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Chapter 7  
Russia’s post-Soviet gas export strategy during the 

1990s 
 

7.1 Introduction 

During the Soviet era, two legal and institutional agreements were in place supporting the 
way the gas value chain from East to West was organised. The CMEA agreements sup-
ported the gas value chain from Moscow and the EU institutes (and their precursors) sup-
ported that from Brussels. Following the fall of the Berlin Wall in 1989 and the collapse of 
the Soviet Union in 1991, the economic and political relations on the Eurasian continent 
changed. The new nations that arose developed their own national interests, which some-
times conflicted with other national interests [CIEP 2008]. Western geopolitical and geo-
economic influence expended into the area that was formerly under Soviet influence. Li-
beral democracy became the dominant ideology, on the assumption that the global econ-
omy would internationalise further [Van der Linde 2006].188 Besides expanding the sphere 
of influence, the intention was to increase the integration within the EU. As a result, the 
process of liberalisation and privatisation in Europe began in the 1990s, based on neoli-
beral market concepts [George and Bach 2001; Trenin 2007]. In the East, Moscow's 
sphere of influence crumbled with the dissolution of security-oriented, political and eco-
nomic organisations (Soviet Union, Warsaw Pact and CMEA). Russia entered into a weak 
transition phase and was forced to concentrate on its domestic policies (see Chapter 6) 
[Trenin 2007].  
 
The changes in the economic and political relationships on the continent also impacted 
the East-West energy trade, regulation and diplomacy [CIEP 2008]. Gazprom adjusted its 
export strategy in response to the change in Europe, yet the lack of capital and central 
planning, among other factors, meant that the climate was not right for large-scale 
greenfield projects. As a result, Gazprom was forced to define a number of priorities for its 
growth strategy. In addition, the drop in the Russian demand, caused by the economic 
decline in Russia and the higher domestic prices, meant that new investments in produc-
tion were less pressing [Victor and Victor 2006].  
 
This chapter discusses Gazprom's strategy in Europe during the 1990s. That strategy is 
introduced by the changing policies in the West and the developments in the European 
gas market. Section 7.2 deals with the politico-institutional developments in Europe. Sec-
tion 7.3 revolves around the developments in the gas market, distinguishing between the 
countries that fell within Moscow's sphere of influence prior to 1990 and Western Euro-
pean countries. The changes in Gazprom’s strategy in response to those developments are 

188 See also Chapter 3 and 11 in Boon von Ochssée [2010] for an in-depth analysis on geopolitical transition in Eurasia. 
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addressed in Section 7.4, using two concrete projects to illustrate Gazprom's proactive 
strategy. Section 7.5, finally, presents a conclusion.   
 
7.2 Politico-institutional developments in Europe during the 1990s 

Shortly after the Soviet Union and its institutes collapsed, the EU made a conceptual redi-
vision of the area formerly within the Soviet sphere of influence.189 The concrete policy 
agendas differed greatly from one region to the next. After the fall of the Berlin Wall, the 
East Germany was reunited with the West Germany in 1990 and automatically became a 
member of the EU.190 Many of the other countries in Central and Eastern Europe were 
incorporated into the existing aid programme Poland and Hungary Assistance for Restruc-
turing their Economies (PHARE). Between 1994 and 1996, the former CMEA states and 
the Baltic states applied for membership of the EU and were incorporated into the EU 
acquis pursuant to the ‘Europe agreements’. Many of the Central and Eastern European 
countries officially joined the EU in May 2004 or January 2007 [Bossuyt 2008].191 The 
TACIS programme was initiated for the former Soviet states. From 1994 onward, Partner-
ship and Cooperation Agreements (PCAs) were concluded with those countries, an ap-
proach that was subsequently transformed into the ‘Neighbourhood Policy’, involving 
economic and political cooperation at the bilateral level. The initiatives both for Central 
and Eastern Europe and for the former Soviet states included technical and financial sup-
port in the transition to a market economy and democracy based on the Western model. 
However, for the EU Central and Eastern Europe was more important than the former 
Soviet states (with the exception of the Baltic states). Geographically, those countries were 
situated closer, and were more dependent, both economically and otherwise. They were 
also more willing to accept the Western ‘mores’ [Bossuyt 2008]. 
 
Besides the primarily European initiatives, other Western initiatives were also launched to 
gain an increased (geo-)political and economic influence in the countries that formerly fell 
within Moscow's sphere of influence. For economic purposes, a number of Central Euro-
pean countries joined the OECD and the World Trade Organisation (WTO)192, and the 
influence of financial institutions (for example the IMF and the World Bank) was in-
creased [Trenin 2007]. In the area of security, NATO gained increased influence in the 
former Warsaw Pact countries by signing the Partnerships for Peace in 1994-95. This led 

189 Section 7.2 basically focuses on the European politico-institutional developments in the CMEA and the Soviet 
Union. See Section 8.2 for the current geo-strategic dimension of gas flows on the Eurasian continent.  

