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Letter From The Editor

 The EU Energy Union depends on how the 
member states will finally respond to questions 
such as  how the security of supply problem will 
be solved or how exactly the internal market 
will operate etc. 

  So far several countries exchange ideas and 
proposals with the new Energy Commissioner 
who is  eager to accelerate the pace of 
deliberations in achieving a common approach.

 But do all member states use the  same 
language in describing what will happen to the 
European energy world if the recently 
announced "Turkish Stream" materialises?  

 Or do all  EU member states fully understand 
local sensitivities, especially in the Balkans? For 
example, will Greece, Bulgaria or even other 
poor countries  in the Balkans and Southern 
Europe continue supporting Brussels  against 
Moscow?

 Are Bulgaria and Greece the weakest links?

 These, amongst others, are the questions EIRA 
tackles in this month’s newsletter. 

Yours Sincerely, 

George Hatziioannou
Editor
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“Grexit”, Oil Barrel, Wall-Street 
And EU Deflation

To what extent would the early elections in 
Greece and the unsurprising results affect 
Eurozone and the global market? 

Once the votes were counted and the 
administrative procedures of the ‘change of 
guard’ were launched in Athens, this question 
can be moved to the practical side. The 
possibility of the exit of Greece (“Grexit”) from 
the Eurozone and even from the EU was left 
confined to the pre-electoral propaganda barrage. 
Do events in Greece affect the European and the 
world stock markets beyond the local (and 
limited in time) framework? Will these events be 
moulded into a substantial trend for stock 
exchanges? 

The answer is: “No”. These fears were applicable 
as an electoral campaign argument, supported by 
harsh wording coming from Brussels and even 
Berlin in order to impress the Greek voters, but 
the markets were never impressed let  alone 
afraid of that perspective. Now, they  are more 
focused on other risks. 

What could be the risks which, for example, 
shaped the bearish mood on Wall-street at the 
beginning of 2015 or gloomy January IMF 
forecasts for the world economy (only  the US 
economy will be doing well this year, while the 
EU would slightly freeze due to deflation, 
slowdown is expected in China, Brazil is nearing 
stagnation and recession will hit Russia)? 

“We have no right to be surprised by  a severe 
and imminent stock market crash. In fact, we 
should absolutely expect it”, said Mark 
Spitznagel, a famous US hedge fund manager. 

“We are in a gigantic financial asset bubble, it 
could burst any day”, explains Marc Faber, his 
colleague from Switzerland. 

Markets are mostly afraid by the perspective of 
deflation in the Eurozone, although the European 

Commission is explaining the negative price 
growth at the end of 2014 and in January 2015 
by temporary factors (sharp oil price fall) and 
claiming that  the trend will not be extended into 
the whole year.  

That deflation phenomenon, indeed, is driven by 
a variety of factors and the risk was exacerbated 
by the sharp  decline of oil prices. Lowering of oil 
prices, theoretically, should impact the economic 
growth of the oil consuming countries. It would 
have worked that way in a classic economic 
environment, but today it  is different: falling oil 
prices bring down quotations of energy majors 
and pave the way for defaults of important oil 
producing countries, Russia, Iran and Venezuela 
being in the first line of victims, but also the 
downward spiral of oil prices has dangerous 
repercussions for the markets in general. In fact, 
markets are scared of deflation in the Eurozone. 
Consumers, both individuals and corporate 
clients, would stop buying and spending, while 
borrowers would see their debts harder to repay.  
“If inflation is the genie”, Christine Lagarde, 
IMF chief, said a year ago, “then the deflation is 
the ogre that must be fought decisively.” 

Plummeting oil prices are perceived by  markets 
as the direct consequence of an almost zero 
growth in Europe and the slowdown in the 
development spree of Asia. It could be the silent 
herald of the third wave of panic in the Old 
Continent, after precedents in spring 2010 and 
summer 2011. 

Greek’s new government’s demand to 
renegotiate its external debt and even the 
probability of an exit of Greece from the 
Eurozone are perceived as a risk but not very 
plausible, rather as an element of a bigger 
problem: failure to handle the new wave of 
economic slowdown, failure to avert a new 
recession. Even the Quantitative Easing (QE) 
program will be limited. The European Central 
Bank (ECB) is constrained by the European 
Court and by the reluctant Germany. ECB 
announced it  bank would begin buying bonds 
worth 60 billion euros (more than the €50 billion 
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a month that many analysts had been expecting) 
but do compare it to $4,500 billion QE program 
by FED. It  will hardly bring the expected relief 
to the Eurozone economy. 

Recently, an important Italian bank, Mediobanca, 
came up with a research paper on the influence 
of low oil prices on GDP in some major Western 
countries. In a basic scenario with Brent at $60 in 
2015, the forecast claims that it will have a 
positive influence only on two big economies, 
Italy and Spain. For Italy, it will produce an 
additional 0.49% of GDP, for Spain it will 
amount to 0.27% of GDP. Other large economies 
will be losers: US will see a decline of 1.79% of 
GDP, Germany minus 1.09%, France minus 
0.73%, and UK minus 0.09%. 

Even the depreciation of Euro vis-a-vis USD, 
which is turning European exports more 
competitive on global markets, has had a limited 
impact. It’s not backed up by  vigorous demand in 
the rest of the world, and the European exporters 
do not benefit from the recovered price 
competitiveness. The US market, the only  big 
market to have a positive growth perspective for 
2015 (+3.6% in January IMF forecast, +0.5 point 
compared to October 2014 forecast) will not 
have enough “firepower” to push upward the 
world economy. 

