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Preface

I started this project when directions in the study of international poli-
tics and Russian foreign policy were diverging. The end of the Cold War
and bipolarity provoked a welter of scholarly inquiry into the signifi-
cance of globalization. The common good of energy security was gener-
ally treated as both a byproduct of new intimate forms of cooperative
engagement, as well as a potential panacea for the numerous regional
conflicts precipitated by global transition. This coincided with focused
exploration of the evolving dimensions and importance of soft power as
practiced by the envied few in the West, instead of by imperial anachro-
nisms, like Russia, that seemed doomed to clutch to crude and waning
vestiges of hard military and economic power. At the same time, schol-
ars of post-Soviet affairs remained steeped in statist approaches, empha-
sizing the importance of realpolitik, domestic institutional capacity,
and/or national identity to explain the many idiosyncrasies of Russian
and newly independent states (NIS) international behavior. The regional
“energy boom” was seen largely as a magnet for a renewed “Great
Game” in the Caspian Basin, an instrument for reasserting Moscow’s
imperial hubris, and a “disease” that encouraged insatiable rent-seeking
and indefinite enfeeblement of Eurasian institutions.

By completion of the manuscript, mainstream scholarly and policy
landscapes had fundamentally converged. The aftermath of the Septem-
ber 11th terrorist attacks and the 2003 war in Iraq, coupled with the
Chinese government’s bids for foreign-based oil and gas companies,
punctuated a shift from infatuation with globalization to analysis of
new forms of statecraft. No longer was Russia relegated to the margins
of international politics, as it too seemed determined to wield soft
power, with energy as a pillar of its resurgence. At home, Putin’s politi-
cal ascendance, the economy’s overreliance on swelling energy revenues,
and the imprisonment on tax evasion of one of the country’s leading oil
barons, Mikhail Khordokovsky, situated energy at the crux of Russia’s
turn toward “managed democracy,” with attendant implications for
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X1l Preface

reconsidering state direction of the “commanding heights,” private
sector behavior, civil liberties, and the trajectory of national develop-
ment. With recovery of the oil and gas sectors, Russia was poised to
leverage its energy superpower status to influence political transition
throughout the NIS, to reintegrate the region as part of a “liberal
empire,” and to punch above its weight in asserting national interests
and setting the terms for cooperation with energy-dependent great
powers of Asia, Europe, and North America. Global anxiety heightened
with Moscow’s 2006 gas war with Ukraine and Europe’s awakening to
growing dependence on Russian gas. Accordingly, debate shifted to how
and to what ends, not whether, energy would provide the base for
Russia’s rising global stature.

This volume contributes to “squaring the circle” in the study of
international relations and Russian foreign policy by stretching our
thinking about state power and interdependence. It begins by noting
that soft power, like hard power, is not a sure thing, as evidenced by
Russia’s often overlooked mixed success at exerting its energy domi-
nance of Eurasia throughout the first decade of independence. The book
then develops arguments to explain the persistent sources and limita-
tions to Russia’s soft energy diplomacy that speak broadly to the litera-
ture on international security, political economy, and energy security by
increasing our understanding of interfaces between strategic and domes-
tic conditions and between statecraft and globalization. It supplements
traditional analyses of statecraft, highlighting indirect market and regu-
latory mechanisms for altering the behavior of foreign and subnational
actors, as well as demonstrates the usability of soft power and global
networks, both by expanding our appreciation for how national leader-
ships can manipulate the risk as well as utility of compliance for targets.
The conclusion suggests new directions for the study of international
coercion and inducements, as well as offers practical guidelines for
engaging a new Russia in the coming decades.
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Introduction

How and under which conditions can states leverage economic interde-
pendence for purposes of security? These questions are hotly contested,
as globalization and the political liberalization unleashed at the end of
the Cold War created new vulnerabilities and opportunities for great
power politics. While attention to date has been on whether and how
trade affects conflict, there has been a surge of interest among scholars
to understand how political leaders can exploit economic interconnec-
tivity and the attendant curbs on sovereign autonomy to advance secu-
rity policy goals short of war.! These concerns are especially relevant for
preponderant states situated at either the global or regional level that
face a new paradox of power: as their relative military and economic
advantages are growing, their capacity to formulate and implement for-
eign economic policies are increasingly circumscribed by global markets
and the activities of companies and subnational agencies that are the
primary producers, distributors, regulators, and consumers of strategic
resources.

