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Unreality Shrouds
Russian-American

Energy Meeting

by Brian Lantz and Rachel Douglas

Anair of unreality hungover thefirst-ever “U.S.-RussiaCom-
mercial Energy Summit,” held Oct. 1-2 in Houston, Texas,
becauseit grappled with neither theimpending global show-
down prompted by aU.S. war policy, nor theworld economic
crisis. A great deal of agitation about Russia's potential to
replace the Middle East as chief crude oil supplier for the
United States preceded and surrounded the event, most of it
issuing from the same circles that promote war on Irag. The
actual proceedings fell short of that build-up. The chaos that
would beunleashed by aU.S. adventurein Irag, wasnot even
atopic of open discussion.

Planned last May at the St. Petersburg meeting of Presi-
dents Vladimir Putin and George W. Bush, the “ commercial
summit” was heavily attended by government officials. U.S.
Secretary of Commerce Donald Evans and Secretary of En-
ergy Spencer Abraham played host tothenearly 300 attendees
at the two-day conference, which washeld at Warwick Hotel
and the James A. Baker |11 Ingtitute (Rice University). Rus-
sian Minister of Economic Development and Trade German
Gref and Minister of Energy Igor Y usufov led adelegation of
executives from every major Russian oil company and some
other sectors.

Pipeline Dreams

The desire on the part of leading Western financial inter-
eststo direct investment in post-Soviet Russiainto the oil and
raw material s-extraction sectors, isnothing new. But thisyear
it has become a campaign with new geopalitical overtones,
under the banner of “diversification” of U.S. fuel sources
away from Middle East. Such “ill-conceived plans.. . . to at-
tempt to by-pass present world strategic dependency on Mid-
dleEast oil,” Lyndon LaRouchewarned in May, “could only
bring an added factor of chaosto an already explosive world
monetary-financial and economic situation,” and should be
abandoned, as being “recklessly incompetent economic and
geopolitical impulses.”

Sen. Conrad Burns (R-Mont.), a member of the Senate
Energy and Commerce Committees, had presented his im-
pulsesinlurid colorsinaSept. 12 speech at the National Press
Club in Washington, which he titled “Post-9/11 American
Energy Security: New Market Psychology inthe Age of Ter-
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rorist Oil.” Brandishing hisnew vocabulary—"Wemust turn-
off the spigot of terrorist oil”—Burns demanded that
“America must begin weaning itself off of rogue oil from
Iraq and Saudi Arabia and bring Russian oil onto the world
market.” An enthusiastic participant in the Houston meeting,
Burns introduced a Senate resolution on Oct. 1, calling for
increased U.S.-Russian cooperation on “energy develop-
ment”—meaning Russian oil for the United States.

Secretary Abraham announced on the eve of the Houston
conference that the U.S. strategic oil reserve will soon take
delivery of 280,000 barrels of Russian crude. Hetook Minis-
ter Yusufov on an unprecedented tour of the Bryand Mound
strategic reserve site.

At the same time, the U.S. officials came on strong with
demands for Russia to “press forward with banking and fi-
nancial reforms,” as Secretary of State Colin Powell put it to
the U.S.-Russia Business Council meeting, held Oct. 3 in
Washington ontheheelsof theHouston event. Evans, Senator
Burns, and others emphasized the need to pass legislation
on Production-Sharing Agreements (PSA), which guarantee
foreigninvestors' repatriation of profits, and other privileges,
and which have been the subject of intense opposition in the
Russian State Duma (lower house of Parliament) on national
security and patriotic grounds. Gref, a free-trade advocate,
promised the Houston summit “a maximum withdrawal of
the state from regulation,” athough this Autumn’s political
agendain Moscow includes intense debates precisely on the
question of the ownership and control of natural resources.

