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ABSTRACT During the last five years, Russian relations with the GCC have
developed on a largely positive trajectory. Even Moscows decision to
leave the OPEC+ agreement and launch a price war with Saudi Arabia
in March 2020 did not threaten the gains made by Russian diplomacy
in the region. Following a cooling-off period in 2012-2014 caused by the
negative reaction of the GCC States to the Russian support of the Assad
regime in Syria, the overall rapprochement continued. When explaining
the complex mixture of factors that are driving Moscow’s dialogue with
the GCC member states regardless of occasional political turbulence they
usually refer to the growing intensity of Moscow’s presence in the region,
changing dynamics of the U.S. relations with Russia and the GCC, existing
tensions between Middle Eastern countries as well as the transformation
of GCC foreign policy vision. Yet, the economic factors usually remain un-
derestimated. Consequently, this article will try to prove the importance of
the economic factors for the current development of Russia’s relations with
the Gulf States. It will also assess the prospects for continued economic co-
operation between GCC capitals and Moscow including an analysis of the
ability of the sides to bring these relations to a new qualitative level.
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Introduction

ussias growing involvement in the Middle East has created a colorful

profusion of authors studying the different aspects of its regional pres-

ence.! Their research offers interesting and deep insights into the Russian
dialogue with the region, allowing readers to look at these ties from differ-
ent angles.> Amongst other topics, their studies inevitably address the issue of
Moscow’s relations with the Gulf Cooperation Council (GCC), as this vector
of Russia’s diplomacy possesses substantial importance within Moscow’s big-
ger strategy in the Middle East and clearly affects the overall situation in the
region.” Within this, the focus is mainly on the political aspects of Russia’s
interaction with the GCC member states.

For instance, the analysis of these ties through the prism of Russia’s relations
with the West and Moscow’s ambitions to play the role of a global player in
the international arena has become a very popular way to approach the issue.*
When explaining the motives behind the Russian moves the majority of au-
thors refer to the impact that the dynamics of Russia’s confrontation with the
West has on Moscow’s dialogue with the GCC member states.” In his study
Mark Katz also argues that while Moscow’s decisions obviously play a role in
whether its Middle Eastern policies have been successful or not, sometimes
Moscow’s successes or failures are affected by policies pursued by the U.S. and
other non-regional actors.® This idea is further developed in the publications
by Samuel Ramani who pays a lot of attention to the geopolitical factors affect-
ing Russian-GCC relations.”

Yet, not all researchers share these views. Some of them argue that while the
Kremlin’s geostrategic games in the region definitely play a very important role
in Moscow’s decision-making with regards to the Gulf, the authors are often
carried away by this explanation and fail to discuss other important drivers of
Russian diplomacy in the region, such as domestic or economic factors. How-
ever, Moscow-based scholar Leonid Issaev, on the contrary, pays more atten-
tion to the role of Russia’s domestic policies in shaping Moscow’s approaches
towards the region. He believes that Russian foreign policy towards the Gulf
cannot be considered in isolation from the political processes going on inside
Russia. Issaev insists that, on many occasions, it is not foreign policy priori-
ties but domestic security concerns, disagreements inside the Russian political
elite, and Kremlin’s propaganda needs, which play the role of key factors de-
termining Russia’s decision-making process on the Middle East and the Gulf.?

Unfortunately, the economic dimension of Russia’s cooperation with the GCC
has traditionally been overshadowed by the ongoing discussion on what politi-
cal factors play the leading role in shaping Russia’s approaches to the region. Of
course, there were attempts to analyze the impact of economic factors on Mos-
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cow’s cooperation with the region. Russia’s dia|ogue with Saudi

Yet, the majority of studies either s s .
just touch upon the economic fac- Arabia in the OPEC+ is

tors within the broader discussion ~Often considered within the
of Moscow’s regional approaches framework of Moscow’s vision

or, on the contrary, concentrate at-

tention on a narrow aspect of the of the global energy markets,
economic  cooperation (such as  rather than from the point of

trade, investments, or coordination .t . n.ﬁ n f r th R . n
of efforts in the oil market).” Even IS signincance 1o € hussia

Russia’s dialogue with Saudi Arabia dialogue with the region itself
in the OPEC+ is often considered

within the framework of Moscow’s vision of the global energy markets, rather

than from the point of its significance for the Russian dialogue with the region
itself.’ Under these circumstances, studies by the UAE-based scholar Li-Chen

Sim represent a positive exception as she actively positions Russia’s priorities in

the oil and gas sphere as one of the pillars of Moscow’s diplomacy in the Gulf."!

