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U.S. interests in the Caucasus and Caspian regions 
Steven Mann

1. National interest.

2. Caucasus and the Caspian region.

What is the national interest of the U.S. in the Black Sea-Caspian-Central Asian region?

It involves the following factors:

· having a secure and stably developing region that is not plagued by regional conflicts and offers no home for terrorism, religious extremism, narco-trafficking or organized crime;

· having democratic societies emerge from the old union.

We do this not out of blind ideology, since it is important to remember: the starting point here is national interest. But we believe there are security grounds for this, that democracies choose not to make war with other democracies, and that citizens don’t freely choose war in almost every case. We have also defined our U.S. national and international character as a kind of country that supports political, religious and economic freedoms as a humanitarian act. This further supports the idea of economic development. In this region we particularly support independence of the states because we don’t foresee peace and stable development if national sovereignty does not continue. A fundamental theme in all of this is rule of law. The rule of law works against drug traffickers and mafias. Equitable societies do not serve as breeding grounds for terrorism and extremism. We act out of national interest in supporting this concept to rule of law. Rule of law says much more of what we should be trying to gain in these countries. Rule of law is more accurate, and democracy has become an overused term. Democracy is not precise enough.   
               

Too many people think that democracy is just about elections, and there is much more to it than that. That’s why I prefer this concept of rule of law. 

There have been a lot of discussions about U.S.-Russian competition in this region. But what is the national interest of Russia in the Caspian and South Caucasus region? Where in the list of goals I have offered is anything that could also be seen as the Russian national interest? Like the U.S., Russia is trying to develop a secure environment abroad. But I suspect we have different ideas about methods to employ in achieving this. But the shared national interests should not be in dispute. 

I worked for the U.S. government as a special negotiator on conflicts and energy issues. And I will give you some fresh information. Let me start with some basic statistics. 

Total Caspian energy reserves are about 33 Billion Barrels of oil. This total has the potential to rise much higher. There is one deposit alone – Kashagan – in the Kazakh portion of the North Caspian Sea whose estimates range from seven to 25 billion barrels of oil alone. And that would place it in a category of the top five oil fields of the planet. That is 32.8 million more than the U.S. has, and it’s twice that of the North Sea oil. But on the global scale it is much less than the 262 billion barrels of Saudi Arabia.

In the coming years the largest non-OPEC oil growth in the next 5-10 years is going to come from the Caspian region. And this non-OPEC oil will help to diversify five world energy suppliers and very importantly for the countries of the region the revenue from this oil can be very powerful in helping the new producers to create prosperous societies.

Natural gas reserves are also very significant. The region has six trillion cubic meters, which again is more than the U.S. or the North Sea have. This is also very significant for Ukraine and Russia. I’m not talking about Russian gas reserves, but only about Caspian ones. 

So, oil and gas offer a lot of potential to the countries of the region in terms of development. But the challenges are great for these new countries. In general, the nations need to strengthen these institutions, establish sovereignty, and mobilize their economies. The key to this is going to be oil and gas reserves. The development of these oil and gas reserves is very large. It meant that new pipelines would be needed to carry the products to world market. But the fundamental situation that faced the Caspian region is that in times of independence all of the pipelines to carry this oil and gas ran from the South to the North. The pipelines were designed to supply the Soviet industrial heartland, and any exports to the West would only take place via Russia.

The case is the same with gas. There is our friend Gazprom. At the time of independence the countries found themselves in a difficult position because the Russian energy sector never had monopoly control over Caspian resources. And Transneft and Gasprom used and still use this control for charging the high prices for shipping oil and gas. The U.S. policy though is a policy of antimonopoly, and there is a good reason for this given the way the Russian energy sector acted in the years after independence. The managers of this system used this monopoly power in an economic sense. And it is an uncomfortable fact for the countries of the region to have these important sectors of their economy in control of two Russian companies that are so politically dependant on the Kremlin. 

This is a critical issue not only just for the Caspian countries right now but also for Ukraine. The Government of Ukraine has the chance to reevaluate the deals the last government made with Gasprom. And these are complex hidden deals. There is a transit of gas pipelines across Ukraine. And it is important for the public, leaders, and parliamentarians to understand what took place. Ukraine is very important. It plays a major role as an energy country in transiting 110 billion cubic meters of gas to Europe. As a result, the money involved is very large. Iit is our belief that the public is best served by transparent deals done according to commercial criteria. This is the opportunity that Ukraine has right now, at this very minute. The choice that Ukraine faces is outreach or closure. The same also applies with oil pipelines. Southern ‘Druzhba’ is a major oil pipeline that goes through Ukraine.     
       