This book addresses the political economy of these international
security concerns. It offers a new way of thinking about how national
leaderships can and have used global energy markets and regulatory
institutions as instruments for influence and nonmilitary intervention on
vital energy security issues. I argue in these pages that much can be
gained from broadening consideration of statecraft from traditional ele-
ments of coercive diplomacy to include issues of “strategic manipula-
tion” when considering the “soft” dimensions to international security.
Whereas the former entail using threats, inducements, or limited force
to alter the expected utility of specific outcomes, strategic manipulation
involves restructuring a target’s decision situation, alignment choices,
and risks to maximize the appeal of a favorable outcome or minimize
the appeal of an unfavorable one.

A systematic inquiry into the “manipulative” dimensions to strate-
gic energy policy is important for scholarly and practical reasons.
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Students of international political economy typically regard energy as
an instrument of economic power used to address matters of “low pol-
itics.” It is treated as a form of either positive or negative trade, aid, or
financial inducements that supplier states brandish for specific political
and economic purposes against vulnerable customers. Often over-
looked, however, is how energy levers are used strategically in relations
between rival supplier states. By contrast, the subfield of energy eco-
nomics regards the supply of strategic goods as a national security con-
cern, and applies market analysis to explain cooperation and efficient
responses among producer states. Energy security, defined as “protec-
tion against the loss of welfare that may occur as a result of a change
in price or availability of a strategic resource,” derives from the inter-
play of exogenous forces. National leaderships are presumed to have
both little choice and marginal effect on complex energy markets, with
state policies confined mostly to influencing the efficiency of domestic
adjustment. Scant attention is devoted to exploring links between the
nature and consequences of supply disruption, or to the relative effec-
tiveness of foreign strategies for deterring, containing, and protecting
against these shocks.2 Finally, students of the dominant paradigm in
security studies, realism, are generally preoccupied with how threats of
using military force solve issues of “high politics.” They tend not to
subject assumptions about the strategic fungibility of asymmetrical
energy interdependence to critical analysis, despite acknowledging the
security consequences of economic statecraft. They also typically limit
the study of coercion to the military realm, treating positive induce-
ments as a form of appeasement. Thus, this book sits at the nexus of
security studies, international political economy, and energy econom-
ics, and is part of a growing body of research on the causal connec-
tions between security considerations and foreign economic policy.3
Similarly, the study lies at the intersection of debates over global-
ization and coercion. The former refers to dense networks of trans-
national interdependence and their implications for the continued
relevance of nation-state centered concepts of international relations.
Most current research does not presume that globalization has rendered
the state obsolete; instead, debates center around whether, how, and to
what extent international institutions, markets, firms, and other subna-
tional actors bend the rules of state sovereignty and governance.4 At the
same time, the literature on coercion explores the effectiveness of
national governments at exploiting policy instruments, including threats
of force, sanctions or inducements, to get adversaries to act in a certain
way. While there has been long-standing empirical debate over the rela-
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tionship between power and interdependence, scholars are only at the
precipice of thinking critically about how and under which conditions
central government actors can exploit “soft power” and extraterritorial
networks—for example, manipulating alignment options, interdepend-
ent markets, outsourcing arrangements, regulatory regimes, and com-
mercial risks—to further national security objectives.5 The energy sector
is a prime arena for exploring these analytical links, as there is a long
history of foreign oil interests and investments serving as precipitants
and instruments of war, imperial expansion, and coercive diplomacy.t
The intertwining of national and firm policy decisions concerning pro-
duction, investment, pricing, transport, subsidies, tariffs, consumption,
conservation, and substitution within and across energy sectors creates
situations where one state’s policies can have strategic repercussions for
another. The book contributes to this research program by systemati-
cally bringing statecraft into the study of globalization, while broaden-
ing analysis of international coercion to world energy markets and
distribution networks.

