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IntroduCtIon 

Atis Lejiņš1

This book presents the results of a major research project on energy 
security undertaken by the Latvian Institute of International Affairs 
(LIIA) in cooperation with researchers from nine research institutes and 
universities located around the rim of the Baltic Sea. The countries in-
volved are Finland, Sweden, Norway, Russia, Germany, Poland, Lithua-
nia, Latvia, and Estonia.

The idea for the project originated in spring 2007 when it became 
clear that energy issues were having an increasingly important impact 
on interstate relations in the Baltic Sea region (BSR). Work was carried 
out in 2007−2008, including a number of workshops in Riga in June 
2007 and November 2008, and ended in spring 2009 with the publica-
tion of this book. Although this is the first time for the LIIA to publish a 
book on energy security, in fact, this volume is an outgrowth of previous 
work that was mostly dedicated to analysis of issues related to European 
integration and Latvia’s accession to the EU, the Baltic Sea region, the 
Eastern dimension of the European Neighbourhood policy, including 
EU−Russia relations, and the Common Security and Defence Policy 
(ESDP). All these important research themes formed the background 
for this book.

Broadly defined the aim of the study is to identify, analyze and assess 
the energy factor in the context of integration in the BSR, otherwise 
known as the inland EU sea, if one exempts a tiny coastline with Rus-
sia. This volume is policy oriented, and therefore, relevant for Europe 
as a whole, since the relations between the countries of the region and 

1 Honorary director, and former director, 1992−2009, Latvian Institute of International Affairs 
(LIIA). 
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Russia will have a major impact on the EU’s energy security. The contro-
versy springing forth from the Russian−German gas pipeline on the bed 
of the Baltic Sea has demonstrated this, and researchers whose articles 
have been included in this book have discussed the Nord Stream project 
from the perspectives of their respective countries. 

More precisely, we wanted to know if the newly emerged energy fac-
tor is generating increasing tension between countries in the region, or 
whether, on the contrary, it contributes to further integration, which 
has proceeded apace since 1991. This is the pulling together or pushing 
apart question that forms the backbone of this study, and this is what re-
searchers tried to find out — whether energy is having a positive impact 
on regional cooperation or is detrimental to it. In recent years, energy 
issues have come to capture attention of policy makers and researchers, 
but it seems that the discourse of conflict-generating potential of energy 
issues has taken upper hand in this discussion. This book attempts to 
show a more balanced view on the impact of energy on regional cooper-
ation, and it is apparent that energy has both the potential to strengthen 
regional cooperation as well as propensity to hamper it. 

However, in-depth analysis on energy in relation to the BSR coop-
eration would not be possible without knowing the main actors and 
“energy mixes” of region’s countries. Knowing that, this volume also 
provides an overview of national energy strategies and the main actors 
involved in decision-making process of energy issues in all countries 
that are included in analysis. Our authors were given four broad guide-
lines with an aim to structure all country chapters in a similar way, bind 
the chapters together and also facilitate an easier reading of this book. 
Here are the four major guidelines that the authors of country chapters 
had to follow:                    

Each country chapter includes an overview of basic statistics on each 1. 
country’s energy consumption, energy import/export, energy mix, 
main energy transit routes, and other similar issues that are crucial 
for understanding of particular energy choices that each country 
makes. 
Each country chapter elaborates on national energy strategies of the 2. 
particular country including the strategic thinking that motivates 
each particular country’s energy strategy.  
Each country chapter discusses the main actors and interest groups 3. 
involved in the process of shaping the national energy policy/strat-
egy. The main questions to be answered in this section were the fol-
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lowing: Which actors are the most influential? Are there any coa-
litions of actors? Which actors are in favour of which policies and 
national energy strategies? 
The fourth section of each country chapter had to deal with region-4. 
al implications of national energy strategies. Regional implications 
were to be elaborated and the main question to be discussed was: 
how does each national energy strategy effect regional cooperation 
in particular and development of interstate relations in general? 
The fourth guideline is the most problematic one, since the implica-

tions of each country’s particular choice and its impact on the other 
countries’ energy policies needed to be carefully analyzed and assessed. 
There are strong incentives for some countries — for example, the Baltic 
States — to cooperate closer in the sphere of energy, but despite these in-
centives, cooperation is slow and fragmented. Absence of clear national 
energy strategy can also hamper cooperation. Some actors may be in 
favour of particular energy choices that other actors may be against. In 
other words, each country chapter tries to assess regional implications 
of national energy choices and points out the existing push and pull fac-
tors at work here. 

In addition to the set of four primary research questions and guide-
lines, a number of secondary questions employed by the researchers will 
help the reader to negotiate the chapters and assess the concluding re-
marks. The questions are:
•	 How	capable	 is	Russia	as	an	energy	supplier	for	Europe	today	and	

in the future? What are Russia’s relations with the BSR countries? Is 
energy destined to have a negative influence on Baltic−Russian rela-
tions? 

•	 How	does	the	global	and	European	context	influence	the	countries’	
perceptions of possibilities and desirable ways to increase energy se-
curity? 

•	 What	tools	are	available	for	the	EU	and	the	BSR	countries	for	influ-
encing Russia in case it becomes a less reliable partner? How can the 
EU contribute to increase in energy security in the BSR? 

•	 What	 is	 the	 likely	 impact	 of	 such	projects	 of	 regional	 importance	
as the Nord Stream project on regional cooperation? What are the 
environmental implications of the implementation of Nord Stream? 

•	 What	energy	policies	are	countries	of	the	BSR	adopting	in	the	light	
of the current energy security concerns? What is the potential for 
Baltic cooperation with regard to energy issues? 
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•	 To	what	extent	technical	arguments	are	taken	into	account	when	dis-
cussing large energy infrastructure projects in the BSR? What are the 
main technical problems affecting energy security in the BSR? 
The structure of this book reflects the original aim of the project, 

that is, to assess the impact of energy on processes of regional integra-
tion within the Baltic Sea area. These processes are first and foremost 
influenced by the EU and its emerging energy policy, therefore, the first 
chapter, whose author is Oliver Geden, deals with the EU energy policy 
and the internal and external aspects of the EU’s energy security policy. 
The following chapters shift the focus of discussions on particular BSR 
countries and their energy strategies. Nina Tynkkynen, Robert Lars-
son and Jakub Godzimirski deal with Finland, Sweden and Norway, 
respectively. The Nordic part of this book is followed by two impor-
tant chapters on Germany and Russia that are written by Jens Hobohm 
and Tatiana Romanova. Maciej Gierej deals with the Polish case and 
provides an overview of Poland’s energy policy. The three Baltic States 
are covered by Tomas Janeliūnas (Lithuania), Andris Sprūds (Latvia) 
and Andres Mäe (Estonia). Although the Baltic States share similar en-
ergy concerns, these three country chapters explain the reasons behind 
sometimes very poor cooperation between Latvia, Estonia, and Lithua-
nia. The last chapter, written by Kai-Olaf Lang, discusses the place of 
energy issues on regional agenda and tries to assess the prospects for 
dealing with these issues on a regional level. The concluding part of 
the book is co-authored by Andris Sprūds and Toms Rostoks who have 
outlined the main conclusions both with regard to the four guidelines 
that the authors of country chapters were asked to follow and a broader 
regional context. Although energy has generated conflicts in the Baltic 
Sea area, there is a considerable potential for cooperation. However, to 
achieve energy cooperation, security concerns and perceptions of BSR 
countries will have to be addressed and reconciled. 

I would like to thank the Nordic Council of Ministers, the Friedrich 
Ebert Foundation in the Baltic States, and the Latvian Ministry of De-
fence for their generous grants which made this study possible, and to 
the dedicated researchers for fulfilling the needs of the study. Special 
thanks go to Prof. Dr. Andris Sprūds, the new director of the Latvian In-
stitute of International Affairs, for gradually taking over the leadership 
of this project even before he became the director, and to Dr. Toms Ros-
toks for holding the research team together and keeping it on course, no 
small task for a project of this size. Of course, we would not have suc-
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ceeded with the “invisible” staff of our institute, my assistance Ms Inga 
Kanasta-Zabarovska, and our accountant Ms Maiga Grava. 

Energy has the potential for both conflict and cooperation, and it is 
not yet clear whether “pulling together” will prevail over “pulling apart” 
in the BSR. However, when it comes to cooperation between think tanks 
and universities in the Baltic Sea region, cooperation definitely has tak-
en the upper hand, and energy is responsible for this very positive trend. 
I would like to thank again all researchers who contributed to this re-
search project for their hard work and dedication that made this book 
possible. We did it! 



Eu EnErGY PoLICY

Oliver Geden1

During the last years, starting with discussions at the Hampton 
Court Summit in October 2005, the establishment of an “integrated en-
ergy and climate policy” has been one of the central topics of European 
debate. The European Commission’s Green Paper on energy, released in 
March 2006, drew up a wide range of proposals for a common approach, 
focussing on the challenges of sustainability, competitiveness and secu-
rity of supply. Following the Commission’s Strategic Energy Review of 
January 2007, the Spring European Council agreed on the main policy 
targets and adopted an ambitious Energy Action Plan. Furthermore, 
some provisions regarding climate change and energy policy have been 
added to the Lisbon Treaty. Since mid-2007, more than a dozen new 
legislative procedures have been opened.

Despite the genesis of the European Union (EU), going back as it 
does to the 1951 European Coal and Steel Community and the Euratom 
Treaty of 1957, the Treaty establishing the European Community (TEC) 
does not provide the Community with any general competence for en-
ergy policy. The European Union has no explicit legal foundation for 
common action in energy policy (unlike in climate policy).2 In many 

1 Research fellow, German Institute for International and Security Affairs (SWP), Berlin; e-mail: 
oliver.geden@swp-berlin.org

2 Currently, initiatives in EU energy policy usually are based on TEC Article 95 (Internal Market) 
or 175 (Environment). Climate policy is treated as part of environmental policy within pri-
mary law (Preamble of the Treaty on European Union/TEU, Articles 174–176 TEC). In general, 
energy and climate policy issues are decided in the Council by qualified majority voting. The 
agreement of the European Parliament (EP) is also required (co-decision procedure). However, 
in questions “significantly affecting a member state’s choice between different energy sources 
and the general structure of its energy supply” (TEC, Article 174, paragraph 2), unanimity in the 
Council is required, with the EP merely consulted. Although the Lisbon Treaty includes — for 
the first time in European primary law — an own Chapter on Energy, the respective compe-
tences and procedures will not change significantly.
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ways, energy still falls within the scope of individual European Union 
Member States’ competence. Traditionally, EU members have developed 
their own energy policies, depending on their own particular resources 
and needs, on their relationships with main supplier or transit coun-
tries, and, last but not least, on geo-strategic considerations.

Although all 27 Member States generally agree on the need for 
a common European energy policy, their actual priorities can differ 
widely. These depend on the fundamental policy preferences of national 
governments, be they left-wing, right-wing or centrist. Moreover, in the 
absence of a functioning pan-European energy market, Member States’ 
priorities are even more strongly influenced by their respective energy 
mixes and import dependence structures. 

Fossil fuels (gas, oil and coal) represent almost 80% of the Total Pri-
mary Energy Supply (TPES) of the EU. A significant remaining share 
(14%) is supplied by nuclear power, but there is no consensus on the nu-
clear option among the EU members. Renewable energy sources, which 
include wind, solar, geothermal, biomass, and hydro, represent only 7% 
of the TPES (see table). According to the Commission’s current Energy 
Baseline Scenario,3 which solely considers the legislation that was in 
place and effectively implemented by the end of 2006, the EU as a whole 
would not see major shifts in its energy mix before 2030. During this 
period, the share of nuclear would slightly decrease, and the percentage 
of renewables would increase by a similar amount.

Table. Share of total primary energy supply in Eu-27 (%)

2006 2030
Oil 36.9 35.3
Natural gas 24.0 25.7
Solids 17.8 16.7
Nuclear 14.0 10.3
Renewables 7.1 11.8

Sources: Eurostat; DG TREN Baseline Scenario 

3 European Commission/DG TREN: European Energy and Transport. Trends to 2030. Update 
2007.
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Today, the EU is the largest energy importer in the world, and its de-
pendence on imported crude oil and natural gas is steadily growing. The 
reasons for this lie not only in the ongoing increase in power needs, but 
also in the decline of the EU’s domestic energy production, particularly 
in the North Sea. The current Energy Baseline Scenario expects the EU-
27’s TPES to grow by another 11% between 2005 and 2030. Without ad-
ditional measures, Europe would have to import a projected 67% of its 
energy by 2030, as opposed to 54% in 2006. The Commission forecasts a 
rise of import dependence in the oil sector from 84 to 95% and from 61 
to 84% in the natural gas sector.

In absolute figures, this would mean that the EU would have to in-
crease its gas imports from 295 to 480 billion cubic meters (bcm) until 
2030. Today, there are three main gas suppliers to the European Union. 
The most important is Russia, which accounts for 42% of EU-27 gas 
imports — equating to 26% of EU’s total demand. The second largest 
supplier is Norway, with an import share of 24% (15% of total demand), 
followed by Algeria with 18% (11% of total demand). Gas is mainly 
transported via pipelines into the EU. The more flexible LNG (Liquefied 
Natural Gas) accounts for roughly 15% of European gas imports, with 
the main suppliers being Algeria, Nigeria, Qatar and Egypt.4

Europe’s Energy Strategy and its implementation

The initial phase of the project to establish a common and com-
prehensive European energy policy is based on two major documents, 
which the 27 heads of state and government finally adopted at the Euro-
pean Council’s spring summit in March 2007: an overall Energy Strate-
gy, including some quantified mid-term goals for 20205 and a three-year 
Energy Action Plan derived from it.6 At its core, the European Energy 
Strategy identifies a triangle of long-term objectives: sustainability, se-
curity of supply and competitiveness. In the main strategic documents 
4 To predict the shares of individual gas suppliers in 2030 is almost impossible, due to uncertain-

ties regarding the completion of major pipeline projects and the flexibility of consumer–supplier 
relations in the emerging LNG market. See Snijder, Rene. The Future of Gas and the Role of 
LNG: Economic and Geopolitical Implications. Real Instituto Elcano Working Paper 14/2008, 
Madrid.

5 20% reduction of greenhouse gas emissions (compared to 1990), 20% share of renewables, 20% 
energy savings (compared to business as usual-projections)

6 European Commission: An Energy Policy for Europe, COM (2007) 1; Council of the European 
Union: Presidency Conclusions of the Brussels European Council (8/9 March 2007), Annex I 
(Action Plan 2007–2009. Energy Policy For Europe), 7224/1/07 REV 1.
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these goals are addressed without setting explicit priorities, not giving 
much attention to probable trade-offs. The EU claims that it is possi-
ble to achieve the triad of sustainability, competitiveness and security of 
supply simultaneously. Furthermore, the Union suggests that it has the 
institutional capacity to deal with all of these challenges with a similar 
degree of success. 

During the negotiation process and the public debate in 2006/2007, 
the „Holy Trinity“— as critics use to call it — of European Energy Policy 
proved to have one crucial advantage: it facilitated a broad consensus on 
the need for a common approach.7 Key players could easily agree on the 
general importance of the three main objectives, albeit often by modi-
fying their original order. It is therefore no surprise that in the Energy 
Action Plan we find dozens of measures to be implemented in five areas8 
between 2007 and 2009, as well as an absence of any clear priorities.

Of course, Member States retain their individual priorities. For most 
of the EU-15, mitigating climate change topped the energy-policy agen-
da in early 2007. Energy Security is by far the biggest issue for Central 
and Eastern European Member States. And only a minority of EU mem-
bers is really pushing for the completion of the Internal Energy Market. 
Therefore, the substantial “reality test” for the European Energy Strat-
egy comes with its actual implementation. On the internal side there 
has been an ongoing stream of 13 new legislative procedures during 
an 18-month period following the adoption of the first Energy Action 
Plan. These procedures have encompassed measures in only two of the 
three major pillars of EU energy policy: internal market and sustain-
ability. In September 2007, the Commission published five legislative 
proposals concerning the regulation of the European electricity and gas 
markets,9 shortly followed by five proposals regarding the mitigation of 
climate change and the promotion of renewables.10 In all these dossiers 
we observed tough and in some cases long-lasting negotiations among 
the Member States and between the Council and Parliament. The most  

7 Dröge, Susanne, and Oliver Geden. “Far-reaching Decisions in Favour of an Integrated Energy 
and Climate Policy”, in: Kietz , Daniel, and Volker Perthes (ed.). The potential of the Council 
presidency. An Analysis of germany’s Chairmanship of the EU, 2007. SWP Research Paper 2008/
RP 01, Berlin, pp. 44−48.

8 Internal Market for Gas and Electricity, Security of Supply, International Energy Policy, Energy 
Efficiency and Renewable Energy, Energy Technologies.

9 COD/2007/195−199.
10 COD/2007/297 and COD/2008/013-016. In July 2008, we also saw the submission of three mi-

nor energy efficiency proposals (COD/2008/151−153).



16 Oliver geden

obvious example so far has been the agreement on the new climate 
policy legislation, which could only be reached at the highest level, the 
European Council of December 2008. In order to get this deal done as 
swiftly as initially intended, the French Presidency, the Parliament and 
most of the EU-15 had to make significant concessions to Central and 
Eastern European Member States, which — led by Poland — feared 
soaring electricity prices and a growing dependence on (Russian) gas 
imports.

In its internal dimension, energy security was not explicitly addressed 
before November 2008, when the Commission presented the 2nd Strate-
gic Energy Review, containing four more legislative proposals11 and sev-
eral communications, most notably an EU Energy Security and Solidarity 
Action Plan.12 Since then, European energy security had been much more 
discussed as a matter of external energy policy. But despite generating a 
lively European debate, the concept of a common external energy security 
policy has not delivered results yet. The EU finds it very difficult to stick 
to its major principle of “speaking with one voice”, particularly towards 
Russia, its main supplier of oil and gas. On the contrary, the EU has been 
much more unified in the external dimension of promoting sustainable 
energy policies, particularly in the field of international climate policy, 
where the EU is playing a leading role in negotiating a Post-Kyoto treaty.13 
But it remains to be seen, at least until the UNFCCC conference in Co-
penhagen at the end of 2009, if the EU’s strong engagement will really lead 
to major breakthroughs on the global stage.

The next two or three years will be crucial for the establishment of a 
common European energy policy. If the EU proves unable to show real 
progress in this area, the idea of Europeanizing energy policy could lose 
momentum very soon. But positive results are not primarily a question 
of finalizing large numbers of legislative dossiers or international treaty 
negotiations. It is much more about setting the right priorities, identi-
fying key policy areas as well as the most important measures. In the 
context of a comprehensive EU energy policy, the task of securing future 
energy supplies has clearly to be addressed more seriously than was the 
case in the early phases of this new European policy field. Since the EU 

11 The Package contained three energy efficiency proposals (COD/2008/221−223) and a proposal 
for the revision of the existing oil stocks directive (CNS/2008/220).

12 European Commission: An EU Energy Security and Solidarity Action Plan, COM(2008) 781.
13 Oberthür, Sebastian, and Claire Roche Kelly. “EU Leadership in International Climate Policy: 

Achievements and Challenges”. The International Spectator, 3, 2008, pp. 35−50.
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has a long history of “overpromising and underdelivering”, it is an essen-
tial part of this process to reflect upon the EU’s institutional strengths 
and weaknesses, in particular Member States’ far-reaching competences 
in external relations, and the major role of energy companies in secur-
ing supplies. Adequate strategic goals are those a political entity can re-
alistically achieve, not all those that might be desirable. The EU and the 
Member States have to assess what kind of sub-goals they might be able 
to reach by their own actions and those that might be achieved only 
by influencing other key players, be they supplier or transit countries, 
European or foreign energy companies. Therefore, the task of setting up 
an effective EU energy security policy has to balance both internal and 
external measures. While the European energy security discourse has 
been focused on external policies so far, it is highly likely that internal 
measures will gain significance in the near future. 14

dealing with difficult partners: 
external energy security policy

External energy security plays a major role in the Energy Action Plan 
of March 2007 as well as in all the EU’s political communications on en-
ergy issues. But although the subject has been given a lot of attention by 
the European institutions during the last years,15 little progress has been 
made in developing a credible European external energy policy. Or, in 
the words of Javier Solana, the EU High Representative for the Com-
mon Foreign and Security Policy, “Clearly, we do not have one yet.”16

Among the handful of measures usually proposed in EU documents 
on external energy security, diversification is the most prominent one. 
EU energy security can be enhanced by diversifying (imported) energy 
sources, routes and/or suppliers. While at the EU level there is no clear 
message about what kind of diversification is most needed, nor about 
what should be the (quantifiable) objectives of a diversification policy, 
most EU Member States favour one or two particular dimensions of 

14 Geden, Oliver, and Severin Fischer. Die Energie- und Klimapolitik der Europäischen Union. Be-
standsaufnahme und perspektiven. Baden-Baden 2008, pp. 13−22, 79−88.

15 Geden, Oliver, Clémence Marcelis and Andreas Maurer. perspectives for the European Union’s 
External Energy policy. Discourse, Ideas and Interests in germany, the UK, poland and France. 
SWP Working Paper, FG1-2006/17, Berlin, pp. 9−13.

16 Solana, Javier. The External Energy Policy of the European Union. Speech given at the An-
nual Conference of the French Institute of International Relations. Brussels, 1 February 2008, 
S042/08, p. 2.
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diversification, depending on their own needs and interests.
The energy source placed at the core of EU external energy policy 

is natural gas. Due to the physical qualities of natural gas, markets are 
usually pipeline-bound, and therefore, regionalised, with a relatively 
small amount of storage capacity. Unlike with crude oil, where a rather 
flexible world market exists, the European gas market is shaped by long-
term relationships between consumer and supplier countries. In this 
context, the diversification of supplier countries or regions usually not 
only means projecting new pipeline corridors, it also involves the need 
for significant investments in infrastructure (exploration, drilling, and 
transport). Projects of high symbolic value, like the proposed Nabucco 
pipeline which for the first time could bring Caspian and Central Asian 
gas directly to the EU while bypassing Russia, therefore, face many dif-
ficulties. Some of these projects are more of a geopolitical character (e.g. 
Iran as a potential supplier), some more commercial (e.g. lack of suf-
ficient supply capacities in Azerbaijan), some both (e.g. Trans-Caspian 
transport).17 Expanding liquefied natural gas (LNG) capacity also seems 
like a solution worth coveting, since it would add flexibility to the Euro-
pean gas market whilst encountering fewer geopolitical tensions, at least 
when compared to pipeline gas. But LNG is relatively pricy, not only 
because of the necessity of investing in liquefying and re-gasification in-
frastructure, but also due to the fact that Europe has to compete with the 
entire world for LNG, particularly with Japan, South Korea and Taiwan, 
which are usually willing to pay higher prices than Europeans do. Cur-
rently, European LNG terminals are not working near full capacity.18

Not only the EU Energy Strategy and Action Plan but also European 
politicians and media are constantly calling for intensified dialogue as 
a central tool of external energy policy, be this with major supplier and 
transit countries or with other big consumers like the United States, 
China or India. But although there is much diplomatic talk — occa-
sionally accompanied by memoranda of understanding — not much 
progress seems to be being made on the ground, particularly in the EU’s 
relations with Russia — its main oil and gas supplier. 

EU−Russia energy relations are overshadowed by fundamental 
concerns and unresolved issues. While many Europeans think that 

17 Mandil, Claude. Energy Security and the European Union. Proposals for the French Presidency. 
Report to the Prime Minister. Paris, 2008, pp. 22−25.

18 Nies, Susanne. Oil and gas Delivery to Europe. An Overview of Existing and planned Infrastruc-
ture. Paris: Les Études IFRI, 2008, pp. 46−49.
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Gazprom’s share of the EU gas supply is already too large or that Rus-
sia might want to join a “gas cartel”, some experts fear that there might 
rather be a “Russian gas supply deficit” in the near future, should Rus-
sia prove unable to meet its export obligations due to a lack of proper 
investment in the upstream sector.19 The “gas disputes” between Russia 
and Ukraine (2006, 2009) or Belarus (2006) have given rise to the fear 
that Russia wants to use its exports to gain political leverage. Lithua-
nia’s only refinery has been cut off from its Russian oil supplies through 
the northern Druzba pipeline since mid-2006, probably as a retaliatory 
measure for not selling the refinery to a Russian company. And although 
Gazprom is resolutely striving for downstream and infrastructure ac-
quisitions in EU Member States, access to the Russian energy market 
is still restricted for Western companies, with even joint ventures (like 
TNK-BP) facing major obstacles. Last but not least, Russia is refusing to 
ratify the Energy Charter Treaty (ECT), let alone sign the Transit Proto-
col attached to the ECT —  even if not only for poor reasons.20

Far beyond these energy-related issues, the EU Member States are 
somewhat divided over the question how to deal best with Russia. While 
countries like Poland, the Baltic States or the United Kingdom, favour 
a tough stance, Member States like Germany, Austria, Italy, Hungary 
or Slovakia usually argue for a more pragmatic approach. But despite 
the differences among Member States, EU−Russia (energy) relations are 
structured by specific agreements and dialogue forums, with the “Part-
nership and Cooperation Agreement” (PCA) and the “EU−Russia En-
ergy Dialogue” taking centre stage.21 The PCA, a bilateral treaty signed 
and ratified by the EU and Russia, comprises a framework setting out 
the relationship in areas like Politics, Economics and Trade. In Novem-
ber 2007, ten years after coming into force, the original PCA expired, 
but is extended automatically every 12 months. Efforts to re-negotiate 
the PCA have been undertaken since 2006, but this has proven to be 
very difficult on the EU side. Initially, the EU was not able to start nego-
tiations due to vetoes from Poland and Lithuania. And soon after nego-
tiations had begun, the EU suspended them as a reaction to Russian be-
haviour in Georgia. Keeping in mind the marginal effects of the current 
19 Götz, Roland. Russian gas and European Energy Security. SWP Research Paper 2007/RP 10, 

Berlin.
20 Konoplyanik, Andrei, and Thomas Wälde. “Energy Charter Treaty and its Role in International 

Energy”, in Journal of Energy and Natural Resources Law, 24(4), 2006, pp. 523–559.
21 Fischer, Sabine. The EU and Russia. Conflicts and potentials of a Difficult partnership. SWP Re-

search Paper 2007/RP 01, Berlin, pp. 24−31.



20 Oliver geden

PCA, it remains unclear what kind of progress a new PCA really could 
deliver in the field of energy. Even if it were possible to incorporate some 
of the Energy Charter’s principles into the new PCA, a goal constantly 
articulated by the Commission and Member States like Germany, prop-
er implementation would be doubtful. The PCA as such is not legally 
binding, and in the energy-related articles of its current version one can 
already find some progressive provisions, which had only little effect on 
the ground so far.22 To provide a basis for a more pragmatic approach 
besides political declarations, both sides set up a regular Energy Dia-
logue in 2000.23 This forum serves for continuous expert discussions on 
all questions of common interest in the energy sector. This approach has 
been able to deliver some positive results, for instance the agreement 
on the establishment of an early-warning mechanism for potential sup-
ply disruptions. But overall, outcomes of the Energy Dialogue remain 
marginal, compared to the critical issues mentioned above. In the ma-
jority of cases, both sides’ interpretations and priorities differ widely.24 
EU−Russia energy relations continue to be characterised by bilateral 
deals between single Member States and Russia rather than by a com-
mon approach on the European side.

The EU is clearly failing to stick to the main principle of its exter-
nal energy policy approach: speaking with one voice. This failure most 
notably applies to pipeline projects like Nord Stream or South Stream, 
irrespective of how their particular energy security impact is being as-
sessed. In the European debate, the inability to speak (and act) with one 
voice is often framed as a kind of “moral failure”, as a sign of national 
egotism undermining the common good of Europe. But given the fact 
that in today’s EU there are still 27 different energy mixes and 27 dif-
ferent import-dependence structures, and keeping in mind that every 
Member State has to rely on itself in case of major supply disruptions, 
the predominance of national interests in the field of external energy 
policy is quite understandable. Under these circumstances, European 
decision-making is very difficult, particularly because of the unanim-
ity required in the Council, with veto power afforded to every single  

22 Agreement on partnership and cooperation establishing a partnership between the European 
Communities and their Member States, of one part, and the Russian Federation, of the other 
part. Official Journal L 327, 28 November 1997, pp. 3−69.

23 Aalto, Pami (ed.). The EU−Russian Energy Dialogue. Europe’s future energy security. Aldershot, 
2007.

24 Haghighi, Sanam S. Energy Security. The External Legal Relations of the European Union with 
Major Oil and gas Supplying Countries. Oxford/Portland, 2007, pp. 344−350. 
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Member State. Furthermore, developing and representing a common 
European approach does not get easier when the major actors in the en-
ergy supply business are private companies. They, and not the Member 
States or even the EU, are the ones who are contracting the needed vol-
umes of oil and gas. But the European energy companies’ interests are 
not always congruent with the energy security priorities of their respec-
tive “home countries”, let alone with those of the EU. Why, for example, 
should Italian ENI consider to shy away from developing South Stream 
with Gazprom? ENI is not part of the Nabucco consortium, hence it 
would not hurt ENI if Nabucco were to be delayed or never realized. 
And why should the Nabucco consortium start to build a pipeline be-
fore it is sure that there is enough gas available to make Nabucco eco-
nomically viable? For the consortium, it is not enough that Nabucco is 
declared to be one of the EU priority interconnector projects and has 
been promised minor financial backing.

Right now, the EU has to accept that it only has very limited capaci-
ties to perform an effective external energy policy. This is not only due 
to the major role of the private sector in external energy relations, and 
not only because it is trying to influence confident hydrocarbon suppli-
ers like Russia. The EU’s difficulties in the field of external energy policy 
are also a result of the absence of a strong common interest among its 
Member States, which so far only exists on a very abstract level. There-
fore, to strengthen security of supply, the EU cannot limit its approach 
to the external dimension. It also has to think about the implementation 
of appropriate internal measures.

Finishing homework: internal energy security policy

Until the advent of the serious supply disruptions following the 
Russian−Ukrainian gas crisis in January 2009, the concept of a comple-
mentary “Internal Energy Security Policy” might have sounded some-
what unusual. This concept comprises many measures already present 
in the European energy policy debate, albeit not framed primarily as a 
means to increase energy security. They involve energy efficiency, di-
versity of energy sources, transparency concerning supply and demand, 
strategic storage, solidarity instruments, infrastructure projects and the 
completion of the internal energy market. Some of these policies are 
already being pursued, mainly in the context of the “3rd liberalisation 
package” and the “energy and climate package”. From an energy security 
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perspective, these efforts need to be both strengthened and supplement-
ed in order to save energy, produce it more efficiently and move towards 
a unified energy area based on interdependence, in particular by improv-
ing fluidity in exchanges. Following the November 2008 Energy Security 
and Solidarity Action Plan, the potential impact of internal measures to 
increase energy security are being assessed more thoroughly at the EU 
level.25 The Russian−Ukrainian crisis only provided added momentum 
to that process.

An Internal Energy Security Policy should not be understood as a 
substitute for external measures. It should rather be seen as a new strand 
of an effective energy security policy, a strand where the EU would be 
able to deliver results by its own actions without interference of non-
European players, but also one which could help to create a “missing 
link” in European Energy Policy: a common interest among the Mem-
ber States.

Although improving energy efficiency (or energy productivity) 
would at least lead to relative energy savings in the three main end-
use sectors (electricity, transport, heating and cooling),26 the urgent 
need for a modernised and diversified electricity generating capacity 
must not be overlooked, let alone the huge investments needed in this 
context. As is well known, the question of which sources to expand is 
highly ideologized. It is safe to say that the share of renewables will grow 
steadily in the upcoming years, while the future of coal looks some-
what precarious, despite the exceptions from full auctioning temporar-
ily awarded to Central and Eastern European members within the new 
emission trading directive. A renaissance of nuclear energy within the 
EU is quite likely, but it remains to be seen if this would lead to more 
than a replacement of older reactors. Another cornerstone of an internal 
energy security policy is the completion of the internal market for the 
network-bound energy sources electricity and gas. The “3rd liberalisa-
tion package” is mostly perceived as a means to enhance competition, 
mainly because the policy debate is dominated by the issue of unbun-
dling vertically-integrated energy companies. But that is only one of the 

25 The Commission’s latest estimates show that the full implementation of the January 2008 “en-
ergy and climate package” combined with 15% energy savings could lead to a reduction of ex-
pected energy imports by up to 26% in 2020, compared to earlier business as usual scenarios. 
See European Commission: Europe’s current and future energy position. Demand – resources 
– investments. SEC (2008) 2794, pp. 54−67.

26 Hartmann, Anja et al. Capturing the European energy productivity opportunity. San Francisco: 
McKinsey Global Institute, 2008.
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package’s key aspects. Three of the five legislative proposals are aimed at 
the regulation of cross-border issues.27 If adopted in line with the Com-
mission’s initial intentions, they would not only result in a pan-Europe-
an harmonisation of technical standards and contractual practises that 
are necessary to increase cross-border trade significantly. They would 
also promote closer cooperation of national energy regulators and force 
the European transmission system operators to develop ten-year invest-
ment plans for cross-border interconnections. Combined with the prin-
ciple that all energy producers should enjoy non-discriminatory access 
to networks, storage facilities and end-consumers, a completed internal 
energy market would ensure greater elasticity and reactivity in the event 
of supply disruptions or network incidents, and therefore, increase the 
European Union’s capacity to respond to energy security risks.

The lack of adequate transport and storage infrastructure within the 
EU has been a concern for years, but nothing much has happened to 
overcome these constraints. This is mainly due to the fact that the neces-
sary investments have to be made by the private sector, which — for a 
long time —  clearly favoured keeping foreign competition out of their 
respective domestic markets. In some cases, progress is also being hin-
dered by the general public, which is often hostile to cross-border links 
(e.g. between Spain and France) or even interregional electricity tran-
sit, as is the case in Germany’s North West, a region that lies between 
coastal wind farms and the densely populated area of North-Rhine 
Westphalia. The EU supports the development of energy infrastructure 
projects of European interest through its Trans-European Networks 
Energy (TEN-E) programme.28 Compared to transport infrastructure 
projects, TEN-E is poorly funded, its money almost only being spent on 
feasibility studies. Still, the investment risk is mainly carried by compa-
nies, with support provided through the EU Structural Funds and cred-
its from the European Investment Bank (EIB). In addition to that, the 
EU offers some non-financial support. If a project faces major imple-
mentation difficulties, the EU can appoint European coordinators, as is 
the case now with four of the thirty-two TEN-E priority projects, most 
notably Nabucco. In order to improve the effectiveness of its TEN-E 
programme, the EU should try to develop clear criteria in order to  

27 Proposals for a regulation establishing an agency for the cooperation of national energy regula-
tors (COM/2007/530), for a regulation on conditions for access to the network for cross-border 
exchanges in electricity (COM/2007/531), and accordingly gas (COM/2007/532).

28 Decision 1364/2006/EC laying down guidelines for trans-European energy networks.
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reduce the total number of TEN-E projects, or at least to hierarchise 
them. The Union will also have to assess whether it should expand the 
funding and/or the manpower assigned to the individual projects.29 
Within its Energy Security and Solidarity Action Plan, the Commission 
is proposing to focus on six priority infrastructure projects: the Baltic 
Interconnection Plan, the Southern Gas Corridor (Nabucco), LNG fa-
cilities, a Mediterranean Energy Ring, North-South gas and electricity 
interconnections within Central and South-East Europe, and a North 
Sea wind offshore grid.

While measures related to the completion of a functioning internal 
energy market are at least on their (legislative) way, a whole lot more 
needs to be done in a second area of an internal energy security policy: 
emergency preparedness. This will require a twofold effort, comprising 
both responsibility and solidarity. Responsibility is needed because each 
Member State not only has to implement all measures necessary at na-
tional level to prevent the risk of a supply disruption but must also be 
prepared to contribute to any solidarity measures. Solidarity is required, 
since any Member State which faces a sudden disruption in its energy 
supply must be able to rely on the support of other Member States and 
the EU as a whole.

Regarding primary energy supply, taking on responsibility for pre-
venting possible interruptions first and foremost means holding stra-
tegic reserves. EU legislation on oil stocks is already in place.30 Most 
Member States have to hold stocks of crude oil and petroleum products 
that cover 90 days of consumption. These obligations are similar to, but 
not entirely consistent with the mechanism of the International Energy 
Agency (IEA), where currently 19 of the 27 EU countries hold member-
ship.31 While the Commission only wants to make some adjustments to 
the oil stocks directive, the major discussion in the near future will be 
about whether EU members will have the obligation to hold strategic 
reserves of natural gas. Existing European legislation32 is rather weak, 
essentially comprising voluntary measures. This weakness is mainly 
due to the specific conditions of gas storage: gas storage is much more 

29 In November 2008, EU institutions began to discuss these questions following the Commission’s 
Green Paper on European Energy Networks, COM (2008) 782. 

30 Directive 2006/67/EC imposing an obligation on Member States to maintain minimum stocks 
of crude oil and/or petroleum products.

31 Not members of the IEA (as well as of OECD) are Bulgaria, Cyprus, Estonia, Latvia, Lithuania, 
Malta, Romania and Slovenia.

32 Directive 2004/67/EC concerning measures to safeguard security of natural gas supply.
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expensive than holding oil reserves because gas has to be captured in 
underground storage facilities that meet particular geological condi-
tions, and these conditions are unfortunately not equally distributed 
throughout the EU. In the proposal for a revision of the gas security di-
rective, which the Commission plans to propose in 2010, a fair “burden 
sharing” mechanism has to be laid down. There is also a need for less 
expensive emergency measures which could contribute to each Member 
States’ obligation to hold security margins, e.g. reducing consumption 
via “interruptible contracts”, which means replacing gas with other en-
ergy sources in sectors like electricity generation and heating.33

Emergency preparedness at a national level does not automatically 
lead to European solidarity. In the case of natural gas and electricity, 
solidarity not only requires proper interconnections and the harmo-
nization of technical and regulatory standards, at least within certain 
pre-defined regions,34 but also mechanisms for decision-making and 
coordination of emergency measures at a European level. As a matter of 
confidence-building, the EU has to define clearly and in advance what 
exactly would indicate a “major supply disruption” that then leads to an 
activation of the energy solidarity mechanism, at least in terms of the 
minimum of missing supply quantities at a national level and the fore-
seeable length of disruption. 

An interconnected internal energy market and a proper working sys-
tem of energy solidarity would drastically increase the supply security 
of all Member States. Moreover, it would do so in a much less dramatic 
way than pursuing pipeline projects to new supplier regions like the 
Caspian, Central Asia or Iran. This is not to say that Europe does not 
need pipelines like Nabucco, but it must not overlook more pragmatic 
solutions which could also deliver positive results. Furthermore, the 
internal energy security approach could help to improve the precon-
ditions for an effective external energy security policy. A functioning 
pan-European energy market combined with solidarity obligations 
would lead to “Europeanization” of the Member States’ respective en-
ergy policy perspectives. Today, countries like Portugal and Spain do 
not have to care that much about EU−Russia energy relations, because 
they do not import Russian gas. But in case of solidarity obligations 

33 Mandil, Claude. Energy Security and the European Union. Proposals for the French Presidency. 
Report to the Prime Minister. Paris, 2008, pp. 10−12.

34 The Commission’s Energy Security and Solidarity Action Plan highlights the importance of re-
gional market integration and solidarity agreements as pragmatic first steps.
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they would have to think much more about the energy security chal-
lenges the Central and Eastern European members are facing, and vice 
versa.

If the EU really wants to come closer to reaching its ambitious en-
ergy policy objectives regarding competitiveness, sustainability and se-
curity of supply, it has to choose a common approach. This can only be 
based on the development of a common European interest, which will 
eventually have to overcome national sovereignty concerns. With an ef-
fective internal energy security policy in place this could be achieved 
much easier and faster.



EnErGY PoLICIES In FInLAnd —
IMPLICAtIonS For tHE EnErGY dYnAMICS 
In tHE BALtIC SEA rEGIon

Nina Tynkkynen1

Introduction

There are a number of starting points and conditions for energy 
policies in Finland. First, Finland is located in northern Europe, almost 
entirely between 60 and 70 degrees northern latitude. This increases 
the need of heating and electric lighting because of the low average 
temperature2 and limited amount of daylight during the winter season. 
Second, Finland is large in territory and sparsely populated, with only 
15 people per square kilometre, which, in turn, increases the need for 
transportation. Third, 80 per cent of the industrial production in Finland 
is represented by very energy-intensive sectors, notably wood products, 
pulp and paper, metal and engineering and chemical industries.3 Finally, 
there are no significant deposits of fossil fuels located in Finland, which 
makes Finland extremely dependent on energy import. Mainly because 
of the history of the barter trade with the Soviet Union4, Finland has 
strongly relied on one import source — Russia — only. Throughout the 
history, Finland has, however, attempted to diversify its energy mix as 
1 Senior lecturer, Department of Regional Studies, University of Tampere, Finland; e-mail  

Nina.Tynkkynen@uta.fi
2 The average annual temperature in Southern Finland is 4 to 5 degrees C, in Lapland -2 to 2 

degrees C. 
3 IEA. Energy policies of IEA Countries. Finland 1999 Review. Paris: OECD/IEA, 1999, p. 13.
4 In barter trade, companies made deals in the framework of annual, and five-year, agreements on 

goods exchange. Barter trade began after the end of the war in 1945 and was continued until the 
end of 1990. Finland exported mainly metal goods, ships, and machinery as a continuation of 
the war reparations, and products of the wood processing industry to the Soviet Union. Imports 
from the Soviet Union were 90 per cent energy. 
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much as possible, and, despite the large share of import, Finland’s fuel 
mix is relatively well diversified today, with four sources accounting for 
more than 15 per cent each.5  

Because of its geographical location, Finland serves as an important 
infrastructural junction in the energy dynamics of the Baltic Sea region. 
At the ideational level, Finland eagerly emphasises the need to engage 
Russia into the development of the region, and attempts to facilitate the 
energy dialogue between Russia and the European Union. At the same 
time, Finland also strives for the further development of the Nordic 
electricity market, and the engagement of new countries into it. As 
Finland is currently linking the climate policy organically to energy 
policies on a national level6 and has traditionally pioneered in energy 
research and development, she can contribute to the regional “energy 
game” in particular by bringing in environmental aspects more closely. 

This paper focuses on energy policies in Finland, and their 
implications for the energy dynamics in the Baltic Sea region. First, 
basic energy statistics is provided and an overview is given on the 
current energy policies and future strategies in Finland. Further, the 
main energy policy actors and their relations are brought in, and, finally, 
the contribution of Finnish energy policies to the energy dynamics of 
the Baltic Sea region is discussed. 

overview of the energy 
supply and demand in Finland

In 2007, the total energy consumption in Finland was about  
35 million tons of oil equivalent. Electricity consumption, in turn, was 
90 TWh. In 2000−2007, energy consumption in Finland grew about 
12 per cent and the electricity consumption about 14 per cent. In this 
respect, Finland differs from Norway and Sweden, for instance, where 
electricity consumption declined in 2001−2006.7 The growth in energy 

5 IEA. Energy policies of IEA Countries.  Finland 2007 Review. Paris: OECD/IEA, 2008, p. 27
6 Council of State of Finland. pitkän aikavälin ilmasto- ja energiastrategia [Long-term Climate 

and Energy Strategy]. 6 November 2008. Helsinki: Ministry of Trade and Industry of Finland, 
Energy Department; Council of State of Finland. Outline of the Energy and Climate policy for the 
Near Future — National Strategy to Implement the Kyoto protocol. government Report to parlia-
ment 24 November 2005. Helsinki: Ministry of Trade and Industry of Finland, Energy Depart-
ment, 2005.

7 Energiatilasto — Vuosikirja 2008 [Annual Book of Energy Statistics 2008]. Helsinki: Tilas-
tokeskus, 2008.
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consumption in Finland can at least partly be explained by intense 
economic growth in recent years, climbing from around three per cent 
in 2004 to over five per cent in 2006.8 

Finland has high energy intensity — one of the highest in  
Europe — both per capita and per unit of GDP, which is partly due to 
the cold climate and low population density. Heating covers 25 per cent 
of the energy consumption, and transport covers 16 per cent. However, 
the main reason for high energy intensity lies in the industrial structure 
which is based on energy-intensive export industries. The Finnish 
industry is extremely energy-intensive compared with many other 
countries. Whereas in most IEA countries the share of industrial energy 
use has declined to 40 per cent or lower, in Finland the industry still 
consumes approximately a half of the total energy produced in Finland.9 
Almost 80 per cent of the energy used by the industry is consumed by 
the process industries, where the biggest consumers are the pulp and 
paper industry, the metal refining industry, and the basic chemical 
industry. The forest industry, which is one of the most important 
industrial branches in Finland (about four per cent of the GDP), covers 
about two-thirds of the industrial energy consumption.10  

In addition to high energy intensity, the Finnish energy policy 
is shaped by the fact that there are no significant fossil fuel deposits 
located in the Finnish territory. Accordingly, the share of energy import 
of the energy consumption is high: over 70 per cent of the total energy 
consumption in the country is covered by energy import. A lion’s share — 
over 70 per cent of the total import — originates from Russia. Although 
the share of oil in energy consumption has been decreasing for many 
years, oil is still the most important fuel in Finland and accounts for 
around a quarter of Finland’s energy consumption (see Fig. 1). In 2006, 
Finland imported over 12 million tons of crude oil from Russia (64 per 
cent of the total), Norway (11 per cent), Denmark (11 per cent) and 
some other countries.11 Nuclear power accounts for 16 per cent, coal 

8 IEA, 2008, op. cit., p. 14.
9 IEA, 1999, op. cit., pp. 15−16.
10 Ministry of the Environment of Finland. Energian kulutus ja ilmastostrategiat [Energy Con-

sumption and Climate Strategies]. An online document at http://www.ymparisto.fi/default.
asp?contentid=101847, 2008. Cited 16 December 2008.

11 Finnish Oil and Gas Federation. Oil in Finland. An online document at http://www.oil-gas.fi/
eng/, 2008. Cited 17 October 2008. There are two oil refineries in Finland, and Finland exports 
motor gasoline and other oil products with the value of € three billion (in 2006). The total value 
of oil imports, in turn, was € six point five billion in 2006.  
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for 14 per cent and natural gas, which is by 100 per cent imported from 
Russia, for approximately 11 per cent of the total energy consumption 
in Finland. Domestic energy sources account for approximately 30 per 
cent of the total consumption. With 21 per cent, Finland has the highest 
share of biomass (wood fuels) in the IEA countries.12 Other primary 
domestic energy sources are hydroelectricity and peat.13 Finland is one 
of only three IEA countries that have peat in their fuel mix. On top of 
that, net import of electricity from Sweden, Russia, and Norway accounts 
for three per cent of energy consumption (13 per cent of electricity 
consumption) in Finland. Accordingly, despite the high dependence on 
energy export, Finland’s overall fuel mix is relatively well diversified.

Figure 1. total energy consumption in Finland by energy source, 2006.

Source: Statistics Finland (2006) Energy Consumption 2006. Available online at http://www.stat.fi/
til/ekul/2006/ekul_2006_2007-12-12_kat_001_en.html

The peculiarity of Finnish energy structure is no doubt the high 
share of combined heat and power (CHP) production.14 Approximately  
35 per cent of the electricity supply in Finland is produced in CHP plants. 
CHP-based electricity generation in Finland ranks highest in the world 
in absolute numbers, and is the second highest in percentage share after 
Denmark. Following mainly from the large share of energy-intensive 
heavy industry in Finland, industrial auto-production of electricity is 
12 IEA, 2008, op. cit., p. 14.
13 Energy Consumption 2006. Available online at http://www.stat.fi/til/ekul/2006/ekul_2006_2007-

12-12_kat_001_en.html
14 Combined heat and power production is the joint generation of electricity and heat, i.e. the 

steam that cannot be transformed into electricity and would be released as waste heat in normal 
(condensing) power plants is used for heating purposes.  
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very extensive, covering about one fourth of the total industrial demand. 
About a half of the CHP plants use indigenous fuels: peat, wood residues 
(bark, wood chips, sawdust, and sludges). Combined heat and power 
production is applied for the heating of communities and industrial 
processes. District heating, of which slightly more than 75 per cent is 
cogenerated, supplies about half of the total demand for space heating 
in Finland.15 

One-fourth of the electricity consumed in Finland is produced by 
nuclear power. At the moment, there are four nuclear reactors in Finland. 
In 2002, Teollisuuden Voima (TVO) which is a privately owned power 
company supplying electricity to its shareholders at cost, received a 
positive decision-in-principle from the Finnish Parliament. The decision 
enables the construction process of a new nuclear unit. The new plant is 
planned to be in commercial use in 2011 and will be the largest unit in 
the world (1,600 MW). In addition, three new nuclear power projects 
are under the environmental impact assessment procedure now (no 
Parliamentary hearing yet).

Finland’s electricity supply industry has operated according to 
the principles of competition ever since the Electricity Market Act 
(386/1995) of the European Union came into force on 1 June 1995. In 
1997, the Finnish electricity market was fully opened. Currently, the 
retail electricity market in Finland is considered to be among the most 
competitive ones in the European Union, which is demonstrated by the 
relatively high rates of customers switching electricity supplier (more 
than 50 per cent of large and very large industrial customers, 82 per cent 
of small to medium industrial and business customers16).

Electricity prices in Finland are unregulated and significantly below 
the EU averages. For example, the electricity prices for households are 
about 25 per cent below the European averages.17  

Energy taxation in Finland has, with some exceptions, remained 
almost unaltered since 1997. A basic tax and surtax, along with a 
security of supply fee, form the basis of energy taxation in Finland. The 
basic tax is paid for mineral oil products and the surtax for oil products, 
other fossil fuels and electricity. Fuels used in the electricity production 
are exempted from all tax, whereas electricity is taxed on the basis of 

15 IEA, 1999, op. cit., p. 69.
16 Commission of the European Communities. Finland — Internal Market Fact Sheet. Available online at 

http://ec.europa.eu/energy/energy_policy/doc/factsheets/market/market_fi_en.pdf, 2007.
17 Ibid.
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Figure 2. The electricity transmission grid in the nordic Countries (2007).

Source: Nordregio. Available online at http://www.nordregio.se/nordregio_maps_energy.htm
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consumption. There are separate tax categories for industrial and other 
uses. Natural gas receives a 50 per cent rebate.18 

The Finnish electricity market is part of the physically interconnected 
Nordic market which includes Denmark, Norway, and Sweden. All 
countries are nowadays deregulated in slightly different ways, and the 
central coordination of power generation is replaced with the market-
based power exchange Nord Pool. In the Nordic electricity market, 
about 69 per cent of electricity is traded through spot market in the 
Nordic area while the rest is based on bilateral transactions (in 2007).19

In addition to the Nordic countries, the Finnish electricity transmission 
grid is connected to Russia and from December 2006 on, also to 
Estonia (see Fig. 2). Fingrid (Finnish Power Grid plc) owns all major 
cross border lines. Finland’s total transboundary transmission capacity 
amounts to 17 per cent of total available capacity (including both 
domestic generation capacity and import contracts), which is lower 
than in European countries in general.20 The main domestic electricity 
transmission grid is also owned by Fingrid, but regional grids are owned 
by 100 regional companies. Since the beginning of 2007, Finnish law 
requires functional unbundling of the distribution system operators and 
supply, which have largely been vertically integrated into each other. 

Key energy policies in Finland

Traditionally, energy policies in Finland have been based on the 
fundamental doctrine of economic policy — securing the competitiveness 
of the forest industry and other export industries.21 To ensure the 
competitiveness, energy sector has been supported by corporate and 
investment subsidies from the Government. For instance, there is a tax 
refund system in place for certain electricity production and for energy-
intensive industries. In addition, the Finnish power industry has been 
regulated in a comparatively light-handed manner: even before the 
opening of the electricity market in 1997, there was not any ongoing 
price control but only antitrust oversight.22 

18 IEA, 2008, op. cit., pp. 24−25.
19 Kärkkäinen, S., and E. Lakervi. “Liberalisation of Electricity Market in Finland as a Part of the 

Nordic Market”. IEE proceedings, 2001, Volume 148(2), pp. 194−199. 
20 IEA, 1999, op. cit., pp. 86−87.
21 Sairinen, Rauno. Regulatory Reform of Finnish Environmental policy. Espoo: Helsinki University 

of Technology, 2000, p. 94.
22 IEA, 1999, op. cit., p. 74.
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The fact that Finland is extremely dependent on energy import has 
dictated and will, at least to a certain extent, continue to dictate Finland’s 
energy policies. Accordingly, the leading idea is that energy must be 
diversified as much as possible. The Finnish energy policies were recently 
reviewed by the IEA23, and although the general view was fairly positive, 
the main challenge was mentioned to be energy supply security. To meet 
the challenge, Finland has emphasised high domestic diversity, drawing 
its indigenous supply from many different sources: nuclear, biomass and 
hydro. Supply security has also been enhanced by increasing cooperation 
among the Nordic countries. In addition, Finland has sought support 
from the EU policies and made straightforward use of them, without 
adding too many layers of national regulations on them.24 When drafting 
recent national energy strategies, the impact of the EU has thus been 
significant. The main concerns of the EU energy policies raised in the 
Green Paper on Energy25 — competitiveness and the internal energy 
market, diversification of the energy mix, sustainable development, 
innovation and technology and external policy — are clearly addressed 
in the Finnish energy policy, too. 

The Finnish Government Programme for 2007−201026 outlines the 
current objectives of energy policy in the following way. “It is the goal 
of the Government to find effective means for simultaneously securing 
energy savings, improving energy efficiency and availability, increasing 
energy self-sufficiency, and reducing emissions.” The Government 
Programme puts special emphasis on the need to improve the efficiency of 
the Nordic electricity market by increasing the transparency of electricity 
trade, providing incentives for new suppliers to enter the market, and by 
improving cooperation regarding the Nordic transmission system.27 

Actually, the present-day energy policy in Finland looks rather 
different from that of the late 1990s. Namely, global climate policy 

23 IEA, 2008, op. cit.
24 IEA, 2008, op. cit., p. 7.
25 Commission of the European Communities. green paper. A European Strategy for Sustainable, 

Competitive and Secure Energy. COM (2006) 105 final. Available online at http://ec.europa.eu/
energy/green-paper-energy/doc/2006_03_08_gp_document_en.pdf

26 See http://valtioneuvosto.fi/hallitus/hallitusohjelma/pdf/en.pdf
27 There is a widespread belief that the Nordic electricity market functions poorly and the competi-

tion is not open. For a detailed analysis see, e.g. Fridolfsson, Sven-Olof, and Thomas P. Tangerås. 
Market power in the Nordic Electricity Market: A survey of the empirical evidence. Stockholm: 
Research Institute of Industrial Economics (IFN), 2008. Available online at http://www.ifn.se/
BinaryLoader.axd?OwnerID=a6d586b4-2a88-4558-aac3-44dfbd5cc987&OwnerType=0&Prop
ertyName=File1&FileName=EvaluationNordicMarketPower080618.pdf
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in general, and the EU level commitments to it in particular, make 
environmental sustainability a new determining factor in Finnish energy 
policy. A practical manifestation of this is that since 2001, energy policy 
has been linked to the national climate strategy, first by the National 
Climate Strategy28 from 2001 and then by a document Outline of the 
Energy and Climate Policy for the Near Future — National Strategy 
to Implement the Kyoto Protocol29, published in 2005, and Long-term 
Climate and Energy Strategy, submitted to Parliament in November 
200830. From now on, the brand new strategy will serve as the main 
guideline for energy policies in Finland. 

In the strategy, detailed insights into climate and energy policy 
measures in Finland are given up to the year 2020, and suggestions 
up to the year 2050. The basic outlines for future energy policies 
in Finland set by the new strategy are similar to those of the EU’s 
strategy31: environmental sustainability, security of supply, and 
competitiveness of energy supply. The main objective of the strategy is 
that Finland will ensure the implementation and meet the obligations 
of the Kyoto Protocol, alongside the rapid and flexible initiation of the 
implementation of post-Kyoto period obligations in 2013. The strategy 
presents proposals for key measures for the attainment of the EU’s  
“20 20 by 2020” climate policy objectives32 regarding the promotion of 
renewable energy, enhancement of efficiency in energy consumption, 
and decreasing greenhouse gas emissions. 
28 Council of State of Finland. National Climate Strategy. government Report to parliament. Hel-

sinki: Ministry of Trade and Industry, 2001. Available online at http://julkaisurekisteri.ktm.fi/
ktm_jur/ktmjur.nsf/All/CCDA20C55C9000A7C2256A6400218CF2/$file/National%20Cli-
mate%20Strategy%20Finland_2001.pdf

29 Council of State of Finland, 2005, op. cit. 
30 Council of State of Finland, 2008, op. cit. In the preparation of the 2001, 2005 and 2008 strate-

gies, mid-term scenario analysis was applied. Mid-term scenario planning has been a central 
tool in Finnish energy policy planning since 1990.

31 Commission of the European Communities. Communication from the Commission to the 
Council, the European Parliament, the European Economic and Social Committee and the 
Committee of the Regions. Limiting global Climate Change to 2 degrees Celsius. The way ahead 
for 2020 and beyond. Brussels, 2007. Available online at http://eur-lex.europa.eu/LexUriServ/
LexUriServ.do?uri=COM:2007:0002:FIN:EN:PDF

32 The EU is committed to reducing its overall emissions to at least 20 per cent below 1990 levels 
by 2020, and is ready to scale up this reduction to as much per cent under a new global climate 
change agreement when other developed countries make comparable efforts. It has also set itself 
the target of increasing the share of renewables in energy use to 20 per cent by 2020. See: Com-
mission of the European Communities. Communication from the Commission to the European 
Parliament, the Council, the European Economic and Social Committee and the Committee of 
the Regions. 20 20 by 2020: Europe’s climate change opportunity. Available online at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52008DC0030:EN:NOT, 2008.
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According to the trend outlined in the strategy, the diversity of the 
energy system in Finland will grow. More to the point, the share of coal 
and oil in the energy mix will decrease, whereas the share of indigenous 
energy, and that of renewable energy in particular, will increase 
significantly. According to the strategy, the share of renewable energy will 
increase to 38 per cent of total final energy consumption. Several specific 
measures for energy sources are envisaged, focussing on additional use 
of forest-based biomass, biofuels, wind, solar and heat pumps; also, the 
share of waste and biogas as energy sources will increase. The strategy 
emphasises wind power, the share of which is outlined to grow 17-fold. 
It can be argued, however, that the greatest potential for increased use of 
renewable energy is offered by forest-based bio-energy, but its potential 
will not be fully utilised because of the fear that the competitiveness of 
pulp and paper production would suffer from extensive increase of forest 
based bio-energy.33  The Government will introduce a feed-in tariff first for 
biogas plants in 2010, later possibly for other renewable energy sources, 
too. This implies that compensation for the difference between the market 
price and the bio-energy price is provided.34 

In addition, the efficiency of the energy system will be improved, 
particularly in housing, construction and transport, so that in 2020 a 
decrease of 10 per cent of the baseline35 in final energy consumption, 
and in 2050 a decrease of at least one-third of the 2020 quantity, will be 
achieved. According to the strategy, a new energy efficiency programme 
for buildings and appliances, combined with voluntary energy saving 
agreements and changes in taxation to promote less emitting vehicles, 
will be launched.36 As a result, greenhouse gas emissions will begin to 
fall on a permanent basis.37

The new strategy does not commit either on additional nuclear 
power or hydropower. However, in order to ensure lower greenhouse 
gas emissions and higher self-sufficiency, evidently no source in energy 
production will be excluded, and therefore, the share of nuclear power 
33 There is a risk that increasing competition for forest products would drive prices up, and as the 

price of biomass goes up, it starts to compete with the price of the fibre wood used in paper 
production. 

34 Finland is, alongside with Malta, the only country in the European Union where the energy 
policy is based mainly on taxation and investment subsidies. The feed-in tariff is currently used 
only for peat in Finland.

35 The trend in case new energy policy measures are not taken.
36 Some reforms have already been made. For instance, emission-based car tax was introduced at 

the beginning of 2008.
37 Council of State of Finland, 2008, op. cit.
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and also (imported) natural gas in the Finnish energy mix can also 
grow in future. The future position of peat implies somewhat a question 
mark, too. On the one hand, peat is a substantial indigenous energy 
source, but, on the other, it is the worst option — even worse than  
coal — in  terms of greenhouse gas emissions, and thus, its use undermines 
Finland’s other major policy goal — to reduce CO2 emissions. Peat has 
been given a feed-in tariff for reasons of security of supply, but the tariff 
is now set to sunset at the end of 2010. 

The cogeneration of electricity and heat will be encouraged also in the 
future, in addition to small-scale, decentralised generation of electricity 
provided with improved access to the grid. The Finnish Government 
and the Association of Finnish Industry predict that the future growth 
of industrial CHPs depend crucially on the future development of 
the forest industry. The Finnish Energy Industries Federation expects 
significant growth in the forestry industry, and a corresponding 
increase in industrial CHP.38 Yet the use of CHP for district heating is 
not expected to grow significantly, since the most profitable areas have 
already been covered.39 

The IEA review report from 2008 gives three recommendations 
for future energy policies in Finland.40 First, energy security concerns 
should be continued to be addressed in a comprehensive and sustainable 
manner, placing focus not only on import security but also on domestic 
supply diversity, new renewables and energy efficiency. Second, efforts to 
enhance long-term policies that encourage energy efficiency, especially 
that of buildings, should be continued. Third, the IEA report suggests 
that more top-down strategic guidance to the energy R&D (research and 
development) community on long-term energy policy priorities should 
be given. Arguably, to a certain extent, the IEA recommendations have 
been taken into account in the new Long-term Climate and Energy 
Strategy. There is also another document, the Government Foresight 
Report on Climate and Energy Policy, planned to be submitted to 
Parliament during spring 2009, in which future energy policies will 
be outlined. The timescale of the Foresight Report will extend until 
the 2050, and in the report, long-term climate and energy policies and 
measures for action will be outlined. In addition to energy production,  
 

38 IEA, 1999, op. cit., p. 72.
39 IEA, 1999, op. cit., p. 71.
40 IEA, 2008, op. cit.
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the report will examine the use of energy, traffic, the role of forests in 
curbing greenhouse gases and other key areas related to greenhouse gas 
emissions. 

Energy policy networks in Finland

The main actors shaping energy policies in Finland are the European 
Union, the Finnish Government, Parliament, the Ministry of Employment 
and the Economy41, the government-owned companies Fortum, Neste 
Oil Oyj42 and Vapo Oyj, and energy companies such as Pohjolan 
Voima (PVO) and its subsidiary Teollisuuden Voima (TVO), owned by 
industrial companies43. There are also a number of interest groups, most 
importantly Confederation of Finnish Industries EK that represents all 
sectors of business and all sizes of companies; the Association of Finnish 
Forest Industries (Metsäteollisuus ry) and the Association of Finnish 
Energy Industries (Energiateollisuus ry), an industrial and labour market 
policy association founded by companies operating in the energy sector. 
Environmental organisations, such as the Finnish Association for Nature 
Conservation, WWF Finland and Greenpeace are active in energy 
policy discussions and, for instance, participate in the preparation of the 
Government Foresight Report on Climate and Energy Policies. In the 
Finnish case, the Ministry of the Environment is not so much directly 
involved in energy policy making, not even in climate policy issues, as 
is the Ministry of Employment and the Economy that carries the main 
responsibility also for national climate policy making.

41 Until 2008, called Ministry of Trade and Industry.
42 Fortum is one of the leading power and heat companies around the Baltic region (see http://

www.fortum.com), and Neste Oil is an oil refining and marketing company (see http://www.
nesteoil.com). In 1998, government-owned companies Imatran Voima (IVO) and Neste Oy 
were merged into Fortum Oyj. In 2005, Neste Oil was separated from Fortum. The Government 
owns 50.86 percent of Fortum and 50.1 percent of Neste Oil (31 December 2007). Vapo Oyj, in 
turn, is the leading supplier of local and renewable fuels, bioelectricity and bioheat, as well as 
environmental business solutions in the Baltic Sea Region. It is by 50.1 percent owned by the 
Finnish Government (see http://www.vapo.fi/eng/main_page/?id=563).

43 In the past, industrial companies in Finland’s main export sectors were self-sufficient in energy 
use: they generated electricity, often using their own production wastes such as black liquor and 
industrial wood residues. For the need of additional power, companies created a jointly owned 
Pohjolan Voima Oy (PVO) in 1943. In addition to its owners, PVO sold surplus power into the 
general market. Today, non-industrial power retailing companies have an ownership share in 
PVO, too (see IEA, 1999, op. cit., p. 14). For instance, the nuclear power plant in Olkiluoto is 
owned by Teollisuuden Voima Oy (TVO), a subsidiary of PVO.
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The Finnish energy policy has traditionally been characterised by the 
pursuit of a national consensus concerning the importance of securing 
the competitiveness of export industries. In recent years, the consensus 
has been bolstered by neoliberal, technology-driven political rhetoric 
that emphasises innovation and economic growth. Nevertheless, Rauno 
Sairinen who has committed a case study on Finnish energy taxation44 
distinguishes three policy networks that have slightly different views on 
energy policy principles, especially energy taxation, in Finland. 

First, an industry and energy issue network has existed in Finland 
which includes large-scale energy-intensive industry, the main branch 
organisations of industry, large energy companies and their branch 
organisations, the Ministry of Employment and the Economy (formerly 
Ministry of Trade and Industry), the National Coalition Party and to 
some extent the social democrats, as well as some trade unions such as the 
Paper Union and the Metal Union. This heterogeneous policy network 
has had a common interest to maintain a reasonably large national energy 
production capacity and low energy prices. According to Sairinen, the 
most influential group in this network has been a nuclear power lobby. 
The network has also strongly opposed the introduction and raising of 
environmental taxes.45 

Second, domestic energy issue network includes the producers and 
consumers of peat energy (especially Vapo) and wood energy, the Ministry 
of Agriculture and Forestry, the Central Union of Agricultural Producers, 
the provincial unions of Central and Northern Finland as well as the  
Centre Party and Finnish Rural Party. This group has, most significantly, 
succeeded in maintaining the privileged position of peat in energy taxation. 

Third, the environmental issue network consists of different 
environmental groups, the environmental administration and the 
Green Party.46 They have underlined the importance of developing 
indigenous renewable energy, wind power in particular, and opposed 
the construction of additional nuclear power in the country (at least 
until recently). During the ongoing decade, the importance of the third 
network has grown, although the other two networks have also adopted, 
and adapted, the requirements of sustainability onto their agendas. 

44 Sairinen, 2000, op. cit.
45 See also Ruostetsaari, Ilkka. Energiapolitiikka ja vaikuttajat. Energiapolitiikan määräytymiseen 

vaikuttaneista tahoista Suomessa [About energy policy actors in Finland]. Helsinki: Ministry of 
Trade and Industry, 1987.

46 Sairinen, 2000, op. cit., pp. 210−211.
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According to my interpretation, there have also been some separate 
topics that have divided opinions of energy policy actors in Finland. 
Most important of these is the question about the dependence on energy 
import from Russia. Many actors see Russia rather as a threat than a 
possibility, or normal partner, in energy issues.47 As the clearest single 
example, electricity imports from Russia were often mentioned when 
the construction of the fifth nuclear reactor in Finland was discussed 
in Parliament in 2002. One argument for the construction of additional 
nuclear power was that “it is irresponsible to prolong the lifetime of 
old reactors by increasing the purchase of electricity from Russia”.48 
Unwillingness to be dependent on Russia has two dimensions: concern 
over environmental threats linked to energy production — most 
notably nuclear power — in Russia and a more amorphous concern 
that has to do with geopolitics and security of delivery. But then again, 
there are actors, such as businesses, who are not that worried about the 
dependency and do not equally demonise the dependence on Russian 
energy. This, evidently, has to do with the fact that energy import is 
nowadays considered “business-as-usual” because of its long history, and 
also that Finnish energy companies have acted and made investments in 
Russia already for almost twenty years.49

At the moment, the new Long-term Climate and Energy Strategy 
divides opinions. It was harshly criticised by some MPs and industrial 
actors, who see that Finland was too in a hurry in its preparation. In 
actual fact, Finland was first to publish a national climate strategy in 
which the new obligations of the EU — 20 20 by 2020 — are taken as 
the starting point. Critical voices have pointed out that it is all too early 
to commit to these obligations, as they have not even been confirmed 
in the EU yet.50 

 
 
47 See Aalto, Pami, and Nina Tynkkynen. “The Nordic Countries: Engaging Russia, Trading in En-

ergy or Taming Environmental Threats?” in Aalto, Pami (ed.). The EU−Russian Energy Dialogue. 
Europe’s Future Energy Security. Aldershot: Ashgate, 2008, pp. 119−144.

48 Kalervo Kummola (MP, National Coalition Party), speech in the Finnish Parliament, 23 May 
2002.

49 Jaakko Ihamuotila (the ex-MD of Neste Oyj/Fortum Oyj), “The Northern Dimension and En-
ergy”, speech in the national forum of the Northern Dimension, Oulu, 15 January 2001. Some of 
the Finnish investments to Russia have since then been sold back to Russian companies.

50 E.g. MEP (National Coalition Party) Eija-Riitta Korhola in the magazine Suomen Kuvalehti,  
17 November 2008.
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Finland in the energy dynamics in the Baltic Sea region

At an ideational level, the main contribution of Finland to the 
regional integrity of the Baltic Sea region is its strong aspiration to 
engage Russia more closely into the regional and EU-level structures 
and policy procedures. Because of the history and special relations 
between Finland and the Soviet Union, Finnish politicians and civil 
servants eagerly see Finns as experts in Russian affairs. In the energy 
sector, as they seem to see it, long-lasting energy relations (import 
from Russia) are an indicator of this expertise. It is also often seen that 
Finland is a better advocate of Russia than a country for which Russia 
is a theoretical definition somewhere very far away, or the Baltic States 
where attitudes towards Russia are more negative.51 Finnish efforts to 
engage Russia have materialised in the establishment of instruments of 
regional cooperation, such as the Northern Dimension, and in the active 
participation in others such as the Council of Baltic Sea States (CBSS). 
In the energy sector, Finland draws on the idea that Europe needs 
energy, and Russia — markets for its energy exports. Thus, Finland has 
been active in the design of the EU — Russia energy dialogue52, and 
agrees with the strategic level objectives of the dialogue seeing that the 
objectives may benefit Finland, too. 

