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There is a big question mark about Azerbaijan's future
after Aliyev. Petroleum wealth without governmental
accountability in the coming years will lead to more
corruption and a population impoverished further. 

Although Aliyev appears genuine when he says his main
concern is to see the people's living standards
improved, old habits die hard. He cannot stem
corruption without a true democracy. 

In October 1997 the British Ambassador, Roger Thomas,
told a conference organised by the Baku chamber of
commerce that corruption in Azerbaijan was getting out
of hand. He spoke of "the hijacking of assets and
wealth by a few people while a large part of the
country goes empty-handed". He said foreign companies
were being "frightened away" from Azerbaijan by
excessive and arbitrary taxation. He said corruption,
in the form of "unofficial overheads", provided "a
further disincentive to invest". 

Thomas' remarks, unusual for such a ranking diplomat
en poste, were significant in view of the important
stake held by British companies in the Caspian. BP, by
far the biggest investor in Azerbaijan, leads the two
main E&P consortia and three other groups with each
having a major PSA. 

Sabit Bagirov, an opposition economist who used to
head Socar under the previous regime, says Aliyev
reads and understands every IMF and World Bank
proposal but will not clean up and liberalise the
economy or the political system. He warns that there
would be chaos unless Azerbaijan has a government
permanently under the control of society and
parliament. 

Bagirov, now president of the Entrepreneurship
Development Foundation, says the present parliament
(with only four opposition politicians among its
ranks) serves as a rubber stamp for presidential
dictates. It is dominated by Aliyev's ruling party,
Yeni Azerbaijan. 

In 1997, Aliyev designated June 15 as a National
Salvation Day and, like the late Ataturk in Turkey,
his portrait is in every school or office. Along many
roadsides, billboards bear quotations from his
speeches, such as, "I have devoted my entire life to
my country". 

On Aug. 1, 2001, Azeris took what Aliyev hoped will be
a great leap forward towards Europe as the country
began writing the local Azeri lan-guage with a Latin
alphabet. The change capped a ten-year campaign to
discard the Russian Cyrillic alphabet which during the
Soviet era Stalin imposed on Azeri, which closely
resembles Turkish. Newspapers, signboards and even
street signs had been rescripted since July, when
Aliyev decreed that all official and business
documents should use Latin script as from Aug. 1. 

Azeri began the 20th century being written in Arabic,
as was the case in the rest of the Turkic world,
before switching initially to an adapted Latin-based
system after the Communist revolution in the 1920s.
After independence in 1991, Azeri nationalist groups
lobbied to re-institute the Latin alphabet, although
proponents of the switch are to be found across the
political spectrum. They argue that the change will
strengthen links between Azerbaijan and Europe and
contribute to modernisation, as Ataturk maintained
when he ordered a switch from Arabic to the Latin
alphabet as the start if his regime in post-Ottoman
Turkey. 

Unspoken but implied was also the desire to wean
Azerbaijan from its dominant Russian neighbour. But
not everyone was delighted on Aug. 1, 2001. While
children have been taught Azeri in Latin script since
the break-up of the Soviet Union, Azeris over the age
of 30 were educated dur-ing Soviet times in Cyrillic.
As a result, they can read their native tongue only
when it appears in Russian letters. Many people only
understand Azeri with Cyrillic letters but they barely
speak Russian; and, since Aug. 1, 2001, they have
given up reading local newspapers. Yeni Musavat, until
end-July 2001 the largest selling daily and a main
organ for the opposition, has seen its circulation
reduced from 18,000 to less than 12,000 and has
incurred great loss. Many sellers of other newspapers
now cannot even understand what the publications say. 

On July 31, 2001, an extra-budgetary oil fund decreed
by Aliyev in late 2000 began organising the management
of billions of dollars of expected oil wealth with the
aim of diversifying the country's economy. By then,
about $368m had been deposited in the fund, with the
government predicting the state would earn more than
$1 bn per annum from oil by 2006. 

The fund's creation followed an agreement on it with
the IMF. The IMF approved a $100m, three-year poverty
reduction and growth loan for Baku, with $10m for
immediate use. Two key conditions for the loan were
that the government agree a long-term programme to
reduce wealth discrepancies in the country and
establish rules to manage the oil fund's assets. The
fund's board of directors, led by Aliyev-appointed
banker Samir Sharifov, had in June 2001 published a
set of asset management rules, defining the
institutions in which the fund could invest. Later the
fund appointed asset managers through tender. 