Theodore Karasik’s chapter “Russia’s Financial Tactics in the Middle East” pub-
lished in 2018 in the collective monograph Russia in the Middle East is, prob-
ably, another outstanding study of Russia’s economic ties with the GCC that
allows readers to look at this issue from another angle.'? In his paper, Karasik
not only analyses the intricate structure of Russias financial and investment
relations with the Gulf monarchies, but also shows how these economic ties
relate to Moscow’s political goals. However, in both Karasik and Sim’s stud-
ies, their publications are focused on certain aspects of the Russian economic
relations with the region. This article will try to adopt a more comprehensive
approach. Instead of diving into the deep study of one of the aspects of these
ties, it will offer a broader picture of the complex of economic interactions
between the GCC countries and Russia by not only analyzing the current state
of trade and investment relations between them but also through the discus-
sion of the origins of Russia’s interest in cooperation with Saudi Arabia, the
UAE and Kuwait within the framework of the OPEC+ and potential reasons
for future divergence between Russia and the GCC member states in the hy-
drocarbon markets. Finally, special attention will be paid to the question of
prospects for the further development of Russian economic relations with the
Arab states of the Gulf.

Russian Trade with the GCC: Small but Important

Moscow’s involvement in the conflicts in Syria and Libya, its close contacts
with the Palestinian authorities and Israel, as well as attempts to maintain good
ties with the warring sides in Yemen, help to demonstrate to the United States
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and the EU Russia’s importance as a global player, thus compelling them to at
least take its opinions into account and to keep communication channels with
Moscow open. In other words, Russia’s presence in the Middle East advertises
its capacity to project power and helps Moscow avoid international isolation.
Russia can play troublemaker when necessary to show that ignoring its in-
terests might be dangerous. In this respect, it considers its relations with the
region as another (although very important) bargaining chip in its relations
with the United States and the EU. However, Russia’s decision-makers do not
see the region solely through the prism of relations with the West. The region is
important to them in and of itself due to economic reasons. Russia’s economic
goals in the region are twofold: Moscow considers the Middle East as an im-
portant source of investments and a market for some of its industries (above
all arms manufacturing, agriculture, the nuclear sector, as well as oil, gas, and
petrochemicals). Russia’s state budget depends on hydrocarbon exports. The
Kremlin is concerned about a potential fall of the oil price to below $40 per
barrel (as it would mean Moscow would be unable to both meet all budget
needs and put money into its reserve funds), which compels Russia to coop-
erate actively with the Organization of the Petroleum Exporting Countries
(OPEC), and its informal leader, Saudi Arabia. Russia’s hydrocarbon producers
and service companies have also intensified their attempts to acquire stakes in
energy projects in the region.

At first glance, the volume of Russia’s trade with the GCC might create the
wrong perception of the minimal role of economic drivers in the develop-
ment of the dialogue between Moscow and the region. Indeed, the GCC share
in Russian foreign trade is less than 1 percent. In terms of sheer numbers,
Russias trade with the Gulf might also seem unimpressive: for instance, for
the last ten years, its aggregated volume only once managed to surpass that
of Russian trade with Egypt, one of Russia’s main trade partners in the Arab
world (Table 1).

Table 1: Russian Aggregated Volume of Trade with the GCC Member Countries and Egypt
(2010-2019, $ million)

e o 5 139 158 20.1 12 53 10 59 Is

[ e 357 83 34 482 406 480 700 640 554
| JEEE 39.3 2.1 59.4 87.7 106 120 115 157 239
[ 546 40 414 53 31 59 73 79 83

- 366 852 1359 1078 L1331 926 492 920 1000 1,670
B o0 ias 147 2516 1970 1246 1244 1630 1690 1840
- 15474 27969 3,025 37446 33121 2727 2448 3448 3,625 4401
B >0 2520 3555 2046 5400 4089 4156 6722 T66A 6246

Source: The statistics of the Russian Federal Customs Service'
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Moreover, there is a serious difference between During the last
the GCC member countries in terms of the vol- .

ume of their trade turnover with Russia. While decade’ items

in the U.S. dollar terms it remains insignificant in exported by Russian
the case of Bahrain, Qatar, and, to a lesser degree, .

Oman, Russian trade with Saudi Arabia, the UAE, COI‘POI'atIOI'IS to the
and Kuwait has substantially grown since 2010, Feéglon have also
thus, reaching relatively good levels for the MENA  djversified, with the

tries. i
countries share of machinery

Yet, it is not the quantity, but the quality that mat- sold to the GCC
ters. The fact that the trade balance is in favor of ici
Russia makes Moscow see it as a small but reliable gradually rsing
source of income that has been almost steadily

growing for the last ten years (Graph 1). What is more important, the range of
items exported by Russian companies is quite diversified (with the exception
of Kuwait), thus offering a niche for different producers and goods - arms and
military equipment, machinery, oil and gas, petrochemical, metallurgical and
agricultural products.

Graph 1: Export-Import Ratio of Russian Trade with the GCC by Country (2019, %)
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Source: The statistics of the Russian Federal Customs Service'*

The region still holds great interest and, in some cases, even key importance for
certain sectors, including the agricultural and military-industrial complexes,
and the petrochemical, space, and oil and gas industries. As such, the UAE is

2021 WINTER 187



LUAN(«RY NIKOLAY KOZHANOV

The UAE and Saudi an important buyer of Russia’s precious stones

Arabi f d and metals whereas Saudi Arabia is one of
rabla are more rocuse the main consumers of Russian grain, sales of

on investments in local which are playing a significant role in Russia’s
infrastructural proj ects doctrine of export diversification. The region

is also an important market for some small

that have regional rather and medium-sized enterprises, for which

than federal importance trade with the Middle East often represents
the main export market for their products.