Regionality is an important aspect for Finland in energy issues. 
Finnish actors have recommended that the EU would make more 
pronounced use of a regional approach in its energy partnership with 
Russia. In this, the role of the regional energy cooperation organisation 
BASREC is underlined. More to the point, as one of the primary concerns 
of Finland in its relations with Russia is the environment, and it is hoped 
that in the future the economic potential of Russia’s natural resources 
and the energy sector will solve the “environmental game”. In other 
words, it is understood that other EU members that are geographically 
distant from Russia are less interested in the environmental threats 
Russia poses than in the energy possibilities it offers. Thus, it is easier to 
“sell” the idea of mutual cooperation to the EU and Russia by stressing 
the positives that unites them, i.e. energy issues.53 Finland has shown a 

51 Aalto and Tynkkynen, 2008, op. cit., p. 140.
52 See Aalto, Pami (ed.). The EU−Russian Energy Dialogue. Europe’s Future Energy Security. Alder-

shot: Ashgate, 2008; also http://ec.europa.eu/energy/international/bilateral_cooperation/russia/
russia_en.htm

53 Interview of a civil servant in the Ministry of the Environment of Finland in spring 2002.
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major interest in the development of new transport routes particularly for 
Russia-originated gas, underlining the location of Finland in a junction 
of energy transport routes. The Nord Stream gas pipeline planned to be 
constructed from Vyborg in Russia to Greifswald in Germany is perhaps 
the most topical example of the Finnish energy−environment linkage: 
Finnish actors share a fairly positive attitude towards the pipeline, and 
rather than political dimensions it is the environmental aspects of the 
project that cause doubts in Finland. Although the pipeline route is 
planned to go through the Finnish exclusive economic zone (EEZ), the 
Finnish Nord Stream debate has been much calmer and less politicised 
than in Estonia and Sweden, for example, and has never been focused 
on military-strategic issues.54 In spring 2007, Finland requested that 
Nord Stream would, for environmental reasons, explore an alternative 
route through the Estonian EEZ, where the seabed is deeper and flatter. 
Finnish Prime Minister Matti Vanhanen repeatedly suggested that 
Estonia should consent to the request, which caused criticism in Estonia. 
It can be argued, however, that even though Finns are in their rhetoric 
supportive for the project, in fact they delay the project by complicating 
the environmental assessment procedure.55 In addition to the Nord 
Stream pipeline project, Finnish actors emphasise the integration of 
environmental issues in the energy dialogue with Russia at all levels. 
Increase of oil transportations56 in the Gulf of Finland, in particular 
the safety of Russian terminals and transports in the harsh navigation 
conditions in winter time, awake concerns in Finland.

At a more practical level, the Finnish position in the regional energy 
dynamics is, however, somewhat ambiguous. This is partly due to the 
geographical location of Finland, and partly to the fact that there are 
no major indigenous energy sources. Accordingly, Finland, on the 

54 Solum Whist, Bendik. Nord Stream: Not Just a Pipeline. An Analysis of the Political Debates in 
the Baltic Sea Region Regarding the Planned Gas Pipeline from Russia to Germany. FNI Report 
15/2008. Lysaker, Norway: Fridtjof Nansen Institute, 2008, p. 30

55 Finland has not accepted the environmental impact assessment accounts produced by Nord 
Stream, but insisted on additional explorations for alternative routing and other environmental 
aspects of the project. See Ministry of the Environment of Finland. Venäjän ja Saksan välinen 
merenalainen maakaasuputki Suomen talousvyöhykkeellä — ympäristövaikutusten arviointi 
[The undersea natural gas pipeline between Russia and Germany and the Finnish EEZ — En-
vironmental Impact Assessment]. An online document at http://www.ymparisto.fi/default.
asp?contentid=207985&lan=fi, 2009. Cited 30 January 2009.

56 Between 1997 and 2007, the volume of oil transportation in the Baltic Sea grew sevenfold, from 
20 million tons to 140 million tons per year. See Ministry of the Environment of Finland. Ob-
jectives of the Finnish Ministry of the Environment for Cooperation with Russia 2008−2011. 
Helsinki: Ministry of the Environment, 2008.
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one hand, follows its own principle of the engagement of Russia, and 
has standing and firm energy relations with the Russian Federation. 
Thereby, as mentioned above, 70 per cent of all energy import to Finland 
originate from Russia. More to the point, Finnish energy companies 
have acted and made investments in Russia for quite some time already.  
In addition, the imports of Russian gas will most probably grow in 
future, since in order to reach climate policy objectives, the share of 
natural gas in the Finnish energy mix needs to be increased.57 It has 
also been estimated that, even though Finland gets all of its supply from 
one company and through one pipeline, Finland’s geographic isolation 
from the rest of Europe’s gas transmission network may actually give it 
a higher degree of security of supply compared to others receiving their 
gas from Russia, as there is no risk that a transit country can siphon 
gas en route to Finland.58 Notwithstanding Russia’s numerous cut-offs of 
energy delivery to CIS countries, to Finland Russia has been a reliable 
gas supplier for over 25 years.59 

On the other hand, the growing emphasis on the diversification 
of supply and, even more clearly, the focused attempt to develop the 
functioning of the Nordic electricity market demonstrate that Finnish 
energy policy actors prefer, however, lessening the dependency on 
Russian energy on the national level. In particular, the share of the 
electricity imported from Russia hopefully would be decreased. In fact, 
electricity imports from Russia to Finland are a subject matter much 
more contradictory than gas imports, as the imported electricity is 
produced mainly in the Sosnovyj Bor nuclear power plant near the 
city of St Petersburg, and the safety conditions of the plant have been 
questioned many times.

A recent manifestation of the Finnish efforts to decrease the import of 
electricity from Russia was seen in 2006, when the Finnish Government 
declined permission for a new undersea electricity cable from Kernovo 
in Russia to Kotka in Finland and through the existing Finnish−Swedish 
cable to Sweden. The project was initiated by a Russian company 
Uniter Power, backed by the Russian Government and supported by 
Finnish and Swedish industries. The Finnish national transmission grid 
operator Fingrid criticised the project arguing that the regional grid in 

57 See Council of State of Finland, 2005, op. cit.
58 IEA 2008, op. cit., p. 23.
59 It is to be noted, however, that in the South Ossetia conflict that developed in August 2008, Rus-

sia did not cut off deliveries to Georgia.
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the southeastern Finland already operates at maximum capacity, thus 
not being able to handle the additional power. The Finnish Government 
referred not only to the costs and technical uncertainties on the Russian 
side, but also to a need for Finland to become more self-sufficient in 
power generation.60 After the rejection by the Finnish Government, 
United Power announced in May 2007 that it would give up its effort 
to build an undersea electric cable from Russia to Finland and would 
look instead for a direct link from Russia to Sweden across the Baltic 
Sea. The “cable episode” indicates that the nature of energy policy is 
inherently interconnected and transborder: when energy choices are 
made somewhere, in this case Sweden, actors elsewhere, in this case in 
Finland, become very easily drawn along.61 

Finnish energy policies are directly connected to regional dynamics 
through the Nordic electricity market. The further development of 
the Nordic electricity market, and its connection to the European 
electricity market, is among the important topics at the moment. In 
September 2008, Nordic energy and regional ministers met in Umeå, 
Sweden, and decided to improve transmission connections among the 
Nordic countries.62 As the Baltic States have intentions to integrate into 
the Nordic electricity market, a new grid between Estonia and Finland 
has also been under discussion.63 Such consolidation of the Nordic 
electricity market may push Russia aside, but there is also room for 
including Russia into the market in case new cables are built. Namely, 
there has been discussion about two-way electricity transmission 
between Russia and Finland, which would enable occasional electricity 
export from Finland to Russia to lower the peak electricity demand in 
Russia.64 At the moment, the price difference makes this unprofitable, 
but it is possible in future. Two-way electricity transmission grid would 
directly link the Nordic electricity market with Russia.

In terms of natural gas, a potential future connection between Finland 
and Baltic countries via the Baltic Interconnector is under investigation. 
Bringing in gas from Norway, the North Sea and elsewhere, the Baltic 
Interconnector would allow Finland to draw on European gas supplies. 
It would also give a possibility to use storage facilities in Latvia, as the 

60 Helsingin Sanomat, 20 December 2006.
61 Aalto and Tynkkynen, 2008, op. cit., p. 125.
62 Council of State of Finland Communication, 30 September 2008
63 Energiakolmio, Newsletter 2/2007.
64 Newspaper Turun Sanomat 22 August 2007.



45ENERgy pOLICIES IN FINLAND — IMpLICATIONS FOR THE ENERgy DyNAMICS...

geological structure in Finland makes domestic storage very expensive 
to build.65 New gas connections would diversify energy supply, but it 
might be difficult for them to compete with existing gas supplies, noting 
that Finland, due to its geographical proximity to Russia, benefits from 
low transport costs. But then again, this advantageous situation may 
change in the long run with the liberalisation and integration of energy 
market in Europe. 

Finnish energy policy choices may also have indirect impact on the 
energy policies of other countries of the Baltic Sea region. Most notably, 
this concerns the use of renewables and the research and development 
of technologies related to cleaner energy production. For Finland, 
praised by the IEA in its recent review for the potential for research 
and development in the energy sector66, climate policy may, through 
new energy technologies and — controversially though — nuclear 
technologies, turn out to create significant business opportunities. 
Finland is a leading country in biomass research, so with European 
climate policy obligations, there is room for regional and international 
focus. Climate policy may also become an important tool to enhance the 
integrity of the region, and in this, Finland may have a significant role. 
This depends fully on the post-Kyoto obligations yet to be negotiated. 
If post-Kyoto agreement includes similar flexibility mechanisms as 
the Kyoto Protocol does, such as joint implementation and emission 
trading67, it will offer great potential to increase positive intercourse in 
the energy sector in the region. 
 
Concluding remarks

As a net importer of energy, Finland is not among the main players 
in the regional “energy game”, at least not in conventional terms. 
Because of its geographical location and historical peculiarities, Finland 

65 IEA, 2008, op. cit., p. 79.
66 IEA, 2008, op. cit., pp. 10 and 111.
67 Besides national measures of means of meeting the commitments under the Kyoto Protocol, 

the Protocol introduced three market-based mechanisms, thereby creating what is now known 
as the “carbon market”. The mechanisms are emissions trading, joint implementation (JI) and 
the clean development mechanism (CDM). The mechanisms stimulate sustainable development 
through technology transfer and investment (CDM), help countries with Kyoto commitments 
to meet their targets by reducing emissions or removing carbon from the atmosphere in other 
countries in a cost-effective way (JI), and  encourage the private sector and developing countries 
to contribute to emission reduction efforts (emissions trading). See http://unfccc.int/kyoto_pro-
tocol/mechanisms/items/1673.php
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can, however, construct linkages between Russia and other countries 
in the region, both physically by enabling the construction of energy 
infrastructure such as cables, and politically. Finland can also block or 
allow the direct access of Russia to the Nordic electricity market, which 
may become topical in future. 

In addition, Finland can have indirect influence on the integrity of 
the region by energy-related diplomatic means, such as the facilitation 
of the EU−Russia energy dialogue and regional energy cooperation. 
There is, however, a risk that some actors in the region find the praise 
of the reliability of Russian energy delivery excessive. For instance, the 
fairly positive, to say the least neutral, Finnish attitude towards projects 
like the Nord Stream pipeline, which some actors in the region find 
Controversial, is a factor that in the worst case can pull countries apart. 

In particular, Finland could have an impact on energy options of the 
Baltic Sea region and pull the countries together by further developing 
alternative energy options. Thus, Finland could and should more actively 
strive for taking advantage of its leading position in energy research 
and development especially in the renewable energy sector. Growing 
concern for global climate change brings an international focus in, and 
there is room for collaboration within the Baltic Sea region, too.
 



SWEdISH EnErGY StrAtEGY 
And tHE EnErGY SECurItY 
oF tHE BALtIC SEA rEGIon

Robert L. Larsson1

In September 2008, former US Ambassador to Sweden, Michael 
Wood, urged Sweden to refrain from increasing its dependence on 
Russian energy, and instead, opt for sustainable energy sources.2 The 
article stirred some debate, not because it was wrong, but on the contrary, 
because Swedish energy policy is in a limbo of its own. Swedish energy 
strategy has changed substantially since the 1970s, but it would be 
wrong to characterise it as more clear and coherent, and this may have 
consequences for the Baltic Sea region at large. 

Norway, together with the Middle East, has been the key supplier of 
oil to Sweden. However, Sweden has gradually increased its imports of 
Russian oil and could, at least theoretically, be importing Russian natural 
gas in the near future. This is evidence that Russia has recovered from its 
Soviet hangover and that Sweden’s traditional arch-enemy has become 
an important trading partner. Today Russia enjoys a pivotal position as 
a producer on the energy markets, and since she is dedicated to using 
her newly regained power to greatest extent possible, there are reasons 
to explore the potential security consequences of increased energy 
dependence on Russia. This chapter, therefore, explores Swedish energy 
strategy with a special focus on imports and on what the consequences 

1 Security policy analyst, Division for Defence Analysis at the Swedish Defence Research Agency 
(FOI), Ministry of Defence; e-mail: robert.larsson@foi.se. An earlier version of this chapter has 
been published as conference proceedings by Lund University after a conference on European 
energy security.

2 Wood, Michael M. “Säg nej till Rysslands osäkra energi” [Say No to Russia’s Insecure Energy]. 
Svenska dagbladet. Published on 10 September 2008. http://www.svd.se/opinion/brannpunkt/
artikel_1697109.svd (Last accessed on 10 September 2008.)
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are for the energy security of the Baltic Sea region. The aim is to identify 
a set of factors that act or may act as drivers for the pulling or pushing 
processes, which drive the states of the region together or — apart. A 
basic assumption of this chapter is that a country’s level of energy import 
dependency is a framing factor for its energy strategy which in turn acts 
as a catalyst for the push-and-pull processes. In this context, dependency 
is seen as a state of being extensively affected by external factors that 
the country in question cannot control itself. An assessment of risks 
stemming from increased energy dependence must therefore include 
at least two dimensions, one being the energy supplier and the other 
being the sensitivity and vulnerability of the importing country. Given 
the brief background outlined above, Russia stands out as a particularly 
interesting energy supplier for Sweden and the Baltic Sea region, and 
thus, the main emphasis in this chapter is put on Russia’s role. 

Swedish energy strategy and energy situation 

Sweden is far from self-sufficient in energy and has a relatively high 
energy consumption rate compared with other International Energy 
Agency (IEA) member countries. Specifically, the lion’s share (39%) 
of total energy consumption was taken by industry, while residential 
energy use and transport took 22% each. The commercial sector used 
14%.3 

The oil crises of the 1970s taught Sweden an important lesson of the 
dangers of oil dependency. As a result, numerous Swedish governments, 
regardless of their political colour, have tried to curb usage of oil for 
power generation often by coercive tax policies. The policy has been 
highly successful, and today oil is primarily used within the transport 
sector rather than for power generation. Along the lines of a political 
ambition to move towards ecologically sustainable sources, renewables 
are promoted today and usage of fossil fuels is to be kept as low as 
possible.4 This is one of the reasons why, in early 2006, Sweden established 
a government commission against oil dependence that will fight the last 
reminiscences of lagging oil addition. 

The development of the natural gas sector is very slow and has 
been neither promoted nor opposed by the Government, although it 

3 Energy policies of IEA Countries: Sweden 2004 Review. Paris: The International Energy Agency 
(IEA), p. 19.

4 Ibid., p. 20.
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would be hard to see any fossil fuel being embraced by any Swedish 
government, no matter what political stand they represent. The IEA 
has noted the existence of a Swedish perception that natural gas is a 
competitor to biofuels, a domestic resource with lower greenhouse gas 
(GHG) emissions. Hence the tax regimes in Sweden by and large favour 
biofuels and electricity above natural gas for environmental reasons, but 
there are great inconsistencies. Peat, which is not very important for 
Sweden’s energy balance, has large emissions of GHG, yet is treated as 
biomass and consequently exempted from all taxation.5 This anomaly 
probably stems from an ambition to promote renewables and domestic 
fuel sources. Other renewables are promoted, but so far the impact of 
solar or wind power has been modest. As it seems, Sweden is prepared 
to pay a high economic and political price for decreasing its emitting 
of carbon dioxide and usage of fossil fuels, though the solution is not 
obvious.

By and large, nuclear power and hydro power each produce 46% of 
Sweden’s electricity.6 Given the fact that nuclear energy produces low 
levels of carbon dioxide, it would theoretically be advantageous from 
the climate protection perspective. However, in an ill-underpinned 
referendum in 1980, Sweden largely voted for decommissioning of 
nuclear power “when it is feasible to do so” — a result still subject to 
interpretation. Whatever the ongoing interpretation leads to, even the 
pro-nuclear parties, such as the liberals (Folkpartiet) are bound by 
party alliance commitments to the less nuclear-friendly parties (such 
as Centerpartiet), to refrain from pushing for increased nuclear power 
until 2010 when the next parliamentary election takes place. Hence 
nuclear power is gradually being phased out. Given the fact that the 
nuclear power that do exist can be seen as an imported source of energy 
(in 1977, Sweden gave up the idea of extracting domestic uranium for 
environmental reasons), IEA figures show that in 2002, 70% of Sweden’s 
total primary energy supply (TPES) was imported.7 

Thus, Sweden faces a dilemma. As no efficient, economically or 
politically feasible or environmentally sustainable alternative energy 
source has emerged, the closing down of nuclear reactors and the refusal 
to expand hydropower have left Sweden with only one option, at least 
for the near future — to import energy. The explanation for Sweden 

5 Energy policies of IEA Countries: Sweden 2004 Review. op. cit, p. 84.
6 Ibid., p. 17 f.
7 Ibid., p. 19.
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being at a loss is primarily party politics; the debate on nuclear energy is 
just one of many examples. Sweden’s other traditional source of energy, 
hydropower, could theoretically be expanded to some extent. For local 
environmental, rather than climate, reasons there is a moratorium on 
expansion of hydro power and the northernmost rivers are protected. 
Surely, efficiency can be improved in existing power plants, but it would 
hardly be sufficient for meeting the demand. The consequence is that 
Sweden’s two main pillars for satisfying demand are put under restraint. 
Increased usage of gas would be an option for meeting energy demand, 
but no political party would opt for increased usage of fossil fuels in 
times of “fossil fuel phobia” among the electorate.

Since domestic sources of energy are scarce or capped for political 
reasons, Sweden finds itself bound to imports. A review of Sweden’s 
imports, more specifically, crude oil, natural gas, and electricity, reveals 
that Russia has become a key energy supplier for Sweden and that its 
importance is continuing to grow.

Sweden’s energy import dependency 

Swedish imports of crude oil have shifted greatly over time, not least 
during recent years. Imports from Iran and Norway have gradually 
declined, while imports from Denmark appear to have risen. One 
explanation is that statistics these days show country of dispatch rather 
than country of origin. Denmark is thus primarily a country of dispatch. 
The most interesting de facto rise is therefore imports from Russia. Since 
2001, Russia’s share has risen from 5% to 37% of total imports, as can be 
seen in Figure 1.8 

When it comes to heating gas oil (Eldningsolja typ 1), Russia is also 
the key state. In 2004, Sweden imported 262,000 m3 from Russia, which 
was a 44% share of the total imports. Concerning fuel oils (Tjockolja Eo 
2-6) Russia’s share is more modest, only 41,000 m3 (about 11%).9

In the case of electricity, Sweden is also turning to Russia. During 
cold winter days, Sweden’s electricity shortfall is the largest in the Nordic 
region (although Finland and Norway also have problems). In 2003, the 
8 Oljeåret 2001 Sammanfattning, Stockholm: Svenska petroleuminstitutet (SPI), 2001; Oljeåret 

2002 Sammanfattning, Stockholm: Svenska petroleuminstitutet (SPI), 2002; Oljeåret 2003 Sam-
manfattning, Stockholm: Svenska petroleuminstitutet (SPI), 2003; Oljeåret 2004 Sammanfatt-
ning, Stockholm: Svenska petroleuminstitutet (SPI), 2004; Oljeåret 2005 Sammanfattning, Stock-
holm: Svenska petroleuminstitutet (SPI), 2005. 

9 Oljeåret 2005 Sammanfattning, Stockholm: Svenska petroleuminstitutet (SPI), 2005.
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shortfall reached 1,900 MW, of which 1,500 MW (79%) was provided 
by Russia while the rest was provided by Poland and Germany.10 There 
are several power cables between Sweden, Norway, Denmark, Germany, 
Poland, and Finland and there is a widespread belief in Sweden that 
the Nordic and Baltic energy market would benefit from increased 
connections as it underpins infrastructure resilience.

In July 2005, Bas-El, a conglomerate comprising 15 of the most 
energy-intensive companies in Sweden (that together use about 25 TWh/
year),11 suggested that an electricity cable should be built from Russia, 
via Kotka in Finland, to Sweden. The Russian consortium responsible 
has not been disclosed, but capacity is expected to be about 8 TWh per 
year. According to a statement to Swedish Television, the idea was to 
have one additional cable. Russia would hold a majority stake in the 
cable, and the rationale behind the cable is said to be an attempt to 
tackle Sweden’s rising electricity prices. The state-owned ore-mining 
company LKAB is one of the companies spearheading the initiative 
to import electricity from Russia,12 but development on this front has 

10 “Norden beroende av elimport”. Hufudstadsbladet. Published on 4 November 2003. 
http://195.255.83.67/cgi- bin/mediaweb?Newsp=hbl&Date=031104&Depa=ekonomi&Story=0
6510709.txt&Model=juttu.html (Last accessed on 12 August 2005.)

11 “Basindustrin vill stärka elförsörjningen” [The Base Industry Wants to Enhance Supply of Elec-
tricity], ERA. Published on 13 June 2005. http://www.era.se/nyh/vn.shtml?id=142333082 (Last 
accessed on 31 August 2005.)

12 Rapport 19.30, 29 July 2005 on Sveriges Television Kanal 1 (Swedish Television Channel 1).
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been slow and the project seems to be a dead end. In this context, it is 
a key factor that the Russian electricity market has been very tight, and 
despite large production, Russian domestic consumption demands the 
bulk of Russian electricity. In contrast, the latest idea is concerned with a 
new power cable between Sweden and Lithuania, which would be a key 
vehicle for energy integration between Sweden and the Baltic energy 
market, in case of successful implementation. 

Although natural gas only makes up 1.5% of Sweden’s TPES, gas has 
taken a 20−25% share of the available market in those areas where it has 
been introduced. The industrial sector uses 44% of the gas consumed. 
Currently, gas comes from the Dong Company in Denmark, and to a 
minor extent from EON/Ruhrgas in Germany, and the gas grid is limited 
to the west coast (between Trelleborg and Stenungsund). The Swedish 
importer, Nova Naturgas AB, is owned by Ruhrgas (30%), Statoil (30%), 
Fortum (20%) and Dong (2%). Fortum and Sydkraft (owned by German 
E.ON (55%) and Statkraft (45%)) have been interested in extending the 
gas grid to Stockholm and the Mälardalen region.13 

Furthermore, the Nord Stream pipeline, formerly known as the 
North European Gas Pipeline (NEGP), has been on the agenda for 
several years, but on 11 April 2005, it was announced at a trade fair 
in Germany that Russia and Germany had signed an agreement on 
the pipeline.14 The idea is that the Russian energy behemoth Gazprom 
together with German E.ON and BASF and Dutch Gasunie will be 
stakeholders. The route would be from Vyborg in the Gulf of Finland to 
Greifswald in Germany and it aims to bring 55 billion cubic meters of 
gas annually to the continent. According to plan, it will run in Finland’s 
and Sweden’s exclusive economic zone, which has stirred a large debate, 
primarily concerning the environmental consequences, by all political 
camps. The Social Democrats, the Left-Wing Party and the Greens 
have, for example, been dead against the project and demanded that the 
Government should oppose the project.15 The Liberal Party, which is a  
 
 
 

13 Energy policies of IEA Countries: Sweden 2004 Review, op. cit., p. 79 f.
14 Dempsey, Judy. “Russian Gas to Flow to Europe via Baltic Sea”. International Herald Tribune, 12 

April 2005, p. 1.
15 Sahlin, Mona, Peter Eriksson, and Lars Ohly. “Nej till gasledning i Östersjön” [No to gas Pipeline 

in the Baltic Sea], Socialdemokraterna, 26 November 2008, p. 5.



53SwEDISH ENERgy STRATEgy AND THE ENERgy SECURITy OF THE BALTIC...

part of the ruling coalition, has argued along similar lines,16 as has then 
Minister for Defence, Mikael Odenberg, from the Conservative Party.17

A key factor is that Nord Stream emphasises that the project is a 
common European project as it has been blessed by the so-called Trans-
European Network-Energy (TEN-E) status.18 In reality, the TEN-E status 
is not as important as it may seem. The intention is to provide financial 
support in an initial phase of a project in order to explore multiple 
options. TEN-projects are also meant to contribute to the liberalisation 
of the European energy markets.19 

A TEN-E project may be important in several ways, but not 
necessarily for the whole of Europe. For example, in 2001, Sweden 
received support for increasing power transmission capacity in central 
Sweden, which was important to Sweden but unlikely to benefit any 
other country. It is also worth underscoring that receiving TEN status is 
neither a carte blanche to the project per se, nor vis-à-vis other projects. 
This is important, as TEN-E support also has been given to land-based 
pipeline routes through the Baltic States.

Nord Stream is a case in point as it has been presented by Gazprom 
as a driver for integration and cooperation within the Baltic Sea region. 
However, only Russia and Germany will benefit from the project, while 
all other littoral states of the Baltic Sea will sustain heavy environmental 
problems according to the preliminary comments made by Swedish 
authorities with regard to the project description that was submitted 
to Sweden in 2007. In addition to other problems, the project acts as a 
wedge that pulls the states apart.20 

Gazprom has been playing with the idea to construct a whole range 
of spurs to the littoral states of the Baltic Sea. One option that has been 
presented, by Gazprom’s subsidiary Peter Gaz, is that a connecting 

16 Hamilton, Carl B. Nej till rysk-tysk naturgasledning på östersjöns botten [No to Russian−German 
Natural Gas Pipeline on the Bottom of the Baltic Sea]. Stockholm: Folkpartiet, 16 August 2006; 
and Hamilton, Carl B. FP och rysk-tysk gasledning på Östersjöns botten [The Liberal Party and 
the Russian−German Gas Pipeline on the Bottom of the Baltic Sea]. Folkpartiet. Published: N/A: 
www.folkpartiet.se/FPtemplates/ListPage___47900.aspx (Last accessed on 6 March 2007.)

17 Nandorff, Tove. “Experter varnar för ryskt spioneri” [Experts Warn for Russian Espionage]. Da-
gens nyheter, 15 November 2006.

18 Nord Stream Nord Stream project Information Document. 
19 See documents at: “Trans-European Energy Networks”, EU Commission. http://ec.europa.eu/

ten/energy/documentation/index_en.htm (Last accessed on 28 February 2007.)
20 The project and its implications is analysed in great length in Larsson, Robert L. Nord Stream, 

Sweden and Baltic Sea Security. Stockholm: Swedish Defence Research Agency (FOI), March 
2007, FOI-R--2251-SE.
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pipeline spur would go from Nord Stream to the east coast of Sweden. 
This option would be highly advantageous from a supply point of view, 
but the level of sensitivity and vulnerability might increase and so far 
this does not appear to be a politically feasible option. It can also be 
questioned whether there is any substance behind suggestions to connect 
Latvia and Poland. As of 2007, 1 billion cubic metres (bcm) of gas from 
Nord Stream have been earmarked for the Dong Company,21 which 
means that Sweden could end up buying Russian gas via Denmark. 

Sweden’s energy sensitivity and vulnerability 

In short, sensitivity can be understood in terms of responsiveness 
within a policy framework, which includes issues such as how quickly and 
at what cost an actor can react given “an unchanged policy framework”.22 
Here, this refers to what a state can do (and pay for) if an energy supply 
interruption occurs, without changing physical parameters or the 
political processes. As seen above, Sweden is actually 100% dependent 
on imports of oil, natural gas and uranium (if Sweden refrains from 
exploiting its own resources). For its TPES, it is 70% dependent on 
imports. Russia is the key supplier to Sweden when it comes to oil and 
its importance is on the rise. However, an import index is no proof of 
vulnerability, but only of sensitivity.23 Sweden’s energy situation can 
thus be characterised as highly sensitive and increasingly dependent on 
Russia. Sensitivity is not a problem per se, but sensitivity can lead to 
vulnerability, and vulnerability is not an energy security provider that 
pulls the states of the Baltic Sea region together.

Vulnerability covers issues of availability and costliness, i.e. an actor’s 
liability to suffer externally imposed costs as a result of a policy change. 
It focuses on who sets the rules of the game and is most important for 
political strategies in relation to commodities and raw materials. Both 
sensitivity and vulnerability can relate to economic, political or military 
issues.24 However, it lies outside the scope of this paper to encompass 
all aspects of sensitivity and vulnerability. Therefore, only a few of the  
 
21 “Gas for Europe”. Nord Stream. Published and last accessed on 16 August 2007. http://www.

nord-stream.com/gas_for_europe.html.
22 Keohane, Robert O., and Joseph S. Nye. power and Interdependence. New York: Longman, 2001, 

pp. 11−15.
23 Ibid., p. 13.
24 Ibid., pp. 11−13.
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physical parameters of vulnerability are mentioned to give an idea of 
Sweden’s situation. 

Numerous issues can be mentioned to identify a situation of 
vulnerability, and four general points can illustrate when it occurs. A 
state that is dependent becomes vulnerable when:

“1) The supply of the material in question is relatively concentrated 
to a few geographic sources, especially if they are in nations that have 
substantially different political or economic systems and aims; 2) supply 
is readily subject to manipulation or to interruption as a consequence 
of such contingencies as political decisions, wars, internal upheavals, 
labour strikes, terrorism, or embargos; 3) there are no readily available 
economical substitutes for, or stockpiles of, the particular material; and 
4) recycling possibilities are limited in scope or not feasible within the 
time available”.25 

The first two points outlined above are further addressed below. 
Concerning the third and fourth points, it can be said that the problems are 
largely managed by the Swedish Energy Agency, which operates the Swedish 
National Emergency Sharing Organisation (NESO). Three things should be 
also underscored in this context.

Firstly, shortfalls in oil are met by demand restraint, fuel switching and 
stock draws. Sweden has no state-controlled stocks of oil today.26 In order 
to reach the IEA emergency reserve commitment, Sweden’s regulation, 
therefore, obliges oil companies and large consumers to hold stocks of oil 
(25% of last year’s net imports or consumption). New plans are nonetheless 
being drawn up, and there are certain stockholding agreements with 
Denmark, Finland, Ireland and the United Kingdom.27 Dependence on 
oil for power generation has gradually decreased (from 77% in 1979 to 
33% today),28 but it is unlikely that further decreases can be made.29 

Secondly, Sweden has to import electricity during peak consumption 
periods in wintertime. The Swedish electricity transmission system 
operator (Svenska Kraftnät) has been instructed by the Government to 
keep a reserve capacity of up to 2,000 MW, which is seen as a temporary  
 

25 Jordan, Amos A., and Robert A. Kilmarx. Strategic Mineral Dependence: The Stockpile Dilemma. 
Washington: Georgetown University/The Center for Strategic and International Studies. The 
Washington Papers, 70, p. 18 f.

26 Beredskapslagring av olja [Stockpiling of Oil]. Eskilstuna: Energimyndigheten, 2005. 
27 Energy policies of IEA Countries: Sweden 2004 Review. op. cit., p. 78 f.
28 Beredskapslagring av olja [Stockpiling of Oil]. Eskilstuna: Energimyndigheten, 2005.
29 Energy policies of IEA Countries: Sweden 2004 Review, op. cit., p. 78 f.
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measure (between 2003 and 2008) while waiting for a commercially 
sustainable solution to meet peak demands.30 

Thirdly, although Swedish usage of gas is small, pipeline capacity 
for natural gas in Sweden is two bcm/year (which could be expanded 
to 2.9 bcm/year). Currently, only 0.98 bcm/year is used.31 Sweden does 
not have any storage facilities for natural gas, apart from a plant for 
demonstration purposes, due to technical and geological reasons.32 

Thus, there are certain ways to tackle sensitivity and vulnerability 
and make them much smaller problems. In addition, only a minor share 
of Sweden’s imported oil is used for power generation. The transport 
sector uses 60% of imported oil, while the industrial sector takes 22%, 
the residential sector 6%, and 6% is used for non-energy purposes.33 
In general, one-third of all refined oil is exported34 and when it 
comes to heating oil, Sweden exports more than she imports. Figures 
from 2004, for example, show that Sweden imported 358,000 m3 and 
exported 3,222,000 m3, mainly to the US, Great Britain, Norway, and the 
Netherlands.35 Hence Sweden’s dependence on Russian oil has a bearing 
on issues relating to power generation, but not to a high extent. The 
potential impact on the transport sector, refining industry, and domestic 
sector is much larger, especially as a factor in the balance of trade when 
it comes to re-exports.

The situation described above can be seen as an argument against 
Sweden being vulnerable, but this argument is only partly valid. It is 
valid insofar as it is correct when it points to vulnerability against supply 
interruptions that stem from non-antagonistic actors (technical failures 
or natural disasters). When it comes to antagonistic political risks 
connected to security of supply of energy carriers, there are security 
dimensions that lie beyond the issue of getting sufficient energy for 
imminent consumption needs. As a consequence, if dependence is seen 
in a political security context, sensitivity is also important. Thus, if all 
kinds of problems are considered, it is fair to say that Sweden is both 
sensitive and vulnerable, but the extent depends on which commodity 
kind of energy is under threat.

30 Energy policies of IEA Countries: Sweden 2004 Review, op. cit., p. 27.
31 Ibid., p. 79.
32 Ibid., p. 82.
33 Ibid., p. 74.
34 Ibid., p. 78.
35 Ibid., p. 78.
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Sweden’s energy strategy and implications for the region

First and foremost, there is the overarching risk that when dependence 
on a sole supplier increases, the level of vulnerability also increases and 
the situation infringes on state autonomy. Even if the formal sovereignty 
remains, the manoeuvring space is infringed. Dependence can thus 
bring constraints that would not have existed otherwise. This point is 
general, but specific to the extent that the constraints might be linked to 
the actor on which the importer is dependent.

Russia’s ability to use the gas tap in an attempt to put pressure on 
Sweden would be conditional on Sweden becoming connected to Nord 
Stream, and hence the present danger is nonexistent. Furthermore, 
Russia has so far had no inclination to act this way against a state 
such as Sweden, even if this has been the case against the Baltic and 
CIS states on numerous occasions.36 What Nord Stream does bring, 
however, is an increased risk for states such as Belarus and Poland. One 
of the rationales behind Nord Stream is that Russia wants to send gas 
to Germany without transiting through Belarus, Poland, or the Baltic 
countries. This rationale is grounded in the belief that energy transit is 
too pricy and makes Russia dependent and vulnerable. By having Nord 
Stream, Russia is able to reduce supplies to, for example, Belarus and 
Poland without harming its relations with Germany, which are seen as 
most important by the Kremlin. Thus, if Sweden for whatever reason 
advocates Nord Stream, even it does not connect to it, it risks harming 
relations with opponents of the pipeline. This risk would naturally be 
exacerbated if Sweden were to connect to Nord Stream.

Industries and oil consumers naturally want government policy to 
act in their interest. Should oil or gas supplies from Russia to Sweden be 
tampered with as a result of Sweden’s foreign policy, the importing energy 
companies would likely hold the government responsible and possibly 
increase their lobbying activities for some kind of cushioning policy, 
if not a shift in the foreign policy course. Initially, only the importing 
companies would be affected by any future cut-offs, but if long-duration 
interruptions were to come about, end-consumers (i.e. the electorate) 
would also be affected. Naturally, this has political implications. If it goes 
this far, an impact could possibly also be seen on energy consumption 
and Sweden would have to turn to its other neighbours for assistance. 
36 Hedenskog, Jakob, and Robert L. Larsson. Russian Leverage on the CIS and the Baltic States. 

Stockholm: Swedish Defence Research Agency (FOI), June 2007, FOI-R-2280--SE.
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Nor should it be forgotten that energy imports are not only an issue of 
energy needs, but are also of pivotal importance for the refining industry 
and the potential for re-export. This means that neighbouring importers 
of refined products from Sweden have to bear part of the burden for 
Sweden’s foreign policy. Naturally, this raises the threshold for a policy 
against Russia that risks affecting energy supply. This possibility, or risk, 
is not as far-fetched as it may seem. 

The case of Germany illustrates that when dependence on Russian 
energy increased during Chancellor Schröder’s tenure, a rapprochement 
and subsequent appeasement of Russia followed. Crucial factors have 
been the friendship of Putin and Schröder, but also integration and 
cooperation between the major energy corporations Gazprom, Ruhrgas, 
E.ON and BASF/Wintershall. An apparent consequence put forward 
by analysts and journalists alike, which is not apparent in the political 
declarations, is that German criticism of Russia’s lack of democracy 
and rule of law basically vanished under Chancellor Schröder, as did 
criticism about Russian human rights abuses in Chechnya.37 Germany’s 
behaviour also came under fire from other European states and NGOs. 
Any government that decides to increase its dependence on Russia must 
therefore also weight the pros and cons of balancing pragmatism against 
normative principles. This is the situation facing Sweden, and so far its 
policy line has been less than coherent, possibly due to a high reliance on 
the European Union as a policy framework for handling issues related to 
Russia and its energy.

Poland and the Baltic countries, for example, have looked upon the 
Russian−German energy cooperation with great scepticism.38 Poland, 
Lithuania and Belarus feel that Schröder has sacrificed them to Russia as 
a consequence of its dependence on Russian energy. Angela Merkel, the 
Chancellor of Germany, seems to pay greater attention to the views held 
by neighbouring states such as Poland, but the question is still open. 
Sweden has taken a low profile and officially refrained from aligning 
with other littoral states vis-à-vis the German and Russian gas pipeline 
project.

The German situation, therefore, highlights a problem that Sweden 
has to face, namely prioritising among its neighbours. If Russia  
 

37 Benoit, Bertrand, and Neil Buckley. “German Groups Shun Russia”. The Financial Times, 5 April 
2005, p. 2.

38 Pustilnik, Marina. “Russia, the New Energy Imperialist”. Moscow News, 10−16 August 2005, p. 9.
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continues to act coercively on the Baltic energy market, Sweden might 
have to choose what to do. Staying silent in order to secure its energy 
needs will negatively affect Swedish relations with the Baltic countries, 
and possibly also with other EU members. The EU as such will also be 
affected negatively, as a clash might emerge in the process of developing 
a common energy strategy. It has been argued that as issues in the 
Baltic Sea region (such as energy) become securitised, problems also 
occur when states compete for access and influence even within the EU 
framework.39 If Sweden chooses to be a loyal EU member, it runs the 
risk of affecting its relations with Russia as its key supplier. At the same 
time, Sweden wants to act in a spirit of solidarity with other littoral states 
and by that act as a catalyst for pulling forces. Evidence of both policies 
can be seen, especially in the aftermath of the war between Russia and 
Georgia where the Swedish Minister for Foreign Affairs, has been very 
explicit regarding the need for European unity vis-à-vis Russia.

There are also other political questions to tackle as a result of increased 
imports of Russian energy, for example, when Sweden closes down its 
nuclear plants and imports electricity from Russia. From Sweden’s point 
of view, Russian electricity is environmentally unfriendly as it largely 
stems from coal (which is dirty) and nuclear power (which is dirty 
according to common Swedish perceptions). During the first years of 
the new millennium, there were discussions, despite the agreement with 
the EU on phasing out the Lithuanian nuclear power plant Ignalina, 
that Ignalina might be able to sell more electricity if Russia were to buy 
Ignalina electricity and re-sell it to Sweden. According to Lithuanian 
politicians at the time, Lithuania was prepared to keep the power plant 
running as long as it was economically feasible. Hence, according to this 
argument, Sweden would have contributed to prolonging the operation 
of Ignalina while closing down its own plants,40 something which would 
have affected the environmental cooperation in the Baltic Sea region. 
As indicated, things have changed somewhat and a new plant is being 
planned. Russia has claimed that it intends to construct a nuclear power 
plant of its own in Kaliningrad, the Russian exclave of the Baltic Sea 
coast, but that remains to be seen.

39 Browning, Christopher S., and Pertti Joenniemi. “Regionality Beyond Security? The Baltic Sea 
Region after Enlargement”. Cooperation and Conflict, Vol. 39, No. 3, p. 245 ff.

40 “Miljövänlig energi” [Environmentally-friendly Energy]. Trelleborgs Allehanda. Published on 
9 August 2005. http://www.trelleborgsallehanda.se/apps/pbcs.dll/article?AID=/20050809/DE-
BATT/ 108090760/1098/OPINIONART (Last accessed on 31 August 2005.)
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Furthermore, vulnerability relates to the actor’s liability to suffer 
costs when policies have been altered, i.e. it is rather long-term in 
nature.41 Consequently, there are several issues and questions that must 
be dealt with when dependence increases. For example, would a small 
state like Sweden be willing to refrain from its advocacy of human 
rights or democracy in order to satisfy its energy needs? Would it be 
willing to acknowledge Russia’s activities in Georgia as justified? Would 
Sweden be willing to keep silent if fellow EU-members, such as the 
Baltic countries or Poland, fell prey to Russian energy cut-offs, hostile 
take-overs or blackmail? In such an event, would Sweden be willing to 
accept a worsening of its own relations with these states as a result of 
keeping silent or taking Russia’s stand? These are all still open questions 
on which the pulling or pushing factors are balancing on.

It is true that Russia has traditionally been a reliable supplier to the 
West, but now Estonia, Latvia, Lithuania, and Poland are part of the 
West. By staging numerous cut-offs of energy towards Georgia, Moldova, 
Belarus, and Ukraine, and other states largely, Russia’s reliability can 
be questioned on political grounds. It is unlikely that Russia would 
explicitly and immediately cut energy supply, but it would not be wrong 
to assume that importers could face technical problems, contractual 
disagreements, increased obstacles in negotiations, price increases or 
Russia turning to other customers once the contracts expire. 

As indicated, neither dependence nor vulnerability poses an 
immediate danger unless something happens that triggers a crisis. The 
question naturally arises as to what would trigger a crisis or coercive 
Russian action. A few such triggers are wars, revolutions, civil unrest, 
nationalisation, state monopolies, boycotts and transport availability.42 
Russia has all of these phenomena, although it was almost two decades 
since its last “revolutionary event”, namely the fall of the USSR. 

Increased dependence further aggravates these risks, and should 
anything trigger a crisis, it is primarily not the energy consumption that 
would be affected, but Swedish energy companies operating in Russia 
might encounter real or invented contractual or bureaucratic problems 
or tax reviews. 

41 Keohane, Robert O., and Joseph S. Nye. power and Interdependence. New York: Longman, 2001, 
p. 13.

42 Szuprowicz, Bohdan O. How to Avoid Strategic Mineral Shortages: Dealing with Cartels, Embar-
goes and Supply Disruptions. Toronto: John Wiley and Sons, 1979, p. 281.
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Some argue that Russia needs revenues from energy exports and 
would thus not be inclined to cut supply, as a situation of interdependence 
exists.43 This is true when it comes to interruptions of long duration, 
but in basically all the cases mentioned previously, cut-offs have been 
rather short and most often only partial. They have not inflicted any 
great economic losses on Russia. In fact, some cut-offs in combination 
with debts have resulted in Russian take-over of energy infrastructure, 
something that in the long run can be profitable. Besides, by having a 
large currency reserve and an oil stability fund, Russia can easily afford 
these losses. 

True, there is a degree of interdependence as Russia is dependent 
on foreign states for transit, but Russia is willing to go to great lengths 
to bypass transit and the asymmetries are so large that even the widest 
definitions of interdependence are not sufficiently generous. In addition, 
the impact from political ill-will that so far has fallen upon Russia is 
negligible. Within the former Soviet territory, Russia’s reputation as a 
reliable energy provider is already destroyed, and even if the EU after 
2006 has acknowledged the problem, there is no evidence of this having 
an impact on the Union’s willingness to import Russian energy. Russia 
cannot, after all, be labelled a reliable supplier since it has conducted 
arbitrary cut-offs at too many occasions.44

Concluding remarks

This chapter has explored Sweden’s energy strategy with a special 
focus on imports and what the consequences are for the energy security 
of the Baltic Sea region. Consequently, this final section of the chapter 
highlights two aspects related to Sweden’s energy strategy and the 
pulling/pushing factors of the region. 

Firstly, while being almost self-sufficient in electricity due to its 
nuclear and hydro power, Sweden is highly sensitive as it imports all 
of its oil and gas. It is becoming increasingly dependent on Russian oil 
and is to a lower extent dependent on Russian electricity. It would likely 
become dependent on natural gas, too, by connecting to the Nord Stream 
pipeline, if that ever materialises. A pipeline spur to Sweden does not 
seem feasible at this point, but would strongly exacerbate the security 

43 Stern, Jonathan. “European Gas Supply and Security Issues”. European Dependence on Russian 
Energy. Stockholm, 13 September 2005.

44 See further: Hedenskog and Larsson, 2007, op. cit.
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problems of dependency. Gas imports from Russia via Denmark and 
Norway will most likely only have a marginal impact as long as Sweden 
does not take a strategic decision in favour of gas as a transition fuel on 
the way to a utopian hydrogen society. 

Diversification of energy usage is difficult when it comes to oil, as 
Swedish oil imports are mainly earmarked for the transport and refining 
sectors. Dependence is not problematic per se, but the lack of alternatives 
and other issues lead to vulnerability within these sectors. It is important 
to stress that Swedish vulnerability within the oil sector is not primarily a 
matter of national security, since oil is not used for power generation and 
the usage of natural gas is limited. Besides, oil is much easier to buy from 
the spot market than natural gas is.

The issue of import dependence is aggravated if the energy supplier 
faces energy shortages or attaches political premiums to its supplies. 
This is of concern in view of the fact that Russia is moving away from 
democracy and the rule of law and basically lacks the checks and balances 
that would make its actions predictable in addition to a possible gas 
deficit. However, since the suppliers of the Middle East, which Sweden 
used to have as key suppliers, are far from politically stable, the risks of 
Russian unreliability should not be exaggerated for a state like Sweden. 
The situation is different for those states that are bound to import 
Russian gas via pipelines.

Still, vulnerability becomes an immediate danger if something 
triggers a crisis that subsequently leads to a supply interruption, 
which possibly would affect Sweden’s foreign and security policy 
beyond the ordinary energy policy. Repercussions in the wake of 
a crisis might not necessarily be instant, but could materialise as 
partial supply interruptions, contractual disagreements, technical 
difficulties or price increases that seem to be based on physical or 
technical grounds but that in reality have political underpinnings.  
Secondly, there are several pulling and pushing factors working 
simultaneously between Sweden and the rest of the region. The pulling 
factors, for example, include such things as integration by proposals 
of construction of power cables between Sweden and Lithuania, and 
other littoral states of the Baltic Sea, but also larger integration projects 
such as Nordpool that are promoted by Sweden. Gradual integration 
facilitates distribution of risks for energy supply disruptions, regardless 
whether these are stemming from acts of nature, accidents or political 
considerations. Increased cooperation and integration in the region is a 
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security political priority in Sweden, but Sweden’s flimsy and indecisive 
energy policy, for example, concerning imports and nuclear power, 
hampers the potential impact of the pulling processes.

However, planned infrastructure projects can also be pushing 
factors. If the suggested Swedish−Lithuanian power cable project is 
carried out without consideration of neighbouring states, its integrative 
and cooperative spirit is limited even if it enhances the energy security 
for the states involved. A particular case in this context is the Nord 
Stream pipeline. The project is largely a manifestation of bilateralism 
prevailing over common Baltic Sea priorities. As a result, its pushing 
momentum grows strong and drives a wedge between those that oppose 
and those that embrace the project. Sweden has taken a legalistic, rather 
than political role, which in theory makes its stand rather neutral, but 
that is perceived by Russia and Germany as an obstructionist force and 
by others as a disloyal member that does not stand up for its smaller 
neighbours in the fight against a project that decreases their energy 
security. 

Finally, by having a domestic energy strategy at a loss, Sweden’s 
increasing reliance on imports of energy in general, and Russian 
fossil fuels in particular, has increased its dependence, sensitivity and 
vulnerability. This situation could act as a pushing factor since several 
other states of the region are trying to diversify away from Russia. 
Sweden is thus facing a dilemma of prioritising among its neighbours 
when energy security is on the agenda. At the same time, being 
successful in a transition towards sustainable and renewable sources of 
energy, as Ambassador Woods suggests, would not only tackle climate 
change challenges, but would also take care of a potential problem with 
politicised energy supplies.



norWEGIAn EnErGY PoLICY 
And tHE BALtIC SEA rEGIon: 
SEnSE And SEnSIBILItY

Jakub M. Godzimirski1

This study presents the main lines in Norwegian energy policy and 
then considers how this policy may impact on energy cooperation in the 
Baltic Sea Region. Norway is an interesting case due to the fact that the 
country has a special position on the political and economic map of 
Europe. It is the sole country to have twice rejected the EU invitation to 
join the union. Relations between Norway and the EU — also in the area 
of energy — are today regulated by an economic, but not political 
arrangement — the European Economic Area agreement, which gives 
Norway access to the European market but not a say in the EU decision-
making process. During the Cold War, Norway’s geographical location 
in the strategically important area of a possible East/West confrontation 
and fear of the Soviet Union were the main reasons why it decided to 
join NATO, indeed becoming one of its most enthusiastic members. 
This membership was also regulated by a special set of rules, with self-
imposed restrictions on military activity/presence on the territory of 
Norway, which were adopted to reassure the Soviet Union and later 
Russia. However, with the end of the Cold War, Norway seems to have 
lost much of its strategic importance and has found itself compelled to 
look for a new strategy that can attract the attention of such key strategic 
allies as the members of NATO and the EU, and provide security in 
today’s turbulent and unpredictable world. Considerable energy 
resources are among Norway’s major strategic assets. They have made it 

1 Senior Research Fellow, Department for Russian and Eurasian Studies, Norwegian Institute of 
International Affairs; e-mail: JakubM.Godzimirski@nupi.no
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one of the most important energy players in the world, as well as being 
one of the few Western-style democracies among the top producers and 
exporters of oil and gas. Understanding Norwegian choices and policies 
in the area of energy is therefore important if we want to get a complete 
picture of the framework conditions for energy cooperation not only in 
the Baltic Sea region, that is in the focus of that study, but also in  
broader European and even global context. 

The aim of this study is to explore the regional implications of  
Norway’s energy strategy in the Baltic Sea region, asking how it may 
contribute to the strengthening or weakening of energy cooperation in 
that setting. However, in order to understand what imprint the 
Norwegian energy policy may leave on the energy cooperation in the 
Baltic Sea region we have to start with presenting basic data on energy 
in Norway. This part will be followed by an examination of the main 
features of Norway’s energy strategy, locating it in the broader context  
of the national debate on overall post-Cold War strategy. In addition, 
some attention will be paid to the main actors, interest groups and 
stakeholders involved in the process of shaping and implementation of 
that policy. 

This study is based on an extensive analysis of a wide range of 
Norwegian official and public statements on energy, as well as on official 
information provided by key actors. In addition, reference is also made 
to several studies of the history of the sector, and its importance in the 
realization of the overall strategy of the Norwegian state. 

norway: a small great energy power 

Norway has a unique position in the regional, European and global 
energy context. The country has huge energy resources located within 
its economic zone; the special climatic and topographic conditions 
render it almost self-sufficient in energy even without the offshore 
resources; and, importantly, Norway has a specific political culture that 
has made it one of the few petro-states not to have been spoiled by 
irresponsible policies of their ruling elites. This culture was to a large 
extent influenced by the Protestant ethics and by the presence of well-
functioning democratic institutions and market economy even prior to 
the beginning of the country’s oil and gas boom. This resulted in 
petroleum resources being defined as a common-property and the 
Norwegian state taking the lead in setting the energy strategy of the 
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country in line with the deeply rooted social-democratic ideals with 
redistribution of wealth — also that generated by the emerging petroleum 
sector — as the main element of both social and economic policy.  

In order to understand the potential impact of Norwegian policy on 
energy cooperation in the Baltic Sea region, we need to look at Norway’s 
energy potential, get better insight into the country’s energy policy 
debate and see how these two can play out in the Baltic Sea regional 
context. 

We focus first on the country’s petroleum sector, and then turn to power 
generation. Both these sectors have highly specific features that help to make 
Norway an important energy player in the regional as well as in the global 
context.  

A glance at available energy statistics reveals that Norway has an 
enormous (albeit only partly realized) potential to become a key energy 
player in the Baltic Sea region. In 2007, Norway was one of the biggest per 
capita consumers and producers of energy in the world. Energy 
consumption per capita reached the level of 5.7 t of oil equivalent per year, 
ranked in the seventh place among all nations.2 The total production of 
energy in Norway reached 223.6 mtoe in 2006, whereas the total domestic 
consumption of energy was only 18.39 mtoe. It follows that Norway 
exported almost eight times more energy than it consumed, so its energy 
import dependence could be expressed as minus 773% that year. 

In 2007, Norway controlled 1.6% of the world’s known reserves of 
gas. It produced almost 90 billion m3 of natural gas (3.3% of the global 
total that year) and was the third biggest exporter in the world,3 providing 
the EU with 24.2% of the gas it imported from outside.4 Norway also has 
the fourth biggest reserves of natural gas per capita,5 ranking eleventh in 
general terms.6 In the same year, while controlling only 0.7% of known 
global reserves of oil, it produced 128.3 million Sm3 of oil. That 
corresponded to 3.3% of global oil production, making Norway the fifth 
biggest exporter (2.52 million barrels per day) and tenth biggest producer 
(2.77 million barrels per day)7 of oil in the world. In per capita terms 

2 http://www.nationmaster.com/graph/ene_usa_per_per-energy-usage-per-person
3 http://www.ssb.no/emner/01/sa_nrm/nrm2007/kap3-energi.pdf
4 European Union (2008) EU Energy in Figures 2007/2008 update June 2008, at http://ec.europa.

eu/dgs/energy_transport/figures/pocketbook/doc/2007/2007_energy_en.pdf , p. 14.
5 http://www.nationmaster.com/graph/ene_nat_gas_res_percap-natural-gas-reserves-per-capita
6 http://www.nationmaster.com/graph/ene_nat_gas_res-energy-natural-gas-reserves
7 Official Norwegian statistics from Fakta. Norsk petroleum Verksemd. Oslo: Petroleum and En-

ergy Ministry (PEM), 2007.
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Norway held the fourth place in the world in oil production.8 In 2006, it 
had an almost 16% share of all oil imported to the European Union. 
Indeed, Norway exports more than 95% of the gas and almost 90% of 
the oil produced on its continental shelf. 

Naturally enough, the petroleum sector has become a central element 
of the national economy. According to the most recent official data 
provided by the Norwegian Ministry of Petroleum and Energy,9 the 
petroleum sector in 2007 was responsible for 24% of the country’s GDP, 
31% of state revenues and 48% of the country’s exports; further, 23% of 
total investments in the country involved this sector.10 

Not only does the energy sector secure the current high level of 
welfare in the country: it will also have to provide future generations 
with an economic “cushion” once the petroleum era has come to an end. 
By the end of 2007, the Government Pension Fund — Global had 
reached the level of 88% of the country’s GDP. Its market value was at 
that time more than approximately USD 333 billion.11 During the whole 
period of oil and gas exploitation, the sector has created values exceeding 
USD 900 billion, of which almost one half has ended as revenues to the 
Norwegian state.12 

Even today the Norwegian state secures for itself the lion’s share of 
revenues from petroleum activities. With a price of one barrel of oil at 
NOK 500 (~ USD 71) the Government’s share in oil taxes, State Direct 
Financial Interest (SDØE) and surplus of government share is NOK 380 
(~ USD 54), whereas company profits are only NOK 40 (~USD 7), with 
operational and capital costs estimated at NOK 80 (~ USD 11).13 The 
importance of the petroleum sector to the national economy is also 
underlined by the fact that 16 of the 25 largest companies on the Oslo 
Stock Exchange are energy-related, and that this industry contributes, 
directly and indirectly, to 220,000 jobs across the country.14

Norway’s role as a great petroleum power is of relatively recent date. 
As Table 1 shows, petroleum production started only in 1971, two years 
8 http://www.nationmaster.com/graph/ene_oil_pro_percap-energy-oil-production-per-capita
9 For most recent official information on Norwegian energy sector see: http://www.npd.no/Eng-

lish/Produkter+og+tjenester/Publikasjoner/Faktaheftet/Faktaheftet+2008/fakta2008.htm
10 http://www.npd.no/NR/rdonlyres/24468CE3-30DC-497F-9E43-501FBC48A131/17557/kap1_

engelsk1.pdf
11 http://www.npd.no/NR/rdonlyres/24468CE3-30DC-497F-9E43-501FBC48A131/17557/kap1_

engelsk1.pdf
12 Ibid.
13 http://fpso.olf.no/english/news/?53317.pdf
14 Ibid.
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after discovery of the Ekofisk field, and peaked in 2004. Oil production 
peaked somewhat earlier, in 2000, whereas gas production has been 
rising since the beginning of the petroleum era and is expected to 
continue to grow. On the whole, however, the future of the sector does 
not seem very bright — the existing oil reserves may be depleted in less 
than nine years if current production levels are maintained and no new 
discoveries are made, while gas reserves can be expected to last for the 
next 33 years if production is stabilized at the 2007 level and no new 
fields are discovered and put in production.15 Thus, in a strategic, long-
term perspective, the future of Norway’s petroleum sector is linked more 
with gas than with oil. 

Although oil and gas are often produced in the same areas — in 2007 
there were 57 fields in production in Norway — these two strategic 
commodities are different in market terms. Oil is traded on the global 
market at exchanges and is transported in various ways from production 
fields to final customers. By contrast, the trade in gas is based on long-
term strategic contracts; the commodity is mostly transported via 
pipelines; and the market has more of a regional character, with 
producers and customers bound together by a relatively rigid 
infrastructure and long-term commitments. Although LNG (liquified 
natural gas) technology may change the logics of the gas market, most 
Norwegian gas today is transported via pipelines. LNG deliveries to the 
US market began only in 2007. The Norwegian gas transport system 
used to supply main customers in Europe is made up of 7,800 km of 
large-diameter high-pressure pipelines. The newly opened Langeled 
pipeline that since October 2007 has been used to transport gas from 
Ormen Lange field to the British market is the longest subsea pipeline in 
the world, with a total length of 1,171 km.16 

In 2007, the following countries imported oil from Norway: the 
United Kingdom (almost 23 million metric tonnes), the Netherlands 
(11.7), France (8.9), Germany (8.8), Canada (7.2), the USA (4.4), Sweden 
(3.9), Italy (2.3), Spain (2), Ireland (1.9), Denmark (1.8), Poland (0.6), 
Finland (0.5), Portugal (0.3), China (0.3), Bahamas (0.2) and South 
Africa. When it comes to Norway’s gas, the main markets were  
Germany (25 bcm), the UK (24.2), France (13), the Netherlands (6.4), 

15 British Petroleum.”Statistical Review of World Energy, June 2008”, from http://www.bp.com/
productlanding.do?categoryId=6929&contentId=7044622, 2008, p. 6.

16 Lohne, Thor Otto. “The Norwegian Gas Market and Supplies to the UK & Europe”, presentation 
at Westminster Energy Forum – Trends in UK Oil and Gas, 27 November 2007. 



69NORwEgIAN ENERgy pOLICy AND THE BALTIC SEA REgION...

Belgium (5.9), Italy (5.6), the Czech Republic (3) and Spain (2.3). These 
figures seem to confirm that the gas market has a much more regional 
character than the oil market, and this may have also consequences for 
the international dimensions of Norway’s energy policy and strategy. 

Table 1. Combined production of oil and gas in norway, in 1000 Sm3 o.e. 
(SSB)17

   
Year Total 1000 Sm3 o.e. Oil Sm3 Gas Sm3

1971 357 357 –
1981 53,782 27,485 24,951
1991 137,577 108,510 25,027
1996 224,766 175,422 37,407
2000 244,431 181,181 49,748
2001 252,264 180,884 53,895
2002 258,968 173,649 65,501
2003 262,318 165,475 72,905
2004 263,892 162,777 78,351
2005 257,257 148,137 84,963
2006 248,852 136,577 87,613
2007 237,990 128,277 89,662

There are several specific features in Norway’s overall energy balance. 
A relatively small share of the overall gas and oil production is used for 
domestic energy purposes — only 6% of oil, and slightly more than 10% 
of gas. These two sources are responsible for slightly more than a half of 
the country’s gross domestic consumption of energy. Interestingly, 
renewables stand for more than 46% of gross inland consumption of 
energy — a very high share compared with the EU-27, where only 7.1% 
of gross inland energy consumption was generated from renewables. 
Here we should note the extremely high share of hydropower in energy 
consumption and electricity generation. A full 99% of electricity 
produced in the country in 2006 came from renewables, almost 
exclusively hydropower.18 In 2007, Norway produced 10,267 ktoe of 
17 http://www.ssb.no/ogprodre/tab-01.html
18 EU 2008, p. 75, author’s own calculations.
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hydropower, whereas the whole EU-27 produced only slightly more 
than twice that amount of energy from hydropower (26,515 ktoe).  This 
huge capacity for electricity production has necessarily influenced 
Norway’s long-term economic strategy, with the establishment of several 
highly energy-intensive branches as the cornerstone of the country’s 
economy, also during the petroleum age. The relatively easy access to 
non-polluting, renewable sources of energy in the form of hydropower 
has also made Norway one of the biggest consumers of electricity per 
capita. According to the latest IEA global energy survey, per capita 
electricity consumption in Norway reached the level of 24,295 kWh/per 
capita — outranked only by Iceland, with slightly more than  
31,000 kWh/per capita.19  However, this has some disadvantages: most 
important, Norwegian society and economy are dependent on the 
caprices of weather, as almost half the energy consumed in the country 
relies on rather unpredictable climatic conditions. The Norwegian 
debate on energy security — especially on security of supply — therefore 
has a focus completely different from that in most other European 
countries. What is debated in Norway is not as much import dependence, 
but reservoir capacity20 and water reservoir levels.21 Total reservoir 
capacity in Norway in 2007 was 84,147 GWh; water reservoir levels in 
week 33 of 2008 were 86.8% (corresponding to slightly more than 71,000 
GWh), while in the same week in 2006 — the year of the most recent 
serious energy crisis in Norway — reservoir levels had been only 59% 
(or slightly more than 48,000 GWh).  

Such figures show Norway’s vulnerability, which is a major factor 
behind the close energy cooperation in the Nordic area. Table 2 provides 
data on the Nordic electricity market and Norway’s role. 

This tour d’horizon of Norway’s energy resources reveals an energy 
paradox. Norway, one of the countries best endowed by nature when it 
comes to energy, faces a serious energy-related dilemma — one that has 
much to do with both its energy resources and the political choices 
made by its elite. The overall goal of the national strategy is to ensure the 
sustainable development of the country, and energy resources play a 
major part. On the one hand, they provide policy-makers with revenues 
that can be used to implement that strategy; but on the other hand, the 

19 http://www.iea.org/textbase/nppdf/free/2008/key_stats_2008.pdf
20 For more details on reservoir capacity in Norway and other Nordic countries, see Nordel. An-

nual statistics 2007, at http://www.nordel.org/content/Default.asp?PageID=213, 2008, p. 19.
21 For more data on that see http://www.nve.no/ 
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country’s non-renewable energy resources pose some dilemmas: they 
are seen as a source of pollution, and their production, use and export 
would seem to contradict the very idea of environmentally-friendly 
sustainable development. 

Table 2. norway: Power/electricity generation and consumption 2007 
(Nordel 2008)
 
Category NORDEL Norway
Total consumption, TWh 412.6 127.4
Maximum load, GW 61.1 18.6
Electricity generation TWh 409.2 137.4
Hydropower % 55 98
Nuclear power % 21 –
Other thermal power % 21 1
Wind power % 3 1
Geothermal power % – –

As one Norwegian commentator put it recently, “The oil adventure has 
transformed rubbish into gold and placed us in a country of happiness where 
we can cultivate human rights and democracy instead of rye, barley and 
oats.”22 The same commentator added that there were two exceptional things 
about this adventure. Firstly, the country has developed its own service 
industry; and secondly, the state has retained control.23 To see how this has 
been possible we need to examine the main features of Norway’s energy 
policy in the petroleum era.

norwegian energy strategy and policy

Norwegian energy policy has at least two dimensions — a domestic 
and an external one. In addition, this policy has to be interpreted in a 
broader context, as a part of Norway’s national grand strategy. Energy 
policy plays a crucial part in the realization of a more important strategic 
goal — the sustainable development of the country. 

 
22 Simonsen, Anne Hege. ”Det norske oljeeventyret”, Samtiden, no. 2, 2008, pp. 66–75, here p. 66.
23 Ibid., p. 67.
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This brief overview of Norwegian energy policy is divided into three 
parts. In the first part a brief outline of the most important features of 
the country’s energy strategy over the last four decades is presented; in 
the second part we take a closer look at the main actors involved; and 
the third part focuses on the domestic and international dimensions of 
Norway’s energy policy. 

Energy strategy

Norway deliberately embarked on a rather consistent strategy for 
developing its energy resources once the discovery of the first fields on the 
Norwegian Continental Shelf (NCS) had shown that it was set to become 
a major international energy player. This choice has since been described 
in the following way by a leading expert on resource-based economies:

In fact, Norway has charted a long-run-oriented, tax-based, and 
reasonably market-friendly approach to the management of its vast oil 
resources. By law, the title to petroleum deposits on the Norwegian 
continental shelf is vested in the State. In principle, therefore, all the 
rent from oil and gas should accrue to the Norwegian people through 
their government. 24

The most important moment in the development of Norwegian 
energy strategy was, undoubtedly, the discovery of the first oil and gas 
field on the NCS in 1969. Already six years earlier, the Government had 
proclaimed that the Norwegian state had full sovereignty over the NCS 
and its resources. Ever since that time, the state has remained the most 
important actor in the country’s energy sector — as owner, decision-
maker, licenser and developer.25 

In order to understand the main features of Norway’s energy strategy 
over the past four decades and how these features will influence the 
country’s decisions in the energy sector in years to come, we need to 
understand how the Norwegian authorities decided to approach energy-
related challenges in the early years of the petroleum era. 

 
 

24 Gylfason, T. “A Nordic Perspective on Natural Resources Abundance”, in R.M. Auty (ed.). Re-
source Abundance and Economic Development. Oxford University Press, 2001, pp. 296–311.

25 For more on that see Austvik, Ole Gunnar. ”Staten som petroleumsentreprenør”. Tidsskrift for 
samfunnsforskning, vol. 48, no. 2, 2007, pp. 197–226; and Norvik, Harald. ”En norsk modell for 
eierskap? – Statoil som lærestykke”. Nytt Norsk Tidsskrift, No. 1, 2007, pp. 12–23.
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Gylfason26 holds that countries rich in natural resources, as the main 
basis of economic development, face various challenges, as “on average, 
they offer their citizens less education with larger families, less health 
care and less democracy than other countries with similar incomes and 
fewer natural resources”. In Gylfason’s opinion, the main issue at stake in 
mineral-rich countries seems to be the impact natural capital may have 
on social and human capital, on investments, corruption, the 
development of democracy and education and, in a broader perspective, 
on economic growth. His conclusion, based on the study of mineral-
rich countries, was that natural capital crowds out human capital, 
education is good for growth, natural capital crowds out social capital, 
that corruption hurts growth, democracy is good for growth, and that 
natural capital share and growth are inversely related. Norway is, in 
Gylfason’s opinion, exceptional in that respect, and he describes the 
country as a success story. It seems to have been able to avoid most of 
the economic, social and political pitfalls bound up with rich natural 
resources. The main reason has been, again in Gylfason’s analysis, the 
fact that Norway had a long tradition of democracy and market economy 
in place even before the advent of oil: large-scale rent seeking was averted 
as oil was defined as a common-property resource from the beginning; 
moreover, the country had an adequate investment performance and an 
excellent education record.   

It seems that Norway’s policy- and decision-makers were aware of 
the dangers the country could face when entering petroleum era, and 
that they deliberately opted for a strategy aimed at helping the country 
cope with the new challenges that followed in the wake of the unexpected 
abundance of natural resources. The original goals of Norway’s petroleum 
strategy have been thoroughly analysed by Norvik.27 According to him, 
the Norwegian state from the very beginning was deeply involved in 
shaping a strategy for dealing with these new challenges. Such a strategy 
would have to take into account a range of aspects: resource, fiscal, 
industrial and market related. In pursuing its goals in this area the state 
had to address various resource-related issues, such as responsible 
management of natural resources of the country, relationship between 
production of oil and gas and health, security and environment. The 

26 Gylfason, T. “Development and Growth in Mineral Rich Countries”, presentation at a workshop 
at the UN Research Institute for Social Development, Geneva, 24–25 April 2008, available at 
http://www3.hi.is/~gylfason/lectures.htm.

27 Norvik, 2007, op. cit., p. 13.
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state would also have to secure revenues from activities in this sector, 
and create conditions for the development of industrial expertise, 
capacities and technological clusters that would help to transform 
Norway into a leading oil nation. And finally, the petroleum policy of 
the state had to address purely market-related issues, such as Norway’s 
position on the global energy map, and access to energy markets.

Norvik claims that in the early stage of the development of Norway’s 
petroleum sector the following four decisions were of crucial importance. 

The first one was the decision to open the sector for foreign companies, 
which were invited to come to Norway and contribute to the development 
of its petroleum sector by investments and sharing their expertise. 