Under the agreement with the IMF, the fund should
issue quarterly and yearly reports and undergo audits
by international accounting firms. But the questions
remain on what projects the money should ultimately be
spent and how it will be monitored. Aliyev exercises
tight control over the fund. Kazakhstan, where another
corrupt government is tightly controlled by its ruler,
now has a similar oil fund. 

Aliyev's image got a major boost on May 22, 2002, as
Pope John Paul II arrived in Baku on a two-day visit.
The 82-year-old pontiff, suffering from Parkinson's
disease, was lowered to the tarmac by hydraulic
platform and was received by President Aliyev. The
pope vowed to continue his peace seeking missions "as
long as I have breath within me". 

This was the pope's 24th trip to a mostly Muslim
country. He ostensibly came to Baku to minister to his
120 followers in this overwhelmingly Muslim country.
(The number of Catholics doubled when the papal plane
landed at Baku airport). He also wanted to soothe
Azeris' pride after his visit to their neighbour and
enemy, Armenia, in September 2001. 

Mindful of the rivalries in the region, the pope
visited a memorial which includes victims of
Azerbaijan's long conflict with Armenia over
Nagorno-Karabakh. After a group of parochial school
children sang "Ave Maria" in his honour, the pope
attempted to reply with a personal message, slipping
into his native Polish to say, weakly, "The 'Ave
Maria' invites you all to peace". His interpreter
translated his words into Russian. 
============================================
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President Gaidar Aliyev takes all decisions relating
to petroleum or any other sector in Azerbaijan. The
state organisations and ministries are paralysed by
the need to refer decisions to him. Foreign oil
executives complain of waiting for months for deals to
be sorted out, as no one dares to act without
clearance from the very top. This is the consequence
of the centralisation of real power in the presidency.


Corruption is widespread. Critics call Aliyev's regime
a kleptocracy, although other Central Asian rulers are
much wealthier with Kazakhstan's President Nursultan
Nazarbayev being among the richest men in the world.
Even some of Aliyev's opponents are corrupt, as in the
case of former parliament speaker Rasul Kuliyev, who
once was his close ally. 

The future of Azerbaijan depends on the current
decisions of its ruler, as in the case of the other
Central Asian and Caucasian states. If today's rulers
do not improve their system towards true democracy,
these countries could face civil wars and chaos in the
future. 

The entity in charge of the petroleum sector is the
State Oil Company of Azerbaijan Republic (Socar),
which is a huge conglomerate of companies for the
various upstream and downstream branches of the
industry. Azerigaz is the country's gas utility and is
in charge of the gas pipelines. AzerEnergi is the
country's power utility controlling both generation
and distribution. The State Fuel & Energy Committee is
in charge of distribution of petroleum products.
Azerikimya oversees the petrochemicals sector (see DT
No. 5). 
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Also called Haydar and in power since June 1993,
President Aliyev controls Azerbaijan. He tries to
decide all things, big and small. This slows decision
making as some ministers only get to see him once
every few months. When he is out of the country,
"everything stops", says a foreign ambassador in Baku.
"People hardly even dare to fix a toilet without his
approval". But Eldar Namazov, one of his close aides,
says: "People gravitate towards him because he has
such a huge personality". 

Aged 79 and with a heart problem, Aliyev still gives
the image of a vigorous ruler and has few thoughts
about his mortality. He bristles at any discussion of
who his successor might be. 

Aliyev was re-elected to a second five-year term on
Oct. 11, 1998. Soon thereafter Elgar Kerimov, head of
the new AzerShah political party, told reporters in
Baku that Aliyev was so vital to Azerbaijan's
stability that he should be made monarch under the
constitution. 

Aliyev is grooming his only son, Ilham, to succeed
him. Ilham is the first vice president of Socar and
deputy chairman of the ruling Yeni Azerbaijan (new
Azerbaijan) Party. On Aug. 24, 2002, the Azeris will
vote on changes to the constitution which should
smooth the way for Ilham to become ruler after him. In
announcing the vote in June, Aliyev said the
alterations are aimed to bring the country in line
with European standards. 

One change will include making the prime minister the
second ranking person in the republic who would take
charge should the president be unable to govern.
Observers speculate that it would be only a matter of
time for Aliyev to make Ilham prime minister, to
replace the current PM Artur Rasizadeh (see his
profile in Gas Market Trends). 

This change is significant because now the speaker of
parliament, who is elected by deputies, assumes power
if the present steps down or dies. In contrast, the
prime minister is appointed by the president. There is
no doubt that the voting will go the way Aliyev has
planned. 