During the last decade, items exported by Russian corporations to the region
have also diversified, with the share of machinery sold to the GCC gradually
rising. As such trade with the Gulf countries is helpful for the implementation
of the government’s economic diversification strategy.

Finally, after 2015, Russia’s increased arms sales to the Middle East became a
separate driver of its regional engagement. Russia’s military assistance to Iraq
in its struggle against ISIS in 2014 and subsequent support of the Assad regime
in Syria with equipment and ammunition that led to Moscow’s direct involve-
ment in the Syrian conflict in 2015 became an effective promotional exercise
for the Russian military-industrial complex. Consequently, not only has the
volume of Russian arms exports to the region increased, the importance of this
market for the Russian arms producers has increased as well which in turn has
heightened the incentives for Moscow to invest in building positive relations
with the region. According to the official data, in 2018, the Middle East share
in the Russian arms sales was equal to 48 percent (approximately $7.2 billion)
against 37 percent in 2015 (up to $5.5 billion)."

Currently, market analysts also argue that as an outcome of the demonstration
of Russian arms capacities in Syria, Moscow managed not only to secure its
presence in the traditional consumer markets such as Algeria, Egypt, and Iraq
but also advance its presence in the arms markets of the countries traditionally
less open for Russia such as the members of the GCC.' The real volume and
structure of Russia’s arms trade with the Gulf is unknown. The official reports
of the Russian Federal Customs Service usually classify arms deals under so-
called a ‘Secret Code Category,, which includes all imports and exports that the
Russian authorities prefer not to declare. With regard to the Gulf, the official
data of Russian customs’ confirms that during the period 2015-2020 Moscow
was, indeed, exporting goods under the ‘Secrete Code Category’ to the GCC.
If assumed that all these figures reflect the exports of arms only, it is possible to
conclude that the region was not Russia’s main customer. The volume of export
gains also has not matched that of the U.S. or EU. Yet, they have been growing
rapidly since 2015 thus raising the importance of the Gulf market in the eyes
of Russia’s arms traders (Table 2).
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Table 2: Russia’s Exports under the Secret Code Category to the GCC Member Countries
(2015-2019, $)

0 38,296,922 0 42,171,017 0
67,265 22,479 21,019 67,346 39,051
8,607 0 31,700 0 0

0 27,669 0 2,600 38,141
16,933 27,751 11,643,710 48,010,100 361,761,933

67,592,389 36,722,269 159,865,067 123,518,458 168,243,826
67,685,194 75,097,090 171,561,496 213,769,521 530,082,951

Source: The statistics of the Russian Federal Customs Service'’

Russian media sources also confirm the fact of the rising importance of the
Gulf as Russian arms consumers. Among other GCC players, the UAE has
probably the longest experience of arms trade cooperation with Russia, and
Russia’s arms producers are often guests at the IDEX arms fair."® In 2017, Rus-
sia and the UAE signed a cooperation agreement in the military-industrial sec-
tor.”” And, yet, bilateral trade is just one of the elements of Russia’s cooperation
with the GCC countries. Russia’s economic goals in the region are broader.

Russian-GCC Investment Cooperation: Economic Motivation with the
Political Aftertaste

First of all, Russia considers the GCC as an important source of investments
in Russia’s economy, giving priority to infrastructural projects. The Russian
Direct Investment Fund (RDIF) serves as an entry gate for GCC investments
to the Russian economy. It facilitates the deals between an Arab investor and a
Russian recipient. Alternatively, it can establish joint funds with the Gulf States
business and financial entities to invest in infrastructural projects inside Rus-
sia. The list of the RDIF partners includes Emirati Mubadala, DP World, Saudi
Public Investment Fund, Saudi Aramco, Ayar International Investment Com-
pany, Qatar Investment Authority, Kuwait Investment Authority, and Bahraini
Mumtalakat Holding Company. As of 2018, the share of the GCC countries in
the RDIF investment projects (including potential) was estimated at 52 per-
cent, specifically Saudi Arabia accounted for 22 percent, the UAE 18 percent,
Qatar 8 percent and Kuwait 2 percent).” For the last seven years, the volume
of Saudi Arabia’s investments in Russia reached $2.5 billion, while the UAE’s
and Kuwait’s is under $1 billion.?! Meanwhile, in terms of value, Qatar remains
a leader with $13 billion of investments.?

