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ABSTRACT Modern international relations are a reflection of the successful
coordination of various factors, including close cooperation and a strate-
gic vision for the future. A very significant example of this synergy is the
relationship between Turkey and Azerbaijan. These two countries initially
had their own historical relationship, based on common culture and ethnic
origin. Skillfully taking advantage of these factors, Turkey and Azerbai-
jan rapidly began to develop their relations in all spheres. Special atten-
tion should be paid to their mutually beneficial cooperation in the ener-
gy sector, which is the driving force behind their economic and political
initiatives. This article will analyze the impact of the energy cooperation
between Azerbaijan and Turkey on the implementation of these states’ for-
eign policies, and the achievement of their national interests.

Introduction

baijan immediately faced many challenges inherited from the Soviet

Union. First and foremost was the unstable political situation in the
country, problematized by economic collapse and war with Armenia. In order
to solve its economic problems, Azerbaijan had only one advantage: energy
resources. Once known worldwide as one of the preeminent places for the pro-
duction of oil, Azerbaijan needed to restore its reputation. However, it was
necessary to start the development of new fields and bring these resources to
the world markets. Independently, Azerbaijan couldn't do it. It lacked the nec-
essary financial sources and technologies. To acquire them, it was necessary to
attract Western companies.

After the announcement of the restoration of its independence, Azer-

Turkey played an important role in Azerbaijan’s energy production and trans-
port. It is worth noting that the restoration of Azerbaijan’s independence was
also a landmark event for Turkey; less than a month after Azerbaijan declared
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With the coll apse its independence, on November 9, 1991, Turkey be-

f the Soviet Uni came the first country to recognize it.! Both states
o e soviet Union, have a common culture, ethnic and religious roots.

new Turkic states That's why relations between Turkey and Azerbaijan
which arerich in have always been closer than what is typical between

two nation states, and may be better described by
natural resources what is now a well established expression, “one na-
have appea red tion, two states,” a term coined by President Heydar

Aliyev during his official visit in Turkey in February
1994. The close relations between the two countries formed the basis for the
development of economic ties.

Immediately after achieving its independence, Azerbaijan tried to restore its
reputation as an oil country and initiate the large-scale production of its ener-
gy resources. An important component in this operation was the exploitation
of Azerbaijan’s large, offshore fields. These offshore energy fields had been ex-
plored while Azerbaijan was still a part of the Soviet Union. However, at that
time, the Soviet Union lacked both the capital and the necessary technology
for extracting oil from these deep and complex structures. Given the USSR’s
huge oil reserves in Siberia, which were more attractive for exploitation, the
Azerbaijani fields remained undeveloped.

Despite the many difficulties, however, Azerbaijan managed to sign an agree-
ment with Western companies which became known as the “Contract of the
Century” forming a consortium which aimed at developing the offshore Azeri,
Chirag and Deep Water Guneshli oil fields. The beginning of work on this
project gave rise to a sustainable and productive cooperation between Azer-
baijan and Turkey.

TPAO’s Role in Turkish-Azerbaijan Energy Relations

Along with eleven companies from eight countries, the Turkish state ener-
gy company TPAO (Tiirkiye Petrolleri Anonim Ortakligi) became a member
of the consortium. Turkey understood the opportunities that had opened up
after the change in the geopolitical situation in Eurasia. With the collapse of
the Soviet Union, new Turkic states which are rich in natural resources have
appeared. The first such state among them with which Turkey was to develop
economic relations was Azerbaijan. This cooperation was aided by the geo-
graphical proximity of the two countries, as well as Azerbaijan’s wish to bal-
ance the presence of Russia in the South Caucasus region. In turn, Turkey
sought ways to ensure supply for its own domestic energy demand from alter-
native sources. TPAO was elected as the main tool for the implementation of
these purposes.
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TPAO submitted a report to the former Turkish president, Turgut Ozal, stat-
ing its willingness to operate hydrocarbon exploration and production activi-
ties in Azerbaijan. Following negotiations between the political authorities in
1992, two national oil companies TPAO and SOCAR (State Oil Company of
Azerbaijan Republic), signed a protocol to boost exploration and production
activities by developing a direct cooperation in offshore and onshore fields, or
by getting into a partnership(s) with foreign corporations which met with the
Azerbaijani government’s approval.? In the initial stage, TPAO’s share in the
Azeri Chirag and Deep Water Guneshli oil fields was small, consisting of only
1.75 percent. However, the significance of Turkey’s participation in this project
was that TPAO, for the first time in its history, participated in the development
of a field outside of Turkey.