The second, even more important, decision was the idea of developing 
the petroleum sector based on a licensing system, whereby companies 
would be awarded production licences for specific blocks on the NSC 
and for a limited number of years, after having been scrutinized by the 
awarding authorities that consider the companies’ technical expertise, 
understanding of geology, financial strength and experience.28 The 
production licence regulates the companies’ rights and obligations vis-
à-vis the Norwegian state, which is the sole owner of the energy resources 
on the NSC. The document lists the requirements in the Petroleum Act 
and sets out detailed terms and conditions for each individual licence. A 
company that has been awarded a production licence has an exclusive 
right to carry out surveys, exploration drilling and production of oil and 
gas within the defined geographical area, and to own its share of the 
petroleum produced.

The third crucial decision was the decision to provide local, 
Norwegian technological expertise and to set up Norwegian companies 
to take part in developing of the country’s petroleum resources. This 
decision resulted in the establishment of the state-owned company 
Statoil and the Norwegian Oil Directorate in 1972. 

The fourth decision concerned the separation of the Norwegian state 
and Statoil. Although the state would retain its role as the main agenda-
setter in the country’s energy sector, Statoil was not to serve as its 
extended arm in the sector: it would be an independent economic actor 
with its own agenda. In the first period, Statoil had the status of a 
privileged company on the NCS, but later on, having built up its own 
expertise, the company got also an operator role. 
28 For more about that system see: http://www.npd.no/English/Emner/Ressursforvaltning/Under-

sokelse_og_leting/Konsesjonsrunder/2008_10_17_Utvinningsloyve.htm
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The decisions taken by the authorities in that early stage of the 
Norwegian oil and gas era have resulted in the establishment of a 
specifically Norwegian model of ownership and management of natural 
resources. The main feature of that model is the central role of the state in 
the development and management of the country’s energy resources, not 
only in the petroleum sector, but also in electricity. Norway’s hydro-
resources are publicly owned, and the licensing system is also an important 
element in resource management, guaranteeing public control of the 
sector through the “right of reversion”.29 Implementation of this policy has 
resulted in the state being able to absorb about 80% of the resource rent 
since 1980 through the use of various fiscal instruments such as corporate 
tax, a special resource surtax, royalty, area fee, and carbon dioxide tax.30 
Securing such a high share of the resource rent has been crucial for 
realizing the Norwegian grand strategy of social and economic 
development over the past four decades. Thanks to state management of 
the nation’s energy resources and revenues, Norway has often been 
described as one of the few resource-abundant countries that has 
consistently performed well in economic, political and social terms.31 

Figure 1. Expected and realized petroleum production on the nCS  
in 1970–204032

29 See: http://www.regjeringen.no/en/dep/oed/press-center/Press-releases/2007/The-right-of-
reversion--The-Government-s.html?id=477332

30 Gylfason, 2001, op. cit.
31 Ibid. 
32 Fjell, Olav. “Norway, the petro-nation. Today and in 10 years”, presentation at Paradox of Plenty 

Seminar, 8 March 2002.
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In 1980, petroleum production in Norway reached ca 60 million 
sm3o.e. Production continued to rise in the two following decades, 
while, due to the application of more efficient technological solutions, 
the share of oil and gas extracted from existing fields doubled, from 20 
to 40%. New discoveries on the NCS and new technological solutions 
have also contributed to extending the planned production cycle on the 
NSC to far beyond 2040 (see Fig. 1). 

Until 1988, the goal was to produce maximum 90 million tonnes of 
oil equivalent of gas and oil per year. This was meant to secure longer 
activity in the country’s petroleum sector and was seen as important 
from the economic perspective.33 For many years, gas production was 
expected to reach the level of 70 bcm and then stagnate; however, 
according to recent estimates, it may reach as much as 100 bcm in the 
foreseeable future and increase even to 120 bcm by 2020.34

Another important step in the realization of the Norwegian energy 
strategy was the 1984 decision to create the State Direct Financial 
Interest (SDØE – SDFI) as a portfolio of licenses for petroleum and 
natural gas on the NCS, directly owned by the Norwegian state. Since 1 
January 1985, SDFI has been the most important source of incomes 
generated by the country’s petroleum sector. Until 2001, the SDFI was 
managed by Statoil; since 2001, Petoro has had that responsibility. 
Through this arrangement the state participates in the Norwegian 
petroleum sector directly as an investor. The SDFI has a direct financial 
interest in 121 production licences on the NCS. As of January 2008, the 
value of the SDFI was estimated at approximately NOK 834.8 billion 
(more than USD 110 billion). In 2007, net cash flows from the SDFI 
portfolio totalled NOK 111.2 billion (~USD 15 billion); for 2008, this 
figure is expected to reach NOK 122.9 billion (~ USD 17 billion).35

Two other important steps in the brief history of Norway’s petroleum 
sector have been the partial privatization of Statoil in 2001 and this 
company’s merger with Hydro’s gas and oil division in 2006. As a 
consequence of privatization, the state’s share in Statoil was expected to 

33 Willoch, Kåre. ”Oljemakt på hjemmebane – myter om oljepolitikken”, in Maiken Ims and Fred-
rik Engelstad (eds.). Olje og makt, in Makt- og demokratiutredningen, Report no. 56, at http://
www.sv.uio.no/mutr/publikasjoner/rapp2003/rapport56/index.html, 2003.

34 Arnstad, Marit. ”Oljemiljøet, miljøet og den politiske beslutningstakeren”, in Maiken Ims and 
Fredrik Engelstad (eds.). Olje og makt, in Makt- og demokratiutredningen, Report no. 56, at 
http://www.sv.uio.no/mutr/publikasjoner/rapp2003/rapport56/index.html, 2003.

35 http://www.regjeringen.no/en/dep/oed/Subject/State-participation-in-the-petroleum-sec/the-
states-direct-financial-interest-sdf.html?id=445748
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decrease to 67%, but that target was never achieved. Immediately after 
the decision on privatization was taken in 2001, the state owned 81.7% 
of shares in the company; by 2004, this figure had sunk to 76.3% and by 
mid-2007, to 70.9%. In December 2006, Statoil and Hydro announced 
that the two companies were to merge into StatoilHydro in order to 
strengthen their position on the international arena. The Norwegian 
state owned almost 44% of shares in NorskHydro, but following the 
2006 merger, the state’s share in the merged company decreased to 
62.5%, almost 5% below the target set in 2001. In June 2007, the 
Norwegian Parliament decided that the state’s share should be increased 
to 67%.36

The energy strategy aims not only at addressing past and current 
challenges: it is also intended to secure the future of energy sector in 
Norway. According to recently published Konkraft study37 on the future 
of Norway as an energy nation, this strategy seeks to ensure that Norway 
maintains strong, balanced economic growth, that the country becomes 
a significant exporter of CO2-effective energy and expertise, and that it 
develops an energy and environmental technology cluster of world 
standard. This future of Norway as an energy nation will be shaped by 
the decisions taken today and tomorrow by a range of actors involved in 
the process. Who are those people and institutions that are today 
responsible for designing and implementing the country’s energy 
strategy?  

 
Actors 

The main agenda-setter — and actor — in Norway’s energy sector is 
undoubtedly the Norwegian State. However, also other actors contribute 
to shaping the country’s energy policy. Those actors belong to various 
categories, and the list of these actors contains both national and 
international oil companies, both Norwegian and international 
companies from the service industry, several non-governmental 
organizations (NGOs) and at least one supranational organization, the 
European Union, that is Norway’s most important energy client. 

36 For more on that process see: http://www.regjeringen.no/nb/dep/oed/tema/Statlig_engasje-
ment_i_petroleumsvirksomh/statoil-asa.html?id=444383

37 Konkraft. Energinasjonen Norge. Videreutvikling og fornyelse i en ny miljø- og geopolitisk æra, 
Konkraft Rapport 1, Oslo, 2008.
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A good overview over the state actors’ views on Norway’s energy 
policy can be found at the official website of the Norwegian Ministry of 
Petroleum and Energy.38 This policy has also been outlined in many 
speeches and presentations given by representatives of the Norwegian 
Government.39

  
Figure 2. State actors in the norwegian energy sector.

The actors shown in Figure 2 have the following areas of responsibility 
in the shaping and implementation of the country’s energy strategy: 

The Norwegian parliament (the Storting) establishes the framework 
for Norway’s petroleum activities by passing legislation and adopting 
propositions, as well as discussing and responding to white papers on 
petroleum activities. All major development projects and matters of 
great public importance must be discussed by the Storting. The Storting 
also supervises the Government and the public administration. 

As for the government ministries: The Ministry of Petroleum and 
Energy is responsible for resource management and for the sector as a 
whole.  The Ministry of Labour and Social Inclusion has the responsibility 
for health, the work environment and safety in the energy sector. The 
Ministry of Finance deals with the collection, management and 
38 http://www.regjeringen.no/en/dep/oed/Subject/Energy-in-Norway.html?id=86981
39 http://www.regjeringen.no/en/dep/oed/whats-new/speeches-and-articles.html?id=761
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distribution of state revenues from the energy sector, while the Ministry 
of Fisheries and Coastal Affairs has the main responsibility for oil-spill 
contingency measures and the Ministry of the Environment is responsible 
for the external environment and for upholding environmental standards 
in the energy sector. 

In addition, there are also other bodies and organizations working 
specifically on energy-related matters. The most important of these are 
the Norwegian Petroleum Directorate (NPD), Petoro, Gassco, Gassnova 
and StatoilHydro, all dealing with petroleum-related issues, and the 
Norwegian Water Resources and Energy Directorate (NVE), Statnett 
and Enova, in the electricity sector.

NPD is responsible for the management of Norway’s petroleum 
resources, and acts as an important advisory body for the Ministry of 
Petroleum and Energy. NPD has management authority in connection 
with exploration for and exploitation of petroleum deposits on the NCS 
and authority to issue regulations and make decisions according to the 
rules and regulations established for petroleum activities. Petoro is a 
state-owned corporation responsible for the operations of the State’s 
Direct Financial Interest (SDFI) on behalf of the state. Gassco is a state-
owned corporation responsible for the transport of natural gas from the 
NCS, while Gassnova is an administrative agency tasked with promoting 
and supporting the innovation and development of environmentally-
friendly gas-power technology. 

The NVE is the regulator for Norway’s electricity industry and its 
hydro-assets, and is responsible for the administration of the country’s 
water and energy resources. Statnett is responsible for the construction 
and operation of the central electricity grid. It owns about 87% of the 
central grid, and operates the entire system. Enova is an autonomous 
public enterprise responsible for promoting energy savings, new 
renewables, and environmentally-friendly natural gas solutions.

A very specifically Norwegian solution is the Senior Management 
Forum (Topplederforum) that was established in 2000 and is chaired by 
the Minister of Petroleum and Energy. The Senior Management Forum 
is an arena where 37 senior managers from oil companies, the supply 
industry, employees’ and employers’ organizations, research institutes 
and the authorities meet to discuss key challenges and proposals for 
concrete measures. This body is intended as a discussion forum, and 
does not take any formal decisions on oil and gas policy although it is 
seen as an important meeting place for state and non-state actors 
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operating in Norwegian energy sector where they can signal problems 
and discuss how to settle them. As mentioned, StatoilHydro is state-
owned integrated gas and oil company in which the state has 62.5% of 
the shares. It is the main operator on the NCS. StatoilHydro is not only 
an important company40 but also one of the key actors in the Norwegian 
and international energy game.41 The merged company stands for 6% of 
the country’s investments, 9% of GDP, 13% of the Government’s 
revenues, and 18% of the country’s export. The company operates on  
39 gas and oil fields on the NCS, has 18 floating rigs, 50 vessels and 
almost 8,000 employees.42 StatoilHydro is, however, only one of many 
Norwegian and foreign companies operating on the NCS. According to 
the most recent data, there were 57 companies active on the NCS in 
2008, with 393 active licences and 396 operatorships.43 Almost all major 
international companies are to be found on that list, but there are also 
many newcomers. 

Although the Norwegian Ministry of Foreign Affairs (MFA) does 
not figure on the official list of state bodies responsible for realization of 
the country’s energy strategy, over the past four years the MFA has 
become an active player in the shaping of Norway’s energy future. This 
is mostly due to renewed interest in the High North and closer energy 
collaboration with Russia in the development of energy resources in this 
area. Those policies are driven first and foremost by the MFA and by 
StatoilHydro, which is interested in further internationalization of its 
activities and defines cooperation with Russian energy sector as one of 
its top priorities. Especially interest in joining Gazprom in the 
development of the second biggest off-shore Shtockman gas field has 
been very high on both political and business agenda. It seems even that 
the merger of Statoil and Hydro was driven mainly by the wish to become 
a more attractive partner for the Russian gas giant. The fact that 
information on inviting StatoilHydro to join Gazprom and Total in 
developing that gas field was conveyed directly by Russian President 
Vladimir Putin in a telephone conversation with Norwegian Prime 

40 For more on that aspect see: Sandnes, Cathrine, and Bent Sofus Tranøy. “Tillitsmannen – in-
tervju med Helge Lund”. Samtiden, no. 2, 2008, pp. 40–53.

41 For more on the international role of StatoilHydro see: Noreng, Øystein. “Statoil som internas-
jonal actor”. Samtiden, no. 2, 2008, pp. 30–38.

42 Norheim, Hege Marie. “Seas of opportunity. StatoilHydro’s first year on the NCS”, presentation 
at ONS Press Briefing, 27 August 2008, Stavanger.

43 http://www.npd.no/NR/rdonlyres/24468CE3-30DC-497F-9E43-501FBC48A131/17572/Ap-
pendix1.pdf.
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Minister Jens Stoltenberg, on 25 October 2007, shows how much 
importance was attached to this project, not only in business but also in 
political circles.

In addition to state and business actors, also Norwegian NGOs — 
especially those working on environmental issues, such as Bellona, 
Nature and Youth, Future in Our Hands, WWF-Norway44 — influence 
the process of shaping of Norway’s energy policy. Their focus on the 
negative impacts that fossil energy has on the global environment and 
their work on finding new solutions to energy and climate dilemmas 
— like Bellona’s work on CO2 capture and storage (CCS) technology — 
is a good illustration of the importance of such NGOs in the Norwegian 
energy debate. They also play an important role in informing the general 
public on various aspects of energy- and climate-related issues, and have 
been central in getting the state to limit the energy companies’ access to 
certain areas on the NCS, to protect these areas from negative impacts.  
Also, Norwegian NGOs working on human rights have made both the 
Norwegian State and Norwegian energy actors focus more on human 
rights challenges in countries where these companies have invested or 
plan to invest. 

Another important aspect here is the focus of some state bodies, 
political organizations and NGOs on how the revenues accruing from 
the energy sector are managed and invested. This has resulted, among 
other things, in the setting up of the Council on Ethics for the Government 
Pension Fund — Global, to provide evaluations of whether investment 
in specified companies is consistent with established ethical 
guidelines.45 

Although Norway is not an EU member, the European Union plays 
also an important role in defining Norwegian energy policy.46 On the 
one hand, the EU is the most important energy customer and market for 
Norwegian energy commodities, and this market position gives EU 
possibility to shape Norwegian energy policy.  On the other hand the 
EU does set the European energy agenda and influences Norwegian 
energy policy also in that indirect manner. But the EU, its market power 
notwithstanding, is not always successful in making its energy suppliers 

44 For  a list of Norwegian NGOs working on those issues see: http://www.ngonorway.org/index.
php?option=com_content&task=blogcategory&id=17&Itemid=24

45 See also: http://www.regjeringen.no/en/sub/Styrer-rad-utvalg/ethics_council.html?id=434879
46 On the EU’s role on the Norwegian energy interests map see: Stubholt, Liv Monica Bargem. 

global and European Energy Challenges: Viewpoints from Norway. Oslo: OED, 2007.
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play by the rules set by Brussels. Even in the case of Norway that shares 
both EU’s norms and values, and is seen as a reliable energy supplier, 
there are still some unresolved problems in energy cooperation. The 
most visible manifestation of these problems is the fact that Norway has 
not yet ratified the Energy Charter Treaty after having signed it in 1995. 
The main reason is the issue of dispute settlement mechanism proposed 
in the treaty that is seen as contradicting the Norwegian regulations. 
The lack of EU membership and ECT ratification, does not, however, 
prevent Norway from developing intense energy cooperation with the 
EU that is also in that way given some power to shape the country’s 
energy policy,  along with the whole range of other actors taking part in 
that process. 
  
domestic and international energy policy

Norway’s energy strategy addresses not only issues of strategic 
importance for the development of the sector but also more down-to-
earth energy problems. The 2005 IEA report on Norway47 describes the 
country’s energy policy as being in line with the 3Es as outlined by IEA: 
economic efficiency, energy security, and environmental sustainability. 
According to that study, main energy-policy objectives are the creation 
of wealth within a framework of sustainable development; securing 
supply of power in Norway through international interconnections  
and diversification of power sources; limiting energy use in Norway, 
through policies, to a level below which would occur without active 
Government policy; and production of the country’s petroleum assets 
with minimum impact on the environment and safety. 

Norway’s energy policy is currently being realized by a coalition 
government that came to power after the elections of 12 September 2005 
and that is to rule the country until September 2009. The new government 
promised to promote new, renewable energy sources and apply 
environmental standards to other energy production. The Government 
also announced that it wanted to find solutions that could reduce 
emissions of greenhouse gases, as well as ensuring that a larger share of 
the natural gas produced on the NCS could be used in the domestic 
industrial, energy and transport sectors in compliance with Norway’s 
international climate commitments. Further: Norway was to become a 

47 IEA. Energy policies of IEA Countries. Norway 2005 Review, Paris: IEA/OECD, 2005, p. 19.
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world leader in the environmentally-friendly use of gas, and the state 
was to participate in funding infrastructure for the transport of natural 
gas. In addition, the Government pledged measures to encourage CO2 
capture, transport and storage, including at Kårstø. The Government 
also promised not to initiate petroleum activities in the Nordland VI 
area during this parliamentary period, and to decide which parts of the 
remaining areas off the Lofoten Islands and further north, including the 
Barents Sea, are to be opened up and which are to remain closed to 
petroleum activities. 

As mentioned, Norway, its enormous energy resources notwith-
standing, faces several challenges. Due to the structure of its energy 
production and consumption, and the composition of its energy mix, 
the most pressing challenge is the possibility of energy shortages in years 
with low precipitation.  

Here Norway has various options available. Firstly, it can import 
energy from abroad in periods with shortage of domestically produced 
energy, and then export energy to foreign markets when domestic 
production is higher than domestic needs. In addition to the close 
cooperation with its Nordic neighbours, another important step was 
taken in 2008, with the submarine power cable NorNed linking the 
electricity grids of Norway and the Netherlands, increasing both 
countries’ security of supply. Secondly, Norway can use its petroleum 
resources in order to address this problem. Thirdly, the country can step 
up its hydropower production and/or build new production capacity 
based on renewables. Fourthly, it can conduct a policy aimed at 
decreasing the consumption of energy, thereby eliminating the need to 
increase production capacity. 

The question of the use of own petroleum resources to address the 
problem of hydropower shortfalls is perhaps the most complicated one, 
due to its economic and political nature. In purely economic terms, the 
main hindrance is the cost of energy production. According to a 2003 
study on energy issues conducted by the Confederation of Norwegian 
Enterprise (NHO), the cost of production of 1 kWh in the Nordic 
context is as low as 2 Norwegian øre in the case of water and wind, 
approximately 5 øre for nuclear energy, more than 10 øre for coal, 30 øre 
for oil and as much as 50 øre for gas.48 In the Nordic context, both oil 
and gas as a means of producing electricity are far too expensive and are 

48 NHO. Energipolitikk 2010. Økende mangel eller bedret tilgang, Oslo: NHO, 2003, p. 8
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suitable only in true crisis situations when the demand for energy in 
Nordel exceeds than 400 TWh. 

As far as the specifically Norwegian approach to the issue is 
concerned, Norway decided to improve its security of energy supply by 
building a natural gas-fired thermal power plant at Kårstø in western 
Norway. This power station has an installed effect of 420 MW, with an 
annual production capacity of 3.5 TWh, equivalent of 3% of Norway’s 
electrical production. It consumes 0.6 BCM natural gas/year, or 0.5% of 
Norway’s natural gas export. The Kårstø plant started operation in 
November 2007, but then, with relatively low electricity prices, and high 
oil prices driving the price of gas up, it emerged that energy production 
at the plant would not be profitable, and it has been turned off for most 
of the time.49

The use of oil and gas for electricity production is also sensitive in 
political terms, not least since the energy sector is the biggest polluter and 
emitter of CO2. In 2005, the total emission of climate gases in Norway was 
54 million tonnes of CO2 equivalent — and here the petroleum sector was 
responsible for 13 million, transport for 18 and heating for 9. Although 
Norway is the cleanest oil and gas producer in the world, emitting only  
7.8 kg CO2 per barrel of oil equivalent — much less than other producers in 
Europe (10.1), the Middle East (12.3), Russia (19.8) and Africa (39.1)50 — 
opposition against pollution caused by energy production and consumption 
is much stronger in Norway than probably in any other major energy-
producing country. Disagreement on using gas to produce energy without 
CO2 capture led, for instance, to the demise of the first Bondevik government 
in 2000. In 2007, the decision was, however, made to build the Skanled gas 
pipeline from Kårstø to southern Norway and then to Sweden, Denmark 
and possibly Poland. The project is to address the issue of possible energy 
shortages in this heavily industrialized part of the country. 

Norway could also solve its energy dilemma by increasing the 
production of energy from renewables. According to the most recent 
estimates,51 Norway’s renewable energy reserves are as follows: ca  
40 TWh in hydropower available from not protected areas, 35–40 TWh 
of wind power and ca 25 TWh of biofuels and biomass. 
49 http://e24.no/naeringsliv/article2288999.ece
50 Halmø, Gerd. ”Norge som energistormakt”, available at http://www.nho.no/getfile.php/filer%20

og%20vedlegg/Naeringslivets_klimapanel_-_seminar_24_09_2008_halmoe.pdf, 2008.
51 Skjelbred, Erik. ”Energibransjens bidrag til å redusere norske klimagassutslipp”, available at 

http://www.nho.no/getfile.php/filer%20og%20vedlegg/Naeringslivets_klimapanel_-_seminar 
_24_09_2008_skjelbred.pdf, 2008.
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More focus on energy saving and efficiency can also help to deal with 
the problem of energy shortages, as this may lead to lower demand for 
energy, while also helping to reduce emissions of harmful climate gases. 
The policy of the current Government is intended to result in greater 
use of renewables and energy savings that by 2016 would correspond to 
30 TWh. By 2020, the emission of climate gases should, according to 
official documents, decrease by 30% (15 to 17 million tonnes), and the 
use of more renewable energy is a key element in this strategy. The long-
term goal is to make Norway a CO2 neutral economy by 2030.52 
Combined, these measures should also contribute to Norway having a 
surplus of energy in years with normal weather conditions by 2020. This 
would help avoid swings in the energy market and solve one of the 
current problems — the instability of demand and supply on the Nordic 
and Norwegian energy market caused by the relatively high share of 
hydropower in the total energy balance of the region.53

In addition to addressing domestic energy challenges, Norwegian 
energy strategy has also a clear international slant. Norway is one of the 
key providers of relatively safe energy to the European continent, as 
supplies of energy from Norway are seen as not entailing high political 
risk. This is partly due to the fact that the authorities have avoided 
politicizing energy, instead approaching questions of energy cooperation 
in purely economic manner. Norway has been willing to collaborate on 
energy with anyone who could agree on a sound economic framework. 
On the other hand, Norway decided not to join the oil producers’ club 
OPEC, and it rejected a Russian invitation to coordinate cooperation in 
the area of gas. Since 1974, it has had a special agreement on cooperation 
with the International Energy Agency (IEA) that acts as energy policy 
advisor to 28 industrialized member-countries in their efforts to ensure 
reliable, affordable and clean energy.

Norway has over the last three decades played an important role as a 
reliable supplier of energy to its main international partners. International 
perceptions of Norway have been shaped by its energy role. In his study of 
Norwegian strategic challenges, the late admiral B. Kibsgaard54 identified 
five important factors as influencing international perceptions of Norway. 
52 For more on climate policy see Sørensen, Heidi. “Regjeringens klimaarbeid”, available at http://

www.nho.no/getfile.php/filer%20og%20vedlegg/Naeringslivets_klimapanel_-_seminar_ 
24_09_2008_soerensen.pdf, 2008.

53 NHO, 2003, op. cit., p. 8.
54 Kibsgaard, Bjørnar. Norske havområder: Strategiske og sikkerhetspolitiske utfordringer. Security 

Policy Library 9. Oslo: Den norske Atlanterhavskomité, 2000.
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These were: 1) the country’s role as the second (in 2000) exporter of oil;  
2) Norway as the second biggest (after Russia) exporter of gas to Europe; 
3) Norway’s control and responsibility for the greatest economic zone in 
Europe; 4) Norway’s role as an exporter of capital; 5) Norway’s control of 
territory that is important from a geopolitical and military point of view. 

By becoming an important energy exporter, Norway has been put on 
the strategic radar screens of countries that see energy supplies as not 
only a purely economic, but also increasingly a security-related matter. 
Energy links have been established with several countries that are 
becoming increasingly dependent on Norwegian supplies in a situation 
when other actual and potential suppliers of energy, among them Russia, 
are viewed with growing suspicion. This may give Norway a possibility 
to use its energy power also as a political tool, although Norwegian 
policy makers have been very cautious in making political use of energy, 
and the non-politicization of energy has been one of the key elements of 
the official strategy. It seems, however, that in the situation when  
all other actors seem to politicize — some of them even choose to 
securitize — energy related issues, Norway will be, albeit unwillingly, 
drawn into this debate on the political dimension of energy.55

The fact that Norway is an important international energy player with 
high energy stakes especially in Europe has been a central factor shaping 
its foreign and security policy.56 On the one hand, an important objective 
of the country’s security policy is protection of the country’s energy 
resources against threats of various characters. On the other hand, these 
resources are used in order to “attract” attention, now that Norway has 
lost much of its geopolitical importance due to the end of the era of 
confrontation with the Soviet Union when Norway had several geopolitical 
assets of strategic value for the Western alliance and the USA. 

Norwegian foreign and security policy is shaped in the “strategic 
triangle” made up of the USA, Europe (the EU) and Russia. The USA 
has been traditionally seen as the most important strategic provider of 
security; Europe is Norway’s most important trade partner; and Russia 
has gone from being seen as a source of strategic threat during the Cold 
War to being a challenging neighbour as well as a potentially attractive 
partner in some strategic projects of regional and global significance. 

55 For more on that see: Godzimirski, Jakub M. ”Energi: næring eller politikk?”. Dagbladet, 12 
February 2007.

56 For more on that see: Rottem, Svein Vigeland; Geir Hønneland and Leif Christian Jensen. Små-
stat og energistormakt. Norges sikkerhetspolitiske rolle i nord. Oslo: Fagbokforlaget, 2008.
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Norway has established important energy relationships with all three 
elements of this strategic triangle. The country exports oil to the United 
States (4.4 million tonnes in 2007) and is to send LNG from its Snøhvit 
field to the US market; Norway is an important energy exporter of gas 
and oil to the EU, covering more than 24% of the EU import of gas and 
almost 16% of its oil import; and Russia is to play an important part in 
Norway’s plans to internationalize the activities of its major energy 
company, StatoilHydro. In 2006, the energy debate in Norway was 
dominated by two factors — the very low water levels in reservoirs, 
which could lead to energy shortages and high energy prices; and the 
heated debate on the future role of Statoil and Hydro in the development, 
in cooperation with Gazprom, of the huge Shtockman gas field in the 
Barents Sea.57 Even Gazprom’s decision to develop the Shtockman field 
without Western partners (as announced in October 2006) did not stop 
Norwegians from trying to make energy friends with Gazprom. The 
merger of Statoil and Hydro in 2007 and Gazprom’s realization that 
developing Shtockman would require expertise that company did not 
have resulted in a new opening — in October 2007 StatoilHydro was 
invited to join Gazprom and Total, and a strong energy link with Russia 
was thus established. Energy cooperation with Russia may, however, 
suffer setbacks due to various factors. Firstly, developing of the 
Shtockman field may prove far more difficult than expected, in 
technological, economic and political terms. Secondly, Russia’s anti-
Western turn may lead to squeezing of the Western companies out from 
Russia, which to some extent has already been the case. Thirdly, Norway 
may face an “energy loyalty dilemma” if its traditional NATO allies view 
energy dependence on Russia as a strategic challenge. This was indicated, 
for instance, in the final declaration from the Riga Summit in 2006 
stating that energy security should become a joint NATO concern. 

In pursuing its international energy goals, Norway can be confronted 
with several strategic dilemmas. Two Western energy experts invited  
by the Norwegian MFA to share their views on that topic — Jonathan 
Stern and Amy Jaffe Myers — have given some hints as to what these 
challenges could be.  

57 For more on that see: Godzimirski, Jakub M. “Pipelines and Identities. Current European Debate 
On Energy Security: Shtokman and NEGP Case”, in Greg Austin and Marie-Ange Schellekens-
Gaiffe (eds.). Energy and Conflict prevention. Brussels: Madariaga European Foundation, East/
West Institute and the Bank of Sweden Tercentenary Foundation, 2007, pp. 154–180.
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According to Stern,58 Norway’s main problem is whether “Norwegian 
national interests lie with the European Union or with other countries 
which supply gas to the EU”. Myers59 noted that “one must make a 
distinction between Norway’s national interests as a country and the 
Norwegian Government’s commercial interest in StatoilHydro’s 
operations”, and added that  the main question was whether Norwegian 
society really wished to profit from StatoilHydro earnings made through 
deal-making with regimes whose policies are inconsistent or conflict 
with Norway’s other foreign policy priorities.

Surely, this tension between what is feasible in purely business terms 
in the short and mid-term perspective but is bound up some political 
risk in the strategic, mid- and long-term perspective will also shape 
Norwegian energy policy towards the Baltic Sea region. 

norway and the Baltic energy game

Norway is linked to the Baltic Sea region in many different ways.  
It is a party to the Nordic cooperation, and that has a strong Baltic 
dimension — three out of the five members of the Nordic Council are 
located on the shores of the Baltic Sea. Although not a Baltic country in 
purely geographical terms, Norway is also one of the founding fathers of 
the Council of the Baltic Sea States. This major regional cooperation 
organization was established in 1992 in order to cope with the new 
challenges and benefit from new opportunities caused by the collapse of 
the Soviet system. Although in 1994, Norway again rejected membership 
in the European Union, the country is a part the European Economic 
Area. It has become an important trade and energy partner of the EU, 
which expanded to the Baltic Sea region first in 1995 and then further in 
2004. In addition, Norway is also one of the founding fathers of the 
Western alliance, NATO, which also has moved into the region with 
new members on the southern and eastern rim of the Baltic Sea. Then 
there is Russia, NATO’s new strategic partner and the source of some 
concern, controlling the Baltic Sea shore from Viborg to Narva and 
from Neringa to Piaski on the borders of the Kaliningrad region.
58 Stern, Jonathan. „Globalisation, national interests and Norwegian energy policy“, in  MFA, En-

ergipolitiske interesser og utfordringer, globale Norge – Hva nå? Friske blikk på norsk utenrikspo-
litikk. Oslo: MFA, 2007, pp. 11–14.

59 Jaffe, Amy Myers. ”Geopolitical positioning in petroleum resources and Norway’s energy and 
foreign policy interests”, in Energipolitiske interesser og utfordringer, globale Norge – Hva nå? 
Friske blikk på norsk utenrikspolitikk. Oslo: MFA, 2007, pp. 15–24.
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In order to understand what role Norway can play in the regional 
energy game we have to understand the existing energy relationships in 
the region, the infrastructural limitations, how the actors involved in 
this energy game perceive regional energy challenges and opportunities, 
and finally, how the Norwegian energy strategy fits into this overall 
regional context. 

Norway has a huge potential to become an important energy player 
in this region where the majority of the countries depend on energy 
supplies from Russia, treat this energy dependence on Russia as a 
security concern and are interested in diversifying their energy supplies. 
With its considerable energy resources, Norway could provide what 
would be seen as “safe energy” in political and security terms. Norway’s 
record of behaviour as an energy player in other arenas has made it a 
non-threatening supplier — in stark contrast to Russia, which many of 
its energy customers see as posing a security risk. However, Norway has 
not been able to play this positive energy role in the Baltic Sea region  
 
Table 3. Baltic Sea region countries as energy customers of norway, 2007

Country Export 
of gas
bcm60

Export 
of oil
million 
tonnes61

Electricity

number of 
connectors62

Export of  
electricity 
from Norway
GWh63

Import of  
electricity to 
Norway
GWh64

Germany 25 8.8 – – –
Poland – 0.6 – – –
Sweden – 4 9 11,144 3,826
Denmark – 1.8 1 3,974 1,159
Finland – 0.5 1 202 110
Lithuania – – – – –
Latvia – – – – –
Estonia – – – – –
Russia – – 1 190

 

60 http://www.ssb.no/english/subjects/09/05/muh_en/tab25-01.shtml
61 Ibid.
62 Nordel statistics, 2007, op. cit.
63 Ibid.
64 Ibid.
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due to serious infrastructural constraints that still limit its ability to 
provide region with energy. To what extent Norway will be able to 
expand its energy role in the region will depend on several factors of a 
technical, economic and political nature.  

Table 3 makes clear the relatively low level of the Norwegian energy 
presence in the Baltic Sea region. Norway has a relatively strong 
petroleum (both gas and oil) relationship with Germany. It provides 
Sweden, Denmark, Poland and Finland with some oil; has close 
electricity cooperation with its Nordic partners and some with  
Russia, but no energy connections whatsoever with the three Baltic 
republics of Estonia, Latvia and Lithuania.

Norway could increase its energy presence in the Baltic Sea region, 
but this would require several technical measures. For instance, 
construction of an electricity connector between Sweden and one or 
two countries on the other side of the Baltic Sea, such as Lithuania or 
Latvia, could give Norway indirect access to the Central European 
electricity grid in addition to the existing connections through Sweden/
Poland or Sweden/Germany and Denmark/Germany. 

Norway has already become an active player in Nordel in order to cope 
with its own energy challenges and this cooperation can be described as a 
success story. Nordel is to promote the establishment of a seamless Nordic 
electricity market as an integral part of the Northwest European electricity 
market, in order to maintain a high level of security in the Nordic power 
system.65 In 2007, Norway participated in electricity exchange in the 
Nordel area as follows66: Norway received 5,285 GWh and exported 15,320 
GWh, resulting in a surplus of 10,035 GWh. Most energy was received 
from Denmark (1,159 GWh) and Sweden (3,826 GWh) and was sent to 
the same markets — Sweden (11,144 GWh) and Denmark (3,974 GWh). 
Nordel cooperation has proven an effective tool for dealing with seasonal 
energy shortages. This is especially important for Norway, which may 
have an electricity shortfall of up to 9 TWh in a normal year and as much 
as 22 TWh in very dry years (Table 4). This dependency on weather 
conditions makes Norway the most vulnerable of all Nordel members. 
Energy shortages can have negative consequences for all of society — but 
especially for Norwegian industry, which consumes 42% of the electricity, 
and for the housing sector, with a 34% share in consumption.67 

 65 For more on Nordel see: www.nordel.org
66 Nordel, 2008, op. cit., p. 16.
67 Nordel, 2008, op. cit., p. 11.
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Table 4. Energy balance in nordel area, two scenarios, in tWh 68

Country Normal year Very dry year 
Norway –9 –22
Sweden +9 –8
Finland –4 –9
Denmark +20 +17

But it is not in electricity that Norway could really make a difference. 
Due to the character of the European gas market and the overdependence 
of most countries in the region on gas supplies from Russia, Norway 
could play an important part in diversifying gas supplies in the Baltic 
Sea region. However, that could be seen as an energy challenge by 
Gazprom/Russia, which tends to treat this area as its own exclusive zone 
of gas influence. Given Norway’s expressed interest in closer energy 
collaboration with Russia in the High North, this could be seen as 
entailing a certain political risk also in Oslo. 

On the other hand, over the past ten years, Norway has shown 
willingness to expand its share on the Central European gas market, 
Gazprom’s possible objections notwithstanding. The most successful of 
these bids was the Norwegian entry into the Czech gas market, where 
Norway now sells 2.4 bcm (as against Russia’s more than 7 bcm) of gas 
per year. Until recently, Norway also provided Poland with 0.5 bcm of 
gas per year, but that contract is now terminated and the future of the 
Norwegian–Polish gas trade is still unclear. 

Poland is the country in the region that has done the most to diversify 
its gas supplies in recent years, and Norway features centrally in these 
Polish energy designs. On 3 September 2001, the prime ministers of 
Poland and Norway signed a highly symbolic deal on deliveries of 
Norwegian natural gas to Poland. According to this deal, Norway was to 
provide Poland with 74 bcm of natural gas in the period 2008 to 2024. 
The contract, signed by Statoil and PGNIG, was worth nearly USD 12 
billion. It would give Statoil a strong position not only on the Polish 
market but also  — in the longer run — on the Central European market, 
thus challenging Gazprom’s dominant position in that region. 69 Although 

68 http://www.nordel.org/content/default.asp?pagename=openfile&DocID=3392
69 http://www.rferl.org/newsline/2001/09/100901.asp  
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the new Polish Government decided to withdraw from that ambitious 
project, which would unquestionably have increased the Norwegian 
energy presence in the Baltic Sea region, in 2006, a new agreement 
between Poland and Norway was signed on possible deliveries of much 
smaller volumes of Norwegian gas to Poland through the Skanled 
pipeline that is to link Kårstø with customers in Southern Norway, 
Sweden, Denmark and possibly in Poland. However, the future of that 
project (projected costs: more than USD 1.2 billion) remains unclear as 
there are signals that there is in fact not enough gas to fill the pipe and 
not so much interest in buying the volumes needed to make the project 
economically feasible.70 Polish–Norwegian cooperation in the energy 
sphere also resulted in Polish companies investing on the NCS. The 
Polish PGNiG acquired some assets on the NCS in the Skarv gas and oil 
field as a step in the realization of not only Norway’s but also Poland’s 
strategy of diversification of energy supplies. This brief history of Polish–
Norwegian energy cooperation — or rather, the failure of such 
cooperation — also illustrates the challenges faced by actors who have 
both potential and interest in energy cooperation but lack the political 
resolve to make it work.

As we have seen, Norway’s role as energy actor in the Baltic Sea 
region depends not only on its energy resources, but also on the political 
choices made by both Norway and other actors involved in the regional 
energy game. Energy collaboration is shaped by various types of actors, 
and to understand, what role Norway can play in this context, we need 
to look into Norway’s position on this regional actor map. 

Developments in the region are today shaped by relationship between 
the enlarged West and Russia. Both the West — here represented first 
and foremost by the EU and by NATO — and Russia have their specific 
political, economic and energy interests. Unfortunately, the Western 
and the Russian political projects are based on rather incompatible sets 
of ideas. The Western integration project is rooted in the liberal 
paradigm; it is understood as a win–win game and is consensus-based. 
By contrast, the Russian political project is rooted in the realist paradigm 
that sees the world as an arena where a zero-sum game is being played 
out, with rivalry, competition and balance of power seeking as the most 
important elements of that game. 

70 Dagens Næringsliv, 29 November 2008. 
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Those paradigmatic differences notwithstanding, the West and 
Russia have embarked on close energy cooperation, but their 
approaches to energy are heavily influenced by their political culture. 
Both Russia and the West have securitized energy. Russia treats its 
energy resources as a strategic/geopolitical asset and as a useful 
political and economic lever, but is also worried by what could be 
termed insecurity of demand. The West securitizes energy in other 
ways: it is mostly concerned with insecurity of supply, with its own 
energy dependence, lack of diversification of its energy supplies, and 
not least the climatic consequences of the use of non-renewable 
sources of energy. To sum up: the West needs Russia’s energy, but is 
concerned about how Russia will use its energy resources in order to 
reach its strategic objectives. Moreover, the West has an energy 
problem not only with Russia, but also with itself. The EU, which could 
be expected to be the most important and efficient Western energy 
player, also in the Baltic Sea region, has so far been unable to work  
out — let alone implement — a common energy policy. This inability 
to present a unified and coherent approach to energy has made the EU 
a weak player vis-à-vis Russia. Under Putin, Russia adopted a goal-
oriented energy policy, and the Baltic Sea region is today an area of 
great importance for realization of the Russian long-term energy 
strategy. 

Where does Norway fit in this broader context? In paradigmatic and 
political terms, Norway belongs to the West although it is not a member 
of the EU. In energy terms, Norway may have interests that can be more 
similar to those of other producer countries. Indeed, it has embarked on 
strategic energy cooperation with Russia in the Shtockman project. On 
the other hand, Norway has had close energy cooperation with the core 
countries of the EU; it shares norms and values with them and has strong 
political connections to most countries in the Baltic Sea region. We may 
note that many are members of the same political clubs as Norway — 
the Nordic Council in the case of Finland, Sweden and Denmark; and 
NATO in the case of all other Baltic countries except Russia. Although 
other Western actors might expect Norway to use its energy resources to 
help them address their energy dilemmas, infrastructural constraints 
and Norway’s relatively limited energy resources — and perhaps, 
Norwegian unwillingness to be seen as an energy rival by Russia — will 
probably limit the scope of Norway’s energy presence in the Baltic Sea 
region in years to come.   
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All in all, the direct Norwegian energy presence in the Baltic Sea 
region seems likely to remain at the same rather low level as today. 
Norway can, however, play a positive role in energy sphere in an indirect 
way, by supplying energy to the united Europe and by providing a non-
Russian energy option in a short- and mid-term perspective. Here it will 
be up to the united Europe, to the EU itself and not to Norway, to devise 
and implement a more unified approach to energy-related issues and to 
make all members of the EU — also those in the Baltic Sea region — feel 
secure that Europe will stand together when confronted with a serious 
energy challenge. 

Norway stands out as an energy-producing country that has avoided 
politicizing its energy role, thus making its energy customers feel more 
comfortable and less exposed. This could be a good example to be 
followed by other energy producers whose political use of their energy 
resources has resulted in many customers’ securitizing their energy 
relationships with their suppliers. It is, however, completely unrealistic 
to expect that Norway alone could become an energy counterweight to 
Russia. The two countries’ energy resources — especially in gas — are 
simply not comparable. Russia has the ability to provide Europe with gas 
for many decades after the end of the Norwegian petroleum era. Norway 
can, however, share with Russia its know-how on how to build energy 
relationships with its customers without making them feel insecure, and 
how to best manage energy resources and revenues to the benefit of the 
nation and its energy partners. Getting Russia to adopt such a pragmatic 
and non-politicized approach to its energy resources would definitely 
have a positive impact on energy cooperation also in the Baltic Sea 
region. 
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Jens Hobohm1

Basic data of energy supply 

Introduction

Germany is the largest energy consumer in the European Union. 
With its 82 million inhabitants and a strong economy that still has  
a vital industrial backbone, Germany consumed 331 Mtoe (million 
tons of oil equivalent) (2007), some 19% of EU-27’s gross inland energy 
consumption (Table 1). 

Germany’s energy supply relies strongly on fossil fuels — 82% of the 
gross inland consumption are covered by them, with oil leading before 
gas and solid fuels (mostly hard coal and lignite).

Germany’s economy is severely dependent on energy imports — 37% 
of the solids, 83% of natural gas, and 97% of crude oil demand in 2007 
were imported from abroad. The energy import rate in 2007 was 72% 
and will grow along with diminishing domestic reserves.2

 
 
1 Head of the Energy Economics Department, Prognos AG, a Swiss research company. In 2008, 

research fellow in the Global Issues Division, German Institute for International and Security 
Affairs, e-mail: jens.hobohm@prognos.com

2 This import quota takes into account uranium imports. However, due to the domestic reserves 
of uranium, respectively, fuel elements, uranium is not considered as critical from the perspec-
tive of security of supply. Therefore, this paper concentrates on fossil fuels. 
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Table 1. Germany — basic data

2006 2007
Basic data
Population (thousands) 82,315 82,218
Gross domestic product (bln €) 2,322 2,423
Primary energy consumption (PEC) (Mtoe) 349 331
PEC Share of EU-27 (%) 19
Energy efficiency indicators
PEC / capita – Germany (toe / person) 4.2 4.0
PEC / GDP – Germany (toe / mln €) 150.3 136.7
For comparison:
PEC / capita – EU-27 (toe / person) 3.7
PEC / GDP – EU-27 (toe / mln €) 157.4

Source: Eurostat

The only fossil resource that Germany has in abundance is lignite. 
Germany has been the largest producer and user of lignite worldwide 
for a long time. Some 180 million tonnes of lignite were extracted in 
2007, mostly used for power generation. 25% of Germany’s electricity 
production is based on lignite. Therefore, lignite is regarded as a 
cornerstone of energy security, competitive electricity generation and 
regional added value in Germany. However, lignite is under pressure 
because of high carbon dioxide emissions. Every kilowatthour (kWh) 
of electricity is attached to 950 g or more of carbon dioxide emissions 
when generated with lignite, whereas modern combined cycle gas 
power plants could produce a kWh of electricity with as little as 350 g 
CO2/kWh. 

The German hard coal production has lost importance in the last 
ten years due to the step-by-step closure of coal mines in the Ruhr and 
Saar districts. In 2007, eight coal mines were operating from which  
22 million tonnes of hard coal were extracted. German mining costs — in 
2006, as high as 165 €/t — exceeded the world market prices of hard coal 
by far even in the first half year of 2008, when border crossing coal prices 
where as high as 106 €/t coal equivalent. Therefore, hard coal mining 
was economically not viable without subsidies. Hard coal subsidies were  
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reduced from 3.9 bln € in 2000 to approx. 2.4 bln € in 2008. It is planned 
that German hard coal production will be stopped until 2018. But coal 
mining has a long tradition and a strong lobby. In 2012, the agreement 
to abandon coal subsidies will be scrutinised again. Chances are that the 
Social Democrats might save the German hard coal mines once more.

natural gas from domestic resource production will decline strongly 
within the next 20 years. The calculated duration of the domestic gas 
resources is under ten years. Even with a reduced production rate it is 
foreseeable that gas imports will become even more important in the 
years to come.

The only domestic resources with growth potential are renewable 
energies like wind power and biomass. It will be shown in Chapter 3 
how Germany is successfully working on the increase of the share of 
renewables. In 2006, renewable energy had a share of 6.0% in gross 
domestic consumption, in 2007, this share had risen to 6.6%. 

Figure 1. Germany’s energy consumption and import dependency in 2007 
(in Mtoe)

The fuels sum up to 333 Mtoe. The net electricity export was approx. 2 Mtoe, so the domestic  
Primary Energy Consumption (PEC) was 331 Mtoe.

Source: Eurostat; Hans-Wilhelm Schiffer, „Deutscher Energiemarkt 2007“, in Energiewirtschaftliche 
Tagesfragen, 58 (March 2008) 3, p. 36 ff.
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Energy supply states and security of supply

Due to its highly dependent energy supply, Germany has vital interests 
in close relations to resource-rich states like the Russian Federation. But 
not only Russia is an important energy supplier to Germany. The following 
figure shows, who the most important energy suppliers of Germany are. 
It becomes clear that Russia is by far the biggest supplier delivering some 
73 Mtoe (22%) of Germany’s total energy demand (331 Mtoe) followed by 
Norway (43 Mtoe, 13%) and the Netherlands (19 Mtoe, 6%). The countries 
shown explicitly in this graph have an accumulated market share of over 
90% of Germany’s energy demand (Fig. 2). 

Figure 2. Germany’s energy imports by origin 2007 (in Mtoe)

Source: BAFA, Schiffer (cf. Figure 1)

Oil is imported to Germany from 29 states some of which deliver 
only small amounts. Gas on the other side is only acquired from five 
suppliers. (In Figure 2, Denmark and UK are summed up due to the 
confidentiality of gas data. However, most of the oil supplies of that 
column come from UK and most of the gas from Denmark). Hard coal 
was bought from ten countries. 

But the number of suppliers is just one indicator to measure the 
security of supply. Concentration, and therefore, dependency in 
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a limited number of suppliers can be measured by calculating the 
Herfindahl-Index (Hi) of market shares of the main suppliers. Hi is 
calculated by summing up the squared market shares. In a monopoly 
situation, Hi would be 1.0 (highest dependency). In a situation with ten 
suppliers and 10% market share each, Hi would account to 0.1 (0.1² + 
0.1² + …. = 0.1), and so on. In general, Hi gets low with a high number of 
suppliers and equally distributed market shares. Index values of 0.1 and 
below indicate a low concentration and above 0.18 a high concentration, 
although these thresholds can be discussed. Table 2 shows that the 
concentration is high for the German gas supplies and “middle” for oil 
and coal supplies. 

In a second step it is interesting to evaluate the reliability of the 
respective suppliers. There are different perceptions about the reliability 
of countries. OECD has developed a „Country Risk Classification”, which 
is used here as a “neutral” assessment of the respective risks. According 
to the OECD, the Country Risk Classification Method measures the 
country credit risk, i.e. the likelihood that a country will service its 
external debt. The classification of countries is achieved through the 
application of a methodology comprised of a Country Risk Assessment 
Model, which produces a quantitative assessment of country credit risk, 
and the qualitative assessment of the model results, considered country-
by-country to integrate political risk and/or other risk factors not taken 
(fully) into account by the model. This classification uses an eight step 
scale from 0 (no risk — politically stable country) until 7 (highest  
risk — politically extremely unstable). 

Among Germany’s most important energy suppliers Russia has a “3”, 
Norway, Netherlands and UK have a “0”, and Libya as the fifth important 
supplier has a “6”. Thus, most of the energy supplies can be regarded as 
relatively safe, whereas, e.g., Libyan oil supplies might be less reliable. By 
normalizing this scale to values between 0 (low risk) and 1 (highest risk) 
the classification can be combined with the Herfindahl-measure of market 
concentration in one index, that shows the vulnerability of energy supply 
for each energy carrier. Again, a value close to 100% would indicate a high 
risk, whereas values as low as 5% can be regarded as relatively safe. The  
results are shown in Table 2. 

The table shows that German gas supplies are quite concentrated, 
but the risk assessment of individual suppliers eases this dependency 
as no-risk suppliers like Norway and the Netherlands have a relatively 
high share. 
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Table 2. Market shares (2007) and reliability of Germany’s supplier countries 

Countries Crude 
oil

Gas Hard 
coal

OECD  
assessment

Normalized

Russia 31.7% 43.2% 17.3% 3 0.43
Norway 15.7% 31.3% 4.3% 0 0
Netherlands 0.7% 22.2% - 0 0
UK / Denmark 14.0% 3.3% - 0 0
Libya 10.2% - - 6 0.86
Kazakhstan 7.5% - - 4 0.57
Australia - - 13.5% 0 0
Columbia - - 16% 4 0.57
Poland - - 12.9% 2 0.29
South-Africa - - 13.2% 3 0.43
Syria 2.9% - - 7 1
Azerbaijan 2.7% - - 5 0.71
Algeria 2.3% - - 5 0.71
Saudi-Arabia 2.2% - - 2 0.29
USA - - 6.5% 0 0
Venezuela 2.1% - - 2 0.29
Nigeria 1.9% - - 6 0.86
Canada - - 4.3% 0 0
Indonesia - - 3.0% 5 0.71
Other  
countries*

6.7% - 9.1% * *

Total 100% 100% 100%
Herfindahl index 
Hi *

16.5% 33.5% 11.6%

OECD-risk 
weighted  
Herfindahl

5.8% 8.0% 4.0%

* Other countries are not taken into account. Due to the low market share of individual members 
of this group, this simplification does not affect the results.

Source: cf. Fig 2, OECD < http://www.oecd.org/document/49/0,2340,en_2649_34171_1901105_1
_1_1_1,00.html>
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Hi of oil supply is close to the threshold to be called concentrated. 
The risk of the supplying countries is heterogeneous: again, Norway has 
a large share but, on the other hand, there are countries like Libya or 
Azerbaijan with a smaller reliability. With a “3”, Russia stands somewhere 
in between. 

The concentration of coal supplies is lower than that of oil. The risk 
of individual countries lies between that of oil and gas. To make it short: 
coal is the safest of the three energy carriers. 

In the future the situation will get more difficult, especially for 
oil and gas. As for gas, Russia’s share will continue to grow along with 
European gas production starting to decline. The total gas production 
of EU-27 is forecast to decrease by half until 2030, so growing imports 
from other European countries will not be possible. Central Asian or 
North African gas might help to diversify, but so far pipeline capacity 
from these regions is not available yet. 

As for oil, the Gulf States will be more important in future, as 
Russia is not expected to have surplus capacity and UK’s and Norway’s 
production will decrease. In the OECD classification, the Gulf States 
today are regarded as relatively safe (comparable to Russia or even 
better). Thus, there will probably be only minor changes in the risk 
assessment.  

Coal supply structure might remain more or less unchanged as 
most of the countries that have relevant market shares today have long-
lasting coal reserves, except for Norway and Indonesia. Coal is available 
in many countries. Still there might be major shifts in the world markets 
when a country like China increases its coal imports significantly.

Compared to the other Baltic Sea States, Germany’s energy supply 
can be regarded as relatively secure. However, taking into consideration 
the named future developments, Germany will have to pay attention to 
supply concentration especially in gas supply.

 
Future energy demand

Being the largest user of oil and coal and Europe’s second largest 
gas market Germany’s future energy demand is crucial for Europe as a 
whole. The following depiction concentrates on natural gas demand as 
the supply risks in the gas sector are the greatest as pointed out already. 

Forecasts about Germany’s energy demand until 2030 are included 
in the study „European Trends in Energy and Transport — Update 
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2007” (“EU Trends”) presented by the European Commission in May 
2008. They show a slight decrease in the total energy demand between 
2005 and 2030 (−7.2%) with a still growing gas demand (+11.3%) in the 
baseline scenario. 

The Switzerland-based think-tank Prognos AG, a long-lasting 
consultant to Germany’s Federal Ministry of Economics in respect to 
energy forecasting has presented a scenario in 2006 which was more 
cautious regarding energy demand in total and gas demand in particular: 
the gross domestic energy demand is forecast to decline by 16%, gas 
demand by 12%. 

The most important reason for the difference between these studies 
is the fact that the European Commission’s baseline-scenario only 
considers policies that were implemented until 2006. On the other hand, 
Prognos’ baseline scenario contains policies that are implemented today 
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Figure 3. Germany’s energy and gas demand until 2030 (in Mtoe).

Source: EWI/Prognos, Auswirkungen höherer Ölpreise auf Energieangebot und - nachfrage – 
Ölpreisvariante der Energiewirtschaftlichen Referenzprognose 2030. Köln/Basel, 2006; Mantzos, 
Leonidas and Pantelis Capros. European Energy and Transport. Trends to 2030. Update 2007. 
Luxembourg, 2008, S. 122. 

Note: Prognos values for 2005 are interpolated figures.
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and furthermore those that will probably be installed in the years to 
come. This is especially true for energy efficiency which is regarded to 
grow much quicker in the Prognos scenario. 

Figure 3 shows the energy and gas demand in both scenarios.
Prognos’ baseline scenario from 2006 does not show the maximum 

of what could possibly be achieved by a strict energy efficiency policy. 
But even with a baseline scenario as calculated in 2006 Germany is 
probably facing a significant drop of energy and gas demand until 2030 
and beyond. 

Energy import infrastructure

Germany imports energy via pipelines and cables, by ship and by 
train — depending on the fuel that is being looked at. 

Crude oil and oil products are imported along the Rhine River 
from the Dutch harbours of Amsterdam, Rotterdam and Antwerp or 
via the German harbours of Wilhelmshaven and Hamburg. In addition, 
pipelines play a major role for delivering crude oil to Germany’s 
14 refineries. Druzhba (2.5 million barrels per day, mbd), South 
European Pipeline (1.2 mbd), Central European Pipeline (1.1 mbd) and 
Transalpine Pipeline (0.9 mbd) are the most important crude pipelines. 
The refineries produce a lion’s share of Germany’s gasoline and heating 
oil needs, further quantities are imported from abroad. 

There are 20 border crossing points for natural gas which is imported 
exclusively through pipelines. The most important of them are Waidhaus 
and Oberkappel in Bavaria for Russian gas and Bunde, Emden and 
Eynatten for Norwegian, Dutch and British gas. Germany does not only 
import gas for its own demand but is also an important transit country 
for Russian gas towards France (MEGAL pipeline), Netherlands, 
Belgium, Poland, Czech Republic, Switzerland and Austria. 

There are a number of offshore import pipelines in the North Sea 
delivering gas from Norway and the German part of the North Sea. 
The Baltic Sea so far has not played a role in Germany’s gas imports, 
but there are two projects which would make use of the Baltic Sea as a 
transit route:

The   Baltic Interconnector would link Eastern Denmark, the 
South of Sweden, and Germany together. Seven companies from 
three countries are behind the Baltic Gas Interconnector. From 
Denmark: ENERGI E2 and Hovedstadsregionens Naturgas (HNG); 
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from Germany: Verbundnetz Gas AG (VNG); and from Sweden: E.
ON Sverige AB, Göteborgs Energi, Lunds Energi and Öresundskraft. 
The pipeline could have a transport capacity of 10 bcm per year in its 
final stage. According to E.ON Gas Sverige AB, the process for 
concession is ongoing in Germany. Concessions in Sweden and 
Denmark have been granted. During the next year, there will be a 
review of the business case together with an update of the investment 
figures. This means that the partners will review their positions and 
probably will take the investment decision in 2009 or delay the 
decision in the future. 

The   Nord Stream pipeline is the largest and probably the most 
controversial new project regarding energy import infrastructure. 
The pipeline flows from close to the Russian city of Wyborg to 
Germany’s city of Greifswald and hence connects the gas networks of 
central Europe and Russia by a direct link without crossing any 
transit states on shore. The pipeline consortium is clearly dominated 
by Russian and German companies: 51% of the shares are owned by 
Gazprom, 20% each by E.ON Ruhrgas and BASF/Wintershall, and 
9% by the Dutch company Gasunie. The headquarters of the company 
is Zug/Switzerland. Chairman of the shareholders’ committee is the 
former German Chancellor Gerhard Schröder and the Managing 
Director is Matthias Warnig, a former member of East Germany’s 
intelligence service HVA. 

The first one of two pipes of Nord Stream is supposed to start   
operations in 2011, the second one, in 2012. Each of the lines is 
planned with a capacity of 22.5 bcm per year, thus, together the 
pipeline system will have 55 bcm, making it the strongest import 
point for natural gas along the German border. The pipeline is 
planned without offshore terminals — the input pressure of over 200 
bar will be sufficient to bring the gas all the way to Germany. 

Besides the discussion about a former chancellor becoming a   
high-rank member of a company as closely attached to Russia’s 
Gazprom as Nord Stream, the pipeline is also an issue of political 
discussions in Germany, although it is not questioned fundamentally. 
Nord Stream is now understood as a project to secure Germany’s and 
Europe’s gas supply. Gas in general still has quite a favourable image 
among the population for environmental reasons. Gas pipelines are 
regarded as safe with no larger accidents at pipelines reported from 
Germany “in the remembered past”. Public acceptance of energy 
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projects is a hot issue in Germany. All kinds of people’s initiatives 
were started in Germany to prevent different industrial projects from 
being built — such as electricity high voltage overhead lines, nuclear 
interim storage capacities, or coal fired power stations — but not 
against gas pipelines. Gas pipelines seem to be publicly accepted and 
most Germans would probably agree that new pipelines are needed 
to secure the German energy supply. On expert level, Nord Stream is 
regarded even more a European project. With the German gas 
demand stagnating or shrinking it becomes clear that Nord Stream is 
not needed for the German gas demand alone. It is rather seen as a 
way to counterbalance the ceasing domestic sources of gas supply in 
the North Sea and the Netherlands. Thus, there is a consensus that in 
the long run new import capacity is needed. The fact that Middle 
Europe gets more dependent on Russian gas is discussed in public 
but it is not seen as a hindering concern. Germany’s long-lasting 
economic relations with Russia in respect to gas deliveries which 
even in Cold War times never interrupted or influenced the 
perception of Russia: it is still seen as a safe supplier, although many 
books and articles have been published in the last years, which  
show Gazprom’s  ever growing influence in Western Europe.

In the discussion about the routeing of the pipeline the memory   
of the 2006 gas struggle between Russia and Ukraine might play a 
role. After all, it remained unclear to the West if Gazprom cut off gas 
deliveries or if Ukraine took gas that was initially destined to Western 
Europe (or both). So transit somehow seems immanently insecure 
and a direct pipeline should avoid any problems attached to transit as 
well as transit fees. The wishes and needs of Poland or the Baltic 
States in respect to transits are discussed only on the expert level. It 
is not understood why the opposition against Nord Stream is so 
strong especially in Poland. Eventually, the assessment of Nord 
Stream is mostly positive. There is certain fear that Russia gets too 
mighty and its market share could rise further up. On the other hand, 
on the political level, a new import infrastructure is seen positively, 
useful for the security of supply.

   
Coal import

Most of the imported coal is transported along the River Rhine and 
delivered by river barges from Antwerp, Rotterdam and Amsterdam 
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(ARA) directly to the power stations along Germany’s channels and 
rivers. Hamburg, Bremen and Nordenham are also import harbours 
for hard coal, but with lower quantities transported. Coal from Czech 
Republic and Poland is imported via railway. The following table shows 
the quantities of each import route.

Table 3. transport routes for imported hard coal (in Mt)

2005 2006 2007*
German overseas har-
bours / river barge / rail

12.3 13.6 14.1

Rail 9.1 12.0 11.2
ARA / river barge 18.6 20.9 22.2
Total imports 40.0 46.5 47.5

* Preliminary

Source: Verein der Kohlenimporteure, Yearly Report 2008. http://www.verein-kohlenimporteure.de/

Electricity 

Germany, like most other countries in Europe, has a high share 
of domestic production in the power sector. In 2007, 596 TWh were 
generated in German power plants. 46 TWh were imported from other 
countries and 66 were exported. So the “physical” trade volume of 
electricity (imports and exports) added to some 19% of the generated 
electricity. In the overall balance, Germany has been an electricity 
exporting country with a flow to other countries of about 20 TWh.  
The German electricity grid is fully integrated in the network of the 
Union for the Co-ordination of Transmission of Electricity (UCTE). 
According to UCTE, the organisation coordinates the operation and 
development of the electricity transmission grid for 24 European 
countries in continental Europe. It provides a market platform to all 
participants of the Internal Electricity Market and beyond.3 

UCTE stands for an efficient and secure operation of the 
interconnected electrical “power highways” and gives signals to markets 
when system adequacy declines. UCTE issues all technical standards for 

3 www.ucte.org
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a co-ordination of the international operation of high voltage grids. The 
UCTE network provides a safe electricity supply for some 430 million 
people in one of the biggest electrical synchronous interconnections 
worldwide.

Figure 4 shows Germany’s physical cross border electricity flows in 
the year of 2007.

Figure 4. Physical energy flows in Germany, 2007 (in GWh).

Source: UCTE 2008
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Germany’s energy strategy

The objectives of energy policy in Germany form a triangle: 
• Energy security
• Competitiveness
• Sustainability

In the official documents and the homepage of the Federal Ministry 
of Economics and Technology which is in charge of energy policy, no 
assessment is made as to which of the three aspects of energy policy 
should be prioritised, thus, all three of them are to be achieved at the 
same time.

In practise, depending on the political and societal agenda, one 
or another goal will dominate the action of the government. After 
liberalisation and re-regulation during the previous years, sustainability 
became the most important issue. Prices, of course, have also been 
discussed in the public very intensively, but they are seen mostly as an 
international market issue which cannot be directly influenced. Much 
attention concerning sustainability issues is obviously to be paid to 
the threat of climate change, the works of IPCC, and the Stern Report. 
Germany intends not to stand aside but to act in order to mitigate the risks 
that have become more apparent. By doing this, Germany follows the 
European agenda which has also been influenced by German politicians. 
Especially in 2007, before and along with the German presidency of the 
European Council and the G8, Germany was very busy with a package 
of legislative measures aiming at the reduction of climate gas emissions 
and the increase of the share of renewable energies.

The quantified goals of energy and climate policy are also dominated 
by climate aspects:

• Reduction of CO2-emissions by 40% until 2020 (against 1990)
• Increase of the share of renewables in the electricity sector 

from the current level of over 13 per cent to 25−30 per cent in 
2020

Besides these there are the following less-specified objectives of 
energy policy:

• Broad energy mix
• Diversification
• Dialogue with producing countries
• Energy efficiency
• Consumer friendliness
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The most important laws and documents of energy policy are 
• Act on the structured phase-out of the utilisation of nuclear  

energy for the commercial generation of electricity (April 
2002). This Law made fundamental amendments to the 
1959 Atomic Energy Act: instead of aiming to promote 
nuclear energy, the purpose of the Act now is to phase out 
its use in a structured manner. This law was put into force by  
the red-green government and has not been changed so far by 
the grand coalition.

• Energy industry law (EnWG 2005). This fundamental  
law contains the named objectives of sustainability, 
competitiveness and security of energy supply as well as  
energy efficiency and consumer friendliness. It lays the 
foundation for the liberalised market for gas and electricity 
in Germany.

• At its meeting in Meseberg in August 2007, the Cabinet agreed 
on the ambitious so-called Integrated Energy and Climate 
programme consisting of 29 key elements. In December 2007, 
the Cabinet submitted a comprehensive package of 14 acts 
and ordinances. Other parts of the package were realised in 
June 2008 so that most of the intended aspects of the package 
have been put into force by February 2009. Among the 14 acts 
already submitted in December 2007 were the following:

- The Combined Heat and power Act aims at increasing 
the share of CHP in electricity production from the 
current level of around 12 per cent to around 25 per 
cent by 2020.

- The Energy Saving Ordinance will sharpen the building 
insulation standards by an average of 30 per cent 
from 2009. As a second step (planned for 2012), these 
efficiency standards will be tightened by a further 30 
per cent.

- The amendment to the Renewable Energy Sources Act 
(EEG) contains new provisions for regulating tariffs for 
offshore wind farms.

- In the Act on the promotion of Renewable Energies in the 
Heat Sector (Renewable Energies Heat Act, EEWärmeG) 
obligations to use renewable energies in new buildings 
are laid down.
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Besides these, a reform of vehicle tax to a pollutant and CO2 basis is 
planned and the electricity grid extension shall be accelerated by law so 
that larger quantities of renewable power can be fed into the electricity 
network.

• In August 2008, the Federal Ministry of Economics and 
Technology, led by Michael Glos from the Christian Social 
Union Party (CSU), published an Energy political programme 
which was not adopted by the whole Cabinet. It describes 
measures to increase energy efficiency and consumer 
friendliness and touches various points of energy policy. 
Among others it proposes to extend the running times of 
nuclear power stations to at least 40 years, a measure which 
would make a change of the nuclear phase-out law necessary. 
So far the Social Democrats have objected to do so. Therefore, 
this proposal can rather be understood as a contribution to 
the discussion about the future of nuclear power stations in 
Germany. CSU and CDU would like to extent the running 
times of the nuclear power stations. 

• The Oil and gas Market Strategy (November 2008) lays a 
focus in energy security aspects. It analyses the situation on 
the international oil and gas markets and demands more 
transparency and investment in the upstream markets. The 
EU security of supply package is mentioned and measures 
on the international and national level are discussed. Since 
most of these measures are demand side aspects, there are 
strong correlations with the Integrated Energy and Climate 
Programme. Mobility based on electricity is also a part of this 
strategy in order to reduce the dependency from imported oil. 
It enlarges the horizon of energy policy to social aspects by 
announcing higher helps for households with low income as a 
reaction on high energy prices. Apart from this there are not 
so many new aspects in this strategy.    

This list is just an extract from the large number of documents. It 
shows that climate gas mitigation, energy efficiency and renewable 
energies have a high priority in German energy policy. The reduction 
of the domestic energy demand by increasing the energy efficiency is 
supposed to increase the competitiveness of the German economy and to 
mitigate import dependency and carbon dioxide emissions. Renewable 
energies are not only seen as “green playing tools” any more but will 
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also reduce import needs and the emission of climate gases. In addition, 
Germany is proud to be a market leader in green technology. The early 
mover costs seem to have their return today: German wind energy and 
solar power producers are selling their products worldwide in a growing 
market and many new jobs were created in their companies.  

Despite this fact there is a lot of “traditional” energy policy going 
on. Nord Stream pipeline, subsidies for German hard coal mines, new 
locations for lignite mining or new coal and gas fired power stations 
are examples for this. It will take decades until Germany becomes 
independent of fossil fuels. So it will be a challenge to find the balance 
between traditional and new energy forms not only for policy makers 
but also for the companies.

Main actors and interest groups

It has been mentioned already that there are different players in 
Germany who are in charge of energy policy or try to influence it in 
different ways. Figure 5 visualizes the players. The graph and the 
following analyses are probably not complete but they may give a good 
picture of the most important stakeholders of German energy policy.

Formally, the responsibility for energy policy lies in the hands of the 
Federal Ministry of Economics and technology (BMWi). This ministry 
used to have a rather traditional view of energy policy. The integration 
of energy and climate policy was neither initiated by BMWi nor does 
it seem fully accepted by the Ministry yet. There are strong networks 
between BMWi and the energy industry. The bonds between BMWi and 
the industry have also led to an exchange of personnel in some cases: Dr. 
Werner Müller, who had worked in high-ranking positions at RWE AG 
and VEBA AG (today: E.ON), was the Minister of Economics between 
1998 and 2002. After that, he became Manager of RAG AG, the German 
industry group which is responsible for all of the German Hard Coal 
Mining and also had significant shares in other energy companies as well 
as a strong chemical leg and real-estate business. Under his supervision, 
the group was reorganised and split up in mining (RAG AG) and other 
industry activities (Evonik Industries AG: power, coal trade, chemicals, 
real-estate).

His Secretary of State, Dr. Alfred Tacke, became CEO of Steag AG, 
which was renamed to Evonik Steag GmbH in 2007. All energy activities 
of the Evonik Industries Group today are bundled in this company 
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which produces some 40 TWh of electricity in Germany. These are just 
some examples and do not say anything about the quality of decision 
making in BMWi. 

Figure 5. Players and stakeholders of Germany’s energy policy.

In the last years, the Ministry appeared somewhat slower and rather 
defensive compared to the Ministry for the Environment, nature 
Conservation and nuclear Safety (BMU). Most of the legislative work 
for climate policy was done in the BMU. BMU set the agenda for climate 
issues and by doing so strongly influenced energy policy.