This is also a critical issue for Kazakhstan. Kazakhstan with its very large oil reserves, and which has the world class level of talent in its energy and financial sectors, need to find routes to export all of this oil that is going to come out, especially from its Tengiz and Kashagan deposits. We are trying to create a link to Azerbaijan and out to the world from there. But the negotiations on this new oil route are difficult because of the desire of some in Kazakhstan to create new monopolies. Concerning investments, we see that the Kazakh Government is changing the laws and the interpretation of the laws to pressure foreign investors. So, here again we see the choice: outreach or closure. Outreach to Europe, to the global market economy, to an international standard of energy transit, to an international way of running an economy. Or alternatively – closure. A small, closed group of people are making decisions in secret for the benefit not of the nation, not of the region, but for their own benefit and the benefit of small groups in other countries. So, that is the choice.

Following is a little more detail on what the U.S. does on these energy issues. The U.S. government created a policy of supporting multiple pipelines as a way of strengthening these countries, supporting their prosperity and sovereignty. We have been working for years to create an East-West energy corridor that will run through the Black Sea, the Caucasus and out to world markets. Our policy is about trade, investment, and business. But most of all it is about a broader issue: supporting the counties of the region in a strategic sense as they try to break away from power and pipeline monopolies and to reach out to international ways of doing business. 

The centerpiece of the East-West energy corridor is the Baku-Tbilisi-Ceihan (BTC) oil pipeline. It is 1,760 km, and it will bring the Azeri and hopefully Kazakh oils across Georgia and down to the deep-water port of Ceihan in the Mediterranean. This $3 Billion dollar project will be open in Baku on May 26, when the first export oil will be loaded on tankers this fall. A parallel in this is the Shakhdeniz gas pipeline, which will follow the BTC and bring the Azeri gas into the Turkish pipeline network and, we hope, onward to Europe. 
In talking about pipeline security I have to say that the BTC pipeline has state-of-the-art sensors, shielding, and shutoff valves but those are not the key to pipeline security. What the top experts in the field say time and time again, is that the most important determinant of pipeline security is community support. The BTC Consortium has come out with a $60 Million dollar development program for villages just along the BTC pipeline route. Also, a response component to this, and in the event there is any threat to the pipeline the national forces of Azerbaijan, Georgia and Turkey will respond to meet that threat. So, a rapid response capability is a very important part of this, and the U.S. is helping out with training, predominantly in Georgia, for the national forces to give that kind of quick response. But bottom line on this is that pipeline security is not a U.S. mission, it is a responsibility of each of these countries along the pipeline route.

Note that Armenia, despite its geographic advantages, plays no role in the East-West corridor. This is not because of any policy decisions but a result of the Nagorno Karabakh conflict. No company has enough confidence to put their money into a project that would depend on Armenian-Azerbaijani peace. Governments don’t build pipelines, private companies do. And in order for a private company to invest it has to have enough confidence that its investment will be safe and ensure a profitable return will be realized on its investment. 

How will this money be used? This is a central question. There is an understandable belief that the energy revenues will guarantee development but the world is laddered with failed countries that have plenty of oil. What makes an Energy-Reach country such as Norway, and what makes an Energy-Reach country such as Nigeria? Nigeria has exported more than $200 Billion dollars in oil and gas in the past 20 years, but it does have a mess in terms of poverty. The best quotation I’ve seen on this is from the economist James Surovakei, and is about the concept of a resource curse. “A 1995 study of 97 developing countries by the Harvard economists Saxon Warner found that the more important natural resources were to a country’s economy, the lower its growth rate was”. Of all the resource reach countries they studied only two were able to grow as fast as 2% a year. Why didn’t the host of poor nations grow much faster? Why does the resource curse exist? The simplest answer is that being dependant on natural resources makes a country less likely to invest in other things that might be economically valuable, especially manufacturing. Ensured dependence to a natural resource fosters the illusion that you get rich by taking what is already there instead of creating something new. 
Let’s take a look at growth rates of resource rich countries from 1967 to 2000. According to the Transparency International perception corruption index, the higher the score the more transparent and honest the country is. Norway has 8.5 out of 10 has the highest growth rate among world’s oil reach countries, Nigeria – 1.6, which is a terrible growth rate in that period. The economic success stories correlate with good governance, and honest business. The economic failures correlate with corruption. 

