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Abstract
We are in the midst of tectonic changes in world financial system, trading and investment,
geopolitics and technology. Global energy system is also going through a fundamental
transformation, affecting all countries. The institutions, markets and policies that were set up
after the 1973 Arab embargo can no longer meet the needs of the changing dynamics and
parameters in world energy and geopolitics. Hence, we need to better understand the current
and anticipated changes in energy and prepare ourselves for the new challenges and
opportunities presented by the new world.
Myriad trends indicate that the current system, in a business-as-usual future, far from being
sustainable: rising demand over the long term, inaccessible supplies, price volatility,
inadequate investment, geopolitical tensions, and climate change. Modern economies need
ever increasing amounts of oil, gas and other fuels to run their economies. As globalisation
lifts millions out of poverty, the demand for energy worldwide will continue to grow, and we
risk ending up with a volatile, “beggar thy neighbour” process of competition between
countries to control sources of supply, especially in the developing countries.
To avoid such a dangerous situation, we need a system of international co-operation that
encourages all players to share energy and energy saving technology and allows markets to
function optimally.
In this evolving. game-changing developments in world energy, Turkey has emerged as an
important actor to reckon with as consumer, transit, investor, regional hub and security
provider. Not only a significant consumer in its own, Turkey is also geographically close to 72
percent of the world's proven oil and gas resources and thus a natural energy bridge
between major oil producing areas in Russia, the Caspian Sea basin region and the Middle
East on the one hand, and European consumer markets on the other hand.
The potential for Turkey to transit Caspian oil and gas, the possibility for Kazakh and
Turkmen energy resources to be added to the Baku-Erzurum/Nabucco route as well as the
possibility of a Bosphorous bypass (Samsun-Ceyhan) pipeline and a natural gas pipeline to
be extended to Israel and the Middle East are all adding to the milieu of potential projects
that are destined to enhance the geostrategic weight of this country.
In this new landscape, Turks are acting increasingly in pursuit of their own self-interest,
rather than sheepishly following the dictates from Washington or Brussels. This is often
interpreted as Turkey's foreign policy orientation shifting away from traditional alliances with
the EU and the US and toward enhancing relations with new partners to the north, east and
south of the country. Such criticisms result from the lack of faith in Turkey’s transformative
power.
As pivotally located as it is, Turkey will continue to be an important partner to Western,
Russian, Caucasian and Middle Eastern energy and foreign policy initiatives. Its partnership
with the US, its prospective membership of the EU, its strong ties to Eurasia and the Middle
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East, make Turkey an irreplaceable partner on all regional energy and foreign policy matters.
The paper concludes with a number of policy recommendations for government and
business leaders in promoting further co-operation and partnership, rather than fanning
confrontation in search for energy security for all players.
Energy at the center of foreign and security policy
Even the casual newspaper readers have become aware that there are very strong links
between energy, security and foreign policy. Precisely what these links comprise is not
always clear. The problems of energy “dependence”, “independence” and “interdependence”
are being debated in a burgeoning literature for laymen and specialists. The deployment of
oil as a political weapon occurred most manifestly during the 1973-74 Arab embargo. Then,
Iraq’s invasion and Russia’s use of gas as a Kremlin instrument in relations with other CIS
countries and EU came to the spotlight as well as China’s expanding acquisitions of energy
assets worldwide2.
More than trebling of prices years to $147 a barrel from 2002 to July 2008, blackouts in
California, standoff between the West and Iran over nuclear programme, frequent attacks on
oil facilities of Nigeria, politically driven interruptions in Venezuela, occurrence of Hurricane
Katrina in 2005, Iraq’s sliding into civil anarchy delaying return of its production to the preSaddam era levels, general concerns over terrorist attacks on energy facilities, are among
other events related to energy and foreign policy.
The current power struggle has now been waged on maximizing the economic interests,
gaining commercial advantage on technologies and securing scarce resources (i.e. energy,
water, food and metals) in a highly competitive global environment. Possession, financing,
production, transportation and marketing of energy have become a key determinant in
international relations among nations, which seek either demand or supply security3.
Geopolitics often takes a back seat when confronted with the choice of advancing the
business, commercial, energy and technological interests vis-à-vis the vaguely defined
political interests4. We are witnessing the inexorable rise of the new Asian great powers,
China and India, and that by 2020 these and other “giants” will be living to the east of Turkey.
The relativities of power are changing, with the erosion of America’s margin of superiority in
economic, military and ‘soft power’ terms. Few financial concepts have caught on as quickly
as "BRICs", coined by Goldman Sachs, which stands for Brazil, Russia, India and China, the
"Big Four," fast-growth economies in the world today.
By dint of their sheer size and population -- and their collective decision to embrace their own
particular brand of capitalism -- BRICs are the economic future of the world. Together, the
BRICs encompass more than 25% of the world's land mass and 40% of the world's
population. And thanks to their predicted rapid growth by 2050, the BRICs could eclipse the
joint economies of the current richest countries of the world. China and India will become the
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dominant global suppliers of manufactured goods and services. Brazil and Russia will be the
world's leading suppliers of commodities. The BRICs today already account for a combined
GDP of $15.435 trillion dollars on a purchasing power basis5. By that measure, they are
already collectively larger than the United States6.
For the first time in recent memory, BRICs are growing not by borrowing, but by investing.
China has the world's highest savings rate. Brazil and Russia are sitting on huge foreign
currency reserves, thanks to windfalls from oil profits. Soaring commodity prices have put
more money in BRICs’ pockets than ever before. That means much less danger of a financial
meltdown like the ones Brazil and Russia had in the 1980s and 1990s. A decade after
defaulting, Russia has a higher credit rating than the European Union economies of Greece
and Portugal.
