60

POLITICAL CULTURE

AND DEMOCRATIZATION IN RUSSIA

Vijay Kumar

Causes of democratization and its sus-
tenance (or how it would sustain) has been
primary focus area for students and in-
tellectuals of politics science since long
(probably from the time of Aristotle)'.
With the increasing number of country
becoming democracy, which has been de-
scribed by Huntington (1991—-1992) as
“global democratic revolution”, the ho-
rizon of democratization research field
has expended a lot. After 1990s shift from
one political system (communist) to an-
other political system (democratic), Rus-
sian democratization process has al-
so got same importance and seriousness
from the scholars and intellectuals, pol-
icy makers and government from whole
over the world. Scholars and intellectu-
als engaged with democratization research
are trying to put forward various possi-
ble answers regarding the way democrati-
zation process is unfolding and its actual
form taking in Russia. The main theories
through which the process of democra-
tization in Russia has been explained are
(1) Modernization theory (where indus-
trialization, urbanization, secularization,
bureaucratization and high per-capita in-
come of a country has been considered as
the prerequisite for democracy) (2) Tran-
sition theory (here consensus and com-
promise among national elite regarding
the political form of the country has been
given prominent place) (3) Cultural the-

I Coppedge M. Democratization and Research
Methods. Cambridge University Press, 2012.

ory (where culture of particular country
(mass culture) is amenable or not for dem-
ocratic experiment and development has
been analysed and explained).

It is important the note that all of
the above theories are either taken out
from the democratic experience of West-
ern European countries or Latin Amer-
ica. However scholars of “Kremlinolo-
gy” are finding it difficult to theorise the
sudden emergence of democracy and its
form which is quite different from West-
ern countries in the light of above men-
tion theories. In this context the purpose
of this article is to analyse present Russian
democratization process through political
culture approach and give various possi-
ble answers in order to understand (1) why
scholars have not been able to give satis-
factory answer regarding present democ-
ratisation process in Russia through po-
litical culture approach and related to this
is (2) how one can make sense of “Rus-
sian political culture” and “Russian de-
mocracy” and the relation between the
two.

One can define political culture as
base above which any structure of politi-
cal system can stand /sustain. It is part of
countries over all culture. It is a mass cul-
ture; how mass make sense of its own po-
litical system, whether they have trust on
and loyalties for particular political sys-
tem. This political culture theory is of view
that for the sustenance of any political sys-
tem mass belief in that system is required,
since it is the people who make or un-
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make the any form of polity (I.e. democ-
racy, authoritarian, dictatorship, monar-
chy or aristocracy). The basic philosophy
of the political culture approach is that
any type of government needs legitima-
cy from masses to his or her survival and
without peoples support, trust and loyalty
no government can sustain and function.
So it is the culture of masses (democrat-
ic, authoritarian, dictatorial, monarchy
or aristocracy) which sustain any form of
government. And distinctive civilization,
history, values system, religion, and geo-
graphical location constitute main sourc-
es of this culture.

In this regard it is important to men-
tion that a bunch of political scientist do
not consider Russia’s present political
form as democratic. They described it as
‘delegative democracy’, ‘guided democ-
racy’, ‘electoral clanism’, ‘oligarchy and
‘low calibre democracy’?.

Interpretation of Russian political
culture and democracy

(a) Does Russia have undemocratic
political culture?

The simple reason for Russia’s not
having democracy is because of Russia’s
undemocratic or authoritarian political
culture?. For these scholars Russian peo-
ple did not have experience of democratic
government. So they lack the democratic
political culture in order to support dem-
ocratic government (Levada, 1995; Kut-
kovets and Klyamkin, 1997)*. In this way

2 Robinson N. The Politics of Russia’s Partial
Democracy // Political Studies Review. 2003.
Vol. 1, issues (2). P. 149—166.

3 Keenan Ed. L. Muscovite Political Folkways //
Russian Review 1986. 45. P. 115—84 ; Tucker R.
Sovietology and Russian History // Post-Soviet
Affairs. 1992. 8 (3) : 175—196.

4 Mishler W., Willerton J.P. The Dynamics of
Presidential Popularity in Post-Communist
Russia: How Exceptional are Russian Politics?

“Russians are frequently described as the
enablers of their own autocracy” (Haley
2009). In this regard modernisation the-
orists® are of the view that this culture
can be change also with the introduction
of industrialization, secularization, indi-
vidualism and capitalism. It is on the be-
lieve of modernisation project that schol-
ars of this theory are of view that if every
country go through the process of mod-
ernization it is not difficult to have suc-
cessful democracy in that country. How-
ever this theory has been heavily came
under attack from “dependency theorist”
(mainly belongs to Latin America) who
argues instead of democracy many Lat-
in American country spill into authori-
tarianism; simply following the footstep
of Western country cannot guarantee the
same result®.

Without denying the fact that Rus-
sia shares a distinctive, historical, civi-
lizational, cultural, religious and ethnic
identity like any other different civiliza-
tion including present capitalist states like
Germany, Japan and the United states.
The basic problem here is to tag one cul-
ture is with one political system (i.e. Eu-
ropean culture with democratic, individ-
valistic and liberal while other culture

A revised version of a paper presented at the
Annual Meetings of the American Political
Science Association, Washington DC, and
August 31 — September 3, 2000 ; Inglehart R.,
Welzel Ch. Modernization, Cultural Change,
and Democracy: The Human Development
Sequence, Cambridge University press, 2005 ;
Ishiyama J.T. Comparative Politics Principles
of Democracy and Democratization. Wiley-
Blackwell USA, 2012.

> Inglehart R., Welzel Ch. Modernization,
Cultural Change, and Democracy: The Human
Development Sequence, Cambridge University
press, 2005.

¢ Ishiyama J.T. Comparative Politics Principles
of Democracy and Democratization. Wiley-
Blackwell, USA, 2012.
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including Russia as collectivist, authori-
tarian and illiberal). However in spite of
being distinct civilization from Europe
many Asian and African countries became
democracy (including India). It is impor-
tant to mentioned after Indian indepen-
dence same doubt had been raised by ma-
ny western scholars regarding the prospect
of Indian democracy looking at its distinct
civilization and location from Europe.
However toady India has been considered
as the one of the most successful democ-
racy. In this regard Mishler and Willer-
ton’ persuasively argue that “exceptional-
ist hypothesis is far from being exceptional
or limited to Russia. Lipset® among others
has written widely on the idea of Ameri-
can exceptionalism, and, in one guise or
another, exceptionalist hypotheses have
been used to distinguish parts or all of Af-
rica, Asia, the Middle East, and Latin
American”.

As far as Russia’s culture is concern
scholar from inside or outside Russia are
not satisfied with the cultural interpreta-
tion which identify Russia with author-
itarian and illiberal. Instead they have
provided equally valid alternative inter-
pretation of Russian political culture.
In this regard Sakwa® while quoting from
Whitefield' is of the view that “The past,

7 Mishler W., Willerton J.P. The Dynamics of
Presidential Popularity in Post-Communist
Russia: How Exceptional are Russian Politics?
A revised version of a paper presented at the
Annual Meetings of the American Political
Science Association, Washington DC, and
August 31 — September 3, 2000.

8 Lipset S.M. Continental Divide: the Values and
Institutions of the United States and Canada.
Routledge, 1990.

% Sakwa R. Russian politics and society. Routledge
Taylor & Francis Group, 2008.

