T.C.
DOKUZ EYLUL UNIVERSITY
GRADUATE SCHOOL OF SOCIAL SCIENCES
DEPARTMENT OF INTERNATONAL RELATIONS
INTERNATIONAL RELATIONS PROGRAM
MASTER’S THESIS

Master of Science(MSc)

ENERGY AS A FOREIGN POLICY TOOL IN THE
CASPIAN REGION

Sercan SALGIN

Supervisor

Assoc.Prof.Dr Giil M. Kurtoglu ESKISAR

2011



YUKSEK LISANS

TEZ/ PROJE ONAY SAYFASI
. ) 2007800433
Universite : Dokuz Eylil Universitesi
Enstitii : Sosyal Bilimier Enstittisi]
Adi ve Soyadi : Sercan SALGIN
Tez Bashg + Energy as a Foreigh Policy Tool in the Caspian Region
Savunma Tarihi : 01.04.2011
Damismam :  Dog.Dr.Gul Mehpare KURTOGLU ESKISAR
JURI OYELERI
Unvani, Adi; Soyad Universitesi Imza

Dog.Dr.Gul Mehpare KURTOGLU DOKUZ EYLOL UNIVERSITESI
ESKISAR

Yrd.Dog.Dr.Murat Necip ARMAN ADNAN MENDERES
UNIVERSITESI

Yrd.Dog.Dr.Pinar KARACAN DOKUZ EYLUL UNIVERSITESI
BAKLACH

Oybirigi O

Oy Coklugu ( )

Sercan SALGIN tarafindan hazirlanmis ve sunulmus "Energy as a Foreign Policy Tool in the
Caspian Region” baghkl Tezi()() ! Projesi( ) kabul edilmigtir.

Prof.Dr. Utku UTKULU
Enstiti Midri




Yemin Metni

Yuksek Lisans Tezi olarak sunglum “Energy as a Foreign Policy Tool in
the Caspian Region” adli calsmanin, tarafimdan, bilimsel ahlak ve geleneklere
aykirt digecek bir yardima Baurmaksizin yazilggni ve yararlanggm eserlerin

kaynakcada gosterilenlerden glpunu, bunlara atif yapilarak yararlanigmi
oldugunu belirtir ve bunu onurumla gaularim.

Sercan SAGIN

Imza



ABSTRACT

MASTER THESIS
Energy as a Foreign Policy Tool in the Caspian Regmn
Sercan SALGIN

Dokuz Eylul University
Graduate School of Social Sciences
Department of International Relations
International Relations Master Program

The Caspian region offers a complex view to its obsvers. Comprised of
Russia, Azerbaijan, Kazakhstan, Turkmenistan, and dan, the region is, on one
hand, often identified with frozen conflicts, poliical instability, and
controversies regarding the legal status of the Cpsmn Sea. On the one hand,
the same region also boasts promising hydrocarboreserves and is located right
next to another prominent region in world politics; the Middle East. Due to
these complex, even controversial, points relatedotits geopolitical and
geostrategic significance since the end of the CoWfar, the Caspian region has
attracted the attention of IR scholars. The power psitions of the regional states
in the future are directly proportional to their ability to produce and
commercialize their oil and gas resources. Howevethere have been a number
of constraints to develop the Caspian energy tradefFrozen conflicts in the
region, including Nagorno-Karabakh, the legal stats of the Caspian Sea, lack
of transport infrastructure, and political instability are some of these
constraints.

This study overviews the role of energy resourcesa foreign policy tool
in Azerbaijan and Kazakhstan cases. It tries to offr a new perspective, which
reconciles oil politics in Azerbaijan and Kazakhsta with the mainstream IR
theories. The current literature on energy politicsexpects these countries to gain
leverage in foreign policy-making due to their conslerable hydrocarbon
resources. However, this study argues that Azerban and Kazakhstan face
several limitations to using their energy potentialto have independent foreign
policies. The study explains the main assumptiond the theoretical approaches
on oil politics with a particular emphasis on the @spian region. In this regard,
the study deals with classical realism, geopolititatheory, neorealism,
transnationalism and interdependence theories andosial constructivism. It

iv



tries to examine what these theories offer to expla oil politics regarding the
Caspian region. Finally, it intends to apply theorécal models to explain the role
of hydrocarbons in Azeri and Kazakh foreign policies.

Key Words: Energy, Oil Politics, Foreign Policy, Caspian RegidAzerbaijan,
Kazakhstan



OZET
Yuksek Lisans Tezi
Hazar Bolgesi’nde Bir Dis Politika Araci Olarak Enerji

Sercan SALGIN

Dokuz Eyliil Universitesi
Sosyal Bilimler Enstitlisu
Uluslararasi iliskiler Anabilim Dall
Ingilizce Uluslararasiiliskiler Programi

Hazar Bolgesi argtirmacilara karmasik bir gorinim sunmaktadir.
Rusya, Azerbaycan, Kazakistan, Tirkmenistan vdran’dan olusan bdlge, bir
yandan c¢@u kez dondurulmus sorunlar, siyasi istikrarsizlik ve Hazar
Denizi'nin hukuki statust Uzerindeki anlasmazliklar ile 6zdeslesirken; diger
taraftan ayni bdlge uluslararasi politikada bir diger énemli bolge olan Orta
Dogu’ya komsu olup, umut verici hidrokarbon kaynaklariyla évinm ektedir.
Sasuk Savas'in sona ermesinden itibaren Hazar Bodlgesi jeopolik ve
jeostratejik 6nemine iliskin karmasik noktalardan dolay! Uluslararasi iliskiler
alaninda calsan sosyal bilimcilerin ilgisini cekmektedir. Bolgeaki devletlerin
gelecekteki guc¢ konumlari biyuk Olciide petrol ve dgal gaz kaynaklarinin
uretimi ve pazarlanmasi ile dgru orantilidir. Bununla birlikte, Hazar enerji
ticaretinin gelisiminin 6ntnde birtakim engeller vardir. Daglik Karabag gibi
bolgesel sorunlar, Hazar Denizi’'nin hukuku statisur iliskin anlasmazliklar,
petrol ve gaz taimaciligi altyapisindaki yetersizlik ve siyasi istikrarsizik
bunlardan bazilaridir. Calisma Azerbaycan ve Kazakistan 0Orneklerinde
enerjinin bir di s politika araci olarak rolini incelemektedir.

Bu calisma, genel olarak, kuramsal yaklgimlarin petrol siyaseti tizerine
sunduklari énermeleri Hazar bdolgesini vurgulayarak aciklamaktadir. Enerji
siyasetiyle ilgili mevcut literatiir Azerbaycan ve Kazakistan’in sahip olduklari
hidrokarbon kaynaklari sayesinde ds politika alaninda bagimsizlasacaklarini
ongormektedir. S6z konusu cahdma ise, bu Ulkelerin enerji potansiyellerini
kullanip bagimsiz ds politika ydratme sidrecinde bir takim engellerle
karsilastiklarini savunmaktadir. Calisma, petrol siyasetini balica Uluslararasi
fliskiler kuramlari ile ba gdastiran yeni bir bakis acisi sunmaya cagmaktadir.
Bu baglamda calsma klasik realizm, jeopolitik kuram, neorealizm, ulus
ustucaluk, karsihkh bagimlilik ve sosyal isacilik kuramlarini ele almaktadir.
S6z konusu kuramlarin Hazar havzasina ikkin petrol siyasetini aciklamak icin

Vi



sundugu O©nermeleri incelenmektedir. Calsma hidrokarbon kaynaklarinin
Azeri ve Kazak ds politikalarindaki rolint s6z konusu kuramsal yaklasimlar
ile aciklamayl amaclamaktadir. Enerjinin dis politika araci olarak kullanim
sorunlarinin sadece bu bdlgeyle sinirli olmayip @er boélgelerde de ysandigi
calismada orneklerle belirtiimektedir.

Anahtar Kelimeler: Enerji, Petrol Siyaseti, B1 Politika, Hazar Bolgesi,
Azerbaycan, Kazakistan
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INTRODUCTION

This study examines the foreign policy initiatives Azerbaijan and
Kazakhstan in their post-independence years. lticodarly seeks to answer the
guestion of why these countries have failed to fiimdependence” in foreign policy
matters despite their considerable hydrocarbon ttvéarhe general assumption
prevailing in the current International RelatiofR)(literature assumes that the states
with strategic natural resources are perfectly bbpaf utilizing their resources for
an independent foreign policy-making. Based onAheri and Kazakh experience,
however, this study argues that a number of keytcamts can limit their foreign
policy choices and prevent them from using thesoteces efficiently.

Most of the studies in the IR literature on theioagclaim that the energy
reserves in the Caspian region would lead to a @@bjon environment, common
identity and similar foreign policy agendas of 8tates, which have a considerable
hydrocarbon wealth. For instance, according to RoBetler, the Caspian region
can achieve regional development through cooperatio energy trade between
‘resource-holders’, ‘transport-holders’ and ‘capiad-technology holder$'.
However, this study argues that the Caspian sfat@s some key constraints, in
particular in the security field, to achieve thisoperative environment in the

regional energy politics.

Following the disintegration of the Soviet Unionamy observers expected
the newly independent Caspian states with conditleenergy resources to pursue
more independent foreign policy. However, when aiarfforeign policy steps of
Azerbaijan and Kazakhstan are taken into accourdugh the mainstream IR
theories, it becomes obvious that they are inflednioy several factors, including

geography, demography and security. Geographictdr@have been key factors that

! In this study, “independent foreign policy” refamspolitical and economic power that will prevent
states to align with the strong powers on whiclytredy. State, which can pursue an independent
foreign policy, are free from influences of othé¢ates on their policy choices. On the contrary,
dependent foreign policy refers to the lack of esnit and military resources and obligation of a
state to comply with major powers’ demands rathantits own national interests. See Jeanne A. K.
Hey, “Foreign Policy Options under Dependence: Adhetical Evaluation with Evidence from
Ecuador” Journal of Latin American Studies, October, 1993: 43-50.

2 Robert M. Cutler, “Cooperative Energy Security the Caspian Region: A New Paradigm for

Sustainable DevelopmentZJobal Governance 5:2, April-June 1999: 251-271.
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shape the transportation routes, through whichoth@nd gas delivered. A land-
locked geography of the region and lack of accesthé open seas have made
regional states remain dependent on the Russiain@pinfrastructure. Regarding
demography, the Caspian states’ demographic stesctbave included different
ethnicities, in particular the ethnic Russians.sTetwndition makes them vulnerable
to the Russian influence in their domestic and ifprepolitics. Security issues
include territorial conflicts and demarcation oktaspian Sea, which also pose
threats against independent foreign policy-makihtne Caspian states.

Along with their energy concerns, Azerbaijan and#dstan have security-
oriented foreign policy agendas, which indicate thigh-politics still outweighs low-
politics in these states. For Azerbaijan, Russia,atlarge extent, has lost its
traditional influence over the country. Howeverstiill has several cards to make
pressure on Baku, such as its status as a MinskpGre-chair, which makes it a key
player in the Nagorno-Karabakh conflictMeanwhile, in the Kazakh case, two
issues are particularly significd&nfirst is the transportation of the Kazakh oil and
gas through the Russian pipeline infrastructurthéoglobal markets. In 2007, more
than 60 million tons of Kazakh oil was deliveredgiobal markets through Russian
territory, which makes that country the most impntttransit route for Kazakh dil.
Second is the joint development of three oil fieldsthe Caspian Sea by two
countries.

Another prominent argument in the IR literature usg that, these energy
resources would provide Azerbaijan and Kazakhsigmfgant leverage in foreign
policy-making, compared to those countries lackimg wealth. However, this study
disagrees with this argument and argues that thtabed “strategic resources” may
not always increase the foreign policy options stae. The study therefore seeks to
answer the question of: why these states cannot¢ haore independent foreign
policies, when compared to other countries in tegian, such as Georgia and

Kyrgyzstan, despite their rich hydrocarbon rese?vesr instance, although Georgia

® Heidi Kjarnet, “The Energy Dimension of AzerbaijaRussian Relations: Maneuvering for
Nagorno-Karabakh”, Russia’s Energy Relations with Its Caspian Neighb& Russian
Analytical Digest 56, 2009: 4.
* Stina Torjesen, “Russia and Kazakhstan: A Spdditionship”,Russia’s Energy Relations with
; Its Caspian Neighbors Russian Analytical Digest 56, 2009: 6.
Ibid: 7.



does not have strategic resources, it can stan lussia. In countries, such as
Kyrgyzstan, democratization attempts can take pleioavever, in countries, which

have considerable amounts of energy resourcesAlikebaijan or Kazakhstan, it is

difficult to observe such developments.

Regarding these resources, this study argueshbattempts of the Caspian
states to use their hydrocarbon wealth to achievendependent foreign policy,
replaced their dependence on Russia with anothpendience on major extra-
regional powers, including the United States, theopean Union and China. In
other words, energy politics in these states haenlsubordinated to the outcomes
of the geopolitical struggle between these globalvgrs over their hydrocarbon
resources. Meanwhile, in addition to this new deleaicy on global powers, such as
the US, their dependence on Russia, while somelgsaened, has also persisted.
The result is ironic: based on the mainstream Edties, while energy reserves are
supposed to help Azerbaijan and Kazakhstan tothaimpper hand in their relations
with the other states; in reality, they have hatdigsened their dependence on other
countries while making their foreign policy decisso

Thus, the study attempts to take an initial stepatd applying general
assumptions of both mainstream and contemporarythiories to discuss the
research question stated earlier. Unfortunately,nihmber of academic studies that
study the dynamics of Caspian energy politics i plost Cold War era from the
viewpoint of the mainstream theories are limitechi/ some of the approaches in
the existing studies remain too weak to explainrgggonal dynamics, others offer
satisfactory arguments about the regional oil pslitRather than applying a single
theoretical framework with its weak and strong p®ithe study aims to combine the
valid assumptions of these approaches and comptethem with each other. It
attempts to offer its own approach composed ofetlpEsverful assumptions of the
mainstream IR theories. These theories generaldy aisingle level of analysis,
whether state level, individual level or systemele\However, the study intends to
use all three levels of analysis while applying mapproaches on Caspian oil

politics.

Together with the three levels of analysis, thelgtunderlines the restrictive

role of security concerns on using the hydrocartesources in the Caspian states.
3



Since national security and political power consegrte redefined in the post-Cold
War era, the term “economic security” became amspehsable leverage in foreign
policy-making. The topic of energy security withs ithree dimensions, namely
supply, transit and consumption, are included withie economic security agenda of
the new security environment defined by Bu2atcording to Buzan, Waever and
Wilde the term refers to

“The ability of states to maintain independent dajig for military

production in a global market or, more broadly thkationship of the

economy to the capability for state military mabdtiion. The possibility

that economic dependencies within the global mangatticularly oil,

will be exploited for political ends or, more brdadjuestions of the

security of supply when states abandon the inefiicsecurity of self-

reliance for the efficient insecurity of dependeceoutside sources of
117

supply”.
Regarding the focus of the EU on energy secutig/Huropean studies on the
Caspian region have mainly focused on forging aoHAtfantic strategy for the
“Wider Black Sea-Caspian” region. This strategyludes a variety of issues, ranging
from security to energy trade. It is expected talarhne the role of the Caspian
Basin as an alternative energy supplier to the i2an energy markets. A significant
factor is the need for decreasing dependence omited number of producer
countries, especially Russia and the OrganizatidRetroleum Exporting Countries
(OPEC)® Following the end of the Cold War, the EU hasréased its efforts to
secure its energy supplieésRecently, it has allocated a 2.3 billion Euro geidfor a
variety of pipeline projects in order to decreasalependence on Rus&farhis new
strategy underlines the need for the Western tiiia towards the region, including

the enlargement of NATO and the Partnership forceg®fP) program, and the

® See Barry Buzan, Ole Wzever and Jaap de Wideurity: A New Framework for Analysis,
London: Lynne Rienner, 1998.
" Barry Buzan, Ole Wzaever and Jaap de WiBlegurity: A New Framework for Analysis, London:
Lynne Rienner, 1998: 98.
8 See Paul J. SanderRussian Energy and European Security: A Transatlarit Dialogue
Washington: The Nixon Center, 2008.
°® See Pami Aalto (ed.) “The EU-Russia Energy Diatognd the Future of European Integration:
From Economic to Politico-Normative NarrativeFhe EU—-Russian Energy Dialogue: Europe’s
Future Energy Security, Aldershot and Burlington: Ashgate, 2008: 23-42.
0«AB'den Gaza 2,3 Milyar Euro”, Milliyet, 5 March@L0.



European Union’s programs, including European Nmighood Policy (ENP), the
Baku Initiative, and Inter State Oil and Gas Tramspo Europe (INOGATE), and
East-West Energy Corridor. However, these studiesiaable to offer useful insight
on the regional energy politics, since they onigui® on the energy sector and extra-
regional involvement of certain international ast@much as the United States, NATO
and the EU. Thus they ignore the impact of securityegional politics.

Apart from security concerns, due to the attemptaajor energy consumers,
such as the US, the EU, India and China to divwerdigir energy suppliers, the
regions that have considerable hydrocarbon ressuneelikely to play critical roles
in global energy politics in the foreseeable futu@n the one hand, the Chief
Economist of the International Energy Agency (IER3tih Birol declared that there
has been a decline in the European energy demahddated that in 2010, it would
decrease to 2000 year's levElOn the other hand, the US Energy Information
Administration (EIA) assumes that the world enemgpnsumption is projected to
increase by 44 percent over the 2006 to 2030 péfiBehind the ever rising global
energy demands are some factors, including thel i intense industrialization of

developing countries, raising population, and tBaitdia effect™?

Similarly, in 2030, 75 percent of the growing demhafor hydrocarbon
resources will rise from China and India; and tast from developing non-OECD
countries:* How China and India choose to respond to theirgneequirements can
therefore play a significant role in shaping thevneternational system in the near
future. This indicates that in the middle-run elyedgmand is likely to increase to a
significant level, thus energy producing regionsildadeserve a particular interest of
the energy politics.

One of these regions with promising alternative rgmesupplies is the
Caspian, which offers a complex view to its obsesveComprised of Russia,

Azerbaijan, Kazakhstan, Turkmenistan, and Iran, rkggon is, on the one hand,

! Gila Benmayor, “Merkel Nabucco’ya Nedengs&?”, Hiirriyet, 2 April 2010.

12 |nternational Energy Outlook 2009, EIA, 2009: 1.

3The term “Chindia effect” has been used to expilengrowing energy demand of China and India.
Mert Bilgin, “Fosil Yenilenebilir vet Niikleer YaKearin Neopolitik Anlami”,Uluslararasi iliskiler,
5.20, 2009: 58.

1 See Michael Wesley (edBnergy Security in Asia London and New York: Routledge, 2007.
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often identified with frozen conflicts, politicalnstability, and controversies
regarding the legal status of the Caspian Seah®me hand, the same region also
boasts promising hydrocarbon reserves and is ldcajbt next to another prominent

region on the world politics; the Middle East.

The Middle East is undoubtedly going to presetsdeiader position in world
energy supply with the 60 percent of the world’syan oil and 40 percent of proven
gas reserves. When compared with the Middle ElastCaspian region is far from
becoming the major energy supplier of the worldcdh offer consumer states only

an alternative complementary role in their polid@senergy security.

Despite its secondary role as an energy produaggm, the future of the
Caspian states is directly proportional to theititglto produce and commercialize
their oil and gas resources. There have been a euofbconstraints to develop
Caspian energy trade. Frozen conflicts in the regiecluding Nagorno-Karabakh,
Chechnya and Ossetia-Abkhazia, the legal statuheofCaspian Sea, the lack of
transport infrastructure, political instability, dutack of trade liberalization are some

of these constraints.
Case Selection

Rather than considering the region as a whole sthidy proposes to focus on
Azerbaijan and Kazakhstan. Both countries dispkayarkable similarities. They
share similarities that are also shared by allftmmer Soviet republics. To begin
with, both have similar presidential, autocraticd atentralized political systems.
Second, in terms of economy, both are endowed hgiderable amount of natural
resources and low economic diversificatidrThird, they have similar structures of
traditional social networks of clans, families antles. Finally, both countries have
weak national identities due to the repressiomhef3oviet rule'® These factors have

exacerbated the ethno-national cleavages betwhart @hinorities and the dominant

!> See Anja Franke, Andrea Gawrich and Gurban Alakhatkazakhstan and Azerbaijan as Post-
Soviet Rentier States: Resource Incomes and Aadgcas a Double ‘Curse’ in Post-Soviet
Regimes” Europe-Asia Studies 61.1, 2009:109-140.

1% bid: 109.



Kazakh and Azeri nationalities of these counttieszerbaijan and Kazakhstan have
also performed similar post-independence-expergenBeth face several security
threats against their territorial integrity and epéndence, both depend on foreign

capital and investment for growth.

Despite these outstanding similarities, Azerbaimmd Kazakhstan also
display some differences. For instance, while Azgap has maintained a pro-
western stance in its foreign relations and chgkelnsome of the Russian attempts to
intervene in its foreign policy since its independe, Kazakhstan has kept a more
cautious stance for several reasons that aredaténed in the study. At the same
time, however, the newly found independence of Bk Russia's domination
seems to be replaced by its emerging new dependencéhe Euro-Atlantic
community. Kazakhstan has perceived an early ediust Russia and an absolute

dependence on the United States as a threatitmlépendence.

The main purpose of Azerbaijan has been to setumlitical independence
and national sovereignty over its territory andtausits economic development
through oil exports. The country has to pursue éhgsals amidst the complex
geopolitical rivalries between the extra-regionztbas, namely Russia and the US. In
such a context, there are two major regional caistliwhich have been influential in
the foreign policy of that country® One of these conflicts is the occupation of the
Nagorno-Karabakh by the Armenian forces backed bgsR. The other one is the
legal status of the Caspian Sea, which also canstthe foreign policy options of
Kazakhstan. Unlike Azerbaijan, the foreign poligytiatives of Kazakhstan are
further complicated by its Eastern neighbour Chwaich has taken the leading role

with a new pipeline project between two countries.

Turkmenistan and Iran are excluded from this stiodya number of reasons.
Due to the restrictive state policies of the authaan regime in Turkmenistan, it is
difficult to find sufficient number of academic vk or make field research in that

country. Existing studies on Turkmenistan heaviigtron local newspaper and

17 H
Ibid: 110.

8 pinaripek, “Azerbaijan's Foreign Policy and ChallengesHnergy Security’Middle East
Journal, 63.2, 2009: 228.



magazine articles, which are often biased and Turtsmenistan out of bounds for an
objective study? Iran is another Caspian state, which the studjudes. The major
reason is the marginal position of the countryhbiat regional and global politics.
Iran is excluded from pipeline projects that areaficed by the Western oil
companies. The role of Iran in the Caspian enedlifigs has remained limited due
to its antagonism with the US. Recent nuclear €ii@tween Iran and the US has
showed that the hostility between two countries li@ontinue in the short-ruff.

Although the study excludes these regional stdtes to abovementioned
reasons, the external consistency of the proposgpdheents in this study requires
them to be applicable to other regions and casedel\Wapplicable studies attract
researchers to consider applying the findings et ttesearch to another region.
Another reason is to avoid the selection bias. @Gye random selection of
observations irsmall-n researches is a difficult task. However, accordmding,
Keohane and Verba “avoiding randomness in casets#leopens the door to many
sources of bias® They argue that, “to find as many observable ingions of your
theory as possible and to make observations ofethowlications has crucial
importance™® In addition, increasing the number of observaticzen help
researchers to overcome the problem of indetermirestearch design. While testing
a hypothesis or theory, using single observatiomotsappropriate as in studies with
more observations, researchers usually reach bmitenusions. In general, looking
beyond a single observation or a case makes itlppeds combine conclusions from
many observationS

The aim at increasing the number of observationdoisshow that the
hypothesis, which the study tests, is also validthrer regions. For example, among
developing oil exporters, Algeria, Nigeria Ecuadodonesia, Trinidad and Tobago,
and Venezuela particularly stand out in terms dirtiper capitaincome, area,
population, natural resources, political system #redrole of government in their

1 R.H. Dekmejian and Hovann H. Simoniafipubled Waters: The Geopolitics of the Caspian
Region,London: |.B. Tauris, 2003:74.

2«ys and Iran Clash at Nuclear Talks”, BBC News/dy 2010.

<http://news.bbc.co.uk/2/hi/8658743.stm>

2L Gary King, Robert O. Keohane and Sydney VeBmsigning Social Inquiry, Princeton: Princeton
University Press, 1994: 128.

*2 |pid: 208.

2 bid: 212.



economy?** They also share some common features with ther atiheexporting

countries, such as Qatar, Saudi Arabia and Libya.

Among these six oil-producing countries, two of ntheleserve a special
interest, since they offer some clues, which cdp teebetter understand the Caspian
states. Two African countries, Algeria and Nigehave been attracting foreign
investors and oil MNCs due to their oil and gagress. They also demonstrate how
having rich hydrocarbon reserves can alter themekiic political regime and shape
the nature of international linkages. There haslseelose association between oil
reserves and the foreign affairs of these counfriéghey also can be taken as
examples for the argument that energy reservesotiautomatically make states
powerful in international relations. To the conyranydrocarbon wealth can usually
hinder the development of its owners. Such coustoiéen become dependent on
developed powers for foreign aid, investment ortednd in turn developed states

depend on their energy reserves.

While oil represents a large portion of their exppit has a low share of
gross domestic product (GD#)This makes these states vulnerable to the vayatili
in oil and gas prices and supply. They strengtheir position when the prices keep
high; whereas they face economical problems whemptites go down. Gelb argues
that, “the level of consumption and its distribatiover time and across groups are
the most important criteria for assessing the useilowindfalls.”?’ Accordingly,
some sectors of the non-oil economy were negatiaffigcted by the oil income
since certain groups in the population depend @sehsectors for income. Thus,
costless income from oil radically altered the riisition of income within these
states.

