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Abstract

This paper focuses on the contribution of Italy to the development of energy cooperation between
Kazakhstan and the EU, focusing on the specific case of the Kashagan oil field. | argue that Italy,
as the largest importer of Kazakhstan’s oil, can play a significant role in the diversification of
energy export routes from Kazakhstan and in the introduction of new European technologies. In
turn, Kazakhstan can play a prominent role in ensuring the energy security of the EU, especially
after the 2014 Crimea incident. | posit that recent Italy-Kazakhstan relations shows how a medium-
sized power such as Italy can be important in leading a larger block of countries into a new field
of investment and development.
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Introduction

The purpose of this paper is to examine the role of Italy, as the largest importer of Kazakhstan oil,
in developing Kazakhstan-EU energy cooperation, and the possibility that these imports could lead
to Kazakhstan diversifying its oil export routes. This study attempts to fill a gap in the existing
literature, as there is not yet an in-depth study on Italy’s role in the development of energy
cooperation between Kazakhstan and the EU.

Although Kazakhstan researchers Kassenova Nargis (Kassenova 2011, 48-62) and Laumulin
Murat (Laumulin 2000) have argued that Kazakhstan and the EU have attempted to enhance their
energy dialogue, their focus was on the larger EU framework, rather than emphasizing particular
actors. Specifically, Kassenova emphasized the interests, challenges, and opportunities of EU-
Central Asian bilateral cooperation. She found that among all the Central Asian countries,
Kazakhstan has the most advanced relationship with the EU, including political, economic, energy,
and regional security spheres (Kassenova 2011, 48-59). Laumulin, on the other hand, looked at
EU-Central Asia cooperation from a different angle. He noted that, since the 2000s, the European
Commission has realized that Caspian resources could play an important role in world energy
supplies, as well as reduce the EU’s dependence on Russian energy resources. Nevertheless, there
has been no strategy towards the Central Asian region because although the EU has had clear and
ambitious interests, it has lacked the tools and funds to achieve them. The bulk of EU development
has been limited to the countries directly on its eastern border (Laumulin 2009, 124). While the
EU as a whole had not been approaching the Central Asian region, Italy had started to work
actively to build bilateral basis through investments in the energy sector.

Thus, the fundamental hypothesis of this paper is that a “medium-sized power™* such as Italy can
be important in leading a larger block of countries into a new field of investment and development
in a less-developed region. This paper will look at the development of Italian-led Kazakhstan-EU
energy cooperation, focusing on the specific case of the Kashagan oil field. In order to explore my
hypothesis, | will strive to answer this question: How has Italy been able to contribute to the
deepening of energy cooperation between Kazakhstan and the EU?

The paper is organized as follows: Section 1 will be devoted to European energy security and
Kazakhstan’s hydrocarbon as a potential energy source for Europe in light of the Crimean incident
of 2014. Section 2 will analyze the state of European investment in Kazakhstan energy, with a
particular focus on Italy as the leading EU partner of Kazakhstan. Section 3 will discuss the
Kashagan oil field, including a description of the participation of the largest Italian company, Agip
(Azienda Generale Italiana Petroli), in that field. Using Kashagan as a case study, | will examine
the development of Kazakhstan-Italy bilateral relations, which can stimulate the widening of
energy cooperation between Kazakhstan and the EU. I will look in particular at the role of the
construction of a shipyard in Kuryk port in promotion of Kashagan’s oil exports via the Baku-
Thilisi-Ceyhan (BTC) pipeline to European markets. The last section will present Kazakhstan’s
goal to attract investments and new technologies.

1 A medium-sized power is a power that is not a great power, but still has great influence and international recognition.
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European Energy Security

First I will define “energy security.” Arnold Wolfers (1952, 485) defines security as, “a value . . .
that has much in common . . . with power or wealth . . . [it] measures the absence of threats to
acquired values.” John S. Duffield explains the relationship between energy and security. He
argues that there was no scholarly interest in the subject before the Arab-Israeli war of 1973-1974,
when Western powers were faced with the first major post-World War |1 threat to their energy
supplies. At that time, scholars started to express their concerns and worked to define the concept
of energy security. Duffield (2010, 1403) writes, “David Deese was one of the first scholars to
offer a definition of energy security . . . ‘as a condition in which a nation perceives a high
probability that it will have adequate energy supplies at affordable prices.’”” Duffield says a similar
point of view was expressed by Danel Yergin, who argued that “the objective of energy security
is to assure adequate, reliable supplies of energy at reasonable prices and in ways that do not
jeopardize major national values and objectives” (ibid.).