Energy supplies are likely to get tighter in the next few decades for all economies unless
massive investments and new technologies will be mobilized. Our generation never had to
bother much about turning out the lights, heating our homes or driving our cars. But our
children's will. Today Europe imports around 50 percent of the energy it consumes. By 2030
this could be around 64 percent7. There is nothing wrong with importing energy per se,
provided that we are talking about open, transparent and competitive global markets.
However, in today's world, we are often not. Increasing our energy imports therefore calls for
a full assessment of risks.
For Europe, the particular concern relates to gas imports. Following the abrupt weakening of
Saakashvili manu militari in the summer of 2008 and, more recently, the democratic
installation of President Viktor Yanukovich in Ukraine, Russian hegemony in the CIS region
has been restored to levels unprecedented since the fall of the Soviet Union. With Europe
busy trying to solve its debt and currency crisis, Moscow has not hesitated to monetize its
political gains, seeking long-term control of the energy sector in Ukraine, as well as
strengthening its influence on those of Azerbaijan and -- to a lesser extent -- Turkey8.
However, the EU's situation might not be as gloomy as it appears, mainly because Europe's
energy security is not seriously endangered. Russia still provides the majority of natural gas
imports in most EU countries, but alternatives abound. The little-publicized GALSI pipeline
between Algeria and Italy will be operational in 2014, while Libya and Nigeria are two other
good candidates for gas supplies. Rapid technological developments in liquefaction
technology and shale-gas extraction also provide Europe with options it did not have only a
few years ago.
Further, the strong bargaining power currently enjoyed by gas producers may not be a
permanent condition. Prices for natural gas have never been so low on the spot market, and
a recent attempt by producers to establish a price floor by cutting production failed miserably
at the Gas Exporting Countries Forum summit in Oran, Algeria. It bears noting, too, that
nuclear and solar power are rapidly increasing their share in Europe's energy mix.
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Nevertheless, the EU should still reassess the objectives that inform its energy policy. Trying
to guarantee security of supplies by battling with Russia for influence in the post-Soviet
space is a costly strategy, one that inevitably puts Europe in a disadvantaged position, given
the deep political, economic, historical and cultural ties that Moscow enjoys with local leaders
and populations. Moreover, the control of energy networks lies at the core of Russia's
statehood, and as a result is accorded the highest priority in Moscow. By contrast, energy
security will always be one among many items on Europe's agenda.
The profound changes in world energy
As a result of these developments, the global energy scene is going through a fundamental
transformation that will not only change the rules of the game; it will also change the game
itself and its players.
First, the volatile prices have, together with many other factors, shifted power significantly to
producing countries, especially a few large ones, where the majority of remaining reserves
are located, such as the Gulf, Russia, and Central Asia. These countries seek changing or
reshaping the traditional rules of the game for the benefit of their national interests.9 They
have the political will to use energy as an instrument to advance its economic and political
interests.10 Aware of their increasing power, many of the resource-rich countries either have
re-nationalized their oil industries or established strategic control through further transfer of
power into the hands of governments.11 Production sharing contracts are in the process of
being transformed into technical service contracts.
Second, there is an increasing concern of security of energy supply at the consumer’s side.
Due to increased demand and depletion of domestic reserves, major consumers will have to
rely more on imported oil and gas, from a few politically instable regions such as the Middle
East, Africa, Russia and Central Asia, through long-distance pipelines and vulnerable sea
routes12. This, combined with the fact that international market is less stable and more prone
to the disruption of natural disaster, terrorist attack and isolated geopolitical acts, has
increased the vulnerability of these consumer countries. Yet, suppliers are also concerned
about demand security given the depressed prices and demand in most OECD economies
as a result of economic recession.
Third, although the OECD countries are still the largest oil consumers, the current increase in
demand for oil and gas is mainly driven by fast economic development in developing
countries such as India and China, which account for one third of the world population but
only consume 17 percent of world energy. In order to access the new and prosperous
market, government-to-government relationship is not only necessary but also essential13.
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Fourth, a rising security of demand concern of major producer countries may prevent large
scale of investment from happening. To meet the rising energy demand, huge amount of
investment is needed.14. Energy investment worldwide has plunged over the past year in the
face of a tougher financing environment, weakening final demand for energy and lower cash
flow. It is estimated by IEA that global upstream oil and gas investment budgets for 2009 was
cut by around 19 percent compared with 2008 — a reduction of over $90 bn15. The 2010
figures are not encouraging either.
The uneven distribution of energy resources among states, and the critical need to access
those supplies by all states, leads to significant vulnerabilities16. The coercive manipulation of
energy supplies, competition over energy sources, the proneness of energy producing
countries to political instability, attacks on supply infrastructure, competition for market
dominance, and accidents and natural disasters are all adding to significant risks to global
energy security17. Increased competition over energy resources may also lead to the
formation of security compacts to enable an equitable distribution of oil and gas between
major powers18.
Concerns over energy security are not limited to oil. Power blackouts on both the East and
West Coasts of the United States, in Europe, and in Russia, as well as chronic shortages of
electric power in China, India, and other developing countries, have raised worries about the
reliability of electricity supply systems.
Western countries are producing less and less of their own energy, and are therefore having
to import more and more. This is having a massive impact on the transfer of wealth. The
energy guru, Daniel Yergin, has estimated that at early 2008 prices the United States is
currently transferring about $1.3 billion to the oil producing countries every day – or if you
prefer, $475 billion a year. If we include China, the European Union, India and Japan in this
calculation, every year the major oil consumers are transferring over $2.2 trillion to the oil
producers19. What we know is that these massively increased energy revenues not only
mean more economic power for the oil producers, but also of course increasing political
power and influence in shaping the new global security order.
Just consider one fact. The US consumes 25 barrels of oil per capita annually and Europe
ten barrels. Each Chinese however consumes only two barrels a year. So even a small
increase in Chinese consumption could have a massive impact on the market. Therefore,
this is not the time to slacken our efforts to find ways to use oil and gas more efficiently. We
must push ahead with our conversion to alternative fuels, and seriously look at ways of
diversifying our energy supplies to reduce our vulnerabilities.