10" LukinA., Lukin P. Myths about Russian Political
Culture and the Study of Russian History;
Stephen Whitefield (editor). Political Culture

like facts, is created in the eyes of the be-
holder. There are many Russian pasts re-
flecting its Asiatic and European identi-
ties. In the nineteenth century Russia was
torn between Slavophiles like Alexei Kho-
myakov and Ivan Kireevsky who stressed
Russia’s communal, Orthodox and tradi-
tional ways against Westernisers like Kon-
stantin Kavelin, Boris Chicherin and, on
the socialistically inclined wing, Alexan-
der Herzen and Vissarion Belinsky, who
rejected appeals to Russia’s uniqueness
and insisted that the only road to the fu-
ture lay through Europe. In the twentieth
century the country once again was divid-
ed between liberals espousing the develop-
ment of individualism, the rule of law and
the market and socialists of various stripes
espousing collectivism, egalitarianism and
constraints on the market, if not its aboli-
tion in its entirety”.

It is because of the reason that Petro!!
is of the view that “the reasoned analy-
sis failed to predict the demise of commu-
nism, I believe, lies in the convention-
al wisdom about Russian political culture.
Despite their political and methodologi-
cal differences, nearly all students of Rus-
sian and Soviet politics agreed that Rus-
sian political could safely be characterised
as more centralist, more intervention-
ist, and more collectivist than its north
American or European counterparts”.
Perestroika, however laid bare inadequa-
cy of this received wisdom. The astonish-
ing upsurge in activism after 1987 (more
than sixty thousand independent associa-
tions involving nearly fifteen million peo-
ple emerged) was clearly inconsistent with

And Post-Communism, Palgrave Macmillian,
2005.

" Petro N.N. The rebirth of Russian democracy.
Harvard University Press, 1995. P. 1-2.
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the image of a politically passive popu-
lation”. He is further of the opinion that
“By assuming that official political ex-
pression reflected popular sentiment most
analysts failed to recognised that democ-
racy, or narodovalstie in Russian has deep
roots in Russian in history. These roots be-
came quite apparent if the traditional fo-
cus of political culture is broadened to in-
clude the Russian emigration, dissident
groups inside the USSR, and contem-
porary post-communist Russian politics.
In each of these arenas the struggle for
Russian civil society can be traced from
Muscovite times through to the collapse
communism and beyond”. For him the
desire to restore civil society, the rule of
law, private property, free enterprise, and
political pluralism existed in Russia well
before the Soviet regime collapsed and
even before perestroika began.

Similarly emphasising on alternative
Russian political culture Lukin and Lukin'?
has shared similar view “historical basis of
these assumptions (which portray Russian
political culture as authoritative and un-
democratic) is based on excessive general-
isation and on overly broad and ill-found-
ed conclusions that fail to take into account
recent developments and findings in the
study of Russian history. Rethinking these
assumptions, therefore, may put Russian
political culture and the constraints it may
impose on the country’s political develop-
ment, in a different light”. They are further
of the view that “Self-government exist-
ed in the territory of contemporary Russia
for hundreds of years and, in some periods,
it played a significant role”. For them “the

12 Lukin A., Lukin P. Myths about Russian Political
Culture and the Study of Russian History;
Stephen Whitefield (editor). Political Culture
And Post-Communism, Palgrave Macmillian,
2005. P. 16.

political system of the Russian state in the
sixteenth and seventeenth centuries is of-
ten called limited monarchy with represen-
tation of estates”. In this way “Russian did
not experience unconstrained monarchy
as has been portrayed by many scholars.
In 1699, a decree by Peter I introduced
elected self-government in the cities (bai-
liffs in provincial cities, a town council in
Moscow). And Even during the Soviet pe-
riod some elements of genuine elections
(e.g., in research institutions, the Ortho-
dox church, etc.) survived. Besides, the So-
viet Communist Party and the Soviet State
preserved formal election procedures,
which began to gain real meaning as soon
as the Communist dictatorship weakened.
Thus, elements of self-government existed
in Russia during every period of its histo-
ry that at times played an important role”'3.
They are further of the opinion that “at
the beginning of the twentieth century, the
Russian empire was hardly less democratic
than the Hapsburg Empire, where the two-
chamber parliament (Reichsrat), like the
State Duma in Russia, was elected by indi-
rect elections.

Similarly the leaders of Soviet Union
had always described their political system
as democratic. So the Soviet Union, like
most parliamentary democracies, claims to
be evolving in the direction of greater de-
mocracy. It may of course be found that the
system itself, the direction of its develop-
ment, and its development, and its demo-
cratic ideal were vastly different from those
of the west'®, So there are historical reasons
to believe that why ‘democracy’ was not un-
known concept to the people of the former
Soviet Union, contrary to what is suggest-

13 Tbid. P. 20.

4 Churchward L.G. Contemporary Soviet
government. Routledge and Kegan Paul, 1968.
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ed by those sceptics who argue that citizens
of former Soviet Union should have no un-
derstanding of democracy. In this context'’
has rightly pointed out that “scholars who
specialize in Russian history are inclined to
emphasize distinctive and even unique fea-
tures of Russia’s past and to argue that these
tend to determine the path that the new re-
gime will follow. Continuities between past
and present are readily cited from tsar-
ist and Soviet practice”. In this regard they
are further of the opinion that “the propo-
sition — Russian history matters — raises
the question: which history? Is it the histo-
ry of despotic reform of Ivan the Terrible or
of the successes and failure of nineteenth —
century tsars? How relevant is the Soviet ex-
perience under Stalin as compare to that of
Brezhnev and or Gorbachev?” In the same
way while referring to M. Berdiayev, Cza-
jowski is of the view that, “the Russia civ-
ilization cannot be treated as a phenom-
enon characterized by a certain historical
continuity, but one must isolate in the past
of that country several cultures succeeding
each other’s. Referring to the scheme pro-
posed by that philosopher of the Christian-
ity, Z. Madej individuates the micro-model
of the oriental civilization (Byzantine) and
opposes it, in a certain sense, to the mac-
ro-model “covered by the Western civiliza-
tion”. The first is a sort of a buckle clamping
the three civilization models: the Ruthenia
of Kiev; the Tartarian and Mongolian peri-
od; the Russia of Moscow. The second en-
compasses the Russia of Peter and the com-
munist “closed society”. The collapse of
that last civilization opens the way to the
sixth, post-communist model”'¢.

15 Rose R., Mishler W., Munro N. Russia transformed;
developing popular support for a new regime.
Cambridge University press, 2005. P. 9.

16 Czajowski A. The Prospects of Democratization
of Russia: Between Slavophilism and

(b) Do Russian people are undemo-
cratic?

Many scholars and intellectuals from in-
side and outside Russia has describe Russian
masses as undemocratic (Baker and Glass-
er; 2005; Mendelson and Gerber (2006);
Gudkov and Dubin (2007)". Contrary to
this Rose (et. al 2006; p. 128) are of the view
that “for majority of Russians, democra-
cy is a positive ideal”. Similarly Colton and
Mcfaul (2001) are of the view that “Com-
parative scholars throughout the 1970s and
1980s portrayed the process of democratiza-
tion as a top-level affair, a bargain between
elites that produced new democratic insti-
tutions. These democratic institutions then
helped to change society in a more dem-
ocratic and liberal direction. The Russian
case brings to mind a quite different dy-
namic: the people have assimilated demo-
cratic values faster than the elite have ne-
gotiated democratic institutions”. Making
more clarity on this issue Mcfaul further
explained in media conference in 2007,
“If you ask Russians do you want an auto-
cratic system, they say no, and by like, 80
per cent say no. They just don’t perceive the
system that they live in today as being auto-
cratic in the way that maybe (you)...or I do”
(Machalek 2008)'8. While quoting Brown,

Westernization. ul. 9-Maja 82/451-671. Wroclaw,
1999.

17 Hale H. The Myth Of Mass Authoritarianism
In Russia Public Opinion Foundations Of a
Hybrid Regime; George Washington University;
The National Council for Eurasian and East
European Research; University of Washington;
Box 353650; Seattle, WA 98195; TITLE VIII
PROGRAM. 2009.

