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I would like first of all to thank the Conference for the kind invitation to deliver this keynote 
address. In particular I would like to thank Dr. Mitterlehner, the Austrian Federal Minister for 
Economy, Family and Youth for his welcome address. 

I, as Secretary General of the Energy Charter Secretariat, now wish to speak to you on how I see the 
role of the Energy Charter in 2011. 

Energy is an area of great importance for both producers and consumers in the context of 
international trade. In essence the role of the Energy Charter is to define the rules of this 
international trade and to ensure acceptance and understanding by the players. The Energy Charter 
political declaration was signed in December 1991, between what is now the EU and what was then 
the USSR. However the Charter now involves more than 50 states including the EU, the CIS and 
Japan, Turkey, Australia and others. 

The Energy Charter Treaty was developed on the basis of the 1991 Energy Charter. Whereas the 
latter document was drawn up as a declaration of political intent to promote energy cooperation, the 
Energy Charter Treaty is a legally-binding multilateral instrument. 

However it should be noted that some states including Australia, Norway and notably the Russian 
federation have not ratified the actual Treaty. In fact the Russian federation has recently proposed to 
modernise the existing Treaty, something I will come to later in this address. 

The fundamental aim of the Energy Charter Treaty is to strengthen the rule of law on energy issues, 
by creating rules for a level playing field to be observed by all participating governments, thereby 
mitigating risks associated with energy-related investment and trade. 

The Treaty provides for investment protection and security of transit. It also provides dispute 
resolution mechanisms, including international arbitration. 

In the context of 2011, I will focus on the Eurasian continent which of course is the constituency of 
the Energy Charter. On the Eurasian continent, the Russian federation and the European Union are 
the major players. The European Union has other suppliers, such as Norway and Algeria, Iraq 
tomorrow, and perhaps Iran in the future, should the political situation change. Russia, also has 
other export markets than the EU, such as China, Turkey and others. 

On the Eurasian continent, the key issues relate to gas. The oil market is much more flexible, and 
most transport takes place by ship, generally on international seas, although difficulties sometimes 
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arise from bottlenecks such as the Straits of Hormuz, Istanbul or Gibraltar or the Suez and Panama 
canals. 

Coal is a separate case, as international trade in coal is relatively limited. 

I shall now therefore briefly discuss the significance of gas with the context of the Russian-EU 
relationship. 

First, Russia is not only a gas exporter. In fact it uses two thirds of its production for its own needs. 
Similarly, the EU is not only an importer given that half of its needs are covered by its domestic or 
quasi-domestic (Norwegian) production. 

There is therefore an important synergy between the EU and Russia which is longstanding, stable 
and profoundly beneficial on both economic and political levels. However like any market, the gas 
market is an evolving market. I can say without going into detail that domestic production within 
the EU is in rapid decline which therefore boosts the need for imports. On the other hand, on the 
Russian side, easily accessible gas resources are likewise in decline, which means that large scale 
and long term investment is becoming vital and urgent. 

But therein lies the difficulty. Companies such as Gazprom, before investing colossal amounts in 
new production fields, must be certain that gas will be purchased. This is security of demand. This 
is a very pertinent question in 2011, and a very difficult one to resolve. Prior to the current 
economic difficulties security of demand was taken for granted particularly from large consumer 
markets such as the European Union. 

The consumers of gas were known, whether industrial or domestic. Their gas needs were considered 
stable and changed only slowly and continuously over time. The suppliers were also known, as was 
their production capacity and market share. Likewise on the supply side sudden changes seemed 
unlikely. Furthermore high energy prices ensured that these suppliers were in receipt of a 
comfortable income which often enabled them to finance their projects alone. If needed, finance 
from banks and other financial institutions was virtually guaranteed. 

Today in 2011, we realise we were mistaken in these comfortable assumptions. 

The two most important reasons for this change of view are;  

a) the impact of the global economic crisis on demand for energy, and 

b) the emergence of unconventional gas (in particular, shale gas) as a force on the US market. 

The economic crisis has had a significant impact on energy. The slow down of industry has reduced 
energy demand in all sectors: construction, the car industry, services etc. In this context it is 
noteworthy that for the first time since the Second World War, electricity consumption (and 
therefore demand) has fallen. The economic crisis has therefore demonstrated that security of 
demand is also capable of fluctuation depending on circumstances. 

The financial crisis, a corollary of the economic crisis, has also had its effects. Investors have 
become more cautious, credit is tight and major projects are being reconsidered in the light of these 
new circumstances. To complicate matters even further, we have seen the spectacular price crash, 
with a significant effect on corporate cash flow. 

The emergence of shale gas on the US market is perhaps an even more significant phenomenon. 
The lack of suitable technology had previously prevented exploitation of this gas whose existence 
has been known for some time. Now thanks to a technological breakthrough shale gas is being 
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produced in the US, thus making the North American market self sufficient. Remarkably as a 
consequence, LNG imports, which were developed by large LNG producers, are now excluded 
from the very market for which they were intended. 

