Introduction, the choice oksdsr this study was based on the view
that it was important to include state—companyti@ha both within and without the oil
and gas industries, for comparison and contragh@fgeneral phenomenon (Silverman,
2005, p.127). While industry-specific, or fuel-siiie¢ explanations cannot account for all
the cases here, political and economic ones cagreTdre considerable interaction effects
between natural monopoligs (pipelines, grids, nuclear fuel) and a propensiy
(continued) state ownership and control. But byrapphing the cases as cases of state—
business interaction in institutional developmentis possible to establish whether the
informality and formality of rents and institutigneelated to social order development,
matter for domestic and foreign policy by making tompanies more, or less, available as

instruments of the state.

Constant comparison (across cases, over time) wastla to validity in the study

(Silverman, 2005, p.213-214). Even as findings weoé expected to be applicable to

* A natural monopoly is capital intensive, has géaeconomy of scale, and a single seller can supply
optimal quantity of throughput at the lowest pokstotal (Omonbude, 2009, p.129; Ericson, 20126
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state—company relations in other countries, fiveesastudied longitudinally would make
the findings more readily transferable and geneable across different sectors in Russia,
particularly where interaction concerned foreignemions. In the course of the
investigation, the initial assumption of a balabetween politics and profits was refuted,
and this unexpected turn of events strengthenedatidity of this study (Silverman, 2005,
p.212-213). The emphasis on institutional and $ooi@er development, and the
development of the Russian state, which emergedienthe theoretical insights here

relevant to other sectors and states as well.

The breadth of cases resulted from a stratifiedpgmive sample strategy (initially ‘one
company for each energy sector’), but it led touaderstanding of how the companies
share certain central characteristics as legadigheoSoviet system and were therefore
more similar than initially expected. Essentiatlygy were comparable (Ragin et al., 1996,
p.752) also for the institutions that structureeitinelations with the state. Eventually, they
facilitated a more nuanced understanding of insbibal similarities, and unexpected

parallels emerged.

Case selection also opened for the possibility thatprivately owned Lukoil would be a
most different case in its relations with the staieis turned out as expected, thus enabling
a contrast to be made with the other cases. T¥esiigation also revealed interesting
similarities and nuances between Transneft, MinatB®O UES and Gazprom in their
relations with the state. While their relationsiwibhe state at home and their instrumental
use by the state abroad were largely similar, thretations still differed in certain
characteristic ways. Taking a comparative politeabnomy approach, it made sense to

return to the data and ask what it is about staignbss relations that makes companies
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more or less available as tools to the state. Jimsvs how a narrative with theory is more

powerful than one without (Bates et al., 1998, 6)23

2.15 Sources and data

This investigation relies on material in newspapstatistics from Russian official sources
and the companies themselves, annual reports dret otformation from companies,

official government documents and legislation,cdes in trade journals, transcripts from
WikiLeaks, reports issued by various internatiorehd non-Russian government
organisations, scholarly literature, as well aenviews with company representatives,
energy scholars and analysts (Appendix 2). Newspapd trade journal material, and
interviews, were the most significant primary sas;cfollowed by government documents
and legislation. However, the same sources alswiged considerable secondary source

material.

I made use of this wealth of sources mainly in tways. First to obtain factual information
about energy operations and foreign policy, ands&d¢o obtain an insight into mind-sets,
policies, priorities and subjective analyses abpatticular episodes and processes

(Richards, 1996, p.200). The interviews were paldidy valuable for this second purpose.

Interviews were semi-structured, guided by a flexiist of themes and possible questions
(Richards, 1996, p.202) targeting the intervieweeuestion. | used broad introductory
questions instead of confining the conversatiothéopre-defined list (Rapley, 2007, p.18).
On several occasions, valuable interview time was$ &s interviewees used their superior
position of power (Richards, 1996, p.201) and dddggelestions. With the targeted

questions, above all | tried to understand inteveies’ analyses of energy sector and

company relations with the state, and how theydiaohged over time. | specifically asked
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several interviewees about how they would divide gtate’s relations with one or several
energy sectors into periods, and possibly conneages and distinctive periods to wider
changes in the state and in the political econobgpending on interviewees’ role in
relation to a specific energy sector or compargsked them to place the company or the
sector in relation to the state, politically an@rmamically (over time), and their views on
the importance of being, for example, state owrmtiately held, or in control of a
monopoly. This was followed up with more specificegtions on topics like expectation of
support from the state, and state expectationsoofpany loyalty. An issue raised in
relation to foreign operations and specific pobgitor example transit avoidance, was the
extent to which interviewees saw this as natiomdicp or company strategy. | also asked
about the significance of top leaders and theimgeaSeveral interviewees were frank and
responded in depth to most of these issues, evesom& were inclined to use the
opportunity to talk about broad topics to dodge theestion. The general and
understandable exception was that company repedsess were not inclined to comment

much on company leaders.

To sum up, during interviews | sought to have wiewees walk me through their own,
personal analysis of state—company relations,abe-ssector relations where this was more
relevant. In addition to enriching the researchcpss with a wide variety of subjective
analyses, the interviews also gave me a much batigtrmore nuanced understanding of
mind-sets in the energy sector. A comment about d®ector, or a company, would have
related to the state at one point, compared to, lséxeral times pointed me towards issues
that | had previously approached as less relewaninderstood in a different context. In
this way, interviews played a formative role in ttesearch process, by helping me to
structure and connect arguments. As | also engagetermittent, informal discussions
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with knowledgeable insiders from the energy spherdlorway and Russia, | had a natural

testing ground for the concepts and inferencesstaoad by interviews.

Several interviewees preferred me not to cite fiatarviews, or not to refer directly to
issues raised during interviews. As some issuesbat up in more than one interview, it
would not be accurate, or fair on interviewees;ite one, but not another. This challenge
was solved by not citing interviewees in the téxs$tead, | used interviewees’ responses in
the search for more complete written sources, hi&e/spaper articles, that could be, and
were, cited. Appendix 2 has more detailed infororabout how | conducted interviews,

and a list of interviews.

All factual information deriving from sources, esjaly newspapers, other journalistic
material, and interviews, was treated with careed®mg and confirming information were
a priority. Sources were compared as far as passiliability was assessed for every
source, and | made it a priority to assess indafglournalists. Most sources were biased in
some way on state—company relations, and the kaasnet always easily teased out. Bias
in newspaper reports was to some extent underdtwodgh informed reading of trade

journals.

Sources were collected from the Internet wheneussiple, and this extended the range of
sources considerably. Care was taken to check @hipoand versions, and to retain
copies of web pages, on paper and/or hard disk Witkkd_eaks material appeared while |
was in the midst of assembling the data. This requseparate assessments of reliability
and bias as secondary source material. Discusaithsolleagues and (retired) diplomats
supported my assessments. The WikiLeaks materiaviged additional insights on

dimensions of other data.
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Much attention is paid to formal and informal itgtions in this thesis. Informal
institutions are necessarily more difficult to studThroughout the process of data
collection and analysis, | have tried to remaintaie indications of informal institutions,
informal enforcement and interaction occurring mifally alongside the formal
institutional framework. Such indications have igd further investigation and inquiry as

far as possible. Sources used in each of the easeliscussed in Appendix 2.
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3. ELECTRICITY: RAO UES/INTER RAO

This chapter discusses the Russian electricity moiyo(RAO UES 1992-2008) and its
subsidiary — and in some respects successor —R#&€r (1997-), along with the relations
of both to the Russian state. Throughout the clnaptall show how the Russian state and
RAO UES/Inter RAO participated in the developmeffitfareign policy and foreign
electricity operations and relate this to their emattion in overall institutional
development. The Soviet legacy, an integrated rt@gtsector, acted first as a channel for
sharing Russian rents through a subsidised powglsisystem, where electricity was
often not paid for. Changing state—company intevaairove institutional development at
home, and boosted state capacity. As state capsamitgased, RAO UES had better
opportunities to expand foreign operations andnitsr RAO subsidiary. Inter RAO could
in turn be used as a foreign policy tool. This ¢bkadike the ones that follow, is structured
roughly chronologically, following state—companylateons from 1992 to 2012. It is
subdivided according to the milestones of Russiatoty in the period (p.26). For each
period, domestic state—company interaction is dised first, followed by interaction

abroad.

3.1 The break-up of the Soviet Union and Soviet legacies

In the Soviet period, the power sector, excludingl@ar energy, was organised under the
Ministry of Electric Power. UES was the only dibtrior (Patel, 2013, p.45). A Russian
Fuel and Electricity Ministry was created in Febyud991, while Minatom remained
responsible for nuclear power generation. WherSibvet Ministry of Electric Power was
abolished in November 1991, the Russian ministrgk tats place, along with its

responsibilities for UES. As this happened, a mafar without industrial experience,

73



Vladimir Lopukhin, was appointed Fuel and Energynidiier (Gustafson, 2012, p.63-64).
As the state hierarchy weakened, established utistits failed to constrain actors lower
down in the hierarchy and momentum passed from Nheistry to a subordinate

committee appointed to manage UES. This committes lveaded by a former Soviet, now
Russian, deputy minister, Anatolii Dyakov, an exgeced insider in the power industry
who had started as an electrical fitter. He wad wasitioned to recognise the UES, the
grid, as the central infrastructural legacy of 8mviet Union. Reliable electricity supply
would enable the industry to retain the status aju maintain the institutional framework

of interaction with any government.

During 1992, UES re-emerged as a holding comparthree stages. In July, a presidential
decree established privatisation procedures (Dddce&21, 1992), though electricity was
made exempt from this process along with the régshe fuel and energy complex in
August (Decree No 922, 1992). Decree No 923 divitkedentire power production and
distribution system into shareholding companies92)9 In November, a final decree
established the holding company RAO UES, supposemhdlude the entire electricity
sector (Decree No 1334, 1992). At least 50 peroefAO UES was to remain in state
hands; the rest would be made available to prieateers, including electricity industry
employees, in stages during 1993-5. Dyakov becaad bf RAO UES in December and
soon after was made Board Chairman (Museum foHistory of the Northwest Power
Industry, 2014). An opportunity arose for him withe collapse of the old institutional
framework to maximise sector autonomy, but alsertsure as far as possible the survival,

stability and integrity of UES itself.
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3.2 Keeping afloat and muddling through

RAO UES did not consolidate as planned. The breakdof the central planning system
sparked a process of regional autonomy. By 1991, pinocess was well underway
(Engoian, 2006, p.3241). In the weeks between #wesds of July and August 1992,
several regional power companies fell partiallywolly into regional authority control; in
some places this was to reward loyal governorsg&eand Proskurnina, 2008, p.69-71).
While the government reformers had planned a cate@n from below, the need to
maintain a ruling coalition with regional supporasvan informal, but strong counterweight
to any deliberated policy. At the time, RAO UES tolled 72 percent of Russian
electricity production and 96 percent of the powmamnsmission network (RAO UES,
2005b; Patel, 2013, p.45). However, RAO UES helly omnority stakes in nine of the
regional subsidiaries, some of which were crumalhie general power supply (Tompson,

2004, p.5).

Thus the regions came to hold considerable powtrarolding company RAO UES. The
process of regional autonomy progressed apaceghoot the 1990s, contributing to the
fragmentation of the public sector and of RAO UE&ddy and Ickes, 2002, p.185-187).
Power companies and power industry service compai@k into creditors’ hands for

defaulting on real debts, or debts imagined bytoredocal managements (Berger and
Proskurnina, 2008, p.68-70; 74-79). Yeltsin congthtio hand out stakes in regional power
companies to governors who supported his rulinditcma The institutional framework

gave local directors more power than the RAO UgBSn@anagement, which depended on
the goodwill of subsidiary managements. Decengdlidecision-making permeated the
ownership structure. Thirty percent of the governtisevotes were exercised by the
regions (Decree No 1334, 1992). Dividends on dietd-shares were to be reinvested in
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RAO UES (Decree No 1334, 1992), creating a disiticerfor transparency. The initial

priority of privatisation without basic restructtng maintained regional autonomy and
impeded further reform (Gray, 1995, p.41-42), aste@ interests multiplied (Tompson,
2004, p.4-5). By late 1994, only 25 percent of RABS was in non-state hands (Gray,

1995, p.39); from 1996, the state steadily reduisestake (Table 3.3).

The power industry continued in a semi-reformetestahe government controlled tariffs:
they grew at only half the rate of industrial produprices and lagged behind fuel prices
(IEA, 2003, p.22; Tompson, 2004, p.7). The resuliswa negative spiral of under-
investment in power infrastructure, falling powaerpply reliability, and fixed capital
depletion. By the mid-1990s, non-payments and esregre the rule rather than the
exception in regional power companies, which redpldoreatened to declare themselves

bankrupt (Nevezhin, 1996).

By the mid-1990s, RAO UES had acquired a stabdisiole in the Russian economy,
while also easing much of the pressure to speetthelprocess of structural change. The
economy was plagued by debts and non-payments auket absence of real budget
constraints. The problem became acute after thergovent made it illegal to turn off
power supply to state-owned enterprises in Oct@B86 (Murtazaev, 1995). RAO UES'’s
subsidiaries became the largest creditors in thespective regional economies. The
regional electricity sector was plunged into dehdst of it owed to Gazprom and the coal
companies, which were therefore forced to sharg tbats with the electricity industry.
By the second half of 1996, electricity consumesed the industry 71 trillion rubles in
unpaid tariffs, while industry employees had 1.8lidn rubles in outstanding pay

(Ekonomika i zhizn', 1996). By that year’'s end,egptises in federal ownership owed the
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electricity sector 8.7 trillion rubles (NevezhinQ9b6), largely offset against regional tax
claims on the power companies. In comparison, RAES Uthe holding company, had a
turnover of 8.9 billion rubles that year (RAO UEI®97). Tariff collection rates fell below
85 percent, only 15-20 percent of which was paidash (RAO UES, 2005b, Berger and
Proskurnina, 2008). The rest was barter involvitigkiads of goods, and other forms of

nonmonetary payments, including promissory noteslfy and Ickes, 2002, p.25).

Barter trade and promissory exchanges created aypplartunities for enrichment through
a flourishing intermediary sector (Bekker, 1997 vBlehin, 1997), which channelled rents
to regional and federal elites. Dyakov himself Bsshed a company, RAO EEK (Edinaya
energeticheskaya korporatsiya), which did very \asllan intermediary in the promissory
note trade (lvanov, 1998; Rossiiskaya gazeta, 1B88ger and Proskurnina, 2008, p.67).
Unchecked by central state control, the holding mamy grew at the expense of its
subsidiaries, which in turn lost much of their v@lhe holding company made a profit
and paid dividends (RAO UES, 1997), while the regigpower companies had to look to

the state budget for investments (Babich, 1997).

At the same time, the semi-reformed electricitytesyswas useful to the state. By making
it possible for unprofitable enterprises to suryi®AO UES stabilised many regions.
Central state organisations, however, failed todoohaudits, let alone take an interest in
the development of RAO UES (Babich, 1997). Theestsatemed impotent and RAO UES
inaccessible. But people and factories continuedefsre, regardless of failing tariff
payments. RAO UES buoyed the economy by softenindgét constraints for non-
profitable companies. As long as power companigsdfdo pay for their own gas, RAO

UES provided another channel for rents from Gazpsawport to Europe. This reduced
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human suffering and preserved a modicum of politstability, but it also reduced the
pressure to accelerate structural reform. RAO UE8 ehannelled rents from barter trade.
Regional economies depended on the electricityidypband regional authorities depended
on the rent streams. RAO UES’s top management gooteer monopolies, especially
Gazprom, to keep reform off the agenda (Bekker,7199nlike Gazprom, RAO UES had
no access to foreign markets that could shieldnetely from the hazards of playing the
economic stabiliser role and distributing rentsotlygh subsidies to consumers. This

weakened the company considerably as a result.

3.3 The trade collapse

The Soviet Union’s power grids were not designedperate in isolation. Systematic
under- and overcapacity criss-crossed republicamdbaries (as reflected in Table 1.2)
(Anex, 2002, p.401). The trade in electricity ire thost-Soviet region fell significantly
after 1991. Between 1991 and 1997, Russia’s imgfogtectricity, all from the post-Soviet
region, decreased from 35 to 7 TWh, or by 80 par(@ECD/IEA, 2005, p.24). Russian
exports were halved between 1991 and 2000 (exfroms 1997 are found in Table 3.4)
(OECDI/IEA, 2005, p.24). The trade decline reflectestluced consumption. Overall
utilisation of installed power supply capacity iretpost-Soviet region fell from 61 percent

in 1990 to 50 percent in 1994 (Gray, 1995, p.21).

RAO UES continued to export power to the post-Sorggion. In the mind of the senior
management, it was a technical imperative (KomnmeyseD94). Debts accumulated and
the payment rates were low. Belarus, Kazakhstamaib and Georgia by 1998 owed
RAO UES 647 million US$ (Table 3.7). In volume, exrpto places outside the post-

Soviet region stood at only 10 percent of the vawsrported to post-Soviet states, though
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it generated 123 percent of the cash revenue (RAS,11999). Barter payment and non-
payments were the general rule inside the posteboegion (Table 3.6). Negotiating debt-
for-equity swaps to recover debts was complicgbedticularly with Kazakhstan (Stalker,

1995h).

Non-payments prompted RAO UES to cut off non-Rusgjads in the late 1990s. The
Ukrainian grid was cut off in 1999, and supply tedggia reduced (Kozyrev and Gavrish,
2001). Even Kazakhstan, whose northern regions wamgpletely integrated with Russia,
experienced reduced supply (Klasson, 2000; RAO WB80). In the post-Soviet region,
people traditionally expected a stable, abundadtaamcessible supply of power, almost for
free. By 1998, most people in the region had gedus frequent, hour-long power cuts,

breakdowns and electricity rationing.

3.4 Reform and financial crisis

Yeltsin’s second presidential period (1996—-99) again prioritised reform of the natural

monopolies. RAO UES, Gazprom, the railways and pgbst and telecommunications

systems were targeted. Reformers in the new gowentyried by Fuel and Energy Minister
Boris Nemtsov, drafted the decree, which was detadn RAO UES (Decree No 426,

1997; Gotova, 1997; Berger and Proskurnina, 2008-p4). Reform, it was said, would

attract investment. By 2003, the reform would hereated a wholesale electricity market,
a spot market, a market operator and a stable atgulenvironment, several competing,
fuel-based generating companies and one state-ovinyddopower-based generating
company (Kurronen, 2006; Skyner, 2010; Solanko,120Payment discipline would be

enforced, cross-subsidies abolished, the tariffesygestructured (Decree No 426, 1997).

The tasks were monumental. RAO UES is the largestrecity monopoly that has been
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unbundled anywhere, though the reform was modetledsimilar reforms in Brazil,

Mexico and South Africa.

Dyakov was vehemently opposed to reform, but hefaied to understand the changing
political context of Yeltsin’'s second presidentpdriod (Nevezhin, 1996; Bekker, 1997,
Gotova, 1997; Berger and Proskurnina, 2008, p.38-2% the new government
reinterpreted and enforced RAO UES guidelines, Dyakas told in early 1997 that his
positions as top manager and Board Chairman wea@npatible (Bekker, 1997). Boris
Brevnov, a young manager and former colleague oftlSev’s, was hired in from outside
the electricity sector, and appointed in March 199@ was unprepared for the job of
heading RAO UES, let alone reforming it (Berger &vdskurnina, 2008, p.29-35). He
began by ordering a comprehensive audit of RAO UE&pve boycotted by the managers
(Wengle, 2012, p.447). This made it difficult toopeed with the reform. When Anatolii
Chubais was given Brevnov’s job in April 1998, pigdecessor had already fallen out of
favour with his erstwhile patrons. Dyakov, on hides had marginalised himself with his
resistance to reform and handling of Brevnov, whiclcluded an exchange of
compromising material between them (lvanov, 19€8jubais could therefore embark on

the reform with a clean slate.

Chubais had experience. He was deputy prime minfsten 1992 to 1996 and one of

Russia’s leading privatisation and reform advocateshad co-authored the 1990 market
reform programme, headed the State Property Coeen(t991-1994), the Presidential
Administration (1996—-1997), served as Minister ofdfce in 1997 and headed Yeltsin’s

electoral campaign in 1996. When he came to RAO WE$998 to reform it, it was

80



apparently at his own request; it was, in his apina key sector (Berger and Proskurnina,

2008, p.17-18; 23-24).

By August 1998, when Russia defaulted on its dehtsthe financial crisis unfolded, the
ground was well prepared for reform. Chubais asddéam had compiled a reform manual
(Berger and Proskurnina, 2008, p.36-39), and theyewdetermined to see it pushed
through. A presidential decree and a compromisk Geazprom enabled them to launch a
campaign against non-payers, in which regional @mgs could, and did, turn off

electricity to non-paying power users (Decree N®,88998). Collection rates and the
share of barter improved slightly in the last manbih 1998, reducing informal rent streams
somewhat (RAO UES, 1999). Throughout the entir@aoigation, old industry hands were

being replaced by younger managers (Wengle, 20422

The RAO UES reform was unusual at the time in b@uaghed through by a management
that gradually took over control of the industryig was well understood by Chubais and
his team (Gaidar and Chubais, 2008, p.134). Afd®02 attracting investment to the sector
was no longer controversial. Power demand was giegeto rise rapidly during the post-
crisis recovery. The crisis had made export beybedgost-Soviet region competitive. The
industry would struggle to meet this demandhe sheer scale of the reform caused
repeated delays. The regions lined up against @meftlesigned to disempower them
(Knyazev and Reznik, 2000; Berger and Proskurn@)8). Many regional power
company managers were also unfavourably disposedottaiing in radically different
conditions. The final period of reform was pushedsard from 2003 to 2004, later to

2007-2008. When the reform legislation was pasyetido Duma in February 2003, it was

'21n the event, the Russian electricity market gbgvi9% annually in the period 2004-2008 (Datamanito
2009).
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a political victory for Chubais and his team, and the government (Federal Law No 35,
2003; Federal Law No 36, 200%)With the support of the Duma and state organisatio
especially the Presidential Administration led byeksandr Voloshin (1999-2003),
Chubais and his team enjoyed wide-ranging powefrsim the reform was implemented,
leading one observer to comment that RAO UES ‘switigtd] itself for the state on the
issue of reform’ for as long as a decade (Engd&a0§6, p.3241). One interpretation would
be that state organisations were not sufficientppertive of reform to secure its
irreversible completion. But, more persuasively,fagming out reform to the RAO UES
management, the state indicated the seriousnassagdmmitment. The RAO UES reform
planners seem to have learnt from other electricikjorms the importance of
‘demonstrat[ing] the viability and robustness oé thew regulation’, especially in case of
changes in government (Newbery, 1994, p.311). AriyyeRAO UES did not so much
substitute itself for the state as manage reformaimay that emphasised the state’s
commitment to implementing it. The new institutibframework in turn obliged the state
to enforce institutions, or face great costs in ¢lvent of failing to do so (Gaidar and

Chubais, 2008, p.138-139).

3.5 A new approach to the post-Soviet region

Chubais brought a new approach also to the poseBgion. RAO UES prioritised debt

restructuring in 1998, and in 1999 ceased to adsagér on current payments (RAO UES,
2000). Where old debts could not be paid in cagbhanging debt for equity was the

preferred strategy (RAO UES, 1999). Ukraine and-paying customers in Kazakhstan
were disconnected. Hard budget constraints werendet to the post-Soviet region as

well.

13 An overview of reform legislation is found lattp://www.fsk-ees.ru/about/reform/
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In 1998, RAO UES sold about two-thirds of Russelectricity exports (RAO UES, 1999)
and established a subsidiary, Inter RAO, to effaetcross-border trade (Gubenko, 2002).
Inter RAO started up in 2000, first recovering Betan electricity debts and then
facilitating transmission to Kaliningrad. Performginwhat was essentially a barter
operation, it cleared electricity debts country dyuntry. In the cases of Georgia and
Kazakhstan, Inter RAO used unannounced blackouts fasm of pressure (Berger and

Proskurnina, 2008, p.211-212; 216).

Andrei Rappoport, a trusted member of RAO UES'’s age@ment, headed Inter RAO’s
Board of Directors (Medvedeva, 2007a). The Boadl fnee members (until 2007), two of
which, from 2004, represented Rosenergoatom, nawinerity owner. The Board was
largely a formality, conducting most of its busisgisrough correspondence (Kommersant,
2008b). Important decisions were made by the RAG bBBard, rather than Inter RAO’s.
The addition of a minority owner, Rosenergoatomesdnot seem to have altered this
situation significantly. If anything, it led to evecloser supervision from RAO UES. The
formal institutional design was unaffected, witle tbomposition of the Board the sole
exception. Working with Chubais, Rappoport authotettr RAO’s development and
managed the company’s political support and meddil@, effectively sidelining the

company’s young manager, Evgenii Dod (2000-2009).

De jure there was no monopoly on cross-border electricitgle. The legal stipulation was
that RAO UES organised and conducted cross-botdetrigity trade (Melkumyan, 2002).

From 2001 Inter RAO was the export-import operatoa role delegated from RAO UES.
The function could be performed on behalf of thpatties, i.e. other exporters (Zvyagin,

2004, p.52). Starting in 2000, RAO UES began tdusle other companies from cross-
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border trade. In 2001, Rosenergoatom planned exgortboth Georgia and Ukraine
(Gorelov, 2001b; Rybal'chenko and Razumovskii, 2001stead of agreeing to effectuate
trade for Rosenergoatom, RAO UES offered it a 1%cend stake in Inter RAO
(Maksimov, 2001; Melkumyan, 2002). Rosenergoatofiusexl to accept less than 50
(Maksimov, 2001; Melkumyan, 2002). The export-intpoonflict went to the Anti-
Monopoly Ministry for arbitration. Rosenergoatonttkeel for a 40 percent share of Inter
RAO in mid-2002, and sought a corresponding shraegdctricity exports (Gorelov, 2006).
It was not successful, apparently due to resistérooa within RAO UES (Siluyanova,

2003b).

3.6 The new coalition

Chubais was an old acquaintance of Putin’s from3hePetersburg City Administration,
and he headed Putin’s first election campaign i002He was also close to Aleksei
Kudrin, finance minister 2000-2011. Chubais comédimeersonal political clout and
network with formal mechanisms to drive reform fard. He was consistently rated as of

one Russia’s three or four most influential bussnesn (e.g. in Turanov, 2006).

When Putin became president in 2000, he distanmedelf from Chubais as he did from
many others in an attempt to hold the so-calledantihs at arm’s length. All the same,
relations between Chubais and Putin remained velsticlose (Smirnov, K., 2000), and
Chubais was not worried about his own position. Wasked whether his loyalty to Putin
protected him from arrest, he replied ‘Unlike thiggarchs ... | built this power ‘¥
otlichie ot oligarkhov ... ya stroil etu vlia9t{Tregubova, 2000). He identified with public
service and the pursuit of state interests, rathan those of the business community

(Berger and Proskurnina, 2008, p.138).
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Right up until 2008, Chubais and Putin are knowhawe met alone at least twice a year.
Meetings with third parties, or in preparation fgroup meetings, often included an
element of mediation. Putin on these occasions teadonciliate opposing parties,
conciliation being one of the most important infatnmstitutions of the presidency. This
was especially necessary in the early 2000s wherb&s and Rem Vyakhirev or Aleksei
Miller of Gazprom clashed on gas prices and dekgeto electricity production, and
between Chubais and Putin’s own senior economiésadvAndrei lllarionov, over the
electricity reform. When Chubais and Putin met bairt own, they would also discuss

wider political concerns (Smirnov, K., 2002b; Kosimgva, 2003).

3.7 Expansion in the post-Soviet region: Building a ‘liberal empire’

In 2003, RAO UES and Inter RAO embarked on a progna of expansion in the post-
Soviet electricity sector (Table 3.2). The timingsamdecided by events, but underpinned by
a coherent mission statement. At the heart of ¥pamsion project lay Chubais’s concept
of ‘liberal empire’. In autumn 2003, just as RAO Sifnter RAO completed this first wave
of expansion, Chubais advocated a policy of ‘libemapire’ in the post-Soviet region
(Chubais, 2003; Lenta.ru, 2003). This, in his eyess Russia’s mission in the*2dentury.
The liberal empire would be based on economic pousad for the benefit of all the states
in the region. He emphasised the need to suppa@si®u culture in the post-Soviet region,
along with freedom and human rights. Crucially,daee the state the role of supporting
Russian businesses abroad (Chubais, 2003). Hiogatspalso seemed to justify RAO

UES's foreign operations (Libman and Kheifets, 20015).
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The RAO UES/Inter RAO expansion programme had thvikely articulated goals: to
profit financially from electricity trade; to stdisie power suppli¢d; and export power to
countries outside the post-Soviet region. The p@krmarkets were Romania and
Bulgaria, Turkey and Afghanistan. Exports from Awgjan to Iran, and from Kyrgyzstan
to China (Gorelov, 2004; Blagov, 2006a), were aguwossibility. A fourth aim, to enable
integration with grids outside the region, was freigtly mentioned. While the latter was
one of Chubais’s pet projects, it was ultimateljeceed after the 2008 financial crisis.
Reuniting the post-Soviet electricity grids waseasential first step (Table 3.1). Inter RAO
could then expand operations in the region (Staats€003). Resynchronisatitnand
trade improved power supplies, and investing iapldated assets helped further. To turn a
profit, RAO UES used its understanding of the bessculture to make the end customer

pay (Crane et al., 2005, p.424-425).

Making use of investment opportunities where Westempanies had failed was one of
Inter RAO’s two routes to expansion. The other wabt-for-equity deals that recovered
electricity debts from the 1990s. Inter RAO leaoedhe creditworthiness of RAO UES to
acquire equity for a low price, making use of shertm loans without collateral (Bekker,

2003).

3.7.1 Belarus
Building on its good relations with Belarus, in 2038 Inter RAO worked with the

Belarusian company Belenergo on exports to Pol&rib( 2003). In 2002, RAO UES

“The larger the electricity grid, the more stabls,iprovided it is well maintained and technotzdiy up to
date. Multiple sources of supply, from differen¢fftlypes, usually makes economic sense. Hoursakf pe
demand vary across a large grid, facilitating nratenal utilisation.

1> When electricity grids operate synchronously,rtspeeds and frequency match. After disconnectimy,
have to be brought back to exact synchronisaticaxtthange power.

86



established a trading company, Tsentr realizatsérgii, to export power to Russia and
Belarus (Inter RAO Lietuva, 2014). In 2003 Inter @Avas put in charge of electricity
exports to Belarus in place of RAO UES, and theegincreased by 28 percent for 2004
(Mazaeva, 2004), in response, apparently, to govent pressure on RAO UES (Gorelov,
2008b). Belarus could substitute domestic eletyritor imported Russian power, but
would incur losses (Grib, 2004). It preferred imstéo buy expensive Ukrainian electricity,
and later Lithuanian electricity. In Lithuania, hewver, Inter RAO was the only exporter
with spare capacity, and Belarus was thereforeetbtto accept Inter RAO’s terms (Grib,
2004; Mazaeva, 2004; Naumova and Grivach, 2004)arBe subsequently reduced its
overall import of power (Gorelov, 2008b). When iesue came up again in 2008, Inter

RAO gave Belarus a more flexible contract (GoreRRQ8b).

3.7.2 Ukraine

Re-synchronisation of the Russian and Ukrainiarctetty grids proved problematic,
even though Ukraine repaid its debts (VorotynskiiQ0). It was eventually completed in
August 2001 (Klasson, 2001). The synchronisatioeegent did not regulate electricity
trade, which would be negotiated afterwards (Stepko and Gorelov, 2001). RAO UES
aimed to export some power to Ukraine and to waitk Wkraine on exports to Moldova.
But Ukraine linked Russian electricity export to lblava to Russia’s ratification of the EU
Energy Charter Treaty, terms it would be impossilole Russia to fulfil (Stepanenko,
2003). Ukraine was not eager to compete with Russithe Moldovan market, where the
South Ukraine NPP (Nuclear Power Plant) was dingcits surplus (Grishkovets and

Dar'in, 2006; Grishkovets and Gavrish, 2006).
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Expansion through equity was a more promising esgratin November 2003, RAO UES
participated in a Russian—Ukrainian consortium ttaahe close to acquiring stakes in ten
(of 27) regional power distribution companies umggéng privatisation. The timing was
good and the price quite low, according to one RAES board member, Seppo Remes.
Prime Minister Viktor Yanukovich and President LabiKuchma were positive to RAO
UES participation, and the consortium included Kueals son in law, Viktor Pinchuk
(Egorova et al., 2003; Siluyanova, 2004a). Howetteg, consortium met with resistance
from Ukrainian competitors (Siluyanova, 2004c) aatbo from Verkhovna Rada,
Ukraine’s parliament, due to RAO UES’s participatiorhe privatisation process was
delayed in December 2003, and halted in Januarg¢ 2BQtrin et al., 2003; Egorova and
Gavrish, 2003). Dmitrii Medvedev, now head of thesBian presidential administration,
travelled to Kyiv to support RAO UES and other Rassenergy companies, like
Gazprom, but was unable to influence the proces®te/ 2003). One of the Russian
businessmen in the consortium, Konstantin Grigaristhad his property in Ukraine

confiscated in March 2004 (Butrin and Rudenko, 2@lHiyanova, 2004c).

In the event, a presidential decree establishatbagcompany, EKU, to own the regional

companies (Mishneva et al., 2004). Chubais is atletp have suggested this solution
(lvzhenko, 2005). When a possible privatisatioetJ came up in 2005, after the Orange
Revolution, RAO UES/Inter RAO was seen as a likmlyer, in light of Chubais’s support

for Yushchenko during the Orange Revolution (IvAter2005). But RAO UES and Inter

RAO decided not to invest in equity in Ukraine, gibyy due to the difficult political

environment.
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3.7.3 Moldova

The Moldova GRES plant dominated Moldova’s eledirigeneration. The plant is located
in the secessionist republic of Transnistria anatratied by its authorities in Tiraspol. Up
to 2000, Moldova’'s government in Chisinau was tbemial owner. By 2000, Moldova
GRES was operating at reduced capacity and needdédrmsation and repairs estimated

at 120 million US$ (Prikhodko, 2000).

Inter RAO first tried to acquire control of the ptan 2000 in a joint effort with Moldova’s
Moldelektrika and a Transnistrian company, Moldaysk GRES (Prikhodko, 2000). They
failed. In 2003, Tiraspol allowed privatisationTnansnistria, apparently to prevent control
of the local economy falling into the hands of tf@/ernment in Chisinau. Several large
enterprises came under Russian control, directlyindirectly (Solov'ev, V., 2006).
Gazprom and Inter RAO submitted a joint bid for Mwla GRES, proposing a debt-for-
equity deal (Gudim et al., 2003, p.15). Gazprom ivawrite off Moldova’s more than 600
million US$ gas debts, mostly incurred by Trangiastn return for Russian investments
in Moldova GRES. Inter RAO would manage the pl&ituyanova, 2004a). However, an
unknown Belgian company, St. Guidon Invest, won tireder in late 2003, paying 29
million US$ for the plant and offering 161 million investments (Gamova, 2004). Clearly
a front company, St. Guidon was rumoured to be ecteal to the de facto government in
Tiraspol (Suvorova, 2004; cf. Levinskii, 2005), possibly backed by Russian money
(Gamova, 2004; Burlak, 2005). Chisinau and Tirasptanse relations complicated the
situation further (Siluyanova, 2004a), especiallyGhisinau had recently refused to sign a

Russian conflict resolution proposal for Transmastthe Kozak plan.
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Unlike Gazprom, Inter RAO remained interested inlddoa GRES (Bruce and Yafimava,
2009, p.174), especially because it made it passtokexport electricity to Romania. RAO
Nordic acquired 51 percent of Moldova GRES in Mag905. In August, Inter RAO

acquired the remaining 49 percent by buying St.dGuilnvest. The estimated price for
both deals was 85-100 million US$, giving both ffransnistrian authorities and St.
Guidon’s owners a good share in the proceeds (Mm'R0O05; Grishkovets, 2008a). The
Moldovan government was not pleased by thisaccompli A legal transfer required its

prior approval. In addition, Inter RAO had been iadd on the deal by Valerii Pasat, a
former Moldovan official who had served as defemgeister, head of special services and
ambassador to Moscow (Gamova, 2007). Reportedlyin Pad recommended Pasat to
Chubais (Kolesnikov, 2008, p.64). Following the ldd#asat was arrested on arrival in
Moldova and convicted in January 2006 (Solov'ev Radov, 2007). Chubais followed up
with a campaign against Voronin, targeting Moldevaelations with EU governments
(RFE/RL, 2006f; Kolesnikov, 2008, p.66-68). Whetlaetool of the Russian government

or not, Chubais assumed a foreign policy role.

Inter RAO and the Moldovan government were nowanflict on all fronts. In November
2005, Inter RAO cut electricity supplies from MoldoGRES to right-bank Moldova after
Moldova refused to accept a price increase (Kiselad Panfilova, 2005). Moldova
imported electricity from Ukraine (Embassy Chisin2007). The Moldovan government
outlawed the transport of electricity from Moldo&RES to Romania, on account of the
dilapidated state of the Moldovan grid (Gorelovp28). The prospect of making a profit
from Moldova GRES disappeared. RAO Nordic then g@gercent of Moldova GRES to
an unknown offshore company, FREECOM, for 38 millidS$ (Grishkovets, 2008a). In
early 2006, Chisinau kept Inter RAO from participgtin privatisation tenders for sections
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of the Moldovan grid (Gamova and Krashakov, 2006ERL, 2006f), offering Gazprom
instead a controlling stake in the national powt on exchange for lower gas prices until

the end of 2009 (Reznik and Egorova, 2006b).

Gazprom declined non-gas equity (Grib and Dar'd0&). The pressure worked, and in
return for a discounted gas price from April to andluding July 2006, the Moldovan
government withdrew its demand for a review of fievatisation deals in Transnistria
(Reznik and Egorova, 2006b; Solov'ev, V., 2006) &arter RAO retained its 51 percent

share in Moldova GRES.

In July 2007, the presidents of Russia and Moldageeed on a compromise in the
electricity conflict. It included cooperation oneetricity transit to Romania, possible
future supplies to right-bank Moldova (Embassy @ais, 2007) and Pasat’s release from

prison (Gamova, 2007).

3.7.4 Georgia

When Inter RAO in mid-2003 acquired power generatind distribution assets in Georgia
and Armenia, it was a major breakthrough for theagany in the South Caucasus. The
lack of control with generation and transmission Georgia had in 2002 hampered
electricity exports to Turkey (Klasson, 2003). Aftprivatisation in 1998, much of
Georgia’s electricity generation and distributiorasvowned by the US-based AES
Corporation (Gularidze, 2003a; 2003b; Siluyanov@p4a). Non-payments, generally
around 50-60 percent across the CIS (Fankhausefemid, 2007, p.1042), were a serious

problem in Georgia.

In spring 2003, AES pulled out. Two electricity pis, Thilisi’s distribution grid, and 50
percent of the Turkish energy trading company Teaegi, came up for sale (Gotova,
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2003). The subsequent deal with Inter RAO becanwsvkrto the Georgian public in July
2003, four months before the general electionsaf8idwva and Efimov, 2003; Siluyanova,
2003a). The Georgian government and President Bd&la@vardnadze claimed not to have
been informed of the deal beforehand (Bekker, 200Bjs seems unlikely in the light of
AES’s longstanding problems. Chubais and Rappopgstified the investment, and
downplayed the commercial significance of the Tsikimarket (Bekker, 2003). The
opposition made a point of the deal, criticising government and forcing the resignation
of Energy Minister Davit Mirtskhulava (Vignanski2Z003). After the November Rose
Revolution, Mirtskhulava was arrested and convigteuil.ge, 2004). When llya Kutidze,
RAO UES'’s representative in Georgia, was interregats well, Rappoport pressured the
Georgian government to stop interrogations by titstig a sudden blackout (Berger and

Proskurnina, 2008, p.213-214).

Inter RAO paid 25 million US$ for the Georgian etagity assets (Siluyanova, 2004a),
and acquired accumulated non-payments as outstamdibht. AES had recorded a 129
million US$ net loss in the second quarter of 2qQ3vil.ge, 2003c). The Georgian
government now committed to a debt payment sche(@e&ker, 2003). Following the
Rose Revolution, the new government and RAO UE®Idped normal working relations,

reflecting the extent of Georgia’s dependence ¢er IRAO for electricity.

Inter RAO and AES concluded the deal through suéses based abroad and Inter RAO
had used RAO Nordic, which operated in the Nordiecteicity market. There was

therefore no obligation to inform Inter RAO’s Boaathead of the deal. The minority
shareholder, Rosenergoatom, and RAO UES appeaave tisagreed on the need for

expansion and how it should be carried out (Got®@0)3). Using RAO Nordic as
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investment vehicle also allowed money earned abtoastay abroad, avoiding Russian

taxation.

Chubais later complained of a lack of support fittien Russian embassy in Thilisi (Berger
and Proskurnina, 2008, p.213). Information on ¥pamsion had very likely passed from
Chubais to Putin in advance, to secure presideapptoval (Gotova, 2003; Kornysheva,
2003; Siluyanova, 2003a). This was necessary fgr Rnssian state-owned company
branching out into a neighbouring state. It wasemoportant to use informal mechanisms
of participation in foreign operations, going stati to the president, than to ensure formal

institutional oversight within RAO UES and the laeshy of state organisations.

3.7.5 Armenia

Far less controversy surrounded Inter RAO’s exmamsn Armenia. The Armenian
electricity sector had a tariff collection rate G3—80 percent (Kaiser, 2000, p.464; Anex,
2002, p.404). The Armenian nuclear power statiomtddmor, had incurred debts for
nuclear fuel supplied after 1995. Russia in 200dppsed an exchange of Armenia’s 40
million US$ debt for stakes in Armenia’s nucleadagiectricity sectors, and cooperation
on electricity exports to Iran (Polyanskii, 200Aymenia swapped surplus electricity from

Metsamor for Iranian gas on a seasonal basis (A2®02, p.403).

In early 2003, Russia and Armenia reached a deadlimg to equity transfers beginning in
July. In the first swap, Inter RAO assumed contibthe Hrazdaf? hydropower plants

(Hakobyan, 2003; Kravchenko, 2003a). In the secewdp, Metsamor’'s management
rights were transferred to Inter RAO on a five-yeamewable basis. TVEL, Metsamor’s

creditor, could not own equity outside Russia (Hakm, 2003; Kravchenko, 2003a).

8 Razdan in Russian.
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According to RAO UES’s management, Inter RAO wounlat have acquired control of
Metsamor without having Rosenergoatom as a minshigreholder (Egorova, 2006a). The
arrangement was extended for five more years ir8 ZUONA, 2010) and ended in 2012

(ARKA News Agency, 2012b; 2012a).

RAO UES had been expected to win the privatizateer for the Armenian power grid
in 2002, but it went to Midland Resources Holdiagritish company run by two Russian
expats (Urikhanyan, 2001). In early 2005, Inter R&cguired the grid all the same, paying
Midland 73 million US$ for a 99-year lease (Movsasy2005; Zhelenin, 2005). Ideas of
expanding the electricity and gas trade with Iranfaxed regularly in Armenia. Inter
RAQO'’s acquisitions gave Russia a lever in thistr@fship. By 2005, Inter RAO controlled
around 80 percent of Armenia’s electricity sectdillyanova, 2005b). The deal between
Inter RAO and Midland attracted criticism for hagirbeen carried out without the
Armenian government's approval (Gordienko and CaJo\2005). The Armenian
Commission for Regulation of Public Services deneahdlarifications from the National
Grid Company about Inter RAO’s lease, but the mattes later dropped (Gordienko and
Orlova, 2005). Armenia was politically close to Riasand attracted few alternative

investors.

3.7.6 Azerbaijan, Kazakhstan and Tajikistan

In Azerbaijan, Inter RAO had tried several timesatgjuire a stake in transmission on the
Absheron peninsula, which included Baku (cf. Mirkany and Gordienko, 2004; Kjeernet,
2007; Sabonis-Helf, 2007b). In 2005, Russia andri#ag@n started trading electricity
(Tables 3.4 and 3.5). Within the framework of therth-South transport corridor, Russia,

Azerbaijan and Iran synchronised electricity graasl expanded cross-border lines from
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2006. By 2009, plans were in place to expand ¢ni&dt cooperation between Russia,

Azerbaijan and Iran (Inter RAO, 2010b, p.12).

RAO UES began negotiating with Kazakhstan in 198@5aorestructuring package for
Kazakhstan's electricity debt to RAO UES (Stalke®95b), which stood at 419 million
USS$ by the end of 1998 (RAO UES, 1999). In Jan28G0, the prime ministers agreed on
a debt-for-equity swap in principle (Pulina, 200@yreeing on content was more difficult.
A detailed deal was reached in September 2004thenslwap took place in 2005 (Gleason,
2004). Industry and Energy Minister Viktor Khriskenand President Putin both played an
important role in finalising the swap to the behefiRAO UES (Berger and Proskurnina,
2008, p.215-217). Under the final deal, Kazakhstad RAO UES formed a 50/50 joint
venture (JV) for ownership of the Ekibastuz-2 ciiad power plant, which was already
exporting electricity to Russia (Gleason, 2004)e Russian-controlled company Access
Industries was trusted with the management of Kagtak's share (Aleksandrov and
Cherkesova, 2007). In 2007, the Kazakhstani cotjpordor management of government
property, Samruk-Kazyna, challenged the deal witltess Industries and a number of
other deals (Bol'shakov and Ishmukhammetov, 200if¢r RAO’s share of Ekibastuz-2
seemed to be in danger of takeover, though this mtid happen (Aleksandrov and

Cherkesova, 2007).

In 2003, negotiations started on a debt-for-egsityap involving Tajikistan’s debts to
Russia (Inter RAO, 2008b). The final package stiiemged Russia’s military and strategic
presence in Tajikistan, but also included two @illiUS$ of Russian investments in

Tajikistan’s hydropower sector (Panfilova, 200&gngtuda-1, a hydropower plant project
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from the Soviet period, was included in the dealssibly a result of Chubais’s and

Rappoport’s respective efforts (Gorelov, 2008a).

By July 2004, RAO UES/Inter RAO was set to receVel percent share of Sangtuda-1 to
settle 50 million US$ of Tajikistan’s debt, whildsa undertaking a 50 million US$
investment obligation (Berger and Proskurnina, 2@0826). From August, Tajikistan and
Kyrgyzstan exported electricity by swaps to Kaza&hsand Russia in anticipation of a
final agreement. In September, however, TajikigaRresident Imomali Rakhmon
declared that Iran was joining Sangtuda-1 with &8llion US$, thereby jeopardising the
Russian—Tajik deal. The deal was settled in arfastite call between Rakhmon and Putin
(Berger and Proskurnina, 2008, p.226). In the fohadhl, the Russian side undertook to
invest 200 million US$ at Sangtuda-1, while the rillion US$ debt settlement was
retained (Glumskov and Grib, 2004). The Russiamreslod Sangtuda-1 was set at 75
percent (Litvinov, 2004). The Russian governmerdrgateed Inter RAQ’s investments in
the project, emphasising the state’s involvemerthendeal (Libman and Kheifets, 2007,
p.22). Construction on Sangtuda-1 recommenced @%,28nd the first part of the power

plant opened in January 2008 (Berger and Proska,r2008, p.218-226).

3.8 Implementing the ‘liberal empire’

Chubais and Rappoport supervised Inter RAO less @05, but both remained in close
contact with the business, particularly Rappopble. managed some aspects of Inter
RAQO’s operations in direct subordination to Chubéerger and Proskurnina, 2008,

p.211-217; 218-222). Electricity exports and impddals remained his responsibility
(RAO UES, 2003; Grib et al., 2006). The formal isgional framework for cross-border

trade was underdeveloped and tied to RAO UES. Titamgement that allowed Inter RAO
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to assume day-to-day responsibilities was based pensonal trust. This kept

Rosenergoatom away from cross-border trade. The diemter RAO, Dod, managed the
routine affairs but kept a low profile. He may haween close to Igor Sechin, but was
clearly less close to ChubaiShe Moscow Time009b). Rappoport, on the other hand,
was not close to Sechin (Mazneva, 2008b). Chubas wvolved in Inter RAO’s

expansions and investments and overall businestegyr up to 2008. As senior manager,
he also took charge of the political side of INRAO’s business. Chubais’s network

ensured government support for Inter RAO operations

There was little state interference in Inter RA@®svelopment before late 2006, when
discussions began on the question of Inter RAO'si@rghip after RAO UES reform.
According to Theresa Sabonis-Helf, Inter RAO wasated ‘so that foreign generation
holdings of RAO-UES will not be affected by theatieity reform currently under way in
Russia’ (2007b, p.430-431). This was also flaggedhe Russian press to explain why
Inter RAO’s expansion occurred so close to RAO WEManned dissolution (Gotova,
2003; Sikamova and Efimov, 2003; Khrennikov, 2066Jhe purpose of Inter RAO was
sometimes seen as ensuring that RAO UES’s top neamag, not least Rappoport,
retained their lucrative positions in the futurdisTsupposition was not baseless, as | show

below.

Inter RAO’s expansion also enabled the Russiar staretain its influence in the post-
Soviet electricity sector. This was profitable @ec, 2006, p.96). Chubais and other
management representatives were always carefwita put that investments were made

on a commercial, not a political motive. Rappoprbne point denied that Inter RAO’s

" The date for unbundling and privatisation washie process of being pushed forward to 2007—2008.
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Board had even discussed the political implicatiohghe South Caucasus investments
(Siluyanova, 2004b). According to one source, thestjon of commercial gains from
post-Soviet expansion was raised by RAO UES’s hoaid brushed aside by the
chairman, Voloshin (Siluyanova, 2005a). Chubaiartjesaw Inter RAO as fulfilling a
geopolitical mission in its South Caucasus acquoisst and indicated that the investments
in Georgia and Armenia were made in cooperatiorh whte Kremlin (Egorova, 2005).
Using informal contacts to cut across the formatiintional framework was essential to
preserve Putin’s support. This applied even as RIS was formally authorised to make
the decision. The balance between formal and indbrrchannels of access and
participation was tilted towards the informal. Reggntatives of the state repeatedly
viewed Inter RAO expansion in light of foreign pyli This occasioned worries around the
question of ‘to whom they will belong after restiuing, and how much has been paid for

them’, in the words of one government source iae 2803 (Egorova et al., 2003).

3.9 The end of the monopoly

Chubais remained an independent state companyr]eautecritic of Putin. While Russian
business leaders generally took Khodorkovskii'estrin October 2003 as a signal to keep
quiet (p.170), Chubais went much further in hisigem than anyone else (Vardul', 2003;
Kommersant-Vlast', 2005), especially during Putirsecond term (Derbilova and
Panyushkin, 2007). At this point, RAO UES had beearrefuge’ for Yeltsin-era liberals
(Wengle, 2012, p.449). After Putin’s pre-electigesch in Luzhniki stadium in November
2007, when he invoked the image of domestic an@idar enemies, ‘oligarchs’ in
particular, Chubais replied by calling Medvedev thetter choice for president and
criticised Putin for ‘spitting on his predecessofisatukhina, 2007). After this incident,
contact between the two faltered (Kolesnikov, 2q0883; 300-301).
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The RAO UES reform progressed as planned, howevkubais seemed to have an
informal guarantee of RAO UES’s autonomy and ovesapport for the reform, giving
him a carte blanche in implementation. By 2006—ItirPand Chubais disagreed about
most things, including electricity reform, thoudhetformer was not inclined to interfere
(Kolesnikov, 2008, p.264). Chubais was supportedheyliberals in Putin’s government
(Wengle, 2012, p.449). Voloshin was another efiectidvocate of reform (Gazeta, 2003,
Gorelov, 2003; Smirnov, K., 2004). The reform atteal investment, enabling Russia to
escape an impending power generation capacity falofDerbilova et al., 2012) and
increasing the sector’s value ahead of privatisafiengle, 2012, p.451). It also increased
the state’s capacity in the sector by establisfumgtioning market mechanisms (Wengle,
2012, p.436-437). Stalling the reform would haveught back the old problem of a sector
beyond state control. The electricity reform, likee reform of Rosatom (ch.4), restored
state capacity in a previously insulated sectormade it governable. But it was different
from the latter reform, and indeed from the genéealdency of state organisations in
Putin’s first and second presidential periods,ansisting of the dissolution of a monopoly
and the privatisation of state property (cf. Vivk@008). The process undercut the power
of regional governors, which served Putin’s cergirad project well (Wengle, 2012,

p.451-452).

RAO UES was dissolved on 19 June 2008. The eshabdéiat of a competitive electricity
market depended on the implementation of key elésnarthe coming months. With RAO
UES gone, and Chubais ensconced in another comphryprocess slowed down
somewhat (Skyner, 2010; Solanko, 2014). In 2012, key market participant called the
reform incomplete (Dokukina, 2012). It seems thhulkais had lost some of his influence
over reform implementation in the final months efdune 2008. To some extent this was
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a consequence of the reform design, which vestedEttergy Ministry with considerable
regulatory power after RAO UES'’s dissolution (Déoba et al., 2012). Chubais then lost
formal and informal influence over key appointme@ther members of his team also lost
their positions. The same happened to both RappdMedvedeva, 2007a; Mazneva,
2008b) and Voloshin (Kommersant, 2008b). Yurii Uslay, another key RAO UES
manager, was relegated to the government’s expaupgon electricity reform (Dokukina,
2012). Crucial new organisations like the Marketu@al, the state organisation
responsible for monitoring prices, were headeddxypte closer to Sechin and the Kremlin
(Vedomosti, 2008; Skyner, 2010, p.1399-1400). Trerkdt Council later introduced caps
on wholesale prices. As Chubais commented in 202 Energy Ministry was not up to
the task of putting its regulatory powers to useerfiilova et al., 2012). The Energy
Ministry had been strengthened, and formal instihng became more important in
interactions within the elite, but there were lisni¥When faced with demands by members

of the ruling coalition, the Energy Ministry waseswled.

3.10 Inter RAO comes into its own

During the electricity reform, state representatiaad Inter RAO’s agreed on the priority
of keeping Inter RAQO’s assets in one company amdepting the de facto export-import
monopoly. To Chubais, it was essential to maintater RAO’s monopoly until
neighbouring, post-Soviet markets developed tovel leshere they could reliably predict

electricity demand (Gaidar and Chubais, 2008, p.141

State representatives connected the state ownekhiper RAO to post-Soviet influence.
In 2007, a representative of the Industry and Bné&gistry commented on a possible

sale of Inter RAO:
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It's a strategic stake. As the company sells dalgttrabroad, it influences
the policies of many states, above all in the QW&dvedeva, 2007b)

118

Another government source called Inter RAO a ‘kisi@tch™ and a ‘serious argument in

dialogues with neighbouring states’ (Egorova, 2006b

The legal status of the foreign trade monopoly iesth unclear. According to the
electricity reform legislation, there was no monlgpan foreign trade. It was regulated like
trade in general (Federal Law No 35, 2003). RAO WHEf&de monopoly was a practical
consequence of its domestic transmission monopbhe grid would remain a state
monopoly post reform. But access to it, and therebjoreign trade, would be open to
market participants (Federal Law No 35, 2003, 3&&1). In 2006, the Audit Chamber
highlighted the absence of a legal basis for thesfier of foreign trade from RAO UES to
Inter RAO (Gorelov, 2006; Medvedeva, 2006). Rapptpaual role in charge of foreign
trade at RAO UES and as Board Chairman of Inter Ro&@asioned doubts on whether
RAO UES had formally granted Inter RAO a foreigadie monopoly, or simply informally
allowed it to effectuate such trade. The latter wagirectly confirmed when the
effectuation of foreign trade upon RAO UES’s dissioin automatically passed not to
Inter RAO, but to the Federal Grid Company (FSKdi&ov, 2008c). In 2006 things were
left as they were. Informal political support foAR UES’s management preserved the
monopoly. The state’s increasing control of thergpesector during Putin’s second term
reinforced this support. To both state represarm@atand market participants, foreign trade

was relatively insignificant and based anyway amgkterm contracts. After RAO UES'’s

'8 An open switch for high current circuits, now geally replaced by closed safety switches.
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dissolution, there was still a lack of detail inrfal regulatory framework for cross-border
electricity trade (Gorelov, 2008c). Inter RAO caonied in a monopoly position due to its

market share.

By 2006, everyone agreed that Inter RAO would reniaistate hands, but the details of
the ownership structure were subject to intensetietgon. Throughout 2006 and 2007,
Inter RAO’s pre-reform management, with Chubaiggpmort, sought the RAO UES

Board’s approval for a management stock option é®et 2007b). They first demanded a
15 percent stake in Inter RAO’s ordinary sharesicivivould reduce the state’s stake. A
second demand was for 9.9 percent (Gorelov, 200@bthe end, the management was
awarded one-off bonuses and no ownership (Gor&007b). The struggle revealed the
hostility of state representatives, especially Rwmsarepresentatives, to the current

management as future minority owners of Inter RAO.