The experiences of these oil-rich countries offame clues while studying
the energy politics in Azerbaijan and Kazakhstaar Fstance, there are some

studies on possible ‘Dutch disease’ in Azerbaijae tb the growth of country’s oil

24 See White, G. and S. Taylor, “Well-Oiled Regim@il & Uncertain Transitions in Algeria &
Nigeria”, Review of African Political Economy, 28.89, 2001.

% See Alan Gelb and associat€s| Windfalls: Blessing or Curse?, Washington DC: World Bank
Publication, 1988.

?% |bid: 5-6.

" Ibid: 9.



revenue$® Gulieva, an economic journalist and IWPR contritin Baku, in his
report about the country warned that “the influxre¥enue could also cause huge
problems if not handled properl§®.Hydrocarbon products account for nearly 90 per
cent of the country’s exports. The report clainet this is unlikely to decrease in the
short-run. Azerbaijan is likely to face with sev@m@blems as well as benefits of oll
revenues. In 2006, the minister of economic devalag, Heydar Babayev said that
the initial symptoms of ‘Dutch disease’ became emidin Azerbaijari® Inglab
Akhmadov from Azerbaijan's independent Public FaemMonitoring Center agrees
with Babayev and believes that “the oil wealth nglucing a dangerous sense of
complacency and providing fertile ground for thettier spread of corruption”. He
asks whether the oil revenues has provided anypgssibilities beyond the energy
sector and warns that

“We are at the beginning of Dutch disease's negatmpact on

Azerbaijan's economy because we observe trendsum national

currency. We're observing a very big inflation ms® in Azerbaijan, and

we observe a lot of problems in the non-oil seetod business climate

for all other sectors in Azerbaijan. It means weehall of the classical

attributes of Dutch disease but unfortunately ijuist the beginning of

this process

This study follows the indicated outline. The firdtapter focuses on the

historical background of energy politics in the @ias region. Following the part,
which explains why the Caspian Sea is often idextias a “distinct region”, it gives
some geographical information about the regionetaimines the background of the
Caspian geopolitics. This part is taken in chrogmal order, which includes the
Caspian politics before the Soviet Period, durimg $oviet Union period and in the
post-Soviet era. The final period gives the periaim the demise of the Soviet
Union to date. The first two periods are explaibeéfly in a historical spectrum for

% “Fyuture of Azerbaijan or "Dutch disease" of soulpday Azerbaijan, 14 February 2010.
<http://www.today.az/news/society/45761.html> ( argh 2010).

2 Nurlana Gulieva, “Azerbaijan Debates Dutch Diséabestitute for War and Peace Reporting, 2
August 2006. <http://www.iwpr.net/report-news/azapn-debates-“dutch-disease”> (3 April
2010).

0 |bid.

31 Robert Parsons, “Azerbaijan: Hydrocarbon Boom Bpdtears of Dutch Disease”, Radio Free
Europe/Radio Liberty, 20 September 2006, <http:iwnferl.org/content/article/1071495.html>
(21 February 2010).
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a better understanding of the background of thepalitics in the region. The final

period intends to explain the developments in gnedditics in three Caspian states,
Russia, Azerbaijan and Kazakhstan. While explainims period, the study includes
only these states because of the ongoing influehéaussia on Baku and Astana in

the early years of their independence.

The second chapter gives some preliminary informnmatiabout the
hydrocarbon potential of the Caspian Sea. The negitsacts considerable interest in
the international community due to its considerdbjdrocarbon reserves. However,
the estimates over the energy reserve potentidhefregion have always lacked
clarity. There are various studies and researchesitathe real estimates of the
reserves, but attempts to achieve a dependableatstn of the potential reserves
hitherto have been mostly driven by political acdreomic motives. The distribution
of these reserves among the riparian states aC#spian would define the capacity
and route of the pipeline projects. Finally, thstdbution of reserves among regional
actors is critical to defining their roles in tregronal and global spheres of influence.

The following chapter deals with the Caspian engpgiitics through the
mainstream international relations theories. Rathan running a general criticism
of the mainstream International Relations theoties,study attempts to evaluate the
ability of these approaches to explain the posdGafar oil politics in Azerbaijan
and Kazakhstan, and their applicability to the §oesat hand, in particular. The
chapter tries to offer its own view on using oila®reign policy tool in the Caspian

region.

First, the study attempts to explain the oil pofitiin Azerbaijan and
Kazakhstan from the viewpoint of classical realisepresented by Hans J.
Morgenthau’? Classical realism defines the state as the prmcigctor of
international relations. It regards the state smgle and unitary actor and focuses on
its behavior based on “national interest”. It asesrthat there is a hierarchy among
subjects. Realists pay most attention to the myliend security issues which they
categorize as “high-political issue¥”The special emphasis of classical realism on

%2 See Hans J. Morgenthau and Kenneth A. ThompBolitics Among Nations: The Struggle for
Power and PeaceNY: Alfred A. Knopf Press, 1985.
% Morgenthau and Thompson, 1985: 4-8.
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security and military further makes the approacpliepgble to the Caspian politics.
Especially in Azerbaijan case, security issues, elgmlagorno-Karabakh conflict,
prevail other foreign policy initiatives, such aseegy projects. Classical realism,
however, remains weak in exploring or explaining tiole of non-state actors in
regional politics in the post-Cold War period. Ttady emphasizes that, in the post-
Cold War era, along with states, non-state actach &s multinational oil companies
have also become significant actors that take & ipashaping regional energy
politics. The chapter then focuses on the stateeqnin international relations and

its ongoing dominance over the Caspian energyipslit

The next section deals with oil politics throughniketh Waltz’s neorealist
perspectivé! The emphasis of neorealism on the structure of system and
systemic constraints of foreign policy making makeselevant to this study.
Neorealism can better explain some issues that makicult to study the Caspian
energy politics, such as the involvement of intéomal organizations such as NATO
and other cooperation initiatives. Given the Russpeponderance due to the
considerable difference between the relative powsdrsRussia, Azerbaijan and
Kazakhstan, their relations could be an easy casedorealism. For instance, the
Nagorno-Karabakh conflict can be considered a®hl@m of two major powers, the
US and Russia. These two states try to balance@naterbalanceeach other in the
Caspian region, where a power vacuum occurred #ftercollapse of the Soviet
Union® Energy has become an efficient factor that shépesature of balance of
power of the international system. Within such asitext, Azerbaijan becomes
subordinated to the outcomes of the struggle betwleese major powers. Thus, the
system level analysis is suitable to study the Mamkarabakh conflict® Regarding
Kazakhstan, its relations with the US, Russia ahth& also offers a good case for
the system level analysis. Kazakhstan tries tordifyeits traditional dependence on
Russia with new dependencies on the European, tieriéan and Chinese partners.
It tries to form new balance of power in the regiynusing its energy card.

3 See Kenneth WaltZ,heory of International Politics, Reading, MA: Addison-Wesley, 1979.

% Morten Anstorp Rosenkvist, “Black Soil: Oil andhBtcity in the Nagorno-Karabakh Conflict”,
Master Thesis, Department of Political Science pQtiversity, 2005: 17.

% |bid: 17-18.
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Together with neorealism, the study approachesgéwolitical theory! It
gives a brief overview of the historical evaluatiaf Spykman, Mahan and
Mackinder’s approaches to geopolitics. After someliminary information about
geopolitics and the use of geography in internafiaelations, it underlines the
relation between realism and geopolitical theowoTapproaches converge on their
overemphasis of the “national power” concept arghré geography as one of the
most influential factors in foreign policy-makinghen the chapter considers the
strong and weak assumptions of geopolitics on teegy politics in Azerbaijan and
Kazakhstan. Geopolitical theory can be useful siitcanderlines the effect of
geographical factors in regional energy politicewdver, it remains weak due to its
neglect of domestic variables and specific charesttes of each state. In the Caspian
case, geopolitical theories are too weak to explaendistinctive characteristics of
local actors. For instance, they ignore the abitifydomestic factors on foreign
policy, such as the leadership factor. It also igeather variables in foreign policy-
making such as the demographic structure. Heatféci@d by realism, geopolitical
theories take state as the single actor of intemmal politics and ignore the specific
features of nations, independent from geographyerdibre, geopolitical studies
alone fall short of providing a full understandioigthe Caspian oil politics.

The next section is devoted to transnationalisth@mplex interdependence
theories. While state-centric approaches regartke st the principal actor of
international politics, transnationalism and compliterdependenéy theories
challenge this position of states and emphasizerthe of non-state actors in
international politics. Thus, the study takes thapproaches into consideration to
better explain the role of oil MNCs and other ntakes actors in the Caspian oil
politics. These approaches also offer valid assiomptfor the study, since they
devote more significance to ‘low-politics’, incluj economic and social issues,
which the state-centric approaches often ignore.

In Azerbaijan and Kazakhstan, energy resources hacome a considerable

source of national power. These countries haveebtoassociated economy and

37 See Francis P. Semp@eopolitics: From the Cold War to the 2% Century, London: Transaction
Publishers, 2002.

% See Robert O. Keohane and Joseph S. Rgsver and Interdependence: World Politics in
Transition, Boston: Little Brown Company, 1977.
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politics in the region. Therefore, explaining rewad politics only through state-
centric approaches that focus on ‘high-politics’ ukeb be difficult. Nye and
Keohane's approach contain useful assumptions derstand the dynamics of the
Caspian oil politics. Following the Russian-Ukraimigas crisis in 2006, the Council
of the European Union argued that the Europeanmaht diversify its energy
supply®® The Caspian region, in turn, depends on the Elitegrate to the global
markets, international organizations and finangratitutions that have critical
importance for development and investment in odtae This offers a case, which
displays the interdependence between the Europates sind the cases of this study,
namely Azerbaijan and Kazakhstan.

Finally, the chapter focuses on the social corstngt approach to explain
the foreign policy-making decisions in AzerbaijamdaKazakhstan. Constructivism
has been skeptical about assumptions of the meamstrapproaches about the
prevailing role of security in international affairt tries, instead, to offer alternative
understandings on a number of central themes iernational relations theory;
including the meaning of anarchy, the relationdiepyveen state identity and interest,
power, and foreign policy makirf§.First, the chapter gives a brief explanation ef th
main assumptions of the theory that offer distimtérpretation of the international
politics. Then, it gives a special emphasis on d@hrmeoncepts that social
constructivism provides useful insight on the argabof the study: national interest,
national identity and foreign policy. Regarding tfirst, the study asks in case of
Azerbaijan and Kazakhstan, how these national esterand national identity are
socially constructed. Constructivists claim thag thcreasing participation of these
states in international institutions, organizati@ml cooperation can lead to some
shifts in their strategic cultures, in the interaaal norms of international behavior
and foreign-making of their leaders, as well asirttmnceptions of national
identity** Second, constructivism offers a useful understapdor change and

% Council of the European UniorBrussels European Council, 15/16 June 2006. Presige
ConclusionsBrussels, July 17, 2006.

40 See Alexander WendtSocial Theory of International Relations Cambridge Studies in
International relations: 67, Cambridge: Cambridgeversity Press, 1999. Stefano Guzzini and
Anna Leander ed<Constructivism and International Relations: Alexander Wendt and His
Critics, NY: Routledge, 2006.

41 Aaron L. Friedberg, “The Future of U.S.-China Rielias: Is Conflict Inevitable?International
Security, 30:2, 2005: 35.
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makes this approach relevant for foreign policylygsia.

The final chapter intends to deal with the appiaratof IR theories to
Azerbaijan and Kazakhstan's foreign policy stepsceming their oil politics. By
sketching some of the distinctive characteristicbaih Azerbaijan and Kazakhstan,
it aims to underline that these differences andlariies have proven significant in
their respective foreign policy orientations comieg their hydrocarbon reserves. As
aforementioned, the Caspian region in general, Aretbaijan and Kazakhstan in
particular, do not suit the confines of a singlerapch or a theoretical model.
Therefore, this chapter takes these countriesaotsideration through the lens of a
blend of theoretical models, which can help to peva comprehensive
understanding of the role of hydrocarbons in threifm policies of Baku and Astana.

While trying to apply mainstream IR theories on @as oil politics, the
chapter utilizes Dekmejian and Simonian's apprdadine post- Cold War Caspian
politics** Dekmejian and Simonian argue that the theoristatefnational Relations
were caught unprepared by the disintegration ofdhmer Soviet Union and the end
of the Cold War. As a result, the field of IR hasnained too weak to build a
dominant theory that can cope with diverse strattatterations, including ethnic
conflicts, the clash of cultures, increasing thie f regional cooperation initiatives,
and the impact of globalization. Given the diverf such issues that occupy the
contemporary international relations, and the adBon between global, local and
regional actors and dynamics, they argue that imgjld comprehensive approach for
the analysis of the Caspian region needs to be hb#oretically and
methodologically eclectic. Thus, any framework &oralysis for the region requires
the input of geopolitical theories, neorealism, iglbcconstructivism and

interdependence theories.

Due to its strong and valid assumptions on eneggpurces as a foreign
policy tool, the chapter first explains Azerbaijand Kazakhstan foreign policies
with neorealism. It is the most appropriate thedoy approach the role of
hydrocarbons in independent foreign policy-makihthese states. Then, the chapter

deals with the Azeri and Kazakh foreign policiepaately. Azerbaijan foreign

“2 Dekmejian and Simonian, 2003: 3.
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policy in the axis of energy is reviewed in threedls of analysis: the individual
level, state level and the system level. Then,e#lsl with the Nagorno-Karabakh
conflict with a special emphasis, since it has bigenmost decisive element of the
Azeri foreign policy. Similarly, Kazakh foreign poy is evaluated in three levels. In
the state level, the chapter examines the rolestlic Russian population and
geography. The individual level discusses the lesddle of Nazarbayev. The state
level analysis focuses on the relations with exdeamd regional actors, namely the
US, Russia, Iran and China. Both of the countreggign policy goals are also the
focus of the study. Since Azerbaijan and Kazakhstaare some key constraints to
use their hydrocarbon reserves as efficient forewjicy tools, the chapter deals with
these common barriers, which are the legal statiseoCaspian Sea, geographical

factors and transportation of oil and gas from@aspian region to global markets.

As a result, the study overviews the role of epaesources as a foreign
policy tool in Azerbaijan and Kazakhstan casedrids to offer a new perspective,
which explains the energy politics in Baku and Astahrough the mainstream IR
theories. It argues that, despite having considemiband gas resources, Azerbaijan
and Kazakhstan cannot use their energy card efflgitco maintain an independent

foreign policy due to above mentioned reasons.

16



CHAPTER ONE

HISTORICAL BACKGROUND OF ENERGY POLITICS IN THE CAS PIAN
BASIN

The Caspian is one of the most promising regioasdffer an alternative for
additional oil and gas supplies to global energgnaied. Having similarities with
other oil-rich regions, it also displays some oradi characteristics. This chapter
focuses on the historical background of energytipslin the Caspian region. First, it
tries to explain the geographical factors thatadfective in regional energy politics
in a chronological order. Then it gives a shortkgaound of the Caspian politics in
three periods: the pre-Soviet period, Soviet Umperiod and the post-Soviet period.
Since the study intends to focus only on the useneirgy as a foreign policy tool,
domestic dynamics will make up a small part of¢hapter. The study rather aims to
focus attention on the network of relations amdrgsé Caspian states. Each of these
actors has distinct set of interests and foreidities. The chapter deals with Russia,
Azerbaijan and Kazakhstan separately in order @mmaéxe the changing roles of
energy as a foreign policy tool. It tries to figuret that the historical background of
the regional politics has always been shaped byggredfairs of the states. Oil and
gas have been a major element of foreign policyingakn the region. Geography
has been another major element that affects patloyices of Azerbaijan and

Kazakhstan while using their resources.
1.1. THE GEOGRAPHICAL FACTORS

Before discussing the Caucasian ‘region’, it iprapriate to explain the term
briefly in the regionalism literature. Traditionglithere are no clear cut criteria that
make a region different or original from any otlend. History has often witnessed
the division of areas with common cultural, lindigs religious or historical

background into mutually antagonistic states oioresf*> Meanwhile, King says:

43 Charles King, “The Wider Black Sea Region in Tiveenty-First Century” in Daniel Hamilton and
Gerhard Mangott, (eds.)The Wider Black Sea Region in the Twenty-First Centry: Strategic,
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“Some areas with very few historical or social coomalities have
managed to sustain a sense of mutual identity angerate in foreign
policy relationships. Regions emerge as politicaloepts as a result of
‘self-conscious projects’ to build them whether gertively or through

trial-error approach of imperial expansion or stirquests™

According to King, “regions exist where politiciasd strategists say they
exist.”® In other words, regions are areas that are pallji@and socially constructed

and expected to posses some differential originalit

Some theories on nationalism studies argue thansaare ‘imagined’ by the
political elites?® Parallel to this idea King argues that regions barimagined by
both politicians and strategists. Drawing borders defining the inhabitants and the
outsiders of a region is actually a political constion process. It involves
systematic constraints, clashing aims of politiedles, domestic institutions, and

international organizations.

Nevertheless, none of these actors have exactlgahee perception of what
constitutes a region with borders. There are difieapproaches on the emergence of
a region’’ For instance, for the systemic theorists and ipalieconomists, growth of
regions is a function of rising or declining hegemoor a response to the pressure of
globalization process. Neoliberal institutionalistisd constructivists underline the
existence of common foreign policy goals and shadedtities, both of which may
be reciprocally enhanced by the institutions ofpmration they created. State-level
explanations emphasize the patterns of interachetween states with similar
political regimes, or the multilevel interactionstiveen local elites and international

institutions.

Similarly, security theorists such as Barry Buaad Ole Weever see ‘regional

security complexes’ not as an anomaly in the Wedigih order of nation-states, but

» Economic and Energy Perspectived)ashington DC: Center for Transatlantic Relati@t)8: 2.
Ibid: 2.
“ Ibid: 3.
4 See Benedict Andersommagined Communities: Reflections on the Origin andSpread of
Nationalism, rev. ed., New York: Verso, 1991.
47 King, 2008: 3-4.
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rather as the building blocks of the internatiosyatent’® One of the major points in
the regionalism literature is that shared iderditsge not essential components of
regions as politically constructed entities. Ratterregion has fundamental

commonalities and interests that bind people tagéth

As a geographical area of the region, the Caspemis a 700-mile-long lake
in Central Asia, all four sides surrounded by lavinlga and Don rivers, the artificial
\olga-Don canal and the Sea of Azov connect ith® Black Sed’ As the world’s
largest inland sea with 386,400 square km, the i@aspea is located between the
Caucasus Mountains and Central Asia. The regioievan climate and physical
features The Caspian region can stand for a geographiea either in a broad
sense, which refers to whole Caucasia and a laageop Central Asia; or in a strict
sense that includes only five riparian stateshis study, the Caspian region is used
in a strict sense that includes only the five rigarstates of the Caspian Sea. If the
criterion for the membership of a region is havingorder on the sea itself, then the
Caspian is a small region including five stateserdaijan, Iran, Kazakhstan, Russia,
and Turkmenistan. Among these five nations, ordy lis not an ex-Soviet republic
and is a member of OPE€The three ex-Soviet states, Azerbaijan, Kazakhstad
Turkmenistan became independent following the dlis®m of the Soviet Union
1991.

Aside from oil politics, the politics of the regids heavily affected by two
interrelated issues: the legal status of the Cas@aa and the environmental
problems of the sea and its littoralSince the region has never been under the
jurisdiction of a single riparian state, the legdatus of the Caspian Sea has
complexities about the management of the transkanyrehergy resources. The legal
status of the Caspian became a more complex iswrdlee emergence of the newly

independent states following the end of the Cold. Watil the dissolution of the

“8 |bid: 4.

9 |bid: 5.

*0 Biilent Gokay, “The Background: History and PodtiChange”, Billent Gokay (edJhe Politics
of Caspian Qil, NY: Palgrave Macmillan, 2001:1.

*1 Dekmejian and Simonian, 2003:19.

2 Bernard A. Gelb, “Caspian Oil and Gas: Productiod Prospects'CRS Report for Congress 8
September 2006:2.

%3 Dekmejian and Simonian, 2003:19.
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Soviet Union, it was managed by two states, theigsoMnion and Iran. The
disintegration of the Soviet Union, however, hasulght new littoral state¥. Each
littoral state has pursued its own thesis to pxeséneir own national interests that
clash with each other, thus it has not been passibleach an agreement about the

issue.

According to Yapici, a comprehensive regional asialyghould involve an
accurate analysis of historical, cultural, ethnédigious and linguistic realities of the
region> In the current international politics, the separatetween domestic and
foreign affairs have blurred. Governmental and gomernmental institutions
intertwines or telescopes into each other. Furtbeem reflections of these
consequences of the globalization process on rabpmiitics also mattef’

For instance, after the disintegration of the Sowinion, the Baku
government felt itself obliged to formulate a f@mipolicy agenda to maintain the
country’s newly gained independence and geo-si@fagsition. Mehdiyeva argues
that this strategy had to deal with two sets ofde’’ First one is the historical,
religious and cultural characteristics and ethrfitiations of the Azeri people.
Second is related to the geopolitical and strategiecerns of the state. Accordingly,
the second set of factors has been more diffioulAkzerbaijan to deal with.

The cultural-historical handicap also worsens #iation. Mehdiyeva
explains this cultural-historical predicament assituation resulting from that
country’s complex historical and religious bondshwiran; and political, intellectual
and linguistic ties to Russfi.This situation has become more complex with the
altered security perceptions of Azerbaijan in tlestgCold war era. Following its
independence, Azerbaijan has found itself locatedhe middle of a geopolitical
triangle consisting of Russia, Turkey and IFamDue to its geographic location, it

plays an intermediary role between Russia, TurkeyUS, the EU and Central Asia.

** Roland Sinker, “The Management of a Transboundargrgy Resource: the Oil and Gas of the
Caspian Sea”, Bulent Gokay (edlhe Politics of Caspian Oi] NY: Palgrave Macmillan,
2001:55.

%5 Utku Yapici,Kiresel Sirecte Tirk Ds Politikasinin Yeni Acilimlari: Orta Asya ve Kafkasya,
Istanbul: Otopsi, 2004: 13

*Yapici, 2004: 13-14.

" Nazrin Mehdiyeva, “Azerbaijan and its Foreign BplDilemma”,Asian Affairs, 34.3, 2003: 271.

%% pid: 271-272.

> Ibid: 272.
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Azerbaijan's role in the Caspian region has alsmbeferred to as the “Silk Road”,
which links that region to Europé.

According to Brzezinski, the ability to controlighregion’s energy reserves
and promising potential benefits as an outcomengfagement within the region
attracts global powers and triggers rivalry amamgnt to control the regiotl. As
long as the Caspian region continues to possesdaevable hydrocarbon reserves,
the topic of energy will have significant implicais for regional actors, such as the
inflow of foreign investment and capital for devehoent. Laciner argues that, since
the independence of the Caspian states, they hesreib a development process. He
also underlines that these resources can haveseeeéfiects over the region, if not
used proper!{?

Kim and Eom have formulated a hypothesis, whigdues that the strategic
geographical positions of the states in the Cadméeve transformed their energy-rich
lands into an arena of competition for influencerothe regiort® Russia has been
trying to maintain its traditional influence ovdretregion, whereas the US has been
seeking an expansion of influence and the EU hansified its efforts on energy
security. Turkey and Iran have been the other regipowers looking for a more
active role in the regioff. Ehteshami claims that several external powers, in
particular the US, have increased their effortscdonterbalance the influence of
Russia and Iran over the regioh.

Oil and gas reserves have been a means of sawng3hand its allies from
dependence on the Gulf oil. Thus, the US triesntmarage the Caspian states for a
Western commitment, which promises an open-endedfNAand American
involvement® This promise has been very attractive to Azerhagjad Kazakhstan,

since their primary concerns include national ségand independence. As a result,

% Svante Cornell, (ed.)The South Caucasus: Regional Overview and ConflicAssessment,
Stockholm: SIDA, 2002: 60.
61 Zbigniew BrzezinskiThe Grand Chessboard: American and its Geostrategitmperatives, New
York, Basic Books, 1997: 125.
°2 |bid: 37.
% Younkyoo Kim and Gu-Ho Eom, “The Geopolitics ofspan Oil: Rivalries of the US, Russia, and
o Turkey in the South Caucasus$lobal Economic Review 37.1, March 2008: 93.
Ibid: 93.
% Anoushiravan Ehtesami, “Geopolitics of Hydrocaram Central and Western Asia”, Shirin Akiner
. (ed.)The Caspian: Politics, Energy and SecurityNew York: Routledge Curzon, 2004: 57.
Ibid: 61.
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the region has been likely to be subordinated t® dhtcomes of the struggles
between these powers over its hydrocarbon resemvegransportation routes. Thus
Caspian region remains far from drawing an imagerofindependent region free

from influence of major global powers.

1.2. ABRIEF HISTORY OF CASPIAN POLITICS

After considering the geographical factors tha¢ affective in regional
politics, it is appropriate to focus on the latstbry of the political development of
the region from pre-Soviet period to date. Thedmsbf the struggle for access to the
Caspian oil goes back to the pre-Soviet period, nwtie first Western investors
began to engage with regional oil politics. Theirdegration of the Soviet Union
initiated a harsh struggle between the newly inddpat republics and external
players to secure access to the Caspian hydrocaegerves and control the pipeline
routes. The most important problem of the newlyepehdent Caspian states on
political development was about the establishmérihe new state authorities and
premature institutional structures. Although mosttlte existing statesmen were
former Soviet officials, they were inexperiencedfameign policy-making’ This
condition has been highly manipulated by major psvileat are actively involved in

the region, including the US and Russia.