Subsequently, TPAO’s share in the project has increased, as SOCAR delivered
percent of its share to TPAO. President Heydar Aliyev and Turkish Prime Min-
ister Tansu Ciller signed an agreement on transferring the 5 percent of shares
to TPAO in Baku on April 12, 1995.° This project was not the only one in
which TPAO participated. The table below describes the Azerbaijani projects
in which TPAO is involved.

Table 1: TPAO’s Project Investment in Azerbaijan

Project name General information about | TPAO’s share
the project
Projects related to the Total reserves: 6.75 percent
exploitation of energy
resources
Azeri, Chirag, and Deep 900 million tons and about
Water Guneshli or the 130 billion m.? It has been

3

“Contract of the Century’ speculated that the figure

has risen to 1 billion tons*

Shah Deniz 1.2 trillion m* of natural 19 percent®
gas and 240 million tons of
gas condensate.’

Araz, Alov and Sharq’ 8 million barrels of oil and 10 percent®,’
400 billion cubic meters of
natural gas.

Projects related to Total volume:
the transportation of
energy resources

Baku-Tbilisi-Ceyhan oil 50 million tons per 6,87 percent!!
pipeline year'”

South Caucasus gas pipeline | 20 billion cubic meters per | 9 percent'
or Baku-Tbilisi-Erzurum year (880x109 cu ft/a)"
gas pipeline

It is worth noting that TPAO is involved in all of the significant energy proj-
ects currently being implemented in Azerbaijan. Despite the fact that Azer-
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Turkish President
Recep Tayyip
Erdogan shaking
hands with his
Azeri counterpart
[lham Aliyev
during a meeting
in Kars in eastern
Turkey on March
17,2015.
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baijan has signed over thirty agreements with foreign companies to develop
their fields (Azeri, Chirag, Deep Water Guneshli and Shah Deniz), to date only
two of them have been fully realized. In the period from 1994 to 2012, TPAO
invested a total of $2.3 billion in the Azeri, Chirag and Guneshli project, and
paid $650 million to the Azerbaijan budget. Overall, TPAO has invested $3.4
billion in all the projects in which it participates in Azerbaijan. The income of
this company for the same period amounted to $5.4 billion. TPAO is the larg-
est Turkish public investor in Azerbaijan."*

SOCAR’s Energy Investment in Turkey

Azerbaijan’s SOCAR has also made a great contribution to the energy co-
operation between the two countries. It is worth noting that the activities
of SOCAR in Turkey started in the second half of the first decade of the
2000s. This is due primarily to the fact that SOCAR, in the interval following
the restoration of Azerbaijans independence, managed to become a large
international company with sufficient financial capacity and experience in
implementing large projects. The company quickly became a key actor in
the implementation of Azerbaijan’s geo-economic interests in the Black Sea
region and the Balkans. As a consequence, to strengthen of Azerbaijan’s po-
litical and economic potential and turn the country into a leader in the South
Caucasus, SOCAR’s geo-economic interests began to expand and include
new regions.
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The first step in the company’s vigorous activity in Turkey began in 2007, when
SOCAR and the Turkish oil company Turcas signed a protocol on the establish-
ment of a joint company. One of the milestone events in this regard was the SO-
CAR Turcas and Injaz alliance which acquired 51 percent of Petkim Petrokimya
Holding. After some time, SOCAR acquired an additional 10.32 percent of the
shares, bringing its stake in the company to 61.32 percent. Annually, Petkim
Petrokimya Holding’s production covers about 25 percent of Turkey’s domestic
market needs.'"” Thanks to SOCAR’ investments in the joint company, its mar-
ket share in Turkey stands to increase from 25 percent to 40 percent.'®

Table 2: SOCAR’s Investment Activities in Turkey

Project name

General information about
the project

SOCAR’s share

Projects related to
production

Petkim Petrokimya Holding
Company

Turkey’s largest
petrochemicals company,
which manufactures plastic
packaging, fabric, PVC,
detergents and is the only
Turkish producer of such
products.