In 2006, Chubais preferred a 100 percent sale wp@an (Grib and Kornysheva, 2006).
Rosenergoatom naturally preferred a 100 percemsfiea to Rosatom (Grib and
Kornysheva, 2006). In May 2007, Chubais advisednRotretain Inter RAO’s pre-reform
management, but spoke to deaf ears (Gorelov, 200@h)y in late 2007 was an
unequivocal decision taken to let Rosatom becomeagrity shareholder in Inter RAO
(Medvedeva, 2007a). On Chubais’s advice, Inter R#&3 then reorganised as an open-
stock shareholding company, and received some &SR8 most modern generation
technology (Gorelov, 2007b; OAO Inter RAO, 2008;a0ato, 2010c). The new company

was transferred to Rosatom.

As Rosatom’s subsidiary, Inter RAO was subject tarendirect state control. Both the

company’s management and its Board had changedastibly by 2009. Dod left Inter
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RAO for RusGidro, the hydropower company, in Noveml2009. The new young

Director General, Boris Kovalchuk, came from Rosatind had experience from Dmitrii

Medvedev’'s team (Inter RAO, 2009Ehe Moscow Time2009b). He was also the son of
the well-known businessman Yurii Kovalchuk, Boarda@man of the Rossiya Bank, and
a friend of Putin’s. Energy Minister Shmatko wastbe Board in 2008-11, though it was
chaired by Deputy Prime Minister and Rosneft Bdahdirman Sechin (Grishkovets et al.,
2008b). Inter RAO’s Board was no longer small aeldtively insignificant. In 2008-11,

its eleven members represented diverse state;cxiatmlled and private interests (Inter
RAO, 2009d). Sechin used his position as Board i@tai to expand the state’s influence
in the energy sector (Fialko et al., 2010). The raind interests, of minority shareholders

diminished (Grishkovets, 2008c; 2009).

3.11 Inter RAO Group

In 2011, Inter RAO Group, as it was now known, gnéged vertically through acquisitions
in retail electricity supply and power engineeridgleaner RAO UES-like structure was
the result, with the crucial exception of the dliedly grids (Fialko et al., 2010; Ispolatov,
2010a; 2010b). The acquisitions were financed lpyivate placement with the Russian
state, Russian state energy companies and priwastors, increasing Inter RAO’s capital
stock threefold. Rosneft, RusGidro and Norilsk Nikecame shareholders (Inter RAO,
2011c). The reduction in direct state ownershipnegefor ownership by state-owned
companies and companies that supported the regispelgtov, 2010a; Dzaguto and
Grishkovets, 2011; Inter RAO, 2011d; 2011a). InRAO became the third-largest
electricity company in Russia, controlling 10 percef power generation (Solanko, 2014,
p.135). With Rosatom, RusGidro and GazpromEneltgws state now controlled over half
of Russia’s generation capacity (Solanko, 2014 §).1
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In 2011, Sechin and Shmatko left the Board, folluyvPresident Medvedev’s decree to
reduce government representation on Russian compaaxds (Sterkin and Mazneva,
2011). Sechin, president of Rosneft from 2012,rretd as Board Chairman in mid-2013
(Inter RAO, 2014, p.96). In late 2013, Rosneftedhe,state’s holding company for the oll
and gas sector, headed by Sechin, acquired Rosattake in Inter RAO (Inter RAO,

2014, p.131).

Regime control with Inter RAO increased from 201ts. management participated in
official delegations to India, and opened officesGuba and Abu Dhabi (Inter RAO,
2011b). There were investments in Laos (Skorlygara Dzaguto, 2012). A new
expansion plan for Latin America and Asian statsyeral of which had notoriously
unprofitable electricity sectors, indicated thateign policy considerations weighed more
than commercial opportunities (Grishkovets, 200Bommersant, 2009; Inter RAO,

2010c). Electricity exports to China were renewedd aconsiderably expanded
(Bogomolova, 2009; Dzaguto and Grishkovets, 2008terl RAO, 2011d, p.76;

Vostochnaya energeticheskaya kompaniya, 2014)r R&0 became an instrument of

foreign policy outside the post-Soviet region.

The days of a complete foreign trade monopoly en@&dshkovets, 2010b). TGK-1,
owned by Gazprom and Fortum, and ENEL’s electrigtbsidiary, Rusenergosbyt,
pursued a limited cross-border electricity trade20ill (TGK-1, 2012, p.33; Vasil'ev,

2012, p.61), but Inter RAO remained the dominamoeter (TGK-1, 2012, p.33).

3.12 The post-Soviet region: Ubiquitous Inter RAO
To fuel further expansion and reap the benefites @lominant position in foreign trade,

Inter RAO had to be useful to foreign policy. Thenaal reports for 2009 and 2010 placed
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equal priorities on growth within Russia and withdRussia (Inter RAO, 2010b, p.50;
2011d, p.63). The 2009 business strategy priodtisgiable service in Russia at the
expense of synchronisation with neighbours (IntaOR2010b, p.50). However, by 2010,
the goal of integrating electricity markets and opg for transnational trade was back

(Inter RAO, 2011d, p.64). Foreign operations camohto expand.

Inter RAO’s expansion in Georgia continued in 200%e Inguri hydropower plant
straddled the boundary between the Zugdidi regrahAbkhazia, with Abkhazian control
of operations. Overall management in the 1990s 20@d0s was the only point of
cooperation between the Georgian government andbkbazian authorities. Inguri was
the largest hydropower plant in the South Caucasupplying electricity to Georgia,
Abkhazia, and Sochi in Russia. After the 2008 Rarsseorgian war, the Abkhazian
authorities took issue with this state of affal{gyorkova, 2008; Simonyan, 2008c). They
planned to privatise the management rights for fdingu return for modernisation and
repairs. The Georgian government promptly resumedlans for the privatisation of
Inguri and some smaller hydropower plants. Its amas to encourage the Azerbaijani
company, Azerenerji, to tender a bid (Simonyan, 8)0 Abkhazia’s authorities
meanwhile pursued contact with Inter RAO (Kevorka2@08; Simonyan, 2008a). To their
surprise, Inter RAO then agreed with the Georgiameghment on a joint management
arrangement for the plant (Grishkovets et al., 2088monyan, 2009). Dod sought
Abkhazia’s approval of the deal (Gordienko, 2008)e Georgian government saw Inter
RAO as more reliable than the Abkhazian authoriiigsmbassy Tbilisi, 2009). The
agreement was controversial in Georgia. Saakashgbvernment argued Inter RAO’s
case against considerable opposition (Simonyan9;ZlIke Moscow Time009a). Inter
RAQ’s position in Georgia was good. It stood for @& cent of the electricity supply, and
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avoided interruptions during the war (Embassy $hilR009). Inter RAO also carefully
avoided taking excessive political risks, causingpiturn down an offer of Russia’s 50
percent stake in the company GruzRosEnergo thatraled grids in parts of Russia,
Georgia and Abkhazia (Dzaguto and Grishkovets, P0The stake was eventually

transferred to FSK.

Inter RAQO’s operations in Armenia changed less, \bete used as tools to shape energy
relations with Iran (pp.272-3). Seventy percentAomenia’s electricity exports went to

Iran in 2010 (Oganesyan, L., 2009; Polyakova, 2010)

Relations with Ukraine stalled. Ukraine’s sharerofssian electricity import fell from 27.9
percent in 2005 to 0.2 percent in 2009 (Inter RADQ6; 2010a). By 2008, Ukraine
received 5 percent of Russia’s exports (Inter RRAQ9c, p.68). Relations with Belarus
also deteriorated. In 2010, Belarus tried to inseealectricity transit tariffs to pressure
Russia in the oil transit dispute (p.222) (Grishéisy 2010a), though the transit volumes
were too small for the ploy to yield any result. #he dispute unfolded and Belarus faced
liquidity problems, electricity relations worsendgelarus’s debts accumulated. In 2011,
Inter RAO disconnected Belarus (Dzaguto et al.,120Exports resumed only when
President Medvedev intervened, in what appearée @ political signal conveyed by Inter

RAO (Grishkovets, 2011).

In July 2008, Inter RAO again consolidated complasatrol of Moldova GRES in a 63
million US$ deal with FREECOM, leaving its owner&tw125 million US$ for its two-

and-a-half-year-long ownership (Embassy ChisinaQ082 Grishkovets, 2008a). A
Hungarian company, EMFESZ, belonging to the Ukeainbusinessman Dmytro Firtash,

was possibly involved in the deal (Zateichuk, 20@Gfjshkovets, 2008a; Inter RAO,
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2008a; Peretolchina, 2008). From 2009, Moldova ragead Moldova GRES supply

following problems with Ukrainian suppliers (Grishlets et al., 2008a).

In Kazakhstan, the package deal between from 203 iacluded plans to expand the
Ekibastuz-2 thermal power plant with two new unlts.late 2009, financing for one of
them was included in the credit line Russia opeimed<azakhstan during the financial
crisis. The financial package from Vneshekonombaak finalised in 2010 (Inter RAO,
2009b; Granik, 2010; Gabuev and Konstantinov, 2Gii) construction work started in
2011 (Inter RAO, 2014, p.84). Also in 2010, Intek® came close to acquiring 50 percent
of Ekibastuz-1 (Bol'shakov and Ishmukhammetov, 200%tead, however, Kazakhstan
strengthened state ownership in the electricityase(Grishkovets and Dzaguto, 2009;

Mazneva, 2010).

In Tajikistan, Sangtuda-1 was completed in 2009 gmehed by the two presidents (Inter
RAO, 2009g). The Russian government now owned ®&rfsent of Sangtuda-1: 66.4
percent directly, 14.9 through FSK, and 2.24 pertaough Inter RAO (Dzaguto, 2009a).
Inter RAO planned a shares issue to take over sirtiee government shares (Inter RAO,
2009a), but this did not happen. Tajikistan quickdy up electricity debts to Sangtuda.
Exporting to Russia through swaps was proposedrasans of debt recovery (Dzaguto,

2009b). In August 2011 Sangtuda started exporongfghanistan.

Inter RAO’s success at Sangtuda-1 opened up otissilplities for the company. Rogun,
a much larger unfinished Soviet project, was aftsuded in the 2004 deal, but with the
Russian aluminium company RusAl as Russian pafMarat, 2010). By 2007, RusAl and
Tajikistan’s government disagreed over Rogun. Tstgk abrogated the agreement (Marat,

2008a; Panfilova, 2009a). Russia, Chubais thenadstt] was not going to abandon the
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Rogun project, implying the participation of RAO BHnter RAO (Solov'ev and
Grishkovets, 2008). This was approved by all psrtiget there was no progress in the
negotiations. Sergei Naryshkin, head of the PresigleAdministration, took part in the
negotiations (Gorelov, 2008a; Panfilova, 2008b) Thjik government tried to attract Iran
and Pakistan to join the project, to no avail (Gksvets, 2008b). The government
broached other possibilities, such as an internatioconsortium with Russian
participation. But neither RAO UES/Inter RAO noetRresidential Administration would
go along with less than half of Rogun if Russiaever finance the project. A minority
stake was unacceptable to Tajikistan (Grishkovats Ravinskii, 2008; Grishkovets and
Solov'ev, 2008). By now, bilateral relations wemplicated further by the economic
crisis (Gabuev, 2009; Panfilova, 2009a). The Tgpkernment proceeded without Russian

participation (Marat, 2008b; 2010).

In Kyrgyzstan, the 2005 Tulip Revolution delayeé #xpansion of Kambar-Ata HPP, in
which Chubais had declared a RAO UES interest #a& pefore. The tender for Kambar-
Ata 1 came in 2007, while Kyrgyzstan would complé&ambar-Ata 2 on its own
(Panfilova, 2008a). Kazakhstan patrticipated inkhenbar-Ata 1 tender (Zhelenin, 2007b).
Russia’s bid succeeded, and Inter RAO proceededlyjovith a Kyrgyz counterparty in
June 2009 (Inter RAO, 2009f). Riots and regime glean 2010 further delayed Kambar-
Ata 1, but also put Kambar-Ata 2 back into the eshtCost estimates then stood at 1.7-3
billion US$, to be financed by Russian credits (Gaband Karabekov, 2011; Panfilova,

2011).

In 2010, Russia was invited to participate in thental Asia-South Asia-1000 (CASA-

1000) project. Originally a project involving Taigkan, Afghanistan and Pakistan, it would
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construct high-voltage lines from Central Asia tesRawar in Pakistan. Inter RAO
proposed supplies from Kambar-Ata 1 and Rogun (Dad2010d). Russia later offered
500 million US$ in project funding in return fortér RAO control of the line (Dzaguto,

2011d).

3.13 Conclusions

The Russian electricity monopoly emerged unreforifinech the Soviet period. By 1993,

RAO UES was a semi-reformed holding company undeminal state control. It had little

control of regional power companies, while inforrmaht streams were siphoned off at
every level. The Russian state did not have, apeas not to have sought, full regulatory
access to the electricity system beyond perfunctompal meetings. RAO UES did not

participate in institutional development and pali@king, and there was little of either. In

terms of the structure of interaction, the eledri;ydustry had extensive autonomy.

As the formal channels of access and participatatrophied, the state was left
incapacitated and fragmented. Informal access anitipation dominated state—company
interaction, the basis of which was an exchangematual support and rent sharing
between regional and industrial elites and thengutioalition. This preserved elite stability,
especially in the regions, where elites constitugelbct circles of claimants. Wider rent
sharing in the form of cheap electricity and nomgspants stabilised society. It also

cultivated dependence on the state, but in pasaticut Yeltsin’s ruling coalition.

While the trade in electricity in the post-Soviegion waned rapidly, barter, soft payment
constraints, and informal channels of participataord rent sharing entered post-Soviet
electricity trade, too. In this way, dependenceRussia was cultivated also among post-

Soviet elites and populations. However, RAO UES waable to shoulder this burden
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interminably, and customer relations in the posti&o states translated into hard
constraints and real payment terms after the 18&hd¢ial crisis. This was subsequently

also the case with domestic customers.

When Chubais took over at RAO UES in 1998, strattteform was long overdue. The
reform was prepared during Yeltsin’s second pregideperiod and pushed through in the
early years of Putin’s first. It was a politicalopgct aimed at increasing state capacity and
creating electricity markets. The state gained regulatory powers and real, formalised
access to the electricity industry. Regional adtlesr and sector insiders were
marginalised. Arrears and debts were cleared. Wbiimal channels were used to boost
state capacity in this way, Chubais and his teammptemented them with informal
channels of access and participation to achieveltsesAt the highest level, Putin
supported both reform and foreign operations. Os point, RAO UES as a case differs
from the other state-owned companies studied hé&re state reduced its direct
engagement in electricity and increased its indiregulatory powers through market
institutions. To the extent that the reform gavenpanies almost free access to electricity
markets in substantial parts of the country, théeshow had far greater capacity to support
complex economic organisations (p.9). For the s&extricity reform was also a process
that resulted in an indirect relationship, struetuithrough market regulation, with the
electricity industry. State organisations becameenspecialised, with a clearer delineation
between policymaking and administrative functiofisis extended to ownership, which in
the electricity sector was now more specialisedp @mong state companies. But while
markets and companies were now further removed thenstate’s reach, the state retained

control of a substantial part of the sector indigegia ownership ties.
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While Inter RAO passed to Rosatom in the courgh®freform, it also came into the orbit
of the regime through the involvement of Sechind amost likely also Kovalchuk. The
later reform stages, after the dissolution of RAG3Jand the foundation of a wholesale
market for electricity, progressed only slowly apdrtially. When Chubais in 2012
commented on the Energy Ministry’s weakness inipgitits regulatory powers to use, it
illustrates precisely the type of regime influertbat was exercised through the state-
owned majors in the electricity sector after 20IBe reform enabled the state to exert
property rights, and thereby empowered the regirhere were indications that the post-
reform institutional framework, part of a now manature social order, came into conflict

with the privileges of the ruling coalition.

The electricity switch was used as a tool at alyestiage to recover post-Soviet electricity
debts. With a subsidiary for cross-border elediridrade, Inter RAO, RAO UES’s
management ensured that foreign operations comtimekatively unaffected by reform.
Inter RAO expanded, partly shielded from formalrarehies within and without RAO
UES. Informality and personal trust were at therhe&the company’s operations until
well into 2006. Informality seems to have enablesharing of electricity rents with host
country businessmen, most conspicuously in Mold@viaen Inter RAO survived intact in
the post-reform era, it was because it was a tbdhe state in the post-Soviet region.
While RAO UES no longer existed and cultivated aelgnce on the state at home, Inter
RAO maintained these functions abroad. It mainthidependence on Russia in the post-
Soviet electricity sector, by virtue of its ubiquits role in enabling electricity development
across the region. Dependence was sometimes usmxetce, with Inter RAO being the
carrot and enabler to Gazprom’s stick, as | withwhn chapter seven. Inter RAO seemed
to accept its role as instrument of foreign poliafter 2008 as well, when it seemed to
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direct its rents at foreign policy goals to invéstdistant electricity sectors of variable
commercial merit. It became a tool of a regimefl@eign policy towards Asia and Latin
America. Institutional changes at home had maadeoite, not less, accessible to the state

and this was why it could become a prominent faictdtussia’s foreign policy.
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4. NUCLEAR ENERGY: ROSATOM

The study of the electricity sector in Chapter ®webd how informal rent sharing and
informal institutions in the 1990s continued intae tpost-Soviet region. Formal rent
sharing, and formal institutional change towardsiract management by the state in the
2000s also extended into the post-Soviet regioerdhincreased Russian state capacity in
the electricity sector maintained dependence orsig@ub the nuclear energy industry, too,
the Russian state and companies in the industeyacited over foreign policy and foreign
operations to the extent that they participatedinstitutional development at home.
Crucially for foreign operations, post-Soviet naclelevelopment remained dependent on
Russia. In Ukraine and Kazakhstan, nuclear enangysitry development depended on

access to Russian technology and infrastructure.

Rosatom is a holding company for the Russian nuceargy industry. Table 4.1 lists
Rosatom’s predecessors. Rosatom’s civilian side ntirclear energy industry, comprises
several companies united under Atomenergoprom,baidiary holding company’. The
Rosatom subsidiaries relevant to this study areetinvolved in the nuclear fuel cytle
and nuclear power plant (NPP) construction in thst{soviet region: TVEL, ARMZ,
Tekhsnabeksport and Atomstroieksport. The fuel amgpTVEL has 17 percent of the
world nuclear energy market, producing and selkgssian-produced and designed fuel
cells to many countries. The uranium holding ARV one of the world’s five leading

uranium mining companies and unites all of Rosasounanium and raw materials assets.

19 Rosatom holds enterprises in the nuclear milicamyplex directly. Nuclear construction was in 2011
incorporated in the Atomenergomash holding.

% The nuclear fuel cycle refers to all the stagesfuranium ore mining and extraction, processifg in
U30g (yellowcake), conversion to uranium hexafluoridd-@), enrichment, fuel production and electricity
generation to spent nuclear fuel which can be gsged (closed cycle) or stored as waste (opea)cycl
2L ARMZ was until 2008 Atomredmetzoloto, when it beesUranovyi kholdingARMZ (Uranium holding
ARMZ).
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Tekhsnabekspdtt is the world’s largest exporter of uranium andniwen products, and
holds a 40 percent share of the global market mclement services for fuel purposes
(Atomstroyeksport, 2011a). Atomstroieksport is adieg supplier of nuclear power
stations to the world market. In 2010, the nuckr@ergy industry contributed 78.4 percent
of Rosatom’s turnover, and nuclear energy expartdributed approximately 29 percent
(Dzaguto, 2011a). Table 4.3 lists Soviet and Rusgraduced reactors in the post-Soviet

region and beyontf

4.1 The break-up of the Soviet Union and Soviet legacies

Until 1986, the Soviet military and civilian nuctemdustries belonged to Minsredmash,
the Ministry for Medium Machine-Building (CoopeR4l, p.7, 17; Perera, 1997, p.14-16;
35-40). Following the Chernobyl disaster of May @98ere were attempts to restructure
the nuclear industry, but it remained overblowrgfficient, and unsafe (Kudrik et al.,
2004, p.25-26). When foreign trade was reorganisd®88, the nuclear industry acquired
control of official foreign trade in nuclear matds, conducted through Tekhsnabeksport
(Tekhsnabeksport, 2014). In 1992, the Russian seigod the civilian nuclear industry
were reconstituted by decree as the Nuclear Enkligistry, Minatom (Decree No 61,
1992). Minatom had ministerial policymaking, plamgpiand executive powers, with no
clear delineation of military and civilian divisisrof the nuclear sector (Decree No 61,
1992; Bukharin, 1995). Minatom had little ability design specific policies for the
different parts of the nuclear industry. Enterpgisavolved in the nuclear fuel cycle
formed specialised companies directly subordinateMinatom. There, the personnel

changed little from the Soviet period to around @0Bor example, the Minister for

2 Tekhsnabeksport operates as Tenex internationally.
3 An overview of reactor types, including pressutizeater reactors like the Russian VVER, is founthat
website of the World Nuclear Association (2014c).
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Medium Machine-Building for 1986—-89, Lev Ryabevtureed as first deputy minister in

1993 and remained there until 2002.

4.2 Keeping afloat and muddling through

The new nuclear industry companies, including TVEAARMZ, Tekhsnabeksport and

Atomstroieksport, evaded the disruptive privatisagi of the early 1990s. Nuclear power
plants would also remain in state hands (Palamérehal., 2001, p.53). But from 1993, a
select number of enterprises subordinate to Minatold be partially privatised, apart
from sensitive institutes and factories (Decree 246, 1993). In this process, licensing
requirements and state stakes or golden si{avesefited company directors and industry
insiders (Kudrik et al., 2004, p.26; Jeppesen, 2@0B0-25; Pappe and Drankina, 2007).
TVEL and Atomredmetzoloto, state ‘concerns’ fron®19urned shareholding companies
in 1992, were ripe for privatisation (Kadosov, 1B92VEL, 2014; Uranovyi kholding

ARMZ, 2014).

Privatisation could have started a process of mdiffeation of state and private
organisations. The reality in the nuclear energytebecame instead a grey zone at the
state’s fringes, with little access for centraltstarganisations. Private gain and informal
relations became the norm. Privatisation undermthedhierarchy of state organisations,
with the state incapable of establishing institagioto control and support private
organisations. The boundaries between state andstaten were blurred from the

beginning.

24 A golden share is a nominal share that gives ameowoften a government, direct influence over canyp
development and an opportunity to outvote othereraion specific issues. It is an instrument assetia
with privatisation processes and with sectors m@tegic interests to states.
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In 1995, major banks and investors were alloweddrept shares as collateral for fresh
loans to the Russian state. The arrangement (‘lo@amsshares’) allowed major
businessmen to obtain a share of informal renastgein state organisations, and later to
acquire the companies when the state defaultedxascted, on its debts. On the list of
companies up for auction, one was a nuclear enagypany, Tekhsnabeksport
(Segodnya, 1995a). It may have been the resultffoft® by Oneksimbank, which
belonged to Mikhail Prokhorov and Vladimir Potanithe bank was also seen to be close
to Chubais (Pelekhova, 1998b). After an auctionheut bidders, possibly due to
Minatom’s effort to reverse the process (Pelekhd@®8b), Tekhsnabeksport was placed

on a list of strategic enterprises and withdravamfifurther auctions (Segodnya, 1995b).

Informal privatisation efforts proved more succaksThe former Soviet nuclear energy
industry minister (1989-91), Vitalii Konovalov, waentral to the creation in 1991-2 of
the company TVEL (Belyaninov, 2001). By 1996 thempeared to be a privately held
TVEL Concern, duplicating the state-owned TVEL (g&alinov, 2001). It positioned itself
as the legal successor to the state-owned TVELskRrgakov and Buran, 1994, p.51).
TVEL was at this point being reorganised from a &am department into a joint-stock
company (Decree No 166, 1996). It experienced seeash-flow constraints (Perera,
1997, p.115). The private company survived, ancergd uranium, until Konovalov was
forced to resign in September 2000 (ProskuryakaV Baran, 1994; Belyaninov, 2001,
Osetinskaya and Shcherbakova, 2001). The TVEL Garmgoplied Ukraine with nuclear
fuel for several years, and informal rent streamesewikely channelled to a diverse group
of claimants, keeping the sector afloat. Accordind<onovalov and others, the situation
arose in an effort to save nuclear fuel producfrom disintegration and foreign takeover
(Proskuryakov and Buran, 1994; Kuznetsov et alQ62(.25; 35; 38). Konovalov was
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investigated by the Public Prosecutor in the mi8@9 but was never charged
(Belyaninov, 2001). The Security Ministry, too, wasable to ascertain the full extent of
the illegal trade in uranium in the early 1990s;aading to then Deputy Prime Minister
Sergei Stepashin (Belyaninov, 2001). Konovalov riesdimportant in TVEL and within

the industry also after his resignation (Belyanin201).

The state’s lack of state control of the nucleagrgy industry in the 1990s reflected the
lack of state capacity. Minatom, like Minsredmagfiobe it, was beyond state control and
ruled by protective industry veterans. It survived informal rent streams. Several
subsidiaries, especially TVEL and Tekhsnabekspenjoyed considerable autonomy.
There was a hierarchical relationship between rmniand enterprises, but little formal

control. This was somewhat mitigated by the presaicompany directors, i.e. of TVEL,

on the Minatom collegium (Government Order No 77#92; Government Resolution No

175, 1992 (1993)).

The industry’s informal rent streams came from wnansales. The Soviet Union officially
entered the international uranium market in 199fer8ists were then already engaged in
an informal trade of nuclear material, often batkin exchange for laboratory equipment.
In 1991 and 1992, foreign trade relations multigliefficially through Tekhsnabeksport,
and unofficially through minor channels (Mikhailibh995). Foreign trade companies in the
nuclear industry started doing deals outside thaosgZotova, I., 1992; Kravchenko,
1994). Due to the absolute nature of the non-gnaifon regime, a state’s nuclear energy
relations can come into doubt if there is suspi@bany grey areas in contacts with other
states. This lack of state control became a forgiglicy problem. Contact with Iran,

established in 1992, was initiated by the nucledustry (Kommersant, 1992). It got out of
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hand in 1995, when Nuclear Energy Minister ViktoikNailov (1992-8) signed a protocol
of intent with Teheran on a Russian-built Irani@mtcifuge plant for uranium enrichment
(Orlov and Vinnikov, 2005, p.52). Neither the presit nor the MFA (Ministry of Foreign
Affairs) had been consulted. The protocol was dyidancelled (Orlov and Vinnikov,
2005, p.52). There followed an uncontrolled proateon of contacts between the Russian
nuclear industry under Mikhailov’'s successor, Evgé&aamov (1998-2001), and Iran
(Stenin, 2005). Similar situations occurred witllilg Syria and Libya (Khripunov, 2001,

p.54)%

The nuclear energy industry also pursued less pskinerships with foreign agencies and
companies, designed to keep the industry afloato($d.997; Yamshchikov et al., 1998;
Kudrik et al., 2004). By 1994, non-payments ancedefd salary payments were a regular
occurrence (Segodnya, 1994; Popov, A., 1995; Aliel@98). Foreign partnerships
addressed nuclear safety and non-proliferatiorofoitg the end of the Cold War, and
directed funds towards trained personnel, to khemtin their jobs and provide them with
income. Programmes like the US-Russian Megatonsleégawatté® saved the industry
from collapse at a time when ‘people weren't pdidirt wages’, as Mikhailov remarked
(Perera, 1997, p.42; Koroleva, 2006). Accordindgtmovalov, nuclear fuel sales abroad
were the sector’'s only source of income and covéess than half' of its costs (Alieva,
1998). In 1997, Minatom earned 2.2 billion US$ tsforeign (hard currency) contracts
(Volchko, 1998). To avoid US anti-dumping procedur@ussia’s foreign trade in nuclear
materials and uranium often involved middlemen (&S, 1992a; Lavr, 1992). Uranium

trade therefore undermined state control of theistry. There was ample opportunity for

%5 At the time of writing, there is no indication tHaussia does not keep its obligations within the
international regime on non-proliferation regimeétations with Iran, but at that time, there weeeious
international worries about Russia’s interpretatibthe non-proliferation regime.

% Also known as HEU-LEU in English and VOU-NOU in $&ian.
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informal rent streams and embezzlement (Pavlov8)%lso in Tekhsnabeksport (Kats,
1999). Minatom under Mikhailov refused to put apsto this, in defiance of government
orders (Bogatykh, 1999). Minatom’s informal rentesims protected it from central state

interference, and the state was incapacitated.

4.3 The trade collapse

Within the Soviet Union, enrichment and fuel prodgcenterprises were located on
Russian territory, and the country had about 8@ewrof Minsredmash’s enterprises. The
rest was now abroad. The most profitable uraniusemes were in Kazakhstarand
Uzbekistan, but there was also some productionkiraide (Table 4.2). Yellowcak®and
fuel pellef® production took place in Kazakhstan. Trade cobdpafter the Soviet break-
up. For Russia, this was, as noted above, complemhdry considerable expansion in the

nuclear energy industry’s contacts beyond the re@fi@arasov, 1998).

Demand for nuclear fuel declined as economies aotd&d, and planned projects were put
on hold. Ukraine, Armenia and Lithuania remaineget@lent on Russia for nuclear fuel
and heavily dependent on nuclear energy (Tablesadd?24.3). Armenia shut down its
reactors completely between 1989 and 1993, reogewme in 1993 using Russian fuel.
The political and economic transition in Centralrépe also led to reduced demand for

Russian nuclear fuel.

Ukraine closed some reactors in 1992, and fueledrést from stocks (Voskresenskii,
2000). In 1993-5 Ukraine exchanged its nuclear aaal for Russian fuel. This began as

a bilateral arrangement, which from 1994 includied US in anticipation of Ukraine’s

%" Orebodies in Kazakhstan are larger and the ordeanore easily extracted than in Russia’s deposits

8 Yellowcake (WOs) results from the processing of natural uraniumthke nuclear fuel cycle, yellowcake is
converted and then enriched, see fn. 20 above.

2 Fuel pellets are pellets of fuel-grade uraniunsletd inside fuel rods.
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commitment to denuclearise and accede to the TreatiNon-Proliferation of Nuclear
Weapons (NPT) (Garnett, 1995; WNA, 2014b). In 190%kraine procured fuel
commercially for 1996 to 2010 from TVEL Concern, ieth won the tender
(Voskresenskii, 2000). Ukraine represented up tbira of the international market for
Russian nuclear fuel. The TVEL Concern was an dttr@ supplier to Ukraine due to its
low prices, but also because it accepted paymentdatear cycle goods (Vaganov, 1999;
Voskresenskii, 2000). As the TVEL Concern rathemtithe Minatom subsidiary was the
Russian counterparty and payment was by barteregmirce streams on the Russian side,
too, probably went though both formal and inforrolahnnels. The arrangement appeared
under bilateral agreements, but bore some reseg®tarpayment scams in fuel deliveries
to Lithuania in 1995 (Perera, 1997, p.86). Ukrasme up debts for nuclear fuel, and Russia
withheld part of the supply for 1998 (Vaganov, 1998 an effort to regulate the debt, in
1997 the trade was channelled through a multilakRuasian—Ukrainian JV, created for the
purpose. The founding companies included the Ulaaistate property fund, a Ukrainian
and a Russian bank, the TVEL Concern and a UkmaiAiadorran entity (Prime-TASS,
1997). The payment arrangement benefited the Russie less than private companies,

and it persisted for several years (Vaganov, 1988kresenskii, 2000).

Ukraine sought to diversify fuel supplies and maimed contact with Westinghouse, a
major US nuclear energy company which had alsdgigated in the 1995 tend&}.By

means of further diversification, Ukraine conductedender for the construction of a
nuclear fuel plant in 1995, narrowly won by TVELafdyatin, 1996). Further development

of the project was shelved at this point, for unknaeasons (Vaganov, 1999).

% Traditionally, the choice of NPP design was alse of fuel supplier. Trials of one fuel type iniéfatent
reactor type are expensive and involve safety ackinical tests over a long period.
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To the Russian nuclear energy industry, ties witbt@mers were still easier to maintain
than those with suppliers. In 1993, post-Soviehumna producers agreed to develop their
production under an integrated organisation, with aim of creating a transnational
company (Kadosov, 1993). Accessing finance wasddmental problem. States left with
minor components of the Minsredmash system, likeggstan's Kara-Balta Mining
Combine, lacked resources and sought Russian SuppdlA, 2011c). Russia lacked the

resources and also a strategic planning capacityate use of such opportunities.

Deciding on priorities was also an obstacle slowjast-Soviet integration. It was

exacerbated by the demands of the competitive anetnansparent international uranium
market. Kazakhstan in particular was interestecexpanding uranium production and
looked to Russia for partnership and customers Raigisia had stopped importing uranium
ore from Kazakhstan when the Soviet Union was disslb Uranium processed in

Kazakhstan at the time was stranded (Koretskii419¥giews on the uranium market also
differed. When Kazakhstan’s experts warned aboutingpending uranium shortage,

Russian experts disagreed (e.g. Sidorenko, 1999).gMinatom did not expand its nuclear
ties with Kazakhstan; it left it to its subsidiarieAtomredmetzoloto, Russia’s partner for
an integrated uranium industry in the CIS, saw Khztan only as a competitor on the
international market. TVEL's vision for post-Soviegintegration was to see Russia
become a dominant partner. It had little understapdf how circumstances had changed,
however (Alieva, 1998). Atomredmetzoloto and TVELaintained ties with Ulba,

Kazakhstan’'s only nuclear industry plant, due te dompanies’ total inter—dependence.
The Ulba plant processed uranium ore into yellowcakd produced fuel pellets from
uranium enriched in Russia. Fuel pellet producti@s the only part of the nuclear cycle
that was not located on Russian territory. In 19@&mredmetzoloto and TVEL ceased
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payments, forcing Ulba to diversify its customesé@Perera, 1997, p.150; 153; Shmidke,
2006). Kazakhstan’s uranium production in 1997 wly 25 percent of what it had been

in 1991 (WNA, 2011e).

4.4 Out of the shadows and into the financial crisis

By the mid-1990s, Minatom and its subsidiaries aghthered the post-breakup crisis.
International uranium sales generated resourceslémded ministers and company heads
to retain sector control. Non-payments at nucleawgy stations were connected to
problems in the wider economy. The government, @ajpye Deputy Prime Ministers
Chubais and Nemtsov, worked from 1997 to widencmstrol of the nuclear sector
(Volchko, 1998). Minatom resisted structural reforite autonomy protected by its
considerable resources. Informal rent streams dddelt from interference, including
access and participation within the hierarchy afesbrganisations. In late 1997, Minatom
secured government support for an expansion prageaim the domestic nuclear energy
sector, and the reorganisation of nuclear powedymtion into a Minatom holding

company (Volchko, 1998).

Mikhailov’s resignation in early March 1998 wasuwamise. A major scandal connected to
the Megatons to megawatts programme was just uliryeand there was speculation
that Mikhailov had tried to save the industry bgigaing (Pavlov, 1998), or conversely
that the scandal was used as an excuse to geff oh endependent-minded minister
(Emel'yanenko, 1998). His first deputy, Aleksandzlddokhov, also resigned (Pavlov,
1999). However, at the time several banks weretifighfor the control of Minatom’s

income streams from abroad (Gotova, 1998; PelekH®28b). Two banks, Oneksimbank

and Menatep, were in a position to influence outesrat the level of the president via
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Chubais and the prominent businessmen Boris Bes&iand Roman Abramovich, all of
whom had connections with the ruling coalition. #ird bank, Natsional’nyi rezervnyi,
was vying for the position of insider bank with testablished sector bank, Konversbank

(Gotova, 1998; Pelekhova, 1998b).

Mikhailov’'s most likely successors in Minatom weksonovalov of TVEL and the
prominent nuclear scientist Evgenii Adamov. Konovalhad proposed in 1991 an
integration of the nuclear fuel cycle companie® iohe organisation (Pelekhova, 1998a).
He now proposed to restructure the industry intmiktary, a civilian and a scientific
branch (Pelekhova, 1998a). He was known to havisraall view of outside influence in
the sector. In particular, he was hostile to Onmaksink’s and Menatep’s advances into the
sector’s financial streams (Pelekhova, 1998b). Amlanvas less politically experienced
but was supported by Abramovich (Gotova, 1998; lelea, 1998b), and was appointed
in the end (Pelekhova, 1998b; Vaganov, 1998). lRafg the financial crisis in August, he

selected Konversbank as Minatom’s overall banketd¢@, 1998).

Konovalov continued to push for a reorganisatiothef nuclear energy industry divorced
from the military and science branches (Pelekh@@®8b). This included a proposal to
Gazprom, in which he offered Gazprom a prominefd, rpossibly a stake, in a partially
privatised nuclear energy industry, in return fioahcial support for TVEL (Oganesyan,

T., 1998; Pelekhova, 1998a; Agentstvo ekonomiclkéskovostei, 1999).

Efforts under Mikhailov (1992-8) and Adamov (199862) to introduce contemporary
management and financial practices and turn Minattm a ‘team player’, in short, to
facilitate state access to the industry, were @atpulperceived as attacks on the industry

(Khripunov, 2001, p.50; 57; cf. Sotnik, 2001) atsl ient streams. Adamov was popular
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within the sector. He followed government ordered8tykh, 1999), and had Chubais’s
and Berezovskii’'s support (Gotova, 1998). He wdwdste been well positioned to launch a
reform. But his efforts to create a market-econoreysion of Minsredmash met with
resistance in the military nuclear industry (Khnpw, 2001, p.55). After his resignation in
2001, he was credited within the nuclear sectortlier nuclear revival that followed the
crisis years (Atomnaya strategiya, 2009). But r&alictural reform of the sector was
postponed, with lack of progress at home and a wadeety of foreign activities beyond
government control. Before March 1998, Minatom baén largely autonomous of other
state organisations, including of the cabinet ntémgs directly in charge of its oversight.

The lack of a channel to central state actors medestitutional development.

4.5 A new approach to the post-Soviet region

The most profitable section of the post-Soviet eaclindustry, uranium mining in
Kazakhstan, was the first to initiate programmesenfewal and expansioiazakhstan
created a state companylf97 to manage the nuclear industry, Kazatompramng to
become the world’s leading uranium extractor by@Q&rudnitskii, 2006a; 2006b). This
would be a starting point for a full nuclear fugicle. The plans were revealed in 2000,
when the uranium price was at a historic low pd¢@taph 4.1). A careful expansion of
Kazakhstan’s nuclear ties with Western, Japanesene€e and Russian companies
followed. Before 2004, Kazatomprom aimed for maximueintegration with Russia
(Grudnitskii, 2006a). Russian companies and Minateene interested in Kazakhstan’'s
fuel pellet production and future uranium supplibsf did not consider Kazakhstan a
partner in the nuclear fuel cycle (Grudnitskii, Bap Giving Kazakhstan a stake in

enrichment was off the Russian agenda well int@20@0s, even if the enrichment process
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were to remain under Russian control. Kazatomproavertures on cooperation and

partnership in enrichment found little responsRussia (Grudnitskii, 2006a).

Instead, Russia from 1996—7 promoted tripartitepeoation with Kazakhstan and Ukraine
in nuclear fuel production in the JV Ukrtvel, domied by Russia (Koretskii, 1997).
Kazakhstan would supply fuel pellets, Ukraine wonddke zirconium casing for the fuel
rods, and Russia would enrich the uranium and dssefoel rods (Koretskii, 1997;

Voskresenskii, 2000; Shmidke, 2006; Ryasnoi, 2008bydgress was slow. Ukraine was
financially constrained and would have preferredaater-tolling agreement to a JV.
Ukraine’s decision makers disagreed over a paitieraith Russia (Koretskii, 1997).

Russia took Kazakhstan’'s participation for grantedwhich Kazakhstan responded with
very patient negotiation (Koretskii, 1997). The Was established in 2003 (Starostin,
2003). Technical difficulties in Ukraine initiallglowed production, however (Ryasnoi,

2008b; Ivzhenko, 2010).

Ukraine continued to explore diversification in rear fuel supply, a factor it made use of
in negotiations over terms with Russia (RubtsoW99 In 2000, Ukraine and Russia
agreed to exchange uranium concentrate and zineoailoy for nuclear fuel, with only 35

percent of Ukraine fuel paid for in cash (Perer@97, p.146-147; Vaganov, 1999;

Voskresenskii, 2000; WNA, 2011d).

4.6 The new coalition

By 2000, progress in Russia’s nuclear energy sees® held back by a lack of mutual
access and participation, even contact, with sieganisations. The state had little access
to Minatom’s foreign contacts. One of Rosatom’s kejormers, Anna Belova, later

remarked that Russia’s nuclear sector had beenntesern compared to other nuclear
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powers (Belova, 2008; Turanov, 2004). The nucleargy industry was unable to address
issues like future uranium supply, decommissionaigold NPPs and safe long-term
storage of spent nuclear fuel (Kudrik et al., 200Bhere was an accumulated lack of
investment. Considering the failure of Minatom’aders to initiate major changes, reform

and structural change would obviously also requée leaders.

Adamov left Minatom in 2001 after a State Duma-aotiruption investigation concluded
that he had breached the law (RFE/RL, 2001b). H# three subordinates were later
convicted of fraud, and Adamov was charged with ezatement in the US (Lenta.ru,
2008; Sokovnin, 2008; Sergeev and Sokovnin, 20A@lamov’s successor at Minatom
was Aleksandr Rumyantsev (2001-5). Putin tasked with regaining control over
Minatom’s considerable cash flows (Leskov, 20083t is, make its rent streams available
to the state. However, Rumyantsev was close to ¥abowg (Belyaninov, 2001) and did not
stand up to vested interests in the sector (LeskR0606). In spite of declarations to the
contrary, reform was quietly postponed (Galiev &idsamov, 2001; Khripunov, 2001,

p.57).

The nuclear energy industry and its rent streammaiged outside central state control and
were vulnerable to creeping privatisation in theuggle among elites. In 2003, the
Russian—Georgian businessman Kakha Bendukidze @gdmto gain control over
Atomstroieksport by taking a stake in the partlivatised company Atomenergoeksport
(Aleksandrov, Yu., 2004; Pappe and Drankina, 200Men Putin and Minatom became
aware of this, Bendukidze was pressured out ofnessiin Russia. Gazprombank acquired
his stakes (Aleksandrov, Yu., 2004; Pappe and Dmnank007). In the state’s effort to

regain control, Minatom lost its supra-ministepalwers and became a Federal Agency for
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Nuclear Energy early in 2004. It lost policymakipgwers and was placed organisationally
directly under the new Energy and Industry Minisegtablished as part of a government
reform. Some of its powers and its direct partitgrain policymaking were restored in
July, but Rosatom, as it was now known, remainsgand-tier organisation (Kudrik et

al., 2004, p.27).

But with economic growth and growing demand forctleity, it remained a government
priority to gain access to the nuclear energy itrguand restructure it in support of
expansion. According to forecasters, the rise imaled would continue, and not be easily
met by oil- and gas-fired thermal plants. Pricesha Russian electricity market were
regulated, while the export market for gas andwas now highly profitable. There was
much to gain from less reliance on gas-fired plghigmatulin and Nigmatulin, 2006).
Nuclear energy was an attractive alternative (QrMy 2008; Oxenstierna, 2010, p.21;
37). NPPs already generated 16 percent of Russstricity Energeticheskaya
strategiya 2003, p.96). Existing reactors had their senlices extended. The Russian
government also planned to build 26 new reactoferee2020, to cover 23 percent of
electricity productior’> Uranium demand would almost doubl&ngrgeticheskaya

strategiya 2003, p.96).

Domestic expansion would support the export businehich relied on the home market
to test innovations. Russian nuclear technologyodxmwas already a success in the
growing international market. TVEL experienced a [#cent increase in profits from
international sales from 2003 to 2004 (Siluyanovad Eovalevskii, 2004). Russian nuclear

fuel exports now accounted for around 17 percetth@fvorld market, but the government

31 Estimates for future nuclear power productionéased in the course of reform.
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envisioned a 30 percent share by 2020 (VakhmenDb)7;2 Omelchenko, 2008;
Energeticheskaya strategiy2009, p.69). In the eyes of Rosatom’s reformdmnestic
and international concerns drove the reform (Bel®@08; Orlov, V., 2008). Without
reform, investment, manpower and uranium shortagesld inhibit growth, including
international growth. The government also founchdéicessary to control the industry
through a working ‘power vertical’ (Belova, 2008he nuclear energy industry could only
develop on terms that enabled state managementamtib! of the sector (Belova, 2008).
This was emphasised by the US reactions to thetrcmtion of the Bushehr NPP in Iran
(Kornysheva et al., 2006). By 2005-6, the industisglf acknowledged the urgency for

reform (Kornysheva et al., 2006).

4.7 Expansion and renewal?

Uranium stockpiles and reprocessed Soviet-era vadehand spent fuel cells still made up
for some of the discrepancy between Russian urardemand and supply. Imports
covered the rest. With increasing demand, impodslavalso have to increase. The post-
Soviet region had good uranium sources close toeh@nergeticheskaya strategiya
2003, p.53; 58Energeticheskaya strategiyd009, p.41) and uranium prices were already
increasing (Graph 4.1). With several years neededevelop new uranium fields, and
rising international demand, the Russian nucleargynindustry found itself in a new

situation.

In 2002-3, relations in the nuclear energy fieltWaen Russia and Kazakhstan began to
change. TVEL acquired a ‘golden share’, nominaRyg&rcent, of the Ulba plant in 2000

(Voskresenskii, 2000; Stulberg, 2007, p.206-288his was subsequently converted into

%2 The golden share gave TVEL a veto over ‘unfavolerbbisiness decisions’ including closure, ownership
change, management change, change of businessafirand decreases in production.
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an ordinary minority stake. It was a first step &o@s further integration. But according to
Mukhtar Dzhakishev, head of Kazatomprom, it wals gifficult to organise a substantial
degree of cooperation between Russia and Kazakbstdr?003—2005, because there was
no political will in Russia to support a reform ada (Grudnitskii, 2006a). Kazatomprom
found Russia’s terms insufficiently advantageousreuver (cf. Stulberg, 2007, p.177-
209). Russia wanted Ulba to process uranium fronsskRa stockpiles, while under
Kazatomprom’s plan Ulba would receive newly minecgnium from the Zarechnoe

uranium wellfield (Kucherenko, 2000; Shmidke, 208%5)

Armenia’s debt to TVEL for nuclear fuel in the 1$9%ad long been subject to negotiation.
In 2003, the debt was included in the large debefity swap with Inter RAO (pp.93-4).
Ukraine, on the other hand, took steps in 2005md its dependence on Russian nuclear

fuel, and embarked on trials of Westinghouse fuéi@ South Ukraine NPP in 2005.

4.8 Reform and new stability

When Minatom was downgraded in spring 2004, it redrkhe beginning of a turbulent
period in the nuclear energy industry. Presidemtide Sergei Prikhodko, an experienced
trouble-shooter, was appointed chairman of TVEL&a&I of Directors in October 2004
(Chereshnev, 2004; Siluyanova and Kovalevskii, 2084other sign of impending change
came in February 2005 when Pyotr Shchedrovitskivisor to the presidential envoy to
the Volga Federal District, Sergei Kirienko, becaduector of the nuclear management
institute, TsNIllatominform (Antonov et al., 2005Kirienko was appointed to head

Rosatom in November 2005, where reform was cleamger way (Antonov et al., 2005;

% Owners from 2002: Atomredmetzoloto (RF) 45%, Kamgirom (KZ) 45%, Kara-Balta Metallurgical
Plant (KG) 10%. In 2003, Atomredmetzoloto’s shasswlivided between Atomredmetzoloto, TVEL and
Tekhsnabeksport. Owners from 2005: Tekhsnabekg88t, Kazatomprom 49%, Atomredmetzoloto 1%,
Kara-Balta 1%. This changed in 2010: Uranium Oran@tla, 51.42% owned by ARMZ) 49.67%,
Kazatomprom 49%, Kara-Balta 0.67%.
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Tovkailo, 2007). Sergei Sobyanin, appointed headhef Presidential Administration in
November 2005, was also involved and chaired TVEh&ard from May 2006 to
November 2007 (Butrin et al., 2006; Melikova, 2Q0Bhat position had previously been
held by a deputy minister in Minatom/Rosatom. Irc@&maber 2007, Sobyanin became head

of the Supervisory Board for Rosatom, the statpa@tion (Tovkailo, 2007).

Kirienko was the first nuclear sector top managemfoutside the industry. He was a loyal
state manager, and loyal to Putin, but not persprebse to the president. Kirienko
brought his own team to Rosatom (Koroleva, 200@jiekko and Sobyanin installed loyal
managers from outside in crucial positions, appéreo ensure that changes to formal
institutions would be followed by changes in infainconstraints. Kirienko’s former
deputy, Sergei Obozov, became head of Rosenergob&fare its conversion into a
shareholding entity (Malkova, 2006a; Nikol'skii, @a). Vladimir Travin, Kirienko’s
deputy at Rosatom and head of Atomenergoprom, hadckear sector background, but
came with Kirienko from Nizhnii Novgorod (Embassybstow, 2007c). A few years later,
Kirienko’s critics were no longer among Rosatonog echelons. A key reformer later
remarked that people and enterprises in the wideéustry should have been included
during the reform (Belova, 2008, p.145), in additio the already large team of experts
from the Presidential Administration and the se¢Bovt, 2007). The wider industry was
subjected to, not involved in, a reform processe Bppointment of Sergei Shmatko as
Energy Minister in May 2008 may have reassured strguleaders. Shmatko had a
background from Rosenergoatom in the 1990s and straeksport from 2002, including

Bushehr construction.
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The nuclear reform was the last reform of Putireeand term, and it was quick. By
December 2006, the Duma had passed enabling legisfar a new property structure in
the nuclear energy industry (Belyakov, 2006b; Fadéaw No 13, 2007; Press-tsentr
atomnoi energetiki i promyshlennosti, n.d.). Thedrtent signed the law in February 2007
(Emel'yanenkov, 2007a; Press-tsentr atomnoi erikrgetpromyshlennosti, n.d.). It
separated the military and civilian parts of thdustry, although Rosatom remained the
common umbrella. At the lower level, the industecme more specialised. The state’s
shareholding company for the nuclear energy ingugttomenergoprom, was established
by decree in April 2007 (Emel'yanenkov, 2007c).sTinidicated that Putin rather than risk
a lengthy discussion in the government, threw h®st powerful support’ behind the
reform (Kornysheva, 2007a; Orlov, V., 2008). Fihafislation on Rosatom as a state
corporation passed the Duma quickly, in October-évaver 2007 (Belyakov and
Sokolovskaya, 2007; Emel'yanenkov, 2007b; Vakhmer@@07). The urgency was
underlined when the legislation projects were fodea by the President, not the
government. By early 2008, most of the new strieswere in place, just in time for the

presidential election.

Well into the process, key participants expecteda®am to become a one hundred percent
state-owned company (Emel'yanenkov, 2006; Malko2806b; Nikol'skii, 2006b;
Vaganov, 2006). The hierarchy of its subsidiariesswot clear, with three alternative

hierarchies on the table (Butrin et al., 2006; Ruosina and Nikol'skii, 2006).

In September 2007, it was announced that Rosatooldwmecome a state corporation.
Previously a rare type of organisation, the statparation was re-invigorated by Putin in

2007 (Butler, 2008, p.310). Throughout 2007, Pytiomoted it as a vehicle of state
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participation in the economy (Putin, 2007). In tese of Rosatom, the organisational
outcome of state corporation, which was not a siateed company, indicated that Putin
had the final say on this issue. Observers toak dkiproof that the state would no longer
take a hands-off, commercial approach to the ecgndmt act as manager as well as
owner (Embassy Moscow, 20074)in October 2009, President Medvedev criticisetesta
corporations because, he said, they had got ocritfol; no more state corporations were
established (Filatova, 2009). By then, Rosatomimoisational form was secured by stable

institutions.

State corporations rested on a different instingldramework from other state companies.
The organisational type allowed Rosatom to be hdtlolding company and a government
body (Orlov, V., 2008). Uniquely among state cogtimns, Rosatom was endowed with
the right to conclude treaties with foreign stgt&stler, 2008, p.310). This institutionalised
Rosatom’s practice of entering into relationshipghwother states on nuclear matters
without the MFA’s knowledge, as happened with Burma2007 (Embassy Moscow,

2007d). Central state control and coordination weardermined also in Rosatom’s new

institutional framework.

State corporations were subject to less public sigkt, mandatory transparency and
budgetary control than other state companies. Theye ‘non-state, non-private,
administrative-commercial entities’ (Krasavin, 2p0%vith considerable freedom to
dispose of their means through non-commercial fuiRissatom’s Supervisory Board
controlled the state corporation’s primary fundd &our reserve funds that were intended

to function as guarantee and collateral for all ®#os’s subsidiaries (Malkova and

% Other state corporations wevaeshekonombar{koreign investment banklRosnandto develop a
nanotechnology industry, a shareholding company 2610),Rostekhnologi{to develop advanced
technology) Olimpstroi(The 2014 Olympic games in Sochi), and the Cotjpmmdor housing reform.

132



Mazneva, 2007). Resources transferred from the stadiget to state corporations ceased
to belong to the state and were at the state catipos’ disposal, as were any profits
(Krasavin, 2007), making them a channel for rent¢hieir own right. The boundaries of
the state remained blurred, and this benefited teosaThe arrangement also enabled
cross-subsidisation among Rosatom subsidiarieb, prdfitable activities subsidising loss-
making ones (Cooper, 2013, p.59-60). In effectf bofdget constraints returned to the
industry, as state corporations could not be bagrtktl Loss-making entities would be

sustained on rents.

State corporations were also exempt from many ef ukual state enforcement and
oversight mechanisms and requirements of mandalisgfosure of information (e.g. on
suspicion of money laundering, etc.) that appliedother state controlled entities. In
particular, state corporations were exempt fromitauay the Audit Chamber (Krasavin,
2007), and were only required to report to it adiyu&osatom was overseen by its own
supervisory board, with members appointed by tlesigent (Federal Law No 317, 2007).
The supervisory board and the general directorrhack independence from the state than
did state-owned shareholding companies. State catipos could attract private investors

in public—private partnerships. A lack of transperewas now institutionalised.

The crucial advantage of organising Rosatom asate storporation seemed to be in
maintaining management control of Atomenergoprord preventing it from operating
autonomously of Rosatom. Rosatom was the firske staganisation — apart from the
Ministry for State Property, Rosimushchestvo —atdhstate-controlled companies as state
property (Kornysheva, 2007a). It gave Rosatom greedntrol over subsidiaries. At the

same time, it functioned as a ministry, performiagulatory and budget tasks. Subsidiary
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holding companies, like Atomenergoprom, were pttedrom privatisation by the new
strategic sectors law that restricted private, eslg foreign, investment in sectors like
the electricity grid, subsoil companies and thelearcindustry (Federal Law No 57, 2008;
Heath, 2009). For practical purposes, the dividing between Atomenergoprom and
Rosatom was thin. They were both housed in themofdstry building and responding to
outside inquiries, also by this author, seemeditztion as an integrated entity, at least in

2009.

From a government perspective, it was an efficggitip. With Atomenergoprom a wholly
state-owned shareholding company, government ddoitber down in the hierarchy was
secured (Emel'yanenkov, 2007c). As observed byvBelone wanted to avoid a situation

in which

the whole holding compankliozyaistvuyushchii sub”gkt
Atomenergoprom would start living a life of its oyand problems
connected to e.g. nuclear radiation safety, ocla ¢d unified, coordinated
management would have negative consequences fdettebopment of all
parts of the nuclear industry. (Belova, 2008, p)146

Indeed, Rosatom’s subsidiaries did what they cdaldetain some autonomy and resist
change. In November 2006, the long-standing rivRl&L and Tekhsnabeksport, formed
a JV, the Uranium Mining Company (UGRK), intendedbiecome Rosatom’s uranium
mining subsidiary (Butrin et al., 2006; Kornyshe2806b; 2006a). It was a non-starter.
There were licensing problems, perhaps compoundgednwillingness in Rosatom to
allow an audit of the involved assets (Yur'eva, 200mportantly, UGRK did not fit into

Rosatom’s final structure. In 2008-9, with the cainbrganisational features in place,
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Tekhsnabeksport ceded gas centrifuge productiom\t&L, which incorporated the
nuclear fuel cycle, while uranium assets were noholly organised under ARMZ

(Kiselev, S., 2011).