The significance of this study extends beyond the realm of theory.
Henry Kissinger once quipped, “aside from military defense, there is no
project of more central importance to national security and indeed inde-
pendence as a sovereign nation than energy security.”” Notwithstanding
obvious market concerns, energy security is fundamentally “politi-
cized,” as states allow foreign ambitions to alter their behavior in
energy markets; employ political instruments to advance their position
in energy markets; and exploit this standing to influence the strategic
behavior of target states.® In the post—-Cold War era, these dimensions
to diplomacy are assuming an even higher profile in econocentric secu-
rity policies. The pivotal importance of energy to national economic
growth, military power, and private consumption, combined with the
intense volatility of supply and demand, contested ownership, and criti-
cal geographic chokepoints and constraints on access to energy, simulta-
neously raise the stakes of resource competition and vulnerability across
the globe. One has only to survey foreign activism in the Persian Gulf,
Europe’s growing energy business with Russia, strategic interaction
between Israel and its Arab neighbors, regional stability in the Caucasus
and Central Asia, and the strategic trajectory of southwest and north-
east Asia to appreciate the growing significance of natural resource and
pipeline politics for geopolitics and national security. Whether one
state’s manipulation of another’s resource scarcity, foreign markets,
equity stakes, and transit options fuels belligerence or opens windows
for international cooperation, however, remains an open question.®
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States face similar complexities concerning the practice of coercive
diplomacy across multiple issue areas. With the end of the Cold War,
the United States threatened (then used) force repeatedly in the Persian
Gulf, Afghanistan, Haiti, Somalia, and the Balkans. No longer con-
sumed with countering Soviet influence, Washington also relied on eco-
nomic statecraft to deter weapons proliferation, stem sensitive
technology transfers and the hosting of terrorist cells, promote nation-
building, and punish human rights violations, drug trafficking, and
egregious forms of environmental degradation.!® Yet, the United States
achieved only mixed success, notwithstanding favorable gross asymme-
tries of power. The relevance of specific policy instruments, as well as
the credibility and effectiveness America’s coercive strategy, were altered
by the reaction of small states and transnational entities. Allies and
adversaries alike exercised veto authority in multilateral settings,
exploiting the high value that the United States placed on other dimen-
sions of interconnectedness to soften or confound Washington’s coercive
diplomacy.!! As illustrated by the countermeasures to American sanc-
tions on Iran, Libya, and Cuba in 1996, failure to comprehend the
dynamics and potential blowback of practicing statecraft within a dense
international networks can be extremely costly.

At the same time, globalization has created opportunities for, if not
rewarded, coercive diplomacy. Statistical studies show that states are
effective at exploiting complex interdependence to signal and pressure
foreign rivals short of military violence.!2 Notwithstanding the difficulty,
Washington was able to compel and entice extraterritorial compliance by
asserting control over the distribution of strategic goods in other states
and altering the opportunity costs for political actors and firms of
neglecting U.S. interests.!3 Similarly, global markets often acquiesce to
rather than constrain coercive diplomacy. The United States’ March
2003 48-hour ultimatum for Iraq’s Saddam Hussein to resign or face
“severe consequences,” prompted oil prices to drop and stocks to soar in
the anticipation of a world economic recovery in the aftermath of Wash-
ington’s successful military operations.!# Thus, a careful examination of
how, when, and to what effect states can leverage power and resources in
densely connected networks is clearly warranted.

Finally, a new take on statecraft is warranted to explicate the cen-
tral paradox of power in post-Soviet international relations. On the one
hand, Russia emerged from the Soviet breakup as the undisputed hege-
mon in Eurasia. The residual political and economic dependencies of
the newly independent states provided Moscow with relative and “rele-
vant” power advantages that fortified geopolitical impulses to cast a
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long shadow over its immediate periphery.!S On the other hand, enfee-
bled state institutions and fragmented decision making, coupled with
increasing levels of privatization and globalization, steadily undermined
Moscow’s capacity to mobilize resource advantages in support of effec-
tive statecraft. Footloose private firms, subnational agencies, and
transnational forces stymied the Russian government’s ability to restore
imperial domination in its own backyard, and on occasion generated
pressure for closer integration into global markets and institutions for
NIS targets.16