And this brings us to the third concern. As the world’s need for energy grows, the ability of
the traditional suppliers to continue to meet the demand is far from certain. Europe, for
example, is increasingly dependent on Russian oil and gas. But Russia’s currently exploited
energy reserves are depleting fast. Russians now consume more and more of their own gas
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at home and the country’s energy output are shrinking due to a lack of investment in new
technology and in developing new fields.
Another concern is the protection of critical infrastructure. As western domestic sources of
energy start to dry up, oil companies are drilling in much more isolated and hostile
environments because technology makes extraction more commercially viable. More oil and
gas is extracted from under the sea rather than under the land. Tankers criss-cross the
oceans delivering these products from one continent to another. Pipelines are getting longer
and often pass through unstable areas20. And over the past few months we have seen
several examples of how easily these sophisticated supply networks can be threatened – in
the Nigerian Delta, off the coast of Somalia, and in the Southern Caucasus.
As climate change impacts on energy exploration and transit routes, it will also increasingly
impact on our security. As the polar icepack melts and the Northwest Passage to Asia opens
up, an increasing amount of shipping will pass through one of the most remote and
inhospitable parts of the world. Intervening in the event of an environmental disaster or even
a terrorist attack would be very difficult indeed.
Turkey as a major actor of international energy diplomacy
In this changing world energy landscape, Turkey has emerged as one of the newest
dynamic and proactive players in ensuring secure, uninterrupted, clean and reasonably
priced energy resources. As a significant carbon emitter (Turkey’s per capita carbon
emissions remain well below the regional average, although emissions levels are on the rise)
and ideal ground for solar, wind, hydro, geothermal and hopefully nuclear energy, it is also
set to become a major player on the world’s increasingly important climate change and green
energy stage.
A key transit/terminal hub of both oil and gas to the heavy consumer nations of Europe,
Turkey is a nexus of multiple important pipeline projects and provides access to the
Bosporus Strait and the eastern Mediterranean via the Ceyhan terminal. The country is
geographically located in close proximity to 71.8 percent of the world's proven gas reserves
and 72.7 percent of oil reserves from Russia, the Caspian region and the Gulf and has thus
become the “Silk Road of the 21st century."
Turkey, poor in energy resources and one of the high growth energy markets, also
commands major chokepoints and transit routes for energy shipment. In natural gas, Turkey
is Gazprom’s second largest market in the world after the EU. Despite difficulties in
sustainable supply Turkey is the only market for Iranian gas exports to date. It is the major
outlet for Azerbaijani oil via BTC and gas via TGI Interconnector, South Caucasus Pipeline.
Iraq’s entry to the Mediterranean markets is through Turkey’s Yumurtalik deep-sea port.
Russia plans to send gas beyond Turkey through Blue Stream-II up to Israel under the
Mediterranean.
Turkey is not blessed with its own resources and imports more than 60% of its energy
consumption. The Turkish government predicts that energy needs will increase 10 percent a
year for the next 20 years. Its energy supply security21 is of prime importance to the country’s
sustainable growth and development. Russia plays a critical role in Turkey’s energy supply
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security as it provides around 68 percent of its natural gas supply and 50 percent of crude oil
imports. Azerbaijan has emerged as a key supplier of oil and gas. Iran has the largest
potential if its domestic production can be mobilized. Iraq and Arab peace pipeline coming
from Egypt could also be other potential insurer of Turkey’s energy security.
Turkey’s domestic supplies, particularly in oil and gas, are miniscule. Its own oil and gas
reserves account for only a tiny fraction of its rapidly rising demand. Oil consumption, at 35
percent, accounts for the majority of Turkish energy consumption (675,000 barrels per day bpd) while crude production stood only at 48,000 bpd in 2009, This was followed by natural
gas at 29 percent, coal at 25 percent, hydroelectric and renewable consumption at 11
percent. Nuclear electric energy consumption is for the time being zero – two nuclear power
plants are under consideration with Russian and Korean support.
The expected growth rate in oil consumption is expected to continue at a rate of about 2-3
percent per year. Turkey's oil consumption, 76 million tonnes of oil equivalent in 1998 and
179 Mtoe now, is expected to reach 319 Mtoe by 2020. Turkey's natural gas consumption is
expected to grow rapidly, quadrupling within the next 20 years, with 1,400 bcf gas
consumption projected for 2020.

Russia is currently Turkey's top supplier of oil, followed by Iran and Saudi Arabia, with lesser
volumes supplied by Libya, Iraq, and Syria, among others. Turkey is playing an increasingly
important role in the transit of oil supplies from Russia, the Caspian region, and the Middle
East to Europe. Growing volumes of Russian and Caspian oil are being sent by tanker via
the Bosphorus Straits to Western markets, while a terminal on Turkey's Mediterranean coast
at Ceyhan allows the country to export oil from northern Iraq via a pipeline from Kirkuk and
from Azerbaijan via the Baku-Tbilisi-Ceyhan pipeline22. To ease increasing oil traffic through
the Bosporus Straits, a number of Bosporus bypass options are under consideration in
Bulgaria, Romania, Ukraine and Turkey itself (Samsun-Ceyhan)23.
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While Turkey gets oil from a variety of sources, more than 60 per cent of its gas needs are
met by just one supplier: Gazprom24. At the moment, Turkey is not short of gas. On the
contrary, the long-term contracts that it has signed with Russia, Iran and other suppliers
commit it to buying more than it actually needs. This leaves it potentially liable to pay
penalties for breaching these contracts. So Turkey needs to build infrastructure for storing
gas, for re-exporting surpluses to the EU and, most importantly, to distribute the gas imports
around the country so that factories and households can use it.