According to Kirienko, the ‘legendary Minsredmaskhsmeconstructed, only in the new
market environment’ (Emel'yanenkov, 2007b). PoBirra Rosatom incorporated several
direct successors of Minsredmash entities, reosganihem, and added control of foreign
trade. There were similarities, Kirienko arguedsdnese Minsredmash had proven to be an
efficient type of organisation in the Soviet Uni@rlov, V., 2008). In the nuclear energy
industry, the Soviet period was the golden age, $onet institutions were adapted to fit

Russian needs.

Rosatom’s financial relations with the governmeppeared unidirectional, especially
during the financial crisis of 2008-9, when it reeel additional support from the state
(Dzaguto, 2009c). This, in turn, reflected the @ased capacity of the state to support the
nuclear energy industry. In contrast to a decadkerathe state also had the means to
buoy up the economy through crisis. As Rosatom neag subject to less public scrutiny
and state oversight than it had been as a fedgecg, the channels for rent sharing
between Rosatom and the state were opaque. Theeeopportunities for corruption, and
occasionally, indications in the media that factleyel kickbacks were channelled
upwards as rent (Kotlyar, 2012). But presidentiahtool and enforcement increased,
especially relative to other state organisation®rimal enforcement mechanisms seemed

an important part of the institutional framework.

The complexity and vastness of Rosatom and itsidiaies could potentially counteract

external control mechanisms and deny real accetigetindustry. That being the case, it
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would replicate the problem of an autonomous sedt#mwever, this was unlikely to
happen under Kirienko and Sobyanin. They were lay&utin and owed their positions to
this loyalty. They were not just state managerd, Butin’s personal representatives.
Energy Minister Shmatko was also loyal to Puting i@ was known also to be close to
Igor Sechin (Embassy Moscow, 2008he personal side to this loyaltyas illustrated
when Dmitrii Medvedev took over as president in2@dd Sobyanin followed Putin from
the Kremlin to the Cabinet. When Sobyanin cededphase on the Board on becoming
Mayor of Moscow in October 2010, Igor Shuvalov, aaBl representative from the
Presidential Administration and known to be clasé@utin, took over as chairman. While
the institutional framework had the potential toligate sectoral autonomy, sector
managers were loyal to Putin and his regime. Tha@leamentation of formal institutions

strengthened by reform still depended on infornoaistraints.

4.9 The reassertion

4.9.1 Kazakhstan

After Rosatom was recreated as a market versioMiobredmash, Russia made it a
foreign policy priority to revive as much as possibf the old Minsredmash structures
(Belkina, 2006). Kirienko’s vision was to integratbe nuclear sectors in Russia,
Kazakhstan and Ukraine in a vertically integratetding company (Yermukanov, 2006).

Kazakhstan was at this point more positive tow&dssia than was Ukraine.

A strategic nuclear energy partnership between iRl Kazakhstan was established in
2006. Kazakhstan was now an attractive uranium lgrpgnd Russia only one of several
rivals for partnership (Vinokurov, 2007; Muzalevsk¥010). Kazakhstan had developed

relations with Japan (RFE/RL, 2007b; 2007c; Sergkky 2007a; WNA, 2011e), Canada
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and France (Shmidke, 2006; Ibragimova, 2010). e a®cade, Kazatomprom had
acquired stakes in all parts of the nuclear fueleylbragimova, 2010). Dzhakishev was
careful to rebuff any suggestions that Kazatompommpeted with Rosatom (RFE/RL,

2007a).

With a strategic partnership established with Rys#{azatomprom was willing to
compromise over uranium supplies to Ulba. Producti@gan in 2006 (Yermukanov,
2006). The same year, Tekhsnabeksport and Kazatomgdregan to explore the

Budenovskoe 1 and 2 wellfields, where productiogamein 2008 (WNA, 2011e).

Kazakhstan also planned to develop nuclear poweodygtion jointly with
Atomstroieksport (WNA, 2011e). The project, planriexn 2006, failed to take off until
2009. This was apparently due to funding probleimst possibly also to Russian

reluctance to share intellectual property rightsN@&Y 2011e; Kazatomprom, 2015).

The International Uranium Enrichment Centre (IUBT3et up in 2006—7, completed the
expansion of bilateral nuclear energy ties. Strpmpgbmoted by Putin (Blagov, 2007a), it
was a JV between Russia and Kazakhstan, but was topether states. Initially, the
cooperation included plans for a joint TekhsnabeksfKazatomprom enrichment facility
next to the IUEC, but this was later decided touneconomic (RFE/RL, 2007d; WNA,
2011e). The IUEC, in patrticular, targeted Iran’sspit of nuclear energy (Rykovanova,
2006; Sindelar, 2006; Loukianova, 2008), but itoakerved Kazakhstan’'s purpose of
obtaining a stake in uranium enrichment (lbragim@®@L0, p.82). To Russia, profits also
mattered (Sindelar, 2006; Torbakov, 2006). Offering 10 percent stake to new

participants, a minimum of 51 percent of the IUEGWd remain with Tekhsnabeksport

% The IUEC is not to be confused with the IAEA-Rassbt for profit nuclear fuel bank established near
Angarsk in 2010, or with Kazakhstan's proposed (QGind projected (2013) nuclear fuel bank at Ulba.
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(Kornysheva, 2007c; Ibragimova, 2010, p.82). Thé&@Jalso held a fuel reserve for

members of the International Atomic Energy Agen@&ktA) (WNA, 2011f).

In May 2009, Dzhakishev, long-serving presidentkaizatomprom, was unexpectedly
arrested along with eight of his deputies, on emleezent charges connected to uranium
mine JVs with foreign partner§He was replaced by Vladimir Shkolnik, former tramel
industry minister with a history in the nuclear ustty (Perera, 1997, p.96-98). Shkolnik
was assumed to be more pro-Russian than Dzhakishevihe upheld Kazatomprom’s
ambitious expansion strategy (Pannier, 2009a; ibragg, 2010)’ After the arrest of the
senior management, the decision process in Kazatomplowed down. It was speculated
that Russia would want to reduce the position afdfemprom to that of a minor uranium
producer instead of a well-positioned competitorRiosatom (Embassy Astana, 2009).
Dzhakishev’'s arrest effectively ended the close inass partnership between
Kazatomprom and Canada-based Uranium One, mentiomethe charges against
Dzhakishev®* ARMZ subsequently acquired control of Uranium Onea series of
acquisitions and equity exchanges from June 200@etmember 2010 (Seccombe, 2009;
Uranium One, 2009a; 2009b; 2010; Atomredmetzold@d,1, p.15-17; 32-33; 36-37). It is
not possible to say whether Kazatomprom’s weakéamednational position in the nuclear
energy sector after May 2009 had anything to ddn VRtssian influence inside Kazakh

state organisations.

% Dzhakishev had been cleared of similar charg@9av.

%7 Shkolnik was born in Russia, and his son is margethe daughter of Vadim Zhivov, then head of ARM
(now Uranium One) and allegedly responsible ford2ms’s contacts with Kazatomprom (Kosharnaya,
2009).

% Uranium One shares traded down by a third befenegosuspended from the Toronto stock exchange
following Dzhakishev's arrest.
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In 2011, the bilateral strategic partnership redchesecond stage, with progress in both
uranium exploration and nuclear power plant pl&szatomprom was expected to acquire

a share in the enrichment plant at Novouralsk fRumssia in 2011 (WNA, 2011e; 2011f).

4.9.2 Uzbekistan

On the expiration of the US-German uranium tradekédn’s contract with Uzbekistan’s
uranium-producing Navoi Mining & Metallurgy Combif®MMC) in 2005, Uzbekistan
aimed to diversify uranium sales (Faizullaev, 20029). Russia had for several years
wanted to return to Uzbekistan’s uranium sector aod capitalised on its support of
Uzbekistan’s repressive regime (Torbakov, 2006). &906, Uzbekistan and
Tekhsnabeksport agreed to develop the Aktau depaisitly (Faizullaev, 2009, p.30;
WNA, 2011c). However, Uzbekistan baulked at allayviprivatisation or private

investment in NMMC (Faizullaev, 2009, p.29).

After ARMZ'’s takeover of Uranium One, Uzbekistargsvernment also held off from
closer ties with Russia on nuclear energy (Faieull2009, p.30; WNA, 2011c), preferring

instead ties with Japanese companies (Panfilov@9d0

4.9.3 Ukraine

Russia and Ukraine concluded in 2007 a coopergtiotocol covering nuclear equipment,
uranium exploration and fuel production (Angelo2808; Davydov, |., 2008). The same
year, Westinghouse secured a three-year commaerordtact for larger fuel deliveries
from 2009 (Kurdov, 2007; Sergeev, M., 2007b; WNA)12d). Deliveries under the
commercial contract commenced in 2010 (Energoat®@i0). Some of the fuel was
supposed to be produced from Ukrainian uranium ¢$Rga 2008a; 2010a).

Westinghouse’s price was allegedly 10 to 30 perbegiter than TVEL'’s, but it was fixed
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(Ivanitskaya et al., 2008; Ravinskii, 2008). TVELlpsice was determined in the annual
Russian—Ukrainian negotiations on all fuel type®r@kov, 2007c; Kornysheva, 2007b;
Kornysheva and Chernovalov, 2007). Ukraine depertetuel storage and reprocessing
in Russia. Russia’s fees for this service rose idensbly between 2005 and 2008. A
further increase would bring TVEL’s fuel price up Westinghouse’s level (Embassy

Kyiv, 2008).

Ukraine had also developed relations with the Aalistn uranium company Uran Ltd
(lvzhenko, 2009b), and built up a strategic uranigserve (Ryasnoi, 2010a). In 2009,
Rosatom made progress on comprehensive cooperatiningent on increased fuel
deliveries for TVEL (lvzhenko, 2009b; Kosharnay@09). This had the effect of halting
progress in projects like the completion of the fwal reactors at the Khmelnytskyi NPP,
and its financial package in particular (lvzhenR®09a). Internal Rosatom documents
leaked to the Ukrainian press in 2009 indicated B@satom was pursuing a strategy to
force Ukraine to abandon the Westinghouse suppljompand agree instead to a

comprehensive cooperation deal with Russia (Kostya;n2009).

After Viktor Yanukovich became Ukraine’s presiddant January 2010, relations with
Russia regarding nuclear energy improved. On a wsiKyiv in April 2010, Putin
proposed that the two states integrate their ojp&iatin the nuclear fuel cycle, nuclear
machine building and power generation in one hgdifhis, in effect, would recreate a
modern Russian—Ukrainian Minsredmash. If the suggesvas ‘too revolutionary’ for
Ukraine, Putin proposed carrying out the integraticn stages’ (Dzaguto, 2010a;
Ivzhenko, 2010). The projects under discussionidesh put on hold by Yushchenko, but a

joint holding company would be a further step tadgaintegration (Emel'yanenkov, 2010;
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Dzaguto, 2011b). Yanukovich was most enthusiastwatds the modernisation of
Ukraine’s NPPs and developing a Ukrainian nucles fissembly plant in cooperation
with Russia. It would replace the Ukrtvel JV, ading to Energoatom’s president, Yurii
Nedashkovskii (Ryasnoi, 2008b; Ivzhenko, 2010). hamenko had preferred
Westinghouse, while Yanukovich now preferred toagihn TVEL (Emel'yanenkov, 2010).

Putin also wanted to see cooperation in nucleahmaduilding and uranium production,
especially with regard to the Turboatom turbine tdac in Kharkov and the

Novokonstantinovka uranium basin (Emel'yanenkoxt,(20

Atomstroieksport and Energoatom signed a new agereon Khmelnytskyi NPP in June
2010, and the contract was in place by February ZD¥aguto, 2010b; Atomstroyeksport,
2011c). The project met with resistance in Verkle®ada, Ukraine’s parliament, for its
non-transparency, and for constructing generatapacity in excess of demand (Ilvzhenko,
2011). Russian state banks would finance a sulstapart of construction at

Khmelnytskyi, up to 85 percent according to Ukramisources (Dzaguto, 2010b).

Nevertheless, effectuation of the financial packags still slow.

Ukraine joined the IUEC in October 2010 (IUEC, 2P1%AVEL was also awarded the
contract for Ukraine’s complete nuclear fuel supfdy the remaining lifespan of all
reactors, and secured the contract for Ukraines$ &#issembly plant as agreed by the two
presidents (Dzaguto, 2011c). The Ukrainian compdagternoe Toplivo would have 50
percent plus one share, while TVEL would controé trest (Dzaguto, 2011c). The
agreement provided for technology transfer, jointeliectual property rights, and a
financial package from Russia equivalent to 60 @arof the fuel assembly plant’s total

cost (Ryasnoi, 2010b; Ivzhenko, 2010). Implemeniioigt intellectual property rights
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proved difficult. There was no progress on theifabity study until the Rosatom institute
GSPI became subcontractor (UNIAN, 2011) and th&égsaalso disagreed on the terms of
the financial package (Ryasnoi, 2011). Ukraine hadmeans of forcing Rosatom to
implement agreements, so plans and projects miigedawhen it suited Rosatom. The
delays in the fuel assembly plant project in 2010sdited TVEL, which had to integrate
other parts of the nuclear fuel cycle into its camp structure before it could maximise
production based on enrichment capacity and cateeliin Ukraine (Gorbenko, 2010,
p.22). In October 2011, the project was declaredtiore, with completion in 2015
(Shtaltovnyi, 2011). The new factory would covelf ltd Ukraine’s nuclear fuel demand

by 2016-17.

4.9.4 Armenia

Armenia had planned to close the Metsamor NPP iy Zihd build a new plant. After a
feasibility study in 2008, financed by the US gawaent (Danielyan, 2009), a tender was
announced in 2009. Rosatom and Atomstroieksporte wer contact with Armenian
officials over the project from 2007, starting with visit from Kirienko (Danielyan,
2007a). Rosatom was the only potential investoh vaapital to spare. Armenia and
Atomstroieksport set up the JV Metsamorenergoatsravener and operator of the plant,
in December 2009, and Atomstroieksport was desgghabntractor (Melikova, 2008;
Danielyan, 2009; WNA, 2014a). Construction of thewn larger NPP was planned to
commence in 2018 (ARKA News Agency, 2014b). Russiald finance much of the cost
of the new NPP (Table 4.4) and the extensionsdmttt NPP’s service life (ARKA News
Agency, 2014a). The plans were for the new NPPxmmo®e power to Georgia, Turkey
(through Georgia) and, possibly, Iran, in accoréamdth Inter RAO’s strategic plans
(Khachatrian, 2008; Danielyan, 2009). In 2008, ARMAd Armenia also agreed on
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cooperation in exploring Armenia’s uranium reseryeasble 4.2) (Avoyan, 2008; Kudrin,
2008). Exploration started in 2009 (Atomredmetzmld2010, p.15) and Armenia joined

the IUEC in March 2012 (IUEC, 2014).

4.9.5 Belarus

In the years 2005-8, the Baltic region had copiplams to expand its nuclear energy
capacity. Russia constructed a new NPP in Kalimdg(Table 4.3) and Lithuania
considered building a new plant in collaboratiotvistonia, Latvia and Poland to replace
the Ignalina plant (WNA, 2011b). In 2006, Belarusgan drafting separate NPP plans
(Table 4.4) (Marples, 2006; WNA, 2011a), receivioffers from Atomstroieksport,
Westinghouse, Areva and the China Guangdong Nu&earer Corporation (CGNPC).
Atomstroieksport’s offer was selected (Marples, 200~or President Lukashenka, the
NPP was a political project that would be justifiddspite considerable protests and
misgivings at home, criticism from Lithuania andancial expense (Marples, 2008; 2010).
A financial package was negotiated with the Rusgiamernment and Russian banks in
2007-2010. Belarus initially aimed to secure 9idnllUS$ from the Russians to cover the
full cost of construction. Russia offered 6 billioth Belarus let Inter RAO have a 50
percent stake in the plant, Russia was prepareaffém more (Emel'yanenkov, 2007d;
Sandler, 2010). The deteriorating relationship leetwRussia and Belarus in 2010 delayed
construction start (Marples, 2010; Atomstroyeksp®0tl1b). In 2011, Belarus conditioned
Gazprom’s takeover of Beltransgaz (p.263) on Russiaance for the NPP (WNA,
2014d). This facilitated a package deal with a 1Illob US$ loan from Russia, and

planning could begin (Table 4.4) (loffe, 2011; WN2Q15).

143



4.10 Conclusions

Minatom in the 1990s had extensive autonomy vissahe central state, and this situation
extended into its foreign operations. The lack aftual adaptation to facilitate access and
participation in institutional development in theations between the state and Minatom
inhibited development on both sides. This statue @as sustained by informal rent
sharing. The extent to which rent was channelletside Minatom is not known. The
ruling coalition under Yeltsin was integrated oldgsely, and was characterised moreover
by infighting. The squabble among the banks in 1&9& 1997-8 to acquire a share of the
rents most likely reflected that Minatom until thextained a considerable share itself, and
was not channelling its rent towards any one phathe ruling coalition. In the end, the
outcome of that struggle was that Minatom continteethke care of its own rent streams

and decide where they were channelled.

Until 1998, Minatom and the companies in the nucfeal cycle were outside state control
and oversight. Other state organisations werefeceflenied access to Minatom’s decision
making and development. This situation could omgtmue with the informal support of

representatives of state organisations and thegutoalition. Its extensive autonomy
allowed Minatom to disregard formal institutionslagstablish a de facto privilege to enter
into transactions with international parties on dlebf the Russian state. Informality and
personal ties were accordingly decisive in intecast between the state and Minatom in

the 1990s. State capacity remained low as a result.

Thanks to informal rent streams, the industry madagp muddle through in splendid
isolation. Increasingly however, this inhibited dsvelopment. The industry became ill

equipped to compete internationally. Without cooation at the top state level, the
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institutional framework for international coopeaati was insufficiently developed to

support strategic partnerships. The experienceicdiear energy companies in this area led
them to seek state support for this side of the@rations. The lack of state participation in
their foreign operations inhibited their commeraalelopment. When the oil price boom
and the electricity reform increased the statejsacdy to invest, also in nuclear energy,
the industry was more inclined to give the stateeas. Expansion was a carrot for the

industry during reform, and ensured support foomaf

The nuclear sector reform of 2005—7 modernisechtlaéear energy industry and forged a
higher degree of specialisation among its orgaigisat Oversight within the industry was
institutionalised and implemented through Atomepprgm. But at the top level, state
oversight of Rosatom, conducted through the SuperyiBoard, depended in practice on
personal loyalty in a regime context. At this leuble informal mechanisms of Yeltsin’s
ruling coalition were adapted to the now more depetl social order, and formalised. On
paper, oversight of Rosatom was an impersonal geragnt between the president and
representatives of the state, but informally, peastoyalty mattered when vacancies were
filled. With time, informal constraints could eveatly enable implementation of formal
institutions (p.42), but this would still be at tpeesident’s discretion. The restoration of
state capacity in the sector did not progress teval where it would threaten regime
stability. Oversight would therefore depend on tbgime. Rosatom was no longer an
autonomous organisation, but it remained less atiesand less modern than other state

organisations.

The process that formed a new institutional franéwior the nuclear energy industry

extended to international operations, and made osgsiple to offer real strategic
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partnerships to Kazakhstan, and make further nuckeagperation with Ukraine contingent
on a greater role for Russia. Without the necessaprdination and financial muscle,
support for Armenia’s and Belarus’s nuclear enedgvelopment would have been

difficult.

For the state, the reform shaped the expansioruciear energy operations abroad in a
desirable direction, and made nuclear energy corapantegral to foreign policy. The
industry became directly accessible as an instrtiraéroreign policy, which could be
applied to slow the independent technological dgwelent of Ukraine and Kazakhstan,
and cultivate regional dependence on Russia foeauenergy. In the 2000s, dependence
was used as a tool of foreign policy in Kazakhstard in Ukraine, financial weakness and
dependence on Russia for nuclear fuel were usemhaximise outcomes in favour of

Russia in bilateral negotiations.
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5. OIL PRODUCTION: LUKOIL

The electricity and nuclear energy cases showed dpaveral institutional developments
influenced state—company interaction with regarébteign operations and foreign policy.
Informality in institutions and rent sharing, andiaak of development in the 1990s, were
followed by more formalised relations, institutibchange and international expansion in
the 2000s. Abroad, both electricity and nuclearrgnecompanies engaged in often
profitable operations that also served as tooth@ftate. Lukoil is different. Oil rents have
undoubtedly flowed through informal channels in StasBut Lukoil’s relationship with
the state became characterised by formalised, merdasingly indirect, institutions, and
private ownership. This indirect relationship congd into the 2000s, even as increased
state capacity meant a greater capacity for intgime in Lukoil’'s domestic and foreign
operations. Also in this rather different casetestaompany interaction concerning foreign
operations and foreign policy was an aspect ofrtimtieraction targeting domestic

institutional development.

5.1 The break-up of the Soviet Union and Soviet legacies

Lukoil was founded by then Deputy Minister for @ihd Gas Vagit Alekperov, in 1991.

Alekperov had spent most of his career in the Waikerian oilfields. He had seen oll

production decline and the Soviet oil sector degnate as perestroika legislation
empowered enterprises but failed to free priced990, Alekperov made an effort to keep
the entire oil industry together in a state-ownedoern, much like Viktor Chernomyrdin

did with the gas industry (pp.231-2). Alekperov &@ligernomyrdin knew each other from
working at the Ministry for Oil and Gas. Remarkgbiekperov also saw the international

companies BP, Chevron and Agip as organisationaleftsofor the Russian oil industry
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(NIiK, 1999). The initial plan failed: disintegratiohad progressed too far. Alekperov’s
second-best strategy was to create a verticalggiated® company based on a section of
the industry (Gustafson, 2012, p.72). Alekperov Hazekn head of the production
associatioff Kogalym in West Siberia. With the consent of Hi$ colleagues, he planned
a loose organisation consisting of the large andenoproduction associations Kogalym,
Langepas and Urai, with their traditional downstnegartners, the oil refineries in Perm,
Volgograd, Ufa and MaZeikidl. A Russian government resolution to this effect was
passed in late 1991 (Government Order No 18, 199Bstablishing

LangepasUraiKogalymNeft, Lukoil's predecessor.

The new Russian government was bent on furthehaglisintegration of the oil industry
as part of its market reforms. The formation of ge@pasUraiKogalymNeft demonstrated
the possibility of a vertical integration combingdth autonomy from the state as an
alternative to horizontal and vertical disintegpatialong with immediate privatisation
(Gustafson, 2012, p.104-107). By 1992, key membktise government, in particular First
Deputy Prime Minister (from June Prime Minister) dEgGaidar and Deputy Prime
Minister Anatolii Chubais were convinced that fuethdisintegration and privatisation
would bring chaos to the oil industry (GustafsoQl2, p.71-72). Alekperov, who left
government for LangepasUraiKogalymNeft in 1992, atiter oil managers remained in

close contact with the government. The appointneén€hernomyrdin as deputy prime

%9 In the petroleum industry, a vertically integratenpany has control of its upstream and downstream
from oilfield to market, and also holds interndfield exploration and production services. ‘Upsimg
means exploration and production activities, whdlawvnstream’ usually includes refining of crude aild
sales and distribution of gas and products derfr@d crude oil. ‘Midstream’ is sometimes used ftorage
and transport. Here, only the two former termsusmed and ‘midstream’ seen as part of downstream
activities.

9 Production associations formed the operationadllgvthe Soviet oil industry. A production assaicia
could be comprised of one or more fields, with ofteiite substantial production.

“! Mazeikiu dropped out of the project when it becarear that the Soviet Union would break up, are th
refinery became Lithuanian property. It did noufig in the government resolution. Ufa did not remaith
Lukoil after it became vertically integrated in 399
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minister with special responsibility for the fuglchenergy complex in late May signified a
priority on reintegration and the creation of viablertically integrated structures in the oil
industry. A November decree institutionalised tineegging structure of the oil industry
(Decree No 1403, 1992). LUKOoil (here Lukoil) andotwother vertically integrated

companies were authorised and would remain at l&aspercent state owned for the
following three years (Decree No 1403, 19%2Risintegration from below became more

difficult.

Lukoil appeared as the result of individual agenegpecially Alekperov’s. Existing
constraints on the oil industry crumbled under geotka. Alekperov was better informed
than many others, and occupied a central positidlascow. He and his peers responded
to uncertainty by acting on self-interest to previe industry from disintegrating further.
The most vital parts of the Soviet industry wereutded into new structures, taking
Western companies as models. Faced with crisikp&l®v adapted his goals, used his
government access for what it was worth, and skettiea concern composed of only parts
of the industry. Along with other oil managers, kept in close contact with the
government’s young reformers, who had no experiemite the oil sector. Alekperov

insisted on participating in the industry’s institual development.

5.2 Keeping afloat: a new beginning

Alekperov remained head of Lukoil throughout theigue under study. He and other
Lukoil managers maintained close contact with amfar Langepas colleague, Yurii
Shafranik, Fuel and Energy Minister in the firste@omyrdin government (1992-6).

Alekperov wielded considerable influence over tlilesector reform of the early 1990s

2 'yukos and Surgutneftegaz were the two others.
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(Khnychkin, 1992; Alekperov, 2011a). By participetiin the development of a formal
institutional framework for the oil sector, Alekjpermade sure that key legislative acts and
regulations for oil sector development and priaies were particularly suited to the
needs of Lukoil, a pioneer in the sector. This mgapto privatisation auctions in 1994
(Gustafson, 2012, p.115), and the decree that etloov companies to convert into single
stock companies (Decree No 327, 1995; NiK, 2010ékoil's close relations with the
state went to the highest levels. It secured taermgptions worth more than one trillion
rubles by 1995 (OECD, 1995, p.46, quoted in Eas2@l2, p.67 fn.67). In return,
Alekperov supported Yeltsin against political ckatjers, and canvassed for him in
Tyumen, an oil region, in the 1996 presidentiacetem campaign (Davydov, A., 1996;
RFE/RL, 1996). It was an open secret that the i@mgtions had been granted, in an act

of discretionary regulation (p.50), in return fapgort for Yeltsin.

Institutional development allowed Lukoil and otle@mpanies to grow. Private ownership
proliferated throughout the oil sector. Lukoil wasvatised early (1994), with the state
retaining a minority stake (Table 5.1). Lukoil we first oil company to convert holdings
into a single stock (1995-7), expand into inteoradi stock markets (1997) and attract a
foreign shareholder, ARCO. It was also the firss&an company to open its own petrol
stations. It acquired another vertically integravdccompany, KomiTEK, in 1999, the first
acquisition of its kind in Russia (NiK, 2004q; 2002006a). Lukoil was a giant among
Russian oil companies. Its original production veasund 14 percent of Russia’s total
production and it consolidated ahead of the othiewkoil’'s development went hand in

hand with the process of creating institutionstfar oil industry.
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5.3 Collapse of the Soviet Union: New opportunities for oil companies

The disintegration of the Soviet Union had two majonsequences for the oil industry.
The loss of Soviet home markets and reliance orsitréo reach global markets applied to
all industries. The impact on the oil industry hadurther dimension, since oil was a
competitive commodity. The 1990s brought fierce petition for market access to the oil
industry, not paralysis and stagnation. The seaamsequence came in the form of an
opportunity — one that Lukoil's management wereciuio grasp. Soviet priorities in
resource development promoted Russian petroleumiuption while much non-Russian
hydrocarbon development was put on hold. This mmydo applied. At different speeds,

post-Soviet governments opened new regions tantkeniational oil industry.

Alekperov knew all the likely producing regionsrimchis time at the Soviet Ministry for
Oil and Gas (Romanova, L., 1999b). He cultivatesk twith post-Soviet presidents
(Upstream, 1998a) and obtained licences in AzaabaiKazakhstan, Iraq, Egypt and
Uzbekistan. Chernomyrdin supported Lukoil's inteéim@al expansion. The government
put its weight behind Lukoil when it mattered, asLiukoil’s relations with Kazakhstan
and other post-Soviet states (Burchilina, 1995ndxa A., 1997; Narzikulov, 1997).
Lukoil did not hesitate to act independently ofic#l Russian foreign policy where its
economic interests were concerned (Tutushkin, 1998as applied in particular to the

issue of delimitation of the Caspian Sea.

The MFA’s Caspian policy was to wait for an agreatrigetween all the littoral states and
then develop the Sea’s resources jointly (Cockbd@894; Aleksandrovich, 2000). To
conform with this policy, Lukoil would have to rain from competing in Azerbaijan’s and

Kazakhstan’s offshore zones, now open to internaticompanies. But Lukoil set its own
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rules in the Caspian, leading the way in developihg de facto national zones.
Government implementation of the official foreigalipy line was fragmented. Lukoil had
support from Chernomyrdin and Shafranik (Cockbul®94; Smirnov, A., 1995;
Tutushkin, 1995; Vardul', 1995; Aleksandrovich, @P00ne industry observer remarked
that Lukoil and the Fuel and Energy Ministry ‘trieal establish their policy [as regard the
Caspian shelf] based on economic interests’ aha when there was little official interest
in much else, and what there was, was based ortraabsgeopolitical daydreams’
(Aleksandrovich, 2001). Lukoil was among a handfuinternational Russian businesses.

The MFA was on the side lines of Russia’s actugbgement in the Caspian Sea.

Fragmentation of central state organisations amdetite made it difficult for the state to
influence Lukoil's post-Soviet operations abroatieTstate had little capacity to interfere
with or influence Lukoil’s foreign operations (Twstukin, 1999). Lukoil enjoyed a measure

of independence abroad, with clearly discerniblgsut from parts of the government.

5.3.1 Lukoil’s upstream#3 operations in the post-Soviet region

Azerbaijan opened its well-explored shelf to foreigvestment earlier than other Caspian
states. Azeri-Chirag-Gunesli (ACG), a giant fielstimated to hold around 700 million
tonnes of oil, opened first. In September 1994 r@dpction sharing agreement (PSA)
awarded ACG to an international, Western-dominateshsortium, the Azerbaijan
International Operating Company (AIOC). It was edlfthe deal of the century’. Lukoil
was well placed to seize the opportunity. Azerbaijatially held 30 percent of ACG, but

ceded 10 percent to Lukoil early on (Fuller, 1995).

43 See fn. 39 above.
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Lukoil entered the project at a time when the MFAswespecially negative to Russian
participation in Caspian development (Cockburn, 4499 he official Russian line on
transportation of ACG oil to global markets wagti the parties to use Russian routes or
risk Russia’s participation. Lukoil's share in AlQ&ersuaded the consortium to choose a
Russian route for early oil, which was exported aiullovorossiisk. Alekperov saw this as
positive for Russia in both economic and geopadalitierms (Tutushkin, 1999). Transit
through this route (Baku-Novorossiisk) continuec aboderate level of 1.5-2.5 million tpa
after the opening of ACG’s primary export pipelitege BTC pipeline from Baku via

Thilisi to Ceyhan in Turkey.

Kazakhstan's government released licences morelyskhvan Azerbaijan, but Lukoil was
again in a good position to participate in the dewement of the fields. In 1995, Lukoll
obtained a frame agreement and a 50 percent stakieei Kumkol oil field (Stalker,
1995a), with considerable support from the Rusgiavernment (Vardul', 1995). Strong
support from the Russian government also resutteavitations to Lukoil to participate at
the giant Tengiz field (Burchilina, 1995). Lukoibined the transport consortium (the
Caspian Pipeline Consortium, CPC) in 1996 and th®duyction consortium
(TengizChevroil) in 1997. Lukoil's participationried the complicated project in Russia’s
favour (Tutushkin, 1999). Lukoil was among a hahdfucompanies that defined Russia’s
interests in Kazakhstan (Table 5.4) (Shumilin, J9%7was also interested in developing
production in Uzbekistan (Novolodskaya, 2001), thére, foreign companies found it
almost impossible to operate before 2001 due t@awmifrable PSA legislation (NiK,

2002d).
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5.3.2 Lukoil's downstream operations in the post-Soviet region
Russia’s western neighbours were central to Luka@kpansion of downstream activities
and market access. Lukoil’'s downstream activitrethe post-Soviet region soon included

petrol stations, refining and petrochemicals.

Ukraine was a particularly important market andnsra state. Alekperov had been
interested from the beginning in acquiring one tsf large oil refineries (Gavrish and
Lysova, 1999). When Ukraine privatised its refieerin the late 1990s, Russian companies
were well prepared. They had consolidated prodoct@md were developing their
downstream sectors (Tutushkin, 1999; Balmaceda8,2p(60). Lukoil’'s position was
particularly good, given the strong support of fRassian government (Razumovskii,
1998). Alekperov wielded considerable influence URraine as well. During Leonid
Kuchma’s presidencies (1994-2005), he was oneeoRilissian businessmen with closest
ties to the leading figures in the Ukrainian exe@tMoskovskii Komsomolets, 1998;

Vandenko, 1999; Timoshchenko, 2001; Kommersant42D0

In 1999, Lukoil acquired 51 percent of the Odedmeey, Ukraine’s fourth largest, for
which it paid 7.9 million US$ plus 41.2 million US# promised investments and debt
relief, while guaranteeing a minimum workload (@slwv and Lysova, 1999). Not long
after, the Ukrainian government accused Lukoil mfdehing these terms, and raised the
issue with the Russian government (Shiryaev, 19898¢. Russian government could not,
or would not interfere in the company’s operatiomdJkraine. In 2000, Lukoil acquired

full control of the refinery (NiK, 2004e).

While Ukraine was the most important downstreamntonl Lukoil also exported oil via

Belarus and from Baltic ports. In Belarus it awditgrivatisation in the refinery sector
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(Naftan and Mozyr). Alekperov’s wish list for th@®90s with regard to Lithuania and
Latvia included a stake in the MaZzeikiu refinerydan one of the two main oil ports,

Klaipéda or Ventspils (Kommersant, 1996).

When Lukoil was founded it enjoyed close ties wite government, and positioned itself
in the market as a Russian company first and fosema the 1990s, Lukoil was the
flagship of the Russian oil industry abroad (Stabya 1999) and a giant at home. Good
relations with the Russian government helped thenpamy to develop. This was
complemented by a considerable effort to stay adderms with host governments in the
post-Soviet region. Lukoil's good relations witletRussian state also shielded it from the
predictable criticism it received from e.g. Dumalifimans for investing abroad while
industrial capacity in Russia was under-utilisecivelstment abroad had become
synonymous with the exodus of capital, and Russ@mpanies often bought rundown
plants abroad. Lukoil stood out because it hadptanmodernise and expand its foreign
operations. The company’s institutional framewotkhame, secured in frequent formal
and informal interaction with Russian state orgatmss, shielded it from allegations of
capital flight and lack of investment in Russia.isltvas all the more important as there
were important push-factors in Lukoil’'s pursuit opportunities abroad. As Alekperov
admitted, in the 1990s international growth alsmimised the negative effects of the

unpredictable and complicated tax regime in Ru@aiushkin, 1999).

5.4 Financial crisis and reform
The tax system was a brake on economic developritenas at the core of the crisis of
the Russian state in the 1990s. The patchworkdfiotd new regulations, often mutually

contradictory, was complicated by arbitrary, extabi rates decreed at the federal level,
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and local and regional demands for services ovdradnove the formal tax burden. Most
companies would have gone bankrupt if they had piidheir taxes, so they therefore
tended to conceal profits in legal and semi-legaysv Mutual offsets and negotiations
over actual tax payments emerged as an informatisol (Easter, 2012, p.114-116). The
state in the 1990s collected only about half ofigmied revenue from the sector (Luong

and Weinthal, 2004, p.140).

When on 17 August 1998 the Russian government dedldhe ruble and defaulted on its
debts, oil prices had been falling for a year. He tlouble crisis of oil prices and state
capacity, there were several confrontations oVdiagation between the oil companies and
the governments of Evgenii Primakov (1998-9), SeR&jepashin (1999) and Vladimir
Putin (1999-2000) (Gustafson, 2012, p.261). Thee steas unable to access much of the
rents from oil production. The oil industry boosteduction during the crisis, following
several years of declining output (Gustafson, 2@1P88-192). From 1999, oil production
increased. The devaluated ruble and rising globigkeg for oil combined to make oil

export particularly profitable. Russia experienasgenuine oil price boom.

Alekperov was now one of the sector's most infliedréxecutives. His opinion mattered at
the highest level of the state (RFE/RL, 1996; Lys0%999). Energy Minister Viktor
Kalyuzhnyi (1999-2000) was patrticularly close tokbil (pp.199-200) (lvanov, 1999).
The state’s minority stake institutionalised formateraction with Lukoil. But the
management also prioritised participation in ecoigcogievelopment. It responded to
requests for societal stabilisation. When domesilcprices surged in 1999, Lukoil
acquiesced to government requests to limit exp@Bsiko, 1999; Lysova, 1999).

Alekperov often professed that his main duty wasatals the state, ‘the Fatherland’, and
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to ‘fulfil the tasks that a company should resolM&liK, 1999). Lukoil's staff and

shareholders were his other priorities. But hisseewnf duty went together with a
preference for indirect relations between the stete oil companies. Alekperov openly
rejected suggestions of direct state ownership arahagement of the oil industry

(Romanova and San'ko, 1999).

Alekperov responded carefully to demands for grestete control over Lukoil. In autumn
1999, Putin, recently appointed prime minister, &nel Ministry for Federal Property,
considered establishing a golden shaia Lukoil and other partially state-owned oil
companies so as to gain direct influence over mamagt decisions (Vedomosti, 1999a).
It offered to restore direct state control of Luknia concession-style arrangement (pp.49-
51). Alekperov replied, just ahead of Duma electjaihat he was willing to consider the
proposal, depending on what he was offered in metdn appropriate compensation for
weaker property rights, he suggested in an intervigth the independerifiovaya gazeta
newspaper, was guaranteed standing orders fromratelarge state organisations
(Stolyarov, 1999). When he was asked for his opirabout state ownership in general,
Alekperov said he would be interested in managtatesshares in smaller oil companies
(Stolyarov, 1999). In short, Lukoil was willing teave a closer relationship with the state,
but concessions also had their costs. In the ienAlekperov made his terms public. In
the event, neither the golden share, nor Lukoifgspected management of state-held
shares materialised. In the 1999 elections, Alekpesupported Fatherland — All Russia

(OVR), led by Yurii Luzhkov, Evgenii Primakov andadimir Yakovlev. Well ahead of

“With a government prerogative to veto importanhagement decisions, have a designated place on the
Board, and access all internal documents.
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polling day, it appeared a pretty safe bet. Primak@s a better choice than candidates

with plans to increase the state’s control of theector.

By 2000, Lukoil was one of the world’s largest @ate oil companies by reserves and
production (Tutushkin, 1996a; Lukoil, 2000; 20011Gy 2004, p.13). By 2002, it was the
Russian company with the largest annual turnovesjective of sector (Lukoil, 2003). It
emerged from the financial crisis as one of the fimost profitable companies in the
Russian oil and gas sector (Meshcherin, 2011a)illsknanagement had always aimed at
turning it into a truly international company (NG2006a). Now, their aim was to turn it

into a Russian ExxonMobil (Golubkova et al., 2007).

5.5 A new approach to the post-Soviet region

In June 2000, Alekperov published an op-edzwestiyaon, among other things (p.161),

the place of the post-Soviet region and easterrofeurin Russia’s energy strategy
(Alekperov, 2000). In his view, Russia could, ahdwdd, return to these regions only as an
investor. What Russian energy companies neededotovas to pursue investment

programmes before the arrival of Western compariibge. post-Soviet region was united
by language, mentality, and a multitude of tiesptantained. In effect, it was the basis of
a new economic system that could ‘speak like analetm other transnational blocs’

(Alekperov, 2000). He urged the Russian governnergupport energy companies like
Lukoil in the post-Soviet region, just like the Ugbvernment supported American

corporations.

On the question of the status of the Caspian Séils line gradually became Russia’s

official policy, a process that was completed b@P@Shumilin, 1997; Upstream, 1997;
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Krivorotov, 1998; Sborov, 2000). Russia began tgagie Kazakhstan and Azerbaijan in a

process of border delimitation in the Caspian Sea.

Lukoil's new projects in Azerbaijan were not a coarmal success, like most of the
projects that followed the ‘deal of the centuryC@& and the giant gas project Shah Deniz
were exceptions in a region where the geologichsriwere abundant. Kazakhstan was
more promising. In 1996, President Nursultan Naaewbagreed in principle to reserve
around 20 percent of operations on the Kazakhdteif 8o Lukoil (Tutushkin, 1996b).
After Russia’s policy change regarding the Cas@@aa, by 2002 Russia and Kazakhstan
completed the delimitation of cross-border hydrboarfields on the shelf. This released
several new projects. Lukoil's projects in Kazakinsgrew from five in 1997 to nine in
2004, and 13 in 2010 (Table 5.4) (Kravets, M., 20@%en as it lost one licence after the
border agreement (Upstream, 1998b). Two cross-bdields were awarded to Russia, but
with joint exploration. Lukoil was designated Rassientrusted company; KazMunaiGaz

was in charge on Kazakhstan’s side (Glumskov amiidhlogat'’ko, 2003; NiK, 2011l).

Uzbekistan introduced new legislation in 2001 toaat oil and gas companies (Makarkin,
2008a). In May, President Islam Karimov met Putimd anvited Russian companies to
participate in developing Uzbekistan’s hydrocarksector. Two months later, Lukoll
signed a joint PSA with the Russian gas compama led Uzbekneftegaz to explore and
develop three large gas fields: Kandym, Khauzak @hddy (NiK, 2002d). Also in this

case, Lukoil was Russia’s flagship abroad.

Privatisation programmes in Ukraine opened for @l Russian ownership in many
sectors. By 2002, Russian companies controllecetbfethe six Ukrainian oil refineries,

three quarters of the market for oil products, avete also strong in petrochemicals
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(Kommersant, 2002). Lukoil invested in petrochersiGgnd established Lukor, a JV with
the Ukrainian government in 2000 (Rybal'chenko, 1300There was considerable
uncertainty around the company’s privatisation, &ndtoil's property rights remained
weakly protected. However, until the end of Kuchsnaresidency (2004), Alekperov
could counter attacks by talking to him and prongsadditional investments. He would
thus dispel any claims Ukraine might be consideragginst Lukoil (Gorelov, 2001a;

Razumovskii, 2001; NiK, 2004e).

Lukoil remained interested in further expansion acquiring stakes in the Baltic states
(NIiK, 2002j), either in the Ventspils oil terminéiPravosudov, 2003) or the Mazeikiu
refinery (Tutushkin, 1999; Rybal'chenko, 2000).dscussed on pp.196-197, around 2000
Russia planned to cut transit volumes through lkatvand Lithuanian ports. Yukos
acquired Mazeikiu in 2002. Transneft's policy todsrVentspils deterred Lukoil from

acquiring a stake there.

Lukoil received government support abroad, espgamlUzbekistan, and by 2001 also in
Azerbaijan and Kazakhstan. Its engagement in tls¢-$oviet region and position in the
Caspian Sea had given Lukoil a say in Russiandaorpolicymaking. This was to its own

advantage, as well, especially in Kazakhstan. Buteturn it had to go along with the

wishes of the state concerning its opportunities development abroad. The Russian
government limited Lukoil’'s range of export optiobg sanctioning Transneft's reduced
support for export through Baltic ports. The stats now in a better position to regulate
market access (p.9) for Lukoil. Lukoil chose togalownstream control of other routes, in
contrast to Yukos, which was not inclined to toe government’s line. But in and around

the Caspian Sea, Lukoil’s status as the major Raossil company with well-developed
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international operations gave it an advantage.rAfte change in Russian foreign policy,

Lukoil was ready to benefit.

5.6 The new coalition

Relations between oil companies and the governeigriged with the ascent of Vladimir
Putin in 1999-2000. The overtures to establish eolghares in Lukoil and other
companies indicated a preference for greater statgol. Inhis 2000 presidential election
campaign, Putin stated his intention to keep aligavchs’ equally distant from the
Kremlin. It was a popular policy, in promising t@duce the considerable political
influence of certain businessmen, in particular eBewskii (a joint owner of the oil
company Sibneft), in the years 1995-99 (cf. Foutes006, p.101-111). Putin’s main
aim, however, was to make oil companies pay tlaied in full (Gustafson, 2012, p.260-
262). After his inauguration in May, he and Finamdmister Aleksei Kudrin initiated a
campaign to recover taxes, in effect, to captuteenits for the state budget (Gustafson,
2012, p.260-262). The state would now strengtherwitakest spot, resource extraction

through taxation.

Alekperov’s Izvestiyaop-ed appeared in June 2000. His views on foreiggrgy policy
concluded a discussion of the relationship betwtherstate and business, which he found
far from optimal. He criticised the oligarchs’ inéince on the state, but he also chastised a
common view among state officials, that privateeiasts by their very nature were
antithetical to state interests (Alekperov, 200@).particular, he criticised the taxation
system, which made investment difficult and tax pbamce costly. He called for
structural reforms, encompassing legislation, iaxat banking and land ownership

regulations, to improve the business climate, ifeatf better institutions and less
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personalised relations between state and busiepsssentatives. In Alekperov’s view, the
oligarchs would have less influence if the stateied out structural reform, and opened

for real dialogue with business leaders.

But Alekperov was vulnerable, too. Ahead of theuwsmdmgeneral meeting in June 2000, the
government nominated eleven candidates for Lukeilésyen-member Board. The state’s
stake was around 16 percent at the time. Its listleven candidates was taken as a
political signal (Tutushkin, 2000). Alekperovizvestiyaarticle seemed to be part of
Lukoil's response. While Lukoil's management pededh the government to nominate
only two candidates (Tutushkin, 2000), at the nmggeii also managed to change Lukoil’s
statutes, making it more difficult to remove thempmny’'s president before his term
expired. The presidential term was extended from y@ars to five, and the right to hire
senior staff transferred from the Board Chairmahukoil’s president (Tutushkin, 2000).
Table 5.3 shows how the Board was reduced from d3ioers to eleven, at the expense of
management representatives. Independent board mgnibeparticular foreigners, were
important as a cushion against government influeirc€005, after the state sold its last
remaining stake in Lukoil, the members of the Baaghined their influence over business

decisions (Vedomosti, 2005).

A few weeks later, Lukoil, Alekperov personally,dahukoil’s chief accountant, were
indicted for tax evasion. It was a warning shotaading to some observes, to dissuade
Lukoil from taking part in the imminent privatisati of ONAKO, a state-owned company
with a refinery that would fit Lukoil’s profile. Lkoil and Yukos had just announced joint
plans to bid for ONAKO (Khartukov, 2000). Whatevke ulterior motives (and Lukoil did

not participate in the ONAKO auction), the indicimhshowed that no company, not even
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Lukoil, was above the (tax) law. It also showed thatin and Kudrin meant business with
their tax recovery campaign. The allegations agahktskperov were withdrawn after he
requested, and was granted, an immediate meetihgRuiin (Igorev et al., 2000, Jensen,
D., 2000, Heil, 2008). Most of the charges agalngtoil were later thrown out by the
court (Kommersant-Vlast', 2002). When major bussnesn met Putin in late July at their
first plenary meeting (‘oligarch meeting’), Putiefused to back down on taxation
(Germanovich, 2000; Gustafson, 2012, p.262; 56égufar meetings later improved the
state—business dialogue somewhat, alleviating fearse-nationalisation (Smirnov, K.,
2002a). The meetings institutionalised and fornealiswvolvement with the state, but also
limited contact and business influence. This wascigely what the government had
intended. Compared to Yeltsin's frequent meetingth ywrominent businessmen under
four eyes, dealings were now less arbitrary andqral. State—business interaction also
changed at a more fundamental level, as the stajgaped to enforce legislation and

increase its capacity.

Over the following year, the government drafted ewntaxation system for natural
resources. There was little consultation with @hpanies, but the government started
from a draft proposed by Yukos (Yermakov, 200leciin Gustafson, 2012, p.264). The
legislation passed the Duma, with considerable sipipo, in the summer of 2001
(Lyapunova, 2001; Sidorov, 2001; Gustafson, 201263-266). The new system, effective
from 1 January 2002, introduced a new consolidpteduction tax (NDPI). It was tied to
the export price and therefore difficult to mangtel (Gustafson, 2012, p.264). It became
impossible to make deductions, including deductimrsinvestments, from the tax on
profit (Konoplyanik, 2001). A commission, chaired/ iKudrin, determined rates in
accordance with oil price changes (Gustafson, 201285). The final version of another
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oil tax, a tax on additional incomes (popularlyledl super profits), remained under
elaboration (Konoplyanik, 2001). The new system wamsple. It enabled the state to
access rents from oil production to the extent rddsiby the government. State
representatives considered its considerable negaffects on investment and sector

development to be of secondary importance (BradsB@t2, p.208-209).

In 2000-2002, Lukoil adopted a studiously neutahithost passive, position in domestic
politics. The first sign came in autumn 2000, wherkoil, as the only major company,
refused a seat on the new presidium of the Rusklaion of Industrialists and
Entrepreneurs (RUIE) (Pravosudov, 2000). Alekpetept his distance from the political
elite. His previous political preferences, in pautar his ties to Chernomyrdin and support

for OVR and Primakov, were a liability (Jensen, 2000; NiK, 2004l).

Lukoil also remained at arm’s length from state-edicompanies. A strategic partnership
with Gazprom, started in 1999, naturally includedhs cooperation, but it was intensified
only in 2002, by which time Lukoil's relations witRosneft had also begun to thaw.
Alekperov may have wanted to see first how relaidretween the Yeltsin-era elite,
influential in Gazprom, and the new Petersburg feeap the ascendant at Rosneft,
developed (NiK, 2003f). By mid-2002, it was clehat the new members of the elite

would remain.

On several occasions in Putin’s first term, Lukeiés in conflict with Transneft. The

company reduced its reliance on Transneft's pipslimot least by opening the temporary
export terminal Varandei on the Barents Sea caa001. It was served by its own, non-
Transneft, pipeline. Lukoil had another plan fom@n-Transneft route, the Murmansk

pipeline, but this fell through (p.208). In 2003JeRperov suggested that Transneft's
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pipeline monopoly could be abolished (AlekperovQ20Bolshoi biznes, 2003). Lukoil’s
management was impatient with Transneft's lack odgpess in providing sufficient
pipeline capacity (Tutushkin, 2003; Zagorodnay&)®0/in'kov et al., 2004; Yakovleva-
Ustinova, 2004). Export through Varandei graduadlypanded and Lukoil opened a
permanent terminal there in 2008 (Lukoil-Trans, £01This was in contradiction to
government policy, which was neatly summed up bgtHDeputy Prime Minister Sergei
Ivanov who insisted that Russia had ‘one legalderoil] port — Vysotsk’ (Sivakov and
Vin'kov, 2007). Lukoil established its own expoerrhinal for oil products at Vysotsk.
Opened in 2004 and supplied by rail, it initiallgrged as a crude oil terminal (NiK,
2011f). Criticising Transneft and developing andpdndent export capacity were both
politically risky ventures. Lukoil was otherwiseykd to the state, but prioritised business
development whenever possible. It helped that \Geaserved fields located far from

Transneft’s pipeline network.

There were visible continuities in Lukoil’'s relatiship with the state in the 1990s and
2000s. Lukoil was always close to the governmedtlaading state representatives. Under
Yeltsin, such relations were personal and non-parent. Alekperov’s longstanding
relations with key government figures were an athg® In the early 2000s, Lukoil had a
mixed approach to state organisations and prefdadaebep its distance, especially from
state-owned companies. Lukoil's management modifted terms of access and
participation that applied to the state to protbet property rights in Lukoil. State—Lukoll
relations grew more distanced by the state’s ngwageh under Putin. The state became
unambiguously more powerful than oil companies, cvhit now kept at arm’s length,
especially in taxation. Interaction was now basadfarmal procedures, compliance and
plenary business meetings. Business associatiangighed (Zudin, 2013b). For oil

165



companies, transparent rent collection through tiemaserved also to strengthen their
property rights. The rising oil price, and increggirent collection from the oil sector,
enabled the state to develop capacity and infreistral power to provide services to the

population.

5.7 Aforeign energy strategy

In 2002, Lukoil started a restructuring programmoeiricrease profits and efficiency.
Foreign operations played an important part. Exgtilon and production outside Lukoil’s
traditional producing regions, and export to glotarkets, were set to expand. From 2001
to 2006, the number of international upstream ptejencreased from seven to 26 (NiK,

2002i; Lukin, 2007).

Lukoil had filled in for the absence of a coherémeign policy towards the post-Soviet
region in the 1990s. Beginning in 2000, foreignigolgradually became more coherent
and more targeted towards the post-Soviet regiomedn Energy Strategy made it a
government priority to support Russian energy camgsm in world markets
(Energeticheskaya strategiy2003, p.41-42). From Alekperov’s point of view,was a
step in the right direction. In the 1990s, Lukoit®nagement had often invoked the image
of the company as a pioneer. Under Putin, prigrittd Russian foreign policy took
precedence over Lukoil's business interests. larmefor loyalty, Lukoil enjoyed the
government’s continued support to expand its irstional operations, particularly in the
post-Soviet region. It put Lukoil’s Russiannessoalor in a different light. There was no
difference, Alekperov said on several occasionswéen Lukoil’'s interests abroad and
those of the Russian state (Butrin, 2003b). Theyew®t just words. Lukoil's ‘state-

mindedness’ dosudarstvennoe myshlehiavas carefully emphasised when Lukail,
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naturally for a vertically integrated oil compargtipported the Russian government’s
resistance to the EU’s Energy Charter Treaty. &taindedness’ is also prominent in
Alekperov’s writings on the Russian oil industryl¢Rperov, 2009; 2011a). As far as the
government stake in Lukoil was concerned, Alekpestated that it brought a small, but
tangible advantage to operations in Central Aschthe Middle East (Zagorodnaya, 2003;

Vedomosti, 2005).

5.7.1 Azerbaijan

In Azerbaijan, Russian foreign policy came firsftek AIOC’s choice of BTC as the main
export route from ACG to global markets, Lukoil'svestor Relations Director, Leonid
Fedun, stated that Lukoil participation in BTC wagolitical question, and that oil from
Azerbaijan and Kazakhstan should transit via Ru@sigrfax, 2001). BTC was the main
alternative to Russian routes. In 2001-2, as tr¢ gt BTC construction drew near, Lukoil
considered acquiring a 7.5 percent stake in thesprart consortium. In late 2001, the
management tried to obtain government and Transipgitoval of an acquisition (Butrin,

2001a; Upstream, 2001; Useinov, 2002). It wouldcbatrary to Russia’s interests, the
government responded. The acquisition proposalditaked by April 2002 (Vedomosti,

2002b). Politically, ACG was highly important in 8’ia’s relations with Azerbaijan.

Without a stake in BTC, the transport for ACG titdugh Russia or BTC on third party
terms, would be costly for Lukoil. Without a BTCaké and in a minority position in

AIOC, Lukoil could no longer influence the balanoetween export routes in favour of
Russia. If it wanted to remain loyal to the stateikoil could not disregard the

government’s preferences. In November, Lukoil stddstake in the ACG field for 1.375
billion US$, in a highly profitable and timely trsaction (Sapozhnikov, 2002;
Sapozhnikov et al., 2002; Ignatova, 2003a; NiK, &80 Its new strategy, Lukoil
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explained, was to prioritise exit from projectswich it was not an operator, and to
concentrate on projects where it had more influeBeg ACG was not the only project in
which Lukoil was not operator. The released cagpilidl not find any new investment
opportunity soon. For Russia, the result was ankhmg place in Azerbaijan’s energy

sector.

What applied to oil did not apply to gas, howevidre giant Shah Deniz gas field and its
export pipeline seemed to have fewer political atations in Russia. Lukoil, through
LukAgip, held 5 percent of Shah Deniz, which waanpled to export gas to Turkey
through the Baku-Thilisi-Erzurum (BTE) pipeline. 2004, Lukoil increased its stake to 10
percent. Lukoil's share of the South Caucasus Ppelompany, which owned the BTE
pipeline, also increased to 10 percent, and iteesbiathe Azerbaijan Gas Supply Company

to 8 percent (Sapozhnikov and Khvostik, 2004).

5.7.2 Kazakhstan

By 2003, Lukoil was the largest Russian investorKizakhstan, and an experienced
operator (Table 5.4) (Glumskov and Skorobogat'k@)3. In the following years, it
became the fourth largest petroleum producer incihntry (Alekperov, 2006; NGV,
2011a). Lukoil’'s connections to Kazakhstan's leadeere excellent (Kravets, M., 2004;

Kommersant, 2006).

