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Introduction

Energy resources constitute the backbone of any modern
industry, and its uninterrupted supply is a key concern for the states.
The oil embargo imposed by the Arab countries in 1973 on the West
validated this assertion as the latter parties plunged into a crisis amid
severe disruptions in their socio-economic infrastructures. About
twenty years later, in 1990 when Kuwait, the main energy supplier of
the United States came under the danger of the permanent Iraqi
occupation, the American government did not conceal the fact that one
of its main motivations in going to war against Iraq was defending the
vital interests of the American people — the stability of the energy
supplies of the country.

Pipelines, as the most economic way of supplying oil and gas to
the consumer countries, play a vital role for the land-locked countries
which are deprived of using alternative ways of transporting oil —
shipment through other mediums of transportation such as tankers,
cargo trains etc. Therefore, figuratively, pipelines are often referred as
the blood vessels of a country.

During the Cold War each camp possessed its own pipeline
system. Indeed these systems of pipelines had accesses to each other,
but the strategic reason behind those systems was to operate as the
only reliable mean of oil and gas transportation, in case the outer
world ceased supplies (WW 1II, for example). The pipeline system
“Druzhba” (means ‘friendship’ in Russian) served to link the
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industries of the Eastern Block countries together and served as an
example of an above-mentioned policy. The Western Block was less
in need of such a unified pipeline system, simply because most
Western countries had coasts and for the most part, the oil came to
them from the Middle East or elsewhere through large tankers.
However, even in such a situation the security of the pipeline systems
has been one of the top priorities of NATO.

With the collapse of the USSR, in addition to old-timers such
as Russia and Iran, three new independent states — Azerbaijan,
Kazakhstan, Turkmenistan — appeared as the coastal states around the
Caspian Sea. It was not long before the oil reserves of the Caspian
attracted foreign interest and the questions arose as how to transport
the oil and gas from the landlocked region into the world market.
While it was clear that pipelines were necessary to fulfill the
operation, the essential issues such as the location and direction of
routes remained up in the air. Russia’s proposal to use the old
“Druzhba” system certainly failed to appeal to the new independent
states in the light of the ongoing struggle of the former Soviet
republics to decrease their dependence from Russia. On the other
hand, choosing a new pipeline route would certainly indicate the
future direction of integration in the region, which immediately brings
up a number of other uncomfortable questions: Which regional power
will be successful in the pursuit of its own choice? What are the
counter-chances of the other regional powers? What position will the
global powers hold in this inevitable dispute between the regional
powers over the pipeline routes? The current work is an attempt to
answer those questions from the standpoint of one of the newly
independent states of the Caspian region — Azerbaijan.

Brief History of Oil Industry in Azerbaijan

Throughout the history Azerbaijan has shown to possess
significant oil reserves, thus attracting foreign attention. During the
early Middle Ages and even before, the existence of significant
amount of onshore oil and gas reserves began causing permanent fires
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on the ground. The unexplainable for those times phenomenon gave
rise to Zaraostrism religion (the cult of fire) in the region. When the
Arab caliphate took control over the region they modified the
geographical name of the region (the original name linked to
Atropatena) to the word “Azerbaijan” which can be interpreted as “the
guardian of fire”.

The oil wells had been operating in the areas surrounding Baku
already during the early XIX century. There were approximately 120
wells and 32 cellars for storing oil around Baku in 1825. The
involvement of the foreign companies in the oil projects in Baku,
which started with the Nobel brothers in the early 1870s, gave a sharp
rise to the oil industry of the Russian Empire in Azerbaijan. “By 1897,
the Russian oil fields — just twelve square miles around Baku —
delivered more than 45 % of the world’s crude oil. And a few years
later, by the end of the century, Russian wells were providing more
than half the total world production”.! By the beginning of the XX
century, first the Rothschilds then the Royal Dutch Shell company
became involved in the oil business in Baku, which by that time
comprised 95-97 % of Russia’s oil supplies.

The fist steel pipeline for the transportation of oil was laid in
1877, from the Balakhany oil field near Baku to the refinery in Black
Town, where the oil workers lived.? It was then carried by the rail
tankers from Baku to the Georgian port at the Black Sea — Batumi. In
the late XIX century the Rothschilds built the second rail line from
Baku to Batumi and in 1889, the Nobel brothers built a pipeline along
the Baku-Batumi railway to the Black Sea port.® In 1906, the Russian
government completed a 560-mile, eight-inch pipeline between Baku
and Batumi, at that time the longest in the world.*

Due to the transitional period in Russia between 1914-1920 and
the discovery of the new oil fields in the USA, the share of the Baku
oil declined. However, already in the mid-20s the Soviet
administration initiated serious efforts to revive the oil industry in
Azerbaijan. Through artificial installations in the shallow waters, the
first offshore fields of the Caspian were developed in 1920s. In 1949,
thus Baku became the first true offshore oil producer in the world.
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During the World War 11, Baku’s oil fields entered their second
boom as a leading oil producing region of the Soviet Union.> “Crude
oil production in Azerbaijan peaked in 1941 at 470,000 b/d, which
was more than 71% of total Soviet output™.® Capturing the Baku oil
fields had been one of the prime objectives of the Southern campaign
of the Nazi Germany.

The discovery and the development of the oil fields in West
Siberia gradually ousted the importance of the Azeri oil starting from
mid-1950s. By the late 1970s, Moscow had redirected much of its oil
investment priorities to West Siberia, with long-term plans to return to
the Caspian in the opening decades of the XXI century.” Since that
time and even a little bit earlier the oil production in the Caspian had
been in a steady decline. The oil production in Azerbaijan fell steadily
from 14.7 million tons per year in 1980 to 11 million tons in 1992.8

Under such conditions Azerbaijan achieved its independence in
October 1991. The independence of Azerbaijan caught the oil industry
in its decline — the decreasing oil production and the overused
technology needing urgent investments unavailable in the country.
The oil production fell steadily until 1996, when it leveled at about 9
million tons per year.®

Independence and the New Oil Boom: Economic Perspective

Already by the beginning of 1991, even before the
independence of Azerbaijan had formally been achieved, the Western
oil companies started negotiations with the leadership of Azerbaijan
SSR. The replacement of the communist leadership by the nationalist
government in 1992 intensified the negotiations. With so much hope
for the oil boom among the Azeri public as well as the oil companies,
which joined the venture, a natural question arose: What is the
potential for the oil boom in Azerbaijan and how competitive would
the Azeri oil be in the global oil market?
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The Reserves of the Caspian

The initial estimates of the oil reserves of the Caspian had been
very high. The estimates, which originate from the U.S. State
departments report stood at “200 billion barrels of oil, or 20 percent of
the world’s total”.*® That was the figure caught up by the media and
elaborated over and over again. The oil experts in Azerbaijan and
elsewhere knew from the beginning that the figure was too
exaggerated. Basically, the calculation was based on the assumption
that every geographical trap in the subsoil of the Caspian held nothing
else but oil. The political implication of that high estimate was the
consequent focusing of the Western countries on the Caspian region.
Some oil business experts would argue that the figure was exaggerated
deliberately by the U.S. executive branch in order to convince the U.S.
Congress in the importance of the Caspian region and neutralize the
faction in the legislative body going against the U.S. involvement in
the Caspian region. The motivation of that faction was based on fears
to upset Russia. That faction was quite strong in the U.S. politics and
even in the U.S. State Department the Deputy State Secretary Strob
Tallbot served as an ardent proponent of the policy, which could be
summarized in one short sentence: “Russia is more important!”

The problem with those high estimates was that as soon as a
few explorations met with empty wells, the media campaign went in
the reverse direction, claiming that it was all bluff and the Caspian had
no significant oil reserves whatsoever. The reality is that “a proven
recoverable oil reserve of 17.5 billion barrels had already been
discovered in the South Caspian (Azerbaijan and West
Turkmenistan)”.!* That figure already equates the Caspian reserves to
the reserves of the North Sea. Experts expect about 30 billion barrels
more to be discovered in future. If to add to these estimates the new
information about the giant Kashagan oilfield in the Kazakh sector,
with the estimated reserves of 7 billion tons of 0il*?> (the Kazakh
government figure of about 45 billion barrels seems too high and the
oil experts of the Western companies put the figure at 15 billion
barrels which is still quite high), it becomes clear that the oil reserves
in the Caspian are quite significant, even though they are not as large
as the reserves of the Middle East.
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The Competitiveness of the Caspian Crude in the World Market

The competitiveness of the Caspian oil in the world market is
related to the development costs of oil. “The full cost of producing
Caspian crude is currently about $12.50 per barrel”.!® It is much
higher than the full production costs of the Middle East crude and
equal to the costs of the North Sea crude. So, it is obvious that the
Caspian crude will not compete strategically with the reserves of the
Middle East, but will have quite a favorable opportunity vis-a-vis the
North Sea reserves. Despite the fact that the full costs of producing
crude in the latter basins are equal, two cost elements that dominate
the Caspian barrel — transportation ($6.50/barrel) and drilling
($3.00/barrel) are likely to fall within the foreseeable future.'4
Running ahead, | would also mention that the Baku-Ceyhan pipeline
arrangement alone would cut the transportation costs by half. So, with
the oil price of about $15 per barrel or above the Caspian crude will be
quite competitive in the world market. With the current price of oil
standing at about $25 per barrel, the Caspian crude highly competitive
in the world market.

Marketing of the Caspian Oil

The marketing of oil is the key element in deciding over the
pipeline route from the economic point of view. The Emirates Center
for Strategic Research has produced a serious work highlighting the
challenges of the Caspian crude for the marketing of the Gulf oil. The
very title of the book, “Caspian Energy Resources. Implications for
the Arab Gulf”, suggests the analyses of the Caspian reserves as a
potential rival to the Gulf countries. One of the authors, Fadhil
Chalabi goes as far as indirectly suggesting that if the Arab countries
kept the oil price at the range of $13 per barrel, the Caspian oil
reserves would be deprived of the economic competitiveness in the
world market.*®

It is true that that the high oil prices in the oil market makes it
possible for the high cost oil business of the Caspian or the North Sea
reserves flourish. Otherwise, it would be virtually impossible for those
basins to compete with the region where the overall cost of producing
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oil is $2.50 per barrel. However, the next chapters of the same work
revealed that at its height the Caspian crude would claim a very
narrow market in Europe and that there was no justified need for the
Middle Eastern oil producers to play with the oil prices against the
Caspian venture. As the former president of the Azerbaijan
International Operation Company Terry Adams puts it, “It (the
Caspian Oil — G. A)) is only going to provide some 3-5% of global
supply and it is not for major markets in the West, it is a very focused
delivery into the Black Sea and into the Southern Mediterranean,
where there is sufficient demand to absorb most of this oil up to at
least 2010”.1® The same can be said about the gas market: Turkey is
expected to be the biggest consumer of the Caspian gas with its
increasing demands.

Summarizing these thoughts, one can conclude that the Caspian
reserves are unlikely to disturb the global market for oil, but have a
stable market in at least a part of Europe.

Independence and the New Oil Boom: Political Perspective.