190 During the 1980s and 1990s, other European countries joined the EU, and agreements and partnership arrange-
ments were concluded with and ‘secondary’ programmes launched in the European countries and their southern and 
northern neighbours. 

191 Poland and Hungary applied for membership in 1994. Estonia, Latvia, Lithuania, Slovakia, Bulgaria and Romania 
applied in 1995, the Czech Republic and Slovenia in 1996. Estonia, Latvia, Lithuania, Poland, Slovakia, the Czech 
Republic, Hungary, Slovenia, Malta and Cyprus officially became EU Member States in May 2004. Bulgaria and 
Romania followed in January 2007. Croatia, Turkey and Macedonia are candidates for membership (2009).  

192 The WTO originated from the General Agreement on Tariffs and Trade (GATT). 
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to the Czech Republic, Hungary and Poland joining NATO in 1999, followed in 2004 by 
the Baltic states, Slovakia, Slovenia, Romania and Bulgaria.193 On some subjects and in 
some countries, the expansion of the Western sphere of influence clashed with the sphere 
of influence of Russia, which wished to retain its influence, particularly in the former So-
viet states [Trenin 2007; see also Chapter 6].   
 
The collapse of the Soviet Union and the CMEA also changed the institutionalisation of 
the East-West energy trade and diplomacy. Parts of the value chain now fell under the 
jurisdiction of new independent states. As a result, ownership of parts of the value chain 
also reverted to new entities (primarily state enterprises) and the uniform regulation system 
reaching to the boundaries of Western Europe disappeared [CIEP 2008]. Moreover, the 
energy dealings between Russia and the CMEA became more commercial. However, the 
relationships between the former Soviet states and Moscow retained some of their political 
charge. This politicisation of the energy dealings made the transit supplies of Russia and 
the rest of Europe unstable (see also Section 6.3) [CIEP 2008]. 
 
Both Europe and Russia attempted to gain, or regain, control over the lost parts of the 
value chain.194 A proposal was made in 1991 from Europe, to form a European Energy 
Community. This produced the Energy Charter, whose purpose was to coordinate the 
flows of energy from East to West. Under pressure from the US, among others, the geo-
graphic scope was subsequently increased. Five countries have not ratified the Charter, 
including Russia, Belarus and Norway [Energy Charter Secretariat 2007].195 Particularly 
the transit protocol in the Charter is a point of contention, as granting access to third 
parties, as proposed in the protocol, will cause gas producing countries to lose control over 
the gas flows, see also Chapter 10 [Stern 2005; CIEP 2008]. 
 
In addition, when the Central European and Baltic states joined the EU in the 1990s, 
elements of the gas value chain became part of the European internal market. Beyond the 
EU's jurisdiction, the paradigm of the internal market was used for developing new insti-
tutions and agreements. Those initiatives can be regarded as attempts to plug a hole in the 
regulatory control over the export pipelines.196 Initially, attempts were made to include 
Russia in the Energy Charter, and subsequently, through the energy dialogue, in the PSAs. 
However, Russia opted for its own approach, by controlling gas flows and export routes 

193 All former Soviet and CMEA states also joined the Organisation for Security and Cooperation in Europe (OSCE). 
The OVSE has a wider sphere of operation than NATO.  

194 Among other measures, Russia and Gazprom tried to transfer the ownership and management to a joint venture 
with Ukraine and possibly a Western partner (see Section 6.3). 

195 In 2009, Russia renounced the Charter and has opted for a different system (see also Chapter 10). 

196 Norway was included into a European regulatory system with the European Economic Area (EEA) and the Euro-
pean Free Trade Association (EFTA). Algeria was included in a European regulatory system through the Barcelona 
Process. 
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and securing market access, and as such remained beyond the scope of the EU's policies 
[CIEP 2008]. 
 
Besides the expansion of the West's sphere of influence described above, the process of 
liberalisation and unification of the national markets in Europe also started in the 1980s, 
based on the examples of the US and the UK; see also Chapters 2 and 3 [Matláry 1997]. 
The liberalisation process had a number of implications for the way in which the Euro-
pean gas market was organised, including the following: 

• a process of consolidation in the European gas market toward ‘national cham-
pions’, often supported by the various national governments in view of economies 
of scale that could be realised [Tönjes 2007; Lecarpentier 2006];197 

• the possibilities for newcomers to access the European market improved [Lecar-
pentier 2006];198  

• the development of the spot market, allowing ‘gas-to-gas’ competition to arise, al-
though the trading fraction on the spot market remained relatively minor (except 
in the UK), see also Chapter 8 [CIEP 2008; Dutch Energy Council 2005]; 

• greater flexibility in long-term contracts, for example in terms of price indexation; 

• the admittance of secondary trade, following the abolition of destination clauses 
[Neumann and Von Hirschhausen 2005]. 