With or without oil and gas in the region there are few critical steps that all the countries have to take for development. The first is investment in human capital, education, and healthcare. Education is critical. There are brilliantly talented people across this region, which have no limit to their potential, given training and educational opportunities. Second, is de-bureaucratization, because it thrives on permit requirements. Third is press freedom. I am not going to talk about human rights here. I am going to make an economic argument, because without newspapers and TV that tells the truth about the country how can decision-makers accurately target resources? Without honest statistics, how can they assess the effectiveness of policies? And without honest feedback how do you understand what is working well and what is failing? How do people innovate in circumstances like that? 

Again, there is a choice of outreach or closure and transparency or secrecy. The choices consist of joining together with other countries of the regions, linking with the global economy or turning back to the closed doors of doing business. Outreach is not orderly. It is messy. It is not fully predictable. It is sometimes chaotic. But this is one way growth occurs. You can not dictate the course of a nation’s development. 

I was Ambassador in Turkmenistan for three years, and as Turkmen-Bashi, the Turkmen dictator is sadly proving everyday that you cannot dictate the course of a nation’s development. It is sad event for five million Turkmen who have to endure his fantasy. 

Last year in addition to my energy work I was appointed as the West’s representative to several groups that work to bring conflict settlement to Nagorno Karabakh, South Ossetia, Abkhazia and Transdnistria. Do not spend a lot of time trying to interpret the connection of why I am doing energy, and why I am doing conflicts, because it is simply a bureaucratic measure to consolidate two jobs. The conflicts mentioned have been frozen in a sense for a number of years. And that is a small blessing because the most intense phase has stopped. But the larger long-term humanitarian problem remains. And the lack of resolution means that there is a clear presence of the security danger that the conflicts can rage again. In these weeks there is more shooting along the Karabakh line of contact. And that is an example. 

Talking about where the conflicts stand and the U.S. policy I have to say that the U.S. does not have a “one size fits all policy” towards the conflicts. They are individual. And they echo Tolstoi, all of the unhappy areas are unhappy in their own way. 

On Transdnistria, and I’ve been in Moldova for two weeks for the GUUAM summit. And I’ve been to Tiraspol and met with the Transdnistiran representatives. And there I see no sense of urgency in Tiraspol to end the conflict. There is no push coming from Moscow to solve it. Russia strongly backs the Transdnistrian regime, and figures in the Russian economy benefit from so-called privatization and secret deals that the Transdnistrian regime has orchestrated. Transdnistria is an industrial part of Moldova. Big factories are there, and big steel producers. For a small group of people in Tiraspol all the arrangements work very well. For years there have been negotiations there on this, and the U.S. supports President Voronin’s proposal that we join the so-called five-sided talks as observers. Russia and Tiraspol have endorsed this, and it will be very interesting to see now how the new government in Ukraine takes on this problem. Ukraine envelops Transdnstria. So, I am hopeful. 

Talking about Russian weapons in Transdnistria, Russia has made a commitment to withdraw all of these weapons from Transdnistria and bring them back into Russia. But Russia persistently tells us that they would like to withdraw its munitions in line with the Istanbul commitments, but that they are unable to do so because the people of Transdnistria resist this. My view is that Russian leverage on Transdnistria is so enormous that the withdrawal could start tomorrow. So, on this and the Georgian part of the Istanbul commitments which I will come to, the U.S. and its NATO allies will not ratify the adjusted CFE treaty until the commitments are fulfilled. 

Turning to Georgia, it is always complex. Two conflicts are still there. One is South Ossetia. My favorite description of the South Ossetian conflict comes from the Economist magazine, which called the South Ossetia “smuggling with territory attached”. South Ossetia is a very small segment in Georgia, which has broken away from the central government. There is a negotiating process there as well. But frankly, it has not gone anywhere. Last summer, however, we came very close to open conflict in South Ossetia. President Saakashvili mixed the Georgian Armed Forces on the border with South Ossetia. The crisis was cooled down, and I hope we could continue to avoid conflict in the months and years ahead. The good news is that President Saakashvili has put forward a detailed and very promising proposal to end the conflict. But what we need to see now is practical work by Georgia on moving that peace proposal forward. And another aspect here is sustained work on rebuilding the confidence and trust among the average citizens in South Ossetia.