According to Duffield (2010, 1401-1402), the western countries were unsettled by two waves of
oil shocks in the 1970s (the OPEC oil embargo of 1973-1974 and the Iranian revolution of 1978-
1979), and decided to respond by cooperating on energy security. In 1974, a group of industrialized
countries led by the United States created the International Energy Agency (IEA) (ibid.). The oil
shocks helped shape the IEA’s definition of energy security as “the uninterrupted availability of
energy sources at an affordable price” (International Energy Agency 2015). The oil shocks
demonstrated the energy-importing countries’ vulnerability, which remains a key concern for those
countries, and helped them realize “how important it is for modern societies to secure their supply
of energy . . . securing energy resources has become a key aspect of foreign policy making since
the 1970s” (Ozdamar 2010, 1415). The European Union is not an exception.

Throughout the late 20" century the primary energy security concern was the West’s dependence
on Middle Eastern oil. In the last decade, however, Russia’s willingness to use its energy resources
as a weapon in its aggressive foreign policy has become a second key area of energy security
concern.

The United States government has been concerned for several years with Europe’s growing
dependency on Russian energy resources. According to a 2008 United States Congressional report,
the United States government had expressed its concern to Europe regarding Europe’s growing
dependence and the willingness of Moscow to use energy as a weapon to try to influence European
foreign and economic policy. At an April 2007 US-EU summit, leaders agreed to work to
cooperate on energy security and the reduction of dependence on Russia, and yet, some EU
member states continued to pursue long-term agreements with Russian firms (Belkin 2008, 2). The
2014 Crimean incident, however, changed the situation significantly.

Russia’s seizure of Crimea in 2014 and the resulting US and EU sanctions against Russia have
pressed the European Union to much more seriously search for ways to decrease its dependence
on Russian energy supplies. Richard Weitz (2014) notes that

The situation in the EU on energy security needs to be solved. On May 28, 2014, the European Commission
released its comprehensive energy security strategy, according to which the long-term objective is to reduce
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the EU’s reliance on vulnerable foreign energy supplies, especially from Russia . . . One of Europe’s core
challenges is that its energy demand will rise by an estimated 27 percent by 2030, while EU domestic energy
production is falling. EU members rely on external sources for 88% of their crude oil and 66% of their
natural gas consumption.”

The EU has traditionally not had a unified energy policy, with the exception of a package of energy
reforms aimed at harmonizing member states’ energy markets. To enhance energy security, the
EU commission is considering ways to deal with the disruption of gas supplies by diversifying
energy supplies and transport routes, particularly developing and improving routes that would
bring energy supplies into Central Asia without going through Russia (Weitz 2014). One way is
to increase the energy supply being imported from Kazakhstan.

Kazakhstan hydrocarbon as a potential energy source for Europe

Kazakhstan’s hydrocarbon resources have the potential to help alleviate Europe’s energy security
concerns. Kazakhstan is a major oil producer, with potentially vast untapped hydrocarbon reserves.
The estimated total liquid production in 2013 was 1.64 million barrels per day (bbl/d), which,
while significant, is still far below Saudi Arabia’s total 2013 oil production of 11.591 million
barrels per day (US Energy Information Administration 2013b). The main oil reserves of
Kazakhstan are concentrated in and around the Caspian Sea, a region that ranks second in the
world in the presence of undeveloped oil and gas reserves. These data were presented at the Third
International Oil and Gas Conference, Development of the Caspian shelf, which was held on June
20-21, 2013. Aset Magauov, the General Director of the national energy company KAZENERGY,
noted that “the potential of the Kazakhstan sector is huge, and in the future, hydrocarbon
production on the sea will reach volumes of oil extracted on Kazakhstan’s land. Today is the start
of a rapidly growing energy market” (Kulmagambetov 2013; author's translation). The
significance of the Caspian region in the world oil and gas market was confirmed by IEA Deputy
Director Richard Johnson at this conference. He said that “[t]he presence and the successful
development of hydrocarbon resources of the Caspian Sea is of great importance not only for the
economic prosperity of all Caspian bordering countries, but also for the global energy balance”
(Johnson quoted in Konyrova 2013; author's translation). For comparison, the data on oil and gas
production in the countries of the Caspian region are presented in Table 1. While Russia and Iran
are currently far ahead in proved oil and gas reserves in the region, Kazakhstan and Turkmenistan
have the potential of outstripping both of those countries.