 

7.3 Developments in the European gas market in the 1990s 

The release of new gas volumes in the 1980s, from locations such as the Soviet Union and 
the North Sea, combined with a downward readjustment of the European demand fore-
casts during the second half of the decade, changed Continental Europe from a seller's 
market into a buyer's market. However, between 1990 and 2000 the share of gas in the 
European energy mix increased, at the expense of coal and oil, for various reasons [Stern 
1999]: 

• because of its wide availability, gas was once more used in the electricity sector 
(despite the argument that gas was too valuable); 

• using gas offered environmental advantages that coal and oil did not; 

• a new technology had been developed, the gas-fired Combined Cycle Gas Tur-
bines (CCGT) power stations, which were relatively quick and easy to build and 
on top of that were relatively environmentally friendly.  

 
The European gas market also changed institutionally, with the restructuring of Western 
Europe and the dissolution of the CMEA in Central and Eastern Europe [Finon and 

197 The leading utilities are French (EDF and Gaz de France Suez), German (E.ON Ruhrgas and RWE), Italian (Enel) 
and Spanish (Iberdrola). Of the wholesale distributors of gas, E.ON Ruhrgas, Eni (Italy), GasTerra (Netherlands), Gaz 
de France and Centrica (UK) control approximately 70 percent of the market. 

198 This allowed primarily gas-exporting companies outside Europe, such as Gazprom and Sonatrach, to acquire posi-
tion in gas transport, storage and sales.  
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Midttun 2004]. As described earlier, the gas market within the EU was liberalised through 
several directives, aimed at lowering the thresholds for access, encouraging competition 
and integrating national markets into a European internal gas market [De Jong et al. 
2010]. As described in Chapter 6, before the dissolution of the CMEA the countries in 
Central and Eastern Europe were integrated into the Soviet planned economy, and were 
largely dependent on imports from the Soviet Union. The dissolution of the CMEA had 
three consequences for the way in which the gas market in Central and Eastern Europe 
was organised: 

• the Central European gas market was no longer within Moscow's direct sphere of 
influence, and from 1990 onward the countries were faced with market prices, 
paid in hard currencies [Stern 1999];199  

• the Central European countries had the opportunity to build up diversified im-
port portfolios, allowing them to increase their economic (and political) inde-
pendence and improve their bargaining positions. However, the economic feasi-
bility of becoming less dependent on Russian gas imports remained minor, since 
in most instances Russia was the cheapest option and possessed sufficient overca-
pacity, which made alternative supply routes less profitable [Stern 1999; IEA 
1997]. During the latter half of the 1990s, the economic growth made it possible 
for a series of initiatives to be realised in connection with contractual and physical 
diversification;200  

• the Central and Eastern European countries were able to develop their own en-
ergy policies, and opted for an energy system based on market principles, using 
the European liberalisation and privatisation process [Stern 1999; Stern 2005].  

 
The European players attempted to retain their positions on the gas market by way of 
M&As, both domestic and cross-border. Western European gas companies also invested in 
the former state enterprises in Central Europe. In most countries, the degree of concentra-
tion increased. In some countries, conversely, liberalisation lessened the degree of concen-
tration, for example in the UK and Italy [Finon and Midttun 2004]. The focus of Euro-
pean policy during the 1990s was on the internal market. An assertive external energy 

199 However, the existing Soviet agreements, based on ‘soft’ currencies and/or barter, remained largely in place for some 
time, and delayed the transition to a commercial relationship with Gazprom [Stern 1999].  

200 East Germany was the first to realise physical diversification, with the Netra pipeline from Norway. In 1997, a 
physical connection was also realised between the Norwegian gas field and the Czech gas market, based on a contract 
between Transgas and Norway's GFU. Poland and Slovakia, as well as Bulgaria, also considered the possibilities for 
physical diversification, while other countries such as Hungary realised contractual diversification. Contractual diversi-
fication ensured that other parties had to provide an alternative supply if Gazprom physically interrupted the supply. 
Several countries were prepared to pay a premium for contractual and physical diversification [Wybrew-Bond 1999; 
Stern 2005]. 
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policy was not needed, since there was ample access to reserves and the gas market was 
characterised by low prices [Van der Linde 2007; CIEP 2008].201  
 
As described above, the supply of gas from the various regions to Europe increased, despite 
the low prices for oil and gas and other uncertainties such as the direction that European 
liberalisation policy would take. Sonatrach of Algeria increased its transport capacity and 
volume to Italy, Spain and Portugal, giving it a greater market share. The Nederlandse 
Aardolie Maatschappij (NAM) of the Netherlands was bound by production restrictions 
imposed by the government's small fields policy, meaning that the buyer of the gas, Dutch 
Gasunie, did not have sufficient opportunity for growth in terms of volume. As such, it 
started looking for other profitable activities, such as underground storage. Gasunie also 
concluded a purchase contract with Gazprom for 4 bcm/y to increase its possibilities for 
sales. Gazprom entered into joint ventures for downstream activities in many countries, 
with Wingas realising the most significant results. Russian volumes were increased in 
Northwestern Europe, Poland and Turkey (see also Section 7.3). The Norwegians did not 
deploy any downstream operations, and continued to sell their gas to the traditional buy-
ers. Moreover, the cooperation between the gas-exporting countries was not very well 
developed [Stern 1999]. 
 