Even before formally achieving the independence, the
Azerbaijani public broadly viewed oil as a vital strategic product that
could basically cure all diseases. It could bring money into the
republic, which suffered a severe economic crisis by the end of 80s
and on the foreign relations dimension it could secure friends in the
international arena in order to encounter both Russian and Armenian
threats to the independence of the country. The latter factor was
especially important, since there was a hot ethnic conflict in the
Autonomous Region of Mountainous Garabagh between the Azeris
and Armenians, to which the state of Armenia became an active party.
Since the national movement in Azerbaijan led by the Azerbaijani
Popular Front struggled against the USSR and the Armenian
aggression at the same time, the Azeris could not appeal to Moscow
for protection.
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Local Dimension

Oil was seen among many Azeris as a vital instrument to find a
support from abroad and therefore the oil negotiations that were going
on between the leadership of Azerbaijan in 1991 were not seen in the
Azeri public just as an economic venture. However, the following
course of events prevented the leadership of Azerbaijan from signing
the oil contracts.

The year 1992 was eventful. At the beginning of 1992 hundreds
of Azeri civilians were massacred in Khojali by the Armenian forces
in the region of Mountainous Garabagh assisted by the 366" Regiment
of the Russian army.'” The Azeri government was accused of utter
incompetence for its inability to helping its citizens, who were being
slaughtered and he was forced to resign on 6 March 1992 by the mass
demonstrations led by the Azerbaijani Popular Front. An interim
government was formed which consisted of a balanced representation
of communists and the nationalists. It lasted until 7 June 1992, when
the Azerbaijani Popular Front formally assumed the power after its
leader Abulfaz Elchibay was elected a president of the country.
Between 6 March and 7 June, the Armenian forces used the chaos in
the government of Azerbaijan and seized Shusha (8-9 May 1992), the
last Azeri town in the Mountainous Garabagh and Lachin — an Azeri
region between the Mountainous Garabagh and Armenia (17 May
1992). The newly formed nationalist government of Azerbaijan faced
a full-scale war already on the go with Armenia, which managed to
establish territorial links with the Mountainous Garabagh (after
occupying Lachin region). The Azeri offensive that started on 12 June
1992 brought some successes in the north of Mountainous Garabagh,
where the Azeri forces took under control the regions of Goranboy
and Aghdara, but it failed to bring decisive results. The active war
continued up to October 1992, when the front stabilized.

Because of active military engagement in 1992 no serious
results were achieved in the negotiations with the Western oil
companies.
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Foreign Factors

The Russian factor was the biggest single factor affecting the
political and economic processes that developed in the Caucasus and
therefore it will be examined in a separate sub-section. Aside from
Russia there were two regional powers — Iran and Turkey influencing
the situation in and around Azerbaijan and the U.S. although, its
influence was insignificant between 1991 and 1994.

“Significantly, in late November 1991, Iranian foreign minister
Ali Akbar Velayati, while on a trip to the Soviet Union that included
Baku, had spoken of the need for a united and powerful Soviet
Confederation in order to prevent “independent” republics from
coming under Western influence. Velayati’s remarks were particularly
striking bearing in mind that Turkey had already recognized the
independence of Azerbaijan on November 9”. 18

That paragraph reflects a concise summary of the relations
between:

- Iran and Azerbaijan;
- Iran and Turkey;
- Turkey and Azerbaijan.

Turkey was among the first countries to recognize the
independence of Azerbaijan, while Iran was among the last. In the
beginning of May 1992 Iran tried to shore up a positive image in
Azerbaijan by attempting to mediate the Garabagh conflict between
Armenia and Azerbaijan. However, the day when the speaker of the
Azeri parliament and the acting head of Azerbaijan, Yagoub
Mammedov had gone to Iran for negotiations, the Armenians launched
a surprise attack in the Mountainous Garabagh, occupying the
strategic town of Shusha. Whether true or not, the Azeri public
opinion saw lIran as a part of the plot and Iran was never trusted on the
Garabagh issue anymore.

With the nationalist government coming to power in June 1992,
Turkey’s role significantly strengthened in Azerbaijan. The open pro-
Turkish policy of the Elchibay government made the years 1992-1993
the golden age of pan-Turkism. The Organization of the Unity of the
Turkic People, the Black Sea Economic Co-operation Organization
were established in this period with a heavy pro-Turkish accent.
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Iran tried to balance the course of events by initiating the
expansion of ECO to Azerbaijan and Central Asia, with the Turkish
participation and by succeeding in the establishment of the Caspian
Sea Co-operation Council without the Turkish participation ‘to the
further embarrassment of Turkey’.*® Iran comfortably found itself in
an alliance with Russia against the Turkish factor in the Caucasus.
That reflected itself in a lasting co-operation between those countries
on the issue of the Caspian status. Up to the end of 1998 Iran held the
same position as Russia on the issue claiming that the Caspian should
be under the common ownership of all coastal states. The position
aimed at preventing the newly independent states of the Caspian to
explore and exploit the mineral resources of the Caspian in their own
sector did not find a strong ground.

In December 1998 Iran declared a tender in the South Caspian,
covering the areas of national sectors of Turkmenistan and Azerbaijan.
In 1999 Iran specified its claims in the Caspian: Ignoring the Soviet-
Iranian border in the Caspian along the Astara-Hasangulu line, the
Iranians presented a map laying claims to a large zone penetrating
deep into the Turkmen and the Azeri sectors. The position was based
on the principle of “the probable creation of national sections based on
approximately 20% area per littoral state”, suggested earlier.?°

It would have been logical for the Azeri nationalist government
of 1992 to expect some help from the USA, because it had been the
American strategy to defend the newly independent states against the
encroachments of Russia, or even worse (from the U.S. perspective) —
Iran. However, all that the United States government did during the
period of 1992-1993 until to the pro-Russian coup was imposing
economic restrictions on Azerbaijan (Section 907 to the Freedom
Support Act) for alleged blockade of Armenia and the Mountainous
Garabagh. The fact was explained by the domestic policy variables in
the U.S. or namely the Armenian lobby at the U.S. Congress. In vein
did the first mediator of the U.S. to the Mountainous Garabagh
conflict John J. Maresca notes: “Section 907 assumes that Azerbaijan
has played an offensive role in the conflict over Nagorno-Karabakh.
The wording of the restrictive clause refers to what it calls
Azerbaijan’s “offensive uses of force against Armenia and Nagorno-
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Karabakh.” But clearly Azerbaijan is not conducting offensive uses of
force against anyone. On the contrary, it is Azerbaijan, whose
territories have been occupied, resulting in the suffering of hundreds
of thousands of internal refugees”.?! Human Rights Watch’s comment
on the situation was: “[U.S.] Congress’s Karabakh policy seems a
captive of U.S. domestic politics”.?? Taking that factor into account
one might say that the U.S. did barely exist for Azerbaijan in the
period between 1992 and 1993.

Russian Factor

On 8 December 1991 Russia, Belarus and Ukraine signed
Belovejsk treaty, putting an end to the existence of the USSR. The
treaty established the Commonwealth of Slavic States. Seeing
objective prerequisites to include other former Soviet republics to the
Commonwealth, the structure was renamed to Commonwealth of
Independent States and eight more republics joined it by signing
Alma-Ata declaration on 21 December 1991. The countries that joined
the CIS besides Russia, Ukraine and Belarus were Kazakhstan,
Uzbekistan, Turkmenistan, Kyrgyzstan, Tajikistan, Moldova, Armenia
and Azerbaijan. Baltic republics and Georgia did not join the treaty
(Later, Georgia would pay dearly for its courageous step, when in
1993 the country would be on the verge of disintegration).

At the beginning of 1992 Russia came up with the initiative of
the Collective Defense Treaty, which would legalese the existence of
Russian forces all over the former Soviet Republics. Under the strong
pressures from the Azerbaijani Popular Front, the communist
leadership of Azerbaijan rejected the treaty. It was then that the
Armenian forces assisted by 366" Russian Regiment based in
Garabagh attacked and committed an impressive massacre of the
Azeri civilians in Khojali. Directly afterwards, the president of
Azerbaijan Ayaz Mutallibov accused the Popular Front of excessive
radicalism against Russia and its negative attitude towards the
Collective Defense Treaty that brought to the massacre of the Azeri
civilians. The Azeri public read it the other way around: Russia
participated in the Kkillings of Azeris in order to intimidate the people
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and force the country into the CIS structures and the Collective
Defense Treaty, while the pro-Russian Ayaz Mutallibov passively
participated in that plot by not rescuing the Azeri citizens in Khojali.
The public anger forced the president to resign.

The nationalist government that replaced the old one had the
removal of Russian influence from Azerbaijan as its number one
priority. That went contrary to the Russian policy based on the
assumption that Russia had special rights all over the post-Soviet area.
“In 1993, Yeltsin went as far as to advocate in public the idea that the
major powers should give Russia a special status as dominant power
in the territory of the former Soviet Union, the guarantor or
protector”.?® Due to this contradiction the whole one-year government
of the Popular Front in Azerbaijan was marked with confrontations
with Russia.

As soon as the Azerbaijani Popular Front came to power one of
its first moves was the withdrawal of Azerbaijan from the CIS, “a step
that prompted Russia to retaliate by raising the import duties on
industrial products from Azerbaijan to 65%, causing many Russian
enterprises to cancel their contracts in Azerbaijan”.?* The next round
of contradictions went around the currency issue. The Russian
monopoly over the production of the Soviet rubles (the money was in
the former Soviet republics up to 1993-1994), forced Azerbaijan to
hastily introduce its own national currency — manat, which stopped the
manipulation of the inflation rates in the country, caused by ruble.

Withdrawal of the Russian Troops from Azerbaijan. Coup d’état in
Azerbaijan

The Popular Front government of Azerbaijan had been actively
demanding the withdrawal of the Russian army basis in Azerbaijan
and transferring its weapons to the Azerbaijani armed forces. The
price of such a demand was the occupation of Kalbajar region of
Azerbaijan in April 1993. The Azeri government claimed the
participation of the 7" Russian Army situated in Armenia. The UN
Security Council issued a resolution No. 822, demanding the
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withdrawal of the Armenian forces from the occupied region, which
had no effect on the aggressor.

Despite all the difficulties, the Azeri government managed to
get the agreement of the Russian authorities to evacuate its troops
from Azerbaijan. Since the army was still the Soviet army and each
republic of the former Soviet Union had its share in the equipment of
the army, special negotiations took place about the transfer of the
weapons of the Soviet troops located in Azerbaijan to the government
of the Republic. Out of four former Soviet divisions (with Russian
personnel) placed in Azerbaijan only the division in Baku handed its
arms to the army loyal to the government. In Nakhichevan the Russian
division handed its weapons to the Speaker of the Supreme Majlis
(parliament) of Nakhichevan Autonomous Republic, Heydar Aliyev;
In Lenkoran region of Azerbaijan the next Russian division handed its
weapons to the division headed by Alikram Humbatov (who
participated in the coup of 1993 and attempted to create a separatist
Talish-Mughan Republic); In Ganja the weapons were handed to
Colonel Surat Huseinov, who launched a coup against the government
the week after he got the weapons. “The last Russian unit, the above
mentioned 104" Airborne Division in Ganja, pulled out of Azerbaijan
on May 28, 1993 making Azerbaijan the only former Soviet Republic
without Russian troops in its territory. While soldiers of the 104"
Airborne left, most of their weapons did not, falling to Huseinov and
his troops”.2> On 4 June 1993 the colonel Huseinov launched a coup
d’état against the government from Ganja.

Later the ousted president of Azerbaijan would write:
“Contracts with Western oil companies were to be signed in the
beginning of autumn 1993. On 30 June during an official visit to Great
Britain the president of Azerbaijan was to sign an agreement on
economic co-operation. The contract on the construction of the
pipeline and transport communications from Central Asia to Europe
through the territory of Azerbaijan was almost ready”.?