1.2.1. Pre-Soviet Period

This period starts from the extraction of thetfos in Baku and ends with the
establishment of the Soviet control over Azerbagai Kazakhstan in 1918. Baku
and oil are two terms that are closely associatethe history of Azerbaijan. Oil
extraction in Baku seems to date back to the shvand eighth centuries in the

Absheron peninsul® Marco Polo, in his memoirs while narrating Azejbaj

7 Maureen S. CrandalEnergy, Economics and Politics in the Caspian Regio Dreams and
Realities CT: Praeger Security International, 2006:5.

® C. Kirat Yiice,, Kafkasya ve Orta Asya Enerji Kaynaklari Uzerinde Micadele Ankara:
Otitken, 2006: 140.
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mentioned about a liquid called ‘neft’ was usedightning, heating and medicire.
The ‘neft’ in this case was nothing else but oihtiU1844, oil wells were hand-dug.
That year, an oil well was drilled for the firstn. This opened a new phase in the
oil industry/® Another turning point in history was the visit afSwedish man to
Baku in1873. He was Robert Nobel, who came to Bakeearch of cheap and high
quality walnut timber for rifle hilt. Nobel was &dtcted by the widespread oil wells in
throughout the city and decided to invest in the industry. He consequently
founded ‘Nobel Brothers Oil Company’ with his brettin 1876.*

The second Western family, who invested in Azeli felds, was the
Rotschilds, who also financed the constructionhef Baku-Batum Railway in 1883.
The family foundedthe Société Commerciale et Industrielle de napthgpi&nne et
de la Mer Noire’and became the rival of Nobel famifyin late 1800s, oil began to
be used as an industrial raw material. During thel fyears of the 1®century and
the first half of the 20 century, Azerbaijan remained as the world’s biggsbk
producer country. About ninety seven percent ef Russian production and more
than fifty percent of the world’s total oil prodimt came from the Baku fields.

Despite the prolific production in Azerbaijan, hever the oil fields in Baku
were isolated from most of the consuming centelss handicap prevented Baku
from playing major role in the development of itsiodustry. Another reason for this
was Russia’s perception of developing productioa #eeat against its integrity.

Prior to the Bolshevik Revolution, littoral statesthe Caspian basin were
seen as the components of a unitary body. Russt@iged a possibility of secession
as the biggest threat against its power. A posskfdoration of large hydrocarbon
reserves in Azerbaijan and Kazakhstan consolidaisdhreat’

However, this picture changed when the region canter Russian control.
The tsarist regime was aware of Baku oil’'s potérdiad gave importance to the
region and its future role in the modern oil indysBetween 1825 and 1849, the
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existing oil fields were operated by the Russiamegoment itself> Three significant

oil conferences were thus held consequently in 18885, and 1886, which were
influential in the creation of the Baku Oil ProduseSociety.”® The organization

included all aspects of the oil industry, from pwotion to transportation. After
becoming the largest oil producer in 1898, Russid Its position until 1902. 1901
was the peak year, when half of the world’s oil enem the Caucasus.

Oil production on the eastern side of the regicartst during the tsarist
regime. The Dossor and Makat fields, the territoirypresent-day Kazakhstan, were
developed between 1911 and 193%n 1911, the Royal Dutch-Shell group bought
the Rothschild’s’ company. As a result, until thelyeak of the First World War, oll
industry in the Caspian region remained in the baofllarge and well financed
companies? Those were the initial steps of foreign directeistment to develop oil

in the region, which have continued to date.
1.2.2. The Soviet Union Period

The Soviet period politically closed the regiontihe world oil industry. The
external actors were suspicious about the hydrocapotential of the region, but it
remained uncertain under the Soviet rule. Moscoav it intend to invest in the
hydrocarbon development of the region, and ressuemained untouché&d.

During the First World War, oil fields around Balattracted Germany,
France, Britain and the United States’ interesaic&ithe weaponry used during the
war depended on oil, it gained considerable sigaifce as a means of poWwefhe
failure of the Tsarist regime and the break outhef Bolshevik Revolution in 1917
raised the expectations of Germany to have an a¢odbe Baku oil. The victorious
defense of the Soviet Union against the GermanrasvaAowever mostly depended
on the Baku oil, too and granted enormous levedamimg the waf? 1917 Bolshevik
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revolution brought considerable changes to the iRassil industry. Baku went
under the Russian control after the revolution aihdields were nationalized. After
the First World War, efforts concentrated on depilg the oil industry, howevér.
For the next ten years after the revolution, a thamvironment dominated the oil
industry. Between 1918 and 1921, when the Russigih War erupted, the region
was faced with severe economic recession and gadliinstability. In April 1918,
shortly after the outbreak of the civil war, thiifethe Soviet republics declared their
independence: Azerbaijan, Georgia and ArmeniaerAdtfew months, the Ottoman
Empire occupied Baku; but it was replaced by th&dBr forces after the conclusion
of the war. Now the oil industry was under the seignty of the newly independent
Azerbaijan government. However it did not last lohgApril 1920, the Bolsheviks
overthrew the independent Azerbaijan government asthblished the Soviet
Azerbaijan®*

In the second half of 1924, five Central Asian iBbowepublics were
artificially created®® The Soviet economic structure was the largest ymtioh
system based on central planning in the histbfjre most obvious economic legacy
of the Soviet period for the post-Soviet states Ieen central planning, which has
institutionalized the supremacy of the state onpitoeluction and property processes.
It also established economic dependence on theecdmbugh Moscow’s economic
power and control over domestic and foreign tf¥de.

The social engineering process altered all the myeg of social structure in
these lands. Central decision-making allowed owjgcalture and natural resource
production in Azerbaijan and Kazakhstan like otBewiet republics. As a result,
they remained underdeveloped lacking an ind{&try.

The Second World War had a major impact on thae€bdinion’s perceptions
on oil production. Especially, the German threattte oil fields in Baku obliged
Moscow to replace the focus on drilling activitieem the Caspian to the interior,
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particularly to Volga-Urals district. This changecdeased the importance of the
Caucasus in the Soviet oil industry. The centréhefSoviet oil development shifted
from the Caspian-Caucasus to the region betweehRivar and Ural Mountains; a

strategically important aré3.

Similar to Azerbaijan, Kazakhstan became depenadlerthe central economy
during the Soviet era. The Soviet administrationegdazakhstan the leading role in
agricultural production, mining, oil and naturalsgaeavy industry (metallurgy and
petrochemical industry) and textile sectors. TH{mzakh economy became heavily
dependent on processing natural resources. Theldakdd geography of the
country and lack of alternative routes to the Sotr@nsport system further obliged
Kazakhstan to remain dependent on the Soviet Uflion.

After the death of Stalin in 1953, the Soviet Unibecame the world’s
biggest oil exporter, which lasted into 1976sDespite the rapid development of oil
industry during this period, however, significantolplems remained, mostly
involving the production techniques and efficiencdylost of the production came
from the oil at the surface, not in the deep-grodrt lack of investment on drilling
technigues made the Soviet Union remain underdpeélovis-a-vis the high-
technology techniques in the West. Furthermore,ynmanv techniques of production
in the Soviet Union, when compared to the West,ewsttll at an early age of
application. As Gokay states, “as a whole, the &awil industry was 10 to 25 years
behind US technology® Despite these problems, however, as late as 1®@4,
largest oil production in the world still came frdhre Soviet Union, which remained
as the only energy-independent country.

The détente period between 1972 and 1979 offeredique opportunity to
Moscow to focus on developing its oil industry. Tin@expected increase in the oll
prices created a chance for the Soviet Union toomnpVestern know-how and
technology to modernize its old-fashioned industipwever this process later
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slowed down due to the rapid decrease in the hydbon prices? In the meantime,
the West was in the process of high-computerizafitre economic structure of the
Soviet Union, however, was not well suited for sadiechnological reorientation. As
a result, technological gap between the two blowsadened. As a result during
1980s, the cost of oil production and extractiosersteadily and the petroleum
industry began to deteriorate in the Soviet UribExacerbating these conditions
was inefficient administratiotr. This was the anticipated result of steady depietio
oil fields through over-exploitation and under-istreent in the exploration
techniques.

As a result of the problems in oil production fdieis in the USSR, Azeri
production also started to decline in 1970s, thatgbntinued to rise in Kazakhstan
and other Caspian riparian republics. For instamieproduction in Kazakhstan
doubled and its gas production quadrupled betw®&&® and 1998° The decline in
Azeri oil production, despite the increase in offishreserves, was mainly due to the
lack of finance and technology to produce oil ialds that are more difficult to
access’ Barriers against the free enterprise erected gy dbntralist state
structure of the Soviet Union and its relative fivefncy compared to the free
market economy finally obliged that country to adlepme changes in the second
half of 1980s. During his presidency, Gorbacheerafited to respond to this need
through the dual polices @lasnost® (openness) anBerestroikd® (restructuring).
The outcome of Gorbachev’s reformist agenda, howevas a huge economic crisis
and the rise of nationalist-separatist sentimem®rg non-Russian nations. The
coup against Gorbachev altered the future of thetJand gave rise to the new
leader, Boris Yeltsin. On 7-8 December 1991, thei@dJnion was dissolved as a
result of decision of the leaders of Russia, Balamd Ukraine, and it was replaced
by the Commonwealth of Independent States (CISy. Shortly after the
disintegration of the Union, on 30 August 1991 Ammgjan, on 27 October
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Turkmenistan and on 16 December Kazakhstan dedaeétindependencg”

1.2.3. Post-Soviet Period aka Post-Cold War Period

Due to the reasons stated in the previous seqidor, to the collapse of the
Soviet Union, it was a difficult task for multinatial oil companies to operate in the
Caspian basin. After the demise of the Union, haxeuhese multinational
companies have found opportunities to access tatiegplored oil fields available
for foreign direct investment. Nevertheless, thelan region was still not a secure
place to invest in for foreigners due to securitphtems. The region was still
engaged in ethnic tensions, civil wars and boraderflicts. Karabakh and Chechnya
problems are the most popular of thEfAzerbaijan and Armenia had always been
in a harsh competition for the control over Kardhakn autonomous region within
Azeri borders during the Soviet period. Followirge timplementation o6Glasnost
and Perestroika policies in the Soviet Union, Armenia attempted use its
demographic advantage in Karabakh and demandedntoot the region. This was
the origin of the ongoing tension and struggle leemvAzerbaijan and Armenia,
which triggered their declaration of independencanio countries®

Beside ethnic conflicts and civil wars, there walso other conflicts over the
demarcation of the Caspian Sea. According to Gokidne region faced
miscalculations at three inter-related levels.tRiras the dispute over the legal status
of the Caspian S€&* There has been a legal confusion over the defimitf the
status of the sea. Five riparian states were urtabteach an agreement since the
vast amount of the hydrocarbon reserves of theoregoncentrates in the shallow
shelf of the Caspian Sea. Second is the transportaf the extracted oil and gas
from the region, which has become a critical iseapecially between Russia, the
US, Iran and Turkey. Third, there are some enviremiad and ecological problems
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mainly related to hydrocarbon production and transgion

As a major reason of these conflicts, the Caspiehecame the focus point
of local and external actors, both politically aambnomically. Following the demise
of the Soviet Union, the oil became the new ‘cotingctissue’ within the region,
providing the structure, through which the regiounld reintegrate itself to the world
economy.%°

While all riparian states demonstrated consideratiégest for independence,
Azerbaijan was the only Caspian state where oil I@sn the center of power
struggle between the local government and Mosc@kuRjovernment expected oil
to become a tool that can be used to express sised®r emancipation. When the
country militarily involved in Nagorno-Karabakh,ettdevelopment of oil became a
turning point for Azerbaijar®’ Territorial lost of the country in its conflict thi
Armenia has been a key motive behind these riskpgp@ations. Azerbaijan was
dependent on the oil sector for national incomeabse the country has lacked other
sectors of industry. The only way to increase reesnto develop its military
capacity has been to manage its energy resourcEpendently and gain the
maximum levels of income. Another reason was tontenbalance the traditional
Russian influence over the country with new reladiavith the US and the European
countries by using its energy resources that reduoreign investment to develop.

Despite Azerbaijan, a country using every strategyscape from the Russian
influence, Kazakhstan have acted cautiously whieoming independent from
Moscow. The most significant variable that causksse different attitudes is
geography. Since Azerbaijan is relatively less dedpat on Russia to deliver its oil
and gas to global markets due to its geographicaitipn, it became the most
available place for oil MNCs to invest in. Kazaldrsthas limited options to export
its hydrocarbons, due to its land-locked geograpphg most of the pipelines has to
pass through the Russian territory. Thus, geogrdpy been one of the most
significant factors that constrain Kazakhstan te its resources for an effective

foreign policy agenda.
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For a better comprehension of the post-Cold Wasp@a oil politics, it is
necessary to take into account the dynamic foradsnnthese five littoral states,
their political systems, energy policies, and naianterests that form the basis of
their interaction with the outside world. Howeveince the study intends to focus on
the use of energy as a foreign policy tool, donsedyinamics will make up only a
small part of the chapter. The study rather aim®tos attention on the network of
relations among these Caspian states. Each of thetees have distinct set of
interests and foreign policies as an outcome ofciti@plex process shaped by a

combination of domestic, regional and global dyresti®
1.2.3.1. Russia

Briefly stated, the Caspian policy of Russia hasnb&vo-fold. First, it has
tried to control the regional energy trade and m&#dhe producer states to export
their products through the Russian transport itfuasure in order to receive high
transit costs. Second, by preserving its dominancene regional energy politics,
Moscow secures a critical mechanism to maintaimfteence over the regiof??

Russia has preserved its leading role in the reguam after the demise of the
Soviet Union. The major leverage of Moscow in riela with its southern
neighbours has been the traditional dependendeesétnew actors on itself. Another
one is its huge energy reserves. The 58 percetiteofvorld’s proven natural gas
reserves remains in the hands of three countiesRussian Federation, Iran and
Qatar. This fact becomes more striking when onesidens that Russia has the
world’s largest proven gas reserves, about thee2@ept of the world’s total reserves
constituting 47.8 trillion cubic metet$? Within this context, it is not surprising that
Russia has used to perceive its energy reservesnhofis economic, but also as an
extremely powerful political leverage in its foreigffairs.

After the demise of the USSR, at first Moscow donbt focus considerable
attention on the Caspian region. The first offioradit of a Russian minister to the

region took place in 1992. This trip signaled a enactive phase in the Russian
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policy towards the region, named the ‘Near Abroaolicy. This policy includes
implementation of the economic, political and nailit integration with the former
Soviet republics and providing stability and setyuaiccording to its own interests in
the former Soviet geography’ For the sake of its national interests, Russiasdim
hold together the CIS, to have close relations i US and to re-establish its
hegemonic position in the Soviet era. After a siperiod, Moscow has come to the
conclusion that the former Soviet geography woubnstitute its own sphere of
influence. The main reasons behind such a policsewe(1) to control Eurasia
geopolitics politically and militarily, (2) to nenaize movements that pose threats to
its political and ethnic integrity, (3) to presere rights of ethnic Russian minority
in the newly independent states and using it asetext to intervene in domestic
affairs of these states, (4) to maintain a domin@osition in extraction,
transportation and marketing of hydrocarbons inrggon*? Moscow then started
to exert pressure on the newly independent statéstegrate in the CIS. The CIS
was designed to be a control mechanism that woualithtain the Russian influence
over the regional affairs>

Yeltsin's policies, however, collapsed when therexoic crisis in Russia was
coupled with a similar one in Asia and further eethated by the declining oil
prices'** Under the pressure of the Chechen attacks in Bayesd the ensuing
economic chaos, Yeltsin was obliged to make a i@vig the administratiof-> He
once again changed the prime ministers in Octo®80 land appointed Vladimir
Putin, a former KGB official, as the new prime nsiter. This was the indicator of the
new hard-line policy in the administratidff. Putin’s charismatic leadership and
authoritarian approach granted him popularity whighved the path for his

presidency!’ Putin was elected as the new president in theiefescon 26 March

2000. On top of Putin’s agenda was the removahef‘momenklatura®® oligarchs
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and clans from the system. This decision turnedt@have an important impact
over Russia's energy policies, as one of the secominated by these groups was
the energy sectdt® President Putin approved “The Foreign Policy Cphoef
Russian Federation” on 28 June 2000, whose gaalsna others, involve

“achieving firm and prestigious positions in the ldocommunity,

most fully consistent with the interests of the as Federation as a

great power, as one of the most influential centdréshe modern

world, and which are necessary for the growth af pilitical,

economic, intellectual and spiritual potenti&l®

During the Putin administration, some key develepta have led Russia to
retain its control over the Caspian regitii They include the explicit attempts of the
US to fill the power vacuum in the region, whichesged shortly after the demise of
the USSR, Iran’s policy intending to gain econoram@ political benefits through
utilizing cultural and religious factors; and artyi®f Moscow rising from domestic
and ethnic conflicts that pose threats to its oacusity.

NATO’s eastern enlargement, ‘colored revolutions’some of the former
Soviet republics and the project of the deploymentnissile defense systems in
Poland and the Czech Republic, which was cancatiégeptember 2009 are also
some of these attempt€.As a result of these developments, Russia hagadia
proactive strategy based on its comparative adgastaThe main pillar of these

comparative advantages is the rich hydrocarborrresef the country. Gazprotft

maintain their privileged position. It was the liftleadership posts requiring the go-
ahead of the CPSU prior to nomination. However téihe came to take on a broader
meaning to designate the ruling circles that cotraém the decision-making powers.
Thenomenklaturghus became synonymous with a class united by @fgpform of
sociality, expressing the Soviet pyramid of hiendégs and enjoying material
privileges.”
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the Russian state-owned gas company, has shoulderedtical role in this
strategy***

The Caspian policy of Putin was more assertive tie former presidents.
He criticized their passive policies and believiedttRussia ought to be involved in
all aspects of regional politics. Putin further ardohed the need for avoiding
confrontation with any of the Caspian stat&s.Bilgin argues that Russia tries to
achieve maximum control over the regional energgdy to secure shares in pipeline
projects and to prevent influence of extra-regioaetors, especially the US. Its
monopoly over the pipeline infrastructure encompasthe whole region remains as
an assurance of the continuing Russian influenee the Caspiart?° In this regard,
natural gas has a particular significance. Sineegis needs to be transported only
through pipelines, the infrastructure of the Rusggeline system gains a critical
importance. Construction of a new pipeline requiogg) term contracts, sustainable
supplies, credible suppliers and large amountsapftal. Thus, the current pipeline
system has been vital for Kazakhstan and Turkmemistvo landlocked countries, to
export their oil and gas. This gives Russia a amrsble leverage in its relations
with these two states.

According to the report of the London-based orgaimn Global Market
Briefings,

“Following Putin's rise to the presidency in 2000yssia made
determined effort to gain control of the energyrastructure in the
Caucasus. The Putin administration used Russiamgicenglomerates,
including Rosneft, Gazprom and RAO Unified Energgt8ms (UES),
to gobble up energy assets in Armenia, Azerbaijah @eorgia with the
aim of "placing the Caucasus republics into a jpmsiof economic and
thus political dependence on Russid.”

Azerbaijan was able to resist the Russian presswieg to its own energy
reserves. The opening of the Baku-Thilisi-Ceyhapelme in 2005 marked the
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turning point in Azerbaijan's effort to resist Riass pressure, the report said.
However, after the BTC’s opening, Russia did neegip on its aims towards the
Caspian region. Rather, it made a tactical shiftl docused its attention on
Kazakhstan has tried to deter Astana from partiitigan the BTC project?®

The new Russian policy on the Caspian also disptaysher dimension:
security. Following the dissolution of the Soviet Union, Rias$ias retained its
strategic security interests in the southern nesghdy through the establishment of
numerous military bases along the borders with @& members and the
deployment of Russian troops in conflict are%8.Russia also has intentions to
benefit from the frozen conflicts in the region ttharevent regional actors to
cooperate and construct a regional iderfilylt tries to keep these conflicts
unresolved and serve it as a leverage to manipatadeabuse the vulnerabilities of
the countries.

The conflict between Azerbaijan and Turkmenistaarahe oil fields on the
shores of the Caspian Sea, which stemmed fromribertainty about the legal status
of the sea, seems a good case in point here. Apertsigned agreements to produce
oil in the oil fields called ‘Kepez’, but Turkmem# did not the recognize
sovereignty rights of Azeris over that region, whithey named as ‘Serdar’.
According to the former Foreign Minister of Azerjfaa, Hasan Hasanov, however,
the conflict between two countries over the oildievas fuelled by other powers*
Hasanov argued that Russia has abused the problketmesen the riparian states and
benefited from these regional deficiencies.

Nevertheless, like all energy producer countribs, dependence of Russian
economy on energy revenues also turn out to begtbatest vulnerability of that
country. This argument has dominated the majorftythe studies in the energy
literature'*? More than half of the Russian state revenues haea coming from the
energy trade. On the one hand, this condition grantenormous economic power to
Moscow as the oil prices has kept high. On the rottaad, heavy dependence on

energy incomes can become a serious handicap fsi®when the prices are low.
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Put differently, while high oil prices give Russiachance to strengthen its dominant
role in the Caspian region, a decline in pricespgadizes this role. Thus, its
monopoly over the transport infrastructure remaissa security valve for Moscow.
There are other obstacles that can delimit the iRugsolicy choices towards the
region, too. One the one hand is the increasitigiges of the Western oil firms and
access of oil and gas directly to the global marksfpassing Russia. On the other
hand, in case of persistence of the current tréhdssia will probably face a serious
gas shortfall by 2010. The reason behind the ergeshortfall is the lack of
investment technology to explore and develop nelddi to replace the depleting

resourcest®?

1.2.3.2. Azerbaijan

On the eve of its independence, oil implied md@ntan energy source for
Azerbaijan. The increasing interest of the Westawmpanies for the Caspian oil
encouraged Baku to resist to Russian influenceeéslly, the Baku-Thilisi-Ceyhan
Pipeline Agreement in 1994 promised that countnysaterable amounts of foreign
capital inflow. While old-fashioned, its oil indug has also been a strong motive for
Azerbaijan to strengthen its role in the region.

Baku has regarded oil as a tool that can enablgdheg republic to maintain
its independence and sustain its protracted figjairst Armenia. For Azeris, oll
signifies as “a panacea to all problem¥" However, the first two years of the
republic (1991-1993) witnessed the collapse of gkepolitical balance that had
hitherto dominated the region and its hydrocarbesernves™ In addition, among
eighteen oil and gas production projects, only iwehem began to work between
1994 and 1998. Of the given 42 billion US Dollar¢ashington invested only 8.3
billion US Dollars to oil sector in Azerbaijan, Un2000*° Contrarily, in the same

period, Hungary, which has been an energy-poortogumas achieved to attract 20
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billion US Dollars in foreign investment’ This showed the failure of Azerbaijan to
attract foreign investment on its oil sector. ekftthe declaration of independence,
Ayaz Mutallibov became the first president of Azajan in 1990 and was then
elected as the president in 199%.Due to his authoritarian and inefficient
administration, however, Mutallibov was forced tesign from presidency in
February 1992, following the occupation of Khojali Karabakh by Armenian
separatists>® The strongest political opposition against Mubali was the
Azerbaijan Popular Froff (AzPF). In 1992, new elections were held for
presidency, and the leader of the Azerbaijan Pogelant, Abulfaz Elchibey was
elected as the first non-communist president otthentry.

During the presidency of Elchibey, Azerbaijan pedumationalist polices and
had close relations with Turkey. However, Elchilsegresidency did not last long
and following a chaotic period laced with riots arebellions, finally ended in
1993 The Azeri parliament then elected Heydar Aliyav,ex-secretary general of
the Communist Party and ex-general of KGB, as tle& rpresident. Aliyev
reinforced his legitimacy in the next elections,iethwas held in 1993, by getting
nearly a hundred percent of the total votes. DuAifigev's presidency, Azerbaijan
became a member of the Commonwealth of Indepen8eates (CIS}* This
indicated that the new president of Azerbaijan,y&h had begun to pursue a
balanced and cautiously active foreign policy. Taitures of the former presidents
of the country to achieve a more independent farpigjicy through using their oil as

a tool obliged Aliyev to formulate a moderate ppliowards Russia.
1.2.3.2.1. Initial Efforts to Use Energy as a Forgn Policy Tool

Since independence, the oil issue as well as madtisovereignty, domestic

37 |bid: 360-61.

138 Sen, Yunus, 2009: 32.

139 Rasizade, 2002: 61.

190 The AzPF was created in 1989 by intellectualsaliyt to support Mikhail Gorbachev's newly
introduced policies and promote the political acdremic sovereignty of Azerbaijan within the
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politics and Karabakh conflict, became inextricabtyertwined with the foreign
policy of Azerbaijan:*® Spatharou examines the role of oil in the regiaftlirs of
Azerbaijan through four phas&¥.During the first phase, which includes the late
1980s, Azerbaijan was in an economic crisis andbuction was in decline. In
1989, the first representative of a Western oil pany came to Baku, which was an
indicator of the rising Western interests in thes@an oil developmenif> Azerbaijan
began to consider using oil as a tool to maintaational sovereignty and
independence, decrease Russian influence overainetrg and sustain economic
development.

The second phase starts with the declaration @peddence in 1991. During
the Mutallibov government, despite their risingemast, the Western firms were
reluctant to invest in Azerbaijan due to the poditiinstability in whole former Soviet
Union area. For a long period following the dediawra of the independence of new
states, the Russian Federation abstained from meing these new states’ right to
exploit their resources unilateraffff Oil, when Mutallibov tried to use it as a foreign
policy too, did not give the expected results. BgrMutallibov government, Baku
tried to use oil not only as a diplomatic and pcdit weapon in international
relations, but also as “a tactical weapon in its against Armenia over the Nagorno-
Karabakh region™’ For instance, it cut off gas to Armenia in 199hish was
severely affected Armenia, who used to obtain 9@gré of its energy needs from
Azerbaijan.

