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Caspian Basin and Iran

1. Recent history and geopolitics.  

2. Energy security. 

3. Pipelines. 

4. Current crisis in Iran and U.S. responses to it. 

The break up of the Soviet Union in 1991 was the most radical event in terms of redrawing the map of the world since 1918. The break up of the Austro-Hungarian Empire and the Ottoman Empire after World War I also led to radical redrawing of the map of Eurasia. WW I was a messy and bloody event with so many problems left over.  

The end of the Cold War was totally different. This was a peaceful event, and literally overnight you saw the coming into being of all the newly independent states. The area behind the Iron Curtain suddenly became extremely important. Suddenly, Azerbaijan, Armenia and Georgia became important issues for policy makers. We started talking about the politics in the Caspian basin that includes the Caucasus and the Central Asian countries. It became very clear that the first Bush Administration and then Clinton Administration believed that there should be an American policy to try to support the independence of Newly Independent States, to have there the pro-Western and hopefully democratic states. That was an objective shared both by the U.S. and the EU.

Invariably, there were struggles. Russia was put in a state of shock because it has lost an empire. Countries like Turkey saw a new world opening up to the East, where many Turkic speaking countries were now independent, with whom they would hope to have very good relations. China and India saw great economical opportunities in Central Asia, which they had not really been able to exploit before. Countries like Iran and Saudi Arabia for different reasons saw opportunities for trade but also because the majority of the populations in Central Asian countries were Muslim.                        

 These geopolitical factors coincided with a period in modern history where the growth of the world economy had reached the point where there was true concern about energy security. Where would all the fossil fuel come to fuel the new growth in the world? At this point of time, we are beginning to talk about China and India emerging as significant economic powers. We are also beginning to talk about greater energy security. The security of fossil fuel supplies, particularly oil supplies, had been compounded in the same year the Soviet Union dissolved. Because of the First Gulf War in 1990 Saddam Hussein invades Kuwait. The U.S., the Soviet Union, and the entire world came together to oppose this occupation of Kuwait.

One reason the U.S. felt so strongly about it was a very clear one. By occupying Kuwait the Iraqi Army posed a direct threat to the Saudi oil fields in Eastern Saudi Arabia. I think, it is fair to say that the current war in Iraq, in my judgment, was not fought over oil at all, but for other reasons. The First Gulf War n 1991 was fought very much about concern that a dominant Middle East power like Iraq could, if it controls the Saudi Arabian oil fields, have an extraordinarily powerful effect upon the world economy. And if Saddam did not have new weapons in 1990, he would have been able to get them if he would be able to control the Saudi oil. 

The world was alert in the early 1990’s to the fact that the world’s oil supplies were primarily located in an extremely dangerous region – the Persian Gulf, where there have been several wars, the latest one being in 1991. This coincided with the great concern of the big international oil companies: Exxon, Shell, Mobil, and BP. For the previous three decades since early 1950’s, the major oil companies had really been denied access to some of the most lucrative oil fields in the world because of nationalism. As a result of nationalization, the oil companies could not develop oil in the Middle East, the Soviet Union, some Latin American countries or South East Asia. They were very active in the Northern Sea, in Northern Africa, and in the Gulf of Mexico. But big oil companies like to have new areas to develop. And what coincided was growing concern in the world about oil supplies.

The breakup of the Soviet Union, rumors and stories about huge amounts of oil in Central Asia and Azerbaijan, and moreover, an increasing talk about a new oil Bonanza made people suddenly talk about a region of the world next door to the Persian Gulf that was now controlled by the independent states that would have a much more friendly attitude towards international oil companies. It was coincident that these two regions were together, and became a strategic energy ellipse. Schematically, over 70% of the world’s proven oil, and over 40% of the world’s natural gas are concentrated in this ellipse that includes the Persian Gulf and the Caspian Basin region. Now this traditional very important area suddenly became even more important.  