Evenif such principled political fightswereto evaporate,
thelevelsof investment required to contemplate Russia’ s be-
coming a major oil supplier for the United States are enor-
mous. Thefirst-ever Russian oil deliveriestothe United States
took place this year, their total of 18.4 million barrels repre-
sentinglessthantwodays U.S. oil imports. (Saudi Arabiaand
Irag, combined, supply approximately 25% of theseimports.)
Russian oil production, which plunged by half in the turmoil
of the early 1990s, is only now reapproaching its 1989 level.
Thishasbeenaccomplishedlargely by restartingidled capaci-
ties from the Soviet period, and bringing online some new
technologies for the exploitation of mature wells. In May
2002, the Russian Ministry of Natural Resourceswarned that
at an output rate of 400 milliontonsper year (8 million bpd)—
and Russia is producing at not far below that rate now—
currently prospected oil reserves would be exhausted by the
year 2040. Y usufov said that the Russian oil industry needs
“$1 billion per year, or $50 billion by 2010 (sic) in order
to go forward. The enthusiasm of Secretary Evans for such
investments was so great, that the Moscow business daily
Kommersant reported he had talked in terms of $18 billion
per year.

Andthenthereisthe question of infrastructure. A Russian
output level of 9 million bpd, as projected by the Russian
company Lukoail for 2010, would exceed thecarrying capacity
of Russia sail pipeline network.
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Notes of Caution

Corporate participants from both countries were mark-
edly more circumspect than the ideol ogy-driven government
officials. No one among the energy company representatives
who spoke at the conference was serioudly talking about Rus-
siareplacing theMiddle East asan oil supplier any time soon.
Lukoil presented its projections of Russian output increasing
to 9 million bpd by the year 2010, a 30% jump, as compensa-
tion for the decline of Gulf of Mexico and North Sea produc-
tion. Otherwise, both sideswere looking down theroad, talk-
ing in terms of prospects over the next decade or two. Senior
U.S. energy executives, in discussions, were dismissive of
the geopoalitical idea of an energy “quick fix” from Russia,
adding that their companies could not make plansin Russia
based on the immediate fallout of a potential Irag war, but
had to look ahead a decade or more.

Exxon-Mobil and other giants think they can offer the
capital, and aid in gaining access to the capital, required to
develop Russian reserves and transport systems. They said
that doing so will depend on Russia making its opportuni-
ties competitive. Although the major projects on- and
offshore from Sakhalin Island are going ahead with U.S.
participation, and there are other agreements, caution was
the watchword.

Mikhail Khodorkovsky, president and CEO of Y ukosand
a big promoter of Russia as a world energy power, stated
bluntly that if U.S. financial marketswere only going to offer
high-priced capital, “Who needs it?" Said Khodorkovsky,
“L et usmeet againinayear and then seewhat hasbeen done.”
One participant observed that the “not in any rush” posture
was unanimous in the American and Russian delegations, as
if well-rehearsed. Therewere, of course, plenty of discussions
held behind closed doors.

When EIR asked one of thevery few “ strategic” questions
during this summit, there was nervous silence. This occurred
at apanel composed of Russian-based oil company executives
and the U.S. and Russian ambassadors, not one of whom
wanted to risk answering the question, namely how they
thought a25-40% deval uation of the dollar would affect their
business deals.

The officially cautious tone of the meeting was reflected
in the Oct. 3 Wall Street Journal article about it, headlined
“U.S. Companies Are Wary of Russia As Oil Alternative.”
Back in Moscow, the coverage in Kommersant focussed on a
conference event not attended by EIR’'s correspondent: the
rodeo-theme “cultural program,” organized by Secretary of
Commerce Evans. Kommersant reported that Economics
Minister Gref, oil magnate Khodorkovsky, and others took
part in what was described as a Texan folk game, comprising
acompetition in throwing pieces of bovine dung the greatest
possibledistance. According to Kommersant, theworst result
in this breathtaking contest was demonstrated by Kho-
dorkovsky, known in New Y ork, London, and Moscow for
hislackey-like behavior toward higher-ranking oligarchs.
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