BMWi tried to avoid that policy turned too green in order to protect 
the economy from damage. Clean power plants, Renewable Energy 
Acts, Building standards — most of the very influential acts were written 
by BMU. As is already shown in the name of the Ministry, it is also 
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The Federal Chancellery formally has the competence to set the 
guidelines for all policy fields. It was in the 1970s that the Chancellor 
Helmut Schmidt set clear signals in energy policy: following the 
energy crisis the motto was: “Away from oil!” (“Weg vom Öl”). After 
that, most chancellors had no special affinity to energy and let the 
Ministers of Economics and the Environment compete for the best 
concepts. Federal Chancellor Dr. Angela Merkel as a physicist has 
shown stronger interest in energy questions and implemented the so 
called “Energy Summits” in Germany, which were supposed to bring 
along new concepts or ideas for an energy strategy. The Chancellery 
has taken the role of the moderator in these summits which is probably 
a good description for the role of Angela Merkel in the government 
in general. While the three summits themselves, which took place in 
April and September 2006 and in July 2007, had no major direct impact 
they can be seen as a step towards the Cabinet’s Integrated Energy and 
Climate Package that was submitted in Meseberg in August 2007 (see 
above). Besides her national moderating role, Angela Merkel was a 
major actor of the G8 declaration in Heiligendamm, where the group 
agreed to “consider seriously the decisions made by the European 
Union, Canada and Japan which include at least a halving of global 
emissions by 2050.” (G-8 Summit declaration, Chair’s Summary, June 
2007). The challenging EU goals regarding climate protection (20% 
share of renewables, 20% climate gas reduction, 20% energy savings) 
against the baseline scenario until 2020 were also defined under 
German presidency. Thus, on an international level the Chancellery 
maybe has a stronger role in energy questions than domestically. 
However, in 2008, the chancellery has not shown further effort to 
accelerate the process of implementation.

The Ministry of Foreign Affairs (AA) had not visibly taken part in the 
discussion about energy policy until the last years brought energy security 
high up on the agenda. Nowadays, energy is a high priority issue in the AA. 
Although there is no clear competency from an institutional perspective, 
AA is trying to find its role especially in issues of international energy 
security, dialogue with producing or transit countries and the other great 
consuming nations. To give an example: Minister Frank-Walter Steinmeier 
succeeded in negotiating a memorandum of understanding with Nigeria 
in August 2008 to intensify co-operation in energy issues. This agreement 
included deliveries of LNG to Germany. So the importance of AA has 
increased in the last two or three years.
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Among the other actors and groups that are shown in Figure 5 there 
are obviously two main groups: the companies of the energy industry 
and the population, respectively, non-governmental organisations. 

It is a question of perception whether the influence of the energy 
industry is seen as a blessing or a threat to energy policy in Germany. 
It has been discussed recently whether companies should give strong 
impacts on acts or not. One of the laws of the Integrated Climate and 
Energy Package is the Carbon Capture and Storage (CCS) law. This law 
is very important for the investment decisions in power plants and is 
needed urgently. The energy industry set the government under pressure 
aiming at a quick decision about the law. Some of the pending decisions 
might have very severe and long-lasting impacts on the places where 
Carbon Dioxide would be stored underground. In November 2008, the 
energy industry (among others RWE and Vattenfall, the largest users of 
lignite in Germany) presented a proposal for a law on CCS. In March 
2009, a draft of the law was discussed in the German Cabinet. Finally, 
it seems that the industry is satisfied with the outcome, although in 
the meantime high-ranked energy managers criticised all possible 
changes on the draft. In fact it seems that the Cabinet’s draft is a trade-
off between industry and the Government. This is a good example, how 
energy policy functions: all sides fight for their interests and at the end 
they find a solution which is viable for the industry and for the public. 
However, a high number of jobs are still connected with lignite and coal 
mining in Germany.

Further, the role of the population and the Non-Governmental 
Organisations (NGO) as well as citizen groups shall be pointed out. The 
German population today is strongly conscious of its rights and the power 
to move politicians especially shortly before elections — either on regional 
or on nation level. Citizen groups and NGOs are well organized and 
linked together. Thus, when projects are planned that for various reasons 
are seen critically, an intensive public relation work starts. Examples for 
this are hard coal fired power plants, high voltage electricity lines or 
interim storages for nuclear waste. It is very difficult for a project carrier 
to realise a project when there is a strong public opposition against it. In 
the German political system there are three, respectively, four political 
levels: the municipal (local) level (Gemeinden, in 2006: over 12,000), 
the districts (Kreise, 439), the Federal Lands (Bundesländer, 16) and the 
Federal State (1). Especially politicians on the municipal and the district 
level are very much dependent on the local aspects of their policy. Local 
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press is always interested in news about citizen groups or conflict about 
local projects, thus, it multiplies popular emotions. In case the local 
publicity is strongly opposed to a project, a local politician will always 
fear to speak clearly in favour of it. The local administration has a strong 
influence on the licensing process in certain aspects. Although projects 
cannot be stopped by “slow administration”, project timetables could be 
delayed when the local authorities have orders to “check intensively”.  
The motives of citizen groups can be various: fears of environmental 
damage or threats to human health are important aspects. But just as 
much could house owners be afraid that the value of their real estate 
could decrease when their windows are facing a new power plant. For 
environmental NGOs obviously climate and environmental aspects play 
the highest role. Established environmental groups like WWF, NABU 
(Naturschutzbund Deutschland) or Greenpeace also have a formal role 
in the authorisation process so that their objections will be considered 
anyhow. So it is crucial for the utilities or transmission system operators 
to involve the local public and the NGOs into their plans and to inform 
all stakeholders proactively. Round table discussions with the local 
population and all relevant groups have shown good results: projects 
had less “bad press” and discussions could in some cases be brought 
back to facts.

In conclusion, it can be said that the triangle of objectives 
(competitiveness, sustainability and security of supply) has led to a 
long-lasting competition between the Ministry of Economics and the 
Ministry for the Environment about leadership in and the concepts for 
energy policy in Germany. Although this competition somehow is a 
mirror of the trade-off between the objectives it seems that it is now the 
time for a rather integrated approach of energy and climate policy, both 
in concepts and in institutions. Many of the questions on the agenda 
need a broad consensus to create a clear framework. The chancellery 
has tried to moderate such a consensus but has lost its ambitions in 2008 
as it seems. It might be the task of a coming government to reorganize 
energy governance and overcome this conflict for the sake of the 
challenges ahead. 

regional implications

Located in the centre of Europe, Germany has a strong transit and 
intermediate role both from an economical and governance perspective. 
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Germany is strongly linked with international institutions and is part of 
the international “family” of climate negotiations. Naturally, Germany’s 
national interests are also part of its negotiating efforts within 
international contexts. 

The Baltic Sea region is probably not the most important area to 
make policy about from a German perspective. The Transatlantic 
Agenda has surely a higher priority: the Ministers of Foreign Affairs 
and the Environment have brought up the idea of a “Transatlantic 
Climate Bridge”. Russia as the most important energy supplier has 
been and will remain as an important partner in energy questions. 
In addition, Germany is engaged in the EU and tries to increase its 
stake in the Solar Plan, a project of the Union for the Mediterranean, 
through which electricity from solar thermal power plants in North 
Africa are to be imported to Europe. Germany is also promoting a 
German−Chinese Climate Bridge and is engaged in many other 
dialogues. 

However, a dialogue with its neighbours around the Baltic Sea 
has been an important piece of Germany’s policy. Germany does not 
only foster the Polish−German relations but is also a member of a 
number of organisations which deal with various aspects of economic 
or environmental cooperation as well as energy aspects in the Baltic 
Sea region. One of them, the Council of the Baltic Sea states (CBSS) 
has founded a forum named Baltic Sea Region Energy Co-operation 
(BASREC) which deals especially with energy questions. 

Germany, on the other hand, has also bilateral connections to most of 
the Baltic Sea States in one or another way. Energy cooperation, especially 
in the field of energy infrastructure, has a long tradition. It was a German 
energy manager from the E.ON predecessor PreussenElektra who had 
the idea to build the Baltic Ring, a high voltage direct current electricity 
network around the Baltic Sea.

Eventually, only two shorter direct current energy cables through 
the Baltic Sea were realised: the Baltic Cable between Sweden and 
Germany and the Kontek Cable which links Denmark and Germany. 
Offshore gas pipelines have not been installed yet, but besides the 
Nord Stream Pipeline there is another gas import project planned 
(cf. Chapter 1). Just like its “sister”, the North Sea, the Baltic Sea is 
intensively used by its riparian states.4 Fishery and shipping lanes 

4 Cf. http://www.bsh.de/de/Meeresnutzung/Wirtschaft/CONTIS-Informationssystem/index.jsp
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are the most important uses but there are also military uses and 
mining of sediments as well as many tourist attractions along the 
Baltic shore.

Example 1: regional assessment of nord Stream Pipeline

No project, however, has led to comparably high emotions and 
debates as the nord Stream Pipeline. From the beginning, this pipeline 
has caused severe concerns about energy security not only in Poland 
and the Baltic States but also in countries as far away as the USA. Would 
Germany, would Europe become too dependent on Russian gas and 
loosen its alliance with the US? Do Germany and Russia make energy 
policy over the heads of their neighbours?

From a German perspective, this project brings Europe and Russia 
closer together and thus increases dependencies. But still Russia’s 
dependence on Europe as a customer seems even higher than that of 
Europe in Russia. Eventually, Russia’s share in gas imports to the EU-
27 will stay clearly under 50%. Germany alone will not need 55 bcm of 
natural gas, French and Dutch gas companies have also contracted parts 
of the volumes. So the project ensures the growing import demand for 
natural gas in Middle Europe following the decrease of domestic gas 
production. 

Poland has suggested the Amber project as an alternative to Nord 
Stream. This gas pipeline should be built between Valdai in the Russian 
district of Novgorod through Latvia, Lithuania, and Kaliningrad to the 
Polish city of Wloclawek. From there the gas could be transported to 
Germany. The advantage for Poland and other transit countries would 
be that the gas would flow physically through their respective territory, 
and thus, increase the security of supply in these countries from an 
infrastructural perspective. The high dependency on Russian gas in 
these countries would not be reduced whatsoever. The idea behind 
it might be that a second corridor with high relevance for deliveries 
from Russian gas to the West would surely not be switched off so easy. 
Last but not least, the transit states would profit from transit fees. In 
contradiction to that, Poland (and Belarus) will lose transit fees from 
gas transports through the Jamal Pipeline when Nord Stream will be 
fully operational. This effect might partially vanish in the long run 
when European gas imports grow. But in the first years it will probably 
lead to severe losses.
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The Russian side has denied that a project like Amber could be 
economically feasible compared to Nord Stream and has pointed out 
to the fact that more transit countries make it more difficult to realise 
a pipeline project like this. According to the Nord Stream consortium, 
environmental assessments worth 100 million € have already been 
carried out or were assigned. For Nord Stream it would be a severe 
loss if the pipeline would be stopped from being built. So from an 
economical perspective there is no doubt that Nord Stream shall be 
built. The political backing has also been strong. Both the German 
and Russian governments and the EU Commission have declared 
that Nord Stream has high priority and is needed for European gas 
supply.   

So after all Nord Stream is in fact an ambivalent project that  
pulls countries apart and pulls others together at the same time. The 
German partners probably still hope that, once the pipeline is there, 
its benefits will also be apparent to the neighbours. Eventually, Polish 
gas companies might import Russian gas over the Nord Stream  
system, which might be safer than to import it directly from Russia. 

Example 2: offshore wind and electrical “super grid” 

The EU has set a challenging 20% goal for renewable energies share 
in energy supply until 2020. Germany is planning to increase the 
share of renewables in power production from today’s 13% to 25−30% 
until 2020 and further after that. With the limited potential on land, 
offshore wind becomes an increasingly important option. Within the 
German exclusive economic zone of the Baltic, about 11 offshore wind 
farms have been planned (see Fig. 6). Six of them have already been 
approved by the authorities; one of them is already built. In the long 
term, several thousand megawatts of electrical capacity will be installed 
in the Baltic Sea. The integration of large quantities of offshore wind 
energy into the electrical power system requires a strong expansion 
of the existing power lines. International cooperation is also needed. 
In windy times, electrical input from wind power will be so strong 
that the electric energy will have to be spread maybe even across the 
neighbouring countries. The ideal complementary for wind energy in 
this respect is hydro energy, which can serve as power storage in times 
when more power is produced than needed. For this strong border-
crossing capacities in electricity networks are needed. For longer 
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distances, High Voltage Direct Current (HVDC) cables will be the best 
solution, some of them through or around the Baltic Sea. The stronger 
the “super grid” is, the better the necessary balance between the power 
systems can be achieved. 

So the meaning of the Baltic Sea for energy supply is about to rise 
in future. All projects which are crossing one or more border have to 
respect to international law, especially the Espoo Convention. For the 
respective sections of the projects, national law will have to be respected, 
too. From a technical or legal viewpoint, there is a clear framework for 
international cooperation across the Baltic Sea. 

At the end of the day all projects underlie political assessments 
with every partner having its own perception about risk. The Baltic Sea 
region will benefit from energy projects when it comes to cooperation. 
After the dust of dispute about Nord Stream will have settled, this will 
become much more visible. 

Figure 6. Wind farms in the German part of the Baltic Sea. 

Source: Deutsche Energie-Agentur / Bundesamt für Seeschifffahrt und Hydrographie. 
Translations: Author
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Concluding remarks

With 331 Mtoe domestic energy demand Germany is the largest 
energy user in the European Union. Today’s energy import quota is 72%5 
and will continue to grow in future due to a cutback in the domestic 
production of hard coal and gas. An increase of energy efficiency on the 
other hand will lead to a decreasing total energy demand (−7 to −16% 
until 2030) and renewable energies will substitute a significant share of 
the fossil fuels that Germany relies on today. 

Germany’s energy strategy aims at sustainability, energy security and 
competitiveness of energy supply. Practically the sustainability aspects 
had priority in the last years although many of the measures (energy 
savings, renewables, etc.) also enhance the security of energy supply. 

The Ministry of Economics is formally in charge of energy policy, but 
the Ministry for the Environment has dominated the discussion about the 
future of energy supply in Germany. Both houses — namely, the parties of 
the Ministers — disagree on the assessment of nuclear energy. In the grand 
coalition the nuclear phase-out law will most probably remain unchanged.  
The Chancellery has moderated high-level energy summits. But its 
relevant successes can rather be seen in the Integrated Climate and 
Energy Programme for Germany, the 20-20-20 goals for the EU and the 
G8 declaration of Heiligendamm to “consider seriously... a halving of 
global emissions by 2050”.

The Baltic Sea region is just one out of many dialogues that Germany 
is engaged in. However, Germany is interested in good relations with its 
neighbours around the Baltic Sea. Perceptions about the Nord Stream 
Pipeline are different around the Baltic Sea. From a German viewpoint, 
Nord Stream is a European project as Germany will only need some of 
the gas that can be imported through this pipeline. Due to a strongly 
decreasing gas production in the Netherlands and the North Sea, 
additional import capacity is needed. It is mainly an economical decision 
by the pipeline consortium to build Nord Stream as it is planned. 

Other energy infrastructure like High Voltage Direct Current cables 
to Sweden and Denmark do exist or are planned. At least 11 offshore 
wind farms are projected in the German Exclusive Economic Zone of 
the Baltic Sea. They will also need further international cooperation 
as considerable amounts of wind energy are easier to acquire in the 

5 With uranium counted as domestic source of energy, the quota is 62%.
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network with strong international border-crossing capacities. In the 
long run, an international HVDC “super grid” might help to distribute 
green energy around the Baltic Sea and to enhance energy security in 
the electricity sector. 

The Baltic Sea region will benefit from energy infrastructural 
projects. Disputes about Nord Stream may overshadow this for a while. 
However, eventually, the future challenges can be solved only through 
cooperation. 



EnErGY PoLICY oF ruSSIA: 
StILL In A StAtE oF FLuX? 

Tatiana Romanova1

Introduction 

The present contribution is structured along the same lines as other 
country-related chapters of this study (energy resources, consumption 
and patterns of transportation; energy regulation; energy actors; and 
engagement in the Baltic Sea region). However, the Russian case is 
specific due to Russia’s rich endowment with energy resources, its sheer 
size and global ambitions. The importance of these factors and the fact 
that for Russia regional cooperation is not the issue of primary strategic 
thinking is reflected throughout the paper.

The first part of the study looks at the energy resources of Russia, 
current trends in their exploration and development as well as in 
national consumption and export. It also highlights the importance of 
transit routes going through the Baltic Sea region.

The second part is devoted to the energy regulation in Russia. It 
starts with a brief description of the 2003 Energy Strategy of Russia. 
The bulk of this part, however, concentrates on the logic of the strategic 
energy thinking, which is brought forward by the state, the main agent 
of Russian modernization. The crux of this energy thinking is a peculiar 
combination of the internal energy thinking reform (or rather the lack 
of this reform and growing centralisation), maximization of profit from 
the sale of oil and gas abroad and an effort to maximize the political 
weight through the use of energy trade. Each of these three elements 
is analyzed separately before being brought together, to highlight their 
mutual contradiction.
1 Associate Professor, School of International Relations, St. Petersburg State University (Russia); 

e-mail: romanova@mail.sir.edu
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The third part of the chapter deals with the key actors in the Russian 
energy sector. The centrality of the state as a regulator and the owner of 
substantial resources and energy companies is highlighted and explained 
through the tradition of Russian economy and steps undertaken by the 
current leadership. This part also highlights high monopolization of the 
energy sector and low predictability of the regulation.

Last but not least, the paper addresses the case of Russian involvement 
in the Baltic Sea region. Five aspects are considered as drivers of Russian 
interest to the region (transit infrastructure, supply commitments, 
interest to the distribution market, energy efficiency projects, and supply 
to the Kaliningrad region). However, the number and scale of these 
drivers has not so far advanced energy cooperation in the region. This is 
mainly due to the perceptional problems on the Russian side and to the 
critical assessment of the past by the Baltic countries and Poland.

russian energy: a snapshot 

Russia is richly endowed with oil and natural gas resources and has 
numerous coal mines, which make it the key energy exporting country of 
the region (and one of the most important in the world). Overall Russia 
produces much more energy than it needs for its internal consumption. 
Therefore, a large portion of oil and gas and some electricity are exported, 
making Russia one of the key players in the international energy arena.

The following two figures present a snapshot of overall energy supply 
and demand in Russia. The rest of the paper concentrates on oil, natural 
gas, and electricity.

Figure 1. Energy supply, mln tonnes of oil equivalent, 2006.2

2 Госкомстат. Баланс энергоресурсов за 2006 г. [Energy Resources Balance 2006].  http://www.
gks.ru/bgd/regl/b07_13/IssWWW.exe/Stg/d03/13-13.htm, 2007.
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Figure 2. Energy demand, mln tonnes of oil equivalent, 2006.3

For the last five years (2003−2007), Russia’s proven resources have 
been constantly growing (in accordance with the world dynamics). 

Table 1. World proven oil resources and russia’s share in them4 

2003 2004 2005 2006 2007
World proven  
resources (bln t.)

166.446 167.622 169.330 169.148 168.6

Russia’s proven  
resources (bln t.)

10.164 10.514 11.074 11.130 10.9

Russia’s proven  
resources (% of 
world)

6.1 6.3 6.5 6.6 6.4

Table 2. World proven natural gas resources and russia’s share in them5

2005 2006 2007
World proven resources (bln cubic 
metres)

180,200 181,460 177,360

Russia’s proven resources (bln cubic 
metres)

47,660 47,650 44,650

Russia’s proven resources (% of 
world) 

26.44 26.3 25.2

3 Госкомстат. Баланс энергоресурсов за 2006 г., op. cit.
4 British Petroleum. Statistical Review of world Energy. June, 2008.
5 Ibid.
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However, the information on proven oil and gas resources of Russia 
remains classified, and therefore, the figures in different sources vary a lot, 
which opens the window for multiple speculations. For example, Russian 
Energy Strategy states that Russia possesses 45% of the world’s natural gas 
reserves, 13% of the world’s oil resources. At the same time, according to 
the British Petroleum data, Russian oil resources make about 6.5% of the 
world proven deposits, whereas proven deposits of natural gas in Russia 
make about 26% of the world deposits. One possible explanation can be 
varying methodology for assessing oil and gas resources in Russia and 
in the world. Another one is insufficient exploration (some calculations 
show that only about 30% of Russian fossil fuel has been proved). 

The scope of oil and gas exploration activities (as well as relevant 
investments) dramatically decreased following the collapse of the Soviet 
Union. This was due to the combination of privatization in oil and gas 
sectors and inadequate market regulation in the 1990s. At present, oil 
exploration activities only approach the level of the 1980s. The recent 
increase is due to the activities of some oil companies (Rosneft, Lukoil, 
Slavneft, TNK-BP) as well as to the adoption of a state programme targeted 
at the renewal of mineral-resource basis of Russia. However, the division 
of responsibilities in the field of exploration between the state, on the one 
hand, and oil and gas companies, on the other hand, remains ambiguous. 

The most frequent way for Russian oil and gas companies to enlarge 
their proven resources today is to acquire other companies, which 
possess already developed resources. Between 2001 and 2006, mergers 
and acquisitions within Russian oil and gas sector reached 50 bln USD 
(whereas investments of oil companies in the development of new 
resources amounted to only 36.6 bln USD). Another way for Russian 
oil and gas companies to improve the resource basis is to change the 
method of assessment to a more optimistic one, or to increase the share 
of extractable fossil fuel due to the change in technologies and methods.  
As a result, low investments in new production sites will most likely delay 
the production in new fields.6

The extraction of oil and gas in Russia has been recently growing. This 
increase is mainly due to the recovery of fossil fuel production after the 

6 See Milov, V. Various presentations at www.energypolicy.ru; Милов В.  “Анатомия одного за-
блуждения” [Anatonomy of some delusion].  Russia in global Affairs, Moscow, 2006. http://
globalaffairs.ru/articles/6084.html; Also, Vahtra, P., Ehrstedt, S. “Russian Energy Suppliers and 
the Baltic Sea Region”. Electronic publications of pan-European Institute, No. 14. Turku: Turku 
School of Economics, 2008. 
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crisis of the 1990s as well as to the high oil and gas prices until mid-2008. 
The dynamics of recent years is reflected in Tables 3 and 4. Companies 
Lukoil, Rosneft and Tatneft have been the key contributors to the recent 
growth of oil production, whereas gas production was increased due to 
the efforts of the so called independent natural gas producers (INGP), 
i.e. not Gazprom.

Table 3. dynamics of oil production in russia and in the world7

2003 2004 2005 2006 2007
Oil output in Russia (mln 
tonnes)

421.4 458.8 470 480.5 491.306

World oil output (mln 
tonnes)

3701.1 3866.7 3897.0 3914.1 3905.9

Oil output in Russia (% of 
world production)

11.4 11.9 12.06 12.3 12.6

 

Table 4. dynamics of natural gas production in russia and in the world 8

2003 2004 2005 2006 2007
Natural gas output 
in Russia (bln cubic 
metres) 

578.6 591 598 612.1 607.4

World natural gas 
output (bln cubic 
metres)

2618.8 2703.7 2775.5 2872.2 2940.0

Natural gas output 
in Russia (% of 
world production)

22.13 21.86 21.5 21.4 21

7 British Petroleum, 2008, op. cit. 
8 Composed on the basis of British Petroleum, 2008, op. cit.
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Before the financial turmoil of 2008, both Russian oil and natural 
gas outputs were projected to grow (see Figures 3 and 4).9 However, the 
decrease of demand coupled with lower oil prices can negatively influence 
Russian extraction plans. The price-level is particularly significant for 
the further increases in oil and gas production in Russia because most of 
the easily extractable resources have already been developed and further 
production requires substantial investments, development of new sites 
and construction of additional infrastructure.

 
 
 

Figure 3. development of oil production in russia, mln tonnes.10

Russian oil companies currently lose about 65% of the resources 
during the extraction, utilizing roughly 30−35% (with the world average 
being 50%). This means that production can also be increased through the 
introduction of new technologies and improvement of transportation. 

Figure 4. development of natural gas production in russia,  
bln cubic metres.11

9 Российская Федерация [Russian Federation]. Энергетическая стратегия России до 2020 
года.  Утверждена распоряжением Правительства Российской Федерации № 1234-р от 28 
августа 2003 года [Russia’s Energy Strategy until 2020.  Approved by the Government Decree 
№ 1234-p on 28 August 2003]. Moscow, 2003.

10 Ibid.
11 Ibid.
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Russia consumes about 3% of world oil and about 15% of the world 
natural gas production (precise figures are reflected in Tables 5 and 6). 
This is an additional confirmation that Russia internally uses much less 
fossil fuels than it develops, being a net exporter. The current energy 
planning of the energy strategy demonstrates that this situation will 
persist. The bulk of the Russian oil and natural gas export goes to 
Europe.
 
Table 5. oil consumption in russia and in the world12

2003 2004 2005 2006 2007
Consumption in Russia (mln 
tonnes)

123.4 123.3 121.9 127.1 125.9

World consumption (mln 
tonnes)

3681.8 3823.7 3871.0 3910.9 3952.8

Consumption in Russia (% of 
the world)

3.35 3.22 3.15 3.24 3.19

Table 6. natural gas consumption in russia and in the world13

2003 2004 2005 2006 2007
Consumption in Russia (bln 
cubic metres)

392.9 401.9 405.1 432.1 438.8

World consumption (bln cubic 
metres)

2580.9 2689.2 2765.2 2834.4 2921.9

Consumption in Russia (% of 
the world)

15.17 14.9 14.57 15.15 15.02

Russia produces substantial amounts of electricity. Most of it comes 
from thermal stations (processing natural gas and coal) and is used 
inside the country. However, Russia also exports significant amounts of 
electricity to Finland, Poland, and Baltic States; some electricity is also 
exchanged between Russia and Central Asian countries. 

12 British Petroleum, 2008, op. cit.
13 Ibid.
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Figure 5. development of electricity generation in russia, tWh  
(favourable scenario).14

The energy strategy of Russia foresees the development of nuclear 
generation capacities in the European part of Russia, coal-fire generation 
in the Urals, Siberia and the Far East, and construction of hydro power 
capacities in Siberia and the Far East. By 2020, Russia will generate 62% 
of its electricity at thermal stations, 22.5% — from nuclear sources, and 
15.5% — at hydropower facilities.

Europe is the main export market for Russian oil and gas. Currently, 
substantial amounts transit through the Baltic Sea region (i.e. the Baltic  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Map 1. russia: Main oil export pipelines15

14 Российская Федерация, 2003, op.. cit.
15 Diagrams and Maps.  Russian Oil and Gas Production.  Russian Analytical Digest, 2007, April, 

No 18, p. 12. http://www.res.ethz.ch 
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Pipeline System, Russian−Belarus−Lithuanian oil pipeline), Northern 
Druzhba oil pipeline (Russia–Ukraine–Poland–Germany). Southern 
Druzhba oil pipeline is used to supply oil to the south of Europe (see 
Map 1). With the oil increasingly being shifted from Northern Druzhba 
to the currently constructed second Baltic Pipeline System, the role of 
the Baltic Sea region in the Russian energy thinking will increase. 

At the European direction, Russia also plans construction of a 
link between Burgas and Alexandroupolis to bypass Bosporus and 
Dardanelles; as well as broadening of the present Black Sea capacities. 
In the Asian part Russia considers development of Angarsk–Nahodka 
oil pipeline (with a branch to China) and the infrastructure to export 
fossil fuels that are developed at Sakhalin-1 and Sakhalin-2. 

The key natural gas transportation routes are Brotherhood, Northern 
Lights, more recent Yamal-Europe, and Blue Stream gas pipeline systems, 
which start in West Siberia and go through Central Europe to Western 
Europe (via Turkey in the case of the Blue Stream). See Map 2.

Map 2. russia: Main gas export pipelines16

16 Ibid., p. 13.
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Russia also promotes several new projects of natural gas 
transportation. The most significant ones are: 

the North-European gas pipeline, or Nord Stream (that would link • 
Russia and Germany under the Baltic Sea), 
Caspian pipeline (to increase the export of Central Asian natural • 
gas through Russia), 
South Stream gas pipeline (that would link Russia with Italy via the • 
Black Sea, Bulgaria and the Adriatic Sea).

The development of Nord Stream will clearly have an impact on 
the importance of the Baltic Sea region in the Russian strategic energy 
thinking. Some recent studies demonstrate that Nord Stream can be 
postponed due to the lack of gas exploration and the priority given to the 
South Stream.17 This might well happen following the recent gas conflict 
with Ukraine and the decrease of the world demand due to the current 
economic crisis. However, in the long-term, the strategic importance 
of the Baltic Sea region is bound to increase (and Nord Stream — to be 
implemented).

Russian electricity is mainly exported through an electricity line 
between Russian and Finland, links between Russia and the Baltic 
countries, and between Russian Kaliningrad region and Poland. Russian 
generating companies are looking for a way to increase their export to 
the neighbouring countries. However, the energy systems of Russia 
and the three Baltic countries function in a regime, which is different 
from that of Finland and Poland. This technical difference and some 
market distorting practices in Russia significantly inhibit the growth 
in the export of Russian electricity. In 2008, the EU and Russia (and 
relevant electricity operators) agreed to work towards the gradual 
synchronization of their energy systems.18 

russia’s energy strategy: 
key ideas and contradictory implementation

Russia’s Energy Strategy until 202019 outlines four priorities, which 
are clearly not politicized. Firstly, it stresses the necessity to ensure stable 

17 Vahtra, P., Ehrstedt, S., 2008, op. cit. 
18 EU−Russian Energy Dialogue. Ninth progress Report, presented by European Commissioner for 

Energy Andris piebalgs and Minister of Energy of the Russian Federation Sergey Shmatko.  Paris, 
October 2008.  

19 Российская Федерация, 2003, op. cit.
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energy supply to the internal market of Russia and to the consumers 
outside of the country. Thus, the underlying idea is that Russia is prepared 
to honour all its supply obligations both internally and externally. 

Secondly, the aim is to increase energy efficiency and to minimize 
the environmental impact of energy development, transportation, 
and consumption. This priority is meant to ensure that there is no 
contradiction between the energy thinking, on the one hand, and 
the sustainable development (including the prevention of the climate 
change), on the other hand. Through this priority, Russia also proves that 
it is a responsible member of the international community, belonging 
to the club of “good” countries. It is worth pointing on this occasion 
that Russia has a lot to do in this sphere because on average its energy 
intensity is 2.3 times higher than the average in the world (adjusted by 
the purchase power parity). 

The third priority is to create conditions for the financial and 
economic stability of the energy structures and institutions. That set of 
actions is meant to guarantee steady development of the sector. 

Last but not least, the strategy mentions the need to ensure innovative 
development of the sector through its dramatic modernization, 
introduction of new technologies and decommissioning of aging 
infrastructure.

Three fundamental factors predetermine the specificity of the 
Russian strategic energy thinking and its implementation. The most 
obvious and yet frequently neglected factor is that Russia is not only 
a key producer but is also an important energy consumer. The country 
is characterized by significant disproportions, with the majority of 
production facilities and over 60% of the population residing in the 
European part, and with the bulk of hydrocarbons being located in 
the Siberia. Thus, a considerable redistribution and long-distance 
transportation is often required. Moreover, the sheer size of the 
country and the need to deliver oil and gas but also electricity to remote 
places make the organization of the consumption quite a challenge 
sometimes. (To ease the problem of long-distance transportation, 
Russia currently improves nuclear and hydro generation and plans to 
enlarge the development of fossil fuel in Eastern Siberia and North-
Western Russia.)

Therefore, Russian energy strategy has an important regional 
component. Specific needs of different regions require tailor-made policy 
for each part of Russia and presuppose considerable decentralization. 
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However, for the last eight years, the energy policy of Russia has been 
characterized by growing centralization, driven by the ideology of the 
vertical of power as well as by the fear of the federal government to 
undermine the singularity and homogeneity of the internal economic 
space. Most prominently, in 2004, the so-called principle of two keys 
(which gave regional authorities a say in the development of certain 
deposits) was taken out of the law on entrails.20 As a result, the 
competences of regional energy authorities decreased.

Kaliningrad region of Russia, which is separated from the mainland 
of Russia by Lithuania and is itself sandwiched between Lithuania and 
Poland, is not self-sufficient. Most of the oil and natural gas are therefore 
transported from the mainland of Russia either by tankers (through the 
Baltic Sea) or transiting through Belarus and Lithuania. Thus, fulfilling 
Russian regional energy supply obligations requires considerable 
cooperation in the Baltic Sea region.

Another issue of the Russian internal market is that of its reform. 
Russia inherited from the Soviet period a very uncompetitive structure 
of energy supply with low domestic prices, cross-subsidization (from 
big industry to households, from energy-rich regions to energy-deficit 
ones). Oil sector was reformed through unbundling (i.e. separation 
of production and distribution from transportation) at the beginning 
of the 1990s. At present, it is characterized by the oligopoly of ten oil 
companies. However, the reform led to some optimization of the oil 
sector, increase in investments and improvement of energy-efficiency 
throughout the production chain. 

It took several years to reform the electricity sector of Russia along the 
same (unbundling) lines. The generating capacities were separated from 
the transit and distribution with the transit being controlled by the state 
and the other two segments being opened to competition. The reform was 
completed by 1 July 2008 with the RAO UES being officially disbanded 
on that date. Electricity prices increased and the cross-subsidization was 
mostly removed. The potential for competition in the sector increased 
as well. However, at present, quite a lot of grey areas are left in terms 
of the division of competences between the newly independent entities 
and the ways to ensure their collaboration. Therefore, it seems that 
it will require additional time and may be regulation to clear up the 
functioning of the electricity sector.
20 Российская Федерация. Федеральный закон “О недрах” [Federal Law “On Entrails”] No. 

2395-1 of 21 February 1992 г., current version is from 29 April 2008 (N57-ФЗ).
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Finally, the liberalization of the natural gas sector (with the similar 
principle of unbundling) was contemplated for a while but has 
eventually been abandoned in 2003. Instead, the leadership of Russia 
and the Gazprom management opted for a gradual increase of domestic 
prices21, elimination of cross-subsidization, and increased transparency 
of Gazprom’s operations. However, Gazprom preserved its transit 
monopoly coupled with the right to develop the majority of the gas 
fields in Russia. 

Energy efficiency and energy-saving are also prioritized in the 
domestic market. However, they currently receive the least of the 
attention in Russian strategic thinking and its implementation. 
Moreover, the Energy Strategy of Russia stresses that natural gas has 
a disproportionally high share in the energy balance of Russia, and its 
consumption has to be reduced (through its substitution with coal). 
This step goes against the trend, which is currently observed in most 
developed countries, where consumption of natural gas goes up due to 
its being the cleanest and most efficient source of energy production. 

The suspicion is that Gazprom is trying to save some natural 
gas in the internal market to fulfil its obligations externally. As a 
result, the specific steps in the internal market (decrease of natural 
gas consumption and shift to coal) contradict the broader goal of 
increasing energy efficiency and energy-saving and minimizing the 
environmental impact of energy use.

The second fundamental factor that predetermines the specificity 
of Russian energy thinking is the desire of the current leadership to 
maximize profit from energy sales. On the one hand, the present 
leadership of Russia is personally interested in the gas and oil 
revenues. On the other hand, these revenues are meant to reform 
the rest of the economy and to guarantee its drastic modernization 
and adaptation to the needs of the post-industrial society. (Currently 
energy production guarantees one-fourth of the GNP and about one-
third of national industrial output.) Either way the interest in profit-
maximization makes Russian energy thinking increasingly business-
oriented. However, profit maximization does not mean establishment 
of stable market conditions for all companies. Rather, it translates into 
the support of specific companies (mostly those with the huge state 
participation). 
21 Today’s dynamics of price increases is fixed in the Government decision No. 333, of 28 May 

2007.  
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This attitude is not surprising given the specificity of Russian 
capitalism with the huge dominance of the state as the key player 
(and the main agent of modernization) and the disbelief in the self-
organization of the market. This phenomenon has also been termed 
“resource nationalism” and is, in fact, characteristic of many other 
producing countries (not solely Russia). In the Russian case, however, 
it can also be conceptualized as a preference to interfere in energy deals 
at the micro-economic level rather than sticking to macro-economic 
regulation, which would be about establishing equal conditions. 

Russian energy thinking sees several ways to maximize profit. One 
is to guarantee that large easily accessible deposits are developed by 
Russian state companies. Hence, in 2008, the law on investments in 
strategic sectors was adopted.22 It limits the share of foreign investments 
to 50% (25% in case of an intergovernmental organization or a state 
company) in 42 different sectors (including oil and natural gas deposits, 
which exceed, respectively, 70 mln tonnes and 70 bln cubic metres). 

Another way for Russia to guarantee profit maximization is to invest 
in natural gas distribution in its principal export market, the European 
Union. The inherent idea is that the margin of profit in the distribution 
is the highest one while upstream market requires most of the 
investments. Therefore, Russia considers access of Russian enterprises to 
the distribution as an element of fair profit-distribution. Recently, it has 
insisted that foreign companies wishing to take part in the oil and gas 
exploration in Russia should offer their Russian partners “something in 
exchange” in their home market. This logic was very well demonstrated 
at the time of negotiations on Nord Stream and the development of 
Yuzhno-Russkoe gas field as well as during the establishment of the 
consortium to develop rich offshore Shtokman gas field. 

Russian interpretation of reciprocity naturally flows from this. 
Moscow argues that reciprocity in investments would mean not equality 
of opportunities (as it is stated by the European Commission) but rather 
equality in the volumes of investments. The then President of Russia  
V. Putin underlined in 2007 that the EU clearly had problems with 
reciprocity because Russian investments in the EU were ten times 

22 Российская Федерация. Федеральный закон “О порядке осуществления иностранных ин-
вестиций в хозяйственные общества, имеющие стратегическое значение для обеспечения 
обороны страны и безопасности государства”. [Federal Law “On the procedure of foreign 
investing in the enterprises, which have strategic importance for the defence of the country and 
the security of the state”] N57-ФЗ. 29 April 2008.
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smaller than those of the EU in Russia.23 Drawing on it, V. Khristenko, 
who until very recently was responsible for the EU−Russian energy 
dialogue, stressed in October 2007 that Russia was against the “simplistic” 
efforts to reach reciprocity, interpreted as Russia’s ratification of the 
Energy Charter Treaty. He claimed instead that the volumes of Russian 
investments in the EU and EU’s capital flows to Russia are dreadfully 
different (55 bln euro of the EU’s investments to Russia compared to 
8 bln euro invested by Russian companies in the EU).24 And hence, 
reciprocity would take place when the levels of investments were more 
or less the same.

Furthermore, profit maximization also leads to Russia requesting 
the stability of demand. The dialogue between Russia and the European 
Union, which is the main destination market for Russian oil and gas, 
is a good illustration of this tendency. In this framework Russia has 
consistently argued for the long-term gas supply contracts as well as 
for the absence of the 30% limit on the import of hydrocarbons from 
one country. The fears of Moscow have been generated by the ongoing 
liberalization of the EU’s energy markets, on the one hand, and by the 
growing securitization of its energy policy, on the other hand. 

Russian attempts to prevent the construction of competing gas 
pipelines (i.e. Nabucco) by speeding-up deals with Central Asian 
countries as well as by upgrading the pipelines, which pass through 
Russia, can also be interpreted as a part of the strategy to guarantee the 
stability of demand, and thus, the maximization of profit. Similarly, the 
construction of the North-European gas pipeline (to avoid Russian gas 
transiting through Belarus and Poland) as well as re-direction of oil from 
Northern Druzhba to the currently designed Baltic Pipeline System-2 
(to decrease the reliance on Belarus and other transit countries) can be 
conceptualized as a way to secure revenues and minimize dependence 
on the others in energy business. 

Last but not least, profit maximization is sought by Russia through 
an effort to shift its export from raw materials to the energy-processed 
goods. In this sense it is worth to mention an ongoing discussion 

23 Путин, Владимир. Вступительное слово на двадцатом саммите Россия – Европейский 
союз [Introductory Speech at the 20th EU−Russia Summit]. Mafra, 26 October 2007; Путин, 
Владимир. Заявление для прессы и ответы на вопросы по итогам XX cаммита Россия–Ев-
росоюз [Press Statement and Answers to the Questions Following the 20th EU−Russia Summit]. 
Mafra, 26 October 2007.

24 Cf. Lobjakas, A. ”Russia Weighs In On EU’s Tough New Energy Policy”.  Radio Free Europe.  
17 October 2007. http://www.rferl.org/content/article/1078971.html
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on the need to improve Russian oil refinery. Moscow’s insistence in 
the EU−Russian dialogue to enlarge the export of Russian nuclear 
materials should be viewed as an effort of Russia to shift to a new (more 
technology-oriented) structure of export. However, this effort has been 
blocked since 1992 by the decision of the European Supply Agency, to 
limit the quota for nuclear materials produced outside the EU to 20%. 

Finally, Russian electricity companies are interested in exporting their 
production, which is also a way to improve Russian export structure. 
Russian electricity is already supplied to the grids of Finland, the Baltic 
countries, and Poland. Currently, the massive flow is constrained by 
the inadequate infrastructure (the different regime of electricity flows 
in Russia and the Baltic countries, on the one hand, and the rest of the 
European Union, on the other hand) and differences in the market 
organization and energy-efficiency standards. The enhancement of 
electricity export is therefore an issue of long-term perspective. 

However, the increase of electricity will also compete domestically 
with the export of natural gas (the prime source of electricity generation 
in the EU). The tension has already been registered on several occasions 
between the Gazprom and the former electricity monopoly RAO UES. 
As conditions for the increase of electricity export are created this 
tension will resurface again and will gain prominence, in particular, in 
the Baltic Sea region.

The third fundamental factor, which shapes the strategic energy 
thinking in Russia, is Moscow’s effort to use its energy resources to enhance 
its political status in the international arena. This is, probably, the most 
controversial but also the most publicized feature of Russian energy 
policy. Already the Russian Energy Strategy states that in the time to 
come export of energy resources will be the key factor both for the 
development of national economy and for the enhancement of Russian 
political and economic position in the world.25

The starting point here is not really energy but rather Russia’s self-
perception in the world, dominated by the ideas of multipolarity (with 
Moscow itself being one of the poles) and realpolitik (competition 
between the states with zero-sum game). Russian strength in this 
competition is then constructed by its size, its past, its energy resources 
and military might. The situation is deteriorated by the Russian belief 
that it was open to cooperation for most of the 1990s, but this fact was 

25 Российская Федерация, 2003, op. cit.
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not appreciated and reciprocated by the West. Rather, this belief goes on, 
the West tried to exploit the temporary weakness of Russia. The quote 
from K. Kosachev (currently, a member of the State Duma responsible 
for the external affairs) is quite illustrative in this respect. According to 
him, 

Neither Mikhail Gorbachev, nor Boris Yeltsin or Vladimir Putin viewed 
Russia’s openness to the West as a manifestation of their country’s 
weakness. All three leaders believed that the Soviet Union/Russia and 
the West were to meet each other halfway. By the beginning of the new 
century, Russia had reached the halfway mark in its rapprochement 
with the West. At this point, any sort of further unilateral movement 
by Russia would have meant the following: the establishment of 
external control over Russian resources; the construction of European 
and global security systems patterned after NATO and without Russia’s 
participation in it; continuous loss of Russia’s influence in the area of 
its strategic interests.26 

This desire to enhance the political status in the first place translated 
into the Russian wish of equality in designing the new regulatory 
regime for energy. This tendency has been amply demonstrated in 
the EU−Russian energy dialogue where Moscow insisted on legal 
convergence and the need for both sides to move in the direction of 
common legislation (rather than Russia just copying the EU’s acquis 
communautaire with the view to level the market conditions in wider 
Europe).27 

A similar desire for equality has manifested itself at the G8 Summit 
in St. Petersburg in 2006 with energy being one of the four key topics 
and Russian representatives insisting on the new regime, which would 
take into account the interests of both producers and consumes and 
would ensure security of demand and supply.28

Yet, another way to make itself heard in the regulation is to institute 
different ways of cooperation with other producing countries. There 
is a regular information exchange between Moscow and the OPEC 
(Organization of the Petroleum Exporting Countries).

Moscow has also entertained with the idea of a gas OPEC, which 
26 Kosachev, K. “Russia and the West: Where the Differences Lie”. Russia in global Affairs, No. 4,  

October−December 2007.
27 See more in Romanova, T. “A Dialogue in Different Languages”. Russia in global Affairs, No. 1, 

January−March., 2007; Romanova, T. “The Russian Perspective on the Energy Dialogue”. Journal 
of Contemporary European Studies, 2008, Vol. 16, Issue 2, pp. 219–230.

28 G8. “Global Energy Security”. 16 July 2006.  http://en.g8russia.ru/docs/11.html   
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would unite different gas producers (particularly, those, who sell gas in 
Europe). The idea of this cooperation is not so much to pressure the 
consumers as to counterbalance what is perceived as their effort to change 
(through liberalization) the regulatory regime for natural gas, which 
was established in the 1970s. The gas OPEC was eventually established 
in December 2008 and Qatar won the right to host its headquarter.

Furthermore, the wish to use energy as a means to increase the political 
power becomes an additional reason to look for new transportation 
ways, which allow Russia to avoid dependence on transit countries, and 
therefore, give it a free hand. This wish demonstrates Russia’s profound 
lack of trust when it comes to cooperation both in Europe and in the 
world, in general. This attitude is further reinforced by the little respect 
for the post-Soviet countries and Moscow’s superiority feeling when 
it comes to dealing with them, which taken together do not stimulate 
constructive negotiations and mutually beneficial cooperation. Thus, 
Nord Stream, South Stream, Baltic Pipeline System 2 get a political 
meaning as well. 

On the other hand, Russian efforts to prevent all gas and oil links 
between the market of the European Union and Central Asian countries 
bypassing Russia are also meant to maximize its power. Currently, the 
majority of Central Asian hydrocarbon export goes through Russia, 
which enhances its power and geopolitical position. All bypasses will be 
a blow to the current standing of Russia.29 Russian−Georgian conflict of 
August 2008 can be analyzed as a warning to the neighbouring countries 
and energy consumers to restrict their appetites in diversifying ways of 
oil and gas transportation.30

Russia also gets increasingly interested in participating in oil and 
gas exploration abroad (in the post-Soviet countries and in the Middle 
East as well as in Africa, Asia, and South America). Activities along 
these lines are motivated both economically (the increase of profit) and 
politically (global presence in what Russia considers its natural sphere 
of influence). Yet, another example is the increasing competition around 
the exploration and development of the Arctic resources. 

Finally, Russia has been accused on several occasions of its efforts 

29 Russia also needs Central Asian resources to close the deficit in its own production (particularly, 
when it comes to natural gas).  

30 See Романова, Т. “Конфликт вокруг Южной Осетии и будущие взаимоотношения в энер-
гетике” [Conflict Around South Osetia and the Future of Energy Relations].  Forthcoming in St. 
Petersburg: St. Petersburg University Press, 2009. 
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to punish post-Soviet countries for their growing independence in 
foreign-policy making and for the democratization of their political life. 
The most notorious example is the conflict between Russia and Ukraine 
in winter 2005−2006, when Russia stopped the supply of gas because 
a contract was not renewed. However, it seems that in these instances 
not so much political but rather economic reasoning dominated. 
In other words, the change in the political regime and its alienation  
to Russia were used to increase the price of oil and gas and, thus, to 
further maximize profit. Similarly, the interruption in the oil supply to 
Lithuania to persuade it to sell Mazeikiai refinery to Russian companies 
should be viewed in economic terms (as a way to further raise profit) 
and not in the political ones (to put additional pressure on Vilnius). 

Thus, three fundamental factors shape the strategic energy thinking 
in Russia. The first one is the need to guarantee internal consumption 
and to reform the domestic structures. The second one is profit 
maximization, while the third one is an effort to use energy to further 
political goals, more specifically, to enhance the status of Russia in the 
world. The brief analysis of these factors allows us to identify several 
fundamental contradictions in the Russian energy policy, which lead to 
its inconsistency today.

Firstly, there is a clear contradiction between the political and 
economic logics in the energy policy of Russia, i.e. between the second 
and the third factors, identified above. For example, the profit can be 
better maximized by cooperation with transiting countries and using the 
already available ways of transportation as opposed to wasting limited 
resources to duplicate gas and oil pipelines. Furthermore, it might be 
beneficial sometimes to use already developed norms, which have 
already been tested, as opposed to inventing something new, supporting 
the grand equality thinking. However, in both examples a change in the 
behaviour requires a fundamental transformation of the perception of 
the international relations as a zero-sum game. 

The second contradiction in the Russian strategic energy thinking is the 
respective role of the public and private sectors. According to the Russian 
Energy Strategy, the main instrument to achieve the identified goals is to 
minimize state intervention and to transform it into an effective regulator 
of energy relations. This should attract investments in the Russian energy 
sector, which are essential for the success of the reform. 

Russia’s Energy Strategy assessed Russia’s investment needs for the 
period of 2001−2010 at around USD 250−300 bln, and for the period 
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of 2011−2020 — USD 400−500 billion. This money was planned for the 
gas sector (USD 170−200 bln), oil sector (USD 230−240 bln), electricity 
(USD 120−170 bln), coal sector (USD 20 bln), local distribution (USD 
70 bln), аnd, finally, energy efficiency (USD 50−70 bln).31

In practice, however, Russia interferes in most of the decisions of 
the energy companies, be they public or private. Moreover, the recent 
years witnessed a substantial renationalization of the energy sector.32 
Furthermore, preferences for the ad hoc (microeconomic) deals mean 
that no overall stable investment climate is created, and there are few 
basic guarantees for the private actors. Finally, governmental actions are 
largely unpredictable; some norms (the timetable of the development of 
energy resources, tax evasion as well as environmental regulation) are 
applied selectively. 

As a result, the level of investments in the energy sector remains 
relatively low. Moreover, the bulk of the foreign capital (95%) goes 
to the oil sector whereas the natural gas sector and electricity have 
not created adequate investment conditions (see Table 7). Due to the 
under-investments, Russia can soon witness a certain gas deficit (which 
will mainly manifest itself internally, particularly at the time of low 
temperatures with all export contracts being honoured). Moreover, 
low investments in technologies will lead to insufficient modernization 
and scarce attention being paid to energy-saving and to minimizing 
environmental impact of energy use. 

Table 7. Foreign direct investments in russia, mln uSd33

2002 2003 2004 2005 2006
Total 19,780 29,699 40,509 53,651 73,118
Oil and gas sector 1,936 5,290 8,143 13,273 25,491
Oil and Gas Development 1,900 5,116 8,062 5,160 14,531

This brings us to a curious conclusion. The contradiction between the 
economic and the political in today’s Russian strategic energy thinking 

31 Российская Федерация, 2003, op. cit. 
32 See part 3 of the present paper.
33 Аналитическая служба «Нефтегазовой вертикали» [Analytical Service of Neftegazovaya 

Vertical]. “Иностранцы в России: не уходят, а договариваются” [Foreigners in Russia: do 
not Leave but Make Arrangements]. Neftegazovaya Vertical, 2007, No. 21.   
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will lead to the postponed reform of the internal energy market with the 
resources being stretched to maintain Russia as the key energy power 
and to honour its external obligations. 

Who is in charge? Key actors in russian energy policy

The constellation of key actors in the Russian energy policy is 
predetermined by two features. The first one has been outlined above, it 
is the belief in the state as the main agent of modernization and inherent 
suspicion about the potential of the private sector to regulate itself in the 
benevolent way and for the benefit of the society at large. The second 
feature includes the generally weak institutions in Russia, which is the 
result of both the historical past and the way the reforms have been 
structured since the early 1990s.  As a result, Russia is more inclined 
to rely on personalities than on institutions. Therefore, every reshuffle 
of the Government and every presidential election lead to significant 
redistribution of competences.

The main role in the planning of the energy policy as well as in its 
implementation belongs to the Government of Russia. The Energy 
Strategy of Russia is very clear in this respect. It was approved by the 
Government decree (and not by the Presidential one, unlike, for example 
the Foreign Policy Concept of the Russian Federation). Moreover, 
throughout the text this document clearly says that the Government is 
responsible for drafting all additional documents (like the investment 
plan, development of transportation capacities) as well as for the 
monitoring of the implementation of the document as a whole. The 
ministries and services that are related to energy are accountable to 
the head of the Government, and not directly to the President (unlike 
the Ministry of Foreign Affairs, Ministry of Internal Affairs, or Federal 
Security Service, for example).

During the presidency of Vladimir Putin, however, strategic 
energy thinking was performed by both the Government and the 
Presidential Administration. In other words, the Kremlin duplicated the 
governmental structures and the key directions were determined there. 
However, the role of the Government in the energy thinking has been 
growing since 2005.34 

34 Tkachenko, S. “Actors in Russia’s Energy Policy towards the EU”. In: The EU−Russia Energy 
Dialogue: Securing Europe ‘s Future Energy Supplies? P. Aalto (ed.). Ashgate, 2007.
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Following the victory of Dmitry Medvedev at the presidential 
elections in March 2008 and the appointment of Vladimir Putin to the 
position of the Prime-Minister, the key personnel of the Presidential 
Administration migrated to the Government and got the key positions 
there (i.e. deputy prime-ministers Igor Shuvalov, Igor Sechin, and 
Serguei Sobyanin). Thus, it seems that the main directions of the 
energy policy are at present determined by the Government (and not 
so much by the Presidential Administration). It remains to be seen 
whether this tendency will be preserved and whether it will persist in 
the future.

Several factors make Russian leadership pay close attention to the 
strategic energy planning. Firstly, energy has always been one of the 
components of the power of any state. This is particularly pronounced 
today at the time of scarce energy resources, increasing competition 
for oil and gas as well as price volatility. Secondly, it has already been 
mentioned that Russia, being richly endowed with energy resources, 
links the future growth of its economy and the modernization of the 
country with the revenues from the hydrocarbon sell. Thirdly, and 
finally, Russian leadership is personally interested in the success of the 
Russian energy companies. 

The strategic thinking of the current Prime Minister, Vladimir Putin 
is neatly described in the preceding segment, it is a peculiar combination 
of economic reasoning and political ambitions, supported by the central 
role of the state.

Three key ministers are directly involved in designing the energy 
policy; two federal services monitor specific aspects of energy policy 
(related to different environmental aspects).

1. Ministry of Energy is responsible for the development of the 
energy policy and its implementation as well as for the regulation 
of the sector as a whole. That includes electricity, oil (extraction and 
processing), natural gas, coal, oil shale and peat and their byproducts 
as well as transportation of all energy-related products. The Ministry 
of Energy is also entitled with providing state services as well as with 
pooling and using of all the necessary information concerning the 
energy sector of Russia.

It is noteworthy that energy is taken out of the competencies of 
both Ministry of Economic Development and Ministry of Industry and 
Trade. This fact implies that all parts of the energy sector will function 
according to a separate regime compared to the rest of the economy. 
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The present head of the Ministry, Sergei Shmatko, is not an energy 
specialist by training, he received his initial degree in mathematics and 
then in political economy. However, most recently he worked in the 
investment sector and (since 2005) directed the company responsible 
for the construction and export of nuclear related technologies 
(AtomStroyExport) before being appointed to his current position in 
2008.

2. Ministry of natural resources is responsible for the development 
of the state policy and regulation in the studying, use, reproduction 
and conservation of natural resources, including the entrails, water 
resources, forests, animals and plants.  It is also charged with the safe 
exploitation of natural resources as well as energy use (including civil 
nuclear objects).

This Ministry is assisted by two services (Federal Service of 
Supervision in the field of Nature Use and Federal Service of Ecological, 
Technological and Atomic Supervision).

Yuri Trutnev has occupied the post of the Minister of Natural 
Resources since 2004. Unlike Serguei Shmatko, he has been trained 
as a specialist in oil and gas. However, he worked in both public and 
private sectors before getting the responsibility of the key environmental 
specialist in Russia. It is noteworthy that he is charged with nature 
and environmental protection in all possible spheres, including the 
energy. This has been the case for the recent years, which signals that 
environmental requirements are applied to all sectors of economy with 
no permanent exceptions. However, arbitrary application of some norms 
in the field of energy has been notified on several occasions.

Both the Ministry of Energy and the Ministry of Natural Resources are 
supervised by the deputy Prime-Minister Igor Sechin. The regulation of 
other sectors of economy falls in the responsibility of Igor Shuvalov. This 
division is noteworthy and additionally signals the specific treatment of 
energy and all related issues by the current government. 

3. Ministry of Finance is important for the energy sector as it is 
regulated through the changes in taxes. Higher oil prices lead to the 
increase in taxes and vice versa. 

Alexei Kudrin has occupied the position of the Minister of Finance 
(as well as that of one of the deputy Prime Ministers) since 2000. 

Regional authorities yield little influence in the design of the energy 
policy of Russia. Over the last eight years, they have been stripped of 
both their independence (with the elimination of direct elections and 
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their current appointment by the President) and their competences 
in the development of regional energy resources. However, regional 
authorities are instrumental in implementing the decisions of the federal 
level. Moreover, when it came to the construction of infrastructure, 
regional governments on several occasions competed for the pipelines 
to pass through their territory because of the perceived gains from 
transit fees. 

The public federal authorities clearly dominate the energy sector 
of Russia, especially when it comes to oil and gas. It is clearly the key 
player, being simultaneously a regulator and a deal-setter. Moreover, 
most of the companies have state officials in their Boards (Igor Sechin 
chairs the Boards of Rosneft and Interrao (the later being responsible 
for the export of Russian electricity); another Deputy Prime Minister, 
Victor Zubkov, heads the Board of Gazprom).

Natural gas sector of Russia is characterized by the near monopoly 
status of Gazprom. The company controls about 62% of the resources 
and produces about 84% of the natural gas in Russia. Therefore, 
independent gas producers (INGP) are vastly underrepresented in the 
sector daily activity (see Table 8). This disparity is due to the fact that 
INGP do not have the right to export their output, while internal gas 
prices remain relatively low. Moreover, their access to Russian consumers 
is determined (and limited) by Gazprom, which owns the network of 
gas pipelines in Russia. 

Gazprom’s monopoly has been further strengthened recently by the 
gradual establishment of control over independent producers of natural 
gas.35 The state has been instrumental throughout this process because 
it has accused INGP of violation of environmental legislation and of 
deadlines in the development of natural resources, making them cede 
their shares to Gazprom. The state also re-established control over 
the Russian gas sector by acquiring by 2006 the majority of its stakes, 
making the company virtually untouchable.

35 Gazprom acquired Severneftegazprom in 2002, established control over Severneftegaz, Pur-
gazdobycha and Stimul in 2004.  In 2005, it purchased Irkutskgazprom and 51% of Nortgas.  In 
2006, Gazprom secured control over 51% of Sibneftegas, and over Yuzhnotambeyskoe gas field, 
and bought 19.9% of NOVATEK.  Besides, it agreed with Lukoil to buy all the gas that the lat-
ter produces at Bolshehetskoe gas field.  In 2007, Gazprom made TNK-BP sell 62.8% of RUSSIA 
PETROLEUM, which holds the license for the exploration of Kovyktinskoe gas field, as well as 
50% of Eastern-Siberian gas company, which is responsible for the gasification of the Irkutsk re-
gion.  Finally, in 2006, Shell, Mitsui and Mitsubishi decided to sell to Gazprom 50%+1 share in the 
Sakhalin-2 project, developed on the basis of production sharing agreement.
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Russian law on gas supply further strengthens the position of 
Gazprom because it assigns the development of strategic deposits of gas 
(i.e. those that exceed 50 bln cubic metres) to the owner of the pipeline 
system, which is Gazprom in most of the cases.

Table 8. Major russian gas producers36

Gas producers Gas production 

2007, billion 
cubic metres

% to 2006 

Gazprom 549.6 99.84
NOVATEK 28.5 99.13
Rosneft 16.3 105.21
Surgutneftegaz 14.1 96.69
Lukoil 13.7 N/a 
TNK-BP 8.6 99.29
Other VIOC 15.5 34.7
Gas produced under production 
sharing agreements

6.7 673

Total 653.109 99.52

The Energy Strategy of Russia suggests that the share of independent 
producers will increase to 17% by 2010, and to 20% by 2020 (i.e. to 
140−150 bln cubic metres). The hope is that the INGP will help Gazprom 
to fulfill its internal obligations. However, present circumstances are not 
propitious to the development of independent gas production. 

Oil sector was restructured in the 1990s into the so-called vertically 
integrated oil companies (VIOC, i.e. those that combine exploration 
and upstream activities with oil-processing and distribution), and state 
company Transneft, which manages oil pipelines and is responsible for 
oil transportation.

At present, oil sector is characterized by high concentration and 
oligopoly. Ten companies are responsible for about 94% of oil produced 

36 Composed on the basis of Аналитическая служба «Нефтегазовой вертикали» [Analytical 
Service of Neftegazovaya Vertical] “Нефтяная промышленность России, январь-декабрь 
2007 г.” [Oil Sector of Russia, January – December 2007]. Neftegazovaya vertical, 2008, No. 3. 
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internally. Although in nominal terms the liberalization in the oil 
sector was preserved, in practice, the competition between VIOC was 
substantially reduced (see Figure 6 and Table 9).

To make the picture yet worse, Severnaya Neft is 100% controlled by 
Rosneft, and the activity of Slavneft is determined by Gazprom Neft and 
TNK-BP, which are its two equal owners. Mergers and acquisitions have  
been the answer to the instability of regulation and the need to enlarge the 
resource base (mostly for the increase of assets in the financial market). 

Figure 6. Key companies in the oil development of russia, 2007.

Small and medium enterprises (SME) are virtually non-existent in 
the oil and gas sector. As a result, nobody is interested in developing old 
and small oil and gas deposits, which — for their modest sizes — do not 
attract giant oil and gas corporations. The main barrier for SME is the 
system of auctions, which is used to distribute oil and gas fields among the 
companies, and which, due to its costly procedure, forecloses the access of 
small players in favour of VIOC. The limited access to oil and gas pipelines 
as well as to the oil export serves as an additional constraint.

Recently, a clear trend of renationalization emerged in the oil sector. 
In the course of a year, a relatively small state oil company Rosneft 
became the biggest one in Russia through acquiring the stakes of Yukos, 
whose management was accused of serious tax fraud. The very same year, 
Gazprom bought Sibneft, the fifth Russian oil company in production 
volumes. The power of Transneft, which is the state company responsible 
for the pipelines, has been considerably strengthened over the course of 
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the last eight years. It also increased its status by the construction of the 
Baltic pipeline system and, hence, increasing its export capacities. 

Table 9. Major russian oil companies

Companies Oil and gas extraction Oil export
mln tonnes, 20072007, mln tonnes % to 2006 

Rosneft 110.383 103.54 35.406
Lukoil 91.432 100.32 36.180
TNK-BP 69.438 98.08 30.251
Surgutneftegaz 64.495 98.39 32.602
Gazprom Neft 32.570 99.69 14.315
Tatneft 25.741 101.3 11.729
Slavneft 20.910 89.74 5.059
RussNeft 14.169 97.68 4.996
Bashneft 11.606 98.96 4.382
Total VIOC 440743.9 99.78 174918.7

Renationalization also manifested itself in the strengthening of the 
state supervision functions in energy (particularly, when it comes to the 
environmental legislation and the fulfillment of the obligations, which 
are fixed in the relevant agreement with the state). The key aim is to avoid 
the situation when oil companies acquire a license to increase its market 
value and to give a boost to its shares but is not in fact interested in the 
development of oil deposits and investments in further exploration. 

Finally, the Russian Government delegated its representatives to the 
boards of major oil companies, which can be considered as a measure of 
soft nationalization as well.

Two Russian oil companies have a significant foreign presence. 20% 
of Lukoil shares belong to its strategic partner, ConocoPhilips. Whereas 
TNK-BP is co-owned in equal proportions by the British BP and Russian 
Alfa-Access — Renova. However, it seems that in the current politico-
economic environment they will stay exceptional, and their experience 
will not be copied by other Russian oil and gas companies.  

As for the electricity sector, it has been restructured in multiple 
generating companies (about 30), companies responsible for the 
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transportation of electricity and management of electricity lines, 
distribution and service companies. With the restructuring finished on 
1 July 2008 and the competition, which has not yet picked up, it is not 
certain how the sector will function in the future.

To sum up, the present system of actors reinforces the dominance of  
state with its weak institutions, contradictory strategic energy thinking 
and oscillation between the economic and political motivation.

regional implications of russian energy policy 

Whenever we talk about the regional implications, the question 
which concerns us the most is whether certain actions of a state bring 
the countries of the region together, or whether they alienate them, 
drive them apart. In case of the Russian role in the region the answer is 
not straightforward.  

Two general remarks should be made before proceeding to the 
specific aspects of Russian energy engagement in the Baltic Sea region 
and the reaction of the other countries of the region to it. Firstly, 
energy cooperation is regulated in the Baltic Sea region by two different 
sets of norms. On the one hand, most of the countries of the region 
are members of the European Union. Russia and Norway are two 
prominent exceptions, but Oslo mostly associates with the European 
Union. Therefore, the energy relations in the region are conditioned by 
the EU−Russian energy dialogue, which sets the overall environment 
and the guidelines as well as shapes the legal conditions of cooperation. 
It also legitimates some bilateral deals. 

On the other hand, most of the discussions on technicalities of 
cooperation, its practical aspects take place in bilateral frameworks, 
and, at the very last stage between the specific companies. Germany, by 
far, is the most important partner in the region. Therefore, we witness a 
certain two-level game in the region with the balance being shifted to the 
national one. This structure of governance complicates the emergence 
of the regional discussion.

Secondly, there is a considerable legacy of cooperation in the region. 
The way the supply is structured is predetermined by the economic links 
built in the second half of the 20th century. P. Vahtra and S. Ehrstedt rightly 
point out that as it stands now, one can distinguish three different groups 
in the region. The first one is formed by Finland and the Baltic countries, 
which are nearly 100% dependent on Russian oil and gas. The second  
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group consists of Poland and Germany who import a lot of the hydro-
carbon resources from Russia, and yet have other suppliers, which enable 
them to diversify their supply structure. Last but not least, Denmark, 
Sweden and Norway do not import any oil or gas from Russia; rather 
Denmark and Norway are net hydrocarbon exporters themselves whereas 
the limited needs of Sweden are satisfied by its Western neighbour.37 

To complicate this differentiation even further, it should be stressed 
that the climate of the bilateral relations varies a lot as well. It is more 
pragmatic and oriented to economic cooperation when it comes to 
Russian−German or Russian−Finnish relations. These countries are 
willing to further enhance their energy relations with Russia. However, 
it is much more politicized in the case of the dialogue between Moscow 
and the Baltic countries or Poland. Both sides are responsible for this 
situation: on the part of Russia a lack of respect to the Baltic countries 
and Poland is a problem whereas the latter themselves have a difficulty 
coming to terms with their historic past and want to dissociate themselves 
from Russia through all possible means. As a result they try to weaken 
their energy links with the eastern neighbour. 

These two tendencies (preference for bilateral deals with multilateral 
EU−Russian energy dialogue being just a framework of subsequent 
legitimization in most of the cases; and divergent pattern of bilateral 
relations, conditioned by both energy dependence and perceptions, 
distorted by the past) shape the environment for energy relations in the 
region.

At least five issues that arise out of the Russian strategic energy 
thinking have immediate bearing on the Baltic Sea region, and hence 
require reactions of the littoral states. 

Current and new export infrastructure.1.  The Baltic Sea region 
increasingly attracts Moscow’s attention because it is the point 
of immediate contact between Russia and the market of the 
European Union, which is currently the major destination for 
Russian hydrocarbons. Therefore, the region has a prominent 
place in the global strategy of Russian energy export.  

The Baltic Sea region plays an important role in the export 
of Russian oil and gas. According to different estimates, in 2007 
over 50% of Russian oil went through the region, of which  
31% — through the Baltic Pipeline System and 20% through the 

37 For details see Vahtra, P., Ehrstedt, S., 2008, op. cit.



151ENERgy pOLICy OF RUSSIA: STILL IN A STATE OF FLUx? 

northern branch of Druzhba oil pipeline (going to Poland and 
Germany).38 

In the long-term perspective, the importance of the Baltic Sea 
for oil transportation will further increase due to the planned 
construction of the second Baltic Pipeline System, which Prime 
Minister Vladimir Putin authorized in early December 2008. Its 
construction, however, will depend on the growth of demand in 
Europe and on the level of oil prices, which today are too low for 
such a big undertaking.

Substantial amounts of gas also transit through the region. 
Out of 224 bln cubic metres exported by Gazprom to Europe 
in 2007, 175 bln went through Ukraine, 33 bln — through the 
Yamal−Europe gas pipeline (passing through Belarus and Poland), 
and 16 bln cubic metres were exported through the Blue Stream. 
Thus, nearly 15% of the Russian gas export to Europe currently 
transit through the Baltic Sea region.39

The role of the Baltic Sea in the transit of Russia will increase 
due to the construction of Nord Stream with the planned capacity 
of 55 billion cubic metres, part of which will be certainly diverted 
from the Ukrainian transit. Nord Stream, going through the 
Baltic Sea from Russia to Germany (with further extensions to 
the Netherlands and possibly the United Kingdom) should be in 
operation by 2010 although concerns have recently been raised by 
the expert community about a possible delay in the construction.40 
This might be true not only due to the competition between Nord 
Stream and South Stream as the authors of the PEI show but also 
due to the fall in gas prices. 

Therefore, the Baltic Sea region plays a prominent role in 
the Russian game of transit routes’ diversification. The end goal 
is in line with both economic and political logics of the energy 
policy as outlined in the second part of this contribution, i.e. with 
the maximization of profit, on the one hand, and easening of 
dependence and increasing of the political weight, on the other 
hand. 

38 For details see Vahtra, P., Ehrstedt, S., 2008, op. cit.
39 Медведев, А. Экспорт газа. Диверсификация экспортных маршрутов и поставляемых 

продуктов  [Export of Natural Gas.  Diversification of Export Routes and Supplied Products]. 
Moscow: Gazprom, 18 June 2008. http://www.gazprom.ru 

40 For details of calculations see Vahtra, P., Ehrstedt, S., 2008, op. cit.
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The reaction of different states of the region varies, depending 
on their starting point. Germany, obviously, supports the NEGP 
(North-European Gas Pipeline) project, which allows it to become 
a hub for further natural gas redistribution within the EU. On the 
other side, Poland and the Baltic countries suggested alternative 
versions of pipelines (a second Yamal−Europe line and Amber 
Gas Pipeline). However, the NEGP explicitly goes around them, 
which naturally provokes their hostility. Thus, construction of 
alternative transportation routes leads to cooperation with some 
countries and alienates the others. 