The 2011-2015 strategic plan of the Ministry of Oil and Gas of the Republic of Kazakhstan,
approved by Government Decree on February 14, 2011, assessed the overall recoverable
hydrocarbon resources. According to this document, the Kazakhstan sector of the Caspian Sea has
almost half of the oil reserves of the entire country (Egemen Kazakhstan 2011). Kazakhstan’s
estimated total petroleum production was 1.70 million barrels per day in 2014 (US Energy
Information Administration 2015). As noted in this document, there are 172 oil and 42 gas
condensate fields in the republic, and 62% of Kazakh territory lies over these fields.
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Table 1: Proven and prospective oil and gas reserves in the Caspian region

. , | Prospective oil .
Country Proven oil reserve, 3 Proven gas reserves, | Prospective gas reserves,
billi reserve,* billions of | _ .. . L )
illions of Barrels Barrels trillions of cubic feet | trillions of cubic feet
Azerbaijan 7 32 30 35
Iran 89.7 15 812.3 11
Kazakhstan 8 92 65 88
Russia 48.6 14 1680 no data
Turkmenistan 0.5 80 101 159
Total 153.8 233 2688.3 293

Source: British Petroleum, BP Statistical Review of World Energy, 2002 (Ayvazyan 2013)

The main reserves are concentrated in the 15 largest fields, the most prominent of which are Tengiz,
Kashagan, and Karachaganak. Given the importance of the Caspian region, President
Nazarbayev’s Decree of May 16, 2003 (No. 1095) was approved as the State Program of
Development of the Kazakhstan Sector of the Caspian Sea (Ukaz 2003). This document defines
the strategy of using energy resources in Kazakhstan, and a large role is given to the Caspian region
due to the increase in oil demand in Europe (ibid.). In order to meet the needs of both external and
internal markets, Kazakhstan had planned to increase its oil production. In the 2000s, crude oil
exports saw steady annual increases (Musabekova 2010).

Just as energy-importing countries value the security of importing from a variety of countries to
reduce risk, for energy-exporting countries like Kazakhstan, diversification of markets is important
for security and economic growth stabilization. Since becoming independent, Kazakhstan has
relied largely on pipelines through Russia to export its hydrocarbons. To diversify export routes,
Kazakhstan has seen the development of the aforementioned BTC oil pipeline as a critical
component to getting around using Russian pipelines, and thereby diversifying and expanding its
export capability. The BTC oil pipeline is a dedicated pipeline system designed to transport up to
one million barrels per day of crude oil from Baku in Azerbaijan, through Georgia, to a new marine
terminal at Ceyhan in Turkey on the Mediterranean coast. From Ceyhan, the oil is transported by
tankers to international markets. The 1,760 km pipeline became operational in early 2005
(European Bank for Reconstruction and Development 2002). Since 2013, Kazakhstan has
transferred 50-60 thousand barrels of oil daily through the BTC pipeline (Gusseinov 2014).

The vast oil field Kashagan, near the Caspian Sea, is Kazakhstan’s main oil production site.
Kazakhstan produced about 82 million tons of oil in 2013, and one-third of it was exported via
Russian pipelines. Kazakhstan’s Oil and Gas Minister Uzakbay Karabalin said on April 7, 2014
that Kazakhstan’s export potential via Russian pipelines was threatened, and that there was a need

2 “Proven” reserves are economically recoverable.
8 “Prospective” reserves suggest a potential for much greater production.
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to improve alternative routes, by which he meant increasing the amount of oil that could be
exported through the BTC (Jafarova 2014). He discussed enlarging Kazakhstan’s Caspian Sea
eastern shore port at Aktau, from which tankers transport oil across the Caspian to Baku,
Azerbaijan, the terminus of the BTC pipeline, which would transport the oil to Europe. Aktau is
currently undergoing massive expansion and renovation and could, according to Karabalin, ship
up to 20 million tons of oil annually within a couple of years (Pannier 2014). Kazakhstan is also

building up its tanker fleet, as is Turkmenistan, to increase the amount of oil shipped from Aktau
to Baku (ibid.).

To facilitate this increase, an agreement between Kazakhstan and Azerbaijan to ship Kazakh oil
through the BTC pipeline was renewed. Negotiations had been suspended over a pricing dispute
in 2010, but the rising demand from Europe spurred the countries to make an agreement. In 2014,

Kazakhstan was expected to export four million tons of oil through the BTC pipeline (Pannier
2014).