5.7.3 Uzbekistan

Uzbekistan’s gas export depended entirely on RosBensit, and Western companies
were less interested in its gas projects. Russth Wrbekistan concluded a strategic
partnership agreement in 2004 (Gotova, 2004; Ni#Q42). In 2003, Itera was forced out

of the gas transit market from Central Asia whezam acquired the management rights
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to the Uzbek gas grid (Butrin, 2004). Lukoil tookeo Itera’s shares in Kandym-Khauzak-
Shady (Vinogradova, 2003). By 2004, Lukoil contedll90 percent of this PSA (Lukin,
2006; NGV, 2007b). The gas was sold to Gazprorheathzbek border (NiK, 2004f) at the
same price as other Uzbek gas, and much higher Gaprom’s price for Lukoil's
Russian ga$® Lukoil shared its profits from the PSA with Uzbelregaz before having
recovered costs, exceeding the obligations of tBA.PThis was probably expected,
possibly demanded, by the Uzbek government (Makar008a). After Kandym-
Khauzak-Shady, Lukoil entered into a series of ergilon projects and advantageous

PSAs (Table 5.5).

In 2000, the balance of power between the goverhmed oil companies tilted towards
the former (Tutushkin, 2000; Kravets, M., 2004; Uptbsti, 2004). The state demanded
more access to Lukoil’'s decision-making. Lukoilusg#d and would not compromise its
autonomy in core operations. At the same time,itthdvew from projects aimed at wider
institutional development. Its independence abrdexinished. There was more ‘state-
mindedness’ in its post-Soviet operations. Ofteansas a conformist, Lukoil took the
written and unwritten rules of Russian foreign pglinto account (Vahtra and Liuhto,

2004, p.95).

As oil prices rose, Russia could more easily a@hitssaims in international politics. After
2001, Kremlin and government support of and intenesLukoil abroad seemed more
pronounced than before, according to Alekperov (Rirea and Fadeev, 2001; NiK, 2002a;
Zagorodnaya, 2003). He was included in the busidegsgation when Putin travelled to

countries in which Lukoil operated, or had an iegtr When Lukoil signed agreements or

“5In 2007, Uzbek gas fetched 100 US$ per thousahit ecoetres, while Lukoil’s Russian gas fetched 40
US$ (NiK, 2007I).
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opened facilities abroad, members of the Russiavergment were usually present.
Lukoil’'s dealings with the state on foreign polisgues included advice to policymakers,
as Lukoil had expertise and knowledge from openatio many countries (Butrin, 2003b).

It ensured that Lukoil’s interests would be taketo iaccount in Russian foreign policy.

5.8 The new stability: Loyalty and stagnation

The state now had greater capacity in the oil sebiat the government was increasingly
impatient with oil companies’ efforts to minimisaxt payments. In 2003, Putin and the
government clashed with Mikhail Khodorkovskii of Kas on the subject of oil sector
regulation. The case included tax optimisation,eesglly through domestic offshore
havens, but also the extent to which the state Idhofluence production methods.
Yukos’s attempts to develop export options with i@hbut without Transneft, and its
lobbying of the Duma were also issues of contenfdastafson, 2012, p.294-295). When
Khodorkovskii was arrested on tax claims in Octolibe campaign against Yukos,
underway for some time, moved up a gear into expatpn. The heads of other

companies kept quiet.

In the period from October 2003 to the end of 20¥bkos’s production company,
Yuganskneftegaz, was sold off and eventually aegury Rosneft. In the same period, the
major private oil company Sibneft came under Gaxpsacontrol. The state undertook an
extensive control mission of oil industry operasoim West Siberia (Gustafson, 2012,
p.308-309). The private oil sector seemed undeeathrof renationalisation. State
companies did indeed acquire a series of stakéseimil and gas sector in the years that
followed (Bradshaw, 2009, p.6-7). This was lesa aoherent, planned campaign than a

series of events, that in sum tilted the playimddfin favour of the state (Bradshaw, 2009,
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p.5). The division between state-owned and priyatetld organisations became more

conditional, less distinct (p.42).

Lukoil complied with the new informal requiremenésd continued to operate. Alekperov
even more than before was prone to describing Lid®i'state-minded’. There was no
difference, in principle, he insisted, between Bgssian oil companies. They were all
Russian (e.g. in Tutushkin, 2008c). The subjearoftame up in the context of licensing
on the shelf, suspended in 2005 and awarded asragative to Rosneft and Gazprom in
2008. Lukoil's management were criticising thisasgement openly by 2012 (Vedomosti,
2012). Their misgivings notwithstanding, Lukoil’'samagement had accepted the balance

of power, it said, between Russia’s largest oil pames as a Kremlin decision.

Yukos had pursued merger talks with Sibneft, Chevemd ExxonMobil ahead of
Khodorkovskii's arrest. It was therefore signifitamhen the state sold its final 7.59
percent stake in Lukoil to ConocoPhillips a yedaedgKommersant, 2004c). Lukoil had
valued having the state as a shareholder. But st tva Kremlin’s decision to divest the
state of its remaining stake, against Alekperovish&s and with little prior consultation
(Tutushkin, 2004; Vedomosti, 2005). The new shdddrg ConocoPhillips, was selected
on the basis of Lukoil's strategic priorities. Idvance of the deal, Alekperov and James
Mulva of ConocoPhillips sought Putin’s approval.eifimeeting covered the terms of the
deal, including guarantees against political agaekd future business plans (NiK, 20044a;
Tutushkin et al., 2004). The final deal reflectekiklin priorities, especially a restriction
on direct ConocoPhillips partnerships in projeaiside Russia (Makarkin, 2008b). In
addition to ConocoPhillips’s stake, Lukoil's manegyancreased their ownership control of

the company substantially in the 2000s (Table 5.1).
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The Yukos case illustrated the importance of prditioyalty and adherence to convention
and regulations to avoid being targeted for seleatille enforcement. In exemplifying the
selective application of formal rules, the Yukogaaf reinforced a system of personal
privileges (pp.41-2). Alekperov learnt this lessderhaps most importantly, once he
understood that Putin was promoting state-ownedné&fgsstill a rather insignificant

company, he settled all ongoing disputes with doepany (Gustafson, 2012, p.334-335).
Lukoil quickly eliminated its legal tax optimisaticchemes like those employed by Yukos
(Skorobogat'ko, 2004). In December 2004, when thenfin asked the oil companies to
cut petrol prices, Lukoil was the first to be askdtdcomplied, and others followed

(Levinskii, 2004). When prices started rising agairSeptember 2005, Lukoil initiated a
renewed price freeze (NGV, 2006b). When a new r&guoame in 2008, and Lukoll

acquiesced, Alekperov approached the matter ifolleving way:

Do you have any other option? Have you seen angtseewho disagrees
with the state? What is the point? If it is reqdite help the state at any
time, you have to help. (Shevel’kova, 2008)

This highlighted a central lesson to be drawn fribw@ Yukos affair. To Putin, the long
process of increasing revenue collection in thesedtor, or rather, to force the companies
to share more of their rents, was not just abogesging rent streams through formal
taxation. It was also about the state’s right toeas informal rent streams and use oll
companies as tools of the state through directrabnDil companies could not ignore
suggestions of regional development in the fornrC8R, charity and sports contributions.
Following up on government plans for a nationakdoiven development policy was now
part of what they were expected to do, and doingedaced their vulnerability to predation
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by the state (p.11). Informal rent extraction bynd@ding voluntary contributions became
a staple of the state’s relations with the oil seaind big business in general (Meshcherin,
2010a). Lukoil promoted regional museums, suppovegdrans, invalids, orphanages and
hospitals, funded university programmes and sp&dsar wide variety of regional and
youth sports, as well as teams and clubs on thienadtlevel. The extent of all this
indicated how Lukoll, in its own way, was subsiitgt for some of the state’s public

welfare obligations and supplied infrastructuraivpo as well.

Lukoil’'s management followed developments in theidlin closely. According to media
reports, Alekperov was one of the Russian managermeet Putin most frequently
(Kommersant, 2004b; 2005). One study claims thakpérov spent up to 80 percent of his
time studying changes in the Kremlin’s balance @figr (Gorst, 2007, p.3). As Lukoil was
no longer state owned, this appears partly as cosgpen, through informal interaction,
for formal access and patrticipation. It was impatt® keep abreast of state plans for the
oil sector, and to pursue closer relations with stede now that property rights in the oil
sector had less protection (p.11). Alekperov cla@imever to have been denied access to
the prime minister or other government membersr({Bu003b). Other members of the
senior management, like Vice President Fedun, didemjoy the same level of access

(Mazneva et al., 2008).

Consultations with the president also involved segkiis approval of new upstream
projects and entry into new downstream marketsrbedating on the plans. In February
2006, Alekperov received Putin’s approval to acguiore petrol stations in Europe (NiK,
2007m; Mazneva, 2008a). Such consultations shieldgkbil from criticism of, for

example, causing a capital flight when investingoad (Vedomosti, 2002a). This was a
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sensitive topic in light of the Yukos affair. Coftations with state officials also opened
for small-scale participation in, and access tmnmiation about, policymaking. State
organisations regularly asked Alekperov, among roffteminent businessmen, to advise
them on policy and share rents informally in eveing from the North Caucasus to
education. The opportunity to consult with Putin the sidelines of roundtables and

conferences held considerable attraction (cf. Nikea and Bekker, 2006).

Lukoil’s leadership in production output in the Riag sector was overtaken by Yukos in
2003 (only) and by Rosneft, which acquired Yukagsteduction assets, in 2007 (NiK,
2007c). Lukoil was the second largest exporterratie oil from Russia in 2001, barely
surpassed by Yukos at approximately 23 million emrBy 2005, both Rosneft and TNK-
BP exported more, and Lukoil’'s exports peaked st @lbove 34 million tonnes. In 2009,
Lukoil was the fourth largest exporter at just bel@5 million tonnes (NGV, 20108F.
This was partly explained by Lukoil’'s relativelyghi share in domestic refining and oll
products export, but output had stagnated (NGVOAQNIK, 2011f). The company now
maximised profits, not output volume (Meshcheri@l®2b). Lukoil maintained its position
through innovation and modernisation (Mel'nikov,120 Vin'kov et al., 2011), and by
increasing exploitation rates in oil reservoirsG@heide, 2011). After the Yukos affair,
this proved another sensitive topic, but in theafficial crisis of 2008-9, it also proved

necessary, by which time Lukoil’'s Russian oil ressrwere past their peak (NGV, 2011g).

The reasons for Lukoil’s difficulties in bringingew fields into production were both
structural and political. Lukoil’'s Russian fieldeeme maturing and most of the attractive

onshore fields were in production. Geological exgion was expensive. There was a lack

“ Numbers exclude exports to the CIS.
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of incentives for new developments. The administeabarriers were high and legislation
unsatisfactory. This problem was affecting all tim@jor Russian companies by 2010
(NGV, 2010c; Mandrik, 2011; Meshcherin, 2011c). Tbié taxation system of 2001

exacerbated the problems. Following adjustment®0id4, 80 percent of the profits from
years of the oil price boom were directed into thderal budget. The taxation system
discouraged investment, including investment to tasaos future production levels

(Aleksashenko, 2012, p.36 fn. 34; 46; Bradshaw22@1209). As the problem went from
chronic to acute with the financial crisis, a feldaw allowed companies to apply for
exemptions, but only as tax breaks for individuelds. Some projects were also allowed
to drop the oil export duty (Ekonomika i zhizn',08Q Oilcapital.ru, 2010). This initially

worked to Rosneft’'s advantage (Gudkov, 2010). Adekp later successfully lobbied for
lower oil export duties for two fields in the CaapiSea, by speaking with Prime Minister

Putin directly at the opening of one of them (Mdsdrmn, 2010a).

In addition, Lukoil's participation in auctions afew licences in Russia also declined
rapidly. These auctions included some for licengbgh, in light of its business strategy
and existing assets would otherwise have appeasitydarly attractive to Lukoil (NiK,
2005d). Another outcome of the Yukos affair wad thase attractive new licences were
awarded to Rosneft and Gazprom. In the case of dRpghis had been going on since
2003. At some point in the years 2005-2008, Lukatted against a glass ceiling as far as

new licences were concerned (NGV, 2006a; MalkoQa0a).

Onshore, the rules applied to Russian (as opposefbreign) companies, were less
restrictive, officially at least. Informally, as @004, Lukoil was excluded from the best

new oil licences due to ConocoPhillips ownershigksf which incurred restrictions on
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strategic stakes. This was formalised in the lawStrategic Stakes from 2008 (Heath,
2009; Golubkova and Ershov, 2010). ConocoPhilligs wot allowed into Lukoil’s most
profitable operations, and it eventually sold t@ke in Lukoil in 2010 (Embassy Vilnius,

2005a; NGV, 2011i, p.56).

There were also fewer licences to bid for. The mRjassian oil provinces were maturing,
and new ones remained undeveloped. Some licences withheld from auction until
Rosneft and Gazprom could afford them. Yukos’s liemg assets were tacitly reserved
for the state-controlled companies (NGV, 2006a).kdiu loyally refrained from
challenging this situation (Savushkin, 2005; NiK)0B8a), and thereby maintained good
working relations with Gazprom and Rosneft. It wagair, said Lukoil’'s management, but
would not ‘recommend anyone to enter into confidh Gazprom’ (Sivakov and Vin'kov,
2007; Mel'nikov, 2011). When privately owned Badhmevited Lukoil in 2010 to join in
the development of the giant strategic Trebs amolvTields, which Lukoil had previously
contested, it was a major exception to the gematalin the sector (Orekhin, 2010; NGV,

2012a). The project ran into considerable licengpiraplems.

The strictest domestic conditions applied offshangkoil had criticised early drafts of a
new Subsoil Law, under preparation in 2005-8 (@rai2006; Nekrasov, 2007; Sivakov
and Vin'kov, 2007; Tutushkin et al., 2007). Whersgsl in 2008, the law only allowed
state companies with a minimum of five years offshexperience in Russia to seek new
licences on the continental shelf (Federal Law N&®% 1992; Kommersant, 2008a;
Malkova, 2010a). Lukoil held a few shelf licencéieady and would have been a serious

contender for new ones.
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The changing regulation of the oil and gas seetbich privileged state-owned companies
over privately owned ones, was promoted and supgdoy Sechin, who now chaired
Rosneft's Board (2004-11) (Meshcherin, 2010a, p2®). Energy Minister Shmatko

acquiesced. In the view of oil sector figures, heesva weak minister who left difficult

decisions, especially decisions that affected tadeswned companies’ privileges, to
Sechin, Medvedev or Putin (Starinskaya et al., 20R@portedly, Putin, too, preferred to
leave sector development to Sechin, and generahoetic questions to Medvedev
(Meshcherin, 2010a). By 2012, the lack of sectdicgaand strategic planning seriously
hampered the oil industry’s development (NGV, 201dlhe state was no longer able to
respond to industry demands. Oil company represeesaregularly complained about
micro-legislation and enforced monitoring, stickihmvhich to reach each company in
case of non-compliance (Nikitin, 2010; Vinogrado2810; Nikitin, 2011). Lukoil was no

exception (Mel'nikov, 2011).

Private companies could become Rosneft and Gazprqraitners or expand abroad
(Zotova, E., 2008b). Lukoil did both. It reneweddaexpanded its partnership with
Gazprom in 2005 (Firsova, 2005; Afanasiev, 201h) took steps to build a partnership
with Rosneft (Vinogradova, 2011). Gas productiondsee an important business segment
(Table 5.2.) (NGV, 2005; Rebrov and Skorlygina, 0@y 2016 it would account for

around 30 percent of Lukoil's overall production.

That notwithstanding, Alekperov continued to seasitLukoil’s responsibility to develop
the Russian oil sector. He even asked, indireatfigrring to the difficulties foreign

investors encountered in Russia,
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if companies like Lukoil and Gazprom start oriegtthemselves on projects
outside Russia — who would come here if [Russia/islacompanies leave?
(Rebrov, 2010a)

Alekperov and heads of other private companies ireedacritical of the preferential
treatment of state companies (Alekperov, 2011baldstva and Basvain, 2011; Derbilova
and Mazneva, 2011). Alekperov’s pursuit of greatekoil participation (Tutushkin,
2008c) resulted only in 2011 in an alliance, andoatnership for Russian shelf
development, with Rosneft (NGV, 2011g; 2011c). Aniqu role like this was a
considerable achievement for a private compangeatite. In practice, it proved difficult
to agree on the working format for the shelf parthg (Interfaks-ANI, 2011). In spring
2012, when international majors were concludingeifhlliances” with Rosneft, Russian

private companies were offered similar terms (Bewsu2012; Tovkailo, 2012).

Lukoil’s loyalty, senior position in the industryé private ownership enabled it to avoid
unattractive political impositions. In 2006-8, anmitiative by Putin led the government,
Rosneft and Gazprom, to seek to establish a Rusdi@xchange. To Lukoil, which did
not rely on spot markets, it was irrelevant (Tukish2006; Rebrov and Solov'ev, 2009).
Lukoil also withheld support of Putin and Medvedeuhitiative to establish ruble-

denominated oil trading.

Loyalty to the state, to formal and informal rulégcame increasingly important under
Putin. Alekperov’s claim to be ‘state-minded’ wasnethan an insurance against political
risk. Already in 2003, a few weeks ahead of Khodesgky’s arrest, Alekperov noted that
any challenge to the current order would have tmedrom somewhere else (Butrin,

2003b). In the context of the 2011 post-electiomdestrations, Alekperov stated that he
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always voted for United Russia, but otherwise wais‘a political figure’ (Derbilova and
Mazneva, 2011). His was the position of an idealal businessman under Putin
(Babaeva, 2001; cf., Rachkov, 2001). But relatibesveen Lukoil and the state changed
after 2003, especially in relation to the 1990skadilihad to adapt to changes wrought by
the state to the institutional framework, firsttire form of informal constraints and then
formal regulations. The asymmetric power relatibbesween Lukoil and the state were
visible. Interaction between the state and allcoinpanies was broadened and formalised
in 2000, but starting in 2001, the state set nemngethat reduced oil companies’
opportunities to participate in policymaking. Infoel contacts were now of decisive
importance to private companies in their dealingh whe state. Institutional development
became the preserve of state organisations. Siaipanies had privileges not available to
a private company like Lukoil. By reducing the udhce of private companies in

policymaking, the state had aggregated greaterotiegpower to itself (p.54).

5.9 Expansion?

Lukoil now developed upstream projects in Egypt,stWAafrica and Iraq. It established

petrol stations in the United States and many Eeaopountries, and acquired refineries
by the Black Sea, in Sicily and the Netherlands {iMava et al., 2008; Socor, 2009a). In
2008, Lukoil also considered acquiring a strategfimke in the Spanish oil company,
Repsol. In this case, it seems that the suppditieoRussian state was withheld by figures
at the highest level (Granik and Gabuev, 2009).r@h&as no acquisition. Price

considerations may have been decisive, however.
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5.9.1 Upstream

Relations with the Russian state in connection weplerations abroad remained on the
whole supportive — in exchange for Lukoil's loyalsy home. In addition, Lukoil was

occasionally involved in the state-led developmainforeign energy ties, when Russian
energy companies teamed up and pledged participatiobilateral energy deals with

partner states. This type of involvement becameenmaportant in Russian foreign policy

after 2003. Sometimes, Lukoil engaged in well-ttedeCSR activity abroad. This

happened for example in 2006 when it offered tddbaitextile factory, supermarket and
business centre in Dushanbe, with a view to attrg@round 1 billion US$ in investments

to Tajikistan (Petrachkova, 2006). Lukoil here rabked the extended arm of Russian
foreign policymakers, joining the state-owned comes RAO UES and Gazprom in

sharing its rents with Tajikistan’s elites aheadpoésidential elections there (Blagov,
2006b). The provision of economic support and belgtabilise Russia-friendly regimes in

Central Asia was a foreign policy priority.

There could be a business interest at the hedinese ventures, as in Venezuela. In 2009,
Lukoil co-founded the National Oil Consortium, whiwas headed by Sechin, with TNK-
BP, Gazprom, Surgutneftegaz and Rosneft. The ctasowas put together to develop
fields in Venezuela’'s Orinoco belt with the Vendamenational oil company (NOC)
PdVSA (RIA Novosti, 2009; Finam, 2010). The PSAmRdVSA was part of a bilateral
package dealing with military cooperation and Tregfiss participation in oil pipeline
development in Venezuela. By 2014, the consortiemained a vehicle of the Russian
petroleum sector's engagement in Venezuela, CubaNacaragua, where some of the

Russian companies might not otherwise have chasendgage.
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In its traditional international upstream around tbaspian Sea, the mid-2000s presented
Lukoil with a more challenging business environmdtbst governments gave foreign
companies less generous terms in response to tgeeational risks, wider profit margins,
along with NOCs’ increasing experience and finadngti@ngth. China became a significant

competitor.

Support from the Russian state regarding Lukoil’az#&khstan became increasingly
conditional on loyalty at home. When Lukoil in 208fopped using tax optimisation
schemes altogether in Russia, it was rewarded Rutin’s presence at the signing of the
Dostyk agreement (Kravets, M., 2004). The new arstances also reflected the changing
power balance in the Russian oil and gas sectoerevkhe priority of state company
development led to setbacks for other companiess Thhappened, for example, when
Kulalinskaya, a long-time Lukolil project, came un#t&zakhstan’s jurisdiction following
the delineation of the Russian-Kazakhstani seadvofithe Russian government designated
Rosneft and Zarubezhneft as its entrusted compantée field (now Kurmangazy) with a
25 percent share each (NiK, 2006k). Lukoil alscnpkd, with KazMunaiGaz, to expand
gas-based petrochemicals and refinery capacitereithRussia or Kazakhstan. In 2005,
the proposal included resources from two offshaetl$, Khvalynskoe and Tsentralnoe
(NiK, 2006g; 201la). The Russian government postdofinalisation of Lukoil's
involvement in both fields, referring to the 2008bSoil Law and its restrictions on
offshore participation of non-state companies (N&11l). As Lukoil went ahead with
plans for a polypropylene factory in Budennovskjalhvould process gas from Lukoil's
offshore fields on both side of the border, Gazpmithheld guarantees in 2010-11 for
Lukoil’'s access to the Russian gas pipeline systethis particular region (NiK, 2011a).
The Russian tax system also placed the profitgbiftthe project in question (Rebrov,

181



2010b). There was some progress in the developafiditvalynskoe after 2011. Plans for
Tsentralnoe, where Lukoil and Gazprom were partmerghe Russian side, were still

pending.

But Lukoil did well in Kazakhstan even with lesspport from the Russian state. It
sometimes functioned as a counterweight to Chigesganies. This seems to have been
understood in Lukoil, and appreciated, perhaps asgcouraged, by Kazakhstan's
government (Skorlygina, 2006). The same thing hapgen the case of the large oilfield
Kumkol, part of which was operated by Turgai Pewoh, of which Lukoil held 50
percent. The Chinese company CNPC acquired Petadkaran, which owned the other
half of Turgai Petroleum in 2005 (Suleimenov, 200&rten, 2007). Lukoil protested
against the sale to CNPC, claiming that its righfirst refusal to PetroKazakhstan’s share
had been denied (Skorlygina and Rebrov, 2007, Rednd Konstantinov, 2008). After a
lengthy process involving arbitration and negotiasi, Lukoil was compensated in August
2010 (Today.kz, 2010). However, between 2005 antl02Qukoil’'s claims towards
PetroKazakhstan and CNPC also gave Kazakhstanportapity to reduce CNPC'’s share
in PetroKazakhstan and award 33 percent to KazMaami(Suleimenov, 2005; Marten,
2007). This was undoubtedly appreciated also inddas However, findings here fail to
confirm whether Lukoil acted as the Russian staagent (Marten, 2007, p.35). Also in
other cases, such as Lukoil's acquisition of Caspilavestment Resources in 2005
(Savushkin, 2005; Alekperov, 2006), Kazakhstan’segoment clearly treated Lukoil
preferentially. It closed the deal just when CNR§plkhyed an interest (Savushkin, 2005;

Skorobogat'ko, 2005; NiK, 2006b).
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After 2005-6, Lukoil and other foreign companiesei@d a far more assertive Kazakh
government (Lukin, 2010a; 2010b). This new stanls® affected the Karachaganak
Petroleum Operating consortium, in which Lukoilch&b percent (Table 5.4) (Mel'nikov,
2010; Mazneva, 2011). Support of the Russian gawent made no difference in disputes

in Kazakhstan.

Lukoil instead entered into a strategic partnershiih the Chinese company CNPC in
Central Asia in 2007 (Gorshkova, 2007; Kezik, 200Ta 2010 the companies signed a
comprehensive partnership accord during PresidestvigldeV’s visit to Beljing (Grib and
Mel'nikov, 2010; Upstream, 2010). Good relationghwLukoil’'s main international
competitor in Kazakhstan and Uzbekistan were n@uaity. But it was also important in
the context of Russia and China’s expanding eneefptions. Lukoil offered Rosneft
competition in the Russian-Chinese energy relaligmsThis was best done outside the
immediate bilateral energy relationship, where Rftswas the Russian state’s designated

oil supplier and China’s partner.

Lukoil's Uzbekistan venture was a major successbi@&.5). Gas production was
estimated to represent half the company’s profamfgas in 2010, even as the production
volume was only around 31 percent of overall gaslpction in Lukoil (NiK, 2010b). The
company had the solid support of the Russian govent; indeed, Lukoil seemed integral
to Russia’s policy in Central Asia (NiK, 2007]; Z¥). In 2009, Uzbekistan’s President
Islam Karimov promised Medvedev that by 2015, &lUabekistan’s gas exports would go
to Russia (NGV, 2009b). However, in 2008-2009 bialt relations deteriorated.

Uzbekistan suspended its membership of the Eurd&&anomic Communit§’ Gazprom

*" The other members were Russia, Belarus, Kazakhstagyzstan and Tajikistan.
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scaled down its activities in Uzbekistan (Grib aktkl'nikov, 2010; NiK, 2011a).
Uzbekistan set stricter terms for foreign oil ara$ gompanies to operate in its petroleum
sector, and Chinese companies were the quickesspmnd (Lukin, 2010a; NiK, 2011c).
Lukoil, on the other hand, was constrained by Gaxys reluctance, as demand decreased,
to buy gas from other producers (NiK, 2011c). Liikagas production in Uzbekistan now
targeted the Chinese market (NiK, 2011a; 2011l;ihuR012, p.19). In Turkmenistan,
however, Lukoil could not compete with Chinese camips. After Russian-Turkmen
relations deteriorated in 2008, a situation to Whigazprom contributed greatly (p.271),

Lukoil’s chances of gaining a foothold disappeared.

5.9.2 Downstream

After the Orange Revolution of 2004, the businelsmate for Russian companies in
Ukraine worsened (Makarkin, 2005b; Vedomosti, 200%)e influence of Chernomyrdin,
then Russia’s ambassador to Ukraine (2001-2009),hage compensated a little. During
Yushchenko’s presidency (2005-10) the Russian statesometimes force the Russian
companies to show solidarity with each other, a2007, when the Kremlin appears to
have advised Russian oil companies not to supplgecioil to the Kremenchug refinery,
where Tatneft had problems with its partners (N#007a). Lukoil and several other

Russian companies halted supplies to the refinery.

There were limits to the Russian government’s gt to lend its support. In April 2005,
Prime Minister Tymoshenko accused refinery owneukoil and TNK-BP in particular,

of creating a Russian-controlled petrol monopolyK(N2005g). Lukoil was threatened
with the reprivatisation of its holdings in Ukrain@avrish, 2005b; Gavrish and

Chernovalov, 2005a). Russian oil companies triedgéd the Russian government to
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intervene, to no avail (Orekhin et al., 2005). T$iwation improved with President
Yushchenko’s intervention (Gavrish, 2005a; Gavasld Chernovalov, 2005b; Makarkin,
2005a), but another crisis followed in 2006 (Gavrig006). In October 2009, Lukoil again
ran into problems when operations at the Odesaemficame in the way of the most
influential business conglomerate in Ukraine, theva@® group (Grivach, 2009a;

Mordyushenko and Gavrish, 2009; Eremenko, 2011es@dater closed for repairs and

was sold to a Ukrainian company in 2013 (NiK, 2013b

In 2010, Ukraine began to release shelf exploratioances. This was attractive to
Gazprom and Lukoil for commercial reasons, but ioiotg licences could also pre-empt
competition at an early stage and keep options tggen when Russian production would
drop. Lukoil was a likely partner in the Bezymyann@desa and Subbotinskii blocks

(Vinogradova, 2011). Russia’s annexation of Crinme2014 stopped this process.

Like all major Russian exporters, Lukoil dependexdtly on transit through Belarus to
reach the European crude oil market. Lukoil was @inhe companies that profited from
refining crude oil in and exporting oil productsiin Belarus to avoid domestic bottlenecks
and export duties (p.197). In 2007, Lukoil suppleedund a quarter of all oil delivered to
Belarus (Rebrov et al., 2006). This volume declistmvly after the 2007 and 2010 oll
transit crises (pp.221-2). Lukoil also remaineceiasted in stakes in the Naftan and Mozyr
refineries, in the event of privatisation (NiK, Z)D Meanwhile, Lukoil and Naftan
formed a joint venture in oil product additives2@806 (Rebrov et al., 2006; LLK-Naftan,
2011). Belarusian authorities repeatedly declaredprivatisations of Naftan and Mozyr
imminent (Chirko, 2006; Rebrov, 2008a; Belov, 2Q0®ut this seemed unlikely

(Khodasevich, 2010; Slavinskaya, 2011).
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In 2005, a new opportunity arose to acquire the @dai refinery in the sale of Yukos’s
holdings (Vedomosti, 2005). The Lithuanian governmelearly preferred non-Russian
ownership (p.219). Lukoil remained interested, tuats disadvantaged by the political
climate (Embassy Vilnius, 2005b; 2005a). The fisanal to refrain from acquiring
Mazeikiu appears to have come from the Russianrgovent (Embassy Moscow, 2006;
cf. Embassy Vilnius, 2006). As Transneft phased mut-Russian Baltic ports (p.211;

220), Mazeikiu ceased to be a commercially vialpigon for Lukoil.

In the last few years under study here, Russiaridor policy limited Lukoil’s
development in the post-Soviet region. In some gasspecially in Kazakhstan and
Belarus, the business environment offered by th& government seems to have been
decisive for Lukoil, as it was for other companids. Ukraine, both governments
contributed towards a deteriorating bilateral #elahip, but Lukoil’'s problems had
mainly to do with the difficult business environmi@m Ukraine. In relation to Baltic export
routes, however, Lukoil's commercial interests caope against new Russian foreign
policy priorities, carried out by Transneft. Lukofiaced the same problems in
Turkmenistan with Gazprom. Lukoil's opportunity take part in Russian foreign

policymaking in the post-Soviet region was now tedi

5.10 Conclusions

Lukoil started as an insider project, and it pgstited in, even drove, institutional change
in the Russian oil industry in the 1990s. Developtma state organisations and policies
and Lukoil as a private company went hand in hdnkoil on its side seemed more
advanced than the Russian state as a state. kssatw central state organisations was

informal and personal along with the more forméatiens, but rents were shared formally
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with the state as well as informally. Lukoil had stéake in the development and
implementation of formal institutions, insofar &s existence as an organisation depended
on property rights upheld by the state. Formal sdraring was negotiated with the state,
while informal rent sharing tied Lukoil to the mugj coalition and offered further protection
of property rights. As its foreign operations gréwkoil could turn divisions among state
representatives on the issue of the Caspian Siks advantage, shaping foreign policy in

the process.

In 2000-3, Lukoil's relations with the state gremcreasingly formal and impersonal.
Access to senior figures and patrticipation in poAad decision making took place now on
more generalised terms, embodied in collectiveaotiiy meetings. Putin’s ruling coalition
now used the state’s coercive infrastructure toeiase its despotic power. Rent extraction
and distribution were increasingly institutionatisas taxation, to give the state a greater
advantage over oil companies and society. For Lukoe beginning of the Putin regime
meant loss of access to government figures anecipation in developing policy and the
institutional framework. But it was also a turn engs greater formality and impersonal
relations, insofar as oil companies were now tatat®re equally, on more transparent
terms. Had this lasted, it might have been the fmegg of a stronger protection of
property rights throughout the oil industry, becausformality could have yielded to

formality in rent sharing and property rights pidien.

Increased state capacity, especially increasedotlespower (p.54), affected Lukoil’'s
foreign operations in Azerbaijan and the Balticteta But Lukoil did not itself control
integrated infrastructure that extended into thet{®oviet region, and state—company

interaction did not make Lukoil a tool that could tbised for coercion. Transneft was here
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the coercive tool of the state. Khodorkovskii'sestr represented the highpoint in the
conflict between the state and the oil industryat&minded’ Lukoil inevitably accepted
state regulation in the oil industry. During theded sale of Yukos’s assets, Lukoil's
management watched as the state regulated pramdatjons among oil companies, and
privileged Rosneft and Gazprom over other companidsge oil sector stagnated. In

Lukoil’s case, there was a glass ceiling in liceacquisitions in Russia.

Informality returned as the basis of state—compigumgraction. Informal relations were
again of the essence for a private company likeolluk gain access to the state. Whether
intended or not, the Yukos affair weakened propedhts (p.40) in the oil industry and
Lukoil’s owners could not afford the luxury of raining from informal rent sharing in
return for property rights protection. This was tegtably in the form of extensive CSR
programmes. Among state organisations, some were mportant than others. Rosneft
took the lead in sector development, and may walehsidelined the Energy Ministry.
This indicates that the regime’s interest in stgympower may have been more important
than considerations of state and societal developr&ate—company relations became the
province of an inner circle. In this period, Luketands apart from the other cases in this
study. Its executive manager remained on the pemnplof that circle, and had to
compensate by paying greater attention to Putwvesyemove. Lukoil had a fundamentally
supportive and loyal role in relation to the regjrbet it was further removed and therefore

also more autonomous than the other cases.

Support for Lukoil’'s foreign operations became,use 2003, conditional on loyalty to the
state at home. Its fundamentally subordinate anibte relationship with the state was

carried over into foreign operations. From 2006thére are instances in which Lukoll
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seems to have acted as an instrument of the atdteme and abroad. For Lukoil, a private
company, the state had no direct access to compmoyrces, and investment decisions
surely would have to be negotiated at some levédrinal taxation of Lukoil seems to
have been above all in the form of recommended @SdRregional development, which
also supplied the state with infrastructural poviRivate ownership may have shielded the
company from two greater informal taxation dramsthere seemed to be little mandatory
and loss-making spending in its core business aaedsfew artificially inflated staff

rosters.

But Lukoil is again different to the other casesehas it only on a few occasions acted as
a tool of the Russian state. When it did, it seetodak a negotiated understanding, or even
a responsibility accepted voluntarily. It did no&imtain or cultivate dependence on Russia

in the post-Soviet region on a grand scale.

Clearly, the lower level of access and participatiath the state, and the extent to which
Lukoil had to adapt to the state while losing ifluence on state policies after 2003,
extended to foreign operations as well. Abroad, there was greater distance between

Lukoil and the state than in the other cases stiudkse.
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6. OIL PIPELINES: TRANSNEFT

In the overall institutional development in postvigéd Russia, some companies stand out
for having a relationship with the state charastimore by continuity than by change.
Rosatom and RAO UES belonged here until they weie@med. These companies were
also used as foreign policy tools in the post-Songgion. Lukoil, for its part, turned from
being a driver of foreign policy into a companytteachanged loyalty at home for state
support abroad, and occasionally, it would take ¢ask where it seemed to act as a tool of
the state. In Transneft's case, too, interactiaoii Whe state over institutional development
included foreign policy and energy operations ia plost-Soviet region. In parallel with the
first two cases, Transneft's relations with thetestaere close and remained remarkably
stable over the period investigated here, but tfenged less. Indeed, they changed less
than in all the other cases in this study, and ¢xiended to Transneft's interaction with
the state concerning foreign operations. This @ragitows how Transneft has remained a

foreign policy tool of the state since the 1990s.

6.1 The break-up of the Soviet Union and Soviet legacies

Glavtransneft, the Soviet Directorate for Oil Tnaod and Deliveries, controlled a

completely integrated 94,000 km pipeline network éoude and oil product transport

when the Soviet Union broke up (Transneft, 201@&vtransneft owned and sold the oil

in the pipelines (Gustafson, 2012, p.82). While tBeviet oil sector disintegrated,

Glavtransneft remained intact. This is less remaek#han it sounds. Pipelines are natural
monopolies. With a natural monopoly (p.67 fn.11gimaining the status quo will always

be the preferred strategy for many actors (p.3%).0l production declined, by 1990 the

pipeline system was operating below capacity (Gssta 2012, p.83-84). The regulated
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domestic oil prices also increased more slowly {archase prices. With low demand and
a selling price below the buying price, Glavtrarisn@an up debts. The head of
Glavtransneft and Deputy Minister for Oil, Vale@Gihernyaev, therefore preferred not to
take control of large-scale oil trading through fisaeft. He could have pursued market
power with Gazprom as a model, but Transneft wasseak (Gustafson, 2012, p.83-84).
Chernyaev instead stayed out of the battle forrobaind markets in the oil industry. He
managed to introduce a standard tariff for Trant&negrvices, serving oil producers on a
neutral basis. Transneft no longer owned the dihépipelines. This was finalised in late
1991, with tariffs in effect from 1992 (Gustafso2Q12, p.84). With the institutional
framework modified in this way, stability was maimed. The Soviet legacy in oil
pipeline transport was therefore a state-ownedOBIdn de facto monopoly (Transneft,

2014b)*®

Transneft was headed by Chernyaev (NiK, 2004g)Nbvember 1992, this loosely
integrated association of pipeline enterprises foamalised as state property and split off
from the oil product pipelines, which became pait the wholly state-owned
Transnefteprodukt (Decree No 1403, 1992). In Aud@$t3, Transneft was reorganised as
a wholly state-owned shareholding company, and facte monopoly ‘for the duration of

the prohibition on private oil pipeline transpgi®@overnment Resolution No 810, 1993).

This institutionalised Transneft as an exceptioth® general rule for pipelines. Pipelines
are most often owned and operated by one (or dey@@ducers who often control in
addition an integrated chain from production to kets (Dodsworth et al., 2002; Stevens,

2009, p.18). For Russian oil companies in the 1990snsneft’s position was not

“8 This was the extent of the pipeline system afigintegration of oil products pipelines and non-Sas
pipelines.
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necessarily a problem. Its conditions and tarifferavthe same for everyone. As oil

production continued to decrease, there was sefficapacity.

6.2 Keeping afloat and muddling through

Transneft's services were essential for the Russilaindustry. By bringing oil to market,
it kept companies and the state budget afloatff§agave Transneft a predictable income.
There was no need to build pipelines between 19851899. Instead, pipeline capacity
was reduced as demand contracted. Older pipeliees rgpaired. A preference for repairs
over replacement went hand in hand with the dewetop of an affiliated repair
organisation, lavishly furnished with excellent,ponted equipment. It was controlled by
Chernyaev’'s son and financed by a temporary hamskeoy surcharge on tariffs,
introduced in 1993 (Smirnov, G., 1998; Verezemslki98b). This extracted rent from the

oil companies, and directed a share of it towarpslime maintenance.

Chernyaev senior had succeeded his father in Glastieft in 1980. He was a dedicated
professional. Amidst oil industry restructuring boaly supported lifting the moratorium on
private pipelines. Transneft's position was infolljnaecured by Chernyaev’s personal
friendship with Chernomyrdin (Verezemskii, 1998Imternally, Chernyaev demanded and
enforced complete loyalty throughout regional sdiasies (Verezemskii, 1998b). The top
management controlled Transneft’'s income from #raporary hard-currency surcharge
(Verezemskii, 1998b). The surcharge was intendedotger repairs only (Smirnov, G.,
1998). Meanwhile, the basic ruble tariff largelycaed to Transneft's regional
subsidiaries. By early 1996, oil company managesevimpatient with the no longer very
temporary surcharge, but refrained from open compldaransneft enforced a strict

payment discipline (Smirnov, G., 1998). Governmemisters were also unhappy about
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Transneft's wealth (Verezemskii, 1998b). The gowsznt wanted a greater share of
Transneft’'s rents, since it was a state-owned compehe Fuel and Energy Ministry tried
to reduce the hard-currency surcharge in ordewotoef Transneft to share rents. It also
obtained a government order to make Chernyaev ehbetveen his posts as Transneft's
Board Chairman and its head (Government Resolubtlan 1333, 1997). Although
Chernomyrdin signed the order, he also allowed retnain dormant to protect Chernyaev
(Verezemskii, 1998b). With such discretionary ragjon (p.50) by the prime minister,
central state organisations could not implement&rinstitutions. But when oil prices
began to fall in early 1997 (Graph 2.1), the rewemshortfall made the state and oil

companies less inclined to let Transneft contimuaccumulate funds.

While oil pipeline transport was largely unaffecteyg oil industry privatisation, the latter
stages affected Transneft and Transnefteproduktnogpril 1995, the state authorised the
creation of privileged, non-voting shares in thesmpanies (Decree No 327, 1995). These
shares would be distributed among employees, areltgem a generous share of profits.
Transneft’'s statutes reserved 10 percent of thearprofits for the privileged shares, to
be paid out before dividends on ordinary, state-lstlares (Transneft, 2014a). Failure to
heed this obligation would convert the privilegdtares into ordinary, voting shares,

thereby diluting state control.

Many a company management had lost control firet @ubsidiaries, or a minority of the
shares, and subsequently over the entire compaaye $wnership was no guarantee
against such developments (pp.75-6; 116), as dooftt@ state-owned company increased

control of the state. One may approach what hagpeegt as the Transneft management’s
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effort to avoid losing insider control in a gradudlbstile privatisation (Verezemskii,

1998a). In the process, they also maintained tiwaitrol over Transneft’s rent streams.

In the summer of 1996, a privileged share packdje fercent of all shares) was
distributed among Transneft's employees and peessonOn management orders,
shareholder lists remained secret (Verezemskii8dp9Then followed a series of secret
processes, carried out by Transneft's top 22 masaddiere was no consultation with

central state organisations. Transneft’'s subseBafirst acquired most of the privileged
shares from employees, possibly under some presshig was not very unusual at the
time. The argument was that share consolidationldvptevent a hostile takeover and
bolster state control (Verezemskii, 1998a). Furt@rsolidation of share packages in the
head company would, however, be difficult to accbshpwithin the law. The shares were
instead consolidated by another affiliate, whichtumn sold most of them to a private
holding company (Verezemskii, 1998a), which Traftseénanagers had established for
this very purpose and in which Chernyaev appearhiaee held a significant stake

(Verezemskii, 1998a). Unusually for the mid-199@hernyaev did not give any

representative of central organisations a stak@erprivate company. Such informal rent
sharing with a patron could have shielded the degal share consolidation from

investigation.

On Chernomyrdin’s dismissal in March 1998, Chernyd®d no more friends in
government, and there was no informal rent strehat tied Transneft to the ruling
coalition. By diverting Transneft’s informal rerttesams away from the ruling coalition, he
had breached the informal constraints. When refushe government access to the

company, he had also breached the formal rulesrn@aev had failed to protect
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Transneft’'s autonomy. Sergei Kirienko’s governmanplace in April, acted resolutely. In
late May, Chernyaev and another manager were dsahisand Transneft ordered to
conduct an audit to international standards (Gawemt Resolution No 512, 1998).
Chernyaev was replaced by a former colleague oiekko’s from Nizhnii Novgorod,
Dmitrii Savelev (Sokolov, A., 1999). Savelev proded to change Transneft's auditor,
who had participated in the transfer of privileggthres to the private holding company
(NIK, 1998; Verezemskii, 1998a). The scandal brakd started a series of lawsuits. In the
end, Transneft employees could not retrieve thbares, and the state and the new
Transneft management could not reverse the shasolidation and sale (NiK, 2004b). In
the absence of a solution in favour of the stdte,rtext years brought protracted conflict

over the issue of annual dividends to the privitegkareholders.

6.3 Trade collapse and system break-up

Transneft lost control of oil pipelines outside Bias but the system continued to function
as an integrated one (Siddiky, 2012, p.72). Théedihce was that Russia depended on
transit to reach established markets. The mairerauats the 4,000 km Druzhba pipeline
system. It crossed Belarus, Ukraine, Latvia anddahia, and extended into Poland,
Germany, the Czech Republic, Slovakia and Hungalking 30 percent of Russian oil
exports to Europe. In contrast, Transnefteproduklystem of oil product pipelines
remained integrated through ownership to a largeene. This network was developed for
fuel supplies to Soviet troops at the Union’s westaorders (NiK, 2003h). It was far less
attractive under the new market conditions. Theedghtargest ports for Russian oil,
Ventspils, Klaigda and Odesa, were now abroad. Only the fourtle$hydNovorossiisk on
the Black Sea, was in Russia. Russia was in turarsit country for oil from Azerbaijan
and Kazakhstan to old customers in Ukraine andrBgland to Europe.
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6.3.1 Transit dependence

Bargaining power now shifted to transit state goweents, which had become owners of a
monopoly (Stevens, 2009, p.2). The transit pipsliwere not regulated according to any
overarching jurisdiction, and host governments hik&lkey to continued operation. Post-
Soviet host governments negotiated over transmgetike tariffs, and saw pipelines as

sources of rent.

The Russian elite gradually came to see transiemdgnce as a problem. With relatively
low oil prices and export volumes, oil companieseveeluctant to invest in new export
pipelines. Established routes are always more effistent than new ones. As transit fees
rose, so did Russian discontent. On some routpecedly the Baltic branch of Druzhba
and the Lysychansk route, where the pipeline crbgésieaine en route to Novorossiisk,
transit fees increased more quickly than in othkercgs. A Lysychansk bypass was

discussed from 1993 (NiK, 2004r).

Throughout the 1990s, around 24 percent of Russarbound oil export was shipped out
of Ventspils (Khikmatov, 2001). The idea of a Rassexport route, a Baltic Pipeline
System (BPS), originated around 1994. Differenfppeals were supported by Transneft,
Russian companies, international companies (IO@s, regional authorities (Rutland,
1999, p.169; Pynndniemi, 2008, p.196-199; Zimi.2(.224-225). Progress was slowed
down by different preferences among stakeholdehg MCs were reluctant to rely on
Transneft and preferred to wait (lvanov, N., 199N&, 20040). Regional rivalry over

routes and ports also delayed development (Gustafd0l12, p.244-245). The project
moved forward from late 1996 (Azarova, 1997; Gowaent Resolution No 1325, 1997),

but stalled until it received a new impulse in A@r998. Amid Russian protests over the
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situation for Latvia’s Russian population, Latunieased its oil transit fees. In retaliation,
the Russian government asked oil companies to eedlueir export through Ventspils

(Sysoev and Gankin, 1998; NiK, 2004n). BPS now trexa tool for pressuring Latvia.

From 1995, transit relations with Belarus were fatpa in the Russia—Belarus Customs
Union. The agreement left many details open to ti@gon. In the Customs Union,
Belarus was exempt from Russian oil export dutess,obliged to return 85 percent of its
oil products’ export duty to Russia. This it didtwo (Yafimava, 2011, p.250). Instead, the
Belarusian refineries (Naftan and Mozyr) importédniillion tonnes of Russian crude oil
annually, paying the Russian domestic price andutees. Their refined oil products were
then re-exported to Europe (Table 1.2). Most Russ@l producers, including
Surgutneftegaz, Rosneft, Sibneft, Lukoil and Sldtynparticipated in the re-export
business (Socor, 2007c). They gained access teergfcapacity, in short supply in Russia,
and they paid the lower Belarusian export dutidesg duties supported the Belarusian
budget. This ‘unique system of sharing of oil réent&s an informal institution that
contributed to the decay of the Customs Union (Bakda, 2012, p.151). By the 2000s,
this Russian subsidy annually transferred around lidlion US$ to Belarus. Oil products

from Belarus undercut the price of Russian oil pieid in the European market.

6.3.2 Transneft’s transit monopoly

In transit from the Caspian Basin, Transneft wasnttonopolist. Preserving this position
as production there expanded became a goal of &Rsi$sieign policy, and of Transnetft,
with the additional aim of maximising control owesource development in the region

(Fuller, 1995).
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In relation to Azerbaijan, control would be diffictio achieve. Azerbaijan’s close relations
with Turkey, its distrust of Russia after the warNagorno-Karabakh, and its openness to
IOCs, made alternatives to Russian transit realéstd desirable. The BTC pipeline project
was underway in the mid-1990s. To Russia, any Rasparticipation in BTC would
threaten the pursuit of maximum control. Due to dilik participation in the ACG field,
some of its early oil did go through the Transrsfétem from 1997 (p.153) (Segodnya,
1997). The transit agreement stipulated an annyadre of 2.5 million tonnes each by the
State Oil Company of Azerbaijan (SOCAR) and AIOGiluz007. Instability in Chechnya
regularly disrupted this transit (Romanova et &B97; Useinov and Klasson, 1999b;
Useinov and Tutushkin, 1999). From SOCAR'’s point wéw, the route was not
sufficiently reliable. Transneft, on its side, demdad a guaranteed throughput of minimum
12 million tonnes per annum (tpa) to construct pasg. AIOC and SOCAR’s combined

exports stood at around 7.4 million tonnes at ithe {Osetinskaya, 1999).

Kazakhstan, too, prioritised the development okralitive export routes. Transneft
responded slowly to Kazakhstan’s need for increaspacity (Nazarbaev, 1997; Embassy
Astana, 2008), and refused to expand capacity aaldestan’s main export route, Atyrau-
Samara (Babali, 2009). Kazakhstan developed atteesaas production increased. Crude
was shipped across the Caspian Sea to Iran forpsmg]) or to Baku and by pipeline to

Supsa on the Black Sea. From 1997, Kazakhstan himé @ere in contact over a pipeline

project.

However, Kazakhstan’s main new export route wdsetthe Caspian pipeline. Kazakhstan

and Oman established the Caspian Pipeline Consorf@PC) in 1992 to construct a

“91n a swap, oil delivered in one place is tradetbiroil sold somewhere else, to minimise transposts.
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pipeline from the Tengiz and Kashagan fields to &fogsiisk. Russia joined the project a
month later (CPC, 2012). In the initial agreemenrtsnsneft was designated pipeline
operator. In 1996, several oil companies were @wviio join the consortium (Table 6.4)
(NiK, 2005j). The consortium was soon plagued btenmal divisions. Western 10Cs,
especially Chevron and ExxonMobil, were often orpagite sides of the table from

Russia, while Kazakhstan took care not to antagoRisssia.

6.4 Financial crisis and reform

Savelev was closely associated with Prime Minigtieienko, and pursued a tough line
with oil companies. After Kirienko’s dismissal inugust 1998, few thought Savelev would
last long in Transneft. By refusing to compromiséhwhe previous management over the
matter of privileged shares, Savelev discreditedpnedecessor sufficiently to remain in
his position. After his failure to revert the pteged share consolidation, Savelev tried to
stop, or at least reduce, payments to the privilesf@reholders. He minimised profits. But
this also reduced dividends to the state, and lseavaused of denying the state of revenue
(Vodyanova, 1999). To strengthen his position witte Primakov and Stepashin
governments, Savelev moved BPS forward to projenges Strongly against direct oil
company ownership in BPS, Savelev found it diffictd access finance. Lukoil was
particularly reluctant to finance BPS without miitprownership, especially as Transneft
would not consider reduced tariffs for prospecto@sortium members (Reznik and

Binchuk, 2000).

In September 1999, Savelev was abruptly dischatpedrirst Deputy Prime Minister
Nikolai Aksenenko and Fuel and Energy Minister dikKalyuzhnyi. Prime Minister Putin

was abroad and not informed. In an unexpected Savelev barricaded himself in his
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office. The door had to be opened with a circukaw $0 let the new Transneft president,
Semyon Vainshtok, in. This reflected a lack of adtaion with Putin, which later cost
Aksenenko his job (Bekker, 1999; Vodyanova, 19%3velev was in turn accused of
economic misconduct (Protsenko, 1998; Chernitsk®99; Romanova, L., 1999a;

Martynov, 2007).

Vainshtok, an experienced Lukoil manager, got alaed] with Putin. In case Vainshtok
remained too much an oil company man (NiK, 2004)tin appointed two former
colleagues, Nikolai Tokarev as Transneft's vicesmlent and Aleksei Miller as chief of
the Baltic Pipeline System Corporation responsibleBPS (Government Resolution No
1325, 1997; Gustafson, 2012, p.269-270). Both vpeoenoted to head other companies

when Putin became president a few months latefl§p248) (Makarkin, 2007b).

Vainshtok first undertook an inventory of oil inetlpipelines, followed by inventories of

the transport subsidiaries extending back to 1892rfiya MN, 1999). Transneft had never
conducted inventories. For the first time, it wasgible to quantify technical losses in the
pipeline system (Samoilova, 2000). Oil companiesl hang been dissatisfied with

Transneft’s loss volumes, whether the oil was ueddep the system going, or was lost to
faults or theft. The inventory also provided thatstwith better access to information about
Transneft's infrastructure. Inside Transneft, ineeies were a basis for modernising

management practice and enabling institutional ldgveent.

6.5 A new approach? Transit avoidance
Oil prices picked up after the financial crisis,daail production and export increased
(Graphs 2.1 and 2.2; Table 6.2). The domestic mavks flooded with crude, while there

was insufficient export capacity. The Russian goment now sought not only to develop
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new export routes, but also to avoid transit ancletese reliance on troublesome routes.
This would increase Russia’s bargaining power. Jitaavoidance was seen to reduce
transit risks and costs. The government also tegional development into account, and
would like to capture more of the transport fees tfie Russian state. New pipelines
became an instrument to make Russian oil compamest more in Russia, and extract
more of their resources. Investment costs wereecbrsdary importance. Developing new
pipelines required considerable state capacitypficymaking and regulation in the oll
sector. To preserve Transneft's monopoly, the bekition from the state’s point of view
would be to keep oil companies from owning pipedin€his would also underpin their
dependence on Transneft for transport servicesnsheft was now a source of

infrastructural power to the state (p.54).

The Primakov government in early 1999 proceedel plans for two oil ports on the Gulf
of Finland, Primorsk and Ust-Luga, and a pipelinent Kirishi to Primorsk (Delovoi

Peterburg, 1999b; 1999a; Slyusarenko, 1999; SPBMedti, 1999). Transneft followed
up with recommendations to reduce transit througist{soviet states. In a report,
Transneft estimated that Russian infrastructureldvoeduce the transit cost by up to ten
US$/tonne (Strel'tsov, 1999). Oil prices were beld® US$ a barrel. The estimate
assumed that post-Soviet transit fees would rers@nificantly higher than the cost of
Russian transit. After his appointment in Augus®9,9Prime Minister Putin became a
strong supporter of the new oil export routes (@figsin, 2012, p.268-269; Marochkin,

2012, p.20). Transneft now embarked on a seriéagé construction projects (Table 6.3).

Pipeline transport to the oil terminals at Butingd.ithuania (opened 1999) and Ventspils

in Latvia remained the most cost-efficient routar@Pmonov, 2001). To the oil companies,
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cost-efficiency mattered most. Ventspils operaddpacity. Transport by rail through
Estonia and Tallinn port was important, but morpessive. New pipelines would cost the

oil companies more.

Putin supervised the BPS project in person. Frosfinst day at Transneft, Vainshtok
promoted BPS and resolved the deadlock over itantimg. In early 2000 the oil
companies were offered stakes in the BPS Corporatiath Transneft holding the
majority share (Osetinskaya, 2000; Reznik and Bikcl2000; Gustafson, 2012, p.269-
270). However, a few months later, this decisiors weversed, and Transneft took direct

charge of BPS, apparently at Putin’s initiativeg&ehnikov and Ovchinnikov, 2000).

Vainshtok obtained government consent to a surehargall its tariffs to finance BPS,

levied on companies regardless of their eventualaishe pipeline (Osetinskaya, 2000;
IEA, 2002, p.90; 97). Only strong government suppould neutralise the resistance of oil
producers. The surcharges were paid. Media outlete to the government condemned
criticism of BPS and the surcharge, and presentieti sriticism as counter to Russia’s

strategic interests (Inozemtsev, 1999).

Nevertheless, oil companies frequently complainsalitopaque tariff hikes (Druzenko et
al., 2002; Oliphant, 2010): the increase in Trafts@perating costs could not fully
justify these tariff hikes (IEA, 2002, p.89). Thaidjustment to rising tariffs was eased by

the rising oil prices.

In relation to Ukraine, Transneft promoted projetttat would diminish the oil stream

through the congested Bosporus, but also jeopardisainian projects. Transneft's
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preferred route, Druzhba-Adria, was intended foal®)? export to European and global
markets (Solov'ev, D., 2000). Ukraine proposedQdesa-Brody pipeline project to attract
light Caspian crudes to Odesa for export to Eadkemopean markets as an alternative to
Urals. The two projects competed for capacity imzbiba. The Druzhba-Adria plan later

failed due to environmental objections in Croalialfle 6.3).

