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Political Priorities and
Economic Interests In

Russian—Latvian Relations

Andris Spruds

[Abstract] The paper focuses on interaction of political and economic aspects in Russian-
Latvian relations. During the most of the 1990°s, the relationship was dominated by the «conflict
manifestation,» which could be witnessed during the protracted Russian troop withdrawal and
mutually irreconcilable positioning over NATO expansion and status of Russian-speaking
population. However, in the context of EU enlargement and «economisation» of Russian foreign
policy, economic factors may play an increasingly important role in Russian-Latvian relations. It
ispossible to discover acomplex web of links and economic interdependence between economic
actorsin both Russiaand Latvia. This especially refers to transit as Latvian ports remain among
the major routes of Russian exports, primarily oil, to Western Europe. Yet, certain interests of
particular economic groupsin Russia aswell as economic and political priorities of Russian
government generally, inthe region and domestically will have influence, not necessarily
favourable, on further development of this economic interdependence.



POLITICAL PRIORITIESAND ECONOMIC INTERESTSIN RUSS AN—
LATVIAN RELATIONS

Introduction

The interaction of politicd and economic aspects influences a dat€s domestic policies,
its behaviour on the internationd dage and rdaions with other countries. Economic co-
operaion and conflict can drengthen and improve or, on the contrary, wesken and
aggravate interdate reaions edablished in the politicd doman. The economic factor
epecidly may play an important role in rdaions that might be chaacterised as
politically drained and unfriendly, such as those between Russa and Latvia during the
last decade. After the bresk-up of the Soviet Union Russa sought to establish a patron-
cient rdationship with its former territories, incdluding the Bdtic dates. The success of
this politicd project was subgtantidly influenced by the degree of economic dependence
of the new dates on ther former centre. Economic dependence, described by Keohane
and Nye as “a date of being determined or dgnificantly affected by externd forces”
provides leverage for the stronger state to manipulate with and, if necessary, impose costs
on the dlient sate. Economic interdependence, which “refers to dStudions characterised
by reciprocd effects among countries or among actors in different countries’, provides
mutud reciprocity and might contribute to looking for means to ease politicd tensons
between the paties Thus, economic interdependence can be beneficid to respecting each
other politicdly and aspiring to improve those rddions. However, tense politica
relations may aso promote apiration to intentionally reduce economic interdependence.!

Hence, andysng Russa_avian redions, it is necessry to reved what are the
Russan politicad priorities regarding Lavia, what is the degree of the latter's economic
dependence on or indegpendence from Russa, and what is the intengty and scope of
mutud interes in economic cooperaion and trade. It is dso important to pose the
question of how economic reations are influenced by, interact with, and, eventudly,
shape the politicd relations

The fird section of the pgper outlines the dynamic and mgor problems in
RussatlLavian rdaions by 2001. The two subsequent parts highlignt generd
tendencies in Russatlatvian economic relaions and reved the role trandt issues play
in promoting the networks of mutud interdependence. The two following sections shed
light on how politicd and economic intereds interact in Russa, paticulaly with respect
to the Bdtic countries including Latvia The find pat of the pgper andyses the paliticd
and economic rationde behind and implications of the new Russan trandt project with a
progoective ol termind in the Finnish Gulf.

Russian—L atvian relations. from geopolitics to geo-economics

Russas support was essentid for Lavia and other Bdtic republics to obtan
independence and internationd recognition in 1991. Yet, the tacticd partnership came to
an end immediatdy &fter the nationd leaders ensured dominant postions in  ther
respective countries. Actualy, after Russa assumed the datus of the lega successor of

! Keohane, Robert O., Nye, Joseph, Power and Independence: World Politicsin Transition (Boston: Little,
Brown and Company, 1977), 8; Cichock, Mark A., “Interdependence and Manipulation in the Russian—
Baltic Relationship: 1993-97” inJournal of Baltic Studies No.2 (1999), 89-90.
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the Soviet Union, Russa and the Bdtic dates, now as sovereign countries, had to resolve
dl thoe dissgreements and problems that exiged between the imperid centre and its
periphery.

The Russan troop withdrawd from Latvia, Edonia and Lithuania sood as an
immediate security problem, the solution of which was of an inordinae symbolic
importance for Bdtic independence. Although the Russan and Latvian governments in
February 1992 agreed to address and <Htle the issue of Russan troop withdrawd, the
process was soon intermingled with and complicated by other factors. The governments
largely drove to edablish a new identity, and to manifex and legitimise nationd
agirations and concerns interndtiondly. Russa required of the Latvian as wel as
Edonian governments that citizenship be granted to dl resdents living in these Bdtic
countries. The Russan military sought to retan military bases on the teritory of the
Bdtic countries and paticulaly the Skrunda ealy-waning radar dte in Lavia
Concomitantly, Lavia repestedly rgected to link troop withdrawva with other issues and
gopeded to the intenaiond community for asssance to ed the “protracted
occupation”.  Eventudly, after prolonged discussons and  active  involvement  of
international  organisations and Western countries, Russa withdrew its armed forces from
Lithuania by 31 August 1993 and from Latvia and Edonia by 31 Augugt 1994. According
to the agreements, which Latvia Sgned with Russa on 30 April 1994, Russa was entitled
to use the Skrunda radar inddlation until 31 August 1998 with subsequent dismantling
completed by 29 February 2000.