From this perspective, it is not the risk of 
“Grexit” but the European deflation, triggered 
off not only by structural deficiencies but also by 
the sharp fall of oil prices, would constitute the 
major threat to the global economy.

Saudi Arabia Sets Stage For Price 
Oil Hike

It would be unwise to disregard the change of 
guard in Saudi Arabia as a non-event with hardly 
any bearing on the stability of the desert 
kingdom entangled in the tenets of Wahhabism 
and other rigorous religious  dogmas. When the 
new King Salman launched a light version of a 
witch hunt, purging close relatives  and loyals of 
the late King Abdullah (in fact, his half-brother), 

it brought the House of Saud, though not very 
conspicuously, to the brink of a prolonged 
internal feud. 

The ‘generational issue’ which haunts the 3000 
plus  clan of royal off-springs  will provoke 
additional rivalries as  the outmoded monarchy 
with theocratic overtones confronts  its own 
deficiencies  and the pressure of the competitive 
outside world.

On 30 January 2015, only a week after being 
ushered into power, King Salman conducted a 
telling cabinet reshuffle, pushing to the sidelines 
the closest relatives  to his predecessor. Prince 
Mishaal, governor of the Mecca region, and 
Prince Turki, the governor of the capital Riyadh, 
lost their high positions. Both princes  were sons 
of the late King Abdullah. It was  a more or less 
token ousting. What was  not a mere rotation of 
clans within the large family amount to the 
dismissal of Prince Khalid bin Bandar bin Abdul 
Aziz al-Saud who headed the intelligence service 
— he was replaced by General Khalid bin Ali 
bin Abdullah al-Humaidan. 

More importantly, Prince Bandar bin Sultan 
(nephew of the late King Abdullah) was expelled: 
he is now neither adviser to the monarch nor 
secretary general of the National Security 
Council, a post which is endowed with ample 
prerogatives despite its  largely symbolic status. 
This  powerful prince spent almost 22 years as  the 
ambassador to the US and has become known 
for his close ties  with the presidential dynasty of 
the Bush family: it earned him the controversial 
nickname Bandar “Bush” bin Sultan. The 
elevation to the position of Saudi intelligence 
chief made him a key meddler in the under-the-
carpet tug of war between the princes, and his 
‘puppetmastery’ scared, reportedly, even King 
Abdullah.

Critics  accused the prince of mishandling the 
Arab Spring and miscalculating the course of 
military campaign against Bashar al-Assad of 
Syria. Prince Bandar lost his  job in April 2014. 
Apparently, the removal from office was  justified 
not only by the fiasco of the foreign policy he 
shaped, with bets placed on the expectations of 
an almost immediate downfall of Assad’s  regime, 
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but also for the either well-founded or perceived 
immodest ambitions of the charismatic and 
three-fisted prince whose mother was  a black 
slave concubine from the Asir province.

The final departure of Bandar “Bush” bin 
Sultan, the architect of an assertive, putting it 
mildly, foreign policy, signals a possible change of 
priorities. The new king is  noted for his  rigor in 
matter of religion. There is  likelihood that due to 
his strong spiritual beliefs  and a rather frail state 
of health (King Salman suffers  from dementia) 
he will focus mainly on internal challenges thus 
retreating, to a certain extent, from the previous 
full-scale involvement in international affairs.

Noteworthy, the reshuffle included the dismissal 
of two senior clerics  who headed the Justice 
Ministry and Religious  Police. Both had a 
reputation of ‘liberals’ by Saudi Arabia 
standards, naturally. As Dr Khaled Batarfi, senior 
writer with the Saudi Gazette, pointed out, “we 
have an alliance between the religious 
establishment and the political establishment.” 
The removal of any key figure within the ruling 
Saudi elite inevitably leads to an avalanche of 
consequences.

Remarkable enough was the preservation of 
three other leading members  of the cabinet, 
namely, Foreign Minister Prince Saud al-Faisal, 
Finance Minister Ibrahim al-Assaf, and above all 
the Oil Minister Ali al-Naimi. After all, in the 
case of the number one purveyor of ‘black gold’ 
to the global markets, “it is oil, stupid!”

While King Abdullah's half-brothers, Muqrin, 
was  named the new crown prince, the real 
power-broker and, according to insider’s 
information, the most probable heir apparent 
who might eventually become king is  Prince 
Mohammed bin Nayef, the new Interior Minister 
(in fact, he succeeded his  father) whom King 
Salman ‘appointed’ deputy crown prince. Being 
second in line to the throne makes this prince an 
object of special attention. He is the one to watch 
closely. 

Prince Mohammed bin Nayef who is  relatively 
young by local yardsticks (he is  only 55) was lately 
in the limelight participating at all the meetings 

with the US President Barack Obama. It made 
him a “formidable” politician in his own right. 
Some claim that he would be the real ruler from 
behind the scene. 

His  personal views  will influence the much 
expected evolution (or revolution) of the petro-
monarchy. Prince Mohammed is known to be a 
staunch opponent of two arch-enemies  of the 
House of Saud: the Shiite rival, Iran, and the 
Muslim Brotherhood. As a conservative, Prince 
Mohammed regards it  as his high mission to 
frustrate all the attempts of the Iranian mullahs 
to dominate the region, and to prevent the 
Brothers from acquiring prominence, let alone 
coming to power. In his view, the Muslim 
Brothers have been a looming threat since they 
are bent on the free will and free vote of the 
people to choose their ‘masters’ while rejecting 
hereditary authority, the one which exists in the 
Saudi Kingdom. 