The strategies of the GCC investors differ by country. Bahrain and Oman have
no known presence in Russia while Kuwait keeps its activities low profile.
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During the last ten Thus, in 5012’ the Kuwait Ir}llve}sltrr}lflng I;Axuthohr-
ity signed an agreement with the on the
years, the UAE has been provision of $500 million (in 2015, this figure

actively investing in was doubled) for future investments in Rus-

the development of the sia’s economy through the so-called automatic
co-funding scheme. The scheme implies that

economic infrastructure Kuwait investors can automatically participate
of Chechnya and the in the RDIF’s projects covering up to 10 per-

rban development of cent of necessary funds. However, there is no
u P confirmed data on any investment projects in

its capital, Grozny Russia.*

Qatar, the UAE, and Saudi Arabia are, on the contrary, much more active.
Thus, in recent years Ayar International Investment Company participated in
the reconstruction of St. Petersburg’s tram lines. The UAE monies were in-
vested in the development of IT software for Russian oncology and maternity
centers. Mubadala contributed to the development of medical clinics in Po-
dolsk and Balashikha. It also funded the construction of logistic complexes
for Novosibirsk and Moscow districts. Meanwhile, the PIF participated in the
reconstruction of the petrochemical factory ZapSibNeftekhim in Tobolsk, the
construction of hydropower plant in the Karelian district, and the transport
infrastructure of St. Petersburg. As of early 2020, DP World was considering
the purchase of a 49 percent stake in Vladivostok-based transport company
Fesco.”*

Doha lesser than the others relies on the RDIF in its investment activities and
prefers buying shares in large companies such as Russia’s hydrocarbon giant
Rosneft, one of Russia’s main banks VTB and Pulkovo airport in St. Petersburg
(the main transport hub in the North-West of the European part of Russia).
The UAE and Saudi Arabia are more focused on investments in local infra-
structural projects that have regional rather than federal importance.”

Qatari, Emirati, and Saudi approaches to investment in Russia’s economy have
their own pros and cons in terms of economic gains and political dividends.
Thus, the Qatari strategy of investing in large companies definitely helps Doha
to create its lobby of supporters at the very top of the Russian elite, at the fed-
eral level, and gain access to the projects with high returns. These investments
are also immediately visible to the Russian central authorities, which also helps
the Qatari government to gain additional esteem in the eyes of Moscow. The
efforts of the UAE and Saudi Arabia might, at the first approach, seem less
important both economically and politically as the size of their investments
in a single project might be less than a hundred thousand dollars and have
a low level of return. However, this perception is deceiving. In the long run,
the positive effect from these investments can be higher. Thus, the aggregated
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value of these small projects, for the Russian economic development, appears
greater than from the purchase of shares in Russia’s giants by a foreign investor.
The participation in these projects also creates more deep-rooted political ties
between the UAE, Saudi Arabia, and Russia, thus, opening options for partici-
pation in bigger and more profitable projects in the future.

First of all, small and medium investments at Russia’s regional level help to
ease the financial burden on the shoulders of the Russian regional authorities
and speed up the implementation of those projects that do not have enough
federal support (i.e. funded either predominantly or solely from local budgets).
This, in turn, creates a positive image of the Gulf states at the regional level and
helps them to form quite a wide base of their supporters among the local elites
who, in turn, might promote the interests of the GCC states in Moscow. It is
not surprising that the UAE and Saudi investments are especially welcomed
in the Northern Caucasus regions that cannot fund their needs without either
external or federal support.® This interaction also creates an important hu-
manitarian dimension of Russian economic cooperation with the GCC when
the Gulf investments in the local regional projects help to create additional job
places or improve social infrastructure. Consequently, Moscow is addition-
ally motivated to cooperate with the GCC as long as this cooperation creates
opportunities to improve the socio-economic situation in traditionally poor
regions and, subsequently, strengthen the country’s socio-economic and polit-
ical stability. For instance, during the late spring-early summer 2020, the UAE
provided humanitarian assistance to the North Caucasian districts of Russia
severely hit by COVID-19. During the last ten years, the UAE has been actively
investing in the development of the economic infrastructure of Chechnya and
the urban development of its capital, Grozny. Among all, in 2017, the Sheikh
Zayed Fund opened its office in Grozny with the aim to support the develop-
ment of small and medium private enterprises. In terms of the economy, the
value of the UAE activities is not high. For instance, during the period 2017-
2027, the Shaikh Zayed Fund is to invest in Chechnyas economy about $300
million (by 2020, the fund had invested up to $6 million in Chechnya’s private
business).”” Yet, in terms of gains, this financial assistance definitely brings the
Chechen elite closer to the Emirates while helping to improve the social situa-
tion inside this region.

Russian business is also interested in entering the GCC. There is a distinct
interest for Russian companies to enter the agro-industrial and nuclear sectors
of the GCC economies, and create joint ventures in the field of telecommuni-
cations, IT technologies as well as the mining and petrochemical sectors. As
such, Russian economic interests are also becoming more diverse. Moscow
also views long-term economic projects as a solid base for the further devel-
opment of bilateral ties with the region. Russia’s activities in the nuclear sector
are an example of politically driven economic steps. Nuclear projects require
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long-term post-construction service contracts and would bind the countries
concerned to Russia. In the case of the GCC countries, such ties could help
ensure long-term economic cooperation in the absence of progress in other
areas.