To Nel Mdvin the withdravd of the troops was a dgn that the Russan
government once more recognised the independence of Lavia, Estonia and Lithuania®
Yd, the period between 1991 and 1994 hed reveded the disparity of power and problems
left by the Soviet legacy as well as had a stbdtantid formdive influence on the future
relations between Russa and Latvia Russa srengthened perceptions in Latvia that it had
retained imperidigic ambitions on various occasons, aove dl by its activites and
officid statements with respect to the socdled “near abroad”.* The Russan Foreign
Policy Concept, published in January 1993, drongly dressed the importance  of
geopalitical dictates. The Concept clearly located the post-Soviet space within Russas
zone of interess by cdling for more adtive promoation of integration and inadmisshbility
of foreign powers in the region®> The Militay Doctrine, adopted in November 1993,
indicated that Russa would reserve the right to use military force if the rights of Russan
dtizens in other countries were violated, military faclities locaied abroad atacked or
militay blocs harmful to Russian security interests expanded.® During discussons on the
Russan Militay Doctrine in May 1992, the Chief of the Russan Militay Academy,
Gengd Igor Rodionov, announced that the Bdtic countries must reman neutra or

2 Bungs, Dzintra, “ Russia Agreesto Withdraw Troops from Latvia” in RFE/RL Research Report, No.22, 3
June 1994.

% Melvin, Neil, Russians beyond Russia: The Politics of National |dentity (London: Books International

I ncorporated, 1995), 93.

* Russian Forei gn Minister Andrei Kozyrev in his official statement, which was published in I1zvestiiaon 2
January 1992, used the term “near abroad” for the first time. He referred to the neighbouring countries of
Russia as “ something that could probably be called the “ near abroad””.

® FBISReport: Central Eurasia. Foreign Policy Concept of the Russian Federation, 25 March 1993, 4-6.
® Rossiiskie Vesti, 18 November 1993.



fiendy to Russa, or otherwise anticipate use of military force by Russa’ This was a
reveding reminder, egpecidly for the Bdtic countries, of aspiraions within the Russan
politica dite to establish patron—client relaions with the former Soviet republics

During the initid period of rdaionship Russa and Lavia dongdde Edtonia and
Lithuania tended to avoid tackling the common problems in bilaterd rdaions, ingead
aopeding to internationd organisations and other dtates to achieve the respective foreign
policy gods. Knudsen and Neumann have termed this policy “conflict manifestation”, the
implicit drategic god of which has been to atract the atention of and obtan support
from other daes by expressng explictly security concens and interests on the
internationa level.2 This approach largdy semmed from and a the same time underlined
and drengthened the Latvian aspirations to fully integraie with Western indtitutions,
which had become one of the mgor priorities of the Latvia s *“return to Europe’.

In the mid-1990s Lavia submitted its gpplications for membership of the
European Union and NATO. Paticulaly, the dynamics of NATO enlargement,
complemented by the disputed datus of the Russangpesking population, now became a
dgnificant factor in Russan-Lavian reations. Russds assative and vigorous objections
to a potentid NATO enlargement sharpened and contributed to the Latvian security and
insecurity notions, with Russa being podted as a source of the later. At the same time,
Lavia could utilise the Russan rhetoric as a foreign policy ingrument in order to dtract
internationd  atention, promote the quest for security and judify domedtic and externd
polices in generd. However, the Lavian leadership eventudly reduced the previoudy
extengvey invoked higoricd and mora symbolism and demondrated willingness for a
more cooperative gpproach with respect to Russa in order to press forward with the
progoective EU and NATO membership. Following Edonia, Lavia in 1997 cessed to
inds on Russan acknowledgement of the 1920 peace treaty and consequently withdrew
its demands for return of the gppropriated eastern Latvian territories. By 1997 the Russian
leadership adso became increesingly aware of the importance of avoiding actions that
might be interpreted as thrests to the Bdtic dates The “conflict manifestation” was
gradudly supplemented by what can be labelled as a manifestation of didogue.

In Februay 1997 the Russan Preddent sgned a document on the long-term
draegy of Russa towads the Bdtic countries, the objective of which was “the full
redisation of the potentid friendliness between Russa and the Bdtic dates [and]... the
esablishment of a constructive mode of rdations’.® The adoption of the officid “Baltic
policy” indicated a certain shift from a reactive to a more active policy. The drategy, on
the one hand, once more dealy expresssd Russas objections to Bdtic NATO
membership. On the other hand, it dso reveded Russas readiness to embark on a more
subtle policy by combining economic levers and the issue of the Russan-spesking
populetion to influence the rdations with and the Stuaion within the Bdtic dates Russa
proposed confidence-building messures and unilateral  security guarantees to the Badltic
dates. Although the governments of the Bdtic dates flally rgected the guarantees
judtifidbly conddered as a response to the prospective US-Bdtic Chater and primaily

" Brusstar, James H., “A Challenge for American Policies. Russian Vital Interests’ in Strategic Forum
No.6 (1994).

8 Knudsen, Olav F., Neumann, Iver, Subregional Security Cooperation in the Baltic Sea Area, Research
Report no. 189 (Odo: NUPI, 1995), 13.

° ITAR-TASS, 11 February 1997.



amed a the internationd audiences, Russa continued to follow the recently adopted
subtler foreign policy towards the Bdtic dates. This policy dso became gradudly
“economised” as was reveded by the tengons in Russan-Latvian rdaionsin 1998.