While Azerbaijan expected to gain leverage in it wwer Karabakh by using
its energy card over Armenia, however, this conditiltimately benefited Yerevan
rather than Baku. Yerevan, by the help of the Anarendiaspora in the West,
achieved to show itself aggrieved, since the Bakuegnment was accused for
imposing sanctions that cause severe damages.rAsu#t, using oil as a foreign
policy tool hardened the attitudes of the Armenraationalist groups and pro-

Armenian lobbyists in the West. In the US, wheresth groups and the Armenian
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diaspora were very effective, Armenian presidentdreTer-Petrosyan met with the
US President George Bush for bilateral talks in Mfagton, in 1991® Following
the negotiations, the US decided not to recognizeridaijan and to freeze diplomatic
relations with the country, until it improved itaunan rights record in Nagorno-
Karabakh. As a result, president Mutallibov wasnidwuesponsible for the failure of
the Azeri foreign policy to attract internationalpport over the Nagorno-Karabakh
conflict.

In 1992, Elchibey government signed five Memogarad Understandings
(MOU) with foreign companies to develop its Aze@ihirag and Guneshli fields.
Despite the opposition of Russia against the rigitthe riparian states to exploit
resources unilaterally, Elchibey government newarcealed its nationalist approach
and advocated their sovereignty rights over thedgatbon reserve¥’® Meanwhile,
Azerbaijan pursued a pro-Turkish and pro-Westerreifm policy to exclude
Moscow from energy projects. These projects wergs ke gain diplomatic and
political support in the war against Armenia. I@39for instance, Azerbaijan State
Oil Company (SOCAR) and Turkey signed an agreeroémt pipeline project that
would pass through Turkey. This was the first prbjat would carry oil from the
Caspian reserves to Europe, free from the Russfarence.

By signing this agreement with Turkey, Azerbaijadicated that it saw
Turkey as a new ally to support itself in the Kaielb conflict. This optimism in
Azerbaijan also increased when the UN Security Cibyrassed a resolution that
accepted the Armenian occupation of the Azeri proej Karabakh. However,
similar to the Mutallibov government, Elchibey gowment also failed to use oil as a
strategic weapon in its fight against Armetiain 1992, the US Congress accepted
the ‘Freedom Support Act’, which involved assis&ario the newly independent
former-Soviet republics in their transition to desracy and market economy. As a
result of intense lobbying efforts of the ArmeniBmsporas in the US, the only
country that did not receive such assistance wash&zan. Elchibey, in return, tried

to reciprocate by precipitating oil contracts witle US firms->*
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Another major power, which stood against Baku te its energy reserves as
a leverage in foreign policy-making was Russia.mlie supported Colonel Surat
Huseyinov, a commander who intended to gain thetrabrof Baku. While
withdrawing its military forces from Azerbaijan, Bsia delivered its military
equipment to Colonel Huseyind¥ Russia intended to oblige Azerbaijan to reshape
its foreign policy agenda in favor of the Russiaterests.

In 1993, President Elchibey was overthrown ioocapled by Huseyinov. In
the final phase, the new president was Heydar mliyeho preferred to follow a
cautious policy towards Russia and temporarily endpd the oil agreements with
Western companies. During his presidency, Azerbgjarsued a moderate policy
towards Russia and became a member of'€I8s an alternative to the CIS, he also
formed a sub-regional security organization withofge, Ukraine and Moldova,
GUAM, in 1997

Regarding the Nagorno-Karabakh problem, Aliyevatianale was to
convince Western countries to invest in the Azdrsector, and to use their support
to guarantee a diplomatic victory in Azerbaijarighf against Armeni&>> However,
he first needed to eliminate the Russian oppostigainst the Western involvement
in Azeri oil development. Thus the Russian oil pamy Lukoil got a 10 per cent
stake in the contract agreement with the Westempamies, which was signed in
1994. In retrospect, it is possible to argue thatcautious stance of Aliyev towards
the West and Russia paid off as President Yeltamh Bill Clinton made several
efforts to maintain a cease-fire in Nagorno-Kardbak September 1994°
However, this result was far from satisfying Azéemands on the issue, since these
external actors has abstained from supporting onby of the conflicting parties at
the expense of others. They have tried to supperattitudes of both Armenia and

Azerbaijan®®’
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1.2.3.3. Kazakhstan

Like many former Soviet republics, Kazakhstan wasprepared for
independence. As a former-secretary general o€tdramunist Party of Kazakhstan,
Nursultan Nazarbayev collaborated with Gorbachesustain the integrity of the
Soviet Union. In fact, Kazakhstan was the last béipuo declare its independence in
December 1991. In the aftermath of the collapsehef Soviet Union, however,
Nazarbayev strengthened his presidency through lectian following the
declaration of independence, in which he won 98grdrof the votes.

Preventing an ethnic tension and partition occuplex political agenda of
Kazakhstan during the early years of its indepecéermherefore, one of the
priorities of Nazarbayev was the “Kazakhization” #fazakhstart®® In his
‘Kazakhization’ policy, Nazarbayev aimed at strémggting the position of the native
Kazakhs within the political, economic and demogiestructures of the country. It
included encouraging the Kazakh minorities in Crand Mongolia to migrate to the
country, as well as the replacement of the Russfdials with Kazakhs, and the
requirement of knowing ‘Qazac’ language to gaineascto higher education and
employment:>®

There are two main factors that make Kazakh pudtpendence experience
different from other ex-Soviet republics, which ate geographic location and
demographic composition Sharing a long border with Russia and its lartdmie
Russian population exerts a considerable pressnr&azakhstan to keep close
relations with Russia. The economic crisis thatuoed following its independence
also impelled the country to pursue a natural ressbased economic recovery by
attracting foreign capital and investment in thergg sector. Due to a number of
reasons Nazarbayev therefore was reluctant to ldhee Russian sphere of
influence’®® The first one has been the vulnerability of Kazih regarding its
ability to export oil and gas to the European mexk&he shortest and cheapest route
from Kazakhstan to global energy markets is thesRusterritory. This was mainly

the result of the Soviet policy to keep its nearoad dependent on its own
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infrastructure"®* Second, ethnic Russians that make up nearly filfeopopulation
have posed a potential threat to the country'sitoeral integrity in case of a
confrontation with Moscow. Third and the final factwas the lack of trained
military personnel: Kazakhstan was dependent orsiBu®r the protection of its
long border with China®?

1.2.3.3.1. Initial Efforts to Use Energy as a Forgn Policy Tool

The historical background of the early activitidslee Western oil companies
in Kazakhstan goes back to 1980s. The first Wesigrcompany, which invested in
Kazakh oil sector, was the American Chevron. Duth&oprivileged position of the
company in the Kazakh oil projects, Chevron achietieegain the first oil concession
in Kazakhstan’s Tengiz oil field. This field wassdovered and exploited in 1993
after negotiations with the American Chevron and 8oviet Union in 1990. The
negotiations on the Tengiz oil field showed thae tbontrol of the pipeline
infrastructure is no less important than the oualepment industry. Chevron led the
consortium that set up a joint venture called, Te@hgevrOil (TCO). The makeup of
shares of American firms, Kazakhstan and RussidaBdg partnership were
respectively; 75 per cent, 25 per cent and 5 pet.’t& Huge oil reserves of
Kazakhstan also attracted the European firms. Befitre extraction of oil,
discussions started about transport routes of théam Tengiz oil field to the
international markets. French Total was the fisinpany that brought a pipeline
proposal to Kazakh officials in 1992

Russia also had a considerable influence on thmleaoil development. It
had a particular interest in Kazakh pipeline infnasture, which became the new
main key element of the geopolitical rivalry oveetCaspian regioff> Due to the
historical background, the pipeline infrastructtimat Kazakhstan used to deliver its

o1 pid: 1181.
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oil has been under Russian control. Almost all khzail has been delivered to

global markets via the two Russian pipelines: Thespgtan Pipeline Consortium

(CPC) and Uzen-Atyrau-Samara pipelffieIn short, Kazakhstan has simply been
unable to bypass Russia while exporting its oil.ild/the production level volume of

oil in Kazakhstan was 90,000 barrels a day, thespart volume through the Russian
route remained at 65,000 barrels a d&{.Thus, foreign oil firms, especially the

American Chevron reduced its investments in Kazakhdue to the lack of transport
infrastructure.

To lessen the influence of Moscow, Kazakhstanrhade several attempts to
secure close and stable relations with its neight$8rOne of these neighbours is
Iran. Although they do not have common borders,akazgtan and Iran are connected
by the Caspian Sea. At first, the relations betwHwse two countries remained
cautious, due to Kazakhstan’s concerns not to antag the US. Iran has offered
Kazakhstan the most economic route to deliver itstm the global markets.
However, Washington excludes Iran from pipelingguts because of the ideological
and political hostility between the two countrigbe traditional approach of the US
towards Iran has been to prevent it from maintgrarstrong position in the Caspian
region. The U.S. Secretary of State, James Bakproaed this approach in his
declarations during his visit to Central Asia imdary 1992'°° During the Clinton
administration, this approach became a part of ‘tineader U.S. strategy of
containing and isolating Iran in the context of fr@icy of “Dual Containment*’°
Several oil ‘swap’’! agreements were signed between the two countiigisthe
process was later interrupted several times duketdigh sulfur rates in Kazakh oil
and the increasing diplomatic tension with the BahitStates. The relations later
deepened, when Kazakhstan guaranteed that thevéies purely economic rather

than political.
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In 1996, despite American opposition to the pgsaton of Iran in the
transport of Caspian oil, Tehran and Almaty sigaeslvap agreement. Accordingly
Kazakhstan would deliver 2 million tons of oil teekl, and in exchange Iran would
allocate an equivalent amount of its own oil wandrkets to Kazakhstan. The deal
foundered in 1997, when the refineries in nortHean refused to accept Kazakh oil
on account of its high sulfur content. However, #ggeement was revived in 2002
and, by the beginning of 2003; Iran was importibgt 50,000 barrels per day from
Kazakhstart/?

To conclude, ability of the Caspian states to he& thydrocarbon reserves as
a foreign policy tool has been affected by twodddtctors; the network of relations
among these actors and their relations with thetemesCountries. Ongoing, but
lessening historical and economical influence ofs$ta over Azerbaijan and
Kazakhstan has been one of the major vulneralsildfehese states in foreign policy
making. This chapter overviewed that each of thisee actors, namely Russia,
Azerbaijan and Kazakhstan has different set ofréstis and policies. Especially in
the post-independence period, energy policies okuBand Astana began to
differentiate due to their different prioritiesforeign policy agendas. However, both
countries had several difficulties in their initiefforts to use their oil as a foreign
policy tool.
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CHAPTER TWO

CASPIAN SEA HYDROCARBON RESERVES:
ESTIMATION OF THE POTENTIAL

This chapter deals with the hydrocarbon potentidhe Caspian Sea region.
As the previous chapter has underlined, the Cagpigion is one of the oldest oil
and gas producing areas in the world. Since theoénide Cold War, the region has
attracted the attention of IR scholars due to ieopplitical and geostrategic
significance. A significant motive behind thisinig interest has been driven by the
hydrocarbon potential of the region. Therefore,ahgfable estimates on oil and gas
potential of the region deserves a particular &tien This chapter focuses on this
issue since the ability of Azerbaijan and Kazakihdia use their energy reserves
efficiently by and large depends on their hydrooarpotential.

2.1. ACRITICAL ISSUE: TRUSTWORTHY ESTIMATIONS

For at least two reasons, obtaining certain estimats critical for the future
of the Caspian region. First of all, clarifying theoven hydrocarbon potential would
help to better assess the role of the Caspiansfigldthe global energy market.
Second, the distribution of these reserves amoregb&gjan and Kazakhstan would
define the capacity and geography of the pipeliogepts.

Attempts to achieve a dependable estimation opttential reserves hitherto
have been mostly driven by political and economiatives. The history of the
controversy over the hydrocarbon potential of thgion, in fact, dates back to the
Soviet era. There has been an enormous volatiitthe results of surveys. The
difference between two estimates in 1970s and 188065 billion barrels’® In the
post-Cold War era, the rise in the interest ofWesstern oil firms in the Caspian has
been accompanied by the controversies and harsategelover the hydrocarbon

potential of the region.

73 Mert Bilgin, Avrasya Enerji Savaslari, 2005: 176.
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One of the most dependable sources of the estinoatasthe hydrocarbon
reserves in the region has been the Internationatdy Agency (IEA)’® The IEA
regularly publishes working papers and reporteditiThe World Energy Outlook”.
One of the regions on which the organization has gpspecial emphasis is the
Caspian region. The IEA cooperates with the En@lsirter Secretaridf and both
organizations have published a survey on the dil gas reserves of Azerbaijan,
Kazakhstan, Turkmenistan and Uzbekist&riThe IEA has also published a recent
working paper about the region’s potential in Debem2008. The report evaluates
the three major producer countries of the CaspaamnbAzerbaijan, Kazakhstan and
Turkmenistan and future implications for their puotlon, pipeline networks and
access to the global markéfs.

According to the estimates of the BP, the Enerdgrination Agency (EIA),
and the US Department of Energy, the Caspian ragiarsignificant, but not a major
oil producer. The production levels have been higiaglier, but decreased following
the dissolution of the Soviet Union. Surveys of Bfe¢ have shown that the Caspian
region possesses proven reserves of 48 bn bartetsaccounts for the four percent
of world’s total proven reserve&®

According to the International Energy Agency's ([E€urvey, the Caspian is
expected to increase its oil production by over BB@ by 2013, representing some
70% of the net increase in non-OPEC oil supply gnowimilarly, for natural gas,
the region is expected to make a significant cbation to the global gas supply

with Azerbaijan, Kazakhstan, and Turkmenist&hn a report by the UN, published

17 For a detailed definition and functions of IEA seéttp://www.iea.org/about/index.asp> (April 8,
2009).

17 Energy Charter is a legally-binding multilatenastitution, which dates back to a political initiet
launched in Europe in early 1990s. The main takkhe institution is to provide a legal
framework to provide energy security of the membé&le Energy Charter Treaty and the Energy
Charter Protocol on Energy Efficiency was signedacember 1994 and entered into legal force
in April 1998. To date, the Treaty has been sigioebly fifty-one states, the European Community
and Euratom. The major aims are “to strengtherrtkes of law on energy issues, by creating a
level playing field of rules to be observed by dirticipating governments, thereby mitigating
risks associated with energy-related investmenttgatte.” The Official website of Energy Charter,
<http://www.encharter.org/index.php?id=7&L=1%252>April 2010).

176 Caspian Oil and Gas: The Supply Potential of CentrbAsia and TranscaucasialEA, 1998: 32.
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in 1997, the US Ministry of Foreign Affairs decldréhat the Caspian reserves could
exceed 178 billion (bn) barrels.

Figure 1: World Proven Oil Reserves by Geographic Regioasudry 2009.
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Source:International Energy Outlook 2009, Energy InforraatAdministration, May 2009,

<www.eia.doe.gov/oiaf/ieo/index.htrml.

The Caspian Sea oil reserves are heavily concedt@at two countries: Iran
and Russia. Iran, as earlier stated, is the tangklst owner of proven energy reserves
in the world'® It also has the largest proven natural gas reseafter Russia and
ranks second in the proven oil reserves. Russ@ralsks second in oil production
after Saudi Arabia. Russia is also currently theldi® largest gas producer. These
two major producers are followed by Azerbaijan, ehhas been a significant oil
exporter for more than a centdfy.Although Azerbaijan experienced a decrease in
its production since its independence, this trelad veversed by foreign investment
in recent years. Meanwhile, relative to oil, gasdurction is low in Azerbaijan due to
that country’s lack of transport infrastructure éxport its gas to the international

markets. The country has also been regarded asettund richest in oil resources

Paper Series December 2008: 5.
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181 |bid: 87-88.

46



among the former Soviet republics after Russia.allin similar to Azerbaijan,
Kazakhstan's gas infrastructure remains under-dpedland lacks infrastructut®,

Table 1: World Oil Reserves by Country as of Japdar2009 (billion barrels)

266.7
178.1
136.2
115.0
104.0
99.4
97.8
60.0
43.7
36.2
30.0
21.3
16.0
15.2
12.6
12.2
10.5
9.0
7.0
6.7
64.6

1,342.2
Source: “Worldwide Look at Reserves and Producti@il, & Gas JournglVol. 106.48, 2008: 23-24.

These estimations indicate that the Caspian reseesen at the highest
estimate, can only supply three percent of the dimtbtal energy consumption. As
such, the proven reserves of the Caspian basiiaaf®m offering a new OPEC-like
status to the region in the global energy politichus, it would be difficult to
challenge the dominant position of the neighboiifigdle East, which holds sixty

percent of the world’s total energy reserves.

182 1hid: 89.
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2.2.0IL

In the first half of 1990s, several factors proetpthe interest of the oil
MNCs in the Caspian region. First was the declméhe North Sea production. The
second was the proximity of the Persian Gulf teeifgm investment. Third, Western
oil firms had difficulties to sign oil contracts iRussia. As a result, oil companies
shifted their attention to the Caspian ba&h.

Table 2: Oil Exports from the Caspian Basin, 208ffeates

Export Sources of Oil
(in mt)
kb/d mt/y
52 32.6 Kazakhstan (25.6)
Russia (7.0)
70 28.5 Azerbaijan
20 16.0 Kazakhstan
136 6.8 Azerbaijan (4.4)

Kazakhstan (2.4)

134 6.7 Azerbaijan (2.3)
Kazakhstan (4.4)

1812 90.6

Source: Perspectives on Caspian Oil and Gas Dewelop IEA Working Paper Series, December
2008.

As earlier stated, there are two chronic problebmugaithe oil production in
the Caspian region: production costs and transpdithough the region is likely to
increase its oil potential by attracting new foreignvestment that enables new
production techniques and more efficiency, the @aspil and gas costs more than
the Gulf oil. In the Middle East, production of @ntof oil costs 2-5 US dollars and
10 US dollars in the North Sea. It is 7 USD in Kdmtan and 17-20 USD in

Azerbaijan. In order to make the Caspian oil ecaeand worthy to produce, the oll

183 Dekmejian and Simonian, 2003: 28.
48



prices should be ruled high, above 18 USD levehisTs why during the last few
years, due to the considerable rise in oil and ga=es, the Caspian oil producer

states have been able to quadruple their expeotditsfrom energy exports.

Table 3: Oil and Gas Production in the Caspian Sea

Crude Ol Natural Gas

(thousands of barrels per day) (trillions cubic feet per year)
Country 1992 2005 2010 1992 2005 2010

Low High

Azerbaijan 222 440 900 1,290 0,28 0,18 0,70
Kazakhstan 529 1,293 1,900 2,400 0,29 0,84 1,24
Russia 200
Turkmenistan 110 196 165 450 2,02 1,97 3,50
Total Caspian 861 1,929 2,965 4,140 2,59 2,99 5,44
WORLD 73,935 81,088 91,600 72,195 |97,534 116,50

Source:Gelb, Bernard A.“Caspian Oil and Gas: Productiod Brospects”, CRS Report for Congress,
2007. <www.wikileaks.org/wiki/CRS-RS21190>, BP Anso®P Statistical Review of World Energy

2001, June 2001; BP Statistical Review of World fgge June 2006; Energy Information

Administration. Energy Information Administration.

Caspian Sea Region: Survey of Key Oil and Gas s$izgi and Forecasts, July 2006; EIA.
International Energy Outlook 2006, June 2006, <Httmvw.eia.doe.gov/oiaflieo/index.html> (29

January 2009).

2.3. NATURAL GAS

The contribution of the Caspian gas reserves ¢éowbrld gas outlet has
become larger than the oil market. In late 2008,BR estimated proven natural gas
reserves in the Caspian region as 257 trillion ctdet, which represent four percent
of the world total*®* The IEA estimates the proven gas reserves of Ajarbas 1.3
trillion cubic meters. By 2013, the developmentled Shah Deniz Pipeline Project -
Phase Il could provide additional gas supply pdgsit?-15 bcm per yedf>
Kazakhstan has 1.9 ftrillion cubic meters of natgas. Total gas production is
expected to increase gradually until 2030, with steet of production in Kashagan

field.8®

184 Bernard A. Gelb, “Caspian Oil and Gas: Productind Prospects”, 2006: 4.

185 The Perspectives on Caspian Oil and Gas DevelopmefiEA, 2008: 12.

18 |n the gas sector, the major producer in the @Gaspégion is Turkmenistan. However, there has
been great uncertainty about the estimates of Temkges reserves. Turkmen representatives
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Table 4: 2007 Natural Gas Production in the CasBan

Consumption Net Export
9.3 1.7

10.6 2.3

18.0 54.3

37.9 58.3

Source:Perspectives on Caspian Oil and Gas DevelopriteAtWorking Paper Series, December
2008.

To conclude, providing dependable estimates abbwnol gas potential of
the region remains a controversial task. Most o #xisting studies include
estimates, which represent oil and gas potenti#th@fregion as unrealistically high.
By this way, they try to support their argumenthaim that the Caspian states can
use their so-called huge amounts of energy resasemn effective foreign policy
tool, without considering other factors. Howevdrede facts help IR scholars to
reach a conclusion that the Caspian region isréan foffering a dependable source
of oil and gas alternative to the Middle East ortN&Gea suppliers. The hydrocarbon
reserves of the Caspian remains limited when coeaptr these two regions. Azeri
and Kazakh resources can only play an alternatipplementary role in the global
energy market. Thus, the argument that Azerbaijaoh ltazakhstan would utilize
their huge energy reserves in order to achieve floeeign policy goals remains
weak, since the other factors, including securityl @eographical facts, are not
considered.

claimed that their reserves were more than 20ofmiltubic meters. This amount is approximately
as much as the proven reserves in Iran and Qataialso more than the BP’s statistical review in
2008, which estimated the total reserves as 2lliortricubic meters. In 2006 and 2008,
Turkmenistan declared that new gas fields wereogis@d in the South Yolotan, Osman and
South Gutlyayak. The IEA argues that these newldialone could make Turkmenistan the top of
the world elite of gas reserve holdefbe Perspectives on Caspian Oil and Gas Development
IEA, 2008:13.
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CHAPTER THREE

THE CASPIAN ENERGY POLITICS THROUGH THE MAINSTREAM
INTERNATIONAL RELATIONS THEORIES: AN OVERVIEW

This chapter overviews the theoretical argumentsr ahe Caspian oll
politics. It tries to assess their ability to expléghe post-Cold War foreign policy-
making in that region. By doing so, it aims to pd®v a useful insight to the
assumptions of these mainstream theories on foneadicy-making of Azerbaijan
and Kazakhstan. Contrary to some arguments initbeature on the region, this
chapter uses a blend of outstanding IR theoriegxigain why Azerbaijan and
Kazakhstan have not been able to use their enamglyas an efficient foreign policy
tool.

The existing studies gives these countries’ forgiglcy experiences by only
describing their foreign policy agendas withouhedretical infrastructure. However,
this study tries to explain why these countries ehawt been able to achieve
independent foreign policy making despite theihrenergy resources through a
theoretical infrastructure. Using such an appraaibles to identify similarities and
differences between foreign policy practices ofstheountries and other resource-
rich countries in other regions of the world.

Prior to discussing this argument through the lefsthe International
Relations theories, the chapter reviews some ofntaén assumptions of these
theories to offer its own view on using oil as aefgn policy tool in the Caspian
region. The chapter starts with the relevant arqumef mainstream International
Relations theories about energy politics. Firsatiempts to explain the dynamics of
struggle for power and welfare over the Caspianrdgarbon reserves through the
classical realism (Morgenthau 1948) and neoreapgtroaches (Waltz 1979). Then
the chapter considers complex interdependence, ofjgo@l theories and
constructivism and their arguments over foreignqyainaking and oil politics.

As a result, the chapter concludes that, when itassidered through a
theoretical framework, it is obvious that using rgyeresources as a foreign policy

tool is not an easy task for Azerbaijan and KaztthsThese countries have not

51



been able to achieve an independent foreign paofiaking due to their natural
resources. While trying to lessen their traditiodependence on Russia, Baku and
Astana have had new dependencies on the AmerichE@opean firms to develop
their resources efficiently. When considered thtoagtheoretical perspective, it is
obvious that natural resources do not give Azeslbagind Kazakhstan a leverage in
foreign policy-making.

3.1. CLASSICAL REALISM

Realism dominated modern international relationgoties, especially
between 1940s and 1970s. Hans Morgenthau, theicdhssealist, who has
extensively discussed the power concept in his syaskgles out the six principles
of realisnt®’ as (1) Politics is governed by objective laws tteite their root in
human nature. (2) Interest defined in terms of pawéhe key concept to understand
international politics. (3) The concept of interemtains the same, while forms and
nature of state of power changes over time andegbn(4) State behavior is not
shaped by universal moral principles. Only indiatbu are influenced by moral
codes, but states are not moral agents. (5) Teeaaddck of universally accepted set
of moral principles. (6) The political sphere istamomous from legal, moral or
economic sphere/§®

According to Morgenthau, political realism definbg state as the principal
actor of international relations and views inteloadl politics as a struggle for
power among actors. States are regarded as pria@oys because they posses
power, which can be defined as the ability not aolynfluence others, but also to
control outcomes that would not naturally occural®ts claim that “the first move
of state is to organize power domestically, and 9beond is to accumulate power

internationally”.*®°

87 Hans J., Morgenthau, “A Realist Theory of Inteimaal Politics”, H. J. Morgenthau and Kenneth
A. Thompson,Politics Among Nations: The Struggle for Power andPeace NY: Alfred A.
Knopf, 1985: 4-14.

188 Scott Burchill, “Realism and Neo-realism”, ScotirBhill and Andrew Linklater (eds.T;heories
of International Relations, London: Macmillan Press, 1996: 74-76.

8 Tim Dunne and Brian C. Schmidt, “Realism”, Johnyla and Steve Smith (eds.Jhe
Globalization of World Politics: An Introduction to International Relations, NY: Oxford
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However, it is necessary to examine what realistanmby power. There are
two dimensions of power that the realists arguestFi is a relational concept. States
exercise power in relation to other states, nad macuum. Second, it is a relative
concept. States need to calculate not only abeirt tvn capabilities, but also about
other states’ powef?