61.32 percent

Construction of the Star oil
refinery in Aliaga, Izmir

Capacity of production is

up to 10 million tons of oil
annually. The Star refinery
will provide the necessary
raw materials for Petkim
Petrokimya Holding company.
This refinery will produce
naphtha, diesel fuel with
ultra-low sulfur, aviation
kerosene, petroleum coke,
LNG, sulfur and other
products. It is planned that
the Star plant will refine
Azeri Light, Kerkuk and Urals
oil'”

60 percent's,"”

Projects related to
transportation

Petlim Limancilik A.S near
Izmir

The construction of the
largest container port in
Turkey?

70 percent?!

TANAP Gas Pipeline

At the first stage, TANAP
will transport 6 billion cubic
meters of gas from Shah
Deniz-2 to Turkish markets,
and 10 billion cubic meters to
the markets of South-Eastern
Europe. By 2023, the capacity
of this pipeline will increase
to 23 billion cubic meters,
and in 2026 its volume

will reach 31 billion cubic
meters.?

58 percent®
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In general, it is worth noting that SOCAR is the largest foreign investor in Tur-
key, with a future investment expected to reach $20 billion. In turn, SOCAR
Energy Turkey, which is a subsidiary of SOCAR in Turkey, claims to be the
largest industrial company in Turkey, whose total turnover in 2018 reached
$15 billion, and in 2023 will be $30 billion.?*

Energy cooperation between the two countries is developing successfully, and
this success is the impetus for the further deepening of relations not only in
the energy sector, but in all others. Energy cooperation is also a key factor in
achieving the foreign policy goals of both countries. Mutually beneficial tan-
dem enterprises only allow for a more successful implementation of foreign
policy.

Turkish Foreign Policy Implementation in Regard to Azerbaijan

It should be noted that Turkey’s foreign policy priorities in regard to coop-
eration with Azerbaijan in the energy sector have changed over time. In the
1990s, Turkey’s main priorities were to ensure the market for alternative ener-
gy sources at the expense of supplies from Azerbaijan and the Central Asian
countries, and turning the country into a transit country.

Already by 2000, Turkey’s priorities regarding the energy factor in foreign pol-

icy had begun to change. Turkey’s new priorities were to establish the country

as a regional leader and a regional energy hub. In principle, the desire to be-

come an energy transit hub is a part of Turkey’s strategy of becoming a regional

leader. At the same time as it works to achieve these

Curre ntly, more goals, Turkey, as a country which imports energy re-
than half of the gas sources, will ensure secure and sustainable access to

. alternative sources to meet its own domestic needs.
consumed in the

country is imported In general, the task of providing energy from alter-
from only one native sources is a priority, and it is no accident. To

date, Turkey’s economy is one of the fastest growing
source: Russia in the world. Along with the growth of the economy,
Turkey’s energy consumption is also growing. It is

expected that Turkey’s total energy demand will more than double, reaching

222.4 Mtoe by 2020. Electricity, natural gas and oil demand will reach 398-434

billion kWh, 59 BCM, and 59 million tons respectively. In short, in terms of

the growth of electricity consumption, Turkey is second, after China, in the

world. In the face of this growing need, Turkey’s own energy resources are

scarce: from domestic production Turkey covers only 26 percent of the coun-

try’s needs, while the rest of the volume must be imported.”” Turkey currently

imports about 93 percent of its oil and 97 percent of its natural gas. At the same
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time, Turkey is geographically located between countries where more than 72
percent of the world’s oil and gas reserves are located (in the Caspian Sea re-
gion and the Middle East), and those that use these resources (the European
Union and the Western Balkans).** Given Turkey’s domestic needs and the
geopolitical significance its location, the main priorities of the energy strategy
component of Turkey’s foreign policy are defined as follows:

o Diversify energy supply sources for domestic consumption;

o Increase the share of renewable and alternative sources of energy
consumption;

o Begin the construction of nuclear power plants and the production of
energy in them;

o Strengthen efficiency in the consumption of energy resources;

o DParticipate in the construction of energy transport corridors in order
to promote Europe’s energy security.””