The 1998 default of the Russan economy further underlined and contributed to
the importance of the economic factors!® The new Russan Security and Foreign Policy
Concepts, endorsed during the leadership of Vladimir Putin in 2000, have reveded an
“economisation” of Russan foregn policy, thereby reflecting a shift from an explicit
geopdlitical thinking towards a more geoeconomic approach.’! Russa is increasingly
interested in the European Union enlargement issues, especidly such aspects as trangt,
the datus of the Kdiningrad region, invesments and access to the markets. As far as
Latvia and other Bdtic daes are concarned, Russa seeks to ensure favourable conditions
for Russan busness to support Russan companies postions in drategicdly important
branches, such as the energy and trangt sectors, and to promote the fulfilment of specific
Russan economic interests.

Economic reations between Russa and Latvia: shifting and enduring patterns

In the former Soviet Union, the economies of the republics were closdy connected with
eech other through links that were firmly controlled by Moscow. Having abandoned the
centraly planned economy after the dissolution of the Soviet Union, the Bdtic countries
and Russa devdoped new modes of production and trade. Latvia dongdde Egtonia and
Lithuania was reorientating links of indudrid and agriculturd production and trade
away from the pod-Soviet space. Both politicd raionde and economic necessties
initiated this reorientation of economy. Lavia was pdliticaly indined to weeken any
links with the former empire in order to srengthen newly obtained independence and
consequently  shape the new identity of the dtate, and develop a Western orientation.
Economicdly, many indudrid edablishments previoudy dosdy connected with the
Soviet production sysem and make became insolvet. The enteprisss and growing
number of private producers looked for more profitable Western markets This dtuation
determined that patterns of Latvids trade with Russa and other former Soviet republics
shifted dramaticdly snce the bresk-up of the USSR, In 1991, 96.8% and 87.2% of
Lavias export and import, respectivdly, was rdaed to the former Soviet Union with
Russia making up the largest share!® In 1992, Russia's share of the Latvian trade balance
decressed to 26% and 28%, repectivdy, in Lavids export and import. The initid
subgtantial decline was followed by a gradud decrease in the ensuing years. The 1998
economic criss in Russa and tensons in Russant-Lavian rdations had a further impact

19 Both official representatives and think tanks already expressed recognition of the strong significance of
economics before. For example, Boris Berezovski, becoming a CI S executive secretary on 29 April 1998,
stated that, “ Private capital isthe only force capable of strengthening the CIS”. See ITARTASS, 29 April
1998.

1 Edward N. Luttwak, in his article “From Geopolitics to Geo-Economics. Logic of Conflict, Grammar of
Commerce”, first published in The National Interest in 1990, described “geo-economics’ as “the admixture
of the logic of conflict with the methods of commerce”. The term aso finds increasingly frequent
expression and interpretation in Russian political science discipline. As Lapkin and Pantin have pointed
out, geo-economics are about “economisation of politics” and “politicisation of economics’. See Lapkin,
Vladimir, Vladimir Pantin, “Geoekonomicheskaya politika: predmet i ponatiya (K postanovke problemi)”
in Polis, no.4 (1999), 48.

12 | atvijas Statistikas Gadagramata 1991 ( Riga: Avots, 1992), 49.
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on reducing trade between Latvia and Russa In 1999, Lavids exports to Russa and
other CIS ocountries dedined by 40% compared to 1998, with the mogt ggnificant
decrease in exports of machine building and food products™® Although after stabilisation
of Russan economy Lavian imports from Russa increesed in 2000, the volume and
share of Latvian export commodities to Russia decreased even further.

Table 1. Latvia strade balance with Russia (thousand Lats* and share in external trade balance)

1992 1993 1994 1995 1996 1997 1998 1999 2000
Export 148,737 | 200,105 | 155,719 | 174,400 | 181,603 | 203,587 | 129,007 | 66,412 47,300
% 26 29.6 28 25 23 21 12 6.6 4.2
Import 150,825 | 181,941 | 164,178 | 208,300 | 258,416 | 246,946 | 221,290 | 180,971 224,50
% 28 28.5 24 22 20 16 12 10.5 11.6

* 1 Latsisapproximately 1.7 USD
Sources: Latvian Ministry of Economy, Central Statistical Bureau

However, as this table to some extent dready reveds, the focus on decreese of
Russas share in the Latvian externd trade bdance obscures certan specifics of the
gtuation. The Wesern countries done could not provide makets for dl Latvian export
products, especidly agriculturd products. Under these conditions, the markets of the
former Soviet republics and, primarily, Russa dill continue to be important for Bdtic
producers. After the recovery from the 1998 economic criss Russas share in Latvian
export has increased both proportionately (from 10% in 1999 to 11.6% in 2000) and in
vaue (by 24%). Whereas the Latvian share in Russan trade baance is rather amal,
accounting for 1-2%, Russa is 4ill a second largest trading partner of Latvia after
Germany with 9% of the totd foreign trade turnover.® Despite a deterioraing trade
baance with Russa, Lavia largely depends on import of Russan energy resources. More
than 50% of Russan export to Lavia congsts of energy resources (naturd gas,
dectricity, fuel) and Russian natural gas accounts for 25% of Latvia's energy supply.'®

Thus dthough on the whole Lavia has successfully adapted its economy to
Wedern makets, Russa remains raher important for the Lavian economy in terms of
access for some Lavian goods, especidly food products and textiles, to Russan markets
and, mog importantly, by providing energy resources A cetan linkage between the
Latvian and Russan economies was reveded by thel998 economic crisis in Russa tha
had a rather damaging impact on the Lavian economy in terms of reduced production,
decreasing trade profits and increesng unemployment. Additiondly, financid dameges
to Latvian banks and a reduction of foreign invesment contributed to a subgtantial dow-
down in Lavian economy immediady after the criss'® Interet in economic and
politicdl developments in the neighbouring countries, however, exigs mutudly. This can
be discerned by analyss of trangit issues.