The bulk of Turkey's gas imports come from Russia, with Gazprom sending gas to north-west
Turkey via the Balkans as well as to central Turkey via the Blue Stream pipeline that links
Russia to Turkey across the Black Sea. Turkey also imports gas via pipeline from Iran and
Azerbaijan, as well as liquefied natural gas (LNG) supplies under contract with Algeria and
Nigeria.
Turkey is positioned to play an even bigger role linking gas producers in the Caspian and
Middle East to consumers in south-eastern and central Europe with the proposed Nabucco
gas pipeline project and a potential Iranian gas transit deal. The Nabucco project is
geopolitically significant as it will secure access to new gas supplies from new sources in the
Caspian region as well as the Middle East. For this reason it has been regarded as vital for
the EU’s long-term strategy to boost supply security
For Turkey to function as a gas transit state, it must be able to import enough gas to satisfy
both domestic demand and any re-export commitments as well as provide enough pipeline
capacity to transport Caspian and Middle Eastern gas across Turkey to Europe.
A genuine regional powerhouse and energy hub?
By any objective criteria, Turkey is a regional power to reckon with. A country of 780,576
square km, Turkey is almost the size of Germany and France put together. What opponents
of Turkey's EU accession complain most about is that its population is too poor and too big
(at 73 million today and 80 million by 2015), but they are increasingly better educated and
prosperous. If calculated in terms of purchasing power parity Turkey is among the world's top
17th economies, with a GDP size of around $750 billion (the largest in its region and 7th
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largest in Europe), with a total trade volume of $243 billion in 200925 and FDI inflow of $18
billion in 2008 (stock value: $85 billion).
Added to these are Turkey’s huge military power (second largest in NATO after the US and
biggest in its region), world class manufacturing and construction capacity, cultural centre of
attraction and vast tourism potential. These facts imply a medium-size global economic and
military power. Turkey can do much better over the longer term, judging from the
performance of dynamic Asian economies, if it can pursue a "high growth" (i.e. 7-8 percent
per annum) path26 .
Conscious of its unique assets in hand, Turkey pursues a long-term strategy of becoming a
major Eurasian energy hub27. Better connections with supplier countries and energy
consumers do not only increase Turkey’s geopolitical standing, they also bring lucrative
business opportunities in the form of transit fees or through new refineries, LNG terminals
and trading facilities. Another value is to diversify Turkey’s own energy supplies and to reexport any surplus gas it may have.

Yet, whether the Turkish goal of becoming energy bridge along east-west and north-south
axes (and serving not only a transit country but also as an aggregator and center of trade) is
a realistic one remains largely unanswered. True, Turkey is located at the crossroads of
regions possessing three quarters of the world's oil and natural gas reserves – sandwiched
between major centers of energy production and consumption. There appears to be less
focus on what the source of energy and what fuel that will transit through Turkey. Oil is
fungible and could easily find its way to international high value markets once it is loaded on
a tanker. The critical fuel is natural gas.
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If Turkey will become a transit country for Russian gas only, its value will be rather
insignificant. What could elevate Turkey to a critical energy hub is that the gas would
originate from multiple sources such as Russia, Turkmenistan, Iraq and Iran. If Turkey could
offer access to Russian and non-Russian gas supplies to European markets, its role as an
integral part of the European energy structure would be solidified.
In many ways, Turkey already fulfils the role of an energy hub. It does so in oil through the
Bosphorus strait and through several new pipelines that link it to Russia and the Caspian.
Every year, some 10,000 tankers pass through the Bosphorus strait, which connects the
Black Sea with the Mediterranean. Traffic keeps growing rapidly, and today a tanker
maneuvers through these narrow, busy waterways every 20 minutes during daytime.
Although Turkey has spent billions on high-tech navigation systems and other safety
features, maritime experts say that it is only a matter of time before one of them spills its
toxic cargo28.
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Turkey as a regional gas hub?
Perhaps surprisingly, Turkey’s current or potential role in oil transportation is
considerably less important than its current or potential role in gas transit. There is
no doubt that oil pipelines across Turkey do play, and will play, a major role in the
global energy market but their role can best be defined as useful and important
rather than vital. Oil is essentially a fungible commodity; it is more flexibly
transported than gas (notably by sea) and Turkey’s role in this context is one that
concerns the global energy supply system rather than that of the European Union
alone. Gas, however, is a different matter: it is more complex and, in a strictly EU
context, Turkey’s role, both current and potential, is much greater. Some important
connections are already in place:
★ Blue Stream for Russian gas: The ‘Blue Stream’ gas pipeline from Russia
snakes along the bottom of the Black Sea and resurfaces in the Turkish port of
Samsun. Opened in 2003, Blue Stream was due to deliver 10 bcm of gas in 2007,
with its full capacity of 16 billion cubic meters scheduled to be reached this year.
Russia has been exploring the option of doubling Blue Stream’s capacity, to 32
billion cubic meters a year, with the aim of selling the gas on to Europe – and
perhaps forestalling the Nabucco pipeline through which the Europeans want to
import Caspian, Central Asian and perhaps one day Iranian gas without crossing
Russian territory.
★ BTC for Caspian oil and gas: Turkey’s profile as an energy hub rose
considerably with the opening of the Baku-Tbilisi-Ceyhan (BTC) oil pipeline in May
2006. The US had been pushing hard for BTC, as the first pipeline specifically
designed to export Caspian oil without going through Russia. BTC can transport 1
million barrels of oil a day from Azerbaijan via Georgia to the Turkish port of
Ceyhan. Alongside BTC runs the Baku-Tbilisi-Erzurum (or South Caucasus) gas
pipeline through which Turkey imports gas from Azerbaijan.
★ The interconnector to Greece: The recently completed ‘interconnector’
pipeline between Turkey and Greece will for the first time allow the delivery of
Caspian gas to Europe without crossing Russian territory. In its current shape, the
interconnector will transport only limited amounts. But there are ambitious plans to
link it to a mooted Greek-Italian sub-sea line and boost its capacity.