The total consumption in Western Europe (including Turkey) rose from 257 bcm in 1990 
to 399 bcm in 2000, with the UK, Germany, Italy, France and the Netherlands as the 
principal markets (see also Figure 7.1) [BP 2008]. The total demand for gas dropped 
slightly in the CMEA-6 (from 68 bcm in 1990 to 57 bcm in 2000), primarily as a result of 
the collapse of the Romanian gas market. In the other countries, the demand for gas rose 
slightly, although the volumes of gas imported from Russia reduced, as the use of gas be-
came more efficient in response to the continued pressure to pay in hard currencies [Stern 
1999; Arentsen and Künneke 2003].202 
 
A specific examination of the principal gas-consuming countries in Northwestern Europe 
shows that Germany had long-term contracts with Russian, Dutch and Norwegian suppli-
ers. Ruhrgas occupied a dominant position in Germany's principal regional gas markets, 
with less dominant operators such as BEB and Rheinisch-Westfälisches Elektrizitätswerk 
(RWE). In 1991, Wingas broke through the traditional market structure by entering into 
a partnership with Gazprom (see Section 7.4). The energy mix did not change much, and 
remained largely dependent on coal and gas. The energy mix in France continued to be 
based on nuclear energy. In addition to small production volumes of its own Gaz de 
France, which together with Electricité de France (EDF) dominated the market, imported 

201 In addition, it was assumed that countries exporting gas to Europe – in particular Russia, Norway and Algeria – 
would conform to the relevant arrangements in the acquis. However, that situation gradually changed during the first 
decade of the twenty-first century, when a seller's market arose [Van der Linde 2007]. 

202 Not including Former Yugoslavia but including the Baltic states. 
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its gas from Russia and the Netherlands. In the Netherlands, Gasunie retained an impor-
tant position in the sales of gas to distribution companies and industries during the 
1990s.203 In the UK, British Gas had set the gasification of the country in motion and as a 
result succeeded in building up a monopoly, which was broken as a result of the process of 
privatisation in the electricity sector and following that the liberalisation [Stern 1999; 
Arentsen en Künneke 2003]. In southern Europe, Ente Nazionale per l'Energia eLettrica 
(ENEL) broke SNAM's monopoly on Italy's gas transmissions and imports in 1995, using 
LNG contracts with Nigeria and a joint venture with Gazprom. In the 1990s, gas was an 
important source of energy for Italy, and Agip (a subsidiary of Eni) supplied the market 
with some domestic production. To meet the remaining demand, Italy imported gas by 
pipeline from Algeria, the Netherlands and Russia [Stern 1999; Arentsen and Künneke 
2003].204  
 
Figure 7.1 Gas consumption in Europe from 1990 to 2000 (in bcm) 

*  Austria (8.1 bcm in 2000); Denmark (4.9 bcm); Norway (4.0 bcm); Ireland (3.8 bcm); Finland (3.7 bcm); Switzerland 
(2.7 bcm); Portugal (2.4 bcm); Greece (2.0 bcm); and Sweden (0.7 bcm).
** Romania (17.1 bcm); Poland (11.1 bcm); Hungary (10.7 bcm); Czech Republic (8.3 bcm); Slovakia (6.5 bcm); and 
Bulgaria (3.3 bcm).
Note: excluding Baltic states, Albania and former Yugoslavia.
Source: own analysis, based on BP [2008].
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In the specific analysis of the Central European gas market, a further geographic distinc-
tion should be made between north-eastern and the southeastern part of Central Europe. 
The countries in the north-eastern part of Central Europe (Poland, Hungary, the Czech 

203 In Belgium, Distrigas had built up a broad position in a relatively small gas market and also became an important 
transit player with the development of new infrastructure from Norway (Zeepipe), the UK (Interconnector) and 
Algeria (using a regasification terminal in Zeebrugge). 