Nowhere was tension between Russia’s regional dominance, diffu-
sion of interests, and domestic weakness more transparent than with its
energy diplomacy. The natural gas, oil, and electricity sectors offered
potentially cheap avenues of influence due to the combination of
Russia’s superior resource endowments, the Soviet legacy of integrated
supply and distribution infrastructures, and the intense dependence on
energy subsidies among transitioning NIS. Situated at the hub of
regional energy networks, Moscow exited the Soviet Union poised
either to threaten appropriation outright or to control prices, supply,
pipelines access, and equity stakes for residual energy assets to coerce its
neighbors and advance great power ambitions. Yet it was precisely in
these energy sectors where the Kremlin confronted the greatest chal-
lenges to state autonomy and influence. The emergence of world-class
quasi-state and private energy companies, and the de facto control over
energy policy exerted by loosely supervised federal and regional agen-
cies weakened the state’s grip over Russia’s energy strategies and state-
craft. Simultaneously, global energy demand and market pressures
fueled the independent ambitions of new NIS suppliers and lured multi-
national corporations and outside powers into the post-Soviet space as
potential counterweights to Russia. These factors considerably reduced
the vulnerability of the NIS and mitigated Moscow’s coercive power,
while creating opportunities for Russia to expand participation in inter-
national supply networks.

Russia’s post-Soviet energy security dilemma raises a crucial ques-
tion: What is the scope of its strategic leverage in Eurasia? Scholars of
realist and liberal theories of power politics advance contending propo-
sitions about the success of statecraft, generating expectations that
Russia’s energy leverage in Eurasia would be either awesome or ineffec-
tual, respectively. In repeated confrontations with Eurasian suppliers
over the terms of reintegration and reclamation of residual assets, how-
ever, Russia’s record of coercion was both more effective than expected
by integrationists and less potent than predicted by realists. Counter to
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integrationist expectations, Russia adroitly seized on the trade of natu-
ral gas to wrangle concessions from potential competitors, Turk-
menistan and Kazakhstan, concerning regional energy ownership,
control, and reintegration. Yet Moscow flaunted realist predictions by
failing miserably to capitalize on its power advantages and petroleum
pipeline politics to coerce similar concessions from both Azerbaijan and
Kazakhstan, as well as from its own oil companies operating in the
region.

The Argument

Why and under which conditions have Russian policy-makers suc-
ceeded at exploiting relative advantages to secure postimperial energy
security initiatives in Eurasia on some issues and not others? Addressing
these questions as a window into understanding the analytical links
between globalization and statecraft, I present an argument for “strate-
gic manipulation” that challenges the conventional wisdom on coercion
and inducements. Traditional accounts best understand statecraft in
relational terms, described as the ability of one state to get another to
do something that it would not do otherwise. Success rests on a state’s
ability ex ante to threaten credibly to punish, reverse, or reward a target
state’s behavior ex post. Coercion obtains when the anticipated costs of
defying a threat or limited application of direct pressure outweigh the
expected gains from defiance. Positive inducements work by increasing
the payoffs of compliance via concessions. In these pages, I take a dif-
ferent tact, arguing that a state can influence a target’s policy choices by
altering its decision-making situation. Whereas success of direct forms
of statecraft turns on issuing credible and explicit threats/promises
during dramatic showdowns, states can manipulate a target indirectly
by altering the opportunity costs and risks of compliance without pre-
cipitating a crisis.

The logic of strategic manipulation derives directly from the empir-
ical observation that decision makers must contend with risk as well as
with uncertainty. Policy choices are based on the prospects for achieving
gains and avoiding losses, as opposed to simply maximizing expected
utility. Drawing on insights from prospect theory that policy makers are
generally risk-acceptant when facing sure losses and risk averse in
choosing among gains, I argue that the key to strategic manipulation
rests with a state’s power to set the decision-making agenda for targets.
This is accomplished by affecting the baselines used by target states to
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assess their domain and to make trade-offs between compliance and
noncompliance. A state that can determine the value of an exchange,
including the difference between potential positive and negative out-
comes, is in position to shape a target’s decision frame and risk-taking
propensity. To the extent that a state like Russia can make compliance
attractive either as a safe bet relative to other options, or as a poten-
tially high-value outcome among other losing prospects, it can be
expected to realize preferred energy security initiatives without having
to threaten, punish, or reverse a target’s behavior.

A state’s capacity to manipulate energy security decisions rests on
two basic conditions. The first relates to the state’s power in a global
energy market. Absent third party alternatives or domestic options for
adjustment, the more vulnerable a target is to unilateral decisions by the
state concerning the scope, sequence, and opportunity costs of available
policy choices. Vulnerability alone does not guarantee compliance, how-
ever, as targets can lash out in different directions—gambling on com-
pliance or defiance—in response to waning prospects. A manipulator
also must ensure that domestic actors with direct responsibility for con-
trolling energy resources and extraterritorial activities line up behind its
statecraft. This requires that a national leadership possesses discrete reg-
ulatory authority to mobilize national resources so that domestic energy
firms pursue policies that align the substantive appeal of compliance
with a target’s risk-taking propensity. This does not necessitate the
political capacity to impose or enforce compliance at home, as much as
the authority to shape the commercial and political incentives for
domestic agents and firms in ways that make upholding national inter-
ests more rewarding.