The transformation of Turkey, first into a transit country and then into an
energy hub, contributes to the construction of the necessary transport infra-
structure for energy exports from Azerbaijan to Turkey, and through Turkish
territory to the world markets. Thanks to the Baku-Tbilisi-Ceyhan pipeline,
Turkey has become a major player in the export of oil from the Caspian Sea
region to world markets. At the moment, oil from Azerbaijan is mainly sup-
plied through this pipeline. Additionally, thanks to this pipeline, Turkey has
the ability to form relationships with countries and companies in the energy
sector, and with the Central Asian countries. Some amounts of oil from Ka-
zakhstan and Turkmenistan have also begun to be transported. 3.823 million
tons of Kazakh and Turkmen oil were pumped in 2014, and the transit from
these countries is increasing every year. For comparison, 3.3 million tons of
oil was carried in 2013, 3.048 million in 2012 and 2.237 million tons in 2011.%
Over time, oil exports from these countries will continue to increase.

As for the Baku-Tbilisi-Erzurum gas pipeline, its role is more important to
achieving Turkey’s economic security and the diversification of gas supplies to
Turkey. It is worth noting that the problem of diversifying sources of natural
gas supplies is very acute for Turkey. Currently, more than half of the gas con-
sumed in the country is imported from only one source: Russia. Despite the
need to diversify, this trend will not change in the near future. According to the
forecasts of the Ministry of Energy of Turkey, the growth of gas consumption
in Turkey will be 9.6 percent and will soon reach 52.2 billion cubic meters.
Of this, 30 billion cubic meters of gas will be imported from Russia —in other
words, almost 60 percent of consumption. As for other sources, 10 billion cu-
bic meters will come from Iran, 6.6 billion cubic meters from Azerbaijan, and
5.6 billion cubic meters from Algeria and Nigeria as liquefied natural gas. This
fact is a serious threat to Turkey’s energy security. In the case of unforeseen
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circumstances, if the gas supply were to be suspended in the short term, Tur-
key would not be able to find an alternative. Currently, around 45 percent of
Turkey’s electricity generation relies on natural gas.

Given these circumstances, increasing the supply of natural gas from Azerbai-
jan to Turkey would provide some diversification of sources, reduce depen-
dence on a single source, and strengthen the country’s energy security. More-
over, Turkey can be the winner in terms of the price it pays for Azerbaijani gas.
It should be noted that Azerbaijani gas always costs less than the gas which
is exported by Turkey’s other major suppliers, Russia and Iran. At the initial
stage, the price for Azerbaijani gas was only $120 per thousand cubic meters.
More recently, on January 2013, the price of gas per thousand cubic meters of
gas from Azerbaijan was $350 dollars, while the cost of Russian gas was $400
and Iranian $500. As of January 2015, the price of Azerbaijani gas fell fur-
ther, reaching $335 per thousand cubic meters. For comparison, the price of
Russian gas at that time was already $425 dollars per thousand cubic meters.*
Currently, the most expensive gas is the Iranian one: Turkey pays Iran $490 per
thousand cubic meters. The presence of Azerbaijani natural gas at a cheaper
price allows Turkey to demand discounts from other suppliers. The mutual
benefits of a decrease in gas prices was one of the main topics discussed during
Turkish President Recep Tayyip Erdogan’s meeting with Iran’s president in Iran
on April 7,2015.%' Similar claims have been filed to Russia.

Increasing the supply of natural gas from Azerbaijan will contribute to the
construction of the TANAP pipeline. This project replaced the other regional
project Nabucco, which has not been implemented due to various geopolitical
risks, and the inability to secure supplies of natural gas from Central Asia.
The difference between the two projects for Turkey is that its participation in
the Nabucco project would have been limited to a transit role, meaning that
Turkey could not buy gas from this pipeline. Conversely, in TANAP, Turkey
serves as both a transit and an importer of Azerbaijani gas. In addition, Tur-
key’s share in TANAP is almost twice more than in Nabucco. While BOTAS
had a 16.7 percent share in Nabucco, its participation in TANAP consists of
30 percent of shares. Moreover, participation in this project is also involves
BOTAS in the expansion of the company’s experience in the implementation
of such mega-projects.