The coup postponed all those plans for a year. Instead, Armenia
again used the power vacuum created by the coup and occupied six
more regions of Azerbaijan, which surrounded the Mountainous
Garabagh. The UN Security Council issued three more resolutions —
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No. 853, 874, 884 calling on the Armenian forces to withdraw. Over
800,000 people fled their homes creating an enormous social crisis in
the Republic.

The coup resulted in a coalition government between Surat
Huseinov himself, who made the coup and Heydar Aliyev, the former
communist boss with extensive contacts among the former partocrats.
In this arrangement Heydar Aliyev became the president, while Surat
Huseinov acquired the position of the premier of the Republic. On 24
September 1993 Azerbaijan signed the accession treaty for the CIS
and the Collective Defense Treaty. This development of events
postponed the oil contracts with the Western companies for one year.

Preparations for Oil Contracts. The “Contract of the Century”.

In December 1993-January 1994 the new Azeri government
launched a counter offensive against the Armenian forces in
Garabagh. The hopes of the new pro-Russian government to get the
Russian support (in exchange for the CIS membership and signing the
Collective Defense Treaty) failed. The Azeri government led by
Heydar Aliyev, in its turn rejected the further Russian demands to get
Azerbaijan agreeing to the return of the expelled Russian troops back
to the country.

In May 1994 Azerbaijan signed a cease-fire agreement with the
Armenian forces in Armenia and the Mountainous Garabagh, which
was mediated by the Russian Defense minister Pavel Grachev. Having
stabilized the front, the president Aliyev turned to deal with two key
issues — the neutralization of the more pro-Russian Prime Minister
Surat Huseinov and the preparation of the oil contracts with the
Western oil companies, which would gradually re-orient the Azeri
foreign policy from Russia towards the West.

“On 20 September 1994 the government of Azerbaijan and
AIOC [Azerbaijan International Operation Company] signed an
agreement to develop the Gunashli, Chirag and Azeri oil fields
offshore at Baku”.?” The agreement secured $8 billion investment for
the oil sector and was expected to bring $30 billion profit.
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On 4 October 1994 Suret Huseinov staged another coup
attempt this time against Heydar Aliyev. He failed and fled to Russia.

The Start-up of the Oil Business in Azerbaijan. Pipelines for the
Early Oil

The Start-up of the Oil Business. Caspian Status.

In 1992 the nationalist government of Abulfaz Elchibay
maintained that the Caspian was a lake and that it should be divided to
national sectors according to the median line, which had actually
already been introduced during the division of the Caspian into
economic sectors among the republics during the Soviet times. Russia
argued that the Caspian was a sea and that the coastal states were
entitled to a narrow strip of territorial waters, leaving the middle of the
for a ‘common usage’. “Russian approach would create semblance of
a hole in the center of the Caspian, and has become known to
diplomats as the ‘doughnut’ approach”.?®

In 1993 Russia modified its approach this time declaring that
the Caspian was a lake and the rest of the position remaining
untouched. The modification of the Russian position seemed to have
simple reasons. The initial Russian opposition to the idea that the
Caspian was a lake was based on the fears that the Caspian could be
divided according to the median lines without any ‘common usage
zone’ in the middle for Russia to dominate. The sea approach was
seen as a remedy to limit the coastal states’ rights in the Caspian to
some zone calculated from the coast. However, the United Nations’
Convention on the Law of Sea (1982) or simply UNCLOS Il
mentions zones besides the territorial waters, such as the continental
shelf and the exclusive economic zone, which would entitle the coastal
states to the rights over the living and mineral resources of the Caspian
up to 200 nautical miles calculated from the straight baselines of their
coasts. Taking into account the size of the Caspian the zones would
overlap and force the states to agree to the median line division
anyhow. The sea option in this case would be worse than the lake
option for Russia, since if it were to argue that the Caspian was a sea,
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its only access to the oceanic waters would be the Volga-Don channel
of Russia. The provisions of the UNCLOS 11l on the enclosed and
semi-enclosed seas in this case would oblige Russia to let the free
passage of all the Caspian states through that channel, since it would
be the only access of the ‘sea’ to the oceanic waters. Later, the
Russian position had stabilized at declaring the Caspian to be a
‘special water reservoir’, which still maintains that the coastal states
should have a common usage zone in the Caspian.

Directly after the signing ceremony for the “Contract of the
Century” the problem of the status of the Caspian was brought up by
Russia with all its acuteness. On 9 October 1994 the Russian Foreign
Ministry circulated a document reflecting the Russian position on the
oil business in the Caspian. The document called illegal any oil
business in the Caspian prior to reaching an agreement about the status
of the basin. It read: “Russia reserves to itself the right to take such
measures as needed, at a suitable time, to restore the legal order and
eliminate the consequences of unilateral step... All responsibility for
possible material damages rest on those who take unilateral steps”.?°
To simplify the text, Russia was in effect threatening to come and
destroy the oilrigs. Fortunately, Russia did not undertake any actions
to enforce its threats.

There were two paradoxes related to the position of Russia.
One of them was related to the fact that Azerbaijan had been
producing offshore oil on a regular basis during the USSR and after
the collapse of the USSR without any Russian protest. Russia adopted
an antagonistic line only when the Western oil companies arrived and
concluded contracts with Azerbaijan and it was then that the oil
business was declared illegal by Russia. Vice-president of the State
Oil Company of Azerbaijani Republic (SOCAR), Ilham Aliyev (he is
also the son of the current president of the Republic) pointed at that
paradox: “Azerbaijan produces about 10 million tons of oil a year,
70% of that is produced from offshore fields, which we produce
ourselves without any foreign investment. If the problem is about the
offshore fields, why does the Ministry of Foreign Affairs of Russia not
also claim those fields?”*
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The second paradox was that the “Contract of the Century”,
which triggered the Russian Foreign Ministry’s anger included the
participation of the biggest public-private oil company of Russia —
LukOil, whose biggest shareholder was GasProm, led by the Russian
Premier Chernomyrdin himself. The representative of the LukOil,
Alexander Vasilenko commented on the situation as follows: “There
was an inter-government agreement between Russia and Azerbaijan
signed last October, which Yuri Shafranik (the Russian Energy
minister) signed permitting an agreement between LukOil and
Azerbaijan, LukOil always works within the bounds of the law, and
that is how we intend to work now”.3! Later the Russian officials came
with a bizarre concept that the participation of a state controlled
Russian LukOil company in the Azeri sector of the Caspian did not
contradict with the Russian position of considering the oil work illegal
in the Caspian.

The simple explanation for these paradoxes was that the
Russian officials knew the oil business in the Caspian had done no
injustice to Russia. Since the Soviet times the Caspian has been
divided to the sectors and each republic knew what part of the Caspian
it owned and they worked according to the map produced by the
ministry of Oil Industry of the USSR. After the collapse of the USSR
each republic attained its borders according to the tacitly accepted
principle of uti possidetis. Differently from the splash of ethnic
conflicts, no serious border claim was formally made by any republic
of the former USSR to another. That explains why the offshore oil
production of Azerbaijan in the Caspian did not upset Russia. The
arrival of the Western oil companies into the Caspian was seen by
Russia as an attempt to interfere with its “zones of traditional
influence, which evolved, or if you like, were won over centuries”, as
the Russian Foreign Minister, Andrey Kozyrev put it in 1993.3 The
Caspian status was seen as a comfortable tool to create problems for
the development of economic ties between the countries of the “Near
Abroad” and the West. Meanwhile, there was nothing wrong for a
Russian company to benefit from the oil work in the Azeri sector of
the Caspian, which would leave Russia with something if the foreign
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policy adventure on preventing the oil business in the Caspian had
failed.

The foundation of the Russian argument against the Caspian
business was that there was no formal agreement between Russia and
Azerbaijan on the borders in the Caspian. There is also no formal
agreement between Russia and Azerbaijan on land boundaries.
However, Russia fully recognizes the territories of the former
Azerbaijan SSR as the territories of its current heir, Republic of
Azerbaijan.

The Caspian status divided the countries along the lines of
acceptance or non-acceptance of the Western involvement in the
region. Not surprisingly, Russia and Iran maintained somewhat similar
positions on the issue, while the newly independent states of
Azerbaijan and Kazakhstan were on the other side of the fence.
Turkmenistan would objectively be in the same camp as Azerbaijan
and Kazakhstan. However, its dependency on Russia turned it into a
puppet representative of Russia at the conferences on the Caspian
status. “Its impoverished economy was brought to a virtual halt after
Russia stopped Turkmen gas flowing to Western Europe — the
Turkmens are obliged not to step too far from the Russian line on the
question of the Caspian status”.3

The detailed analysis of the issue of the Caspian status is
beyond the scope of this paper. It is just worthwhile to remind that
after the escalation of the confrontations between the Caspian states in
1996, two conferences, first in Tashkent, then in Ashgabad showed the
relaxation of the Russian position. Soon afterwards, Russia proposed
the complete division of the Caspian seabed into national sectors while
leaving at least the subsurface of the water of the Caspian under the
common usage, the proposition which was accepted by Kazakhstan,
but rejected by Azerbaijan. In 1998 the Russian-Kazakh and Turkmen-
Azeri agreements effectively put an end to the idea of the common
ownership in the Caspian, acknowledging its division into national
sectors. The last state to compromise its position on that issue was
Iran.

However, the next set of problems came up with different
territorial claims in the Caspian made by the same camp of states
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against Azerbaijan and Kazakhstan. Russia made four territorial
claims to Kazakhstan in the Caspian, Turkmenistan made up a map
hitting Baku and claiming all the oil deposits, which were under the
AIOC operation and Iran made a triangle out of the Astara-Hasangulu
straight line penetrating deep into the Azeri and Turkmen sectors. In
some cases there were some merits to the claims (Turkmen claims to
the Kapaz oil field of Azerbaijan had some merits, since the
hypothetical median line between the Azeri and Turkmen coasts
would divide that oilfield into two), but the general realm of these
claims was the continuation of the Russian-Iranian resistance against
the Western involved oil business in the Caspian with an added
Turkmen flavor.

Oil Strategy of Azerbaijan

Despite the fact that there was no official document adopted by
any formal government institution in Azerbaijan, one could see two
basic principles underlying the Azerbaijani foreign behavior regarding
the oil issue. They were:
1. Inclusion;
2. Participation or the initiation of alternative regional co-operative

arrangements.

The first principle is dealing with including all the regional
powers in the Caspian oil business in order to reinforce the recognition
of the Azeri national sector in the Caspian. That principle was applied
primarily with respect to the states in the region, which held a negative
attitude towards the oil activity in the Caspian — Russia and Iran. The
second principle dealt with arranging and institutionalizing the
relations of Azerbaijan with the friendly states in order to have a
security balance against the mentioned two states, such as the
establishment of a regional alliance, called GUUAM (Georgia.
Ukraine, Uzbekistan, Azerbaijan and Moldova), and prior to that body
the activation of the Georgia-Ukraine-Azerbaijan trio within the CIS
and the Georgia-Turkey-Azerbaijan trio in the Caucasus.
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The inclusion policy had a certain success in avoiding the
escalation of confrontation with Russia and Iran. As mentioned before,
the Russian public-private company LukOil was involved in the
“Contract of the Century” with a serious 10% share of participation.
Later the Russian oil firms Transneft and Rosneft were also included
into the Azeri oil projects in the Caspian. In 1995 Azerbaijan also
attempted to include an Iranian company into the “Contract of the
Century” by selling it a 5 % share of its participation. However, a
strong resistance from the U.S. government authorities forced the
AIOC to vote against such a decision (AIOC had a heavy presence of
the American oil companies in it). Azerbaijan had to withdraw its
initial offer to Iran. “Azerbaijan attempted to compensate by offering a
share in another Caspian oil project (Shakh Deniz), which does not
involve U.S. companies, but Iran was clearly aggrieved”.3* We have to
mention that despite the initial rejection by the Iranians to accept the
offer, they ended up in accepting it later on. At present, the Iranian
company called Oil Industries’ Engineering & Construction (OIEC) is
participating in Shahdeniz project. In total, the OIEC participates in
two oil and gas projects in Azerbaijan.

