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BETWEEN THE RETURN TO EUROPE
AND THE EASTERN ENTICEMENT:
CZECH RELATIONS TO RUSSIA

FPetr Krafochvil and Petra Kuchyrikovd

s study analyses recent Czech policies towards the countries of Eastern
Ope, in particular towards Russia. It is divided into six sections. First,
briefly introduce the history of Crzech-Russian political relations,
inly after the end of the Cold War. Second, we complement the analy-
with an overview of the economic ties between the two countries.
td, due fo the rising importance of energy security, a special section
15%¢s Czech—-Russian relations in the field of energy. Fourth, we explore
h policies towards the other countries of the post-Soviet space. Here,
cular attention is dedicated to the links between the steps of Czech
macy and the ¥U's European Neighbourhood Policy (ENP). Fifth, we
L. brief evaluation of trade and investment ties. In the sixth and final
¢ summarise our findings.

A brief history of Czech—Russian relations

ech attitude to Russia has historically always been ambivalent. On
and, Czechs, ever since the 19th century, perceived themselves
rs of the larger family of Slavic nations and in the period of the
evival, Russia and Russians were idealised as the “Slavic cak” in
nd as the ultimate protection of Slavhood against the encroach-~
ermans from the West. Yet, on the other hand, being Czech has
en interpreted as belonging to the Western civilisation. This
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equally applies to religion (the predominarce of Cathelicism, but also the
reformatory Hussite movement) and political allegiance (the Lands of the
Czech Crown were part of the medieval Holy Roman Empire) as well as to
cultural identity.

At the same time, Czechs — unlike Poles or the Baltic nations — were
never exposed to a long-term influence from Russia prior to the second
half of the 20th century. The result of the idealisation of Russia, coupled
with the extremely low level of knowledge about the couniry, led to a
rather positive, even if hazy, picture of Russia as & mighty advocate of
Czech interests in the nationalist struggles. But-on the political level, Rus-~
sia was never seriously discussed as a potential ally at that time, With the
Bolshevik coup in Russia in 1917, and with the inception of Czechoslova-
kia in 19218, in which the (Czech) nationalism could fully develop, even
the once strong ethnic affinities to Russia were watered down. However,
the strong conviction that Czechoslovakia and the whole of Central
Europe are defined exactly as the “in-betweenness” between Germany
and Russia, both in culiural and {geo)political terms, remained very
strong for the greater part of the 1920s and 1930s.!

The period of 1945-1989 was defined by the process of gradual disen-~
chantment: Russians/Soviets were initially, no doubt, seen as liberators by
the vast majority of the population, and the political life in early post~-war
Crechoslovakia was characterised by a political shift towards the left even
without the Soviet influence. Yet, starting with the 1946 elections, where
the Communists became the strongest party but failed fo gain the major-
ity, and in particular with the coup d’état of 1948, large parfs of the
population became suspicious if not outright hostile fo Soviet intentions.
In spite of this initial lack of consensual support, the attitude to the Soviet
Union remained highly ambivalent. It was the invasion of the Warsaw
Treaty armies in 1968 that marked a deadly blow to any remaining posi~
tive feelings about the Soviet Union. Beyond the official propaganda, it
would be impossible to find any sustained societal discourse that would
refer to Russia/the Soviet Union in a positive manner.

The recent history of the democratic Czechoslovakia (or, after 19923,
the Czech Republic, respectively) can be divided into three phases in re-
gard to Russia.? The first phase, spanning from 1989 to 1992, covers the

T See one of the most voluminous works of the first Czechoslovak president, Tomas G.
Masaryk, entitled Russia and Furope (T. G. Masaryk: Rusko a2 Evropa. Praha: Jan Laichier,
1921), where he describes Russia in exactly these terms. The Western nature of Central
Europe being kidnapped by the East is also the main theme of Milan Kundera's famous
essay “Un Occident kidnappe ou la tragedie de 'Burope central”, Le Debaf, November
1983, No. 27.

2 See a similar categorisation in V. Votdpek: Policy of the Czech Republic towards Russia,
the Ukraine and Belarus. In Pelczyfiska-Nalecz, K.; Duleba, A.; Poti, L., Votdpek, V (eds.)
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time when the main task for Czech politicians was to ensure the “escape”
of the country from the Soviet yoke. Specifically, three tasks were seen as
paramount: the removal of Soviet troops, who were stationed in the coun-
try since 1968, the dissolution of the Warsaw Treaty Pact, and the weak-
ening or dissolution of the Council for Mutual Economic Assistance. To
pui it briefly, the aim was to break the milifary and economic dominance
of the Soviet Union over the country. Interestingly, some key Czech politi-
cal figures (such as Vaclav Havel) were convinced that the Czech Repub-
lic and Russia were “on the same boat” in this period, both struggling
with the remnants of the past and frying to infroduce democracy as fast as
possibte.®

Once these objectives were reached, Russia disappeared from the cog-
nitive map of both the Czech political ¢lite and the population af large - a
feature prevalent for the whole second phase, 1993-1999. Although this
could be explained by the split of Czechoslovakia and the break-up of the
Soviet Union, which distanced the Czech Repubilic and Russia geographi-
cally, such an interpretation would miss the point of the discursive shift
away from Russia, which was most famously summarised in the phrase
“Return to Europe”.* Inferestingly the growing geographical distance be-
tween the two couniries is assimilated in the discourse on Czech West-
ernisation, and, as a result, it is seen as a positive shift. In this phase, Rus-
sia re-emerges only in two contexts. First, it is scen as the constitutive
other, symbolising the Czech Communist past and the alternative future
that might take place only if the Czech transformation is nof successful.
Second, Russia is scen as a negative factor in Czech foreign policy. It is
Russia who opposes the Czech NATO enfry and who grows suspicious
about the eastern EU enlargement. The growing uneasiness about Russia
in external relations is paralleled by the mounting criticism of Russia’s
domestic policies, in particular the war in Chechnya and the occasional
clamp-~down on critics of the Kremlin.

While the second phase was characterised by Russia’s overall igno-
rance of the Czech Republic and the reciprocally negative “othering” of
Russia on the part of Czech diplomacy, the fhird phase that started in
2000 led to a gradual warming in the mutual relations. The Czech NATO
entry was forgotten for more pressing issues (such as new plans of NATO
expansion) were perceived as more threatening in the Kremlin and the
diplomacies of both couniries had to deal with more pragmatic questions

Eastern Policy of the Enlarged Furopean Unton: Developing Relations with Russia,
Ukraine and Belarus. A Visegrad Ferspective. Bratislava: SFPA, 2008,

3 See, e.2., the speech of president Havel at the OSCE summit in Helsinki on December 6,
1992,

* This phrase was used already by President Havel in 1990 (V. Havel: Frojev prezidenta
CSSR ve Federdlnim shromédzdénit, 23 January 1990) Online:

hitp:/ /www.vaclavhavel.cz/showtrans.php?cai=projevyéval=325_projevy.htmi&typ=html
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of mutual concern. These were typically related to the preparations for the
Czech EU entry and pertained to visa issues and trade relations but also
included other long-standing sore peints such as Russia’s debt, which was
finally settled around this time. This period was marked by a substantial
increase of mutual visits t0o. Russia’s Foreign Minister Ivanov visited the
Czech Republic in early 2001. The following year, Czech Prime Minister
Zeman visited Russia and, finally, the March 2003 visit of the newly-
elected President Klaus was interpreted as the ultimaie reconciliation he-
tween the two countries. The Russian President Putin reciprocated the visit
in 2006, which in a sense constifuted the climax in Czech—Russian rela-
tions, which started to deteriorate shortly afterwards.