204 The gas markets in Portugal and Spain were relatively underdeveloped, in part because of their geographic position 
in relation to gas fields. Spain imported LNG and pipeline gas from Algeria and during the 1990s Portugal had plans 
for LNG imports.  
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Republic, Slovakia and Slovenia), plus the Baltic states (Estonia, Latvia and Lithuania), 
joined the EU in 2004. Prior to joining, they implemented reforms in the 1990s, in ac-
cordance with the aquis.205 The liberalisation and partial privatisation attracted both West-
ern and Russian investors, with interests being acquired in the gas market. In addition to 
the potential possibilities for commercial growth, the north-eastern part of Central Europe 
fulfilled an important strategic function in Russia's gas transit to the Western European 
gas market. Of Russia's exports, 70 percent passed through Slovakia, from where part 
flowed to Austria and then on to Italy and part went to Germany and France by way of 
the Czech Republic. The Yamal-Europe pipeline also made Poland a transit country [Ar-
entsen and Künneke 2003]. In the Czech Republic, Hungary and Slovakia, the energy mix 
consisted largely of gas, while in Poland, with its traditional coal industry, the share was 
relatively minor. In addition, Hungary and Poland possessed significant gas reserves, in-
tended for domestic consumption. Environmental considerations, stimulated by the EU, 
encouraged most countries to turn to gas-fired power stations. However, the results were 
disappointing because coal-based power stations remained more attractive for economic 
reasons [Arentsen and Künneke 2003; Victor and Victor 2006].  
 
Besides the countries of the north-eastern part of Central Europe, the countries in the 
southeastern part of Central Europe (Romania and Bulgaria) also played an important 
transit role for Russian gas destined for the Turkish and Greek markets and in the long 
term possibly also gas from the Caspian region and the Middle East. Although Romania 
and Bulgaria were Candidate Members of the EU, the reforms in the southeastern part of 
the Central European gas market were slower than those in the north-eastern part. More-
over, the economic and political risks (primarily the corruption) meant that the degree of 
direct foreign investment in those countries was limited. What used to be Yugoslavia was 
characterised by political instability because of the Balkan Wars, preventing the gas market 
from developing. In the energy mix, Bulgaria and particularly Romania were highly de-
pendent on gas. During the 1990s, Romania was self-sufficient, from its own production, 
and Bulgaria depended on Russian imports, with which it encountered transit difficulties 
[Arentsen and Künneke 2003; Stern 1999].  
 
7.4 Gazprom’s export strategy in Europe during the 1990s  

The difficulties with payment defaulters, the relatively low regulated gas prices and the 
diminishing demand for gas in Russia and in the other former Soviet republics during the 
1990s forced Gazprom to focus on the European export markets (in particular Western 
Europe) to generate hard currency income. However, the limited possibilities for growth 
caused by the buyer's market, combined with low oil and gas prices and lack of financial 
resources made it difficult for Gazprom to conduct a proactive expansion strategy.  
 

205 The link to the internal European gas market also required additional network connections. 
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During the initial years, exports to Western Europe remained stable, after which they rose, 
owing to additional sales under long-term contracts in countries such as Germany and 
Turkey. Russian exports to Central and Eastern Europe increased slightly during the latter 
half of the 1990s (in Poland, for example), though the decline during the first half of the 
decade meant that they remained below the 1990 level (see also Figure 7.2). Gazprom’s 
market share in Europe remained more or less stable at around 25-30 percent [Stern 1999; 
Victor and Victor 2006]. 
 

Figure 7.2 Gazprom’s gas exports to Europe 1991-2000 (in bcm) 

*  Including Turkey.
** Including Baltic and Balkan countries.
Note: in European bcm’s.
Source: own analysis, based on Gazprom annual reports and Stern [2005].
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7.4.1 Gazprom’s general export strategy in Europe during the 1990s 

Against the backdrop of the limited possibilities for growth, Gazprom launched a process 
of vertical integration in order to increase its profit margins. Vertical integration also gave 
Gazprom more guarantees about its security of demand and gave it access to market in-
formation. The process of vertical integration began in 1990 with the partnership with 
Wintershall, through Wintershall Erdgas Handelshaus (WIEH) and subsequently Wingas. 
The partnership principally focused on selling gas in the eastern half of Germany, subse-
quently expanding to sell gas in other regions, the construction of a pipeline network in 
and to Germany and a storage facility in Rehden [Stern 2005; Stern 1999; Quest and 
Locatelli 1997].206 Gazprom also set up trading houses and sales entities in other European 

206 The pipelines, for example the Mittel-Deutsche Anbindungs-Leitung (MIDAL), STEGAL, Jamal-Gas-Anbindungs-
Leitung  (JAGAL) and WEDAL pipelines in Germany, and gas storage were realised by Wingas. Until 2007, Gazprom 
held 35 percent of the shares in Wingas, while Wintershall held 65 percent. In 2007, Gazprom's share in Wingas 
increase to 50 percent minus 1 share.  
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countries, working with European partners other companies in order to gain direct access 
to the market.207 Gazprom also purchased ownership rights during the liberalisation and 
privatisation process, mostly in gas companies in Central and Eastern Europe [Stern 1999; 
Stern 2005].208 Besides the trading houses and sales companies, Gazprom also participated 
in pipeline projects, such as the Yamal-Europe, the Blue Stream pipeline and the North 
TransGas consortium (see below) [Stern 1999; Quest and Locatelli 1997].  
 