The energy factor is also important in the formation of bilateral and multilater-
al relations. Turkey’s energy strategy should be considered in the context of the
country’s new foreign policy, which began to form after the coming to power
of the Justice and Development Party (AKP) in 2002. The new strategy of Tur-
key’s foreign policy is based on the skillful use of Turkey’s geographical position
and its historical heritage. Using these two concepts as a foundation, Turkey’s
foreign policy is based on the principles of “zero problems with neighbors,”
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the “development of relations with neighboring re- _

gions and beyond,” and the “multi-dimensional for-

eign policy” developed by the current Prime Minis-

ter and former Foreign Minister of Turkey, Ahmet Turkey is transforming
Davutogl.u.32 inen this calculus of priorities, active  jtself into a b"dge
cooperation in the energy sphere allows Turkey to .

build and improve relations with its neighbors. In for the formation of

this regard, Turkey’s energy transport infrastructure CQO pe ration between
has played a very important role. the countries of the

The TANAP pipeline strengthens Turkey’s relations Southern Caucasus
with Azerbaijan and Georgia. It contributes to the region (Azerbai j an,

formation of closer and mutually beneficial rela- .
tionships with these countries, and is also a link in Georgla) and South-

the chain of the implementation of new, trilateral Eastern Europe and the
projects. Turkey and Azerbaijan are currently devel-

oping a trilateral format of relations with Iran and Western Balkans
Turkmenistan. Energy and transport factors play an

important role here as well. Turkey intends to bring natural gas from Turk-

menistan for export to European markets through the TANAP gas pipeline.

Although certain aspects of this project remain unclear, Turkey and Turk-

menistan reached a preliminary agreement regarding exportation to Europe

during the visit of Turkish President Recep Tayyip Erdogan to Ashgabat on

November 7, 2014.%

The TANAP project will promote the development of Turkey’s relations with
the South-Eastern member countries of the EU. Turkey will thus contribute to
Europe’s energy security by providing an alternative transportation route for
natural gas for this region. This transport project will also contribute to the
formation of a new inter-regional integration process, similar to that formed
between Turkey, Georgia and Azerbaijan, as part of the implementation of en-
ergy and transport projects. In the first stage, TANAP will link Azerbaijan and
Turkey with Greece, Albania, Italy and Bulgaria.

In the long term, as the transportation of natural gas from Azerbaijan increas-
es, this resource can also be delivered to other countries in the region. Al-
ready, the four countries of the Balkan region, Montenegro, Albania, Bosnia
and Herzegovina, and Croatia, have signed a memorandum on cooperation
in the construction of a new Ionian-Adriatic gas pipeline with a length of 530
km, which would interconnect these countries. This pipeline, with a capacity
of pumping up to 5 billion cubic meters of natural gas per year, will be a branch
of the TAP (Trans Adriatic Pipeline) pipeline, in order to obtain Azerbaijani
gas, and reduce dependence on Russia.** There is also the possibility of future
export of Azerbaijani gas to Romania, Hungary and Austria.
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The energy factor Thus, on the one hand, Turkey is transforming it-
. self into a bridge for the formation of cooperation
has contributed to between the countries of the Southern Caucasus re-
the transformation gion (Azerbaijan, Georgia) and South-Eastern Eu-
of Azerbai ] an’s rope and the Western Balkans; on the other hand, it

R . strengthens cooperation with the countries in these
fOfe'gn P0|le from regions, which fully meets its foreign policy goals.
a geopo|itica| toa At the same time, as the experience of relations be-
tween Azerbaijan, Georgia and Turkey continues in
a positive light, cooperation in transport and energy
projects can form the basis for the further strength-
ening of closer ties. In short, the TANAP project will contribute to Turkey
becoming a regional energy hub.*

geo-economic focus

In general, it is worth emphasizing that the TANAP project allows states/con-
sumers of natural gas to be able to purchase natural gas from alternative sourc-
es. This fact coincides with the interests of the EU, which has recently initiated
the formation of an ‘Energy Union’ among its members. At the same time it
should be stated that Azerbaijani gas does not compete with the supply of Rus-
sian gas to Europe. First of all, the volume of natural gas that will be delivered
by Azerbaijan cannot be compared with the annual export of Russian gas to
Europe, which exceeds it by more than 16 times. It is expected that in 2015,
Russia will supply the EU with 166 billion cubic meters of gas.*

Thus, in its efforts to diversify, Turkey fully acts from the basis of its national
interests and is not interested in unnecessary confrontation with any actor or
actors in the region. In this context, Turkey is also developing a relationship
with Russia in order to implement another regional project, the construc-
tion of a pipeline known as “Turkish Stream,” which will be laid under the
Black Sea. Next, on the border between Turkey and Greece, a gas hub is being
planned through which the gas will be sent to European countries. The total
volume of “Turkish Stream” should reach 63 billion cubic meters of gas per
year. This project was voiced for the first time at a press conference by Rus-
sian President Vladimir Putin on December 1, 2014, during his visit to Tur-
key, where he announced the termination of the project “Southern Corridor,”
through which Russian gas had been planned to be supplied to European
markets.”

