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Summary

A summit collapsed April 25 without resolving the legal status of the

Caspian Sea, believed to contain the world's third-largest concentration of

petroleum. The failure marks the end of attempts by Caspian states to reach

a mutual agreement. They will now try to develop their sectors on their own

when possible. The United States, Azerbaijan, Turkey and Georgia will be the

biggest beneficiaries from this while Iran will be the biggest loser.

Analysis

The presidents of Azerbaijan, Iran, Kazakhstan, Russia and Turkmenistan met

in the Turkmen capital of Ashgabat April 24-25 for a long delayed summit to

finally decide how to divide the vast oil and gas resources of the Caspian

Sea. The summit was a complete failure and ended without any agreement on

redrawing the sea's boundaries.

The summit's collapse, combined with the political realities of the

post-Sept. 11 world, have wiped away any pretense by the Caspian states to

seek a unified solution. These governments will now seek to develop their

sectors unilaterally where they can and sign bilateral agreements with their

neighbors where they must.

The Caspian Sea didn't figure into global energy equations until after the

Soviet breakup. Cold War-era Soviet-Iranian treaties stipulated that the

sea's resources would be split equally. Moscow was aware of the basin's oil

as far back as a century ago -- the Caspian is thought to have the

third-largest petroleum resources in the world -- but decided it would be

far easier to develop fields in the Russian Arctic or Siberian regions than

in the technically tricky Caspian.

The Soviet collapse changed the Caspian Basin's political landscape

overnight, resulting in five Caspian states where there were only two. And

while Russia may have decided that the Arctic and Siberian regions were

easier to exploit, Azerbaijan, Kazakhstan and Turkmenistan had no such

northern or eastern options. For them the Caspian was the ticket to

development and economic independence.

Despite the potential bonanza, however, it was still Russia who largely

determined the ebb and flow of the region's oil trade and economic fortunes.

Issues of ownership hamstrung any development, with each state wanting to

maximize its own share while minimizing that of others. Furthermore, 70

years of economic dictation from Moscow is not undone easily.

The newly independent states had little if any infrastructure connections to

non-former Soviet states and none at all to major energy consumers. All of

the existing export routes passed through a Russia more than willing to use

them as both economic and political leverage. For the first several years of

the post-Cold War era, Russia made sure that no one could exploit the sea's

riches without Moscow taking its share.

Early on, Kazakhstan made its peace with Russia's maneuvers; Kazakh

President Nursultan Nazarbayev originally argued against the Soviet

dissolution since he didn't believe Kazakhstan could function independently.

Azerbaijan and Turkmenistan followed more independent-minded tracks.

Azerbaijani President Heydar Aliev preferred a pro-Western tilt, with the

goal of eventual NATO membership.

Turkmenistan's Saparmurat Niyazov established a choking cult of personality

-- complete with renaming himself the "Turkmenbashi," or leader of the

Turkmen -- and opted for authoritarian isolation in his country's now

statue-studded desert. Meanwhile, Iran grumbled on in the south that its

treaty with the Soviet Union entitled it to fully half of the Caspian's

resources.

Few investments of any size entered the region due to chronic Russian

opposition. Only eight years after independence did Azerbaijan finally

manage to build a small (100,000 barrels per day) pipeline out to the Black

Sea town of Supsa, Georgia. The only large project was the Caspian Pipeline

Consortium (CPC) line from Kazakhstan to Russia, but it didn't go online

until October 2001, and remains dependent upon Russia for investment,

transit and port facilities at Novorossiysk.

Iran, fearing it might be left out completely, trumpeted the use of its own

petroleum shipping network and even upgraded its Neka port on the Caspian to

link to its internal refining network. Its logic was that if the United

States insisted on hamstringing foreign investment into Iran, then Tehran

would offer the cheapest and quickest transit route for Caspian oil to world

markets.

This left the region with five export routes, three of which were dependent

upon Russia. Meanwhile, Iran and Turkmenistan bet that, despite a lack of

both international respectability and domestic capital, they would be the

logical choice for a pipeline route tapping Kazakhstan's Kashagan

superfield, the largest oil discovery in the past 20 years

With five routes operational, and a sixth large one pending, the U.S. plan

for shipping oil from Azerbaijan's Chirag field first to Baku, Azerbaijan,

through Tbilisi, Georgia, to Ceyhan, Turkey, was effectively dead. The

U.S.-favored BTC route was the longest, most technically challenging and

expensive and the least efficient and secure. The United States during the

Clinton administration simply lacked the focus, attention span, resources or

platform to effectively manipulate the region.
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Post 9-11

Sept. 11 and the new U.S. foreign policy activism shook up this arrangement.

With regard to the Caspian Basin, two American threads are reweaving the

region's political and economic reality.

First, the United States decided energy supplies from OPEC in general -- and

the Persian Gulf specifically -- are less reliable now. That pushes the U.S.

government and Western corporations to increase their interest and

penetration into the Caspian region. Concurrently, Washington learned from

Moscow that whoever controls the export routes controls the producers.

Second, al Qaeda is a very decentralized threat. Washington's fear is that

the group can plan, recruit, train and act almost anywhere. Four of the five

Caspian states have majority Muslim populations -- even Russia has about 20

million Muslims -- and al Qaeda activity is suspected in Azerbaijan, Iran

and Russia, as well as nearby Georgia and Uzbekistan. From Washington's

view, al Qaeda must be purged from the region.

U.S. policy in the Caspian has shifted with both of these lessons in mind,

and for the first time since the Soviet breakup, a coherent American policy

has emerged.