Realists do not accept multinational companies amdernational
organizations as primary actors, as they do nog¢ lsavereignty or a distinct identity,
which distinguishes them from sovereign statésThey regard state as a single and
unitary actor; thus ignore domestic politics. Realialso assumes that there is a
hierarchy among subjects. Realists pay most attertt the military and security
issues, which are defined as ‘high politics’. Ird#idn, they also make separation
between ‘high politics’ and ‘low politics’. High fitics consists of conflict and
security issues, whereas low politics includes eomn, social and cultural
relations™®? Most of the realist critiques evolve around thistidction. The 1973 oil
crisis, the collapse of the Bretton Woods systend #he current global problems
taking roots from the international trade were mhest critical issues that occupied
the international political agenda. In the previotentury, these developments
blurred the distinction between high political dod political issues?® Thus, states
had to revise their priorities on foreign policykireg. They began to focus on their
economic situation and other social issues mone tthely do before.

However, in terms of the Caspian oil politics; gwgremacy of high politics
remains valid since the riparian states still phg tnost attention on security
concerns in foreign policy-making. In Azerbaijarseathe most significant issue in
the foreign-policy agenda is the Karabakh conflithe primary purpose of the
country is to retake its territories, which are endhe Armenian occupation. In
Kazakhstan case, demographic composition and tlogrgehic location of the
country exacerbates its security concerns. On tieehand, long borders with Russia

and China; on the other hand large ethnic Russiguilption pose threat against its

190 pid: 151.

191 paul R. Viotti and Mark V. Kauppilnternational Relations Theory: Realism, Pluralism,
Globalism, 2" ed., NY: Macmillan Publishing Co., 1993: 36.
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territorial integrity. Due to these security cont®rthese two states still give priority
to the high politics and the state concept rem#iesmajor actor in foreign-policy
making. Therefore, the study briefly examines tiagesconcept in the IR literature to

provide useful insight to the supremacy of statethée Caspian oil politics.
3.1.1. State Concept in Contemporary InternationaRelations

The post-Cold War era witnessed radical changeshe international
structure. The influence of the non-state actoxehesen to such an extent that they
began to shape the foreign policy making procesth@fcountries they operate in.
The title of state as the only and the most powexctor of the international politics
— as realist-neorealist approaches argued — haare inereasingly challenged, but it
has preserved its role as the major actor of iateynal politics. In the global system
based on neoliberal values, the sole decision-matedus of the state, has also
changed, but has not totally disappedrédThese developments have led the IR
theorists to review the state concept in intermatigolitics.

States are regarded as the central actors in attenal relations since the
Peace of Westphalia (1648). Following up on thaslitton, realism views the state as
the primary actor in international politics. Howevds view of state differs from
other approaches, such as liberalism. In the libgeav of the state, while ienjoys
sovereignty it is not an autonomous actor. Libesalks state as an actor, whose role is
to maintain the functioning of the internationals®m. Accordingly, there is no
single national interest> National interests of states change accordingeaelative
power positions of both domestic and foreign ind&¥egroups. The more powerful
group has the ability to alter the policy choicdsstate in favor of its interest&®
According to the realist view, however, the statean autonomous actor, whose
preferences are only constrained by the anarchictste of the international system.
It is sovereign and has a national interest thdefied in terms of powet’’

This study tries to compare these two conceptusdiza of the state by using
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oil as a primary commodity. Liberals argue thatimas national interests can affect
state actions. There exist different interests gsowsuch as consumers who demand
low prices, industrial groups that depend on gy to maintain production and oil
producers who prefer high prices. According torithe states do not have a definite
stance about oil. In fact, there is an absence sihgle state policy about energy
trade. Therefore, it is difficult to talk about tary and certain national interests
about state's oil politics. In other words, trati®ss and cooperation among
consumers and producer states shape nationalstabfe

Pluralists, contrary to the state-centric approactmosit that interactions
among nations that are out of state control reqaittention. The agenda of
international relations are not limited to the taily and security issues. Economic,
social and environmental issues have also gaingmriance in the global et&
States now have more limited agenda for foreigicpohaking independently, since
international politics is no more “the sum of fameipolicies of all states’®® States
are no longer the sole decision-makers of theniatéynal politics. Non-state actors,
such as interest groups, religious groups and natitnal oil companies, can
influence the global political agenda.

It is possible to briefly explain the mainstreassamptions of pluralists as
follows 2%
1- Non-state actors deserve particular attentioievgtudying international relations.
Complex interdependence occurs not only betwedesstaut also between states
and non-state actors.
2- States are not unitary actors. Yet, both govemtsm and non-governmental
organizations can transcend the state borders, Teistructure of state has become
polyphonic.
3- Different bodies have differentiating ration@#, thus states cannot have a single
rational.
4- International relations that only include mititapower and security is not an

acceptable agenda.
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Realists have different assumptions over natiamarests of a state. Contrary
to the liberals, they assume that there is desimgd a constant national interest that
is formulated by the state itself. In Azerbaijard dfazakhstan, state authorities do
not allow domestic groups to shape state poliarestiategic sectors, such as oil
industry?%2

As a result, rather than liberalism, realism is thest suitable approach
explain the state concept in Azerbaijan and Kazakhsince interests groups cannot
get into act in strategically significant foreigmligy issues. Realism, especially
structural realism, can provide useful insight ¢wbgl powers’ effects on Azerbaijan
and Kazakhstan. However, structural realism caerplain non-state actors, such as
oil MNCs, since it claims that the state is thegknand the main actor in

international politics.
3.1.2. Critiques of Applying (Neo)realist Theorieon Caspian Oil Politics

Kenneth Waltz's neorealism or 'structural realimm critique of traditional
realism and emerged in the 1970s, as a response toriticisms and challenges
posed by the theories on interdependence. It taeemedy realism's neglect of
economic forces. The research question that Vigalses is: “Why do states exhibit
similar foreign policy behaviour despite their difént political systems and
contrasting ideologies?® The answer, according to Waltz, lies in the system
constraints on states rather than their domestictsires. These systemic forces
homogenize foreign policy agend&s.

According to Waltz, understanding the structurehs international system
helps to understand the behavior pattern of states.structure, since it determines
the system-level outcomes, affects state policigslitniting some choices and
promoting others?®® Waltz criticized the reductionism of classical ligta, who
reduced foreign policy solely on human nature aatescapacity. Their basic fault,

according to Waltz, was the lack of separation ketw foreign policy and the
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international system that is composed of natiotestaRealists regard international
politics as an interaction process among statedewieorealists consider system-
level structural causes and unit level causes agggr Thus, structure holds a
particular position in neorealisffi®

Neorealism assumes that the international sysseamarchic, in which there
is no central political authority. Similar to clasa realists, it states that the global
system is dominated by great powers, who possesiderable military and
economic capabilities. Thus, the distribution oftem@l power among the actors
defines the system. According to Waltz, the segwitstates depends on providing
the balance of power in the systéth.The stability of the system is ensured by
balancing and counter balancing that occur regulan this regard, the oil
production and pipeline projects can be considesed matter of two major powers,
the US and Russia. These two states have triedlsmdée and counterbalance each
other in the Caspian region through these mulomati projects, where a power
vacuum occurred after the collapse of the Sovidbhff® Within such as context,
Azerbaijan and Kazakhstan become subordinated eéocotlicomes of the struggle
between two major powers. Thus, the system levekugable to study the
competition between Russia and the US to contesisport routes and production
projects®®®

Both realism and neorealism define the state amitary actor regarding
rational behaviour. The current IR literature shatat in terms of the Caspian oil
politics, this assumption has still validity. Feistance, the biggest actors of the oil
sector in Kazakhstan and Azerbaijan are state-ovarmexigy companies, such as
State Oil Company of Azerbaijan (SOCAR) and KazMGaa of Kazakhstaf'® In

the oil sector states remain as the main actorerellis no place for private
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entrepreneurship in Azerbaijan and Kazakhstan, cgslpe in what is regarded as
strategic sectors, namely oil and §&s.

According to the realists, one would expect oil ajab resources to have
become significant policy tools for Azerbaijan dtazakhstan. They claim that there
are several sources of state power. A state’s déapbdepend on its natural sources
of power. There are three significant natural sesiraf state power: geographic size
and position, natural sources and populatfériHowever, these newly independent
actors have faced several limitations to use thesecy tools effectively. Put
differently, they have not been able to utilize itheydrocarbon resources to
implement their foreign policy objectives. This isecause Azerbaijan and
Kazakhstan have faced several security concernghwdnabled global powers to
abuse these vulnerabilities of Baku and Astanaawoif of their interests in energy
projects.

Azerbaijan and Kazakhstan have paid more attertbosecurity issues than
other issues in their foreign policy agendas. Inrealist manner, they have
distinguished between ‘high-politics’ and ‘low-pads’. For instance, the acute
issues on Kazakhstan foreign policy agenda ardlias: counteracting global threats
and challenges, the legal status of the Caspiandedimitation and demarcation of
state border, and Kazakhstan’s stand on globategidnal issue&™®

Similarly, the conceptual basis of the Azeri foreigolicy has been to
preserve and strengthen the national independemteeritorial integrity, to develop
equal mutually beneficiary relations, and to essabifriendly links with all countries
of the world®** Azerbaijan’s primary foreign policy goals includieeeping close
relations with Caspian neighbors including CIS ddes, bordering states,
traditional European energy trade partners as ageleading world states, members

215
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of Security Council, countries of Islamic and Tarkvorl The major purpose of
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that country is to resolve the Nagorno-Karabakhflmirf'® While signing the
agreement for the "Partnership for Peace" progr&iNATO in Brussels, Heydar
Aliyev explained the concept of Azerbaijan diplomas

“Having taken the decision to sign the treaty wpdhaot only to acquire

peace and stability in this region but also to ¢priur people in contact

with values of western democracy, to create newditioms for active
collaboration with all countries of world countrigs’

When Russia’s hegemonic position in the region d@garded, relations
between Russia and ex-Soviet republics should affsuitable case for neorealism
due to the considerable difference in their relatpower. On the one hand, the
Russian support for secessionist movements witheor@a, and its intention to
regain its dominance over the transport infrastmectand the use of gas-cut as
leverage against Ukraine have damaged the Caspits'srust of Russid® On the
other hand, the Karabakh conflict has further esdiRussian military presence in
the Caspian region. Its military alliance with Anmnee guarantees a balance of power
between Baku and Yerevah.

According to another view, however, the imbalante@@ver among states
cannot provide an understanding of the existingored dynamics. In the Caspian
basin, it argues, power imbalances do not autoalbticgenerate conflicts.
Neorealism assumes that an asymmetric balancevegrpgs a systemic precondition
for conflict, but domestic variables are also impot in explaining why conflict
occurs?®

According to Westphal,

“The more energy producing or consuming countriebofv such a
geopolitical path pursuing a neorealist, state isgcoentered approach,
the more difficult it is to set up institutions fatultilateral co-operation
grounded on legal institutions and market mechasidrhis is significant
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due to the fact that international energy polidepends a lot on the roles
played by states, as they are the ones keepingsissiisovereignty,
political authority and territorially defined powem the agenda. For
them energy resources are a power resource botheomational and

international level’??!

As a result, the study uses realist and neoregistoaches to explain foreign
policy behavior of the countries. It applies thepproaches on particular cases. In
Azerbaijan case, the study applies them on the Magdarabakh issue to explain
the prevailing effect of security and territorialvereignty on the foreign policy of an
oil-producing country. Despite its policy of usimgtural resources as a foreign
policy tool, these issues prevail energy politlosKazakhstan case, these approaches
are used to explain the geography and demograghyrfain Kazakh politics. Astana
have not been able to use its resources due to geagraphical and demographical

reasons.

3.2. GEOPOLITICAL THEORIES

The term “geopolitics”, is briefly defined as tipelitical interpretation of
geography. Although the political interpretation géography and its application
under an academic discipline owes to the studig¢$atford J. Mackinder, definition
of such an academic branch as “geopolitics” fimgikt place in an article Rudolf
Kjellen about the borders of Swed&h. Having several definitions, today,
geopolitics describes lands and ability to affeebgle living on these lands and
everything about struggle for power over these dar@truggle for political power,
not only among states, but also between politicalvements and paramilitary
groups, and conflicts over territories and natuesburces constitute the subjects of

geopolitics®*
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Classical geopolitical theories in IR study worldiers. Geopolitical studies
of the world order explore the potential capala$tof states and non-state actors in
various geographies and explain the redistributbapabilities through conquest
and through cross-border market forces. Spykmanhawlaand Mackinder, the
classical geopolitical theorists, constructed apgétical theory of change in world
orders. Mackinder argues that in the future theeagrof industrialization into
Eurasia would cause a transport revolution. Haefbee, recommends great powers
to focus their power on Eurasia. Mahan on the otfaed, emphasizes the influence
of sea power on recent world ordéfs.

After the disintegration of the Soviet Union, théeation of the Russian and
the American decision makers towards the regiole@¢dEurasia” has increased and
geopolitical theories have become popular againes& studies have underlined the
influential role of environmental factors on palil behaviof*> They emphasize that
different geographies and climates affect policgicls of states. Variables, such as
natural resources and territory, can affect staiebtical structures, as well as their
efficiency in domestic and foreign polici&S.

Realism has had a significant impact on the deveéy of the geopolitical
approach. Both theories put special emphasis aitorgr and geography, which
constitute the main pillars of state pow&rFor classical realists, national power is
the principal element in international politics. mbhakes up the basis of the
international politics both as a means and as @&h €herefore, there are several
analogies between realists and geopolitical thessi8 These are not limited to the
emphasis on power and national power concepts. @teegimilar in determining the
elements of national power. Like Morgenthau, Mamafers to a similar list of
elements of national power, which are geograplpoaition, topographical features,

and size of territory, population, military powerational characteristics and the
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regime type of a county’ Above all, however, both theories regard powethas

basic concept. Since both approaches accept tlogragghy is one of the most
influential factors in foreign policy-making, resn in this sense dominates
geopolitical theorie§® Studying Azerbaijan and Kazakhstan foreign paticie
through realism and geopolitics is likely to ofteseful insight to the argument of the
study. Therefore, the following section of the stwekamines how geopolitics can

explain foreign policy decisions of Azerbaijan dtazakhstan.
3.2.1. The Caspian Geopolitics

The geopolitical approach has at least four strargumptions about the
Caspian region. First, it is the gateway to Cenish. Second, from the viewpoint
of Central Asia, the region is a gateway to the tdfesmarkets. Third, together with
Central Asia, it has significant hydrocarbon defosgtinally, for Russia, the region is
a connecting line to the Mediterranean and thei@efsulf.?3*

Geography has been an effective variable in enaffgyrs of Azerbaijan and
Kazakhstan. Since hydrocarbons are delivered tihrougjtiple pipelines, geography
has been the principal factor that shapes thesspoaatation routes. Both countries
lack access to the open seas. This is also angdographical factor that affects the
foreign policy options of these two states. In #ddi geopolitics of the region has
not been stable for centuries. Ethnic tensiongl, wiars, terrorism pose serious threat
against secure energy delivery through pipelindss Tncreases the cost of foreign
investment and transportation. The recent civil imgEgypt has shown that an unrest
in an energy rich region or a transit country imraggly decrease the ability of these
key countries to use energy card efficieAtRyEgypt recently controls the two per
cent of the flow of total world oil through the Su€anal, and world oil prices
increased to a considerable level following thel cimrest in the country.

Nevertheless, taking solely the theories that $omu the relationship between

geography, international politics and foreign pwplican prove misleading. For
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instance, some scholars consider geography andoenwental factors as one of the
inputs in foreign-policy making, while others edisib a causal relationship between
geography and foreign policy. Those in the secormug in a reductionist and
deterministic approach, argue that geopolitics albself shapes the foreign policy.
In this respect, lies another strong similarity vietn classical realism and
geopolitical determinism. Similar to geopoliticeetreductionist approach of realism
often degrades international politics to power Irwand establishes a causal link
between power and foreign poli&/® They cannot provide a full understanding of
the role of energy in Azerbaijan and Kazakhstaifpr policy considerations, but
they can be component of an eclectic approach, whkkplains foreign policy-
making of these states. This makes two theorievael to the argument of the study.
Despite the strengths of Geopolitical studies, thEyne are insufficient to
observe the transformation of the relationship agnthrese states and also between
them and the Russian Federation. Their dependendéoscow has decreased since
the collapse of the Soviet Union. Russia is no ntbee sole major power in the
region. The Caspian states no longer depend sofeRussia for foreign investment
or capital. Nevertheless, Russia has become dependehese states to supply the
increasing energy demand of the EU, as it is un@bsipply the energy need of the
EU on its own. As a result, geopolitical studiedl fhort of providing a full

understanding of Caspian oil politics.

3.3. TRANSNATIONALISM AND INTERDEPENDENCY THEORIES

This part of the study examines how transnatisnaland interdependency
theories can explain oil politics in the Caspiagioa through their emphasis on the
increasing role of non-state actors in the regibransnationalism and complex
interdependence theories led by Keohane and Nye bhallenged the traditional
state-centric approaches. State-centric approaches, as the system theory and
realism, regard states as the major and the ortlyr ad international relations.

However, these theories take non-state actors, hwhiave challenged the

233 Ar, 2004: 220.
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monopolistic role of the state in world politicatd consideratio>*

While realism identifies power through capacitggeohane and Nye's
interdependence theory assume that power does em¢nd only on capacity.
Dependence refers to a unilateral interaction inciwvra state's foreign policy is
shaped by another state; while interdependence snaarual interaction between
different state$®* Keohane and Nye define main the assumptions efdapendence
with three points: multiplicity of communication ahnels; absence of hierarchy in
the agenda of international politics; and decreaséhe significance of military
power?®® Interdependence is usually used for the pairstates that have similar
economic size, level of economic development andenazation. Interdependence
occurs when a considerable amount of trade paste®én countries and where the
importance of this trade prevails political conseifor both partners. Cooperation
between partners is essential for interdependence.

In terms of oil politics, a state with more resms than another is not always
able to exert pressure on the other due to its hregources because of
interdependence. Thus, Keohane and Nye, define leamipterdependence as a
source of powetr’ However, defining power only in terms of capaditgcomes
problematic when the capacity of a state changesekample, the replacement of
oil with gas or uranium as a source of energy égesae the capacity of those states
with considerable reserves of oil. Others with gag uranium reserves become more
capable than those producing Bfi.

Regarding Caspian oil politics, this argument se¢éonhold. Azerbaijan and
Kazakhstan depend on Russia and other transit wesirfor oil and gas transport.
They need to cooperate with these transit countimesorder to export their
hydrocarbon reserves. They also depend on oil MREdoreign investment to
increase production levels. As stated in the previchapter, oil and gas production
in Azerbaijan and Kazakhstan have still been doyeld-fashioned methods. To

increase production levels, these countries needeptace their old production
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methods by modern techniques. Thus, foreign investrhas been a vital issue for
the development of Azeri and Kazakh energy sectors.

In an economic interdependent relationship, thrgdiaing capabilities of one
side on the another depends on the latsersitivityand vulnerability.>*® According
to some scholars, in the IR literature, economiterdependence has two
meanings’® First, states are interdependent when economigat&nh in one
becomes dependent on other's economic situationcorfSe they become
interdependent if it is too costly for them to seisg their relations. The relationship
between OPEC and major industrial powers, whiclvihedepend on oil, can be a
case for this condition. The first one refers tossgvity interdependence and the
second is vulnerability interdependence. Mansfadd Pollins argue that “the key
difference between sensitivity and vulnerabilityemlependence hinges on the costs
that countries would bear should relations betvtaem be disrupted®**

For instance, sensitivity levels of oil consumarstsas the US, the European
countries and Japan to the Gulf oil are the sanu;their vulnerabilities are
different. Although these states are sensitiveh policies of Gulf States, their
policies affect them separately. Thus, bargainioggr of the Middle Eastern states
differ for each of these consumers, since Europsates supply 60%, Japan 75%
and US 25% of its energy demand from the regfériFrom this perspective,
dependency of the Caspian region on the US andi&issgreater than others, since
the region is still in the nation-building processl faces security threats.

Along with the interactions between governmentangnational interaction
process includes non-governmental interactions.h Bgpvernmental and non-

governmental interactions are transnational refatisince the interaction transcends

239 pccording to Mary Ann Tetreault, Robert O. Keohamel Joseph S. Nye describe interdependence
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effects of the transmission of events originatingewhere”. Mary Ann Tetreault, “Measuring
Interdependencelnternational Organization, 34.3, 1980: 430.

240 Edward D. Mansfield and Brian M. Pollins, “Intepidence and Conflict: An Introduction”,
Edward D. Mansfield and Brian M. Pollifeds.),Economic Interdependence and International
Conflict: New Perspectives on an Enduring DebateMichigan: The University of Michigan
Press, 2006: 11.
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national borderé® In this regard, oil politics is usually a transoasl interaction
process as one of the actors is usually multinatiol companies operating across
borders.

Thus, Nye and Keohane's approach has useful assmspd understand the
dynamics of the Caspian oil politics. The biggedi®4 in the world are usually
energy firms that produce and transport oil andinadtgas. Gross revenues of these
biggest MNCs can exceed many states' gross natodlct (GDP). One the one
hand, partners of the Caspian states in energyuptioth and pipeline projects are
usually the Western oil MNCs, which seek interedttheir home governments. On
the other hand, powerful national oil and gas camgsmhave become the strongest
institutions in the administration of AzerbaijandaKazakhstan. For instance, in
Azerbaijan, SOCAR is the second largest indusemdérprise of the country. In the
last few years SOCAR have tried to transnationatzectivities and transcend the
borders of Azerbaijan. According to these theorassa non-state actor, the interests
of SOCAR represent national interests of Azerbaijans employed as a foreign
policy tool to pursue that country's go&l§ These theories emphasize the roles of
these companies in foreign policy considerationsApérbaijan and Kazakhstan.
They help to better explain the interactions betwstate and non-state actors in the

Caspian oil politics.
3.4. SOCIAL CONSTRUCTIVISM

Since the end of the Cold War, an increasing nundfescholars have
criticized traditional IR theories for their wealaseto explain the change in world
politics. Instead, critics advise looking at fopapaches that take into consideration

dynamism and changé® One of these approaches is social constructivism.

243 Nye, Jr. J. and Robert O. Keohane, “Transnati®ehtions and World Politics: An Introduction”,
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According to Shimko, social constructivism is agpactive that underlines the role
of identities and shared understandings in shaftiegsocial actors’ behavi6f®
Generally put, it provides a framework for studyiwgrld politics that enables to
understand change, since it has become a vitakpbmt contemporary international
relations.

According to Hoffman, if change is defined as “@teons in the state of
affairs, the world is always changing”. Every theory can explain change to a
certain extent. However, the ability of a theoryetglain change depends on what a
theory holds as constant. Taken as such, sociadtemtivism is likely to be a
complementary approach that holds change as a maj@ble for studying world
politics **® Constructivists believe that interstate relatians shaped, by and large,
by subjective factors, beliefs and ideas. The rmopbrtant of these are grouped into
three categories: identities, strategic cultures$ morms. These are mostly affected
by a nation's shared historical experiences. Thwy tare transmitted to later
generations through education and social ties. Wewehey are not permanent, and
can change over time and changing contexts.

Thus, constructivists tend to be optimists sin@ythelieve in change. They
argue that beliefs shape the relations betweeonnmstrather than objective material
factors; so there is always an opportunity thatofge can change the world by
changing how they think”.?4°
Kegley and Wittkopf argue that

“A liberal-realist theoretical approach advocatedAlexander Wendt

that sees self-interested states as the key aataverld politics; their

actions are determined not by anarchy but the wsgies socially

“construct” and then respond to the meanings they ¢go power

politics, so that as their definitions change, @rapive practices can
1250

evolve.

Constructivism tries to offer alternative undersliags of a number of central
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themes in international relations theory; includiti;e meaning of anarchy, the
relationship between state identity and interesiyay, and foreign policy makirfg*
The following section first gives the main assurops of constructivism briefly and
then explains the Caspian oil politics throughaiternative views on three concepts:

national interests, national identity and foreigrigy.

3.4.1. Main Assumptions of Constructivism

Challenging the mainstream approaches of IR, cocthirsm rejects their
assumptions on “the nature of the internationatesys actors and the social and
political interaction”? The approach considers ideas, identities and nass
efficient variables, which the classical approackyeserally ignore?** Instead,
constructivists focus on ideas, norms, knowledgé anlture in politics and
emphasize the role of collectively held — intergghiye ideas. There are three main
assumptions that make up the core of constructividmst, not only material factors
but also ideational factors shape human interacmtond, intersubjective beliefs
are the most significant ideational factors and @ao¢ reducible to individuals.
Finally, interests and identities of actors arestarcted by these shared beliéfé.