TheLatvian transt corridor and inter dependence
The Lavian ports have higoricdly played a congderable role in Russan trade. Already
in 1913, the Latvian ports Riga Liegpga and Ventspils accounted for 24.5% of Russan

13 Economic Development of Latvia. Report by Latvian Ministry of Economy (Riga, December 2000), 30.
4 Economic Development, 32.

15 Energy Overview of Latvia, (2000), at www.eia.doe.gov
16 L atvijas Vestnesis, 19 January 1999.



foreign trade turnover. During the Soviet time the infragtructure was developed further,
drengthening links between the Russan centrd regions and Bdtic segports, among
which the Ventspils port became an absolute leader in transhipment of freight. In the
record-sgtting year 1983, the port shipped 38,196,000 tons of cargo, induding 34,318,200
tons of crude oil and oil products. After the bresk-up of the Soviet Union, a reduction of
the freight amount conveyed through the Bdtic Sea occurred, caused by disruption in
transmissons among former republics and a considerable drop in production in Russial’
Nevertheess, the Bdtic ports retaned an extensve amount in Russan maitime trade
transhipments, which proportionatdly even incressed from 35% in 1990 to 45% in 1997.*%
The Lavian ports Riga Liepga and eppecidly Ventspils play an importat role in
Russa s export of minerds, chemicds, metds and especidly ail products.

Table2. Theturnover of Eastern Baltic ports (million tons).

Seaports 1993 | 1994 | 1995 | 1996 1997 1998 | 1999 2000
Ventspils 224 1277 29.6 35.7 36.2 36.0 34.1 34.7
Riga 4.7 5.9 7.4 7.4 115 13.3 120 13.3
Liepga 0.5 11 14 1.6 2.3 2.3 2.3 2.9
Tdlin 125 [120 13.0 14.0 171 214 26.5 29.3
Klaipeda 159 [145 12.7 14.8 16.1 15.0 15.7 19.3
St Petersburg | 10.0 | 14.0 171 16.0 20.6 216 28.2 324
Kainingrad | 3.8 2.5 4.6 5.4 5.9 4.4 4.1 4.3
Helsinki 8.2 9.7 9.3 N/a N/a 109

Source: Klaipeda port services

Lavia is the leading Bdtic date in trandt of Russan oil, which accounts for
aound 60% of dl trandt through Lavia Ventspils port, which is the twdfth largest port
in Europe and the mogt modern oil export port in the Bdtics, is a leader in trangt of
Russan crude oil and oil products Annudly 13-15% of dl Russan oil and about 30 %
of Russan ol exported to the West (mosly Finland, Germany, the Nethelands Great
Britain, Belgium) has been trangported through Ventspils Ventspils port has been only
second after the Novorogisk port in terms of trangported volumes of Russan crude ol
and ol products In 1998, dmog 500 bards of cude ol and oil products were
transported per day through Ventspils.

Other Latvian ports, such as Riga and Liepga, have seen an increese of the
amount of transported Russan oil as wdl as other Russan products. Latvia has profited
subgantidly from the oil trangt. In 1997, for example, trangt of Russan oil products
gave dmogt 160 million USD profit to the country.’® As an estimated one-forth to one-
fifth of Lavias GDP has been linked directly to trangt and the related branches of the
economy, Latvia has a drong interes in retaining and expanding the trangt through its
territory.?° It is adso not surprising that Latvian ports and infrastructure atract the largest

7 For instance, oil production in Russia has decreased from 461 million tonsin 1991 to 305 million tonsin
1999.

18 Nyberg, Rene, “A Study in Interdependency. Russian transport needs and economic development in the
Baltic Seaarea” in Kungl Krigsvetenskapsakademiens Handlingar och Tidskrift, No.6 (1997), 142.

19 Dienas Bizness, 13 February 1998.

20 For example, in the year 2000, approximately 80% of shipments by the state-owned Latvian railways
company Latvijas Dzel zcel swere transit shipments; about 50% (17.69 million tons out of 36.41 million
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pat of dae and private invesments. Additiondly, invetment sources are sought for
large devdopment projects such as the Western Pipdine System that ams to increase the
flow of ail to Ventspils port. The port has a capacity to operate 500,000 barres of crude
ol per day. The current pipdine sysem dretching from Polotsk to Ventspils provides
320,000 bards per day. A subgtantid portion of oil products has been ddivered to the
Ventspils port by ralway. With the ever-increesing qudity and capacity of the Ventspils
port fecilities the intention is to increese crude oil trangt through Ventspils. For this
purpose, in Februay 1998 severd mgor Lavian oil trandt companies, induding the
larges one, Ventspils Nafta, founded a joint gock company in order to implement the
Wedern Pipdine Sysdem project. The man god of this project is to condruct an
additiond pipdine next to the dready exiding one, extending from Polotsk (Bearus) to
Ventspils in order to increese the flows by 360,000 bares per day by the year 2005.
According to the Lavian assessments, implementation of the project would not reduce
the ail flow to other exiging and prospective ports on the Bdtic eastern coast as by the
year 2020 a condderably increesed consumption of oil products in Europe is expected
and extra Russan oil ddiveries needed. The edtimated codsts of the project would be
goproximatdly $500 million and Russan companies are envissged to be among potentiad
investors and expected to contribute around 40% of the totd project financing?* The
investors would aso be provided with an opportunity to become shareholders of
Ventspils Nafta. However, soon after the announcement of the project, its execution and
the whole Bdtic trangt problemaique were complicated by politicd tendon between
Russa and Latvia economic disagreements increesing competition between the Bdtic
ports as wdl as the intention of the Russan government to develop own trandt routes and
fedlities