All foreign companies participating in Azeri oil projects sign a
standard contract which contains the following paragraph in its
preamble: ““... ownership of all petroleum existing in its natural state
in underground or subsurface strata in the Azerbaijan Republic,
including the portion of the Caspian within its jurisdiction, is vested in
the Azerbaijan Republic...”®® After having their public-private
companies sign such a treaty with the government of Azerbaijan, it
would be quite difficult for Russia and Iran to maintain a legal
argument that they never recognized the Azeri sector in the Caspian
Sea.

However, merely including the Russian and the Iranian oil
companies into the oil projects in Azerbaijan could not provide for the
full security of the oil business in Azerbaijan. The mentioned states
have shown an extraordinary ability to change their positions on the
status of the Caspian and other issues related to the security of oil
business in the Caspian. The mere contradiction between the actions
of their companies and their foreign ministries’ position would not
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give any guarantees that they abandon their policies preventing the
safe business in the Caspian. Being a landlocked country Azerbaijan
could suffer anytime from Iran or Russia, if those states simply
restricted their border regimes —a potential threat, which became real
several times in the past since the independence of Azerbaijan. In
order to guarantee a friendly access to the Black Sea and the Western
Europe Azerbaijan had to establish and maintain alternative channels
of communication through more friendly states. The axis of
Azerbaijan-Georgia-Ukraine, which started its formation since the end
of 1993, was a perfect example of the policy of Azerbaijan aimed at
securing such an alternative access. The same could be said about the
Azerbaijan-Georgia-Turkey access, which was being established at
about the same time. Between these trios, the Azerbaijan-Georgia-
Ukraine alliance managed to institutionalize itself by the establishment
of GUAM (later turned GUUAM with the inclusion of Uzbekistan) in
1996, while the other one keeps its existence through a set of bilateral
arrangements between Turkey, Georgia and Azerbaijan. The regional
arrangements among all the countries mentioned above covered a
wide range from the economic and the trans-boundary co-operation up
to the military co-operation.

In the light of what was mentioned above it would seem quite
logical that the pipeline decisions were certainly going to be affected
by both, the principles of inclusion and the alternative regional co-
operative arrangements.

Options Available

When talking about the options for the transportation of oil and
gas from the Caspian region, one should not forget that due to the
extensive oil work in the region during the USSR, there were ready
pipeline communications. That factor made the commentators to write
in 1995 “for Azerbaijan and Kazakhstan, the current politics of
resource exploitation were defined by physical location of Soviet
constructed oil pipelines, all of which traversed the Russian

Federation”. 36
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The Russian option

The above mentioned quotation brings to a conclusion that
commercially, the Russian option would be more viable, simply
because little work had to be done to modify the existing parts of the
pipeline and to construct the new part. About $50 million was needed
for building up Baku-Novorossiysk pipeline through Russia, while the
widely discussed alternative through Georgia to the Black Sea would
need about $275 million of investments. However, there is on more
conclusion to draw from the earlier mentioned quotation: Any plans to
construct another pipeline that would bypass Russia would mean
introducing changes into the existing status-quo, something that would
certainly bring to a Russian upheaval.

Despite all of its commercial feasibility, the Russian option was
considered to be the riskiest among the pipeline routes. We have to
remember that the discussions for building the pipelines for the early
oil were taking place in 1994 and it was only December 1994 that
Russia started the full-scale military operations in Chechnya, which
was on the route of the proposed Baku-Novorossiysk pipeline to the
Black Sea. It was only after the cease-fire agreement in 1996 that
Russia began contemplating the construction of a pipeline section of
Baku-Novorossiysk that would bypass Chechnya and it was only 1999
that the construction of the bypass was accomplished. Even then, the
bypass went through Daghestan (with a serious conflict potential in it)
and in the area of the Stavropol Oblast of Russia, which was quite
close to Chechnya. Back in 1994, perhaps not many saw the potential
dangers of dealing with the Russian territory as clearly, as they now
do in the wake of the rising discontent and chaos in North Caucasus.

Another set of problems was related to the attitude of the
Russian government itself. Nobody could guarantee that Russia would
not use the pipeline passage as a tool to pressure on Azerbaijan, or
even worse to disrupt the oil business. On 19 December 1994, the
Russian government issued a decree No. 1394 closing down the entire
length of boundaries with Azerbaijan.3” The Chechen war was cited as
a reason for such measures; however, at the time when the Chechen
fighters continued buying their weapons from the Russian generals
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continuing their fight, the Azeri economy suffered a severe blow (the
shortage of bread in Azerbaijan lasted up to April 1995).

Understanding all these problems, nobody in the Azeri
government was enthusiastic to have the pipeline pass through Russia,
especially if that was going to be the only one to serve both for the
early and the main oil exportation. However, what were the
alternatives to the Russian or the northern route?

The Alternatives

In 1993 the overthrown Azeri government seemed to have a
general agreement with Turkey about the transportation of oil to the
Turkish port of Ceyhan. “The pipeline would have entered Turkey via
the enclave of Nakhichevan after following the line of the Iranian
border from Baku, made a brief excursion into Iranian territory to
avoid Armenia and been over 1000 kilometers long”.%® The weeks
after the agreement was signed the Armenian forces attacked and
occupied all those regions, through which the pipeline had to pass,
taking under control 161 kilometers of the Azeri-lranian. With little
opposition, the new government rejected the plan for that pipeline
agreed between the former Azeri government and Turkey.

Another alternative was the pipeline through Iran to the Persian
Gulf. Due to the U.S. opposition to that plan the American companies
inside the AIOC would make it impossible to adopt any such plan,
while Iran itself had not been actively lobbying for that route at that
time.

All the other routes were related to the so-called western route.
There were plans to construct a pipeline to Turkey through Armenia,
heavily supported by the Americans, which nevertheless contradicted
the reality. The so-called peace pipeline through Armenia, which had
just been occupying about 25% of the Azeri territories and driving
away about a million people from their homelands could not appeal to
the Azeri public. The other two routes in this direction were the Baku-
Supsa (to the Black Sea port of Georgia) and the Baku-Thbilisi-Ceyhan
pipelines. Both plans had one weak point — Georgia. In 1994, Georgia
was in its weakest condition and extremely vulnerable to the Russian
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pressures. It was the year before that the Abkhaz separatists backed by
Russia captured Sukhumi and forced the Georgian president to say
that the country was “on its knees”. In 1994, Georgia could not
compete with the northern route, while during the next years it
managed to prove a viable alternative to the northern route (with the
strong political backing from Turkey and the U.S.).

Decision on the Northern Route: Baku-Novorossiysk Pipeline

Due to all those factors mentioned above, the AIOC could not
reach any decision on the pipeline on the early oil in 1994. According
to the former president of the AIOC, Terry Adams the upgrading of
the Baku-Novorossiysk line was mentioned as one of the obligations
of the Consortium in the “Contract of the Century”. However, whether
that would be the only line for the early oil or not was under question.
Between January-July 1995 the AIOC carried out the evaluation of the
Baku-Supsa and Baku-Novorossiysk lines. Despite the fact that the
construction of Baku-Novorossiysk line was much cheaper than the
Baku-Supsa line, cheaper transportation tariffs of the latter made both
options commercially viable.

In October 1995 the AIOC made a formal decision to choose
both lines. According to the former president of the AIOC, Terry
Adams the Azeri government insisted that the first inter-government
agreement on the pipeline for the early oil be signed with the Russian
government. In the beginning of 1996 Azerbaijan signed an inter-
government agreement with Russia approving the construction of the
Baku-Novorossiysk pipeline. Russia officially undertook the
obligation to guarantee the security of the transit of the Azeri oil
through the Russian territory.

The pipeline, 1347 km long (according to the measurements of
the AIOC), was supposed to have the initial capacity of transporting
120, 000 barrels of oil per day and have the expansion capacity of
350,000 barrels per day.

In September 1997 Russia signed one of the strangest inter-
government agreements with Chechnya. As mentioned before, 1996
Russia undertook the obligation to provide the security of the
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transportation of the Azeri oil through the Russian territory in 1996.
There was one more side — Chechnya, which refused to guarantee for
the security of the pipeline passing through Chechnya, if it did not
receive a certain percentage of the transportation tariffs. Chechnya
was shown as a totally independent unit (since it did not recognize the
Russian authorities) in the agreement between Russia and Chechnya,
receiving a tariff payment of 43 cents per ton of oil (6 cents per barrel)
for the part of the Baku-Novorossiysk passing through Chechnya.%
Russia also agreed to give $854,000 lump-sum to Chechens in
exchange for the Chechen government’s provision of security for
Transneft personnel (the Russian public-private company operating in
the area) and for the pipeline.*°

The positive result of this agreement for Azerbaijan was that
the Russian government guaranteed the safety of the ‘Azeri oil’
through its territory thus recognizing the legitimacy of the Azeri oil
business in the Caspian. However, the negative side was the obvious
fragile character of the agreement reflecting the inter-war balance of
military powers between Russia and the rebel Chechnya. In 1998 the
Baku-Novorossiysk pipeline became operational transporting about
100,000 barrels of oil per day. “Yet the pipeline was plagued by
numerous shut-offs and operational problems in 1998 due to the
situation in Chechnya, culminating in the indefinite shutdown of the
line in spring 1999”4

Decision on the Western Route: Baku-Supsa Pipeline

There were reported pressures from the U.S. and the Turkish
governments to avoid the decision of having single pipeline for the
early oil, which would pass through Russia. That position was
essential to prevent the Azeri government to fall to the Russian
pressures, which were quite strong in 1994-1995. In a 25-minute
telephone conversation with the Azeri president Heydar Aliyev, the
U.S. president Bill Clinton is said to have “expressed his support for
commercial viability... and multiple pipelines that would benefit the
companies investing in oil development as well as the countries of the
region”.*? That basically meant that the Azeri authorities should not
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rule out the Georgian option. There was certainly no opposition from
the Azeri side to have the oil pipeline passing through friendly
Georgia and in this regard the Turkish and the U.S. “pressures” were
quite handy to Azerbaijan and used as an argument against Russia. In
these circumstances the whole responsibility for choosing the
Georgian option was put on the Western oil companies whose
respective governments ‘demanded multiple oil pipelines’.

In October 1995 the formal decision of the AIOC was
announced to utilize two pipeline routes for the early oil, the second
one being the Baku-Supsa pipeline. The pipeline was to be 917 km
long (according to the AIOC measurements). It would have a
transportation capacity of 115,000 barrels of oil per day and have the
expansion capacity of 240,000 barrels of oil per day. As the Baku-
Novorossiysk line the further transportation of oil from the Georgian
port was seen to be carried out through the shipment through the Black
Sea straits. Despite the Russian pressures on Georgia at the time
Russia did not see the Georgian option as a big threat to the northern
route. After all, the northern route was the cheapest to construct and
consequently the first to be built and put to use and Russia could
always cut down the transportation tariffs for political reasons, making
the northern route more attractive.

