Prague European Energy Forum, October 24th, 2008

EU-Russia Relations in the Light of Future Energy Challenges

I am very pleased to have been invited here today in Prague to say a few words about the EU-Russia Relations in the Light of Future Energy Challenges.

One could argue that - as crude prices have fallen in recent days from their record highs and we are experiencing the global shocks of the financial crisis and a looming worldwide recession – energy challenges have become less relevant. Nonetheless energy security continues to be at the top of the global political agenda for a simple reason: Our societies and our continuing economic development depend on the secure and reliable supply of energy as on the flow of money. Therefore energy security, along with climate change is one of the key political as well as practical global challenges that we all need to address today. 

So how to describe our current energy situation?

We see the rising demand for energy imports from a larger number of countries, increasing geopolitical complexities surrounding energy supply, instability in some exporting nations, increasing resource nationalism, fears for a scramble for supplies, the challenge of tackling climate change, and the high and volatile prices that are also fed by the risk of terrorism and an ageing energy infrastructure.  

Forecasts indicate that, if we continue as we are doing today, by 2030, world energy demand could be 50% higher than today. At the same time, there is an increasing awareness that climate change is serious and that we need to act now.  On present trends, the world output of CO2 will increase by 55 % by 2030.  If we let this happen, the results on our environment, on our economy and on our way of life will be tremendous. Acting now on this is a moral and economic obligation, not just an option.

Within this global context, the EU’s dependence on imported energy is expected to keep increasing.  Today we import around 54% of the energy we consume; by 2030, if we do not act, this could be around 64%. At current energy prices this makes a total annual European energy import bill of around 350 bn EUR, or around 700 EUR for every citizen.

Within the EU, nearly 37% of the energy we used in 2006 was oil, 24% was gas, 18% coal, 14% was nuclear and only 7% was renewables. However, 

· Today we import around 60% of the gas we consume across the EU. This could increase to 84% by 2030.

· And today we import just under 84% of the oil we consume across the EU. This could increase to 93% by 2030.

And where do these external energy resources currently come from?

· For gas, nearly 25 % of the gas we consume comes from Russia, 17% from Norway and 13% from Algeria.

· And for oil, around 26% of the oil we consume again comes from Russia, 13% from Norway, 9% from Saudi Arabia and 8% from Libya.
· Even 30% of EU Diesel consumption is imported from Russia. 
However, there is an important difference between oil and gas. While we can buy oil from the global market, gas is much more of a regional market. Gas imports into the EU come mainly through pipelines – coming mainly from Russia - and this makes the gas market a regional one, rather than a global one. This may change somewhat in the future as more gas is transported in the form of LNG (Liquified Natural Gas in tankers).

I would like to say a few words about nuclear at this point. Nuclear power is currently used to generate over 30% of the EU’s electricity and 15 out of the 27 EU Member States operate Nuclear Power Plants. Although some Member States have plans to phase out nuclear power, it will continue to be an important source of electricity generation in the long term. However the construction of new plants remains a divisive issue due to concerns about safety and disposal of nuclear waste as well as the commercial risks linked to the very large investments required. Clearly the decision to use nuclear power is entirely a national decision but the Commission, within its competences under the Euratom Treaty, has a responsibility for ensuring the safe and secure use of nuclear power and ensuring a regular and equitable supply of nuclear fuels. 

Our working forecasts on energy trends allow for a number of key conclusions to be drawn that shed a clear light on the character of  future EU external energy relations, especially on the import side:

· The demand for energy in the European Union will continue to increase for some time, despite all our best efforts to promote energy efficiency and energy savings. 
· Conventional fuels and particularly natural gas will remain the bedrock of our energy demand for the foreseeable future, in spite of all our efforts to promote renewable and alternative energy sources.

· In the EU, we currently consume around 500 billion cubic metres of natural gas each year, of which some 290 billion cubic metres is imported. In a “business as usual” scenario, the EU’s demand for imports of natural gas may nearly double between 2005 and 2030 to some 490 billion cubic metres. 

Now, what does this mean for our relations with Russia?