Aliyev also announced recently that he will run for a
third five-year term in 2003. But many people say he
will not be able to last another term. He has
undergone extensive surgery, including a multiple
heart-bypass operation. At times he appear frail at
public functions. 

Aliyev uses tactics he applied as KGB chief of Baku in
the 1970s. While harsh, these tactics have managed to
create some degree of stability - the last failed coup
attempt was in March 1995 - compared to the chaotic
situation before. Between 1991 and June 1993, the
country had four changes of government amid much
bloodshed. 

Azerbaijan fought a war with Armenia sporadically from
1989, ending in a ceasefire on May 12, 1994. The
conflict still causes Baku big problems because of a
related US congressional ban on American aid to
Azerbaijan. Pro-Armenia activists in Washington have
since 1992 kept Baku on a US government blacklist -
the only former Soviet republic to be punished in this
way. 

Aliyev has proposed "a peace treaty can only be
concluded after Armenia frees occupied territories and
recognises Azerbaijan's borders". Armenia still
occupies about 20% of Azerbaijan's territory, in a
predominantly Armenian enclave called
Nagorno-Karabakh. 

In Soviet times this area, in south-west Azerbaijan,
was 75% ethnic Armenian. In 1988 its local assembly
voted to cede from Baku and join Armenia proper.
Fighting between the two ethnic groups broke out
which, with the collapse of the Soviet Union at the
end of 1991, escalated into full-scale war. About
25,000 were killed, and close to a million from both
sides were driven from their homes. 

Since 1999, the president of Azerbaijan and Armenia
have met 16 times, the latest in Key West, Florida, in
April 2001. The next meeting, scheduled for June 2001
and intended to produce a draft peace settlement, was
postponed indefinitely. That was because both Aliyev
and American President Robert Kocharian were getting
jitters and needed more time to prepare their peoples
for a deal involving tough choices. Mediators between
the two leaders have included Washington, French
President Jacques Chirac, and the leaders of Turkey,
Georgia and Russia. 

In his hard bargaining, meanwhile, Aliyev has even
urged the US to have military base facilities in
Azerbaijan, to tilt the balance in favour of Baku as
well as keep Russia and Iran on their guard. But the
request has been turned down. Instead, the US now
maintains some military presence in neighbouring
Georgia, as well as base facilities in Uzbekistan,
Kazakhstan, Kyrghystan, Turkmenistan, Afghanistan and
Pakistan. Soon the US could establish a long-term
presence in Iraq, with Washington having indicated
repeatedly in recent months that it intends to oust
Saddam Hussein's regime by force. 

Aliyev has consolidated his hold on power since the
1994 ceasefire. The key opposition figures are either
in exile or in prison. Demonstrations by the tolerated
opposition in May 2000 were broken up and were
followed by a systematic crack down on their leaders.
The demonstrators wanted electoral reforms and better
human rights policy. 

Aliyev's focus is to turn Azerbaijan into a wealthy
country rivalling the Gulf oil states. Under him,
Azerbaijan has the greatest number of E&P deals of any
Caspian country. On July 3, 2000, Fitch IBCA gave
Azerbaijan its first international credit rating, B+,
two notches higher than Russia's B-. It said it had
good economic prospects. Aliyev keeps pledging that,
as a result of "our oil strategy, in the coming year
Azerbaijan will experience a new dawn". 

In dealing with the big powers, companies and the
country's neighbours, Aliyev keeps in mind that
petroleum and geo-politics have always been
inter-related in Azerbaijan. Petroleum has been
produced since 1870, with Baku then known as "the
world's oil capital". 

Oil consortia lined up in Baku, which is isolated from
the major markets, reflect a balance between two blocs
competing for influence in the Caspian: the US/Europe
and Turkey on one hand, and Russia and Iran on the
other. Aliyev is trying to keep good relations with
all sides, while the Baku governments between 1991 and
June 1993 were viewed as being either pro-US/Turkey or
pro-Russia/Iran. Aliyev has had mixed success in
trying to please everybody. 

The biggest consortium groups companies from several
countries, including the US, called Azerbaijan
International Operating Co. (AIOC) and led by BP. AIOC
has the blessings of Washington, the West European
powers, Ankara and Moscow. Initially, Aliyev had
intended to give Iran a 5% share out of Socar's 20%
stake in AIOC. But US pressure forced Baku to abandon
that plan, according to Aliyev in an interview with
London's 'Financial Times' of June 8, 1995. He added
in the interview that "the Iranians were very
offended...but we do not want to complicate our
relations with Iran, because we have a common border
and we are joint users of the Caspian". 