In these early days of 2011, large quantities of LNG, previously destined for the US market, are 
now available on the world market. There is therefore a surplus of gas, at least on the European 
market, thanks to this shale gas factor and combined with the fall in demand. 

Furthermore, to understand the difficulties of the current situation, consideration must be given to 
movements of gas prices. Until recently, the gas exported by Russia and others to the EU was by 
way of pipeline. Supply contracts were for a long term (25-30 years). The essential element of these 
contracts was not the price, but rather the volume, and the price determination mechanism, which 
was generally linked to oil prices. 

From all viewpoints this ensured security of demand and of supply. There was no credible 
alternative to gas pipelines at the local level. 

But this situation has certainly changed. As I have outlined, producers of LNG are now seeking new 
markets. LNG is abundant and its international price is unrelated to oil prices. In fact it is up to 
30 % cheaper. It is a serious competitor. This explains the desire on the part of large companies to 
renegotiate, to the extent possible, their long term contracts. 

Yet I do not believe that these current factors mean that the situation of European suppliers is 
permanently weakened, or in other words that LNG will replace pipeline gas in the main. My view 
is that the current weakness of demand will not last, and that sooner or later the world economy will 
take of, perhaps though not as rapidly as predicted by some. Moreover the exhaustion of domestic 
EU gas supplies will lead to greater imports, imports which will primarily come from pipeline gas 
and primarily from Russia. Pipeline gas provides guarantees of stability, of supply and of cost. It 
also offers unbeatable environmental security. 

As far as gas is concerned, the reliability of Russia and the extent of its reserves guarantee it a long 
term primary role. There are additional factors, such as geography, history and similar outlooks. 

Therefore at this point in time, at the beginning of 2011 there is a new, though perhaps not 
dramatically different situation. It requires all players to review their positions and most likely to 
consider new policy directions. 

This is an almost permanent and regular exercise for the EU. Yet EU energy foreign policy is 
dominated by bilateralism, the EU does not yet speak with one voice on this issue. 

For its part, Russia is faced with the usual challenges of a supplier; what investments to make, 
whether and to what extent to develop and LNG industry, which new markets it could develop, etc. 

More generally, the events of the last two to three years prove once again that history constantly 
changes and that nothing is fixed. This is of course equally true for energy. The strong positions of 
yesterday are weaker today. I can refer to the EU, which for a long time produced significant 
quantities of gas domestically. I can also refer to Russia, which for a long time had, if not a 
monopolistic, at least a dominant position as a gas supplier. 

Quite apart from the issues of supply and demand, I must refer to another vital issue, that of transit. 
Here too, for a long time, Ukraine also enjoyed a quasi-monopolistic position in transiting Russian 
gas towards the EU. Here too the situation is changing. Once its construction is completed, 
Norstream will allow the transport, without transit, of 55 bcm, or approximately half the volume 
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currently transited by Ukraine. This particular example illustrates that the various crises which have 
been experienced, are leading states to seek solutions which avoid transit as far as possible. 

All of these issues must be viewed in the context of globalisation. Globalisation will continue and 
become even more pronounced. Globalisation brings risks and dangers. It also has many potential 
benefits. To reduce the risks and obtain the benefits, globalisation must be contained. Rules of the 
game must be defined, accepted and known by the players. Very generally this is the aim of the 
WTO. More specifically, in the energy context, this is the aim of the Energy Charter which now 
involves more than 50 states. The Energy Charter Treaty is the only international treaty which sets 
out the rules of the game. 

As I stated earlier, Russia has clearly indicated its desire to modernise the existing Energy Charter 
Treaty. Indeed last November our Russian colleagues presented a “Draft Convention on Ensuring 
International Energy Security” whose draft text translates into legal terms the ideas which were 
contained in the “Conceptual Approach to the New Legal Framework for Energy Cooperation” 
which was published in 2009. 

I welcome this recent further Russian initiative. This draft text enables us to be quite clear as to 
what Russia has in mind by way of change, though it remains to be seen how it will be achieved. 
The proposals are consistent with the fact that the Member States of the Energy Charter have agreed 
to recognise the changes which have come about in the energy sector. This was reiterated at the 
Energy Charter Conference in Rome last November by way of the endorsement of the Road Map 
for Modernisation. Furthermore the Member States agreed that the Energy Charter is the 
appropriate tool with which to make progress on this issue. As for myself, I will do all that I can to 
facilitate this. 

The Energy Charter Secretariat is willing to guide and advise on the process. Already we have 
prepared a comparative analysis of the two texts to enable Member States to more easily appreciate 
the similarities and differences of the two texts. It is not of course for the Secretariat to make any 
value judgement with respect to any provision of either document. That is a matter for the Member 
States. 

This will be the most important role of the Energy Charter in 2011. We now have a clear road map 
for the way forward, and we have an important role to discharge. I, as Secretary General of the 
Charter, therefore look forward with optimism to the challenges which 2011 is bringing. On that 
note may I now thank you for your kind attention. 