It has  been too often emphasized that Saudi 
Arabia cannot be likened to a speed boat. True 
enough, it is  like an oil tanker which needs plenty 
of room and time to make any kind of 
maneuver. However, wi th the present 
gerontocracy running out of steam and not 
having a plausible Plan B, the changes  of 
fundamental character are to happen here, in 
Saudi Arabia, rather sooner than later. 

Changes could be triggered off by the further 
deterioration of the Mother of All Battles  raging 
in Syria and Iraq and now pitting not only the 
Gulf monarchies  against the Shiite Iran but also 
mainstream Sunni Muslims against radical Sunni 
Muslims, making the overall geopolitical 
equation very complicated. One cannot discount 
the possibility of the repetition of popular unrest 
in Bahrain. There could be an expansion of the 
Yemen hostilities  into the underbelly of Saudi 
Arabia. There could be a nasty surprise that 
rumours of many Saudi oil wells consisting of 
70% water are based on statistical facts and not 
conspirators’ fiction.

It may not happen tomorrow, but the challenges 
to the survival of the House of Saud, coming 
from within and from the outside, are steadily 
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mounting. Prince Mohammed would have 
limited options of  how to deal with them. 

The late King Abdullah used to pour petro-
dollars in billions to extinguish feeble flames  of 
fire, investing into education, medicine, and 
showering generous hand-outs. It helped keep 
the population more or less happy, while seeds of 
dissent were eradicated. But at some point, it 
seems inevitable that Prince Mohammed would 
have to resort not so much to carrots  but to sticks. 
Consequently, it would fan the fire of discontent 
and precipitate the transformation of the 
kingdom. 

What next? The usual: once the stability of the 
desert kingdom is shattered, it will be organically 
translated into the upward pressure on the oil 
prices.

Nigeria. IS Model Proliferates As 
Jungle Fire

The summit of African Union (AU) in Addis 
Ababa, at the very end of January 2015, revealed 
a strong concern about radical Islam spilling over 
the regions in its new hypostasis: Islamic State 
(IS) which gained last year a fortified foothold in 
Iraq and Syria. That radical movement switched 
from tactics  limited earlier to paramilitary 
operations, to a strategy of establishing full 
control over a certain territory and organizing 
itself  as a bona fide State. 

It was illustrated by the IS gains and mode of 
operation in Iraq and Syria, where radicals  have 
control over large areas. Now, they have followers 
and imitators trying to do the same in the Sinai 
Peninsula (Egypt) and Libya. But the most 
successful clones  of IS emerged in North-East 
Nigeria, the biggest, the most populated and 
economically developed country in Africa, a 
major oil producer. 

The radical Islamic movement, Boko Haram, is 
attempting to copy the IS ‘success story’. 

The International Center for the Study of 
Radicalization and political Violence has 
established in November 2014 that Boko Haram 

is the second most brutal jihadist organization if 
assessed by the number of murders (801 innocent 
people killed in the course of 30 attacks). The 
number one killing machine is  still IS (2,206 
killed in 306 attacks) and the third are Taliban 
fighters (720 killed in 150 attacks). 

Boko Haram literally means  “Western Education 
is an Iniquity”. The official denomination is 
Jama’atu Ahlis  Sunna Lidda’awati wal-Jihad 
(“People engaged in Dissemination of Prophet’s 
Teaching and Jihad”). It was founded in 2003. In 
2009 it started an insurrection; 13,000 are 
estimated to have been killed during the ongoing 
conflict since then.  

At the Addis Ababa summit, the President of the 
Commission of AU, Mrs. Nkosazana Dlamini-
Zuma, expressed great concern about repeated 
Boko Haram attacks  in North-Eastern Nigeria 
and the expansion of the activity of that sect to 
neighboring Chad, Niger and Cameroon. She 
told that Boko Haram is  destabilizing the whole 
region with creating instability, undermining 
secur i ty and se t t ing condi t ions for a 
humanitarian disaster. 

AU urged member states  to create a regional 
military unit some 7,500 soldiers strong to defy 
brutal Islamic militants. 

So far, military counteractions  against Boko 
Haram, either in Nigeria or in the region, 
remained limited. The Armed Forces of Nigeria, 
although being the strongest in Africa, are not 
fighting the Islamists. They lack motivation, they 
are thoroughly corrupted, often not duly and 
timely paid, and they were accused of brutalities 
and abuses  in several occasions when they 
performed operations  in their geographical zone. 
Locals  have set up a kind of militia in an attempt 
to protect themselves from Boko Haram. Once 
again, the army is not deployed and is 
conspicuously absent. Soldiers  are concentrated 
in some strongholds, primarily the regional 
capital city, Maiduguri. 

An attempt to create, by the end of 2014, a 
regional combat force remained mainly wishful 
thinking. The idea was  to assemble a 3,000 
military contingent from Nigeria, and also from 
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neighboring Cameroon, Chad, Niger, and Benin. 
It was  named Multinational Joint Task Force 
(MNJTF). Some troops, but not in the required 
numbers, were sent in but, finally, they were not 
able to become a game-changer. It was due to 
dif ferent reasons, in particular, to the 
contradiction between the Nigerian Government 
and its French speaking neighbors. Nigeria is not 
happy to admit that it cannot settle the problem 
all alone and that it needs foreign assistance. The 
problem was exacerbated by the coming 
presidential elections, due to take place on 15 
February.

In the Christian and rich south of the country, 
leaders  and population are keen to think that 
Boko Haram is  a local phenomenon, limited to a 
small part of the country, basically to three states: 
Borno, Adamawa and Yobe. 