8 Machalek K. The Paradox of the Putin
Phenomenon: Democracy, Fairness, and Popular
Support for President Vladimir Putin; A thesis
submitted to the faculty of the University
of North Carolina at Chapel Hill in partial
fulfilment of the requirements for the degree of
Master of Arts in the Department of Political
Science. 2008.
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2001a, Carnaghan2001; Gibson, 2001; Rose
(et al. 2006) is of the view that “in a post-
communist society the meaning of democ-
racy is problematic. In this regard a factor
analysis identified three important meanings
in the minds of ordinary Russian people: de-
mocracy was about respect for individual
rights; representative political institutions;
promoting social and economic welfare”".
However negative experience of de-
mocracy from its initial years of implanta-
tion has put negative impression on Russian
mind-set. As number of writing regarding
results of democracy reveals that there dur-
ing 1990s (initial year of democratic ex-
periment) a literal loot of public property
happened in the name liberalization. On-
ly a certain section of society (oligarchs)
benefited from this liberalization process.
Because of their disappointment Russian
people used to call it “oligarch democra-
cy” meaning democracy which was only
benefiting oligarchs and not simple mass-
es (personal interview). On the other hand
economy was suffering from huge infla-
tion; People were not getting their sala-
ry and pension in time. Law and order sit-
uation was not up to mark and everywhere
there was chaos like situation. Taking ben-
efit from the ambiguous interpretation of
freedom and liberty separatist tendencies
was going strong in many regions of Russia
(i.e. Chechnya and Tatarstan). In this way
over all situations was quite pathetic. The
role of Regional governors was unsatisfacto-
ry and they were behaving in undemocrat-
ic manner. Initially some oligarch backed
media was also not behaving properly and
their only purpose was to serve the inter-
ests of individual business class. In that sit-

¥ Rose R., Mishler W., Munro N. Russia
transformed; developing popular support for a
new regime. Cambridge University press, 2005.

uation Putin came to power and try his level
best to let Russian get rid of this entire prob-
lem and took many steps which were essen-
tial for that time. But these work / steps have
been interpreted as undemocratic act (i.e.
selective ban on media, and recent ralisa-
tion of regional power).However scholarly
research has tried to prove that actually this
was an act to restore democracy and was not
against democracy (Remington, 2000)%.
The way Putin handled fragile Rus-
sian situation which he got from previous
government has made him popular among
Russian people. They do not consider it as
undemocratic acts instead they believe that
these acts are necessary to restore normalcy
in Russia. So Russian people are selecting
him not out of their Undemocratic politi-
cal culture which they inherited since long
but because the way Putin has showed firm
stand on these issues and try to resolve it.
There can be no two opinions in this regard
that only a strong sate can implement de-
mocracy in the benefit for masses otherwise
it will be only affairs of fewer once. That is
why Putin was of the view that “Democracy
should not be accompanied by the collapse
of the state and impoverishment of its peo-
ple. I’m sure that democracy is not anarchy
and laissez faire (quoted in Watson, 2005)?'.
He is further of the view that “he believes
political dictatorships are invariably fragile
and temporary, and that democracy is the
only truly robust and enduring political sys-
tem” (Remington, 2000)?2. That is way if

% Rogovskaia T. Russia // Post-Communist
Democratization Political discourses across
thirteen countries // eds. John S. Dryzek and
Leslie Templeman Holmes — Cambridge
University, 2004.

2l Rose R., Mishler W., Munro N. Russia
transformed; developing popular support for a
new regime. Cambridge University press, 2005.

2 Rogovskaia T. Russia // Post-Communist
Democratization Political discourses across
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Russian masses like strong government, or-
der and stability it should not be interpreted
that they are in favour of undemocratic and
authoritarian regime. It should be judged on
their situation and demand of the present
time. Even for democratic European coun-
try initially nation building and state build-
ing was primary task.

Political culture
and democratization in Russia

Having provided ample evidence to
prove that Russian had neither undemo-
cratic political culture nor Russian peo-
ple are anti-democratic. Why Russian de-
mocracy is going in the direction where it
is; the simple answer is since Russian is go-
ing through the transitional phase where
everything has to be put in right place and
right direction. Change from one polit-
ical system to other, from one econom-
ic pattern to another will take certain pe-
riod and Suddenly everything cannot put
in place in small span of time. And even
when the initial results of new patters was
quite disappointing. It should be remem-
ber by student of democracy that even Eu-
ropean and American democracy took at
least hundred years in order to take firm
root in these countries. Even there were
lots of trail and err happened in the course
of democratic experiment. How one can
expect Russia to embrace this all quali-
ties in within few years? So instead of con-
sidering Russian political culture as de-
fective for democratic experiment and
development it should be looked as cul-

thirteen countries // eds. John S. Dryzek
and Leslie Templeman Holmes. Cambridge
University, 2004 ; Klitsounova E. Russia’s
Response: Sovereign Democracy Strikes
Back in Democracy’s Plight in the European
Neighbourhood; Centre for European
Policy Studies (CEPS), Brussels, Belgium,
2009.

ture which is trying to implement its own
model of democracy “Sovereign democra-
cy” in order to prevent any foreign power
to intervene in Russia’s internal affairs in
the name of democratic promotion as had
been done in the initial years of its disin-
tegration (Klitsounova, 2009) as well as
putting many thing in place to have suc-
cessful democracy in future. It can be
consider as “transition”, “transforma-
tion” age for Russia. While quoting Col-
lier and Levitsky, 1997 in order to explain
difficulty to define democracy, Rose (et
al 2006; p. 126) are of the view that “De-
mocracy today is a symbol; it is defined in
hundreds of different ways by compound-
ing different characteristic that may be in-
corporated in particular definition. There
is no agreement among scholars or politi-
cian about the essential requisite of a dem-
ocratic regime. Definitions often quali-
fy the words by attaching adjectives, some
positive, such as liberal democracy or so-
cial democracy, and some negative, such
as reference to a defective pseudo-de-
mocracy. A catalogue of definitions has
found that more than 550 different adjec-
tives to characterize “democracies”. This
is more than five times the number of re-
gimes that today have any claim to be de-
scribed as democracy. So it is important to
bear in mind that “Democracy is not just a
matter of constitutions, parliaments, elec-
tions, parties, and the rule of law. In or-
der to see if or how democracy works, we
must attend to what people make of it, and
what they think they are doing as they en-
gage with politics, or as politics engages
them”?,

2 Post-Communist Democratization Political
discourses across thirteen countries // eds.
John S. Dryzek and Leslie Templeman Holmes —
Cambridge University, 2004.
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ITouTHyeckad Kyasrypa u nemokparusanus B Poccun

Bumxeii Kymap

Annomauus. Ha ocroge copokansimuonesHbix noiegbix ucciedoganuil, a maxice 21y00K0eo usy4e-
HUSL UMEROWeTiCS AUMepamypbl Ho NOAUMUHECKOU KYAbmype U npoyeccy 0eMOKpamu3ayuy Hacmosi-
Was cmamas paccMampueaem noaumuteckoe paseumue Poccuu. Aemop Oeaaem onmumucmu4nbLi
651600 OMHOCUMENLHO PA3GUMUSL NPOYECCA 0eMOKPAMU3ayuY 6 cmpate. Buecme ¢ mem on 3axaio-
Yaem, 4mo ynpoujeHHble OUEHKU POCCUUCKOU NOAUMUMECKOU KYAbMYPbL He NO360ASI0OM NOHSMb 0CO-
OEHHOCMU NOAUMUHMECK020 PA3BUMUS CIPAHDbL U He CHOCOOCMBYIOM POCCUTICKOMY npoyeccy 0emo-
Kpamu3ayuu u nepcneKkmueam ykpenaenus demoxpamuu ¢ Poccuu.