Two factors have contributed the most to this negative change. First,
the overall Russian position vis-4-vis the West took a markedly different
turn in Putin's second term (the disagreements over Iraq, Iran, NATO ex-
pansion, Russian WTQO membership and the American bases in Central
Europe, to name just a few of the most prominent examples), and gradu-
ally took over as the dominating elements in US—Russian and, generally,
Western—Russian relations. The second factor was the domestic change in
the Czech Repubiic where parties that were much more critical of Russia
as well as much more pro-US than their predecessors came to power. As a
result, the current Czech—Russian relations are strikingly similar {o those
at the end of the 1990s. In the understanding of the Czech poiitical elite,
Russia re-emerges as a major security threat, but this time not only in the
traditional military sense of the word, but also in relation to the ever more
prominent ¢nergy security.?

2) Trade and investment relations with Russia

The economic dimension of relations between the Czech Republic and the
Russian Federation in the sense of the development of mutual trade and
investment relations could be in a long-term perspective labelled as a
promising dimension of bilateral relations in spite of the fact that after
1989 this dimension was also affected by the reorientation of Czech eco-
nomic policy towards western markets and the members of West Euro-~
pean integration bodies (with the EU in the first place). After 1989 the
amelioration of mutual economic relations would begin a new chapter

5 For more details about the evolution of Czech—Russian relations in the post~-Cold War
period, see Petr Kratochvil, Petra Cibulkova and Vit Benes: Foreign policy, rhetorical ac-
tion and the idea of otherness: The Czech Republic and Russia, Communist and Post-
Communist Studies, 39/2006, pp. 497-511.
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after the past, when both the CSSR and the USSR were members of the
Coungcil for Mutual Economic Assistance. In those times Russia did not be~
long among the priorities of Czech foreign policy, although in the field of
trade relations the role of Czech dependence on the import of energy re-
sources was still very important. The CR fried fo reduce this dependence
in the 1990s (see the section on energy security).

This trend changed by the end of the millennium, and today the impor-
tance of economic and frade relations between the CR and the RF is rising
in parallel with the improvement of the economic strength of Russia,
which, after the coming into power of president Putin, was recovering
from the crisis. After 2001 the goal of Czech foreign policy in the rela-
tions with the Russian Federation was the development of standard con-~
tacts with an emphasis on the enlargement and deepening of economic
cooperation and solving certain problems (Russian debt above all else).
The Conception of Czech Foreign Folicy 2003-2006 states the need for
preserving a mutually beneficial and pragmatic economic cooperation as
well. The Ministry of Industry and Trade subsequently drafted the con-
ception of a pro~export policy that was accepted by the government on 24
February 2003. Later (in March 2005), the subsequent Sirafegy of Promo-
fion of Trade-Fconomic Inferests of the Crech Repubfic in the Russian
Federation was made.® According to the strategy, the Ministry of Industry
and Trade names the Russian Federation among the 19 priority countries
for Czech exports.?

Since the beginning of the new century, Czech exports 0 the RF rose
every year. In 2001 it was more than one fourth, although the balance of
Czech foreign frade stayed passive in relations with Russia in the long
term. The reason for this lies especially in the Czech imports of natural
resources, the prices of which were rising in the world market until 2008.
Russia did not want to accept the offer of the CR to partially pay for the
supply of energy resources with industrial products, that would lower the
deficit of Czech foreign trade. (Trade relations with Russia made up about
one half of this unfavourable trade balance.)

In the last two or three years Czech exports to the RF rose significantly
but rising prices of energy resources that represent the main import
commodities from Russia prevented the deficit in bilateral frade to de-
crease substantially. In the first half of 2008, Czech exports to the RF rose
by more than 120 per cent in comparison to the same period in the previ-

& See Kratochvil, P. (2008): Rusko v éeské zahraniéni politice, in: Kofan, M. a kol.: Ceskd
zahranicnf politika v roce 2007, Ustav mezindrodnich vziahd, Praha, pp. 220-231.

7 In this context it is imporfant fo stress the expected entrance of RF to WTO as an
expected impulse for legislative transparency, widening of business and investment
opportunities, and limiting of corruption. See Martin Riman: Rusku udglujeme zvldstni
pozornost, Hospoddfske noviny, 28 February 2008,
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ous year. Yor the first time Czech exports were higher during this period
than imports, which reached 164.3 billion USD. In these days around 5
per cent of Czech exports go to Russia. In 2006, Czech companies ex-
ported o Russia more than 1.8 billion USD worth of goods, in 2007 it was
already nearly 2.9 billion USD, and during the first seven months of
2008, it was almost 2.4 biflion USD.3

Table 1
Bilateral trade balance
{USD million)

Exp orts_ to Rus- | Imports .from Trade balance Turnover

sia Russia
2000 384.491 2073.799 -1689.308 2458.291
2001 489.879 2001.042 ~1511.363 2490.721
2002 516.778 1843.952 -1327.174 2360.730
2003 584.382 2339.234 ~-1754.853 2923616
2004 947.988 2771.040 -1823.051 3719.028
2005 1401.483 4360.250 ~2088.767 5761.733
2008 1894.519 5593.801 ~-3699.082 7488.120
2007 2870412 5629.099 ~2758.687 8499511
2008 3988.117 9141.000 -5152.882 13129117
2009 (Jan—May) 758.868 1740.185 -981.316 2499.053

Source: Czech Statistical Office. Online: (hitp://www.czso.cz/); Businessinfo.cz. Online:
(http:/ /www.businessinfo.cz/en/); Ministry of Industry and Trade of the Czech Repub-

lic. Online: (htip:/ /www.mpo.cz/default enhimb).

The main Czech export commodities to the RF are motor vehicles (es-
pecially cars, as their share of Czech exports to the RF has been rising
during the last eight years), electric equipment, glass products, china,
furnifure, plastic materials and plastic products, paper, chemical prod-
ucts, medicines and products of the food industry. In conirast, the main
import commodities from Russia are crude oil and other oil products (al-
most a 45 per cent share of the imports), natural gas (a more than 33 per
cent share of the imports), other fuels, chemical substances, iron ore, non-
ferrous ores, aluminium alloys, iron and steel, wood, rawhide, machine
tools, cotton, rubber and rubber products. During the last eight years the
position of the RF on the scale of the biggest trade pariners of the CR oscil-
lated between 7th and 10th place, and the turnover of goods exchange
oscillated between 2.9 per cent and 3.5 per cent. The Czech EU accession

& See Rusko: obchodnd a ekonomicka spoluprace s CR. Online:
hitp:/ /www.businessinfo.cz/cz/sti/ rusko-obchodni-a-ekonomicka-spoluprace~s-
cr/7/ 1000580/
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in 2004 influenced Czech-Russian trade relations without doubt, but the
CR strived to preserve the possibility 1o develop trade relations with the RF
on the basis of the mosi-favoured-nation clause (according to the Partner-
ship and Cooperation Agreement).

On 27 April 2004 the protocol about the extension of the Partnership
and Cooperation Agreement between the EU and the RF (PCA) was signed.
In 2004 the preparation of a new infergovernmental agreement about
economic, industrial and scientific technical cooperation between the CR
and the RF was also closed. It preserved the existing principles of a mutu-
ally beneficial bilaieral cooperation with the RF after the accession of the
CR into the EU. It was signed in Moscow on 26 May 2005 and is valid
from 18 July 2005. Most importanily, the new agreement simultaneously
forms the legal framework for the activities of the new Intergovernmental
Commiitee for Economic, Industrial and Scientific-Technical cooperation
between the CR and the RF.