Meanwhile, a “Boko Haram Land” is  being 
constructed on the basis  of the zones under 
control of the militants which cover a wide area 
of some 52,000 square kilometers. The 
extremists are not administering these areas  on a 
permanent basis  but exercise their control 
effectively, surfacing unexpectedly by using old 
hidden passages through the savannah. This 
strategy was put into operation in 2014. The area 
now is  not densely populated since most 
inhabitants  fled (according to estimations, the 
area counts 1.5 million refugees). The sect’s 
leader, Abubakar Shekau, declared in August 
2014 that the goal was  to build a caliphate with 
its administrative center in Gwoza, near the 
border with Cameroon. Anyway, the Nigerian 
military in the North-East are blocked in their 
barracks and encampments; they dare to move 
only in heavy convoys  and are not able to protect 
civilians.   

Jihadists are increasing pressure on the zone they 
wants  to control. Since the beginning of 2015, 
jihadists  are boosting operations, in particular 
targeting the border with Chad, focusing on 
Borno State and the town of  Baga. 

There were news reports  of massacres and 
atrocities  during these incursions. Some 16 
villages  were destroyed and some 2,000 civilian 
were reported killed at the beginning of January. 
Some 10,000 fled the zone. 

In Baga it was planned to create a coordination 
center for MNJTF, but at the moment of an 
Islamist’s attack some military personnel from 
Niger were deployed there who failed to stop the 
advancement of Boko Haram forces. The 
militants  are becoming more ruthless, conducting 
massacres and destroying seized settlements. 
Baga was said to be destroyed by 90%. 

The Boko Haram rise is explained not only by 
religious and tribal tensions in Nigeria, by also by 
the contradictions in the allocation of oil 
revenues  within the country, by corruption and 
poverty. Surely, the jihadists  are exploiting those 
contradictions. But the actual and over-arching 
problem is even more worrying. 

The political chaos in Nigeria and the weakness 
of the army and security forces  are similar to the 
s i tuation in Iraq which per mitted the 
establishment of IS in the first place. The spread 
and growth of IS spells the urgent need for a 
coordinated international action to contain the 
seemingly unstoppable expansion of the Islamic 
Caliphate ideology and the militants’ brutal 
practices. 

Algerian Shale Gas Production 
VS Popular Protest

A new kind of social movement emerged in 
Algeria. It’s not based or even linked to national 
or religious matters, as before. Residents of some 
towns in the desert, Southern part of the country 
launched protests against drilling for shale gas. 
They are demanding to stop that work backing it 
with their strong ecological concerns. 

Protests are not violent but properly organized. 
Participants  seem to be resolute to achieve their 
goal: force the abandonment of plans to produce 
shale gas. People are mostly afraid of the 
contamination of subterranean waters  by 
chemicals  used in the fracking technologies. Thus 
the motivation of the protesters is  in contrast 
with social movements based on religious, 
ethnical or tribal agenda. 

The Government of Algeria and the national 
energy company, Sonatrach, want to invest in 
shale gas  production in order to replace the 
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production of gas from traditional fields, which 
become more and more depleted with years. 
Sonatrach announced in January that it was 
preparing to pour some $70 billion in shale gas 
production over the next 20 year. The goal is to 
produce annually 20 bcm of gas from 
unconventional sources. 

American Energy Information Agency (EIA) 
estimates  that Algeria has  the third biggest shale 
reserves  in the world, after US and Argentina. 
The fields  are mostly located in the desert south 
of  that North African country. 

As a matter of fact, EIA’s  forecasts were not 
always  accurate. Some years ago the Agency 
predicted that Poland had enormous  amounts  of 
shale gas  but after the initial prospecting works 
were completed, the preliminary estimates  had to 
be revised downward cutting the original figure 
of  the conjecture tenfold.

In September 2014, the World Resources 
Institute (WRI) put Algeria on the list of 20 
countries  with the biggest shale gas  resources. 
This  good news is counterbalanced by the fact 
that production of methane from shale fields has 
a stringent prerequisite: abundance of  water.

Some 40% of shale gas deposits  are located in 
arid zones. The hydraulic fracturing (or fracking) 
technology requires  huge amount of water in 
order to extract gas from porous rock formations. 
Mr. Said Sahnoun, President of Sonatrach, 
announced that the company plans  to drill 200 
wells a year. That activity will generate, directly 
and indirectly, some 50,000 new jobs. 

So far, Algeria is only starting to test the new 
technology. Tests  would show if it is adaptable to 
Algerian geological realities.

Almost 95% of Algerian export revenues are 
generated by hydrocarbons. Conventional 
natural gas reserves  are estimated at 4 trillion 
cubic meters, oil reserves at 12 billion barrels. 

The first pilot well was  launched on 27 
December 2014 near the town of In Salah. 
Algerian Energy Minister, Mr. Youcef Yousfi, 
praised it as  an achievement. He said that the 

first drilling confirmed the existence of 
“abundant resources in the Ahnet basin.” 

French Le Monde newspaper recently published 
figures  sourced from a supposed Sonatrach and 
Total study, concluded 4 month before, revealing 
that particular zone may contain some 200 bcm 
of shale gas with 10% of it extractable. A full 
scale production could start in 3 years, but so far 
the profitability of the production has  not been 
proved.

The main problem in that shale gas  production is 
notorious  for its high costs. Expensiveness was 
the main cause of the ruined expectations of 
huge shale gas output and revenues in Poland. 