Karoueevle caosa: demokpamusi, UCKAIOUUMEAbHOCHb, NOAUMUYECKAs. KYAbMYPA, UCHOPUHECKUL
aHanu3, poccuticKue Molcaument, 00UECMEeHHble UCHHOCMU, NOAUMUYECKAs UOCHMUYHOCb.

Political Culture and Democratization in Russia

Vijay Kumar

Abstracts. On the basis of forty five days field survey as well as extensive survey of literature
regarding political culture and democratization process in Russia this paper makes positive case
for Russian democratization process, simultaneously this paper is also of the view that the simplistic
account of Russian culture can neither help to understand the kind of political culture present in
Russia nor its impact on Russian democratization process in particular and prospect of democracy
in Russia in general.

Key words: democracy, exceptionalism, political culture, historical analysis, Russian thinkers,
public values, political identity.
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WHEN IMPORTERS TURN TO EXPORTING OIL
AND GAS — THE SHALE GAS HYPE AND CERTAIN
GEOPOLITICAL CHANGES LIE AHEAD

IN THE EASTERN MEDITERRANEAN

Karin Kneissl

Commemorating World War I has just
started, but actually the repercussions of
World War I are still going on. The territo-
rial reshuffling of the remnants of the Ot-
toman Empire in 1920, notably at the San
Remo conference, is a direct outcome of
World War I. Gaining physical access to
Middle Eastern oilfields was the West’s
priority, given the importance of oil for all
forms of mobility and warfare. First pipe-
lines were drawn, then borders between
the new Arab nation states administered as
mandates were traced. Iraq was created by
the San Remo oil agreement and Iraq risks
further destabilization due to oil interests.

Subsequent to the invasion of Iraq by
the US and her allies in March 2003 new
wars have emerged and put Iraq at the
brink of collapse. The Kurdish question
remains unresolved, but current develop-
ments in fighting Daech, the Islamic State
in Iraq and the Levant, have triggered a
new momentum for Kurdish statehood.
While the Kurds were promised a state
in the Treaty of Sevres 1920, the Treaty
of Lausanne 1923 effectively ended those
prospects. The current Kurdistan Region-
al Government in Northern Iraq actual-
ly behaves as if it were sovereign nation
when concluding contracts with oil com-
panies. In the absence of a Federal Oil
Law and due to the ambiguous provision
of the Iragi Federal Constitution of 2005,
notably article 109, many parties have dif-

ferent interpretations on the ownership of
oil reserves. Many fear that Kurdish state-
hood in Iraq, in the midst of the increasing
destabilization, would prompt irredentism
across neighbouring countries. The ma-
ny proxy wars in Syria and their spill over
across the region contribute furthermore
to the risk of state implosions unless re-
gional powers stop their interventions and
arming of militias in the region. The ener-
gy and security nexus is evident in today’s
context: fragile Iraq with its many un-
tapped oilfields, and Iran returning to the
global stage — bringing its natural gas on
a market hyped by the “shale gas revolu-
tion” — as well as the new petroleum fron-
tier in the Levant Basin.

Energy cooperation should be the
name of the game from the Gulf to the
Eastern Mediterranean. Saudi Arabia and
Iran can do business in natural gas trade
and refining, and in transforming their
fossil fuel dominated energy mixes. The
Gulf Cooperation Council (GCC) sum-
mit on 11 December 2013 welcomed the
Nov 24t deal on Iran stating that it could
bolster GCC cooperation with Iran'. In
theory, energy could also be a catalyst for
cooperation among Israel, Egypt, Leba-
non, Turkey, Syria, and Cyprus, plus the
Palestinian territories, with the rise of off-

' The summit communiqué also supports UAE
over Iran’s seizure of three isles near the Strait
of Hormuz.
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shore gas exploration in the Eastern Med-
iterranean. Energy cooperation should
transcend all ideological differences. Talk-
ing to engineers is different from talking
to politicians and diplomats who are of-
ten unable to discern the potential gains
from energy cooperation. Big oil means
big money and here power politics will al-
ways have its say. Still, the profound di-
lemma of the Middle East, the enormous
human suffering and the risk of unlimit-
ed military showdown should push for a
different logic. Countries, which used to
be import-dependent, could turn into ex-
porters, e.g. USA, Israel, Lebanon etc.
Conversely, traditional exporters of fossil
fuels may have to rethink their energy mix
and may even have to import certain types
of primary energy and expertise. A par-
adigm shift could trigger new dynamics.
It is up to governments to act, companies
have already taken their business risk and
prepared changes on the ground.

Dominance of fossil energy
and some possible trends in the unconven-
tional sector

The overall global energy-mix is dom-
inated by fossil forms of energy, which ac-
counted for 82% of energy supply in 2012
and will constitute 80% of the global total
by 2035. Oil is the most traded commod-
ity in the world, accounting for roughly
12 % of overall world trade. By far the larg-
est part of internationally traded oil orig-
inates in the Middle East; it will remain
the most important factor to the pricing
of crude oil. For natural gas, trading will
continue to be regionalized with each of
the world’s three main markets — Russia,
North America, the Gulf — having a dif-
ferent combination of market fundamen-
tals. The separation between the oil and

gas markets, the break-up of the tradition-
al price connection could also result in a
more volatile gas market. Every explora-
tion project is determined by costs and the
market price, which will eventually be the
crucial test for the current shale boom on
the basis of horizontal drilling and frack-
ing. Despite all the geopolitical unrest in
resource rich regions, we witness a 25%
drop of the average global oil-price. The
traditional paradigm of the risk prime in
the oil price seems to be outlawed by the
tremendous slowdown in demand. The
global economy could be in worse shape
than many economists make us believe.
Some voices claim that this price de-
cline might also be due to the increase in
supply because of the rise in unconven-
tional production in North America. This
type of exploration is more vulnerable to a
low price level than conventional, i.e. rel-
atively easy to drill and thereby “cheap”
oil and gas. The US in 2013 turned into
the world’s largest producer of petroleum
liquids given its rising engagement in non-
conventional resources’. US dependence
on imported oil and other liquid fuels is
projected to shrink from 60% in 2005 to
about 25% by 2016. But flows from Mid-
dle Eastern oil will continue due to com-
mitments by major export companies, like
Saudi Aramco, which have significant as-
sets in the US. The rise of US unconven-
tional deposits, ranging from tight oil to
shale oil, shale gas and CMB (coal-meth-

2 A shale oil and gas field in the US discovered in
autumn 2013, described as the biggest petroleum
discovery in history, is larger than the Bakken and
Eagle Ford shales combined, with potential for re-
coverable reserves put at 1000 bnbarrels The Global
Prospects for Qil: The Geo-Politics for Natural Gas
will be stronger. Consulted on Dec. 30th, 10:00 am.
URL: http://www.thefreelibrary.com/The+Global
+Prospects+For+0il%3B+The+Geo-Politics+ F
or+Natural+Gas+Will...-a0353763954
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ane-bed), has already altered energy trad-
ing routes. Rapid innovation in the US
drove down shale gas production costs
from over 13 USD/m BTU in mid-2008 to
currently around 3-4.5 USD. Yet, the US-
gas market has evolved as an isolated mar-
ket over the past years. The turning point
will be when export bans stemming from
the 1970s are lifted, otherwise the price
drops, which means: “The US shale rev-
olution carries within itself the seeds of its
own destruction”3. The world average price
of 100-110 USD pb for crude oil is the ide-
al incentive for developers of unconven-
tional resources in the US and Canada“.
The price of 90 USD pb is referred to as “a
red line, all need it!” according to a Saudi
Aramco official. Since drilling in the un-
conventional sector requires much higher
costs than conventional oil and gas explo-
ration, a drop of the average global oil price
below 70 USD pb could jeopardize com-
panies’ investments. The withdrawal of
Royal Dutch Shell from all unconvention-
al projects in Canada and the US in August
2013 illustrates this.