The United States has chosen a two-track approach to solving this export

route dilemma. First, and most simply, the U.S. government has heightened

its hostility to an Iranian export route, and Bush's "axis of evil" label

has certainly dampened the enthusiasm of the nine Western firms invested in

the Offshore Kazakhstan International Operating Co., an international

consortium that plans to exploit the Kashagan superfield with an Iranian

export line.

Second, Washington is molding the region's security situation to make the

preferred U.S. route happen. Already the United States has established a

military presence in Uzbekistan, Kyrgyzstan and Georgia, neatly bracketing

the region. STRATFOR sources indicate Washington may also be planning

deployments to Azerbaijan and Kazakhstan, moves which would insert the

United States firmly into the region's politics.

While such deployments are obviously necessary for protracted action against

al Qaeda, they also serve as advance positions to protect the construction

teams needed to build, operationalize and maintain oil assets -- in

particular, pipeline networks. The expanding U.S. presence is a shot in the

arm to the "Western" export corridor from Azerbaijan to Turkey.

The Baku-Ceyhan route isn't the only line in that project. Azerbaijan and

Turkey have also sussed out a natural gas deal that follows a near identical

route through Azerbaijan and Georgia to Erzurum, Turkey. Together, the two

routes -- both of which begin construction this summer and aim to be

operational by 2004-2005 -- will reshape the region's political, economic

and security environment.

With pipeline geography largely determined, the five Caspian states are now

in a race to fill the pipelines. Whoever can tap their reserves the fastest

stands the best chance of ensuring room in the region's developing network.

Azerbaijan and Kazakhstan -- with their track record of investment -- are

clearly in the lead, with Russia not far behind.
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Winners and Losers

The biggest winners in this refurbishing of the Caspian's political deck are

Azerbaijan and its preferred Western investor, British Petroleum. The two

are the largest stakeholders in both the Baku-Ceyhan and the Shah Deniz

lines. At full capacity the BTC will pump 1 million barrels of crude a day

and Shah Deniz 10 billion cubic meters of natural gas a year, together

generating revenues of about $10 billion at current prices. That cash is

essential for a country that is currently a military weakling sandwiched

between the often-hostile states of Armenia, Iran and Russia.

Georgia, Turkey and the United States also make out well. Georgia is

currently shattered, broke and dependent upon Russia for most of its energy

supplies and economic wherewithal. Having two pipelines transit its length

would not only give it transit fees and an alternate source of oil and gas

but also would give the United States and Turkey a vested interest in

maintaining the country's territorial integrity.

Turkey gains access to non-OPEC energy, further isolating itself from the

instability of its Arab neighbors. Caspian oil would double the potential of

its Ceyhan port and make Turkey a major transit and refining hub for the

Mediterranean basin, something that would strengthen and diversify Turkey's

often-creaky economy.

And since Turkey can't hope to absorb all the gas from the Shah Deniz line,

it can transit the gas to Greece, through a developing connection, and in

the long term on to Europe. Even though very little of the Caspian oil will

ever reach the distant United States, this is still great news; Azerbaijan,

Georgia and Turkey are among Washington's staunchest allies in the region.

Kazakhstan brings up the rear of the winner's pack; it gets a third major

export route and one that isn't subject to Russian mood swings.

Others won't be as lucky. Turkmenistan, for geographic and political

reasons, remains isolated on the Caspian's eastern shore. It has only one

major gas export route to Europe that must transit Uzbekistan, Kazakhstan,

Russia, Ukraine and Moldova before it reaches states with decent payment

records. Connections to Iran remain a possibility, but such swap agreements

have been slow to get started and their viability remains questionable.

Russia also can't help but frown when looking at a Caspian map. There will

now be two major lines completely beyond Russian control that directly

bolster Washington's regional allies. Any outright steps Russia takes --

such as stirring up separatist movements in Georgia -- would torpedo its

newfound friendship with the United States.

While the blow is palpable, all is not lost for Russian influence. It still

controls the bulk of the region's infrastructure, and while Kazakhstan will

certainly be barging oil to Baku, the Kazakh oil industry remains firmly in

Russia's pocket. There is also oil in Russia's own section of the Caspian.

LUKoil, Russia's largest oil firm, is already lobbying American petroleum

firms for some of the $30 billion in investment cash that the U.S.

Department of Energy believes will be dumped in the region over the next few

years.

Russia certainly retains enormous leverage. In an April 25 visit to

Astrakhan immediately after the Caspian summit, Russian President Vladimir

Putin announced his intention to strengthen Russia's Caspian fleet, already

the sea's strongest. If push ever comes to shove, Russia can stop much of

the Caspian tanker traffic on which the Baku-Ceyhan line will depend.

This all, however, leaves Iran the big loser. Just before Putin announced

the buildup of Russia's Caspian fleet, he made it clear that Moscow would

seek a series of bilateral deals to allow Russia to delve into its part of

the Caspian legally. Such a move is tantamount to abrogating the old

Soviet-Iranian treaties. Add in an expanded U.S. presence as well, and

Tehran loses most of its ability to bully Azerbaijan militarily. The new

lines not only guarantee that the American presence will be long-term but

also strengthen regional rivals Azerbaijan and Turkey politically,

economically and, by extension, militarily.

Iran's tools for countering these developments are weak and

counterproductive. Its most likely course will be to covertly stir up

religious fundamentalism. While this could meet with some success, the odds

are stacked against it. None of its Caspian states will take kindly to any

actions that could worsen the region's religious splits, and the

Azerbaijanis are among the region's most secular people. More importantly,

fully a quarter of Iran's population is Azerbaijani. If Tehran gets too

cheeky in fomenting instability, the Azerbaijani government -- with

enthusiastic help from Turkey and Washington -- could easily return the favor.
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