Hydrocarbon Frenemies?

Russia’s relations with the GCC countries in the oil and gas field are not that
straightforward. In the spring of 2020, the short-lived price war between Rus-
sia and Saudi Arabia demonstrated that, in spite of the deep interest in devel-
oping cooperation with Middle Eastern hydrocarbon producers put forward
by Russia over the last four years, the alliances it has built remain fragile. Even
positive bilateral dialogues with Middle Eastern exporters cannot offset chal-
lenges to Russia’s position in the global energy markets. The Kremlin is partic-
ularly worried about competition over the EU market.

It is often ignored by analysts that Russia and Saudi Arabia have periodically
competed for oil markets in Asia and Europe in recent years. In 2018-2019,
in spite of domestic production cuts, both increased their supplies to China
in a competition for the available share of the country’s market that had been
created by a decrease in Iran’s oil exports to China, growing domestic demand,
and Beijing’s attempts to diversify its sources of hydrocarbon imports. In the
first half of 2019, Russia became the largest oil exporter to China, but by the
beginning of 2020 Saudi Arabia had taken over this position. Saudi Arabia has
also been a competitor to Russia in other regions. Its decision in July 2019 to
further discount oil sold to Europe caused concern in Russia. These concerns
strengthened again when following the Russian March 2020 decision to leave
the OPEC+ arrangement, Saudi Arabia declared its intention to provide Eu-
ropean consumers with historically high discounts on its oil for April loaded
cargoes. Moscow, however, equally never missed an opportunity to exploit the
misfortunes of the Arab ‘partners. In September 2019 following the attack by
Iranian proxies on the Saudi oil-refining infrastructure in Abqaiq and Khurais,
Riyadh was temporarily unable to fulfill its export obligation to Asian coun-
tries. Russia immediately used this opportunity to position itself as a more
reliable supplier to India in order to increase its share of the country’s market.

The EU’s attempts to decrease its dependence on Russian gas, which started in
the mid-2000s, also caused the Kremlin to follow closely Qatar’s plans to in-
crease its output of Liquefied Natural Gas (LNG). Yet, despite Middle Eastern
countries being potential rivals in supplying the European and Asian oil and
gas markets, Russia continues to prefer cooperation over confrontation and
trying to establish good relations to ensure that it has a stake in energy projects
in the region. Even during the period of the 2020 price war between Russia and
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Saudi Arabia (de facto supported by ~ Sijnce 2017, the petrochemical

the UAE and Kuwait), Moscow was Sib h b
periodically repeating that it wants company siour has béen

to resume the discussion regarding discussing OptiOhS for entering

mutual investments into oil, gas,  the project for the construction
and petrochemical projects with the

GCC member countries® Earlier Of the al Jubail petrOChemical
on, in October 2019, the Abu Dhabi factory’ conducted by Saudi

National Oil Company (ADNOC)
awarded Russian company Lukoil a Aramco and TOTAL

5 percent share in the Ghasha con-

cession (which consists of nine oil and gas fields). While Lukoil’s share is small
its symbolic meaning is high. The Gasha concession became the first large
hydrocarbon project in the UAE that includes the participation of a Russian
company.”

Russia also continuously utilizes economic means to achieve political goals.
The presence of Russian companies in the region in that context is occasionally
useful to exert political influence. The company Rosneft is one example. In
2018, the government approved the purchase of 14.6 percent of the company
(for €2.5 billion) by the Qatar Investment Authorities (QIA), which increased
the latter’s share to 18.93 percent. However, it is not yet clear whether QIA
was supposed to retain their stake in Rosneft in the long run: according to ini-
tial plans, QIA was to resell its share to a Chinese shareholder, who allegedly
would then transfer this stake to private investors in Russia. For reasons that
remain unclear, this scheme was not implemented and QIA, therefore, remains
the final shareholder. The Russian governments initial decision was aimed at
strengthening ties with Qatar and opening up another channel of commu-
nication with its rulers. Here, Rosneft sometimes acts as an informal arm of
Russian diplomacy, handling sensitive matters to which the Kremlin does not
want to draw attention. For example, Rosneft head Igor Sechin visited Doha
in March 2019 and delivered to Qatar’s emir, Shaikh Tamim Bin Hamad Al
Thani, a personal message from President Vladimir Putin that allegedly con-
tained suggestions for improving ties.”