In a coniractual dimension we cannot omit the important agreements
either that were signed in the period 2001-2008 by professional groups,
economic and irade organisations on both sides. Their frequency rose es-
pecially in 2001, which was quite a promissing year in the development
of mutual relations, including their economic dimension, for example, the
agreement on the cooperation between the Czech Association of Small and
Medium-size Enferprises and the Russian Association of Small and Me-
dium-size Enterprises (signed on 22 September 2001 in Moscow), or the
agreement about the cooperation between the Czech Union of Industry
and Transport and the Russian Union of Industrialists and Entrepreneurs
(signed in Prague on 10 October 2001). Important contractual relations
in the financial sphere could also be mentioned (for instance the agree-
ment on cooperation between Russian Ingosstrach and the Russian Avio-
bank on one side, and the Czech insurance company, EGAP and the Czech
Export Bank on the other).

In April 2007, the Czech president, Klaus visited Moscow with a nu-~
merous delegation of Czech businessmen. Czech companies signed there
contracts for hundreds of millions of euros (e.g the Czech company Alia,
that concentrates on the posi-Soviet area, signed a contract about supplies
for Uralvagonzavod for approximately 1 billion euros; the CEZ company
sighed a strategic partnership with Russian electricity producer TGK-4;
Farmtek Jistebnice and Genoservis Olomouc signed with SamaraProdRez-~
erv an aggreement on building an agricultural complex for 644 million
CZK, efc).?

To avoid the high import duties on products the biggest Czech ex-
porter, Skoda Aute was preparing (just before the impacts of crisis began

9 See Kratochvil, P. (2008): Ruska v ceské zahraniéni politice, in: Kofan, M. a kol.: Ceskd
zahranicnf politika v roce 2007, Ustav mezindrodnich vztahti, Praha, pp. 220-231.
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to influence Russian market) a plant for cars production in the industrial
zone in Kaluga.'© Russia is also the most important market for Czech food
industry among the countries outside the EU. For example Hame Babice
company has its own plant in the RF.

Since 2003 the Czech Republic as a part of its long-ferm strategy for eco-
nomic and trade relations with the RF, devotes special aftention fo the devel-
opment of contacts not only with the centre (Moscow), but with other eco-
nomically strong Russian regions too. As to the contracts that were closed one
must mention the CBPS building company facility in the Bashkir region (al-
most 10 billion CZK} or the tender of CKD Nové Energo for repairing energy
serving facilities in Tatarstan (more than 1.1 billion CZK).1! The cooperation
between the Khanty-Mansiyskiy Avionomniy Okrug and the South-
Moravian District may serve as an exarple of the cooperation between a
Czech region and a rich Russian region oriented mainly to energy export.
Therefore the activities of the Moravian cil mines company were important
there. But the cooperation takes place not merely on economic, but also on
educational and scientific reasearch basis.!?

Table 2
Total amount of bilateral FI) flows in 2000-2009
{UsD)
General FDI flows to CR General FDI flows to Russia
(from Russia) (from CR)
2000 -2 667 B0O ~-183 400
2001 2 297 200 970 100
2002 ~5 233 100 1121200
2003 14 235 300 ~5 401 800
2004 31 630 300 47 756 200
2005 3 706 500 15 297 900
2006 -22 878 300 78 872 800
2007 -11 239 000 32 181 400
2008 50 248 200 45 068 200
2009 (1st quarter) ] ~131 203 500 40 281 600

Source: Crech National Bank, Online: (http:/ /www.cnb.cz/en/index. himl).

1e Former Czech vice premier for economy and later the member of Skeda Auto board
Martin Jahn became on I April 2008 the head of the Volkswagen Group Russia and re-
placed its former chief, who was a Russian. See Martin Jahn generdlnim feditelem VW
Group RUS, 31 January Z008. Online: (hitp://new.skoda-aute.com/CZE/news/info/
news/ News/Pages/2008_09_MartinJahndoRuska.aspx)

11 See Kyatochvil, P. (2008): Rusko v Ceske zahranicni pelitice, in: Kofan, M. a kol.: Coskd
zahranicni politika v roce 2007, Ustav mezindrodnich vztahti, Praha, pp. 220-231.

12 See Chanty~Mansijskij avionomnyj okrug — Jugra. Online: (www.admhmao.ru); Portal
Jihomoravského kraje. Online: (www . kr~jihomoravsky.cz).
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To make the picture of mutal investment relations complete it is neces-
sary, of course, to mention the efforts of Russian investors to take over
some important or strategic economic objects in the CR. The Czech media
were especially interested in the preparation of selling the state share in
the Prague Ruzyne Airport company and in the sale of 80 per cent state
shares in the CSA Airlines company.!® Relatively lesser attention was de-
voted to the licence granting to the First Czech—Russian Bank.1# As to Rus-
sian investment projects in the Czech energy (gas) market, the creation of
a Czech—Russian joint venture running a project of underground gas res-
ervoir in the Czech Republic (on the Czech side the Czech oil producer

13 See Aeroflot potvrdil zajem o CSA, 7.2.2008. Online:
(http:/ /ekonomika.idnes.cz/aeroflot-potvrdil-zajem-o-~csa~-d2k-/ekonomika.asp?c=
A0B0207_082326_ckonomika_spi). Aeroflot potvrzuje zaiem o koupi podilu v CSA. On-
line: (hitp://online.euro.cz/id/yithd2388uh/detail jsp?id=12682). The Czech Ministry
of Finance gave priority to the direct sale to one applicant instead of selling shares
through the stock market. The main applicants for the purchase were the Russian
Aeroflot, the Air France—KLM company, the Chinese airlines, China Southern, the
investment company Penta, the owner of the Cedok travel agency, the Odien Group and
consortium companies, the Unimex Group and the Travel Service. Aeroflof expressed the
most serious inferest. Their suggestion was to preserve the trade mark and tradition of
CSA as a national air transporter with its base, the Ruzyne Airport. But as a company
outside the EU Aeroflot needed a strategic partner to gain a more than 49 per cent stock
share in CSA. The problem of CSA sale to Aeroflot took political dimensions when the
chief of the opposition social democrats, Parcubek referred to the non-transparent
ownership structure of Aeroflot and the complicated financial situation of the company
as a result of the crisis at the beggining of 2009. In April 2009 the Czech government
closed the first round of the CSA privatisation with the resolution to disqualify Aeroflot
from the tender. See Aeroflot vyfazen z privatizace CSA. 20 April 2009, Online:

(http:/ /www.airways.cz/zpravy/ clanek.asp?id=418).

4 In 2007 The First Czech—Russian Bank applied for the licence at the Czech National
Bank (CNB) for the third time, because its applications in 2004 and 2005 were not
successful. According to the spokesman of CNB the first tender failed because the
applicant did not submit all the necessary decuments. The second applicaton was refused
because of an important change in ownership siructure that happened during the licen-
ce procedure. As fo the licence granting in 2008 CNB refused the rumours that ifs
positive answer followed an intervention by the Russian government. Since the 6 May
2008 the decision of CNB became legally valid, and the First Czech—Russian Bank (PCRB)
entered business in the Czech bank market as well as in the EU. The basic capital of the
bank was 600 million CZK. PCRB and its subsidiary want to suport export and import
operations, especially financing Czech—Russian trade; it has Russian owners (the major
share was owned by Roman Popov who was connected with Stroyiransgaz before, and
now he presents himself as an independent banker). It has also a valid bank licence for
the Russian market. See Prvni esko-ruska banka ziskala licenci v Cesku, Finanéni
noviny, 18 April 2008. Online: {(http://www.financninoviny.cz/tema/index
view.php?id=308206&id _seznam=5707). Komentdt CNB k vyjadfeni predstaviteli
PCRB k procesu ziskani bankovni licence v CR, 22 May 2008. Online:  (http://
www.cnb.cz/cs/vereinost/ pro_media/tiskove_zpravy_cnb/2008/080522_pcrb_himl)
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Moravian oil mines and the KKCG Group was supposed to take part) was

also suggested. !5

Last but not least the sector of services also represenis an important
area of mutual economic ties. As to the Czech Republic, it means not only
financial services, but especially the tourism facilities connected with the
growing share of Russian visitors o the CR. In 2007 (a year still relatively
good for tourism when contrasted with 2008), the share of Russian four-
ists was the most important for the relative growth of foreign visitors (a
35 per cent growth, which was partially reduced by the relative decrease
of the share of the tourists from Germany and Great Britain). The Russians
were in the fourth place on the list of the most frequently accomodated
foreign guests (after the tourists from Germany, Greaf Britain and Ttaly).