Turkey has clearly stated that both projects are strategically important, and are
not competing with each other.*® In addition, the implementation of the Turk-
ish Stream gas pipeline remains theoretical, and will only proceed if all aspects
of the project are fully negotiated, and if the project coincides with Turkey’s
national interests.” TANAP, on the other hand, is a purely geo-economic and
commercial project, which is being implemented in a period of reduced oil
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production (and currently, falling oil prices) and is designed to improve the
welfare of the citizens of Azerbaijan, and the countries in the region where the
Azerbaijani gas will be supplied.

Energy Strategy as a Basis for Azerbaijan’s Foreign Policy

The main priorities for Azerbaijan’s foreign policy and national interests are to
preserve and strengthen its independence, resolve the Armenian-Azerbaijani
Nagorno-Karabakh conflict, liberate the occupied territories, and return the
refugees and Internally Displaced Persons (IDPs) to their homes. An import-
ant factor in Azerbaijan’s foreign policy priorities is also the strengthening of
the economy, and the welfare of its citizens. As in the case of Turkey, energy
policy has become a key to achieving these goals. The energy factor has thus
contributed to the transformation of Azerbaijan’s foreign policy from a geopo-
litical to a geo-economic focus.

When Azerbaijan first gained its independence in 1991, the country imme-
diately faced a variety of political and economic problems inherited from the
Soviet Union. The situation was further complicated because of the military
conflict, which began because of claims to Azerbaijan by the neighboring Ar-
menian territory of Nagorno-Karabakh. Armenia occupied Nagorno-Kara-
bakh and seven adjacent regions. The main reason for Armenias military
superiority over Azerbaijan in the war rested on the former’s loyalty to the
regional leader, Russia. By that time, Russia had declared the “near abroad”
foreign policy doctrine over the former Soviet Union countries and tried to
maintain its influence in the South Caucasus region.*

A key challenge for Russia in the region was to preserve its geopolitical dom-
ination and prevent the possible presence of the West. At the same time, Rus-
sia was also trying to prevent attempts by the South Caucasus states to form
closer ties with the Euro-Atlantic institutions. Russia did not have great diffi-
culty in controlling the situation, because the West had no strategic interest
in the South Caucasus region. Azerbaijans attempts to sign an agreement on
the development of its oil fields together with Western energy companies, was
regarded by Russia as a desire to integrate into the Euro-Atlantic institutions.
Russia then started to consider the relationship between the two South Cau-
casian countries through the Armenian prism. This approach will continue,
despite the fact that during President Heydar Aliyev’s reign, Azerbaijan took a
more constructive position towards Russia. Aliyev made attempts towards rap-
prochement with Russia, but his overtures did not change Russia’s perception
of the balance of power in the region. In a nutshell, Russia’s non-constructive
policy towards Azerbaijan has forced the country to continue to seek contact
with the West.
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The signing of the “Contract Azerbaijani President Aliyev .clearly

” . understood that the resolution of
of the Century,” was a serious his country’s political and economic
success for Azerbaijani problems, as well as the resolution
diplomacy of the Nagorno Karabakh conflict,

would require the consideration of
many internal and external factors. As for external factors, it was necessary
to involve different actors and decrease the absolute influence of Russia in the
region. Only in this way would it be possible to achieve optimal conditions
for Azerbaijan to resolve the Nagorno Karabakh conflict and strengthen its
independence. In this case, there was only one opportunity, which was to play
Azerbaijan’s trump card: energy resources. By attracting Western energy com-
panies to operate its oil fields, much could be achieved, including the gaining
of the necessary leverage to change the priorities in the foreign policies of the
western states’ governments.*' This perception was not groundless. There are
many examples of how energy companies eventually became detonators of for-
eign policy changes in their countries.

As a result of massive diplomatic efforts, on September 20, 1994, the “Contract
of the Century” for the development of the Azeri, Chirag and Deep Water
Guneshli offshore oil fields was signed in Baku. An example of Azerbaijan’s
balanced policy can be shown in the fact that then president Heydar Aliyev
invited the Russian energy company Lukoil to participate in the consortium
along with other foreign companies, handing the company a 10 percent share
of SOCAR. This move was important, because in such ways, decision makers
in Russia can be divided. Having worked for many years in Moscow, Aliyev
was well versed in the management system of this country. Although some
groups in the Russian government were against the signing of the oil contract,
Aliyev enlisted the support of Russian Prime Minister Viktor Chernomyrdin
and Minister of Energy Yuri Shafrannik.