Another factor that compels Moscow to prefer cooperation with the GCC
countries over rivalry is that Russia wants GCC investors to participate in joint
ventures to research, design, and produce oil, gas, and petrochemical equip-
ment, given that current Western sanctions limit Moscow’s ability to import
advanced Western technology. Russia pays special attention in this regard to
cooperation with Saudi Arabia and the United Arab Emirates. In 2018, Saudi
Aramco established cooperation with Moscow State University’s research cen-
ter on the development of the upstream technologies. Since 2017, the petro-
chemical company Sibur has been discussing options for entering the project
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In 2016, joint Russian-Saudi for the construction of the al Jubail
petrochemical factory, conducted by

efforts led to the Vienna Saudi Aramco and TOTAL. Saudi Ar-
Agreement between OPEC amco is also involved in negotiations
and non-OPEC countries with Rosneft and Lukoil over joint ven-

tures in the petrochemicals sector. In
(so-called OPEC+) to decrease 2018, the minister of energy, industry,

production in order to ensure and mineral resources said that Saudi

a dearee of stabilitv as far as Aramco was also ready to invest in the
9 y efforts of Rosneft and Lukoil to buy or

oil prices were concerned build refineries in third countries.

Russia-Saudi attempts to establish cooperation in the oil, gas, and petrochemi-
cal sector have so far brought few results. Almost all discussed projects are still
on paper. However, Russia’s cooperation with the UAE represents a different
case: it is not accompanied by loud statements on intention and, consequently,
it does not draw much unnecessary attention. The discussed projects are more
of local importance but, at the same time, the results of these discussions are
also more visible. For instance, on September 5, 2018, Gazprom Neft and
Mubadala Petroleum (owned by Mubadala Foundation) officially sealed the
deal on the purchase of 44 percent of shares of Gazprom Neft’s subsidiary —
Gazprom Neft Vostok. By investing in Gazprom Neft Vostok, Mubadala Petro-
leum not only entered the Russian oil sector but received access to one of the
largest Russian oil companies acting in Western Siberia, one of the traditional
oil-producing regions. Both the UAE and Russian authorities believe that if the
experience of the UAE investments in the Russian oil company appears suc-
cessful, this deal will open up further access to the Russian oil and gas sector
for the UAE money.” From the practical point of view, the Emirati investments
help Gazprom Neft Vostok to intensify the development of the tight oil fields
in Western Siberia. This is extremely important for Moscow: the active de-
velopment of the marginal oil-fields and tight oil reserves might allow Russia
either to completely avoid or, at least, to slow down the fall of oil output that is
expected to begin after 2021.%

The Rise and Fall of the OPEC+

The dependence of the Russian state budget on the exports of hydrocarbons
and the Kremlin’s concerns about long-term low oil price compels Russia to
cooperate actively with the OPEC, and in particular with Saudi Arabia. Rus-
sia’s decision to begin coordination of its output with OPEC producers can
be considered historical. Until the mid-2010s, Moscow’s vision of its relations
with the cartel was based on the principle of a free rider: while profiting from
the OPEC attempts to regulate the market prices through the readjustment of
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oil during the 1990s-2000s, Russia showed no interest in coordination with
this structure. The OPEC members, in their turn, never insisted on such co-
operation.”” Nevertheless, by the mid-2010s, the new trends in the global oil
market compelled Russia and OPEC to revise relations in order to protect their
interests in the hydrocarbon market.

The roots of the problems encountered by the OPEC oil producers and Russia
go back to the late 2000s. They are connected to two factors: the impact of the
U.S. shale revolution on the global hydrocarbon market and the beginning of
the global energy transition to non-carbon fuels. The shale revolution not only
turned the U.S. into the largest producer and exporter of hydrocarbons but
also stimulated the emergence of new strong market players in other parts of
the world. Driven by these factors, the growth rates in global oil supply have
been steadily surpassing growth in oil demand since 2011 causing the markets’
oversupply and destabilizing oil prices in recent years. Due to the specifics of
shale oil production and high volumes of oversupply, neither the 2014-2016
price war between traditional and shale oil producers nor OPEC alone could
remove the extra barrels from the market.

The high sensitivity of shale oil production to oil prices subsequently short-
ened the duration of oil price cycles and changed their amplitude: given the
ability of shale oil producers to quickly increase output if encouraged by the
positive market dynamics, the oil prices were unable to rise too high and/or for
too long, forcing the GCC countries and Russia to forget about the era of ul-
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tra-high incomes. By 2016, this seriously undermined the role of OPEC which
was only able to influence the price dynamics to a limited extent as any reduc-
tion in production volumes inevitably raised prices creating favorable condi-
tions not only for the OPEC members, but also for other players to increase
the output and, thus, to bring the prices down back again. The situation could
be changed only through the increase in the number of the OPEC members in
order to raise the potential share of production capacities to be excluded from
the global output while decreasing the potential number of free-riders. Under
these circumstances, the establishment of efforts for coordination with Russia,
one of the largest oil producers in the world, seemed to be logical.

By late 2016, the Russian leadership also realized that this time, without active
cooperation with OPEC it will be difficult to ensure stable budget incomes.** In
2016, joint Russian-Saudi efforts led to the Vienna Agreement between OPEC
and non-OPEC countries (so-called OPEC+) to decrease production in order
to ensure a degree of stability as far as oil prices were concerned. The initial
six-month OPEC+ deal has since been extended several times. It also led to the
formation of a permanent forum-like structure with its own charter (signed in
July 2019), which allows participants to coordinate and adjust their produc-
tion policies.”