The industry prefers  to avoid the delicate topic of 
how much it costs to frack for shale, focusing on 
the technological side. 

The start of drilling for shale gas provoked a 
wide protest movement, not only in In Salah. 
Many other towns  in that part of the country, 
including Tamanrasset, Ouargla, Ghardaïa, 
joined in insisting of a halt to the search for shale 
gas. 

The Government reacted mildly. Apparently, it 
was  surprised by the negative reaction, but stays 
firm and does not want to give up plans  to add 
shale gas to its  balance sheet. The Ministry of 
Energy and Sonatrach started to communicate 
with the people, explaining the ABC of the still 
new shale industry.

“We have to clarify and eliminate all the 
ambiguities linked to shale gas”, said Mr. 
Sahnoun. He acknowledged that many things 
were not adequately explained, so the fears 
among the population were not unfounded. The 
use of tons and tons  of water for the extraction 
of  shale gas is in the focus of  local residents. 

Mr. Yousfi affirmed that for the purpose of 
fracking, at average, some 7,000 cubic meters  of 
water is  used and later, after special recycling, 
reused. He visited the town In Salah and met 
protesters. 
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It should be noted that some figures of the 
official opposition attempted to capitalize on that 
popular movement and voiced their support. The 
former Prime Minister, Mr. Ali Benflis, explained 
that the situation was the result of a “dangerous 
break-up of the dialogue” between the 
authorities  and the citizens. The Rally for 
Culture and Democracy (Rassemblement pour la 
Culture et la Démocratie – RCD) used the events 
to accuse the Government of being immerged in 
clans’ wars  and ignoring people’s  sovereignty. 
“Shale gas  was the push” for the protest 
movement, commented another former Prime 
Minister, Mr. Ahmed Benbitour.

Government’s  prudence is easy to understand. 
Anti-shale protests  are the follow-up of a wide 
movement which started in December 2013 in 
M’Zab valley, with the focus  point it the city of 
Ghardaïa. That city is located 600 km south from 
the capita, Algiers, and has 200,000 inhabitants. 

There is  a classic clash between the settled 
population of Berber origin and following a local 
Muslim branch (Ibadite rite) and nomadic Arabs 
called Shaambas who started to settle in that 
zone parting with their previous way of life. The 
first group, they call themselves the Mozabites 
(M’Zab people), believes  that the Arabs  are 
pushed away by the Government to this part of 
the country in order to dissolve them for the sake 
of  creating a mono-national state. 

In 2014, the residents  of Ghardaïa staged violent 
manifestations which met no reaction from the 
scared police and local authorities. A part of the 
city was, for some time, terrorized by hooligans 
of Arab origin. Part of the local population fled 
to more safe places. By the end of the year, 
fragile stability settled in but the situation 
remains tense. The anti-shale movement, 
spreading mostly in the South, is adding a new 
dimension to the configuration of local political 
forces, locked in national and religious rivalry, 
marked on top of it by confrontation between the 
autochthonal population and the nomads who 
come as new settlers. 

The Government is  alarmed: it perceived as  a 
real danger the Kabyle protests taking place in 
Kabylia, the densely populated area near the 

capital city. Kabyle count 6 millions, with a huge 
and influent diaspora in France, while the 
Mozabites  are only 200,000-300,000 at best and 
living in the desert. Kabyle are more secular, 
Mozabites  are practicing Islam but in a form 
condemned by the rigorist Arab clerics in 
Algeria. 

Now the Algerian Government has  to deal both 
with the growing unrest in the South and the 
necessity to start the production of shale gas, or 
at least to study the feasibility and the economic 
expediency of these plans. It seems to be a 
delicate perspective, especially in the context of a 
weak central power due to the poor health of the 
recently reelected President, Mr. Abdelaziz 
Bouteflika. 

(See a l so : Algeria: W heel -Chaired 
Democracy Is Never Stable, EIRA, Volume 
2, Issue 5, May 2014, and Algeria Needs $130 
Per Barrel To Survive, EIRA, Volume 3, Issue 
1, January 2015). 

View From The Balkans. Will 
Energy Union Think In Sync?

Distinction between the energy mix and energy 
policies  within South East Europe, in particular, 
among the regional EU member states, and the 
rest of the EU, has  long been considered as  a 
weakness which was preventing full-scale 
integration. To overcome this  inherent drawback, 
the new European Commission has  set the goal 
of accelerating the move towards an all-
embracing Energy Union. Basically, it will entail 
a balanced alignment and convergence of 
national energy policies.

In January, the European Parliament's Industry 
and Energy Committee held debates  on the core 
elements of the solidarity in this  area to be 
enshrined in a report to be voted in May. Despite 
the non-legislative nature of the document which 
means it would have no legal impact, the paper 
will reflect the fundamental approaches  to energy 
security by the EU member states, highlight the 
national priorities  and, consequently, influence 
the course of  future deliberations.
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For the moment, several EU nations have already 
submitted the ‘non-papers’ specifying their 
assessment of the five pillars  of a unified energy 
policy: a) Security of Supply b) Internal Market 
c) Moderation of Demand d) Decarbonisation e) 
Research and Innovation. So it happened that 
the forerunners come from the Central and 
North West part of the European Union, namely, 
Germany, the Czech Republic, Denmark, and 
the United Kingdom. 

Since the ‘mighty four’ constitute the 
indisputable economic drivers of the EU, it 
makes sense to review their prioritized national 
interests in the energy domain. After all, despite 
the inbui l t ‘peak controversy shaving’ 
mechanism, the EU agenda and final solutions 
often reflect the opinion of the ‘majors’, do they 
not?  