When in 2000 Ukraine withdrew initial approval dfet Druzhba-Adria plan, Transneft
urged the earliest possible construction of theytlgansk bypass (Table 6.3) (NiK, 2004r).
Vainshtok now tried to pressure Ukraine over Drwidria (Dmitriev, 2000;

Aleksandrov and Orlov, 2001). The Ukrainian goveeninrefused to budge, and the
Lysychansk bypass was opened in September 200%iaRusl transit fell by 43.7 percent

from 48 million tonnes in 2001 to 27.4 million 0@ (NiK, 2004r).

On the oil products side, the main pipelines froos$ta into Ukraing were transferred to
Transnefteprodukt in 1993. Russia occasionally exadeliveries to Ukrainian oil
refineries to retaliate when Ukraine siphoned offisilan gas in transit to Europe
(Romanova, L., 2000b). In addition, Ukrainian refies suffered from
Transnefteprodukt’s inferior pipeline maintenanRail transport was the only alternative
to get oil products to market. This deflated refynealue during privatisation, and Russian
companies acquired the refineries on the cheapm@&mnko, 2011). Dependence on Russia

in Ukraine’s oil products sector increased.

6.6 A new approach? Transit monopoly
In the late 1990s it became harder to monopolisgpi@a transit. It remained a foreign

policy priority to control transit routes for Caapioil, and this became part of a strategy to

*0 The main Russian crude oil blend.
*1 Groznyi-Lysychansk and Samara-West.
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integrate Eurasia and tie the post-Soviet econogiaser to Russia (Zhiznin, 2010). But
Russia’s pursuit of control pushed post-Sovietestaind I0Cs to develop non-Russian
transit routes. Kazakhstan’s policy was to achiéatance’ in export routes; in practice,
more non-Russian routes. Azerbaijan avoided Trdhswberever possible. Clearly,
Transneft was not a suitable means of promotingyi@tional cooperation. From 1996 to
2011, overall pipeline capacity for crude expooinfrthe Caspian region increased from 16
to 115 million tpa. During this expansion phases®a retained around 80 percent of
Kazakhstan'’s oil exports (Socor, 2009b). This waa icontext in which Kazakhstan’s ol

production was rising by 10 percent annually (N2QQ2f).

The BTC pipeline would enable Azerbaijan to expwttto the Mediterranean and global
markets. Lukoil would have liked Russia to partatg in BTC, but failed to muster
support for the idea at home (p.167). In 2001, liutteen proposed that Transneft could
develop a connection to BTC as an additional expmute (Useinov, 2001; 2002). This
was also ruled out by Transneft and the Russiarmovent (Butrin, 2001a; Upstream,

2001; Useinov, 2002; Egorova, 2004).

Transneft's relations with Azerbaijan had detefieda due to its refusal to bypass
Chechnya on the Baku-Novorossiisk pipeline. Evdiju@an 2000, Transneft built the
bypass (Osetinskaya, 1999), but refused to expapdcity to meet Azerbaijan’s needs.
Transneft made expansion contingent on Azerbaijeorsmitment of large volumes to the
pipeline. Such a guarantee would threaten the hitiabif the BTC project, and Azerbaijan

predictably rejected the terms (Sborov, 2000).

Transit relations continued to deteriorate (Mish2000; Vedomosti, 2000). Azerbaijan

exported less oil through Novorossiisk than presipuagreed (Buyantseva, 2000;
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Buyantseva and Osetinskaya, 2000). To oil produaerézerbaijan and Kazakhstan,
Transneft’'s export routes came with a price distobecause Transneft did not operate a
‘quality bank’ (Useinov and Klasson, 1999a). A dtyalbank arrangement sets a
benchmark quality for oil in the pipeline, and gkeps of higher quality oil are
compensated for reduced oil quality and marketepfisVithout such compensation, Azeri
and Kazakh crude oil improved oil quality in theamsneft system, resulting in an inflated
market price for other producers. As the priceedéhtial was absorbed by Russia, Azeri
and Kazakh producers were in effect obliged toeshiaeir rents with Transneft. Part of the
Caspian Pipeline’s attraction was that it wouldrageea quality bank. Transneft’s policy to
allow equal access to Russian producers also hgatime consequences for Kazakhstan
and Azerbaijan. Russian companies were allocatatsport quotas on the basis of their
domestic production rates, while non-Russian shgpged lower priority. Oil from
Kazakhstan was therefore discounted by up to 1@epérby the time it had reached

Europe (Dodsworth et al., 2002, p.10,24).

In 2000, Kazakhstan still had two main oil expatites. Most was transported through
Russia, by rail or pipeline, to the Baltic and Bdeéeas. Transneft's policy was to remain
essential to Kazakhstan'’s oil export (lvanitskidgBavshina, 2008). Kazakhstan could to a
certain extent develop new routes while maintairestablished ones. But in practice, it
was complicated to access new routes without antsigg Russia. To ensure Russia’s
goodwill, Kazakhstan delayed development of then@hpipeline project as long as

Yukos’s Angarsk-Daqing pipeline project was on thigle in 2000—02 (NiK, 2006b).

*2 Crude oil quality is normally determined by sulplkontent and gravity, and influences price corsiblly.
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The new Caspian pipeline ran into a string of peoi¥. Construction costs soared, and the
consortium members issued additional loans to CRt@. pipeline opened in 2001 with
maximum throughput of 20 million tpa. A planned arpion would raise throughput to 67
million tpa, of which 50 million tonnes would confrem Kazakhstan, and 17 from Russia
(NiK, 2002h). But Russia now made expansion comrtitigon a tariff increase and reduced
interest rates on the consortium members’ loanthéoconsortium. Russia accused oll
producing CPC members of using low tariffs (paidthhgmselves as customers) and high
interest rates (paid to themselves as lenders)eteept the consortium from accumulating
taxable profits in Russia (Mazneva, 2007; Surzher7). The Russian state lost a

revenue source.

Russia had lost control over pipeline tariffs w&aC members decided in 2000 to retain
joint operatorship and thereby collective command aontrol (NiK, 2002e). Transneft
remained the operator, but it was a technical fanc{Reznik, 2000a). It had also lost
control of the CPC terminal's operations to Luk@eznik, 2000b). Transneft now
demonstrated the cost of joint operatorship to CH& Caspian pipeline was intended to
connect to Transneft's system (the Tikhoretsk-Ktkjoleg) to maximise capacity and
give Russian producers access to the Caspian mpeiifter 2000, Transneft refused to
finance the connecting leg from its own pockettum, Russian producers refused to pay
Transneft’'s suggested surcharge to fund the colmmedihe connection was not built, and
CPC operated below capacity in the first years pration (Druzenko et al., 2002). By
2004, a cumbersome and expensive rail connectianbgag used instead (NiK, 2005i;

2005j).
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Vainshtok also conducted a campaign against thei@agipeline (Chernitskii, 2001;
Dmitriev, 2002a). If successful, the Caspian pipehlvould show that it was possible and
attractive to develop private pipelines in RusSiae Caspian pipeline also competed with
Transneft for light Kazakhstani crude (IA FK-NowvipsR009), just as higher-grade
producers were moving away from its pipelines (Rez2001). CPC came to be seen by
the Russian government as a loss-making, unsucategsfiture (NiK, 2004d). It was

compared with BPS, which finished on time and budBekker, 2002).

By 2000, the expansion of the Atyrau-Samara pipehad become even more urgent to
Kazakhstan. Insufficient export capacity would s@wow down development. Additives
and extra maintenance increased capacity to 15-#lidmtpa, but to increase it to 25-30
million tpa, Atyrau-Samara would need investment axpansion. In 2002, Russia
preliminarily agreed to this. Transneft then madaplementation contingent on
Kazakhstan's reserving a corresponding volume Her route (Vainshtok, 2000; Vin'kov

and Rubanov, 2006).

6.7 The new coalition

In Putin’'s first presidential period (2000-4), arosiger state drove Transneft's
development. Transneft became more important eslatf the state, and it was used both
to facilitate national development and keep oil pames under control. It represented
infrastructural power that compelled oil comparigeshare rents, and remain dependent on

the state.

The export capacity deficit was affecting Russidncompanies increasingly by 2001-2.
Transneft was a source of frustration. Its new Impeprojects developed slowly, while oil

companies were not allowed to build their own. They very little influence on routes
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and overall capacity. The allocation of transpostumes to each company was non-
transparent and unpredictable (Tutushkin, 2008y, the capacity deficit contributed to

opacity.

In 2002, Lukoil proposed a new pipeline to the B#seSea, attracting interest from
Sibneft, TNK and Yukos (NiK, 2002e). The plan washring West Siberian crude to

Murmansk. Unlike other ports in European Russiayivansk could accommodate large
tankers for direct exports to North America. Traaféa support was essential to the
project (NiK, 2002e). Transneft reacted negativ@lyprivate Russian pipeline consortium
would infringe on its monopoly? In Transneft's view, the Murmansk project would
undermine its possibility of financing new pipekneéhrough special tariffs imposed
equally on all customers, because it would provatieexample of avoiding the entire
system. Transneft's top management also empha#iisgdall oil companies had equal
access to its network. This was only guaranteedl ifompanies participated. A pipeline
that suited the four largest exporters’ needs thezeundermined the smaller companies.
By extension, letting the four major oil companied, private, expand their profits and
independence could turn them into serious challeng@ the current ruling coalition.

Transneft’'s vice president, Sergei Grigorev, acgusgee participants of attempting to

‘evade state control’, which would lead to

the disintegration of Transneft, a catastrophetercountry [because] the
state would inevitably lose control with the oits®. (NiK, 2003e)

*3 The few existing privately owned pipelines wereder pipelines for terminals and refineries, usgdrily
one company.
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Vainshtok was also dismissive: ‘Why would they wanprivate pipeline?’ (NiK, 2005b).
The issue was settled. Energy Minister Igor Yusuteyuested further project elaboration
in Transneft, where it was buried (Vin'kov et &004). Russian oil exporters had to use

BPS and Primorsk.

The Murmansk project and Yukos's China pipeline jgogb were the most serious
challenges to Transneft's monopoly. In both ca3eansneft promoted alternatives, to
Primorsk not Murmansk, and Nakhodka instead of Bggihat maximised pipeline length
on Russian territory (Sim, 2008, p.70). The managenalso made a serious effort to
ensure that these would be the last challengets tmonopoly. Vainshtok and other top
managers used every occasion to declare that stated pipelines guaranteed equal
access for all, and served the wider interestshefdector. On this, Transneft had the
government’s support. In 2002-3, Mikhail Kasianogsvernment (2000-4) protected
Transneft as a matter of principle and to an extenpreviously seen (Kanevskaya, 2003).
The continued need for a pipeline monopoly was @emst in the new Energy Strategy
(Energeticheskaya strategiyd003, p.43). By maintaining the monopoly, the gyovnent

also protected the privileged extraction of rehtetgh Transneft.

But the state did not have complete access to medisespecially not to its rent streams.
The most contentious issue remained the dividemdshe state-owned ordinary shares
(Table 6.1). The issue was repeatedly reopenetidygdnflict over the privileged shares.

These were sequestrated, partially or wholly, ley@eneral Procurator several times after
1999. The conflict abated only after most of thifgged shares changed hands in 2001
from Transneft's old management to people closethéoruling coalition (NiK, 2004b).

With that problem solved, Vainshtok tried to reddoadend payments to the state, too, to
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increase investment. The Audit Chamber protestaHd,(R003l; Reznik, 2003). In turn,
government representatives on Transneft's Boardeardor re-investing as much of the
profit as possible in the company (NiK, 2003c). d&geement among state organisations
prolonged the conflict for several years (Prime-BAR006; Transneft, 2006, p.42-43,;

2007, p.40-41; 2008, p.26-27).

One informal rent stream now found a more formanctel. Pipeline inventories had
quantified the volume of technical oil in the systdt appears to have been Transneft's
regular practice to sell this oil, which the oilngpanies counted as lost. Transneft later
claimed that the income derived from sales of teximil from 2001 was invested in new

pipelines (lvanova et al., 2008). From 2005, it Warated to charity (p.218; Table 6.1).

Vainshtok took care to emphasise how Transneftoamhg a loyal instrument of the state,

in statements like

If we are told tomorrow [by state agencies] thag[public lottery]
Sportloto will do this [assign export quotas toaiborters], then it will be
that way. (Reznik, 2002b)

By placing responsibility for energy policy firmhyith the government, he understated
Transneft’'s influence, and emphasised the sigmtieaof the formal institutional
framework. This was supplemented with declaratiohgpersonal loyalty to Putin. It

became difficult for oil company managers to crsgcTransneft.

6.8 A foreign energy strategy
Beginning in 2001, overall export capacity increas@&ransneft retained the bulk of
domestic oil transport and crude export withinnigtwork during the oil boom (Tables 6.2
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and 6.5). This bolstered the monopoly’s legitimaog demonstrated its relevance as state-
owned infrastructure. Export through transit statiegnated or ceased altogether. New oil
terminals appeared in Russia, and opening even mvotgd continue to be a priority
(Energeticheskaya strategiy®003, p.42-43). The emphasis on transit avoidance
practice made it difficult to achieve the target Rfissia’'s foreign energy policy, the
promotion of a single transport infrastructure withn-discriminatory access in the post-

Soviet region Energeticheskaya strategiy2003, p.24).

Russian government spokespeople often said that &fISPrimorsk terminal were not
intended to displace existing export routes. Batythised every opportunity to mention
how BPS and Primorsk would increase Russia’s rewvdMasil'ev and Suchkov, 1999).
After BPS opened in December 2001, the emphasigeghiVentspils and Butinge’s
owners came under pressure from Transneft to alRwssian control of export
infrastructure at reduced prices. The governmemt differentiated among export routes
according to their share of Russian involvemenvwmership (Kravchenko, 2003b). This

policy was echoed by Transneft’s vice presidentg&eGrigoriev (Dmitriev, 2003).

The Latvian and Lithuanian Druzhba branches, witpagallel diesel pipeline, were 66
percent owned by Ventspils Nafta and 34 percenTiaysnefteprodukt. Ventspils Nafta
also owned the Ventspils terminal and a shippinmmany. After BPS opened, crude

export through the Baltic ports fell by about 10gamt (NiK, 2002Db).

A year later, Transneft first reduced, then turnédhe flow of crude to Ventspils (Nagla,
2012). Ventspils Nafta’'s transshipment of crudedatreased from 15 million tonnes in
2001 to approximately 3 million in 2003 (NiK, 2004nThis was first blamed on technical

limitations, but later the background was givenaakck of Russian capital interest in
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Ventspils (NiK, 2003g; 2005c). Ventspils now hadréby on oil products. In the 2000s,
approximately half of Russia’s oil products expweés shipped through the diesel pipeline
(NiK, 2003n; 2007d). Transneft offered to investrmm the branch pipeline in return for
50 percent of Ventspils Nafta. The Latvian governmevhich controlled 34 percent of
Ventspils Nafta, found the offer too low (DmitrieQ03; Vedomosti, 2003; NiK, 2006d),
and in the end rejected it (NiK, 2006h). Russiah acampanies like Lukoil, which
previously had seen Ventspils Nafta as an attracterminal (p.160), now lost their
interest in a minority stake (Pravosudov, 20U3)After the Ventspils route was
discontinued, more oil was shipped through Butingbich only had a capacity of ten
million tpa (NiK, 2004j). Butinge had been estabéd to import North Sea oil to the
Mazeikiu refinery, but refining and exporting Urdlom pipeline was more profitable.
Lukoil and Yukos were the main suppliers. Yukosanied a 53.7 percent stake of

Mazeikiu Nafta in mid-2002 (NiK, 2002c; 2003b).

BPS capacity expanded from 12 million tpa in 209 % million in 2009 (Table 6.3). This
was costly: 460 million US$ was spent on the faisti most expensive part of the project
(NiK, 2002g; 2011j). BPS became a model for tramsibidance also in oil products
export. Transnefteprodukt embarked on a new exppeline in 2003, the SevatOpened

in 2007, it delivered oil products to Primorsk aretiuced the flow of oil products to

Ventspils (NiK, 2003h; 2007d; 2012e).

BPS could also be used to pressure Belarus. In,ZR04sia withdrew from the bilateral
free trade agreement and opened negotiations ewane. The end of transit to Ventspils

also reduced the flow to Belarus. This affectedoetgp from Lukoil, Surgutneftegaz,

> |t was acquired by the Vitol Group in 2006.
*® Vitorovo-Yaroslavl-Kirishi-Primorsk.
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Rosneft and Yukos. In a letter to Prime Ministerskiaov, company heads urged him to
keep the route open (Nikolaev, N., 2003). This mmad effect. Alekperov called the
abrogation of the free trade agreement ‘mistakBnayosudov, 2003). However, the free
trade arrangement for oil, which shared rents betvwigelarus and Russian companies, was

extended through 2006.

Ukraine’s Odesa-Brody pipeline was also complete@001 (Balmaceda, 2008, p.92). It
offered a bypass of both Transneft and the Bosp@xils, 2004p), but the Ukrainian
government had departed from standard practicefaledl to secure oil supply before it
opened, and made little effort to divert existifgnis (Balmaceda, 2008, p.93). Azerbaijan
and Kazakhstan expressed some interest, but didamoinit oil (NiK, 2002f; Savushkin,

2003; NiK, 2004p).

A planned connection between Brody and Plock inaRelfailed to materialise. In
consequence, the main trunk of the Odesa-Brodyslinoed empty in 2001-4 (Savushkin,
2003). Russia suggested in 2003 reversing OdesdyBmnoorder to take oil from Druzhba
at Brody to the Odesa terminal, but the Ukrainimvegnment was against it (Gavrish,
2003; Ignatova, 2003b). Reversing the pipeline nemhee sense to Russian oil companies,
especially TNK-BP. But the high cost of reversatextuated the political overtones in

Russia’s machinations (NiK, 2004i). A stalemateueas(Butrin and Sapozhnikov, 2004).

Kazakhstan proceeded to develop non-Russian raegpecially the China pipeline project
from 2003 (Atasu-Alashankou). KazTransOil asked fRssian oil companies with
suitable production, Yukos, Lukoil and Rosneft,jom the project (NiK, 2003k). They

stayed out.
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Expansion of the Caspian Pipeline was still an swiked issue (NiK, 2005j). In Russia, it
was now often suggested that Transneft manageotbermgment’s stake in the consortium.
Transneft’'s management appeared reluctant, repbmrgtatements like ‘[CPC] would be a
burden’, but always qualified by the standard dgsethat any government decision on
the issue would be carried out loyally (Derbiloval 8ekker, 2006; Vin'kov and Rubanov,

2006).

6.9 The new stability

The Yukos affair strengthened state support fon3maft. Its leverage over oil companies
increased, especially because they representedofeaschallenge to the institutional
framework. Yukos had been a vocal opponent of tipelipe monopoly, but it was
dissolved. The monopoly was further strengthened0@®7 when Transnefteprodukt was
reorganised as a Transneft subsidiary. The meng place against Vainshtok’s wish
(NiK, 2008b). Transneft received 16,400 km of aibguct trunk pipeline in Russia, and
pipelines in Ukraine, Belarus and Kazakhstan (Tmaftsprodukt, 2009, p.23). As a result,
Transneft in Russia resembled an updated versioBlavtransneft, and it increased in

relevance as a foreign policy tool.

In 2001, the Finance Ministry had made it obliggtfmr state-owned companies to adopt
International Financial Reporting Standards by 200%s contributed to transparency, and
institutionalisation, of Transneft’'s informal restream. Transneft began publishing annual
reports, the first in 2005. The proceeds from thke ©f technical oil were donated to

charity. This went hand in hand with changes tonfarrent streams. In 2005, the State
Property Ministry prevented dividends being paid 2004 to force an increase over the

2003 level (Fokina, 2006). In effect, it now clain@ greater share of Transneft’s rents for
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the state. Transneft was left without a functioniBgard for over six months as a
consequence (Fokina, 2006). The Ministry backed davthe last minute to avoid a
situation in which the privileged shares would bewerted into ordinary shares, and dilute
state control (Fokina, 2006). Transneft now mingdigrofit by retaining much of it in its

subsidiaries (Derbilova, 2006; Fokina, 2006). Thguenent was that the subsidiaries
owned the pipelines, but the aim was clearly taiceddividends (Surzhenko and Reznik,
2008). This irritated the State Property Ministshich again found dividends payments to
the state short of target (NiK, 2004b). Their atibn may have grown when they learned
that the privileged shares were most likely heldpepple close to the ruling coalition.

Transneft was supported by the Ministry for Ecoroievelopment and the Industry and
Energy Ministry. Transneft prevailed, and bega@006 to channel more of its profits into
business development (Table 6.1) (Transneft, 22089b; 2010; 2011d; Bloomberg/The

Moscow Times, 2009).

There was also increasing openness around taftd@ileéion. Transneft asked the Federal
Tariff Service (FTS) to approve a transparent fdenfar price formation (Transneft, 2006,
p.25; 2007, p.23). It applied only to the base earithe exemption was the cumulative
surcharges, which appeared frequently and at stadite (Transneft, 2006, p.27; 2007,
p.25; 2011c; 2011b; 2011a; NiK, 2009a). Quartentgnsport schedules improved

transparency further (Surzhenko and Reznik, 2008).

Before 2005, Transneft had had the government’@tipn its opposition to a quality
bank system. Deputy Prime Minister Viktor Khristensurprised the oil industry when he
stated in 2003 that ‘the quality of crude has netedorated from being mixed’ (NiK,

2003e). There was widespread support for presertivgy status quo, especially as
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producers of lower-grade crude were mostly stateegronally owned. But in 2005, the
pressure to adopt a quality system strengthenednd®onow owned Yuganskneftegaz,
which produced higher quality oil. President Putomplained that Urals regularly traded
at a 4-5 US$ discount compared to Brent blend #8tra2005). A quality bank in
Transneft’'s system could make the price gap namov&nshtok argued the case against:
‘if we say we have a unitary state, why should &&tand Bashneft (...) suffer?’ (NiK,

2007e). In the end, there was no quality bank.

The project of a Russian pipeline to China, fingtgned by Yukos, progressed from 2003
in an altered form as a Transneft project (Bradsha@l4, p.200-201). Putin and
government ministers followed the project clos€pnstruction was supposed to begin in
April 2006. Two days before, Putin, spontaneousid & public, ordered the pipeline
route moved to the north of Lake Baikal, thereliygldening it by 500 km (Kolesnikov,
2006). Inevitably, the pipeline’s cost almost daablfrom 6.65 billion US$ to 11.2 billion,
not least because Vainshtok asserted that theipgpebuld still be delivered on schedule.
Construction proceeded in a rush (Martynov, 20@®)st estimates continued to rise, to
14.45 billion US$ by November 2010 (Gavshina andrite 2010). Vainshtok failed to
get his contract in Transneft renewed in Septen2@7 (Rebrov, 2009b). Shortly
afterwards, Vainshtok and his management were adcosmisusing funds during ESPO

construction (Surzhenko and Reznik, 2008; NiK, 210

In October 2007, Nikolai Tokarev was appointed hehdransneft. He announced early

on that the ESPO pipeline would be completed a lyeaind schedule (NiK, 2008c).

Tokarev came to Transneft from Zarubezhneft. Acdogrdo media reports, he had risen to

the rank of major general in the KGB. He had worketh Putin in the KGB’s Dresden
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office in the 1980s (Shvedko, 2002; Gordeev, 20M&karkin, 2007b) and in the
Presidential Administration in the mid-1990s. Aftes short period in Transneft in 1999—
2000, Tokarev headed the state-owned oil companybéahneft. He was seen as close to
First Deputy Prime Minister and Rosneft Board CGmain Igor Sechin (Makarkin, 2007b).
Tokarev knew Gennadii Timchenko of the oil tradarm@or quite well (Surzhenko and
Reznik, 2008). Timchenko was rumoured to managemBytrivate business interests in
oil and gas, but no business link has been sulistadit(Bernstein, 2007; Harding, 2007;
Quiring, 2007; Bernstein, 2008; Kupchinsky, 2008j)ith Tokarev, a management team

from Zarubezhneft came to Transneft (Makarkin, 200#ansneft, 2008, p.11-14).

The Audit Chamber began investigations in 2008 $PB expenditures (Butrin, 2008). It
concluded that a substantial part of ESPO conttzatisbeen awarded without tender, but
the misuse of funds on Transneft’'s part was legsifstant than alleged (Rebrov, 2009b;
Schetnaya palata, 2009; Bratersky, 2010). The alidihot lead to charges at first, but its
full text was not disclosed (NiK, 2010c). In Mar2B10, the head of the Audit Chamber,
Sergei Stepashin, reported to the Duma that anegifsggl company management had
been indicted following the ESPO investigati@tgnogramma zasedaniya 24 marta 2010
g., 2010). In later media leaks, Vainshtok and twarent Transneft manager were
implicated in the case (NiK, 2010c). By now, thangparency campaigner and Transneft
shareholder Aleksei Navalnyi had published docusemt his blog indicating gross
irregularities in ESPO construction (Naval'nyi, BD1It is still difficult to calculate how

much informal rent was extracted through the ESR{ept.

But ESPO’s finance package also improved finartcaasparency in Transneft. In 2009 it

issued ruble-denominated bonds, in the largest-e¥f@ring by a Russian company
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totalling 35 billion rubles or 1.1 billion US$ (Bdonberg/The Moscow Times, 2009; NiK,
2009a). In the investor information package, Traftsdetailed its charity donations from
the sale of technical oil in 2005-8. They were eraus in the Russian context, over a
billion rubles annually, peaking in 2007 at 7.2libii (Malkova, 2009). They were also
larger than the dividends issued to shareholdethearnsame years (Table 6.1). Transneft
was Russia’s largest corporate charity donor in72@Caz'min, 2012). This informal rent
had been channelled into charities like a fundvieterans of the Federal Guards Service
(Malkova, 2009). In May 2010, Navalnyi obtained @uit order to force the police to
investigate undisclosed beneficiaries (Malkova, @Q1Oliphant, 2010). Beginning in
2011, Transneft disclosed information on charitynatoons (Transneft, 2011e).
Calculations by this author show that in 2011, $raait contributed just above 8.5 billion
rubles to charity, or around 204 million Euro/264lion US$. Donations went to a wide
range of organisations and individuals throughoutsdfa. In effect, Transneft was
channelling informal rent via a CSR programme ankaacing the state’s infrastructural
power. Transneft essentially performed a quasgfiservice (p.39) for the state, by
collecting considerable rents through excess tr@amasion costs extracted from oll
companies, and directing them into selected graums individuals in the elite and the

wider population.

In addition to charity, in 2009 Transneft gave holion rubles to the new Continental Ice
Hockey League (Transneft, 2010, p.39), founded 0682by several major companies,
mostly state owned. Transneft owned a 11.76 pestake (Dospekhov, 2008; Transneft,

2010, p.39).
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Tokarev fended off a 2010 government proposal iwapse 25 percent of Transneft
(Butrin, 2010; Kommersant, 2010; Korytina, 2010;ipbant, 2010; Tovkailo and
Biryukov, 2010). There were, however, indicatiorisfioancial overstretch in Transneft,
which suggested a JV model for the constructiom afew pipeline (Zapolyarye—Purpe)
(Starinskaya, 2010). In the event, it was easiagi@e on a more indirect burden sharing

model (NiK, 2011e).

6.10 Expansion?

In 2009, the new Energy Strategy emphasised tratadd dependence as a foreign energy
policy problem Energeticheskaya strategiyd009, p.35). Transit avoidance had priority
(Energeticheskaya strategiya009, p.48). Transneft's monopoly made custoruers for
alternatives. In Belarus and Ukraine, deprived gfast of Russia’s oil export, Russia’s
transit avoidance opened excess capacity in thenstogam sectors. Their governments
now sought, and increasingly secured, oil from otkeppliers like Venezuela and

Azerbaijan.

6.10.1 Transneft control on Baltic routes

As of 2005, Butinge was the largest foreign terrhiiea Russian crude export, but the
volume was only around 5 million tpa (NiK, 2006However, Mazeikiu Nafta came up for
sale again following the Yukos affair. The Lithuamigovernment, which controlled 40.6
percent of the refinery, used its right of firstusal to take control of Yukos’s share, and
offered 84.3 percent up for re-privatisation (Rehr2005). There were several offers, of
which the best came from KazMunaiGaz and the Palishpany PKN Orlen, the former’s

slightly higher than the latter's (Rebrov, 2005e8#'kova, 2005; Rebrov, 2006; 2008b).

An offer from TNK-BP was lower. Lithuania’s most jportant condition was a guarantee
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of oil deliveries to the refinery. KazMunaiGaz priged to deliver 12 million tpa in the
next ten years. As Kazakhstan’'s crude export rehehenaximum on existing routes in
autumn 2005, its problem was not supply, but ttasegdacity (NiK, 2006j). KazMunaiGaz
had a transit agreement with Transneft for the ssay volumes. Transneft, however,
quickly and unilaterally abandoned the agreemesgsibly on order from the government
(US Office Almaty, 2006). Transneft now requiredzK&unaiGaz to secure an amendment
to the bilateral agreement between Russia and Katak which guaranteed transit of the
increased volume through Russia (Rebrov, 2005; &keva, 2005; Tutushkin, 2005).
KazMunaiGaz had to retract its offer, and in consege it remained completely

dependent on Transneft's goodwill on this route.

PKN Orlen acquired Mazeikiu Nafta in May 2006. Luk&urgutneftegaz, Yukos (later
Rosneft), Tatneft and TNK-BP continued to supplyde to the refinery and terminal. But
in July 2006, one of the two pipes on the Balticihba branch broke down inside Russia,
stopping the flow of oil to Butinge (Nagla, 201dhe pipeline was not irreparable, but
repair was too costly for Transneft. There was ssitlity to redirect oil temporarily from
BPS to Butinge, but Transneft ruled this option ¢MiK, 2006h). Energy Minister
Khristenko also ruled out repairs, advising Russiampanies to use Primorsk to supply

Butinge by ship (NiK, 2007b). This they did.

In the period around the Druzhba rupture, Sechiry imave overruled Transneft and
ordered TNK-BP and Lukoil not to supply MaZzeikiu fida(Embassy Moscow, 2006).
Rosneft cancelled supplies to MaZeikiu the monttordgethe accident (Embassy Vilnius,
2006). Whatever the background, increasing reliamcB8PS, instead of reconstructing the

Baltic Druzhba branch, was a political decisionZike2007b).
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6.10.2 Belarus and BPS-2

By 2006, transit relations with Belarus had growaljematic and erupted into full-blown
crisis when Gazprom in January 2007 increased #sepygice to Belarus (p.262). The
following settlement introduced a Russian exportydon oil to Belarus. In response,
Belarus introduced a transit duty, which Transmefused to pay. Belarus then stopped
around 79,000 tonnes of oil en route to EuropesRustopped all exports through Belarus
in return (Khalip, 2007; Lavrov, 2007; Tomashevskay al., 2007). In the next settlement,
Belarus cancelled the new transit duty and retuthedil, while Russia granted Belarus a
discount on the export duty, which would decreasadgplly until 2010, when the
agreement expired (Anishyuk, 2010). Rents were magdiared and transit resumed.

Russia’s reputation as a reliable oil supplier todpe suffered.

The crisis accelerated progress on a new Trangmeféct, rumoured to have Sechin’s
support. A second pipeline to the Baltic Sea, BP#aRing Druzhba to Primorsk, would
allow export oil to bypass Belarus altogether. planned throughput was 50 million tpa
(Savushkin, 2007), and the cost around 4 billior$YSocor, 2012b). BPS-2 could reduce
transit volumes also through Ukraine. Planning tethrin February (Gorelov and
Tomashevskaya, 2007; Kulikov, 2007). Vainshtok ¢atitd an 18-month construction
period, declaring that Primorsk would be expand&daecessary. While Vainshtok
preferred Primorsk, regional interests suggestedLUga, to the south of St Petersburg
(NiK, 2008d). The tide for a while turned againf®®2 (NiK, 2008d)There were doubts
about whether the pipeline could be filled. BPS&4 the ‘old’ BPS was now called, was
utilised below capacity. In April 2008, the Energiyd Industry Ministry said demand for

BPS-2 was insufficient, and recommended the prdjechelved (NiK, 2008d).
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In May, shortly after becoming prime minister, Putieclared that BPS-2 would be
constructed, and terminate at Ust-Luga. The Tramdgmistry, the Russian Railways and
Gunvor, Timchenko’s oil trading company, were réedly in favour of Ust-Luga (NIK,

2008d; 2011j). Gunvor seems to have been closstablesshing control over Ust-Luga’s
oil terminal at this point (NiK, 2009b). When thd>B8-2 plan was finalised in November
2008, Ust-Luga was the endpoint, but overall volyraections were revised downwards,
from 50 million tpa with an option of 75, to 30 #ioh tpa with an option of 50 (NiK,

2011j). This was closer to actual demand for trartsput still excessive.

There was a new oil transit crisis in Russian—Beli@n relations in January 2010. The two
states again failed to reach a new agreement wieenltl one expired (Anishyuk, 2010).
Russia may have pushed to get Russian oil compdaidmally take over Belarus’s
refineries (Gabuev et al., 2010a; Socor, 2010). Sgtdement in the end reduced Belarus’s
duty free oil import quota to 6.3 million tonneg fdomestic consumption. Extra volumes
would be subject to full export duties (Bilaterab##col of the Government of the Russian
Federation and the Government of the Republic dafds, 2010, quoted in Dyner, 2010;
Yafimava, 2011, p.251 fn. 138). This was costly Balarus, which now sought contracts

with Venezuela (through swaps) and Azerbaijan (Ni@11h).

BPS-2 opened officially in March 2012 (NiK, 2011jpue to the difficult seabed
conditions, Ust-Luga would likely have to underggmlonged test regime of several
months (NiK, 2012d)BPS-2 would therefore operate below maximum foreatended
period, incurring losses for Transneft (NiK, 2012d)was alleged that an inexperienced
subcontractor, affiliated with Timchenko, had fdiléo address the fraught seabed

conditions. The bulk of Ust-Luga’s facilities wasntrolled by structures affiliated with
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Timchenko (NiK, 2012d). By now, there was consitégaexcess capacity in export

pipelines, so overall volumes were unaffected.

In 2011, on the tenth anniversary of BPS-1's opgnifransneft’'s company magazine
celebrated it as ‘the route of independence’. $peatiention was given to the threat to
Russia’s economic independence of transit throwsghiid and Lithuania. Their ‘monopoly
position’ had, against the background of their Natcession, given these states an
opportunity to blackmail Russia economically anditmally. The article credited Putin for

his role in moving the project forward (Marochk#@12, p.15).

As it appeared in March 2012, BPS-2 would take nmas from BPS-1, as it added excess
capacity on export routes. Losses were likely. Brgk and Ust-Luga competed for crude
oil and diesel deliveries (NiK, 2012e). The ruletbéimb for transit pipelines held true:
alternative routes can be expensive (Stevens, 30@0). However, most of this expense
was financed by tariff surcharges and thereforeeay by oil companies. Some of these
resources may have been distributed within thengudioalition as lucrative construction
and service contracts. BPS-2 strengthened Rugsisision in negotiations with Belarus
and Ukraine. Belarus’s opportunities to take aslwdrRussian oil rent through transit and
re-export were curtailed. Transit volumes throughiaBus and Ukraine decreased in 2011,
but Druzhba did not become redundant (Table 6.8,(R011j). Russian oil exporters still

relied on Druzhba for export, especially to Cenatopean refineries (NiK, 2011j).

6.10.3 Ukraine
Transit through Ukraine declined most. Russian eraédnsit decreased by about 25
percent from 2006 to 2007 (Gorelov and Tomashewwska®07), and by another 11.6

percent in 2010-2011 (Table 6.2) (Socor, 2012ban3it relations had by then been
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disagreeable for over a decade, especially oveDtlesa-Brody pipeline. The pipeline had
opened in reverse in September 2004, ahead of therhber elections (lvzhenko, 2004;
NiK, 2006e). The Ukrainian and Polish governmeng&anwhile worked to attract oil from

Kazakhstan. Chevron was the most interested prod&rebassy Warsaw, 2005). While
Kazakhstan looked for non-Russian transit routesEtwope, neither Kazakhstan nor
Chevron wanted to antagonise Russia over OdesayBeonbute they had not asked for in

the first place.

Ukraine also explored the possibility of supplyi@gech refineries through the Slovak part
of Druzhba (Embassy Bratislava, 2006c; 2006b).d6627, Russia piled on the pressure
to get Slovakia to agree to a Gazprom Neft takeaverukos’'s 49 percent stake in the
Slovak pipeline company Transpetrol (Embassy Beatgs 2006a). Ukraine’s Slovak route
failed to materialise. But it remains questionalleether Ukraine’s governments in this
period could commit to a Polish extension, or aagfet option, while the flow direction in
Odesa-Brody was caught up in a struggle amongig@alis and their business interests (cf.
Embassy Warsaw, 2006; Balmaceda, 2008, p.93-95)2009, Ukrtransnafta asked
Transneft to allow a transit pause so that it cozddduct a 48 hour trial flow in the
original direction. Transneft refused. Tokarev edlit a ‘risky venture’ (Rebrov, 2009a).
BPS-2 would in any event redirect oil flows awagnfr Ukraine (Transneft, 2009c; Zuev,
2009). When the volume of oil transiting out of Rias decreased, Belarusian and
Ukrainian refineries in 2011 contracted Azeri aihd Odesa-Brody was put into operation

in the original direction (NiK, 2011h; 2011j; 20)2a
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6.10.4 Defending Transneft’s share of Caspian transit

Azerbaijan planned to stop exports through Novoislsscompletely after BTC
commenced operation in 2005. Baku-Novorossiisk avasserve pipeline, covered by a 5
million tpa transit agreement (NiK, 2011b). By 2(fitvas operating at a loss to Transneft,

and Azerbaijan proposed revising the volume dowds/év 1.5 million tpa (NiK, 2011b).

By 2006, Kazakhstan had access to four major expates: BTC; the China pipeline that
had just opened; CPC; and Atyrau-Samara (Table (Bl&), 2006n). Russian companies
found the China pipeline to be a cost-efficieneadative to rail export to China. Rosneft
tried to export 1.2 million tonnes oil to China2007 through Kazakhstan, and applied to
Transneft for access to the adjoining Russian mipellransneft declined, citing the lack
of a regulatory framework (Derbilova, 2007; NiK,®@®). Rail transit continued (NiK,
2006b). The Kazakhstan—China pipeline was complete?l009, with a 10 million tpa

maximum throughput (NiK, 2009d).

After BTC opened, Kazakhstan seemed close to apmothe trans-Caspian pipeline
project on several occasions, but was reluctantake a final decision. However, a trans-
Caspian route did not have to be a pipeline. Kagt@khand Azerbaijan started in June
2006 to develop a tanker transport system that tighik Kazakhstani crude to Baku and
BTC (Komsomol'skaya Pravda Kazakhstan, 200)s was operational in October 2008
(Guliyev and Arkhrarkhodjaeva, 2008, p.16). Kaza#hsalso started planning a larger
Kazakhstan-Caspian Oil Transport System in 2006 wifeeder pipeline in Kazakhstan
and an expanded fleet (Butyrina, 2007; KazMunai@84,1; KMG-Transkaspii, 2012). In

addition, KazTransOil acquired the Batumi oil temadi in Georgia in 2006-8, while

KazMunaiGaz acquired the Romanian Rompetrol compa2p07-8 (NiK, 2007f; Socor,
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2007b; 2008; KazMunaiGaz, 2012b). The latter actjoms gave Kazakhstan access to

considerable refinery capacity and an extensiveiloligion network.

But while Kazakhstan developed non-Russian expattess, Transneft remained unwilling
to expand Kazakhstan’'s export capacity through RRu$s addition to Transneft's denial

of additional capacity to Butinge, Transneft seenm@dlelay capacity increases in the
Atyrau-Samara pipeline until BPS was fully develd@dliK, 2005e). The BPS-2 project
propelled the expansion process for Atyrau-Sanamadrd. Following years of little or no

progress, an agreement on a 25 million tpa expansas finally reached in May 2008
(NiK, 2008d; IA FK-Novosti, 2009; Rebrov, 2009a)tyfau-Samara would feed BPS-2
(NiK, 2008d; 2009e). However, on the supply siddyrAu-Samara expansion now
competed with an expanded Caspian pipeline asagethe China pipeline. It lost out to
the competition, and the expansion project wasefbez shelved in 2009 (NiK, 2009¢;

2011j; 2011b; 2012a).

Transneft remained reluctant to take on greatgromresbility in the CPC. But the Russian
government changed its policy in 2006 and usedogportunity to let Transneft manage
its stake to force the other consortium members campliance (Derbilova and Borisov,
2006; Skornyakova and Skorlygina, 2006). Russianrtspections may have been used to
pile on the pressure further (NiK, 2006c). ThenApril 2007, Transneft was awarded
management rights to Russia’s share, against Viakishwish. Transneft did not pay for
these rights, but it obtained full freedom in thexercise (Mazneva, 2007). The pressure
on other consortium members to raise tariffs asttueture CPC debts was palpable (NiK,

2007g). By this time, CPC members were shippinglasroil through the trans-Caspian
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route. In response to Russidat accomplj they threatened to increase trans-Caspian

export.

At this point, Kazakhstan delayed the developméthetrans-Caspian connection to BTC
somewhat and supported the CPC (Makarkin, 2007K; R007g). In September 2007,
Chevron gave in to Russian demands, and agreed® &xpansion on Russia’s terms
(p.206) (Butrin and Rebrov, 2007). Tariffs werergased, interest payments reduced, and
for the first time CPC ran a profit (Zotova, E.,03@). Russia suddenly achieved its
primary objective with CPC, tax extraction. The Ras government seemed unprepared
for its success. But now the CPC moved expansiomai@. Oman left the consortium in
November 2008, and Russia acquired its 7 percakestapparently just ahead of
Kazakhstan (Zotova, E., 2008a). Russia’s share m@s 31 percent, managed by
Transneft. Expansion now became a desirable progpedrussia as well. Maximising
Russia’s share of oil export from Kazakhstan wasn@re urgent priority now that
Kazakhstan had an outlet to China. Kazakhstan ggaiceeded with the integrated trans-
Caspian route (NiK, 2009e). Transneft manoeuvredkyju to force an agreement on
expansion (Gavshina, 2008), and it finally actuatigved forward (Mel'nikov, 2009; NiK,

2010f; CPC, 2012).

In 2006, Russia revived an old project from 1994pasing a pipeline from Burgas in
Bulgaria to Alexandroupolis in Greece (Reuters Net®94; RFE/RL, 1997). Initially
intended to boost exports from Novorossiisk and pete with BTC (NiK, 2007h), it was
now seized upon as a perfect feeder pipeline foreapanded Caspian pipeline
(Kupchinsky, 2006; NiK, 2012a). As the CPC expansimaterialised, the Russian

government argued that it had to be sufficientlggéato fill Burgas-Alexandroupolis
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(Gavshina, 2008; Mel'nikov, 2009). However, by 2@068 project had faltered in the face
of the financial crisis currently hitting Greece daBulgaria (NiK, 2009e; 2010f;
Daborowski, 2011; Eastweek, 2011; Gavshina, 20Ethm October 2009 Russia

participated in an alternative project in Turkdye Samsun-Ceyhan pipeline (NiK, 2012a).

6.11 Conclusions

Transneft came out of the Soviet period as a stateed company with a monopoly
transport service which it provided equally to @ll producers. But it offered little access
for state organisations. In 1991-7, central stag@misations participated less and less in
Transneft’'s development. Informal ties substitut@dstate access. With Chernomyrdin’s
informal protection, Transneft developed autonorhpo$ the central state. By 1996, the
Fuel and Energy Ministry was well aware of Trangeepolicy, and tried to access a
greater share of Transneft’'s informal rent streaesove Chernyaev, and make Transneft
follow government instruction and become accessibline state. With Chernomyrdin out

of government, this was possible.

Savelev made Transneft accessible to the statmcags that continued under Vainshtok.
The privileged shares still constrained Transne#ist sharing with the government. The
resolution of this conflict under Putin very likelywolved a modification of rent
management arrangements to give the ruling coaléishare of Transneft's dividends. In

that case, informal rent sharing continued tolteeTransneft to the regime.

Transneft was a domestic and foreign policy toohfrthe mid-1990s, but only in the
2000s under Vainshtok was its full potential readis The state had better access to
Transneft, and greater capacity to support devedmpnin Transneft’'s case, increased state

capacity also gave it a push towards institutiaelelopment. But continued state support
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for its monopoly status depended on its capacitgeliver infrastructural power to the
state. This it did, contributing to the restoratiminstate capacity and thereby also regime
stability. Transneft gained from this itself, aswas enabled to claim a share of oll

companies’ rent streams for pipeline construction.

BPS first showed how Transneft could deliver ininastural and economic development
in a way that maximised state capacity and regioveep over the economy. BPS delivered
a new export route, but a commercially suboptinrad €r oil companies. With transport
routes a question of national policy, it was eas$ogrthe state to control Russian oil
companies through Transneft. Concerns of regioeaeldpment and the bypassing of
Latvia and Lithuania overruled cost-efficiency cerns. The BPS tariff surcharge, levied
from all oil producers in Russia, coerced oil compa into spending more of their income
in Russia. They were now funding the developmentegfions and industrial sectors
(concrete, steel, pipe, ports, etc) as it suitedstiate, with the actual beneficiaries of these
oil rents selected for their proximity to the reginPipeline construction became a source
of infrastructural power to the state, but it aldtowed the ruling coalition to dispense
patronage and cultivate dependence on itself witténelite. Transneft's role as a source
of authoritarian durability was then strengthengdtlie state’s protection of Transneft's
pipeline monopoly. This ensured that no oil compeoyld grow beyond state control and

challenge the ruling coalition’s hold on power.

Transneft seemed closer to the ruling coalitio2®8, in an interesting parallel with the
1990s. Its monopoly and rent streams had polificatection to an extent otherwise only
observed in Rosatom, and far beyond Gazprom’s. sheftis closeness to the regime

affected power relations between the state andctmpany. What was most likely
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channels of informal rents to the ruling coalitiassociated with BPS-2 and ESPO
promoted regime stability, but weakened state obnithis also contributed to production

and spending that was most likely excessive.

Transneft's usefulness as a tool of the state antce of authoritarian durability extended
into the post-Soviet region. Bypass pipeline prigjeeere useful foreign policy tools, and
sticks in relations with transit state governmenBnce in place, bypass pipelines

maximised Russian control of export routes and biiag interaction with transit states.

But Transneft was more successful in promotinga¥@dance of old transit routes to the
west than in controlling the Caspian transit rolRassia’s pursuit of maximum control of
the Caspian transit route closed potential averoesooperation with oil producers in
Kazakhstan and Azerbaijan. Transneft could haven ba&eforce of bilateral energy
cooperation. Though never very likely, it was néveless an option in the 1990s. But
Russia’s aim to achieve maximum control, intergatther narrowly by Transneft, made
potential partners wary of its routes. Transneftsweere a foreign policy tool that
cultivated dependence on Russia to some extentalsot one that restricted Russia’s

ability to become a partner. It became less attradb its post-Soviet neighbours.
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7. GAS: GAZPROM

This chapter analyses Gazprom, the Russian statesled company for gas production,
gas transport by pipeline, gas transmission anaréxpand its relations with the Russian
state. As in the previous chapters, their inteoactwas part of the institutional
development of the Russian state, and took plateibdrussia and abroad. In relation to
Gazprom, two recurrent topics in the literatureenbeen the extent to which it functioned
as a state within the Russian state (e.g. in Viatwr Sayfer, 2012), and its role as a tool of
the Russian state abroad (Hill, 2004; Finon andatedt, 2008; Sherr, 2013). With the
framework used here, these two views, which apfmeaontradict each other, are nuanced,
and it is argued that they represent the domesiit iaternational sides of Gazprom’s
interaction with the Russian state over institulotlevelopment. In this respect, Gazprom
is similar to the other cases studied here. Whempeoed to them, what stands out is how
the Soviet legacy of an integrated pipeline systang the natural monopoly that gas
provides for, mattered in making Gazprom both pdwen relation to the state, and a tool

for the state.

7.1 The break-up of the Soviet Union and Soviet legacies

Gazprom appeared in 1989 as a ‘concern’ in theeb@as industry. This implied some
autonomy from the state (Kryukov and Moe, 1996;3).Viktor Chernomyrdin, a former

Gas Industry Minister (1985-9), was the main fobedind Gazprom, and he aimed to
channel income from gas exports into the investmstarived production and transport
sectors (NiK, 2013c). In 1990-91, Chernomyrdin sedu Gazprom control over

Soyuzgazeksport, the entity responsible for gasomgpto Europe (Emel'yanov, 2003;

NGV, 2003; Gustafson, 2012, p.70). Soyuzgazekspoetit streams supported Gazprom'’s
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autonomy in the final months of the Soviet Unian1B91, Chernomyrdin and a long-time,
close associate from the gas industry, Rem Vyakhilebbied through the Supreme
Soviet's Order no. 2, which made it possible toakelth Gazprom as a company
(Bilanenko, 2013). The crisis in the wider econoorgated opportunities for insiders
(p.35) to consolidate and expand the gas industdgua single umbrella. Gazprom turned

into an indispensable support for the Russian stiadiethe ruling coalition.

During the first wave of privatisation in 1992, $tiDeputy Prime Minister Egor Gaidar
(Prime Minister from June) ordered an audit of Gamps foreign accounts (Kirichenko
and Solov'ev, 1992; Bardin, 1992; Victor and Say#12, p.662). Chernomyrdin, shortly
afterwards appointed Fuel and Energy Minister, res@ this effort to gain access to
Gazprom by granting it control of foreign expor&richenko and Solov’ev, 1992; Victor
and Sayfer, 2012, p.662). Gazprom was then exerapt further reform, in what Gaidar
most likely saw as a necessary compromise to pessability (Gustafson, 2012, p.71).
Gazprom’s export monopoly was now connected tadls as a stabilising force in the
economy. Gazprom was allowed to accumulate tax-pkestabilisation funds under its
autonomous control and accumulate export earnimdgsreign currency accounts abroad
(Victor and Sayfer, 2012, p.662), creating an infar channel for rent that could be

directed towards the state’s needs.

As a result, the Soviet legacy in the Russian gdsstry was an integrated organisation
with considerable control from production to consupespecially compared to other post-

Soviet economic sectors.

With gas, consumption and production are closelyneated (Ericson, 2009, p.37; 2012,

p.621-622). Pipeline is the lowest-cost transp@tiom, but the considerable cost of
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establishing such systems makes them a natural pobn@p.67 fn.11), once in place

(Ericson, 2009, p.29). Gazprom'’s pipeline systers @aormous, consisting of the United
Gas Supply (UGS) grid, separate regional gridsarispof Russia, and local transmission
lines (Yafimava, 2015, p.2). All told, it was a 1@00 km network that extended from
some of the world’s largest fields well into thesp&oviet region and Europe. Production

continued with only a minor slump in demand in 1:98{Stern, 1993, p.13).

7.2 Keeping afloat and muddling through

Vyakhirev succeeded Chernomyrdin, prime ministemflate 1992, at Gazprom. During

Vyakhirev’s time as Gazprom’s head (1992-2001),gae monopoly was reinforced and
extended into other areas, rather than encroached (Kryukov and Moe, 1996, p.3).

Valuable staff moved from the Soviet Ministry toZpeom in 1989-91. Gazprom assumed
the strategic, regulatory and operational managewiethe gas industry from production

to consumption. This was formalised in a Novemt892ldecree (Decree No 1333, 1992);
Gazprom was also entrusted with the managementdevelopment of the Single Gas Grid
(Decree No 538, 1992). Ownership remained with dtaee, but Gazprom was stronger
than the new Fuel and Energy Ministry (Kryukov avide, 1996, p.7; Victor and Sayfer,

2012, p.662). Gazprom’s export earnings secureth@iial autonomy.

Gazprom’s rent streams stabilised society, thee sttd supported the regime. Gas was
delivered to factories, offices and private homestidl-subsidised prices and in spite of
chronic non-payments. Gazprom almost controlledRussian state by propping up the
budget. As regarded its informal contributions, @am was, in the words of Economy
Minister Evgenii Yasin (1994-7), ‘like a second Rias [state] budget when the first was

exceptionally empty’ (Rozhkova and Reznik, 2013).included supporting President
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Yeltsin financially in the conflict with the SuprenBoviet in 1992-3 and the 1996 election
campaign (Popov, 1., 2007). In this way, Gazprorabéed the ruling coalition to maintain

its power advantage over potential rivals (p.58).

In return for acting as a stabilising mechanism andintaining the population’s
dependence on the state, Gazprom enjoyed extessivromy. Vyakhirev set the terms of
relations with the state as he saw fit. Gazpronttioned as a classic state within the state
(Stern, 2005, p.172; Victor and Sayfer, 2012). dtgnership relations with the state
gradually developed into an informal concession.49¢b1), with the state’s stake
managed by the Board and informally controlled byakhirev. Partial privatisation was
authorised by Decree no 1333, drafted by Chernomyfdalso reorganised Gazprom, the
state ‘concern’, into a shareholding company (Dedte 1333, 1992). The decree enabled
privatisation of up to 60 percent of Gazprom’s ktoeithin three years, a period
subsequently extended (Decree No 1333, (1992) 1990 clauses further limited state
participation in Gazprom’s affairs. Clause 7 allow@azprom to retain at least 50 percent
of the dividends on state-held shares to financater@ance works and other investment in
the three years following the decree (Decree N813992). Clause 8 entrusted the Board
of Directors with the management of the state’sreshaon behalf of the state. The
government would appoint Board members, but theérimechanism restricted the state’s
access to Gazprom. Accordingly, the Board wouldehgreater autonomy than indicated
by the state’s formal share (Decree No 1333, 1998k clause had no time limit.

Vyakhirev was shortly thereafter appointed Boar@i@han, as a concessionaire of sorts.

The state’s share of Gazprom fluctuated betweenaB8 40 percent after partial

privatisation (Gazprom, 2004a, p.16; Stern, 20057@), as formalised by a 1998 decree
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(Decree No 887, 1998). Gazprom’s concessions oakstwith the state were consolidated
in 1994. Taking advantage of new legislation orstee management (Decree No 2296,
1993), Vyakhirev came to hold a 35 percent shakage in trustee management on
behalf of the state, leaving only 5 percent in akgiate control (Nikolaev et al., 1994;
Stern, 2005, p.172). The agreement was prolongethfee more years in 1996 (Decree
No 599, 1996), although conditions were revisedemshat in favour of the state in 1997
(Decree No 478, 1997). Before this revision, Vyaéhihad apparently had the option to
buy out the state at a price of one ruble per sfRaayushkin and Zygar', 2007, p.46-48).
After revision, the management had a right to clamd acquire, at asking price, any stake
put out for privatisation before 1 January 1999qiiee No 529, 1997). The right was never
exercised (Popov, |., 2007). Other members of Gimaymdin’s government, and later
governments, attempted — unsuccessfully — to abedi@ trustee arrangement (Kravets,
V., 1998; Levin, 2000; Panyushkin and Zygar', 200:44-50). It remained in force to

expiry (Popov, 1., 2007).

The decision to retain state ownership of Gazprefayegd reform of the company. Gaidar
government reformers had intended to reform Gazpabra later stage and open up for
competition in the gas industry. This did not happéyakhirev and the rest of Gazprom’s
management resisted reform (NiK, 2004h), and werstile to any interference from

market reformers, especially Chubais (Rozhkova Radnik, 2013). To Vyakhirev, late

Soviet practices, including autarchy within Gazprand autonomy from the state, suited
Gazprom well also in the 1990s (Bilanenko, 2013)eré was considerable support for his
position in the population and among the politiekle (Victor and Sayfer, 2012, p.662-

663).
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Gazprom’s management used privatisation of Gazgdmldings to preserve insiders’
control through ownership. There appeared a conglate of companies indirectly
affiliated with Gazprom or its management. The eagring and construction company
Stroitransgaz, controlled by Vyakhirev’'s and Chenyadin’s children, received around 80
percent of Gazprom’s construction contracts. Stnggaz held 4.83 percent of the shares

in Gazprom (Reznik, 2002a; 2009).

Vyakhirev was at the peak of insider consolidatibime management was a powerful brake
on reform, and the Fuel and Energy Ministry was weak to gain access to Gazprom
(Kryukov and Moe, 1996, p.16-17; Malkova and Igumen2012; Makarkin, 2013; NiK,
2013g). Gazprom provided in-house social servioes300,000-plus employees and their
families (Rozhkova and Reznik, 2013). Gas rentseweus channelled in a way that
maintained employee dependence on Gazprom and edpetbrm. Gas prices to factories
and consumers remained regulated, delivered absadgualmost as in Soviet times. Any
government contemplating reform of Gazprom wouldehi@ weigh the long-term benefits
of profitability in Gazprom against short-term cm®sations of maintaining stability and
support for the ruling coalition (Ericson, 2012,634). This rent sharing protected
Gazprom’s monopoly in gas distribution, extensiutoaomy from the state and discretion

to regulate the gas sector.