Constructivists examine the realist logic of ahgrand neorealist view of
international organizations. According to Wendtf-kelp and power politics do not
emerge from anarchy. This is due to “process”,“atstuicture”. There is no logic of
anarchy apart from the practices, which createsthécture of identities. Structure
has no existence apart from the process. Self-taefppower politics are therefore
institutions, not essential features of anarchyndlYéherefore argues that “anarchy is
what states make of it>®

Constructivists claim that, since actors are dynarstate identity and

%1 Alice BA and Matthew J. Hoffman, “Making and Reriwak the World for IR 101: A Resource for
Teaching Social Constructivism in Introductory Gles’. International Studies Perspectives4,
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interests change over time and according to coAt@xthis assumption of the
constructivist approach strongly contrasts withritenstream IR approaches, which
take state interests and identity are taken asrdiogty to social constructivism,
fixed >’ Second alternative explanation of constructivismabout context. On the
one hand, similar to the traditional approachetlRinconstructivism holds the view
that the international context is anarchic. On thieer hand, they give the term
‘anarchy' a different meaning. In an anarchicakexinthere is no superior authority
that makes and enforces rules. According to cocistists, the international context
has also no “inherent logic of suspicion and coiitipet.?® The third point concerns
actions and interactions of actors. Different frahe mainstream approaches,
constructivism argues that there is a constantmisma and change in the nature of
actors and international context. This constantadyism and change draws a cycle
that build up the core of the constructivism. Imsthycle, actors shape their own
social and political contexts and these contextsrin shape their preferencé®’

3.4.2. Social Constructivism, National Interest, Ni@gonal Identity, Foreign Policy
and the Caspian Oil Politics
3.4.2.1. National Interest and National ldentity

Social constructivism provides a useful perspective the analysis of
regionalist aspirations of the Caspian states. Aling to Molchanov, these regional
affiliations shape the foreign policies of the es&f® They also affect their identities
to a certain extent. Molchanov claims that “idgntbnstruction in the region has
emphasized the irreconcilably dualistic nature oths categories as ‘European’
versus ‘Eurasian’ thus driving European countriéshe former Soviet Union to
break their ties to Russid>* Along with its efforts to integrate with the EUktaine
has initiated an openly anti-Russian GUAM (Geordikraine, Azerbaijan and
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Moldova) alliance. As a response, the ‘Eurasian's$fta acting together with
Kazakhstan, has accelerated the institutionalimatb a Single Economic Space
(SES). Such an institution intends to serve asaanhor of identity’ for its members
and a platform for pragmatic foreign policy, ecomomelations and institution
building?®? Molchanov posits that these efforts deserve a toativist reading
because of the attempts to build, modify, or rebwah objectively understood
international structure. Put differently, decisimakers in Azerbaijan and
Kazakhstan create intersubjective meanings (cyltunerms, and common
understandings) through interaction in a commurniltys they socially construct
regional integratioi®® Azerbaijan and Kazakhstan are obliged to estalpishical
and economic relations with other states, and foagional and international
alliances. However, on the one hand Russia has theemajor energy supplier,
military superpower and biggest economy of the aegiOn the other hand,
collaborating with NATO and the EU offers stabilisecurity and identification with
the Western community. States face with rewardseoalties as a result of choosing
one of these identitie&>

As a result, social constructivism posits that Azagan and Kazakhstan has
faced several limitations in their foreign policgaisions, despite their considerable
reserves. Preferring one of these identities aexpense of other in foreign policy-
making causes considerable pressure of the otkerisi order to preserve their
interests in the region. For instance, Russia as®d its support for Armenian forces
in Karabakh, when Azerbaijan provided investorddly environment for the
American oil companies. Kazakhstan also faced ammésponses when the country
deepened its cooperation with its eastern neighlézhina in the energy sector.

Along with the national identity, national intetéss also long been central to
the theories of international politics due to iderin explaining state actions. Some
constructivists argue that this concept shoulddoemceptualized through the lens of
constructivisnt®® Before state officials act for the state, theyagegin a process of

interpretation in order to comprehend the situatom respond accordingly. This
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process of interpretation in turn creates a sh&eduage among decision-makers,
and it becomes a national interest. Meanwhile, ¢betent of national interest,
Weldes argues, is produced. In other words, sidsially’ constructe?®

Regarding Azerbaijan and Kazakhstan, how are thaiiional interests
socially constructed? First, in these states, thte fficials create representations,
including the self and others. “Others” here in€udther states, neighbours, and
non-state actors, including oil MNCs or social mmeats. Thus they give an
identity to each object, such as aggressive, legdtiend, peaceful or fo&’ Second,
these representation or identities define theironat interests. In short, these
representations, which are socially constructethbystate officials, clarify who they
are, who their enemies are, how they threaten #neinhow they can best deal with
them?®®

Azerbaijan and Kazakhstan also identify the Anaeriand the European oil
firms either as friend, or foe, and shape theieifgm policies accordingly. Russia is
another significant actor, whose identity is sdgiabnstructed by politicians. Then
these constructed identities altogether shape dhienal interests of Azerbaijan and
Kazakhstan. For instance, when we consider therdifit leaderships in Azerbaijan
and Kazakhstan, the first can ignore Russia irfateign policy orientations and
interstate relations with other state more easipjle the second cannot ignore
Russia, a state which it perceives as a threds tmtegrity. Different perceptions of
Russia of the two leaders differentiate the forgighcy constructions of these states.

Since the collapse of the Soviet Union, the US been identified as the
“other” in the ex-Soviet republidd? During the Cold War, “America” was the
“other”, which was constructed by Moscow due toimiérests of the American firms
and also ideological opposition between two coestriSince their independence,
Azerbaijan and Kazakhstan have begun to shape dkgirimage of the US. They
have seen it as a new “big brother”, who can ofesurity guarantees and economic
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aid2”° For instance, Azerbaijan has regarded the US atmm who can guarantee
its independence against Russia and in this aspednterests of the American oil

firms in Azeri oil has been the key motive for Amean presence in the country.

3.4.2.2. Foreign Policy

This part of the study focuses on the assumptdrs®cial constructivism on
foreign policy-making. As regards Azerbaijan andz#&khstan, constructivists
generally emphasize the possibility that increagiagticipation of these states in
international institutions, organizations and caagien will probably cause some
shifts in their strategic cultures, in the interaaal norms of international behavior
and foreign policy-making of their leaders, as wadltheir conceptions of national
identity?”* Constructivists believe that repeated interacticans alter the beliefs and
interests of actors. For instance, it was thesesyy interactions between the Soviet
and Western scientists and arms control expertsatteaed the Soviet foreign policy-
making in the 198082 The strategic culture Azerbaijan and Kazakhstas dlso

shifted, since their leaders have embraced thealileeonomic norms.

Regarding the problem of the legal status of thepizen Sea Azerbaijani
President Aliyev pointed out that the five leadgnsuld “consolidate understanding
for providing peace and security in the Caspidn ¥Vhile emphasizing the growing
importance of the Caspian Sea, Kazakh PresidenarNayev underlined the need
for revising the current situation and said thae%e agreements should go down to
history”2’* The development of relations between the ripasiates of the Caspian
has enabled a peaceful inter-subjective contextaaoommon understanding, which
are favorable for a more stable region. Since thelependence, Azerbaijan and
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Kazakhstan have learned to understand each othaitses. This new environment
has provided a new context, in which they can redetheir identities and national

interest<’®

According to Jahangir Karami, the deepening retetibetween the Caspian
states has shown that states, who have differentittes can encounter other states
in a new context and they can develop a new comuonmuterstanding through
interaction?’® Azerbaijan and Kazakhstan have developed newitinsince their
independence. This new environment has paved the foa infrastructure for
establishing economic, political and social cooperainitiatives, which can foster
behavioral norms, rules and regimes. However, thidle is an absence of efficient
regional cooperation initiatives. These arrangemefiould be established in the

Caspian region. Karami argues that,

“The experience of Europe, East Asia and North Acaein establishing
such arrangements and forming behavioral, econcanid, political and
security norms and rules indicates that the newiyred structures
represent common interests in a way that all thecs have to behave
within the framework of agreed regimes. Such reginpeevent the
aggravation of problems to a critical level andphedsolve them to the
benefit of the engaged parties, minimizing the folgty of interference
by an external power. In the absence of such ragionganizations
smaller countries tend to invite greater powersoider to challenge
regional powers. The latest research on regiorsitiions and regional
regimes shows that these mechanisms are criticalpfoviding a
favorable environment in which the countries mayeligp a common

understanding of each other’s policié5”
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CHAPTER FOUR

EXPLAINING THE FOREIGN POLICIES OF AZERBAIJAN AND
KAZAKHSTAN WITH IR THEORIES

This chapter applies some of the outstanding theoof International
Relations to the Caspian region. As aforementiotieel Caspian region in general,
and Azerbaijan and Kazakhstan in particular, do swt the confines of a single
approach or a theoretical model. This part theeeforerviews these two countries
through the lens of a blend of theoretical moddiat tcan help to provide a
comprehensive understanding of the role of hydtmmas in the foreign policies of
Baku and Astana’®

The chapter first deals with the foreign policyAderbaijan regarding energy
politics at three levels of analysis and a particussue, the occupation of Nagorno-
Karabakh. Then, it considers the foreign policy Kdzakhstan regarding energy
politics at three levels of analysis, the statdjvilWual and the system levels. Finally,
it focuses on key constraints to use energy resesan efficient foreign policy tool
with a particular emphasis on two tasks: the lesjatus of the Caspian Sea; and
transportation of the Caspian oil and gas and ggtueal factors. As a result the
chapter offers that, when considered through arétieal perspective, Azerbaijan
and Kazakhstan, due to these particular issues, ame limitations while using
their hydrocarbons as foreign policy leverage.

4.1. THE FOREIGN POLICY OF AZERBAIJAN REGARDING ENE RGY
POLITICS

As a response to the global and regional dynanmckthe developments
mentioned earlier in previous chapter, Azerbaijas some indispensable issues for
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its foreign policy agendd? The most prominent of these issues has been totaiai
its political and economic independence, elimimataf threats and risks to the
security, sovereignty and territorial integrity 8kerbaijan. It tries to pursue an
independent foreign policy that aims at restoratidnsovereignty and territorial
integrity of Azerbaijan over its territory. It alsoms at a peaceful settlement of the
conflict with Armenia over Nagorno-Karabakh regmimAzerbaijan.

This indicates that, in a realist manner, Baku gjitap priority to its security,
territorial integrity and independence. Seconadhiémnds to lessen its dependence on
Moscow. In order to implement the other foreignipplgoals, Azerbaijan needs a
strong economy. For this purpose, it has soughgstablish good economic and
diplomatic relations with the US and the EU and $igeaed a number of Production
Sharing Agreements (PSAs) to improve its econonmmid political gains. It also
intends to develop good-neighbourly and mutuallwasmtageous relations with
neighbouring countries. In this aspect, Azerbaigalikely to exchange its traditional
dependency on Russia with a new dependency on #steW state€° Therefore,
integration into European and Transatlantic seguaihd cooperation structures,
including NATO, EU, WEU and CE has become a viagktfor the country. Finally,
Azerbaijan intends to become a regional power ith beconomic and political
means, so that it can develop its military powed eggain the territories in Nagorno-

Karabakh occupied by Armenia.

4.1.1. Three Levels of Analysis

While taking the major trends in Azerbaijan forefgplicy into account, Sadri
uses the three levels used by neorealism, nantedystate level, the individual level
and the system level of analyses. In the statd thamnalysis, geopolitical factors put
its weight on the agenda, according to Sadri. Thgpmssues that are examined in
this chapter are the Nagorno-Karabakh conflict tredlegal status of the Caspian
Sea. Other significant issues are economic, suchp@serty, unemployment,

dependence on foreign oil firms and Production Bgaigreements (PSA). Finally,
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on the individual level, the leadership factor igamined. During Aliyev’'s
administration, Azerbaijan has pursued a balanoeeign policy, which is directly
shaped by the political leadership of the Aliyemnfly. This was the most prominent
feature of Aliyev governmerf® On the one hand, he avoided from antagonizing
Russia by developing relations with the Euro-Ati@ebmmunity; on the other hand
he tried to lessen the influence of Moscow over B#kough a Western oriented

foreign policy agenda.

Meanwhile, on the system level of analysis, twoemal factors are listed:
which are the global and the regional factors. glubal variables have been the
policies of two global players, namely the US ant®a; whereas regional variables
are the policies of Georgia, Armenia, Turkey, larmd Kazakhstan. In addition to
these factors, regional cooperation initiativesalse taken as regional variables into
account®?

State level-of-analysis involves two issues. Figeipgraphic condition limits
Azerbaijan's foreign policy choices since it is and-locked country. Second,
economic factors constrain the foreign policy cdaesations of the country, because
following the occupation of Nagorno-Karabakh; aboné million refugees caused a
serious economic burden on the Baku governmentid8gsvolatility in the oil
prices has been a problem. Long term pipeline ptejgepend on the stability in the
oil prices®®® Despite some legal reforms, lack of an investienfily climate in
Azerbaijan prevents country to attract foreign stu@ent into to the oil sector. As a
result, due to these political and economic situj energy reserves remain as a
weak policy tool for the Baku government.

Individual level-of-analysis deals with the leadweps factor. As a young
democratic republic, Azerbaijan still suffers frggredominant role of leadership in
the formulation and implementation of its foreigolipy. Within this context,
Azerbaijan foreign policy has gone into considesatihanges since Heydar Aliyev
became the president in 1993. Aliyev tried to instbnalize the Azeri foreign
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policy, to form close relations with the Europedates while having neighbourly

relations with the regional staté%.

System level-of-analysis includes two sublevelsbgl players, namely the
US and Russia; and regional players, which are &moh Turkey. Iran has been a
significant factor for Azerbaijan, due to threeuiss; a considerable Azeri population
in the country, sharing border as littoral stateshe Caspian Sea and geographical
proximity which offers the cheapest and the shortesite to deliver Azeri oil
exports. While studying the factors that consttha Azeri foreign policy, the role of
Russia is significant. It intends to regain itsnfier status of regional dominant power
and increase its influence over the region. Baks been a focus of interest for
Moscow, especially regarding oil. Moscow tries morease the share of its national
oil companies, Gazprom and Lukoil, in the oil protlon projects in Azerbaijan. It
also seeks to influence the routes of the pipelinesicrease revenues from transit
fees. The ultimate goal of Russia is to achieveolalbs control over the global

energy market®

The other global player, the US, has some majerasts in Azerbaijan, too.

First, it aims to lessen dependence on the OPEG@Gtes through diversification of
its oil supplies from alternative producers, such Azerbaijan. Furthermore,
Washington intends to increase its control overgllobal energy market, where it is
the largest consumer. It also tries to feed its et economy by increasing the
profits of the American oil companies that opeliatéhe Caspian regioi® Beside
economic interests, the US has been making seeff@ailts to contain Russian
influence over its ‘Near Abroad’. For instance, \Magton encourages American oil
companies to invest in states in the Near AbroaRuwdsia, in order to lessen their
dependence on Russia for foreign capital. Azerbaijas been one of the pivotal

states in Moscow'’s ‘Near Abroad’.

Another regional power that Washington tries totaonis Iran. The demise

of the Soviet Union has left Iran in an undesiralolendition, where newly
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independent states became its new neighbors. Ifdtasl new threats rising from
ethno-political conflicts near its northern borderits relations with Azerbaijan, Iran

realized the fact that the primary concern of Bakas the Nagorno-Karabakh
conflict. Therefore, Iran has sought to maintaibadance of power in the Caspian
region. It aims to prevent Azerbaijan from fullypdeiting its resources and keeping
the Nagorno-Karabakh conflict unresolved. In thepext, Iran’s strategic goals have
been in a great harmony with those of Rué¥idran tries to resist and counter
respond American policy that aims to sustain itfuence over the region. Iran

perceived developments in Azerbaijan with anxietjye to the large Azeri

population on its territory near that country’s der. Iran considers this condition as

a threat against its national security and teigtontegrity 28

4.1.2. The Occupation of Nagorno-Karabakh: SecurityConcerns and the Oil
Card

This part of the study examines the argumenipek that there has been
“interplay between the oil-led development procasd post-independence regional
conflicts that enforced a Western orientation inedmijan's foreign policy®®®
According toipek, a particular focus on these conflicts can Helmlemonstrate the
interplay between the foreign policy-making of Azafan and its hydrocarbon
reserves that enforce a Western-orientated foreidjoy”.>*° This part takes only the
Nagorno-Karabakh issue into consideration, sintehtas been the major task for the
Baku government to maintain the national secuniy the territorial integrity of the

country.

As indicated in earlier chapters, in the post-iretefence period, Azerbaijan
economy has become fairly weak and faced sevemaboeaic crises, due to its
traditional dependence on the central economy ef fdtrmer Soviet Union. As
explained previously, in the Soviet system, Azecoremy depended on the
extraction and production of natural resourcesparticular the hydrocarbons. The
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collapse of the Soviet Union has left Azerbaijathwan economy, which is based
primarily on oil production. For economic progretsge country therefore depends on
foreign direct investment and constant flow of fgre capital. Besides, security
concerns have continued to have critical importafizeAzeri foreign policy?®*

Together with geopolitical rivalries with Iran arfRussia, security threats have

become a chief concern for Azeri foreign policy.

The Nagorno-Karabakh conflict began in 1988, ipr@avince of Azerbaijan,
which is mostly populated by Armenians. Armeniadainced that Karabakh
remained underdeveloped due to the inefficiencyAzdri administration. In 1989,
Karabakh was thus taken from Azerbaijan's jurisoicnd subordinated directly to
the Soviet Union. The ongoing conflict ultimatelycalated into war in 1991, when
the Armenian people living in the region began dedirzg their independence. Then,
Nagorno-Karabakh was subsequently declared as daep@mdent republic by
Armenians on 2 September 1991. In February 199&)effan troops, which were
backed by the Russian army, invaded the Khojalieseent of Azerbaijan. The
Khojali carnage was one of the most tragic outcopfethe Armenian occupation.
After taking the strategically significant city @&husha, Armenians proceeded to
seize six more provinces of Azerbaijan. As a reshi country lost one fifth of its

territory and approximately one million people wareernally displaced®?

Following these events, the involvement of Rus€ianference on Security
and Co-operation in Europe (CSCE) and the UN haternationalized the conflict.
Both of the conflicting parties became membershef CSCE and the UN in 1992.
After the Khojali carnage, the CSCE organized af@@mce on the Karabakh issue
in Minsk and the “Minsk Group” was then formed hpercountrie$®® Meanwhile,
the UN has also taken some decisions over the,issdeding “the UN Security
Council published Resolution number 822" on 30 AA993%°* The document

2% pid: 228-229.

292 Nasib Nassibli, “Azerbaijan: Policy Priorities tavds the Caspian Sea”, Shirin Akiner (ed@he
Caspian: Politics, Energy and Security London: RoutledgeCurzon: 144-145.

2% The members of the OSCE (The conference was fiatemed Organization for Security and Co-
operation in Europe) Minsk Group are France, Russ@aUS (co-chairmanship) and also Belarus,
Germany, Italy, Portugal, Netherlands, Sweden,aridland Turkey, as well as Azerbaijan and
Armenia. See, <http://www.osce.org/item/21979.htdB>August 2009.

2% For the original document, see, <http://www.urténérbaijan/documents/scresolutions/822.pdf> 4

79



required Armenia to immediately withdraw from theeh territory and officially

recognized the territorial integrity of Azerbaijadotwithstanding the UN decision,
however, Karabakh declared its sovereignty afteaferendum. The key point of the
conflict is the uncompromising attitudes of thetia: On the one hand, Karabakh
Armenians do not want to reunite with Azerbaijan,tbe other hand Azeri people
are unwilling to consent to the establishment ofiraadependent Karabakh, which

they consider as a step towards its integratioh Aitmenia.?®

Karabakh has become the most significant problenAferbaijan. Since its
independence although Azeri foreign policy has erpeed some changes under
four presidents, it has a permanent core, whith s&rengthen the independence and
the national security of the country. The hydroocarbeserves and relations with the
West have become effective instruments to achieeset purpose$®® Azeri foreign
policy has changed dramatically when Elchibey camehe presidency in 1992.
During the presidency of Elchibey, the country almared its priority towards Russia
and Turkey became the major strategic ally of thentry. Reducing the influence of
Russia on the country was one of the main purpok#se Elchibey governmeft’
Elchibey rejected the Russian proposal, includintitary assistance in return for
allowing Russian military bases on Azeri soil angra-Russian foreign policy’®
Thus, Russia decided to support Armefia. While pursuing pan-Turkic policies,
such as delivering Azeri oil from Baku to CeyhatgHibey government also gave
importance to develop economic and political reladi with the West>® This
orientation was considered as vital for maintairtimg country's independence. Rich
oil reserves of the country have become signifidargign policy leverage in this
process. Elchibey government also explicitly cadiiee Western oil MNCs in the

hopes of establishing long term contracts with ti&m
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The leading idea behind these steps was that Apambeould sustain its
economic development and political independencadnyy its oil card. Despite this,
however, denied of Western support and unable poit& economic resources
effectively, Azerbaijan could not provide its satuithrough using its oil card in

probably the most important threat against itsisahsince its brief independence.

Following the defeat of the Azeri army by Karabdétces in 1993, Colonel
Surat Huseyinov launched an anti-government insung®? The opposition groups
accused the government for its military defeats.il&/laking a stance against
Armenia and Russia, Elchibey government anticipdbexl support of the Euro —
Atlantic community due to their earlier agreemeots oil extraction with the
Western companies; but it never took sh&pé reason for this failure can be traced
in the efficient campaigns of the Armenian lobbythe US. The Armenian lobbyists
achieved to exclude Azerbaijan from the “Freedompp®ut Act™%* which the US
Congress passed in 1992 to give assistance tootheeff Soviet republics in their

transition to democracy and market econdfy.

Beside the US, involvement of Russia into this tonfequires particular
attention, due to its explicit support to Armeriiaorder to reveal the motives behind
the Russian involvement, its national interestghia region bears examinatidi.
First, Russia has economic interests in the rethan it cannot afford to abandon.
The most significant of them is maintaining contowkr the pipeline infrastructure.
Besides economic interests, the Caspian regioruigat for the security of Russia,
since Moscow has considered the geography as litccabbackyard and sphere of
influence. Putin made a change in the Caspian ypalfcRussia. After a National
Security Council meeting in 2000, he has declanati their rivals in the region have
become so active that they have to display sudkitaes$ in the region for security

concerns®’ Second, Moscow feels itself responsible for theniethRussian
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population living in the new republics. This factmids an ethnic dimension to the
Russian foreign policy over the regidfi. As a result, Azeri policy of using its oil

as a weapon against Armenia in the Karabakh conf&rved better to Armenian

interests rather than the Azeris, since oil cutd #weats of Baku using its oil

reserves put Armenia in an aggrieved position amdienAzerbaijan an aggressor
country. Both Russia and the United States, theseped to support Armenia, a
reserve-poor country rather than Azerbaijan, cquntith considerable energy

reserves, which can enable it become stronger laaltenge their influence over the
region. Azerbaijan, due to its oil, has becomeraatfor Moscow and Washington,
if it can achieve to use its oil independently.

The traditional Russian approach over the regios heen to abuse regional
conflicts for its own interests. Previously, Rusalaays opposed improvements in
the bilateral relationships in the region, sincaiends to maintain dominance over
Armenia and to secure old Cold War bord&The main motive behind the revision
in Russian policy towards the crisis is to keep tf& and the EU and other extra-
regional actors away from the Caspian redidrSoon after the news about Turkey’s
considerations to open the Armenian border in ARED9, Aliyev therefore, has
made several visits to Moscow as retaliation.

However, the recent crisis between Turkey, Armeamd Azerbaijan, which
occurred in the first half of 2010, about openingrders between Turkey and
Armenia has shown that the Russian interests imey@nal conflicts have begun to
change. The border crisis between the three casntitates back to 2008, when
Ankara and Yerevan took initial steps towards a mamise, which may help to
establish diplomatic relations, and open bord€r&ilateral relations between two
countries have been straind@According to Kasim, negotiations in order to
normalize relations between Turkey and Armenialtedun a “Road Map”, which

brought with discussions also about Turkey-Azedraiyelations, especially the
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security and energy dimension of it. Although Tyrkecognized Armenia as an
independent and sovereign state, normal diplontegsc have not been established
between the two countries and the territorial boyaé the two neighbours remained
close. Armenian genocide allegations and the Ararenpolicy towards the
allegations and Armenian administrations’ hesitance accept inviolability of
borders prevented the normal diplomatic relatianbe established between Turkey
and Armenia. The Nagorno-Karabakh conflict alsoseauthe closure of Turkish-

Armenian land bordet*®

Despite Turkey's guarantees not to open the boudét Armenia withdrew
from Azeri territories it occupied; Azerbaijan affals are not satisfied. On 16 April
2009, Ilham Aliyev made his first visit to Moscowdthe main topics of the agenda
were energy and the Nagorno-Karabdkh. At the end of the negotiations,
Azerbaijan President Aliyev stated that he doesseat any restriction on possible
gas sales to Russi&. President Medmedev, as a response, said thahtree for
signing an agreement on gas sales between the tate sompanies, namely
Gazprom and SOCAR, is very high.

Based on these factors, Nassibli tries to drawsoute of the pros and cons of
Azeri oil diplomacy during the conflict resolutigmmocess?’ In the early years of its
independence, by virtue of the developing relatiwith the Western oil firms and its
oil reserves, Azeris held great hopes for the te&mi of the Karabakh confliét?
However, the oil card has not worked as expectati@rsecurity field. In fact, it has
worsened the situation and led to insecurity, skwerbaijan has been perceived as a
threat by Russia, the US and the European stamssagheir interests over the

energy resources of the region. Tde factoalliancebetween Russia, Armenia and
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Iran also posed a serious threat to Azerbaijarwsrgg. When these situations have
been taken into consideration, the hopes for alugso of the conflict in favor of

Baku through the support of the Western countrégsecto naught'®

4.2. THE FOREIGN POLICY OF KAZAKHSTAN REGARDING ENE RGY
POLITICS

Kazakhstan’s foreign policy has been affected byide range of factors.
These factors include the nature of the regimehen darly state-building process,
demography and national identity, domestic integestips, landlocked geography of
the country, regional powers and the role of mational oil corporationd?® To
what extent the role of oil and gas has been luniitg the demography and national
identity of the country in foreign policy making tee subject of this section. Like
Azerbaijan, this section deals with Kazakh forempticy in three levels-of-analysis:
state level, individual level and system level-o&bsis. The state level-of-analysis
involves geographical and demographic factors;viddal level deals with the
leadership factor in Kazakhstan; and finally thetegn level focuses on the relations
between Kazakhstan and major players in the regmtyding the US, Russia and
China.