Subsequent to the IEA WEO (World
Energy Outlook) of 2012 the bottom
line in public debate was “forget about
the Middle East”, since the US would
turn energy-independent; an old dream
and target since the oil crisis of 1973 and
the creation of the IEA by US Secre-
tary of State Henry Kissinger. However,
the WEO of 2013 has revealed this asser-
tion to be an exaggeration’. The Middle

3 Argus Dec. 20, 2013 Editorial.

4 See interview with author. URL: http://kurier.at/
wirtschaft/marktplatz/energieexpertin-kneissl-
die-usa-wollen-hohen-oelpreis/36.356.971

5 See also presentation by IEA chief economist
Fatih Birol in Vienna, Nov. 18th, 2013: “The US
will be the largest oil producer by around 2015.
But this is only first chapter of the story. US shale

East, the world’s only major source of
low-cost oil, will remain at the core of
the long-term prospects of the world oil
market, notably able to meet long-term
growth in Chinese and Indian consump-
tion. Over the next 10 years, OPEC coun-
tries’ share of world oil consumption is
projected to decline, but towards the mid
2010s non-OPEC production will start to
decline and MENA countries will have
to cover the bulk of the growth in world
supply from then on. Crude oil produc-
tion of 10.3 mbpd enables Saudi Ara-
bia to earn 1 bn USD per day. This is the
highest output in 32 years and Riyadh af-
firms it can go further as the world’s swing
producer. Saudi sedimentary terrain is
of exceptional quality, huge convention-
al oil reserves lie in just nine field groups,
where recovery costs are the lowest in the
world.

The IEA went too far in earlier re-
ports referring to the “shale hydrocar-
bon revolution born in the USA”. For the
time being, the global energy landscape
has not been turned upside down. While
some voices are joining the chorus laud-
ing the shale boom and its geopolitical
implications, such as disengagement from
the Middle East, others are more pru-
dent and ponder on the many questions
it brings. They range from environmental
dangers, rise in accidents due to “shale by
rail”, and commercial costs to the geolog-
ical uncertainty of rapid depletion. Roy-
al Dutch Shell has decided to stop all its
unconventional projects in the United
States and Canada and considers rhetoric
about the shale revolution to be “hype”®.

output will not continue to increase beyond then.
It will plateau and then decline after 2020”.

¢ Interview with CEO Peter Voser in the Financial
Times, Oct. 5, 2013.
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The abundance of relatively easy to drill
conventional oil and gas, notably in Afri-
ca and the Middle East, can still dampen
prospects.

In Middle Eastern circles it is strongly
debated whether the US shale revolution
and its possible market impact is a threat
or an opportunity. Promising geological
surveys are being conducted in the region.
Besides Algeria and Jordan, Saudi Ara-
bia will be the third shale gas producer in
the MENA from late 2019 or early 2020,
when Saudi Aramco mobilises 40 rigs for
shale gas production. Wasteful burning of
crude oil for power generation motivates
Riyadh, but the depth of reservoirs and
very low permeability will make hydraulic
fracturing very difficult’. Riyadh is ready
to speed up its approach to this particular
area of the energy business and involve US
companies.

The OPEC WOO (World Oil Out-
look) 2013 sees tight oil as a short- to me-
dium- term phenomenon on account of
the “inherent constraints and challeng-
es” associated with geological facts. Sau-
di oil minister Ali Al-Naimi confirmed at
the OPEC ministerial conference on Dec-
4™.2013 in Vienna, that “any addition to
supply in this big market is very welcome”.
But inside OPEC and beyond experts be-
lieve that those extra barrels are not here
to stay. It is a matter of investment and
declining rates which are at 30—40% per
year, requiring continuous investments.
These will always depend on the price.
And the price in the long run is always a
matter of supply and demand. Therefore
the question remains:

7 Saudi Aramco’s General Supervisor for Gas
Reservoir Management, Adnan Kanaan, in APS
Review Vol. 81 No. 26; 23/31 Dec. 2013.

What lies ahead
for the global economy?

Energy is the driver of the global econ-
omy. Uncertainty of a genuine recovery
prevails, for the major problem remains
the debt situation, which requires fiscal
constraint and policies supporting growth.
Two models seem to shape prospects. One
is quantitative easing (QE) as practiced by
the US Federal Reserve Bank, the Bank of
England, and many more. The other is fi-
nancial repression led by China and oth-
er BRICS. The Fed’s QE boils down to
printing more dollars and letting their real
purchasing power outside the US drop by
alarming rates. This is of particular con-
cern for commodity producers, which ac-
tually import inflation. OPEC remembers
the meltdown of the 1970s, so the best
place to protect your oil against inflation
is to keep it under the surface, as an old
saying goes. Given the enormous rise in
production costs also in the conventional
sector, other political needs in many pro-
ducing states — e.g. build up against po-
litical protests by raising living standards
— and uncertainty curb the appetite for
long-term and cost-intense investment in
new explorations.

Geopolitics affect the Middle East
more than ever before; according to the
UN’s World Economic Situation and
Prospects 2014 (WESP) political tensions
will worsen. Of particular concern is the
mounting tension between Iran’s Shiite
government and the Wahabi-ruled Saudi
Arabia, with the latter leading the Sunni
front in a Muslim world of over 1.5 bnpeo-
ple. These tensions are evident in a num-
ber of proxy conflicts, particularly the war
in Syria. The emergence of Daech, the
Islamic Caliphate, which stretches from
Northern Syria into Iraq, in June 2014
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is a harsh reminder of a potential threat
of implosion. Daech finances itself, inter
alia, thanks to oil smuggling. This reve-
nue has mounted for many criminal gangs
since the early 1990s when a sort of vacu-
um arose in Northern Iraq due to the No-
Fly-Zone by the US, the UK and France.
Over the past years, no-go-areas out of any
central control have increased in space
and number. This lamentable fact has
contributed to the rise of Daech, found-
ed in 2004 by the Jordanian Musab Az-
Zarkawi, thereby dissenting from Al-Qai-
da. Interestingly, the capture of Mosul and
the seizure of control of certain oil termi-
nals and refineries was a turning point for
Daech in summer 2014. It was the Mosul-
Haifa Pipeline which served as a territorial
reference for the reshaping of the Middle
Eastern map after World War 1. The Iraq
war of 2003 backfires in 2014 and affects
the world far beyond the region.

These and other risks, occurring un-
expectedly, could derail the world econ-
omy far beyond the UN report’s projec-
tions®. King Abdullah of Saudi-Arabia is
upset with US weakness, he sees Obama
as a “passenger” watching Putin taking
the front-seat’. Russia has proved to be a
more predictable ally than the US, which
furthermore seems to be losing interest in
the region after military adventures and a
foreign-policy volte face subsequent to the
Arab spring.

Changing of the guard
in the Middle East?
Whether or not the shale boom will
be a lasting one, various indications con-
firm that the US wishes to disengage from

8 APS Review Vol. 81 No. 26; 23/31 Dec. 2013.

° APS Review Vol. 81 No. 17 21/23 Oct. 2013 Gas
Market Trends.

the region, which binds most of its time
and diplomacy, but amounts to a negligi-
ble share of its trade. It is China’s soaring
energy consumption rather than the US’
rising production that will fundamentally
shift the world energy order. Some analysts
claim that the Sino-Russian relationship
will truly shift global energy boundaries.
Pipelines are turning east, a fact the West
still has to take note of.