Kazakhstan’s oil production has grown rapidly in recent years. According to the World Bank,
however, Kazakhstan’s real GDP growth slowed from 6 percent in 2013 to 3.9 percent during the
first half of 2014, due to the decline in worldwide oil prices and the economic slowdown in Russia
(World Bank 2015). Kazakhstan officials have hinted at increasing oil production to offset
financial losses, despite pressure from the OPEC countries to restrain production. Increased
production will require an increase in the transit of oil through pipelines. In late 2013, an agreement
was signed between Kazakhstan and Azerbaijan for production to be raised, with the idea that in
2014, around 4.5 million tons of oil would be pumped from the Tengiz field (Gusseinov 2014).
Three million tons of this amount will be transported through the BTC, and the rest will go by rail
to the Georgian Kulevi terminal on the Black Sea (IA Novosti-Kazakhstan 2013).

The issue of Kazakhstan’s dependence on the Russian pipeline system since independence has
become especially acute since sanctions were placed on Russia due to the Crimean crisis. Western
sanctions on Russia have limited Kazakhstan’s ability to export oil through Russia (IA Novosti-



7  Review of European and Russian Affairs 9 (1), 2015

Kazakhstan 2013). This development provides further incentive for Kazakhstan to increase its use
of the BTC and other alternative routes.

European investment in Kazakhstan energy

The significant energy resources of Central Asia and the region’s desire to diversify energy routes
have caught the attention of the EU. Among the Central Asian countries, Kazakhstan is the top
priority for energy cooperation because about 76% of crude oil goes to Europe (see graph below),
and half of foreign investment in Kazakhstan is of European origin.

One example of this growing partnership is a preliminary agreement on an expanded partnership
and cooperation between Kazakhstan and the European Union, concluded on January 20, 2015 in
Brussels. This document shows that Europe is committed to stronger political and economic
relations with Kazakhstan, which will increase the flow of trade, services, and investment between
the two sides.

Kazakhstan's crude exports by destination, 2013

Americas
4%

— Other
2%

ﬁ Source: Kazakhstan's Customs Control Cormrnittee ofthe Ministry of
cla Finance, Global Trade Information Service

Source: US Energy Information Administration 2015

Italy, the leading EU partner of Kazakhstan

Italy, one of the EU member states, has been a leader in exchanges with Kazakhstan. Its geographic
location makes it easy for hydrocarbons coming from the BTC pipeline terminus in Turkey and
the Black Sea to enter its Mediterranean Sea ports. In the future, Italy’s position as a key entry port
for Central Asian hydrocarbons into Europe is likely to continue. For example, the Trans Adriatic
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pipeline (TAP),* which will connect with the Southern Gas Corridor to bring Black Sea oil into
Europe, will have its terminus in Italy. Of all of the Central Asian countries with which Italian
energy companies have done business since the collapse of the Soviet Union in 1991, Kazakhstan,
with the largest oil reserves in the region, is their most frequent partner.

The Ambassador of Kazakhstan in Italy, Elemesov, noted that:

Among other countries of ‘old Europe,” the most active in Central Asia is Italy . . . Italy has
developed the practical dimension of its policy in the Central Asian region in a framework of a
Strategy for a New Partnership between the EU and Central Asia, which was initiated in 2007.
According to the stated (designated) priorities, the focus of the foreign policy of Rome officially
aims to develop bilateral and multilateral cooperation with Central Asian countries in various fields,
including trade, cultural ties, cooperation on the level of public organizations, projects to promote
democracy, and the rule of law. However, the strategic line of Italy in the region was built in the
field of energy and security. According to the majority of Italian and European experts, the key
economic and energy partner of Rome in Central Asia is Astana [Kazakhstan]. (Elemesov 2015,
46-49; author’s translation)

The economic component takes a special place in the foreign policy of Kazakhstan. In this respect,
the interests of the two countries meet, which allows for the development of bilateral relations.
This economic cooperation has provided a foundation for the formation of other foreign policy
areas between the two countries in recent years. Kursiv Research rated the countries that were the
biggest trade partners of Kazakhstan at the end of 2013. The study found that Italy was
Kazakhstan’s third largest trade partner, behind only Kazakhstan’s largest neighbors, Russia and
China. Trade turnover between the two countries amounted to $16.22 billion (Kursiv Research
2014).

Looking at oil exports alone, Kazakhstan’s First Deputy Minister of Energy Karabalin reported
that Kazakhstan exported 62.5 million tons of oil in 2014, 25% of which was delivered to Italy,
17% to China, 13% to the Netherlands, 9% to France, and 7% to Austria. In 2015, Kazakh
companies plan to increase oil production to as much as 80.5 million tons (Italiya 2015).

Currently, Italy-Kazakhstan trade is very one-sided and one-dimensional. 93.87% of Italy-
Kazakhstan trade is made up of Kazakhstan exports to Italy. Out of those exports, 99.37% of it is
crude oil and crude oil products. The imports coming from Italy are primarily finished
manufactured products, such as machinery, equipment, tools, and chemical industry products,
including pharmaceuticals (Kursiv Research 2014).