Furthermore, both the construction of NEGP and the 
growth of oil transportation via the Baltic Sea raise legitimate 
environmental concerns. This is an issue, which fosters coopera-
tion of the littoral states (frequently, critical of the Russian 
activities, despite Moscow's efforts to appease these worries). 
However, this cooperation often excludes Russia. In sum, new 
infrastructure projects both discourage regional cooperation and 
also facilitate some arrangements to limit Russian expansion.
Russia is interested in preserving and enhancing its status of the 2. 
principle oil and natural gas supplier in the region. Currently, 
Russia provides about 50% of all natural gas consumption in the 
region and much of its oil.41 The level of dependence on Russian 
oil varies throughout the region. It is non-existent in the case of 
Latvia42, Denmark, and Norway. Poland and Lithuania import 
about 95% of their oil from Russia each. Estonia gets 10% of  
its oil from Russia43, Finland — about 50%, Germany and  
Sweden — 25% each.44 

The natural gas dependence is more important due to the fact 
that natural gas supply is tied to pipeline infrastructure whereas 
oil supply is more flexible. Gazprom supplies 100% of the natural  
 
 

41 Vahtra, P., Ehrstedt, S., 2008, op. cit.
42 The case of this country is specific as exemplified by the relevant chapter in this volume.  The 

lack of oil dependence on Russia is due to the fact that it does not have oil refineries and imports 
oil products from Lithuania and Belarus (thus being indirectly dependent on Russia) as well as 
through some oil companies including Russian Lukoil and Norwegian Statoil.

43 Importing the rest in the form of the oil products from the countries of the region.
44 Eurostat, as cited in EU−Russia Centre. The Bilateral Relations of EU Member-States with Russia.  

Brussels. December 2008.
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gas consumed in Finland and the Baltic Sea countries, 69% of the 
Polish gas consumption and 42% of that of Germany.45

Due to the size of the domestic markets and the volume of 
consumption, Poland and Germany are much more attractive 
markets for Russia (compared to the three Baltic countries or 
Finland). However, while Germany is open to new proposals, 
Poland is doing its best to diversify from Russia. The reasoning is 
mostly political but as a result options that are not commercially 
viable are chosen. 

Most of the deals are arranged bilaterally with other countries 
of the region either staying neutral to the deals or (in case of the 
Russia-critical countries) disputing the prudence of the growing 
dependence on Russia.

On several occasions, the Baltic countries voiced different 
plans of diversifying from Russia (mainly due to their political 
unease of dealing with Moscow). However, due to the poor 
commercial viability of the projects and the lack of the internal 
consensus, most of the projects failed. 
Russian strategy of profit maximization presupposes movement 3. 
into the distribution sector of the importing countries. Two 
Russian companies (Lukoil and Gazprom) have secured access 
to consumers. Their investments concentrate in the eastern and 
southern parts of the Baltic Sea region, which demonstrates that 
companies move to the downstream sector of the countries, 
which purchase their oil or gas. 

Gazprom was able to move to the distribution due to the 
historical links but also structural organization of the sector, 
which the company successfully used at the beginning of the 
1990s. As a result, Gazprom owns 25% of the gas distribution 
company in Finland, 58% and 34%, respectively, in Estonia and 
Latvia, 50.3% directly and 17% indirectly in Lithuania. Moreover, 
it is present in the 8% of the German distribution market. It also 
owns generation facility in Lithuania (Kaunas), and has shares in 
a fertilizer manufacturing company in Estonia (Nitrofert) and a 
chemical factory in Germany. 

 

45 See extensive calculations in Łoskot-Strachota, A., Pełczyńska-Nałęcz, K. gazprom’s expansion 
in the EU – co-operation or domination? Warsaw: CES, April 2008.
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Lukoil has a chain of petrol stations in Finland (437 items, i.e. 
25% of the market), Estonia (39, i.e. 5% of the market), Latvia 
(40 stations, making 10% of the market), Lithuania (117 stations, 
which make 26% of the market), and in Poland (130 stations, 
which sell liquefied gas as a fuel).46 However, the efforts of Lukoil 
to buy a refinery in Lithuania (Mazeikiai) have so far failed.  
Lukoil’s success in its distribution investments is mainly due to 
the fact that it is a private company as opposed to, for example, 
Rosneft. However, its failure to acquire the refinery demonstrates 
the difference in how it is treated, being still perceived as a 
relatively close to the government. (Yukos earlier was allowed to 
become the key investor to Mazeikiai.) 

As with the supply agreements, most of the deals are made 
bilaterally. The structure of the Russian investments also 
demonstrates the propensity of all the states importing Russian 
energy resources (be they critical of Russia or more oriented to 
cooperation) to engage in these deals. Most probably, it is seen as an 
additional guarantee of the stability of supply. However, due to the 
divergent interest as well as to the absence of coherent EU strategy, 
no regional response to Russian investments has been developed.
Energy efficiency, energy saving and fight against climate change4.  do 
not figure prominently in the Russian strategic energy thinking. 
However, it seems that this is the sphere where cooperation 
among the countries of the Baltic Sea region could be the most 
promising. 

There is a high potential for an increase in Russian energy 
efficiency. According to the EU Commission, the potential for 
energy saving in Russia’s Kaliningrad region is about 35−40% of 
the consumption.47 It is clear that Western experience in energy 
efficiency and energy saving can be exploited to develop more 
environment-friendly modes of production in Russia.

Moreover, the countries of the Baltic Sea region seem to be 
natural partners in climate change prevention because Russian 
emissions can be reduced in a much cheaper and more efficient 
way.

46 Лукойл [Lukoil]. Основный факты 2007 [Main Facts 2007]. Moscow, 2008. http://www.lukoil.
ru/materials/doc/Books/2007/Facts2007/part6.pdf 

47 European Commission. The Energy Dialogue between the European Union and the Russian Fed-
eration between 2000 and 2004.  Brussels, 2004. 
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The fact that these issues are not politicized and are not high 
on the Russian energy agenda seems to facilitate cooperation. 
However, the scale of these projects makes them of regional 
importance. With the current limited competences of the region 
when it comes to external activities, the vertical of power as a 
ruling concept in Russia and little delegation to the lower levels, 
the probability of innovative cooperation in this area remains 
low. 

Moreover, Russian strategic energy thinking gives a clear 
priority to big energy companies with small and medium 
enterprises being neglected. However, it is precisely these 
companies that are the key advancers of energy efficiency and 
CO2 reduction initiatives. 

Finally, the legal basis for certain types of activities (reduction 
of energy consumption, trade of emission rights) is not in place 
in Russia, which additionally inhibits cooperation. 
Russian internal energy problems have an implication for the 5. 
Baltic Sea region. Most prominently, supply of energy resources 
to the Kaliningrad region required substantial cooperation with 
at least Lithuania. However, combination of economic reasoning 
about the maximization of profit through rerouting of energy 
resources and through the acquisition of the Mazeikiai refinery, 
as well as the political desire of equality and power, manifested 
through energy instruments seem to be more powerful drivers. As 
a result, the need to guarantee energy supply to Kaliningrad does 
not change the paradigm of energy cooperation in the region but 
rather pushes the region to autarky (through the upgrade of their 
electricity generation capacities and the development of local oil 
supplies in the Baltic Sea).

To sum up, the current Russian strategic energy thinking and 
its actions in the Baltic Sea region do not seem to be generating 
cooperative regional schemes. Most of the arrangements 
(construction of transit routes, increase in export, and movement 
of Russian companies to the distribution) are arranged at the 
bilateral level with subsequent legitimization through the 
EU−Russian energy dialogue. 

One explanation for such a result is that the Russian strategic 
energy thinking is not engaging. This is a peculiar combination of 
economic reasoning (maximizing profit not through cooperation 
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but through the guarantee of independence, not through the 
establishment of stable legal conditions but rather through ad hoc 
deals) and political desire of equality and capitalization of energy 
instruments in the effort to increase the status in the world.  

Another explanation is the historical fears of Russia on the part 
of the Baltic countries and Poland. These are further reinforced by 
the lack of predictability of the Russian behaviour and its refusal 
to act on the basis of the objective pre-established norms and 
regulations. Russian attitude to the Baltic countries and Poland as 
inferior partners worsens the situation.

The growing securitization of energy relations in the EU, which 
is due to its high external supply dependence but also to some 
recent incidents (like interruption of gas supply because of the 
conflict between Russia and Ukraine in the early 2006 and more 
recently in January 2009; Russian – Georgian conflict in 2008; 
numerous persecutions of foreign companies) also contributes to 
the lack of cooperation.

Finally, the absence of the legal basis and essential conditions 
in the spheres, which are not of primary concern in the Russian 
strategic energy thinking (i.e. energy efficiency and energy saving) 
also play their part in discouraging the potential cooperation. 

Only a change in the perception and beliefs on the part of 
Russia can shift the paradigm of energy cooperation in the Baltic 
Sea region. The legacy of the past and the current patterns of 
cooperation, however, should also be reconsidered by the Baltic 
countries and Poland. This fundamental perceptional change 
is the only remedy to the current cooperation deadlock in the 
region. However, such a change remains the issue of long-term 
perspective.



PoLISH EnErGY StrAtEGIES. 
BASIC dAtA And AnALYSIS 

Maciej Gierej1

Introduction

In Poland there is an ongoing debate on energy security. From 
the point of view of general balance of consumed energy sources, 
Poland is in a relatively good situation. However, this cannot be said 
regarding energy produced from methane and oil. The lack of a fully 
integrated energy development programme in the EU based not only 
on regulations, but also on a coherent, integrated system of European 
energy infrastructure is a danger for energy security in the whole of 
the EU. The lack of infrastructural solutions also does allow promoting 
energy solidarity. In the presented discussion we present solutions aimed 
to increase energy security and to provide balanced development of our 
region, considering especially the Baltic area.

Joint EU energy politics do no yet exist. The differences in interests of 
EU countries and particular energy colossuses create groups of interests, 
which do not promote long-term energetic security on national or EU 
levels. The Baltic countries are in special danger, as there is a 100% (or 
nearly 100%) dependence on one source. 

Energy consumption 

Structure, export, import  

Table 1 presents a comparison of energy and its media production 
and consumption in Poland in the years 2006 and 2007, on the basis of 
a BP report on the power industry.

1 Energy expert, Center for International Relations, Poland; e-mail: maciej_gierej@mennica.com.pl
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Table 1. total primary energy* consumed in Poland

Year Coal (Mtoe) Gas (Gm3/year) 
(Mtoe)

Oil (M-t/year) Hydro 
(Mtoe)

produc-
tion

con-
sump-
tion

produc-
tion

consump-
tion

produc-
tion

con-
sump
tion

pro-
duc-
tion

2006 (67) (58) 4.3 (3.9) 13.7(12.3) 0.79 23.3 0.7
2007 (62.3) (57.1) 4.3(3.8) 13.7(12.3) 0.70 24.3 0.7

* In million (M) of toe — equivalents of million tonnes of oil; increased from 90.4 in 2005 to 94.4 
in 2007 2

Primary energy consumption structure is presented below.3

Figure 1. Export and import of energy and its carriers.

Poland imports of natural gas4 according to the breakdown presented 
in Table 2.

Table 2. Gas import structure* in 2007 

Germany Russia Other Total
0.8 6.2 2.3 9.3

* Bln m3/year

2 BP report on power engineering — Statistical Review of World Energy, June 2008. http://www2.
iefs.org.sa/whatsnew/Documents/BPStatisticalReview.pdf

3 Strategia działalności górnictwa węgla kamiennego w Polsce w latach 2007–2015. Warszawa, 
Economy Ministry Warsaw 4 wrzesień 2006 rok.

4 BP report on power engineering — a statistical review of World Energy, June 2008, op. cit.
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Approximately 97% of oil is predominantly imported to Poland from 
CIS countries. Poland exports coal; it has to be noted, however, that 
recent years saw a drop in production and coal consumption by 7% and 
1.6%, respectively. This trend translated into a decrease of export in 
2006 and 2007 from 9 million to 5.2 million tonnes.

Cost of energy production in Poland

Table 3 presents a comparison of costs of thermal energy production 
in Poland depending on energy medium; these statistics can be used to 
assess the competitiveness of the Polish power industry. 

Table 3. Average price of heat generated from a variety of fuels (transmission 
service excluded)5

Type of fuel Average price of generated 
heat in €/GJ

Hard coal 5.51
Brown coal 4.16
Light fuel oil 12.94
Heavy fuel oil 5.79
Natural gas  8.04
Biomass 5.80
Biogas 5.59
Municipal waste 8.57

Table 3 implies that the energy carrier-dependent cost structure of 
thermal energy is rather attractive. Given the approximately three times 
higher cost of GJ produced by methane fuel, compared to the cost of GJ 
produced by coal, and the 50% lower cost of GJ via coal in comparison 
to gas, a coal-based strategy for Polish power industry seems a justified 
option. This should translate into a special case for Poland in the EU in 
the frame of a common EU strategy. 

5 Funkcjonowanie systemu białych certyfikatów w polsce jako mechanizmu stymulującego zacho-
wania energooszczędne zasady i szczegółowa koncepcja działania. Opracowanie wykonane na 
zamówienie Ministerstwa Gospodarki 27.09.2007 r. Zespół Autorski: koordynator Krzysztof 
Żmijewski, Andrzej Kassenberg, Dariusz Koc, Grzegorz Onichimowski, Arkadiusz Węglarz, 
Tomasz Wieczorek.
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Polish energy industry — threats and opportunities,  
and conclusions

A simplified SWOT analysis presented below presents the historical 
background of the Polish power industry and illustrates its current 
condition.

Internal factors

Strengths: 
A very modern refinery industry with considerable shares in refinery 1. 
assets in neighbouring countries.
Good warehouse infrastructure in wholesale logistics allowing for 2. 
outsourcing of liquid fuels.
Experience acquired in adaptation of production capacity in the 3. 
mining industry to coal sales has potential both on domestic and 
foreign markets. 
Ownership of considerable identified and accessible hard coal 4. 
resources in mines. 
High safety levels in Polish hard coal mines. 5. 

weaknesses: 
Lack of own sources of energy media excepting coal and partially 1. 
natural gas. 
Considerable variation in amount of available hard coal resources 2. 
in individual mines and limited scope of investment in construction 
of new levels in recent years.  
Insufficient warehouse structures for gas and liquid power raw 3. 
materials.  
Inadequate regulations on introducing TPA (third party access) into 4. 
turnover of energy carriers. 
Incomplete regulations in the scope of defining inventory of 5. 
obligatory energy carriers (lack of a holistic approach to inventory 
balance and unequal treatment of entities operating in the supply 
market).
Weak competition in gas and electrical energy supplies to retail 6. 
recipients.
Insufficient infrastructure of transborder power connections that 7. 
could ensure a cheap and fast transfer of energy carriers. 
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Lack of an effective system of emergency prevention in power 8. 
supplies. 

External factors 
 
Opportunities:

The possibility to extract coal contributes to a greater extent to 1. 
security in the EU power industry due to the high share of this 
energy carrier in primary energy that is based predominantly on 
Poland’s potential (this share amounts to 18% in EU and 22.9% in 
the USA). 
Rising prices of oil and gas on global markets. 2. 
The possibility of using the assets of Polish companies operating 3. 
in the energy sector to implement strategic capital alliances which 
increase the level of security in the power industry. 
The increased use of pure coal technologies and the use of hard coal 4. 
for production of gas and liquid fuels. The possibility to utilise EU 
financing to establish a European R&D centre for coal gasification 
and processing of syngas.
Development of new, global logistic paths of basic energy carriers.5. 

Threats: 
Lack of real balance of primary energy in terms of predicted 1. 
development of the Polish economy.
Primary energy breakdown structure broken into energy media 2. 
deviating from the model structure (EU and USA) — Table 4.  
A decrease in demand for hard coal on the domestic market. 3. 
Growing import of coal. 4. 
A reduction in demand for hard coal in the power industry due to 5. 
high cost of greenhouse gas emissions. 
Decline in electrical energy supply.6. 
High cost of transport. 7. 
Limited opportunities to get obtain alternative access to oil and 8. 
partially to gas.  

Conclusions

A change in the structure of energy resource balance in Poland 
in a short-term period is almost impossible. The reduction of coal 
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contribution in this balance is possible only through production of 
cheaper energy than, or similar to that to obtained from coal energy — 
see Table 3. Therefore, a change from coal-produced energy to cheaper 
sources, such as in nuclear power stations and from renewable sources 
could be advised. This would lower the average price of energy in 
Poland. 

A possible scenario is as follows: 
Polish energy industrial group buys shares of a Ukrainian 1. 
nuclear energy producing enterprise and sells this energy in 
Poland (nowadays the energy production balance in Ukraine 
is moving towards production power excess, since the energy 
consumption is limited, especially by steel producers).

2. Similarly, energy could be obtained from Lithuania in the case 
of implementation of the planned new nuclear power plant.

Table 4. Percentage share of energy carriers in primary energy balance in 
comparison to some European countries and the uSA (approximate amounts 
on the basis of data from 2007)6

Energy 
carrier

Poland France Germany EU (average from 
25 countries)

USA

Coal 60.5 4.7 27.7 18 22.9
Oil 25.7 35.8 36.2 37 40.1
Gas 13 14 24 24 22.6
Renewable 0.7 7.5 1.9 7.0 6.1
Nuclear 0 38 10.2 14 8.1

regulations of the Government of the republic of Poland 
in the scope of power raw materials and electrical energy7 

national strategy 

„Key Targets of the Polish Power Industry Policy until 2020”8, which 
is currently updated, constitutes the main document covering the bulk 

6  BP report on power engineering — statistical review of World Energy, June 2008, op. cit.
7  Practically the whole of Section 2 is written in the form of quotations from Polish governmental 

documents. 
8  The Polish Power industry policy until 2020 Warsaw 2004.
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of issues related to the power industry. New priorities will probably 
include:

Power industry effectiveness •	
Renewable energy sources •	
Reduction of pollution with NOx and CO•	 2
Focus on coal•	
Gas import reduction•	

The draft document on „Power Supply Policy in Poland until 2030” 
includes the following key targets:

Improvement of effectiveness of the power industry •	
Increase of security in the power industry •	
Optimising further use of renewable sources of energy, including •	
biofuels 
Development of competitive fuel and energy markets •	
Reduction of environmental impact of power industry •	

Discussed targets9 of the power industry policy are to a large extent 
interdependent. “Improvement of power industry effectiveness results in 
a reduction of demand for fuel and energy, which in its turn leads to an 
increase of security in the power industry due to decreased dependence 
on import; it also helps to decrease the power industry’s impact on the 
environment by means of a reduction of emissions. The development 
of renewable sources of energy, use of biofuels and implementation of 
nuclear engineering produces similar results. A currently discussed 
draft version of the document „Power Industry Policy for Poland until 
2030” reads as follows:

„Members of the Council of Ministers and other representatives of 
the Government of the Republic of Poland shall support the activities 
of European Union bodies with respect to: 

Construction of an international infrastructure for oil •	
transmission to member countries in the Central-European 
region, with special emphasis on extending the Odessa−Brody 
pipeline to Płock. The introduction of transparent rules for the 
use of the transmission infrastructure by oil-producing countries, 
with special focus on ratification of the Energy Charter Treaty 
and signing of the Transit Protocol to the Energy Charter Treaty 
by the Russian Federation countries and increasing the number 
of countries signing the Energy Charter Treaty. 

9 The Polish Power industry policy until 2030 – project Warsaw 2007.
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The extension of transborder electrical and power connections •	
between the Polish system and neighbour countries, 
The construction of infrastructure which facilitates diversification •	
of natural gas supplies to Poland (LNG terminal located on a 
Polish coast, gas pipeline connection to Norwegian Continental 
Shelf). Active involvement of self- governments in execution of 
goals of power industry policy constitutes another crucial factor 
supporting the policy’s implementation. 

It is of the utmost importance that self-governments do not overlook 
the power industry in the process of defining investment priorities. 
Moreover, it is necessary to correlate municipal investment plans and 
power engineering enterprises.10 The need for planning in the power 
industry is even clearer in the light of forthcoming huge challenges 
for Polish municipalities in the scope of meeting environmental 
requirements and the use of EU funds for regional development. It is 
related to the necessity of improvement of power industry infrastructure, 
which would result in delivering better quality services to local 
communities, attracting investors and improving competitiveness and 
the attractiveness of the region. Good planning in the power industry 
is one of the key factors contributing to the success of the state’s power 
industry policy.”

The above quoted documents practically do not consider the 
integration of  Polish energy production with the development of this 
economic sector in neighbouring countries and the whole of EU. The 
national strategy should take into consideration the below described 
issues:

Solutions in economic and privatisation programmes of the new a) 
EU countries that  aim to increase economic strength, good use 
of present energy carriers, and development of  optimal carriers 
structure in the EU, 
Address regional energy security (particularly infrastructural) in b) 
action strategies.

These strategies and action plans should be supported by the EU budget. 
The Polish action strategy should focus on connections with neighbour 
countries in all energy transfer infrastructural systems, including rail, 
roads, crude oil and gas pipelines). The low energy production cost in 
Poland raises EU energy security by stronger support on regional energy 

10  The Polish power industry policy until 2030 – project Warsaw 2007.
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sources. Regarding this aspect, there is room to strengthen energy carrier 
exchange between Baltic area countries and the EU.  

In my view the average contribution of coal in terms of securing 
primary energy in the EU cannot be the same in all countries. Those 
countries where coal-generated energy is cheaper than energy acquired 
from other raw materials should receive preferential treatment in the 
scope of CO2 quota allocation. A shift in balancing primary energy 
towards other energy carriers should be accounted for globally in order 
to ensure the optimal procurement structure for the whole EU with 
consideration of the availability of various energy carriers in particular 
countries. Such an approach should constitute the bottom line for 
Poland in negotiations on defining the EU power supply policy. This is 
particularly significant in view of the fact that the EU pays approximately 
9 USD per million BTU (approx. 1 GJ) contained in gas, whereas global 
competitors pay 6−7 USD per million BTU.

According to the rating agency Fitch, the cost of purchasing CO2 
emission rights after 2012 will result in a dramatic increase in electrical 
energy prices in Poland. This will hinder the Polish economy in reaching 
the EU level within a reasonable time.

Gas sector

The main objective of the Policy11 for the gas industry is to define 
activities aimed at the improvement of security in the power industry of 
the Republic of Poland and the development of the natural gas market 
in the country. Given the above factors, the Policy defines the following 
deliverables:  

Satisfying long-term demand for natural gas on the domestic 1. 
market by means of contracts. 
The construction and extension of infrastructure facilitating 2. 
diversification of sources and routes of natural gas supplies to 
the Republic of Poland, ensuring at the same time uninterrupted 
supplies to recipients. 
The establishment of a response mechanism in situations of 3. 
crisis. 
The protection of the State’s interests in the strategic companies 4. 
in the gas sector. 

11 Polityka dla przemysłu gazu ziemnego [Natural gas industry policy]. Warsaw, 20.03.2007.
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On 3 January 2006, the Council of Ministers passed Resolution 2, 
which obliges the minister in charge of economic affairs to undertake 
measures aimed at the preparation of investment and commercial 
decisions on diversification of natural gas supplies with special emphasis 
on the construction of the LNG terminal and supplies of gas from other 
sources.  Moreover, the resolution obliges the Minister of the Economy to 
initiate actions which aim at implementation of investments promoting 
the extraction of gas in the Polish territory and increasing the capacity 
of storage for natural gas stocks.  

On 31 May 2006, the Council of Ministers passed Resolution 3, 
which recognises the connection of the Polish transmission system with 
Scandinavian gas deposits, gas supplies from that destination and the 
construction of the LNG terminal on the Polish coast as compliant with 
the assumptions underlying the diversification of gas supplies to the 
Republic of Poland and with the Government’s policy. 

Key objectives to improve security in the Polish power industry in 
the scope of natural gas are as follows: 

•	 Consideration	 of	 tasks	 related	 to	 diversification	 of	 natural	 gas	
supplies in the activities of companies that are of significant 
relevance to the security of the power industry; 

•	 Direct	connection	to	Scandinavian	deposits	via	gas	pipeline;	
•	 Construction	of	a	LNG	terminal	on	the	Polish	coast;	
•	 Ensuring	 long-term	 contracts	 for	 natural	 gas	 supplies	 from	

sources other than those in the East; 
•	 Ensure	 that	 the	 State	 maintains	 control	 over	 the	 strategic	

infrastructure for natural gas transmission; 
•	 Extension	of	the	natural	gas	transmission	system;	
•	 Increase	of	active	capacity	of	underground	gas	storage;	
•	 Increase	of	domestic	gas	extraction	potential;	
•	 Reduction	of	the	risk	to	the	security	of	the	power	industry	in	the	

Republic of Poland, which emerged due to public offering for 
subscription of Polish Petroleum and Gas Mining (PGNiG S.A.) 
shares; 

•	 Obtaining	 access	 to	 oil	 and	 natural	 gas	 deposits,	 also	 through	
acquisition abroad, by the PGNiG S.A. group.

Polish Petroleum and Gas Mining (PGNiG S.A.) and Gaz-System 
S.A. (Gaz-System) are strategic companies mentioned in the Policy on 
Security of the Power Industry in the Republic of Poland. Moreover, 
according to the Resolution of the Council of Ministers (13 December 
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2005) on the List of Companies that are of Paramount Importance 
to Public Order or Public Security, both companies are of significant 
importance in the scope presented above. 

Poland has fully implemented provisions related to the liberalisation 
of the gas market (Directive 2003/55/WE). However, the rate of 
liberalisation will largely depend on four key factors: 

The extension of the transmission system in such directions that 1. 
make possible a further increase in its capacity; 
An increase in capacity and power of underground storage 2. 
facilities for natural gas; 
The execution of projects aimed at diversifying natural gas 3. 
supplies by PGNiG S.A. and Gaz-System S.A.; 
The gradual elimination of cross subsidies in tariffs. 4. 

Transmission network 

The code of the transmission network was developed and subsequently 
approved by the President of Energy Regulatory Office in the scope of 
balancing and management of systemic constraints on 21 June 2006.

The Polish transmission network is considerably different from its 
Western equivalents. The amount of transmitted natural gas per year per 
1 km of a gas pipeline in a transmission network equals approximately 
0.9 million m3. 

An additional factor hindering the development of a competitive 
gas market and decreasing the security of supplies is the fact that the 
transmission system is not sufficiently diversified in terms of commercial 
sources and physical gas supplies. Physical diversification is understood 
here as infrastructural connections of the Polish system with the LNG 
terminals or with direct gas pipelines, which would allow for natural gas 
supplies to Poland from other than existing producers. 

The Polish transmission system, in comparison to similar systems in 
EU member countries, has a very limited potential in terms of delivery 
of natural gas, differing from that supplied by Eastern producers. 

Poland is connected to Germany (gas from German suppliers is 
mostly of Russian origin), with Belarus and Ukraine (Russian and 
Asian gas in transit via Russia), and there are no other options of 
importing gas. 92% of natural gas imported to Poland is introduced 
to the transmission system through reception facilities located on the 
Eastern border and from the Yamal−Europe pipeline, while the whole 
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transmission network is oriented on gas transfer from the East to the 
West. 

In comparison, operators in Spain and Belgium move 3.62 million 
m3 and 4.37 million m3 respectively per 1 km of transmission network 
per year. 

Intersystem connections 

According to the decisions enshrined in the resolutions of the 
Council of Ministers from the 3 January and 31 May 2006 in the scope 
of diversification of natural gas supplies to Poland, the establishment 
of connections which further increase dependence on one producer 
or entities dependent on that producer supplying gas to Poland will be 
contradictory to the key targets of this policy. 

Underground storage for natural gas

Insufficient capacity for underground storage of natural gas combined 
with the limited capacity of the system hamper the development of a 
competitive gas market, and also the practical application of the principle 
of third party access to transmission networks. The active capacity 
of underground gas caverns in Poland amounts to approximately 
1.660 million m3. Even full underground stocking does not guarantee 
continuity of supplies to final recipients in the case of sudden, short 
breaks in supplies from the East. Enlargement of the capacity and power 
of subterranean natural gas storage facilities is essential to ensure the 
functioning of a competitive gas market and increasing the security and 
continuity of gas supplies to the recipients.

Poland has fully implemented regulations concerning the 
liberalisation of gas market. However, the speed of the process and 
development of the gas network and market considering the rules of EU 
market will depend mainly on the following factors:

the expansion of the transfer system in directions enabling the a) 
increase of its flow capacity;
the expansion of capacity and power of underground natural gas b) 
storage;
the implementation of the natural gas supply diversification c) 
programme by PGNiG S.A.(retail gas company) and Gaz-System 
S.A.(gas pipeline company);
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the expansion of connections with other gas operators; d) 
gradual elimination of cross subsidiary entities regulating industry e) 
and individual consumer’s tariffs. 

The above will strengthen gas market security in Poland.

Electrical energy 

The Governmental Programme12 for the electrical and power  
industry recognises the following issues as the most relevant to the 
development of this branch: 

Market constraints. Considerable constraints exist in the electrical 1. 
energy market. The wholesale market for electrical energy is 
limited due to the emergence of long-term contracts. Currently a 
free wholesale market (after subtraction of the amount of energy 
purchased from renewable energy resources and energy generated 
in association with heat) equals approximately 50% of electrical 
energy consumed in Poland. Access to a retail market is limited by 
monopolistic practices of network operators, who made it difficult 
for recipients to enjoy the right to choose the energy supplier by 
using provisions in the Instructions for Traffic and Exploitation of 
the Network. Of 1.7 million authorised recipients, only several dozen 
make purchases on the market.  
This failure is predominantly due to the lack of precise regulations 2. 
that would ensure normal functioning of the electrical energy market 
and the lack of effective cooperation of the bodies responsible for the 
implementation of the state’s policy for the power industry.  
The existence of long-term contracts; long-term contracts made 3. 
between Polskie Sieci Elektroenergetyczne S.A. and the producers  
of electrical energy aimed at securing credit obligations of power 
plants. In practice, these contracts considerably limit the scope of 
free turnover of energy, introducing subsidies for some producers 
and restraining the mechanism promoting growth of effectiveness. In  
2005, the amount of energy as specified in the contracts constituted  
over 70 TWh, which is equal to approximately 50% of the whole 
production of electrical energy in Poland. In 2006, this amount 
decreased to approximately 44 TWh and will further decrease in 

12 Program dla elektroenergetyki [Electrical power engineering programme]. Warsaw, 
27.03.2006.
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forthcoming years.  Attempts to solve the long-term contracts problem, 
which have been repeatedly made for a number of years, turned out 
to be ineffective. A bill on termination of these contracts, which was 
prepared in 2005, if implemented, would lead to a significant increase 
in demands imposed on electrical energy recipients.  This project could 
potentially include, and according to the European Commission does 
include, elements of forbidden public aid.  
Lack of competitiveness. Several EU directives are aimed at establishing 

a common electrical energy market in Europe. The European market 
is gradually emerging from regional markets, the integration of which 
will lead to the establishment of a single European market for electrical 
energy. European companies operating in the electrical energy market 
are vertically integrated companies with large financial resources. Only 
those companies in the power industry having a similar structure to 
their Western-European counterparts and are of suitable size are able 
to compete on the European market. Polish companies operating in 
the power industry are relatively small. The lack of vertical integration, 
which is the most frequently applied solution in EU countries, constitutes 
a major problem. The improvement of investment capabilities and 
competition on a common European electrical energy market will not 
be possible unless there is a quick vertical integration of the Polish 
electricity and power industry. 

Amendments included in the programme will result in:
Introducing a market mechanism that will increase the sector’s - 
effectiveness and grant easier market  access to energy users;
Increased effectiveness of the URE Chairman’s office by granting - 
it market monitoring and supervision capacities;
Introducing a system that will replace obligatory energy - 
acquisitions from KDT with a compensation system;
Withdrawing from the majority of KDT’s, through privatisation - 
and consolidation.

Limiting the effects of energy production on the environment and 
the necessity to increase the efficiency of electrical energy production 
require implementing new technologies. New production technologies 
including electrical energy accumulation can lead to an increase in 
the efficiency of using existing production capacities through levelling 
energy consumption; also, they may limit transfer costs by locating 
energy production facilities near end users. New technologies included 
in the programme:



171pOLISH ENERgy STRATEgIES. BASIC DATA AND ANALySIS 

High efficiency (over 40 per cent) energy production in - 
condensation power plants that have a minimal impact on the 
natural environment;
High efficiency (over 50 per cent) energy production in dual gas-- 
steam plants;
High efficiency energy production associated with heat energy - 
produced in energy installations;
Energy production in small, dispersed installations;- 
Nuclear power plants;- 
Renewable energy sources;- 
Using stored energy for peak consumption periods, limiting - 
energy costs and the demand for production. 

In my opinion, regarding technological improvement connected 
with the reduction of energy production costs, regulations are 
required in Poland that emphasise only new technologies that will 
not reduce the contribution of coal fuel, as this will not cause a 
significant increase of electric energy prices. Basic obstructions to 
this approach are:

Very strong influence of coal mining on conservative approach to •	
energy investments;
Simplified approach of environmental regulations promoting •	
environmental solutions, without a clear mechanism of preference 
for actually the cheapest energy producing solutions. 

Liquid fuels — the oil sector

The oil sector has a substantial influence on the country’s energy 
security, as it is responsible for ensuring continuous supply of energy 
carriers as well as low energy prices. The most important issues 
influenced by state administration are:

Ownership strategies for oil sector companies; these may lead - 
oil and other liquid fuel transportation infrastructure owners to 
abuse their position;
Fuel production potential within the Republic of Poland;- 
A model for taxation of the oil sector (scope, rates);- 
Regulatory policies, especially anti-trust and consumer protection - 
policies;
The number of alternative energy sources and energy carrier - 
supply routes within the Republic of Poland;
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The quality of legal regulations concerning infrastructure - 
investment;
The quality of national energy carrier; - 
National energy carrier mining/extraction.- 

Members of the Council of Ministers and representatives of the 
Polish Government will support EU Offices working towards:

Establishing an international infrastructure for transporting oil - 
to EU Member States from Central-Eastern Europe, especially in 
regard to extending the Odessa−Brody pipeline to Płock;
Introducing in oil-producing states transparent regulations for - 
using the transportation infrastructure, focusing on the ratification 
of the Energy Charter Treaty by the Russian Federation, signing 
the Transit Protocol of the Energy Charter Treaty and expanding 
the group of countries that have signed the Energy Charter 
Treaty.

Recommended strategies13 for companies owned and co-owned by 
the state:

Creating internal databases concerning international oil resources, - 
geological conditions, local political and legal conditions and 
risks associated with extraction;
Defining geographical priorities by conducting investment risk - 
assessments;
Implementing internal information systems for investment project - 
planning and realisation that concern oil resource exploration 
and extraction, as well as supporting international initiatives and 
projects.

A key element in Poland’s oil sector is the proposition to sustain two 
separate oil refining centres. The consolidation of PKN ORLEN and the 
LOTOS GROUP has been rejected because of:

increased risk of a hostile takeover if there was a single dominant a) 
Central-Eastern European company;
increased risk of monopolising the domestic market.b) 

The Minister responsible for economic issues concerning cooperation 
with company boards is preparing procedure outlines for cases when oil 
supplies to the companies refineries are cut.

13 Polityka Rządu RP dla przemysłu naftowego w Polsce [Oil industry govermental policy]. War-
saw, 6.02.2007.
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PERN transportation infrastructure

The Council of Ministers has adopted the following plan 
concerning the Oil Pipeline Operation Company PERN “Przyjaźń” 
(Friendship)

The State Treasury will remain the Company’s sole stakeholder;a) 
The Company’s respective offices will conduct a review of current b) 
oil transmission transit rates in order to optimise revenues while 
at the same time optimising  infrastructure  usage;
The Company will complete the construction of the so-called c) 
“third thread” of the Polish segment of the “Przyjaźń” pipeline;
Supporting the  Company Board’s initiatives aimed at d) 
implementing transparent procedures and equal access for all 
NAFTOPORT oil transfer facilities;
The Company will focus on ensuring the country’s energy e) 
security; 
Within three months after the new Policy is accepted, the Company f) 
board will prepare a long term infrastructure development strategy 
that encompasses the development of Polish refinery production 
capacity and the growing need for oil storage logistics; the strategy 
is to be submitted to the proper office for economic affairs.

Moreover, the Council of Ministers has commissioned the Treasury 
Minister (acting as a Company stakeholder) with

supporting Company board actions aimed at implementing a) 
transparent procedures and equal NFTOPORT infrastructure 
access;
supporting Company office actions aimed at increasing the b) 
amount of oil transferred through Polish territory;
supporting actions by Company offices aimed at organising and c) 
separating the part of the Company that specialises in liquid fuel 
transport to transfer ownership to the Liquid Fuels Logistics 
Operator  (OLPP);
supporting actions by Company offices aimed at establishing an d) 
energy carrier transport corridor from the Caspian Sea region 
(Odessa−Brody−Płock), with particular emphasis on cooperation 
with partners from the region (especially Kazakhstan and 
Azerbaijan) and other entities that could ensure oil supplies from 
the Caspian Sea region. When the pipeline construction reaches 
the appropriate level, an environment impact assessment report 
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will be prepared, so that its conclusions can be applied in the last 
phase of the project;
supporting actions by Company offices aimed at acquiring oil e) 
transfer infrastructure in Central-Eastern Europe;
supporting action undertaken by Company representatives f) 
in NAFTOPORT management aimed at ensuring its proper 
functioning in situations that would present difficulties that arise by 
exceeding its financial liquidity. This especially concerns diligence 
in working towards an agreement between NAFTOPORT, PKN 
ORLEN and The LOTOS GROUP, which would concern acting 
in the aforementioned circumstances.

Liquid Fuels Logistics Operator Company  (OLPP) 

The essence of establishing the OLPP is integrating fuel transport 
logistics facilities owned by the State Treasury into one state-owned entity, 
which would offer integrated logistic services for liquid fuels (storage, 
trans-shipment, transporting) to all clients with no discrimination. 
To achieve this goal, the OLPP needs to be established. It would be 
responsible for ensuring:

state ownership and control of the logistics of liquid fuel transport;- 
integrated management of key liquid fuel transportation system - 
elements;
the ability to develop Polish liquid fuel logistics that encompass - 
constructing international pipelines;
increasing the competitiveness of the Polish liquid fuel market;- 
allowing third party access to the fuel infrastructure (storage - 
bases, dedicated product pipelines) in a transparent and equal-
access manner.

The OLPP would include OLPP assets and an organised portion of 
the company that would administer PERN liquid fuel issues. It would 
be logical to hold negotiations with OLPP — PKN ORLEN and LOTOS 
GROUP in order to acquire liquid fuel logistic system elements from 
these companies.

Storage

A new emergency storage system should conform to the following 
prerequisites:
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General application — requirements and obligations associated a) 
with sustaining obligatory stores should apply to all domestic 
entities that deal with all types of vehicle fuels (including LPG, 
CNG);
No discrimination — obligations associated with sustaining b) 
obligatory stores should not result in any practical discrimination 
of liquid  fuel market participants (for example, due to the profile 
of a company’s activities or its scale of operations);
Abolishing obligatory storage by business in exchange for a fee c) 
that would be used for sustaining fuel stores by state-owned 
companies. Proposed regulations will be drafted by the Economy 
Minister; this proposal will include specifications for financing 
the system.

Due to the key role of the fuel infrastructure (pipelines and 
storage tanks) for Poland’s energy security and its influence on the 
competitiveness of the domestic market, equal-access regulations 
concerning the infrastructure need to be implemented in state laws. The 
proposed legislation should be drafted by the Minister of Economy.

An efficiently working wholesale warehouse infrastructure associated 
with a liberal market of rail transport would be a good solution providing 
a fluent and reliable retail market supply.  A big problem is the weak 
expansion of upstream projects in Polish fuel companies.
A too strong impact of the biggest fuel companies on the retail market 
arises from:

- insufficient modern regulation on obligatory reserve storage;
- stagnancy of wholesale logistics functioning; 
- lack of adherence to the TPA rule in  fuel pipeline transfer;
- utilisation of import parity in fixing prices.

Coal

The state energy policy14 will have a direct influence on the bituminous 
coal mining sector, as Poland’s energy security will be chiefly based 
on coal. Any changes in state energy policies will result in changes in 
adjustments in strategies concerning the coal sector. It is assumed that 
coal will continue to play an important role in the EU energy market. 
Bituminous coal can still constitute a valuable element in ensuring the 
14 Strategia działalności górnictwa węgla kamiennego w Polsce w latach 2007−2015 [Coal strategy 

in Poland 2007−2015]. Warsaw. 31.07.2007.
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security of energy supplies and the EU and international economy as 
long as radical CO2 emission reduction strategies are employed.

Polish coal production contributes more than 50 per cent of EU coal 
production, including around 59 per cent of the energetic/energy coal 
and 39 per cent of the coking coal. Poland is the second largest coking 
coal producer in the EU after Germany.

With continuing high oil and natural gas prices, there is expected 
an increasing role of hard coal via processing into liquid fuels and in 
clean coal technologies (CCT). The effects of actions undertaken as 
part of CCT in developing new coal extraction, enrichment, and low 
and zero emission combustion technologies are showing improved 
results all around the world. In this regard Poland as an EU member 
will undertake efforts in cooperation with EU coal producers and 
users.

The development of new liquid fuel production technologies 
(engine, methane, synthetic natural gas) can create additional potential 
of establishing a hard coal consumption level of 5 to 8 million tonnes 
in 2015. New coal combustion technologies will also allow for more 
efficient use of the energy embedded in coal.

In view of the role that domestic hard coal deposits play in fulfilling 
national energy needs, the state policy towards the coal mining sector 
will be to ensure that after 2015 it becomes competitive and functions 
well within the international market economy. After becoming 
profitable, coal companies are expected to have a high level of work 
safety, modern and innovative production processes and a low level of 
negative environmental impact, as well as a stable and elastic employment 
system, which will promote scientific and technological development in 
mining regions.

Rational extraction of coal hard coal deposits should help assure 
national energy security and the development of new energy production 
technologies based on hard coal. While restructuring processes aimed at 
making the sector more competitive are conducted mining companies 
will receive state support; after restructuring is complete they will 
be entitled to benefit from other forms of state aid to support their 
development.

Taken into consideration the situation of the hard coal mining sector, 
especially in view of the analysis of its chief problems and its strategy 
analysis, also regarding its planned form after 2015, the state strategic 
plan for the hard coal mining sector is as follows.
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The aim of the state policy for the hard coal mining sector is to 
rationally and effectively manage Polish coal deposits, so they may serve 
future generations of Poles.

This strategic aim can be broken down into the following elements:
ensuring Poland’s  energy security by meeting the domestic demand - 
for coal, also through using coal in liquid fuel production;
sustaining the competitiveness of the Polish hard coal market in - 
free market conditions;
ensuring stable and quality coal supply to domestic and foreign - 
clients;
implementing new technologies in the coal sector to ensure - 
price competitiveness, work safety, environment protection and 
to create a basis for technological and scientific development 
especially in the Śląsk and Małopolskie regions.

In accordance with the Energy Policy of Poland, in the period until 
2030, it is expected that coal will remain the main fuel for electrical 
power production and one of elements that guarantees energy security. 
An important target of energetic policy is action towards procurement 
of gas by coal gasification technology.

Regarding the critical attitude of the EU, a major problem is the 
high coal quota in Poland’s energy balance. One way of reducing coal 
utilisation in Polish energy production is by the partial sale of Polish 
energy companies to countries for which the coal quota in the primary 
energy balance is close to zero.

Conclusions

The Parliament should develop a new energy policy covering all types 
of energy production, regarding the economic costs and social factors, 
in view of the energy carrier structure planned in the period until 2030. 
The project “Power Supply Policy In Poland until 2030” will provide 
recommendations regarding carrier structures and the new EU energy 
policy. With the aim to improve the energy carrier structure balance 
in Baltic countries it is possible and even recommended for companies 
from those countries to participate in the privatisation of Polish energy 
companies based on coal. For example, the purchase in part or fully of a 
Polish energy producing company by a Latvian company and integrating 
it with the Latvian system would decrease Latvia’s energy dependence 
on gas. This is certainly connected with the need for building energy 
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connections between Lithuania and Poland and a transmission system 
through Lithuania.

Therefore, it is necessary to:
- create mechanisms of supporting actions to procure gas by 

utilisation of coal gasification technology;
- implement governmental-level legislation on the sale of Polish 

energy companies; particularly those based on coal, in order to 
reduce the dependence of Lithuania, Latvia and Estonia on gas;

- subsequently, CO2 limits should be renegotiated for all Baltic 
countries;

- Poland could reduce CO2 emissions by transferring them to other 
Baltic countries,  where the emission quotas are a less important 
problem.

Energy market participants

Producers, consumers and government

The primary participants in the national energy market are the 
producers and consumer; they have been grouped here according to the 
type of derivative or final product they supply:

- liquid fuel producers and distributors;
- gas producers and distributors;
- electrical energy producers and distributors.

Liquid fuel producers and distributors

There are two companies in Poland, Orlen SA and Lotos SA, that 
produce liquid fuels and that have their own retail chains. Poland imports 
around 12 per cent of its fuel, with around 30 per cent in the case of 
diesel oil. Orlen S.A. and Lotos S.A. dominate the national market and 
they also control most of the fuel import.

Despite the liberation of fuel prices at the end of the 1990s, 
nevertheless, the market does not operate as in the EU, since the system 
of wholesale logistics does not allow liberation of the mechanisms of 
free market that work in the EU.
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Gas producers and distributors

Methane is the most popular product in this segment of the market. 
The participation of LNG and CNG is minimal and the methane market 
is dominated by one company — PGNiG SA. In addition, only 50 per 
cent of Poland’s territory is provided with methane gas infrastructure, 
and natural gas consumption per capita is around 30 per cent of the 
European average. The gas system logistics do not allow liberation of the 
mechanisms of free market wholesale.

Electrical energy producers and distributors

Three large companies dominate Poland’s electrical energy 
production and distribution market. The State Treasury controls the 
company responsible for its transfer. It is assessed that with Poland’s 
current energy production capacity at 30,000 MW and the average 
production installation lifespan of 30−35 years, annually new facilities 
capable of producing 800 to 1000 MW should be constructed in order 
to replace installations that are expiring. The electrical energy structure 
is shown in the following diagram15:

Figure 2. Electrical energy production structure.

Hydro-energy constitutes only a small portion of electric energy 
supplied to the market.

15 The Polish Power industry policy until 2020, Warsaw, 2004.
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The continuing regression in constructing new energy producing 
facilities will manifest itself in 5−7 years in insufficient energy production 
to meet the demand. The developing renewable energy source sector 
will not be able to make up this quickly growing gap. Miners and the 
mining sector continue to play an important role in the electrical energy 
production process. Both corporations have very strong trade unions.
PSE Operator S.A., the strategic company that manages the National 
Electromagnetic System, is responsible for transferring electrical 
energy.

Introducing TPA regulations would allow to freely shape the 
direction of electrical energy supplies and to choose a electrical energy 
supplier. But practically the net system does not allow liberation of the 
mechanisms of a free market as in place in the EU.

In my opinion a too strong influence of the biggest companies 
producing energy on the retail energy market in Poland comes from 
insufficient modern regulations on storage of obligatory reserves and 
energy and carrier transfer. The competition is also too weak between 
energy carriers delivered to individual consumers, due to lack of 
equivalent infrastructure (in Germany an individual consumer for 
heating can utilise gas, heating oil or heating water and all these media 
are often provided by one supplier).

Consumers

Consumers are grouped according to their energy use applications 
as follows:

transport;- 
industrial energy (electrical energy and heat energy producers for - 
industrial use, only a small portion goes to the market);
heat and electrical energy producers that supply the market;- 
individual consumers.- 

Primary energy consumption structure is presented below (X).
Polish transport energy consumption structure:
- 96% petrol
- 5−6% heavy heating oil
- 67−70% diesel oil
- 3.2−4.5% electrical energy
Transport energy consumption in Poland is chiefly based on oil. In 

addition, the energy consumption level for Polish transport is low, as 
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fuel consumption in Poland is three times lower than in the EU. This is 
a dynamically growing branch of the economy with a highly integrated 
employer structure.

About 56% of electrical energy in Poland is consumed by industry 
(according to GUS). Industrial energy is at the same time a producer 
of heat and electrical energy. Full integration of the electrical energy 
production system with the national power disposition system is 
especially dangerous if there is insufficient energy for some industrial 
facilities (particularly, in the chemical sector).

There are 56 heat and power plants and 19 power plants in Poland 
that practically cover the entire country. Such a high percentage of 
energy production associated with heating (electrical energy and steam 
technology) derives from a strong influence of local communities 
that receive heat for housing purposes at prices at the same level as 
production costs.

The average energy consumption per capita, which is an indicator 
of the level of living conditions, is over two times lower in Poland, 
in comparison to France and Germany, as well as the rest of the 
EU. Consumers are protected in the ongoing period of economic 
transformation by the URE regulatory office, which has to approve price 
calculations.

Governmental structures

The Polish President can block new, statutory energetic solutions. 
He can influence the international policy and has the right of legislative 
initiative, thus having a role in energy legislation and security, as well 
as energy prices. Indirectly the Prime Minister and statutorily the 
Minister of Economy are responsible for energy security. The Minister 
of Economy has the initiative and can create solutions in the area of 
energetic policy via legislative regulations — orders associated with 
acts16 and is the main author of governmental programmes. Follow 
through of objectives in governmental programmes by company actions 
is mainly based on good will of the company board of directors and 
supervisory boards, as there is practically no statutory mechanism of 
business influence on economic subjects controlled by the state. Not all 
objectives can be given in orders published by the Ministers. In practice,  

16 www.mg.gov.pl/law
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Figure 3. diagram of actors and stakeholders in the energy market
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of an office depends on the persons directing the actions, and the 
situation shown in the diagram does not always depict the real 
situation.

Important international and regional initiatives

The basic barrier in Poland’s participation in international energy 
projects is that governmental programmes do not consider energy 
issues and balances in the international system. The competence of the 
Minister of Economy is restricted to Poland and until now nobody has 
attempted to implement energy security on a regional scale. Initiatives 
have been implemented only partly, but security in Poland is connected 
with neighbour security. Described below are some initiatives and 
proposals in this direction. 

To improve the energy balance we should consider the possibilities of 
regional balance regarding the energy carrier structure and acceptable 
CO2 emissions. The establishment of regional companies producing 
energy from local energy resources may considerably increase the 
region’s energy security.

Linking the Black Sea and the Baltic Sea with an oil pipeline

The Polish Government’s strategy for the national oil industry points 
out the necessity of:

increasing the diversification of oil supply sources, understood - 
as importing oil from different regions of the world, different 
suppliers and intermediaries, using alternative transport routes;
increasing the oil sector’s competitiveness in order to minimise - 
the negative effects of increasing resource prices on international 
markets;
increasing the amount of oil that is transported through Polish - 
territories;
establishing a transportation infrastructure that would allow - 
Polish consumers to gain access to oil from the Caspian Sea 
region.

Development of a plan to connect Ukraine’s Brody with Poland’s 
Gdansk has been underway for several years. Earlier, the Ukraine built 
a pipeline for transporting oil from the Pivdenny terminal in Odessa to 
Brody.
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A company called Sarmatia was established to implement this 
plan; its two main  stakeholders are logistics companies from Poland 
and Ukraine — PERN and UkrTransNafta. In 2008, companies from 
Georgia, Azerbaijan and Lithuania joined the group of stakeholders. 
Development of a business plan for the Brody−Gdansk connection is 
still underway.

We must remember that 95% of oil in Black Sea area is controlled by 
Russian logistic companies. Without expansion of the Georgian system 
and the participation of oil companies that plan to transport oil to the 
West, the project will remain just a plan.

The Baltic undersea gas pipeline

Russia, the northern hemisphere’s largest natural gas producer 
supplies 25 per cent of gas consumed in the EU. While EU politicians are 
beginning to speak of the dangers of Russia and Gazprom’s (which owns 
the companies that distribute the gas) monopoly, from the viewpoint 
of supply security there is already a deficit in gas pipelines that transfer 
gas to western and southern Europe. The deficit in transfer capacities in 
northern Europe has been dealt with by initiating the construction of a 
gas pipeline on the bottom of the Baltic Sea. It is difficult to understand 
from an economic standpoint why an undersea pipeline was chosen, 
when it is much more expensive than doubling the Jamal gas pipeline 
that leads from Poland’s eastern to western border. The largest energy 
consumption is concentrated in northern Europe, so the necessity of 
ensuring continuous energy supplies should encourage building a 
pipeline that runs through Poland. A politically and economically 
stable country ensures the secure functioning of elements of Europe’s 
infrastructure that are located in its territory. For this reason it is also 
possible to create inexpensive underground storage facilities for gas and 
oil that could help ensure Europe’s energy security. This is the shortest 
and least expensive way to link Europe’s east and west. 

Two-sided projects of western EU countries with Russian companies 
will not help joint EU’s energy policy, especially in the Baltic area in 
which the structure of energy supply in many countries is far from the 
average level of EU diversification.

This approach is coherent and after developing cross-border 
connections a common EU energy security policy could be established 
in this region of Europe. With today’s natural gas transfer structure a 
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undersea gas pipeline without cross-border pipelines only amplifies the 
separate character of old gas transfer systems of the EEC and Comecon.

There is a need to develop a project that will protect and diversify gas 
supply for the EU gas system. The Norwegian proposal of a gas pipeline 
from the Stockman fields should go through Finland and the Baltic 
Sea, connect via the Estonian, Latvian and Lithuanian systems with the 
Polish and German gas system. The current version of the Stockman 
fields via Russia and North stream connection does not change the level 
of diversification, trade practices and supply safety.

Another way of energy security improvement is to lower high 
methane contribution in the Baltic regions energy balance through the 
reduction of consumption.

Replacing methane with heating oil in energy is economically 
reasonable and possible, provided that the regulation of railway transport 
in the area of liquid fuel logistics in the Baltic countries will be liberated 
and similar to EU rules.

LnG gas terminal

The development of Poland’s domestic gas market will mainly be 
stimulated by adjusting the national energy balance to standards that 
are being implemented by the EU. According to EU directives, the 
participation of one type of energy source (coal, heating oil, others) 
in the primary energy balance cannot exceed 30 per cent. In order to 
ensure alternative gas supplies to Poland establishing a LNG terminal in 
Poland is currently under analysis in view of the following factors:

developing a LNG transport fleet — 50 per cent surplus in existing - 
and 100 per cent surplus in ships commissioned to be built;
57 terminals designed and built in the USA;- 
USD 130 B invested on an international scale in the years - 
1998−2006 in the up, mid and downstream associated with 
LNG;
USD 175 B invested only in 2005/2006 (estimate by ABN - 
Amro).

It is possible that international investors will participate in realising 
the project, linking it to alternative gas supplies for other European 
states.

If a connection with a capacity of 1 billion m3 of gas was built  
between Poland and Lithuania, this would supplement the Lithuanian, 
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Latvian and Estonian gas system. Another way of stronger diversification 
of gas supply to Poland and Baltic countries is connecting Poland and 
Lithuania via Finland and the terminal in the north of Norway.

underground capacities for gas and oil storage

Underground natural gas storage facilities in Poland’s natural 
gas system are located in used up gas deposits in the south (four 
installations in the Podkarpackie and Małopolskie regions and one in 
the Wrocławskie region) and in chambers in salt deposits (first such 
facility in south Kujawsko-Pomorskie region, KPMG Mogilno). The 
total capacity of these facilities is not sufficient from the viewpoint of 
current consumption, and moreover, this is a factor that hampers the 
development of the gas market and methane consumption.

It is also necessary to ensure catering to a growing demand for 
domestic storage capacity as well as lowering liquid fuel and oil storage 
costs.

Subterranean storage facilities will be established for use by refineries 
in order to ensure planned increases in production capacity.

After lixiviation (hollowing out caverns in salt deposits) it will be 
possible to offer storage services to countries from the Baltic Sea basin. 
Those operations should be connected with the expansion of the 
pipeline system, which means connecting Scandinavia, Estonia, Latvia, 
and Lithuania with Poland and Germany gas systems. 

Moreover, the implementation of investments in underground storage 
facilities (without tankers) for oil and liquid fuels is in accordance with 
the Polish Republic’s Oil Industry Strategy and will ensure the long-
term energy security of the country. The investment will also enable 
implementing obligations of the Baltic Basin states to the EU and the 
International Energy Agency regarding obligatory fuel storage.

Gasification of hard coal for synthetic gas production

One of the solutions currently being discussed is using coal gasification 
installations to process 3 to 4 million tonnes of into synthetic gas, which 
can be later used for chemical and pyrotechnic product manufacturing.

The second solution is based on electrical energy gasification.
It is also possible to alternatively use synthetic gas as a substitute for 

1.5 to 2 billion cubic meters of natural gas (10−15% of Poland’s natural 



187pOLISH ENERgy STRATEgIES. BASIC DATA AND ANALySIS 

gas consumption and around 30% of Poland’s gas extraction). This 
solution also allows for electrical energy production.

The location of such an installation and possible synthetic gas 
distribution to consumers will be possible after the projects Technical 
and Economic Conditions are agreed on. Three companies are currently 
engaged in preparing analyses and business plans — one from the energy 
sector and two from the chemical sector.

The implementation of this project will make possible the diversifi-
cation of EU energy supply, especially regarding earth gas, through 
generating additional stream, based on European coal resources.

Advantages

Diversification of energy carriers in Poland and the EU.1. 
Decreasing methane demand in Poland.2. 
Increasing Poland’s energy independence.3. 
The first installation would pave the way for the fast expansion of 4. 
alternative coal usage.
Potential for using EU funding and creating a European Research 5. 
Central For Industrial Coal Processing with the support of 
Germany.
Possibility of lowering CO6. 2 emissions, improving Poland’s and 
the EU’s position in fulfilling Kyoto protocol requirements:

technologies (Shell and most likely Fisher Tropsch) for internal - 
CO2 usage, leading to decreased emissions;
cutting-edge technologies that allow using up to 30 per cent of - 
communal waste as a resource for energy production.

Ignalina nuclear Power Plant

Due to outdated technologies used in the Ignalina nuclear power 
plant in Lithuania, the EU is demanding that it be shut down. Poland’s 
Government has declared readiness to participate in the construction of 
a new plant or modernising existing facilities.

Energetic solidarity

So far there was a valid rule based on reaction in case of disturbance 
of supply reaching about 20% of EU’s energy balance. This rule is 
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strongly discriminating against small countries and can lead to energy 
shortages in many EU countries. Therefore, Poland came forward with 
an initiative of protecting energy media supply in cases of disturbance 
of 50% of a countries energy supply. 

Concluding remarks

An important target of energy policy is procuring coal gasification 
technology. A major issue for Poland is the high coal quota in Poland’s 
energetic balance which is in dissonance with the EU Climatic Packet. 
One way of reducing the coal utilisation quota in Polish energy is the 
partial sale of Polish energy companies to countries which have a zero 
coal contribution to the primary energy balance.

The speed of network and gas market development in the Baltic 
countries will depend mainly on the following factors:

- expansion of the transport system in directions enabling to 
increase flow capacity/transfer function and increasing the 
security of all partners by regionalisation of the problem of 
gas supply;

- the expansion of capacity and power of underground natural 
gas storage;

- diversification of supply sources like LNG terminals;
- gradual elimination of cross subsidiary links between industry 

and individual consumer tariffs.   
The liberalisation of the market is associated with energy security, 

particularly regarding hostile takeovers. Solutions accepted in Poland 
are based on the strategic role of infrastructural transfer companies 
and they guarantee energetic security even by strong energy market 
liberalisation. This will meaningfully increase the security of gas market 
function in Poland and the Baltic countries. 

In economic programmes, also the privatisation programmes of 
new EU countries, in order to promote economic strength and for full 
utilisation of the present energy carrier structure to obtain the optimal 
carrier structure in whole EU, we recommend to jointly involve actors 
and stakeholders in the energy sector of other EU countries, at least on 
a region scale. 

Key actors and stakeholders with regard to energy security (especially 
infrastructural) must through action strategies find solutions to promote 
energy security. These actions need support by the EU budget. Polish 
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strategy should promote connections with neighbour countries in all 
energy transfer infrastructural systems (railway, roads, crude oil and 
gas pipelines). In view of the low energy prices in Poland, even with 
the present energy carrier structure, the energy production system in 
Poland raises EU energy security by strong support on a national energy 
source. There is a need to promote energy carrier exchange between the 
Baltic area countries and the entire EU, which would improve energy 
security via regional cooperation. A natural partner for this is Poland, 
which has its own problems connected with an energy economy based 
on coal and consequently large CO2 emissions.



LItHuAnIAn EnErGY StrAtEGY  
And ItS IMPLICAtIonS  
on rEGIonAL CooPErAtIon

Tomas Janeliūnas1

Introduction

Since the first days of Lithuania’s independence, energy security has 
been one of the most sensitive issues of economic and political survival of 
the state. Lithuania regained independence in 1990 and was immediately 
punished by the Soviet Union via an energy blockade. The leaders of the 
Soviet Union were confident about Lithuania’s incapacity to develop a 
self-sufficient economy and believed that Lithuania would be forced to 
return. From 20 April to 2 July 1990, Lithuania was completely cut off 
from oil and fuel supply. This blockade had a very destructive effect on 
the Lithuanian economy. By the time of official international recognition 
of Lithuania’s independence, it was clear that great attention should be 
paid on energy security. 

However, even after 18 years of independence, Lithuania is still 
vulnerable because of dependence of the energy sector on Russia. 
Although the Soviet Union no longer exists, Russia is not afraid to use 
energy supply as an instrument of warning or punishment. Since 1990, 
Lithuania has faced several disruptions of energy supply. The most 
alarming of them occurred recently, when on 18 February 2004, the gas 
supply was interrupted to Lithuania as a consequence of the Russian–
Belarusian conflict. During two days, Lithuania was offered to use only 
5 of a needed 12 million m3 via the reserve pipeline from Latvia.  On  
 
1 Associated Professor, Institute of Political Science and International Relations, Vilnius Univer-

sity, Lithuania; e-mail: tomas.janeliunas@gmail.com
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29 July 2006, the Druzhba branch-line to Mazeikiu nafta, the only oil 
refinery in the Baltic States, was closed. Although Russia has repeatedly 
stated that the pipeline is closed exclusively for technical reasons, there 
is little doubt that this action was taken as a political reaction on selling 
shares of Mazeikiu nafta to a Polish and not Russian company. Since that 
time, oil is transported only through the Butinge oil terminal by sea.

The above precedents confirm the existence of threats on the 
Lithuania’s energy sector. Lithuania does not possess hydrocarbon 
resources of energy and only a small part of its needs can be fulfilled by 
domestic resources. Lithuania has developed and modified the energy 
strategy several times since 1990, and has initiated some ambitious 
projects, but until now Lithuania as well as Latvia and Estonia remain as 
“energy islands” in the EU. The energy infrastructure of the Baltic States 
is more integrated with Russia than with the EU.

Lithuania’s energy sector is rather specific and very sensitive and 
vulnerable to external pressure. The keystone of the energy sector 
is formed by the Ignalina Nuclear Power Plant and the oil refinery 
Mazeikiu nafta. Lithuania will face radical transformation of the whole 
energy sector by the forthcoming closure of the Ignalina Nuclear Power 
Plant in 2009. Unfortunately, Lithuania is not sufficiently prepared for 
this and will encounter a real shock by increasing cost of electricity 
and demand for natural gas import. This will also imminently increase 
dependence on the Russian Gazprom.

The operation of Mazeikiu nafta also has a tremendous influence on 
Lithuania’s economy. Mazeikiu nafta is the biggest company by revenue 
in Lithuania. In 2007, its revenue was 8.814 billion LTL (2.554 B EUR); 
and during the nine months of 2008, it reached 14.4 B LTL (4.17 B EUR)2. 
The performance of the company is important for the state budget and 
the GDP, and hence Russian attempts to disrupt its operation have direct 
impact on Lithuania’s economy. 

With the aim to reduce the vulnerability of the energy sector the 
Lithuanian Government has initiated several regional projects, among 
which the most important are a new Nuclear Power Plant in Lithuania 
(together with Poland, Latvia and Estonia) and energy links to Poland 
and Sweden. It is also planned to implement several other projects 
to modernise other power plants, to increase efficiency of energy 

2 AB Mažeikiu nafta. Annual Report 2007. 2008, p. 66, http://www.nafta.lt/get_file.php?id=159; 
AB Mažeikiu nafta. Mazeikiu Nafta Reports Operations Results for Nine Months, News release,  
13 November 2008, http://www.nafta.lt/en/main/news/news?id=5657 
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consumption and to extend consumption of indigenous and renewable 
energy resources. Many of those projects are still in the preparation 
stage, and it is obvious today that only close cooperation with other 
states in the region can result in their successful implementation. 

Lithuania’s energy sector: current situation

Energy dependence and consumption trends

In the recent few years, the structure of Lithuania’s energy 
consumption shifted towards natural gas. Compared to 2004, when 36 
per cent of all energy needs were covered from nuclear sources (Ignalina 
nuclear power plant), in 2007, the main primary energy sources became 
natural gas, imported exclusively from Russia. This increased economic 
dependence on imported energy resources. Lithuania has no substantial 
indigenous or renewable energy resources and domestic and renewable 
sources meet only 11.2 per cent of the demand (see Fig. 1). Bearing 
in mind that nuclear fuel and the larger part of oil is imported from 
Russia diversification of flows of energy resources is a priority for the 
Lithuanian Government.       

Figure 1. Gross consumption of primary energy sources in Lithuania, 2007.

Source: Department of Statistics, Government of the Republic of Lithuania, Energy Balance 2007. 
Vilnius, 2008, p. 47

Total energy consumption is often estimated as million tonnes of 
oil equivalent (Mtoe). In 2006, the primary energy consumption in 
Lithuania was 8.60 Mtoe and the final energy consumption — 4.766 
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Mtoe.3 The final energy demand has been increasing in Lithuania since 
2000 but still has not reached the 1990 level. 

Figure 2. net fuel and energy imports 2006−2007.

Net imports = imports – exports.

Source: Department of Statistics, Government of the Republic of Lithuania. Energy Balance 2007. 
Vilnius, 2008, p. 48. 

Currently, the final energy balance is dominated by the household 
and transport sectors consuming over 60% of the energy supplied to the 
final consumers. During the period 2000–2006, energy consumption 
rose rapidly (5.2% per annum) in the manufacture sector increasing its 
share in final energy balance to 21%.4

The National Energy Strategy of Lithuania presents three final energy 
consumption trends, which depend on the economic growth rate:  
1) fast economic growth scenario, 2) basic (most likely) scenario, and  
3) slow economic growth scenario. The basic scenario is based on the 
most likely economic development trends, assuming a GDP growth rate 
of 5% until 2015, and 4% after 2015 (average 4.5% during the period 
from 2005 to 2025).5 According to the basic scenario, Lithuania’s final 
energy consumption will reach 5 Mtoe in 2010 and 7.4 Mtoe in 2025 
(see Table 1). 

3 Department of Statistics to the Government of the Republic of Lithuania. Energy Balance 2007. 
Vilnius, 2008, p. 12. 

4 Lithuanian Energy Institute. National Energy Strategy (with commentaries). Vilnius, 2008, p. 30.
5 Ibid., p. 28. 
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Table 1. Forecast of final energy demand in Lithuania

Source: Lithuanian Energy Institute. National Energy Strategy (with commentaries), Vilnius, 2008, 
p. 31. 

oil sector: the lost status of a transit country  

Dependence on Russian oil and gas has been a hot issue since the 
restoration of Lithuanian independence and the subsequent energy 
blockade from Russia in 1990. The energy blockade created an urgent 
need to build capacity for provision of import oil from other countries. 
Lithuania has learned its lesson from Russia and today participates in the 
oil sector not only as a final consumer but also as mediator in refining 
and transportation processes.

The strategic decision to build the Butinge oil terminal was taken after 
the oil blockade in 1990. It was decided to import oil by alternative routes 
and the Butinge terminal was considered to be the main instrument to 
circumvent energy blockades. The terminal cost Lithuania 350 million 
USD, but has paid off already as it is an important element of the oil 
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export system (Table 3). The reversible export and import oil terminal 
on the Baltic seacoast operates all year and can export 14 million tonnes 
of oil annually. Butinge import capacity was planned at 6 million tonnes 
of oil per year but recent improvements have built import capability. 
Since July 2007, Butinge has operated mainly primary as an oil import 
channel to provide the needs of Mazeikiu nafta. In 2008, 9.07 million 
tonnes of crude oil were handled in the Butinge terminal6, almost all 
consumed at the Mazeikiai refinery.

Until 2007, Russian oil from Polotsk to Butinge was transported 
by a branch of the Druzhba pipeline through the Mazeikiai refinery  
(Fig. 3). Oil and its products from Mazeikiai by railway are also 
transported to Klaipeda oil terminal, which at the same time can serve 
as a strategic oil import port.  

Figure 3. oil supply and refining in Lithuania.