While Chernomyrdin remained Prime Minister (1992-8)yakhirev had a powerful

political patron. Yeltsin, on at least one occasiwri997, vetoed changes to Vyakhirev’s
position (Rozhkova and Reznik, 2013). There wamd to this support. Gazprom’s 1996
tax arrears reached 70 trillion rubles (Rozhkova &weznik, 2013). The government

increased pressure on Gazprom in 1997 to pay taresthe imperative to collect some of
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it overruled informal constraints. Chernomyrdin newpported his ministers. Gazprom
began to pay its taxes. Other businesses followddRozhkova and Reznik, 2013). But
any government minister wanting to remove Vyakhir@wd embark on Gazprom reform,
would still have to win over the Prime Minister,eBident, and Duma members (Bagrov,

2000).

The 1997 decree on reform of the natural monop@ie®®) included Gazprom (Decree No
426, 1997). First Deputy Prime Minister Nemtsovfid@ the decree, but the Gazprom
section was edited by Chernomyrdin (Berger and Kewrosna, 2008, p.43-44). The
resulting Gazprom reform plan was vague comparédabfor electricity. With Vyakhirev

in charge of Gazprom, the reform process did rant.sThe government ministers charged
with decree implementation, not least Nemtsov hilmsseem to have realised the
difficulty of instigating major reforms without th@azprom management onboard (lvanov,
N., 1997b). Without management cooperation, thee $tad no access to the organisation.

Reform without access might damage Gazprom, anddbeomy.

A last brake on reform was the lack of professianaiority owners. From 1997 to 2005,
there was a 9 percent limit on foreign ownershagidlly a temporary provision intended
to remain in force during partial privatisation,ptoved difficult to abolish (Decree No
529, 1997). Over time, it distorted Gazprom’s shpriges (Stern, 2005, p.171-172;
Gustafson, 2012, p.338-339; NiK, 2013g). One consege was low capitalisation, which,
combined with management control, made Gazpromtraette to active shareholders

who could have supported reform.
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7.3 The trade collapse

From the moment Gazprom acquired control of Soyzeksport, European markets
became crucial to Gazprom and Russia. From itsitpbdé gas sales to Europe,
underpinned by long-term contracts with take-or-paguses, Gazprom received a
predictable income, and the state a revenue sokww®pe was the only market where

Gazprom made a profit, and this seems to have theetase until 2004 (p.256).

Gazprom’s de facto monopoly in gas export to Eurggsted on two provisions. After
foreign trade restrictions were abolished in Jud@4, Gazprom retained export control
through an obligation to effectuate all gas expodording to bilateral agreements between
Russia and other states (Decree No 2213, 1994)clAdf spare transit capacity in Ukraine
completed Gazprom’s control of the ‘single expdnamrnel’ to Europe. Inside Russia,
Gazprom’s management of the gas grid placed ibmtrol of other producers’ transport
options and customer relationships. With the nevs Gapply Law of 1999, Gazprom
became the owner of UGS (Yafimava, 2015, p.2). Fi88v, it was obliged to give access

to other producers (third-party access).

The post-Soviet region was Gazprom’s smallest nidrkerolume and income. Here, gas
was still delivered as a subsidy, making CIS gasketa ‘[markets] in name only’
(Mitrova, 2009, p.26). Gazprom made it a priority maintain transit to Europe, and
accepted the transit terms of Ukraine, Belarus Mottova (Stern, 2005, p.66; Mitrova,
2009, p.26-28; Pirani, 2009a, p.8). In consequeinarsit to Europe was often bartered for

gas deliveries (Mitrova, 2009, p.14).

Cheap gas thereby underpinned Gazprom’s relatioitis post-Soviet customers, and

Russia’s relations with its neighbours, with a shafrthe gas rents distributed in the post-
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Soviet region. Post-Soviet states found it diffidol pay for gas until the 2000s, but most
remained dependent on cheap and abundant gas frampr@n (Table 1.2). Debts
accumulated. Non-payment problems were graduakyamme after 2000, but the political
and economic distortions of gas dependency andg-aulssidisation persisted, particularly

in Ukraine.

Gazprom’s second priority was to retain its owmsittmonopoly for Central Asian gas
from old and new sources. This included blockinglostructing alternative transit projects
for new gas from the Caspian Basin. Vyakhirev state1997 that to purchase gas from
Kazakhstan, and, by extension, give Kazakhstansadeethe single export channel, would

constitute ‘a crime against Russia’ (Kravets, \8917).

A third priority emerged in the mid-1990s, whemsi relations with Belarus and Ukraine
became complicated and costly. Transit avoidancalt@nnative routes was attractive for
Gazprom, just as it was for Transneft. It meantesting in expensive excess pipeline
capacity. But it mitigated transit risk and increddskussia’s leverage over transit states, for

gas as for oil (Ericson, 2012, p.630).

7.3.1 Transit avoidance towards Europe

Transit avoidance was a strategic choice, but itrais& could be mitigated also in other
ways. Beginning in 1994, Gazprom encouraged otberpanies to take over gas trade
with post-Soviet countries. The company ltera aagua considerable share of Turkmen-
Russian gas trade, and later supplied gas to destatas (Table 7.3) (Stern, 2005, p.22;
24-25; NIK, 2013a). Itera also became an internmrgdiar Turkmenistan’s gas sales to

Ukraine. Gazprom granted Itera preferential acdesshe grid for post-Soviet trade
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(Balmaceda, 2008, p.49). In this way, from 1992@63, the post-Soviet region became an

exception to the export monopoly (Stern, 2005, {7.68

This and similar arrangements relieved Gazpronoofesof the difficulties associated with
post-Soviet debt collection. These difficulties thareflected state pressure. Recovering
post-Soviet gas debts was difficult enough. ThesRunsgovernment also used subsidised
gas and a tolerance for non-payment as rewardsatessthat maintained a pro-Russian
foreign policy line (Bruce, 2007, p.44). In effectpser relations with Russia maintained
dependence on rent streams from cheap gas. Sweartoé, and rent sharing, was not
extended to states that distanced themselves frossi&® beginning in November 1992
with the Baltic states (Krasnaya Zvezda, 1992). tBefoom the Baltic states were
recovered through equity acquisitions in nationa$ grids, first Estonia in 1994 (Gray,
1995, p.23). It took Gazprom much longer to sucoeil this strategy for debt recovery
in relation to transit states. Post-Soviet gastimela were therefore burdensome, even as
they served the state. Itera, unlike Gazprom, wasempected to give price discounts

according to the state of bilateral relations, Harh’s post-Soviet gas trade was profitable.

Relations with Ukraine were particularly difficulb the 1990s, Ukraine transited up to 90
percent of Russia’s gas exports to Europe. Anmaaktt capacity was around 175 billion
cubic metres (bcm). Ukraine also had undergroundage capacity of 43 bcm (Pirani,
2009c, p.109-113). This was essential to Gazpramgwinvested little in storage facilities
in Russia. Storage facilities smooth out seasomalattons and secure supply during

interruptions.

Transit and storage fees were low and paid in Bager goods paid the rest of Ukraine’s

gas consumption (Balmaceda, 2008, p.111-112; Rig&4i9¢c, p.113). Gazprom refrained
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from cutting deliveries when Ukraine accumulatelitdeand siphoned off gas not paid for
(Yafimava, 2007, p.72-73). Ukraine under Leonid Kma was too useful an ally for
Moscow to ‘turn its perennial gas dispute with Kieto a confrontation’ (Pirani, 2009c,
p.99). This also reflected Gazprom’s reliance omope to make a profit, subsidise the

home market, and thereby perform a quasi-fiscaice(p.39) to the state.

In consequence, Ukraine often appeared to haemainely independent political position
towards Russia (Yafimava, 2011, p.140). But Russemonomic interests and gas
dependence on Russia defined much of Ukraine’s dbnpolitics (Balmaceda, 2008,
p.23-32). For fear of Russian dominance, privabsaattempts would be blocked, and
Ukraine’s dependence on subsidised gas increasgef(Balmaceda, 1998, p.263-264).
Gazprom was blocked from taking control of Ukraiigas pipelines, while Naftohaz
Ukrainy, Gazprom’s Ukrainian counterparty after 89@ould not afford necessary grid
repairs. Gazprom would not upgrade pipelines oatg®l control (Yafimava, 2007, p.70).
After Gazprom repeatedly failed to acquire the |m@s, both Gazprom and the Russian
government made it a priority to scale down theifance on transit through Ukraine
(Balmaceda, 1998, p.269). This resulted in thregeldypass projects, Yamal (through
Belarus), Blue Stream (under the Black Sea), andd NBiream (under the Baltic Sea)
(Smith, 2012, p.122), although the latter lost motum and was only revived in the

2000s.

In comparison with Ukraine, relations with Belamisre easy. On independence, Belarus
inherited the modern pipeline system Northern L3gkstablished for deliveries to Belarus
and transit to Poland and the Baltic states (Yafema&2009, p.139). Belarus relied on

Russian gas for 50—60 percent of its primary ensigpply, and ran up debts to Gazprom
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and other suppliers (Yafimava, 2007, p.52). Wherzpgéam in 1992 embarked on the
Yamal project, reliance on Belarus was minimisedz@om covered the four billion US$
cost and owned the Belarusian section. First dedisewere made in 1999 (Yafimava,

2009, p.139-141).

Moldova was the third transit state, en route tonBoia and the Balkans. Gas from Russia
covered more than half of Moldova's primary eneypply (Table 1.2) (Bruce and
Yafimava, 2009, p.187-193). Russia from the eafl90k used gas supplies and debts to
pressure the Moldovan government in negotiationsr dlie status of the secessionist
region Transnistria (Bruce, 2007). The Transnistrauthorities also incurred debts to

Gazprom.

Compared with other CIS member states, Moldova adidyh price: 80 US$ per thousand
cubic metres (mcm) in 1995 (Stern, 2005, p.101-10R)s was offset by a high transit
tariff, more than double Ukraine’s and five timésitt of Belarus (Stern, 2005, p.101-102;
Yafimava, 2007, p.58; Bruce and Yafimava, 2009,7p)1 By 1995, Moldova’'s debt to
Gazprom stood at 300 million US$ (OMRI, 1995). Ganp and Moldova agreed on a
debt-for-equity settlement, in which Gazprom tookslare of Moldova’'s gas grid

(Moldovagaz) in return for debt cancellation (OMR®95).

Blue Stream was the second transit avoidance projebe 1990s, planned to supply up to
16 bcm annually to Turkey (Logvinenko, 2001). Tyrkey 1997 received 6 bcm from

Russia, transited through Ukraine, Moldova, Romamd Bulgaria. But Blue Stream was
also essential in Gazprom’s efforts to obstruct-Raoigsian transport projects from the
Caspian basin. It would take a share of Azerbasjaidosest gas market. To Azerbaijan, the

most attractive export route for new fields was plenned Baku-Thilisi-Erzurum pipeline
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(BTE), parallel to the BTC oil pipeline. BTE couldossibly attract also gas from
Turkmenistan, and warrant a feeder pipeline actiossCaspian Sea (NiK, 2006m). Blue

Stream offered Turkmenistan an outlet to Turkegulgh Russia (NiK, 2005f).

Blue Stream cost 3.2 billion US$ (NiK, 2005f). Geam in 1999 lobbied tax and customs
breaks through the Duma to an estimated value @bdlion US$ (NiK, 2003i). The Audit

Chamber estimated in 2003 that the real value wgiseh 130 billion rubles, or just over
four billion US$ (Lyashenko, 2003). Its investigati concluded that Gazprom had

exploited legal loopholes to a maximum (NiK, 2003i)

7.3.2 Control of Caspian transit

To develop its gas resources, Kazakhstan neededta to Europe. With transit through
Russia, Kazakhstan’s gas would be competitivelgeari(Kravets, V., 1997). But this was
not in Gazprom'’s interest, and Gazprom did notvalio Kazakhstan'’s offers of stakes in

its oil and gas fields did not change Gazprom’siies.

Kazakhstan’s gas industry was intertwined with RalssThe giant Karachaganak gas and
condensate field supplied pipeline gas to the dggegnt Orenburg Gas Processing Plant
in Russia (NiK, 2006n; NGV, 2011b; Karachaganakrdtetm Operating BV, 2012).
After the break-up of the Soviet Union, Karachadgamas owned by Kazakhstan and
operated by Gazprom, to which it represented urameéccompetition (Brauer, 2002). It
took little interest in Karachaganak, which soralgeded investment (NGV, 2011b). In
1997, Kazakhstan attracted an international consorto Karachaganak (NGV, 2011b).
Gazprom was offered a stake, quickly ceded to UulBrauer, 2002), which took a more

active role.
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In the Soviet period, Turkmengazprom supplied gasther union republics in return for
hard currency, calculated on the basis of a stipdl@xport ‘quota’ to Europe (Kryukov
and Moe, 1996; Stern, 2005, p.72). After the brepkGazprom first denied Turkmenistan
access to the single export channel and to othsiraviet markets. Then it opened up for
cross-border trade, but demanded a high transjtnfieé&ing Turkmen gas uncompetitive
(Savushkin, 2000). In 1995, Gazprom and Turkmenisttablished Turkmenrosgaz, a JV
between Gazprom (45%), Turkmenistan (51%) and I{&%), that would handle
Turkmenistan’s gas trade with a transit tariff disiet (Smirnov, G., 1997). Turkmenrosgaz
sold gas mainly to Ukraine (Smirnov, G., 1997).1807, Turkmenistan withdrew from
Turkmenrosgaz due to non-payments by Ukraine asdgdeement with its partners
(Smirnov, G., 1997; Savushkin, 2000). This in dffgissolved Turkmenrosgaz (Smirnov,
G., 1997). Left without gas outlets to the westtkhnenistan pursued exports to Iran (NiK,

2008f; Lukin, 2011, p.87).

For Gazprom, Georgia and Armenia were small mankétsut their own gas production.
Persistent non-payments and debts incurred lo&=azantov, 2000), and in 1995 Itera

began to supply these states (Table 7.3).

The gas pipeline ended in Armenia, whose internatidsolation would have been
alleviated by a gas connection to Iran. Both stieked the funds (Verezemskii, 1997).
On the other hand, Armenia could become a routthéoTurkish market for Gazprom
(Verezemskii, 1997). Only 25 percent of Armenia&twork capacity was utilised, and it
offered underground storage facilities. Transit ldotequire only minor additions and a
new pipeline from Armenia to Turkey (VerezemskB9Y). In 1997, a debt-for-equity deal

resulted in joint ownership of Armenia’s gas pipeb between Gazprom (45 percent),
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Itera (10 percent) and the Armenian governmentpd®ent) (NiK, 2005k; Stern, 2005,
p.85). But the fraught relations between Armenid dmirkey stopped the project, and
Gazprom decided to reach Turkey through Blue Str@asnezemskii, 1997). Gazprom in
1999 offered to cover 60 percent of the cost obw pipeline from Iran (RFE/RL, 1999;

Vedomosti, 1999b).

7.4 The financial crisis

The dismissal of Chernomyrdin’s government in Maté®8 left Vyakhirev more exposed

to demands from the state, especially for greater sharing. Improving state finances was
an urgent task for the new Kirienko government. fdam’s non-payment of tax was a

recurrent source of tension. It was closely relatedhe issue of non-payment for gas,
especially by government institutions, and Vyakhioften made this point (Stern, 2005,

p.56).

The Kirienko government also believed it was esakmd curb Vyakhirev's power to
enable a reform of Gazprom in the longer run (Le2®00), and it tried to put an end to
the trustee agreement (Popov, |., 2007). It demargteater access to Gazprom’s rent
streams in the form of tax payments based on nembers, no longer averaged out over
the year (RFE/RL, 1998). Gazprom assets were seqtezs to retrieve taxes (RFE/RL,
1998; Popov, I., 2007). Gazprom in response mailithe Duma, where it had widespread
support and paid many deputies (Popov, |., 200f& government was chastised, but the
resulting compromise increased tax extraction f@azprom (Kravets, V., 1998; RFE/RL,
1998; Popov, I., 2007). As it turned out, this madgifference when the financial crisis hit
a few weeks later. Reform was postponed noneth@&ks 2013g). Gazprom contributed

25 percent of all federal taxes in Russia in 1991, 2005, p.56). It was now Russia’s
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‘largest foreign currency earning company’, a positit held for several years (Stern,
2005, p.128-129). The government struggled to ramind power advantage among the
elite, and Gazprom’s sources of power could be hseloi against the government. It was

therefore essential to maintain its support ofrthieg coalition.

By now, Vyakhirev’'s and Chernomyrdin’s families wewell represented in Gazprom
subsidiaries (Butrin, 2001b; Reznik, 2002c; Emelbyxg 2003; Rozhkova and Reznik,
2013). Beginning in 1998, Gazprom also consolidat®edwnership stakes in the media,
notably including the nationwide broadcasters NBU percent) and ORT (3 percent) and
a long list of regional media. Gazprom’s rent stieadominated the budget, promoted
political interests in the Duma and the regiong] @novided direct channels to voters
through the media. Control of Gazprom gave acagssiperior resources and therefore an
advantage in any political struggle, and its infasture could be used to cultivate

dependence on the state in the elite and soci€ag)p

7.5 New approaches to the post-Soviet region

Because Gazprom was being pressured to pay taxBsigsia, it pressured post-Soviet

customers to repay debts (Balmaceda, 1998; Br®/)2 Gas supply cuts were used to
recover debts from smaller states, like Moldov2®0 and 2001 (RFE/RL, 2000; 2001d;

2001c). But the Russian government was againstruqteng supplies to other CIS states.

Converting debts to equity stakes in gas-relatédsiructure had already been practised in
Estonia, Moldova and Armenia. It now became a sadmst option also elsewhere.

Gazprom would gain more control over transit routesd more leverage with host

governments.
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The Belarusian government was reluctant to ceddakesin gas pipelines. Belarus
countered Gazprom’s pressure by buying more ga® fitera. In 1999-2004, Belarus
consumed at least 16 bcm annually (Table 7.2) (afia, 2007, p.58; 2009, p.134-137).
Itera accepted barter payment, which covered @dtpercent of supply (Yafimava, 2007,
p.52; 58). Belarus promised to implement the 19895t@ns Union Agreement to obtain
reduced prices. In the end, Belarus paid veryeliitr Russian gas. Transit fees were also

low (Yafimava, 2007, p.58).

The Trans-Caspian pipeline project was still onttide. With the BTE pipeline coming
closer to construction, it was important for Gazprto reduce the appeal of the Trans-
Caspian pipeline project. Following the discovefyttee giant Shah Deniz field in 1999,
Azerbaijan demanded a 50 percent share of BTE @gdac Azeri gas (Savushkin, 2000).
This deprived the Trans-Caspian pipeline projetiictv depended on sufficient capacity in
BTE to be commercially viable, of its outlet. Und®ders from the new prime minister,
Vladimir Putin, Gazprom bought a considerable vauof gas from Turkmenistan in
1999, and promised to reserve capacity for Turkstaniin the Blue Stream pipeline
(Savushkin, 2000; NiK, 2006m). Turkmenistan thethdiew the promised gas from the
Trans-Caspian pipeline project (NiK, 2006m). At #ame time, Gazprom had a domestic
gas deficit, which it covered with Turkmen gas. sThrevented Turkmen gas from actually

reaching Blue Stream when it opened in 2002 (NiK,a).

The Shah Denis discovery also meant that Azerbaiuld offer Gazprom competition in
the Turkish market (Serzhantov, 2000). Azerbaijaw maximised this opportunity, by

decreasing imports from Gazprom and transferriegitko Itera (Table 7.3) (NiK, 2005h).
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7.6 The new coalition

Upon taking up the presidency, Putin refused tatt@azprom with the now customary
deference (Panyushkin and Zygar', 2007, p.84-8%akkan, 2013). To Putin, the state’s
lack of access to Gazprom reduced overall stataatigp He clearly expected Gazprom to
act as a tool of the state and the regime, paatilyuby providing media support for his
own positions (Panyushkin and Zygar', 2007, p.8}4-Bhitin also preferred to have loyal
associates in central positions. Vyakhirev’'s positigrew increasingly untenable
(Makarkin, 2013). On expiration of his contractNtay 2001, Vyakhirev was replaced by
Aleksei Miller (Rozhkova and Reznik, 2013). Betwed®1 and 1996, Miller had worked
with Putin in St Petersburg, in the Committee foitdEnal Relations (Gustafson, 2012,
p.241). His non-gas industry background and hislabs loyalty to Putin were crucial to

his appointment (Makarkin, 2013; Rozhkova and ReZ013).

Miller was tasked with restoring state access tap&am, not with reform. The first aim
was to re-establish majority control, 51 percemgroGazprom (NiK, 2013g). This was
accomplished in early 2003, presumably by buying tbe former management (Stern,
2005, p.171; NiK, 2013g). Vyakhirev and people elés him were also bought out from

Gazprom-affiliated structures (Reznik, 2002a; 2009)

The second aim was to stop and reverse the ero$§iGazprom’s control of Russian gas
production and export. Independents, includingaltédrad acquired minority stakes and
lesser fields (Butrin, 2001b; NiK, 2013a). Afteetmanagement change, Itera’s position in
Russian gas production was reduced. It was alsmedoout of the post-Soviet gas trade
(Tables 7.2 and 7.3). Itera’s gas was partly salficen Gazprom through barter payments

of regional tax (NiK, 2013a). Itera had receive@dits from Gazprom on preferential
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terms (Popov, ., 2007). Gazprom’s management uMgiakhirev was widely assumed to
have benefited personally by letting Itera andliated structures take a share of gas sales
(Butrin, 2001b). Later investigations by the Au@ihamber and PriceWaterhouseCoopers,
Gazprom’s auditors, into transactions and terme/éen Itera and Gazprom, and relations
between Gazprom board members and Itera, foundviteree of wrongdoing (Jack,

2001, cited in Stern, 2005, p.23 fn. 49).

The initial tasks were accomplished by 2003 (Podqv2007; Makarkin, 2013). State
capacity in the gas industry was restored. Bamerr@on-payment practices were reduced
to below 5 percent by 2004 (Gazprom, 2003, p.39430 p.73; 2005, p.44). There was
now good reason to question whether Gazprom caoegg kip gas production sufficient to
meet both export commitments and Russian domestiadd. The company’s three main
gas fields had peaked, and other major fields wtrse to peaking (Stern, 2005, ch.1;
2009). But exports now became even more signifita@azprom and the state budget, as

the oil price boom also affected gas prices in pard he inflow of rent increased.

The increasing deficit of domestic gas led the govent to urge Gazprom to increase
efficiency, but in contrast to the electricity irsdty, radical structural reform and
ownership unbundling were considered, but not ua#len (Yafimava, 2015, p.3).

Gazprom became a political tool also of Putin’s nmwch stronger state. Gazprom'’s
minority stake in the TV channel NTV was instrunanin 2000 in the government’'s

attack on the ‘oligarch’ Vladimir Gusinskii. Gazpnothen acquired Gusinskii's large
media holding (Victor and Sayfer, 2012, p.684-68%)V’'s broadcasts grew less critical

towards the government.
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7.7 Aforeign energy strategy

The 2003 Energy Strategy envisaged substantiatasess in gas export, with demand
rising in Russia’s traditional markets and in theidAPacific region Energeticheskaya
strategiya 2003, p.32). The post-Soviet share of Gazprorasgales was already growing

(Table 7.1).

7.7.1 Downstream

From 2001, Gazprom began lobbying the governmeatiapt a different price calculation
method and price level for CIS (and eventually alemestic) customers, with the aim of
breaking even. During Putin’s first term, the gaowaent refused to consider this (Pirani,
2009a, p.8). Cheap gas remained a bargaining ohiplateral relations (Mitrova et al.,
2009, p.411-412). By 2001, Itera covered a largeesbf CIS gas demand (Tables 7.2 and
7.3). The exceptions were Belarus, Ukraine and B\dgd where transit fees were paid in

gas (Stern, 2005, p.68-70).

But there were other signs of a new Gazprom appro@bere was more regulation in
relations with Ukraine (Pirani, 2009c, p.97). Artergovernmental agreement replaced
barter with partial cash payments in 2001, and @22fyreement opened for international
consortium management of the Ukrainian pipelinevonégt (Yafimava, 2007, p.75). If

implemented, this would bring relations with Ukmaimuch closer to Gazprom'’s ideal.

Putin’s initial approach to Belarus was differede envisaged full political unification of

Russia and Belarus, but Lukashenko rejected thadif¥ava, 2011, p.221). To Russia,
economic relations then became more important (Yafa, 2011, p.222; 224). Gazprom
was now allowed to pursue its commercial stratefgyettling debts, avoiding barter, and

establishing a commercially viable relationship.2002, Gazprom made continued gas
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supply to Belarus at Russian domestic prices cgatihon its acquiring a stake in the
Belarusian pipeline system, Beltransgaz (Yafima&@07, p.44; 2011, p.225). The two
governments reached agreement on a Gazprom sta&transgaz, in April 2002, but it
was not implemented (RFE/RL, 2004; Yafimava andr5t2007). Gazprom then raised

the gas price to Belarus by 50 percent (Yafima®8,/2p.52).

When the intergovernmental level failed to delibetter terms for Gazprom in Ukraine
and Belarus, Gazprom had more to gain from comtigpBupply. In 2003, Itera was forced
to give up CIS gas trade and exports (NiK, 2003arrts 2005, p.24-25; Balmaceda, 2008,
p.60). Gazprom quickly reduced Itera’s access te Russian grid, and assumed
responsibility for post-Soviet markets, citing d&r lack of transmission capacity (Stern,
2005, p.25). Turkmen exports to Ukraine contindedugh opaque intermediaries (Pirani,

2009c, p.103), but otherwise, Gazprom returnedst-Soviet markets.

With government support for a more commercially dohgolicy towards post-Soviet
customers, it was easier to progress on debt wettiss. Ukraine’s debt for gas deliveries
in 1997-2000 was settled in August 2004 (Yafim&@)7, p.74). Impending presidential
elections in Ukraine eased the negotiation proc&€bs. deal gave Gazprom access to
Ukraine’s underground storage, and renewed theeaggst on an international consortium
for the Ukrainian pipeline network (Yafimava, 20@/75). The details were left until after

elections.

Reaching a deal on Beltransgaz with Belarus wasemdficult. Belarus again rejected
Gazprom’s price offer in 2003 (Mite, 2003; Yafimava0ll, p.225). The Russian
government then allowed Gazprom to increase pfisger, insisting on actual payment

(Mite, 2003; Yafimava, 2007, p.44). From that pptiieap gas deliveries to Belarus from
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Gazprom and Russia’s side were contingent on,lirstictual implementation of the
Customs Union Agreement, and secondly, a finaldeal over Beltransgaz (Yafimava,

2007, p.90).

7.7.2 Upstream

Gazprom’s approach to Central Asia also progregs@®01—-2. Under Putin, Russia was
more willing to engage with Central Asia. Gazprolspaneeded to import more gas. The
aim remained to monopolise exports, but Gazprom ldva@onsider expanding import
capacity, too. Central Asian gas was cheaper thassiBn gas. When supplied to the
Russian market, it freed up Russian gas for EurApdong as Gazprom controlled transit,
it could capture the price differential (Milov, 201p.92). Gazprom pushed Itera out of
Central Asian gas trade (Flink, 2002). In the es@ne of the Central Asian gas supplied

Russia, but the bulk was sold to Europe (Stern92@ble 2.1).

In addition to intergovernmental agreements on gasperation (RFE/RL, 2001a;

Gazprom, 2004b; 2012c), Gazprom’s re-engagemertt @ientral Asia involved the

Central Asian upstream. Gazprom and KazMunaiGaethay established KazRosGaz,
which managed much of Gazprom’s business in Kazakh@azRosGaz, 2012). When
Russia in 2001 began taxing Karachaganak gas @r touOrenburg (Tutushkin, 2001,
Brauer, 2002), KazRosGaz stepped in as middlemaiedoce the Russian tax burden.
KazRosGaz could also provide an outlet for Karaahad's increasing production (Flink,
2002). The establishment of KazRosGaz delayed Kestalk's plans for a new gas

processing plant in Kazakhstan (Tutushkin, 2001riBu2005).

Turkmenistan and Gazprom reached a first long-tga® trade agreement, valid for 25

years, in April 2003 (NiK, 2003d; 2008f). The pagkadeal between Russia and
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Turkmenistan cancelled dual citizenship arrangementth grave consequences for
around 100,000 Russians in Turkmenistan (Dubno®@32®anfilova, 2004). In return,
Gazprom became the sole buyer of Turkmen gas thrthegyCentral Asia—Centre pipeline
from 2007 (Butrin, 2003c). This would also deprivkraine of its separate contractual gas
relations with Turkmenistan. Volumes would increagth demand in Russia and Europe
(NiK, 2005a; 2008f). Gazprom accepted 50/50 dzster payment (NiK, 2008f), but at

advantageous terms that gave it a price discourtti(B 2003c; NiK, 2005a)°

Commercial terms were also introduced for Georfgra in 2002 planned a debt-for-
equity swap with the gas distribution company Téulig Georgia’s largest (Bakhtadze,
2002). When Gazprom replaced lItera, it conclude@5ayear strategic cooperation
agreement with Georgia, just ahead of electionsvillGe, 2003b). The agreement
stipulated that the gas grid would be renovatedsreefsazprom took over control. As
argued by US representatives (Gularidze, 2003c3@0@nd the Georgian opposition

(Civil.ge, 2003a), it could threaten Georgia’s gpation in the BTE pipeline.

7.8 The new stability

The Yukos affair also affected Gazprom’s relationish the state. There was now a
stronger emphasis on the primacy of the state &até swnership. Gazprom would be
given priority in hydrocarbon development. After02) it acquired several stakes in the
domestic oil and gas industry from less privilegahers (Bradshaw, 2009, p.6-7). Room
for competition in the oil and gas industries wasited; any wide-ranging structural

reforms of the gas industry were shelved. Anotlilacewas that Rosneft, in 2003 still a

* Turkmenistan exported around 40 bcm annually toalie by 2007.
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state-owned oil company of limited significancecdmme a much stronger challenger to

Gazprom.

In Putin’s second term, energy policy was a meansntrease state capacity. The
government, and especially the president, aimedhaie the state a driving force in
societal development, political life, and increatyn the economy. In the oil and gas
sectors, the need for a stronger state was unddrsather more narrowly to imply a
stronger state in relation to private Russian cangzaand IOCs. A stronger state required

strong NOCs, and Gazprom had a key role.

Gazprom would become even more important if it @&egu Rosneft under a plan
developed in autumn 2004. To proponents of NOCsntagrated oil and gas entity based
on Rosneft and Gazprom was a rational step. It dvoedluce competition between the two
state-owned companies. A giant NOC would drive gdetrm development. The playing
field would tilt even further in favour of the statand the benefits were seen to outweigh
the drawbacks. A merger would have an added bonusnabling a relatively easy
abolishment of Gazprom'’s ring fence (Gustafson,22@1339-340). The Gazprom-Rosneft
merger process stalled, most likely due to restgtdrom Sergei Bogdanchikov in Rosnetft,
and possibly also Igor Sechin (Gustafson, 20124@).3Then, in November 2004, a plan
for integration of Yuganskneftegaz into Gazprom egyp to have originated in the
Kremlin (Gustafson, 2012, p.343). Gazprom manalpss close to the Kremlin were less

enthusiastic about preparing to take over an anigany (Gustafson, 2012, p.343).

When Gazprom later abstained from the Yugansknaftegiction, Yuganskneftegaz was
acquired by the unknown Baikal Finance Group, whigined out to be a proxy for

Rosneft (Gustafson, 2012, p.341-349; NiK, 2013athWuganskneftegaz added, Rosneft,
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the rather small company, became a much largetyetdp large for Gazprom to acquire.
The plan for a Gazprom-Rosneft merger was calléd®@fistafson, 2012, p.350). There

were now two NOCs of comparable significance tostage.

Gazprom was not allowed to stay out of oil. Aftkee tYukos affair, Roman Abramovich,
the main owner of the large oil company Sibneftsvemager to leave the oil business.
Sibneft and Yukos were in the latter stages of agereas the Yukos affair unfolded.
Abramovich had carefully reversed the process,Sbheft at one point faced the same
type of tax claims as Yukos (NiK, 2013f). When Afm@vich decided to sell Sibneft and
leave Russia, his loyalty to the state fetched &igood price (NiK, 2013f). There may
have been considerable offtakes for insiders, @mpbAbramovich to pay his dues
(Embassy Moscow, 2007b; NiK, 2013f). Gazprom acgliBibneft, most likely because
Rosneft could not shoulder the financial respofigfishortly after Yuganskneftegaz (NiK,
2013f). To Gazprom, the Sibneft acquisition offefedr synergies, but it entered the oil
business. Importantly for the state, its share ibpaduction increased further. Sibneft
became Gazprom Neft in 2006. After the dissolubbRAO UES, Gazprom also entered

electricity production and became Russia’s largapplier (Gazprom, 2013c, p.71).

Gazprom'’s restructuring programme increased th@itapce of formal institutions. It was
now well on a track to becoming a recognisably camumally oriented organisation,
although its staff rosters remained inflated. Whilee state protected Gazprom’s
dominance and would not subject it to structurtdma on the scale of RAO UES's, it was
compelled to develop and restructure internallfenmal restructuring from 2005 enabled it
to meet demands for efficiency from the state, enehtually to benefit from deregulated

gas markets.
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Domestic gas prices rose, through gradual, buthiptete deregulation. In 2004, Gazprom
began to break even on some of its domestic ga&s f&azprom, 2004c; Stern, 2005,
p.173; Mitrova, 2009, p.23). The state was alsoamesponsive to Gazprom’s demands. In
late 2006, the government approved a new polidpgwailg Gazprom to reach equal
profitability from domestic, CIS and European gakes by 2011 (Stern, 2005, p.173-182;
Mitrova, 2009, p.36; Pirani, 2009a, p.7-8). Gazproauld, and did, participate in the
partially deregulated wholesale market (NiK, 2013&)e regulated tariff reached break-
even level in 2009 (Gazprom, 2013a). Its obligatiorallow third-party access to UGS
was now increasingly enforced by the Federal Antiopmly Service (Yafimava, 2015,

p.13-17).

Gazprom remained important in the economy and ecstate budget. In 2003, 20 percent
of all federal taxes came from Gazprom, which repnéed around 5 percent of GDP
(Stern, 2005, p.56). Gazprom’s share of GDP ineeas around 10 percent in the period
2004-8 (Gazprom, 2008, p.5). A new taxation sysfienthe gas industry, introduced in
2004, reduced Gazprom’s share of tax paymentsRasdeft became the largest tax payer
(Stern, 2005, p.57). This was an implicit acknowleaient of the continued burden of
informal taxation on Gazprom (Table 7.5). As withafisneft, the level of Gazprom’s
dividend payments to the state was a source ototioh before 2010 (Sapozhkov, 2012).
When the government introduced a new dividendscpdbr state-owned companies in

2010, Gazprom had to pay out more to the state.

7.9 Expansion?
The 2009 Energy Strategy identified transit risklaes main obstacle to Russian access to

the European marketEQergeticheskaya strategiy®?009, p.49). Consolidation of an
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integrated Eurasian gas pipeline system with Rusasiathe hub would minimise it
(Energeticheskaya strategiyd009, p.54). Growing shale gas production antaleNG
markets were in forecasts seen as having limitedeguences for the Russian gas industry
(Energeticheskaya strategiya009, p.95). The new Strategy emphasised wedbéshed

aims, including Gazprom’s equal profitability aist@blished in 2006.

The US shale gas boom and the economic crisis m@eureduced demand for Russian
gas. Gazprom’s future supply was now a less urgesttlem than preserving its market
shares. The dimensions of this change were onlylglgrasped in Gazprom and the
government, as visible in the Energy Strategy. Ganfs first reaction to the changing
circumstances was not to offer European customecsgrenegotiation, but abruptly to

change its approach to gas producers in Central (gi.269-71).

In late 2005, Gazprom announced a general gas pricease in the post-Soviet region
from January 2006, aimed to give equal profitapiitith Europe by 2011. New pricing
formulae (‘European netback prices’) linked pridesthe post-Soviet region to those of
European markets. Gazprom’s equal profitabilityiggoWas in line with the higher priority
now accorded economic interests in foreign polRyani, 2009a, p.8). One of the lessons
from the ‘colour revolutions’ in Georgia, Ukrainedh Kyrgyzstan in 2003-5 was that
Russia’s attempts at wielding influence had a Behitmpact. Gazprom would benefit if
economic interests were prioritised higher in leifat relations. Possibly, the political
carrots and sticks would also become more effici@ntl at least in one sense this held
true. For Gazprom, transit avoidance projects athbas price increases in the post-Soviet
region, and made it much easier to acquire cowofrtdansit state pipelines (Pirani, 2009a,

p.8-9). In annual price negotiations, post-Sovietegnments were now willing to allow
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Gazprom to acquire stakes in gas pipelines, as dsnig delayed a price rise by a year or
two. Gazprom'’s position also strengthened as posiefdemand increased and peaked in
2006 (Table 7.2). In 2011, 22.8 percent of Gazpsoimial gas sales income came from the

post-Soviet region (author’s calculations base@Gaaprom, 2012b, p.72; 74; 78).

Until 2006, Gazprom’s control of the single expoltannel was a de facto monopoly. It
served Gazprom well, especially in the Europearkatawhere a de jure monopoly would
make Gazprom-owned marketing companies vulnerabdetion under the Energy Charter
Treaty. But in 2006, Russia introduced a de jur@opoly in a new gas export law (NiK,
2006f). According to the law, only Gazprom, now thener of the gas grid, and its 100
percent-held subsidiaries, could export pipelind dquefied gas from Russia (Federal
Law No 117, 2006’ In the post-Soviet region, this removed the elemefnprice

competition, however fictitious it had been (Yafwvaa2011, p.232).

7.9.1 To Europe: Reduced transit, increased prices, more control

Ukraine

Gazprom’s reliance on transit through Ukraine desee to 70—80 percent of the total with
Yamal (2001) and Blue Stream (2002) in operatioafifyfava, 2007, p.70; Mitrova et al.,
2009, p.419). Gazprom assumed a prominent role kiraibe’s gas supply. Following

Itera’s exit, the intermediary company EuralTransGapplied Turkmen gas to Ukraine
(Pirani, 2009c, p.97). In 2004 a new intermediappeared, RosUkrEnergo. Gazprom
owned 50 percent and had a share in profits (Baaec2008, p.112; Pirani, 2009c,
p.100). Yuliya Tymoshenko, Ukraine’s Prime Ministeom February 2005, tried to

eliminate intermediary companies from gas impdsise failed, but the two sides agreed

" The exception was LNG exported to Asian markets.
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on Gazprom Export as the sole supplier of Turkmentg Ukraine (Pirani, 2009c, p.100).
Gazprom'’s leverage over Ukraine increased, withhrhgtter prospects of turning a profit
from gas trade. Allowing this was a deliberate dieci on Putin’s side. After the Orange
Revolution (2004), he made a point of ensuring fasident Viktor Yushchenko had

difficult relations with Russia (Pirani, 2009c, )9

In negotiations for 2006, Gazprom aimed to incregas prices for Ukraine from 50
US$/mcm to at least 160 (Pirani, 2009a, p.100)uBlip announcement by Putin of a 230
USS$ price offer escalated a nascent crisis (Pahkyusdnd Zygar', 2007, p.160; Pirani,
2009c¢). In the absence of a deal by 1 January, @azpeduced supplies to Ukraine and
Europe for two days, until agreement was reachediifyava, 2011, p.166). The settlement
appeared advantageous for Gazprom, with a pri€& aIS$/mcm. RosUkrEnergo became
party to the agreement, and had market access faingkthrough a JV with Naftohaz
(Pirani, 2009c, p.101; Yafimava, 2011, p.167). Timslirect arrangement was not
transparent. Ukraine again accumulated gas delitde Wsazprom lost control of cash
flows from gas sales (Yafimava, 2011, p.168). Iswaclear where the bulk of gas debts

accumulated, and it was difficult to establish tis&ze (Yafimava, 2011, p.171).

When in early 2008 Tymoshenko returned as primeisteéin she again attempted to
introduce direct sales from Gazprom Export to Nadio (Pirani, 2009c, p.104). Gazprom’s
management were now in favour of direct sales Yadifhava, 2011, p.172). A brief crisis
in March was solved by replacing RosUkrEnergo veithintermediary owned jointly by
Gazprom and Naftohaz. A share of the Ukrainian $tigal market was also reserved for a
Gazprom subsidiary. Ukraine now committed to disewuga higher price level (European

netback prices) in later negotiations (Pirani, 2002104). Bilateral gas relations moved
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closer to Gazprom’s preferences. Further negotiatiollowed in October, and appeared
to settle outstanding issues (Yafimava, 2011, p-1In8a crucial omission, RosUKkrEnergo
was not party to and did not approve of the neveagent. Gazprom controlled only half
of RosUkrEnergo. The rest was owned by the Ukraibiasinessman Dmytro Firtash, who
did not approve of an agreement that removed herrrediary role (Yafimava, 2011,

p.180).

Negotiations broke down in late 2008 with a newsisriemerging in January 2009
(Yafimava, 2011, p.181). This crisis was unprecéetim the scale and duration of supply
reductions to Europe. When Gazprom reduced the tfhwaugh Ukraine, Naftohaz in turn
reversed Ukraine’s pipeline network, supplying Ulkea from underground storage.
Gazprom’s deliveries were stopped at the bordeffif¥eva, 2011, p.186-187). While
Russia and Ukraine negotiated over a new agreefaaripean customers questioned both
Russia’'s and Gazprom'’s reliability as a supplierd aJkraine’s role as a transit state

(Tomberg, 2009; Yafimava, 2011, p.187-189).

Russia and Ukraine reached a settlement in lateadgnit was valid for ten years, had a
high base price, starting at 360 US$/mcm, and dedua take-or-pay clause that obliged
Ukraine to take at least 80 percent of 52 bcm alhyn(@dafimava, 2011, p.191-192). The
new transit agreement did not include a ship-or-glayse that obliged Gazprom to ship
the provisional annual volume, 110 bcm. Later irfD20presidential candidate Viktor
Yanukovich used the settlement to discredit Tymokbein the presidential election
campaign. After his accession to the presidendamuary 2010, Yanukovich initiated new
negotiations with Gazprom. Little is known abouégh negotiations. An April package

deal reduced the gas price. In return, Ukrainereldd the lease for Russia’s Black Sea
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Fleet, based in Sevastopol on Crimea, from 201 &mnwhwas due to expire, to 2042 with

an option for further extensions (Yafimava, 201196-197).

After the 2009 crisis, Ukraine consumed more coal auclear energy (Pirani, 2009c,
p.93). When Ukraine opened its continental shelipktroleum exploration in 2010, it was
unwelcome competition for Gazprom. The most promgidields could potentially reduce
Ukraine’s dependence on Russian gas imports byet@ept. In 2012, Russia denied a
drilling platform passage along the Russian coasCtimea (Prostakov, 2012, p.30).
Subsequently, Gazprom proposed to intensify dewedop of an offshore structure under
joint development by Gazprom and Naftohaz at theeeze of other fields (Prostakov,

2012, p.31).

Belarus

Russian—Belarusian gas relations came to a heaadriy 2004. Belarus rejected a price of
50 US$/mcm, and Gazprom cut supplies and let secgnttaders supply Belarus

(Yafimava, 2009, p.154-156). After this arrangemexpired, Belarus lifted gas off the

supply to Europe (Yafimava, 2009, p.155). Belarusd aGazprom agreed on a
46.68US$/mcm price in mid-2004 (Yafimava, 2007, 7p.9Gazprom now delayed

completion of Yamal to full capacity from 2005 t60 (Yafimava, 2009, p.141; 2011,

p.220).

The crisis made plans for the pipeline across thkid3Sea, Nord Stream, all the more
attractive to Gazprom. Originally intended by Gamprto bypass Ukraine, and underway
before the crisis (Yafimava, 2007, p.83), Nord &tnealso bypassed Belarus. In September
2005, Putin and German Chancellor Gerhard Schr@issunced that Gazprom, E.ON and

Wintershall would construct the Nord Stream pipelfRFE/RL, 2005a; Zimin, 2012,
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p.222-224). When Schrdder then lost in the elestibie became Gazprom’s representative
on the Nord Stream Board of Directors, and ChairfRiRE/RL, 2005b). Miller was not
informed until just before the announcement (Pankusand Zygar', 2007, p.194). The
decision appears to have been made by Putin. Theodoum was led by Putin’s
acquaintance, the German banker Matthias WarnigaZ&@mn and Crawford, 2005;
Crawford, 2005; Crawford and White, 2005). Norde8in’s first branch opened in June

2011, the second in April 2012.

Nord Stream weakened Belarus’s position towardsp€az, particularly in regard to
Beltransgaz negotiations. After international vélwain 2006, Gazprom offered to pay 2.5
billion US$ for 50 percent of Beltransgaz (Yafimaaad Stern, 2007; Yafimava, 2011,
p.230). The transfer would take place in four ssafyem 2007 to 2010 (Yafimava, 2011,
p.231). These were the best terms Belarus couleé m@achieve, and it was essential to
finalise the deal before Nord Stream opened. Bslanw accepted a sliding scale towards
paying the full European gas price by 2011 (Yafimawnd Stern, 2007; Yafimava, 2011,

p.231).

But in 2009, Belarus and Russia disagreed overethesns (Yafimava, 2011, p.236).
Belarus experienced a severe economic crisis andpaew gas debts. This escalated to a
full-blown crisis in summer 2009, affecting biladértrade in foodstuffs and oil transit
(Yafimava, 2011, p.237). There was a new crisidune 2010 (Yafimava, 2010). But when
Gazprom then reduced gas supplies to Belarus, igetarned the tables on Gazprom by
demanding payment of its transit fee debts accuiedittom late 2009 (Yafimava, 2010).
Agreement was reached quickly (Yafimava, 2011, $-246). When Gazprom acquired

the remainder of Beltransgaz for 2.5 billion US$November 2011, it was part of a
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package deal, advantageous for Belarus (Mosheg)20he deal also included a gas price
reduction from 280 to 156 US$/mcm from January 2@bt restructuring for Belarus,

and a ten billion US$ loan for a new nuclear postation in Belarus (p.143) (loffe, 2011).

Moldova

By 2003, Gazprom'’s relations with Moldova had detated. Recovering gas debts from
Transnistria was a particular problem. Gazpronethih an effort to acquire the Moldova
GRES power plant in return for Transnistria’s defps89), and then changed strategy. In
October 2003, Moldovagaz cut supplies to a majavgrostation in Chisinau (RFE/RL,

2003b). This coincided with conflict resolution w#gtions in Transnistria (RFE/RL,

2003h; 2003b; 2003g). Moldova’s president, Vladioronin, first accepted, and then
refused to sign, a Russian plan (‘the Kozak plao’)reintegrate Transnistria while

retaining a Russian military presence (RFE/RL, 20@®03c; 2003e; 2003a; 2003d;

Tomiuc, 2003; Tomiuc and Krushelnycky, 2003). Bilal relations reached a nadir.

Russia linked gas supply to the secessionist @bnfli

In 2004, Gazprom reduced supplies to Transnistrietover debts, but the authorities in
Tiraspol siphoned gas off the transit stream (REE//04; Bruce and Yafimava, 2009,
p.174-175). In 2005, Gazprom took over managemeiiiraspol’s stake in Moldovagaz
(13.44%) through a debt repayment arrangement ifdéafa, 2011, p.264; 266; 279). But
more debts accumulated. Gazprom filed legal swgtsnst Moldovagaz at the arbitration
court in Moscow in an effort to make the Moldovanvgrnment responsible for
Transnistria’s debts. But debt collection was ingilole as long as the government did not
control Transnistria’s territory (Bruce and Yafineav2009, p.175-176). Transnistrian

authorities used gas revenues to meet other obliga{Fedorova and Kulikov, 2007).
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Gazprom’s management was unable, or unwillingeform its relations with Transnistria,
while Russia used the debts to pressure the Mold@mvernment in the secessionist

conflict (Heil, 2008; Bruce and Yafimava, 2009, 76).

Gazprom wanted the price increased from 80 to 188/lbhcm ahead of 2006 (RFE/RL,
2006d). Negotiations failed, and Moldova enteresgere energy crisis (RFE/RL, 2006d).
New negotiations resulted in a temporary agreemehl0 US$/mcm. Gazprom offered to
refrain from further increases in return for a geeshare of Moldovagaz (RFE/RL, 2006c;
2006b; Sergeev and Grib, 2006). According to Ganp® similar arrangement could also
cover Moldova’s historical gas debt of 780 milliwS$. 560 million US$ were non-
payments on Transnistria’s part, the Moldovan goremt held, and Gazprom should
instead acquire Tiraspol’'s stake (Sergeev and @fB6). No agreement was reached, and

the gas price rose to 160 US$.

In December 2006, Moldova and Gazprom agreed ordegtgeries for 2007-2011. The
2007 price was 170 US$/mcm (NiK, 2011d; Yafimav@l P, p.280). From 2008, the price

would gradually increase towards the European Igvigd, 2011i).

By September 2012, Transnistria’s debts were ar@ubsed.1 billion US$ (Gamova, 2012;
NiK, 2012b; Socor, 2012a). Following a new poli€yazprom was represented by the
Russian government in this round of negotiationgcfe No 1285, 2012). Chisinau
offered Russia a comprehensive energy partnerstimpmvEU’s Third Energy Package, to
which Moldova had signed up in October 2011 andld/amplement in 2015 (Gamova,
2012; NiK, 2012b; Socor, 2012a). Russia’s positi@as that Moldova should refrain from
implementing the Third Energy Package in return domprice discount, and assume

responsibility for Moldovagaz’s total debts (Infgfa2012; NiK, 2012b; 2012c). Russia
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aired the possibility of Moldova obtaining a pridéscount in return for joining the
Customs Union with Russia, Belarus and Kazakhstdordyushenko et al., 2012).
Moldova then requested, and obtained, a four-yelydrom the EU in implementation of
the Third Energy Package to 2020 (Moldova.ORG, BONIK, 2012c). Russia granted a
one-year contract prolongation with an elementrafepdiscount (Moldova.ORG, 2012a;

Parfenova, 2012; Socor, 2012a).

7.9.2 The Caspian strategy backfires

Gazprom'’s efforts to limit the viability of non-Rsian export routes for Caspian gas and
promote Russian-controlled projects intensifie@@9©6—7. Azerbaijan’s Shah Deniz field
was now close to production start (Serzhantov, 2008, 2008e). The opening of the
BTE pipeline could make it easier for gas from Todnistan to reach markets. By
minimising competition from Azerbaijani gas, Gazprevould also close possible export
routes for Turkmenistan. In early 2006, Azerbaijeimvigorated plans for a Trans-Caspian

gas pipeline to feed BTE (NiK, 2006i; 2006m).

Azerbaijan already delivered gas to Georgia, dfieze explosions in January had cut its
supplies (Civil.ge, 2006; Socor, 2006). When BTErmgd in the autumn, Georgia’s transit
agreement included a transit fee levied in gadh witight to take additional volumes at a
discounted rate of 63 US$/mcm (NiK, 2006i). Georggased buying Russian gas (NiK,
2006i), with the exception of South Ossetia, which2006—2008 was included in the

Russian gas infrastructure development programtreelass to Gazprom (NiK, 2007i).

Gazprom'’s increasing gas prices further accelerategtbaijan’s gas development (NiK,
2006i). After the opening of BTE, Azerbaijan pragslithe AIOC consortium, in charge of

the ACG field, to increase associated gas produdiothe expense of current and future
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oil production (NiK, 2006i). The date for full pradtion at Shah Deniz was also carried
forward (NiK, 2003m; 2006i). With Iranian gas swiph the domestic market, and fuel
oil replacing gas in electricity production (Muradoand Abbasov, 2006), Azerbaijan

became a net gas exporter in 2007 (Ismayilov, 20K, 2008e).

Gazprom’s European customers now made progressponject that would take gas from
BTE at Erzurum to Europe. Nabucco would threatempBam’s market share in Europe.
In response, Gazprom and ENI concluded in 2007 Sbeth Stream pipeline project
agreement, which would bring gas across the Blaek 8 southeast Europe. Nabucco
would thus become superfluous. South Stream wamgiged supplies by Gazprom, while
the Nabucco project did not include reserved gamlss. South Stream was further
strengthened as Gazprom embarked on constructitimealomestic Bovanenkovo-Ukhta
pipeline in November 2008 (NiK, 2009c). This waieader pipeline also for Nord Stream.
When the Nabucco project progressed in spring 2R8sia renewed and intensified
contacts with Turkey over transit (NiK, 2009c). @eam also increased import from
Azerbaijan (NiK, 2009c). This was expensive, as Bugssian domestic market now
flooded over with gas (Afanasiev, 2009b), butntited the volume of gas available to the

Nabucco project (Gabuev et al., 2010b; NiK, 2010a).

The policy of obstructing non-Russian export rodtesCaspian gas was now coordinated
at the top of the Russian state. In August 200@siBent Dmitrii Medvedev held a

conference with the foreign and defence ministacs the heads of Gazprom and Lukoil,
to discuss the obstruction of pipelines that bypds&ussia in the Caspian region

(Afanasiev, 2009a; Gabuev and Granik, 2009).
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Up to 2009, Gazprom had tried to capture as mudDenitral Asia’s increasing production
as possible for Russian-controlled routes. But Rnsgipeline capacity from Central Asia
expanded slowly, at a level just sufficient to obst the Central Asian states’ pursuit of
alternative routes to European markets (Yakuba,7R00h this way, Central Asia’s

dependence on Russian routes continued, while &eAsian governments found it
difficult to develop their export, and gas fieldgtimally. To Gazprom, retaining as much
of Kazakhstan’s gas production as possible wasialfubecause it would ensure
Uzbekistan’s and Turkmenistan’s continued deperglemcRussia (NiK, 2006n). Russia’s
single export channel was indeed a Russian chanaeh route with reserve capacity for

Central Asian gas.

Kazakhstan

In 2006, Kazakhstan planned to expand gas produdtam 26-27 bcm annually to
around 53 bcm by 2010. 40 bcm would be exported,(IRD06nN). Its two main export
routes, the Central Asia—Centre pipeline system taedBukhara-Ural pipeline, went to
Russia (Gazprom, 2012a). A lack of maintenancerbddced capacity from the designed
75 bcm annually to 60 becm, and this limit was reacim 2006 (NiK, 2006n). Russia’s gas
imports from Central Asia increased from 2002—-2Q08] further increases were planned
from 2006. The Central Asia—Centre pipeline wasthepaired (Gazprom, 2006; NiK,

2006n).

But capacity could be expanded to 100 bcm annuajlyadding a new leg along the
Caspian shore: the Caspian Shore Project (NiK, 200&rkmenistan had proposed this in
2003 (Butrin, 2003a). Gazprom then prioritised w@ggng the Central-Asia—Centre

pipeline system (Butrin, 2003a; Lukin, 2010c). Thrgears later, Gazprom’s transit
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monopoly was threatened by Nabucco, and by Turksteemis renewed interest in other
routes. President Putin promoted the Caspian Spiaject in May 2007, on a visit to
Central Asia. This coincided with an energy summiKrakow about pipeline projects that
bypassed Russia. Putin’s visit resulted in a jdetlaration of intent by the presidents of
Turkmenistan, Kazakhstan and Russia (NiK, 2006nQ820 followed by an inter-
governmental agreement in December. Gazprom, KaaMBaz and Turkmengaz finalised
the project in 2008. It stalled, however, becauskimenistan preferred to keep its options
open, and failed to reserve gas for the pipelinad®v, 2007b; Daly, 2008). Without this

essential guarantee, Russia and Kazakhstan shblguloject (NiK, 2010a).

To the Central Asian states, access to China'sngaget was now a realistic alternative
(Ericson, 2012, p.642). In March 2006, KazMunaiGaml CNPC agreed higher annual
exports from Kazakhstan to China from 2012 throagtew pipeline (Atyrau-Alashankou)

(NiK, 2006n). The pipeline would also receive gasf Uzbekistan and Turkmenistan.

Gazprom retained control of Karachaganak. Once ntor@re-empt plans for a gas
processing plant in Kazakhstan, Gazprom suggeste2D04 that Kazakhstan acquire a
stake in the Orenburg Plant (NiK, 2006n). KazRosGame to supply Orenburg directly,
and Kazakhstan would later have a stake in thet gBntrin, 2005; Belyakov, 2006a;

Sokolov, L., 2007). To Gazprom, joint ownership \Wbsecure gas for Orenburg, which
faced an impending shortage of gas (Verkhoturo®620But when gas supply in Russia
rose, the plan was shelved (NiK, 2006n; Gavshit®72 Zhelenin, 2007a; Belyakov,

2008).