Another important factor contributing to the promotion of trade and economic cooperation
between the two countries, especially in the energy sector, was the coming to power of Matteo
Renzi as Prime Minister of Italy on February 22, 2014. Renzi stressed the importance of
Kazakhstan to Italy, noting that Kazakhstan “is of great importance from an economic point of
view, but above all, from the energy” (Nakipova 2014; author’s translation). The Italian company
“Ente Nazionale Idrocarburi” (ENI) has been a major player in the energy sector in Kazakhstan
since the first years of independence, and has been involved in the development of the Kashagan

4 The Trans Adriatic Pipeline is a pipeline project to transport natural gas from the Caspian Sea (Azerbaijan), going from Greece via Albania and
the Adriatic Sea to Italy and further into Western Europe. The construction of this project will be started in 2015 and is expected to begin
operating in 2018.
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Top 10 trading partners of the Republic of Kazakhstan in 2013 ($USD billions)
No. Country 2013 2012 Changes
1 Russia 23.49 23.10 1.71%

2 China 22.53 21.67 3.94%

3 Italy 16.22 16.34 -0.75%
4 Netherlands 10.09 4.57 33.25%
5 France 6.19 6.29 -1.57%
6 Switzerland 4.45 5.14 -13.46%
7 Austria 4.36 5.23 -16.67%
8 Ukraine 4.28 531 -19.40%
9 Turkey 3.50 3.51 -0.48%
10 Germany 2.23 5.22 -38.07%

Agency of the Republic of Kazakhstan on Statistics (Kursiv Research 2014)

and Karachaganak oil fields. In the medium term, Italy has considered Kazakhstan to be a more
reliable provider of oil than Azerbaijan. As Christiani (2012) notes,

In addition to the proven oil reserves of both countries, according to which Kazakhstan has 1.8%
of the world’s oil reserves, and Azerbaijan - only 0.4%, it is generally accepted that Kazakhstan
could be a more reliable partner for oil in the long term. In the first half of 2012, according to
official data, the indicators of Azerbaijan’s oil sector decreased by 7.1% and the associated exports
declined by 8.2%. Given these trends, the reliability of the oil industry in the medium term is a key
element of political and economic calculations of Italy in the region.

The ongoing development of trade and economic relations between Kazakhstan and Italy has
continued to grow. According to the Kazakhstan Statistics Agency, the 2010 bilateral trade
amounted to $11.1 billion, and in 2011, this figure increased to $16.1 billion. In 2012, the volume
of trade between the two countries reached a record of $16.4 billion. Kazakh-Italian trade in the
period from 1994 ($103 million) to 2012 increased 159-fold (Elemesov 2015, 47). In recent times,
major Italian businesses in Kazakhstan have focused mainly on the energy, raw materials, and
construction sectors of Kazakhstan’s economy. The leading Italian companies are “Eni,”
“Finmeccanica,” and “Italcementi” (ibid.). Paolo Ghirelli, Chairman of the Chamber of Commerce
and Industry of Italy — Kazakhstan, noted that “Kazakhstan has launched a multi-billion program
of investments in the oil and gas industry and infrastructure and is the most dynamic and interesting
market in Central Asia for Italian companies” (Ghirelli 2009, 8-9).

Italy was a leader in implementing the Energy Roadmap in Kazakhstan, an EU-Central Asian
agreement adopted at the 2nd Ministerial Conference, which took place on 30 November 2006
(2nd Ministerial Conference 2006). The Energy Roadmap sets out a long-term action plan,
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including enhancing energy security by addressing the issues of energy export/import,
diversification of supply, transit of energy, and demand management (ibid.). Further steps to
strengthen cooperation between the EU and Kazakhstan were discussed at the event INOGATE®
as a successful energy cooperation programme: achievements in Kazakhstan and the way forward
in 2014 on June 18, 2014. As was noted, “Kazakhstan has been and remains one of the key partners
of the EU INOGATE, [and has] acted as beneficiary in 41 of the 69 projects of INOGATE”
(Kazakhstan and EU 2014). The EU Ambassador Aurelia Bouchez stated that “Europe shares with
Kazakhstan the conviction that our citizens need a secure supply of energy at internationally
competitive prices” (ibid.).