Specifically in its dealings with several countries in Central and Eastern Europe, Gazprom 
encountered payment and transit difficulties, when market prices were introduced and the 
economy was restructured. The transit problems in Central and Eastern Europe were most 
noticeable in Bulgaria. In the Baltic states (Lithuania and Latvia in particular), debts in-
creased as a result of payment defaults. Yet those debts were only a fraction ($80 million in 
1995) of those of Ukraine, Belarus and Moldova (see also Section 6.4), and were largely 
repaid in the latter half of the 1990s. In Central Europe, Gazprom continued to enter into 
partially favourable barter agreements and other arrangements in order to maintain its 
position, for example in Slovakia [Stern 1999].209 
 
Gazprom’s financial restrictions, the low prices for oil and gas, the limited possibilities for 
growth and other limitations and difficulties meant that two large-scale greenfield projects 
were eventually given priority abroad, with Western parties facilitating most of the fi-
nances. The Yamal-Europe project was intended to supply gas to the Northwestern Euro-
pean market, while the purpose of the Blue Stream project was to increase Russia's share in 
the Turkish market. No other large-scale capacity expansions were effected, and any addi-
tional volumes were realised using the existing transport system [Victor and Victor 2006].    
 
The pipeline proposals for North Transgas and the Nordic Gas Grid, which would cir-
cumvent the former Soviet transit countries by way of the Baltic Sea and the Scandinavian 
countries, proved unfeasible at the time. The pipelines would be part of the development 
of the Shtokman field in the Barents Sea, which was also put off [Stern 1999; Victor and 
Victor 2006]. In addition, Russian LNG projects and the pipelines proposed to eastern 
Asia (China, Korea and Japan) were also postponed for economic and political reasons. 
The possibilities for LNG exports were beyond Gazprom’s technological and financial 

207 Alliances were concluded with traditional partners in France (Fragas with Gaz de France), Italy (Promgas with 
SNAM), Austria (GWH with OMV), Finland (Gasum with Neste), Greece (Prometheus Gas with Kopelouzos) and 
Turkey (Gama Gazprom and Turusgaz with Botas). Partnerships with non-traditional parties, such as Wintershall, 
were realised in Italy for example (Volta with Edison Gas). In central and eastern Europe, joint ventures were entered 
into in Slovakia (Slovrusgaz), Poland (EuroPol Gaz and Gas Trading), Hungary (Panrusgas), Romania (Wirom) and 
Bulgaria (Overgas and Topenergy). 

208 In the Baltic gas sector, for example, Gazprom acquired a 41 percent ownership interest in Estonian gas company 
Eestogaz and a 16.25 percent share in Latvian gas company Latvias Gaze. It later also acquired an interest in Lithua-
nian gas company Lituvos [Stern 1999].   

209 In other countries some new contracts, including with Slovrusgas of Slovakia, were still concluded based on barter 
and as payment for transit [Stern 1999]. 
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capacities and were not competitive with other LNG projects, such as those of Indonesia, 
Qatar and Trinidad and Tobago. As a result, the development of LNG on Sachalin in 
Russia was left to Western and Japanese parties, for example Royal Dutch Shell. Although 
the pipeline proposals from Siberia to eastern Asia became more concrete towards the end 
of the 1990s, their realisation was postponed owing to lack of interest on the part of pro-
spective buyers, the high level of capital expenditure and the geopolitical issues surround-
ing transit through Mongolia [Paik 2002; Victor and Victor 2006]. As a result, the Euro-
pean market remained Gazprom's principal export market. 
 
7.4.2 Gazprom’s new gas infrastructure projects: the Yamal-Europe  

and Blue Stream pipelines  

As described above, two major gas infrastructure projects were realised in the 1990s. With 
the Yamal-Europe project, the focus was placed on breaking Ruhrgas's monopoly on the 
German market by contracting additional volumes through Wingas, and thus supplying 
additional volumes in the Northwestern European market [Stern 2005; Victor and Victor 
2006].210 With the Blue Stream project, the objective was to supply the growing Turkish 
market with additional gas, using a direct pipeline from Russia to Turkey. The Blue 
Stream pipeline avoided transit countries and reached the Turkish market at an early stage, 
causing competing projects from Turkmenistan, Iran and other countries to be postponed 
or turned down. Case study 1 in Chapter 11 presents a more detailed analysis of the in-
vestment decision surrounding the Blue Stream project.  
 