3) Czech energy security and Russia

The share of natural gas in the CR energy mix is 20 per cent. Liquid fuels
(including oil) count for approximately 18 per cent. The share of nuclear
energy reaches almost 12 per cent, renewable energy counts for 3 per
cent, and solid fuels (including coal) count for 47 per cent.!¢ This struc-
ture of the energy mix makes the country relatively independent as to en-
ergy resources in comparison with other EU member states. (Thanks fo
nuclear energy and energy from solid fuels, the CR is still relatively inde-
pendent in electricity production.) But the future, which is also deter-
mined by the demands of the approved EU legislative (especially the cli~
mate~energy packet) speaks rather in favour of a rising Czech depend-

ence on external ChErgy Yesources.

3.1. Natural gas

As to natural gas resources, the CR has a geostrategically important posi-
fion as a transit country. The natural gas market is fully liberalised, which
determined the Czech position as an EU member country as to the legisla-

15 See Moravské naftové doly podepsaly memorandum na vystavbu rafinérie v Rusku.
Online: (hitp:/ /wawrw.mnd.cz/pages/cs/media/ tz/ mudverk.pdf).
16 The dafa is from 2007, See Hermann, M, (2007): Energeticky mix CR - fakta a prior-

ity. Praha, 17. kvétna 2007. Online:
hitp:/ /www.oldrichvojir.cz/nploads/Herrmann,_RWE_Transgas.pdf.
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tive proposals concerning the liberalisation of energy markets (eleciricity
and natural gas; the so-called third energy liberalisation packet). Gas con-~
sumption in the CR reaches 9.5 billion cubic metres per year.

Through the area of the Czech Republic, natural gas is transported to
Western Eurcpe through the Tranzit pipeline (the transporf began in
1972), which is connected with the Urengoy natural gas resources (in the
past, the biggest natural gas resource).!” Parts of the Tranzit pipeline are
also used for reverse gas flows (for instance during the gas crisis in Janu-
ary 2009; the RWE company transported in this way gas supplies from
the Yamal gasoline, as the supplies went to Western Europe through Bela-
rus and Poland, to the Czech—German border and then through the CR to
Slovakia, which was isolated from Russian gas resources afier the inter~
ruption of the gas supplies going through Ukrainian pipelines).

The Czech company, Transgas concluded in April 1997 a long-term
contract for gas purchases from Norway (Statoil, Norsk Hydro, Saga Pe-
troleum}, which is to be valid until 2017 (the volume of gas was supposed
to rise up to 3 billion m? per year). Gas from Norway is fransported east-
wards through Germany to the Czech-German border. In Aprif 2008 the
joint-stock company Ceskd plynarenska concluded a long-term contract
with the Norwegian producer StatoilHydro concerning gas supplies in
volumes that cover 5 to 10 per cent of Czech gas consumption yearly. The
agreement about Norwegian gas supplies from 1997 onward was an im-
portant step on the way to the diversification of zas supplies for the CR. A
year later, in 1998, a contract with the Russian company Gazpromexport
was signed concerning gas supplies in volumes of 8-9 biliion cubic metres
a year, which is valid till 2013. In 2006 the RWE Transgas company pro-
longed this long-term contract till 2035 with volumes of 9 billion cubic
metres per year. As a result, natural gas imported from Norway accounts
for approximately 24 per cent of Czech annual gas supplies; Russian gas
makes up 75 per cent of annual supplies, and 0.4 per cent of natural gas
comes from Germany.

In the Czech Republic 95 per cent of natural gas is used for household
supplies. 1t is an important indicator of energy security and the extent of
the vulnerability of the Czech economy in case of interruption in external
supplies {on which the CR is de facfo 100 per cent dependent). On the
other hand, energy security in the CR is strengthened by the fact that be-~
sides external supplies, the CR has at its disposal 6 underground reser-~
voirs of natural gas with an overall capacity of 2.3 billion. They secure gas

17 See Litera, B., Hirman, K., Vykoukal, J.,, Wanner, J. (2003): Ruské produkiovody a
stfedni Evropa. Eurclex Bohemia s.r.o., Praha, pp. 9—47.
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supplies for 50-60 days.'® At the same time, the CR supports the building
of other capacities of this kind in the EU and the sirengthening of EU en-
ergy security also by way of gas stocking.

In May 2008, a meeting of an intergovernmental Czech—Russian work-
ing group for the cooperation in the field of energy took place, with the
issue of a possible future increase of Russian gas supplies to the CR as an
important programme point. This was connected, afer alia, with plans to
build gas power stations in the Czech Republic. In 2008, there were nego-~
tiations between RWE Transgas and Russian suppliers about securing 1.5
billion cubic metres of natural gas supplies a year above the conditions of
present long-term contracts. The creation of a Czech—Russian joint ven-~
ture running a project of an underground gas reservoir in the Czech Re-
public was also suggested to be a part of the Russian investment projects
in the Czech energy (gas) market.1?

Among other plans, a new connecting gas line, the Gazela project
could be mentioned, which is supposed fo preserve (especially in connec~
tion with the building of new ways for Russian gas supplies fo reach
Western and Southern Europe — North Stream and Scuth Stream) the stra-~
tegically important Czech position as a transit country. Besides holding EU
presidency since January 2009, the basic questions of Czech long-term
energy security also forced to formulate official positions towards EU pro-
jects connected with the enhancement of the divérsification of external
energy supplies. As a presidency country, the CR supported further diver-
sification of energy supplies, although the Nabucco pipeline is not un-
problematic even from the Union’s point of view (the EU Council and the
Commission decided about a preliminary allocation of 50 million euros
for this project, instead of the 230 million that were originally planned, as
a part of the 3.98 billion euros financial packet for the support of new EU
energy projects). As to the Nabucco project, the Czech energy transport
system was supposed to be connected with this new pipeline from 2013.
But as a part of CR energy security plans, because of the high sensitivity
and uncertainty of the Nabucco project, other possibilities are considered
as well (such as the further enhancement of the usage of LNG technol-

ogy).20

18 See the Tichy, L. (2009): Dvé kola rusko-ukrajinské plynové krize 2009. 16. bfezna
2009. Culine: htip:/ /www.euroskop.cz/45/11211/clanek/dve-kola-rusko-ukrajinske-
plynove-krize-2009/.

12 See Moravské naftové doly podepsaly memorandum na vystavbu rafinérie v Rusku.
Online: (hitp://www.mnd.cz/pages/cs/media/tz/mudverk.pdf).