In mid-1996 Azerbaijan and Georgia signed an inter-
government agreement on Baku-Supsa pipeline. In 1999 the Baku-
Supsa pipeline was accomplished and put to use, just at the right
moment when Russia closed down the Baku-Novorossiysk line and
the active military operations started in Chechnya. Up to this moment
the Baku-Supsa pipeline is the most reliable operational line carrying
the Azeri oil to the international market, working at its full capacity (6
million tons of oil per year).

The Pipeline for the Main Oil and the Gas Pipelines
The political situation since 1994 had not been favorable to

decide upon the pipeline for the main oil. There was also no rush for
such decision, since the main oil pipeline, or as it is officially called,
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the main export pipeline (MEP) would only be needed by the year

2003, when the high production of oil would demand it. Even then the

expansion capacities of the early oil pipelines could save the situation.

The tough competition over the issue of the main oil pipeline
was due to the fact that the constructed pipeline would not only be
carrying the Azeri oil, but also have the capacity of carrying the oil
from Central Asia. At that time there were two options for linking the

Central Asian oil to the Azeri system proposed by the proponents of

the Baku-Ceyhan pipeline:

- Shipment of the Central Asian Qil through tankers to the ports of
Baku and then carry it from there through the would be pipeline
from Azerbaijan to the Turkish port of Ceyhan;

- Construction of the Trans-Caspian oil pipeline that would pass
under the Caspian and unite the shores of Central Asia and
Azerbaijan and link that pipeline to the Baku-Ceyhan pipeline.

Both options were quite horrifying for Russia and not so
pleasant for Iran, since the sole purpose of these plans served to avoid
traversing Russia or Iran. The idea of isolation in one’s own
neighborhood would be naturally unacceptable for Russia and
dangerous for lIran. The high stakes for the main export pipeline
contributed to the acuteness of the debates around the issue.

Options possible
The main competition over the MEP went between Russia and
Turkey.

Baku-Novorossiysk

As it was mentioned before, the Baku-Novorossiysk line had an
expansion capacity of 350,000 barrels per day. Russia argued that it
would be the cheapest option to expand the capacities of the northern
line and if necessary to construct the second line parallel to that line,
which would still be cheaper than other options. The minuses of this
line were:
- It was passing through a rebel region of Russia — Chechnya;
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- The construction of the MEP to the Novorossiysk port of Russia
would drastically increase the navigation through the Black Sea
straits, which would be environmentally dangerous;

- Russia itself did not maintain a stable attitude towards the oil
business in the Caspian and could any time turn against it. The
MEP passing through Russia would be a handy leverage of
pressure against Azerbaijan in that case.

Since 1998-1999, when the confrontation between Russia and
Chehchnya deteriorated and resulted in a full-scale war, the Baku-
Novorossiysk pipeline was effectively buried. After all the Baku-
Novorossiysk line could not function properly even for the
transportation of the early oil, being shut off in 1999. The Chechen
bypass to the Baku-Novorossiysk line did not make it completely safe,
since it still passed close to the area of acute military conflict.

Baku-Ceyhan Pipeline

The pipeline was to be the longest among the proposed
pipelines — 1994 km long according to the AIOC estimates. The costs
of constructing such a pipeline were ranging between 2.4 to 4 billion
U.S. dollars according to different estimates. Thus it was also the most
expensive pipeline. The only positive commercial factor in favor of
that pipeline was that it would avoid passing through the narrow
Turkish straits. In order to kill the northern route option for the MEP
Turkey played the environment card up to its highpoint, ruling out any
options to increase the trans-shipment through the Black Sea straits.
Responding to the ideas about the Baku-Novorossiysk line being
cheaper than the Turkish option, the state minister of Turkey in charge
of Maritime Affairs, Burhan Kara said: “Those who want to make the
straits an oil way should know that we can raise the transit fee five-
fold anytime...Then they will see what happens to their dreams of
cheap oil”.*3

Of course, the argument of Turkey about the environmental
concerns had serious grounds. “136 vessels transit [Bosphorous] strait
daily, some carrying a potentially hazardous cargo, and that takes
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place in the middle of 12 million populated highly urbanized city of
Istanbul”.** However, the statements of the Turkish officials did not
reject only the Baku-Novorossiysk pipeline, showing the same
negative attitude toward any other option not passing through the
Turkish Straits. In all the important statements the Turkish politicians
also made it clear that Baku-Ceyhan pipeline was the only option
acceptable to them.

Other Options Bypassing the Turkish Straits

In order avoid passing through the Turkish Straits a number of
options came up, some of them being supported by Russia, others
being simply suggested by countries which would benefit from such a
transit. The Baku-Odessa-Brody line, proposed by Ukraine and the
Baku-Constanza-Trieste line, proposed and actively lobbied by
Romania fell under that category. All in all, there were six alternatives
to the Baku-Ceyhan option bypassing the Turkish Straits. They were
Samsun-Ceyhan (also passing through Turkey and a reserve plan of
Turkey in case if the Baku-Ceyhan option failed), Bourgas-
Alexandroupolis, Bourgas-Viore, Reverse Adria pipeline, Odessa-
Brody and Constanza-Trieste.

Some of these routes, especially the Baku-Supsa-Bourgas-
Alexandroupolis version was quite viable from the commercial point
of view. However, the main problem with such routes was that no
serious regional power would stand behind such projects. What could
Georgia do alone to guarantee the security and stability of the transit
through the above mentioned route? And what would that guarantee
mean in the light of obvious vulnerability of Georgia to ethnic
instability and pressures from Russia? Commenting on the Baku-
Supsa MEP option, the special adviser to U.S. President Bill Clinton
and Secretary of State Madeleine Albright for Caspian Basin Energy
Diplomacy, ambassador Richard Morningstar said: “I think that is not
particularly relevant to compare the costs of Baku-Ceyhan to other
pipelines. The Baku-Supsa route, | believe, is unattainable as the main
export pipeline because of the views of Turkey and the other leaders
of the region”.*® In effect, the comment openly stated the well-known
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truth: All the MEP options for the Azeri oil should be related one way
or another to one of three regional powers. Not surprisingly, the
bypass plans for the Turkish Straits that did not benefit Turkey were
buried.

Iranian Option

From the commercial point of view the Iranian swap operation
would be the cheapest option for Azerbaijan. This operation would
basically mean that Azerbaijan transported oil to the northern regions
of the neighboring Iran, while receiving the same amount of oil at the
Persian Gulf terminals of Iran. Iran would charge certain swap fees
from Azerbaijan for that operation. “600,000 — 700,000 b/d is the total
capacity of Tehran, Tabriz and at a later stage Isfahan and Arak
refineries. The swap fee to be charged for bringing Caspian oil there is
$3/bbl. However, it might be reduced”.*® Even if Iran did not charge
any swap fees it would still benefit from the operation, because it is
cheaper for it to supply its northern provinces with the oil from
neighboring Azerbaijan than to carry oil to that area all the way from
the Persian Gulf.

All those factors made the Iranian swap operations quite
attractive. However, there was a serious minus in that option. The
demand for the swap operation had a maximum cap — 700,000 barrels
per day. In order not to make itself totally dependent from the oil
supplies coming from Azerbaijan, Iran would allow a maximum
amount of 300,000-350,000 barrels per day of swap. In this case the
question arises: what to do with the remaining of the oil of
Azerbaijan? It becomes too little to transport through Baku-Ceyhan
and too much for Iran to take it. The commercial arrangements could
be made to transport the remaining of the oil through the early oil
pipelines. However, in this case, Azerbaijan would have two out of its
three oil transport outlets passing through the countries, which are not
as stable and not as friendly as required for the safety of the oil
business. Besides one of the main guarantors of the Western oil
business in the Caspian, the U.S. stood adamantly opposed to doing
any business with Iran. Taking into account the strong presence of the
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U.S. oil companies in the AIOC and in the Azeri oil projects, one
could not disregard the U.S. attitude towards Iran.

Another option suggested the transportation of the Azeri oil to
the Turkish port at Ceyhan through Iran. Since the same could be
achieved through Georgia, while the U.S. vehemently opposed any
pipeline plan through Iran, that plan was never discussed for a long
time.

The U.S. showed a strong anti-lranian activity when Iran
proposed a much less attractive option of oil transportation than the
swap operation — a pipeline plan from Baku to the Persian Gulf. There
were no strong commercial pluses of the proposed plan. It was
admitted by Richard Morningstar, the special adviser to U.S. President
and State Secretary: “We have not had any real pressure from any
company to build a pipeline through Iran. | believe that is because,
from a commercial standpoint, the companies recognize that the main
pipeline should go in an east-west direction and that it does not make
sense to make transportation of energy resources from the Caspian
region dependent on a competing exporter such as Iran”.*’ In a
traditional style of the American diplomacy to overkill the bear, the
U.S. continued giving strong statements against the lranian option
which was among the weakest anyhow. Just when the talks began
about the relaxation of the U.S.-Iranian relations, there were
unequivocal statements from the U.S. officials reiterating the
containment strategy towards that country. “But we have not changed
our policy on energy co-operation with Iran. We remain opposed to
investment in Iran’s energy sector and the construction of pipelines to,
from, or through Iran”, would say the U.S. ambassador John Wolfe in
the year 2000 even after the MEP was chosen to be the Baku-Ceyhan
route.*®

In 1998, in the year of the presidential elections (11 November
1998) in Azerbaijan, the Azeri government started strange games with
Iran, which gave hopes to the latter about the selection of the Iranian
option for the pipelines. By then it was obvious that the Iranian option
was weak, but the official line gave strange hopes to the Iranian
option. On 17 November 1998 the Azeri parliament formally rejected
all the Iranian options.
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The dashed hopes of Iran led to the immediate actions of
retaliation. On 10 December 1998 Iran informed Azerbaijan that it
stopped buying its petroleum products next year. That was a strong
blow to the export of Azerbaijan since Iran was the Azerbaijan’s
largest consumer of oil products, accounting for $180 million in
exports. On 14 December 1998, Iran signed contracts with Royal
Dutch/Shell and Lasmo Plc to explore for oil in the Caspian. The
contracts included the several Azeri oilfields in the South of the
Caspian. In 1999 Iran made an official claim in the Caspian, rejecting
the previous Soviet-Iranian border in the Caspian.

Since that time on, the relations between Iran and Azerbaijan
developed in a deteriorating line. The latest news were that Iran
rejected the compromise proposals of the Russian Foreign Ministry on
the Caspian status (Baku supported it) and carried out aggressive
actions in the Caspian to support its claims. “In mid-July, Azerbaijani
media reported that three Iranian ships had entered Azerbaijani
territorial waters and removed a navigation marker buoy that
designates the border between Azerbaijani and lIranian territorial
waters. Two days later, an Iranian helicopter violated Azerbaijani
airspace to check whether the buoy had been returned to its original
position. The Azerbaijani National Security Ministry formally
protested those actions”.*® On 15 August 2000 the Azeri Defense
Minister Safar Abiyev received the Turkish Delegation headed by
Erdal Bucagin, counter-admiral of the Turkish naval forces and
thanked him ““for the act of passing a patrol boat to Azerbaijan by
Turkey”.* It is unclear, yet, how far Iran will carry this confrontation
with Azerbaijan.