Kazakhstan, meanwhile, had tried to reach postéd@as markets independently. Kazakh

gas was already supplying Kyrgyzstan (Prokhorov)620 and KazRosGaz supplied
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Azerbaijan and Georgia as a Gazprom agent (Vigniaas#ét Grivach, 2005). Georgia then
tried to purchase cheaper Kazakh gas, not justi&ugms supplied by KazRosGaz. This
transit was subject to Gazprom’s approval (Griv&9Q5; Vignanskii and Grivach, 2005;
RFE/RL, 2006e). Gazprom did not approve (Civil.gep5). In 2006, KazTransGaz, a
subsidiary of KazMunaiGaz, acquired Thilgazi (Proldv, 2006). As KazTransGaz
supplied gas from KazRosGaz, it was believed thatakhstan could now sell gas to
Georgia (IAA Trend, 2006). Also in May 2007, KazR@z obtained a marketing contract
for Karachaganak gas (KazRosGaz, 2012). But KazBRpsGmarketing contracts for
Georgia were later transferred to Gazprom Exporivé@h, 2010). Timur Kulibaev, then
head of the KazEnergy Association, previously a tmemof KazMunaiGaz’s management,
and President Nazarbaev’s son-in-law, expressefeptember 2008 Kazakhstan's great
hopes for a joint pursuit of market outlets withsRia. In a Bloomberg interview Kulibaev
announced that Kazakhstan would be interested weldging the partnership with
Gazprom towards joint acquisitions in the Europegas market (Belyakov, 2008;
NEWSru.com, 2008). Gazprom dismissed Kulibaev'socameement as ‘Kazakhstan’s

wish’ (Belyakov, 2008).

While overall gas imports from Central Asia deceshsn 2009, 2010 and 2011,
Kazakhstan managed to retain most of its share ,(R041k). According to one source,
Kazakhstan was desperate in 2009 for Gazprom ttek agreed volumes (NiK, 2011Kk).
Gazprom’'s stake in KazRosGaz made imports from KkKastan more profitable to

Gazprom than other imports from Central Asia (Lui&012, p.18).
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Uzbekistan

Gazprom developed gas production in Uzbekistan 2002 (Table 7.4). It established a
business partnership with the Switzerland-basedpeomy Zeromax at an early stage.
Zeromax became a gas trade intermediary for 8Gepenf Uzbekistan’s exports to Russia
(NiK, 2011a). The company was widely assumed tedrgrolled by Gulnara Karimova,

President Islam Karimov’'s daughter (Embassy Tashi2z8®8a; 2010; NiK, 2011a).

Gazprom expanded gas purchases from Uzbekistan7roem in 2004 to 14 bcm in 2008
(NiK, 2009f). In 2007, Uzbekistan’s government akker a new price formula based on
European prices. The alternative was to sell gaEumpe on its own account (NIK,
2007j). In the following negotiations, Gazprom agtea price formula based on the
European price from 2009 (NiK, 2009f). Gazprom npwchased around 85 percent of
Uzbekistan’s gas exports (NiK, 2009f). When Presidéledvedev visited Uzbekistan,
President Karimov declared that Uzbekistan sold‘galy to Russia’ (NiK, 2009f). But
when Gazprom curtailed gas imports in 2009-11, Wisken found it difficult to sustain
exports. Unlike Turkmenistan, it had no take-or-pdguse, and unlike Kazakhstan, it
offered no price discount (Lukin, 2012, p.19). P02 Tashkent offered 16 bcm and sold
12 to Russia (NiK, 2010e). In 2010-11, Zeromax camaer the control of Uzbekistan’s
National Security Service (Embassy Tashkent, 2008, 2011c). Gazprom limited
operations in Uzbekistan (NiK, 2011a), while Uzlst&n increased exports to China

(Lukin, 2012, p.19).

Turkmenistan
Between 2008 and 2011, Turkmenistan revised upwtggsoven reserves from 2.6 Tcm

in 2007, to 8.1 in 2008, 13.4 in 2010 and then 24 3011 (Chazan, 2008; Watkins, 2011;
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BP, 2012). This placed Turkmenistan fourth on teedf the world’s gas reserves, behind
only Russia, Iran and Qatar (BP, 2012, p.20). Inye2005, Turkmenistan ceased gas
deliveries to both Russia and Ukraine in order bbam a better price and full cash
payment (NiK, 2005a). In 2008, Gazprom paid 140 Ad&8 (NiK, 2008f). Gazprom then
imported and re-exported 50 bcm annually, or twodthof Turkmenistan’s production
(Makarkin, 2009). But when European demand corgthcGazprom was left with too
much gas (Panfilova, 2009c). For 2009, GazpromTanémenistan had agreed on a price
around 300-374 US$/mcm (Afanasiev, 2009b; NiK, 20IRoberts, 2011, p.182). There
was no market for gas at this price and volume rfagev, 2009b; Lukin, 2010c). While
defending the transit monopoly and its rents frdra price differential, Gazprom had
overcommitted (NiK, 2006i; Lukin, 2010c, p.64; NiR013d). Gazprom renegotiated

prices with Kazakhstan and Uzbekistan. Turkmenistanld not accept a lower price.

Early in 2009, Gazprom, according to later statdsjeasked Turkmenistan either to
reduce the agreed volume by 80 percent, or thes gmyic40 percent (Grib and Gavrish,
2009). Turkmenistan refused (Afanasiev, 2009b; NAB10d). In April, the Central Asia—
Centre-4 pipeline exploded, causing considerabieage to Turkmenistan’s pipelines and
gas fields. Export to Russia fell overnight by mtran 90 percent (NiK, 2010d; Roberts,
2011; 2012). Turkmenistan’s government accused Gazxport of reducing its offtake
without notification and causing the explosion. @am officials blamed Turkmenistan
for ignoring notifications and failing to reducepur to the pipeline accordingly (Embassy
Ashgabat, 2009; Embassy Moscow, 2009; Makarkin,92@anfilova, 2009c; Pannier,
2009b; Roberts, 2011; 2012). Bilateral relatioreched a very low point (Grivach, 2009b)

and remained tense even as trade resumed in Ja2QHDy at a lower price and volume
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(Lukin, 2010c; NiK, 2010d). Turkmenistan now expaddxports to China and Iran (NiK,

2010d; Lukin, 2011, p.87).

Armenia

Armenia in 2004 constructed the pipeline from Iranthe event with Iranian credit (NiK,
2005k). Import began in 2007 (NiK, 2005k; SternP20p.85; Socor, 2007a). Armenia
now had a surplus of gas for electricity productiand planned to invest in new generation
for export to Iran. There were two alternativesmgnia could raise funds on its own and
construct the necessary domestic leg of the gadipg It would be in control, but locked
to the Iranian electricity market. Gazprom instpaoposed that ArmRosGazprom develop
the domestic pipeline, while Gazprom would investnew electricity production at the
Hrazdan thermal power plant (TPP) (Tatevosyan.e2806). The new unit would run on
Iranian gas, and Inter RAO and/or Gazprom would owmanage the plant (NiK, 2005k).

Inter RAO already managed the older parts of HaziRP.

Armenia chose to expand energy cooperation witm, Inghile Iran tried to secure

additional gas supply from Georgia and Ukraine #Kekov, 2006; Tatevosyan et al.,
2006). Under pressure from Gazprom, Armenia in M&@05 denied transit. Gazprom in
return promised not to increase the gas price Viar to three years (Danielyan, 2005a,;
2005b; Tatevosyan et al., 2006). The diameter efdibmestic Armenian gas pipeline was
also reduced, allegedly in response to RussiarspregDanielyan, 2005c; Ter-Grigoryan,

2006).

In late 2005, Gazprom nevertheless included Armenibe general price increase (Reznik
and Egorova, 2006a). In negotiations, Armenia madan postpone the increase from

January to April 2006, with a price freeze untilO20 In return, Gazprom’s share of
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ArmRosGazprom would increase to 75 percent, ando®az would take over the new
part of Hrazdan TPP (Reznik and Egorova, 2006a; /REE2006a). Gazprom and
ArmRosGazprom also assumed the positions previduslg by the Iranians, including
control of the pipeline to Iran (Tatevosyan et 2006; Danielyan, 2007b). The deal was
rumoured, quite plausibly, to include arms trarsfieom Russia to Armenia (Tatevosyan

and Reutov, 2006).

Gazprom’s share of ArmRosGazprom gradually incre@ase2006-12, and in 2013 it
assumed full control (Gazprom, 2013b). Gazprom'sitpn also translated into political
office (Kavkaz-Uzel, 2010; Ovanisyan, 2011). Witbnmplete Russian dominance of
Armenia’s energy sector, Russia now also controlfed’s energy trade options through

the country (Reznik and Egorova, 2006b; Ter-Grigory2006).

7.10 Conclusions

While other economic sectors disintegrated in tie 1980s and early 1990s, Gazprom
consolidated autonomous control of the gas indusiny its access to external markets.
This enabled Gazprom to stabilise the Russian.dtatenformal rent streams, channelled
through subsidies towards the population coupldét miore selective rent sharing with the
elite, gave the state infrastructural power andnta@med regime stability. But this also

sustained a status quo that inhibited institutiatelelopment and growth in state capacity.
Gazprom’s position as a linchpin of the state skbwee commercial development of the

company.

Gazprom in the 1990s controlled sector policy asdestially regulated itself, as did
Transneft, RAO UES and Minatom. This status quo waweld by informal constraints, as

rents were shared in the ruling coalition in retéon protection of the monopoly. Rents
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from Gazprom sustained the ruling coalition and exvidupport in the Duma and the

regions. These rent streams were considerable.

State access to Gazprom through formal channelsweas restricted, by institutions like
trustee management, than in the other cases sthdredAs long as state capacity was low
across all sectors, the difference was not so gB#twhen the government in 1997-8
attempted to gain access to all state-owned corapattiere were more hurdles, secured in
the formal institutional framework, to overcomegin access to Gazprom. The balance of
power had tilted away from the state towards Gampto a greater degree than in other

cases.

State capacity increased under Putin’s first peggidl term, to no little extent as a result
of improved access to Gazprom. The return of statess to Gazprom was emblematic of
the period. For Gazprom, restored state contralltexs in a more commercially oriented
organisation, with consequences for the RussianpasttSoviet gas markets. Gazprom
became a tool of the new regime, conspicuously eady in the case of the media.
Gazprom had, of course, also been a tool of theameegn the 1990s, but that was
negotiated access. Putin and the governments dt@f6s insisted on state organisations
having direct access to Gazprom. Such access eddondhe regime. Gazprom was open
to regime interference in the 2000s because it riguk on the state and the ruling
coalition. With greater specialisation among statganisations, it no longer regulated
itself. In the 1990s, Rem Vyakhirev could pay Ganpis taxes almost at will. In the
2000s, Gazprom had to give third-party access tdSUHBd, informally, it could be

instructed to acquire an entire oil company.
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Gazprom was a tool of Russia’s foreign policy ie fhost-Soviet region from its early
days. There is an economic and political logichis.tGas producers and consumers are
always in long-term relationships, and gas pipsliteek the two sides together. Breaking
out is costly. Pipelines are expensive, but bypgagslines that offer excess capacity are
even more expensive. Control of gas transit withant accepted dispute resolution
mechanism makes a pipeline a political tool. In SRsGazprom held that tool. But, as
Ericson puts it, mutual dependence can be usedcémperative development or
geopolitical advantage (Ericson, 2012, p.617). Russed its control of gas supply and
gas transit for geopolitical advantage. Gazpronostml| of post-Soviet states’ access to
subsidised gas in the 1990s was used to cultivesie tliependence on Russian gas, and
gave Russia influence in domestic economic andigallidevelopment. This could be used
coercively, as seen in Moldova and Armenia. Thenenuc cost of dependence increased

when Gazprom started to demand European netbamspri

Seen from Russia, Gazprom achieved foreign poksylts in the post-Soviet region at
little cost in the 1990s. As long as there werepnafits to make there, and transit was
maintained, there was little loss of revenue. Tthatresults were often symbolic, or that
the other side delivered extremely slowly, did abiays lead to a top-level Russian
reaction. The use of gas as a geopolitical, naogperative, tool in the region ensured that

at least Russia’s short term aims could be reached.

In the 2000s, commercialisation of Gazprom’'s delase to the post-Soviet region
strengthened company finances and increased revénalso made it a more effective
foreign policy tool. Bilateral conflict would nowesult in higher profits, while bilateral

cooperation on Russia’s terms could yield bothifga@nd political returns in the form of
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leverage, often through equity. As gas still was lenportant than oil to state revenues in
the years of the oil boom, it remained a less gdsiteign policy tool (Ericson, 2012,
p.629). The mutual dependence between gas sellebayer made it difficult for post-
Soviet customers to protest or exit the relatiogmshhis reduced the likelihood of negative

political consequences for Russia when it usedagasforeign policy ‘stick’.
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8. CONCLUSION

Over the two decades studied here, the developofenteraction between the state and
energy companies was one essential part of thelagewent of the Russian state. It was
not the only side to development, but it was thetsanificant part of the state’s presence
in, and interaction more generally, with the ecogolith a natural resource-dependent
economy, the institutions that regulate the exptmn of those resources are central to
political and economic development. Around the @@nhstitutions that organise resource
extraction, there are actors that try to shape tteimeir advantage. They may see that
advantage as profit-related, for private, statedevelopmental goals, or based more
narrowly in their own professional ethics, or, whHaoed with disintegration in the state, in
the preservation of a relative status quo in thatsierm. All the companies studied here
appeared and evolved due to efforts to preseneactirsome organisations, with some
power over institutions and implementation. All shestrategies also shaped Russia’s

development.

The development of foreign policy, and the compsin@perations in the post-Soviet
region, was part of state—company institutional efig@ment at home. At first, Soviet
institutional legacies placed the companies in gharf operations that extended, directly
or indirectly, into the post-Soviet region. As tpest-Soviet economies became more
distinctly separate, the dependence of most obther states on Russia meant that their
gas, oil, nuclear and electricity sectors could nohtinue to function without close
relations, re-integration with, and/or subsidieteaded by the companies studied here.
Foreign operations proceeded differently in thdedént industries, but dependence on

Russia was maintained to some extent in all secRighificantly, for oil this concerned
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transport and transit infrastructure more than petidn. Integrated infrastructure was the

physical legacy of the Soviet state, even morénan in other states.

To continue to provide the politically and econaoatii¢ significant energy services to their
populations, post-Soviet leaders were in turn ddpehon Russian energy companies to
varying degrees. But the development of the congsarfioreign operations was also part
of Russian institutional development. This develeptrwas expressed in the drawing of
clearer borders and increasing specialisation am@ogsian state organisations and
companies, defining the limits of company respaiigialso for post-Soviet states), and
stabilising the state, elites, population, and tder post-Soviet region in the years
following the break-up. The companies were toolthefRussian state from the beginning,
but contingencies influenced the extent to whichytltould be used. State—company
interaction over institutional frameworks at homeda the companies accessible to
different degrees according to their ownershipcttme. State—company interaction also
set the parameters of companies’ policy relevaodbé state, by placing them in control
of infrastructure, channels of rents or direct rextraction, fuel production and markets.
Lukoil, of course, was privately owned and withauofrastructural assets of major
significance to the state, making it less integ@lpolicy development and therefore

accessible only through explicit arrangements.

8.1 The changing relations between the state and the energy companies

The similarities and differences across the fiveesahere evolved in parallel fashion,

emphasising the importance of the state, and #ie’stcapacity to uphold an institutional

framework and project power, for companies. Infal cases, this capacity increased from

the 1990s to the 2000s, even as this took timearninanalysis based on access and
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participation, and with the benefit of hindsight, is possible to point towards an
approximate starting point between 1998 and 200&nwthe restoration of state capacity
began for each company. This is indicated beloWables 8.1 and 8.2, because these years
are natural turning points. For one company, MimdiRosatom, there were false starts
over considerable time (2001-5) before results veetgeved. It is the successful effort

that matters here.

It is important to keep in mind that the restomatmf state capacity was not irreversible,
and did not progress to a level where it would dter regime stability. The limits that
remained to state capacity in each case were disdua the case chapters. The state did
however structure the environment for the compadiéferently before and after state

capacity increased, even as the ‘after’ in mostsaame gradually and considerably later.

8.1.1 Linkages between institutions, rent sharing and property rights protection

The companies emerged out of the state during rémekkup of the Soviet Union, and they
were headed by insiders from the final Soviet ye@ften state degradation proceeded in
the early 1990s, protection rackets proliferatdie Tompanies here had access to the best
protection on offer, the central state’s, but theg, had to rely on informal protection
from the regime to ensure management control. h8acompanies muddled through the
1990s, surviving on their rent streams. Organisaficontinuity was underpinned by rent
sharing in the context of the ruling coalition.the case of Gazprom, and to a lesser extent,
RAO UES, their rent streams stabilised Russiarespeind the state. Informal rent streams
channelled through Minatom and Transneft kept thespective industries afloat, with a
share channelled towards the ruling coalition tanmefor patronage. Lukoil also shared its

profits with the regime, in a more explicit excharaf support for Yeltsin in return for tax
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exemptions. This was also an investment in relatieapital, to ensure protection for its

managers’ property rights.

This affected power relations between the statet@adompanies. The dependence of the
ruling coalition and societal stability on the campes gave them power in the ruling
coalition, particularly over how state power waselMded against themselves. Against
Gazprom, the government found itself with its posvdimited not by the state’s
institutional framework, but by Vyakhirev’s influea inside the ruling coalition and on

Yeltsin himself.

Company managers that failed to share a part ofpaog rent streams with the right
people were vulnerable, especially when governmehenged. When Mikhailov (of
Minatom), Dyakov (RAO UES) and Chernyaev (Trangnefére replaced in 1997 and
1998, this was related to Yeltsin’'s dismissal ofe@lomyrdin as prime minister.
Afterwards, state organisations were no longerrm#dly restrained by the prime minister.
But the new managers were still chosen on the gineaf their personal loyalties, and

replaced as governments changed again.

The importance of informality in this period pointswards different sets of linkages
between informality and formality in institutiondevelopment. The imperative to uphold
privileges, especially privileged rent extractideads to a preponderance of informality
and personal relations over formality and impersoektions. This extends to property
rights protection, which is also selective and aejeat on the property owner’s relations
to the ruling coalition. The situation for each &€&®fore the restoration of state capacity is

summarised in Table 8.1.
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Table 8.1 State—company relations, in respect to rent, access to property, regime involvement and foreign
operations, before restoration of state capacity

Company (start year
for restoration)

RAO UES/Inter
RAO (1998)

Minatom (2005)

Lukoil (2000)

Transneft (1999)

Gazpom (2001)

Rent sharing in
Russia:
formal/informal

Overwhelmingly
informal —2000

Overwhelmingly
informal, also
substantial within
sector—2005

Formal and informal
—2000

Overwhelmingly
informal —1999

Overwhelmingly
informal,
supplemented by
some, increasingly
more formal 1992—
2001

Property rights: If
private, weakly or
strongly protected; if
state, state access to
property, or denied?

State controlled, but
state denied access
—1999

State controlled, but
state denied access
—2001

Unsuccessful efforts ta
gain access for state
2001-5

Increasing share of
private ownership,
weakly protected, but
strengthening
protection for
property rights
supplemented by goo
ties to regime—~2000

o

State controlled, but
state denied access
—1998

State and private
ownership, but state
denied access»2001

Company proximity to
state/regime

Close to regime at
expense of state
—1998-9

Sector autonomy with
some regime
protection, combined
with occasional open
contestation of sector
control—2003

Company autonomy
combined with
selective ties, set by
company, with regime
and state-~2000

Close to regime, partl
at expense of state
—1998

y Part of regime at
expense of state, but
available for state
through regime
—2001

Russian state support

Tacit, but little interest

Lack of state access t(

) Tacit, mostly from

Strong state support,

Strong state support,

for post-Soviet —2002 foreign operations regime—2000 direct access between direct access betweer

operations —2004 state and company | state and company
—1999

Rents from post-SovigtLittle, but possibly Informal rents from Mainly thugh Yes, price differential] Yes: (1) price
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operations channelled

some from barter trad

euranium exports

taxation, but company

as result of transit

differential as result of

to Russia —2002 —2000 operated tax monopoly for non- | transit monopoly for
minimisation—2003 | Russian oil retained | non-Russian gas
by Transneft retained by Gazprom;

(2) equity deals
opened channel for
post-Soviet rents to
Russia

Rents from post-SovigtYes, with populations| Unclear Formal through As little as possible Yes, shared with po

5t-

operations shared in | through price taxation Soviet populations
post-Soviet states subsidies and arrears through price
possibly also with elite subsidies and arrears
from barter trade possibly also with elite
—2002 through trade
arrangements»2004
Exercise of Yes, through Yes, through pressure| Only positive Yes, by (threat of) Yes: by (1) (threat of)
coercion/political unannounced and maintenance of | presence depriving post-Soviet | depriving post-Soviet
influence towards blackouts dependence by contro| states of oil transit states of gas transit;
post-Soviet states of fuel and technology (2) by (threat of) debt
recovery or reduced
gas supply
Maintains dependence Yes, for electricity Yes, for development | No Yes, maintained Yes: (1) maintained

on Russia in post-
Soviet region

supply and investmen

t of nuclear energy
industry in Ukraine
and Kazakhstan

Central Asian transit
dependence on Russi
esp. in relation to
Kazakhstan

Central Asian transit

adependence on Russi
(2) maintained
dependence on gas
transit rents in esp. in
Ukraine
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As shown in the table, actors from central staganisations struggled to gain access to
and extract rent from the state-owned companiegrellwas a lack of differentiation
between state and private interests in the compaR@ state actors, access to state-owned
property went through the regime. As the regimeereil protection for sector and
company autonomy in return for limited rent shayinganagers of state-owned companies
could make decisions about state-owned companieswiay that resembled a property
relationship. Weak property rights protection andck of access to state property for state
actors went hand in hand — both were symptoms sthge that could not uphold basic

property rights, except through the ruling coatitio

The table also illustrates how, in the 1990s, asmt@rable share of rent from state-owned
companies was channelled through informal chantelthe benefit of a select circle of
claimants, as opposed to formal channels acceswibltate actors, with wider public
distribution. The state-owned companies more cjosed to the regime offered the regime
easier access to rent streams. Minatom, with sogmf informal rent streams from
uranium trade, was less accessible as a souraghajraarian durability. In contrast, RAO
UES, Transneft and Gazprom could provide socigtdilgy and regime support. Their
considerable rent streams made them reliable seunfepatronage. Formalised and
informal subsidies channelled through RAO UES andzpgeom stabilised society
throughout most of Russia’s regions. Select reatish with regional elites through the
companies ensured support for the regime. At thg tap, rent streams from Gazprom’s
European gas sales in particular were indispensabkecuring cohesion in the ruling
coalition, thereby directly underpinning regime bdlity. Transneft had a somewhat
different relationship with the regime. It was innf@mt for rent extraction from oil sales,
and stabilised the oil industry with oil regionsutBit was also an instrument of state
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control and coercion in relations with oil companié had a narrower impact in wider

society than Gazprom or RAO UES, but was still @b the regime’s durability.

Lukoil, on its side, also engaged in societal sagime stabilisation, but to a more limited
extent. Its price freezes and voluntary contrimgiovere important, but limited, and
explicitly agreed. This gave it a visible role mpgorting regime stability, while it enjoyed
a more distanced and partly independent relatipnsith both the ruling coalition and the

State.

Through the state-owned companies, the regime lamdtate gained access to different
tools for societal and elite stabilisation. Witheth came the possibility of buying off
potential competitors for power, as demonstrateghbypin the 1996 presidential election.
These companies were part of a rent sharing systatralso reduced the general societal
and elite pressure for power sharing and instihaio development. Institutional
development in the state slowed down, at the expefkeeping the regime in power.
Pressure for company reform came from state achoi,in the 1990s this was staved off
with reference to the companies’ importance tomegand societal stability. The slowing
down of reform in a period of crisis was clearlgasequence of resource abundance, or
more precisely, abundant resources that the regooéd employ relatively easily, and
through informal means. These resources made gilesfor the regime to prioritise to
maintain the status quo in regard to itself, ang aressures for reform of the state and

state-owned companies implicitly also challengexrégime.

8.1.2 Infrastructure as a power mechanism
Soviet legacies meant that energy companies hellleis to Russia’s staying power in the

post-Soviet region. The infrastructural power o¢ tRussian state extended beyond its
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borders from the beginning, and with it, rent shgrand societal stabilisation through
energy companies included the post-Soviet regiamvie$ infrastructure and continued
energy dependence placed RAO UES, Gazprom and rigtins charge of tools with
which to influence political and societal stabilityand indirectly, also economic
development, in post-Soviet states. With continsiglosidisation of gas, and acceptance of
arrears and slow debt recovery amid high inflatiBAO UES, Gazprom and Minatom
shared their rent streams with post-Soviet poputatand governments. Payment and debt
recovery by barter made it possible to channelkr&éoim energy trade into informal, even
illicit channels, to select claimants in Russia atuload. The distinction between state-

owned companies and private interests in the corapanoded also in foreign operations.

In the early 1990s, this was possible becauseaté $tagility and weakness, but it also
served to reinforce this weakness. With respectthte post-Soviet region, state

organisations were not in a position to coordinaepport, or otherwise supervise
companies’ foreign operations, let alone developtrategy for the economic side of
foreign policy. This applied in particular to Mima, whose subsidiaries pursued their
foreign operations rather autonomously of the stéaig often beneath government radar.
There was more informal access to Gazprom’'s foresgerations, but this again

strengthened the regime, not the state. With Lukbiwas a case of stepping into the
challenge of driving Russian foreign policy in thp®st-Soviet region where state

organisations failed to deliver.

But the companies were not altogether autonomousefRussian state when pursuing
their foreign operations. Because of their impartams providers of energy, rents and

stability in the post-Soviet region, the state-od/m@empanies could be, and were, used to
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coerce post-Soviet states into positions favourédbléhe companies, and to the Russian
state. By their sheer dominance in the energy seab the post-Soviet region, which
company managements often nurtured with supponn fiine Russian state, these
companies also maintained dependence on the Rus&tnin the region. In this first
decade after the break-up of the Soviet Union, kbth coercion and the maintained
dependence were seen from Russia as a naturalssipreof economic and political

realities.

8.1.3 The state restored

Relations between the state and companies chamggéd deginning in 1998-9 when state
actors initiated changes that eventually increagate capacity. State actors made use of
the structure of interaction in a different wayrthzefore, with the aim of acquiring greater
access to the companies, with a greater sharesofrémt streams. When doing this, they
could use the formal mechanisms of state power, @&ad, to a variable extent, the
informal mechanisms available to the regime. Thenfdised structures in the institutional
framework were employed to reinforce state contreér and access to state-owned
companies, and to exercise state power in the ecpnaffecting privately owned
companies. Informal regime mechanisms, for exange#esonal loyalty between company
managers and the president, or changes to infaenalstreams, had a supporting role in
the restoration of state capacity. At the same tithese changes also strengthened the
regime’s position, its power, within the elite amaderlined how the regime was essential
in managing the state. Where the informal strustunethe institutional framework had
previously partly contradicted, and partly trumpewrmal institutions, they now

corresponded with and supported them to a greatent But this did not mean that the
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formal side of the institutional framework gradyallrned decisive, to fully enable the

state independently of the regime.

The state now, after approximately 2000, had irsgdacapacity to deliver an institutional
framework for economic development, as seen inctge of RAO UES, but the process
proceeded unevenly in the economy. It was one thinghcrease the state’s despotic
power. It was quite another for the regime to cleatitg state as institutional context for
companies and the patronage networks on whicHiédréo govern. The regime had no

real interest in making the state autonomous digsef.

With the state in a better position in respecth® tcompanies than before, state despotic
and infrastructural power reinforced one anothea positive spiral. Better state access to
state organisations meant that the policymakingmt@l that was always there could now
be employed to undertake a wider range of actioitisowt negotiation with society. This
increased despotic power could again be employgeértetrate the territory and implement
decisions. This affected the companies under shedg. They could now become tools of

the state for real and not only state-owned congsathiat served the regime.

While all the companies were affected by this, Lijkas a private company, could
continue to support the regime while maintaininggd ancreasing, its distance from the
state. Even as property rights protection weaketiedcompany management could set the
terms for state access to the company to an etttahis by definition unavailable to state-
owned companies. With a stronger state, this nemiteAs seen in Table 8.2 here, the
differences between Lukoil and the other cases wksible in Table 8.1, became much

more pronounced with increasing state capacity.
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Table 8.2 State—company relations, in respect to rent, access to property, regime involvement and foreign
operations, after restoration of state capacity

Company (start year
for restoration)

RAO UES/Inter
RAO (1998)

Minatom/Rosatom
(2005)

Lukoil (2000)

Transneft (1999)

Gazprom (2001)

Rent sharing in
Russia:
formal/informal

Formal, some
informal (price
subsidies) 2000-

More formal than

before, but somewhat
opaque. Rosatom also
rent claimant, 2007—

Formal and
increasing, with some
(increasing) informal
(CSR etc.) 2000-

Increasingly
formalised, but
significant informal
rent sharing. Also
used as tool for rent
extraction from oil
companies, 1999—
2005

Formal through
taxation and dividend
and informal through
price subsidies and
CSR, formal and
informal balanced
against each other
2001-

Uy

Property rights: If
private, weakly or
strongly protected; if
state, state access to
property, or denied?

State access 1999-
2009

State access restored
2005—-

Weakening, necessat
to pursue additional
protection by good
relations with regime
2000-

yState access restored

1999-2009

State access restored
mainly through
regime 2001—-

Company proximity to
state/regime

Close to state, to som
extent contact with
regime 2000-2008

eMuch closer to the

state, but at top secure
by regime, 2005—

2degime, closer ties

Less close ties with

with state 2000—-

Close to state while
loyal to regime 1999—

—

Closer to the state, bt
at top secured by
regime, 2001—

Russian state support
for post-Soviet
operations

Support and interest,
considerable
autonomy in exercise
2003

State support, but with
considerable Rosatom
autonomy in exercise
2007-

Support and interest
exchanged for
negotiated loyalty at
home 2000—

Strong state support
and increasing
interest, direct access|
between state and
company 1999—

Strong state support,
direct access between
state and company

Rents from post-Sovig
operations channelled
to Russia

t Equity deals opened
channel for post-
Soviet rents to Russia
2003-

Unclear 2005—

As little as possible,
more limited use of
tax minimisation
2003—-

Yes, price differential
as result of transit
monopoly for non-
Russian oil retained by
Transneft

Yes: (1) price
differential as result of
transit monopoly for
non-Russian gas
retained by Gazprom;
(2) equity deals
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opened channel for
post-Soviet rents to

Russia; (3) increasing

gas prices for post-
Soviet states
channelled formal

rents to Russia 2006-

Rents from post-Sovie
operations shared in
post-Soviet states

tYes, through (1)
formal taxation and
(2) to some extent
informally in equity
deals (not confirmed)
2003—-

Unclear

Through taxation,
otherwise unclear

Formal taxation.
Transneft used as tool
to reduce post-Soviet
rent sharing from oll
transit in general

Yes, through (1)
formal taxation and
transit tariffs and (2)
informally with
Ukrainian and
Kazakhstani elites
through trade
arrangements 2004—

Exercise of Yes: (1) through Yes, through pressure| Occasionally Yes, by (threat of) | Yes: (1) by (threat of)

coercion/political unannounced and maintenance of depriving post-Soviet | depriving post-Soviet

influence towards blackouts; (2) through dependence by contro states of oil transit states of gas transit;

post-Soviet states pressure through price of fuel and technology (2) by threat of debt
2001—; (3) by recovery, rapid price
enabling Gazprom increases, or reduced
pressure 2003— gas supply

Maintains dependence Yes, for investment in| Yes, for development | No Yes, maintained Yes: (1) maintained

on Russia in post-
Soviet region

electricity

of nuclear energy
industry in Ukraine ang
Kazakhstan, and for
NPP development in
Belarus

)

Central Asian transit
dependence on Russi
esp. in relation to
Kazakhstan

Central Asian transit

adependence on
Russia; (2) maintaine
dependence on Russ
in energy sector
development in
Armenia and (3) on
rent from transit in
Ukraine

|
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Transneft and Rosatom were closer to the state,nam@ accessible, than the others.
Gazprom was also accessible, but it was, addifignailibject to interference by Putin.
Inter RAO maintained a slightly different positiomder Chubais. It would receive state,
and Putin’s, support, when this was needed, butraike it maintained a somewhat
greater distance from central state organisatidkngoil, however, was not directly
accessible. Instead, state support abroad was megetidor Lukoil’'s loyalty at home, and
while the exchange was most likely agreed only iaipy}, interaction with the state seems
to have consisted of considerable negotiation. Mg state-owned and having a more
indirect relationship with state organisations, aiiknevertheless interacted considerably

with the state. But there was less interaction émezign operations and foreign policy.

For the state-owned companies, increased stateibapaeant that they now had to serve
the state to a greater extent than private intgresdt least private interests outside the
regime. Sector autonomy in return for informal sup@nd limited rent sharing with the
regime was no longer an option. The state had we laacess to the companies as well.
Crucially, informal rent streams were now slowlyt lsteadily redirected wholly towards

the regime, resulting in greater stability in tegime, and in the state.

There were also greater resources to share, asnsimwraph 2.1. This affected both
formal rent from taxation and dividends, and infatmment streams. The formal rent
streams were shared more widely with the populasiod secured support for the status
quo. The informal rent streams were again sharkettsesly among the supporters of the
ruling coalition. With greater resources, rent atddn in Russian society increased and

may have affected a greater share of the population
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State capacity was therefore restored in a spewifay. State despotic power over
companies increased, in a way that subjected the #self to the regime. As under
Yeltsin, the imperative of remaining in power truedpconsiderations of strengthening the

State.

8.1.4 Energy as a tool of foreign policy

Greater state capacity meant increased capacsygport company operations in the post-
Soviet region, and to use them as tools of the iRusstate there. In Table 8.2 there is a
more varied and comprehensive energy imprint kefRbssian state companies in the post-

Soviet region, than in Table 8.1.

Energy operations abroad, or control of export Ipies, became tied even more closely to
the pursuit of foreign policy. The state now aintedlirect companies’ foreign operations
to a greater extent. And the companies did expegiemore coordination and support, all in
all a welcome change. This did not amount to a@egsaor great coherence on part of the
state. Especially wherever Gazprom was concerhed;dncerns of maintaining its control

of the domestic UGS grids overruled any substantaperation with and accommodation
of other Russian companies, also abroad. Thisenlgabblems for Lukoil, especially in its

gas production in Uzbekistan. Gazprom’s handlingas relations towards Turkmenistan
from 2009 also displayed to what extent it detesdiRussia’s foreign policy towards that

country.

In RAO UES and Gazprom, greater state capacity vamd in hand with company
strategies for the post-Soviet region that wereethasn sound business practice. Where
these companies before had shared rents with pes¢tSpopulations through price

subsidies and arrears, they ceased to do so. Ranng with elites continued, although it
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is difficult to know the full extent of this. Themsere more channels for rent from post-
Soviet operations that directed it to Russia. Thedian state now held stakes in domestic
energy development in Georgia (Inter RAO), Ukrai@azprom, Rosatom and Transneft),
Kazakhstan (Rosatom, Transneft and Gazprom), Mald@azprom and Inter RAO),
Belarus (Gazprom and Rosatom), Turkmenistan (Gazpemd of course Armenia (Inter

RAO and Gazprom).

Post-Soviet energy dependence on Russia playetfeaedi role when prices increased.
With gas prices in particular, the prospect oingsprices could also be, and was, used as a
tool to coerce post-Soviet governments into pasgtitavourable towards Russia. In the
case of Gazprom, the development of excess pipetpacity that bypassed Belarus and
Ukraine placed additional pressure on their govemisiin negotiations over transit terms.
In the case of Transneft, new pipelines on Russwnwere also used, with little success,
to pressure Latvia and Lithuania. In this way, sitaavoidance in oil and gas also turned
dependence into a potential coercive tool. Wheee ttireat of removing oil and gas
streams, and post-Soviet rent sharing from thesarss, was a stick, maintaining the
actual streams was a carrot. Some aspects of deinttian extended beyond Russia and

into the post-Soviet states.

More broadly, rising gas prices were also usedptayapressure towards Moldova (over
conflict resolution in Transnistria), Armenia (oquity deals and energy cooperation with
Iran) and Ukraine (on comprehensive energy ded@lyg).extension, when maintaining
energy dependence on Russian companies, Gazprom Amnchenia also Inter RAO could
now capitalise on this in financial terms, whils@loffering themselves up as a political

tool to the Russian state. Both Transneft and Gempnaintained Russia’s central role in
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oil and gas transport from the Caspian Basin topesn markets. Here, it is sometimes
difficult to tell where considerations of defenditigeir domestic monopolies ended, and
the use of these monopoly positions as tools iaticgls with Central Asian states

commenced. By capturing price differentials, thisp grofited from their monopolies.

8.1.5 The regime calls the shots

Table 8.3 below shows how, in the last years ursledy here, state capacity again
decreased somewhat, and the regime grew stronper.affected state relations with the
companies. While state—company relations remainadhly as before in many respects,
state access to Inter RAO and Transneft was nowm &round 2009 — again to a greater
extent maintained through the regime. The regimeé tealised the potential that was
always there to prey on the state, and this novblyisffected these companies. State
access to Gazprom had always been secured throfgghmal mechanisms available to the
regime. However, it was used more openly as adbtile state from 2009 onwards, and it

shared less of its rent streams with claimantbénpost-Soviet region.

8.2 The state, resource abundance, and regime durability

The increase in the state’s capacity to control @@xklop infrastructure, collect taxes, and
negotiate from a more superior position of powehwine elite, which took place after the

1998 financial crisis and peaked with the Yukosiafihas here been taken for granted. My
concern has been more in seeing how state cadfetted state—company interaction and

companies’ responses, than in explaining why itaased.
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Table 8.3 The growing strength of the regime at expense of the state

RAO UES/Inter RAO

Minatom/Rosatom

Lukoil

Transneft

Gazprom

Rent sharing in Russia:
formal/informal

Largely as before

Largely as before

Largely as before

Further formalisation,
prolonged informal
rent sharing through
CSR and construction
projects, 2005—-

Largely as before

Property rights: If private,
weakly or strongly
protected; if state, state
access to property, or
denied?

State access, but
some decline 2009—

Largely as before

Largely as before

State access mainly
through regime 2009—-

Largely as before

Company proximity to
state/regime

Somewhat closer to
regime again at
some expense of
state 2009—-

Largely as before

Largely as before

Somewhat closer to
regime again at some
expense of state
2009-

Largely as before

Russian state support for
post-Soviet operations

Largely as before

Largely as before

Largely as before

Largely as before

Largely as before

Rents from post-Soviet
operations channelled to
Russia

Largely as before

Largely as before

Largely as before

Largely as before

Largely as before

Rents from post-Soviet
operations shared in post-
Soviet states

Largely as before

Largely as before

Largely as before

Largely as before

To a lesser extent
2009-

Exercise of
coercion/political influence
towards post-Soviet states

Largely as before

Largely as before

Largely as before

Largely as before

More openly than
before 2009-

Maintains dependence on
Russia in post-Soviet region

Largely as before

Largely as before

Largely as before

Largely as before, but
this policy backfires

Largely as before
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Exogenous changes were central in the processcoédasing state capacity. And here,
resource abundance mattered. Post-crisis recovemytly drove up oil production from
1999. The state began to extract resources fromoetia activity to a greater extent,
especially when tax reform and increased stateoiigpaalso in implementation, led to
increased tax extraction from oil companies. Wité oil and natural resource price boom,
there was also more to extract across all resandiestries, and especially in the oil and

gas industry.

8.2.1 Regime cohesion, elite support, and rent addiction

One central endogenous foundation of increased sggdacity was the renegotiated, broad
and inclusive ruling coalition, a regime. After th€98 crisis, the entire Russian elite
understood that it was no longer possible to mudteugh in a perpetual status quo,
because the status quo was not sustainable. Thisleehthe creation of a new ruling
coalition, gathered around Vladimir Putin. It wasaalition for state restoration, intended
to drive state development forward. It had considkr support in the state organisations
central to implementation and policy development # stronger state. Putin’'s more
integrated regime increased coherence among stejanisations, and facilitated
policymaking and implementation. It also enable€agger resource extraction and thereby
released even greater state despotic power. Gigdaal regime cohesion increased, it
could benefit from the potential that was alwaysréhto use state power as a source of

authoritarian durability. Putin’s regime not onlyreived, it thrived.

The massive increase in rent streams from resoext@action between 2002 and mid-
2008, followed by renewed oil price recovery toighhlevel between 2009 and 2014,

created incentives for the regime to remain in povemd endowed it with abundant
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resources through informal and formal rent streaitghe top of these rent streams, the
regime could reward loyalty and support in bothehte and the general population. With
the abundance of resources available, there wasgano weaken any potential threat to
the status quo, in the elite and in the generaljadion. Increasing resources also created
incentives for the wider elite to remain loyal teetregime. Rent addiction, and the threat
of removal of rent, was an effective tool also desRussia. It underpinned ruling coalition

cohesion and wider elite acquiescence.

8.2.2 Resource abundance and slowed institutional development

As long as there were sufficient resources avalabktitutional development need not be
prioritised. Institutional reform would not onlyrératen regime cohesion and durability.
Resource abundance in this period also meantttas possible to substitute for reform
and change by ruling through manual control angatise selective patronage. So in the
period of growing state capacity, the pressuresnfrutside the ruling coalition for
institutional development gradually had less eff@cbringing about actual reform. The
regime restored state capacity up to a certain,lellethe while also employing the state
for enrichment and authoritarian durability. As tee&ate was now more powerful, its
usefulness as a source of regime stability alsoeased. But the state could not be
empowered further, to a level at which it would wera the regime’s hold on power by
removing privileges and establishing institutiomstt distributed informal rents on an
impersonal basis. In this way, rent addiction, comat with the regime imperative of

maintaining stability through privilege, shaped Bas political landscape and the state.

All the same, the restoration of state capacityldtidg limited institutional development in

the 2000s. In all cases, specialisation amongréffitetypes of organisations increased over
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time, and responsibilities between company ancke staganisations were defined more
clearly. Ownership unbundling and market institnsian the electricity sector, reform in
Rosatom, internal modernisation in Transneft andpBan, active state implementation of
gas and oil industry and legislation, were all psses that led to a clearer separation
between state and private, economic, policymaking enplementation organisations.
While Gazprom in the 2000s participated in polioynfiation, it no longer regulated itself
in the manner of the 1990s. Lukoil no longer substd for a lack of foreign

policymaking, and Rosatom was subject to more gpsed oversight mechanisms.

Along with changes that included institutional spisation, development, and increasing
transparency, there remained a considerable inforamaponent at the top, which secured
that the state remain dependent on the regimenctiin. One important difference from
before was that the informal constraints duringirPsitsecond presidential period were
embedded in the state’s formal institutional contdke Sibneft sale to Gazprom was the
formal property transfer that completed the modifien of the ruling coalition, caused by
Abramovich’s (voluntary) relegation within it. InteRAO was preserved as one
organisation after the dissolution of RAO UES iway that enabled regime influence and
rent sharing through the company. The extent dkstacess to Rosatom hinged on the
personal loyalty of its central managers to thesigent. Transneft's privileged shares
ceased to be a source of conflict with the statenMiney changed hands in a way that
favoured the regime. Even Lukoil’'s limited stepsnbitigate its loss of participation in
policymaking took place in an informal context. &ak energy minister had to yield to the
regime where a stronger one could have stood fliims was the essence of being a state
bureaucrat and not a central member of the ruloaditton under Putin. To be strong, you
had to be part of the regime.
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8.3 The limitations of this study

Of course, Russia’s bilateral relations with itsg8oviet neighbours illustrate well how it
takes two to tango. In each bilateral relationstharacterised by dependence, there is a
non-Russian side that also participates in maimgjrand managing, that dependence. In
the context of limited popular influence on domestnd foreign policy, the most difficult
aspects of bilateral relations with Russia arerokept outside public scrutiny. This is not
to say that public scrutiny would have made potlegisions related to energy dependence
and foreign policy any easier. Post-Soviet govemisi@ave faced difficult choices where
considerations of political survival, domestic iy national development, national
security and the need, for all these reasons, deepve a workable bilateral relationship
with Russia were balanced against the politicaiin and economic costs of withdrawing
from dependence on Russia. At best, pros and cers eonsidered consciously. Although
this thesis has not discussed the non-Russiaro§ipest-Soviet energy relations, it is safe
to say that what to some post-Soviet state leamgpeared a narrow range of options for

national development, to others seemed more lik@pnities for personal gain.

Time is another limitation to the findings here.eTimvestigation was directed towards
changes in relations between the companies andstéte. But how much can one
reasonably expect to become manifest within thatively short time span of two
decades? As time passes, the continuities betweef®390s and the 2000s are bound to
emerge as more fundamental than it has been pedsildonvey here. Continuity mixed

with change is, of course, the essence of institali dynamism.

This investigation does not discuss all possiblerses of what the literature refers to as

the rise of Russia as an energy power, or a ratagséoreign policy. From this attempt to
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integrate our understanding of the role of energyRrussia’s political development with
that of policy in the post-Soviet region, | can clutdle that once the Russian state grew
stronger, foreign energy operations and foreignicgothanged and turned more re-
assertive. This included more coercion, and coetindussian dominance and dependence
on Russia, in the energy sector and individual ecoas of post-Soviet states. In some
cases this could be converted to influence ovet-$osiet governments’ policies. While
converting oil wealth to influence was not alwagsy it did actually happen — at least

when combined with tools offered by other energiustries.

But here, | do not really discuss why this happersed! that was not the aim of the
investigation. It will have to be left to furthetusly. My findings here point towards the
regime, and its aims, as playing a crucial role.eWwkthese combine well with company

strategy, there emerge powerful shared intereatscin drive foreign policy relationships.

8.4 Theoretical insights

8.4.1 Social orders and foreign policy

Are states where a limited access order dominatesseht as regards foreign policy? In

the theory chapter, | argued that institutions inmated access order constrain differently
than those of an open access order, because ablitaders have direct access to
economic resources and can draw on privileges @pnlse patronage in the exercise of
economic and political power. My findings suppdristargument. But to what extent is it

possible to say that this direct access to econoesicurces for Russian political leaders
spilled over into foreign policy? To some extentlid, not least in the case of Gazprom.
Putin’s direct interference gave Gazprom'’s actigissa-vis post-Soviet states a special

role in foreign policy, beyond its more common rakean integral part of Russian foreign
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policy. This came down to a lack of institutionadumdaries, a lack of autonomy and
overlapping responsibilities, between Gazprom dral Russian state. This blurring of
political and economic organisations at the peathefstate points towards the continued
use of state-controlled companies as tools of §or@olicy. It remains to be seen whether

such use will become less widespread and negotiatedore direct and persistent.

Looking at companies as tools of the state anthancontext of a limited access order, as
sources of authoritarian durability explains moféh@ mutual interaction — at home and
abroad. The ruling coalition needs to interact veitimpanies, because in a limited access
order, the state does not just extract resouraegigh taxation, uphold institutions, and
develop policy. Its power mechanisms are also bsetthe ruling coalition to maintain its
hold on power. This affects some companies acrosgl@ range of operations. Where a
company’s interaction with the state includes imtd#on over foreign operations, the

regime, too, gains access to what would otherwagsertiinary commercial operations.

The need to keep the ruling coalition together intaining informal rent sharing, and
thereby sustain the regime, means that an authartdeader is never truly free of
constraints in the manner of the typical dictatbthe popular imagination, but there can
be more freedom in the exercise of foreign poliegnt in domestic affairs. There is a
parallel to democracies here, where foreign polatywices are rarely decisive for
incumbent re-election. However, the opaque comgain leaders in limited access orders
arguably make foreign policy coordination and fotiora less of a priority. Where the
privileges of one group within the ruling coaliticare concerned, the imperative of
maintaining them is likely to trump most other cdesations. Considerations of coherence

and coordination, also in foreign policy, becomseslamportant. The prominence of
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Gazprom’s commercial interest in Russia’s relatiaithh Central Asia in the 2000s is an
instructive example of how a privileged positiorrrd over into foreign policy, to the
detriment of Russia’s other interests, such aseptimn of its own citizens in

Turkmenistan, supporting Lukoil's development, asimtaining Russia’s overall position

in the region.

8.4.2 Access and participation

Access and patrticipation in the context of a preces mutual adaptation are useful

concepts with which to study the development oétrehs between organisations, here,
state organisations and state companies. Theseeisncapture another dimension of
inter-organisational interaction than ownershi@tiehs. After 1995, ownership relations

changed relatively little in the cases under sthdye, but their access and participatory
relations with central state organisations alte@mhsiderably. The concepts have
explanatory power when studying how actors interaith each other and institutions

change. This extends beyond what is normally captuin analyses that concern

themselves mostly with formal rules captured onepay/ith access and participation, both

the formal and informal sides of an institutionarhework come under scrutiny.

As institutions in a limited access order work @iéntly from those in open access orders,
institutional change needs to be observed in ativalycaptures informality and privilege.
Firmly upheld property rights, and other institmi$o constrain both state and private actors
predictably and transparently, but in a limitedesmscorder they constrain differently, and
they are not firmly, impersonally, upheld by thatst Access and participation can then
capture the variation of other inter-organisatior@htionships, when, for example, lines

are being drawn, zones of responsibility decidedshared, or indeed, can shed light on
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why nothing happens. Following this over time, eees how power relations between the

actors change.

8.5 Further research

Although Russia after the break-up of the Sovietodmresents scholars with a special
case displaying some unique features in how ittesléo its neighbours, the framework
applied here has made it possible to pin downuhihér development of those relations in
a way applicable also to other states. Perfectogred do not exist, and if they had there
would be little room in which to exercise our an@ycapacity. Interesting parallels and
similarities certainly exist. With a conceptualrfrawork based on the development of a
social order, and within it the interaction and naltadaptation of a state and organisations
that depend on it but can also function as itsstgmblitical scientists and economists could
probably understand better the states in the whdtare otherwise lumped into categories
like ‘emerging markets’ or ‘developing states’. Aviave showed, while a social order
framework can tell us much about state developniecén also guide analyses of relations
between the state and organisations, and relatedinelopment to the development of the
state. It would be interesting to look at othertgesviet states, especially Ukraine and
Kazakhstan, both interesting parallels to Russkaalde especially, with its oligarch-based
pluralism, presents us with a fruitful case for stedy of interactions between companies,

state organisations, and members of changing robadjtions.

But do interactions between states and companign@xthis frequently into foreign
operations and foreign policy, as part of instdntl development at home? Is Russia not a
unique case in this regard? Probably not. Evenwvifere, the findings here merit attention

as they show how energy has shaped the Russian atat also some aspects of its foreign
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policy. But they also point towards how, in limitadcess orders, economic organisations
above a certain size cannot be apolitical becausg dre essential to the ruling coalition.
Some of the large corporations operating in sevewahtries today will certainly have a
supporting role in their home country’s ruling doah and take part in institutional
development. Economic integration in Asia, with wgmg interdependence and
asymmetric dependencies, could be an interestiogngrin which to apply a social order
framework that also includes the international le@hina is the obvious case, especially
as its energy companies, in their search for ensagyces, have developed strategies of

foreign operations outside the state organisatibieshrchy of foreign policy formation.
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ACG
AlOC
ARMZ
bboe
bcm
BPS
BTC
BTE
CGNPC
CIS
CPC
CPSU
CSR
EBRD
ESPO

FSK
FTS
GRES

IAEA
IEA

IOC

IES
IUEC

JV

ktoe
mcm
MFA
Minatom
Minsredmash

mtoe
MW
NDPI
NMMC

List of abbreviations

Azeri-Chirag-Gunesili fields (oil)
Azerbaijan International Operating Company
(formerly) Atomredmetzoloto
billion barrels of oil equivalents
billion cubic metres (gas)
Baltic Pipeline System/Baltiiskaya truboprovayin sistema (crude oil)
Baku-Thilisi-Ceyhan (oil) pipeline
Baku-Thilisi-Erzurum (gas) pipeline
China Guangdong Nuclear Power Corporation
Commonwealth of Independent States
Caspian Pipeline Consortium (oil)
Communist Party of the Soviet Union
Corporate social responsibility
European Bank for Reconstruction and Develogme
East Siberia—Pacific Ocean Oil Pipeline/Neftepd VVostochnaya
Sibir—Tikhii Okean
Federal Grid Company/Federal’'naya setevaya lanigp (electricity)
Federal Tariff Service/Federal'naya sluzhbtapgtam
Condenser-type thermal power station, injtistiite regional power
station/Gosudarstvennaya raionnaya elektrostantso often hydro-
recycling power station/gidroretsirkulyatsionnayeké&ostantsiya
International Atomic Energy Agency
International Energy Agency
international oil company
Integrated Energy System (electricity)
International Uranium Enrichment Centre
joint venture
thousand tonnes of oil equivalents
thousand cubic metres (gas)
Ministry of Foreign Affairs
Nuclear Energy Ministry/Ministerstvo po atnoi energii
Ministry for Medium Machine-Building/Msterstvo srednego
mashinostroeniya (nuclear industry)
Million tonnes of oil equivalents
Megawatt (1000 kW)
consolidated production tax/nalog na dobycblepnykh iskopaemykh
Navoi Mining & Metallurgy Combine
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NOC
NPP
NPT
NWW

OECD
OVR

PSA

RAO UES

RUIE

SOCAR
Tcm
tpa
TPES
TPP
UES
UGS

national oil company

nuclear power plant

Treaty on the Non-Proliferation of Nuclear Weap

The conceptual framework on social orders dgwed by Douglass
North, John Wallis and Barry Weingast

Organisation for Economic Co-operation andddgyment
Fatherland — All Russia (party)/Otechestvo y&/Rossiya
production sharing agreement

Russian Unified Energy System/Rossiiskdsiaiernoe obshchestvo
“Edinaya Energeticheskaya Sistema”

Russian Union of Industrialists and Entrepres#Rossiiskii soyuz
promyshlennikov i predprinimatelei

State Oil Company of Azerbaijan

Trillion cubic metres (gas)

tonnes per annum

Total primary energy supply

Thermal power plant

United Energy System (electricity)

United Gas Supply
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APPENDIX 1: MAPS, TABLES AND GRAPHS
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Map 3 Gas pipelines in Russia, the post-Soviet region and Europe, 2014

©Gazprom 2015 (http://www.gazpromquestions.ru/fileadmin/f/2014/transmission/Map_Euro_QA_2_eng.jpg), reproduced with permission.
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Table 1.1 Trade among Soviet republics/CIS countries, 1988-2001

Armenia Azerbaijan

Share | CIS Russia | CIS Russia | CIS Russia| CIS Russia
of export | export import | import | export | export | import | import
total:
1988 98 na 82 na 94 na 75 Na
1995 |48 25 48 19 39 18 34 13
1997 | 40 27 34 24 48 23 44 19
2001 | 30 18 17 11 10 3 31 11
Percent of total trade

Belarus Georgia
Share | CIS Russia | CIS Russia | CIS Russia | CIS Russia
of total: | export | export | import | import | export export | import | import
1988 91 Na 79 na 93 na 80 na
1995 63 44 69 56 63 31 40 12
1997 73 64 67 54 60 30 36 13
2001 60 53 70 65 23 13 27 6
Percent of total trade

Kazakhstan Kyrgyzstan
Share | CIS Russia | CIS Russia | CIS Russia | CIS Russia
of total | export | export | import | import | export | export | import | import
1988 91 na 83 na 98 na 79 na
1995 55 45 70 50 73 24 69 27
1997 46 35 54 46 52 16 61 27
2001 24 17 51 46 48 15 53 17
Percent of total trade

Moldova Russia
Share | CIS Russia | CIS Russia | CIS Russia | CIS Russia
of total | export | export | import | import | export | export | import | import
1988 95 na 82 na 68 na 51 na
1995 63 48 68 33 19 na 29 na
1997 70 58 52 29 19 na 27 na
2001 61 44 38 16 10 na 19 na

Percent of total trade

Continued on next page

Table 1.1. continued:
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Tajikistan Turkmenistan
Share | CIS Russia | CIS Russia | CIS Russia| CIS Russia
of total | export | export | import | import | export | export | import | import
1988 86 na 87 na 91 Na 85 na
1995 34 13 59 17 49 4 55 7
1997 34 8 64 15 24 8 57 13
2001 32 16 78 19 38 3 33 10

Ukraine Uzbekistan
Share | CIS Russia | CIS Russia | CIS Russia| CIS Russia
of total | export | export | import | import | export | export | import | import
1988 85 na 73 na 85 na 86 na
1995 49 40 45 38 32 16 41 26
1997 39 26 58 46 33 18 27 18
2001 30 23 48 34 33 17 38 20

(Freinkman et al., 2004, p.12-13)
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Table 1.2 Energy dependence in the post-Soviet region, 1992-2012

Share of product in TPES % (import dependence for product

supply, %j
Country Product 1992 1997 2002 2007 2012
Armenia il 58 (100§ 8 (100y | 18(100§| 15 (100§ | 14 (100§
Gas 36 (100) 63 (100) 47 (100) 58 (100)| 65 (100)
Nuclear 0 22 (na) 32 (na) 23 (na)] 20 (na)
Electricity, trade as percentage of TPES 0 -0 -1 0 -4
Azerbaijan Qil 50 (17) 57 (5) 33 (1) 39 (2) 36 (1)
Gas 50 (40) 43 (0) 64 (43) 62 (0) 68 (0)
Electricity, trade as percentage of TPES -0 0 1 -0 -0
Belarus Oll 51 (110) 38 (111) 31 (188) 28 (267)| 35 (266)
Gas 40 (98) 54 (99) 59 (98) 62 (99) 56 (99)
Electricity, trade as percentage of TPES 1 3 2 1 2
Estonia Oil 20 (137) 17 (155) 20 (131) 20 (131)| 17 (138)
Gas 11 (100) 11 (100) 13 (100) 14 (100)| 10 (100)
Electricity, trade as percentage of TPES -4 -1 -1 -4 -3
Georgia Oll 38 (104) 42 (109) 22 (104) 30 (99) 28 (99)
Gas 46 (99) 23 (100) 27 (98) 42 (99) 44 (99)
Hydro 6 (na) 16 (na) 23 (na) 18 (na) 17 (na)
Electricity, trade as percentage of TPES 1 5 2 -0 0
Kazakhstan Qil 28 (80) 25 (25) 26 (44) 24 (60) 18 (63)
Gas 19 (77) 18 (35) 18 (97) 27 (30) 31 (16)
Hydro 1 (na) 1 (na) 2 (na) 1 (na) 1 (na)
Electricity, trade as percentage of TPES 2 1 0 0 2
Kyrgyzstan oil 38 (100) 18 (90) 15 (106) 36 (136)| 43 (100)
Gas 31 (96) 28 (95) 31 (97) 22 (98) 9 (93)
Hydro 16 (na) 36 (na) 36 (na) 37 (na) 30 (na)
Electricity, trade as percentage of TPES -3 -5 -2 -7 -3
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Table 1.2. continued

Share of product in TPES % (import dependence for product

supply, %j
Country Product 1992 1997 2002 2007 2012
Latvia QOil 42 (1015 | 36 (104Y 35(100)| 39 (108)| 37 (132)
Gas 35 (100) 24 (100) 28 (100) 27 (100)| 31 (100)
Hydro 4 (na) 6 (na) 5 (na) 5 (na) 7 (na)
Electricity, trade as percentage of TPES 5 4 5 5 3
Lithuania Oll 37 (125) 37 (196) 27 (276) 30 (231)|] 36 (392)
Gas 25 (100) 22 (100) 24 (100) 31 (100)| 36 (100)
Nuclear 35 (na) 36 (na) 42 (na) 28 (na) 0
Electricity, trade as percentage of TPES -4 -3 -6 -1 7
Moldova Qil 42 (100§ | 25(100§| 18 (100§ 20 (99)| 23 (101)
Gas 43 (100) 64 (100) 70 (100) 68 (100)| 68 (100)
Electricity, trade as percentage of TPES -1 4 7 8 2
Tajikistan Qll 23 (100) 15 (99) 15 (99) 19 (99) 26 (99)
Gas 34 (96) 29 (95) 20 (94) 21 (98) 52 (92)
Hydro 33 (na) 55 (na) 61 (na) 57 (na) 64 (na)
Electricity, trade as percentage of TPES 2 4 3 3 -2
Turkmenistan| Oill 51 (42) 27 (17) 30 (0) 25 (0) 26 (0)
Gas 53 (0) 77 (0) 73 (0) 78 (0) 77 (0)
Electricity, trade as percentage of TPES -4 -2 -5 -.8 -1
Ukraine Oll 18 (105) 13 (85) 11 (134) 12 (99) 10 (86)
Gas 41 (81) 46 (79) 45 (77) 43 (70) 34 (63)
Nuclear 9 (na) 14 (na) 15 (na) 18 (na) 18 (na)
Electricity, trade as percentage of TPES -2 -0 -2 -.6 -1
Uzbekistan Oil 18 (63) 15 (0) 13 (0) 10 (0) 6 (0)
Gas 75 (6) 80 (6) 84 (2) 86 (0) 89 (0)
Electricity, trade as percentage of TPES -0 2 -0 -0 -0
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(Derived from IEA, 2015)

! Total primary energy supply, excludes exports.