Together market and domestic institutional conditions are crucial
for determining the Russian government’s capacity to set decision
frames and recast the value and riskiness of compliance for both NIS
target states and domestic energy lobbies. In those sectors where
Moscow can use its market power and domestic regulatory authority to
manipulate the substantive appeal of alternative policy options for risk-
averse and risk-acceptant NIS targets, it should be poised to discourage
defection and guide targets toward favored energy security outcomes.
Conversely, Russia’s attempts at securing foreign energy security policies
should fall short precisely on those issues where the smaller NIS targets
are less commercially vulnerable and the Kremlin lacks authority to
offset the opportunity costs of domestic compliance. Finally, in those
sectors where Russia enjoys either market power or clearly specified
regulatory authority (not both), the best that Moscow can hope for is to
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wrangle minimally acceptable regional energy security policies from for-
eign targets that are overwhelmingly commercial not political in nature.
Given Russia’s status during the first post—-Cold War decade as a suppli-
cant in the global political economy and protracted internal weakness,
these findings should be especially poignant and readily applicable to
other states that enjoy greater market and institutional stature both at
home and abroad.

Plan of the Book

Part I situates Russia’s diplomacy in the context of the debate over
energy supply. Chapter 1 discusses the puzzle of Russia’s energy state-
craft in light of gaps in the extant theoretical literature. In addition to
reviewing the empirical challenges to rival explanations of energy diplo-
macy, I critique the “hard power” myopia of mainstream scholarship on
statecraft. The chapter also reviews common analytical flaws that
impede progress toward thinking systematically about statecraft prac-
ticed among highly interdependent states.

Chapter 2 introduces an alternative understanding of statecraft
rooted in “strategic manipulation.” I argue that states can influence
rivals other than by persuading or altering their expected utility via
direct threats or rewards. Instead, states can manipulate foreign target
choices by structuring the opportunity costs and risks of compliance.
The chapter begins by assessing the role of risk in statecraft. Drawing
on prospect theory, soft power, and neo-institutionalism, I then posit a
theoretical framework to grasp the international and domestic condi-
tions under which a state can manipulate a target’s decision-making
domain and the relative riskiness of compliance. In addition to generat-
ing propositions about the success of statecraft, the chapter outlines
specific techniques of strategic manipulation and a method for opera-
tionalizing and testing the argument.

Part II consists of case studies that explore the variable success of
Russia’s energy diplomacy at securing compliance on bilateral, regional,
and strategic energy security policies over time, across different sectors,
and vis-a-vis rival Eurasian supplier states in the decade following the
Soviet collapse. Chapter 3 specifies the core explanatory variables:
Russia’s international market standing and domestic regulatory institu-
tions in the natural gas, oil, and commercial nuclear energy sectors. The
ensuing chapters analyze the strategic effects on four states. Each begins
with a brief description of Russia’s approach to leveraging advantages
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in the respective energy sector and then reviews the central puzzles
related to the cases at hand. Next is an in-depth narrative that describes
the sequence of events and the relevant causal connections between
Russia’s diplomacy and shifts in the decisional domains, relative riski-
ness of options, and strategic decisions made by Eurasian targets. Chap-
ter 4 illustrates Russia’s uniform success at manipulating compliance
from Turkmenistan and Kazakhstan on strategic natural gas issues. In
contrast, chapter 5 examines how deficiencies in market power and
institutional authority in the oil sector undermined Moscow’s efforts at
prescribing the terms of ownership, development, and pipeline politics
with Azerbaijan and Kazakhstan. Chapter 6 traces the argument for
strategic manipulation against the record of Russia’s mixed success at
securing commercial but non-imperial arrangements in the nuclear
energy sector with Kyrgyzstan and Kazakhstan. The concluding chapter
summarizes the findings and the implications of Russia’s strategic
manipulation for stretching theories of statecraft, as well as illuminates
practical opportunities and challenges to engaging Moscow in future
energy security cooperation.