The other conflict is the breakaway region of Abkhazia, and I will be in Abkhazia in five days. Abkhazia has always been extremely complex going back a 100 years. Because of the political process in Abkhazia (elections in October) it was simply impossible to make any progress for most of 2004. There has been popular support among the Abkhazs for Sergei Bagapsh, despite the Kremlin’s desire to choose someone else. Hadzhimba is the choice as the leader of Abkhazia. And also on the Georgian side they have a very skilled official named Irakly Alasania who was representing Tbilisi on the Abkhaz question. I believe he is conciliatory. So, we may be seeing modest changes, which have not existed for sometime.           

The final conflict I’d like to discuss is Nagorno Karabakh, which was an autonomous region of the Azerbaijan Republic in Soviet times. Before independence and with independence it has tried to break away from the government in Baku because Karabakh is mostly ethnic Armenian and it has a close affiliation with the neighboring population of Armenia. It’s a humanitarian tragedy for both sides. There have been tens of thousand of casualties in this war and more than a million displaced persons, mostly in Azerbaijan. And Armenia occupies not merely Karabakh but a full range of territories around Karabakh itself. Leaving aside Karabakh, right now Armenia occupies about 13% of Azerbaijani territory. Negotiations have been continuing for 13 years. The sides came very close at a U.S. and Russia led meeting in Key West in 2001, and there has been essentially no progress for years after that. But in the past year on Karabakh for the first time since 2001 and now in 2005 we are seeing actual negotiations between the two sides. I am one of the mediators in this. We work as a part of the so-called Prague process under the auspices of the Organization for the Security and cooperation in Europe (OSCE). And I’ll be going from Abkhazia next week to London for a new round of Karabakh negotiations with the Armenian and Azerbaijani foreign ministers. I believe that it is possible to settle Karabakh. The elements will involve some sort of Armenian troop withdrawals, some way to address the question of Karabakh’s affiliation, international peacekeepers, security assurances, opening of borders and reconstruction assistance. And among very tough issues are the Latchin corridor and the city of Susha. 

Time is on no one’s side. For Azerbaijan, the longer the issue goes unsolved, the longer Armenian forces will have to harden their positions militarily and create problems economically. For Armenia, the longer the conflict goes unresolved, the greater the frustration will be in Azerbaijan and the greater the possibility that Armenia will have its own ‘West Bank problem’ on its borders. In fact, regional development is passing Armenia by. But we have a strong and thoughtful Presidency in these countries; we have very strong foreign ministries. So, let us wait and see if something will happen.     

On all of these conflicts I want to quote something President Saakashvili told me. This very impressive man said: “It is very important for me to get these territories back as part of Georgia, but I understand that I have to give them a country that they want to come back to”. And that’s a very important point. Yes, it is important to settle all these conflicts but still more important is the quality of governance in the areas under each leader’s control. Governance, reform, and development should be very top priorities. I have outlined the U.S. position.

Concerning Russia, I believe there are three factors at work. The South Caucasus is a number one priority that occupies Russian history and Russian thought. And its background makes it difficult in some circles in Moscow to recognize the laws of the South Caucasus in the independence period. Second, Russia has security concerns given North Caucasus separatism and terrorism. And in order to achieve a broadly defined sense of security, it wishes to extend control into the South Caucasus. Third, there is a powerful economic interest at play between Moscow and Abkhazia, and South Ossetia. And I can say the same for Transdnistria.

So, the international community is working toward the settlement of these conflicts. The direction of the future is integration and cooperation. It is outreach. This is the direction of history. And we are seeing this across Eurasia as transit links develop, and as societies, and countries define new ways to link together. C conflicts in the region hold these nations back from taking full part in that desired phenomenon. 

The conflicts may be frozen now, they may be quiet, and we may think that we can sit and let matters drift along for years to come, but it can get much worse. We can find ourselves with governance and leaders who are very different from those who are in power now.

In summary, what the U.S. wants in this region is not hidden, it is not complex. We take seriously the need to reinforce the independence of these newly independent states. We want them to be prosperous and develop in a stable way, not just for humanitarian reasons. But back to national interest, we believe that free, fair and prosperous societies limit the scope that Americas’ enemies have to work in  .This is the vision that, we believe, Russia can endorse. I hope these goals will one day meet the good will of everyone in this room.                                         
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