The signing of the “Contract of the Century;” in addition to its economic im-
pact, has enormous geopolitical significance. That was a serious success for
Azerbaijani diplomacy. To achieve the signing of the agreement under such
difficult conditions demanded rigorous work and careful analysis. This agree-
ment was the beginning of the formation of an independent foreign policy by
Azerbaijan. At that point, western nations and institutions began to form their
own interests in Azerbaijan. However, the participation of the Western energy
companies in the exploitation was only the first step of the geopolitical game,
according to which Azerbaijan would minimize external impacts. It was also
necessary to create a transport corridor for the export of Azerbaijani oil.

Azerbaijan is a country that has no access to the open seas and in this sense
depends on its neighbors. The pipeline in the western direction could pass
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through several countries such as Russia, Iran, Georgia, Armenia and Turkey.
Below is a table of the possible routes and their shortcomings.

Route

Features

Disadvantages

Via Russia

Qil from Baku could be
admitted to the Russian port of
Novorossiysk on the Black Sea,
and from there, by tanker, reach
the world markets.

1. Russia could re-establish control over
Azerbaijan;

2. There are restrictions on tankers
crossing the Bosporus and Dardanelles.
These straits are in some places very
narrow, which leads to complication
when maneuvering large vessels. Any
accident could endanger Istanbul which
is located on the Bosporus Strait;

3. The U.S. is interested in oil being
transported through a corridor
bypassing Russia, in order to reduce
dependence on a single country.

Via Iran into Turkish
territory to port
Ceyhan

Oil from Baku could be
transported through Iran, and
from there to the Turkish port
of Ceyhan.

The US has placed a series of trade
restrictions on Iran.

Via Armenia into
Turkey, to the Turkish
port of Ceyhan

Oil from Baku could be
transported through the
territory of Armenia, and from
there to the Turkish port of

1. The continuing Nagorno-Karabakh
conflict.

2. Turkish-Armenian relations are not
normalized.

Ceyhan. This is the shortest
path among the existing
options.

Given the clear disadvantages of these routes, the only possible option was to
export Azerbaijani oil to the world markets through the territory of Georgia,
and from there to the Turkish port of Ceyhan. The U.S. played a very signifi-
cant role in defining the routes. A start was made with the determining of the
route for the export of the “early oil”** from the Chirag oil field.*” There were
two options for exportation of the early oil: the Baku-Novorossiysk pipeline
and the Baku-Supsa pipeline. Both pipelines connect the Caspian Sea with the
Russian (Novorossiysk) and Georgian (Supsa) ports in the Black Sea. Thus,
President Clinton sent a private letter to President Aliyev, delivered by former
adviser on national security, Zbigniew Brzezinski, expressing U.S. support for
the construction of the Baku-Supsa pipeline.** With the construction of the
Baku-Supsa pipeline, for the first time in the post-Soviet era, one of the re-
publics would gain access to the European markets without crossing Russian
territory.* However, Russia actively lobbied for the Baku-Novorossiysk pipe-
line. As a result, once again, Azerbaijan found a political solution that would
neutralize possible discontent in Russia and contribute to the implementation
of the wishes of the United States: it was decided to elect both corridors for the
export of the early oil. It is worth noting that the U.S. has recently provided
political support for the Baku-Tbilisi-Ceyhan oil pipeline as the main trans-
port corridor for exporting Azerbaijan’s offshore oil. With its support, the U.S.
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provided a guaranty, in order to ensure the implementation of the project and
reduce the likelihood of possible geopolitical challenges and risks.*

Azerbaijan’s savvy energy strategy has had a huge geopolitical and geo-eco-
nomic impact, which remains in effect to the present day. Azerbaijan foreign
policy started to be formed on the strategy that will reduce the unwanted in-
fluence of medium and big powers which have interests in the South Caucasus.
Azerbaijan became a dominant power in the region; nowadays, without Azer-
baijan’s participation, it is impossible to implement any regional projects. This
circumstance is also the basis of the fact that Armenia has become alienated
from all regional projects, becoming an outcast.