To begin with, Germany comes out as  a staunch 
supporter of the internal EU market for natural 
gas putting emphasis  on a number of 
outstanding issues: the need to put an end to 
“isolation” of certain member states, enhance 
reverse-flow options and access to LNG terminal 
capacities, and strengthen the negotiating 
position of European companies  vis-a-vis 
external suppliers of  gas. 

Germany strongly believes in the diversification 
of sources of imported gas, placing its stake on 
LNG supplies, most probably from the number 
one world producer, Qatar. If so, Germany must 
have resigned itself to the necessity to pay a 
much higher price than today in order to beat 
the competition from the premium markets  in 
Asia which absorb the bulwark of the Qatari 
LNG exports.

At the same time, Berlin is keen to vigorously 
pursue the “diversification of supply routes.” 
This  should be interpreted as  a full-hearted 
endorsement of the EU South Corridor concept, 
which has regularly received full-blown blessings 
by the European Commission. The South 
Corridor would channel pipeline gas  initially 
only from Azerbaijan, then additional volumes 
from Iraqi Kurdistan, provided the hostilities 
end, the Islamic State’s terror machine is 
destroyed and dismembered, and the essential 

infrastructure duly built. And then from Iran in 
the distant future, if the regime of the mullahs, as 
envisaged, crumbles  or reforms or makes 
substantial concessions  to be legitimized (tongue 
in cheek) by the US and the EU. 

Berlin’s pro-active stance on “diversification of 
supply routes” which was spelled out in its non-
paper could also be viewed as  a post factum tacit 
admittance that Germany made a timely and the 
right bet on ensuring a direct delivery of Russian 
gas through the Nord Stream transportation 
network under the Baltic Sea bypassing transit 
countries. It was not the best kept secret that 
Berlin effectively lobbied the EU to grant Nord 
Stream the Ten-E priorities status. 

However, taken from the Balkan perspective, now 
Germany has all the safeguards in place having 
acquired an extra transportation capacity to up 
its off-take of Russian gas in an emergency, while 
some states, like Bulgaria, stood to lose the most 
from the December 1, 2014 cancellation of 
South Stream. There will be no more 
“diversification of supply routes” for Bulgaria or 
Hungary or Austria. The TANAP and TAP 
transportation network will source gas  only for 
Turkey, Greece, Albania and Italy. With Nabucco 
and Nabucco West written down into history 
textbooks as epic fails, some South East 
European nations  become less  equal than others, 
the lucky ones, who have secured long-term 
commitments by gas providers.

German experts  have it right when they 
champion the cause of “moderation of demand” 
in order to “avoid costly fossil fuel imports  and 
thereby reduce Europe´s  energy bill and enhance 
energy security.” Nothing could be better. Yet, no 
miraculous remedy is suggested apart from a call 
for energy efficiency. 

A similar position was articulated in the joint UK 
and Czech Republic non-paper which has 
priorit ized “supporting al l low carbon 
technologies” with Denmark backing it with the 
conc lus ion that “reduct ion o f energy 
consumption through energy efficiency is the 
most effective means of increasing energy 
security, and it is  essential in achieving the long-
term greenhouse gas emission reductions.” 
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In principal, “energy efficiency” is the least 
controversial avenue of achieving a harmonized 
EU internal market. In contrast, the “security of 
supply” dossier is  heavily-loaded with troubles 
and provokes more adverse approaches. The 
apprehension of the looming deficit of natural 
gas for the Balkans before Caspian hydrocarbons 
from Shah Deniz II come on-stream has shifted 
the focus of attention to the opportunities of 
sourcing gas from the Eastern Mediterranean, 
namely from the off-shore fields around Cyprus 
and in the Israel’s exclusive economic zone. 

The overall strategic shift is justifiable although 
the forecasts are still based on preliminary 
calculations and uncertainties  remain (i.e. no 
c lear option of how to transport the 
Mediterranean off-shore riches to Europe). Given 
the recent turbulences  in the region (see “Israel 
— Gaza. Specter of ISIS round the corner”, 
EIRA, January 2015), the shift to Eastern 
Mediterranean is  not supported by either sound 
economics or by guarantees of contained 
geopolitical risks. 

No less  contentious is  the decision by the Central 
and North West Europeans to accelerate the pace 
of transition towards  a safe and sustainable low 
carbon energy system. The goal is not the issue, 
but the methods to achieve it are. Germany 
declares war on “fossil fuel subsidies” and 
mandates they “should be phased out” while the 
renewable energies must enjoy a privileged 
treatment. 

Given the recent revelations  of the low efficiency 
of the subsidies poured into the renewables in 
Germany and in other parts of Europe, where 
sun is bleak more often than not and winds are 
capricious, it looks  like a premature move. 
Besides, it has never been revealed publicly that 
Germany allegedly has been subsidizing cheap 
coal imports from neighbouring Poland or from 
the distant USA.

If the ‘non-papers’ manifest anything in a most 
vociferous manner, this is the warning of internal 
dissidence when it comes to the mammoth 
mission of harmonizing national energy policies 
within united Europe, as postulated by the 
European Commission. The core elements were 

supposed to be the binding targets  and a 
universal institution for purchasing natural gas. 
The prospect of a common ground did not 
endear the ‘mighty four’ to the idea of playing it 
by the rules.