2 Indicates the percentage of a country’s total arimenergy supply for which it relies on a givenguict. Exports are excluded.

? Indicates the percentage of supply coming fronoathfor the product in question. E.g. Latvia impdrL00 percent of its gas supply. A percentage a6
indicates that the country imported a product icess of its domestic needs, e.g. importing crubie eixcess of its needs for re-export, possiblgidproducts.
* Includes both the category of crude oil, natues tiquids (NGL) and feedstock, and the oil prodwettegory.

® Net electricity trade as a share of TPES. A pasitiumber means that the country imported mordradigg than it exported, a negative number thatdts a net
exporter. Note that while TPES does not includeexgbrt in the supply, this table relates net efemd import) to the country’s overall energy syppor
example, in 1992, Tajikistan’s net electricity infsosupplied 2 percent of TPES, while in 2012 é@selectricity exports were equivalent to 2 perastits TPES,
i.e. a surplus. Also note that the net export/imploes not capture interdependence. In Central Asid in the cases of Ukraine and Lithuania, teetstity
imports and exports are considerable, but theyelarach other out to a large extent and the netdlccordingly does not reflect the aggregate tfle

® All oil import consisted of oil products.

" Imports of nuclear fuel are not reflected in eydrgports.
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Graph 2.1 Brent spot price, 1992-2012
FOB: Free on board
The price shown is for Brent, not Urals, due topbsition of this oil grade as benchmark qualitfurope.

(EIA, 2014)
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Graph 2.2. Value of total Russian exports, 2000-2010
Mill. US$

(Derived from Rosstat, 2008a, tables 25.29; 23200t5; 2012, tables 25.24; 25.10; 25.16)
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Table 3.1. Synchronisation between UES (Russia) and the Integrated
Energy System (IES)

Country Synchronisation with UES/IES
Kazakhstan 2000 (Jufyj

Kyrgyzstan 2000 (August)

Tajikistan 2000 (August)

Uzbekistan 2000 (August)—2009
Turkmenistan Partial parallel only from 2000
Azerbaijan 2004

Georgia 2000 (November)

Armenia 2004

Ukraine 2001 (August)

Belarus 2001 (February)

Moldova 2001 (August)

Estonia, Latvia, Lithuania (synchronous 2001 (February)
interconnection)

UES and IES form a wide area synchronous transomsgid
! Kazakhstan has no unified electricity grid. ltsthern grid is connected to Russia, its southeich gr

to the Central Asian system.
% The Central Asian grid disintegrated after Uzbigkisdisconnected in 2009.
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Table 3.2. Overview of Inter RAO’s investments in CIS member states, 2003—

Country Acquisition Type of asset Ownership | Capacity Owned through | Market share in
period country
Georgia Mtkvari energetika/8 & | Thermal power 2003~ 2 x 300 RAO Nordic OY | 20-30% (combined
10" units of the Thilisi | plant MW production of
power plant Thilisi power plant
: : : and Khrami power
Georgia Khrami GES units no 1 | Hydropower plant | 2003— 2x 110 Management plant)
&2 MW rights
Georgia 75% of Telasi power Electricity 2003- 5658 km RAO Nordic OY| 35%
distribution company transmission and
distribution to
Thilisi
Armenia Metsamor Nuclear power 2003-2012 | 815 MW | Management 44%
plant rights
Armenia Armenian National Grid| Electricity 2005 29600 km | Interenergo BV | 100%
transmission and (99 year lease)
distribution in
Armenia
Armenia Hrazdan River power | 7 hydropower 2003- 560 MW Management 10%
plants plants rights

Continued on next page
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Table 3.2 continued

Country Acquisition Type of asset Ownership | Capacity Owned through | Market share in
period country
Moldova Moldova GRES Thermal power 2005—- 2520 MW | RAO Nordic OY,
plant from 2010 direct
Kazakhstan| 50% of Ekibastuz GRES-Thermal power 2005—- 2 x 500 Direct 12%
2 plant MW
Tajikistan | 75% of Sangtuda-1 Hydropower plant | 2004— 670 MW | Direct share of | 15%

(Combined Russian

share)

2.18% and
operator
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Table 3.3. RAO UES ownership, 1996-2007

Mid- 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 20087

1996

The Russian 60 52,7 525 52,55 5255 5255 5255 5255 5268,682 52,68 52,6852,68
state

Russian - 8,6 55 5,59 55 496 461 4,13 344 372 2,89 3,2,26
citizens

Russian 18 10,9 11,3 8,26 11,36 42,49 42,84 43,32 43,88 1244, 44,43 44,12 45,06
organisations

Foreign 22 27,8 30,7 33,6 33,6 - - - - - - - -

organisations’

Percent of total shares

(Derived from Ekspert, 1996, RAO UES, 1997; 199899, 2000; 2001; 2003, p.15; 2004; 2005a, p.2662p0A.0; 2007, p.12; 2008,
p.21)

L All numbers are for the end of the year unlesemtise indicated
2 Indicating both Russian citizens and organisations
% No distinction between Russian and foreign orgatitas from 2000.
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Table 3.4. Russian electricity export, 1997-2012

1997 1998 1999 2000 2001 2002 (of which 2003 (of which | 2004 (of which
Inter RAO) Inter RAO) Inter RAQ)
Belarus 5,130 4,947 5,809 6,450 6,237 3,728 (0) (3,532) (1,511)
Azerbaijan 0 0 0 0 9.6 1,087 (0) (50) 1,059 (70)
Georgia 210 157 74 269 45 350 (100) (866) 798 (730)
Kazakhstan 2,740 2,639 2,107 1,848 2,461 2,263 (600) 1,793 (1,760 (2,226)
Moldova 0 0 0 0 0 440 (0) (879) (918)
China 59 0 0 103 164 151 (0) (162) (338)
Mongolia 356 0 0 0 38 104 (0) (40) (40)
Latvia® 423 81 177 303 298 1,112 (0) 761 (0) (690)
Finland 4,270 667 804 3,911 7,317 7,609 (130) 10,993 (510) 10,786 (3,260
Lithuania 0 0 0 0 0 (20) 0 0
Norway 183 0 0 0 0.1 0.1 (0) (182) (188)
Ukraine 6,070 3,128 0 0 185 231 (0) 214 (0) 25 (0)
Bulgaria 199 0 0 0 0 0 na Na
Hungary 100 0 0 0 0 0
Turkey 93 378 0 0 180 93 (0)
South Ossetia na na na na 0 0 na
Poland 165 593 271 (0)
Estonia 71 (0)
Total volume of 19,830 11,997 8,971 13,049 17,898 17,530 (850) 20,700 (7,982) 18,800 (9,971

electricity export,

million kWh
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Table 3.4. continued

2005 2006 2007 2008 2009 2010° 2011 2012
Belarus 4,680 2,350 2,653 2,902 29 3,173 3,698
Azerbaijan 1,000 760 250 16 18 56
Georgia 790 570 280 221 212 517
Kazakhstan 1,920 1,870 2,168 583 1,377 2,284
Moldova 800 400 0 0
China 490 520 0 853 983 1,238 2,630
Mongolia 170 170 184 189 264 393
Latvia® 530 1,090 1,417 665 0
Finland 9,720 11,150 9,871 10,645 5,231 7,324 3,794
Lithuania 610 1,420 1,063 442 5,101 4,780
Norway 220 220 0 0
Ukraine 35 16 35 82
Bulgaria 0
Hungary 0
Turkey 0
South Ossetia 126 124 130
Poland
Estonid
Total volume of 20,930 20,520 18,140 18,220 15,770 17,650 22,700 18,364
electricity export,
million kWh

Million kWh. Numbers are rounded and may add umtwe than the total.

(Derived from RAO UES, 1998; 1999; 2000; 2001; 220 3; 2004; 2005a; 2008, p.150; Inter RAO, 2@068; 2007, p.32; 2010b,
p.58; 2011d, p.76; 2012, p.28-29; 2014, p.59)
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YFor 1997 it is not clear whether the numbers inelagport effectuated by RAO UES for third partiéer 1997, they do not.

2 From 2005, Inter RAO effectuated all trade.
% For 2009 and 2010 all numbers, except those fporxo China and total volume, are author's calimhs based on percentages of total export.

* Export to RAO Nordic.
® Trade in Estonia, Latvia, Lithuania and Poland fvam 2004 mainly effectuated by Inter RAO Lietuead these numbers are not included here. Howetle

some Russian export later, too, went to these desrdirectly, some of the numbers for later yeaay include trade by Inter RAO Lietuva. The sour@esunclear
and sometimes inconsistent.
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Table 3.5. Russian electricity import, 2003-12

2003 2004 2005 2006 2007 2008 | 2009 2010 2011 2012
Kazakhstan 5,000 7,080 3,860 3,680 3,263 NA NA NA 1,973
Georgia 90 0 0 0 NA NA NA 369
Azerbaijan 0 0 280 320 NA NA NA 241
Belarus 0 0 20 50 NA NA NA 4
Mongolia 0 0 10 10 NA NA NA 21
Ukraine 0 250 2,830 500 966 NA NA NA 0
Latvia 0 210 190 40 NA NA NA 0
Lithuania 2,390 3,910 2,950 510 446 NA NA NA 0
Total import volume, 7,480 11,460 10,140 5,110 5,620 3,023 2,867 3,403 2,608

million kWh

Million kWh. Numbers are rounded and may add umtwe than the total.

(Derived from RAO UES, 2008, p.151; Inter RAO, 20pA31; 2010b, p.58; 2012, p.28; 2014, p.59)

1 It has not been possible to find any informationifnport in 2008 in the sources consulted.
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Table 3.6. Non-payment and barter in electricity payments in the post-Soviet region, 1998-2001
1998 1999 2000 2001

Export| Total | Of Export | Total | Of Export| Total | Of Export| Total | Of
value | paid | which | value | paid | which|value | paid | which | value | paid | which

in in in in cash
cash cash cash

Ukraine 84.4 9 11 0| 205 0.9 0| 17.2 0.2 26| 16.3 11

Kazakhstan| 64.1| 29.8| 17.7| 41.35| 46.2| 18.8 28| 27.2| 25.8| 27.3| 31.3 31.3

Belarus 121| 67.3 0] 122.27| 136.4 0| 108.7| 126| 15.3] 84.5| 855 54.3
Georgia 4.7 2 2 14| 01 0.1 47| 4.6 4.6 73] 5.9 5.9
Sum 274.2/ 108.1| 20.8 165|203.2| 19.7| 141.4| 175| 45.9| 121.9| 139 92.5

Million US$, end of year

(Derived from RAO UES, 1999; 2000; 2001; 2002)
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Table 3.7. Accumulated electricity debts to Russia, 1998-2000

Debtor 1998 1999 2000
state

Ukraine 129,4 83,8 54,7
Kazakhstan 419,1 413,5 414,3
Belarus 53,6 39,5 22,2
Georgia 45,6 46,4 46,5
Total 647,7 583,2 537,7

Million US$, end of year
(Derived from RAO UES, 1999; 2000; 2001)
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Table 4.1. Organisation of Russian nuclear power industry, 1945-2008

English name Russian name Russian Period
acronym

First Chief Pervoe glavnoe upravlenie | PGU 1945-53
Directorate pri SNK (Sovet narodnykh

kommissarov) SSSR
Ministry for Ministerstvo srednego Minsredmash 1953-86
Medium Machine- | mashinostroeniya
Building
Ministry for Ministerstvo atomnoi MAEP 1986-91
Nuclear Energy and energetiki i promyshlennost
Industry
Nuclear Energy Ministerstvo po atomnoi Minatom 1992—
Ministry energii 2004
Federal Agency for| Federal’noe agentstvo po | Rosatom 2004—
Nuclear Energy atomnoi energii 2008
State Corporation | Gosudarstvennaya “Rosatom” 2008-

for Nuclear Energy

korporatsiya po atomnoi

“Rosatom”

energii “Rosatom”
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Table 4.2. Global known recoverable uranium resources, 2011

Country Uranium, tonnes* Percentage of world

resources
Australia 1,661,000 31%
Kazakhstan 629,000 12%
Russia 487,200 9%
Canada 468,700 9%
Niger 421,000 8%
South Africa 279,100 5%
Brazil 276,700 5%
Namibia 261,000 5%
USA 207,400 4%
China 166,100 3%
Ukraine 119,600 2%
Uzbekistan 96,200 2%
Mongolia 55,700 1%
Jordan 33,800 1%
Other 164,000 3%
World total 5,372,200

(WNA, 2012)

1 On 1 November 2011

2 Includes reasonably assured resources and infesedirces of uranium that can be economically
extracted at a price level of 130 US$/kg.

% Fluctuates with price due to differences in thebodies that give different production costs.

4 Kazakhstan's own estimates are higher and placalkestan’s uranium resources in the range of 17
to 19 percent of world resources.
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Table 4.3. Soviet/Russian-built reactors, by country, 2014

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Armenia Armenia-1 (Metsamor) 376 Permanent Shutdown 1977 (1989) 1993
Armenia Armenia-2 (Metsamor) 375 Operational 1980 98993
Belarus Ostrovets-1 Under Construction

Belarus Ostrovets-2 Under Construction

Bulgaria Kozloduy-1 408 Permanent Shutdown 1974

Bulgaria Kozloduy-2 408 Permanent Shutdown 1975

Bulgaria Kozloduy-3 408 Permanent Shutdown 1981

Bulgaria Kozloduy-4 408 Permanent Shutdown 1982

Bulgaria Kozloduy-5 953 Operational 1988

Bulgaria Kozloduy-6 953 Operational 1993

China Tianwan-1 990 Operational 2007

China Tianwan-2 990 Operational 2007

China Tianwan-3 Under Construction
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China Tianwan-4 Under Construction

Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Czech Republic Dukovany*-1 468 Operational 1985

Czech Republic Dukovany-2 471 Operational 1986

Czech Republic Dukovany*3 468 Operational 1986

Czech Republic Dukovany-4 471 Operational 1987

Czech Republic Temelinl 963 Operational 2002

Czech Republic Temelin?2 963 Operational 2003

Finland Loviisa-1 496 Operational 1977

Finland Loviisa-2 496 Operational 1981

Germany Greifswald-1 408 Permanent Shutdown 1974 9019
Germany Greifswald-2 408 Permanent Shutdown 1975 9019
Germany Greifswald-3 408 Permanent Shutdown 1978 9019
Germany Greifswald-4 408 Permanent Shutdown 1979 9019

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Germany Greifswald-5 408 Permanent Shutdown 1989 8919
Germany Rheinsberg KKR 62 Permanent Shutdown 1966 9901
Hungary Paks-1 470 Operational 1983
Hungary Paks-2 473 Operational 1984
Hungary Paks-3 473 Operational 1986
Hungary Paks-4 473 Operational 1987
India Kudankulam-1 917 Operational
India Kudankulam-2 917 Under Construction
Iran Bushehr-1 915 Operational 2012
Kazakhstan BN-350 Aktau 52 Permanent Shutdown 1973

(Shevchenko)
Lithuania Ignalina-1 1185 Permanent Shutdown 1985 0042
Lithuania Ignalina-2 1185 Permanent Shutdown 1987 0092
Russia Balakovo-1 950 Operational 1986
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Russia Balakovo-2 950 Operational 1988
Russia Balakovo-3 950 Operational 1989
Russia Balakovo-4 950 Operational 1993
Russia Kola-1 411 Operational 1973
Russia Kola-2 411 Operational 1975
Russia Kola-3 411 Operational 1982
Russia Kola-4 411 Operational 1984
Russia Akademik 32 Under Construction 2019
Lomonosov 1
(Vilyuchinsk)
Russia Akademik 32 Under Construction 2019

Lomonosov 2
(Vilyuchinsk)

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Russia Baltic 1 1109 Under Construction 2017
Russia Beloyarsk-1 102 Permanent Shutdown 1964
Russia Beloyarsk-2 146 Permanent Shutdown 1969
Russia Beloyarsk-3 560 Operational 1981
Russia Beloyarsk-4 789 Under Construction

Russia Bilibino 1 11 Operational 1974
Russia Bilibino 2 11 Operational 1975
Russia Bilibino 3 11 Operational 1976
Russia Bilibino 4 11 Operational 1977
Russia Kalinin-1 950 Operational 1985
Russia Kalinin-2 950 Operational 1987
Russia Kalinin-3 950 Operational 2005

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Russia Kalinin-4 950 Operational 2012
Russia Kola-1 411 Operational 1973
Russia Kola-2 411 Operational 1975
Russia Kola-3 411 Operational 1982
Russia Kola-4 411 Operational 1984
Russia Kursk-1 925 Operational 1977
Russia Kursk-2 925 Operational 1979
Russia Kursk-3 925 Operational 1984
Russia Kursk-4 925 Operational 1986
Russia Leningrad II-1 1085 Under Construction

Russia Leningrad II-2 1085 Under Construction

Russia Leningrad-1 925 Operational 1974
Russia Leningrad-2 925 Operational 1976

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Russia Leningrad-3 925 Operational 1980
Russia Leningrad-4 925 Operational 1981
Russia Novovoronezh II-1 1114 Under Construction 1420
Russia Novovoronezh [1-2 1114 Under Construction
Russia Novovoronezh-1 197 Permanent Shutdown 1964
Russia Novovoronezh-2 336 Permanent Shutdown 1970
Russia Novovoronezh-3 385 Operational 1972
Russia Novovoronezh-4 385 Operational 1973
Russia Novovoronezh-5 950 Operational 1981
Russia Obninsk APS 5 Permanent Shutdown 1954
(Prototype)
Russia Rostov-1 950 Operational 2001

(Volgodonsk-1)

Russia Rostov-2 950 Operational 2010
(Volgodonsk-2)
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Russia Rostov-3 1011 Under Construction
(Volgodonsk-3)
Rusla Rostov-4 1011 Under Construction
(Volgodonsk-4)
Russia Smolensk-1 925 Operational 1983
Russia Smolensk-2 925 Operational 1985
Russia Smolensk-3 925 Operational 1990
Slovakia Bohunice A-1 93 Permanent Shutdown 1972 7719
Slovakia Bohunice A-1 93 Permanent Shutdown 1972 7719
Slovakia Bohunice-1 408 Permanent Shutdown 1980
Slovakia Bohunice-2 408 Permanent Shutdown 1981
Slovakia Bohunice-3 472 Operational 1985
Slovakia Bohunice-4 472 Operational 1985
Slovakia Mochovce-1 436 Operational 1998

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Slovakia Mochovce-2 436 Operational 2000

Slovakia Mochovce-3 440 Under Construction

Slovakia Mochovce-4 440 Under Construction 2015

Ukraine Chernobyl-1 740 Permanent Shutdown 1978 9719
Ukraine Chernobyl-2 925 Permanent Shutdown 1979 9119
Ukraine Chernobyl-3 925 Permanent Shutdown 1982 0020
Ukraine Chernobyl-4 925 Permanent Shutdown 1984 8619
Ukraine Khmelnitski-1 950 Operational 1988

Ukraine Khmelnitski-2 950 Operational 2005

Ukraine Khmelnitski-3 950 Under Construction

Ukraine Khmelnitski-4 950 Under Construction

Ukraine Rovno-1 381 Operational 1981

Ukraine Rovno-2 376 Operational 1982

Continued on next page
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Table 4.3 continued

Location Facility Capacity MWe net Current Status Sart Year Shutdown year
Ukraine Rovno-3 950 Operational 1987
Ukraine Rovno-4 950 Operational 2006
Ukraine South Ukraine-1 950 Operational 1983
Ukraine South Ukraine-2 950 Operational 1985
Ukraine South Ukraine-3 950 Operational 1989
Ukraine Zaporozhe-1 950 Operational 1985
Ukraine Zaporozhe-2 950 Operational 1986
Ukraine Zaporozhe-3 950 Operational 1987
Ukraine Zaporozhe-4 950 Operational 1988
Ukraine Zaporozhe-5 950 Operational 1989
Ukraine Zaporozhe-6 950 Operational 1996

! Soviet-Czechoslovak (Skoda) cooperation

2Soviet-Czechoslovak (Skoda) cooperation, later deted by Westinghouse
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Table 4.4. Russian export of nuclear reactors, 1992-2014

Country Plant Type Est. cost Status/financing

Ukraine Khmelnitski 2 & Rovno 4 2 x V-320 reactors, 1000 MWe operating

Iran Bushehr V-446 reactor, 1000 MWe operating

China Tianwan 1&2 2 x AES-91 operating

India Kudankulam 1&2 2 X AES-92 $3 billion  Builtnit 1 operation 2013, unit 2 pending

China Tianwan 3&4 2 X AES-91 $4 billion  Under constion from Dec. 2012

Belarus Ostrovets 1&2 2 X AES-2006 $10 Loan organised for 90%, construction
billion start 2013 and 2014

India Kudankulam 3&4 2 X AES-92 $5.8 Confirmed, loan organised for 85%,
million construction start 2014?

Bangladesh Rooppur 1&2 2 X AES-92 $4 billion  Confirmed, loarganised for 90%,

Turkey

Akkuyu 1-4

construction start 2015

4 x AES-2006 $25 billion ConfircheBOT, construction start 2016

Continued on next page
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Table 4.4 continued

Country Plant Type Est. cost Status/financing

Vietnam Ninh Thuan 1, 1&2 2 X AES-91 $9 billion Gmomed, loan
organised for 85%,
construction start 2017 or
later

Finland Hanhikivi 1 1 x AES-2006 €6 billion Conttad, Rosatom
34% equity, construction
start 20187?

Armenia Metsamor 3 1 x AES-92 $5 billion Planneddan for 50%,
possibly extended up to
4.5 billion US$

China Tianwan 5&6 2 x AES20067? Planned

China Tianwan 7&8 2 x AES2006 Planned

Vietnam Ninh Thuan 1, 3&4 2 X AES-91 Planned

Hungary Paks 5&6 2 x AES2006 €12.5 billion Planredn organised

for 80%

Continued on next page
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Table 4.4 continued

Country Plant Type Est. cost Status/financing

Slovakia Bohunice V3 1 x AES2006 Planned, posstil%
Rosatom equity

Jordan 2 x AES-92 $10 billion Planned, BOO, fican
organised for 49.9%

India Kudankulam 5&6 2 X AES-92? Planned

Bulgaria Belene/ Kozloduy 7 2 X AES-92 cancelledgt, may be
revived

Ukraine Khmelnitski completion of 2 x V-392 $4.9 million Due to commence

reactors

construction 2015, 85%
financed by loan

(Derived from WNA, 2014d; 2015; ARKA News Agency)12c; 2013; 2014b)

1 AES-91 & AES-92 have 1000 MWe class reactors, ABS8&have 1200 MWe class reactors.

2 Build, Own, Operate.
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Graph 4.1. World uranium spot prices, 1987-2013

There is no formal uranium exchange in the intéonat market. Relations between uranium supphersbuyers are not usually transparent. Until
after 2000, up to 90 percent of the world’s uranithmnged ownership under long-term contracts, 8fgi€or ten years at a time.

(The UX Consulting Company, 2014, cited in WNA, 204f)
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Table 5.1. State ownership of Lukoil, 1995-2009

Month/year Government- Remarks Management
owned  share share/Alekperov’s
(%) after sale share (%)
1995 53.2 Privatisation, 7.99%
stake to ARCO
Ultimo 1995 42.2 Sold to NIKoil
Ultimo 1999 26.2 Sale ahead of acquisition
of Komi-TEK
Ultimo 2000 15.5
Ultimo 2001 13.5
Ultimo 2002 7.59
September 0 Sold to
2004
ConocoPhillips
2005 Alekperov’s share
appr. 13%
2009 32.6 (of which

20.6% Alekperov's)

(Derived from Lukoil, 2000; 2001; 2002; 2003 ; 20p0L13; Vedomosti, 2005; NiK,
2011f)
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Table 5.2. Lukoil’s reserves, oil and gas production, 1996-2012

Combined OI.I productlonz, Gas production, | Lukoil’s share of
million tonnes . .
Year | reserves, (produced in bcm gnatural total Ru_55|an oil
bboe' Russia) gas) production, %

1996 -- 58.5 3.0 --
1997 -- 62.3 3.3 --
1998 11.0 64.2 3.7 --
1999 14.2 75.6 (73.8) 4.7 (1.0) 24.0
2000 14.9 77.7 (75.6) 5.0 (1.2) 23.4
2001 16.6 78.3 (76.1) 5.2 (1.1) 22.0
2002 19.3 79.8 (76.9) 5.1(1.2) 20.3
2003 20.1 81.5 (78.6) 5.7 (1.3) 18.4
2004 20.1 86.2 (82.7) 6.5 (1.8) 18.0
2005 20.3 105.6 (86.3) 7.5 (2.6) 18.4
2006 20.4 111.8 (89.6) 13.6 (9.8} 18.8
2007 20.4 113.4 (91.19 14.0 (9.7) --
2008 19.3 111.7 (89.9) 17.0 (12.7) 18.5
2009 17.5 114.4 (91.9) 14.9 (10.2) 18.7
2010 17.3 95.9 (89.7) 18.6(12.7) 17.8
2011 17.3 90.9 (84.9) 18.6 (12.8) 16.6
2012 17.3 89.9 (84.2) 19.9 (na) 16.3

(Derived from Lukoil, 2000; 2001; 2002; 2003; 20@005; 2006; 2007; 2009; 2010;
2011b; 2012; 2013; Meshcherin, 2010b; NiK, 2006@M\2007c; 2011h; 2012c;
2013)

! Billion barrels of oil equivalents, includes g&oven reserves (categories A, B, C1).

Z Includes gas condensate.

® The total figure includes associated gas (oil gaskoil's overall utilization of associated gas
increased from 73.4 percent in 2002 to 79.7 perice2®04, with the remainder being flared.

* Estimated according to international standards\f28905 onwards.

® Until 2006, Lukoil measured its gas productionaisgas extracted, while from 2006, its gas
production is measured exclusive of gas utilisedh@ycompany itself, pumped back into the fields or
lost during transport (cf. Lukoil, 2007, p.32). Asresult, the numbers up to and including 2005
overestimatethe actual gas production significantly. From 2012koil distinguished between
extracted gas and commercially produced gas¢nyi gaz, exclusive of gas utilised by the company
itself, pumped back into the fields or lost durimgnsport. For natural gas, the 2012 Annual report
gave only the volume of extracted gas (p.27-29)ratdhe commercial volume.

® Estimate based on Lukoil (2009).
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Table 5.3. Lukoil’s Board of Directors, 1999-2010

Year Lukoil management Independent/minority shareholder Russian
and pension fund (of which non-Russian) government

1999 8 2 3
2000 7 2 2
2001 5 4 2
2002 4 5(2) 2
2003 4 6 (2) 1
2004 4 6 (2) 1
2005 4 7(2) -
2006 4 7(2) -
2007 4 7(2) -
2008 3 8 (2) -
2009 3 8 (2) -
2010 2 9(2) -

Lukoil’'s AGMs usually take place in June. The yehelection to the Board is counted for
each member. The exit year is not counted for almeemnless the exit from the Board took
place after the AGM. The total number of membek3idor 1999, later 11.

(Derived from Lukoil 2000; 2001; 2002; 2003; 20@Q005; 2006; 2007; 2009; 2010)
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Table 5.4. Lukoil’s operations in Kazakhstan, 1995-

Company and Year' Partners (share) Oil/gas/transport; Volume? Remarks
field/project On/off shore
Turgai Petroleum: 1995 Lukoil (50) Qil 160.8 mtoe In production
Kumkol PetroKazakhst&r(50) Onshore
Uzen 1995 Oil/gas Lukoil performed well repairs
Onshore in 1995-6

Bozingen Lukoil (100)
Caspian Pipeline 1996 Transneft (31) Transport of oil from Under exploitation
Consortium Kazakhstan (19) Tengiz and Kashagan tp

Chevron (15) Novorossiisk

LukArco (12.5f

Mobil (7.5)

Rosneft (7.5)

Agip (2)

Oryx (1.75)

BG (2)

Kazakhstan Pipeline

Ventures (1.75)
TengizChevroil: Tengiz| 1997 Chevron (50) o]] 1300 mtoe In production

ExxonMobil (25) Offshore

KazMunaiGaz (20)

Lukoil (5)*
TengizChevroll: 1997 Chevron (50) ol 190 mtoe In production
Korolevskoe ExxonMobil (25) Offshore

KazMunaiGaz (20)
Lukoil (5)*

Continued on next page

348




Table 5.4 continued

Company and Year! Partners (share) Oil/gas/transport; Volume? Remarks
field/project On/off shore
Karachaganak 1998 2012— Lukoil (13.5) Oil and gas 3090 mtoe In production from 1984,
Petroleum Operating: 2012- BG (29.25) joint condensate redeveloped from 2000,
Karachaganak operator Onshore production and export increased
2012- Eni (29.25) joint from 2004
operator
2012— Chevron (18)
2012— KazMunaiGaz (19)
Dostyk: Tyub-Karagan| 2004 Lukoil (50) Mainly oll Exploration prolonged through
KazMunaiGaz (50) Offshore 2012
Dostyk: Atash 2004 Lukoil (50) 50/50 oil/gas Project closed 2008 after un-
KazMunaiGaz (50) Offshore successful exploration
Buzachi Operating Itd.:| 2005 2005-2006 Lukoil (50) Oil/gas 164.8 mtoe In production
Severnye Buzachi 2006—- Lukoil (25) Onshore
2006— Mittal (25)
CNPC (50)
Kazakhoil-Aktobe JV: | 2005 2005-2006 Lukoil (50) o]] 71.2 mtoe In production
Alibekmola 2006— Lukoil (25) Onshore
2006— Mittal (25)
KazMunaiGaz (50)
Kazakhoil-Aktobe JV: | 2005 2005-2006 Lukoil (50) o]] 67.6 mtoe In production
Kozhasai 2006— Lukoil (25) Onshore

2006— Mittal (25)
KazMunaiGaz (50)

Continued on next page
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Table 5.4 continued

Company and Year! Partners (share) Oil/gas/transport; Volume? Remarks
field/project On/off shore
Karakudukmunai: 2005 2005-2006 Lukoil (100) o]] 68.6 mtoe In production
Karakuduk 2006— Lukoil (50) Onshore
2006-10 Mittal (50)
2010- Sinopec (50)
Arman 2005 2005-2006 Lukoil (50) Oil/gas 6.8 mtoe In production
2006~ Lukoil (25) Onshore
2006— Mittal (25)
Shell (50)
Yuzhnyi 2005 2005-2006 Lukoil (25) Oil/gas Under exploration
Zhambai/Yuzhnoe 2006— Lukoil (12.5) Offshore
Zaburun'é 2006- Mittal (12.5)
KazMunaiGaz (50)
Repsol (25)

(Derived from Stalker, 1995a; Lukoil, 2002; 201Takets, M., 2004; NiK, 2004k; 2007k; SkornyakovaQ@; NGV, 2007a; 2011d;
2011b; 2011e; 2011f ; Tutushkin, 2008a; Lukin, 20Qukoil Overseas, 2010; CNPC, 2011; Mazneva, 2011

! Year when Lukoil acquired a share

2 Total volume of field. Lukoil’s share (reserve)@sponds to its share in the project and the sl calculated by the author on the basis of Uiskaéserves.

% petroKazakhstan was owned by Hurricane Hydrocarkivom 2003 named PetroKazakhstan) until 2005, zagiired by CNPC in October 2005. CNPC was
forced to sell 33% of the company to KazMunaiGadity 2006 and retains 67%, now controlled throBgtroChina.

* Originally LukArco. From 1997 to 2009, Arco (latBP) held 46 percent of LukArco.

® Joint venture between KazMunaiGaz and BP.

® KazMunaiGaz in 2011-12 obtained the 10% stakelevihe other participants reduced theirs.

" Lukoil acquired 60 percent of Chapparal Resouhsesthrough Nelson Resources in 2005, then 40gméiia 2006.

8 Option with KazMunaiGaz acquired through Nelsorsdteces in 2005, later realised.
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Table 5.5. Lukoil’s operations in Uzbekistan, 2004—

Company and Year' Partners (share) Oil/gas/ Volume® Remarks
field/project transport
Onloff shore
Kandym-Khauzak- 2004 | Lukoil 90% (operator) Gas/condensate,
Shady Uzbekneftegaz 10% onshore
Kungrad 2004 Lukoil 90% (operator) Gas, onshore 632.9 mill | Under exploration 2010
Uzbekneftegaz 10% barrels of

oil

equivalents
Aral 2006 Lukoil 20% Offshore Under exploration 2010

Uzbekneftegaz 20%
Petronas 20%

CNPC 20%
KNOC 20%
Southwest Gissar 2008 | Lukoil 100% Gasl/oil, onshore 259.1 mill| Under development 2010
barrels of
oil
equivalent
Central Ustyuft 2008 | Lukoil 100% Onshore Under exploration 2010

(Derived from NiK, 2008a; NGV, 2009a; Lukoil OveeseHolding Ltd., 2011, p.34-36)

! Year when Lukoil acquired a share

2 Total volume of field. Lukoil’s share (reserve)@sponds to its share in the project/company heddtal was calculated by the author on the hdisikoil’s
reserves.

® Acquired from Soyuzneftegaz in 2008

* Part of Southwest Gissar PSA.
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Table 6.1. Dividends, taxes and charity donations from Transneft, 2001-2008

Year' | Dividends on state-held shares Taxes paid by Transneft | Dividends on privileged shared Charity donations
2002 1272.417 1396.000
2003 1300.000 1345.000
2004 2377.000 1585.000
2005 250.210 500.374 1600.000
2006 860.717 460.802 5300.000
2007 472.200 21.778 350.500 7200.000
2008 750.045 22.118 401.857 1100.000
2009 0 29.794 368.163
2010 584.027 29.248 389.325
2011 8518.013

Million rubles

(Derived from Dmitriev, 2002b; NiK, 2003c; Transhef004; 2005, p.18; 2006, p.43; 2007, p.41; 2@d87; 2009b, p.41; 2011d, p.43;
2011e; Malkova, 2009)

! Payment year. Dividends are calculated on the lodsigofits for the preceding year, i.e. the divide paid out in 2002 constitute a share of 200fitpro
2 All taxes, to federal, regional and local budgets.
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Table 6.2. Production, transport and export of crude oil and oil products in Russia, 1998-2011

Product 1998 | 1999 2000 | 2001| 2002] 2003 2004 2005 62002007 | 2008 | 2009 [ 2010| 2011
Production of crude oil excluding gas condensateajillion tonnes
Crude oil 303 305| 313 337| 367| 408| 443 453| 462| 473 472 479| 486
Oil shipments by pipeline in Russia, million tonnes
Crude oil 282 282| 294.6| 319.7| 359.8| 404.3| 441.5| 454.1| 460.8| 461.8| 456.4| 474.4| 491.7
Refined 20.9| 20.9 23.1 24.9 25.7 27.6 27.6 28.2 28.4 28.7 31.6 30.6 33.2
products
Export, million tonnes, including transit oil from other countries
Crude oil 145 188 223 258 253 248 258 243 247 247
Refined 62.7 754 777 82.4 97.1 104 111 118 124 133
products
Export by export route, million tonnes
Baltic Sea: - - 13.6 15.0 7.5
Ventspils
Baltic Sea: 16.0 13.8 14.7 7.85 0 0 0 0 0
Mazeikiu and
Butinge
Baltic Sea: NA NA | NA NA - 17.7 44.6 57.4 66.1 74.2 73.9 70.2 71.7 70.
Primorsk

Continued on next page
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Table 6.2. continued

Export by export route, million tonnes

Black Sea: 37.4 47.7 49.1 48.7 47.2 442 42.6 33.0 42.Q 43.
Novorossiisk
(Shekhsaris)

D

Black Sea: 10.8 10.9 12.7 12.1 19.4 15.6
Odesa
terminal and
Pivdennyi port

Druzhba 64.9 66.1 62.9 73.9 74.7 75.0 70.7 58.2 53.Y 549406 | 77.4
pipeline
exclusive of
refineries in
Ukraine and
Belarus

All export numbers include both near and far abrdestinations unless otherwise indicated.

(Derived from IEA, 2015; Transneft, 2006, p.31-2809b, p.29; 31; Tutushkin and Reznik, 2006; Ros2@08b; 2009; 2010; NGV,
2010a; 2011h; 2012c).
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Table 6.3. Selected Transneft pipeline projects with terminals, Russia and abroad

Name Route Length Plan Construction | Construction Projected/ Expanded
(km) started completed initial throughput
throughput (year) (tpa)
(tpa)
Chechnya bypass | Sulak-Trudovaya 312 Dec. 1999 April 2000
Druzhba-Adria Szazhalombatta- 127 2000| NA NA
Omisalj
Ukraine bypass Sukhodolnaya- 262 2000| April 2001 Sept. 2001 28 mill.
Rodionovskaya
Burgas- Burgas- 280 1999—-| Na NA 35 mill. 50 mill.
Aleksandroupolis | Aleksandroupolis 2007
BPS-1 Yaroslavl-Kirishi- 1300 1993-| June 2000 Dec. 2001 12 mill. 50 mill. (2004
Primorsk 2000 67 mill. (2006)
75 mill. (2009)
BPS-2 Ust-Luga port and 998 and| 2007-9| June 2009 March 2012 30 mill. 50 mill./12 mill.
Unecha-Ust-Luga 172 to Kirishi and 38
port/Kirishi mill. for exports
refinery
Sever (ol Kstovo (Vtorovo)- 1067 May 2008 8.5 mill
products) Yaroslavl-Kirishi
Primorsk
YUg (diesel) Syzran-Saratov- 1465 2007-8| 2010 (2013) 8.7 mill
Volgograd-
Novorossiisk
Purpe-Samotlor Purpe-Samotlor 429 2008 | March 2010 Oct. 2011 25 mill.

Continued on next page
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Table 6.3 continued

Zapolyar'e-Purpe

Purpe-Zapolyar'e

49(

) 2010-11

2012 (plan)

(3 sections to b
completed from
2014 to 2016)

[¢)

VSTO-1

Taishet-Ust-Kut-
Lensk-Olekminsk-
Aldan-
Skovorodino, and
Kozmino port

2694

(1999-
2003)
2004-6

April 2006

Oct. 2009

30 mill.

50 mifl.

Skovorodino-
China border

Skovorodino-China
border (Dzhalinda)

63

2009

April 2009

Sept. 2010

15 mill.

VSTO-2

Skovorodino-
Blagoveshchensk-
Birobidzhan-
Khabarovsk-
Kozmino, and
expansion of
VSTO-1

2046

2010

Sept. 2011

(2014)

20+ mill

50 ml.
(VSTO-1
course) and 20+
mill. on VSTO-
2 course

Samsun-Ceyhan

Samsun-Tokat-
Ceyhan

550

2008-12

50 mill.

Orinoco
(Venezuela)

2009

CPC expansion

Tengiz-
Novorossiisk
(pumping stations
and pipeline
repairs)

1510

2008-10

2001 for CPC
(2015 for
expansion)

28.8 mill

67-76 mill.

Baku-Tikhoretsk
expansion

Baku-Tikhoretsk
(pumping stations

and repairs)

1051

(2012)

11 mill
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(Derived from Romanova, L., 2000a; Transneft, 20@889b, p.51-53; 2010, p.35-37; 2012a; 2012c; dp2012e; 2012f; 2012g;
NGV, 2010e; Romanycheva, 2011; NiK, 2011j)

! Originally planned to go terminate at Primorsktpbist-Luga from May 2008. Kirishi branch not reai.
2 To 2006 planned to terminate at Perevoznaya Bay.
% Total VSTO throughput after completion of VTSO-2
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Table 6.4. Shareholders in the Caspian Pipeline Consortium, 1992—-
2012

Owner 1992| 1996| 2005| 2014
Kazakhstan 2% 19 19 19
Oman 25 7 7 -
Russia 25 24 24 24
Chevron 15 15 15
LukArco 12.5| 12.5| 12.5
Rosneft-Shell Caspian Ventures 75| 75| 75
ExxonMobil 7.5

Agip 2 2

BG (British Gas) 2 2 2
MunaiGaz 1.75

Kazakhstan Pipeline Ventures 1.75| 1.75
Oryx 1.75| 1.75| 1.75
ENI 2
Mobil Caspian Pipeline Company

CPC Company 7

(Derived from NiK, 2005j; CPC, 2012)
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Table 6.5. Transneft’s share of Russian crude oil transport

Year Share
2004 93
2005 91
2006 91
2007 90
2008 89
2009 88
2010 88
2011 88.5
2012 89

Excludes oil of non-Russian origin

(Derived from Transneft, 2006, p.23; 2007, p.2102A§ p.24, 2010, p.21; 2011d,
p.29; 2012b, p.25; 2013, p.20)

Table 6.6. Kazakhstan’s export routes, 2011

Route Volume, mill metric tonnes

(% of total)
Caspian pipeline (Tengiz-Novorossiisk) 29.9 (45.6)
Atyrau-Samara 15.4 (23.5)
Trans-Caspian routes (tankers to BTC and Iran) (312)
China 10.9 (16.6)
Total 65.5

(KazMunaiGaz, 2012a)
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Table 7.1. Gazprom’s gas production and markets, 1995-2012

1995 | 1996 1997 1998 1999 2000 2001 2002 2003 20042005

Gazprom 560 561 534 554 546 523 512 522 540 545 -

Gazprom - - - - - - - - - 552.5 555

supplied to Russian markét 282.1| 2835 291| 305.7 307

supplied to far abroad 126.9 128.6| 132.9 140.5 156.1
market§ 789

supplied to FSU 39.6 42.3 42.6 52.5 76.6
market§=>°"82

Total supplies 448.6 454.4| 466.5 498.7 539.7

Russia, percent of total sales 62.9 62.4 62.4 61.3 56.9

Far abroad, percent of total 28.3 28.3| 285 28.2 28.9

sales
FSU, percent of total sales 8.8 9.3 9.1 10.5 14.2

Billion cubic metres

2006 2007 | 2008 2009 | 2010 2011 2012
Gazprom = - = = - - =
Gazprom 556| 548.6| 549.7| 461.5| 508.6| 513.2 487
supplied to Russian markét 316.3| 307 287| 262.6| 262.1| 265.3] 249.7
supplied to far abroad markets®"® 161.5| 168.5| 167.6| 148.3| 148.1| 156.6 151
supplied to FSU markéts® "% 101| 100.9 96.5| 67.7| 70.2| 817 66.1
Total supplies 578.8| 576.4 551.1| 478.6| 480.4| 503.6| 466.8
Russia, percent of total sales 54.6 53.3 52.1 54.9 54.6 52.7 53.5
Far abroad, percent of total sales 27.9| 29.2 30.4| 30.9| 30.8| 311 32.3
FSU, percent of total sales 17.4 17.5 17.5 14.1 14.6 16.2 14.2
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Billion cubic metres

(Derived from (1) Stern, 2005, p.28/Table 1.8;@zprom, 2013g; (3) Gazprom, 2013h; (4) Gazprorh3dPp.7; (5) Gazprom 2011,
p.9; (6) Gazprom, 2009b, p.10; (7) Gazprom, 2067 (@) Gazprom, 2005, p.8, (9) Gazprom, 2003 p.35)

f_To and including 2006, to European markets
" Author’s calculation using the numbers above
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Table 7.2. Gazprom’s gas sales to post-Soviet states, 2003-10

2002| 2003 | 2004 | 2005| 2006 | 2007 | 2008| 2009| 2010
Armenia —| 03| 13| 1.7 17| 19| 21| 17| 1.4
Azerbaijan — —| 0.8] 38| 40| — — — —
Belarus 10.2| 10.2| 13.4| 19.8| 20.5| 20.6| 21.1| 17.6| 21.6
Estonia 0.6/ 09| 09| 13| 0.7 09| 06| 08| 04
Georgia —| 03] 12| 14| 19| 12| 0.7 0.1]| 0.2
Kazakhstan — — | 51 4| 6.5 10| 9.6| 3.1| 34
Latvia 1.1 12| 15| 14| 14 1/ 0.7, 11| 0.7
Lithuania 24| 29| 29| 28| 28| 34| 28| 25| 28
Moldova 21| 23| 27| 28| 25| 27| 27 3| 32
Of which right-bank Moldova| NA| NA| NA| 14| NA| 13| 12| 11| 1.2
Ukraine 259| 26| 34.3| 37.6| 59| 54.8| 56.2| 37.8| 36.5
Total 42.3| 44.1| 65.7| 76.6| 101| 96.5| 96.5| 67.7| 70.2

Billion cubic metres.

(Derived from Gazprom, 2003b, for 2002; Gazpron, 3&f) for 2003—-10; Moldovagaz, 2013a; 2013c, fontdgank Moldova)
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Table 7.3. Itera’s sales to post-Soviet states, 2001-3

2001 2002 | 2003 (plan)

Armenia 14 1.2 1.2
Azerbaijan 3.1 4.0 5.5
Belarus 5.1 6.2| notgiven
Estonia 0.2| 0.12 —
Georgia 1.0 1.06 1.1
Kazakhstan| 2.9 1.2 —
Latvia 0.4 0.4 —

Lithuania 0.5 0.38 —

Moldova 0.6 0.3 —

Ukraine 34.8| 32.66| not given

Total 50.0] 47.6 15.2

Billion cubic metres.

(NIK, 2003e, based on data from Itera)

Table 7.4. Gazprom’s upstream projects in Central Asia, 2013

Country Project Reserves
Gas, bcm| Oil, min. Tonnes
Kazakhstan | Imashevskii 129 20
Kyrgyzstan | East Mailisu IV, Kugart 2.1 0.5
Tajikistan Sarykamysh 6( 12
Uzbekistan | Gissarneftegaz 180 20
Kokdumalak-Gaz 130 -
Shakhpakhty 2.6 -
Ustyurt 10 0.1

(NiK, 2013c)
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Table 7.5. Gazprom’s share of Russian tax collection, 2006-11

Year Gazprom RF aggregated tax Gazprom share of RF
consolidated tax | collection, all levels, tax collection, percent
payment, billion | regardless of tax
rubles calculation year, billion

rubles’

2006 494.5 5426.9 9.1

2007 505.2 6950.9 7.3

2008 685.8 7944.2 8.6

2009 523.2 6283.9 8.3

2010 731.3 7659.5 9.5

2011 967.2 9715.2 9.95

(Derived from Federal Tax Service, 2007; 2008;2@D10; 2011; 2012; Gazprom,
2013c)

! Sum of cells E15 (Postupilo nalogov, sborov, ingktiyazatel'nykh platezhei v dokhody:
Federal'nogo byudzheta/Nalogovye dokhody) and Pid&s{upilo nalogov, sborov, inykh
ob"yazatel'nykh platezhei v dokhody: Konsolidirovenrgo byudzheta sub’ekta Rossiiskoi
Federatsii/Nalogovye dokhody).
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APPENDIX 2: NOTE ON SOURCES

The source situation for each case

Gazprom is the best covered company in existingare$. It is often included in scholarly
analyses of the Russian state, the Russian ecoaomhyRussia’s energy sector, and has
frequently been analysed in the context of Rusfegign policy. The Eurasian gas sector
is a research topic of its own and analyses afivaiiably include Gazprom. There is a
wealth of information available on Gazprom in trgolernals and financial news media, in
Russia and outside. The company’s own website affers extensive information,

especially from the 2000s, and it is well organised

There is generally good access to sources on Lukoilparticular, the Russian and
international trade journals that report on thedRrs oil and gas sectors provided a good
understanding of Lukoil’s position in the sectorwAde variety of background sources on
the oil industry exists along with scholarly anddustry analyses. They were
complemented by searches in Russian newspaperpacgmeports and other information
made available by the company. Scholarly researcithe Russian oil industry, and

Lukoil, is often included in works on politics imictemporary Russia.

There is no lack of journalistic coverage of RAO XJBetween 1998 and 2008, often
including Inter RAQO'’s foreign operations. Informati on reform progress was also made
available to the public by the company. Much infatibn from RAO UES is still available

on its preserved websitat{p://www.rao-ees.ru/)In contrast, for the first half of the 1990s
there is little detail on RAO UES in news repois. regards scholarly analysis, there is

little on RAO UES in the 1990s, but scholars anedythe reform in the 2000s. To some
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extent, this compensated for the lack of an inddpenhRussian trade journal. However,
there is very little analysis of foreign electricibperations by scholars, with a couple of

significant exceptions (Sabonis-Helf, 2007b; 20Gterr, 2013).

A limited number of Russian newspapers, trade jalsrand journalists report on and
analyse the Russian nuclear sector. Compared tatlilee cases in this thesis, Rosatom and
the nuclear energy industry interest only a narrpublic. The Russian industry’'s
integrated structure and complete state controtelddtle room for external, let alone
independent, reporting. Trade journals are in-hgogmals. This means that within each
type of source, there are fewer outlets, with fewwiters, than for the other cases.
Moreover, the structure of the international nuckr@ergy industry, with only a few major
competitors to Rosatom, means there are fewer ppawiilable international trade
journals that could provide alternative informatiofhere is also less well-researched
coverage of the industry in mainstream internatiomedia. The international non-
proliferation regime on nuclear and fissile matleglacourages transparency and openness,

but it does not apply to commercial data like psioe profits.

Of all the cases in this thesis, Transneft wasl¢last researched and analysed from the
outset, both in Russia and internationally. It va#s0 the least accessible company. Little
information was made available to a wider publith@ugh this improved in the latter part
of the period under study. This dearth of most setlypes was somewhat remedied by the
Russian trade journals for the oil and gas indestrivhich, to some extent, report on

Transneft.
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Interview experiences

In the course of the investigation, | conductedritérviews involving 17 interviewees in
two rounds of fieldwork in Moscow (February 2009daseptember 2012). Eight
interviews were with scholars or analysts, and taeigth representatives of the companies
studied here. The ratio of failure to success ammgacts pursued was approximately

50/50 for the first round of fieldwork and 60/40 fbe second.

There was a limited time period available for eemind of fieldwork, making it essential
to prioritise potential candidates for interviewstential interviewees were approached at
business and scholarly conferences, through cantsebwballing, and by phone or email.
Representatives of state organisations were mdfieutli to reach, less approachable at
business conferences, and were generally unavailabile 1 was in Moscow. Company
representatives were also somewhat difficult tacheand in the case of Transneft, and
partially Inter RAO, occasionally outright hostifetheir (negative) responses. Others were
more likely to regard an interview as an exercisepublic relations. This could be a

complication during interviews.

Interviews were all conducted without tape recagdands, but with note-taking during the
interview. This was based on a judgment that teperding would lead interviewees to be
less forthcoming in their answers. It was seen sserdial to build up trust with
interviewees and not to raise any fears of theindén the record’ for the future when
political contexts might change. Note-taking mayéhalisturbed the interview process
somewhat, but it was also expected by the inter»ésw Notes were written in longhand

with details added as soon as possible after teeview, always on the same day.
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Russia is a high-context society (Clark and Miatal 2004, p.9) and it can be difficult
for a foreigner and outsider to conduct researchnmmy topics. However, being
Norwegian probably helped, as this provided positssociations (small neighbouring
country, oil and gas producing country) to manyeiniewees. They assumed that a

Norwegian would be familiar with the political sifjnance of the oil and gas industries.

As an outsider | tried to be alert to topics thagim be sensitive to interviewees, knowing
that 1 might not realise the extent to which my gfiens could present a real threat to
interviewees (Renzetti and Lee, 1993, quoted inoBwowitz, 2005, p.355). Another
consideration was to avoid raising groundless summs of political bias or even hidden
agendas due to my employment in the Norwegian defseector. Contentious and critical
guestions were left for the middle and later stagfean interview. Occasionally | placed
contentious or politicised issues in a frame oWveiyi or referred to common ground as a
representative of an oil and gas producing couriivety is a risky interview strategy
and it is not a planned one, but it generates &ndtyields results. It comes naturally to an
outsider who is, of course, uninformed on, or reitsitive to, some of the issues brought
up during interviews. Being a woman helps, as ngive many cases just confirmed

interviewees’ expectations.
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List of interviews

All interviews were conducted in Moscow. Affiliations at the time of the interview.
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