20 See the interview with the general secretary of Ceskd plynarenskd unie Josef Kast, 13
May 2008, Hospodaiske noviny.
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3.2. Qil

Just as in case of natural gas, the Crech Republic is dependent on external
supplies. Minor cil resources can be found in the region of South Mora-
via. In spite of the high quality of oil from these wells, their annual pro-
duction covers less than three per cent of consumption. Therefore the CR
is mainly supplied since the 1960°s through the Druzhba Oil Pipeline,!
the longest functioning oil pipeline,??2 which connects resources near
Samara with Poland, Germany, the Czech Republic, Slovakia and Hun-
gary. Since 1994 the conditions of oil transfer to the CR through the
Druzhba Pipeline are ruled by the protocol signed by the Czech and Rus-
sian governments on 4 December in the same year. The agreement sug-
gests an oil supply in volumes of 5-7 million tons per year for the sake of
orientation. Annually, before 30th September, the volume of supplies is
specified by the Ministry of Industry and Trade. Particular oil supplies are
then realised on the basis of trade contracts between Czech and Russian
enterprises.

These days the share of Druzhba supplies to the CR accounts for ap-
proximately 65 per cent of overall annual oil supply. Since 1996 its share
decreased because the CR gained an opportunity to supplement these
pipeline supplies from the East through the IKL oil pipeline, and remove
in this way the one-sided dependence on high-sulphur Russian oil.2% This
system enables the CR to transport oil with tankers first via the Mediter-
ranean Sea to Terst Port. Then it is transferred via the TAL pipelines sys-
tem that also supplies the Austrian refinery in Schwechadt, the refineries
in German Karlsruhe and Bavaria and, through German Ingolstadt, also
the Czech refinery in Kralupy and Vitavou. In this way it is possible to
supply the CR beside Russian oil with the qualitatively superior oil from
North Africa (Algeria) or the Middle East. Following 2001 the share of oil
supplies coming to the CR from the Caspian arca increased (especially
from Azerbaijan). Since September 2001, Azerbaijani oil is being trans-
ferred to Russian ferminals in Novorossijsk Port, and then transported by
tankers through Bospor and Dardanels to Europe.

21 The Druzhba pipeline transporis oil also from the biggest domestic producer, Mo-
ravské naftové doly. :

22 Viz. Litera, B., Hirman, K., Vykoukal, J., Wanner, J. (2003): Ruské produktovody a
stfedni Evropa. Eurolex Bohemia s.r.0., Praha, pp. 947,

28 See Térma: Druzba, Finanéni noviny. Online:

httpe/ /www financninoviny.cz/tema/index.php?id_seznam=6267.
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The share of IKL supplies in the overall Czech oil supplies is still rising
after 1999 af the expense of the Druzhba Pipeline. Nowadays it accounts
for one third of the supplies conveyed by the companies Ceska rafinérska
Inc. and MERO CR. The reasons are not only geopolitical or geoeconomi-
cal (the way to lower the dependency on transit couniries like Ukraine),
but also technical, for being connected with an ageing and obsolote pipe-~
line. At the beginning of July 2008, the oil supplics te the CR through the
Druzhba Pipeline decreased sharply. Then Russia, without any serious ex-
planation, declared that the decline of oil supplies in this route will be of a
wider range. The Czech reaction came from the Ministry of Industry and
Trade and the Minisiry of Foreign Affairs through a diplomatic note.
Speculations were rising about the coincidence of reducing Russian oil
supplies and the project of the US anti-missile radar base in the CR. Ac-
cording to Russian official statements, the reasons were technical, not po-
litical. In the background, the Russian side was playing with the premedi-
tated gradual outage of the whole pipeline system and the termination of
Russian oil supplies to Central Europe through Druzhba. To some extent
this is in accord with the Russian long-term energy strategy, which counts
on the slow replacement of unreliable overland routes through transit
couniries with other alternatives (such as a greater use of sea lines for
both oil and LNG transport) .24

22 At the beginning of 2008, it was declared that one of the oldest European oil pipelines
could serve as a further instrument to increase the diversification of oil supplies fo new
U member states, which are highly dependent on Russian resources (especially Slovakia,
the CR and, to a lesser extent, Poland). After the meeting of the Ukrainian president Yu-
shchenko and his Slovak counterpart Ga$parovié on 14 January 2008, the Ukrainian
presidential office announced that Ukraine is thinking about a project of supplying the
Dirizhba pipeline not with Russian, but with Caspian oil. Primarily this project was sup-
posed to touch Slovakia, but the Interfax Agency announced that destinations behind the
Slovakian border were planned. This could be the Ukrainian reaction to the unsuccessful
vision of the Caspian oil transport through the Odesa—Brody pipeline, which now trans-
ports Russian oil to Odesa. Projects of reversing the Odesa-Brody flow remain unreal-
ised. (See Rusko prudce sniZilo dodavky ropy do CR. Ceskd tiskova kanceldf, 11 July
2008.) The Odesa-Brody pipeline was planned to be lengthened to Gdansk. There were
also plans to connect it to the Druzhba pipelings in Brody. Through this project, the CR
could de facfo remain a transit country for Caspian oil supplies to German refireries
near Ingolstadt. Therefore the reversing of the Odesa~Brody flow influenced to some
extent the plans of Czech energy strategists (although in a somewhat fuzzy way). See
Litera, B., Hirman, K., Vykoukal, J., Wanner, J. (2003): Ruské produktovody a stfedni
Evropa. Burolex Bochemia s.r.0., Praha, p. 24.
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3.3. The Czech position fowards EU energy strategies

The above mentioned structure of the Czech energy mix suggests fhat the
official Czech position (supporting, of course, the preserving of the rela-
tive independency of the CR, especially in electricity production) supports
the possibilities of further exploitation of nuclear energy resources, which
also determines the Czech position towards EU energy strategies (al-
though the former Czech cabinet with the Green Party was not united on
this point).?® The Czech EU presidency chose energy policy (ifs internal as
well as its external dimension, where CR fakes into account its depend-
ency on external supplies of oil and gas) as one of the main priorities. In
this connection, it also supported external EU policy projects that have a
potential to enhance diversification in the energy dimension, lower the
dependency of some EU member states on energy suppliers and enlarge
the acquis communautaire as 1o the area of the energy market, rules for
external trade relations and norms in the field of competition even behind
the EU borders (e.g. the project of the Eastern Partnership). This is not al-
ways in accord with both the political and the economic inierests of the
Russian side. But in negotiations with Russia, the Czech Republic usually
adheres to a clear divison between the economic and trade dimension of
FU energy policy on one side and the strafegic-polifical dimension on the
other.?6

As to unbundling, it is necessary to take into account that the Czech gas
market could be labelled as liberalised. In spite of this, if the third energy
liberalisation packet comes into force, the CR will probably choose the
TSO alternative (the transmission system operator). As an EU presidency
country, the CR repeatedly spoke for an early approval of the third liber-
alisation packet?’ before the end of the EP term of office. In March 2009,
the CR was active in the negotiations between the EU Council and the
European Parliament, which led in the end to an informal compromise.
The fact is that this compromise weakens the original Commission pro-
posal of full property unbundling, not only in the field of the natural gas

25 See European Strategies. Energy Policy for Europe. Online:
(hitp:/ /ec.europa.cu/encrey/strategies/2007/2007 01 energy policy europe enhim)
26 See Communication from the Commission to the European Parliament and the Coun-

cil. Eastern Partnership. COM(2008) 8253 final. European Council, Brussels 19th — 20th
March 2009. Presidency cornclusions 7880/09.