In January 2012, then Chinese Prime
Minister Wen Jiabo made his first trips to
Saudi Arabia and the Gulf, two decades
after the People’s Republic and Saudi Ara-
bia established ties. Ever since, the trade
volume overtook that of the US and Sau-
di Arabia, excluding arms trade'’. Saudi
Arabia is the largest crude oil exporter to
China, which became the world’s num-
ber one importer in October 2013. Qatar
became the largest LNG exporter to Chi-
na in 2011.Geopolitics of Abu Dhabi up-
stream concessions shows that the bid-
ding process gave priority to Asian firms.
Asians are involved in UAE’s military se-
curity and their own energy security. Bi-
lateral energy cooperation with China in-
creases with the construction of a Strait
of Hormuz bypass crude pipeline. Korean
firms are leading Abu Dhabi’s USD multi-
billion nuclear power programme to build
four nuclear reactors to ease the coun-
try’s gas shortage; this trend holds true for
Japan to develop CCS (Carbon Capture
Storage) technology.

If any US disengagement materializ-
es, the question is who will move in; re-

10 US-GCC Defence Ties: Pentagon on Oct. 17
said was to sell Washington’s GCC allies Saudi
Arabia and the UAE 10.8 bn USD worth of the
most advance American missiles and munitions,
including “bunker-buster” bombs. The move
followed a series of US weapons deals in recent
years which had bolstered the air power and mis-
sile arsenals of GCC states.
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spectively, is there a need to move in? Will
regional powers share their spheres of in-
fluence in a more balanced way? While
China and India are already present in the
region and Russia regains prestige as a re-
liable ally, sought after now also by Egypt,
the chessboard of the region is reshuffled.
The map of the outcome of World War I
is under scrutiny and anxiety grows that
some states might collapse, others emerge.
Lebanization and balkanization are two
interchangeable terms, which have been
joined by Iraqgization, Somalization etc.
It always breaks down to fragmentation
of a state and the decline of its monopo-
ly of force. Meanwhile, one of the oldest
nation-states, Iran, is preparing its come-
back to the international scene and ener-
gy markets.

The return of Iran on the global stage

The US and Iran have conducted un-
official contacts on their bilateral rap-
prochement for the past years, discuss-
ing topics of common interests stretching
from Afghanistan to Syria. Very precise
talks started in March 2013 in Oman,
months before the Iranian presidential
elections. On Nov. 24" 2013 Iran and the
P5+1 (the five permanent members of the
UN Security Council — China, France,
Russia, the UK, and the US — plus Ger-
many) signed a six-month interim nucle-
ar deal in Geneva that sets the stage for the
conclusion of a more detailed agreement
to regulate Iran’s nuclear program — in
exchange for the gradual relaxation of in-
ternational economic sanctions'!. The
agreement promises to open a new chap-

" To show Western powers he is a serious partner,
Rohani has combined the Atomic Energy Or-
ganization with the Ministry of Electric Power.
The first, and toughest, test is whether or not the
Islamic Revolutionary Guard Corps (IRGC) will

ter in relations between the US and Iran
and to have a significant impact on the in-
ternational oil industry when Iranian oil
exports will be back on the internation-
al market.

The return of international oil com-
panies (I0OCs) will take some time: BP,
ConocoPhillips, Eni, ExxonMobil, To-
tal, Royal Dutch Shell, and Statoil have
all been invited by the Iranian oil minister
Namdar Zanganeh; talks have been held
but the IOCs wish to wait until June 2014,
to watch the outcome of the interim deal.
Meanwhile Tehran is busy with preparing
for the moment once business starts. Ac-
tually Iranian consulting companies have
received requests for market studies by
US companies since 2012. New contracts
are under preparation, offering “far bet-
ter Exploration & Production contracts”
than the usual buy-back deals which are
no longer popular among major compa-
nies, according to Iranian officials: “The
Iranian ones should be even better than
the 20-year technical support agreements,
which Baghdad has awarded for the devel-
opment of Iraq’s main oil and gas fields.”
Zanganeh announced Iran’s crude oil ex-
ports will exceed 2.7 mbpd shortly after
all the UNSC and OECD/G20 sanctions
against Tehran will have been lifted and
then exceed 4 mbpd'2. Iran’s production
of crude oil fell from 6mbpd in the 1970s
to less than 3.3 mbpd in 1997. IOCs with-
drew from Iran with the implementation
of UNSC sanctions in the past six years.

To reactivate the petroleum industry is
above all an internal power game. It is to
be expected that Iran’s oil production will

cede its control over Iran’s nuclear development
programme.

12 Minister Zanganeh in Vienna on Dec. 4th 2013
at the OPEC Ministerial Conference.
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remain with the current 2.7 mbpd level.
Global oil prices may fall if and when sig-
nificant volumes of additional Iranian oil
return to the market: how much will de-
pend on global demand, the political sta-
bility of a number of OPEC countries, and
how large producers react to it.

A certain risk might still flow from de-
cision making inside the US. Diplomacy
is not based on trust, but “on what we can
verify”, Obama stated at the Saban Forum
in Washington on December 7, in response
to criticism for the US opening up to Iran.
The convergence of interests between the
US and Iran, as it existed in a profoundly
different form until the revolution of 1979,
could contribute to interesting geopoliti-
cal shifts in the region. The nervous reac-
tions by American allies like Saudi Arabia
and Israel illustrate the potential upcom-
ing changes. In parallel, new develop-
ments in the Eastern Mediterranean push
for further changes, both in terms of ener-
gy and security.

A new petroleum frontier

in the Eastern Mediterranean complicates
the manifold conflicts, but opens up new

chances for cooperation
The new petroleum frontier involves
countries poor in energy-resources situ-
ated in the rich hydrocarbon region, no-
tably Turkey, Cyprus, Israel, and Leba-
non. Turkey is in between oil-rich Middle
East and energy-hungry EU, involving it-
self as a partner for transit in various pipe-
line projects. But the new race offshore
carries new risks, in addition to the many
dimensions of the Middle East problem.
In 2010, the US Geological Survey esti-
mated 1.7 bn barrels in undiscovered oil
and 122 tn cubic feet of natural gas in the
so-called Levant Basin. Some call the de-

posits the “second North Sea”, but com-
plex geopolitics in the Eastern Mediter-
ranean could spoil this opportunity!s.
Indeed, many fear that the race for explo-
ration could constitute a new casus bel-
li. The size of these figures came as a sur-
prise, despite general knowledge about
offshore deposits in the Eastern Mediter-
ranean since the 1970s, and even earlier.
Because of the water depths only giant dis-
coveries are likely to be of commercial in-
terest; this holds particularly true for gas.
So far, Isracl has managed to develop
large fields, raise the capital and above all
engage a company. In late 2010, many ex-
perts were sceptical that any IOC would
venture into such a project thereby putting
at risk other engagements in the MENA.
Very few believed a medium sized compa-
ny could do it, but Noble Energy of Hous-
ton is developing the Leviathan and Tamar
fields off Israel, which hold 30 TCF of gas.
Noble is also behind the 5-8 TCF Aphro-
dite field off the Greek part of Cyprus. Is-
rael and Cyprus have signed a joint coop-
eration contract for LNG export projects.
Cyprus is a sort of terminal for all explo-
ration in the contested triangle between
Turkey, Israel, and Cyprus. Lebanon and
Turkey have stepped up work on Explora-
tion & Production (E&P) offerings. Isra-
el competes for a Floating LNG (FLNG)
vessel: the South Korean shipbuilders
Samsung, Hyundai, and Daewoo are talk-
ing with Noble Energy. FLNG is just one
option that Noble considers commercial-
ising Leviathan resources, other would be
onshore LNG plants in Israel or Cyprus,
as well as pipeline exports to Turkey and
Jordan. Talking to Israeli officials and,

13 APS Review 17, 23/30 April 2012 Gas Market
Trends. Vol. 78.
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above all, to engineers one has the im-
pression that the will to use this commer-
cial endeavour for multilateral coopera-
tion exists. Actually, technicians involved
in various training programmes in Leba-
non also opt for more regional coopera-
tion than their politicians.