The second biggest consortium in Azerbaijan, for Shah
Deniz, excludes US companies because it has an Iranian
partner - NaftIran (Nico) - which is vetoed by
Washington (see brief profiles of the main E&P
consortia in Gas Market Trends Nos. 4 & 5). 

A border conflict broke out between Azerbaijan and
Iran on July 23, 2001, when an Iranian gunboat forced
two BP-operated survey vessels on the Alov offshore
block to leave the area. The confrontation came just
days after Iran warned it would prevent foreign
companies working with Azerbaijan from developing
offshore regions Tehran claims as it own. There is
also a conflict between Azerbaijan and Turkmenistan
over offshore fields claimed by both sides. 

Aliyev hopes a bilateral deal with Russia on the
division of the Caspian Sea would boost its position
against both Iran and Turkmenistan. After a visit to
Baku last month, Russian Deputy Premier for energy
issues Viktor Khristenko said this agreement would be
signed in October at a CIS summit to be held in the
Moldovan capital Kishinev. The deal was due to be
signed on June 9 during Aliyev's visit to St
Petersburg. But it was postponed to settle technical
issues believed to relate to development of disputed
fields and the methodology for determining the line
between national sectors. 

Another challenge which has been overcome by Aliyev is
securing stable outlets for the export of oil and gas
to Western markets. After many years of geo-politics
among the big powers, finally the partners in AIOC and
the Shah Deniz consortium have got their pipeline
projects off the ground. Both the oil and gas
pipelines to be built from offshore Azerbaijan will
run through Georgia and Turkey (see OMT of this week).


The two pipeline projects, long lobbied for by Ankara
and Baku, have been backed strongly by Washington and
now have Moscow's endorsement. Key players on the
Azeri side in this matter are Shahin Aliyev, the
president's legal advisor, and Vafa Goulizadeh, his
advisor on geo-politics. 

In trying to overcome the challenges Aliyev would use
his vast web of Russian, Azeri and ex-Soviet
connections - including LUKoil President Vagit
Alekperov who is Azeri, and Azeri businessman Marat
Manafov whom he appointed as chief negotiator for E&P
deals after taking power in 1993. 

Under Aliyev, Baku and AIOC have made an extraordinary
effort to promote Western investment in Azerbaijan.
Aliyev often leads delegations to the West to attract
foreign companies, and is usually accompanied by a
number of ministers involved directly or indirectly in
the petroleum sector. London is a location of choice
for the Azeris. Aliyev has signed some of the most E&P
deals with Western companies in London, where
gatherings have involve some of Aliyev's key cabinet
members. 

Such gatherings are arranged by Mahmud Mamed-Kuliyev,
Baku's ambassador to London and deputy foreign
minister, who also arranges meetings between Socar and
foreign oil firms. 
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Born in Nakhichevan in May 1923, Aliyev was educated
by the Soviet system and spent his career rising
rapidly through Communist Party ranks. From 1941 he
served in the Azeri State Security Organisation. In
1969 he became party first secretary as well as KGB
chief at Baku. 

In the 1970s, then Soviet leader Brezhnev made Aliyev
a member of the Soviet Communist Party's Politburo,
the most powerful body in the USSR. At the time
Azerbaijan experienced an economic boom. 

In 1986, about a year after Gorbachev took over,
Aliyev was quietly pushed out of power in Baku. He
spent the following years in Nakhichevan, where he
became head of that republic. 

From late 1992 to June 1993, Aliyev publicly carped at
the style of leadership of Azerbaijan's then president
Abulfaz Elchibey (who had been elected in June 1992,
and was intensely pro-Turkish) and quietly but
efficiently rebuilt his political base in Baku. That
base had timely use in June 1993 when Elchibey fled
Baku to Nakhichevan, to escape a military rebellion
led by Col. Suret Gusseinov, who was co-ordinating
with Aliyev. As Aliyev later put it, he was "invited
to return to Baku to keep the seat warm for Elchibey
until the crisis is resolved". 

Aliyev, as "acting president" and parliament speaker,
organised a referendum on Elchibey's leadership. The
outcome, on Aug. 28, 1993, was in Aliyev's favour. On
Sept. 2 parliament set the date for the next
presidential election. On Oct. 3, 1993 Aliyev was
elected president by parliament. Immediately the
former Soviet apparatchik took direct control of the
oil sector. 