Source: Lietuvos energetikos istitutas. Nacionalinė energetikos strategija. Vilnius, 2003, http://www.
lei.lt/_img/_up/File/atvir/leidiniai/energ.pdf

The designed capacity of Mazeikiu nafta, the only refinery in the Baltic 
States, is 15 million tones of crude oil per year. The year 2007 was very 
difficult for Mazeikiu nafta, as it had to shift to new (or forgotten old) 
routes of import crude oil. This and an accidental fire in autumn 2006 
6 Klaipėda Sea Port. Review of cargo turnover in Klaipėda and neighbouring ports during Janua-

ry-December 2008, 2009, http://www.portofklaipeda.lt/en.php/statistics/recent_statistics/8150
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caused a sharp drop in refined oil in 2007.  However, in 2008, Mazeikiu 
nafta planned to reach its typical production rates. In nine months of 
2008, Mazeikiu nafta reported refined amounts of 7.244 million tonnes 
of feedstock, including 6.962 million tonnes of crude (Table 2).7

Table 2. refined oil at the Mazeikiu nafta oil refinery

2001 2002 2003 2004 2005 2006 2007 2008
I−III 

quarters
Refinery 
intake (M t)

6.8 6.6 7.2 8.7 9.2 8 4.7 7,2

 
Sources: Department of Statistics to the Government of the Republic of Lithuania. Energy Balance 
2007. Vilnius, 2008; AB Mažeikiu nafta Metinė ataskaita 2006 (Annual Report 2006). 2007, p. 20. 
http://www.nafta.lt/get_file.php?id=111 

The third major constituent of Lithuanian oil sector is Klaipedos 
Nafta, which owns the Klaipeda oil terminal. It operates light and heavy 
oil product storage tank farms and railway trestles. Oil products from 
Mazeikiu nafta, Russian and Belarusian oil refineries, as well as Russian 
and Kazakhstan crude oil are exported via this terminal (Table 3). 

Table 3. Shipment of oil and oil products through the Port of Klaipeda 
and Butinge oil terminal in 2002−2008 (mln tonnes)

2002 2003 2004 2005 2006 2007 2008
Port of Klaipeda
(oil and oil products 
only) 6.681 6.640 6.429 5.783 6.772 7.139 9.36

Butinge oil terminal 6.07 10.72 7.24 6.13 5.89 4.58 9.07

Source: Klaipėdos valstybinio jūrų uosto direkcija. Klaipėdos valstybinio jūrų uosto 2007 metų 
krovos darbų ataskaita, 2008 [The report of port of Klaipėda on cargo in 2007]. http://www.
portofklaipeda.lt/admin/files/get.php?id=442
Klaipėda Sea Port. Review of cargo turnover in Klaipėda and neighbouring ports during 
January−December 2008, 2009. http://www.portofklaipeda.lt/en.php/statistics/recent_
statistics/8150

7 Mažeikiu nafta. Mazeikiu Nafta Reports Operations Results for Nine Months, 2008 November 13. 
http://www.nafta.lt/en/main/news/news?id=5657
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The development of the oil sector in Lithuania has proved one simple 
principle — mediation in the energy sector (participation in transit 
and process of refining) strengthens security and economically is more 
useful than being just a consumer. The dependence of Lithuania from 
Russian oil has not decreased (because import from other countries 
is too expensive) as the Butinge oil terminal handles mainly Russian 
oil shipped through the Primorsk terminal.8 However, mediation has 
helped to seize the advantages that were available. The Butinge oil 
terminal became an important source of revenue for Lithuania’s state 
budget and economy and at the same time raised the value of the whole 
oil system. The involvement in Russia’s oil transit made the Lithuanian 
oil sector attractive for foreign investors and as a result PKN Orlen 
became the primary owner of Mazeikiu nafta in 2007. However, the oil 
transit business has proved to be unreliable because of Russia’s political 
attitude toward Lithuania.

Gas sector: the most vulnerable link

Lithuania’s politicians, economists and national security experts 
underline that the gas sector is the most vulnerable field in the energy 
sector, as Lithuania does not participate in gas transit and acts only as a 
consumer of Russian Gazprom gas. The need for gas is increasing and 
after the decommissioning of Ignalina’s Nuclear Power Plant the demand 
should almost double. In 2006, all gas was imported from Gazprom, 
a total of 3.1 million m3. The gas import is mainly operated by three 
enterprises: AB Lietuvos dujos, UAB Dujotekana and AB Achema. 

Lithuania’s dependence on Gazprom policy is regulated by the 
following factors9:

The only gas supplier to Lithuania is gazprom.•	  As a consequence, 
Lithuania lacks alternative choices to Gazprom’s demand to pay 500 
USD for 1,000 m3 of gas or even more. From the beginning of 2006, 
Gazprom started to gradually raise prices for gas sold to Lithuania. 
From 1 January 2006, the price of natural gas imports to Lithuania 
rose by 63%, as compared with 2005, and from 1 January 2007 — by 

8 In 2007 and 2008, some test shipments of Venezuela and other countries were handled but the 
main flow remains from Primorsk.  

9 Adopted and modified from: Janeliūnas, Tomas, Molis Arūnas. “Energy Security of Lithuania: 
Challenges and Perspectives”. Lithuanian political Science yearbook 2005. Algimantas Jankaus-
kas (ed.). Vilnius, 2007, pp. 208−209.
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another 47%. At the beginning of 2007, the cost of gas import was 
2.4 higher compared with 2005. According to the National Control 
Commission for Prices and Energy, the price even rose during this 
year — in August 2008, Lithuania already paid 515 USD for 1,000 
cubic metres.10 In the second half of 2008, oil prices dropped sharply 
and this should lower gas prices as well, but only as a short relief. 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Natural gas is transported to Lithuania only via the •	
Minsk−Vilnius−Kaliningrad pipeline, which is controlled by 
gazprom. The system of Lithuania’s gas pipelines is not integrated 
into the European network or any alternative extraction zone. 
Therefore, there is no opportunity to supply Lithuania with gas 
from alternative sources. In emergency cases an alternative route 
is the link with the Latvian gas system, but its capacity cannot 
meet the typical Lithuanian demand. (Fig. 3)

10 Laukaitytė, Rasa. „Lietuva už dujas jau moka brangiau nei „Gazprom” žada parduoti Europai“.  
2 October 2008 [Lithuania already pays for gas more than Gazprom intends to sell for Europe]. 
http://www.delfi.lt/news/economy/energetics/article.php?id=18742907 

Figure 4. dynamics of natural gas consumption.

Source: Lithuanian Energy Institute. National Energy Strategy (with commentaries), Vilnius, 2008, p. 46.
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gazprom is one of the biggest stockholders of the main Lithuanian •	
gas operator Lietuvos dujos11. This means that Lithuania does not 
have any chance to implement policy that would contradict the 
interests of Gazprom (e.g. raise transit tariffs or block gas supply for 
Kaliningrad). 
There are no gas storage facilities in Lithuania.•	  Lithuania does not 
have capacity to store natural gas and use the reserves when this is 
necessary. On the other hand, if such a gas storage facility would be 
built, the main shareholder would be Gazprom and its partner E.ON 
Ruhrgas International. 
Lithuania does not have capacity to deliver, recast or store big quantity •	
of liquid natural gas (LNg). Thus, Lithuania can not buffer any 
perturbation of the gas supply.

Figure 5. Lithuania’s gas system.

Source: Adapted by the author

Electricity sector: before and after 2009

The electricity sector earlier was the strongest and most efficient 
element in the Lithuania’s energy system. The Ignalina Nuclear Power 
11 Gazprom has 37%, its main partner in Western Europe E.ON Ruhrgas International AG pos-

sesses 39%, and 18% is left for the Lithuanian Government. 
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Plant (Ignalina NPP) had capacity exceeding Lithuania’s demand and 
this provided the opportunity to export electricity. In 2005, electricity 
sale abroad by Lietuvos Energija AB amounted to 4.03 TWh. Due to 
closure of the first unit of the Ignalina Nuclear Power Plant electricity 
exports fell by 45% by the end of 2004. Lietuvos Energija AB exported 
electricity to Latvia, Estonia, Belarus, Kaliningrad Region of Russian 
Federation and continental Russia. 

The main source of electricity in the country until now has been the 
Ignalina NPP, as it produces less expensive electricity than thermal power 
plants using fossil fuel. Even with one unit operating (after 2005) Ignalina 
NPP generated and supplied 7.9 TWh, and Lietuvos Energija AB exported 
2 TWh of electricity. As a result of the successful export and import policy 
of Lietuvos Energija AB (cheaper electricity was imported from Russia 
during 80 days of repairs at Ignalina NPP), electricity production costs in the 
country increased insignificantly in 2006 — only by 0.5%12. However, since 
then, preparation for decommissioning of the Ignalina NPP and scheduled 
or accidental disruptions of the second unit operation at Ignalina NPP 
Lithuania resulted in a need to import electricity from Russia.

Table 4. Installed capacity of power plants in Lithuania (2006)

Source: Lithuanian Energy Institute, Ministry of Economy. Lithuanian Energy Strategy 2008.  
V. Miš  kinis, A. Galinis, J. Vilemas (eds.). Vilnius, 2008, p. 36.

However, after 2009, Lithuania will face a big challenge arising from 
the decommissioning of the second unit at Ignalina NPP. Then the 
12 National Control Commission for Process and Energy. The Annual Report on Electricity and 

Natural gas Markets in Lithuania to the European Commission 2007. Vilnius, 2007, p. 13.
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Lithuanian Power Plant will become the major electricity production 
source. However, as stated in the National Energy Strategy, the price of 
electricity produced by the existing generating units of the Lithuanian 
Power Plant (and other smaller power plants using natural gas) will not 
be competitive in the market. It should be remembered that the demand 
for natural gas after 2009 will increase at least by 75 per cent. 13

In 2005, the average electricity production cost was about 8.44 Lit-
huanian cent/kWh (2.45 eurocent/kWh) and the average electricity 
cost for the final consumer was about 23 Lithuanian cent/kWh.  
(6.67 eurocent/kWh)14. Taking into account the decommissioning of 
Unit 2 of the Ignalina NPP the average electricity production cost in 
2010 is expected to increase more than twice and the average electricity 
cost to the final consumer is estimated at 69 Lithuanian cent/kWh  
(20 eurocent/kWh).15 This cost is estimated assuming a scenario of no 
imported electricity from abroad. 

Such a large increase in the electricity price will hit Lithuania’s 
economy rather hard. That was the reason why Lithuanian politicians 
attempted to communicate with the European Commission on 
extension of operation of Ignalina NPP until alternative power plants are 
modernised and energy links with Poland and Sweden are constructed. 
However, the repeated response of the European Commission to 
Lithuania was adherence with the Membership Treaty regarding time 
of Ignalina NPP closure.

Perhaps the biggest problem in the Lithuania’s electricity sector is 
the absence of energy links with Poland and Sweden. Those projects are 
necessary to ensure that Lithuania will face no shortage of electricity after 
2009. Presently, Lithuania can import electricity only from Russia or Belarus, 
and there is no guarantee that Lithuania’s import demands will be met. There 
can be technical obstacles (e.g. shortage of electricity in neighbouring regions 
or limited capacity of electricity networks) as well as political motivation that 
could force Lithuania to utilize only its own capacity. 

Therefore, as stated in the National Energy Strategy, it is necessary 
to build capacity by improving efficiency of CHP plants including the 
Lithuanian Power Plant and to reduce the price of electricity generated 
13 Lithuanian Energy Institute, Ministry of Economy. Lithuanian Energy Strategy 2008.  V. Miškinis, 

A. Galinis, J. Vilemas (eds.). Vilnius, 2008, p. 14. http://www.ukmin.lt/lt/veiklos_kryptys/ener-
getika/bendrieji_dokumentai/doc/Ataskaitos2007/NES_kom_liet.pdf 

14 Ibid., p. 34.
15 However, even those numbers may be not precise because the constant price of natural gas was 

included in the calculations and the situation has been changed since that.
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by the Lithuanian Power Plant. By 2010, the Lithuanian Power Plant 
is planned to have a combined cycle gas turbine unit with a capacity 
of up to 400 MW installed (investment estimated at LTL 720 million 
or 210 million EUR), inefficient units of 150 MW capacity closed, as 
well as minimisation of the use of natural gas by substituting petroleum 
products for natural gas in other units.16 However, there is some doubt 
regarding completion before the beginning of 2010. 

The biggest hope for eventual energy security in Lithuania focuses 
on the construction of a new nuclear power plant, developed together 
with Poland, Latvia and Estonia. The National Energy Strategy envisages 
completion of the plant by 2015, but project development is delayed and 
it is clear that the nuclear power plant can be completed only by 2017 
or even by 2020. The supervision of the construction will be carried out 
by a Lithuanian national investor (the so-called “national champion”)  
Leo Lt, formed by the state-owned electricity transmission system 
operator Lietuvos energija AB, electricity distributor Rytu skirstomieji 
tinklai (RST) AB and private electricity distributor Vakaru skirstomieji 
tinklai (VST). The process of forming the national champion has evoked 
much discussion and controversy. Critics of the national champion are 
arguing that the government is protecting interests of private investors 
more that public interest. Even now after official procedures and 
legislation has been enacted, some political parties are attempting to 
review the entire process and hamper the work of Leo Lt. 

Lithuania’s energy strategy

The main principles and priorities of energy strategy 2007

The new National Energy Strategy was approved by the Lithuanian 
Seimas on 18 January 2007, replacing the old strategy adopted in 2002. 
The demand for the newly formulated strategy rose after joining the 
EU and the increasing dependence on Russian energy resources. The 
ensuing closure of the Ignalina nuclear power plant was a big challenge  
that could not be ignored and required reconsideration in view of the 
impact on the whole energy sector. The recent changes in global energy 
trends, energy prices, the problems posed by global climate change 
and the impact thereof on a long-term global energy outlook also 

16 Lithuanian Energy Strategy 2008, op. cit., p. 37.
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demanded new reaction from the Lithuanian Government. However, 
some old problems were reiterated in the redrafted strategy. Lithuanian 
Government and lawmakers admitted that not all objectives given in 
2002 have been implemented, specifically:

Lithuania’s electricity networks were still not interconnected with •	
Poland’s networks;
Insufficient progress has been made towards increasing the •	
reliability of natural gas supply;
Modernisation of the heat sector has been too slow, hence an •	
excessive amount of energy is still consumed for the heating of 
buildings, the condition of a large number of heat supply pipelines 
is critical, and the probability of large-scale accidents is high. 

The new National Energy Strategy “defines the main targets set by the 
[Lithuanian] State and directions for their implementation until 2025 
by fully adjusting these targets and directions to growing state needs 
and the most recent international requirements, having regard to the 
aspects of efficiency, energy security, environmental and management 
improvement”.17 

The National Energy Strategy sets three main priorities (strategic 
objectives): 

1) To seek comprehensive integration of Lithuania’s energy 
systems, especially the electricity and gas supply sectors, into EU 
systems and the EU energy market;

2) To diversify the sources of primary energy by reviving nuclear 
energy and to rapidly increase the relative weight of renewable 
and indigenous energy resources, to ensure that the share 
of the natural gas supplied from a single country and used 
for generation  energy production will not exceed 30% in 
Lithuania’s annual fuel balance;

3) To improve the efficiency of energy use and to save energy 
consumption.18

It should be mentioned that, besides very specific, Lithuanian-
oriented objectives, the strategy contains EU requirements or obligations 
meeting EU directives and recommendations. Therefore, some strategic 
objectives drafted in the Strategy appear as if copied from official EU 
documents without specific considerations about the Lithuanian 

17 National Energy Strategy.  Approved by Resolution No X-1046 of the Seimas of the Republic of 
Lithuania of 18 January 2007, p. 3. 

18 Ibid., p. 5
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situation. This is particularly apparent regarding European focal issues 
such as efficiency of energy use, European environmental requirements 
in the energy sector, and use of renewable energy resources or bio-fuels. 
The main body of the strategy quite clearly follows EU directions or 
seeks to reach some EU  averages.  Even the section named “Lithuania’s 
interests and tasks shaping the EU energy strategy” sounds more likely 
a repetition of some EU strategic thoughts rather than exclusively 
Lithuanian needs. Thus, the Lithuanian National Energy Strategy 
appears as if driven by the EU energy strategies, at least to some extent. 

The most important objectives in the Lithuanian National Energy 
Strategy can be summarised as follows:

New energy facilities or infrastructure objects:
To establish operation of a new regional nuclear power plant 1. 
not later than by 2015 in order to satisfy the needs of the Baltic 
countries and the region;
Not later than by 2012, to connect Lithuania’s high tension 2. 
electricity networks with the networks of Scandinavian countries 
and Poland;
To construct a natural gas storage facility in Lithuania, develop 3. 
a common regional natural gas storage facility that would be 
in line with the interests of strengthening of Lithuania’s energy 
security as well as construct, upon preparing a feasibility study 
encompassing the Lithuania, Poland and Latvia interests, and 
taking into account of the interests of Lithuania’s energy security, 
a common liquefied gas import terminal in the Baltic region, 
ensuring the promotion of liberalisation of the gas sector by 
means of these projects.19 
Diversification of energy use and increasing efficiency:
To increase the share of renewable energy resources in the national 1. 
balance of primary energy at least up to 20% by 2025;
To increase the share of the electricity produced by combined 2. 
heat and power plants during the heating period in the national 
balance of electricity generation up to 35% by 2025; to increase  
 
 
 
 

19 National Energy Strategy, op. cit., p. 12.
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the share of biofuel in the market for fuel used in transportation 
up to 15% by 2020 and up to 20% by 202520;
To save 9% of final energy over the period of 9 years (starting 3. 
form 1 January 2008), in comparison with the level of final energy 
consumption in 2005;
To further improve the efficiency of consumption of all types of 4. 
energy, so that in 2025 relative energy consumption in buildings, 
various equipment and devices, technological processes and 
transport systems approaches the indicators of developed EU 
states.21

Environmental targets:
To reduce greenhouse gas emissions by 8%, compared with that 1. 
in 1990;
To reduce the emissions of the following gases by the following 2. 
amounts by 2010, compared to those in 2004: CO2 — by 
approximately 32% (3.9 million tonnes) annually, SO2 — by 3% 
(1 thousand tonnes) annually, and NOx — by nearly 21% (10 
thousand tonnes) annually.22 

Despite several specific and clear targets, the strategy is also full of 
normative “wishful thinking” (e. g. “to improve energy sector mana-
gement”; “to maintain and strengthen the scientific research institutions 
training energy specialists and working in the energy field”; “to ensure 
that the management scheme and operators of new energy infrastructure 
facilities comply with EU competition criteria”).  However, the most 
problematic part of the strategy regards forecasting general economic 
trends for Lithuania, energy demand and energy prices. It should be 
noted that the very principal of including forecasts in the strategy is 
quite ambitious and welcome. Until now, this element of strategic 
planning was absent in most Lithuanian strategic documents or 
provided only in rudimentary form. However, it must be admitted  
 
20 This goal goes beyond the EC target of 10% of biofuels in the transport sector by 2020. However, 

the European Environment Agency (EEA) Scientific Committee recommends that the EU target 
to increase the share of biofuels used in transport to 10% by 2020 should be suspended. In 2003, 
the Biofuels Directive set the objective of replacing 2% of vehicle fuel supply by 2005 and 5.75% 
by 2010. The 2005 target was not met and according to the EEA it seems unlikely that the 2010 
target can be reached. The Lithuanian Programme for Biofuels Consumption 2006−2010 still 
kept the target of 5.75% by 2010. However, there are no other guidelines in official documents 
about further steps beyond 2010.

21 Ibid., p. 13.
22 National Energy Strategy, op. cit., p. 33.
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that just a year after passing the National Energy Strategy at least some 
of the drafted forecasts seem erroneous. 

Firstly, there was a very optimistic view on market price of oil and gas. 
Some major projections in the Strategy were based on the assumption 
that “beginning with 2007−2008, oil prices would stabilise, gradually 
start to decline, and fluctuate between USD 50 and USD 55 per barrel 
after 2010.”23 In view of this modelled trend, it was concluded that, despite 
a huge increase in gas prices24 “it seems likely that the stabilisation of oil 
prices would contribute to the stabilisation of the respective price of 
natural gas imports”.25

However, the recent trends are quite opposite. The gas price for 
Lithuania in early 2008 reached 420 USD. As Gazprom’s chief executive 
Miller said, by forecasts of Gazprom, the average European price could 
reach more than 500 USD per thousand cubic meters by the end of 
2008.26 However, Lithuania reached this target even sooner — in August 
2008, the price for gas was about 515 USD. The rapid drop of oil prices 
in the second half of 2008 was not reflected in the price of gas until the 
end of 2008. 

As a result of quite optimistic forecasts on prices of imported resources 
the costs of electricity were also miscalculated. As stated in the strategy 
“taking into account the decommissioning of Unit 2 of the Ignalina NPP 
and the forecasted rise in the natural gas price, the average electricity 
generation cost in 2010 could stand at 16 Lithuanian cent/kWh, and 
the price for the final consumer could go up by 39% and amount to 
32 Lithuanian cent/kWh” (9.27 eurocents/kWh).27 This forecast was 
modified by the Lithuanian Energy Institute start the at of 2008 when 
a new study about the implications of decommissioning of Ignalina 
NPP was drafted. It was concluded that the worst case scenario predicts  
 
 
 

23 National Energy Strategy, op. cit., p. 18.
24 In 2005, the price of gas import stood at about USD 84 per 1,000 m3, and rose from USD 125 to 

USD 145 per 1,000 m3 in 2006. In 2007, the natural gas price in Lithuania will close in on prices 
in Western Europe and amount to USD 220 per 1,000 m3.

25 National Energy Strategy, op. cit., p. 18.
26 Interfax. „European gas price could top $500 by the end of 2008 – Gazprom“, Moscow, 8 July 

2008. http://www.interfax.com.ua/en/news/main-news/149770/ 
27 National Energy Strategy.  Approved by Resolution No X-1046 of the Seimas of the Republic of 

Lithuania of 18 January 2007, p. 18.
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69 cent/kWh (20 eurocent/kWh) for the final consumer in year 201028 
(and even that scenario was based on constant gas prices). 

The Lithuania’s National Energy Strategy was drafted in response of 
urgent need to prepare the energy sector for transformation after the 
decommissioning of Ignalina NPP and to expedite regional projects 
designed to increase diversification of Lithuanian energy import 
capacity. However, miscalculation of energy trends and unpreparedness 
to implement the short-term tasks may cause difficulty in reaching 
the strategic goals. Having in mind all these shortcomings the new 
government of Lithuania has plans to draft a new version of the strategy 
in 2009−2010.

Strategic thinking and practical  
implementation of strategic tasks

Perhaps the main problem of strategic planning in Lithuania and 
particularly regarding the forthcoming challenges in the energy sector is 
the lack of strategic thinking among politicians and gaps among strategic 
documents and implementation of strategic tasks. The unpreparedness 
for the closure of Ignalina NPP is the most obvious confirmation of 
this. 

It was known, at least in 2002 when negotiations between Lithuania 
and European Commission on EU-membership were concluded, that 
the second reactor of Ignalina NPP had to be decommissioned. The 
main issue of discussion was focused on decommissioning and the 
EU contribution in this process. However, even after closure of the 
first reactor of Ignalina NPP in 2004, there were no real steps taken to 
prepare alternative ways of producing electricity after 2009. 

On 27 February 2006, in Trakai (Lithuania) the Prime Ministers 
of the three Baltic States signed a Declaration on Security of Supply 
in the Baltic States and Common European Energy Policy29. It was 
mentioned in the Declaration that the closure of the Ignalina Nuclear 

28 Lithuanian Energy Institute, VĮ „Ignalinos Atominė Elektrinė“ eksploatavimo nutraukimo pa-
sekmių Lietuvos ekonominiam saugumui nuo 2010 m. įvertinimo studija [The evaluation study 
on consequences of Lithuanian economic security due to decommissioning of the Ignalina’s 
Nuclear Power Plant], 2008. 

29 Declaration on Security of Supply in the Baltic States and Common European Energy Policy, 
Trakai, 27 February 2006.  http://www.urm.lt/get_file.php?file=L2RhdGEvaHR0cGQvaHRtb-
C91bXIvbS9tX2ZpbGVzL3dmaWxlcy9maWxlMTM4My5wZGY7RGVrbGFyYWNpamEyMD
A2LnBkZjs7
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Power Plant will have serious effects on the energy security of the Baltic 
States. On December 8 of the same year, a Joint Communique of the 
Prime Ministers‘ Council of the Baltic Council of Ministres was signed 
and agreement was reached regarding consultations among experts 
of Lithuania, Latvia, Estonia and Poland on possible cooperation on 
construction of a new nuclear power plant in Lithuania.30 Tentatively, 
the cost of the project was projected at about 4 B euro and completion 
by 2015.  

However, the preparation for initiating the project was delayed by 
the Lithuanian side and the national champion Leo Lt was officially 
decided only on 20 May 2008. This step allowed to move on and on  
25 July 2008 in Copenhagen the heads of Leo Lt, Polska Grupa 
Energetyczna (Poland), Latvenergo (Latvia) and Eesti Energija (Estionia) 
agreed on a joint enterprise, which would be responsible for planning of 
construction of the new nuclear power plant.

In Lithuania there is still some doubt about the transparency of the 
project. Political discussions and controversy even at the first stage of 
the initiative were hampering the process of the preparation for this 
international project. The required laws were adopted only by minimal 
support in the Lithuanian Parliament. Some political parties are still 
trying to stop the process arguing that it will not be in Lithuania’s 
national interest. 

At the same time rival processes are still continuing. Lithuanian 
Government and political parties are still trying to convince the various 
institutions of the EU to allow extension of operation of the Ignalina 
NPP second unit. During the Parliamentary elections on 12 October 
2008, a referendum was held on whether the term of the Ignalina NPP 
second unit should be extended after 2009. The referendum failed 
because of low level of attendance by voters. However, such political 
actions do not help to focus on the main task — rapid modernisation of 
old power plants, initiation of construction of energy links and a new 
nuclear power plant. 

There are also some other irrational disputes or obstacles obstructing 
the path to strategic objectives in Lithuanian energy security. For example, 
there are many bureaucratic restrictions on the construction of wind 
turbines and use of the produced energy for owner needs. Electricity 
produced by wind power plants is required to be sold exclusively to 
30 Joint Communique of the Prime Ministers Council of the Baltic Council of Ministers,Vilnius, 8 

December 2006. http://www.ena.lt/pdfai/Communique_2006.doc   
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distributors. This is in the interests of electricity network distributors in 
maintaining control over customers, but hinders expanding production 
by wind power plants, which would increase the share of indigenous and 
renewable resources in the energy balance.  Lithuania has set a target to 
increase the share of renewable energy resources in the primary energy 
balance by 1.5% each year until 2012 and by 2025 to reach 20%. It is 
planned to construct wind power plants with a total capacity of 200 MW 
by 2010.31 However, presently there are only 36 turbines (52.3 MW) in 
operation.32

There have been unsuccessful discussions with Latvia that have 
protracted development of the energy link project with Sweden. There is 
still no agreement on where the energy cable linking Sweden should be  
build — from Latvia or Lithuania. Until now, there is no agreement on 
administration of the project. All these and other unresolved questions 
indicate that a lack of coordination among neighbouring countries still 
exists. There is a common interest to cooperate in the field of energy 
security, but practical issues still divide the countries.   

Main actors and interest groups 
of the Lithuanian energy sector

The Lithuanian energy market is autonomous regarding the viewpoint 
of the EU, but nevertheless is under the influence of interest groups. 
The interests of Lithuanian energy companies are similar to those of 
any monopoly. Although there exist formal regulations on liberalisation 
of the energy market (especially in the electricity sector), in practice 
a liberal market in Lithuanian energy sector is lacking and the most 
important decisions are taken by governmental regulation institutions. 

However, even governmental institutions make decisions not always 
in line with long-term national interests or they disregard interests 
of consumers. Energy companies lobbies are able to guide legislation 
development and  methods of calculation of energy prices, which are in 
their interests. The main argument used repeatedly by companies is the 
need to maintain a high profit for investment in infrastructure, and this 
view is supported also by the Ministry of Economy. In this situation, 
even the National Control Commission for Prices and Energy can do 

31 Lithuanian Energy Strategy 2008, op. cit., p. 54.
32 According to data from the Lithuania Wind Energy Association, Installation Figures, 2007. 

http://www.lwea.eu/Installationfigures.htm   
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little and often has to comply with general interests of energy companies. 
Recently in September 2008 the National Control Commission for 
Prices and Energy tried to change the mechanism for regulating prices 
of electricity regarding the upper limits.33  However, the Commission 
faced strong resistance from the main public suppliers Rytų Skirstomieji 
Tinklai (RST) AB and Vakaru Skirstomieji Tinklai (VST) AB, as well 
as from the Ministry of Economy. As a result the mechanism was not 
changed, defending the interests of RST AB and VST AB34. 

Figure 6. Structure of the Lithuanian energy sector.

Source: Ministry of Economy of Republic of Lithuania.  http://www.ukmin.lt/en/energy/
information/info.html

33 According to the Law on Electricity, prices of electricity and reserve capacity sold by producers 
and independent suppliers are not regulated, except in cases where a producer or independent 
supplier has a share of over 25% in the market. The main public suppliers supplying energy 
upon request to all customers within their territory are Rytų Skirstomieji Tinklai AB and VST 
AB. In 2006, it accounted for 86% of electricity sold to domestic customers. Mažeikių Elektrinė 
AB is an active independent supplier with a market share amounting up to 5%. The share of 
other three independent suppliers that purchased the largest amount of electricity accounted 
for nearly 10%. See: National Control Commission for Prices and Energy. The Annual report on 
Electricity and Natural Gas markets in Lithuania to the European Commission 2007, Vilnius, 
2007, pp. 30−40. http://www.regula.lt/index.php?-1049786789 

34 Lukaitytė, Rasa. Kainų komisijai teismas uždraudė priimti metodiką, nurėžiančią elektros tiekė-
jų viršpelnius.  Delfi.lt, 29 Sep. 2008.  http://www.delfi.lt/archive/article.php?id=18699015 [The 
Commission for prices was restricted by court to approve a mechanism which would limit profit of 
energy suppliers].
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Liberalisation of the Lithuanian electricity sector was initiated in 
2002, but still could be considered nominal. On 1 January 2002, the 
former national electricity company Lietuvos energija was split into 
several independent companies, including the transmission company, 
two distribution companies and several production companies. The 
transmission company remained under state control, but privatisation 
of the two distribution companies and the newly established production 
companies was initiated. In the first stage of privatisation (in 2003) 
only one distribution company (VST AB) was sold to the biggest local 
retailer.  Privatisation of the other distribution company was annulled by 
the Government. Similarly, only one production unit, consisting of one 
combined power plant, was sold (the other combined heat and power 
plants had passed into private hands earlier).35

In practice two distribution companies operate as monopolies, as they 
are regionally separated. These companies have a powerful influence on 
the Government and consumers as well. It is interesting that the private 
capital owned VST AB defends its interest much stronger and with 
bigger success than state-owned companies. This was clearly seen during 
the development of the national champion Leo LT. VST AB received  
38.3 per cent of shares in Leo LT despite the fact that in 2003 (when VST 
AB was privatised) the assets of VST AB accounted for about 28 per cent 
of the total state-owned electricity sector. Since 2003, there have been 
no major investments in VST assets or infrastructure, and the capital 
has grown only on company balance sheets. 

In the gas sector two companies dominate, which import 
natural gas from Gazprom: Lietuvos dujos AB (share structure:  
38.9% — E.ON Ruhrgas international AG, 37.1% — Gazprom OAO,  
17.7% — Lithuanian State property fund, 6.3% — small shareholders) and 
Dujotekana UAB (private capital). There are other importers of natural 
gas but they do not play a significant role in the gas sector: Achema AB 
and the combined heat and power plant Kauno Termofikacijos Elektrinė 
UAB (KTE UAB) purchase natural gas for their own needs. Natural gas 
to the Druskininkai region is supplied by Haupas UAB, which has a very 
modest share of the gas supply market (Fig. 7).36

35 Jankauskas, Vidmantas. Development of Electricity Market in Lithuania and in the Baltics. Vil-
nius, 2006. p.  4.  http://www.regula.lt/index.php?-1728811190 

36 National Control Commission for Prices and Energy. The Annual Report on Electricity and Natu-
ral gas Markets in Lithuania to the European Commission 2007. Vilnius, 2007, p. 16.  http://www.
regula.lt/index.php?-1049786789
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Figure 7. Lithuanian natural gas market structure (in 2006).

Source: National Control Commission for Prices and Energy. The Annual Report on Electricity and 
Natural gas Markets in Lithuania to the European Commission 2007. Vilnius, 2007, p. 17.  http://
www.regula.lt/index.php?-1049786789 

Dujotekana UAB is considered to have a significant influence on 
the political stage in Lithuania. The company contributed financial 
support for political parties and politicians, especially before the 
Parliament election in 2004. According to Lithuanian media, the 
president of Dujotekana UAB has very close ties with high-level 
officials and politicians. This political patronage partly explains why the 
Lithuanian Government considers more the interest of gas importers 
and distributors over ordinary consumers. The Lithuanian Government 
initiated proposals to end regulation of gas prices for consumers and 
to request an exception on implementing the so-called third energy 
package of the European Commission. Both initiatives were in favour of 
the large gas distributors of Lithuania, but not in interests of consumers 
or long-term Lithuanian energy security. Nevertheless, in both cases the 
parliament has blocked proposals made by the Government. 
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The administrative system does not act only in the interests of the 
energy companies, especially those owned by private capital. There is 
a check-and-balance system in Lithuania’s politics and state regulation 
institutions (especially regarding the National Control Commission 
for Prices and Energy). However, the defence of consumer interests in 
Lithuania is still in the hands of political institutions and administered by 
non-governmental organisations. Lithuanian laws provide opportunities 
for citizens and NGO’s to participate freely in the decision-making process. 
The extremely complicated technical issues at hand in the energy sector 
prevent the consistent involvement of NGO’s or ordinary consumers in 
the decision-making process. Only a few independent experts attempt 
to raise issues regarding violation of consumer interests in the media. 
The National League for protection of consumers of gas, heating and 
electricity („Nacionalinė dujų, elektros ir šilumos vartotojų gynimo 
lyga”) is one of the few non-governmental organisations monitoring the 
activity of energy companies, but its activities are mainly concentrated 
on providing information and raising public awareness of some specific 
issues.37 As yet the League is not very well known in the society and has 
only a minor influence on political decisions.

regional implications

Some efforts to enhance regional co-operation among the Baltic 
States were taken in the 1990’s. Several agreements on mutual technical 
assistance and exchange of information were reached within the 
framework of the Baltic Assembly and Baltic Council of Ministers. 
Of particular interest is the agreement on Co-operation in the Energy 
Sector, which was signed by the three Ministries of Economy in Riga 
on 29 October

 
1998. The Baltic Energy Strategy (1999) has three 

main objectives — competitiveness, security of supply, environmental 
protection and safety. „These objectives are to be achieved by a set of 
measures comprising liberalisation of markets, price transparency, 
energy efficiency and interconnections.”38

Among the many normative declarations in the first Baltic Energy 
Strategy, it also emphasised the need for interconnections of energy 
infrastructures. The Strategy stressed that “an essential measure in 

37 For example, the League is running a web site www.vartotojulyga.lt 
38 Baltic Council of Ministers, Energy Committee. The Baltic Energy Strategy. April, 1999, Vilnius, 

Riga, Tallinn, p. 2. http://www.ukmin.lt/lt/veiklos_kryptys/energetika/NES/doc/BES.pdf  
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improving the long-term security of supply is interconnecting the 
Baltic Power System to the West and North European power systems. 
An undersea cable connection between Estonia and Finland and a 
connection between Lithuania and Poland have the highest priority.”39 

However, only the connection between Estonia and Finland — 
ESTLINK — was completed by 2007. The Lithuanian−Polish project 
aimed to join the electricity networks of the two states was stalled until 
2008, when the enterprise LitPol Link was established to administer the 
implementation of the energy bridge between Poland and Lithuania. 
LitPol Link will be controlled in equal parts by the national operators 
Lietuvos energija (Lithuania) and PSE Operator (Poland).

The impetus for this decision was given by the agreement of Estonia, 
Latvia, Lithuania and Poland to participate in the regional project on 
building a new nuclear power plant in Lithuania after decommissioning 
of Ignalina NPP. At the end of 2006 three energy companies of the 
Baltic States — AB Lietuvos Energija, AS Latvenergo, and Eesti energia  
AS — conducted a feasibility study on development of the new nuclear 
power plant project in Lithuania. It was concluded that the project 
could go ahead, and was substantiated from the economic, technical, 
environmental, and legal point of view. On 2 March 2007, the Lithuanian 
Prime Minister Gediminas Kirkilas and Polish Prime Minister Jaroslaw 
Kaczynski signed a Communiqué regarding issues of energy cooperation 
which, among other things, gave a green light for Poland in cooperation 
on construction and operation of the new nuclear power plant in 
Lithuania. On 4 February 2008, a joint Communiqué of the Ministers 
of Economy of Lithuania, Latvia, Estonia and Poland was signed, which 
reaffirmed the will for further cooperation in the process of preparation 
and development of the new nuclear power plant in Lithuania.40 

The above mentioned agreements in 2006−2008 mark a new stage of 
regional cooperation between Poland and the Baltic States. Some very 
specific projects are anticipated, the biggest being combined effort in 
joining resources to initiate development of a new nuclear power plan in 
Lithuania. After implementation of the nuclear power plant project and 
through links between Lithuania and Poland, Lithuania and Sweden the 
electricity systems of the Baltic States will be integrated into the internal 

39 Ibid., p. 5. 
40 Communique of the Ministers of Economy of Lithuania, Latvia, Estonia and poland. 4 Febru-

ary 2008, Vilnius. http://www.ukmin.lt/lt/veiklos_kryptys/energetika/informacija/doc/
Communique_2008.PDF



215LITHUANIAN ENERgy STRATEgy AND ITS IMpLICATIONS ON REgIONAL...

market of the European Union and into the Union of Coordination of 
Transmission of Electricity (UCTE) system. However, this process is not 
free of suspicion, neither from the partners nor the Lithuanian domestic 
interest groups. The formal decisions have been made and approved but 
there still is reason to believe that there will be delays. 

new nuclear power plant project: common interest and controversy

As already mentioned the initial idea to build a new nuclear power 
plant came from the three Baltic States. At the end of 2006, the three 
energy companies of the Baltic States conducted a feasibility study 
concerning implementation of the new nuclear power plant project 
in Lithuania. The study indicated that, given the current and forecast 
economic development for all three Baltic States, a significant demand 
and supply gap will be apparent and significant new capacity needs to be 
built to fill this gap.41 The nuclear generation capacity has been considered 
as a possible major new source. It has been also concluded that the best 
possible site of the new nuclear power plant is Lithuania at the existing 
Ignalina site. Regarding the latest UCTE requirements and the current 
status of the integrated transmission systems of the Baltic States, the 
analysis indicated that the current infrastructure and electrical system is 
capable of accommodating up to 3,000 MW of nuclear capacity without 
major modification. But at that time the capacity of the new nuclear 
power plant was considered at 800−1600 MW, i.e. for the three Baltic 
States needs only. The possible project completion time was given as 
2015 and investments needed were estimated to be 2.5−4 billion euros. 

Some controversy among partners arose when at the end of 2006 
the Polish side expressed the will to join the project. The representatives 
of Latvian and Estonian governments were concerned about the 
negotiations between Lithuania and Poland that were going on without 
being formally informed about major changes in the joint project. The 
reactions were very cautious. 

As Estonian Prime Minister Andrus Ansip said on 30 November 
2006, possible participation by Poland in the Baltic nuclear plant 
project has to be carefully weighed regarding all pros and cons. In this 
statement to reporters the Estonian head of Government said, „If we 

41 AB Lietuvos Energija. Summarising Feasibility Study of Constructing a New Nuclear plant in Li-
thuania. 25 October, Vilnius, p. 2. http://www.lpc.lt/repository/Summary%20Report%20for%20
Media_eng.pdf
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take construction of the new nuclear plant as a business project, Poland’s 
taking part in it would make the investment pay back sooner”. Further, 
the accession of Poland also would ensure that power transmission lines 
between Poland and Lithuania are built faster, which would provide 
Estonia access to the European energy system, alongside the Estlink 
power cable that will connect it with the Nordic region.42 

On the other hand, Einari Kisel, head of the Energy Department at the 
Estonian Ministry of Economy and Communications, considered that 
Estonia had adopted a cautious stance regarding Poland’s involvement 
in the plan. “It isn’t very good if they join,” Kisel said. Also, “Poland’s 
inclusion would slow down the preparations, nor is it clear who would 
be the partner from their side”. While Estonia isn’t formally opposed to 
Poland’s joining the project, it hasn’t agreed to it either.43

Estonian fears about additional obstacles involving Poland were 
not without any motivation. In subsequent negotiations some new 
requirements were raised from Poland’s side, which created tension for 
the Lithuanian Government and among the Baltic partners. 

One of the main preconditions coming from Poland was regarding 
the capacity of the new power plant. As Minister of Economy of Poland 
Piotr G. Wozniak said in October 2007, Poland needs 1,200 or at least 
1,000 MW from the new power plant. Lithuanian representatives 
responded that the issue on capacity needs yet to be solved and were 
more concerned about the division of shares of the joint enterprise. 

Lithuanian Prime Minister Gediminas Kirkilas in early 2007 stated 
that Lithuania plans to control 34 per cent of the enterprise, dividing 
the remainder equally among the other three partners, each with 22 per 
cent. This split was approved by the Lithuanian Seimas in the Law on the 
Nuclear Power Plant of 28 June 2007.44

The Environmental Impact Assessment of New Nuclear Power Plant 
in August 2008 concluded that a new facility with up to 3,400 MW 
capacity could be installed.45 This assessment should allow to progress 
in the process of project implementation. However, we are in the initial 

42 Ministry of Foreign Affairs of the Republic of Estonia. Estonian Economy, Volume 10, No. 11, 
November 2006, p. 5. http://web-static.vm.ee/static/failid/147/economy_Nov2006.pdf

43 Ibid.
44 Seimas of the Republic of Lithuania. Law on Nuclear Power Plant, 28 June 2007 No. X-1231 (of-

ficial translation). http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=315263
45 AB Lietuvos Energija. New Nuclear power plant in Lithuania Environmental Impact Assessment 

Report Summary International hearing. 27 August 2008. http://www.vae.lt/files/EIAR_NNPP_
International_hearing_Summary_EN.pdf
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stages of preparing to build a new Nuclear Power Plant and further 
debates among the partners are envisioned.

Energy links: Sweden as a new main strategic partner?

As already said, Poland is a crucial partner for Lithuania in attempts 
to avoid energy isolation and to integrate its electricity sector into 
the EU electricity network, but not the only one. Judging the current 
situation it can be predicted that the first energy link will be completed 
not with Poland but with Sweden. There is some suspicion that Poland 
is not eager to rush into the Energy Bridge until the final agreement 
on the New Nuclear Power Plant in Lithuania is not reached. To begin 
practical preparation for new electricity infrastructure in Poland supply 
of 1,000 MW from the new Nuclear Power Plant to Poland needs to be 
guaranteed.

The construction of the missing chain will complete the Baltic Power 
Ring, interconnecting Lithuanian, Latvian, Estonian, Finnish, Swedish 
and Polish power systems, which will ensure security and reliability of 
operation of Baltic power grids. The project has been listed among the 
priority projects of the European Union, and a coordinator has been 
appointed for its implementation.

There are practical issues that need to be addressed regarding 
synchronisation of Baltic and Poland’s electricity systems. The pre-
feasibility study concluded from a state load flow assessment of 
synchronous operation of Baltic power systems with the UCTE, “the year 
2015 is the date when the implementation of the first interconnection 
stage is the earliest possible taking into consideration the time needed for 
constructing new power plants or transmission lines.”46 The very modest 
scenario includes the construction of a 154 km high-voltage (400 kV) 
double circuit line from Alytus (Lithuania) to Ełk (Poland) and 400 kV 
Narew (Poland) — Ełk (Poland) line.  Asynchronous interconnection of 
the Baltic countries and Poland is possible by 2015 at the earliest, because 
of construction time of the 400 kV Ełk — Narew transmission line. 
During this stage, Baltic power systems should remain synchronously 
interconnected with IPS/UPS. Considering the scenario of synchronous 
operation of Baltic countries with the UCTE the additional substantial 
reinforcements in Polish and Baltic countries’ grids have to be made. 
46 AB Lietuvos Energija. The executive summary on pre-feasibility study – state load flow study on 

synchronous operation of Baltic power systems with the UCTE, January 2008, p.  4.
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Considering only the time needed for preparation of right-of-ways and 
construction of transmission lines it seems that up to 12 years will be 
required. The preliminary estimated period of time for implementing 
synchronous operation seems to be 2020−2025.

The estimation covers three major groups of necessary investment. 
The first, estimated at 54 million EUR, concerns the Polish–Lithuanian 
cross-border double-circuit line. The second is related to the large-scale 
development of the transmission infrastructure in north-eastern Poland, 
estimated at 430 million EUR. The third group, around 170 million 
EUR, is targeted to strengthening of some parts of the system due to the 
interconnection effect enabling equal possibilities of electricity exchange 
for both sides47 (see the appendix). 

There are obvious Lithuanian concerns regarding additional options 
for electricity connections. As Lithuanian Prime Minister Gediminas 
Kirkilas said in June 2007, Lithuania has a strong interest to build the 
electricity bridge between Lithuania and Sweden — SwindLit. According 
to Gedinimas Kirkilas, “taking into account the launch of Estlink, which 
is a successful example of our regional cooperation, the implementation 
of the SwindLit project could lead towards the creation of a viable 
regional electricity market in Northern Europe”.48

A feasibility study of the Lithuanian−Swedish electricity bridge was 
completed in early 2008. The study was prepared by two companies, 
Lietuvos energija and Svenska Krafnaat. The feasibility study for 
interconnection of Lithuanian and Swedish power systems evaluated 
alternatives to interconnect transmission grids of both countries by the 
construction of a 350 km submerged cable across the Baltic Sea bed.  
According to preliminary evaluation, the investments into the project 
would total about EUR 516 million, if a 700 MW cable is constructed or 
EUR 637 million if a 1,000 MW cable is utilised. The project could be 
completed before 2015.49

The study results note that if a wind park is constructed in the 
Baltic Sea, then it could be connected to the cable, but in this case 
the cable capacity should be 1,000 MW. Otherwise the cable capacity 
could be 700 MW.  The 1,000 MW power bridge Lithuania–Sweden 
47 AB Lietuvos Energija. The executive summary on pre-feasibility study – state load flow study on 

synchronous operation of Baltic power systems with the UCTE, January 2008, p.  4.
48 Speech of Prime Minister Gediminas Kirkilas at the Baltic Regional Energy Forum in Riga, 2007 

June 12. http://www.lrv.lt/main_en.php?id=en_aktualijos_su_video/p.php&n=406
49 AB Lietuvos Energija. Interconnection Between Lithuanian and Swedish power Systems — Feasi-

ble. (News release) 6 February 2008. http://www.le.lt/en/main/news/press?ID=636
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would create motivation not only for interconnection of power 
systems, but also for development of renewable power sources in 
both countries.  

This evaluation allows immediate initiation of work. The construction 
of a submerged cable from Lithuania to Sweden would be an important 
practical step in breaking dependence from Russia in cases of major 
disruptions of electricity systems in the Baltic States or in periods of 
insufficient electricity production. Looking only on the practical side the 
SwindLit project might be implemented even sooner than the Energy 
Bridge with Poland, and considering this, Sweden could be proclaimed 
as the main strategic partner for Lithuania.

There are some political issues that need to be solved. There is a 
Lithuanian and Latvian dispute about the implementation of connections 
with Sweden. The Latvian Government has also proposed a project to 
construct a connection with Sweden. This proposal forced Svenska 
Krafnaat to say that the two Baltic States must meet an agreement 
between themselves before further development can continue. However, 
in December 2008, there still was no agreement reached between the 
Lithuanian and Latvian governments regarding the connection with 
Sweden.50 

However, there are some good examples of cooperation on energy 
between Lithuanian and Latvian governments. On 7 December 2008, 
Lithuania and Latvia signed an agreement allowing reserves of oil and 
oil products to be maintained in each others territory.51 This agreement 
was initiated by Latvian Government because of the need to fulfil the 
Directive of European Commission to maintain 90 days of oil supplies 
for emergencies. Latvia does not have the capacity needed to maintain 
this amount of oil and Lithuania is ready to help with this. This example 
of mutual cooperation gives hope that other disputes will be solved as 
well.     

50 Newly elected Prime Minister of Lithuania Andrius Kubilius after a visit to Latvia on 26 January 
2009 said that he was almost sure to get Latvian approval to construct the energy bridge from 
Sweden to Lithuania. The economic crisis in Latvia leaves few possibilities for the Latvian Gov-
ernment to contribute significantly for this project.

51 The Ministry of Economy of Republic of Lithuania. News release, 7 December 2008. http://www.
ukmin.lt/lt/dokumentai/ziniasklaidai/detail.php?ID=23919
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Figure 8. Energy system and projected links of the Baltic States

Source: AB Lietuvos Energija. The executive summary on pre-feasibility steady — state load flow 
study on synchronous operation of Baltic power systems with the UCTE. Vilnius, 2008. http://
www.le.lt/repository/UCTE%20projektai/2008%2003%2020%20PreFeasibility%20SSLF%20
EX%20Summary.pdf 
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Conclusions 

In recent years, Lithuania has faced many challenges on energy 
security. However, the situation in the energy sector has not undergone 
much change. Lithuania is still rather isolated regarding energy 
infrastructure. It was understood early that the very first task to deal 
with regarding energy security threats is to break energy isolation. This 
requires strong regional cooperation and understanding of not only the 
domestic needs but also the needs of neighbouring countries. Lithuania 
only recently “discovered” that the other Baltic States and Poland have 
faced quite similar problems. This provided a ground for some common 
projects in the development of energy infrastructure. 

However, political initiatives are not sufficient to initiate develop-
ment. The energy companies in each country also have their interests 
and specific needs that need to be considered. The biggest challenge for 
Lithuania might be coordination of all interest groups regarding the 
installation of the New Nuclear Power Plant. This is the biggest project 
in the Baltic States, and will show whether real coordination and even-
tually a common energy market are possible in the Baltic Sea region. 

All of the developments in regional energy cooperation should have 
an important impact on Lithuanian strategic thinking. Until recently, 
Lithuanian strategy planners were mostly concerned only about 
domestic energy balance and capacity. Now it is obvious that Lithuanian 
energy policy cannot be implemented without taking into account all 
of the needs and specific features of the Baltic States as well as other 
neighbouring countries. The first sign of a common attitude towards 
energy cooperation was reflected in the Baltic Energy Strategy, signed in 
1999. However, this strategy is outdated and a new project of the Baltic 
Energy Strategy is prepared.52 The new version of the Baltic Energy 
Strategy is more extensive but still lacks a monitoring or evaluation 
system of the implementation of the strategy and development in the 
Baltic energy sector. 

The main ideas and plans on promoting cooperation and involving 
all interested parts in regional projects are sufficiently developed, but 
speeding up the implementation is badly needed. As the dispute between 
Lithuania and Latvia regarding the link with Sweden shows, until now 
every part is thinking more about their own interests and potential gain 
52 See: Ministry of Economy of Republic of Lithuania. Baltic Energy Strategy, Draft. http://www.

ukmin.lt/lt/veiklos_kryptys/energetika/NES/doc/BES2007_en.doc 
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but not about common interests. There should be a real change in the 
minds of policy makers and energy companies: the regional approach 
towards energy challenges should replace the domestic or even intra-
company approaches. 

Some motivation from external sources also could be useful. The 
European Commission in November 2008 presented to the European 
Council a European Economic Recovery Plan where the need to 
invest in energy infrastructure and inter-connection is stressed.53 The 
European Commission proposed for 2009 and 2010 to mobilise an 
additional € 5 billon for trans-European energy interconnections and 
broadband infrastructure projects. Within this framework the European 
Commission approved 175 million Euros of support for “Swedlink” 
project implementation. This initiative (though to be yet approved by 
the European Council) should be used as effectively as possibly for 
accelerating the regional projects in the Baltic States.

53 Commission of the European  Communities. Communication from the Commission to the Euro-
pean Council. A European Economy Recovery plan. Brussels, 26.11.2008, COM(2008) 800 final. 
http://ec.europa.eu/commission_barroso/president/pdf/Comm_20081126.pdf



LAtVIA’S EnErGY StrAtEGY: 
BEtWEEn StruCturAL 
EntrAPMEntS And PoLICY CHoICES

Andris Sprūds1

The Baltic Sea region recently has experienced the EU enlargement 
and integration of the new EU members, development of common 
infrastructure and additional energy capacities, institutionalization of 
energy cooperation as well as projects between the EU countries and 
Russia, such as Nord Stream. The “Baltic energy rim” is gradually being 
constructed. At the same time, nation states retain their dominating role  
in adopting particular policy choices and addressing their own energy 
needs, which vary from country to country. Latvia has been facing a 
complicated task of balancing national, regional and European interests 
and formulating efficient energy policy as it has been largely energy 
deficient and structurally linked to and heavily reliant on energy supplies 
from Russia. This paper begins with energy overview in Latvia and 
consequently identifies the policy mixes and evolution of national energy 
strategy. The importance of geopolitical and geo-economic dimension 
notwithstanding, attention in the process must be clearly paid to the 
internal actors and factors in Latvia such as institutional framework, 
political and economic interests, and weight of particular stakeholders. 
One may also not overlook Latvia’s place among energy interests, 
perceptions and approaches in the wider Baltic Sea region perspective, 
and especially in relations with the country’s immediate neighbours. 

 

1 Director, Latvian Institute of International Affairs, Associate Professor, Riga Stradiņš University; 
e-mail: aspruds@hotmail.com 
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Latvian energy overview

Latvia’s energy balance, supply routes and infrastructure, and energy 
consumption patterns and efficiency levels largely stem from and have 
been shaped by the practices and undertakings of the Soviet period. 
After joining the European Union, Latvia’s balance of primary energy 
resources continues to be dominated by oil products, gas and wood. The 
proportion of gas in the energy balance remains one of the highest in 
the Baltic Sea region countries. Although the concerns have been raised 
of this rather inflexible and limited scope of primary energy balance and 
steady presence of natural gas in Latvian energy consumption, it has 
been preconditioned by a number of structural factors. They include, 
among others, a well-developed gas supply infrastructure on domestic 
and interstate level, an extensive underground storage capacity, a limited 
scope of alternative domestic resources, respective infrastructure or 
competitive supply offers, as well as influential vested interests.

Table 1. Latvia’s balance of primary energy resources (%)

Year Oil products Wood Gas Electricity Other
2007 35.0 22.2 30.3 10.0 2.5
2006 32.8 24.1 31.8 9.2 2.1
2005 31.2 24.9 31.8 10.0 2.1
2004 31.3 25.4 31.8 9.7 1.8

Source: Central Statistical Bureau, Latvenergo, Latvijas Gāze2

The domestically produced “green energy” has been seen and 
advocated by many as a viable and sustainable alternative to an 
extensive consumption of fossil fuels.3 The proportion of renewables 
in Latvian energy balance is already now substantial and account for 
estimated 35% with a national commitment to increase it up to 40%. 
Wood constitutes overwhelmingly the major proportion of renewable 
consumption with more than 80%, while hydro resources account for 

2 Latvijas Gāze. “Skaitļi un fakti 1997−2007”; available from http://www.lg.lv/uploads/filedir/File/
Investoru_attiecibas/Skaitli_un_fakti/2007%20Skaitli%20un%20fakti.pdf

3 RTU VASSI. Atjaunojamo energoresursu izmantošanas iespēju izvērtējums Latvijā līdz 2020. ga-
dam. Rīga: Latvijas vides aizsardzības fonds, 2008.
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approximately 16%, and wind and biogas —only for 1%. Renewables 
(above all, hydro power) account especially significantly in electricity 
generation — roughly around 45% with a governmentally accepted 
commitment to increase the proportion of RES-E (Renewable energy 
sources for electricity) up to 49.2% in coming years.4  

However, in the context of electricity generation, several major  
caveats must be added. First, during the last five years, roughly 65% of 
Latvia’s electricity has been generated by only five large power plants 
(three HPP and two gas TPP), only 3−6% by distributed energy resources 
and the rest has been imported from Russia, Estonia and Lithuania. 
Second, Daugava HPPs operate to primarily cover the peak hours and it 
is difficult to make precise predictions in the long term on the produced 
energy volumes. Although the average value of annual production is 
estimated around 2.7 TWh covering around 45% of annual demand, the 
output may vary from 1.8 TWh (in 1996, 29% of demand) to 4.3 TWh (in 
1998, 68%). Third, importance of renewable resources notwithstanding, 
the natural gas also plays a significant role in the electricity generation, 
especially in ensuring a base load production. Riga CHP produces 
around 1.3 TWh annually, or 20% of Latvia’s demand, and covers most 
of country’s demand for heating and hot water during the heating season 
produced in cogeneration mode.5 

In general, Latvia’s energy consumption patterns have been influen-
ced by the economic developments and situation in the country. With 
a sharp reduction of economic activity after the break-up of the Soviet 
Union, total primary energy supply declined by more than 40% from 
1990 to 1995. The overall demand decline was above all preconditioned 
by a significant shrinking of agricultural and, especially, industrial 
production. During this period, the primary energy balance was partly 
reshaped with the proportion of oil decreasing while wood increasing. 
After the period of stabilization (1996−2000), energy consumption 
began to increase, especially in the aftermath of the EU integration. 
This has eventually led to the two central challenges in Latvia’s energy 
sector: first, how to satisfy growing energy demands in the context of 
growing economy and, second, how to deal with a potentially growing 
dependency on energy imports. 

4 Latvijas Republikas Ekonomikas ministrija “Atjaunojamie energoresursi un koģenerācija.”; avai-
lable from http://www.em.gov.lv/em/2nd/?cat=14267 

5 International Atomic Energy Agency (IAEA). Analyses of Energy Supply Options and Security of 
Energy Supply in the Baltic States. Vienna, February 2007, pp. 46−47.
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Table 2. Electricity production capacity (in 2007) 

Power plants (units) Generating capacity (MW)
Pļaviņas HPP 868.5
Riga HPP 402
Ķegums HPP 263
Riga TPP-1 144
Riga TPP-2 330 (600 since 2009)
Small HPP (149) 26.2
Wind PP (16) 26.9
Other PP (2) 7.3
Decentralized cogeneration (28) 65.6

Source: Latvenergo, International Atomic Energy Agency

Latvia’s dependency on energy imports immediately after the 
regaining independence was immense — 80−90% of total energy 
consumption. The sharp decline in energy demand, growing production 
and consumption of local resources, such as biomass (above all, wood) 
as well as an increased energy efficiency led to a decrease of the country’s 
energy import dependency to 65−75%. This observable dependency 
reduction notwithstanding, Latvia, however, remains one of the least 
self-sufficient members of the European Union in energy terms and, 
hence, substantially dependent on the imported energy supplies, 
primarily, from Russia. 

The established pattern of Russia being the major provider of energy 
commodities for Latvia has remained practically unchanged since 
break-up of the Soviet Union. Russia covers most of Latvia’s energy 
imports. Russia ensures 100% of Latvia’s gas needs, which account for 
approximately one-third of Latvian energy balance.6 In terms of oil 
supplies the picture has been more complex, though Russia features 
dominantly. Latvia itself does not own any refineries and imports 
100% of oil products. Russia has dominated supplies of heavy fuel 
oil. Although most of the motor petrol and diesel fuel originate from 
Belarus and Lithuania, it must be added that Lithuanian and Belarusian 
6 IAEA. Analyses of Energy Supply Options and Security of Energy Supply in the Baltic States, op. 

cit., p.  8.
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refineries have been for long time mostly supplied with crude oil from 
Russia. The situation has been only partly changed in Lithuanian case 
after Russia stopped crude oil pipeline deliveries to Mazeikiai refinery in 
2006 and the local refinery was forced to reorient itself to other suppliers. 
Overall, it can be roughly estimated that around 70% to 80% of oil and 
oil products consumed in Latvia originate from Russia. 

In the electricity field, unlike its Baltic neighbours insofar, Latvia has 
had to compensate its domestic electricity shortage (around 30%) not 
only by deliveries from its Baltic neighbours but also from Russia. What 
is more important, although there are some intentions and  practical 
steps towards creating the so-called Baltic Energy Circle and connecting 
it to Europe’s Union for the Coordination of Transmission of Electricity 
(UCTE) and NORDEL, now Latvia alongside its Baltic neighbours are 
connected to Russian electricity transmission system (UPS, United 
Power System). As a result, this has contributed to formal recognition 
by the European Commission that the Baltic countries have remained 
“energy islands” largely cut off from the EU energy networks.7 To put 
it differently, the Baltic States, and particularly, Latvia have effectively 
remained a part of the Russian “energy mainland”. Moreover, the 
shutdown of two Ignalina nuclear power plant reactors (in 2004, and 
prospectively and more importantly, in 2009), as well as a gradual 
phase out of small shale oil units in Narva, reduce the Baltic electricity 
generating capacity between 2004 and 2010 by estimated 3,000 to 
3,500 MW. The shortage effectively will turn the Baltic countries from 
electricity net exporters to net importers (prospectively from Russia) 
and additionally may increase Russian gas share in power and heat 
generating balance, if other alternatives are not envisaged.8

In the context of a considerable Latvia’s energy dependency on Russia, 
the potential counter-balancing, alleviating and ensuring measures 
have become important aspects in the overall assessment of Latvia’s 
energy sector. Latvia’s comparative advantage and certain guarantors in 
energy sector for long have been ensured by, first, large underground 
gas storage facilities and, second, a considerable flow of Russia oil 
transit to Latvian ports. Latvia possesses extensive underground storage 

7 European Commission. green paper. A European Strategy for Secure, Competitive and Sustain-
able Energy. 8 March 2006, p. 6; available from http://ec.europa.eu/energy/green-paper-energy/
doc/2006_03_08_gp_document_en.pdf 

8 IAEA. Analyses of Energy Supply Options and Security of Energy Supply in the Baltic States, op. cit, 
p. 6. 
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capacity, which has allowed assuring steady gas deliveries to consumers 
in Latvia, the neighbouring Baltic countries and northwest Russia in the 
winter period.9 During the recent years, Latvia has been consuming on 
average around 1.7−1.8 billion cubic metres of gas a year.10 In the winter 
season (November to March), more than 900 million cubic meters to 
Latvian consumer are provided from Inčukalns storage facility rather 
than through an interstate supply infrastructure.  Latvia also provides 
approximately 800 million cubic meters of gas in the winter season 
to the neighbouring Baltic countries, which do not possess their own 
underground storage, as well as Pskov region in Russia.11 Moreover, Eesti 
gaas had stored its own natural gas into Inčukalns underground storage 
to guarantee the gas supply for Estonia in case of emergency. While 
Inčukalns underground storage capacity is planned to be increased from 
2.3 to 3.2 billion cubic meters (potentially even up to 5 billion cubic 
meters) of active gas, the overall Latvia’s underground storage capacity 
(especially around Dobele in south western Latvia) prospectively could 
be expanded up to immense 50 billion cubic meters. This would lead 
Latvia to become a country with one of the largest underground storage 
capacity in the whole Europe. The importance of storage facilities as a 
guarantee for stable seasonal supplies (playing also the role of strategic 
reserves throughout the year) may increase if Latvian as well as other 
regional economies resume its economic growth and consequently 
increase their energy consumption.12 

With regard to the oil transit “bargaining chip”, the situation has 
somewhat transformed unfavourably for Latvia during the last decade 
as a result of Russia’s transit diversification strategy. In the 1990s, 
Latvia featured as a leading country in transhipment of Russia’s crude 
oil and oil products and annually around 13–15% of the all exported 
Russian oil and about 30% of Russian oil exported to the Western  
 

9 Latvia possesses underground gas storage facility located in Inčukalns with total storage capacity 
of 4.4 billion cubic meters, of which 2.3 bcm is active gas; information by Latvijas Gāze; available 
from http://www.lg.lv/pub/default.php?lapa=1&oid=72 

10 Ekonomikas ministrijas informatīvais ziņojums “Elektroenerģijas ražošanas bāzes jaudu 
ieviešanas scenārijs”, 2008. gada 19. februāris, 10. lpp.

11 Latvijas Gāze. Dabasgāzes pārvades sistēmas operatora ikgadējā novērtējuma ziņojums par 
2006. gadu Rīga, 2007, 4.−6. lpp.

12 Adrians Dāvis and Andra Jesinska, “Increasing role of underground gas storages for reliable sup-
ply of gas to Latvia, Lithuania, Estonia, Finland and NW Russia and prospects of development of 
Inčukalns underground gas storage”, presentation at 23rd World Gas Conference, Amsterdam, 
2006. 
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Europe was transported through a major Latvian port in Ventspils.13 
Ventspils became only second after the Russia’s Novorossiisk port in 
terms of transported volumes of Russian crude oil and oil products.14 
As Russian and Baltic, and particularly Latvian, transport and energy 
infrastructures were firmly interlocked and Russia relied heavily on the 
Baltic ports, a certain pattern of energy interdependence existed. As a 
result of Russia’s persistent transit diversification policy, which started at 
the end of the 1990s, Russia began to construct its own export facilities. 
Consequently, after Russia’s Primorsk port in the Finnish Gulf began 
to function in 2001, Russia ceased to transport crude oil through the 
pipelines from Polotsk to Ventspils a year later. Although the lost freight 
was attempted to be compensated by the railway deliveries, this appeared 
to be economically unsustainable, and transportation of the crude oil 
from Russia to Latvian ports stopped altogether by 2005. Although some 
transhipments of oil products are continued, the Russian Government 
has announced repeatedly that it would stop them as soon as Russia 
accomplishes the construction of the planned terminals on its own 
coast.15 Hence, after the construction of export infrastructure in Russia’s 
Finnish Gulf, Latvia essentially lost its indispensable role for transit 
of Russian crude oil and, consequently, its leverage to compensate for 
dependency on Russia’s energy supplies.16 

Latvia is not entirely exceptional with regard to particular energy 
security related aspects in a wider Baltic Sea region perspective. Most of 
the countries in the region are not self-sufficient and mostly dependent 
on Russian energy supplies. Latvia, however, can be distinguished 
among the other Baltic Sea region countries in terms of a combination 
of various energy-related aspects and eventual scope and character of 
Russian energy presence. Latvia is particularly energy self-insufficient, 

13 Nyberg, Rene. “A Study in Interdependency. Russian transport needs and economic develop-
ment in the Baltic Sea area”, in Kungl Krigsvetenskapsakademiens Handlingar och Tidskrift, 1997, 
No. 6, p. 142.

14 In 1997, the peak year of the 1990s, more than 28 thousand tonnes of the crude oil and oil prod-
ucts were transported through the Ventspils port. See, Baltiya — transevropeiski koridor v xxI 
vek. Report of the Council on Foreign and Defense Policy of Russia; printed in Nezavisimaya 
gazeta, 26 October 2000; Monthly Bulletin of Latvian Statistics, No. 6 (49), Riga: Central Statisti-
cal Bureau of Latvia, July 1998, p. 106.

15 Krilov, Pavel. „Neft uydet, benzin ostanetsya”, in Telegraf, 30 November 2006; Reznik-Martov, 
Kiril. „Ivanov napugal vseh”, in Biznes&Baltiya, 10 July 2007.

16 Spruds, Andris. “Latvian−Russian Energy Relations: Between Economics and Politics”, in Nils 
Muiznieks (ed.). Latvian−Russian Relations: Domestic and International Dimensions. Riga: Uni-
versity of Latvia, 2006, p. 115. 
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it is heavily dependent on Russia, its diversification potential is limited 
and counterbalancing measures (apart from underground storage 
facilities) are rather limited, it is a part of Russia’s “electricity mainland” 
and Russian company presence is rather dominant and apparently 
expanding. Since other regional countries do not possess such a whole 
spectrum of vulnerability attributes, Latvia appears to be the most 
vulnerable country and can be characterized as the most energy insecure 
country in the Baltic Sea region.

Latvian energy policy thinking and making: 
priorities and dilemmas 

Latvia’s Parliament (Saeima) and Government has elaborated and 
enacted a number of strategic policy planning and legislation documents 
for energy sector after regaining independence. Among currently most 
important and relevant documents are the following: Energy Law 
(1998, with a number of further amendments), Latvian Sustainable 
Development Strategy (2002), Electricity Market Law (2005), Latvian 
National Development plan for 2007−2013 (2006), and guidelines 
for Development of Energy Sector for 2007−2016 (2006). The latter 
document sets priorities within Latvia’s energy sector after joining the 
European Union. The Guidelines prioritize enhancing supply security 
and overall energy independence, source and resource diversification, 
energy efficiency, market liberalization and competitiveness, sustainable 
development and renewables, environmental protection and combating 
climate change by meeting emission reduction objectives, as well as 
cooperation in the Baltic Sea region, including on new Nuclear Power 
Plant, and interconnections with the EU partners and markets to reduce 
Baltic energy isolation. The document among those objectives especially 
explicitly prioritized the need of strengthening Latvia’s energy security, 
increasing domestic self-sufficiency and reducing the considerable 
dependence on natural gas.17 The declared energy policy priorities 
notwithstanding, the concrete fulfilment of those objectives, especially 
with respect to security of supply, however, even in the context of 
gradual securitization of energy relations in the European Union, can 
be characterized as rather ambiguous and ambivalent. 

17 Latvijas Republikas Ekonomikas ministrija. Enerģētikas attīstības pamatnostādnes 2007−2016 
gadam, 2006.
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Like its regional counterparts, especially such as Estonia, Lithuania 
and Poland, Latvia has been motivated to define and refine its energy 
policy priorities by the EU membership, growing needs and competition 
for energy resources, increased Russia’s assertiveness and its regional 
projects, such as Nord Stream.18 Unlike its regional counterparts, however, 
Latvia has experienced zigzags in its energy policy formulation with 
the Government eventually opting for a somewhat eventually differing 
approach to energy security. At first, the notion of a kind of intole rable 
dependence on Russian energy resources and need for diversification 
of the energy supplies increasingly entered public discourse and 
Government’s political agenda. The suspension of crude oil transit flows 
to Latvia, Russian−Ukrainian gas dispute, and especially, launch of the 
Nord Stream project contributed considerably to increased concerns 
that Latvia’s Russian centred energy dependence might be even further 
reinforced and politically manipulated. 