But territorial disputes will have to be
settled first and arbitration on maritime
borders is sought after. Turkey contests a
Cypriot-Israeli accord on their respec-
tive economic exclusive zones signed in
2010.In spring 2012, Turkish TPAQ start-
ed drilling on and offshore in the Turk-
ish Republic of Northern Cyprus. Leba-
non has thus far not moved in, but focuses
on institutional and educational prepa-
ration for the day tenders will have start-
ed. Approximately 42 companies, among
them various big I0OCs, were invited in
2010 to participate in a tender. An auc-
tion of exploration blocks to drillers has
already been delayed and will probably be
postponed again. Former Lebanese Ener-
gy Minister, Gebran Bassil, is frank in his
criticism of inaction by the Parliament; he
warns that nobody will wait for Lebanon,
given other opportunities in Eastern Af-
rica and elsewhere'®. In accordance with
the Petroleum Authority, a nucleus of gov-
ernance was established; some say a slow
pace in operation at the start will help mit-
igate the oil curse and enforce good gover-
nance .Energy could one day be a lucra-
tive business in Lebanon and each faction
wants a piece of it. The Petroleum Author-
ity, which was constituted in a long pro-
cess assuring fair representation of ethnic
and minority groups on the board, com-
missioned the mapping of the seabed and

4 Debate with the National Petroleum Authority
and the Minister at the Université St. Joseph in
Beirut on November 28th, 2013.

completed the interpretation of the seis-
mic work. This gives the government an
insight on resource assessment that allows
it to delineate the license areas and thus
capitalize on more favourable terms with
contractors’. Given the many territori-
al disputes, a clear delimitation of Leba-
non’s Exclusive Economic Zone is indis-
pensable. Lebanon is a treaty state to the
UN Convention of the Law of the Sea and
should use this legal instrument. Israel has
not ratified the convention and handles
the entire topic in a bilateral way, as in the
case with Cyprus.

The first customer to sign up to buy
gas from Israel’s Leviathan field is the
Palestinian Power Generation Compa-
ny. The three Israeli partners in Levia-
than — Avner, Delek Drilling, and Ra-
tion — agreed in late 2013 to buy 1.2 bn
USD worth of gas over a 20-year period
once the fields go online. Under the gas-
export policy established by the Israe-
li government, gas sold to the Palestinian
Authority and to Jordan will be considered
par to Leviathan’s export quota; 40% of all
Israeli production can be exported. Many
decision-makers both in Lebanon and Is-
rael are also aware of the risk to not repeat
mistakes committed in similar bonanzas,
namely to destroy the rest of the econo-
my because of a commodity boom. Such
economic mistakes were also made by ma-
ture economies like the Netherlands dur-
ing the North Sea boom, better known as
the “Dutch Disease”.

Despite the war in Syria, an energy
deal was struck between Moscow and Da-
mascus on December 23, 2013. The state
controlled Russian group Soyuzneftegaz

15 Lebanon’s Gas: On the Way in MEES, Energy
& Geopolitical Risk, Vol. 3. No. 8. August /
September 2012. By SamerKhalaf.
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and the Syrian government signed a con-
tract for the exploration and drilling, de-
velopment and production of oil and gas in
2.190 sq km area off Syria’s coast, rough-
ly speaking the coastal area between Ba-
nias and Tartous. Though it might take
years to implement it due to the on-go-
ing war in Syria — the concession spans
for 25 years — it further solidifies the ties
between the two countries in the ener-
gy area. This contract gives Russia a stake
in the competition for those energy re-
serves. Soyuzneftegas, controlled by Rus-
sia’s central bank and run by former ener-
gy minister Yuri Shafranik, will shoulder
part of the drilling costs for the survey
which amount to 75 mio., according to a
report published by the official Syrian Ar-
ab News Agency. Soyuzneftegas has been
active in Syria since 2004 when it received
exploration licences for two development
blocks, but has so far not discovered prov-
en reserves of hydrocarbons'®.

In principle, Egypt could play an
important role in the exploration proj-
ects since it possesses offshore experi-
ence, having been a successful natural
gas producer and exporter for some years.
It would make sense to use the existing ter-
minals in Damietta for the LNG projects
Noble envisages for the Israeli produc-
tion. But given the suspension of all nat-
ural gas exports in April 2012 via the Ar-
ab gas pipeline to Israel, which provided a
third of the country’s needs, such a move is
not yet on the agenda. These new gas find-
ings and the impressive technical accom-
plishments by the companies involved, in
particular Noble which assumed the many
challenges against all odds, could create a
new dynamic for the entire region. In var-

16 Financial Times Dec. 26th, 2013: Russia tightens
links to Bashar al-Assad with Syria energy deal.

ious talks the author held for the purpose
of this study it became evident that a le-
gal and technical framework for common
natural gas-explorations could serve the
needs of the countries. But resentments
and fears seem to overshadow these fresh
hopes. Egypt is a particular case at stake,
for it could be part of the paradigm shift
in the Levantine Basin, thanks to its expe-
rience, market, and role as regional pow-
er. But the country, the army, the various
power-brokers in the literal meaning of
the term, and its entire bureaucracy seem
lost in transition.

In short, there are huge opportunities
created by the discovery of gas in the East-
ern Mediterranean — not least for coun-
tries that are short of both money and en-
ergy. Developing these opportunities will
require cooperation, and could be both a
lucrative and politically rewarding con-
fidence-building measure. Conversely,
long-standing squabbles, for example be-
tween Cyprus and Turkey and Egypt and
Israel, could scupper energy cooperation.
Indeed, competition over energy resourc-
es could even increase tensions.

Egypt loses its status
as reliable producer,
and internal energy crisis deepens
The energy base of Egypt has almost
quadrupled in size since the early 1980s.
Energy and water, of which Egypt is
acutely short, are two of the worst issues.
It should not be excluded that the “coun-
ter-revolution/coup with popular sup-
port” of July 3, 2013 was also prompted by
acute electricity crises with major black-
outs on a daily basis!’.

7 MEES. Vol. 3. No. 9 October 2012: Egyptian
Revolution hits Energy Sector by James Cock-
ayne. P. 14.
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It proves very difficult for Egypt to
sustain its position as an energy export-
er; companies that planned to continue
investing in the country despite all turbu-
lences are leaving. Arrears in payments,
absence of decision-making powers in
the country’s institutions, and a tremen-
dous rise in violence and crime prompt
investors to leave. Faced with a grow-
ing gas crunch and a stagnating econo-
my, the provisional government is desper-
ate to attract foreign investment into the
energy sector and the country at large,
but Egypt will not see an upturn in en-
ergy investments until it starts paying
them promptly. Former Petroleum Min-
ister Sharif Ismail was eager to show that
his government can tackle the energy di-
lemma. Egypt admits to the realities of its
gas crunch by indicating that it will pay
higher prices to IOCs active in the coun-
try and cut the subsidies. Efforts to cur-
tail power demand are critical. Demand
management and reducing power subsi-
dies is key to cutting wasteful consump-
tion. Because Egypt missed out on that, it
turned from an LNG exporter to an im-
porter. The retail price of natural gas in
Egypt is one of the lowest in the world.
It was conceived to distribute hydrocar-
bon rents, protect low-income custom-
ers, enhance industrialization, but pro-
voked other results: inefficient allocation
of government resources, benefits to the
wealthy, over-consumption, and envi-
ronmental damage. President al-Sisi ven-
tured into capping energy subsidies in
a courageous manner shortly after tak-
ing office this spring. The measure met
expected opposition, but it seems man-
ageable. It seems like a start to tack-
le energy waste and the pressure on the
budget.