Decision on Baku-Ceyhan Pipeline

The decision on defining the route for the MEP of the Azeri oil
that had been delayed since 1997 was finally undertaken in November
1999. By that time, the situation in Chechnya did not allow Russia to
suggest the Baku-Novorossiysk as a viable alternative and the
relations with Iran, in the light of the latter’s recent claims in the
Caspian did not promise any positive result for the Iranian option
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either. It was a good timing for the Turkish option. On 18 November
1999 the heads of states of Azerbaijan, Turkey and Georgia signed an
agreement on the Baku-Jayhan pipeline at the presence of U.S.
President Bill Clinton. At the same arrangement, an agreement was
signed on the Trans-Caspian gas pipeline by the representatives of
Azerbaijan, Turkmenistan, Georgia, Turkey and the U.S. It was a big
success for Turkey and a safe arrangement for Azerbaijan.

However, there were certain economic challenges to the Baku-
Ceyhan pipeline. The pipeline was to be 1994 km and consequently be
a very expensive project. Despite the governments of countries signed
an agreement on the Baku-Ceyhan pipeline, it were the companies that
had to pay for the construction of that line. Therefore, the project
should be commercially feasible. The initial estimates that the
construction cost of that line might rise up to $4 billion made the
Baku-Ceyhan a doubtful commercial enterprise. The governments of
Turkey and Azerbaijan had been urging that the construction cost for
the Baku-Ceyhan would not exceed $2.4 billion. The Turkish
government gave official guarantees that the government estimates
about the construction costs of the pipeline section in Turkey were
correct (the figure was $1.4 billion). The Baku-Ceyhan agreement had
a special provision obliging the Turkish government to subsidize any
costs related to the construction of the Baku-Ceyhan pipeline
exceeding $1.4 billion in its territory.

Another commercial difficulty was related to the oil reserves
needed for the Baku-Ceyhan line being operational. Estimated 6
billion barrels of oil reserves are needed to serve that line. However,
Azerbaijan does not have that much of discovered resources, yet. The
idea behind Baku-Ceyhan had always presumed the later inclusion of
the Kazakh oil into the project. Russia managed to persuade
Kazakhstan off (Caspian Pipeline Consortium is planned to build up
and maintain the line of Kazakh oil export through Russia to
Novorossiysk). However, after the discovery of the Kashagan oilfield
Kazakhstan has returned to the discussions on joining the Baku-
Ceyhan pipeline plan. Russia has renewed its pressures on this country
and it remains unclear whether Kazakhstan will be able to join Baku-
Ceyhan or not. The settlement of the Azeri-Turkmen dispute over the
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Kapaz (Turkmens call it Serdar) oilfield might make up the necessary
amount of reserves to serve the Baku-Ceyhan, however, no prospects
of settlement of that dispute is seen in the near future either. In these
circumstances Azerbaijan seems to rely on the discovery of new oil
reserves by the time the Baku-Ceyhan becomes operational. Officially
it should be ready by the year 2003.

Among the political problems related to the Baku-Ceyhan
pipeline, one might again point at the resentment coming from Russia
and Iran. During the ceremony of the ratification of the Baku-Ceyhan
agreement by the Georgian Parliament, the Georgian speaker Zurab
Zhvania said that “for the right to take part in the project Georgia had
to pay by two acts of terrorism against the president”.>! The Georgian
opposition made no doubts left that the speaker meant the
provocations directed by Russia. The similar speech was made by the
Azeri President Heydar Aliyev, when he pointed at the third parties
which were trying to ‘obstruct’ the Baku-Ceyhan arrangements.

Aside from the threats coming from the regional powers,
Azerbaijan also had to face the complications stemming from its
landlocked position. Georgia attempted to use its monopoly over the
transit routes already a month after signing the Baku-Ceyhan
agreements and it demanded higher tariffs than agreed. On 23 March
2000 Azerbaijan had to make a compromise and give its own share of
transit fees to Georgia. The pre-signing comment of the President of
Azerbaijan H. Aliyev was: “However, Georgia has been in need of
higher tariffs and we have nothing to do but make concessions”.%
There was another comment to the issue shortly before the concession,
the comment made by the vice president of State Oil Company of
Azerbaijan Republic, the son of the president Ilham Aliyev: “We can
not allow that the uncertainty around implementation of Baku-Jayhan
project lasts forever, and therefore need to start up the activity towards
transportation of Azeri oil via the Iranian territory”.%® Anyhow, if the
incidents of dictating the terms of co-operation form a trend in the
Georgian policy, transit from Iran to Turkey would become a
reasonable future alternative for easing the transit monopoly over the
transportation of Azeri oil and gas. Of course, that would require a
prior improvement in the relations between Iran and Azerbaijan.
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Trans-Caspian Gas Pipeline (TCGP) vs. “Blue Stream” Plan

An important gas transportation agreement was signed at the
OSCE Istanbul summit between Turkey, Azerbaijan, Turkmenistan
and Georgia and the U.S. in November 1999. The participation of the
latter in the agreement gave additional political weight to the
agreement. The agreement envisioned a gas pipeline construction
under the Caspian Sea that would link Turkmenistan and Azerbaijan
and further continue in parallel to the Baku-Ceyhan oil pipeline until it
was linked to the Turkish gas system. Commercially, it would be an
expensive project worth $2 billion for a pipeline stretching for 2000
km.>* However, the fact that it would go in parallel with Baku-Ceyhan
oil pipeline would cut down the maintenance costs. The most
important factor, however, would be something else: The Trans-
Caspian Gas Pipeline would open the way for another trans-Caspian
pipeline — oil pipeline from Kazakhstan to Baku and then Ceyhan. If
to accomplish the work on the Trans-Caspian gas pipeline, the next
pipeline would just run in parallel to it and would have the reduced
costs. The political implication of that would be a grand network of
energy pipelines that unite Turkey, Azerbaijan and Central Asia
bypassing Russia and Iran. The U.S. officials had been actively
lobbying for the project. The very fact of the U.S. participation in the
agreement was an obvious indicator for that.

Directly after the parties signed the Trans-Caspian Gas Pipeline
(TCGP) Agreement, Russia launched a program to destroy the project.
The weak point of the TCGP was Turkmenistan, which had two
problems, one being vulnerability to Russia, the other one related to
the personal instability of the Turkmen leader, Saparmurad Niyazov.
That gave Russia a chance to propose an alternative gas project, called
“Blue Stream”. Since both projects were aimed at capturing the same
market in Turkey, they could not be both successful at the same time.
The Russian government managed to secure a loan agreement with a
consortium of Italian and German banks for the “Blue Stream”.
Meanwhile, the Gazprom of Russia (translates as Gas Industry
Corporation) started negotiations with Turkmenistan regarding a long-
term contract for the import of large volumes (about 50 billion cubic
metres annually) of Turkmen gas into the Russian system.
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The U.S. and Turkey had also been actively negotiating with
Turkmenistan regarding the TCGP project. In order to smooth the
political problems the U.S. designated the ambassador Richard
Morningstar to mediate the Azeri-Turkmen dispute over the
Kapaz/Sardar oilfield. Other top U.S. senior officials as the
ambassadors Jan Kalicki and John Wolfe were involved in frequent
contacts with the Azeri and the Turkmen officials. In the middle of the
negotiations, President of Turkmenistan, Saparmurad Niyazov
declared that he would agree to start the work on TCGP if it carried
only the Turkmen gas to Turkey, while Azerbaijan could carry a
maximum of 5 billion cubic metres of gas annually (out of the total
capacity of 50 billion cubic metres of the TCGP line) through that
line. It was an unusual situation, when a landlocked country tried to
dictate the terms (totally unequal terms) to the country of the transit.
Azerbaijan demanded an export quota of 15 billion cubic metres of
gas, which got rejected by Turkmenistan. After the discovery of a
large deposit of gas at the Shahdeniz field, Azerbaijan could build and
maintain its own gas pipeline to Turkey. According to the former
president of the AIOC, Terry Adams, the Turkmen participation in the
TCGP project would help Azerbaijan to cut down the initial costs of
building the pipeline (for about $ 700 million) before Shahdeniz field
was ready to export large volumes of gas and that in the worst case
Azerbaijan could successfully build and export its own gas without
any Turkmen participation. Taking into account the commercial and
political factors Turkmenistan did not seem to have any strong
grounds for dictating terms to Azerbaijan.

However, the Turkmen leader thought the other way around
and went ahead threatening to join the Russian “Blue Stream” Project.
Turkmenistan also rebuffed the mediation of the U.S. representative
on the dispute with Azerbaijan over the Kapaz/Sardar field.
Azerbaijan offered a joint development option to Turkmenistan, which
was rejected by the latter. Laurent Ruseckas pointed out that in mid
March 2000 Turkmenistan “made a proposal to Baku for joint
development of the field with Azerbaijan and Iran, presumably in
connection with some broader agreement regarding the Caspian title
issue. The inclusion of Iran in the Turkmen proposal is curious,
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particularly given that Kapaz is well north of the Iranian sector even as
defined by Tehran itself. This can be best explained as a Turkmen
effort to team up with Iran against Azerbaijan in the continuing
dispute over the division of sub-sea resources. In any case, the
proposal appears to have been flatly rejected by Azerbaijan, which
feels less pressure to resolve the issue than Turkmenistan”.>

That kind of manoeuvre by Turkmenistan forced Azerbaijan to
contemplate building the gas pipeline on its own. On 29 July Aleksey
Gostiridze, president of the Georgian International Gas Corporation
told at the press-conference that Azerbaijan was “planning to begin
construction of a gas pipeline for Shahdeniz gas transportation via the
Georgian territory to Turkey to the European markets”.%® In March
2001 Azerbaijan signed a gas export agreement with Turkey during
the visit of the Azeri president Heydar Aliyev to Turkey. The
agreement secured a stable customer for the Azeri gas field in
Shahdeniz. “Turkey is to pay $2.5 billion for gas to be bought for 15
years. According to the agreement, the first 2 billion cubic metres of
gas are expected to arrive in 2004. The volume of gas exported from
Azerbaijan will rise to 6.6 billion cubic metres a year in 2007”.%7

By now it is clear that Azerbaijan will continue building a gas
pipeline to Turkey, regardless to the Turkmen position. In case if
Turkmenistan remains stable in its support for the TCGP, it will be
linked to the pipeline from Azerbaijan to Turkey, if not then
Azerbaijan will still have a pipeline to market its gas.

Conclusions

Prospects for a Legal Solution to the Problems of Landlocked States
The landlocked situation dictates regional arrangements, which
are aimed at facilitating the access of the landlocked country to the
outer world. Differently from the majority of the OPEC members, the
geographical specifics of Eurasia create a number of landlocked
regions, successful solution to which can be found only through the
collective approach. The European Energy Charter (initiated in 1991)
followed by the Energy Charter Treaty (1994) were the biggest efforts
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of the continent’s states to find a legal solution to the current situation.
Secure energy investment, energy trade, freedom of transit, effective
dispute settlement for investment, sustainable development and energy
efficiency were the declared principles of the documents.

The documents which were adopted to provide for the develop-
ment of the energy business in the member countries also contained
significant provisions on transit issues. Article 7 of the Energy Charter
Treaty, devoted to the transit problems contained the following provi-
sion: “Each Contracting Party undertakes that its provisions relating to
transport of Energy Materials and Products and the use of Energy
Transport Facilities shall treat Energy Materials and Products in
Transit in no less favorable a manner than its provisions treat such ma-
terials and products originating in or destined for its own Area, unless
an existing international agreement provides otherwise”.>® Of course, a
soft legal document is not a solution to the problem, but legal docu-
ments, aimed at institutionalizing the problems of the landlocked
countries with clearly defined rights and obligations of the countries
using and providing transit constitute a positive beginning for addres-
sing the situation of the landlocked countries. The fact that 50 states
have already signed the Energy Charter Treaty (Russia has also
signed, but has not yet ratified it) shows that there is a possibility to
solve the problem on a legal dimension.