Italy as the largest importer of Kazakhstan’s oil

According to Kazakhstan’s Customs Control Committee of the Ministry of Finance, the largest
share of its exports was destined for Italy in 2012 (at about 355,000bbl/d. Other notable importers
of Kazakhstan’s liquid fuels included China, the Netherlands, France, and Austria (US Energy
Information Administration 2013a). The key to Kazakhstan’s continued growth in liquids
production will be the development of its giant Tengiz, Karachaganak, and Kashagan fields.

Kazakhstan's liquid fuels exports by destination, 2012

Other
28%

Netherlands
12%

\./L Source: Kazakhstan's Customs Control Committee of the Ministry of Finance,
Cla reported by Global Trade Information Service

Since the early years of independence, Kazakhstan’s oil reserves have been the basis for the
development of bilateral cooperation with a number of countries, including Italy. One of the main
and constant aims of Italian foreign policy is to guarantee the stability of its energy supplies.
Around 63 Italian companies currently do business in Kazakhstan, including such major oil
companies as the Eni consortium companies Agip KCO Atyrau and Agip Karachaganak BV. The

® INOGATE is a regional energy cooperation programme between the European Union and 11 Partner Countries in Eastern Europe, the
Caucasus, and Central Asia.
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Agip companies have worked in the Kazakhstan market for over 20 years and started the
development of such fields as Karachaganak and Kashagan (Kursiv Research 2014).

Kashagan, an uplifted reef in the subsalt Northern Caspian, was explored by Soviet geophysicists
in the period from 1988 to 1991. Later studies by Western Geophysical Companies confirmed the
Soviet findings. The three primary masses were eventually named Kashagan East, West, and
Southwest (Mineraly 2014). On June 30, 2000, the “Vostok-1" well in Kashagan East was the first
to produce oil. Production at the West and Southwest fields began in 2001 and 2003 respectively.
The proved reserves amounted to about 35 billion barrels.

However, despite possessing vast oil reserves, extraction at the Kashagan field is complicated by
climatic conditions. Kashagan oil lies at a depth of 4,200 meters below the sea floor and is under
high pressure. The oil deposit is located in the shallow part of the Northern Caspian, due to the
low level of salinity (mineralization) caused by the influx of fresh water from the Volga.
Furthermore, the temperature in winter drops to as low as -40°C, resulting in the North Caspian
Sea being covered in ice for about 5 months of the year. (Mendebayev 2014).

Kazakhstan could not independently develop a deposit with such complex climatic and geological
conditions. In 1997, Kazakhstan signed the “Agreement on Production-Sharing in the North
Caspian Sea,” a 40-year treaty with the consortium OKIOC (formerly known as Agip KCO). In
1998, the consortium OKIOC included such companies as: TotalFinaElf, Statoil, BP Amaco, Bc
Plc, Royal Dutch/Shell, Exxon Mobil, Philips Petroleum, and Inpex. In February 2001, the
operator of the OKIOC became the company Agip KKO (Kokovinets 2001).

In January 2008, the Kashagan project was transferred from Agip KKO to the new operating
company, North Caspian Operating Company (NCOC) (Nomad.su 2008). The aforementioned
agreement on production-sharing is made up of 7 companies consisting of the Kazakh state-run oil
company KazMunaiGas (16.88%), AgipKCO (Eni) (16.807%), Royal Dutch Shell (16.807%),
Total S.A. (16.807%), ExxonMobil (16.807%), China National Petroleum Corporation (8.333%,
which was acquired from ConocoPhillips for $5bn in 2013), and Inpex (7.563%). Eni is
responsible for Phase | of the field's development, while Shell is responsible for production
operations (Nomad.su 2008).

Nevertheless, according to Kazakhstan’s Oil Minister Uzakbai Karabalin, “the North Caspian
Operating Company is undergoing changes, a new managing system is being created, and the new
operator, which will include three organizations: Agip, NCOC (North Caspian Operating
Company), and NCPOC (North Caspian Production Operations Company, which is a joint venture
between Shell Kazakhstan Development B.V. and KMG Kashagan B.V. that sees both sides hold
equal participation shares 50/50 will comprise specialists employed with member companies of
the consortium” (Tengrinews June 18, 2014a; author’s translation). He explained the change,
noting that “both subcontractors and the Ministry were dissatisfied with the system in place up to
now. It has been too costly; decision-making has taken a lot of time due to the complexity of the
hierarchy” (ibid.; author’s translation). A gas leak led to a suspension of production in October
2013, which resulted in a 0.5% decrease in GDP in 2014. Vice Minister of Oil and Gas Magzum
Myrzagaliyev said that the giant Kashagan oilfield should resume commercial production in late
2015 (ibid.).
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On June 11, 2014, in a meeting between Kazakhstan’s president Nursultan Nazarbayev and the
CEO of ltalian Eni Claudio Descalzi, President Nazarbayev expressed concern about the
development of the Kashagan oil and gas field, which has been hindered by multiple delays and
cost overruns throughout its existence. Nevertheless, they discussed the expansion of oil
transportation networks in Kazakhstan, as well as Eni’s role in other oil and gas projects in
Kazakhstan (Tengrinews June 13, 2014). After Nazabayev’s meeting, the members of the NCOC
signed a memorandum of understanding with the Government of Kazakhstan regarding further
development and exploitation of the Kashagan project, which also included an agreement on
Kazakhstan’s participation in the project and the field’s production capabilities (Tengrinews June
18, 2014b).