These emerging problems in further drengthening trangt links however, cannot
conced the fact that Russan and Bdtic, paticulaly Latvian, transport and energy
infragtructures are firmly interlocked and mutud interest in co-operdtion remains. The
trandt through Latvia has been beneficid for the Latvian economy and it has been
important and reliable for Russa as export of crude oil and oil products is one of the mogt
vauable sources of profit for the Russan date Thus, it is possble to discern a rather
ramified and complex web of interdependence between trangt-rdlated economic actors in
both Latviaand Russa

Russian economic interest groups and transit

Although recently the Russan Presdent Vladimir Putin has aspired to centrdise Russan
fordgn and domedic policy, an absolute consolidation, let done consensus, would be
difficult to obtain. The economic interests of various regions and interest groups have a
ubgtantid impact on domestic and foreign polices especidly concarning decisons on
specific  economic  issues?® The interets of the energy sector companies, which

tons) were oil and oil products mostly shipped to ports. The profits of the company have been estimated to
around 2 million lats; Dienas Bizness, 9 January 2001. It should be noted that Latvijas Dzel zcels is the
largest employer in Latvia.

21 As other potential investors are envisaged Latvian companies with 20% of the project expenses, Western,
Belorussian and Kazakh companies as well as the European Bank for Reconstruction and Development that
would contribute 10% each; Western Pipeline System’ swebsite: www.rcs.v.

22 McFaul, Michael, “A Precarious Peace. Domestic Politics in the Making of Russian Foreign Policy” in
International Security; Vol. 22, No.3 (Winter 1997/98), 5-35.
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contribute dgnificantly to the date revenues, interndiond Sanding and domedtic socid
ability, are wel expressed and supported among the Russan paliticd leedership. The
economic and political weight of the oil and gas companies can be assessad agang the
background that this sector generates 25% of the state’s indudtrid production, 38% of the
budget revenues and more then 50% of the overdl vaue of exports?® As Alex Pravda has
indicated, the immense foreign currency income provided energy sector companies with
“an enormous seke in and considerable influence over externd economic policy” 24 The
enegy companies in genera ae supportive of internationd co-operaion with  both
Western countries, which guarantee the markets, and neighbouring states, which provide
the transit routes to these markets?®

Russan ol companies, such as Lukoil, Yukos and Onako, are interested in
ensuring a dable trangt corridor through the Bdtic ports, paticulaly Lavia Lukoil,
which has amhitious plans for a consderable economic expanson outsde of Russa
paticularly in the East European countries, owns and operaes gas sarvice dations and
other facilities in the Bdtic dates. The company, which has been contemplating further
invetments, has conddered involvement in the Wesen Pipdine Sysem project by
invesing $125 million in return for obtaining 25% of the Ventspils Nafta shares and 40%
of pipding's company shares®® The two largest Russian oil companies, Lukoil and Yukos,
have shown adso a drong interest in invesing in the other two Bdtic countries, Edtonia
and Lithuania Transneft-Produkt, the Russan date-owned oil trangportation company,
has invesed $61.8 million and possesses 34% of the capitd shares of the Laviar-
Russan joint venture Latrostrans that supervises a pipdine sysem in Lavia The
Russan gas giant Gazpromand Itera, dlegedly associated to Gazorom, own 15% and 9%
of Latvijas Gaze shares, repectively, and atempt to increase their share. Gazprom has
inveted more then $15 million in Latvijas Gaze. Other Russan companies aso reved
interest in investing in the progpective European Union country. It is edimated that
goproximately 100 Russan companies are paticipaing in budness activities in Latvia,
by condituting 69% of the cumulaive foreign direct invesment?’ Furthermore, a
condderable number of the Russan regions have dso edablished economic cooperation
with Latvia®® Although this underlines the strong interest of Russian economic actors to
develop economic rddions with Lavia, and the Bdtic countries in generd, economic
interests dso exig that are willing to reduce further cooperation. Moreover, the Sate has
its own foreign and domestic economic and political interests that might diverge from
other economic intereds. The 1998 crigs in RussanlLavian redions has reveded

23 |_ane, David (ed.), The Political Economy of Russian Oil (Lanham: Rowman & Littlefield Publishers,
1999), 2.
2 M?’;\Icolm, Neil, Alex Pravda, Roy Allison and Margot Light, Internal Factorsin Russian Foreign Policy
£SOxford: Oxford University Press, 1996), 183.