27 Regulation (BC) No 1775/2005 of the Eurcpean Parliament and of the Council of 28
September 2005 on conditions for access to the natural gas fransmission networks and
Directive 2003/55/EC of the European Parliament and of the Council of 26 June 2003
concerning common rules for the infernal market in natural gas.
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market, but also in the electricity market. But it was reached in exchange
for some concessions from the Council and member states concerning the
role of the European Agency for the Cooperation of Energy Regulators
(ACER), the role of national energy regulators, the market rules for the
function of the TSO and some EP proposals concerning consumer protec-
tion 28

4) Other post-Soviet countries in Czech foreign
policy and the ENP

After more than a decade of distancing itself from the East, the Czech Re-~
public was very slow in acknowledging the practical importance of the
region for the country. In fact, it was only after its FU entry that the coun-
try started to take a more serious inferest in the East. The major factor in~
fluencing the “return to the East” was that the country, like many of the
other new member states, was looking for a “market niche” in the multi-
lateral forum of the enlarged Union. The interest in the East seemed fo be
a natural option. However, unlike in the case of Poland or the Baltic coun-
tries, the Czech Republic was still rather reluctant to explicitly state its
interest in the East. First of all, unlike virtually all the EU member states
from the formerly Communist parts of Europe, the country does not share
a common border with the post-Soviet space, and therefore threats com-
ing from the region are perceived as less pressing. The country does not
have any sizeable minority of Fast European origin (with the possible ex-
ception of Ukrainian migrant workers), and there is not a substantial
Czech minority in Eastern Europe either, which also differentiates the
country from Hungary, Poland and the Baltics. The second reason for the
rather hesitant Czech approach can be explained by its long-lasting inter-

28 The compromise included the decision that both in the area of the gas market and the
electricity market, besides the complete unbundling of ownership, the gas and electricity
companies would have two other possibilifies: an independent system operator (ISO)
would take over the control of the transmission system in place of the owner of the sup-
ply company without any changes in the ownership structure; the "third way" (defended
especially by the representatives of France and Germany) would save a part of the deci-
sive influence of the original owner (the energy company) as fo the transmission system
and energy distribution, in spite of the establishment of the operator TSO; the independ-
ency of the fransmission network function should be secured through a control commis-
sion consisting of the representatives of the producers, the operator of the transmission
network, and stakeholders (who should make all the decisions concerning the property
share of the stakeholders).
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est in the Balkans.?® Indeed, if we secarched for expressions of mufual
friendship and support, we would find that the Czech shoo-~in is rather
Croatia than Ukraine or Moldavia.

Besides the “market niche” motivation, the Visegrad cooperation has
also been instrumental in increasing the Czech attentions in Eastern
Europe. In contrast to the time of Prime Minister Klaus, the V4 format en-
joyed a substantial level of support from Czech top politicians at the time
of the Czech EU entry. With the loss of the original rzison d efre of the
V4, ie. the mutual support in negotiations leading to the EU enlargement,
the other three members were clearly inclined fo move the focus of the
organisation fo the countries on their eastern borders.

Even though Prague acquiesced in this combination of external
changes, it ook at least two years for a more consistent Czech “Eastern
policy” to be born. However, it is still presumptucus to speak about a full-
fledged policy for at least three reasons. First, the policy still remains
rather selective and its major focus is democratisation and human rights.
The Czech Foreign Ministry established a special department in 2004
dealing with transition o democracy and increased ifs development assis~
tance fo these countries.’® Within the EU, the country became one of the
most outspoken critics of the Belarusian authoritarian regime, and several
months before the start of the Czech EU Presidency if raised its profile on
the Transnistrian frozen conflict as well. The same approach is also visible
during the Czech Presidency itself. For instance, the summit in May,
which officially launched the Eastern Parinership, was preceded by the
Civil Society Forum and supported by the Czech Foreign Ministry ex-
plored the links between the nascent Eastern Partnership and good gov-
ernance.

The second problem related to the EU’s eastern neighbourhood is the
double-track approach in Czech foreign policy. While most official politi~
cal meetings arc carried out under the aegis of the ENP, many issues, in~
cluding those most relevant for the Czech Republic, are handled sepa-~
raiely, on a bilateral basis. This pertains in particular to economic ques-
tions. No consistent sirategy interlinking the EU-oriented multilateral level
and the bilateral, predominantly economic level exists. Although this ap-
proach may not be so harmful in relations with the ENP countries, it is
outright dangerous in Crech relations with Russia. There, the divergence
between the booming trade and investment ties and the political freeze

28 Cf, Petr Kratochvil and Mats Braun: Czech Republic — the National Report. In: EU/-
25/27 Walch. No.5. EU-25/27 Watch, Berlin: Institut fiir Européische Politik, 2007.

30 For instance, the official aid quadrupled in the case of Ukraine (see Petr Kratochvil and
Elsa Tulmets: Checking the Czech Role in the European Neighbourhood, May 2007, Frie-
drich  Ebert Stiftung, Online: hitp://www.iir.cz/upload/Projekty/ 2007 /ENP~
Working_paper_eng.pdf).
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could hardly be greater. The consequence is frequent fears of Czech pol-
icy~makers that the country is becoming excessively vulnerable economi-
cally, both in terms of Russian investments in the CR and in terms of de-
pendence on Russian imports.

The final problem lies in the fact that while the above-mentioned re-
turn to the Fast has indeed taken place in Czech diplomacy, a shift of a
similar magnitude has not materialised in popular sentiment. Quite to the
contrary, the general public remains entirely indifferent to matiers per-
taining to the East, and Eastern Europe still carries the stereotypical con-
notations of underdeveloped undemocratic countries, thus ironically re-
producing the prejudices of some western countries towards the CR. The
widening gap between the public atfention dedicated to the ENF, which is
extremely rarely mentioned in public debates, and the diplomatic focus on
the region reduces the Czech contribution to the ENP to a technocratic
gxercise with no public control or support. In such an environment, it is
extremely difficult to push through any steps that could be inferpreted by
the media as financially burdensome or otherwise disadvantageous for the
country, For instance, despite the elevated rhetoric, the Czech Republic
has been very timid in relaxing its visa regime vis~a-vis the ENP countries.
Unlike Poland, which started to heavily lobby for a visa-free regime with
Ukraine even before its EU accession, the Czech Republic withdrew from
the visa-free agreement with Russia, Ukraine, and Belarus no Iater than
2000. A similar approach also defines the attitude to visa fee reduction —
to put it bluntly, the Czech Republic certainly does not belong to those
leading the way.

Even though the ENP has been playing a growing role in Czech foreign
policy, the relevance of individual ENP countries for Czech diplomacy
must be assessed on a case-by-case basis. As with all other Visegrad coun-
tries, Ukraine plays a central role and Czechs have recently become quite
vocal in their support for Ukraine’s membership aspirations. Measured by
the level of attention, Belarus would come second; yet, while all other ENP
countries are seen as more or less equal partners in the mutual dialogue,
Belarus is an object of continuous Czech criticism. Third, Moldavia and
Georgia have risetl in importance for the Czech Republic too. The Czech
Republic opened an embassy in Moldavia in December 2005 amidst the
general frend of reducing the number of Czech representations abroad,
which clearly shows the relevance of the region for Prague. Georgia is
important both politically (e.g in 2008 the prime ministers visited each
other’s countries) and economically (eg Czech investments info energy
distribution and health care). The remaining two couniries, Armenia and
Azerbaijan have been ignored by the Czech Republic. This has somewhat
changed recently, in particular with the growing awareness of the role of
Azerbaijan for securing energy diversification for the EU (ie. the Nabucco
project).
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5) Czech economic relations with eastern ENP
countries

5.1. Ukraine

Ukraine undoubtedly plays the role of the most important economic and
political partner of the Czech Republic among the eastern ENP countries.
At the beginning Czech—Ukrainian economic relations were not without
problems. In spite of the so-called Yamburg agreements, the problem of
Ukrainian debt payment continued after 2000. The Czech claims towards
Ukraine were not solved until 2003 as a part of the mutual cooperation in
the field of nuclear energy. Before 2000, Czech—Ukrainian economic rela-
tions were mostly reduced fo development aid. The main Czech export
commodities are preducts of the food industry, consumer goods, machines
and means of transport, cars and sanitary products. The CR imports iron
ore, products made of iron or unalloyed steel, rude aluminium, food
products, chemicals, consumer goods, machines and transport equipment
from Ukraine. Czech exports to Ukraine were quite diversified but the un-
favourable trade balance was decreasing only very slowly.