From Russia’s perspective, the arrangement proved beneficial as the oil price
remained fairly high and stable at least temporarily. Thus, according to the
Russian Minister of Energy, Aleksandr Novak, in 2019, the Vienna Agreement
allowed Russia’s budget to accumulate about $32 billion.* In December 2019,
the deal was extended until April 2020. The announcement by Russia’s Min-
ister of Energy Aleksandr Novak on March 6, 2020, to withdraw Russia from
the Vienna Agreement after April 1, 2020 however revealed the fragility of
the relationship. Moscow’s decision to stop the engagement was caused by the
declining ability of OPEC+ to affect the global oil market. By March 2020,
Russia accepted that the era of high oil prices had ended, an assessment clearly
reflected in the Russian state budget planning that is built on the assumption
of prices floating in the range $50-60 per barrel (likely closer to the lower end)
until 2036.”” Moscow was also convinced that oil prices would drop below $50
per barrel over the coming four years before returning to the range $50-60 per
barrel. Russia’s leadership further sensed the growing influence of non-OPEC+
members on oil prices as well as of forthcoming structural changes in market
fundamentals that neither Russia alone nor OPEC+ can control.”®

In addition, Russia is nearing a psychological threshold in 2021-2022 when
its oil output is expected to start falling from the current output of 11.4 mil-
lion barrels per day to ultimately 6.3 million barrels per day in 2036.*° As
part of its preparation, Russia has begun to look into the development of new
oil-production projects, something that is however not possible under existing
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OPEC+ production limitations. Russia The continuing deterioration

was thus tempted to adopt an ‘all to the fR .z dth
market’ strategy to maximize exports OT Russia's economy an e

and increase income while its oil output  lack of financial resources

is still high. Bu.sinesses and politicial}s remain one of the main
have been calling upon the Kremlin

to further expand oil exports and had factors Iimiting Moscow’s
started to dub 2020 ‘Sechin’s year; refer- ¢g pacities to expand its

ring to the fact that the chief executive r nce in the reaion
of Rosneft, Igor Sechin, had come out presencel eregio

strongly against the OPEC+ limits with

his calls for Russia to leave the structure being heard by the Kremlin. At the
same time, the Kremlin decided out of necessity to decrease the state budget’s
dependency on oil in turn reflecting a degree of pessimism about the ability
to maintain current oil output. Expected low prices, high upfront costs for
the majority of new oil fields, and the lack of technologies and funds make
one-third of Russian oil reserves unprofitable. Under these circumstances, the
share of budget revenue from oil was expected to fall making Russia’s engage-
ment with OPEC+ less important for its economy.

However, Moscow appears to have underestimated the potential consequences
of its withdrawal from OPEC+. The Kremlin either expected that its move
would scare other participants to accept Russia’s demands not to deepen pro-
duction cuts or assumed that the negative impact of the collapse of the existing
arrangement would ultimately not be that dramatic. Russia’s initial expecta-
tions were based on the assumption that the 2020 annual oil price would stay in
the $40-45 per barrel range with the possibility of only a temporary fall below
the $40 per barrel threshold. Even with the decline of Asian energy demand as
a result of the COVID-19 pandemic, there was still the expectation that prices
would return to the $50-55 range in 2021 as oil demand in China and other
Asian nations resumes.*’ Instead, Russia was overtaken by events and quickly
found itself in a full-fledged oil war. As the COVID-19 implications intensified
and GCC countries, foremost Saudi Arabia, decided to expand oil production
in an effort to gain market share, oil prices soon found themselves well below
the $40 per barrel threshold with no sense of any immediate recovery. This
scared the Kremlin and resulted in Minister Novak calling OPEC+ members
to keep their oil output within the limits observed in January-February 2020
less than a week after the initial announcement of the Russian withdrawal from
the consortium.*! The pressure on world energy markets ultimately resulted in
a new production being renegotiated in April 2020.

The Russian decision to pull out of the OPEC+ was also determined by do-
mestic political considerations. By 2020, the Russian authorities began prepa-
rations for the end of Putin’s fourth term in power in 2024 and the necessity
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in turn, weakens its political power for two more terms. As stated
|everag es of influence above not all of these power brokers
were happy with the existing OPEC+
arrangement. In February 2020,
Igor Sechin and Aleksandr Dyukov, the head of Gazprom Neft, voiced their
clear resistance to further production cuts under the OPEC+ as this would go

against their own development plans by limiting expected income.*

In general, Russia is still defining its strategy on how to deal with the conse-
quences of the shale revolution and the beginning of the global energy tran-
sition for the oil and gas markets. Alternatives consist of either losing a share
of the oil market but sustaining high oil prices by limiting output with other
members of the OPEC+ agreement or fighting for market share at the expense
of low oil prices. None of these options is ideal. It is important to keep in mind
that Moscow’s participation in the OPEC+ was restored by external circum-
stances as the Kremlin could not foresee the depth of the negative impact of
the COVID-19 on global oil demand. Yet, this also means that, following a sta-
bilization of oil markets, Russian oil producers could try to leave the OPEC+
again.