As I have already indicated, Russia is the European Union’s foremost external energy supplier. Nonetheless, limiting the issue of the EU relations with Russia just to energy would be short-sighted and not reflect the realities in our shared European continent. Relations between Russia and the European Union are complex, and operate on multiple levels, across almost every area of public policy.  
Russia is a key geopolitical actor, whose constructive involvement in international affairs is a necessary precondition for an effective international community. We therefore engage on Iran, the Middle East, Afghanistan, the Balkans and elsewhere, as well as in multilateral fora. We also have a common interest in pursuing the non-proliferation of weapons of mass destruction. In all these areas cooperation is not always easy, but we need to continue.
A quick glance at the economic side clearly indicates the level of interdependence in EU-Russia relations:

70 percent of all foreign direct investment in Russia comes from the EU. At the same time, Russian companies are increasingly investing in the EU.  
Russia is now the EU’s third largest trading partner after the United States and China.  Over 50 percent of all Russian exports go to the EU.  

Despite boom-related problems and despite the current financial crisis, we can only welcome these positive trends, which will further increase pressure from business for economic integration between the EU and Russia, which both sides stand to benefit from. But we must be realistic here, too.  Energy clearly dominates our trade relations.
· Two thirds of EU imports from Russia consist of energy.  

· Equally, two-thirds of Russia’s total energy exports are destined for the EU market.  

Indeed, take away hydrocarbons and the EU’s trade with Russia is only about the same as with Mexico.  In other words, there is much untapped potential for both, the EU and Russia.

When talking about the EU’s hydrocarbon imports, particularly from the East, a major concern is the question of pipelines. Clearly a diversification of energy sources and supply routes is an important objective of the European Union, as the European Council pointed out in its Conclusions last week. Unfortunately, in public debates, the main new long-distance projects – Nordstream, Southstream, Nabucco – are regarded as rivals; as one option against another. In fact, if we looked at the predicted increases in EU gas demand, the opposite is true: We will need all of them to satisfy our growing hunger for energy. 

It is often said that concerning energy the European Union is in a relation of dependency towards Russia. And it is also argued correctly that some Member States are dependent on one external gas supplier. But in reality, it is a situation of mutual interdependence. Russia is as dependent on us as we are on them. 

To put it simply, the EU is by far Russia’s largest customer and Russia is the EU’s most important energy supplier. Energy relations with Russia therefore should be a strong element to reinforce our overall relations.   Here is an area where interdependence is unavoidable and both sides have a long term strategic interest to safeguard: Europe wants security of supply – Russia wants security of demand. We should seek to build a mutually beneficial relationship based upon agreed rules protecting both supplier and consumer interests.   Our aim is transparent and non-discriminatory access accompanied by clear reciprocal rules for investment and transit.   

Still, the latest crisis in the southern Caucasus cannot be ignored and in fact emphasizes the paradox in EU/Russia relations: while trade and investments are booming, political relations between the EU and Russia are going through a difficult period.  Second, while the EU welcomes an active Russia as an important partner in solving international and global problems, concerns have been expressed about the direction Russian foreign policy seems to be taking. Third, particularly following EU enlargement, historical bilateral issues between a number of our new member states have had an impact on EU-Russia relations. 

The Russia/Georgia conflict placed EU/Russia relations at a crossroads. The EU is currently re-examining its relations with Russia in view of the November EU-Russia summit. This review will be taken into account in the pursuit of negotiations on a new Partnership and Cooperation Agreement. Negotiating the Agreement is an important instrument for the EU to engage in a united way with Russia. With respect to energy, while the energy relationship is one of interdependence, more work is needed to build up a genuine energy partnership based on the St. Petersburg G8 Declaration on Energy security and the  principles of the Energy Charter Treaty Again: Transparency, reciprocity and non-discrimination are the issues that will need to be addressed in the new Agreement.