After launching the then North European gas pipeline project in 
late 2005, Latvian representatives alongside their Baltic counterparts 
strongly criticized and pointed to the political nature and motivation 
behind the Russian−German agreement. It was referred to prospectively 
immense costs, increased length, technological complexity as well 
as environmental risks of the gas pipeline construction on the Baltic 
Seabed. The Baltic countries declared that a selection and design of an 
alternative energy infrastructure, passing through the Baltic countries 
and Poland (referring particularly to the Amber pipeline project) would 
not only create a shorter, technologically less complicated, less expensive 
and ecologically safer route, but also allow, above all, Russia to intensify 
regional cooperation in the energy sector. Latvia as other EU new 
members in the region considered Russian activities related to Nord 
Stream as an application of energy card to regional and bilateral politics, 
which effectively allows Russia to increase its political and economic 
manoeuvring capacity in Central and East European countries while 
simultaneously strengthening interdependence patterns with West 
European countries and companies.19 

18 See, for instance: Estonian Foreign Policy Institute. The Energy Security of Estonia in the Context 
of Energy policy of the European Union. September 2006; Budrys, Kestutis. “EU−Russia Energy 
Dialogue and Lithuania’s Energy Security”, in Lithuanian Foreign policy Review, 2006, No. 2; 
Wyciszkiewicz, Ernest. “”One for All — All for One” — The Polish Perspective on External 
European Energy Policy”, in Foreign policy in Dialogue, January 2007, Vol. 8, No. 20.

19 Spruds, Andris. “The NEGP and Russia’s Gas Diplomacy: Latvian Perspective”, in Baltic Mosaic 
Analytics (Winter−Spring 2006), p. 22. 
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The political component in Russia’s regional energy policy was clearly 
expressed by Viktor Kaluzhniy, then Russia’s ambassador to Latvia. 
In the context of Nord Stream, he indicated that the failure to reach a 
mutual political understanding between Russia and the transit countries, 
such as Latvia, largely led to the selection of the respective pipeline’s 
route. According to Kaluzhniy, “the pipeline would pass through Latvia, 
Lithuania and Estonia and everybody would be satisfied” if Latvia had 
followed purely economic rather than political principles in bilateral 
relations.20 In similar vein, Russia’s ambassador had also insisted on the 
“willingness and initiative” on Latvia’s side to restore the terminated 
transit flow of the crude oil to Ventspils, and that . . . Russia has never 
advanced any preconditions to Latvia . . . On the contrary, Latvian 
politicians have demanded on every occasion that Russia, above all, must 
apologize for the occupation [of the Baltic countries in 1940].”21 Gazprom 
official pronouncements notwithstanding, Russia clearly signalled the 
importance of political considerations for the decisions to redirect the oil 
flows and the Russian−German agreement to bypass the Baltic countries 
and Poland. It is also possible to identify implicit recommendations in 
Russia’s ambassador’s remarks for Latvian political and economic elites 
to consider economic repercussions of their prospective decisions and 
activities. This obviously revealed the stick and carrot approach on Russian 
side, combining both an indirect reference to the potential economic 
and energy advantages of Russia’s proximity and unequivocal political 
stipulation for an appropriate behaviour.22

As a result, the energy security, in general, and reliability of energy 
supplies from Russia, in particular, became an important aspect in public 
discussions and increasingly featured in Latvian Government’s political 
agenda and activities. In 2006, the Latvian Government accepted the 
guidelines for Development of Energy Sector for 2007−2016 elaborated by 
the Ministry of Economics, which invited for ensuring Latvia’s energy 
security.23 In March 2006, the Baltic Prime Ministers conceptually agreed 
to cooperate on a joint project with the aim to replace the old nuclear 
power reactor with a new one in Ignalina in order to ensure security of 
electricity supplies in the region. 

20 Viktor Kaluzhniy in interview with Telegraf, 28 November 2005. 
21 Viktor Kaluzhniy in interview with Biznes&Baltiya, 3 February 2006; Metromir News, 1 Febru-

ary 2006, available from http://news.metromir.ru/preview/333/99735 
22 Spruds, Andris. “Latvian−Russian Energy Relations”, op. cit., pp. 116−117.
23 Enerģētikas attīstības pamatnostādnes, op. cit.
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Latvia’s political concerns notwithstanding, Latvia’s position, 
however, experienced the evolution of the position regarding the 
approach to energy security, clearly observable in the aftermath of 2006 
parliamentary elections. Since late 2006, Latvia had been increasingly 
tilting to economic energy narrative. While energy securitization 
generally took place in the European Union, a partial de-securitization 
of energy relationship had occurred in Latvia despite its generally 
securitized political interaction with Russia. This was partly caused and 
influenced by regional and bilateral developments, as well as partly by 
domestic considerations and apparent interests of major national energy 
companies. 

The European Union had found it difficult to promptly define a 
comprehensive policy in the energy domain and constrain the energy 
unilateralism and structurally diverging interests of the Member States. 
In the meantime, the acuteness of the Baltic energy supply problem had 
only intensified due to an increasing domestic demand, rising prices on 
energy resources and prospective closure of the Ignalina power plant in 
2009 mandated by the EU. Hence, paradoxically, the integration into the 
NATO and EU may have somewhat even decreased the Baltic security 
of supply, at least in the short and medium term perspective. The EU 
membership may also have contributed to potentially increasing energy 
prices, as the integration and liberalization of the European energy 
markets (especially in the field of electricity) would lead to lower average 
prices within the European Union, actually the Baltic countries could be 
constrained to buy cheaper energy resources.24  

The structural disadvantages and certain disappointment regar- 
ding the EU energy policy notwithstanding, Latvian energy strategy, 
arguab ly, has been even more influenced by interests of economic 
groupings and governmental economic approach aimed to ensure lower 
price levels and take advantages of economic cooperation and business 
opportunities with Russia. The limitation of available alternatives to 
Russian direction and opportunities for business groups in the context 
of warming mutual political relations had contributed to perception of 
Russia as an opportunity rather than a threat in Latvia.25 The tendency 
of a gradual economization of Latvia’s energy security in 2006 and  

24 Janeliunas, Tomas, Molis, Arunas. “Energy Security of Lithuania: Challenges and Perspectives”, 
in Research Journal of International Studies, May 2006, Issue 5, pp. 25−26.

25 Novickaya, Anna. “U vas — gas, u nas — hranilischa”, in Biznes&Baltiya, 22 January 2007; Gluk-
hih, Aleksandra. “Latviya ne proch nirnutj v “Severniy Potok””, in Telegraf, 23 January 2007.
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2007 has been most obviously manifested in the gas sector and particularly 
seen in the case of evolving Latvia’s approach to gas infrastructure 
projects in the region. The Latvian Government somewhat corrected 
its position with respect to energy supply security defining it above all 
with criteria of supply reliability and economic justification rather than 
diversification of resources and supply sources. In this regard, access 
to Russian natural gas supplies became to be defined as an advantage 
rather than risk. The Latvian Government withdraw its previous vocal 
opposition to Nord Stream, began to advance the idea of the pipeline’s 
connection to Latvia, above all, in the context of potential development 
of underground gas storage facilities, as well as construction of gas 
powered plant. 

Clearly, the development of underground facilities for Russian gas 
may have considerable political and economic security implication for 
Latvia. It is possible to argue that, on the one hand, in the framework of 
a more narrow interpretation of and approach to energy security, safety 
of supply would be strengthened. In other words, a move towards an 
increasing Latvia’s underground storage capacity would address the hard 
security dimension and limit potential Russia’s hard power measures 
such as political blackmailing, economic sanctions, as well as deliberate 
or unintended discontinuation of energy supplies in result of suspended 
production or pipeline accidents. In this vein, the accumulated gas 
stockpiles, as could be argued, would become safeguards of continuity 
of economic functioning and well-being in emergency situations. Latvia 
would also partly address the risks emanating not only from policy 
decision but prospective Russian incapability to export and supply 
enough of energy resources to all its contracted gas consumers.

On the other hand, reversal of previously declared resource and 
source diversification policy caused serious concerns. A certain 
validity of hard security concerns and planning notwithstanding, the 
expansion of underground facilities in Latvia, potential increase of gas 
consumption, as well as expansion of Russian business presence would 
increase Russia’s soft power with respect to Latvia and clearly add 
to Latvia’s energy insecurity. One must take into account that only a 
particularly severe crisis in Latvian−Russian or EU−Russian relations 
could cause Russia attempt to use explicit energy leverage against the EU 
and NATO Member States. Moreover, already now current gas storage 
volumes account for considerably more of the needed annual Latvian 
gas consumption. The underground facilities are primarily intended for 
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constant functioning and business activities rather than for irregular 
and unpredictable situations of emergency. This has been unequivocally 
stated by business interest representatives in Latvia.26 Hence, in the 
context of adopting this broader perspective to energy security, the 
underground facilities and respective infrastructure developed in a close 
cooperation with the major supplier would just increase the supplier’s 
stake in the energy sector of the recipient state. As Harrold Elletson 
has put it, “the Baltic States need to bear in mind that it is not Russian 
energy per se that is the problem but the fact that an over-dependence 
on it has potentially uncomfortable political implications. Equally, it is 
not the fact that Russian companies are keen to invest in the energy 
infrastructure of the Baltic States that is a problem but rather that they 
often seem to do so without operating to the same standards as Western 
European companies.”27

Moreover, the presence of gas storages could and already did 
contribute to economic instincts on Latvian side to increase the share 
gas consumption in Latvian economy, which has been one of the 
highest among the EU members. The then Minister of Economics Jurijs 
Strods even assessed in July 2007 that in the case of the construction of 
additional gas generated power plant capacity, the gas share in Latvian 
energy consumption balance could exceed even more than 50%.28 The 
somewhat easily available and comparatively inexpensive gas could 
also preclude from an active and long needed promotion of energy 
conservation and efficiency measures and development of alternative 
sources of energy, including domestic renewables. Unsurprisingly, 
Russian gas-centred activity was accompanied by less noticeable but 
not less significant inactivity by Latvian authorities in the energy sector 
in terms of resource and source diversification, promoting renewable 
energy resources and energy efficiency, decentralization for energy 
production and regional cooperation. 

In the second half of 2008, previous Russian-centred economic 
opportunity discourse, which found particular manifestation in 
the energy sector, somewhat started to wane among Latvia’s ruling 
coalition. The change was determined by both economic and political 

26 Strautiņš, Pēteris. “Gāze pusgadsmitam”, interview with chairman of Itera Latvija Juris Savickis 
in Diena, 18 February 2007.

27 Elletson, Harold. Baltic Independence and Russian Foreign Energy policy. Report of Global Mar-
ket Briefings Series on Russian foreign energy policy, August 2006, pp. 25−26.

28 LETA, 27 July 2007.
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considerations. The Government in the context of a growing political 
and economic precariousness apparently could not neglect unpopu-
larity of the projects envisaging more gas supplies from Russia. 
Eventually, the Russian−Georgian conflict made the previously adopted 
political and economic approaches to Russia, in general, and energy 
choices, in particular, politically unsustainable. This was conspicuously 
demonstrated by the statement of the Minister of Foreign Affairs,  
Māris Riekstiņš that, “the recent events will compel to reconsider the 
energy policy... not everything can be measured in rubles or lats.”29

As a result, an apparent formal modification of energy policy has taken 
place since then. This has included a renewed emphasis on the necessity of 
regionalization and Europeanization, promotion of domestic renewable 
resources, energy efficiency and resource diversification. In the context 
of Russian−Georgian conflict, the Prime Minister Ivars Godmanis in 
August 2008 indicated that support for any potential pipeline branches 
connecting Nord Stream with Latvian underground storage facilities may 
be given only if the European Union decides to provide its support and 
give a priority status to such a project. In the meantime, the previously 
prioritized gas power plant idea was replaced with the governmental 
support for the coal power plant. These positions took into account the 
increasing demands for source and resource diversification and lessening 
dependence on Russia. The recent “diversification” of Latvian energy 
strategy notwithstanding, it remains, however, rather contradictory and 
difficult to forecast in the nearest future, especially in the context of 
transforming political and economic environment. This was evidently 
demonstrated at the very end of 2008 by the governmental decision to 
provide support for the LNG terminal alongside the previously prioritized 
coal power plant. This somewhat unanticipated prioritization of the 
LNG terminal demonstrated the strong presence of internal pulling and 
hauling and compromise seeking among powerful interest groups around 
and within the Government. 

Major actors: Government, vested interests and society

Latvia follows the formal and widely-shared approach and principles 
of institutionalized energy policy making and implementation. The 
Saeima holds legislative prerogatives of drafting and enacting the 

29 Quoted in: Sloga, Gunta. „Diplomāts bez degsmes”, in Diena, 31 August 2008. 
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energy related legislation in Latvia. The Saeima also contributes to 
the institutional setting for the energy sector decision-making. The 
sub-committee on energy issues within the parliamentary economic 
committee tackles energy issues and holds regular meetings on energy 
policy aspects, with some scrutiny also provided by foreign affairs 
committee. The major role of policy planning, coordination and 
implementation is held by the Latvian Government, and particularly, 
by the Ministry of Economics and Ministry of Regional Development 
and Environment. More specifically, the Department of Energy 
within the Ministry of Economics is responsible for concrete policy 
recommendations, respective regulations, development of plans and 
programmes, organizing relevant tenders and issuing licenses. Moreover, 
in accordance with the law On Regulators of Public Utilities, the Public 
Utilities Commission, as an independent state institution, is responsible 
for regulation, among other monopolies, of electricity and gas sector by 
issuing licenses and approving tariffs.30 Energy policy decision making 
process directly and indirectly involves interaction and consultations 
with business companies, especially monopolies such as Latvenergo and 
Latvijas Gāze, energy company associations (for instance, association of 
wind energy producers, small hydro power plant association and others), 
consultative and scientific institutions, such as the Latvian Academy of 
Sciences, the National Committee of World Energy Forum and other 
relevant and more specific research institutions, as well as NGOs.

This formal structure notwithstanding, the decision-making 
environment and patterns in Latvian energy sector, however, have 
been influenced by several formative factors. First, for a long time the 
energy domain had been both perceived and deliberately presented as 
the domain for energy practitioners, which supposedly had to make 
informed and rational policy and business choices in a technologically 
and financially complex environment. This naturally strengthened the 
standing of large energy companies and the respective vested political 
and economic interests, since the sector largely remained beyond 
and without public interest and scrutiny. The energy companies 
have demonstrated a continuous implicit reluctance to engage in a 
broader energy debate.31 The gradual alteration of perceptions of the 

30 Latvia’s Public Utilities Commission, available from http://www.sprk.lv 
31 See, for instance, article by Latvenergo CEO Kārlis Miķelsons, “Ne katrs ir braucējs, kam groži 

rokā”, Latvijas Avīze, 17 April 2008, interview with Itera Latvija CEO Juris Savickis, Biznes Klass, 
September 2008, No. 8, p. 22. 
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energy security from a narrow technical supply and generation issue 
to an increasingly important economic, political and strategic priority, 
however, has taken place. This has been determined by Latvia’s potentially 
growing energy deficit in the context of global energy resource scarcity 
and widely publicized regional developments, such as Russia’s energy 
assertiveness and implementation of the Nord Stream pipeline project 
in the Baltic Sea, Russia’s gas conflicts with its neighbours, as well as the 
recent Russian−Georgian war.  

Second, energy policy making and implementation follows the 
 general character and patterns of Latvia’s existing political culture 
and decision-making practices. Europeanization and optimization 
of institutional capacity notwithstanding, post-Soviet residues of 
a somewhat limited scope of transparency and accountability and 
potential for informal insider deals remain. Energy sector as one of 
the few businesses in Latvia with a comparatively high turnover and 
potentially substantial profits has naturally attracted various business 
and political interests. In this context, major decisions in energy domain 
rather reflect a relative strength of particular political and business 
groupings in the bargaining process than long-term governmental or 
institutional planning and coordination. This has been manifested by 
continuous zigzags in setting energy policy priorities. 

The institutional arrangements, moreover, remain ambiguous and 
clearly a room remains for both better coordination and accountability. 
For instance, the remuneration of employees in the public regulator, 
Public Utilities Commission, are directly correlated with and derived 
from the set tariffs on energy consumption. The higher the tariffs 
(advocated by the monopolies), the higher are the remuneration at 
the regulator’s institution. This creates some questions and shadow of 
suspicion whether the national regulator might not be naturally inclined 
to follow the interests of monopolies.32   

Third, the energy policy brings in a considerable number of issues  
and respective stakeholders with various, and frequently, diverging 
interests. These various existing and reshaping issue networks 
notwithstanding, clearly Latvia’s energy sector has experienced a  
 

32 The issue was raised on a parliamentary level at the beginning of 2009 after it was identified that 
Estonian consumers pay considerably less than Latvian households for the natural gas supplied 
from the same source — Inčukalns underground storage facility in Latvia. See: Rūtenberga-
Bērziņa, Ilze, “Igauņi par gāzi maksā mazāk”, in Latvijas Avīze, 19 February 2009. 
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considerable shift in the issue importance and relative strength of 
particular stakeholders in the recent years. The predominantly oil 
transit centred energy policy of the 1990s has been replaced by supply 
and generating capacity issues in the context of European energy 
market trends in the 2000s. The previously omnipotent position of oil 
transit groups regarding political and energy related decisions have 
been considerably diluted by Russia’s diversification policy to bypass 
transit countries, including Latvia, the following fierce (and largely 
mutually self-destructive) rivalry of local companies, and emergence of 
less-political and more-business oriented international players, such as 
the Vitol group. This shift also took place against the background of a 
gradual formation of the corporate structures as energy sector undergone 
an extensive privatization process, which started at the second half of 
the 1990s. As a result, the centre of the energy decision-making stage 
has been increasingly occupied by supply, generating and distribution 
monopolies, such as Latvenergo and Latvijas Gāze, with apparent 
political connections attached. Although the European Commission 
prospectively may hold a considerable leverage on particular energy 
policy aspects, its role and presence insofar has been increasing rather 
slowly, and obviously is also constrained by structural components, 
supply patterns and corporate character of the country’s energy sector. 

State joint stock company Latvenergo is a major electricity producer 
(around 90% of all electricity generated in the country) and provider 
to Latvian consumers. This state-owned company, despite formal 
unbundling and market liberalization in recent years, has retained its 
almost monopolistic status in Latvia in electricity sector. Although 
there were governmental plans to privatize the company at the end of 
the 1990s, it never took place. Quite on the opposite, under societal 
and trade union pressure at the time, the Saeima enacted amendments 
to the Energy Law in 1999, to exclude altogether Latvenergo from 
privatization process. This has had not only direct implications for 
the current dominating position of Latvenergo in the electricity 
sector, but potentially safeguards the company in the context of the 
European Commission’s proposed ownership unbundling legislation. 
The company actively participates and largely shapes the energy debate 
in the country. Viesturs Silenieks, the co-chair of the ruling coalition’s 
Green party, has hinted straightforwardly at the scope of the company’s 
influence, “The Ministry of Economics has been led by Latvenergo 
rather than minister... and the change of ministers does not make any 
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difference.”33 Notwithstanding the debatable bluntness of this statement, 
it pinpoints to the company’s indisputable presence and weight in the 
decision-making process. The major priority of the company has been 
to ensure the domestic generation of electricity, especially base load 
capacity, in the context of growing electricity shortage and consequent 
imports. The explicit and implicit prioritization of (Russia’s) gas 
alternative as major generating resource has taken place, which until 
recently also coincided with the governmental position.34 At the same 
time, it must be recognized that, unlike private companies, the state-
owned company Latvenergo must take into account not only its own 
economic inclinations and interests of business partnerships but also 
political, governmental and public context. As a result, Latvenergo 
has advocated its business interests in a more reserved and technically 
justified form than other (private) energy players in Latvia. Despite the 
somewhat diverging form, Latvenergo’s position in substance actually 
has frequently coincided with other major private energy players such 
as Latvijas Gāze and Itera Latvija. 

Latvijas Gāze has been much less subtle and reserved in expressing 
its interests and considerations. Adrians Dāvis, the company’s CEO, 
demonstrated bluntly his own country’s energy development vision 
at the meeting of Latvia National Committee of the World Energy 
Council in December 2008, “Latvian energy priority until 2020 must 
be gas. Renewable energy resources must be put aside — [only] the 
rich world can make use of them. Coal power plant is an absurd.” Dāvis 
also indicated that the guidelines for Development of Energy Sector 
for 2007−2016 adopted by the Government in 2006 “must be buried 
immediately today because there is nothing about the gas,” and “there 
is no need to be afraid of the European Union, as new people will be 
elected next [2009] year and everything will change.”35 

The statement reveals explicit assertiveness to ensure company’s 
business interests and indispensable place in energy decision-making 
process. Latvijas Gāze’s inclination to speak from “the position of strength” 
has been largely motivated by structural limitations of Latvia’s energy 
sector and company’s own respective standing. Although the EU−Latvia 

33 Interview with Viesturs Silenieks, „Ekonomikas ministriju vada Latvenergo” in Nedēļa, 17 De-
cember 2007.

34 pārvades sistēmas operatora ikgadējais novērtējuma ziņojums, January 2008.
35 Melbārzde, Līva. “Adrians Dāvis: Latvijas prioritātei vismaz līdz 2020. gadam jābūt gāzei”, in 

Dienas Bizness, 18 December 2008. 
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agreement guarantees the monopoly of Latvijas Gāze in gas sector until 
2010, the company has stated its willingness to ensure its monopolistic 
market status in the country until 2017.36 And apparently it may ensure 
its position, if necessary, through the legal claims as the 1997 agreement 
between the Latvian Government and Latvijas Gāze envisaged exclusive 
rights for the company to ensure gas supply and distribution until 2017. 
Moreover, the company’s comparative advantageous business position 
was strengthened by the parliamentary decision in December 2008 to 
abandon reduced taxes for domestically produced biomass while leaving 
tax discounts for imported Russian gas. This was, somewhat ambiguously, 
criticized by the Minister of Economics, Kaspars Gerhards.37  Ironically, 
the governmental policy itself, coincidentally or not, actually adjusted 
to and followed the company’s rather favourable stance with regard to 
Nord Stream in the time period between 2006 and 2008.  

Contrary to the initial governmental position, representatives of 
Latvijas Gāze company had expressed an explicit and strong support and 
interest in the Nord Stream project since its commencement, above all 
as an opportunity for an expansion of company’s underground facilities 
and a respective role in the regional gas trade. Latvijas Gāze used the 
“increased regional consumption” and “technical emergency” arguments 
to support its position. The company indicated that “in case branch 
pipeline to Latvia would be constructed and Latvian UGS potential 
used, gas supply security for Europe would be improved considerably 
because possible disruptions on gas pipelines on the long route of more 
than 3,000 km from gas deposits to the Finnish Bay, where the Baltic 
Sea pipeline starts, would not influence gas supplies.”38 Notwithstanding 
those arguments, business profitability considerations had also been 
behind the company’s standing. Natural gas, stored during the summer 
time, could be sold substantially more expensively during the winter 
season in recent years.  

The company’s business interests, supply patterns and corporate 
structure have revealed an identifiable leaning towards Russia. 
After Russia had hinted at the possibility to develop the necessary 
infrastructure and facilities to ensure itself the natural gas supplies to 
northwest Russia in the context of Nord Stream, the concerns about 

36 Dūmiņa, Zaiga. “Nacionālā bagātība- gāzes krātuves”, interview with Adrians Dāvis in Diena, 7 
May 2007.

37 LETA. “Gerhards atzīst vietējo energoražotāju diskrimināciju”, 13 February 2009. 
38 Adrians Dāvis and Andra Jesinska. “Increasing role of underground gas storages”, op. cit.
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possible Russia’s plans to “desert” Latvia and the need to invite Gazprom 
for further investments into underground storage facilities were vocally 
expressed by the chairman of Latvijas Gāze company.39 This has not 
been surprising taking into account Gazprom’s dominant role in gas 
supplies and its increasing proportion in the Latvian gas monopolist 
shareholding structure since initiation of the latter’s privatization in 
1997. Gazprom had eventually increased its presence from initial 16% 
(1997) to 25% (2000) and to 34% (2005). Although German energy giant 
E.ON Ruhrgas has remained formally the major shareholder of Latvijas 
Gāze (47%), Gazprom as a major gas supplier in partnership with Itera 
Latvija (16%) apparently plays the leading role in the company.40 

The domination of the two monopolists Latvenergo and Latvijas 
Gāze in terms of legal premises and infrastructure advantages 
notwithstanding, the gas provider Itera Latvija has played a considerable 
role in gas supplies as well as shaping the political and public debate 
on Latvian energy policy choices. Itera Latvija was founded in 1996 at 
the outset of privatization process in gas sector in Latvia.41 Although 
formally Itera Latvija is owned by Cyprus registered Davonte Holding 
Limited (66%) and Danish Inter Energia Holding ApS (34%), it is known 
as a Latvian subsidiary of Russian gas company Itera. Importantly, Itera 
Latvija participated in privatization of Latvijas Gāze obtaining in 1999 
almost 10%. Now, it owns 16% of Latvian gas monopoly Latvijas Gāze 
(still in 2004, Itera Latvija was even on par with Gazprom both having 
25%) and around 10% of Estonian gas monopoly Eesti Gas. Alongside 
of a supposedly more efficient and inexpensive supply operations,  
the established positions in Latvia’s energy business have increased 
the company’s bargaining power in gas market. As a result, 30% of 
gas supplies to Latvia are ensured by Itera Latvija despite the fact that 
Gazprom had obtained exclusive gas export rights in Russia and Latvian 
gas monopoly Latvijas Gāze is effectively under its control. In the process, 
Itera Latvija largely relies on the resources of its mother company as well 
as contract Turkmen and smaller Russian gas producers. 

Unsurprisingly, the president of Itera Latvija, Juris Savickis, has been 
a staunch proponent of gas supplies from Russia and construction of 
additional electric generation capacities powered by gas to compensate 

39 LETA, 19 February 2006; Krastiņa, Laura. “Dāvja intīmais nacionālais lepnums”, interview with 
chairman of Latvijas Gāze, Adrians Dāvis, in Republika, 7−12 April 2006, No 8.

40 Latvijas Gāze information on company’s shareholders, available from http://www.lg.lv/?id=94 
41 Rulle, Baiba. “Meistars un čekists. Kas viņus vieno?” in Diena, 25 April 2008.
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potentially growing electricity needs. Savickis strongly criticized the 
recent governmental decision to support the construction of the coal 
power plant instead of previously promoted gas power plant idea. 
He described the new project as economically and environmentally 
unsustainable, which had become the outcome of political lobbying 
rather than strategic calculation.42 At the same time, Savickis has been 
openly critical of the Baltic countries’ support for Georgia in its conflict 
with Russia and has invited for more cooperation with Russia: “Our 
neighbour is a country with huge energy resources, practically the 
most powerful country in the world. And being located next to such a 
country, the God itself required us to be friends with it [Russia] and take 
advantages of such friendship.”43 

Itera Latvija is one of the major Latvian taxpayers (in 2007, company’s 
annual turnover was almost 100 million euros, while company’s profit 
was tantamount to around 4 million euros44) and its public activities and 
expression of interests is rather conspicuous (for instance, it supported 
financially the creation of Latvian hockey team, which re-took the Soviet 
era name Dinamo to take part in the newly established Continental 
Hockey League alongside Russian, Kazakh and Belarusian teams). At 
the same time, its business activities, contractual engagements and 
informal connections with both Russian and Latvian partners are much 
more difficult to identify in a transparent manner. Arguably, Latvia’s 
gas companies are indicative of continuous and ever present trait of 
post-Soviet “gas culture” in Latvian energy sector permeated with non-
transparency, importance of vested interests,  and a considerable Russian 
factor.  This demonstrates that Gazprom and Russia, in general, possesses 
economic levers in the context of asymmetric energy relationships 
through creation and development of vested interests in Latvia, that tilt 
towards a closer economic and energy, and political cooperation with 
Russia.45 

Notwithstanding the established and reproduced interests and 
practices, energy policy formation in the transformed regional and 
domestic context is increasingly becoming the result of interaction of 
two tendencies. The first trend is characterized by previously established 
42 Akopova, Inna “Угольная ТЭЦ победила газовую”, in Telegraf, 24 September 2008.
43 Tatyana Fast, “Пусть Россия и Америка на территории Латвии дружат, а не воюют”, inter-

view with Juris Savickis, Telegraf 17 September 2008; see also “Gāze, čeka un hokejs”, interview 
with Juris Savickis, Diena 19 May 2008. 

44 BNS News, 1 September 2008.
45 Kosmachev, Kim. “Skele, prirodniy gaz i dogovor o granice” in Telegraf, 2 February 2007.
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strong corporate interests, considerable Russian resource and capital 
presence, post-Soviet non-transparent political and business connections, 
culture and practices. On the other hand, however, the membership in 
the European Union has led to Europeanization and Westernization of 
energy policy values and practices, while regional developments have 
contributed to raising societal awareness on importance of energy 
policy. Society at large and environmental groups, a growing number 
of small energy producers, as well as experts, in particular, increasingly 
become players and stakeholders in the energy policy formation. The 
“new energy environment and thinking” was somewhat symbolically 
demonstrated by electing the EU Energy Commissioner Andris 
Piebalgs as a “European person” in Latvia in 2007. The prospective 
developments and configuration in energy sector, however, will be 
substantially influenced by Latvia’s political configuration, arrangements 
and respective decisions, as well as developments on the regional and 
European levels. 

Latvia in a wider Baltic energy context

The issue of the enhanced regional cooperation in energy sector has 
been gradually and firmly put on Latvia’s political and analytical agenda. 
Latvian energy policy stakeholders have increasingly debated and 
mostly supported the need for more regional and EU interconnections, 
a common liberalized energy market and potentially joint transmission 
operators. Regionalization and Europeanization have become an integral 
part of Latvia’s energy policy discourse. These objectives of energy 
regionalization, especially among the three Baltic countries, have been 
motivated and promoted further, among others, by several structural, 
political and financial factors. 

First, structurally the Baltic country energy system was made as one 
subsystem integrated into a wider Soviet system. For instance, in terms of 
electricity generation, Estonia and Lithuania covered regional demands 
for the base load capacity by electricity generation in Narva’s oil shale 
power plants and Ignalina’s nuclear power plant, respectively. Latvia 
with its flexible production capacity based on hydro power specialized in 
covering and coping with regional peak and semi-peak hour or emergency 
demands. Although since the break-up of the Soviet Union, each country 
developed its own national energy strategy derived from the domestic 
needs, a certain regional complementarity principle actually has remained 
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accompanied with an increasing understanding for the necessity of its 
more efficient management in the context of growing energy demands. At 
the same time, the Baltic EU membership has facilitated the support for 
ensuring synchronous operation of the three Baltic countries electricity 
systems with the Europe’s UCTE system. Although such plan could not be 
realized in the short term perspective, an intensive regional cooperation 
(transmission line construction and grid reinforcement) is a precondition 
for medium term (12−15 years) realization. 

Second, there exists a certain political will and rather widely shared 
perception of the need to integrate the Baltic “energy island” into a 
wider European energy mainland in the Baltic countries. This trend has 
been particularly strengthened during the recent alarming international 
and regional developments, not least under circumstances of increased 
tension with their Baltic neighbour and major energy resource 
supplier, Russia. For instance, the three Baltic Prime Ministers signed 
a Declaration on Security of Supply in the Baltic States and Common 
European Energy Policy in Trakai, Lithuania on 27 February 2006 in the 
aftermath of Russian−Ukrainian energy crisis. In 2007, the new Baltic 
Energy Strategy (the previous one was adopted in 1999) was discussed to 
address the emerging challenges in the transformed energy and political 
environment.  

Third, the European Commission has contributed considerably both 
indirectly and directly to the energy regionalization in the Baltic Sea 
region. The Northern Dimension and potentially the EU Baltic Strategy 
contribute to the setting of wider frameworks for political, cultural, 
economic, as well as energy cooperation in the region. At the same time, the 
European Commission has facilitated energy “opening” and cooperation 
through various initiatives. The recent EC proposal on financial support 
(5 billion Euros) for trans-European energy interconnections and 
broadband infrastructure projects in the framework of the European 
Economic Recovery Plan might become one of the most efficient and 
important initiatives for facilitating energy cooperation within the EU.46 
In this context, the EU Baltic Interconnection Plan creates an important 
launching pad for re-intensification of energy cooperation in the Baltic 
Sea region. The Latvian Government has supported elaboration of a 
Road Map until July 2009 for proceeding further with the Baltic energy 

46 Commission of the European Communities. “Communication from the Commission to the Eu-
ropean Council. A European Economy Recovery Plan.” Brussels, 26 November 2008; available 
from http://ec.europa.eu/commission_barroso/president/pdf/Comm_20081126.pdf 
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market liberalization and implementation of priority interconnections. 
At the same time, a number of challenges have remained as the three 

Baltic countries have been frequently diverging and competing energy 
and business interests. This has been demonstrated by somewhat differing 
standings of three Baltic countries with regard to the “classical” energy 
supply and transit security, observable in the context of the Russian gas 
supply reliability issue, in general, and in the case of the Nord Stream 
pipeline, in particular. Latvia’s position has been considerably less critical 
to the off-shore pipeline as compared to its Baltic neighbours, obviously 
determined by the possibility to have connection and take advantage of 
the country’s vast underground gas storage capacity. 

The differences and complexities are also discernable in the context 
of the recently intensively discussed and promoted regional electricity 
cooperation, be it the new nuclear power plant in Lithuania, regional 
interconnections or market liberalization. The regional cooperation 
in the electricity sector, which has largely become the most indicative 
element for the prospective regional energy cooperation on the whole, 
has proved to be a “litmus test” with mixed results insofar. Although 
the ideas and plans for the new nuclear power plant in Lithuania have 
not been put aside, its slow realization and emerging disagreements 
among the partners have diminished the importance of the joint project 
in Latvia’s energy calculations and contributed to discussions regarding 
the possibility to construct a Latvia-based nuclear power plant. In 
2008, disagreements appeared between Lithuania and Latvia over the 
prospective interconnection with Sweden. Latvia’s previously rather 
reserved position notwithstanding, its government actively engaged 
in the competition with Lithuania, especially after the European 
Commission stated its potential financial support for the project.  

The EC thrust towards liberalization of the electricity market has 
also revealed regional differences and a need for national energy policy 
readjustment. Latvia initially had been rather reluctant to support the 
EC-proposed 2007 September legislation on ownership unbundling 
in energy monopolies, especially in the gas sector, which has been 
monopolized by Latvijas Gāze.47 Although Latvia’s position was later 
somewhat fine-tuned, implementation of such a prospective legislation, if 
eventually adopted, might be complicated. The previous EC liberalization 

47 Ekonomikas ministrijas informatīvais ziņojums “Par Latvijas nostāju ES Transporta, 
Telekomunikāciju un Enerģētikas Ministru padomes 2008. gada 28. februāra sanāksmē EM 
kompetencē izskatāmajos jautājumos”, February 2008, p. 5.
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package, which entered into force in July 2007, had already created 
the new market conditions in the Baltic States, under which national 
monopolies now had to engage in the unusual business of competition 
for production and consumer shares in the region. Since July 2007, as 
Latvia opened its electricity market, Eesti Energy has succeeded taking 
over from the Latvian monopolist Latvenergo approximately 5% of 
Latvia’s electricity consumer market accounted for estimated 10 million 
lats (around 15 million euros) of annual income. Moreover, the regional 
business competition has been complemented with competing business 
energy paradigms, which has been most obvious in the comparatively 
more liberalized electricity sector. Latvenergo has declared repeatedly 
the need for the domestic electricity base load generating capacity as a 
prerequisite for a less-import oriented and more self-sufficient energy 
sector. According to Latvenergo, this would facilitate Latvia’s energy 
independence and provide local consumers with domestically generated 
and thereby less-expensive energy. In contrast, Eesti Energy has 
underlined the importance of the less-expensive production costs in the 
region (regardless national borders) as a prerequisite for lower consumer 
prices in the regionally integrated and liberalized market. Unsurprisingly, 
the Estonian electricity producer has advocated its (oil shale) electricity 
as long term comparatively most advantageous and price-competitive 
proposal for regional, including Latvia’s, consumers.48  

Conclusions

Latvia is among the countries that face a difficult dilemma of defining 
a clear and long-term sustainable energy strategy, which would ensure 
both economic welfare and political sovereignty. Ensuring security of 
supply has remained the central, though not the only one, component 
of Latvia’s Energy Strategy considerations. Latvia’s energy security 
of supply so far has been almost exclusively related to Russia, which 
has not been alleviated during the post-1991 period. Although until 
recently Latvia’s political and business elites evidently laboured under 
the assumptions of the “economic opportunity” in energy relations 
with Russia, concerns over increasing economic dependence and 
political repercussions have motivated to approach the energy strategy, 

48 Interview with Aigars Melko, Latvenergo vice-president, “Ot turbiny do malenkoy lampoch-
ki”, in Biznes Klas, January-February 2009, pp. 14−17; on Eesti Energia activities in Latvia, see: 
Grant, Juliya. “Kity ekonomiki”, in Biznes Klas, January−February 2009, pp. 20−21.
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in general, and supply security, in particular, in a more comprehensive 
and balanced manner.

Although it is difficult to find a “silver bullet” solution to Latvian 
energy dilemmas, several recommendations could be provided. First, 
providing energy security is a governmental prerogative and, to 
underline, a responsibility rather than business affair. In Latvia’s complex 
geopolitical and geo-economic situation, energy planning must become 
a persistent process with long-term economic, political, environmental 
goals in mind. Michael Sander’s criticism of German Government’s 
somewhat unreserved “special energy relationship” approach with 
Russia must be even more taken into account by the Latvian decision-
makers: “The neglect of political concerns can lead to political fallouts 
which can have costly effects on non-energy issue areas of German 
foreign policy. Since energy companies have no reason to take care of 
political questions, better coordination and oversight by political actors 
of business activity in the energy sector is the only way to make sure that 
public interests are not neglected.”49 

Second, instead of increasing its share of and dependence on Russian 
supplied gas, or “putting all eggs in one basket” and aspiring to become 
a kind of “regional gas hub”, Latvia must aspire to implement the well-
known dictum of energy security of any country — diversification of 
supply. The overwhelming reliance on a single supplier may effectively 
jeopardize the autonomy of action of a sovereign entity. The diversification 
policy must not only confine to the diversification of supply routes. As a 
matter of fact, the “diversification” can be commenced on the domestic 
level by increasing efficiency of energy consumption and promoting 
production of local renewables by proper taxation and subsidy policies. 
“Better energy” and not just “more energy” should be aspired for. 
The energy efficiency measures are one of the most immediate and 
substantial contribution to ensuring energy security and sustainability 
of Latvia’s energy sector. In the context of fluctuating prices of fossil fuel 
and limited carbon emission country caps (and potentially expensive 
carbon emission allowances), the energy efficiency is also becoming one 
of the cheapest means to energy security. This effectively would reduce 
the need for and share of imported energy resources, above all, Russian 
oil and gas. 

49 Sander, Michael. “A “Strategic Relationship”? The German Policy of Energy Security within the 
EU and Importance of Russia”, in Foreign policy in Dialogue, January 2007, Vol. 8, No. 20, p. 24.
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Third, although unilateral actions in the energy domain may be 
necessitated by the urgency of resource shortages and tempted by short-
term profit gains, in the long term regional cooperation and solidarity 
would provide much more substantial contribution to ensuring energy 
security and sustainability. Only the three Baltic countries together 
could implement such vital projects as construction of new nuclear 
power plant in Lithuania, integration of the Baltic “electricity island” into 
European “electricity mainland”, realization of oil supply diversification 
projects and potentially launching a common LNG facility in one of the 
Baltic states. The Baltic countries should arrive at the common stance 
on electricity cable connection with Sweden. Hence, clearly, Latvia 
must cooperate actively with the other EU countries and the European 
Commission as strengthening its role in Europe’s “energy foreign policy” 
would contribute to ensuring the solidarity principle and making the 
European Union more equal partner in dialogue with energy providers. 
The role of the European Union may become imperative in alleviating 
the risks and threats related Russia’s soft power in Europe, such as 
increased presence and monopolization of energy sector of its member 
countries among which Latvia features rather distinctively. It is the 
European context and in cooperation with the EU partners which may 
provide Latvia to take advantage of its vast underground storage capacity 
to potentially ensure strategic gas reserves within the Community. 

Hence, taking into account a number of substantiated reservations 
about the European Union’s “common energy foreign policy” and 
regional energy cooperation, at the very end, however, Latvia’s 
endeavour actively cooperate economically and politically with the 
European partners, especially within the Baltic Sea region may be the 
most efficient solution to challenges in Latvia’s aspiration for long-term 
energy security and sustainable energy development. Finding the right 
balance between European, regional and national levels in the context 
of the energy policy choices is a complicated task. Nevertheless, there 
are already now increasingly observable trends within society and 
among major shareholders that Latvia must become truly “Baltic energy 
nation” in terms of regionally shared strong support for renewable 
resources and technologies, energy efficiency, climate change awareness, 
decentralization, and regional interconnections.
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Andres Mäe1

Introduction

Estonia’s energy sector relies on local resources — oil shale, wood and 
peat, for which the reserves are relatively big enough to supply country’s 
energy needs in foreseeable future.

Estonian energy strategy is full of contradictions. It supports com-
petition and open market without discrimination and distortions but at 
the same time wants to prolong the use of oil shale energy because of its 
importance in country’s social and energy security.

Estonian producers export shale oil, peat briquettes, wood pellets, 
and electricity. The main imported fuels are engine fuels and gas. Their 
share in primary energy supply is less than a third but their importance 
for transport sector and in heat energy production is over 80% and 40%, 
respectively.

Although the domestic resources of fossil fuels are large enough to 
cover the domestic energy needs for the next decades2, more attention has 
been paid to utilization of renewable energy resources in recent years.

The core concern of Estonia’s energy sector is how to meet the ris-
ing energy demand in accordance with the environmental norms of the 
European Union (EU). Estonia has to invest into energy networks and 
production capacity and at the same time modernize its energy sector, 
therefore, the need for investments is quite high.

1 Researcher, Estonian Foreign Policy Institute; e-mail: maea@ut.ee
2 There are 960 million tonnes of active consumption resources of oil shale. Source: Mihkel Vei-

derma, Energy as Key Issue, academic lecture, 5 October 2005.
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Estonia’s energy producers have to comply with the EU norms on the 
greenhouse gas emissions, despite that Estonia is not fully sharing the 
EU strategic position of the reduction effects on climate change because 
of high economic costs for Estonia.

The greatest sources of atmospheric emissions in Estonia are Narva 
Power Plants using oil shale.3 Because of the importance of oil shale for 
country’s energy balance, the Estonian Government considers it neces-
sary to prolong the production of electrical energy from oil shale and 
to protect the domestic producers by restricting the import of electrical 
energy from third countries.4

The problem with the impact of third countries on the functioning of 
the internal energy market is urgent because of the opening of electricity 
market by 35% on 31 December 2008 and the rest on 31 December 2012.

Estonian positions concerning energy issues are influenced by the 
fact that Estonia, together with other Baltic States, is connected to the 
Russian electrical and gas systems. Russian electricity producers have a 
competitive edge because of lower fuel prices and lower environmental 
restrictions.

Estonian energy market is too small to attract investments for build-
ing new production facilities or establishing new energy connections 
with other EU countries or market areas. Therefore, all major modifica-
tions in energy sector will require involvement of state aid and coopera-
tion with other Baltic States.

Estonian politicians believe that the European Commission has fo-
cused its attention in the previous years mainly on the aspects concern-
ing the environmental impact of energy production, whereas the safety 
of energy supplies, which is of interest for Eastern European Member 
States, has been neglected.

Basic statistics

Rapid development of economy during the last seven years has 
influenced also energy consumption in Estonia: in the time period 
2000−2006, the total consumption of energy has increased by 22% (at 
3 Consuming 10 million tonnes of oil shale for energy production causes annual emissions ap-

proximately 67,000 tonnes of SO2, 46,000 tonnes of fly ash, 9,400 tonnes of NOx and 9,340,000 
tonnes of CO2.

4 Government session on 21 February 2008: Estonian positions on the climate change package 
https://dhs.riigikantselei.ee/dhsavalik.nsf/69a1ea59675f3692c22572b8005d9668/c2256d56004d
5f80c22573fd004edf22?OpenDocument
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the same time, the GDP increased almost by 65%).5 Therefore, energy 
production has also increased: primary energy supply was 230,318 TJ in 
2007, which is 9% higher than in 2006 and 17% higher than in 2000.

Energy intensity

Energy intensity has decreased in Estonia, especially during the last 
five years (see Fig. 16 but is still four times bigger than EU’s average.

Figure 1. Estonia’s primary energy supply and energy intensity.

Source: Statistikaamet, 2008

There is another remarkable trend in Estonia: primary energy con-
sumption has also decreased despite a very fast economic growth. This 
has been explained by the reduced consumption of heat and decreased 
loss of energy in the networks of electricity and heat: investments for 
renovating and insulating the buildings and heat networks have reduced 
the total energy demand.

Steep increase of primary energy supply in 2007 is explained by the 
export of electrical energy via underwater cable between Estonia and 
Finland (EstLink1): this connection opened a new market in Scandina-
via for Estonia’s electrical energy producers.

5 Eesti Statistikaamet, 2007.
6 Between 1993-2003 the energy intensity in Estonia decreased almost 55% due to the closure of 

Soviet-era industry and farming.
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Energy efficiency

In Estonia the energy efficiency or the ratio of final energy consump-
tion (FEC) to the primary energy supply (PES) has never been higher 
than 55% (see Fig. 2). One of the main factors behind such a low ratio is 
that over 90% of electrical energy in Estonia is produced by condensing 
power plants with efficiency around 30%.

Other factors, such as losses in electricity and district heating net-
works, large export volumes of converted energy (electricity, shale oil, 
peat briquettes, wood chips) also have an impact.

Figure 2. Estonia’s energy efficiency, tJ.

Source: Statistikaamet, 2008.

Although the efficiency of energy consumption has significantly im-
proved (compared to the year of 2000, losses from transporting and dis-
tributing of electrical energy and heat have decreased by 15% and 18%, 
accordingly, in 2007), there is still a great potential for final consumers 
to improve saving of energy, especially heat.
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Electrical energy

Estonia is connected to the electrical energy systems of north-west 
of Russia. In 2006, the building of EstLink1 was finished connecting 
Estonia with Finland’s electrical energy system via high voltage direct 
current underwater cable.

Estonia produced more than 12,000 GWh electrical energy in 2007, 
which is about 25% more than in 2006 (see Fig. 3).

 
 

 
Figure 3. Production, consumption and export of electrical energy.

Source: Statistikaamet, 2008.

Behind this increase there is growth of the export of electrical en-
ergy: in 2006, Estonia exported only 1,001 GWh, but in 2007, the export 
of electricity has increased up to 2,765 GWh.

More than a half of this (1,558 GWh) was transmitted via the under-
water cable EstLink1 to Scandinavia, the rest 1,207 GWh were exported 
to Latvia.7

Increase of electrical energy consumption has been modest and 
based mostly on energy consuming industry (e.g. starting production 
of cellulose in Estonian Cell in 2005).

Estonia uses domestic fuels for producing electrical energy: 90.2% of 
electricity was produced from oil shale in 2007.

7 Eesti Statistikaamet. 10 September 2008, http://www.stat.ee/18874
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Production of electricity from renewable sources has enlarged: in 
2007, the production of wind energy increased by fifth, and of hydro 
energy — almost twice. Despite that the electrical energy produced 
from renewable sources consisted only 1.5% from final consumption of 
energy in Estonia.8

Heat energy

During the last two years, the consumption of heat energy has been 
increasing by 1−2% per year (between 1995−2005, it decreased more 
than 16%). The share of district heating in the heating market is above 
70% on consumption (see Fig. 4).

Figure 4. Heat energy production and consumption in Estonia.

Source: Statistikaamet, 2008.

The price of district heating has been rising due to increase of the oil 
prices in the world market. Therefore, many producers of heat energy 
have been considering relying on alternative fuels, especially biomass: 
peat and renewable fuels like firewood, pellets, chopped wood and straw 
and, in very small amount, also biogas.

8 Eesti Statistikaamet. 10 September 2008, http://www.stat.ee/18874
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The use of shale oil in district heating has decreasing quite rapidly 
due to the increase of the price after its selling was trusted to the market 
forces in 2005.

Approximately 40% of heat energy has been produced by co-gener-
ation power and heating plants (CHPs). There are 18 CHPs9 in Estonia 
but their number will increase due to the supporting schemes intro-
duced in 2007.

In local heating supply the use of heat pumps is increasing: Estonia is 
among the first three countries in the use of heat pumps per capita.

natural gas

All of the natural gas consumed in Estonia is imported from Russia. 
In 2007, natural gas constituted only 15% of primary energy sources 
in Estonia. Comparing with other EU Member States this indicator is 
relatively low.

The proportion of natural gas is almost 41% in Estonia’s heating mar-
ket (see Fig. 5), but it is replaceable with liquid fuels in the prevailing 
share of the market.

Figure 5. natural gas supply of Estonia.

Source: Statistikaamet, 2008

9 Biggest CHP — Iru Thermal Power Plant (capacities 190 MWe, 648 MWt and 400 MWt in co-
generation regime) near Tallinn is fuelled by natural gas (alternative fuel is light heating oil).
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According to the district heating law, all producers of heat should be 
ready from July 2008 to replace natural gas with light heating oil, shale 
oil or black oil within three days.10

The analysis of natural gas consumption by business sectors demon-
strates that the largest sphere is energy sector (mostly heat production 
in district heating systems, share of natural gas in production of electri-
cal energy is only 5.6%) followed by industry (with conversion of energy 
and use it as a raw material in chemical industry) (see Fig. 6).

Figure 6. Consumption of natural gas in Estonia’s economy sectors.

Source: Statistikaamet, 2008

Liquid fuels

Estonia has no oil-refining capacity, and therefore, all petroleum 
products are imported — mainly from Lithuania, but also from Russia 
and Finland.

Despite the domination of Lithuania’s Mazeikiu oil refinery in the 
wholesale market of liquid fuels there are several competing suppliers 
in the retail market.

The lion’s share of liquid fuels: 960,000 tons of light heating oil, diesel 
and car fuel consumed in Estonia in 2007 (see Fig. 7) have been im-
ported.

10 http://www.riigiteataja.ee/ert/act.jsp?id=12894819
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Figure 7. Consumption of liquid fuels in Estonia.

Source: Statistikaamet, 2008.

Estonia produces its own liquid fuel from oil shale. In 2007, around 
437,000 tonnes of shale oil have been produced, but only 18% of it was 
consumed in Estonia (mostly as heating oil). The rest was exported be-
cause of the increase in oil price in the world market which has also 
increased the demand for shale oil and other oil shale products.

The proportion of biodiesel in the total consumption of liquid fuels 
consisted only 0.15% in 2006. Consumers are reluctant towards biodie-
sel because it is more expensive than fossil liquid fuels despite the ex-
empt from excise tax to the end of 2009.

Solid fuels

Estonia’s energy production relies on the resources of domestic solid 
fuels — these are oil shale, firewood and peat. In 2007, like in previous 
years, oil shale dominated in solid fuels market (see Fig. 8).

Estonia has approximately 960 million tonnes of active consumption 
resources of oil shale (560 million tonnes of it in open-pit minefields),11 
which are sufficient resources for the production of electrical energy for 
11 Energy Security of Estonia in the Context of the Energy Policy of the European Union, http://

www.evi.ee/lib/Security.pdf, p. 11.

Consumption of liquid fuels (thousand tons)

0

200

400

600

800

1000

1200

1 2 3 4 5 6 7 8

Heavy heating oil Shale oil Light heating oil Disel fuel Car fuel Aviation fuel



259ESTONIAN ENERgy STRATEgy AND ITS IMpLICATIONS TO THE REgIONAL...

next fifty years, allowing the state certain degree of energy independ-
ence but leading to environmental pollution.

The use of oil shale in the production of electrical energy is decreas-
ing slowly (in 2003, its share was 92%; in 2006, its share was 90%). In-
crease in consumption of oil shale is due to the increase of the produc-
tion of shale oil from it.

Competitiveness of renewable solid fuels is rising despite their mod-
est share in the total consumption of solid fuels and increasing price.

Use of renewable fuels for cogeneration is supported by the amend-
ment of the law of electrical energy market promulgated in the begin-
ning of 2007.

Figure 8. Consumption of solid fuels in Estonia.

Source: Statistikaamet, 2008

Energy dependence

Energy dependence shows the proportion of imported energy sourc-
es in country’s energy balance. More than 67% of Estonia’s primary en-
ergy is of domestic origin. Estonia imports only about one-third of the 
energy it needs (see Fig. 9).
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In 2006, Estonia exported almost 20% of its primary energy: fire-
wood and shale oil.

Figure 9. Energy dependency of Estonia.

Source: Statistikaamet, 2008

Energy dependency is not reflecting the export/import balance of 
electrical energy. In 2006, Estonia exported approximately 20% of pro-
duced electricity, which puts Estonia into the third position among EU 
Member States, after Lithuania and Bulgaria.12

national energy strategies of Estonia

Estonia’s strategic goals in energy sector for the next twelve years are se-
curing continuous supply of energy, increasing the efficiency of supply and 
consumption of energy and providing reasonably priced energy supply.13 

Securing continuous supply of energy

Substantial measures to achieve this goal are diversification of en-
ergy supply by building new energy links, balancing the partition of en-
ergy sources by decreasing the part of oil shale energy and establishing 
strategic fuel stocks.

12 Kisel, Einari. Energiajulgeoleku olukorrast. Kroon ja Majandus, 4/2007, p. 23.
13 Draft version of the Estonian national development plan for energy economics until 2020. http://

www.mkm.ee/index.php?id=321327, p. 29.
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The first step has already been made after opening the underwa-
ter high voltage direct current cable (EstLink1) between Estonia and 
Finland in autumn 2006. The capacity of that cable is quite limited  
(350 MW) and there are arrangements made to build second underwa-
ter cable between Estonia and Finland (EstLink2) with capacity of 650 
MW.

Estonia has obliged to gradually build up liquid fuel stocks, corre-
sponding to at least 90 days’ of combined average national consumption 
of the relevant fuel in the preceding year, reaching the required level by 
the year 2010.

There is a need to increase the use of renewable energy to diversify 
the energy supply. This is due to concerns of energy security and envi-
ronmental risks, which make it impractical to leave oil shale the same 
significant share in the total energy balance as it has.

Increasing use of renewable energy

Figure 10. Proportion of renewable energy in Estonia.

Source: Statistikaamet, 2008.

The proportion of renewable energy was 10% of final energy consump-
tion and 16.3% of primary energy supply in 2007 (see Fig. 10).

Estonia can increase the use of renewable fuels only in the produc-
tion of heat energy and in the combined production of heat and electri-
cal energy. In the climate conditions of Estonia, it is not feasible to raise 
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the proportion of biofuels in transport up to 10% as previously planned 
by the European Commission, because the production of liquid biofuels 
consumes more fossil fuels than the direct use of them.

Estonia has good experience with biofuels in terms of producing 
heat energy from renewable sources. Locally produced biofuels can be 
adequate substitutes to natural gas in recent conditions of high and in-
creasing gas prices.

Renewable electrical energy

Estonian Government has set an indicative target to the generation of 
electricity from biofuel-based co-generation power and heating plants 
(CHPs) by 2020 to 20% of final consumption of electricity, which is the 
upper limit of that kind of co-generation.

First, the use of biofuels to produce electricity would provide extra 
capacity to cover the base load, but not the peak load, since CHPs work-
ing on biofuels are difficult to regulate and their load must be maxi-
mized in order to be economically expedient, which in the summer time 
would lead to wasting of heat energy (redundant heat) or shutdown.

Second, a large biofuel consuming power station will start to com-
pete for fuel supplies with all the small boiler houses situated in the sup-
ply area, resulting in a situation where some of the last will face shortage 
of fuel. The emergence of several co-generation power plants would also 
lead to an increase in biofuel prices on the domestic market.

Third, during the next 20 years, wood fuel resources will decrease 
about twice (see Fig. 11). The main reason for this is the change of age 
and tree species’ structure of private forests. In the long term, wood fuel 
resources will not allow consumption on nowadays level.14

Increase of wind energy based electricity production is also techni-
cally limited: the actual growth of wind station capacity depends on the 
capacity of the local electricity networks and of regulative capacity of 
the entire electricity system of Estonia.

14 Muiste, Peeter, Padar, Allar. Long-term prognosis of Estonian wood fuel supply. Faculty of Forest-
ry of Estonian Agricultural University, 2004.
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Figure 11. Forecast of fuel wood amounts in Estonia, million m3.

Source: Muiste&Padar, 2004.

Liquefied natural gas (LNG)

The use of LNG in the Baltic Sea region is worth of considering as 
another option for diversification of energy supply for Estonia because 
of several advantages over gas pipelines: LNG increases the security of 
supply, it has no transit agreements and costs and there is a possibility of 
purchase from several providers.

Given the fact that LNG is considerably more expensive than other 
energy projects it would be useful for Estonia to cooperate in this re-
spect with other Baltic States as it is required in the draft of Estonia’s 
national development plan of energy until 2020.15

Increasing efficiency of supply and consumption of energy

Measures to achieve this target are development of energy saving 
and new energy technologies, efficient use of oil shale in production of 

15 http://www.mkm.ee/index.php?id=321327, p. 31.
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electrical energy, development of efficient technologies in production of 
shale oil and further enforcement of regulations on energy saving.

Energy saving

The rapid economic development and growth of income in recent 
years has been accompanied by a gradual rise in the consumption of 
energy. Beginning with 2008, Estonia has entered a period when rising 
prices for energy and heating will lead to consumers making efforts to 
save energy.

Important energy saving opportunity arises from analysis of final 
energy consumption, which demonstrates that there are two types of 
energy, which consumption has been increased or not decreased: these 
are liquid fuels and heat energy (see Fig. 12).

 
 
 
 

 

Figure 12. Final energy consumption in Estonia by the type of fuels.

Source: Statistikaamet, 2008.

One of the largest sectors of heat energy consumption is district 
heating of houses and apartments. There are no exact calculations of 
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could be reduced by 20−25% by more efficient insulation and ventila-
tion of houses and apartment buildings.

In order to increase the efficiency of energy use and to reduce the 
consumption of energy, it is necessary to stimulate the implementation 
of energy saving measures at the end-use stage. This objective is similar 
to those targeted in European Union directive 2002/91/EC on buildings’ 
energy efficiency. Estonia’s progress in implementing requirements of 
this particular directive has been modest.16 

Since transport is the most important consumer of imported liquid 
fuels, energy saving in this sector would directly contribute towards re-
ducing foreign dependency. Since energy has rather big share in Esto-
nia’s consumer basket, the oil price has strong impact on the consumer 
prices.17 Government has been regulating energy saving in the transport 
sector mostly by increasing excess taxes on liquid fuels, which have also 
in turn increased inflation. The share of public transport has been de-
creasing despite subsidies.

Providing reasonably priced energy supply

Measures to achieve this target are elimination of deviations and dis-
tortions in energy markets and enforcement of new greenhouse quotas 
on energy production

Energy market deviations and distortions

In order to have an open competition in the energy markets and to 
avoid distortions and deviations, there is a need for sufficient connec-
tions with neighbouring countries.18 In addition to connections to Rus-
sia’s energy networks and EstLink1 HVDC (high-voltage direct current) 
cable, at least a Lithuania−Poland connection should be built.

The European Commission has supported the Baltic Interconnec-
tion Plan (includes also a HVDC cable between Sweden and one of the 
Baltic States) as one of the priorities in its energy security and solidarity  
 

16 http://www.evi.ee/lib/Security.pdf, p. 24
17 The Baltic Region Energy Outlook. Hansabank Markets, December 2006, p. 7.
18 Government session on 21 February 2008: Estonian positions on the climate change package 

https://dhs.riigikantselei.ee/dhsavalik.nsf/69a1ea59675f3692c22572b8005d9668/c2256d56004d
5f80c22573fd004edf22?OpenDocument
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action plan and has reopened financial framework to fund energy 
projects with 5 billion euros.

Current EU regulations do not motivate the construction of new 
connections due to a lack of economical stimuli. Therefore, the owners 
of the national grids should be permitted to earn higher profit from new 
connections between countries and market areas than what has been al-
lowed up to now for interconnectors being part of main grids.

Emission quotas on energy production

Concerning the meeting of Kyoto agreements from 2013, Estonia ex-
pects that the EU will take into consideration the energy specialities of 
Member States in designing the emissions trading system (ETS)19. The 
priority for Estonia is the pollution coming from oil shale energy and it 
expects an understanding from the European Union until oil shale pow-
er plants will be modernised and the use of renewable fuels expanded.

Approving the third energy package the EU leaders agreed to allow 
the existing power plants in the Central and Eastern European Member 
States to buy only 30% of their allowances of emission quotas in 2013 
and postpone full auctioning in ETS until 2020.

Estonia has agreed with the requirement to decrease greenhouse gas 
emissions by 20%, but has considered it necessary to set 1990 as the base 
year for enforcing obligations to reduce greenhouse gas emissions.20 The 
reason behind this standpoint was that up to now it has been consider-
ably easy for Estonia to keep to the Kyoto agreements: Estonia has had to 
reduce emissions by 8%, whereas the actual reduction has been over 50%, 
owing to the closing down of large businesses of the Soviet era. 

The third energy package gives Estonia additional emission quotas: 
6% from EUs overall quota allocated to the Member States, which have 
decreased its atmospheric emissions more than 20% until the year 2005 
(including Estonia), and additional 10% meant to all Central and East-
ern European members.  

 
 

19 Government session on 21 February 2008: Estonian positions on the climate change package 
https://dhs.riigikantselei.ee/dhsavalik.nsf/69a1ea59675f3692c22572b8005d9668/c2256d56004d
5f80c22573fd004edf22?OpenDocument

20 Ibid.
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Main actors and interest groups

The main actors of Estonia’s energy policy could be divided into two 
groups: legislators and producers or suppliers. Legislators are the Euro-
pean Union and the Government of Estonia. Producers are state-owned 
energy company AS Eesti Energia and its subsidiaries, and AS Eesti 
Gaas and its subsidiaries. There are several smaller energy companies 
in Estonia and because of their modest impact on the domestic market 
they have associated with interest groups of the energy market organ-
ized around two biggest energy monopolies in Estonia: AS Eesti Energia 
and AS Eesti Gaas.

Next subdivisions will focus on the role of branches and institutions 
of the Government of Estonia and local energy companies and their as-
sociations in national energy sector. The impact of the European Union 
is already described throughout this paper and for wider assessment of 
the influence of the EU on energy matters another research is required.

Estonian Parliament

The legislative branch of the Government has the most important 
role in designing of any policy because Estonia is a parliamentary re-
public. That applies also to the energy policy.

Estonian Parliament (Riigikogu) has the Economic Affairs Commit-
tee to deal with energy questions. It has regular hearings on energy-
related draft acts and development plans.

Due to the importance of energy security issues, the Foreign Affairs 
Committee has also been active in organizing hearings and meetings 
focused on energy topics.

There has been no complaints about the involvement of experts and 
interest groups into the discussions on energy-related issues in Riikogu, 
but in several occasions the influence of certain interest groups have raised 
doubts about the results on energy-related decisions. The Riikogu decided 
unexpectedly in February 2007 to increase the buyback price for electri-
cal energy produced from renewable fuels by 40%.21 Estonian media as 
 
 
 

21 “Riigikogu täidab ökoelektritootjate taskuid”. postimees, 19 February 2007.
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sumed that behind the decision there was a businessman who at that time  
was the chairman of the AS Eesti Energia and had invested into  
co-generation power station located near the capital of Estonia — Tallinn.22  
This decision is still in force, despite several protests from consumer  
protection unions and from the Ministry of Economic Affairs and  
Communications.

Estonian Government

Estonia’s energy sector is subjected to the Ministry of Economic Af-
fairs and Communications (Majandus — ja kommunikatsiooniminis-
teerium, www.mkm.ee) and also to the Ministry of Environment (Kesk-
konaministeerium, www.envir.ee) due to the environmental impact of 
the oil shale energy.

Because of the monopolies in oil shale mining, in production of heat 
and electrical energy and in supply of natural gas the price of oil shale, 
heat and electrical energy and natural gas is regulated by the Estonian 
Competition Authority.

Ministry of Economic Affairs and Communications

One of the ministry’s priorities is establishing necessary regulations 
for the optimal functioning of the energy and fuel economy. Ministry’s 
responsibility is to direct the energy sector by development plans and 
targeted programmes to be efficient, competitive and environmentally 
economical. The ministry deals also with the strategic reserves of liquid 
fuels and with licensing of entrepreneurs in the energy sector.

Inside the ministry all energy-related issues are centralized under 
the Department of Energy led by the ministry’s deputy secretary general 
of energy.

Under the ministry’s initiative, new development plans of national 
energy sector and electrical energy have been prepared and presented 
to the Government for approval. The Riikogu will start proceedings of 
those two development plans in 2009.

The ministry has had problems with AS Eesti Energia to force it to 
accomplish previous energy development plans. The main argument of  
 

22 “Sõõrumaa võis aidata läbi suruda rekordilist ökoelektri toetust”. postimees, 22 February 2007.
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the energy monopoly has been to avoid uneconomical decisions arising 
from the plans.

Ministry of Environment

The area of Government of the Ministry of the Environment 
includes the use, protection, recycling and registration of natural 
resources. The ministry’s responsibility includes therefore also the use 
of oil shale.

The Riikogu approved the National Development Plan for the Use 
of Oil Shale 2008–2015 in October 2008. This plan, prepared and com-
posed under the leadership of the Ministry of Environment, establishes 
the upper limits for the mining of oil shale — the amount of oil shale 
that can be mined will decrease from 20 million tonnes per year in 2008 
to 15 million tonnes per year by 2015.

Alongside the draft of the development plan, the ministry produced 
also draft amendments to the Earth’s Crust and Sustainable Develop-
ment Acts, which set out the number of mining permits that can be is-
sued. Before that there was practically no legal basis for refusing to issue 
those permits.

The ministry’s plan to increase environmental taxes steeply in 2010 
has caused disputes inside the Government and between energy pro-
ducers and the Government.

Estonian Competition Authority

Estonian Competition Authority (Eesti Konkurentsiamet, http://
www.eti.gov.ee/) is a government institution under the Ministry of Eco-
nomic Affairs and Communications, the responsibility of which is inter 
alia enforcement of state policies and supervision in the area of fuels 
and energy. The authority controls the activities of monopolies in the 
sphere of fuels and energy and regulates the prices of fuels and energy 
sold by those monopolies.23

These activities of the authority will be changed after opening of elec-
trical energy market and planned amendments in the law that regulates 
the price of natural gas for households.
 

23 Until 1 January 2008, those responsibilities belong to the Energy Market Inspectorate.
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AS Eesti Energia

Estonia’s electrical energy sector relies on AS Eesti Energia or Esto-
nian Energy Ltd. (www.energia.ee), which was established in 1998. AS 
Eesti Energia is a 100% state-owned vertically integrated limited com-
pany with next areas of business activities:

- mining of oil shale (subcompany AS Eesti Põlevkivi);
- production of electrical and heat energy (subcompany AS Narva 

Elektrijaamad and subcompany OÜ Iru Elektrijaam);
- transmission of electrical energy (subcompany OÜ Põhivõrk);
- distribution of electrical energy (subcompany OÜ Jaotusvõrk);
- production of shale oil (subcompany AS Narva Õlitehas);
- selling of energy and supporting services. 24

AS Eesti Energia has one of the biggest workforces in Estonia: in 
2007, it had in his payroll 8,500 employees. The energy sector is one of 
the important employers in North-East of Estonia, therefore, any re-
structuring in the sector increases also social problems in the region 
with biggest rate of unemployment.

AS Eesti Energia is the biggest producer of oil shale, electrical and 
heat energy in Estonia, company owns the transmission network and 
the biggest set of distributing networks of electrical energy in Estonia.

AS Eesti Energia will remain the biggest energy supplier in Estonia 
even after the liberalization of electrical energy market at the beginning 
of 2013 because of strategic importance of and the company’s grip in the 
energy sector.

AS Eesti Põlevkivi

AS Eesti Põlevkivi or Estonian Oil Shale (www.ep.ee) is the main 
producer of oil shale in Estonia: in 2007, it mined more than 16 million 
tonnes of oil shale, which was the biggest amount of oil shale for the last 
15 years.

Company’s main client is AS Narva Elektrijaamad, which consumed 
83% of oil shale for producing electrical energy in its two thermal power 
plants. 10% of produced oil shale was sold to AS VKG and 6% to AS 
Narva Õlitehas for production of shale oil. The rest was sold to AS Kun-
da Nordic Tsement for production of cement.

24 Eesti Energia Aastaraamat 2007/2008.
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In 2007, oil shale was sold for 11% higher price (147.7 EEK/t) than 
previous ten years because of the rising price of oil in the world market, 
which accordingly increased the demand for oil shale products, espe-
cially for shale oil.

The main concern of producing oil shale is pollution and wasting 
of ground water. In the course of oil shale mining, approximately 100 
million m3 of contaminated ground water is pumped out of mines an-
nually.

AS Eesti Põlevkivi will remain the biggest oil shale producer in Esto-
nia for the next 30 years.

AS Narva Elektrijaamad

AS Narva Elektrijaamad or Narva Power Plants (http://www.power-
plant.ee) is the biggest producer of electrical energy in Estonia: in 2007, 
it produced 10.2 TWh or 96.2% of all electricity generated in Estonia.

AS Narva Elektrijaamad has two thermal power stations: Eesti Ele-
ktrijaam (installed capacity is 1,615 MWe) and Balti Elektrijaam (in-
stalled capacity is 765 MWe). Their share in the total production of elec-
trical energy in Estonia is 74.9% and 21.3%, respectively.

These power plants produce also heat energy but only one of  
them — Balti Elektrijaam — supplies the town of Narva with heating. 
Eesti Elektrijaam uses cooling water from River Narva and from the 
Narva Reservoir (water consumption is ca 200,000 m3 per hour).

Production of electrical energy from oil shale in the Narva Power 
Plants is the largest air and water polluter in Estonia:

- its old power units emit about 83% of total SO2, 85% of total NOx 
and 82% of total particles emission in Estonia;

- 140 m3 of cooling water is used for burning one tonne of oil shale 
in power plants (or 85% of total consumption of water in Esto-
nia);

- power plants produce approximately 6 million tonnes of oil shale  
ash annually. 25

There are two new circulating fluidized bed (CFB)26 combustion fur-
naces in Narva power plants (both power plants have one 200 MW CFB 

25 The European Union solid waste directive 1999/31/EC classifies oil shale ashes as dangerous 
waste, which in contact with water produces highly alkaline substances.