★ Links to Iran and Iraq: Turkey also has smaller pipelines to import oil from Iraq
and gas from Iran, although both have been used only intermittently in recent
years. Limited amounts of gas come from Algeria and Nigeria through an LNG
terminal on Turkey’s Mediterranean coast. And Turkey would like to add Egypt to
the list of its gas suppliers, although it is not yet clear whether this will make
commercial sense. If all the oil and gas pipelines that are currently under
discussion were built, Turkey would see 10 per cent of global oil exports and up to
15 per cent of global pipeline gas deliveries go through its territory.
Sources:
Turkey’s
role
in
European
energy
security,
Katinka
Barysch,
12
December
2007,
http://www.cer.org.uk/pdf/essay_turkey_energy_12dec07.pdf, and The Turkish Gate: Energy transit and security issues,
John Roberts, 1 October 2004, http://www.ceps.eu/book/turkish-gate-energy-transit-and-security-issues
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EU accession and energy linkage
As the EU is concerned over its growing dependence on Russia, Turkey's development as a
European energy hub looks natural, with vast oil and gas reserves lying in the countries to its
east and one of the world's biggest energy markets to its west. It is anticipated that six to
seven per cent of global oil supply will transit Turkey by 201229. Energy policy co-operation
would give Europe a "reliable alternative supply route" and offer Turkey "the opportunity to
prove that it is an indispensable partner" for the EU30. Better connections with both supplier
countries and energy consumers would increase Turkey's geopolitical standing and generate
"lucrative business" such as transit fees as well as new refineries, terminals and trading
facilities.
For its part, Turkey appears to be pursuing a two-pronged energy strategy. First, it seeks to
diversify its own sources of imported fuel. Second, the Turkish strategists see the turning of
their country into an east-west energy corridor as part of a broader plan aimed at enhancing
Ankara’s geopolitical role in the region. Indeed, the main components of the Turkish energy
corridor are the Straits, the Baku-Tbilisi-Ceyhan crude oil pipeline, the Shah-Deniz natural
gas pipeline (Baku-Tbilisi-Erzurum), the Blue Stream, Iraq and Iran pipelines and the TransCaspian/Nabucco Gas Pipeline projects.
Some EU officials say that energy is too pressing an issue to wait for the accession talks to
make progress. They add another argument for decoupling energy from the enlargement
process, namely that Turkey should not be allowed to use its strategic location to get
concessions from the EU. This, they fear, could set a dangerous precedent: once Nabucco
and other energy links are in place, Turkey could try to use them to get ahead in negotiations
with its EU partners in unrelated areas. Such fears are probably overdone. They certainly
should not be used as an argument for not opening the energy chapter. If the EU is serious
about the diversification of its energy supplies, it needs to do its utmost to unblock the
accession talks in this area.
Turkey’s accession to the EU will only make progress if both sides keep reminding
themselves of the benefits that deeper integration and closer co-operation would bring for
both sides. Energy is an area where early gains are available. The fact that Turkey is
negotiating for membership should help, not hinder, progress in this area. The evolving
nature of the EU’s energy policy gives Turkey a great opportunity to make sure that its own
energy policy contributes to Europe’s energy security, without neglecting its own strategic
energy and security interests.
The possibility of Turkey shifting its focus in favour of Russia and the Middle East, as it now
seems to be in the process of doing despite denial by Turkish leaders that there is no change
in the axis of the country's foreign policy, can easily be explained as a kneejerk reaction to
the continuing saga of Turkey’s long-standing application for EU accession. Turkey feels it
has met all the requirements put forward by the EU, but that Brussels keeps moving the goal
posts while the game is underway. Turkish Prime Minister Tayyip Erdogan in fact compared
the EU’s attitude towards Turkey to “changing the rules for the quarterback in a football game
in the 36th minute.”31 In its own region, Turkey is regarded as a regional powerhouse and a
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force to be reckoned with, as opposed to the West where many Turks are fed up of being
treated as the poor man trying to gain entry into an elite club.
Growing (inter)dependency with Russia?
Turkey’s closer association with the EU on energy matters should not come at the expense
of its mutually beneficial partnership with Russia. Over the last decade, some very significant
shifts have taken place in Eurasia’s geopolitical landscape, with Turkey and Russia moving
away from the Cold War era animosity and toward what seems to be ever closer
cooperation. Analysts and politicians in the two countries have advanced the set of
similarities that account for the ongoing rapprochement between Ankara and Moscow.
The Turks and the Russians were perceived as “significant Others” in the process of the
construction of European identity and to this day have remained largely uncertain as to how
they relate to Europe. Once the worst of enemies, involved in 12 wars in three centuries,
Turkey and Russia have suddenly become the best of friends, forging strong bonds to
advance their own economic and geopolitical interests in Eurasia and often turning a blind
eye to the concerns expressed by Brussels and Washington.
It is becoming increasingly evident that Moscow matters to Turks more than ever. Russia has
become Turkey's biggest economic partner, replacing Germany -- trade between the two
countries reached $40 billion in 2009, an eightfold increase in eight years, and is expected to
reach the $100 billion mark in the next four years. Turkish construction firms are omnipresent
all over Russia. Millions of Russian tourists flock to Turkish resorts every year -- 3 million last
year. There are tens of thousands of intermarriages.
The two countries' growing closeness is probably helped by the similarities between Putin
and Erdoğan: Both come from humble origins; both seem ready to bury historical enmities;
and both are seen as strong leaders, firmly entrenched in power for years to come. “If there
is the touch of a Czar in Putin, there is a Sultan in Erdoğan”.
Turkey, conscious of its critically important role as a corridor for energy, has been flexing its
muscles, indicating its growing assertiveness and autonomy as a regional power to be
reckoned with. This is happening at a time when Turkey's accession process is faltering in
the face of opposition from several EU countries. Ties with Washington are yet to be
reconsolidated after a painful Bush era of insensitivities towards Turkey's vital interests.