Literature on Aliyev's rule then distributed in Baku
described how his determination to build the country's
industries under the Soviets (he headed the first
air-conditioner factory) had inspired confidence in
him by the Azeri people and by Moscow. Just before the
November 1995 parliamentary elections, the discovery
of a "plot" to kill Aliyev was followed by a crackdown
on the opposition. 

Western monitors expressed "unease" at the way the
polls were conducted, but Aliyev's party won with a
clear majority. In a parallel vote, Azeris gave 91.9%
backing to a new constitution boosting Aliyev's powers
at the expense of parliament. The ruling party won an
overwhelming majority again in the parliamentary held
on Nov. 5, 2000. 

On the following day, the Organisation for Security
and Co-operation in Europe (OSCE) and the Council of
Europe issued a hard-hitting report condemning
"serious irrgularities" in the elections. Senior OSCE
official Gerard Stoudmann said: "I witnessed a crash
course in different methods of manipulation". The
report said: "Voting was marred by numerous instances
of serious irregularities including a completely
flawed counting process, manipulated turnout figures,
production of either false protocols or no protocols
at all, multiple voting and series of apparently
identical signatures on the voter list". 

Murtuz Aleskerov, the parliament speaker, is a close
ally of Aliyev. Aliyev has often made him acting ruler
before leaving on foreign visits. But under
constitutional changes to be voted on later this
month, the speaker will come third in the line of
power next to the prime minister. This means the
speaker will not become interim president if and when
Aliyev dies. It is speculated that after the vote on
Aug. 24, Aliyev will make his son Ilham prime minister
so that he will succeed him in the presidency (see
OMT). 

Artur Rasizadeh, the prime minister, keeps a low
profile. He concentrates on the economy and
administrative matters. After an Iranian gunboat
ordered two BP-operated survey vessels to leave the
disputed Alov block on July 23 2001, Rasizadeh
summoned Tehran's Ambassador to Baku, Ahad Gazai, and
gave him a letter of protest demanding an explanation.


However, Rasizadeh's days as prime minister are said
to be numbered. Azeri experts and foreign observers
expect President Aliyev to appoint his son Ilham as
prime minister sometime after the voters approve
constitutional amendments on Aug. 24, 2002. 

Ilham Aliyev, 40, is the only son of President Aliyev
and is a vice president in Socar. Apart from being by
far the most powerful man in Socar, Ilham is deputy
chairman of the ruling Yeni Azerbaijan Party, elected
to this post in December 1999. He is also president of
the National Olympic Committee of Azerbaijan. He was
educated in Russia and the US. 

Ilham has been groomed to become prime minister after
the Aug. 24, 2002 vote on constitutional changes and
the next ruler of Azerbaijan. He has been more visible
since early 1998, standing at official functions. But
he does not have the steel or charisma of his father. 

Rauf Talyshinsky, editor of the Russian-language daily
Zerkalo (Mirror), a prominent local paper, was quoted
in the Financial Times on Nov. 22, 2000 as saying:
"Ilham is kind and polite, which does not necessarily
mean he is weak. But it remains to be seen if he can
work in the government his father created". Others are
more categorical, with a Westerner saying: "Ilham will
last 100 days as president". Only God knows what will
follow. 
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Aliyev gains much from influential lobbyists in
Washington, including Jewish leaders. He has developed
close links with US Vice President Dick Cheney, who
until he joined George W. Bush's presidential ticket
in 2000 was the CEO of Halliburton. This now troubled
oil services company has been operating in Azerbaijan
for years. Before Bush ran for the presidency in 2000,
as governor of Texas, he was also close to other
oilmen with connections to Aliyev. 

Lloyd Bentsen, once a treasury secretary in the
Clinton administration, has been a shareholder in
Frontera Resources, a US oil services firm which has
been working in Azerbaijan. Frontera is chaired by
another Texan, William White, a deputy secretary of
energy in the Clinton administration. 

The national security chief under the previous Bush
administration, Brent Scowcroft, was reportedly paid
$100,000 in 1996 by Pennzoil for providing
consultations on international projects, including E&P
in Azerbaijan. Scowcroft was also said to have earned
a handsome director's fee from the company, with
Pennzoil President Tom Hamilton having become a friend
of Aliyev. 

AIOC has been a client of former secretary of state
James Baker's law firm. Baker served in the former
Bush administration. The management consulting firm
JHS Associates of John Sununu, former White House
chief of staff in the previous Bush administration,
was contracted by the Azeri government during Aliyev's
visit to the US in July/August 1997. 

Carter national security advisor Zbigniew Brzezinski
has been a consultant to BP, with AIOC promoting
Baku's cause in Washington. 
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