A more significant increasing of the trade exchange came after the pe-
riod of 2003~ 2004. The Czech export increase was almost 55 per cent,
while the import increase was more than 47 per cent. On 16 April 2004,
the agreement on economic, industrial and scientific-technical coopera-
tion was signed. In 2006 trade turnover reached almost 1.7 billion USD,
and exports, with an annual increase of 45 per cent exceeded, for the first
time, the margin of 1 billion USD.31

As to the investment projects of Czech companies in 2007, the KKCG
company made a decison to invest info natural gas exploitation in
Ukraine, amounting to 6.6 billion CZK. Also, the Sazka company tried to
enter the Ukrainian market, and Skoda Auto company has several produc-
tion branches in Ukraine. Some big Czech beer. producers operate in
Ukraine as well. But corruption, a lack of transparency in the business
sphere and the unclear status of the so-called free economic zones persist
as obstacles to any further strengthening of mutual trade and investment

81 See Zprava o zahraniéni politice za rok 2006.
http:/ /www.mzy.cz/public/89/bb/a3/ 72806 _14945 Zpravaozahranicnipolitice2006.pdf
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relations, and until recently, they discouraged Czech entrepreneurs from

investing projects in Ukraine.,

An important problem closely connected with economic relations, but
also with visa policy and infernal security, is labour migration. According
fo estimations, more than 120,000 persons of Ukrainian origin reside le-
gally in the CR, although the real numbers are probably much higher.52
The flow of the Ukrainian labour force was connected to a large exient
with the economic growth of the last few years that preceded the current
recession. Therefore the Czech business sphere was also interested in
making the migration of the relatively cheap labour force from the post-
Soviet area (especially Ukraine) casier (e.g through lobbing pressure on
the government).3® But the new visa procedure after the Czech accession
to the Schengen zone and the amendments of asylum and foreigner laws

brought complications.

5.2. Azerbaijan

The second most important trade pariner of the CR among the countries
of the ENP's eastern dimension is Azerbaijan, due to the imporfance of en~
ergy trade.3* Since 2001, there has been a sharp increase in bilateral trade
relations in the wake of the soaring oil imports from Azerbaijan, The im-~
ports from Azerbaijan to the CR rose from 5.4 million USD in 2000 to
233.7 million in 2003, which exceeds 40 times the “basis” (99.4 per cent
of the 2003 figure consists of crude oil and oil products). The Czech trade
balance in relation to Azerbaijan is unfavourable in the long run. The
turnover of bilateral trade reached 1.02 hillion USD in 2006, while the
trade balance showed a deficit of 923 million USD. Czech exports to
Azerbaijan mainly include consumer goods, china, glass, machinery, elec-
tric equipment and food products. Imports from Azerbaijan consist of all
oil products, foods, chemicals and semifinished goods.5

32 See Kolik je fu Ukrajincy. Lidové noviny, 14 October 2007.

3% The impulses to a facilitation of the labour forces movement also came from the EU
(especially the proposal of the so-called blue cards facilitating access to the EU labour
market for foreigners from third countries). Simultaneouisly the Czech Minisiry of La-~
bour and Social Affairs proposed the establishment of the so-called green cards for the
Czech labour market.

%% Sec Kratochvil, P, (2008): Zemé vychodni dimenze Evropské politiky sousedstvi v Ceské
zahraniéni politice, in: Michal Kofan a kol. Ceskd zahranicni politika v roce 2007, Ustay
mezinarodnich vztaht, Praha, pp. 232244,

35 See Zprava o zahraniéni politice Ceské republiky za rok 2001.

(hitp:/ /www.anzyv.cz/inp/cz/zahranicni vztahv/vyrocri_zpravy a_dokumenty/zpravy

o_zahranieni politice cr/rok 2001/index.html) and Zprava o zahwaniéni politice za
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The increase of the importance of Azerbaijan as a partner in the im-
ports of fuels made the CR strive after for widening the contract basis that
would contribute to an increase of Czech exports. In 2004 the agreement
on the prevention of double taxation was negotiated. Its signing in No-
vember Z005 built the preconditions for further development of mutual
relations, especially in the field of investment. A reason for this was the
importance of preventing civil fraud in the field of income and property
taxes. Czech companies were successful in a tender concerning road
building from Baku to the Russian border in 2006, which has been fi-
nanced with a credit of 180 million USD by the Czech Export Bank. In the
autumn of 2007, the Azerbaijan Fmbassy was opened in Prague. New
possibilities of economic relations and investment for Czech companies
(which previously entered the Azerbaijani market mostly through subde-
liveries from West European companies) were discussed during the visit
of Czech Minister of Foreign Affairs, Karel Schwarzenberg to the Tran-
scaucasus countries in July 2008. Especially in Azerbaijan, a quite great
amount of attention was devoted to the visit.36

5.3. Georgia

At the beginning, Georgia was a major object of Czech development and
humanitarian aid. For instance, in 2005, the CR, through the World Food
Programme, sent humanitarian aid amounting to 2 million CZK to Geor-
gia to help overcome the impact of floods.’” Generally, CR exports to
Georgia include consumer goods, machines and transportation technol-
ogy, illuminating equipment, pharmaceuticals as well as weapons. Im-
ports from Georgia consist of food products, carpets, textiles and electric
equipment. The frade balance is favourable.

Czech investors were successful in the privatisation of the energy sec-
tor (water-power stations), The joint-stock company, BLOCK Valasské

Mezitici established ifs subsidy BLOCK Georgia. During the visit of the
Czech Prime Minister, Topolanek in 2007, the representatives of BLOCK,

rok 2008, Online:

hitp:/ /www.mzv.cz/public/89/bb/a3/ 72806_14945_Zpravaczahranicnipolitice2006.pdf.
3 See Azerbdjd¥an vystupuie ze stinu nezdjmu. Source: Economia, a. s., 19 january 2009,
Online: hitp://www businessinfo.cz/cz/clanek/azerbajdzan/azerbajdzan-~vystupuje-ze~
stinu-nezajmu/ 1001410/51655/.

87 See Zprava o zahraniéni politice Ceské republiky za rok 2001,

(attp:/ /S www.mev.ce/inp/ca/zahranicni vztahy/vyrocni zpravy a dokumenty/zpravy

o _zahranieni potitice cr/rok 2001/index.himl), Zprava ¢ zahraniéni politice za rok
2003 and Zprdva o zahrani¢n{ pelitice za rok 2005
(http:/ /www.mzv.cz/public/c/2a/t2/16756_14945_ZpravaZ005shlavnitext.pdf).
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BLOCK Georgia and the Czech Export Bank signed a memorandum of
mutual cooperation with the Georgilan Minister of Labour, Health and So-
cial Affairs and the Minister of Economic Development that concerned the
development of hospital facilities in Georgia. The subject of the memorar-
dum was the building of a network of new hospitals all over Georgia,
which would qualitatively be comparable to European standards.38

5.4. Armenia

Before 2000 economic relations between the CR and Armania stagnated.
Traditionally, the CR had a favourable trade balance with this country but
the overall volume of trade exchange was rather decreasing. The devel-
opment of frade and economic cooperation was for a long time negatively
influenced by the incomplete contractual basis between the countries.
Armenia did not recognize the principle of legal continuity of the agree-
ments negotiated by the USSR and the former Czechoslovakia. Further ob-
stacles lie especially in the low purchasing power of the local market, the
limited potential of goods’ exchange and the low activity of Czech eco-
nomic subjects in the territory. CR exports fo Armenia mostly include ma-
chines, transport equipments and products of non-metal minerals. The CR
imports textiles and clothes, spirits and aluminium from Armenia.?®

Because of the above mentioned hardships, the bilateral economic co-
operation was developing only slowly and tentatively. Afer trade turnover
fall in 2003, a significant increase of trade was observed in 2004 and
2005. The reason was an increase of Armenian exports to the CR (almost
five times of the initial quantity). Simultaneously, exports from the CR
stagnated, and led to an unfavourable trade balance, for the first time
since 1994. The balance was restored in 2006.40

38 See Gruzie: Obchodni a ekonomickd spoluprdce sCR. Source: Ministerstvo zah-

raniénich véci (MZV}). Online: http://www.businessinfo.cz/cz/sti/gruzie-obchodni-a-

ekonomicka-spoluprace~s-cr/7/1001372/.