Challenges for Russia - GCC Economic Relations

Yet, Moscow’s capacities to develop economic relations with the GCC have
their natural limits. The continuing deterioration of Russia’s economy and the
lack of financial resources remain one of the main factors limiting Moscow’s
capacities to expand its presence in the region. The COVID-19 pandemic will
further hit the Russian economy, seriously shrinking the volume of available
resources. Growing technological backwardness is making Russia less ap-
pealing to Middle Eastern investors and limits the range of products it can
trade. As argued by some experts, the low quality of equipment produced by
Novomet became one of the reasons behind the Saudi decision to cancel the
deal on the purchase of Novomet shares.* The passive behavior of the Russian
business community and the large share of the black market in the country’s
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economy additionally slows down the development of Moscow’s economic di-
alogue with the Middle East.

During the last several years, the Kremlin has tried hard to draw the attention
of the GCC States to numerous promising investment projects in Russia. Yet,
these attempts were in most cases unsuccessful or, have not yet brought results.
The exchange of business delegations between Russia, on the one hand, and
the GCC, on the other, is very active and accompanied by loud statements by
officials from both sides on plans to invest billions of dollars in the Russian
economy. However, when it comes to Russia, it is also market principles and
not always political imperatives that determine the final decision of the GCC
business community to move forward.

These principles underline that Russian projects, as well as the overall business
environment, remain questionable and that other profitable alternatives exist
in comparison. In 2017-2019, Saudi Aramco demonstrated interest in buying a
share in the Arctic LNG-2 project in Russia, but, in the end, decided not to do
this.* One of the key reasons for the Saudi side to invest in the LNG industry
is to get access to relevant technologies that could support Riyadh’s intentions
to become an important player in the market of LNG supplies. However, Rus-
sia is at this stage developing its own technologies for natural gas liquefaction,
meaning that Saudi investment would go into such development and not into
accessing already existing technology. In addition, Saudi Arabia would also
have to ensure that sanctions currently in place against Russia will not ham-
per and delay the development itself. Participation in, for example, U.S. LNG
projects provide access to a more developed technological base with the result
that Saudi Aramco chose to invest in the United States and openly pointed out
to the Russian firm Novatek that there are more interesting, profitable and less
risky projects and that in order to re-consider the Russian side would have to
significantly revise its financial demands with regard to the purchase of the
project shares. *

Conclusion: Thinking about the Prospects for Cooperation

Russia’s economic relations with the GCC states have probably reached the
maximum of their capacities with little chance to further improve their quality.
Moscow is weak economically, which in turn, weakens its political leverages of
influence. Nevertheless, limited chances for the qualitative evolution of Rus-
sia’s relations with the Gulf do not mean that there are no options for the fur-
ther exploitation of those opportunities these ties provide at the current level.

First of all, Moscow will definitely be interested in the exchange of informa-
tion and coordination of efforts in the hydrocarbon markets. Moreover, the
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level
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them from coming to anew are clearly demonstrating interest in

having closer contacts with the GCC);

(iii) through the interaction within the
international and regional organizations such as OPEC and the Gas Exporting
Countries Forum (GECF).

Secondly, there are still options for the development of investment coopera-
tion. Indeed, international sanctions and Russia’s economic issues might make
the funding of large-scale projects risky and unappealing. Yet, apart from
investments into Russia’s oil, gas and petrochemical sector, the GCC coun-
tries can continue their practice of funding local and regional infrastructural
projects. These may not be as significant in terms of investment volumes and
returns as the federal projects, but assistance to Russian regions will fully jus-
tify itself in terms of strengthening the Gulf influence in Russia and further
changing the attitude of the Russian elites in favor of the GCC member states.
Investments in local infrastructure are not usually affected by the anti-Russian
sanctions. They also do not imply huge administrative costs and there is no big
time gap between the discussion of these projects with the Russian authorities
and their implementation. Meanwhile, the participation of foreign investors in
large projects can be additionally hampered by Russia’s internal clan struggles
and never-ending concerns by Russia’s security services about the vulnerability
of national security.

Third, Russia might represent certain interests within the framework of the
UAE and Qatar humanitarian diplomacy. GCC assistance to the development
of various social projects in Russia will be very well received by the Russian au-
thorities. At the same time, Russia will be interested in co-funding such proj-
ects in the post-Soviet republics if this is to bring additional points to Moscow
in the eyes of the local elites. However, both in the case of investment and hu-
manitarian cooperation, it is necessary to follow the principle of permanence.
As demonstrated by the Emirati, Saudi and Qatari experience of investments
in Russia, large but one time investments are bringing less economic and polit-
ical gains than protracted investments in smaller projects.

All in all, existing innate problems of Russia’s relations with the GCC might
slowdown their development or even prevent them from coming to a new
level. Yet, it does not mean either the absence of potential for further coopera-
tion or that this potential should not be explored. @
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