Business Elites and Russian Foreign Policy. Russia Beyond 2000, The Finnish Institute of International
Affairs, Report No. 5 (2000), 14-17.
26 Nezavisimaja Gazeta, 17 February 1999.
27 Economic Report, 50.
%8 The economic cooperation agreements have been signed between Latvia and the Republics of Sakha,
Mari El, Chuvashiia, Karelia, Baskortostan, and the administrations of Omsk and Moscow regions. An
intensive trade and interaction take place between L atvia and the bordering region of the Russian
Federation, Pskov region.



controversy regarding interaction between politicd motivation and diverging economic
and politicd interests

The 1998 crissin Russan-L atvian relations

Controversy regarding interaction between politicd motivation and diverging  economic
interests was reveded dready before 1998 as Russa tried to use economic leverage
sverd times to influence palitics in the Bdtic daes induding Lavia In 1992, in the
mids of dispute over Russan troop withdrawa and protection of the Russan spesking
population in Lavia Russan offidds were threstening to cut oil deliveries. Eventudly,
the Russan government abandoned energy ddiveries & lower cods to the Bdtic dates
and Ukrane demanding payment in had currency. Lavia in its turn, implemented
countermeasures by increesing the trandt fee for the pipdine running to Ventspils port.
Both countries suffered losses of severd ten million dollars, thus proving existing
interdependence and reveding the limits of Russan economic sanctions agangt Lavia®
The lack of dterndive oil trangportation routes diminished any intentions to cut off ail
export through Lavia In July 1996, the Russan Duma passed a resolution inviting the
Presdent to introduce economic sanctions agang Lavia and Edonia for their violation
of human rights with respect to the Russan speaking population. Notwithganding harsh
rhetoric, economic sanctions did not come to redisation. Rather quite the opposte, the
years 1996 and 1997 demondirated an increase in trade and trangt volumes.

The most conspicuous and drict demands to impose economic sanctions againgt
Laivia followed the Lavian police dispes of the modly Russanspesking
demondrators in Riga in March 1998. A wide spectrum of Russan politicd parties and
politicians cdled for economic sanctions agang Lavia Moscow Mgor Yurii Luzhkov,
who fiercely cadtigated the Latvian government and compared the regime in Latvia to Pol
Pot's Cambodia, promoted a boycott of Lavian goods in Moscow. To a cetan extent,
the Russan government followed suit. On 1 July 1998, Russa abandoned preferentid
taiffs on dl ralway shipments of goods from and to Lavia The Russan government
d0 cancded the envissged medtings of the intergovernmentad commisson for trade and
economic cooperdtion that was negotiating, among other issues, the agreement on the
border demarcation between Russa and Latvia, which has been important for the latter in
its EU and NATO membership quest. However, the Russan leadership did not support
the law projects cdling for wider economic sanctions that were prgposed and supported
by the Russan State Dumain May and November 1999,

Severd factors contributed to the 1998 crigs. It underlined the continuous trend
that economic sanctions might be used to didract popular atention from domestic
problems and foregn policy dravbacks as wdl a to gan politicd asss
Notwithstanding officid rhetoric, it aso reveded a drong economic raionde in goplying
politicd and economic pressure. Alongsde Luzhkov, the governors of other regions such
as Primorie, Yarodavl and Saratov regions, were among the most vigorous supporters of
a boycott of Latvian goods and even cessation of diplomatic rdations with Latvia Behind
paliticdly and mordly motivated declaations in support of the Russansesking
population in Latvia, it was possble to discern the economic interests these regions have
in dteing economic reaions with the Bdtic country. Regiond lobbying was implict in

29 Kramer, John H., “*Energy Shock’ From Russia Jolts Baltic States” in RFE/RL Research Report, 23
April 1993, 41-49.



the aggressve dance againg Latvia taken by Primorsk governor Yevgenii Nazdratenko,
who hggl been advocating the use of Far Eagt ports rather than Latvian ones for Russan
export.

Although Russan gas and ol companies generdly support cooperdive rdations,
they can dso temporarily resort to confrontationd tools and economic pressure in order
to achieve economic oconcessons. In 1998 Russan companies expressed ther
dissppointment with dlegedly high transhipment tariffs as wel as a rgection by Lavians
to let the Russan companies obtan a controlling share in the mgor transport company,
Ventspils Nafta, which motivated the Russan oil companies to resort to a certain pressure
on Lavia However, the paliticd crigs in Russan-Lavian rdaions in 1998, the support
of the Russan companies in defending the rights of the Russartspesking populdion in
Lavia and recommendations to cut down oil export through Latvia did not cause mgor
disuptions in the trangt flow. At the end of 1998 and the beginning of 1999, in order to
compenste for low oil prices Russan companies had to utilise export routes a full
cgpacity. Russa reduced condderably its oil export through Ventspils port only in the
second hdf of 1999, when this became possble due to the growth in oil prices on the
world and domestic markets, and dso because of the agppearance of dternative routes,
such as the Butinge ol temind in Lithuania The temporary reduction of oil exports
remained among a few concrete actions teken againg Lavia® The importance of
economic interests largely explaned why Russa resorted to economic pressure as wel as
reveded the limits of this pressure and accounted for the Russan government's
reluctance to support dl-embracing economic sanctions proposed by the Duma As a
Russan newspaper obsarved, wide-ranging sanctions agang Lavia would trigger a
boomerang effect with negative consequences for Russan oil companies such as Lukoil,
Sidanko and Yukos.*?

Thus, under certan politicd and economic circumgances, economic lobbies can
invoke a certan politicadl support of the date as reveded by the 1998 criss in Russan-
Lavian rddions The 1998 criss undelined that severad factors induding both politicd
motivation and condderdble economic interets mugt coincide for the government to
implement cetan sanctions. Wide-range sanctions would not be beneficdd to the
politicd dite and even more 0 to the economic interess The 1998 criss underlined the
exigence of interdependence between both countries, which in a paliticaly graned
amosphere, however, was increasngly perceved as an undesirable dependence and
vulnerability. The 1998 events aso reveded that notwithstanding a few exceptions there
was no permanent harmony of interess and subsequently a joint Strategy of co-ordinating
Russan ol expot and economic interests in generd could only be st forth and
implemented by the Russan president and the government.