39 See Zprava o zahraniéni politice Ceské republiky za rok 2001. _

(hitp:/ /www.mzy.cz/jnp/cz/zahranicni vztahy/vvrocni zpravy a dokumenty/zpravy
o zahranieni_politice_cr/rok 2001/index.html).

10 Zprdva o zahranién{ politice za rok 2006 (htip://www.mzv.cz/public/89/bb/a3/

72806_14945_Zpravaozahranicnipolitice2006.pdf).
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5.5. Belarus

The Czech—Belarus trade exchange mostly stagnated in the sccond half of
the 1990's and at the beginning of the 2 1st century. Not until 2001, after
years of negotiations, did the Belarusian side recognise the debt from
1922 and promise to pay it. As o the type of the ruling regime and the
long-time character of Czech—Belarusian relations, Belarus is rather an
object of transformation and development aid (from the point of view of
Czech diplomacy) than a trade partner.

The CR exports to Belarus mainly include machines and transport
equipment, chemicals and chemical products, consumer goods, reactors
and boilers. The CR imports consumer goods, machines and transport
equipment from Belarus. The trade balance is favourable for the CR in the
long run. Since 2003, mutual frade increased, especially Czech exports
{more than by 36 per cent) as a result of Czech companies taking part in
state projects of reconstruction of whole fields of the Belarusian economy
(beer production, glass industry, energy sector). Trade exchange between
the Czech Republic and Belarus has had a tendency to rise in the last five
years. In 2006, mutual trade turnover overcame the limit of 200 million
USD (233 million USD). The shares of both countries in the overall trade
balance were almost equal in 2006. Trade cooperation is based especially
on small and medium-sized enterprises. But Czech investment and export
activities have fo face administrative obstacles and other barriers on the
side of state organs.4!

5.6. Moldavia

Czech-Moldavian relations were sporadic before 2001, but afterwards
they achieved a certain upswing. The CR exports sweets, live animals,
chemicals, motor vehicles, boilers, glass, molten plastic materials and
products, optic and health care equipment, paper, cardboard, tar paper,
iron or steel products, furniture and meat to Moldavia. From Moldavia, it
imports fruits and vegetable products, spirits, wine, tobacco, clothes and

41 See Bélorusko: Obchodni a ekonomickd spoluprice s CR. Source: Ministerstvo zah-
rani¢nich véci (MZV). Online: hitp://www businessinfo.cz/cz/sti/belorusko~-obchodni-
a~ckonomicka-spoluprace~s-cr/7/1000782/,
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accessories, aluminium and aluminium products, and other industrial
products.*2

In March 2004, Moidavia was included among the eight priority
countries for Czech foreign development cooperation in the period 2006~
2010. The volume of Czech foreign frade relations with Moldavia rose by
more than two times that year. The increase of Czech exports followed in
the next few years, however, the annual report of the Czech Ministry of
Foreign Affairs in 2006 stated that the volume of mutual frade was still
relatively low. The reasons were perceived as the scarce knowledge of
Moldavia on the side of Czech business and the limited financial potential
and business and marketing opportunities on the Moldavian side. In 2006
the trade exchange, for the first time, decreased in comparison with the
previous year (a decline of 11 per cent), especially because of the decline
of Moldavian exports to the CR (more than 33 per cent). The Czech ex~
port decline was about 6 per cent.*?

Summary

The EU-related consequences of the above overview of the Czech eastern
policy {or, rather, eastern poficies) can be summarised in six points:

1) Although the Czech diplomacy has been consistently trying to diversify
its approach to Eastern Europe, it is still dominated by the focus on
Russia. Only Ukraine plays a role that, in some limited areas, comes
close io that of Russia. The two dimensions — Russia and the ENP coun-
fries — are almost always discussed separately, even in arcas where
there is a clear connection (such as frozen conflicts).*4

2) Regarding Russia, the Czech Republic belongs to the group of new EU
member states that are traditionally wary of the country. However, de-

42 See Zprava o zahraniéni politice Ceské republiky za rok 2001.

(http:/ /www.mzv.cz/inp/cz/zahranicni vziahy/vyrocni zpravy a dokumenty/zpravy
o zahranieni politice cr/rok 2001/indexhiml).

45 See Zprdva o zahraniéni politice za rok 2006. (ttp://www.mgy.cz/public/89/bb/

a3/72806_14945_Zpravaozahranicnipolitice2006.pdf).

44 This can be well demonstrated by an analysis of official Czech foreign policy docu-
ments. Here, post-Soviet countries, except for Russia, are almost never overtly discussed.
The only other exception is Ukraine, but again, it is usually only mentioned as a supple-
ment o a more detailed examination of Russia (see, e.g, Koncepce zahraniéni politiky
Ceské republiky na léta 2003-2006 [The Foreign Policy Conception of the Czech Repub-
lic 2003-2006)).
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spite the current downward trend in Czech—Russian relations, ifs posi-
tion on most issues puts it in a different camp than that of the more
radical “northern tier” of the post~-Communist EU members (Poland,
the Baltic countries). Russia is not perceived as the greatest threat by
the Crzech population at large, and a substantial part of the political
elite (President Klaus, the Czech Social Democratic Parfy, the Commu-
nists) tends fo sce Russia in pragmatic, if not oufright friendly, terms.

3} Currently, the most relevant issues in Czech—Russian relations are (1)
the radar base in the Czech Republic, (2) the security of energy imports
from Russia, and (3} the Czech support for the recent revelutions in
the post-Soviet space. If is only energy security that is consistently
linked to multilateral FU discussions by Czech diplomats, while the
other two are usually seen as coupling Czech policies to those of the
Unifed States.

4) Within the ENP, Prague naturally prefers its eastern dimension and its
strengthening (such as the Eastern Partnership), and belongs fo the vo-
cal supporters of a new eastern enlargement. Ifs preparedness to sup-
port the EU aspirations of the ENP countries may, however, falter once
the (alleged) costs of the enlargement become known to the Czech
population.

5) Both in ifs retations fo the ENP couniries and in its Russia policy, the
Czech Republic has so far not succeeded in implementing a unified
strategy that would cover both political and economic ties. This is par-
ticularly striking in the case of Russia, where the negative political re-
lationship is complemented by a rapid trade expansior.

6) Even though the Russian~Georgian conflict is not interpreted as a ma-
jor watershed for the Czech Republic, it is sfill seen as a sign of the
growing assertiveness of Russia’s foreign policy. The possibility of Rus-
sia’s milifary involvement in the Central Eurcopean region is generally
ridiculed by both the media and the political elite, but attempts to in-
crease the Russian economic influence in the country are considered
dangerons.