There are several differences between these areas. One is weather. To the South the weather is much warmer and milder. You do not get the weather extremes that you have in the Caspian. It is easier to drill oil fields in Saudi Arabia, Kuwait, Iraq and the lower Persian Gulf than in the North. But even a bigger difference is that all the Gulf countries can get the oil to the market directly by sea. Iraq has more of a problem than Kuwait, Iran, Saudi Arabia and the Emirates. They all have direct access to markets, whereas the countries of the Caspian region – Azerbaijan, Kazakhstan, Uzbekistan, Turkmenistan (the later three in particular) - cannot get to the market without going through somebody else’s territory. And that is a huge geopolitical problem.

In the 1990’s a huge still unresolved debate started on how to get the energy out – both oil and natural gas. The traditional way it went out to the West was through the Soviet Union/Russia, which controlled and controls this area. There was talk, and it is still ongoing today, on major pipelines going East and to China where there is some oil traffic between Kazakhstan and China. A lot of it goes by train. But they have not yet built major pipelines to China because it is so extraordinarily expensive. There was talk at one point of bringing oil and gas out through Afghanistan into Pakistan, but the problem was there was a war going on in Afghanistan, and it was not stable. There were a lot of proposals to built pipelines through Afghanistan, but nothing happened to them because of the chaos there.

The Iranians argued very strongly that their country was a natural route to bring out the Azeri, Turkmeni and Kazakh oil and gas because they are so close to the Arabian Sea, Indian Ocean, and in general, to the Asian market: China, Korea, Japan. But the Iranians had a problem that we will come to later, which they still do have.

Russia, obviously, would like to have seen all the oil and gas continue to go through the old pipelines system, which they set up under the Soviet Union. And because of that a big debate came to whether or not you could take out the Azeri oil through Turkey to the Mediterranean going through Georgia. That great debate about the Baku-Tbilisi-Ceyhan (BTC) pipeline, was a very intense one in the 1990’s. A lot of people opposed it, arguing that it made most sense to go through Iran or Russia. Certainly, there was something that Russians and the Iranians encouraged, but the U.S. government for complicated reasons was very firm in pushing the BTC pipeline. In addition, it was something supported by Georgia and Turkey. Turkey was very worried that if most of the oil would go on the route from the Caspian to the Russian ports on the Black Sea, it would have to egress through the Bosporus unless pipelines were built across Southern Europe. That would have posed huge problems in the Bosporus, and the BTC pipeline ignores the Bosporus. Therefore, it solves, what the Turks believe, a major environmental threat.

Nothing would have happened however - no matter what the U.S. government said or urged – if the major oil company BP had not decided that this was going to be a financially lucrative proposal. The ultimate decision to build the BTC pipeline was one taken by an international oil company for very hard-headed practical economic reasons.

The BTC pipeline has just been opened. It is hoped that ultimately a gas pipeline will be completed along most of that oil pipeline route that will feed the Turkish market. It is hoped that at some point oil from Kazakhstan will be fed into the pipeline once a connection between Kazakhstan, and Azerbaijan will be completed.

Of course, this is opposed by the Russians, who would like to see the oil continue to flow through Russia. So, it remains an open question: who is ultimately going to get the bulk of the Kazakh oil going through their territory? Although today the BTC pipeline has proven that it can be economic, it still remains to be seen whether it makes a huge amount of money for BP or not.    

What we can definitely say so far in this great debate on how the oil and gas gets out is that the biggest looser in this game is Iran. It is a big looser because the U.S. policy has denied the Iranians the opportunity to exploit their geography, which is obvious from the map, and to exploit their own gas reserves. An extraordinary fact is that Iran contains the world’s second largest deposits of proven natural gas, only after Russia. Today’s Iranian export is none of it. Some goes to Turkey in dribs and drabs. However, Iran should be one of the biggest gas suppliers to the markets, particularly of Asia and Europe. They have a huge demand for natural gas, but they cannot get any countries or companies to sign on for the billions and billions of dollars it takes to setup the gas infrastructure.