Russia's energy engagement with Turkey is based on several pillars supporting an overall
“win-win” strategy. The Kremlin tries to capitalize on its energy “weapon” as a source of
comparative advantage in the global system, trying (successfully or unsuccessfully) to
combine the maximum efficiency of a private management with state control of the “critical
industries.” Therefore, Russia is seeking control over the three major elements of the "energy
chain" -- production, transit and processing/distribution -- by supporting the international
expansion of Russian energy companies (i.e., the acquisition of assets and the control of
existing and prospective energy resources) and alliance with other energy producing and
transit states, but also with the national oil companies and international oil companies. It also
supports Russian companies' access to the downstream markets (and mid-stream facilities)
of the energy consuming countries32.
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In July 2008 LUKOil significantly boosted its downstream presence in Turkey by buying a
network of filling stations from Akpet.Russia also wants to play a lead role in Turkey's
lucrative downstream sector, the second pillar of the strategy. Gazprom is keen on bidding
for major city distribution projects and gas-fired power plants, while Rosatom has offered to
move ahead with a Russian-built nuclear power plant.Last but not least, Moscow managed to
get Ankara's permission for its South Stream pipeline to Italy to pass through Turkish waters
in the Black Sea.
As a quid pro quo, Moscow offered to support and supply the Samsun-Ceyhan oil pipeline,
which will connect Turkey's Black Sea port at Samsun and an oil terminal at Ceyhan on
Turkey's Mediterranean coast. The pipeline is designed to ease the traffic going through the
Bosphorus Straits, a bottleneck that handles about 3.7% of the world's oil supply. Gazprom
also affirmed a commitment to expand the existing Blue Stream gas pipeline to Turkey, so
that it may eventually lead across Turkey to Cyprus and Israel.
Turkey is not naive in its assumptions and has learned the game for an effective play on the
crowded chessboard with Russia, EU, US and other major energy powers. Ankara is
confident that it can handle both the challenges and opportunities associated with Russia's
position as an energy power. Russia's importance to Turkey is not new. It has traditionally
been the biggest player in the region and it figures prominently in almost all of Turkey's
energy designs and geopolitical calculations. But Russia's traditional dominance in the region
is being challenged by China and other relative newcomers, primarily the US and the EU.
Russia knows that. A desire to regain some of the influence it has lost has encouraged it to
foster new partnerships, as in the case of Turkey. As energy looms larger in the domestic
and regional calculus of both countries, especially with regard to their European
relationships, the strategic importance of the Turco-Russian rapprochement will undoubtedly
grow stronger.
Eurasia, Middle East and energy linkages
Under the Ottomans, Turkey was actively involved – indeed, was the dominant power – in
the Middle East. Thus in many ways Turkey’s more active policy in the Middle East of late
represents a return to a more traditional pattern of behavior33. The new Turkish foreign policy
vocabulary in the region, according to Ian Lesser, a senior transatlantic fellow at the German
Marshall Fund of the United States34, now sounds very much like that of India, South Africa,
Mexico, China, Indonesia, or Brazil. This kind of posture -- not so much neo-Ottoman as neonon-aligned -- could well be the most important new dimension of Turkish foreign policy over
the next decade, he says. It will shape the way the United States deals with Turkey. And it
will influence and perhaps complicate Europe’s relationship with Turkey as an EU candidate.
“Today’s Turkey brings a lot more foreign policy capacity to the table, but it may not be an
easy fit with Europe’s interest in forging common strategies on key issues, including on Iran
and Russia,” he argues.
Indeed, the region’s geopolitical and energy map is being redrawn. For example, the
inauguration of the Dauletabad-Sarakhs-Khangiran pipeline in January 2010 connecting
Iran's northern Caspian region with Turkmenistan's vast gas field went unnoticed. It followed
Turkmenistan’s commitment of its entire gas exports to China, Russia and Iran in a space of
three weeks, indicating that Ashgabad has no urgent need of the pipelines that the US and
the EU have been advancing westward. The 182-kilometer Turkmen-Iranian pipeline starts
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modestly with the pumping of 8 bcm of Turkmen gas. But its annual capacity is 20 bcm, and
that would meet the energy requirements of Iran's Caspian region and enable Tehran to free
its own gas production in the southern fields for export.
In this new pattern of energy cooperation at the regional level, Russia traditionally takes the
lead, then China and Iran follow the example. Russia, Iran and Turkmenistan hold
respectively the world's largest, second-largest and fourth-largest gas reserves. And China
will be consumer par excellence in this century. Russia does not seem perturbed by China
tapping into Central Asian energy. Europe's need for Russian energy imports has dropped
and Central Asian energy-producing countries are tapping China's market. From the Russian
point of view, China's imports should not deprive it of energy (for its domestic consumption or
exports). Russia has established deep enough presence in the Central Asian and Caspian
energy sector to ensure it faces no energy shortage. What matters most to Russia is that its
dominant role as Europe's No 1 energy provider is not eroded. So long as the Central Asian
countries have no pressing need for new US-backed trans-Caspian pipelines, Russia is
satisfied. Russia is now planning to double its intake of Azerbaijani gas, which further cuts
into the Western efforts to engage Baku as a supplier for Nabucco.
In tandem with Russia, Iran is also emerging as a consumer of Azerbaijani gas. In December
2009, Azerbaijan inked an agreement to deliver gas to Iran through the 1,400km KaziMagomed-Astara pipeline. In addition to Iran's gas contract with Turkmenistan, Tehran
recently offered to buy a 10 percent stake in the second phase of Azerbaijan's Shah-Deniz
gas field for $1.7 billion.