During the brief period in 1990 that Gazprom did not control the export contracts, Gaz-
prom, in partnership with Wintershall, attempted to realise new sales in Germany in order 
to increase its export profits through volume and higher profit margins. This agreement 
allowed Gazprom and Wintershall to break up the German market [Stern 2005; Victor 
and Victor 2006].211 The original plan for the Yamal-Europe project was to construct six 
parallel 56-inch pipelines from the Bovanenko (onshore) and Kharasevey (offshore) fields 
on the Yamal peninsula.212 From Belarus, the capacity to eastern and northern Germany 
would then be expanded (66 bcm/y) by way of Poland to Germany, to link up with the 
Wingas network. In 1993, Russia, Belarus and Poland signed an intergovernmental 
agreement to construct the Yamal-Europe pipeline. The pipeline was also designated as a 

210 For a further discussion of the Yamal-Europe project, see for example Victor and Victor [2006]. 

211 Wintershall is a division of German chemical enterprise BASF, which had a conflict with Ruhrgas about prices. 
Wintershall itself did not produce much gas and was dependent on imports for building up a position in the German 
gas market. Wintershall and Gazprom created three joint ventures – Wingas (a pipeline and wholesale company) and 
Wintershall Erdgas Handelshaus GmbH (WIEH) in Germany, and Wintershall Erdgas Handelshaus Zug AG (WIEE) in 
Switzerland (with WIEH and WIEE marketing gas in central Europe).   

212 From Ukhta in western Siberia, the pipeline network was supposed to run along the existing network from Urengoy 
towards Moscow. From there, the network would follow the existing ‘Northern Light’ route through Belarus. The new 
pipelines on Russian soil were financed by Gazprom and Wintershall. 
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‘priority project’ by the EU, under the Trans-European Networks Programme (TENP) 
[Stern 2005]. 
 
Figure 7.3 The Yamal-Europe pipeline project 

xxxx Year of start-up

Pipeline project Shareholders

X% Share in project

Governments/business involved

Off take** Transit Production

Onshore transit

Offshore transit

Onshore and 
offshore transit
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construction
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Yamal-Europe

Belarus section

100%

48%

4%

48%

Polish section*

** The Polish section is constructed in an joint venture (EuRoPol Gaz) 
** Wingas, PGNiG, GasTerra. Main off takers – other (transit) countries may take off gas as well
Source: own analysis, based on Gazprom and EuRoPol Gaz information; Stern [1999];Stern [2005].

• Transportation capacity 33 bcm/yr

• Break-up wholesale monopoly of Ruhrgas in Germany via Wingas (joint 
venture Gazprom and Wintershall)

• Extra volume Russian gas for the Northern and Western Europe
(development of Northwest European market) 

• Avoiding Ukraine – diversifying transit risk 

 
 
The construction of the Yamal-Europe pipeline was not intended ‘primarily’ to avoid 
Ukraine (see also Section 6.4). To break up the German market, a direct route to eastern 
and northern Germany passing through Belarus was desirable, because Wintershall had 
developed its network through Wingas in the northern region of Germany. In the tradi-
tional route from Russia, by way of Ukraine, Slovakia and the Czech Republic and con-
tinuing on to Germany, Ruhrgas had a monopoly on gas transport starting at the German 
border, meaning that third-party access (as governed by the gas liberalisation directives) 
was not an option at that time. Moreover, the alternative served to stimulate the markets 
along the route in Belarus and Poland [Victor and Victor 2006; Stern 2005]. 
 
However, the ambitions of the Yamal-Europe project were lowered midway through the 
1990s. The investment climate along parts of the value chain was not optimal, and the 
project was part of the policy to break Ruhrgas's monopoly in Germany, which gave rise to 
a higher volume risk. In addition, the project lacked effective and central planning, in part 
owing to the absence of international institutions (such as the CMEA), although the Ener-
gy Charter tried to generate attention for the project. In this climate, a strategic long-term 
investment that would lead to a substantial increase in production was not feasible. Fur-
thermore, the demand for gas in the former Soviet republics dropped, releasing existing 
production volumes for export [Victor and Victor 2006]. 
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The demand for gas in the potential markets in Germany and Poland also proved to have 
been overestimated. Although the German demand for Russian gas rose slightly, that in-
crease was largely realised by Ruhrgas. In addition, the joint ventures between Gazprom 
and Wintershall encountered difficulties gaining access to the market, making it impossi-
ble to realise the planned 24 bcm/y intended for Germany.213 In Poland, the demand for 
gas was less than projected because coal continued to dominate the energy system. Despite 
the willingness of the Polish government (supported by the West) to create opportunities 
for gas-fired power stations, based on environmental considerations, commitments from 
industry were lacking, for reasons of costs [Victor and Victor 2006; Stern 2005].214 In 
addition, Gazprom's export development was delayed by its lack of financial resources 
following the Russian financial crisis in 1998.215 Finally, several political issues in Poland 
and Belarus were also part of the reason why the ambitions were lowered. Opposition 
arose in Poland, because the consortium for the Polish pipeline section (EuroPol Gaz) was 
dominated by Russian entities (see also Figure 7.3).216 Moreover, the continuing transit 
problems with Belarus detracted from the project's appeal, and the ‘NEGP proposals’ (see 
also Section 6.4 and Case study 3 in Chapter 11) and other alternatives were considered 
[Victor and Victor 2006; Stern 2005]. 
 