4.2.1. State Level: Role of the Russian Populatiand Geography

Since its independence, Kazakhstan's foreign pdlay been predominantly
influenced by two factors: geography and the etHRissian population in the
country. As a country sharing a long border withs§ta and having a large ethnic
Russian population makes Kazakhstan dependent asi&uBesides these two
factors, the Kazakh dependence on Russia also shems economic reasons.
Although Kazakhstan has considerable amount ofdgatbon reserves, the oil and

gas extracted in Kazakhstan is delivered to Rdssiprocessing”*
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Kazakhstan is the second largest country of thedéorSoviet republics, after
Russia. Its 2,717,300 sg km territory includes ribethern and north-eastern shores
of the Caspian Sea. Despite possessing such atEmrgery, however, Kazakhstan
has an approximate population of 16 millions (Japn@®10 EST.). According to the
last Soviet population census in 1989, 39.5% of Klagakhstan population was
composed of Kazakhs, while the ethnic Russians mpk&7 %. When the Russians
were combined with Ukrainians (5.4 %), Belorussi@hd %), the Slav population
swelled up to 44 % percent of the populafiéion the other hand, according to the
results of the 1999 census published by CIA Worklttbook, ethnic Kazakhs
constitute 53.4% and Russians compose 30 % ofdhpalation®*® The chairman of
the Agency for Statistics Alikhan Smailov said tivaiaccordance with the national
census of 2009, as of January 2010, the populafitimee country is up to 16.196.800
people*** He also added that for the beginning of 2010, atimic Kazakh people
was up to 63.6%, Russians 23.3%, Uzbeks 2.9%, hilarzs 2%, Uigurs 1.4%,
Tatars 1.2%, Germans 1.1%, other ethnicites 4£%%Most of the Kazakh
population has concentrated in the northern patthefcountry along the Russian

border, and in the south close to Uzbekistan angjyastan2®

Geography and demographics are two interrelatetdriaen Kazakh foreign
policy making. Priorities of Kazakh foreign poliare thus driven by its broad
territorial limits, its geographical proximity touRsia and the demographic balance
between its ethnic Kazakh and Slavic citizens. @tentry’s hydrocarbon potential
has been coupled with its unique geographic pasitie it has borders both with
Russia and China; the two major global powers.a®#a on such geography and
having vast potential wealth, Kazakhstan thus gaihgyh rank within the system of

%235 N. Cummings, “Eurasian Bridges or Murky Wateesween East and West? Ideas, Identity and
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international relations as a ‘centre-most regiggmker’ **’ The landlocked position
of the country between Russia and China consttearmakhstan’s pipeline options
and this causes a vulnerability and dependenceemhlmors for the delivery of oil

and gas.

Some observers argue that the relationship betw&@eakh foreign policy
and national identity is 'symbioti®®® Geographical proximity to Russia poses a
separatism threat against the territorial integafyKazakhstan. As a result of this
proximity, the country has neither a strong natioii@ntity nor a multinational
identity. Rather, regional kinship networks andncfaolitics, named ‘oblast’ in the

Soviet era, have been effective in domestic pslfit

Due to such measures, the demographics and thenahtdentity seems to
have a dual-effect on the foreign policy makingtlé country. First, geographical
proximity and the ethnic Russian population posseparatist threat against the
Kazakh state's integrity. Thus, Kazakhstan canmteimgt to ignore Russia in its
foreign policy agenda. Second, the lack of effectdomestic interest groups in
foreign policy making process grants leaders aelaopm for maneuver in foreign
affairs. The primary objective of Nazarbayev hagrbéo eliminate the risk of
partition through an alliance policy with Russiadasso to maintain bilateral and
multilateral integration initiative$® Nevertheless, Nazarbayev's policy of
“Kazakhization®*' has strengthened the status of the native Kazalktisn the
political, economic, and social and the demograptviacture of the countrij? As a
result, geographic and demographic factors hava hee of the major elements in
Kazakh foreign policy-making. These factors havevpiling effects on the role of
hydrocarbons in foreign affairs of Kazakhstan. Téadership of Nazarbayev has

been another factor that shapes the foreign poligntation of the country.
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4.2.2. Individual Level: Leadership Factor

According toipek, Nazarbayev has used foreign policy to legianrits rule
and reshape the national idenflt§.ipek argues that the geopolitical context of oil
and gas, has not given a chance for an altern&ireggn policy discourse other than
the pragmatism of the presidéfit. President Nazarbayev has developed a
geopolitical approach in his pragmatic foreign ppliHe refers his country as a
Eurasian state, having origins in both West and.B¥éazarbayev often underlines
Turkic roots of the Kazakh nation and their blo@bstwith Russia. He generally uses
symbols such as the ‘snow leopard’, an animal tdy lives at the Kazakh

Mountains that combines ‘Western Elegance’ ancefusl wisdom?*°

The use of ‘oil fund’ by Nazarbayev offers a suliéabase for this policy. All
oil-rich states face the risk of corruptidfi.Oil increases the tension in struggles for
political power. Norway eliminated this risk by tisferring revenues from oil to the
finance of hospitals and universiti€.The other developing oil-rich states took this
policy as a model. Kazakhstan, by the encouragewieits \Western counterparts,
established oil funds. Nazarbayev saw this funch aseans of strengthening the
position of Kazakhs against ethnic Russian popadatihis oil fund in Kazakhstan
has usually been referred as the ‘Kazakh fdrftiAccording to Kleveman, nepotism
in Kazakhstan is not seen as corruption, ratherr@sponsibility towards the Kazakh

nation®3°

This has significant effects on the foreign policly Kazakhstan. Due to
positive discrimination towards ethnic Kazakhs ionmgstic politics, the Russian
influence over the Kazakh politics has remaineditéch to certain level. This
provides Nazarbayev ability to formulate the forejgplicy agenda of the country

individually and to be relieved from the pressurédamestic interests groups.
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4.2.3. System Level: Relations with the US, Russi@an and China

Since the early years of independence, Kazakhstarirttended to pursue a
multi-vector foreign policy. While, it aims to dease dependence on Russia by
cooperating with the American and the Europearesllit also tries to keep the role
of Russia as the primary counterpart. Putin’s pieaqolicy in the Caspian region,

however, aggravates this foreign policy strategiafakhstari*°

Nevertheless, Astana tries to achieve its multtme foreign policy in the
pipeline projects. Today, Kazakhstan is still dejmr on Russia for its oil and gas
exports, due to the dominance of Russia over tbelipe infrastructure in the region.
Together with the Russian minority, it has beentla@omotive behind the Russian-
centered security perception in Kazakhstan. HoweXarakhstan have also begun
to support the construction of multiple pipelinestihe region that bypass Russian
territory and provide alternative rout&s.

Russia focuses on relative gains rather than atesaains; thus avoids
cooperation with the Western firms for a bettethteiogy and more efficiency to
develop oil production in the region. Russian conmigs lack high technology and
financial resources to produce oil and gas moreiefitly. The European and the
American companies offer modern and cheaper methddsever, Russia have
been against oil producing activities of these a&xégional actors in Kazakhstan.
According toiseri, oil and gas production in Kazakhstan would potvide the
country an efficient foreign policy tool, until Raia considers absolute gains rather

than relative gain&*

A non-OPEC oil development in Kazakhstan would rreamthe stability in
the energy market, which best serves to the irtter@sanother major power, the
US3** In this aspect, the Kazakh oil and gas attraatsrsiderable attention. Since
the balance of power in the Caspian region has gdthrafter the demise of the

Soviet Union, objectives of the US towards Kazakhdtave also changed. They are:
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political stability, nuclear non-proliferation, thecontainment of Islamic
fundamentalism, and secure access to energy sspptiemotion of democracy and
protection of alliance against enemi&bin response, Kazakhstan aims to develop its
economic interests through investment and to cobakence the Russian influence.
However, while doing this Kazakhstan prefers a nmoelerate way than Azerbaijan
and tries to avoid antagonizing Russia.

Nuclear non-proliferation issue is a good indicatdrthis policy. When
Kazakhstan established independence, it had towd#ahundreds of Soviet nuclear
weapons on its territory. On 13 December 1993, Klagtan signed an agreement
with the US on the dismantling of its missiles.also ratified the Nuclear Non-
proliferation Treaty’*® This move disturbed Russia and showed that Kazalktgas
no more purely dependent on Moscow. As a resulzaKlastan have preferred to
diversify its dependence on Russia with new deparide on the western powers.
Even as an oil-rich country, Kazakhstan have nbtesed to pursue an independent

foreign policy.-

According to Oliker, Kazakhstan differs from théhet Caspian states in its
relations with the United Statd®. The difference stems from its relative wealth and
the long-term relations with Washington. Along withe nuclear issue, the
hydrocarbon reserves of the country made Kazakhetaimdispensable ally of the
US in the region. Kazakhstan also accepted the Wiy training, assistance for
economic reform, regional stability, law enforcemand implementation of such
institutional reform$*’ When compared to Azerbaijan, Kazakhstan has pesfe

more hospitable policy towards the American existeon its territory.

Washington favors an alternative to Russian rootehe transportation of oll
and gas to the markets. The Iran route has beerasiest, cheapest and the most
secure route to deliver the Kazakh ¥fl.However, Iran has not been one of the
alternative routes, due to antagonism between Teana Washington rising from
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Islamic fundamentalism and nuclear proliferatidtazakhs have undertaken serious
lobbying activities in favor of the Iran route, whethey have significant economic
interests’*® September 11 terrorist events worsened the situatdne month later in

2001, the US President Bush declared Iran as ap#re ‘axis of devil’. According

to Kleveman, this was an obvious warning for Kaza#h®*° This was an important
case, in which Kazakhstan checked the limits ofnteependent foreign policy and
was totally disappointed due to its failure. Busimaistration began to seek to
achieve “a commitment to a deeper, more sustained lketter-coordinated
engagement in the region”, thus focused on relatigith Kazakhstan in the axis of

energy’>*

Then, two countries signed Energy Partnership, bB&cember 20032 On
the one hand, this agreement has strengthenedhdrgyecooperation between the
two sides. On the other hand, it has increaseditherican influence over Kazakh
foreign policy agenda. This was best indicated wRamarbayev and Ilham Aliyev
signed a pipeline agreement which posited that Ktapé would be delivered by the
BTC pipeline. The agreement perfectly complied wille US interests in the
regional pipeline projects, and improved its positas a counterbalance to Russia in

the region®?3

However, developing relations with the US should lo® defined as a
zero-sum game with Russia or China. Similar witredaijan, Kazakhstan, as
a primary purpose, aims to achieve a situation ehaither of them could

influence the Kazakhstan more than the otfier.

China is another candidate for Kazakhstan to cobalence against Russia.
It is likely to remain an ally of Kazakhstan in teaergy field. It would like to see
Kazakhstan as the major energy supplier of the tegunvhich will not only

contribute to its energy security, but also imprdve geopolitical position of China
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in Central Asi&>> Chinese interests in the region are to guarareeers supply of
hydrocarbon reserves through pipelines and raifpaand to suppress the
secessionist movements of ethnic minorities, egfigcihe Uigurs in the western
city, Xinjiang>°° After 11 September 2001, China have begun to huseAterican
‘War on Terror’ as a pretext to suppress the Uigteparatists, as Russia did in the
Chechnya cas€. Ethnic tension between the China and Uighur peopfginues to
have influence over international affairs in thgios, beside energy politics. Recent
developments have indicated that the political sinre likely to continue. In July
2009, more than 140 people were killed in Uighatsin Ching>®

In December 2009, Nazarbayeyv, in his speech,teatdRussia, China and the
United States will continue to occupy a specialcelan their foreign policy
agenda>® According to the president, regional security,rggetrade, transport and
communication would be the main topics of the coapen. “Further strengthening
of the partnership relations with the European taesm holds key place in our
foreign policy, while the agreements on strategidnership with Spain, France and
ltaly raise our relations to a brand new level& fresident saitf’ Nazarbayev has
further added that apart from these major poweezakhstan would also seek to
develop “active cooperation” with the Caspian satde also declared that his
government has been working to improve relationth whe Middle East, Gulf and
Pacific regions, and Latin Ameri¢&:

This multi-vector policy of Kazakhstan has beenoatigatory result of the
country’s geopolitics, which includes exporting oilt of its landlocked geography.
For instance, China has been a potential energgpgranf Kazakhstan in the name of
multi-vector foreign policy of the country. PresddéNazarbayev has considered the
Kazakh — China pipeline as an extra export routerder to reduce its dependence
on Moscow. On 12 September 2009, China Presidentliniao and Kazakhstan
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President Nursultan Nazarbayev opened the Kazaltloseof a 7,000km natural gas
pipeline linking Kazakhstan to China. The wholegbipe is expected to be finished
by 2013362

Due its weakness in military capabilities and texbgical development,
Kazakhstan also needs the support of internatiorganizations. It is a member of
both the Shangai Cooperation OrganizatidfSCO) and the Collective Security
Treaty Organizatiofi* (CSTO). It also participates in NATO programs, suas
Partnership for Peace, since 1984.Along with the major global powers,
Nazarbayev maintains his multilateral foreign pplicrough intense interaction with
these international security organizations. Karatdabayev, the Minister of Foreign
Affairs of Kazakhstan, made a visit to NATO and mth Anders Fogh Rasmussen,
the Secretary General, on 27 January 2810hey discussed about the priorities of
Kazakhstan for this year as the Chairman of the E@SKbey also talked about the
cooperation between two parties in the frameworkhaf IPAP — the Individual
Partnership Action Pla#t’ Another visit was to Brussels Chairman-in-Offidetite

OSCE in Belgium, where Saudabayev met with the &fémiof Foreign Affairs of
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international order. The official website of the @C< http://www.sectsco.org/EN/brief.asp> (5
March 2010).

The Collective Security Treaty (CST) was signedlL@®2 for five-year term by the Republic of

Armenia, the Republic of Belarus, the Republic aizEkhstan, the Kyrgyz Republic, the Russian

Federation and the Republic of Tajikistan. Accogdio the Protocol, which was signed at the

session of the Council of Collective Security ird29the treaty is automatically renewed every

five years. The CSTO aims “to strengthen peace iatetnational and regional security and

stability and to ensure collective protection aflépendence, territorial integrity and sovereignty

of Member States, in the attainment of which MemBgates shall give priority to political

means.” The official website of the CSTO < httpuliw.dkb.gov.ru/start/index_aengl.htm> (5

March 2010).

35 ipek, 2007: 1192.

3¢ “Minister of Foreign Affairs of Kazakhstan VisitsSIATO”, Official website of NATO, 27.
<http://www.nato.int/cps/en/SID-40DE51D6-5277BF&dtblive/news _61025.htm>(January
2010).
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Belgium, Steven Vanackere. Saudabayev said thaep'daetegration with the
European Union is one of the major directions okdddnstan's foreign policy" and
added that Kazakhstan has been ready to devel@tenail cooperation with
European states as a means of strategic partn&f&ipis visit can be interpreted as
an effort of Kazakhstan to strengthen its multiiatéoreign policy. The main motive
behind these multilateral talks with the Europend Bast Asian countries has been
to diversify dependence of Kazakhstan on Russid wéw dependencies on the
European and other major powers. This indicated thk has not provided

Kazakhstan a leverage in foreign policy making.

4.3. KEY CONSTRAINTS TO USE ENERGY RESERVES AS AN E-FICIENT
FOREIGN POLICY TOOL

Azerbaijan and Kazakhstan confront a number of commroblems about
using their hydrocarbon resources and foreign paditentations®® Foreign policy
making in Azerbaijan and Kazakhstan has been a&ffielby a wide range of factors.
Despite their huge energy reserves, there have hdeeamber of issues that are
needed to be addressed before these countrieseabrertheir full potential. The
most significant of these issues are the legaustaff the Caspian Sea and the
transportation of oil and gas from the Caspian rba&f These constraints are
complex and interrelated. They serve both as Igeeemd a challenge to Azerbaijan

and Kazakhstar'!

4.3.1. The Legal Status of the Caspian Sea

This part examines the role of the absence of al leggime of the Caspian
Sea that is accepted by all the littoral statetheir foreign policy considerations,

38 “Belgium welcomes Kazakhstan's multi-vector foreigolicy”, Kazinform, 28 January 2010.
<http://www.inform.kz/eng/article/2232146> (4 Ap#D10).

39 Dekmejian and Simonian, 2003:90.

$01pek, 2007:1179.

371 Sheila N. Heslin, Key Constraints To Caspian Pipeline Development: &tus, Significance
And Outlook”, Unlocking The Assets: Energy And The Future Oén@al Asia And The
Caucasus: Working Papers, James A. Baker Il tiistiFor Public Policy Rice University, April
1998: 2-3.
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with a particular emphasis on Azerbaijan and Kagtddn According to Sinker, “the
management of transboundary energy resources isengally important to
international relations. Poor or ineffective managat of these resources can have
damaging consequences for their share holdéfdhere are some examples of this
situation in different parts of the world. It wa®sh recently seen in the Middle East
in 1991.

The Middle East casE has been a good precedent, which shows how a weak
management of transboundary energy resources a#me amexpected outcomes.
However, transboundary energy resources can be gedna various ways. For
instance, the management of the hydrocarbon ressumcthe Gulf of Thailand and
Timor Gap proved the possibility of cooperationvien the partie¥* Although the
outcome disputes related to transboundary enegpurees do not always lead to a
war or an invasion, it often leads to instabifify.Since the Caspian basin is not
entirely stable, management of the energy resourcéise seabed and in offshore
reserves have caused several problems. The ongoirigoversy has been restricting
Azerbaijan and Kazakhstan to achieve long-term rectg with the Western oil
corporations. Without commitments of these largendi, which promise large
amounts of capital and technology, these statesotarse off-shore reserves in the

region as an effective foreign policy tool.

The lack of a legal framework concerning the Cas@ea is a major obstacle
for Azerbaijan and Kazakhstan to use their eneegg as a foreign policy tool. Since
the majority of their reserves lies in the offshogserves in the seabed, demarcation
of the seabed and determination of continentalf dbwiders have become crucial

issues in the process.

The legal issue surrounding the Caspian is basdbeotreaties signed by Iran

and the former Soviet Union in 1921 and 1840The disintegration of the Soviet

%72 Sinker, 2001: 51.

373 The absence of an efficient legal infrastructuremanage the oil fields located between Irag-
Kuwait border enabled Kuwait to extract more o#rhraq, and ultimately led to its invasion by
the latter one. Roland Sinker, 2001: 51-109.

%% Sinker, 2001: 51-52.

%7 |pid: 52-53.

375 Ali Granmayeh, “Legal History of the Caspian Se@hirin Akiner (ed.),The Caspian: Politics,

94



Union effectively ended the legal regime of the ais Sea between Tehran and
Moscow. Following the disintegration, while Russiad Iran supported the claim
that the Caspian is an inland lake and should imlyogoverned by all the riparian
states, Azerbaijan argued that the Caspian is arsgtahould be divided into national
sectors. Azerbaijan further stated that such amngament would enable each state
to possess exclusive sovereignty rights over théiseded sectors and joint
sovereignty on the sea surface. There are onlytstigferences in Kazakhstan's
approach, which argues that the Caspian shouldves @ new legal regime based
on the norms of the international law. The prinegplof the United Nations
Conference on the Law of Sea (UNCLOS 1982) shoadapplied according to
Kazakh officials, who define the Caspian as a*seAzerbaijan and Kazakhstan thus

have rejected the Russian arguments supportingocoinélint’®

The territorial disputes in the Caspian Sea haweibe frozen between the
littoral states of the Caspian Sea. Each party sséeKulfill its own interests and
keeps away from an agreement until its nationatredts are guaranteed. They
support unilaterally producing oil or gas from theovereign parts of the Caspian
Sea®® This condition creates an obstacle to the regiooabperation and
development. The controversy stems from the diffeperceptions of resources by
the littoral states. For instance, Azerbaijan, K&stan and Turkmenistan see energy
resources of the Caspian as a means of developmeependence from Russia,
good relations with Western community, and efficidoreign policy-making.
Meanwhile, for Iran, the same resources are redasgea key to end the Iranian
isolation in the region and to achieve a regiomalperation initiative lead by Tehran
without involvement of the Western oil companies, particular the US®

According to Cohen,

“The Caspian Sea basin is expected to produce apdrteincreasing

amounts of oil. This would benefit not only Azeljaai, Kazakhstan, and

Energy and Security, , New York: Routledge Curzon, 2004: 15.
77 |bid: 15-16.
378 Condominium refers to “the joint control of a stataffairs by other statesOxford Online
Dictionary. 10 August 2009. <http://www.askoxford.com/concized/condominium?view=uk>
%79 Sinker, 2001: 53.
%80 Souleimanov, Emil and Ondrej Ditrych, 2007: 103.
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Turkmenistan, which depend almost exclusively dmedienues; but also
Russia and Iran, which have major oil depositshieirt sectors of the

seabed 3!

Similar to Iran, Russia pays more attention to strategic promises of the
hydrocarbon resources than the economic ones. Bscdv, controlling the flow of
hydrocarbon reserves is an important tool to enfussian control over its 'near
abroad'3%2
There have been three phases in search of a galrégime of the Caspian
Sea®®® Early approaches were initiated between 1992 a@@4,1immediately
following the collapse of the former Soviet Unidtew littoral states have emerged,
each of which had different attitudes and ambitiabsut the demarcation of the sea.
Russia supports that the treaties signed with imah921 and 1940 makes up the
legal basis of the Caspian S&&EIchibey government opposed the Russian-Iranian
argument that the new legal status of the CaspensBould be based on the 1921
and 1940 treaties, howeV&F. Although Azerbaijan and Kazakhstan did not sign
these treaties, they automatically became panidket treaties since they signed the
Alma Ata Declaration of December 1991 that establisthe CIS. This declaration
has a special provision that make the treatiesesigoy the USSR valid for all
signatories. As a result, foreign policies of Bakmd Astana have come under
Russia’s influence and this also limited their pplchoices regarding their energy

reserves.

In 1994, the sign of the agreement which involved iaternational
consortium has been a landmark in Azerbaijan‘tud#titowards the issd&® Due to

this agreement, which included the oilfields in 12iles east of Baku and far beyond

%1 Cohen, Ariel, “Iran’s Claims over Caspian Sea Reses Threaten Energy Security”,
BackgrounderThe Heritage Foundation, 1582, September 2002.

%82 Sinker, 2001: 53-54.

%3 Granmayeh, 2004: 16.

34 Rustam Mamedov, “International Legal Status ef @aspian Sea: Issues of Theory and Practice”,
The Turkish Yearbook of International Relations, Ankara Universitesi, 32, 2001: 219.

35 Yolbars A. Kepbanov, “The New Legal Status of thaspian Sea is the Basis of Regional Co-
operation and Stability'Perceptions: Journal of International Relations 2.4, December 1997-
February 1998: 1-2.

3¢ Mahmoud Ghafouri, “The Caspian Sea: Rivalry andf@oation” Middle East Policy, 15.2,

2008: 87.
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the median line of the sea, international commuexyected Azerbaijan to use these
reserves efficiently in independent foreign poliogking. The country heavily
depends on the production and export of the eatlynothese offshore reserves.
Despite the Russian opposition against divisionth&f sea into national sectors,
Azerbaijan has intensified its efforts to secusesbvereign rights over the s&a.
However, the country has had no international stppor this. Azerbaijan
administration has also claimed that UNCLOS 1982ukh be applied to the

demarcation of the Caspian S&4.

The second phase includes the years between 1893397, which starts
with a noticeable change in Russia's attitude @nissue. Moscow have begun to
pursue a more moderate way to reach an agreemabidh West serves to its own
interests. This change has stemmed from the irmriusi Russia to the ‘contract of
the century®®® Despite the inclusion of Moscow to the consortiumaywever, Baku
has continued to face the Russian opposition ag#iesdemarcation of the s&A.
Thus, Heydar Aliyev felt obliged to give a consiae amount of the country's
share in the consortium to Russia to develop oiKarabakh oil field®* These
concessions given by the Aliyev government to a@&@rful neighbours, such as Iran
and Russia, indicates that Azerbaijan became sutaiedto the decisions of regional
powers, despite its possession of considerable anadthydrocarbon reserves. For
instance, Azerbaijan government signed an agreemdnth is similar to those
Russia signed with Kazakhstan, with Russia in 280This agreement allowed
division of the seabed into national sectors; havesea surface remained open to all
littoral states. In this agreement, Kazakhstan ambrbaijan have remained
subordinate to Russian demands. As earlier indicate chapter two, Baku
government also accepted to give ten per centsofown share to Russian oil

company, Lukoil, in this consortium not to antagenihe country®®

%7 1pek, 2009: 234.
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The final phase has included a momentum for a iRussade legal regime.
In 1998, there was a turning point for making li#éloarrangements in the Caspian
Sea. Russia declared that the demarcation of tepi@aSea should be implemented
on the basis of a legal status, which was acceptaphll the riparian staté¥’ Since
Russia has put it forward, the issue was no lomdether the sea should be divided
iInto national sectors or not; rather it was howt thaision should occur. In 2003,
Azerbaijan, Kazakhstan and Russia signed bilategedements based on a principle
developed by Russia, which was called the “modifiegtiian line”*® The northern
part of the Caspian Sea (64 percent) was dividedthree unequal parts by these
three littoral states, giving Kazakhstan 27 percBuoissia 19 percent and Azerbaijan
18 percent of the seab&l.This indicates that Russia has had a prevailifecebn
foreign policy options of Baku and Astana. Decisidaken between three countries
usually serve to the interests of Russia rathem #eerbaijan and Kazakhstan. As a
result, despite the current energy literature etgpeansiderable energy resources of
Azerbaijan and Kazakhstan to provide leverage meigm policy-making, Russian
priorities still have been prevailing the decisioois these countries in regional

affairs.