Turkey is not far off in this equation. Tehran claims to have a deal with Ankara to transport
Turkmen gas to Turkey via the existing 2,577km pipeline connecting Tabriz in northwestern
Iran with Ankara35. Iran remains the single most important item on Turkey’s plate and Ankara
is becoming a hub for Iranian efforts to communicate with the West in its attempts to end this
isolation. As a historical adversary of Iran, Turkey indeed has managed to steer a remarkable
course in foreign policy, but faces a host of new challenges to continuing its balancing role in
the region. Iran’s push for nuclear weapons—which analysts fear could prompt such regional
powers as Saudi Arabia, Egypt, and Turkey itself to develop a nuclear deterrent—is a case in
point.
Nevertheless, these economic ties have not quelled Ankara’s anxiety over a nuclear-armed
Iran. Turkey and Brazil brokered a historic deal in Tehran on 17 May 2010 by which Iran
agreed to ship most of its enriched uranium to Turkey to ease the international standoff over
the country’s disputed nuclear program and deflate a US-led push for tougher sanctions. The
US, along with several other Western countries, said, however, that the deal does not really
change many things as Iran will continue to enrich its uranium.
Trade between Iran and Turkey surpassed $10 billion last year. The two countries are
determined to increase it to $30 billion. They also plan to set up a joint industrial zone in a
border area. Energy has been an important driver behind Turkey’s rapprochement with Iran.
Iran is the second largest supplier of natural gas to Turkey behind Russia36. In July 2007,
Turkey and Iran signed a Memorandum of Understanding to transport 30 bn cubic meters of
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Iranian and Turkmen natural gas to Europe37. The deal envisages the construction of two
separate pipelines to ship gas from Iranian and Turkmen gas fields. TPAO has also been
granted licenses to develop three different sections of Iran’s South Pars gas field, which has
estimated total recoverable reserves of 14 trillion cubic meters.
The deal has been sharply criticized by the US, which opposes large investments in Iran’s
energy sector38. Washington is also concerned that the deal could undercut U.S.-Turkish
cooperation to develop Caspian gas resources and construct pipeline infrastructure to
transport these gas resources to Turkey and international markets. Instead of the deal with
Iran, U.S. officials want Turkey to either intensify cooperation with Azerbaijan to transport gas
from the Shah Deniz fields or to import gas from Iraq. The Turkish government, however,
seems determined to go through with the Iranian gas deal, arguing that the country needs to
diversify its sources of supply to avoid becoming over-dependent on one supplier.
Iran exports about 10 billion cubic meters of gas a year to Turkey. Ankara and Tehran signed
$1.5 billion in agreements providing for the joint construction of three 2,000-megawatt
thermal power plants -- two in Iran and one in Turkey, and several hydroelectric plants in Iran
with a total 10,000-megawatt capability. Under terms of the agreement, Ankara will import 3
billion to 6 billion kilowatt hours of electrical energy annually. At present, Iran exports
electricity to Turkey through two transmission lines totaling 250 megawatts. In June 2007
Turkey and Iran signed a memorandum of understanding under which Turkish Petroleum
Corporation (TPAO), Turkey’s state-run company, will operate in Iran and exploit three
natural gas areas in the South Pars region. The company plans to invest $3.5 billion to
operate these fields. Moreover, the two countries will build a 2000-km pipeline between them
to transport Iranian gas to Europe. Turkey also announced readiness to ink the required
agreements on linking Trabzon port to Bandar Abbas39.
Two other visits in October 2009 may serve to more vividly illustrate Turkey’s activist foreign
policy in the Middle East. Prime Minister Erdoğan, accompanied by nine ministers and an
Airbus full of businessmen, visited Baghdad, where he held a joint session with the Iraq
government and signed no fewer than 48 memoranda in the fields of commerce, energy,
water, security, forestry, the environment and so forth. At almost the same time, Foreign
Minister Davutoğlu was in Aleppo, where he signed another 40 agreements with Syrian
Foreign Minister Walid al-Muallim, of which perhaps the most important was the removal of
visas, allowing for a free flow of people across their common border.
Ankara, Erbil and Baghdad, with support from the US and some EU countries, particularly
the UK, have been diligently working on a special plan to put the relationship on a healthy
footing. Energy cooperation remains one of the main drivers behind closer partnership. There
are a number of issues to be resolved like how to phase out the PKK, and the status of the
multi-ethnic Iraqi city of Kirkuk, and energy investment regime and transit routes. On the
other hand, Ankara, Erbil and Baghdad feel that these issues need to be settled and energy
cooperation should be dealt with separately. If the hydrocarbon law is adopted by
government and Parliament, there will be significant exploration and production activity in
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KRG area as well as in Basra and central Iraq. It is vitally important for Turkey to have its fair
share of contracts both in Northern Iraq and in the rest of Iraq.
Prospects and options
What Turkey has been doing systemically since 2002 in this most difficult part of the world is
not a simple drifting away from the West and embracing “rogue” and “anti-Western” nations
at the expense of its historical western vocation. It is also too early to judge Turkey’s multivectored drives as successful. Indeed, far from looking for a life without them, Turkey is
looking for an upgraded relationship with the US and the EU. Clearly, Turkey can hardly
expand its influence without first having a firm footage in the West.
A more promising approach lies in better understanding Turkey’s drivers, needs and priorities
and seeking western alignment for a durable, “win-win” relationship with Ankara as well as
using Turks’ leverage in the broader Middle East, Eurasia and Southeast Europe to find
solutions to protracted problems that the West has thus far failed to address.
Turkey’s respected and non-confrontational rise in that volatile, troubled region that is
increasingly peaceful, with countries cooperating with one another, is good for the West and
the world. This is an exceptional and unique role Turkey could play as a regional “hub,”
rather than a “bridge.” This is what Washington and Brussels should be supporting
wholeheartedly, rather than getting worried about. The signature policy of Turkey’s new selfconfidence is the policy of “zero problems with neighbors.” This marks a revolutionary
change from the “siege mentality” that promoted the paranoiac view that Turkey was
surrounded by enemy countries. One after another initiative has been launched to pave the
ground for the settlement of most historically deep-seated and complex problems.