26 CFB power units are more effective (consuming 25% less of oil shale) and less polluting (95% 
less of SO2, 55% less of NOx, 23% less of CO2 and 97% less of particles emission).
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power unit) built between 2002−2005 and two more have been planned 
(both power plants will have one 300 MW CFB power unit) to be built 
before 2013. Therefore, the Narva Power Plants will remain the biggest 
producer of electrical energy in Estonia even after the closure of old 
power units in 2016.

 
OÜ Põhivõrk

OÜ Põhivõrk (http://www.pohivork.ee/) or national grid company 
was created with the 1998 decision of AS Eesti Energia to merge five 
regional electricity networks and from them form two structural units: 
the national grid and the distribution network.

Pursuant to the Electricity Market Act, Estonia may have only one 
transmission system operator (TSO). The Energy Market Inspector-
ate issued the corresponding license to OÜ Põhivõrk. Using high-
voltage power lines it unites power stations, distribution networks 
and corporate consumers into an integral energy system in Estonia 
(see Fig. 13).

The main functions of OÜ Põhivõrk are the following:
- transmitting bulk electricity at voltages of 6–330 kV to distribution 

networks, large consumers as well as neighbouring power systems;
- developing, operating and maintaining a 110–330 kV electrical net-

work, covering geographically all of Estonia;
- ensuring the reliability of Estonia’s electrical system operation in co-

operation with neighbouring electrical systems;
- ensuring the Estonian energy balance and operating the balance set-

tlement for the balance providers.
The Estonian power system does not control the frequency of the 

electricity because being part of the common energy system consisting 
of Estonia, Latvia, Lithuania, Belarus and Russia the frequency control 
is carried out by Russian power system.

After the liberalization of electrical energy market, the OÜ Põhivõrk 
as TSO will remain in the state ownership and therefore an important 
actor in energy market.
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Figure 13. Map of Estonia’s transmission network.

Source: OÜ Põhivõrk.

AS Eesti Gaas

AS Eesti Gaas or Estonian Gas (www.gaas.ee) is the only company in 
Estonia engaged in the import, transportation, distribution and sales of 
natural gas.

AS Eesti Gaas was established in 1992. Privatization of Eesti Gaas 
started in 1993 and was completed in 1999.

At present, the shareholders in AS Eesti Gaas are:
- OAO Gazprom — 37.02%;
- E.ON Ruhrgas Energie AG — 33.66%;
- Fortum Oil and Gas OY — 17.72%;
- Itera Latvia — 9.85%;
- other shareholders — 1.75%.
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AS Eesti Gaas owns distribution pipeline network of natural gas in Esto-
nia by subsidiary AS EG Võrguteenus (http://www.egvorguteenus.ee).

In 2007, AS Eesti Gaas stored a reserve amount of natural gas into 
the underground natural gas storages in Latvia to ensure the gas supply 
of Estonia in case of emergency.

Natural gas market in Estonia is open by 95%. (http://www.mkm.
ee/index.php?id=8083) The closed percentage concerns only domestic 
consumers: for them the prices of natural gas are regulated.

According to the natural gas law the distributing network is open to 
all new affiliations (both providers and consumers).

Until Estonia has only one external supplier of natural gas and no 
connection with the EU internal market, the AS Eesti Gaas remains an 
important actor in Estonia’s energy market.

Associations of interest groups in the Estonia’s energy sector

There are three big NGOs in Estonia uniting energy producers and 
market stakeholders.

Estonian Power and Heat Association (http://www.epha.ee/) incor-
porates 62 companies covering 56% of heat energy and 8% of electricity 
market.

Estonian oil Association (http://www.oilunion.ee/) unites 14 com-
panies operating in the market of oil products, including biggest shale 
oil producer in Estonia AS Viru Keemia Grupp (VGK).

Estonian Gas Association (http://www.egl.ee/) unites companies 
operating in the market of natural and liquid gas products and has cur-
rently 40 members.

These associations participate in all energy policy negotiations and 
were also invited to work out Estonia’s positions for the EU’s third en-
ergy and climate package.

regional implications

An important topic for Estonia is the impact that energy import from 
third countries has on the energy supply security, as well as the impact 
that the vertically integrated energy companies of third countries may 
have on the energy markets of the Baltic region.
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Another crucial issue is Estonia’s impact in the regional energy pro-
duction. Narva Power Plants faces closure of old power units with pulver-
ized combustion of oil shale in 2016 following two EUs directives.

Impact of third countries

Estonia, like the other Baltic States, is connected to the Russian elec-
trical energy and gas system. Even the joint energy markets of the Baltic 
States are too small to attract foreign investments for new production 
capacities or energy connections with other EU regions.

Access of Russian producers to the electrical energy market

Due to historical connections, Estonia’s electricity system allows for 
a substantial part of the needed electricity to be imported from Russia.

Russian producers enjoy a market advantage because of less strict 
environmental and security requirements than in the EU. Furthermore, 
energy carriers are and will be priced lower on the Russian domestic 
market than in the EU. Therefore, Estonia is interested in that the third 
country producers are obliged to buy the emissions quota for the import 
of electrical energy. After opening the electrical energy market, it will be 
quite problematic to use the reciprocity principle against Russia’s priva-
tized energy sector as Estonia has previously done to protect domestic 
energy producers.

Moreover, instead of imposing a unified cross-European mechanism 
regulating energy import from third countries, the European Council 
left it for each Member State to decide how to act in a case of dumping in 
the open electrical energy market. This will leave Estonian producers in 
disadvantage, as our southern neighbours Latvia and Lithuania are and 
will be interested in importing cheap electrical energy from Russia.

Influence of Russian monopoly Gazprom to the gas market

The natural gas market of Estonia is liberalized but relatively small 
and no suppliers who would compete with Gazprom have appeared. The 
possibilities of Estonia to enlarge the circle of suppliers are nil because 
of limited energy connections.
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Due to the structure of the gas market in Estonia the European Com-
mission’s proposal of unbundling (separation of producers and suppli-
ers from the distribution and selling of energy) requires redemption of 
Gazproms share in AS EG Võrguteenus.

The natural gas law that is in force in Estonia corresponds to the 
natural gas directive of the EU (2003/55/EC) with one exception: at the 
moment, the gas market of Estonia is open by 95%.27 The closed per-
centage concerns only domestic consumers: for them the price of natu-
ral gas is regulated.

regional impact of Estonia’s electrical energy production

There will be a significant drop in the production of electricity in 
Estonia in 2016 if local energy producers cannot comply with two EU’ 
directives 2001/80/EC and 1999/31/EC.

The drop in production capacity in Estonia will have direct impact 
on the electrical energy system of the Baltic States — there will be a sig-
nificant increase of deficit of electricity in 2016 (see Fig. 14).

Figure 14. Change in electricity production in the Baltic States.

Source: Dalius Šulga, 2007.

27 http://www.mkm.ee/index.php?id=8083
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Impact of the big furnaces directive

Old combustion furnaces in Narva TPPs are obsolete and not in 
accordance with the EUs big furnaces directive (2001/80/EC). There-
fore, their continuation requires remarkable investments into emissions 
cleaning systems, which is considered uneconomical.28

AS Eesti Energia has promised to prolong the production of oil shale 
electricity by investing into the cleaning systems of old power plants 
with pulverized combustion29 (despite arguments concerning their 
economy) and also into the building of two new power plants with flu-
idized bed combustion30 (with production capacity 300 MW each).

There are serious doubts about these plans because of the ongoing 
financial crisis, which will have impact on the availability and costs of 
financing even for energy production companies. Even if there are new 
cleaning systems for old power plants, these and new power units with 
fluidized bed combustion will be closed down if there are no improve-
ment in the oil shale ashes removal system (see the next subdivision).

Moreover, some calculations show that in the open market the oil 
shale electricity will be incompatible with nuclear electricity or even 
with electricity produced from natural gas because of oil shale energy’s 
impact on the environment.31

The use of oil shale for electricity generation is producing a higher 
level of harmful atmospheric emissions than coal. Therefore, the price 
competitiveness of electricity produced from shale oil is very sensitive 
to the price attributed to CO2 emissions.

Impact of the solid waste directive

The European Union’ solid waste directive (1999/31/EC) will fully 
apply in Estonia on 17 July 2009. Until that date, Estonia has pledged to 
reconstruct oil shale ash landfill system and the oil shale power plants  
 

28 Okk, Gunnar. „Eesti energeetika praegune reaalsus”. Riigikogu Toimetised, nr. 5, Tallinn, 2002. 
http://www.riigikogu.ee/rito/index.php?id=11885

29 The head of AS Eesti Energia Sandor Liive in the Energy Forum in Tallinn, 12 March 2008.
30 ”Eesti Energia ehitab kaks uut põlevkiviplokki”. Eesti päevaleht, 13 September 2008.
31 Aps, Jaan. “Keskkonnakulude arvestamise probleemid Eesti põlevkivienergeetikas,” University 

of Tartu, Faculty of Economics and Business Administration, in: Majandusarengu institutsion-
aalsed tegurid. Faculty of Economics and Business Administration, University of Tartu (Esto-
nia), 2006, Vol. 26, chapter 9, pp. 303−353



278 Andres Mäe

must be switched over to a technology, which minimizes high alkaline 
liquid waste.32

There are 244 million tonnes of oil shale ashes in three active 
landfills with an area of 11.4 km2 for Balti Elektrijaam and 7.1 km2 for 
Eesti Elektrijaam. Total annual production of both power stations is 
approximately 6 million tonnes of ash33 (peculiarity of oil shale is its 
high mineral content, around 45−50% of the original mass is left after 
combustion).

Whatever technology will be used for ash removal, ash fields come 
into contact with millions of cubic meters of rainwater a year, which be-
comes polluted and may flow to the nearest Narva Reservoir and Narva 
River.

Several studies have been conducted on how to neutralize free lime 
in oil shale ash as one of the most hazardous components, and the only 
way-out recommended is to reduce the amount of water in the system 
and make sure the polluted water does not flow into nature from the 
landfills of oil shale ashes.

AS Eesti Energia has invested 2.6 million EEK (ca 167,000 EUR) to 
work out new ash removal system that will be in accordance with the 
EU’s solid waste directive. The results of this project remain to be seen.

Estonian position on nord Stream  
pipeline in the regional context

The Estonian view on the pipeline has been critical since September 
2005, when, under the patronage of the Russian President Vladimir Pu-
tin and German Chancellor Gerhard Schröder, Gazprom, E.ON Ruhr-
gas, and BASF/Wintershall agreed to construct the North European Gas 
Pipeline or Nord Stream through the Baltic Sea.

Estonian position on Nord Stream pipeline was influenced by envi-
ronmental and security concerns, domestic political tensions and his-
torical aspects34, but an important role in shaping the public attitude on 
the pipeline was the arrogant behaviour of officials of Nord Stream AG 
as well as politicians of Germany and Russia towards the Baltic States.

32 The main cause for environmental hazardousness of ash fields is the highly alkaline transporting 
water (pH = 12−13) of oil shale ash.

33 http://www2.ebs.ee/statistika2005/KK00.html
34 Whist, Bendik Solum. “Nord Stream: Not Just a Pipeline”. FNI Report 15/2008, Fridtjof Nansen 

Institute, 2008, pp. 48−49.
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The Estonian Government abstained from the official position on 
the pipeline until Nord Stream AG submitted on 31 May 2007 an ap-
plication for a survey of the seabed in the Estonian Exclusive Economic 
Zone. The debate, which started then in the Estonian media demanded 
among other things from the Government to take a stand on the issue.

Estonia’s official explanation for the rejection was that the applica-
tion itself had legal contradictions and could therefore not be evaluated 
in its current state.35 Besides, the Estonian Ministry of Foreign Affairs 
explained the decision by also by the public opinion supporting Esto-
nia’s stance towards the pipeline project.36 This makes any deal on Nord 
Stream impossible even in the future because of unpopularity of the 
pipeline in Estonia.
 
Estonian position on nuclear energy in the regional context

Estonia has no official position on the nuclear energy yet. There has 
been no debate on this topic in the Parliament yet. The Estonian Gov-
ernment has been encouraging only the state-owned electrical energy 
monopoly AS Eesti Energia to participate in the nuclear energy projects 
of Lithuania and Finland in order to use the electricity produced there 
to cover part of Estonia’s demand.

Debates in media have been focused on energy issues more broadly, 
but there have been some articles about the nuclear energy and Estonia’s 
possible position on this topic. Several scientists and politicians have 
recommended taking into consideration building a nuclear power plant 
in Estonia. This has been opposed by the politicians from the Green 
Party and by other environmentalist groups.

Estonian positions on new Lithuanian nuclear power plant (NPP) 
are cautious despite the enthusiasm three years ago. Firstly, even mem-
bers of the Estonian Government doubt that the new NPP in Lithuania 
will be ready earlier than 2020.37

Secondly, participation of Poland in the Lithuania’s nuclear energy 
project reduces the share of Estonia in the endeavour as well as the pro-
portion of electrical energy it could get from new NPP in Lithuania.
35 http://www.valitsus.ee/brf/index.php?id=291763&tpl=1007&external=0&search=&aasta=200

7-
36 Comment by the Estonian Ministry of Foreign Affairs on the Rejection of Nord Stream Survey 

Application, 26 September 2007, http://www.vm.ee/est/kat_645/8853.html
37 ”Eesti Energia soovib osaleda Soome tuumaprojektis”. Ärileht, 18 October 2007. http://www.

arileht.ee/?majandus=404446
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Despite these arguments, participation of Estonia in the nuclear en-
ergy projects of Lithuania and Finland and considering of its own NPP 
are not mutually exclusive because of the broader aim to diversify the 
Estonia’s electrical energy supply.

Conclusion

Estonia’s relatively self-sufficient energy sector faces remarkable 
changes in the nearest future. The use of oil shale in the generation of 
electricity will decline. This downfall will be partially replaced by re-
newable fuels like biomass and wind energy. The main reason behind 
that change is the increase of fees for greenhouse gas emissions in the 
future, which will render the generation of electricity from oil shale un-
economic.

Due to the closure of old oil shale power plants, Estonia will face 
deficit in domestic generation and will have to start import of electrical 
energy. Energy links with Finland, Latvia and Russia will help to main-
tain a competitive market for electricity. Despite the openness of energy 
markets, Estonian consumers will have to pay for energy higher price 
than they currently do.

The energy capacity of Estonia’s economy has diminished in the last 
five years: in spite of remarkable economic growth, the consumption 
of primary energy is decreasing by an average of two per cent per year. 
Despite that trend, the energy intensity of economy and efficiency of the 
primary energy consumption have a great potential for improvements 
(almost half of energy consumed in Estonia goes to the energy necessity 
of buildings). This trend will be supported by steep increase in energy 
prices, which will help to decrease energy consumption and to increase 
energy efficiency and saving.

Estonia has to invest into new production capacities and diversifica-
tion of energy supply to reduce its import dependence that might carry 
along a risk of politically motivated price manipulations or supply dis-
ruptions. The share of domestic renewable fuels in energy production 
will increase but biomass or wind energy cannot replace oil shale in pro-
duction of electricity, therefore, new technologies will be needed.

Estonia has not yet adopted an official position on the development 
of nuclear energy. The Government has confined itself by supporting 
state-owned energy company plans to participate in the foundation of 
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the new nuclear power plant in Lithuania and Finland, in order to di-
versify electrical energy supply. Still, several scientists and politicians 
have recommended taking into consideration building a nuclear power 
plant in Estonia.

The big challenges of the following years are connected with the fu-
ture of energy markets in the Baltic States. Further development of the 
markets requires significant investments and adequate regulations as 
within as well as among the states.

Estonia’s energy supply would be better secured if the Baltic electric-
ity grids would be connected with the EU’s, therefore, Estonia supports 
the completion of interstate energy connections between Poland and 
Lithuania as an important link in creating the so-called Baltic Energy 
Circle.



EnErGY In tHE BALtIC SEA ArEA — 
GLuE or SEPArAtInG AGEnt?  

Kai-Olaf Lang1

Introduction 

Due to its history, the variety of social and economic parameters, 
and the divergent political settings in particular countries, the Baltic 
Sea region is a considerably heterogenous part of the world. More 
than four decades of the Yalta order have aggravated old divisions and 
created new barriers. However, soon after the end of communist rule 
in the Eastern part of Europe, a multilayered variety of new forms of 
cooperation and exchange in the region has emerged. New institutions 
like the Council of the Baltic Sea States (CBSS) tried to form an 
integrative platform for all countries in the region. Offsprings from 
the newly established organizations, specialised, issue-oriented forums 
and non-governmental initiatives, as well as stimuli from existing 
subregional frameworks like the Nordic or Scandinavian cooperation, 
lead to a rapid expansion of dialogue formats in the whole area. This 
process was by no means systematic, nor did it mean the establishment 
of a new regional “architecture”. It is rather an uncoordinated “side by 
side” of different organizations and initiatives, which constitutes the new 
fabric of mutual contacts in the region. Nevertheless, two elements of 
regional cooperation were visible from the early post-Cold War period: 
first, although heterogeneity has hampered cooperation, diversity in the 
region has not precluded the emergence of new institutions, sectoral 
interlocking and rudiments of regional identity. Second, the process of 
EU enlargement has contributed to harmonise big parts of the region 
1 Senior Associate, German Institute for International and Security Affairs, e-mail: kai-olaf.lang@

swp-berlin.org
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and to overcome old dividing lines. The accession of Poland and the 
Baltic republics to the European Union has created new chances for 
regional integration, and the plan to develop an EU strategy for the 
Baltic Sea region might mark an important step towards deepened 
interconnectedness in this area. 

However, the post-enlargement Baltic Sea region is far away from 
unity. And without any doubt, the question of embedding Russia in the 
regional structures is a decisive task for overcoming the dividing lines 
and reducing the risk of conflict. Russia is a key partner for the enlarged 
EU, and the concepts of including and engaging Russia, or to be more 
precise, its North-Western parts, into regional cooperation schemes 
have still enormous potential. With the CBSS which was designed rather 
for a post-Yalta-situation and not for a post-enlargement environment, 
with a Nordic Dimension that could only partially fulfil the function of 
a regional expression of EU−Russia relations2, it remains a permanent 
challenge for the EU in general, and the upcoming Baltic Sea strategy to 
conceptualise new models of involving Russia into a regional cooperation 
which is increasingly intra-EU−interaction. 

Also, despite the existence of a variety of regional cooperation 
schemes, not all of them are substantial — some have lost their 
momentum, some have no clear focus and some are just empty shells. 
Many of the big frameworks of regional coordination and cooperation 
were not able to play the role of an institutional buckle binding the 
region together. Nevertheless, there are promising initiatives related to 
specific issue-areas and problems. Cooperation patterns ranging from 
ecology over economic questions to municipal exchange have shown 
substantial potential for regional intertwining.  

Considering this background, energy is an issue of rising importance 
for Baltic Sea regional cooperation — energy is at the heart of EU−Russia 
relations and it is a central element of Russia’s engagement in the region; 
in some of the Baltic Sea countries, energy and security of supply are 
seen as one of the big missions for regional cooperation; and energy 
is one of the themes of various regional frameworks and projects, 
although most of them have not fulfilled their self-imposed goals. Given 
different interests of the countries and economic actors in the region, 
the recent dynamics of energy policy and energy security, the emergence 
of a European energy policy and the complicated development of an 

2 Nordic Dimension Strategy Paper. 
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energy dimension in EU−Russia relations, energy seems to be a source 
for conflict and is likely to drive the countries in the Baltic Sea area 
apart. On the other hand, the search — at least of some players — for 
common solutions and mutually harmonized energy politics might 
bolster cooperation and finally bring countries closer in the region 
closer together. 

The following analysis examines the state and prospects of energy 
cooperation in the Baltic Sea region. After a brief description of interest 
profiles of the countries in the region, the text will turn to the main 
determinants shaping regional energy cooperation. It then looks at 
the relationship between pull-factors and drivers of competition in the 
region. Finally, it points to some future challenges and outlines some 
ideas how to improve regional energy cooperation. 

The Baltic Sea area and energy policy — 
different interests and regional characteristics 

Also, with regard to energy, the Baltic Sea region is a highly 
heterogeneous part of the world. This results from differing institutional 
settings to which particular states of the region belong, it stems from 
varying political preferences, especially in the field of foreign and security 
policy, and it is caused by the specific economic context, particularly, the 
structure of the energy sector.  

More precisely, in the region there are 
 energy producers and energy consumers; - 
 EU members and “EU outs”;  - 
 “friends of Russia” who see Russia primarily as a reliable partner, - 

and those countries which perceive Russia as a source of instability 
or even neo-imperialism;

 countries with a high level of energy asymmetry vis-à-vis Russia - 
and with low levels of dependency on Russian energy imports;  

 countries emphasizing the security dimenions of the magic - 
triangle of EU energy policy and those aiming at a balance 
of all three priorities, i.e. energy security, sustainability, and 
competetiveness;  

 big countries with big energy markets and huge energy companies - 
as well as smaller states which (should) have a natural interest to 
integrate and cooperate in energy affairs; and accordingly, there 
are countries leaning towards unilateralism in energy affairs and 
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others which emphasize or discover their “Europeanist” sides and 
call for a common European approach in energy matters when it 
comes to external relations. 

It is no surprise that the countries of the region quite often find 
themselves on different sides of the “energy policy barricade”. 

Putting together the plurality of energy-related interests, the peculiar 
contours of energy sectors and foreign policy strategies coexisting in the 
region, a number of features that shape energy cooperation in the region 
become visible. It is especially four main tenets that should be kept in 
mind.   

German−russian partnership 

Germany regards the new Russia as an indispensable partner 
in international politics and a strategic partner for the European 
Union. Irrespective of different and also critical views on internal 
developments in Russia and Moscow’s role in the post-Soviet space, 
German governments have pursued a pragmatic approach trying to 
engage Russia and to establish a tangle of trade, commerce and political 
threads in order to buttress innovation and transformation. The German 
Government has offered a specific support to Russia in the framework of 
a “German−Russian modernization partnership”.3 At the core of strategic 
cooperation between Germany and Russia there lies a strong economic 
and trade relationship, with approx. 4,600 German companies doing 
business in Russia. Especially the German−Russian energy partnership 
and the commercial interests of German and Russian companies form 
a solid bar in the scaffolding of economic relations between both 
countries. 

The interplay of business interests, Russia’s attempts to become 
independent of “difficult” transit countries and — at least during 
the initiation of the project — the will of both sides to create a new 
economic landmark project has led to the plans for the Nord Stream 
gas pipeline linking Russia and Germany directly via the Baltic Sea. The 
emergence of the new pipeline would give the Baltic Sea a new quality as 
a transit space for gas shipments from Russia to Western Europe. Since 

3 Cf. “Time for a German−Russian Modernization Partnership”, Speech  by Dr. Frank-Walter 
Steinmeier, Federal Minister for Foreign Affairs, at the Department of International Relations 
of the Urals State University in Yekaterinburg, 13 May 2008, http://www.auswaertiges-amt.de/
diplo/en/Infoservice/Presse/Reden/2008/080513-BM-Russland.html  
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the project has been seen by some countries in the region as detrimental 
to their energy security, and politically motivated, Nord Stream has 
contributed to a politicization of energy issues in the region and to a 
critical assessment of German−Russian energy cooperation.  

dependency and differing threat perceptions 
 

In those countries of the region with a high level of energy 
dependency on Russia and with a traditional suspiciousness towards 
the big neighbour in the East, national energy policy preferences, and 
hence objectives for regional energy cooperation, follow three main 
guidelines: 

implementing diversification policies aiming at the reduction of an - 
excessive one-sided-dependence on Russia and at new sources and 
routes of supply;
creating new connections to interlink electricity grids and gas - 
systems; 
calling for the establishment of effective mechanisms giving security - 
guarantees in the case of supply disruptions. This request is directed 
mainly to the EU and EU partners. 
In this context, Russia seems to be more of a bystander, or an external 

actor who pursues specific interests with privileged partners in the 
region, than part of a proactive dialogue about energy policies in the 
broader Baltic Sea area.

These views (dominating in the Baltic States, Poland and to 
some extent in Sweden) are not shared by all energy consumers in 
the region. Especially Germany, starting from a different threat 
assessment, has opted for another diversification strategy resting on 
deepened cooperation with Russia (without resigning from the search 
for alternative suppliers), stabilizing and even increasing imports of 
energy sources from Russia and creating new transport routes from 
Russia. However, it must be noted that Germany has been in principle 
supportive of the idea of strengthening and expanding the regional 
energy infrastructure. 

However, what is characteristic for the broader picture in the region 
is not only a substantial difference between threat perceptions and the 
image of Russia, but a lack of strategic discussions about the energy 
challenges of the regions which would include consumers and producers 
as well as pragmatists and sceptics concerning cooperation with Russia. 
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Even countries with a rather similar assessment of energy security and 
risks have not been able to establish and implement common energy 
strategies. For example, in the past, most attempts to diversify energy 
imports have been unilaterally driven, national energy security and 
diversification strategies are mostly disconnected and have not been 
multilaterally orchestrated.  

transit rivalry 

Projects aiming at a redirection of the transit flows of oil and gas 
play an important role in the dynamics of energy policy debates and 
controversies in the region. The decisive element here is the competing 
logic of a big producer striving for transport autarky and trying to 
get independent on the leverage of “inconvenient” transit countries 
(Russia), a big consumer who is interested in the diversification of 
transport routes (even it they come from one producer) (Germany), 
and transit countries which have the economic and political interest to 
remain transit countries (Poland for gas and oil, and to a minor extent, 
the Baltic countries). Nord Stream, the growing circumvention of the 
oil-terminals in the Baltic States, the construction of new terminals in 
the St. Petersburg region, and the intention to build the Baltic Pipeline 
System 2 which might reduce overland oil flow via the Druzhba pipeline 
have confirmed Poland, the Baltic countries, and others in their fear of a 
politically motivated big Russian by-pass plan which would additionally 
weaken their position vis-à-vis Russia. This has sparked activities on 
the part of these countries to oppose Nord Stream and to outweigh the 
(supposed) Russian gain in power by advancing their own projects for 
transit and supply. Poland (a country which would be heavily affected by 
Nord Stream, since its desire to build a second transit pipeline through 
its territory, the Yamal-2-pipe, would prove unrealistic and the country 
would lose transit power vis-à-vis Russia) has advocated building an 
alternative land-bound pipeline connecting Russia and Poland via the 
Baltic States and Kaliningrad, thus circumventing Belarus. Also, Poland 
plans to build its own LNG-terminal in Swinoujscie and a gas pipeline 
to connect the country’s gas system with Norwegian gas fields (Baltic 
Pipe). 

In the context of Baltic Sea pipeline politics, the feeling threatened by 
Nord Stream have accused especially Germany, i.e. a partner in EU and 
NATO, of disloyalty and of participating in an endeavour that would 
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increase energy security of some countries at the expense of others, 
thus diminishing the EU’s cohesion and creating or deepening different 
zones of supply security.4 

Fragmentation and subregional integration 

For the time being, energy cooperation in the Baltic Sea area neither 
brought about dense energy networks nor a continuous political 
exchange about energy security. Pan-regional cooperation is weak, even 
broad initiatives like BASREC (Baltic Sea Region Energy Cooperation) 
have only fulfilled a small part of their ambitious objectives. There still is 
a lack of physical interconnections between power and energy systems. 
Moreover, different structures of energy markets (including the varying 
levels of liberalization), particular concerns of business subjects and 
national self-interests have contributed or prolonged the isolation of 
parts of the region, with the Baltic States and their total dependence on 
gas imports from Russia as well as their quasi-insular-status with regard 
to electricity as the most manifest example. 

In spite of the overall fragmented regional energy landscape, there 
is strong subregional integration in the Nordic countries with Nord 
Pool, i.e. the single integrated Nordic electricity market, which binds 
together power producers and consumers in Norway, Denmark, 
Sweden, and Finland. The Baltic States have attempted to coordinate the 
national efforts by drafting a common Baltic Energy Strategy, which is 
to “outline[s] a framework for the energy sector development in long-
term perspective”.5 On an operative level the Committee of Energy of 
the Baltic Council of Ministers is responsible for cooperation between 
the three countries. The Baltic States intend to create a common Baltic 
energy market and a Baltic−Nordic electricity market.6 From the point 
of view of the Nordic countries, the existence of a single transparent 
and open electricity trade system on the East coast of the Baltic Sea 
is desirable, being at the same time a precondition for a merger with 
Nordpool.7 

4 Wyciszkiewicz, Ernest. „Wpływ rosyjsko-ukraińskiego sporu gazowego na budowę Gazociągu Pół-
nocnego”. Biuletyn polskiego Instytut Spraw Międzynarodowych, 28 January 2009, www.pism.pl 

5 Baltic Energy Strategy, January 2007. 
6 Creation of Common Energy Market Main Goal for Baltic States in Near Future, 6 December 

2008, Estonian Ministry of Foreign Affairs, http://www.vm.ee/eng/kat_138/10434.html     
7 Kubilius: plan to unite Baltic electricity economy can be called expansion of Nord Pool, Baltic 

Course, 19 February 2009.
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All in all, although the Baltic Sea area is highly interdependent in 
economic cooperation and social contacts, as for energy affairs the 
region is rather split and dismembered. Close energy ties and even 
subregional integration of some countries in the region coexist with 
isolated energy markets and unilaterally defined priorities. Scepticism 
towards Russia as a reliable and transparent partner, on the one hand, 
and special political, economic and energy relations between Germany 
and Russia, on the other hand, have put additional strain on the already 
modest cooperation in the region. 

Pull-factors and drivers of competition: together apart? 

How do these features of cooperation and non-cooperation in energy 
affairs translate into the broader dynamics of regional interaction? Do 
energy issues in the mid and long term induce more divisions or do 
they affect new regional linkage? Will factors pushing the region apart 
dominate over those pulling the region together? 

On the “debit side”, driving the region and its energy sectors apart, 
a complex of dividing factors can easily be singled out. The absence of 
a shared perception of threat and a common practical notion of energy 
security derives from substantially differing ideas on Russia and the 
referring political and politico-economic approaches. The subsequent 
differences on the policy level include the varying or even contradictory 
strategies of diversification and rivalries around transit projects and the 
related gains or losses in supply security and transit power.

This might create the impression that energy issues and their political 
fallout drive a wedge between the countries or groups of countries in 
the region. However, it should not be ignored that there are various 
developments in the regional energy setup which have the potential to 
overcome the existing divisions and fragmentation. 
•	 First,	 the	 European	 Union	 has	 launched	 ambitious	 objectives	 for	

strengthening its energy policy.8 Among its components, the goals 
of market integration and liberalization as well as the principle of 
energy solidarity bear a considerable potential for breaking through 
barriers and interconnecting energy sectors. The commitment to 
establish priority infrastructure actions (as has been done in the 
Second Strategic Energy Review), some of them with a clear regional 

8 Cf. the chapter by O. Geden in this book. 
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focus, gives additional boost to linking up disperse markets. As for 
the Baltic Sea area, the Baltic Interconnection Plan aiming at “the 
effective interconnection of the Baltic region with the rest of the EU” 
and the establishment of “a secure and diverse energy supply for the 
region” is the first EU-based approach for creating regional energy 
interdependence.9

•	 Second,	 the	 broader	 dynamics	 of	 regional	 cooperation,	 more	
specifically the growing EU-ization of the region has lead to a search 
for new concepts of collaboration in the whole area. The development 
of an EU Baltic Sea strategy, one of the core priorities of the Swedish 
EU Council presidency in the second half of 2009, will imply an 
overhaul of the institutional arrangements in the region as well as 
a discussion about the most important policies and issue areas that 
should be addressed on the regional level. Directly or indirectly, 
energy questions have to be part of the EU’s regional agenda in the 
Baltic Sea. 

•	 Third,	as	we	have	seen,	the	highly	politicized	and	securitized	aspects	
of energy policy like transit routes, pipeline politics and diversification 
options have a quite disjunctive nature for the region. On the other 
hand, there are a number of low-politics or de-politicized energy 
issues in the region which are rapidly gaining salience and which  
are — at least in principle — integrating rather than separating. 
Questions like energy efficiency, renewable energy sources or climate-
friendly production and consumption have a natural potential for 
mutual exchange, coordination and networking. Collaboration in 
these areas can be deepened irrespective of political disputes on 
energy security and security of supply.

•	 Finally,	 the	 recently	discussed	pipeline	projects	 and	 rerouting	plans	
have stirred up new discussions about maritime safety, transportation 
security and the ecological implications of energy transit. The ecological 
risks of Nord Stream or increasing tanker traffic (e.g. due to BTS-2 or 
the Ukrainian−Polish project of an oil-pipeline from Odessa via Brody 
in central Poland to Gdansk) will require a coordinated approach and a 
common search for strategies aiming at risk control and risk reduction 
of maritime traffic in the Baltic Sea region. 

9 Cf. Second Strategic Energy Review. An EU Energy Security and Solidarity Action Plan, Com-
munication from the Commission to the European Parliament, the Council, the European Eco-
nomic and Social Committee and the Committee of the Regions, Brussels, 13 November 2008, 
COM (2008) 781 final.  
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Overall, the picture of energy relations in the region is inconsistent, 
but two features seem to be evident. First, it would be unfounded to 
bluntly state that energy is an issue which drives a wedge between 
the countries of the region. Certainly, there is a strong divisive issue 
related to divergent national energy strategies and security perceptions, 
however, there is a broad range of drivers facilitating collaboration, 
and the region is rather “together apart” than torn in adversary parts. 
Maybe, one of the decisive mechanisms will be the political dynamics 
and effects of the Nord Stream pipeline. This controversial project — 
which is, among other things, based on commercial interests and a 
strong German−Russian bilateralism — has evoked the resistance of 
some countries in the region and — what is more important — it has 
substantially buttressed the call for a common European energy policy 
and for energy solidarity in the EU and contributed to the momentum 
which has emerged in this policy area. In this context, Germany’s 
interests and behaviour play an important role. Germany wants to 
maintain strategic energy cooperation with Russia, 

wants to reduce the political costs resulting from the special - 
relationship with Russia, e.g. from Nord Stream, and it
wants to deepen European integration understanding it as a - 
value-based process with solidarity as one of the key norm of the 
Union. 

The outcome of this might be Germany’s continued cooperation with 
Russia and German endorsement for practical mechanisms of energy 
solidarity in the EU, e.g. in the Baltic Sea area, thus trying to satisfy the 
call for security of the EU partners in the region and to invalidate the 
accusation of being disloyal. Of course, this will not be a linear process, 
and Germany’s general approval for energy solidarity will be limited by 
conflicts about priorities and money.10 However, in the final account, 
energy relations in the Baltic Sea could be marked by an unintentional 

10 In this respect, the controversies over a package of 5 billion euros of unspent money from the 
EU budget for investment in energy projects (including the gas and electricity interconnections 
as well as off-shore wind projects in the Baltic Sea region) are characteristic. After the Commis-
sion had published its proposal in late 2008, Germany (together with countries like Sweden) has 
been opposing these plans, since as a net payer to the EU budget it would have preferred to have 
cash returns or at least to have seen more projects with German involvement (e.g. Nord Stream). 
Moreover, in a letter to the European Commission the German chancellor asked the Union and 
Member States to support not only the Nabucco gas pipeline project, but also Nord Stream and 
South Stream (a project aiming at connecting Russia to South East and Central European coun-
tries bypassing Ukraine); cf. “EU bekommt Bankenkrise nicht in den Griff ”. Handelsblatt, 10 
February 2009; „Merkel brüskiert Osteuropäer“. Financial Times Deutschland, 29 January 2009.   
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and implicit arrangement accommodating the interests of the EU 
members in the region. The basic rationale of this compromise would 
be “not less Russia, but more regional cooperation and more energy 
solidarity in the EU”. 

The second feature of Baltic Sea energy is that there has been no clear 
pan-regional steering centre for coordinating energy policy initiatives. 
The “functional”, energy-related dimension of regional organisations, 
like BASREC (which is made up by the energy ministers of all the Baltic 
Sea region countries and the European Commission) or the feeble energy 
aspects of the Northern Dimension as well as issue-oriented initiatives 
like BALTREL (the Baltic Ring Electricity Co-operation Committee 
representing power suppliers from the wider region) and Baltic Gas (an 
association of gas transmission companies in the Baltic Sea area) had not 
enough authority to establish a consistent and comprehensive system 
of regionally harmonised energy projects.11 In spite of the weakness 
of integrated coordination and endeavours, it would be incorrect to 
deny the existence of energy cooperation in the region. The “patchy” 
energy scenery in and around the Baltic Sea suggests that although 
there are virtually no region-wide projects, there are many projects in 
the region. In other words, there is no regional energy architecture, but 
there are building blocks and cross-ties for building a network of energy 
cooperation.  Their development and their insertion into a more general 
strategy might be a starting point for further regional energy action. 

regional cooperation: prospects and proposals 

So far, energy cooperation in the Baltic Sea area has been rather a 
story of missed chances and national initiatives than a concerted regional 
effort. Nevertheless, reinforced by the significance of energy issues in 
general and controversial projects in the region in particular, and in 
the light of a growing EU-ization due to enlargement and the wish to 
transform the Baltic Sea into a laboratory for European policies, new 

11 This has inter alia lead to the emergence of a Joint Energy and Climate platform of Baltic Sea Region 
Organisations, which is a platform gathering a variety of groupings trying to “convey a clear “Re-
gional Energy and Climate message” to national and intergovernmental authorities”. The platform 
is made up by the Baltic Sea States Subregional Cooperation (BSSSC); Baltic Development Forum; 
Council of the Baltic Sea States (CBSS); Union of Baltic Cities (UBC) Energy Commission; Baltic 
Islands Network B7; Conference of peripheral and Maritime Regions; Baltic Sea Commission (CpMR 
BSC) Energy working group; and Baltic Sea parliamentary Conference (BSpC). Cf. http://www.
bdforum.org/show/english/news/joint_energy_climate_platform.aspx 
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opportunities arise at the horizon. There is no big mystery over what 
is needed to be done to seize these opportunities: fostering cooperation 
related to ener gy issues in the region means more communication, more 
transparency, and more linkage. And of course, the political awareness and 
economic justification of the mutual benefits of intensified cooperation. 
Considering a number of practical proposals could help to do steps in 
this direction. They concern the conceptual level, institutional questions 
and specific projects.  

Concepts

Although there have been voices calling for giving energy issues high 
relevance in a future EU Baltic Sea Strategy,12 at least the first contours of 
the drafting process have shown that energy is seen rather in the context 
of questions like environment, infrastructure, transport or economy. The 
Commission has announced that the Strategy would aim at four main 
objectives: “to improve the environmental state of the Baltic Sea Region 
and especially of the Sea; to make the Baltic Sea Region a more prosperous 
place by supporting balanced economic development across the Region; 
to make the Baltic Sea Region a more accessible and attractive place for 
both its inhabitants, for competent labour force, and for tourists; to make 
the Baltic Sea Region safer and more secure.”13 It remains to be seen, what 
place energy will have in the final documents, whether it is going to be 
a hidden priority or an explicitly defined focus of action. Irrespective 
of how and where energy will appear, it might be useful for the EU to 
develop a more specific conceptual scheme for regional cooperation in 
the energy sector, something like an integrated Baltic Sea Energy and 
Climate Strategy. Such a programme would be the thematic expression 
of the Baltic Sea Strategy, the latter having the function of a framework 
document for the more particular regional energy conception. The energy 
strategy would be focussed on energy efficiency, renewable energies, 
interconnections, markets, harmonization and regulation, climate policies, 
transport and security of supply. After adoption of such a scheme, a set of 
specific measures including implementation tools should be drafted and 

12 European Parliament resolution on a Baltic Sea Region Strategy for the Northern Dimension 
(2006/2171(INI)), www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&referen
ce=P6-TA-2006-0494 

13 European Commission: EU Strategy for the Baltic Sea Region, http://ec.europa.eu/regional_pol-
icy/cooperation/baltic/index_en.htm#council 
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put together in a regional Baltic Sea Energy Action Plan. This Action Plan 
would have to be complementary to the Baltic Interconnection Plan and 
its implementation. 

Energy cooperation with Russia and external energy policy could 
be part of an EU Baltic Sea Energy and Climate Strategy. Alternatively, 
EU−Russia energy relations in the Baltic Sea area could be covered by 
an upgraded Northern Dimension. Energy issues including not only 
efficiency questions, but also infrastructure, transit or transport safety 
could be subject of a specific Northern Dimension Energy Partnership, 
formed upon the already existing Northern Dimension Partnership 
for environment (NDEP) and Public Health plus Social Well-being 
(NDPHS). Just like the Northern Dimension at large might be the external 
complement of the EU Baltic Sea Strategy, a Northern Dimension Energy 
Partnership would be the external dimension of a primarily intra-EU 
Baltic Sea Strategy. In any case, energy cooperation with Russia in the 
Baltic Sea area could be defined as a regional application of the broader 
EU−Russia energy dialogue. The long-term objective could be to build 
a common regional energy space between EU members of the region 
and Russia. 

Institutions

The reinforcement of a regional dialogue and related principles 
should be accompanied by appropriate institutional arrangements. 
In this context, the eight member countries of the EU in the region 
should act as a nucleus for political leadership and as a priority forum 
for consultation and coordination. In order to make the interaction 
between these bodies more sustainable, a permanent energy dialogue 
between the energy ministers (or senior officials) of the three Nordic 
EU members, the Baltic countries, Germany and Poland including the 
European Commission could be established (3+3+2+COM energy 
dialogue). Such a group would also be an important player in shaping 
the EU’s internal and external energy policies. Apart from trying to 
be cutting edge in mutual energy cooperation it would be able to put 
and keep energy-related issues on the Union’s political agenda and to 
influence the discussion and development of topics like energy security 
or the European energy market. 

This format could hold back-to-back-meetings with a reinvigorated 
BASREC — which would be the broader forum involving Russia as a 
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key stakeholder. Optionally, a broader forum uniting governments, 
companies, interest groups and NGOs could be affiliated to both 
mechanisms, with the abovementioned Joint Energy and Climate 
Platform of Baltic Sea Organisations being a natural aspirant for such 
a role. 

Projects

With regard to specific projects in the region, it has to be reminded 
that a bottom-up approach will be the most likely way to reach progress. 
This means to think comprehensively and region-wide but to act mainly 
by strengthening single projects covering and connecting — for the 
time being — only parts of the region, subsequently extending and 
interlinking them. 

•	 In	the	short	and	medium	term,	the	Baltic	Interconnection	Plan	
should be the key reference document for implementing concrete 
projects aiming at the creation of gas and electricity networks in the 
Baltic Sea region. The Commission has intended to include various 
important projects of the plan into a special financial support 
package for energy infrastructure. According to the first draft, gas 
and electricity interconnections and offshore wind projects in the 
region could be bolstered by up to 800 million euros from the EU 
budget (see Table 1).14 In this respect, two aspects deserve special 
attention. First, the Baltic Interconnection Plan has to be tied to 
the European priority infrastructure projects, which were initiated 
earlier, and to the work of the coordinators who were appointed by 
the Commission in order to advance the implementation of these 
projects.15 More precisely, the coordinators are to support the 
creation of a Poland−Lithuania electricity link and connections 
to offshore wind power in the North Sea and Baltic Sea. In the 
context of the latter, the German−Swedish−Danish Krieger’s Flak 
offshore wind park in the Baltic Sea is supposed to serve as best 
practice and “international testing field”.16 The second aspect is 

14 After controversies about the mode of financing and about specific projects, a modified version 
of the plan is to be brokered out in March 2009. 

15 Cf. Ea Energianalyses, Energy perspectives of the Baltic Sea Region, 30 November 2008, www.
ea-energianalyse.dk/reports/806_energy_perspective_baltic_sea_region_nov08.pdf 

16 European Coordinator’s first annual report, Georg Wilhelm Adamowitsch, Project of European 
interest, “Connection to offshore wind power in Northern Europe (North Sea – Baltic Sea)”, 
September 2007 − September 2008, Brussels 24 September 2008. 



296 Kai-Olaf Lang

that also all other projects directly or indirectly related to the 
Interconnection Plan need to have implementation assistance. 
So, it is certainly helpful to set up clear plans like the envisaged 
roadmaps for a Baltic energy market, the creation of which is 
a precondition for the integration of the Baltic States with the 
Nordic electricity market.17  

•	 As	the	EU	intends	to	co-finance	the	project	of	an	LNG-terminal	
in the Polish port of Swinoujscie and other LNG-projects (e.g. in 
the Baltic States) are not so far advanced, the question of LNG-
terminals should be discussed in a regional framework and in 
the context of interconnections. It might be an option to link 
Lithuania or other Baltic countries with the Polish gas system 
thus transforming the Swinoujscie terminal de facto into a sub-
regional project. 

•	 The	 countries	 and	 energy	 companies	 of	 the	 region	 should	 use	
a comprehensive forum like BASREC to take stock and discuss 
the prospects of the big “ring projects”. A strategic Baltic Energy 
Networks Forum under the roof of BASREC and including 
BALTREL, Baltic Gas, regional transmission system operators 
(TSO) like Nordel and the emerging Baltic TSO as well as national 
TSOs should define shared priorities and attainable goals. 

•	 A	Baltic	Energy	Efficiency	Agency	could	be	established.	Its	main	
goal would be the transfer of expertise especially to the new 
EU Member States and Russia and the development of projects 
for improving energy savings and an efficient use of energy 
resources. Such an agency would closely cooperate with national 
agencies (like the German DENA) and it would be in contact of 
the International Renewable Energy Agency (IRENA) — which 
all states in region should join.   

•	 The	 EU	 countries	 of	 the	 region	 could	 coordinate	 their	 efforts	
to support the external dimension of the European energy 
policy. Under the European Neighbourhood and Partnership 
Instrument, they could set up joint or separate but coordinated 
TWINNING programmes focussing on energy governance in 
Russia or countries covered by the European Neighbourhood 
Policy. 

17 Cf. Riekstins, M. “Latvia invites identification of Baltic energy market road map and priority 
interconnections under EC guidance.” Baltic Course, 11 February 2009. 
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Table 1. Eligible projects

INTERCONNECTORS
gas interconnectors
Project Location 

of projects 
supported

Envisaged 
Community 
contribution
(€ million)

Baltic interconnection
Skanled

Poland, 
Denmark, 
Sweden

150

LNG network
Liquefied Natural Gas terminal at Polish coast 
at port of Świnoujście

Poland 80

Total 230
Electricity interconnectors
Project Location of projects 

supported
Envisaged 
Community 
contribution 
(EUR million)

Baltic interconnection
Estlink-2
Interconnection Sweden−Baltic 
States, and strengthening of the 
grid in Baltic States

Estonia, Finland
Sweden, Latvia, 
Lithuania

100
175

Total 275
OFFSHORE WIND PROJECTS

Project Capacity Location 
of projects 
supported

Envisaged
Community 
contribution 
(EUR million)

grid integration of offshore wind energy

Baltic I and II — Kriegers Flak I, 
II, III 
Building on projects under 
development. Financing aimed at 
ensuring extra cost for securing a 
joint interconnection solution.

1.5 GW Denmark, 
Sweden, 
Germany, 
Poland

150
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New turbines, structures and components, optimisation of manufacturing 
capacities

Alpha Ventus/Bard Offshore 1 
Building on projects presently 
under development. New genera-
tion of 6−7 MW size turbines and 
innovative structures, situated 
far from shore (up to 100 km) in 
deeper waters (up to 40 m). 

0.5 GW Germany, 
Poland

150

Total 450
Total Interconnectors + offshore 
wind projects  

805

Source: The Commission proposes € 5 billion new investment in energy and Internet broadband 
infrastructure in 2009−2010, in support of the EU recovery plan; Reference:  IP/09/142; date:  28 
January2009

Money

Irrespective of the future scope and forms to assure the financial 
support for projects in the framework of the new Baltic Sea strategy or 
other regional initiatives, money will always be an important factor for 
energy-related cooperation initiatives. Apart from “commercial” fun-
ding, which will be the decisive engine for advancing many projects,  
the funds from the EU budget could bolster energy cooperation in 
the region. However, tailor-made financial arrangements designed 
for projects in the region (like the financial support for Baltic 
interconnection) will not be able to deliver enough money, and it might 
be worthwhile to look for funding from other (even limited) sources. 
Among other things, the European Neighbourhood and Partnership 
Instrument (ENPI), which is to provide financial support for cooperation 
with countries in the Union’s direct Eastern Neighbourhood and Russia, 
might also put up capital. Especially with regard to projects concerning 
the wider Baltic Sea area including its Eastern peripheries, initiatives 
of Baltic Sea energy cooperation might recur to the ENPI, for example, 
to the Eastern envelope of the instrument, the “ENPI Eastern Regional 
Programme”. This programme can “provide assistance towards the 
common ENP [European Neighbourhood Policy] and Common Space 
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objective where there is a clear advantage in regional-level assistance.”18 
Energy and transport networks are priorities for the ENPI Eastern 
regional indicative programme from 2007 to 2010.19  

* * *

Of course, all these proposals will meet various limits. Bilateral 
energy relations and national interests have to be embedded in regional 
strategies. The companies, which are decisive players, which — provided 
they are looking at the region from a business perspective — have no or 
only limited political interests and which have to bring in the bulk of 
money have to be engaged. And there is no consensus in the region 
on basic questions regarding the energy mix. Especially the potential of 
nuclear energy is controversial. 

18 “This advantage can take the form of being better able to meet outcome objectives, including 
fostering greater cooperation within the region, achieving economies of scale and/or through 
avoiding the duplication of efforts.” Cf. European Neighbourhood and Partnership Instrument, 
Eastern Regional Programme, Strategy Paper 2007−2013, p. 16. 

19 European Neighbourhood and Partnership Instrument, Eastern Regional Indicative Programme 
(IP) 2007−2010.
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In tHE BALtIC EnErGY rIM
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Who would have thought that the countries of the Baltic Sea region 
(BSR) would be so much preoccupied with energy issues at a time when 
the Council of the Baltic Sea States (CBSS) was established after the 
break-up of the Soviet Union? Regional cooperation around the Baltic 
Sea flourished in the 1990s, but later with the EU enlargement it became 
less active and visible. Primary goals of regional cooperation that were 
related to security and economic convergence within the region were 
either achieved or it looked as if most of the problems were solved. The 
EU was to take care of the remaining dividing lines within the region. 
In the aftermath of the EU enlargement it seemed as if the glory days of 
regional cooperation around the Baltic Sea had passed. 

However, there were attempts to revive cooperation within the BSR 
with an aim to formulate a new agenda for regional cooperation. Various 
proposals were put forward, such as branding of the region, facilitation 
of regional economic cohesion, dealing with regional environmental 
emergencies and deteriorating state of the Baltic Sea, tackling soft 
security threats, etc. In order to facilitate cooperation, proposals were 
put forward that were aimed at reforming regional organizations. 
Although these activities were only partially successful, a new regional 
agenda slowly began to take shape, and energy issues became an integral 
part of this new agenda. This trend was partly caused by and to a great 
extent facilitated by rising energy prices and concerns about secure 
energy supplies in almost every corner of the world, and the EU and the 
BSR were no exceptions. 
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Sustainable energy development and secure energy supplies have 
become an indispensable component of national and European 
economic, political and international strategy calculations. The EU 
increasingly attempts to create a common European internal and external 
energy policy. Although in practice “learning by doing” in approach 
to energy policy still largely prevails in Europe, one may observe the 
increasing awareness of the necessity and concrete measures taken in 
order to advance a common European energy foreign policy. In the 
ever-expanding community this accentuates the importance of regional 
dimension and prospective formation of common regional strategies.

The developments in and cooperation of the Baltic Sea region 
countries may be effectively presented as a litmus test for prospective 
formation of a common EU energy strategy as well as an enhanced 
EU−Russia energy dialogue. The integration of the new EU members 
into common policy decision thinking and making process, development 
of common infrastructure and additional energy capacities, common 
projects between the EU countries and Russia, above all, Nord Stream, 
indicate regionalization of energy policies in the Baltic Rim. However, 
one must remember that nation states retain their dominating role in 
adopting particular policy choices, and especially, addressing their 
own energy security needs, which vary from country to country. This 
also pinpoints the complicated task of balancing national, regional and 
European interests and forming a converging “Baltic energy rim”. 

The concluding section aims at summarizing the main findings that 
the authors of this volume have arrived at in the preceding chapters. It 
draws heavily from the findings of national case studies. However, the 
views expressed below are the views of the authors of this particular 
chapter. The conclusions are divided into two parts. The first part 
discusses the main findings of country cases regarding national energy 
mixes, national energy strategies, and interaction of major stakeholders 
in the energy sector. The second part deals with implications arising 
from national energy choices for the regional energy partnerships and 
a wider political and economic cooperation between the Baltic Rim 
states. 

national energy choices: mixes, strategies, stakeholders 

National energy mixes across the region vary differently. Each 
country chooses the energy mix that suits it best due to nationally-specific 
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energy production, established supply routes and infrastructure, or 
particular economic and political considerations. However, the regional 
commonality commonality is that most of the countries in the region, 
apart from the energy rich Russia and Norway, are not self-sufficient 
and mostly depend on imported resources, above all gas and oil. For 
instance, the gross energy import dependence of the three Baltic States 
reaches almost 70% while net import dependence (taking into account 
regional electricity and oil product export) is around 45%. 

Although Norway has become a substantial energy supplier to the 
countries in its proximity, Russia plays the most important role in 
providing energy resources to the most of the BSR countries. Russia’s oil 
and gas accounts for a considerable proportion of Latvia’s and Lithuania’s 
energy consumption. Although Estonia is a rather energy self-sufficient 
country — more than 70% of its primary energy supply was provided by 
domestic resources such as oil shale, wood and peat — Russia dominates 
Estonian gas needs and a considerable share of oil consumption. Russia 
ensures around almost half of Finland’s energy supplies and, similarly 
to the Baltic countries, 100% of its gas consumption. Similarly, Sweden, 
Poland and Germany considerably rely in energy consumption on 
Russian oil and gas imports. 

Russia undoubtedly plays an important and positive role in ensuring 
stable regional energy supplies. It has actually become an “indispensable 
energy nation” in the Baltic Sea region. On the other hand, however, 
the overdependence on Russia’s energy supplies in the context of 
accompanying Russian business expansion and frequently precarious 
and uneasy political interaction has created questions regarding the 
acceptable scope of such a dependency and potential levels of sensitivity, 
vulnerability or even insecurity of individual countries in the region.  

Countries may be divided in several groups in terms of Russia’s 
presence in energy sector. Germany, Poland and Sweden are sensitive 
to the Russian factor but not as vulnerable as Finland and the Baltic 
countries. The presence of Russian companies is limited there and 
these countries possess their own infrastructure or a potential for 
diversification. Although Estonia and Lithuania and, partly, Finland 
can be seen as vulnerable to Russia’s energy policies, they have retained 
some neutralizing measures against unfavourable developments in 
bilateral relations and energy sector in general. Latvia, however, can 
be distinguished among the other Baltic Sea region countries in terms 
of a combination of various energy-related aspects and eventual scope 
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and character of Russian energy presence. Latvia is particularly energy 
self-insufficient, it is heavily dependent on Russia, its diversification 
potential is limited and counterbalancing measures (apart from 
underground facilities) are rather limited, it is part of Russia’s “electricity 
mainland” and Russian company presence is rather dominant and 
apparently expanding. Latvia appears to be the most vulnerable and can 
be characterized as the most energy insecure country in the Baltic Sea 
region.

The Baltic Sea countries have adopted various national energy 
strategies, which have experienced some evolution during the recent 
years. The European Union energy policies had been dominated for 
a long time by unilateral and economic rationale rather than political 
and security related concerns. The 2006 Russian−Ukrainian gas crisis, 
however, contributed to the observable alterations of the perceptions 
and policies regarding the energy issues on levels of the whole European 
Union as well as its Member States. The political dimension of the energy 
security increasingly became an important component in the energy 
policy formulation and implementation practically in all member 
countries, and especially, in the Baltic Sea region states. 

Naturally, Russia and Norway have pursued the objective of ensuring 
security of demand for its energy resources. The primary objective of 
the importing countries was ensuring security of supply. Although these 
two objectives of exporting and importing countries seem supposedly 
complementary, diverging economic interests, political concerns and 
perceptual factors have led to diverging policy motivations among the 
new and old EU members in formulating energy strategies, in general, 
and national energy security principles, in particular.

The new members, such as the Baltic countries and Poland, traditionally 
pinpointed the importance of political and security approach to energy 
issues. Poland under the leadership of conservative Kaczynski brothers in 
2005−2007 adopted the most expressed and explicit “statist” paradigm in 
the Baltic Sea region. The Polish Government actively consolidated and 
strengthened the domestic energy companies, constrained, even if in a 
somewhat protectionist manner, foreign expansion into Polish energy sector, 
supported purchase of energy industry assets abroad, such as Mazeikiai 
Nafta in Lithuania, and actively embarked on the course of energy supply 
diversification. The Polish Government under Jaroslaw Kaczynski had 
obviously acted under the assumption that the liberalization of the energy 
market before diversification of supply sources would result in a threat of 
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monopolization of the market by dominant external suppliers, above all 
Russia, and increasing insecurity. Although the new ruling coalition after 
the 2007 election softened its tone, Poland largely remained a leading nation 
in the region in securitizing the energy issues and attempting to minimize its 
dependence on energy supplies from Russia. 

Poland’s security-oriented approach to energy policy has been, 
though with some variations, shared in Lithuania and Estonia. Latvia’s 
energy policy somewhat followed the pattern of its regional counterparts 
in the aftermath of the EU membership, to experience a certain de-
securitization of the energy sector later in 2006−2007 and again surfacing 
of political and security concerns of its energy interaction with Russia in 
the context of Russian−Georgian conflict. This also contributed to the 
zigzags of Latvia’s decision making regarding the priority projects in the 
country’s energy sector.   

Although Scandinavian countries such as Sweden and Finland 
have traditionally paid a particular attention to and securitized the 
environmental issues, an increasing emphasis has been put also on 
political and military context, especially in relations with Russia. 
Obviously, the plans to build Nord Stream, potentially passing 
through the national waters of Finland and Sweden, have contributed 
considerably to the security-related concerns. It does not mean that 
environmental and economic rationale has disappeared from security 
consideration. Securitization of electricity sector has been influenced 
not only by political concerns but also by economic rationale to retain 
the market share of Finnish companies in the electricity production and 
distribution. Hence the approach by the Scandinavian countries, alike to 
Germany’s, to energy policy formulation has involved multiple factors, 
however, with an increasing awareness of importance of external energy 
policy and Russia’s activities. 

The formal decision-making environment and major stakeholders 
in the energy sector in almost all the Baltic Sea region countries are 
similar. The governmental and parliamentary institutions play the most 
important role with, however, differing presence and influence of various 
pressure groups. Although the “national champions” and large business 
groupings in one form or another have retained a considerable presence 
and impact in the energy policy thinking and making, the recent trend 
has indicated “the return of the state” and the onset of the EU’s presence 
in the energy domain of all counties in the BSR. Russia has experienced 
the most conspicuous consolidation of the state’s control over energy 
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sector and related companies. Yet, the other national governments, even 
if in a more subtle and discreet manner, have followed this pattern. 

The factors that distinguish the “old” and “new” Europeans in energy 
affairs is a diverging political and business environment and culture, 
post-Soviet residues, and perceptual, political and economic concerns of 
the increasing “Russia” factor. Especially, there has been a considerable 
apprehension over economic and political implications of a direct and 
indirect Russian presence in the energy sector among the new members. 
This has been the case of Latvia where “Gazpromization” concerns were 
raised after the ruling collation revealed its willingness to enhance 
Russia’s actual presence in the country’s energy sector. In Lithuania’s 
and Estonia similar concerns have been raised. Some of the Lithuanian 
representatives made conclusions that the presence of Gazprom in the 
Lithuanian gas company may lead to the situation that “Lithuania does 
not have any chances to implement any policy that would contradict 
the interests of Gazprom.”1 The then Estonian Member of European 
Parliament Toomas Hendrik Ilves in 2005 characterized the Russian 
growing presence in the Baltic infrastructure and energy sector even 
more bluntly: “Why bother occupy them [the Baltic States]? It’s so 
much easier and less troublesome to simply control them… You get the 
same effect if you simply control the government, access and influence 
in important international organizations such as NATO and the EU.”2 
Paradoxically, but this demonstrates that some patterns of intensification 
of the regional energy interaction may create concerns (objectively or 
not) over a particular character and implications of such interaction, 
and eventually preclude from wider regional energy integration.    

regional cooperation in the Baltic Sea rim:  
energy and beyond  

The intensive debate over the most appropriate model of cooperation 
among the three Baltic countries, let alone involving all the Baltic Rim 
countries, demonstrates the complexity of ensuring a mutually beneficial 
long-term regional cooperation. In the Baltic case, it is difficult to 
harmonize the interests of countries aspiring to enhance energy self-

1 Tomas Janeliunas, Arunas Molis, Energy Security of Lithuania: Challenges and Perspectives.  
Research Journal of International Studies. Issue 5 (May 2006), pp. 25−26. 

2 Liina Mauring, Daniel Schaer. The Effects of the Russian Energy Sector on the Security of the 
Baltic States. Baltic Security and Defence Review, Vol. 8 (2006), p. 76.
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sufficiency and increase export capacity as all three Baltic countries do. 
Once institutional and business structures, such as national transmission 
operators and “national business champions”, have been created, it is an 
uneasy task to make separate entities compatible and complementary. 

There are even more reasons for the difficulties in a wider regional 
energy cooperation. First, international cooperation as such is not easy 
to achieve because it involves more than one sovereign country. There 
are energy producers, energy consumers and transit countries, and this 
makes for different and sometimes contradictory interests. Second, 
both state and private interests are heavily involved and blended when it 
comes to energy cooperation on a regional scale. This makes either state 
or private interests alone insufficient for developing and implementing 
energy projects. It also has to be noted that the size of energy markets 
and the “economic size” of actors is very different in the sphere of energy. 
Third, energy projects usually are very expensive, especially when energy 
infrastructure is involved. This creates barriers for regional cooperation 
because states and private actors are cost-sensitive and coordination 
of their efforts is difficult. Fourth, energy market has displayed a high 
degree of volatility in recent years both due to a rising demand for 
energy and the impact of financial and economic crisis. Prices have 
wobbled and so have interests behind energy projects. This has an 
impact also on those energy projects that are “in the pipeline” and in the 
stage of planning. Fifth, energy is so important for modern economies 
that technical considerations have to be combined with geopolitical and 
geo-economic interests. All these difficulties are present in the Baltic Sea 
region, and they make regional energy cooperation difficult to achieve. 
Problems are real rather than invented, which means that there is no easy 
way of overcoming existing barriers to cooperation. Only a combination 
of strong political will and real economic urgency has the potential of 
making regional energy cooperation happen. 

Energy relations are influenced substantially by the overall state 
of interstate relations among the BSR countries. Although regional 
relations can vary according to the specificity of items on the regional 
agenda, the impact of the already existing character of regional 
relations is considerable. Historical patterns of amity and enmity are 
likely to influence the outcome of the “energy game” in the region and 
perceptions of actors when debating energy issues. Energy issues are 
frequently seen through the lens of  the existing pattern of relations; 
therefore, energy has the potential to strengthen existing amities and 
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enmities. However, it remains to be seen whether energy can change the 
existing pattern of relations, or is incorporated into the already existing 
picture. Insofar, there is little evidence that energy would pull together 
countries whose relations have previously been problematic, but there 
is equally little evidence that energy would aggravate relations that have 
been good this far. 

Energy may lead to re-securitization of regional cooperation 
in the BSR. Although some degree of de-securitization of regional 
cooperation could be observed in recent years, this trend has been 
reversed. Securitization of energy has tempted some countries to act 
unilaterally, but this has produced both positive and negative results. 
The Nord Stream pipeline is a good example of this tendency. The first 
reactions to this German−Russian project have been mostly negative, 
but this project has clearly been Europeanized (or, more precisely,  
EU-ized). German unilateralism has provoked heated discussions, and 
it seems that enormous attention that has been paid to this project has 
resulted in common determination on the part of EU Member States and 
institutions to deal with the negative consequences for Poland and the 
Baltic States that this project may cause. There is considerable evidence 
that unilateralism on the part of any EU Member State of the Baltic Sea 
region is being softened and complemented with elements of a common 
approach. Although real solidarity is difficult to muster, EU Member 
States are doing quite well when there is enough time to take concerns of 
their peer EU members into account. Overall, this may be quite positive 
for regional cooperation, and it is unlikely that such precedents will be 
repeated in future. 

Hence, although difficult to achieve quickly, regional energy 
cooperation is still desirable and possible. The distinction between 
energy importer and exporter countries notwithstanding, even energy 
exporters have their concerns that extend far beyond concerns related to 
availability of markets and energy demand. Russia is facing problems of 
under-investment in energy infrastructure and new projects. Norway’s 
oil reserves have steadily gone down in recent years, and this trend is 
likely to continue. Energy concerns are even more evident in the case of 
net importers of energy with the Baltic States being the most vulnerable 
among the EU Member States of the region. Although energy concerns 
are an important precondition for the states to come together and 
address energy challenges they are facing, it does not mean that finding 
solutions for the existing problems will be easy. Energy concerns are 
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a precondition rather than determinant of successful regional energy 
cooperation, and energy cooperation is most likely to be very uneven, 
that is, achieving energy cooperation within the BSR will be a lot easier 
than regional energy cooperation with all states involved and having 
important and similar interests at stake. 

The EU has a significant impact on regional energy cooperation. 
EU’s inability to speak with a single voice to Russia is notorious, but 
its presence makes cooperation happen a lot easier. The EU impact is 
twofold. First, the EU can come up with financial means in order to 
facilitate agreements on energy projects. EU’s “financial injections” can 
be crucial for implementation of those projects where new Member 
States are involved. Their ability to allocate sufficient financial means 
is hampered both by the current economic turmoil and the incomplete 
process of economic convergence, therefore, getting the EU involved 
in implementation of energy (infrastructure) projects is important. 
Second, the EU provides a multilateral setting for discussing energy 
issues and can be very effective in preventing energy unilateralism. If 
importance of certain energy project extends beyond those countries 
that are directly involved in their implementation, other EU Member 
States can claim that multilateral approach is more adequate. Thus, 
getting the EU involved is not only helpful in financial terms, but also 
in terms of “multilateralization” of energy projects. This process can 
effectively contribute to developing collective approaches and dealing 
with unforeseen and negative consequences of energy projects. Thus, 
internal aspects of EU’s energy policy are no less important than external 
aspects. 

Getting the EU involved is especially important because of the 
weakness of regional organizations. Although there are a great number 
of regional organizations in the Baltic Sea region, their ability to “get 
things done” has been questioned in recent years. These organizations 
were well-prepared to build contacts and develop networks, but energy 
is a different game. Although regional organizations are still needed 
because they can be instrumental in terms of bringing actors together 
in order to discuss various issues (including energy), there is no reason 
to expect that the existing regional organizations will escape from their 
low-profile status, therefore, the EU emerges as the only actor capable 
of contributing to regional energy cooperation. Knowing this, it is not 
surprising that it is the EU (not the Baltic Sea region countries) that is 
putting together a strategy for this region. Although this strategy will 
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be launched during the Swedish EU presidency in the second half of 
2009, it is very likely that it will reflect concerns of the BSR countries. 
Nordic countries are most concerned about environmental issues, while 
the Baltic States and Poland would like to see determination to further 
economic cohesion between western and eastern parts of the region 
and increased role of energy issues (and, thus, greater EU involvement). 
Getting Russia involved with regard to energy issues has been difficult 
and it is likely to remain so, but there are issues that the EU and its 
Member States can tackle within the EU and regional frameworks. 

Fashioning grand schemes of regional energy cooperation is not 
likely to be successful. Piecemeal regional energy cooperation has 
better chances to succeed. There is no need to move beyond ad hoc 
energy projects on the regional level, and only those projects that are 
urgent have a chance to succeed. There are two reasons for that. First, 
energy projects are expensive, therefore, the possibility that countries 
would subscribe to large-scale energy infrastructure schemes is close 
to nil. In contrast, targeted projects that enjoy massive support are 
likely to succeed. Second, strategic and technological developments are 
constantly taking place in the energy sector, therefore, it makes sense to 
support projects that are truly necessary instead of committing Member 
States to long-term plans that may become outdated in the course of 
events. This problem is furthered by the fact that some of the countries 
that were analyzed in this volume do not have clear national energy 
strategies. Third, Russia is the greatest energy player in the BSR, and 
getting Russia involved would be difficult anyway, but building plans 
without taking into account the “Russia factor” would be imprudent. It 
does not mean that very little can be done to improve energy security in 
the BSR, but actions have to be well-considered. 

Few words are to be mentioned about the potential impact of 
financial/economic crisis on EU Member States and Russia. Due to the 
crisis, energy prices have tumbled, but its impact may have much more 
far-reaching consequences. Chances are high that the BSR countries 
will be affected by the ongoing economic crisis in very different ways. 
However, it is too early to speculate about how “healthy” will the BSR 
countries be when they emerge from the crisis. Their social, economic, 
military and political structures are going to be affected, but it is not 
yet possible to apprehend the scope of impact. Short-term economic 
recession with a following recovery is one of the probable scenarios, 
but a scenario with social and political upheaval is also feasible. Energy 
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issues are here to stay, but the economic crisis is one of the “known 
unknowns” with a potential to change the course of events. 

In general, the economic and financial crisis may still ensure a 
“muddling through” approach or even contribute to a certain “economic” 
and “energy nationalism”, limit regional investments, and eventually 
preclude from regional cooperation. Simultaneously, however, economic 
recession may also contribute to rethinking of previously adopted 
economic and energy policies and motivate adoption of increasingly 
sustainable, competitive and regionally integrated policies. Much will 
depend on both national-level policies and European instruments. 
Although the EU assistance in energy regionalization has been frequently 
declaratory and formal without setting some efficient mechanisms 
insofar, the adopted piecemeal approach has already become a driving 
force to realize the needs, challenges and potential scenarios in the 
region. As a matter of fact, the problem identification as well as growing 
regional competition and positioning reveal that the Baltic Sea region 
countries, on the whole, increasingly take into account the importance 
and certain inevitability of a closer regional cooperation. And this opens 
the “window of opportunity” for political, economic, social, and energy 
cooperation in the Baltic Sea region actually already before the economic 
recession comes to its end. 
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