Kazakhstan, due to some factors, has been in a disadvantageous position
than Azerbaijan. Kazakh officials have pursued aremmoderate approach for
cooperation with the other riparian stat¥s. Astana have avoided an
uncompromising attitude and been ready for somecessions. Geographical
proximity to Russia was effective for Kazakhs tomdastrate such an attitude.
Besides geographical position, transportation @oblhelps to explain the
willingness of Kazakhstan to compromise with Rusdiae agreement between

Kazakhstan and Russia signed in 1998 has been @& cmse for the moderate

Kaynaklarinirisletiimesi Sorunu” Ankara Universitesi Hukuk Fakiltesi Dergisi, 48,1,4, 1998:
277.
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396 «ys Department of Energy, “Country Analysis Brie@aspian Sea”, EIA Official Website,
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approach of Nazarbayé¥ According to this agreement, Kazakhstan have found
sectoral division of only the seabed adequate hawe accepted the right of common
use of the sea surface. Azerbaijan have suppoeidral division of the whole sea,

however Kazakhstan have complied with only sectdirasion of the seabed.

As a counterweight to Azeri-Kazakh partnershiplomissue, Russian-Iranian
partnership was against the expansion of NATO aydbsher Western organizations
in the Caspian Sea region. Two countries signedQaspian Declaration on 12
March 2001 and agreed to act together to preveninftuence of external powers on
the Caspian Sef° This declaration stated that all agreements anahgements
about the legal status of the Caspian Sea woulddota force only with the consent
of all the Caspian littoral staté® This shared attitude between two countries means
that the use of hydrocarbon resources of the CasPea by Azerbaijan and
Kazakhstan as leverage in foreign policy-making titgatepends on Russia and Iran.
As a result, Russia and Iran has still dominanégadh regional affairs and this

restricts policy options of Baku and Astana regagdheir energy reserves.

The Caspian states organized a number of confesarcéhe solution of the
problem. The first was held in Turkmenistan in 2@02 the following was in Iran in
2007%" The recent development was the negotiations betwezerbaijan and
Turkmenistan between 15- 17 July 2009, which alsmained fruitless due to
unwillingness of the participants to give concessioon their attitudes for a
compromisé®® Turkmenistan President Berdimuhamedov accusedbaijen for
using Caspian reserves unilaterally and underlthedurgent need for a compromise
between two countri€§® Recently, in January 2010, deputy Foreign Minisier
Azerbaijan, to explain their ongoing efforts for agreement on the issue, declared
that “Negotiations on division of the Caspian Séelfswill continue in March,

2010”, and added that:
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“We’ll keep on negotiations based on five-sided fatrom drawing
up the conventions. So, in 2007, during the Tehewanmit, the
heads of the states got initiated a safety issden@ade decision to
appeal to Azerbaijan for the purpose of establigtirttee security-
related mechanisms with attraction of boundary,tamus, law-
enforcement, and other state bodies. It's possidleonclude the

corresponding treaty for establishment such meshahi***

To conclude, the littoral states of the Caspian®g&n could not come to a
conclusion on the legal status of the sea. Ultilgateindamental issues have
remained unresolved. The treaties signed betweessi&u and Iran still form the
basis of the current legal regime. Despite the latka universally accepted
agreement, Kazakhstan, Azerbaijan and Russia Hzaredaned their ideal solutions
and gave some concessions. Even Russia abandeneddals and gave concessions,
because it intended to reach bilateral agreemeatber than multilateral
initiatives*®®> These concessions have paved the way for a liladérision of the
seabed. Azerbaijan and Kazakhstan have recogrza¢dhey have to sacrifice from
their ideal objectives to achieve a working solatfor all parties. However, these
littoral states did not sign any legal document thetermines the legal status of the
sea. The absence of a solution, on which the eftiaral states compromise,

prevents Azerbaijan and Kazakhstan from using gme@rgy card effectively.

4.3.2. Transportation of the Caspian Oil and Gas ath Geographical Factors

One of the fundamental constraints for Azerbai@amuge their hydrocarbons
efficiently is the transportation problem. The rwagring Central Asia is a land-
locked region and needs long pipelines for an btléhe sea. Basic transport roots
pass through Russia, Turkey, Iran, Afghanistand®aki and China. Each route
requires long pipelines, which can only be consadic with considerable

404 «“Negotiations on division of the Caspian Sea shélfcontinue in March” NewsAZ, 30 January
2010, <http://www.news.az/articles/7916>.

%> Fiona Hill, “Russia’s International Integration darCaspian Sea Oil’Program On New
Approaches to Russian Security Policy Mem®, 1997: 4.
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international investment. Since the collapse of 3wwiet Union, however, newly
independent states have faced severe economic @arse limited revenues. Old-
fashioned methods and backwardness in technological/ation of these countries
kept production on low levels. These shortcomingseh prevented the better
operation of fields and the delivery of Azeri an@zg&kh hydrocarbons to global

markets?®®

One of the most significant factors that affect tinensportation of the
hydrocarbons is geograpAY. The problem of transporting oil and gas is an oue
of the region’s geopolitical position. The develaarof the oil and gas potential of
Azerbaijan and Kazakhstan depends on their pipgiuitics*°® Ehteshami argues
that Azerbaijan and Kazakhstan are not as luckir@®il producers in the North Sea
or the Gulf region to benefit from their energyee®s*® This has several reasons.
First, despite volatility in the oil prices thatashed the 140 dollars limit in the last
two years, prices are likely to keep low in theekeeable futur&® This will lower
commercial attractiveness of the Caspian oil retato OPEC or North Sea oil, due

to the higher production costs.

Second, high taxation of fossil fuels in the Wasteountries began to lower
the demand for these fuels. This has also triggdredearch for alternative energy
sources such as renewable energy sources. Wiikichhnging energy environment,
the Caspian oil exporters may lose their signifceardue their relatively high
production costs. Third, OPEC producers (Kuwaitfa@alraq and Iran) began to
open their economies to foreign investment duééoincreasing competition in the
energy market. This will affect the transnational @ompanies to prefer those
regions due to lower prices. Fourth, the increpsmvestments of the Western
corporations in the Gulf region have decreasedtbduction costs. Finally, as well

as the Caspian region, non — OPEC producers iitldle East, Africa and Latin
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%8 Willy Olsen, “The Role of Qil in the Development Azerbaijan”, Shirin Akiner (ed.)The
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America have become alternative energy suppliergtfe global markets:* This

creates a serious competition in the energy mémtsteen these regions.

In a situation where the number of players hasnrsnd the production and
transport costs decreased thanks to the increasbmgpetition of the market,
geography becomes a key variatife.The landlocked geographic position of
Azerbaijan and Kazakhstan becomes one of the kstadles to use their energy card
efficiently and independently. Instead, they haeenained dependent on transit
states in order to supply the global energy dema@hd.geopolitics of the region has
complicated the transportation of oil and gas frima Caspian Sea basin to the
markets. Determination of the routes for flow o$aerces has therefore become a
political issue. The rivalry over the pipeline tesi promises economic and political
gains for the countries that can use their ressuetfectively, while losers would be

marginalized strategically™

Azerbaijan and Kazakhstan depends on Moscow uhéinative transport
routes are realized. Russia prefers northern raategder to maintain its control
over the pipeline infrastructure, which was oridgiw@onstructed during the Soviet
era. These routes extend from Baku to Novorossaysk from Tengiz oil field in
western Kazakhstan to Novorossiysk. Meanwhile, tHe¢ and the EU support
Western routes to contain the Russian influencer ke region. The primary
objective of these actors is to bypass Iran andsi@usn 1997, the United States
began to support the BTC (Baku-Thilisi-Ceyhan) pipge There were two reasons,
according to Olsen, that explain the American supfoo the BTC pipeliné!* First,
the US ignored Iran as an alternative transpoterdsecond, it intended to minimize

the role of Russia in the transport system.

There are some favorable conditions that makedrpassible central actor in
the transportation of Caspian reserves. Firstag#ostrategic position of the country
between the Caucasus, the Caspian Sea, CentraltAsi®ersian Gulf, the Gulf of

Oman, Turkey, Afghanistan and Pakistan. It canhieegateway for Caspian reserves
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to the open seds® Further, Iran can deliver oil through swap agreemerom

Azerbaijan, Kazakhstan, and Turkmenistan to thebajlanarketd®

This would
enrich options of Azerbaijan and Kazakhstan forngportation. Rather than
depending solely on Russia or the US controllelpip projects, there will be a
third option to counterbalance the influence of Saisind the United Staté¥.

The southern routes, supported by Iran and somerrogjcorporations, pass
through Iran territory and terminate at the Pergauif. These are the shortest and
cheapest routes. They pass through safer terst@me carry less environmental
risks*'® As purely economic considerations, these routésr the best options to
transport Caspian hydrocarbons to the markets. Areach oil firm, Total, in its
report on transporting Kazakh oil, has also adwatdhat the cheapest and most
rational route was going through Iran. However, dnwback of Washington about
the political regime of the country delimited fageipolicy choices of Kazakhstan in
the field of energy*'° However, the US opposes these routes due to fiiEgloand
ideological controversies between Washington aan*f°

Under these circumstances, it becomes very diffibi Azerbaijan and
Kazakhstan to choose the most suitable option pmrexheir reserves and get the
maximum utility. Hence, these countries depend lm Russian and Western oil
firms, the latter mostly represented in the fornAaferican oil corporations, in terms
of their exploration and extraction of oil and gékey have to consider the priorities
of Russia and the US. As abovementioned, commbBycibke Iran route would offer
Caspian states an alternative to lower their deparel both on Russian and Western
routes. The US, however would not allow Iran ta@ase its influence in the region.
This has been the driving force behind the US pdlievards the Caspian region. As
a result, transportation problems prevent Baku Astdna to use their energy cards
efficiently in foreign policy-making. Although theyosses considerable amounts of

oil and gas, they could not have delivered thesoveces independent of transit
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countries and those which control the pipelineastiructure of the region. Thus,
transportation problem has been one of the keyidraragainst Azerbaijan and

Kazakhstan to use their reserves independently.
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CONCLUSION

This study overviewed the role of energy resoueasea foreign policy tool in
Azerbaijan and Kazakhstan cases. It tried to ofiemew perspective, which
reconciles the oil politics in these countries witie mainstream IR theories. For a
better understanding, first the study gave a cHognal explanation of the Caspian
history, with a special emphasis on post-Cold Weriqa. Then, it examined the
hydrocarbon potential of the region to show to wdrdent these two states can offer

a considerable alternative as energy suppliers.

In order to provide external consistency, the staglglained the worldwide
energy politics to indicate that the hypothesialso valid in different cases. Then,
the study explained the main assumptions of theréteal approaches on oll
politics, with a particular emphasis on the Caspiggion. In this regard, the study
dealt with the classical realism, geopolitical thiemeorealism, transnationalism and
interdependence theories and social constructivisinied to examine what these
theories offer to explain oil politics regardinget@aspian region. Finally, it intended

to apply theoretical models to the oil politicsBaku and Astana.

Despite their common historical background, Azgdmaiand Kazakhstan
have differed in their foreign policy behaviorstive post-independence period. The
current literature on energy politics in the regassumes that these differences arise
from their diverse energy policies and key consrdhat limits their policy choices.
The literature also argues that the future devetognof these states is likely to
depend on how they will use their reserves. Faiaimse, Foreign Affairs columnist
Jan Kalicki argues that because of rising globargy demand and decreasing
production levels, Azerbaijan and Kazakhstan, dubeir huge reserves, have won a
considerable leverage in foreign affdifsHowever, this study underlines that it is
far from clear that these states could use thseries to lessen their dependence on
the major powers, achieve sustainable developmgrdllbcating oil revenues to
other sectors such as industry and agriculture, iaddpendent foreign policy-
making. Contrary to the implicit and explicit asqutrons stated in the literature,

421 Jan H. Kalicki, “Caspian Energy at the CrossroaBeteign Affairs, September/October 2001.
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which equate hydrocarbon reserves with state p@mdrability to achieve foreign
policy objectives, this study shows that both Azgem and Kazakhstan have faced

with a number of key constraints to use energynasftiécient foreign policy tool.

A theoretical approach, which has strong assumgtifor the study, is
neorealism. According to Waltz, the security otesadepends on providing a balance
of power in the system. The stability of the systsnmensured by balancing and
counter balancing that occur reguldfi§.In this regard, the Nagorno-Karabakh
conflict can be considered as a matter of two mpmwers, the US and Russia.
These two states try to balance and counterbakeace other in the Caspian region,
where a power vacuum occurred after the collapseeoBoviet Uniort?® Regarding
Kazakhstan, Russian policy on the country and Asssagiforts to counterbalance the
Russian influence with new dependencies on the g&am, the American and also
Chinese partners has been a case for the appndéittin this context, Azerbaijan
and Kazakhstan have become subordinated to theroatc of the rivalry between
two major powers. Thus, the system level is sugtabl study the frozen conflicts
within the region, such as the Nagorno-KarabakHlicorf*

This study examined the role of oil and gas in ifprepolicies of two
countries separately. First it dealt with Azerbaijin the post-independence period,
it was not an easy task for Azerbaijan to playeitergy card. The country could not
achieve a quick escape from Moscow influence. Tisé ffresident Mutallibov was a
pro-Russian politician. The next president, Elckilpersued a pro-Turkish strategy
and demanded Russian soldiers to leave the Azarb#grritory for an absolute
independence. This resulted in a decline in rafatiovith Russid® Mutallibov
compensated for its pro-Russian policy and Elchibmyanti-Russian policy by
losing their presidencies. As a result Azerbaijmmpensated for these unstable
polices by losing a large part of its territdfy.Heydar Aliyev pursued a pro-Russian
policy. However, this strategy did not fix the t&das with Moscow. Then, in 1994,
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Aliyev turned to the West and started negotiatiaiith the Western oil MNC&’
This move has been an obligatory result of thetipali dynamics rather than a
voluntary choice. Political concerns began to dwte the energy strategy of the
country. Azerbaijan had to get closer to the Weésttause it had to deal with
security, ethnic and territorial concerns. Thesaceons obliged Azerbaijan to
formulate a new foreign policy agenda, which enalite maintain closer relations
with the US, the EU and Turkey. This new agendands to deal with more oll
MNCs, to export more oil and gas, and not to amego Russia. Nevertheless,
security concerns dominate foreign policy-makingha country. Baku still suffers
from a regional frozen conflict, which poses a@easithreat to its national security:
the Nagorno-Karabakh. As a result, energy politias been subordinate to security

problems and political conflicts.

Taking into account the particular emphasis of ealism on security issues,
for at least three reasons, the Nagorno-Karabakleishas proved to be the most
critical issue for the Azeri foreign polié¢® First, Karabakh conflict has threatened
the domestic stability of the country. Whilst a swmierable amount of Azerbaijan
territory was occupied by Armenia; the oppositiomoups politicized the issue,
which then became a tool to accuse the incapalfitihie government. For instance,
between the years 1991-1993, Baku had three présjdzach of whom had to resign
as a consequence of the opposition groups comppimibout this issue. In
retrospect, it seems fair to argue that the fadlurethe battlefield weakened those
government$?

Second, the issue became the primary factor ttzgteshthe Azerbaijan foreign
policy in the early post-independence peffdftiThe first two president of the country
gave the first priority to the issue; however bofithem lost their presidencies due
their failures to achieve a solution. Third and thest important, Azerbaijan has to
use its oil and gas reserves in order to achievdoiteign policy goals; but such
security concerns prevent the country to focuswesieély on economic concerns. On

the one hand Azerbaijan, thanks to its increasihgegenues, can develop military
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capacities, which help to address some of theseetns. On the other hand,
dependence on Russia for transporting its oil egprancels out the first option as a
viable possibility.

The recent developments on the issue showed tha&rbAgan is an
inexperienced country in foreign policy makiffy.Contrary to the national interests
of Baku, Turkey was involved in a process calledr&nian initiative”, which
aimed normalization of the diplomatic relations vie¢n two countries. As a
response to this accommodation, which antagonizeetbijan, Baku government
initiated a rapprochement with Russia. This moveAakrbaijan indicated the
inexperience of the country in foreign policy-makiand its monotone foreign policy
perceptions as a heritage from the Communist*¥g&his is because Baku
government simply counter responded to Turkey’'s entawvards Armenia, rather
than taking into consideration possible mutual gaamd solution of the frozen
conflict.**® Recently, a declaration came from Deputy MinisteNational Security
of Azerbaijan, Sefer Abiyev, in which he statedttha armed struggle is likely to
occur in the region unless Armenia withdraws fromeA territory under occupation,
and added that “Now it is time of military®* This has indicated that Baku has had
several efforts to use its energy card to resobliiqal conflicts; however it failed to

manage its resources as leverage.

When compared with Azerbaijan, Kazakhstan has aemnmnited and
constrained foreign policy agenda. The integratainKazakhstan to the global
economy has been limited, too. A reason for thibiésRussian factor. Kazakhstan is
severely restrained by Moscow in its foreign polatices. For the most part, this
pressure has been econoffit The situation stems from the maintenance of the
Soviet nomenklaturaywhich has been influential in preserving the ecoicpm
financial, institutional and political relations thaeen two countries. The ability of
Russian government and businesspeople to manipkilE#zakh economy has been

another constraint for the country to achieve imhelent foreign policy-making.
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This dependence on Russia stems from several $aetbich range from the control
of the transport infrastructure to the existenceaotonsiderable ethnic Russian
population in Kazakhstati® Nearly fifty percent of the Kazakh population is
composed of ethnic Russians. This exerts a coraitiepressure on foreign policy-

making when the Russian interests at stake.

When considered through the lens of neorealistgaapolitical approaches,
rather than the topic of energy, geographic locaaod demographic structure of
Kazakhstan dominates the foreign policy of the ¢tguifhe overwhelming effects of
geopolitics and the pragmatism of Nazarbayev wil effective on whether
Kazakhstan will move to the East or West. Geojegalitfactors oblige the country to
preserve its close relations with Russia, the Ul EU and China, as
counterbalancing allies. Despite the efforts of &hayev to make ethnic Kazakhs
the dominant group within the demographic strugtiessia is likely to continue to
dominate the foreign policy calculations of Astamdthough Kazakhstan has
established multiple ties with the Western powprsactive Russian policy towards
the region constrains its foreign policy orientasoln addition, its relations with the
US also oblige Kazakhstan to pursue such a balgmoticy. For instance, although
the US favored trans-Caspian oil and gas pipelinasdeliver Kazakh oil and gas to
the East-to-west energy corridor, plans to buikkabed pipeline to connect Kazakh
oil to the BTC was suspended. Rather, Kazakhstércarmry oil from Aktau to Baku
by tankers. This indicates that all strategic pahips with Russia, the US and
China are necessary and Kazakhstan would not fatenests of one of them at the
expense of other§®’

In the middle-run, Kazakhstan is likely to seelststain close relations with
the United States. It aims to benefit from cooperain the field of security and gain
support for the WTO membersHiff According to neorealist approach, despite
Russian influence, some factors make it inevitalole Kazakhstan to consider
American strategic partnership in the Caspian regithe core of the United States’

policy towards the region is: “to support Centradian states as fully sovereign,
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democratic, stable and prosperous nations, comitndptio regional stability and the
global war on terrorism and potentially servingrmasdels of ethnic and religious
tolerance™*° It works to enhance cooperation in several sectocfuding security,
energy, promotion of economic change and demoanatias.

Within this context, Kazakhstan has a growing ratethe major strategic
partner of the US in the regidff Especially, regarding the maintenance of the
regional security, the US offers several coopenatnitiatives to Kazakhstan, which
it cannot ignore due to Russian factor. These deltassisting Kazakhstan to
combat threats arising from narco-trafficking, ogism, and smuggling of all
contraband, including weapons of mass destructprbdilding up Kazakhstan’s
rapid reaction capabilities”! The ongoing rivalry between Russia, China and the
US over energy projects has been “only a partmlu#i-dimensional strategic game
to politically control the Eurasian landma$8® The future of the Kazakh oil and its
delivery to global markets will be shaped by thenpetition among three powers,
namely Russia, China and the /&,

There are some critical factors that underminedkes of the energy resources
in foreign policy-making of both Azerbaijan and k#hstan. Together with the
problems they face alone, there are also some conkenp constraints for Baku and
Astana, which limit their ability to use hydrocansoas efficient foreign policy tools.
Among the factors that facilitated this outcomes tbllowing particularly stand out.
The energy politics are always subordinated tootlteomes of the ‘high politics’ in
Azerbaijan and Kazakhstan. Two of these key comgsradeserve particular
attention: the legal status of the Caspian Seatledack of alternative transport
routes to deliver the Caspian hydrocarbons to tlobal) markets. Both of these
security concerns far outweigh other foreign polgsues of Baku and Astana.

Regarding the first, the littoral states of the @as Sea region could not
come to a conclusion on the issue. Fundamentaésssemained unresolved. The

treaties signed between Russian and Iran still ftven basis of the current legal
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regime. Despite the lack of a universally acceptegteement, Kazakhstan,
Azerbaijan and Russia abandoned their ideal solsitamd gave some concessions.
These changing attitudes of the parties on theeissabled a bilateral division of the
seabed. However, they did not sign any legal docartteat determines the legal
status of the sea. The absence of a solution, achwthe entire littoral states
compromise, prevents Azerbaijan and Kazakhstan e their energy card

effectively.

Second, transport routes of the oil and gas pipglare predominated by the
political facts. Although there are cheaper and easier routes for pipeline
construction, other options are preferred due égpiblitical concerns. Azerbaijan and
Kazakhstan both lack direct access to shippinglorethe high seas. To export their
oil and gas resources to the global markets, tlaene ho use the territory of at least
one of the transit countries in the region. Thisvents them to offer alternative
energy supplies to the global markets, which wallghthem to achieve independent
foreign policy-making.

When neorealist and geopolitical approaches agdiesp to the case, a
number of characteristics of the current pipelim@ainacy help to better reach a
conclusion on this stud¥? First, during the Soviet era, all the pipelinesnirthe
Caspian Sea were connected to the Russian netioeek after the independence of
Azerbaijan and Kazakhstan, Russia has continuegtdserve its control over the
transportation routes from the region to the mark8econd, the lack of markets that
Azerbaijan and Kazakhstan can directly supply tb&iand gas without a mediation
of another agent has substantially decreased #te stvenues. Consequently, this
has further complicated the regional energy palitRussia has remained as the sole
market for the Caspian hydrocarbons, due to getigailiadvantages. Third, the
Russian pipeline infrastructure is no longer adegta deliver growing amounts of
oil and gas to the markets. Thus, a consensus betthie regional and extra-regional
actors has emerged, which underlines the need foltipe pipeline routes.
Diversification of the pipeline routes has becomerevitable need for both Caspian

energy producers and global consumers to decreasedependence on Moscow for

444 Bahgat, G., “Prospects For Energy CooperatiohénGaspian Sea”, 2007:165.
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transport. Fourth, pipelines are not constructdg according to their financial merit
or a cost-effective analysis. Geopolitical inteseatso play a considerable role in
realization of the projects. The main reason foreraijan and Kazakhstan to
implement such an alternative pipeline project besn to bypass the Russian and
Iranian routes, and weaken the influence of Moseow Tehran over the regional
energy politics:** Their ambition mostly depends on the US interizstle region.

Current strategy of the US towards the Caspiarore to encourage them to
prefer routes that bypass Iran territories stremgtthe role of Turkey as a regional
power and to preserve the political and economimreamy of Azerbaijan and
Kazakhstarf?® In a neorealist manner, Washington tries to formea balance of
power in the regionAccording to the report of the Atlantic Council bfS on Iran-
United States relations, “the political supporttttiee Clinton administration gave to the
Baku-Ceyhan pipeline should be examined in thigexdn It helped Turkey, penalized
Iran, and could reduce Russian influencéhim Caspian regiorf’

Despite the above mentioned difficulties, howevéese states have
nevertheless sought to lessen their dependence astdWw and achieve economic
and political independence. The construction ofitamithl alternative do not offer
purely economic gains for Baku and Astana, butemath significant means of
reducing the existing Russian control and maintiagr independence. However, the
deal between Russia, Turkmenistan and Kazakhstat2dviay 2007, significantly
increased the amount of gas exports from Centréd &s Europe via the Russian
infrastructure. This indicated a great success tfog Russian foreign policy

objectives!*®

As a result, Kazakhstan could not achieve to le#sedependence on
Russia for transportation of its oil; so failed use its energy card as an efficient

foreign policy tool.

In order to lessen their dependence on Russiah Baterbaijan and
Kazakhstan can conduct bilateral relations with Western oil MNCs and

international institutions, such as IMF and Worldnk. However, the actors, with
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whom these states prefer to cooperate and tradigersat least as much as their
dependence on Russia. Activities of oil MNCs aneifgn firms in Azerbaijan and
Kazakhstan, enable these states to have closdronslawith these international
institutions. Increasing levels of interaction beem these actors has resulted in

economic reforms and the relative liberalizationhafir economic structure.

To conclude, under these conditions, it seems as#éoly for the generous
resources of the region to serve Azerbaijan andaklagtan as a means of power.
Azerbaijan and Kazakhstan, due to several factortheir foreign policy-making,
including geography, security, demography and nikrelvement of the extra-regional
actors in regional politics, could not use theisa@ces in an expected way.
Although they have sought to lessen their deperelemcRussia by utilizing their
hydrocarbons; this has led to the replacement eif tlependence on Russia with a
new dependence on the US, the European stateshamdotl MNCs for foreign
investment and foreign capital to construct altéweapipelines. Contrary to the
prevailing assumptions in the current literatureategic natural resources do not
guarantee independent foreign policy-making in wese-rich countries, like
Azerbaijan and Kazakhstan. As well as these sti@ateggources, there are some
other factors that shape foreign policy considerati of these states. In both
countries, security concerns outweigh the energlicipe. This makes them
dependent on the other states for security, foreigestment, and cooperation in
other fields. As a result their energy policies dree subordinate to the major

powers, particularly on Russia, on which they apethdent.
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