Regarding the implementation of transport corridors, it has become clear only
those in which Azerbaijan is involved will succeed. Without the support of
Azerbaijan in the region, no energy transport corridor can be implemented.
In short, Azerbaijan’s refusal to participate in such projects as the Nabucco
gas pipeline and the Trans-Caspian gas pipeline, because of their incomplete
refinement and the reality of geopolitical risks, has meant that these projects
have not been implemented. At the same time, Azerbaijan has independently
initiated a number of transport projects, for example, the TANAP and TAP
pipelines. Azerbaijan proposed that its time-tested, reliable partner Turkey
should build a TANAP pipeline along Azerbaijan territory. While strengthen-
ing Azerbaijan’s already significant ties with Turkey, the TANAP project will
also promote closer cooperation between Azerbaijan and the South-Eastern
European states, and the Western Balkans region.

Unlike earlier energy and transport projects, which were more geopolitical
in orientation, the implementation of the TANAP and TAP projects have a
geo-economic and commercial context. Even in the choice between the Nabuc-
co West or the TAP pipeline to pump Azerbaijani gas from the Turkish-Greek
border, the latter received preference on the basis of economic considerations.

Following this tradition, SOCAR intends to intensify its activities in South
East Europe. Thus, the company is involved in the privatization of the Greek
gas transportation company, DESPA. SOCAR won a tender for the acquisition
of a 66 percent stake in the company. However, SOCAR does not intend to be
limited to the management of this company; based on the experience it gained
in Azerbaijan and Georgia, the company wants to expand its pipeline grid to
cover those regions where gasification has not yet been carried out, or is below
the desired level.”

SOCAR also intends to focus on creating a gas distribution grid in Albania and
Bulgaria. In Albania, this process will take place from scratch, as the country
still does not use natural gas.*® As for Bulgaria, SOCAR signed a memorandum
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with the Bulgartransgaz Company for the expansion _
of an underground gas storage facility in Chiren.*

In the long term, then, as the transportation of natu-

ral gas from Azerbaijan increases, such kind of proj- The process of

ects by SOCAR can also be implemented in other cooperation between

countries in the region. v
Turkey and Azerbaijan

A successful energy policy will allow Azerbaijan {§ dynamic and

‘Fo stren'g'then 1ts' stat.e.hood, improve the econom- 1oy Jlves a vision for
ic conditions of its citizens and become a regional

leader. At the moment, the country’s energy pol- future development
icy also drives its foreign policy, which focuses on

strengthening relationships with existing partners and contributing to the for-

mation of new ones. This trend will contribute to the new projects that are

being implemented jointly with Turkey.

Conclusion

Ensuring energy security is a key task for any country in the world today. This
goal is relevant both for countries that do not have their own considerable
energy sources, and for energy producers and exporters. With regard to ener-
gy cooperation between Turkey and Azerbaijan, we are faced with a success-
ful synergy between producer and consumer. Turkey has an opportunity to
purchase natural gas from Azerbaijan as an alternative source at an affordable
price, while Azerbaijan has the ability to export oil and gas, both to the Turk-
ish market, and through Turkish territory to the world markets. This mutual-
ly beneficial cooperation is very important for both countries. Moreover, the
countries’ energy relations are not limited to supplies from Azerbaijan and
transportation through Turkey. The two states have formed a synergy in en-
ergy relations, which has an influence on development in other areas. In this
sense, the “energy factor” plays a very important role in the implementation of
the foreign policies of both countries. Experience shows that cooperation be-
tween Turkey and Azerbaijan contributes to the success of their achievements.
While their foreign policy priorities are different, they are not contradictory
and do not compete with each other.

It is worth noting that the process of cooperation between Turkey and Azer-
baijan is dynamic and involves a vision for future development. Further coop-
eration between Azerbaijan and Turkey in the energy sector creates the con-
ditions for obtaining ongoing benefits for both countries. The development of
major international pipeline projects will allow Turkey to become an energy
hub, and receive political and economic dividends at the regional level. At the
same time, Azerbaijan, in diversifying its gas supplies, has access to the Eu-
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ropean gas market. The Azerbaijani national company SOCAR will have the
opportunity to invest in the region’s economy. This will allow it to strengthen
its position as major international oil and gas company, and for consumers to
consistently import gas from an alternative source, generate additional reve-
nue and create new jobs. @
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