Eventually, only a single pipeline was constructed and fewer compressor stations were 
built, ultimately providing a capacity of 33 bcm/y. The section through Belarus was con-
structed by Gazprom, which still manages that part, while the Polish section is managed 
by Polish-Russian joint venture EuroPol Gaz [Victor and Victor 2006]. The limited do-
mestic and foreign demand meant that the Yamal peninsula did not need developing. The 
Polish Petroleum and Gas Mining (PGNiG) took out a contract with Gazprom for 7 
bcm/y; Wingas contracted 10 bcm/y and Dutch Gasunie 4 bcm/y [Stern 2005; Victor and 
Victor 2006]. Gas was first shipped through the Yamal-Europe pipeline in September 
1999, and additional compressor stations were subsequently put into operation [Victor 
and Victor 2006; Stern 2005]. 
 
7.5 Conclusion 

Following the collapse of the Soviet institutions, Russia no longer possessed a uniform 
system regulating the organisation of the gas value chain up to the frontier with Western 
Europe. Europe initially tried to coordinate the way in which energy flows from East to 

213 Over time, Wingas's position improved and by 2008 the company had obtained approximately a 10 percent share in 
the German gas market [Gazpromexport 2008].  

214 This caused the demand for gas to rise to 18-20 bcm in 2006 and to 22-28 bcm in 2010 (as projected in 1996). At 
the start of the new century, the projections were raised to 12.7-13.7 bcm for 2006. 

215 No financial resources were available in Belarus. 

216 Gazprom and Polish gas company PGNiG each hold 48 percent of the shares. The remaining shares (4 percent) are 
held by a joint venture, Gas Trading, in which Russian entities hold a majority. Gas Trading is owned by PGNiG 
(43 percent), Gazexport (16 percent), Wintershall (2.73 percent), Weglokoks (2.27 percent) and Bartimpex 
(36 percent). Bartimpex has historical ties with Gazprom.  
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West were organised by way of the Energy Charter and subsequently using the EU's ac-
quis. Besides exporting the ‘European model’, Europe also became more internally inte-
grated. The process of liberalisation, privatisation and deregulation was intended to lower 
the barriers to entry, encourage competition and integrate national markets into an inter-
nal European market for gas. When the Central European market opened up, both West-
ern European companies and Gazprom acquired interests. Working together with other 
European companies, Gazprom initiated joint ventures to sell gas directly.  
 
Besides the institutional changes, the European gas market underwent a shift to a buyer's 
market, owing to the fact that the supply of gas during the latter half of the 1980s was 
ample. In addition, the demand forecasts in Europe were lowered, even though the envi-
ronmental benefits of gas led to it becoming a more important element of the energy mix 
during the 1990s. The buyer's market that arose called for a proactive strategy on the part 
of gas-exporting countries if they wishes to retain and expand their market share. For Gaz-
prom, the hard currency income made it attractive to serve the European growth mar-
ket.217  
 
The limited access to financial resources and the low gas prices caused Gazprom to com-
mit itself to two projects; other greenfield projects towards European markets and other 
export markets were postponed. Firstly, an attempt was made to break Ruhrgas's mono-
poly in the German market. Through a partnership with Wintershall, Gazprom formed a 
series of joint ventures to sell additional gas. The Yamal-Europe pipeline, passing through 
Belarus and Poland and continuing to Germany, was intended to facilitate an increase in 
sales. Gazprom opted not to allow Wintershall an ownership interest in the export pipeline 
of the Yamal-Europe project, a decision that delayed the project financing. As a result of 
the delay in the project, Russian sales in Germany (and Poland) were disappointing. 
Combined with a lack of effective and central planning and other political issues in Belarus 
and Poland, the ambitions of the pipeline project were lowered, and the plans for gas pro-
duction on the Yamal Peninsula deferred as a result.218  
 
Another objective besides the growth opportunities in Northwestern Europe was the grow-
ing Turkish gas market, using a direct pipeline from Russia to Turkey (the Blue Stream 
pipeline). It became necessary to involve a Western partner with an interest in the Blue 
Stream project in order to improve the project's creditworthiness and funding. The pur-
pose of the Blue Stream pipeline was to reach the Turkish market at an early stage, causing 
competing projects from Turkmenistan, Iran and other countries to be adjusted or turned 

217 As mentioned in Chapter 6, in Russia and the other former Soviet states, Gazprom had to deal with chronic pay-
ment defaults and non-transparent barter agreements. Moreover, the demand for gas in the former Soviet states 
dropped owing to the economic recession and the price increases. 

218 Another factor that led to investments in new production on the Yamal Peninsula being postponed was the release 
of gas from existing Russian fields when the demand Russia and the other former Soviet states dropped.  
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down. The two Russian projects also avoided potential transit risks in Ukraine, improving 
Russia's security of demand in Europe.219 The security of demand was also improved when 
Wingas invested in storage facilities in Rheden in Germany and when Slovakian gas sto-
rage was utilised.  

219 Possible transit risks in Bulgaria were also avoided by the Blue Stream project. 
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