Towar ds aggregation of interests. the Baltic Pipeline System

Although an aolute consensus would be difficult to edtablish, recently the Russan
Presdent Vladimir Putin has aspired to centrdise Russan foreign and domestic policy.
The Russan presdent and the government are increesngly playing a role in determining

30 K obrinskaya, Irina, “ The Foreign Policy-Decision-Making Processin Russia” in Jakub Godzimirski
(ed.), New and Old Actorsin Russian Foreign Policy (Odo: NUPI, 2000), 51.

31 Export of Russian oil through Latviaincreased again in 2000 as compared to 1999.

32 Segodna, 5 April 2000.
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the aggregation of interests and directing particular economic interests dong the generd
domedtic and foreign policy priorities The Russan politicd leedership is interesed in
promoting and co-ordinating economic interests as their profits would add to the revenues
of the dae and eventudly its internationd danding, which increesingly has been
undersood and defined in Russa in economic teems The Russan government is in a
drong postion to goply leverage on Russan oil companies. It can regulate through the
Minigry of Fud and Energy and the dae-controled pipdine company Transneft all
export amounts and schedules. This can be used as powerful tools to keep the Sate's
influence over the oil companies.

A catan aggregaion of politicd and economic interests is beng introduced
during the interaction between the date and interest groups with repect to the Badltic
daes and trangt issues. Economicdly, Russa is not intereted to sever rdations with
Laivia Blaant economic sanctions or freezing economic relations and trangt flows have
dready proved to be counterproductive in economic and politicd terms and would be
economicdly unsugtainable and unreasonable in the longer-term  perspective, especidly
in the context of a prospective growth of trade between Russa and the European Union.
Laivia dong with other Bdtic daes ae atractive to influentid Russan economic
interets Moreover, the Russan dae has inveted in the pipdines running through
Lavia At the same time Russa seeks to multiply the trangt opportunities and,
especidly, develop its own trangt routes.

Already in 1993, the government of the Russan Federation decided upon the
condruction of the Primorsk oil termind in Leningrad region. The project dso envisaged
building an additiond pipdine sysem that would extend to the prospective termind. The
Bdtic Pipdine Sysgem project’'s feashility sudy caried out in 1995 assessed that the
ovadl cogs of the project would reech $22 hillion*® Russan and internationd
companies showed drong interest in the project in 1996. The Russan companies
Transneft, Rosneft, KomTEK and the foregn potentid investors Conono, Neste, Elf
Neftegas, Total, British Gas and Williams International Company initidly came up with a
declaration of intent to implement the project. The companies later Sgned an agreement
to coopeae in implementing another feeshility sudy for condruction of the Bdtic
Fipdine Sysem that would envissge shipment volumes of seven to twelve million tons of
ol a year. In 1997, the project received backing from the Russan Presdent, who sgned
Decree 554 “On Ensuring Freight Trangt across the Coadtd Territory of the Gulf of
Finland” that supported the condruction of Primorsk port in the framework of the Bdtic
Fipdine Sysem. The Presdentid Decree was followed by governmental Ordnance 1325
“On Dedgning, Buildng and Opeding the Sngle Bdtic Fipdine Sysem’. Additiond
feaghbility dudies were caried out, induding one financed by the World Bank and the
European Union TACIS programme. The full implementation of the Bdtic Ppdine
Sysdem project is envisaged in three stages, concentrating on building the oil termind in
Primorsk, condructing a 270-km-long new pipdine from Kirishi to Pimork and
modenisng the exiging 495-kmHong pipeine from Yaodavl to Kirishi. Condruction of
the Kirish—Primorsk pipdine was completed in August 2001. According to the plans, a
fird ship will depart from the teemind on 27 December 2001. The implementation of the
project would dlow Russa to reduce the edimated $1.5 hillion expenses every year for

33 Estimated expenses of the whole project range from $2.2 billion to $3.5 billion.
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exporting oil by trangt routes through foreign countries among which the Bdtic route
accounts for more than $500 million annualy.3* The new transit routes and port fadilities
in Russa would dso contribute to the development of Russan regions in terms of
increesad employment and advanced profits. Thus, it is not surprisng tha Yarodavl and
Leningrad regions, the cty of S Pealersburg and Kardia, dongsde some oil companies,
are grongly lobbying to promote the project.

Political fectors dso play a role in the podtion and draegy of the Russan
government. Economic and politicd  security ae dosdy intetwined, and energy
resources and ther trangt can become a nationa security priority, especidly if the
economic partners may be perceived to be contributing to the notion of threet. The issue
of trangt security influences the feding of a certain dependency on the Bdtic dates,
which ae percaved as rather unfriendly with ther nationd polides and pursuit of
NATO membeship. The 1998 tensons in Russarlavien rddions provided the
politicd impetus to dat implementation of the project amed a credting dterndive
trangt routes bypassing the Bdtics On 30 April 1999, Primakov's government
introduced an invesment tariff of $1.43 per ton of exported ol by any of the Russan
companies in order to provide financid support for the project and dat to implement it.
Lukoil and other oil companies initidly rather strongly objected to the trangt charges for
the Baltic Ppeline System buit failed to succeed.