In terms of energy security, Europe should be aware of the fact that it is indeed competing
with China for Caspian/Central Asian energy supplies and not with Russia. There is little
doubt that Russia's energy overtures to Turkey have a strong geopolitical dimension. It wants
to draw Turkey into a closer strategic alignment with Russia, but, primarily, it is designed to
have an effect on Europe. That effect is both political and specific: it wants Turkish interests
to be so intertwined with Russia's that the EU's southern gas corridor project, Nabucco,
would be less of a threat to Russia.
But while Russia may see closer ties as Turkey as a means of limiting the increase in
Europe's role in the economies of the former Soviet Union, it would be overstatement to say
that Turkey is turning its back on Europe or simply playing the Russia card against the West
in order to strengthen its own hand. For Turkey – and, for that matter, Europe – a closer
Turkish-Russian partnership in energy need not be a zero-sum game. Turkey could provide
both a new and reliable transit corridor capable of transporting both Russian and nonRussian gas to Europe in the event of a supply crisis. Turkey therefore has a chance to turn
this partnership into a win-win proposition. Its co-operation with Russia could benefit it,
Russia and Europe. If so, it could help to allay deep-seated concerns in the RussianEuropean relationship.
Turkey’s rhetoric about being a regional energy hub and stepping up the efforts for transition
to a clean energy economy needs to be effectively turned into tangible actions. How could
this happen?


Alignment of foreign/security and energy policies. The new Turkish interest in the
non-western directions has been the outcome of Turkey starting to ‘read’ its
neighborhood and energy interests through its own lenses, from where it firmly dwells.
Turks are not content to be a simple “bridge” over which energy flows only; they aspire to
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become a regional “hub” extracting greater value for the crisscrossing oil, gas pipelines
and power interconnections, and turn this role to foreign/security policy gains. Our
external energy outreach starts from China’s north-west province of Xinjiang-Uyghur
Autonomous Region and extends to the North African tip of the Mediterranean, as well as
from the Straits of Hormus all the way to the Arctic where 22 percent of the world’s oil
and gas reserves are located. As the virtual boundaries have been removed Turkey is
now facing the East, the North and the South directly. Those who define Turkey’s will to
be part of the solution to the problems of the East with its self-formulated prescriptions as
a ‘shift of axis in foreign policy’ are falling into the grave mistake of trying to read Turkey
based on its erstwhile habits. Both in foreign and security policy and in energy equations.


Moving away from energy-intensive towards smarter, cleaner industries. We all
face a stark choice with the BP oil disaster continuing to bleed fossil fuel from the ocean
floor, destroying the ecology and the economy of the entire Gulf of Mexico region. Are we
going to support some of the most effective policy that has yet been deployed for
transitioning Turkish business and industry to a clean energy future and away from the
dangers of fossil fuel, or will we walk away from the green shoots of this economic
recovery to let other nations lead in the coming low-carbon economy? What areas of
renewables and alternative fules can we focus and aim to be the leading player on the
world stage?



Making important strategic investments in clean energy. We should extend funding
for short-term financing programs, which are proving their worth by jump-starting the
development and construction of clean energy projects. The need to incentivize private
capital flow into clean energy development is greater than ever and will become more
urgent with time. Financing mechanisms and incentives will evolve as the market demand
for clean energy evolves. Exchanging investment risk for upfront cash grants to cover 30
percent of the clean energy project costs makes investing in the development of clean
energy projects attractive to investors and is the right boost for the nascent clean energy
industry. These short-term financing mechanisms that encourage private capital flow into
clean energy must be complemented by policy to enhance domestic manufacturing
capacity and productivity. Building a clean energy industry in Turkey does not only mean
more electricity from clean, renewable sources. It also means more high-paying jobs in
every region of the country, because clean energy will require us to get to work producing
and assembling new technologies on a mass scale.



Energy efficiency improvements are the best energy security investment. We
should retool Turkish industry progressively to compete in a low-carbon economy and
move away from energy-intensive and “dirty” sectors such as iron-steel mills, cement,
fertiliser and aliminium. We should be able to adopt a specific target to reduce the energy
intensity of our economy by at least 2.5 per cent a year. We need to increase the
effectiveness of our capacity to implement robust policies, market-based mechanisms,
business models, investment tools and regulations with regard to energy use,m and
recognise that improvements in energy efficiency remain one of the most effective means
of both cutting carbon emissions and improving access to energy. As the EU proposes
tighter emissions caps and auctioning of allowances in Phase III of the EU ETS, energy
Intensive Industries must demonstrate their level of exposure to external competition in
order to qualify for protection and avoid carbon leakage.



Creating our own, internationally competitive “energy champions”. Turkey should
re-energise its companies (on their own and in public-private partnership mode), its public
energy policy management and external outreach to serve the ultimate goal of making
Turkey a regional energy powerhouse in every sense of the word. There is a pressing
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need to, without further delay, create its own regional energy champions to operate both
at home and in neighboring regions. Turkey needs to support the emergence of
internationally competitive, corporatized, staffed and financed international oil companies
in the style of Petronas, Petrobras, or ENI. TPAO and Botas should possibly be merged
(by being cleaned of the old viruses that inflict their bodies) under a new corporate
identity. Turks are much better placed than most international oil companies to operate
in Russia and other countries in the region because of the close political ties at the
highest level, and because they know better the key drivers and the business culture in
these geographies.


Hammering out an integrated energy management and vision. Last but no least, we
should see Turkey’s energy policy as a sub-set of wider government vision
encompassing industrial, competition, tax, envrionment, foreign and security, and
trade/investment policies. Management structures must be streamlined and made more
effective and responsive to the needs of the energy economy, finance and geopolitics.
The human capital too must be enriched as at the end of the day everything boils down to
the quality of our people who can invent new energy technologies and fuels, manage
complex policies, and engage with the external world.