Challenges of the Caspian Region

The specifics of the Caspian region that make it different from
the other similar regions of the world is that after a long time of
accessing the world through the Russian metropolis, the countries in
the region generally find the old channels of access unreliable and
unsafe, while the attempts to diversify the channels of access meets
the resistance from Russia. The latter perceives any attempts of using
alternative channels to be a plot against the existing status quo.

The Caspian region as such never existed as a single organic
region in 20™ century. In the beginning of the century following the
collapse of the Russian Empire, there was a brief era of pan-Turkism,
the most dramatic moment of which was the participation of the
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Turkish volunteers (the former Ottoman Army officers) in the anti-
Russian movement in Central Asia. Following the defeat of pan-
Turkism, the Russians managed to bring all the Caspian nations,
except Iran, under the umbrella of one single state. However, even
under that umbrella the contacts between Caucasus and Central Asia
had been quite weak.

After the collapse of the USSR the idea of the Caspian region
revived in the search of alternative access to the outer world for the
landlocked countries of Central Asia. The old idea of pan-Turkism
came to life again confronting the visions of Russia and Iran about the
Caspian region. The Caspian Co-operation Council initiated by Iran
without the Turkish participation failed to be a successful venture,
while Turkey has been unsuccessful to see Iran and especially Russia
digesting its view of the Caspian region’s future.

The legacies of the Cold War, such as the East-West
contradictions and the ideological conflict between the Western
Liberalism and the Iranian Fundamentalism also influence the
possibilities for a desirable outcome in a negative way. The power of
such factors reflected itself in the pre-determined negative attitude of
Iran and Russia toward the oil business of the Western companies in
the Caspian.

Thus, the establishment of pipeline routes in the Caspian region
becomes a highly politicized issue. The brightest example of the
politicization of the pipeline problem is that despite being an
economic issue (at least nominally) the decisions for the pipelines
were hardly decided by any commercial factor. The Baku-Ceyhan oil
pipeline and the Trans-Caspian gas pipeline were commercially less
feasible than any other alternative project.

Chances of Azerbaijan

Situated in South Caucasus, Azerbaijan is luckier than its
Central Asian counterparts. The proximity of Turkey, the political
position of Georgia allowed Azerbaijan to avoid the dependence from
Russia. Nevertheless, Kazakhstan, for example, had to agree to the
establishment of the Caspian Pipeline Consortium (CPC) in 1992 with
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Russia and Oman (it seems that Oman’s participation was pro-forma)
for building a 1600 km long-pipeline, that would connect it to the
Russian energy system. After 1996, when the CPC had to accept a few
commercial companies as full members in order to finance the project
Russia still controlled 44% of the shares (24 % belonged to the
Russian government, 12.5% to LukOil company and 7.5% to
RosNeft).>® Differently from any Central Asian country Azerbaijan
had and continues having more chances to shape its future.

As a landlocked country, which aims to maintain a developed
oil industry Azerbaijan’s pipeline strategy has been aimed at
establishing safe, durable and commercially viable pipelines for the
export of its oil and gas. There was a paradox in achieving that goal.
On the one hand, the pipelines running through the countries, which
were against the oil business in the Caspian could not be regarded as
safe. On the other hand, exclusion of those countries from the oil and
pipeline projects would contribute to further alienation in the region,
with negative consequences. Since 1994, Azerbaijan has been
conducting a complicated policy in order to balance between these two
extremes. And the result of that policy is symbolic: One pipeline for
the early oil passing through Russia, which is most of the time non-
operational, one operational early pipeline policy through Georgia and
the planned main export pipeline passing through Georgia to Turkey.
In a way, the result was logical, since the pipelines should transit the
countries, which share the most stable understanding with each other
in order to avoid a damaging conflict.

Prospects for the Future

Energy resources, oil and gas pipelines play an important role
in shaping the future of the region. The path of the oil & gas pipelines
would reflect a rough plan for the directions of the future integration
in the region. Jan Kalicki, adviser to the U.S. State Department of
Trade on questions of Energy and Co-operation with the Newly
Independent States expressed that idea in a clear message: “We are
going to witness strengthening of ties between producers and
consumers of hydrocarbons in 10-15 years, as well as further
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integration at all levels of Eurasian projects in sphere of energy. The
Baku-Thilisi-Ceyhan and the Trans-Caspian pipelines may be
exemplified in this connection”.%°

The American position to support the independence of the
newly independent states in the Caspian region is one among the three
declared priorities of the U.S. (the other two being the U.S.
commercial involvement in the Caspian projects and the
diversification of world oil supplies to reduce dependence on Persian
Gulf oil).%!

Interpreting the U.S. interests in the region (which is sometimes
identified as the same with the Western interests in the region), some
political observers seem to rush to oversimplified conclusions. “The
United States appears to have begun supporting the policy to turn
Kazakhstan into a Saudi Arabia of Central Asia, and Turkmenistan
and Azerbaijan into positions similar to that of Kuwait”, wrote
Manabu Shimizu.5? The fact that the situation is quite different in the
Caspian region than in the Gulf region does not need to be proved
with too many arguments. It is obvious that the author drew the
conclusion being impressed by the large area of Kazakhstan in a map
and the small (in the case of Azerbaijan even tiny) size of other states
in the region. To give just one example to show how different the
proportions of states are in the Gulf and in the Caspian region: the
biggest country of the region Kazakhstan has only 15 million of
population, while Azerbaijan has 8 million. If to add to that list the
significant Russian minority in the north of Kazakhstan, which is able
to split it into two any time and the large shared border with Russia, it
is clear that Kazakhstan will never be able to be the policeman of the
U.S. in the region as the Saudi Arabia is.

On the other extreme, there are commentators, which make a
point that the U.S. has no vital interest in the Caspian region and it
should not involve itself in a conflict with Russia over Central Asia,
since “the United States has neither the reason, power, nor the will to
replace a largely vanished hegemony in a Caspian region with a
hegemony of its own”.%® In so many words, the author suggests that
the U.S. should let Russia dominating the region in order to achieve or
maintain stability.
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While it is true that the Caspian region is unlikely to replace the
importance of the Middle East reserves for the U.S. and Western
Europe, the Western assistance to the Caspian region still deserves a
merit. In 1991-1992 when the West had been actively engaged in
rescuing the Eastern Europe from the Russian sphere of influence, one
might say that Bulgaria, or Romania, or Slovakia represented no vital
interests for any of the Western countries. After all, it wasn’t the
economic importance of the Eastern European countries that attracted
the Western support. The countries of Western Europe and the U.S.
were motivated by the security reasons and were cautious to have any
precedent of the forced political-military domination in their
neighborhood. It was the danger of the Russian practice of
expansionist policy that motivated the Western Block. The Russian
threat was perceived so seriously that plans of building a sanitary
cordon were being proposed to protect the independence of the
Eastern European states. According to one of the plans proposed by
the former U.S. ambassador John Maresca the cordon against Russia
should run along Baltic republics-Ukraine-Belarus-Trans-Caucasus-
possibly Central Asia, where the Western block should strengthen the
independence of the newly independent states. Since 1992-1993 there
had been a certain relaxation in the policies of Russia, which brought
up new ideas about the inclusion of Russia to the regional integration
schemes or the economic development programs in the post-Soviet
region. However, all those proposals seem to have been based on the
principle that the Russian participation in regional arrangements
should be done according to the rules accepted by the rest of the
civilized world, rather than those set by Russia itself.

Among the recent proposals of the Western World one can
name “A Stability Pact for the Caucasus. A Constructive Document of
the CEPS Task Force on the Caucasus”, prepared by Center for
European Policy Studies of the EU. The proposals envision the
trilateral co-operation of the EU, Russia and the U.S. on the global
political level, Russia, Iran and Turkey on the regional level,
Azerbaijan, Georgia and Armenia on the local level in order to
establish peace and prosperity in the region. Judging by the ongoing
hostilities in Chechnya at the moment and the large deposits of oil
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discovered newly in the Russian sector of the Caspian, which could be
enough to provide for the economic prosperity in at least the coastal
areas of Russia (Daghestan and Chechnya), Russia should have a
strong intensive for peace and stability in the region — something
which can not be reached without rejecting the Cold War traditions of
policy making.

agrwn

10.
11.
12.

13.
14.
15.

NOTES AND REFERENCES

Robert Ebel, “Introduction” in Caspian Energy Resources. Implications for the
Arab World, The Emirates Center for Strategic Studies and Research, Lebanon
2000, p. 2.

Ibid., p. 3.

Ibid.

Ibid.

Ed. Manabu Shimizu, The Caspian Basin Qil and Its Impact on Eurasian
Power Games, IDE Spot Survey, Institute of Developing Economies, Tokyo
1998, p. 4.

Robert E. Ebel, Energy Choices in the Near Abroad. Haves and Have-nots
Face the Future, Center for Strategic Studies, Washington D.C. 1997, p.39.
Eds. Sergiu Celac, Michael Emerson, Nathalie Tocci with Terry Adams, Bruno
Coppieters, Alexander Liono, Jean Radvanyi, Marius Vahl. Thomas Waelde
and Nicholas Whyte, A Stability Pact for the Caucasus. A Constructive
Document of the CEPS Task Force on the Caucasus, Center for European
Policy Studies, Brussels 2000, p. 49.

Jonathan Hemming, The Implications of the Revival of the Qil Industry in
Azerbaijan, University of Durham, Centre for Middle Eastern and Islamic
Studies, Durham 1998, p. 17-18.

Ibid.

Ed. Manabu Shimizu, op. cit., p. 1.

Eds. Sergiu Celac, Michael Emerson, Nathalie Tocci et al, op. cit., p. 49.
“Kashagan Oil Reserves May Reach 7 Billion Tons”, Turan New Agency,
31.07.2000.

Eds. Sergiu Celac, Michael Emerson, Nathalie Tocci et al, op. cit., p. 50.

Ibid.

Fadhil J. “Chalabi, Gulf Oil vs. the Oil of the Caspian Sea” in Caspian Energy
Resources. Implications for the Arab World, op. cit., p.162.



46

Gorkhmaz ASKEROV

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.
26.

217.
28.
29.
30.

31.
32.

33.

34.

35.

36.

Terry Adams, “South Caspian Joint Ventures and Partnerships in the Current
Geopolitical Climate” in Caspian Oil and Gas Summit, Center for Global
Energy Studies, London 1998, p. 194.

“Azerbaijan. Seven Years of Conflict in Nagorno Karabakh”, Human Rights
Watch/Helsinki, the USA 1994, p.5.

Gareth M. Winrow, “Azerbaijan and Iran” in Regional Power Rivalries in the
New Eurasia. Russia, Turkey, and Iran, edited by Alvin Z. Rubinstein and Oles
M. Smolansky, the USA 1995, p. 96.

Dilip Hiro, Between Marx and Muhammad. The Changing Face of Central
Asia, London 1994 p.70.

Bijan Khajepour, “The Geopolitics of the Caspian and Central Asia from an
Iranian Perspective” in Caspian Oil and Gas Summit, London 1998, p. 140.
Ambassador John Maresca, “U.S. Ban on Aid to Azerbaijan (Section 907).
How It Started in 1992 and Why Should It Be Lifted”, Azerbaijan
International, Winter 1998(6:4).

“Azerbaijan. Seven years of Conflict in Nagorno Karabakh”, op. cit., p.78.
Grey Austin and Alexey D. Muraviev, The Armed forces of Russia in Asia,
London 2000.