Redisation of dterndive trandt routes could not only reduce the degree of risks
of potentid unfavourable consequences of Latvian NATO membership, but dso provide
an opportunity to manoeuvre in rddions with this and other Bdtic countries both in
economic and political terms. As Irina Budgina, an expert a the European Inditute of
Russas Academy of Science has dated, the dependence of the Bdtic dates on Russas
energy resources and trangt is a factor that keeps the former, to some extent, in the
ohere of Russian interests® Y, there is dso a growing awareness that by obtaining an
opportunity to multiply trangt routes Russa would acquire an  additiond politica
leverage on the countries, the economies of which are largdy influenced by income from
the trandt of Russan export. Russa increesngly may implement the policy of trangt
divergfication and promote Bdtic differentigtion by shifting the flow of export across the
range of Bdtic ports such as Ventxils Riga, Liepga Klapeda, Tdlinn as wdl as
Gdansk in Poland and Poorvo in Finland. These ports are competing with esch other for
export of Russan trangt goods. Russa has the opportunity to use a gdick and carot
policy in both poliicd and economic matters The Russan government will incressngly
be in a pogtion to resort to economic levers by offering rewards rather than coercing or
punishing. Thus, the cregtion of its own trangt routes would not only provide Russa with
economic profits in the long term, but would arguably dso dlow to kegp some influence
on the economics and politics of Lavia in the shortterm perspective.  Without
overesimating the decisve importance of such a Russan policy, however, a number of
9gns could be discerned to the effect that Russas stick and carrot policy has dready, to

34 \/nesneekonomicheskii Biulleten (1998), 89.
35 Busigina, Irina, “Krievija, Baltijas valstis un Eiropas Savieniba® in Talavs Jundzis (ed.), Baltijas valstis
liktengriezos (Riga, 1998), 481.
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a cetan degree, been effident in obtaining certain economic and politicadl concessons
and indirectly strengthening Russian influence in the region. 3

Conclusions

The dynamics of Russanlatvian rdations reved a catan ghift of emphass from
dominating symbolism rdaed to ensuring security, identity building and protection of
compatriots to more pragmatic cadculations of economic and politica interests, thereby
underlining a tun from geopdliics to geo-economics®” Arguably, a the moment, the
issue of the Bdtic Fipdine Sysem and dterndive routes of Russan trandt has become
the centrd and integraing theme of the Russan-Latvian rdationship. The project of the
Baltic Pipdine Sysem has lagdy semmed from a combination of Russan sdf-asserted
nationd interests, the dat€'s economic interests as wel as competing economic interests.
Russa is increesngly interested in the European Union enlargement issue. The pending
enlargement points to the growing importance of trade, access to markets, invesment and
paticulaly trandgt issues in Russar-Bdtic rdaions In fact, dready now economic
rdions with the West influence Russas rdation with the Bdtic dates. One of the
consequences of the prospective different timetables for EU enlargement has contributed
to the Russan approach to differentiate between Edonia, Latvia and Lithuania, as wel as
the differences in the policy of the latter with respect to the former. Thus it could be
expected that Russa will further implement a differentid policy towards them in the
context of EU enlagement and taking into account Russas willingness to promote
competition between the Bdtic daes. This reveds that economics can involve aspects of
co-operation, competition and occadondly even confrontation. Politicd motivation
might have an influence on the particular kind of economic reations implemented.

Russa is willing to develop its own trangt sysem, thereby weskening a perceived
dependency on the Bdtic ports and creding a cetan wvulnerability. Thus certan
politicd edimations dso have played a cetan roe in the decison-meking. One may
interpret the decison to embark on the congruction of new ports in the FAnnish Gulf hes
reveded implicit recognition that the Bdtic dates are dipping away from the Russan
sf-defined interest zone with potentid membership in the European Union and NATO.
However, a certan economic interdependency will remain because there are many actors
interested in it.

This economic interdependency can be beneficid to respecting each other
politicdly and aspiring to improve those reaions However, pdlitica reaions may dill

36 At the beginning of 1999, Jamestown Foundation concluded that L atvian foreign policy decision-making
experienced a certain crisis and a shift towards a more pro-Russian policy. The think tank interpreted the
interview of a Russian newspaper with the then Latvian Prime Minister Vilis Kristopans asimplying that
Latvian relations should not be worse than those between Russia and Finland in the past and that Latvia
would not become amember of NATO. Although denied by Latvian officials, the foundation made
assessments that the economic interest groupsin Latviainterested in good relations with Russia had a
substantial influence on the position of the Prime Minister, the former Minister of Transportation (Diena,
20-22 January 1999). In the middle of 2001, the leftist coalition, which isin power in the capital city, Riga,
was advancing the idea about a somewhat separate Riga’ s foreign policy, which would supposedly be much
more accommodating and cooperative towards Russia than the official state foreign policy.

¥Inthis respect, it was indicative that during the visit of Latvian parliamentariansto Moscow on 19
December 2000, the leader of the liberal demacratic party, Vladimir Zhirinovski, supported constructive

and pragmatic relations between the two countries (Biznes & Baltia, 21 December 2000).
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influence as to whether the countries co-gperate, aspire intentiondly to reduce economic
interdependence or resort to pressure. Bary Buzan has identified dose interaction
between politicd and economic aspects, “The internationd economy is just as thoroughly
penetrated by date structures and the dynamics of power and security, as the date system
is cut through by petterns of production, consumption and dass, and by the dynamics of
the market. Because of this, both sysems can only dance partly to their own tune, the rest
of their movement being prompted or congrained by ties to the partner sysem.”3® In this
context, one cannot overedimate the importance of atempts to establish good politica
relations between Lavia and Russa in order to utilise the economic interdependence in a
cooperdive way.

38 Buzan, Barry, People, States & Fear. An Agenda for International Security Studiesin the Post-Cold War
Era (New York: Harvester Wheatsheaf, 1991), 232.
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