Denmark made no bones  about its skeptical 
approach towards  the idea of common purchase 
of gas  as this concept seems  to run counter to 
Internal Market principles and competition rules. 
The UK and the Czech Republic followed the 
same line of thinking: governance system must 
not discriminate against or in favour of specific 
low carbon technologies or restrict Member 
States’ energy choices. Germany, although 
voicing support for “more coordination of 
national energy policies”, specifically insisted that 
“any overall energy governance must respect 
Member States energy mix competence and 
necessary flexibility”, and also refrain from 
“national binding targets  for renewable energies 
and energy efficiency.” 

Finally, and this has a direct bearing on the 
intrinsic interests  of the Balkan nations, Berlin 
postulated that EU member states “should have 
the opportunity to develop comprehensive overall 
solutions in “regional clusters” on a voluntary 
basis  (e.g. how to deploy and integrate renewable 
energies together with a regional concept for 
energy security).” Actually, this  particular 
German opinion boils down to the admission 
that in spite of the intended creation of an 
energy Union, it is the “regional concept for 
energy security” which rules supreme. 

In other words, the main integration driver, 
which is Germany, accepts  the bottom-up 
approach: while planning Europe-wise and 
Europe-wide, it is  expedient to act regionally. But 
the bottom line is that it will take a lot of time 
and effort to teach the Energy Union to think in 
sync, let alone to act in sync. 
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S o u t h S t r e a m ’ s O b i t u a r y 
Postponed By Bulgaria

The first weeks  of January were extraordinarily 
busy on the diplomatic side for one of the poorest 
countries  of the European Union, Bulgaria. This 
start-up EU member state hosted a plethora of 
international VIPs, with the illustrious  assembly 
of dignitaries  crowned by such names  like UK 
Foreign Secretary Philip Hammond, US 
Secretary of State John Kerry, NATO Secretary 
General Jens Stoltenberg. During his visit the EU 
Vice-President for Energy Union Maroš Šefčovič 
pledged to hold the next meeting of energy 
ministers in the Bulgarian capital, Sofia.

Bulgaria, exempted from the defunct South 
Stream project by the Russians, received firm 
assurances  of solidarity from Western politicians 
who promised to explore options of an adequate 
substitute for Gazprom’s  pipeline gas  to cover 
local energy needs. Any national political elite 
would be tickled after being pampered with such 
a consistent zeal, were it not for the conspicuous 
absence of economically convincing alternatives 
for sourcing natural gas to Bulgaria.

Unsurprisingly for the knowledgeable segment of 
the audience, Prime Minister Boiko Borisov kept 
reiterating, almost two months after the 
announcement that South Stream has  been 
aborted, that his government was ready to issue 
all the necessary permits for beginning of the 
construction of  the pipeline. 

After proper consultations with Brussels, 
Bulgarian PM stated that his country was not 
prone to pay any fines  for the fiasco of the 
project. Mr Borisov expressed confidence that 
once the emotions cool down he would be eager 
to discuss with his counterpart from Turkey the 
idea of setting up a gas hub, remarkable enough, 
on the territory of Bulgaria (probably as an 
alternative to the hub which Moscow and Ankara 
seem to be planning at the border of Turkey and 
Greece).

Later, Bulgarian Minister of Energy Temenuzhka 
Petkova in an interview with the local newspaper 
Standard claimed that government’s commitment 
to the South Stream project was unchanged and 
that it welcomed the implementation of the 

project provided it was  fully compatible with the 
EU rules and regulations.

The rather strange belief in ‘life after death’ 
displayed by the Bulgarian government could be 
attributed to the heated discourse around the 
viable alternatives. In the choral of critics 
attacking Borisov’s  inflexibility one voice sounded 
most vociferous; it belonged to the former MP 
(Socialist Party) and energy expert Yavor 
Kuyumdzhiev whose analysis appeared to be less 
ideology-motivated than expected. He insisted 
that Bulgarian PM was wrong to focus on short-
term political considerations around the project 
rather than on the long-term commercial logic 
driving any infrastructure investment.

Moreover, as  Mr Kuyumdzhiev claimed, it made 
no sense to expect immediate commercial and 
financial benefits from the implementation of the 
South Stream network since the return on 
investment for infrastructure projects  of such a 
scale often comes after 20 years, which is much 
longer than the “political cycle” of regular 
changes of elected officials. To prop up his stance, 
the energy scholar used a provoking argument: 
the Channel Tunnel would never have been built 
had politicians on both sides, in France and UK, 
demanded to see concrete and verifiable 
e c o n o m i c g a i n s we l l b e fo reh an d . M r 
Kuyumdzhiev concluded by saying that for the 
moment Bulgaria was left isolated from the 
energy developments in the Balkans  and Central 
Europe, dependent on expensive gas from other 
sources.

The ‘other sources” were all named by the 
European Commission: 1) channeling gas from 
the offshore fields  in Eastern Mediterranean 2) 
putting on-stream gas production on the offshore 
fields  in the Black Sea 3) linking Bulgaria with 
Romania and Greece through the so-called 
“vertical gas corridor” that would connect to the 
Southern Gas Corridor which, in turn, would 
source gas  from the Caspian basin and, probably, 
from Iraq and, in the distant future, from Iran.

If these plans, wrapped up and bundled, 
materialize, Bulgaria would be better off than 
before, stated Mr. Jacklen Yosif Cohen, 
Chairman Executive Member of the Board of 
Directors  and Chief Executive Officer of BEH 
(Bulgarian Energy Holding, the state owned 
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energy holding company) since July 2014. He 
added that Bulgaria would receive higher income 
from gas  transiting through its own gas 
transportation system and interconnections than 
the potential transit taxes revenue it could have 
received from South Stream.