As we can see, the gas leak at the Kashagan field had no effect on bilateral relations; in fact, it
deepened the relationship. The oil exports from Kazakhstan to Italy between January and May
2014 increased by 21.5% in comparison with the same period in 2013 (Kapital.kz 2014). In July,
the figures were:

Italy - 12.6 million tons equating $10.3 billion
China - 4.4 million tons equating $3.6 billion
Netherlands - 5.2 million equating $4.2 billion (I-News.kz 2014).

Italy’s interests in Kazakhstan are not restricted to the stable supply of energy resources, as there
is also a keen interest in integrating with other sectors. Italy intends to build a shipyard in the
Caspian Sea. The contract for the establishment of the joint oil venture was signed by Italy’s Eni
and the Kazakh company KazMunaiGas, and ensured that 50% of the shares will be owned by
each party (Mining News.kz 2014). The consortium Eni is the largest integrated company in Italy,
and its activities are not limited to the oil and gas industry. Eni together with KazMunaiGas are
building a shipyard in the Kuryk port (IA Novosti-Kazakhstan 2012). This shipyard has the
potential to play a significant role in the promotion of Kashagan’s oil exports via the BTC pipeline
to European markets. Thus, the role of Italy in the development of Kazakhstan-EU cooperation is
enormous, due to its possible huge contribution to the transportation of Kashagan oil along the
BTC pipeline.

According to the US Energy Information Administration (EIA), Kazakhstan is aiming to utilize
foreign investment to construct the Kazakhstan-Caspian Transportation System (KCTS). The
suggested plan is to export oil, primarily produced at Kashagan and Tengiz, to international
markets. Proposals would see the oil first transported through a new pipeline east of the Caspian
to a terminal at Kuryk, and then shipped to Baku, where it would enter the BTC pipeline. Initially,
KCTS is expected to supply 300,000 barrels per day to global markets through the BTC; however,
it is estimated that this figure will gradually increase to 800,000 barrels per day (US Energy
Information Administration 2013c).

Kazakhstan intends to expand its cooperation with Italy as part of its policy of industrial
development through attracting high technologies. Kazakhstan chose Italy as the main partner for
oil development of Kashagan due to its leading position in foreign direct investment (FDI), as well
as its considerable political and economic weight within the European Union. Italy’s geographical
location also plays an important role in the distribution of oil to other European countries, so in
this respect, Italy is considered to be the representative country of the European Union.
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Major Kashagan oil export routes
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Nonetheless, while Kazakhstan has achieved substantial results in attracting foreign investments
into priority sectors, FDI and exports have still been highly concentrated (more than 70%) in
natural resources (Organization for Economic Cooperation and Development 2012). Thus,
Kazakhstan decided to create the Industrial and Development Program in order to diversify FDI
into primary sectors and thereby become more advanced in the field of technological development;
this will be discussed in the next section.

Kazakhstan’s goal to attract investments and new technologies

Kazakhstan’s intentions for further cooperation, as well as to attract investment and develop new
technologies, were in evidence at the World Petroleum Congress, which was held in Moscow in
June 2014. Investors took note when a representative from the oil industry, Damiano Ratti, noted
that “special interest arose due to the fact that the government plans to compensate foreign
investors by up to 30% of capital costs once in operation” (Prikaspiyskaya kommuna 2014; author's
translation). National plans to draw in investments to non-oil-related sectors of the Kazakhstani
economy, during the 2015-2020 period, aim to attract 81 companies that will contribute to the
development of alternative forms of energy in Kazakhstan (Ministerstvo Industrii i novykh
tekhnologiy, 2011).