Any subsidy reforms is a tight-rope
walk between entrenched interests and
weak governments, it has to address legiti-
mate concerns over inflation and political
stability and making sure that social un-
rest will not put everything at risk. Speak-
ing to officials in the energy ministries
from Tehran to Cairo, one is confronted
with the profound dilemma: how to phase
out of those generous social transfers and
still enable people to have access to ener-
gy. The importance of private transport,
the role of every household diesel genera-
tor stepping in, when public supply closes
reveals the delicate topic of cutting subsi-
dies. It is easier said than done. Interest-
ingly enough, the IMF WEO 2012 spoke
of “bad subsidies” in the fossil sector and
the “good incentives” when it comes to
renewables. In the end, market forces
should be reconciled with sensible gover-
nance in all fields.

The country with its population of
90 million with growing domestic gas con-
sumption is in dire need of a restructured
energy-mix, new grids, and a viable incen-
tive structure for [OCs to invest in increas-
ingly expensive offshore projects. Giv-
en the enormous money transfers by Gulf
states to the new transition government af-
ter the events of July 3™ 2013, Cairo cou
1d boost its empty foreign reserves by up
to 18 bn USD. That enabled the govern-
ment to secure paying arrears of 6 bn to
the IOCs.

But is this sustainable? The subsidies
bill hit USD 12.3 bn for 2009-10 financial
years, up from USD 6.9 bn for 2005-06,
yet only 20% of petroleum subsidies go to
the people in the bottom 80% of incomes.
The Oil Ministry is responsible for fund-
ing the subsidy bill, in return it withholds
payments to the country’s foreign opera-
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tors.Big operators like BP, Shell, and Eni
can cope, but not the smaller ones'®. Fur-
thermore Egypt is competing with neigh-
bouring countries. Compared to Libya and
Algeria, Egyptian upstream gas remains
popular among smaller independent firms,
but this should not to be taken for grant-
ed. Outstanding receivables and a low gas
price are the main obstacles preventing
the expansion of gas production. Since Ju-
ly 2013 a series of production sharing con-
tracts was struck with Shell, Apache etc
and the state firm Egyptian General Petro-
leum Corporation. Sinopec paid 3 g billion
USD for one third of Apache’s operations
in August 2013. Most of the oil producing
ventures are in the Gulf of Suez, followed
by Western Nile Delta, Sinai and Eastern
province. However, the worsening security
situation on the Sinai could put into jeop-
ardy numerous projects.

The wish to diversify the electric-
ity mix has been on the agenda since
the Mubarak days, but little has been
achieved. Various projects in wind and
solar parks organized by Germany and
Denmark were stopped, also in response
to the events of July 3. 2013 An old
project is currently back in the debate,
namely a nuclear tender. The situation
in Egypt demonstrates a clear link be-
tween energy and security. Lack of ener-
gy security contributed to social discon-
tent, while political instability as a result
of the uprisings has created even great-
er energy instability in the country. Sta-
bility and sustainable development in
Egypt will be very much determined by
how the government deals with its ener-
gy problems.

s Petroleum Economist. Vol. 80. No 9, Nov. 2013.
P. 8—9. Cairo looks to ease IOC pain by James
Gavin.

What we can observe is that tradition-
al exporters are at the brink of turning in-
to importers like is the case with Egypt.
And countries so far dependent on im-
ports might reshape their energy-base and
become much less dependent on imports.
Such a reshuffle of the map could cre-
ate new tensions but also certain chanc-
es for new forms of cooperation. The new
gas findings in the Levantine Basin are re-
ferred to by some as a risk for going to war,
some claim that even the past Gaza oper-
ation in summer 2014 had an energy di-
mension, but others are eager to point out
the opportunities. Levantine business is
rooted in ancient customs and mentali-
ties. Getting rich together instead of di-
viding the world into believers and unbe-
lievers requires more pragmatism and less
ideology.

The region is currently passing
through fundamental unrest, maybe even
a war of 30 years comparable to the di-
saster that hit Europe in 17" centu-
ry. And the bloodshed has started many
years ago due to various Western inter-
ventions. The ultimate outcome could be
a substantial reshaping of the map, even-
tually even with new borders. Pro-West-
ern emirs and colonels might be replaced
by those on the payroll of the Chinese or
India. Actually ancient trade routes be-
tween the Far East and the Middle East
resemble those of today. While the West
is gradually moving out of the region, the
East is moving in.

The Sino-Russian energy coopera-
tion could ultimately revolve certain par-
adigm in the international energy scene
more profoundly than today’s “shale rev-
olution”. We are speaking here of a differ-
ent demographic frame and thereby of dif-
ferent volumes.

CPABHUTEJIbHA4A MOJINTUKA - 3 (17) /2014



CPABHUTEJIbHAS NOJIUTUKA N TEOMNOJIUTNKA

If one tries to understand or even an-
ticipate developments in international
politics it is always useful to put on a pair
of glasses and call those the “oil market”,
for these inner lens can contribute to un-
derstanding alliances and confrontations.

For decades the bon mot by the for-
mer Saudi oil minister Zaki Yamani “oil

alliances are stronger than Catholic mar-
riages” thereby referring to the many ups
and downs in the relations between the US
and the Wahabite Kingdom of Saudi Ara-
bia proved valid. But today’s changes will
leave their imprint on pipelines, maps and
who is an importer and who an exporter
of energy.

Korma umMnopTepbl mepeopueHTHPYIOTCA HA 3KCNIOPT HeTH
1 raza — meibQoBblIii ra3 ¥ reonoJIMTHIECKHE
n3meHenus B Boctounom CpennsemMHoMopbe

Kapun Kneiiciib

Annomauus. baudxcnuii Bocmok, kax mupoeoii nocmasuiuk Hauboaee deuiesoil Heghmu, npooon-
JHcum onpedensimoe CUMYayur0 Ha HeQMSHBIX PbIHKAX. SHAUEHUe aMePUKAHCKOU «CAAHYe80l pe6o-
JOUUU» 0151 MUPOB0RO PbIHKA CUNbHO npeyeeauuusaemcs. Tloka o kakom-aubo 3nauumom gpgeime
2080pumb He npuxooumcs. Bce ocmanocs na céoux mecmax. Mupogoii sHepeemuuecKkuii 6aramc cKo-
pee UsMeHumcs u3-3a pacmyuwux nompebrnocmeti Kumas u 6o3epama na Hegpmsroi pviHox Hpana.
Ocobbiii uHmepec ¢ 2e0NOAUMUUECKOIl U IKOHOMUYECKOU MOUeK 3peHls npedcmasisem omKpbimue
2a308020 Mecmopocoerus 6 Bocmounom Cpeduzemromopve.

Karouesnie caosa: snepeemura, bauxcrnuiit Bocmok, «caanyesas pesonoyust», HeghmsiHble pblHKU.

When Importers Tarn to Exporting Oil and Gas —
The Shale Gas Hype and Certain Geopolitical Changes Lie Ahead
in the Eastern Mediterranean
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Abstract. The Middle East, the world’s only major source of low-cost oil, will remain at the core
of the long-term prospects of the world oil market. The IEA went too far referring to the “shale
hydrocarbon revolution born in the USA”. For the time being, the global energy landscape has not
been turned upside down.
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It is China’s soaring energy consumption rather than the US’ rising production that will
Sfundamentally shift the world energy order. Some analysts claim that the Sino- Russian relationship
will truly shift global energy boundaries: pipelines are turning east. Global oil prices may fall if and
when significant volumes of additional Iranian oil return to the market. A new petroleum frontier
in the Eastern Mediterranean complicates the manifold conflicts, but opens up new chances
Jfor cooperation. There are huge opportunities created by the discovery of gas in the Eastern
Mediterranean — not least for countries that are short of both money and energy. Developing these
opportunities will require cooperation, and could be both a lucrative and politically rewarding
confidence-building measure.

Key words: energy, Middle East, shale oil and gas revolution , oil market.
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