Quite a number of Bulgarian politicians  and 
energy experts  dismissed the expediency and 
viability of Gazprom’s new project, the Turkish 
Stream. The Bulgarian MP Delyan Dobrev, 
Chairman of the Parliamentary Committee on 
Energy, put to doubt the very rationale behind 
the new route while former Minister of Energy 
Trayko Traykov pointed out the financial hurdles 
facing the project. Their consolidated opinion is 
that Turkish Stream will never come to fruition. 

In the second half of January, local Presa Daily 
published a statement by Bulgarian President 
Rosen Plevneliev who did not give much credit to 
the PM Borisov’s  fixed idea of a major gas hub in 
the vicinity of city-port Varna. On the contrary, 
President Plevneliev upheld the concept of South 
Stream under the circumstances  that it would be 
in tune with all the EU requirements.

Noteworthy, the Government’s  Program of 
Sustainable Development of Bulgaria from 2014 
till 2018 still contains  the provision on South 
Stream, emphasizing that it is a priority project 
which would be implemented “in full conformity 
with the EU legislation, concurrently with a 
dialogue with the European Commission, and in 
case of  proved economic expediency.” 

The government’s program was approved on 
January 21, 2015, thus ignoring the statement by 
Gazprom CEO Alexei Miller that South Stream 
was  cancelled once and for all, and that the 
company’s original strategy “focused on 
delivering gas to the end consumer on the 
European market” was abandoned. In other 
words, Sofia sent a signal that it was leaving the 
door open, or half-open for the possible re-
negotiation of terms and conditions under which 
South Stream could be built eventually, 
irrespective of  the recent developments. 

However, it is  more than evident that the 
comeback of South Stream in its  original format 
or its re-incarnation in a reformed version, still 

arriving to the Bulgarian shores, would not please 
many powerful actors. 

Looking retrospectively, it should be noted that 
PM Borisov blocked the works on South Stream 
project on June 8, 2014 exactly in the wake of a 
visit  to Sofia by a US Congress  delegation 
featuring right-wing Republican Senator John 
McCain. 

On January 15, the European Parliament 
welcomed the news of South Stream cancelation 
and called on working out the alternatives for 
those EU member states which are “currently 
dependent on Russia as their sole supplier.” 

With such influential opponents  to preserving 
dependence on Russian energy supplies, PM 
Borisov has little room for maneuver. What goes 
to the credit of PM Borisov, the former 
bodyguard of the last Communist ruler Todor 
Zhivkov, if you follow the line taken by Senator 
John McCain, is  that he effectively torpedoed 
three major energy projects, all involving Russia: 
the construction Belene nuclear plant with the 
tender won by Russia’s Rosatom, the Burgas-
Alexandroupoli oil pipeline, and now South 
Stream gas pipeline. 

The only problem seems to be that it hardly 
improved the provision and procurement of 
energy resources in Bulgaria. According to 
statistics, the price of electricity for households in 
Bulgaria, taking into account the purchasing 
power of the populace, was 2.1 times higher than 
the EU average and 3.8 times higher than in the 
United States. The expensive power generation is 
translated into electricity bills, and it does not 
endear the people, in particular, the voters, to 
their leadership.

There was  a nagging suspicion that Boiko Borisov 
by flirting, initially, with the idea of having both, 
Russia and the EU, and the US in the 
background, courting Bulgaria simultaneously 
was  attempting to sit squarely on two (or even 
three) stools at once. Whether Bulgaria’s  two-tier 
and two-track foreign policy could deliver or not, 
became a purely academic question after PM 
Borisov delivered a harsh-toned speech on 
January 30 an event organized by the American 
Chamber of Commerce in Bulgaria. Mr Borisov 
did dot the i by directly accusation of  Russia and 
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Turkey of trying to “isolate” Bulgaria via the 
construction of  Turkish Stream. 

The choice of a confrontational language could 
reveal the accumulated frustration since two 
months down the road did not produce a viable 
alternative to South Stream. The visit on January 
15 by Secretary of State John Kerry resulted in 
nothing more than a pledge of political support. 
It is plausible that by playing the “blame-game” 
PM Borisov is counting on rallying a more 
substantive support from the European Union 
ahead of discussions with EU Energy Ministers 
scheduled on February 9 in Sofia (as it had been 
promised by the EU Vice-President for Energy 
Union Maroš Šefčovič). In any case, the change 
of tone was definitely reflecting the challenging 
situation Bulgaria found itself in with few options 
to increase its energy security in the short-term 
and most probably in mid-term too.

On top of all, PM Borisov disclosed his 
displeasure that while the Belene nuclear power 
plant (NPP) project had been dismissed (actually, 
it was done by his own center-right government), 
and Bulgaria was not able to finance new 
investments  in nuclear power capacity, Turkey 
was  pursuing a dynamic policy in the field closely 
cooperating with the Russia. It was a clear 
reference to the on-going construction of the 
Akkuyu NPP which will be owned and operated 
by a Russian subsidiary of Rosatom (Unit I is to 
be commissioned in the second half of 2018 with 
the remaining three units to come online in yearly 
intervals). 

The thickening uncertainties  around the 
development of the Bulgarian energy sector have 
prompted PM Borisov to pass an aggressive 
verdict coupled with a warning: “The 
construction of Turkish Stream will isolate 
Bulgaria and we cannot let this  happen.” What 
would be the ‘counterstrike’ by Bulgaria and what 
course of actions  it would take from now on, was 
left unspecified. No matter what Sofia comes up 
with, it will be a risky gamble, by any yardstick. 
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