Tadeusz Swietochowski, Russia and Azerbaijan. A Borderland in Transition,
NY 1995, p. 221.

“Azerbaijan. Seven Years of Conflict in Nagorno-Karabakh”, op. cit., p.19.
Abulfaz Elchibay, “Independence: Second Attempt” in Caucasus and an
Unholy Alliance, edited by Antero Leitzinger, Vantaa (Finland) 1997, p. 83.
Robert E. Ebel, 1997, op. cit., p. 47.

Ibid., p. 19.

“Russia Claims Enforcement Role, Hints at Countermeasures”, RFE/RL
NEWSLINE, 94-10-10.

ITham Aliyev, Second Discussion Session in “New Oil: The World’s Oil Map
in the Year 2005”. The 5th CGEC Annual Conference, Centre for Global
Energy Studies, London 1995.

Jonathan Hemming, op. cit., p. 27.

Alexander A. Pikayev, “The Russian Domestic Debate on Policy Toward the
‘Near Abroad” ““ in Peacekeeping and the Role of Russia in Eurasia edited by
Lena Jonson and Clive Archer, the USA 1996, p.56.

Jonathan Hemming, op. cit., p. 29.

Edmund Herzig, “Former Soviet South Project. Iran and the Former Soviet
South”, London 1995, p.41.

Agreement on the Joint Development and Production Sharing for the Azeri and
Chirag Fields and the Deep Water Portion of Gunashli Field in the Azerbaijani
Sector of the Caspian Sea.

The End of Empire? The Transformation of the USSR in Comparative
Perspective, edited by Karen Dawisha and Bruce Parrot, NY 1997, p.173.



OIL AND GAS PIPELINE STRATEGY OF A LANDLOCKED COUNTRY'... 47

37.

38.
39.

40.
41,

42,
43,
44,

45,

46.

47,
48.
49.
50.
51.
52.
53.
54,
55.
56.
57.

58.
59.

Archive of the Ministry of Foreign Affairs of the Republic of Azerbaijan.
Department of Law and Treaties.

Jonathan Hemming, op. cit., p. 33.

Izabella Tabarovsky and Laurent Ruseckas, “Will ‘Early’ Oil Flow Through
Groznyi After All?” in FSU Energy, CERA Alert, 19 September 1997.

Ibid.

Laurent Ruseckas, “Caspian Oil Development: An Overview” in Caspian
Energy Resources. Implications for the Arab Gulf, op. cit., p.18.

Jonathan Hemming, op. cit., p. 40.

Reuters News Agency. 06-11-1998.

Joe Barnes and Ronald Soliyo, “Baku-Ceyhan Pipeline: Bad Economics, Bad
Politics, Bad Idea” in Oil and Gas Journal, 26 October 1998.

“Ambassador Morningstar Speaks on U.S. Energy Policy in the Caspian. The
Case for Baku-Ceyhan” interview with Ambassador Richard Morningstar in
Caspian Investor, November/December 1998.

S.A. Alavi, “Iran at the Crossroads: Economics of Caspian Oil Swaps and
Pipeline Reversals” in “Iranian Oil and Its Role in OPEC” Conference, London
12 July 2000.

“Ambassador Morningstar Speaks on U.S. Energy Policy in the Caspian. The
Case for Baku-Ceyhan”, op. cit.

Ambassador John S. Wolfe, “A Tale of Three Seas” in CERA Conference,
Istanbul, 10 May 2000.

Liz Fuller, “Azerbaijan Refutes Non-existent Iranian Allegations”, RFE/RL
Caucasus Report, 17-08-2000.

Turkish Naval Forces Pass a Patrol Boat to Azerbaijan, Turan News Agency,
15-08-2000.

“Georgian Parliament Ratifies Packet of Agreements on Baku-Tbilisi-Ceyhan
Pipeline”, Turan New Agency, 01-06-2000.

Turan Information Agency. Politics. 22-03-2000.

Turan Information Agency. Politics. 22-03-2000.

David Stern, “Gloom over Pipeline Plan. Trans-Caspian Gas Line. Turkmen
Opposition May Scupper US Backed Porposal”, Financial Times, 8 June 2000.
Laurent Ruseckas, “Caspian Pipeline Developments” in CERA Conference,
Istanbul, 10 May 2000.

“Construction of Gas Pipeline from Azerbaijan via Georgian Territory to
Turkey Will Begin in the End of 2000, Turan News Agency, 29-07-2000.
Elmira Vezirova, “Azeri Gas Deal Signed”, Azernews newspaper, 14-19 March
2000.

Energy Charter Treaty, Article 7, paragraph 2.

Rosemarie Forsythe, Politics of Oil in the Caucasus and Central Asia, Adelphi
Paper-300, The International Institute for Strategic Studies 1996, p.51.



48 Gorkhmaz ASKEROV

60. “Jan Kalicki on the U.S. Energy Strategy in the Caspian Region”, Turan News
Agency, 25-04-200.

61. Rosemarie Forsythe, op. cit., p.17-18.

62. Ed. Manabu Shimizu, op. cit., p. 2.

63. Anatol Lieven, “The (Not So) Great Game”, The National Interest No.58,
December 1999.

Xnugacda

bObPA®U TAINAJBbI IOJKAHUH HE®T B TA3
KAMSIPU CTPATESUMACHI: A3IPBAMBAH TABPLBSCU

I'opxma3 AC3APOB

(Musaau flemokpamuiia HHcmumymy, bakbl, A3sap6atisaH)

Xa3ap woB3dacu XIX scpasH HedT HaTarsapbl WS ALHUAHBIH
AUTTATUHM 4sikub. XIX sicpuH axbipsiapblHAa bakbl HedT miacuiaThl
AlHMAA He]T AaCUIATbIHbIH HapbICbIHbI, Pycriia HeT ucTellca/bIHbIH
95%-uHU TAWKWAA eaub. UKUHBU [AnHNa MUWapubscu ABPIHAA
CoBer HedTUHUH 71%-u (1941-bM uWJAMH MsJIyMaTblHA $ICACsH)
Bakbizia vcTenicas o1yHyoO.

JUHHAaHBIH JAU3AP OH/IANAPUHAA HePTUH KAWPU XA3dAp
III0B3SICHHU apxa myaHa keuyupcs As, CCPU-HUH gabbliaMacel uas 0y
PESVOHYH €HEepXMU SAUAMUHUUATU WeHUJSIH OQIoBranajsa SAlbgMUANAT
KACO eTMaAWA Gauwiailblp. BuUp-6UpUHUH apAblHba A3dpbailbaH,
['azaxpicTaH, TUpPKMAHMCTAH, Jalla coHpa ucA PycuraHblH XA34p
CEeKTOPYH/Jla UpU HedT B ra3 MararyiapblHbIH KAWIPU eJlaH eJuJIUp.
ABIIl [roBnsaT /lenapTaMeHTHHUH BepAUNM UJIKUH OsfdaHaTAa XA3dp
LII0B3SICHHUH eHepxkH emTurataapel 200 mupa. 6apes, Waxyz, ALHKA
HedT emTUHAAaThIHBIH 20%-U WABMUHAA 3t0cTapuandp. CoHpazaH Oy
ONTHUMUCT MPOTHO3J1ap Aauja pean psaramiaspas (40-60 muapn. b6aped,
Vaxyn AuHWa HedT ewTuUaTblHbIH 20%-1) ABA3JSAHCA [, PEIUOH
SIBBSIJIKY SILISIMUMHASITUHU TOPYyHYO caxiianblp.

A4YbIT [SIHU35 - OKeaHa YbIXbIUIbl OJIMaliaH XA3p pPe3UOHYH/aH
1acua oJiyHaH HedT Bf rasblH JlHHA 0a3apblHa YbIXapblIMachbl
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HIOBOAITU ChbIHAr MAPIIANSACUHSA YeBpUIUD. ['Ap6 ronkangapu-Tupkuiis-
Azap6aipaH-OpTta Acuiia nduru seocuiacu XxaTTH uaga [ap6
6u3HeCUHUH NOCT-COBeT MsIKaHbIHA UPSJIUASAHUIIMHU SHISIAAMANSA
yasblmaH Pycuia-UpaH mwarynu seocudacy XAATTH apacblHJa pArabar
rbI3bllIbIP. By paArabsar HedpT-ra3 KAMAPASAPUHUH  YSKUJIMLIA
JaNUIAIApUHAA A 103LHL, 0UMpy3s Bepup. Pycuita BsA MpaHbl HaH
KeyMsKJSl eHep>XU 0a3apblHa 4YbIXbIIbI TAMUH eAAH bakbl-Cymca,
Bakbl-Tounucu-beiiiian HedT KaAMApasapU Ba TpaHc-XA3Ap HedT B
ra3 JIJahMIIAASApU pArub Janumansapasa - eHep>KU 6a3apblHa YbIXbIIIbI
Pycuita Ba Ka HMpana 6Gabsailan bakbi-HoBopoccuiick, Xa3sap Kamsp
KoncopcuymyHyH lazaxbicTaH HeQTHHUM Bl rasblHbl Pycuiia eHepu
CUCTEMUHS1 OUPJANAUPSAH MUXTAAUG JAHUIAAAPH, SH HALWAUAT
TpaHc-Xs35p ra3 JanusgcuHAsA TUPKMAHUCTAHBIH  UIITUPAKbIHbI
reMpu-MIMKIH eJissH éMaBu AXbIHE JIAWUILSCU WISl TOTTYIIMaZazbIp.

By seocuyacu rapubljypMa TAKbA MWITHCAAW JIAWULIAJISAPUH
pAradsATH Uas MAWAyaaamMeip. 1993-b1 uaasa 6ai BepMUILI JHOBJST
yeppuauiiy, 1994 Ba 1995-bu wnsapia AsspbadbaHja HapaHMbII
cudacu rapubliypMa psscMd bakblHbIH HepT CUHACATUHASAH Hapasbl
IOJIKAJNSpUH - Pycukia Ba  HpaHblH  3HOCTApAMWMA  cuUMacu
TbI'bbITJIAHMAaHbI IKC eTAUPHUPAH.

By wmMArana  HasbulapkaH, Xa3dapiaa  HMpaH-Assp6aiibaH
rapublypMacbiH/Aa KSICKUH WHCUJIEHTJISP MIIIanMAsA
OJlyHMaMblliibl. By WIMH uWHAYyH ailblHAaH 6Gauwiailapar HpaHbiH
Xa3dgpAs a1'b TATOUTUHASAH 6esis YAKUHMAUSbAWUMHU OsSiaH eTMSCH,
TupkulgHUH ucad 6YHYH ap/blHba 103 LiApOU TAWNapansaipuHu bakbiiia
3I0HJSIPUO, OHJIAPbIH HIMYHSIBU yYyLULJIApPbIHbl TSAUIKWJI €TMSCH
MapaHMbIll BA3UUUATAA KUGAUAT TAASAP MIIHATHUILIS MOTEHCHUAbIHBIH
OJIybYHY 310CTSIPUP.

['opxmas fcasipoByH bu esnMu apauijblpMa MIMHAA XA39pJASaKU
HedT OM3HECH WJIS PE3UOHJAKbl 3e0CMHacy Maparjap apacblHJAKbl
AMarsasap AApUHASH TAATCUT OJYHYP, HapaHMbIII BA3UUHASATUH MIMKIIH
rsap a3 MUHarMusJ/Iy W/ HoJu1apbl apallAblpbLIbIP.