I would like to draw your attention to another aspect of EU-Russia energy relations where closer cooperation would be of great benefit for both sides. In 2006, the International Energy Agency estimated that an annual volume of as much as 30bcm of natural gas could be saved instead of flaring it on Russian fields. This amount accounts for around 20% of the annual volume of Russia gas exports to Europe. In addition, there is a highly significant potential for energy efficiency improvements in Russia.  These are two key issues where Russia would reap an immediate benefit and help offset the concerns that new gas fields are not being developed quickly enough in Russia. 

On oil we can see similar developments: West Sibirian oil fields are maturing and due to underinvestment, some experts suggested that oil production in Russia could even go down this year for the first time in a decade. Thus, addressing technical challenges where common solutions are needed, should be high on our agenda rather than speculation about use of a so-called “energy weapon”.
These issues are being developed in the context of the EU-Russia Energy Dialogue and progress is being made. Clearly it is in the interests of both sides to increase the involvement of European companies with the technologies and expertise that they have to offer. Therefore ensuring an attractive investment climate and promoting the exchange of technology would create a win-win situation for both sides, save scarce energy resources, and avoid unnecessary CO2 emissions.
Both sides have a lot to gain from enhancing their relations. I firmly believe that early Russian membership of the WTO would assist in ensuring a continued inflow of investment and growing trade.  And the Commission continues to make great efforts to assist in this process. However, we have taken note of recent official Russian statements on this subject. It is clearly in both Russia’s and the EU’s interest that WTO accession takes place. It will anchor Russia more effectively in the international rules-based system and it will help in the modernisation and diversification of the Russian economy.

Once WTO accession is confirmed, the EU should move towards deep and comprehensive economic integration with Russia, including free trade.  The combination of Russian WTO membership and a Free Trade Agreement (FTA) will offer more opportunities for small- and medium sized enterprises to benefit from the vast potential in bilateral trade and investment between Russia and the EU.

There is an enormous potential in EU-Russia cooperation, especially in the field of energy, but relations are likely to remain challenging for a while. 
To conclude, let me briefly address the internal dimension of EU energy security and the EU response to climate change. The European Commission is actively working on enhancing the EUs energy security and last week’s European Council underlined the importance of these efforts. The Heads of State and Government have requested proposals on several fields, such as infrastructures, energy efficiency, the diversification of sources and routes, stocks, new technologies and solidarity mechanisms. The Council has also supported  the Commission’s initiative to establish a plan of action to speed up the energy interconnections in the Baltic region as part of the efforts to creating connections to the most isolated energy markets within the EU. 
The EU is at an important stage in the discussions on the third energy and climate package, whose adoption by the Council and Parliament is foreseen for the end of 2008. Reaching an effective post Kyoto agreement in Copenhagen next year very much depends on the ability of the European Union to come to an internal agreement. There are voices arguing that fighting climate change and enhancing energy efficiency would further endanger economic development at this critical moment. I firmly believe that the opposite is the case:
The main criticism on the financial crisis is that we failed to act early enough and that we should have seen it coming.  Well, here we are with energy and climate change:

 

o    We know that if we don't act now, it will cost more later;

o    We know that if we do nothing now, our dependence on energy imports will get worse;

o    We know that the first ones to move into green technology will be first in the marketplace.

Achieving our 2020 goals through the energy and climate packages would enhance energy security. It would reduce energy consumption by 15% and lead to a reduction of expected imports by 26%. Still, these reductions are based on today’s figures and energy needs are rising, in Europe and elsewhere. We simply do not have the time to sit back on our achievements. Therefore, what we have to do is to put our own house in order in the energy sector, including ensuring a full integration of our EU-wide energy market, ensuring that the necessary infrastructure exists to build on new energy technologies. 
 
It is only through a unified and coherent approach that the strength and size of the EU’s internal energy market can be brought into play. As others have recognised
, too often we have seen the defence of narrow, national interests at the expense of broader, European interests while certain of our key external suppliers have energy policies which follow a tight script with a sense of strategic purpose. We as Europeans need to provide ourselves with the policies and instruments to match this determination. 

An effective common voice in EU external energy relations can only be achieved by building up a real Common Energy Policy. 
�	 Javier Solana. Speech on the external energy policy of the European Union at the 2008 IFRI Annual Conference.
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