An important factor in the development of Kazakh-Italian relations could be the Eurasian
Economic Union. At a conference on Investment, legal and tax climate in the countries of the
Customs Union held in Rome on June 20, 2014, the president of the Chamber of Commerce of
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Rome, Giancarlo Cremonesi, noted that “the creation of the Eurasian Union is a great chance for
companies from our country who want to work and develop business in the region” (Evraziyskii
kommunikatsionnyi tsentr 2014; author's translation). Italy, as a country with interests in the issue
and in the region (Italy imports 85% of its energy resources), could also assist in helping to
strengthen cooperation regarding energy resources between Kazakhstan and the EU. Given that
Italy took over the EU presidency on July 1, 2014, it has the potential to play an even greater role
in consolidating ties between Kazakhstan and the EU. As Sandro Gozi, State Secretary of the
Council of Ministers responsible for European policy, said in an interview with Itar-Tass,

We do not intend to assume a decisive role, but want to turn Europe towards new political priorities
through the introduction of more effective methods of management and decision-making. In our
opinion, the renovation of Europe, which is a topic that is greatly discussed in all countries, requires
a change in approach. We hope to put new boundaries in place for the European leadership, set five
year goals, and to help Europe solve them. (Zabrodina 2014; author's translation)

At a joint press briefing on 12 September 2014, Alexey Volkov, Deputy Minister of Foreign
Affairs of Kazakhstan, noted that “we have completed negotiations on a new agreement on the
expanded partnership and cooperation between Kazakhstan and the EU. We hope that this
document will promote our relationship and open a corridor for interaction, and create greater
opportunities to access innovative projects and European technologies” (Predstavitel'stvo ES v
Kazakshtane 2014; author's translation). As noted by Gunnar Wiegand,® «...we have an agreement
that will allow us to create a new and better basis for our relations and further development. In the
new agreement, we have significantly increased the area of cooperation, which will now cover 29
areas, including such important areas as the economy, trade, and investment... The scope of our
cooperation significantly expands in the field of the economy, as European companies are the
largest investors in Kazakhstan™ ibid.; author's translation). The expansion of cooperation between
Kazakhstan and the EU will undoubtedly have a positive impact on the expansion of cooperation
between Kazakhstan and Italy, which cooperates not only on energy, trade, and economy, but also
on such areas as research and innovation, education, transport, and communications, among others.

Conclusion

Despite its vast natural resources, the landlocked geographical position of Kazakhstan makes it
difficult to transport natural resources. Just as energy-importing countries value the security of
importing from a variety of countries to reduce risk, for energy-exporting countries like
Kazakhstan, diversification of markets is important for security and economic growth stabilization.
Since independence, Kazakhstan has been largely dependent on pipelines through Russia to export
its hydrocarbons. To diversify export routes, Kazakhstan has seen the development of the BTC oil
pipeline as a critical alternative. Kazakhstan can now diversify its oil pipeline routes through
utilizing tankers shipping to Azerbaijan. Nonetheless, the volume of oil that can be transmitted
through tankers is limited.

b Director of the Department for Russia, Eastern Partnership of Central Asia, Regional Cooperation and the OSCE,
European External Action Service
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Italy, one of the EU member states, has been a leader both in efforts to deal with the recent
economic crisis, and in exchanges with Kazakhstan. Italy, as the largest importer of Kazakhstan’s
oil, could use Kazakhstan as a market for its services, as well as help Kazakhstan diversify its
routes by providing a destination for Kashagan oil through the BTC pipeline. It holds a highly
important geographic location as a link to the rest of Europe for hydrocarbons coming through the
BTC pipeline terminus in Turkey and the Black Sea to ports on the Mediterranean Sea. Moreover,
Italy has contributed to the development of Kazakhstan-EU energy cooperation through adopting
a more proactive foreign policy in the EU vis-a-vis Kazakhstan.

These interests are mutually beneficial for Italy and other EU countries, especially after the Crimea
incident, which made EU countries more aware of their dependency on Russian energy. In order
to reduce their reliance on Russian energy resources, the EU countries must also open new pipeline
routes. Kazakhstan’s hydrocarbon resources have the potential to help alleviate Europe’s energy
security concerns. Kazakhstan is a major oil producer with potentially vast untapped hydrocarbon
reserves.

Kazakhstan intends to expand its cooperation with Italy as a part of its policy of industrial
development through attracting investments in high technologies. While Kazakhstan has achieved
substantial results in attracting foreign investments into priority sectors, FDI and exports have still
been highly concentrated in natural resources. Against this backdrop, Kazakhstan decided to create
the Industrial and Development Program in order to diversify the FDI in the renewable energy
sector, and, through doing so, become more advanced with regards to technological development.
Both sides thus have mutually beneficial interests. Kazakhstan expects to reinforce its cooperation
with Italy in the energy field not only in relation to energy security, but also in the acquisition of
new and necessary technologies.
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