There is a big difference between the sorts of economic decisions that have to be taken into consideration if you are going to develop new oil or gas fields. The reasons are very simple. These are different products. If we discover oil in the middle of the Kennedy School out there in the courtyard under the ground, we have to find a way how to take it to the surface. It is a heavy, risky liquid that can be put literally in pots and pans and taken to a refinery for processing and distribution. Remember during the Vietnam War, the North Vietnamese bought oil in cans. Oil is shipped by train, truck, or barge. It is easy to move oil around. The big cost is getting it on the ground and to the market. In case of gas, you would first have to have a market for it. You cannot just pump gas out of the ground and put in a can. It has to go in pipes, or be liquefied, or delivered to a specific destination and then put into a network. That is an extremely expensive upfront capital cost. It costs billions more dollars to develop a big natural gas facility than oil facility. And you have to have a guarantied market, because gas does not command a worldwide price like oil. If you cannot sell your oil to the North America market, you sell it to the Japanese market. You cannot do the same with gas at this point of time.

The resulting Iranian dilemma from the energy point of view is that the U.S. is blocking their routes of egress, and is putting a veto on efforts to build pipelines across their territory. They cannot attract the necessary foreign capital to develop their huge gas reserves. Right now in the U.S. the debate over Iran is reaching a climax. 

The historic relationship between Iran and the U.S. is very complicated. During World War 2, the U.S. Army operated the Persian Corridor. It was one of the main ways of getting land lease equipment to the Red Army. After the World War II, the U.S. established very close ties with the Shah in 1953 that resulted in the Shah being ousted by an elected government. The U.S. and the British secret services orchestrated a coup d'etat, and the Shah came back into power. And that is one of the reasons we had a revolution, and that is also one of the reasons we hold you responsible for what happened beforehand. Iranians will never forgive us for that. 

What America remembers mostly about Iran, is that after the Iranian Revolution in 1979 the Iranian government approved the taking of American diplomats as hostages for 444 days that caused enormous anger and anxiety in this country. Jimmy Carter was in trouble, and he might have not been reelected as his running of the U.S. diplomats’ hostage crisis weakened him. It was a constant blur on his reputation. When Ronald Reagan became President, these hostages were released the very day Ronald Reagan was inaugurated. It was a sort of snub by the Iranian government to the Carter Administration. The things with Iran were very difficult during the Reagan years and they reached the crisis point in 1986 when there was the Iran Contras scandal. The Reagan Administration was found to be selling arms to the Iranians who were loosing their war with the Iraqis in exchange for the American hostages taken by Hizballah in Lebanon. It nearly brought down the second Reagan Administration in 1986-87. His Vice-president George H. Bush was tainted by the Iran Contras scandal. And when he became President after Reagan, he wanted nothing to do with Iran. It was dangerous. And every American President since then has handled Iran very delicately because of this memory. 

The reason we have the crisis today is not only the history. The real reasons of today’s crisis are Iraq, the Iranian nuclear program, and what has happened since June 2005 concerning Iranian statements about Israel. The U.S. has always had only hard power in the region. Iranians think they are now surrounded by Americans in every direction. The U.S. troops are in Iraq and Turkey. Through a period of time, there were U.S. troops in Uzbekistan, and Pakistan. The U.S. now has pretty close military relations with India. As a result, the U.S. has Iran pretty much encircled. We have the hard power right now. But the Iranians have soft power. Iranians are next door to Iraq. They have three times the population. They have hundreds of thousands of their citizens in Iraq today for different reasons. There are cadres of intelligence officers, Revolutionary Guards Corps, Hizballah supporters, and other people who have the potential to do nasty things. There are a lot of pilgrims. One of the effects of Saddam Hussein’s regime was that Saddam did not allow Shiite worshipers from Iran to come to Karbila and Najef on pilgrimages. Hundreds of thousands of Iraqi Shiites fled to Iran during Saddam’s rule. They did not come back, but they have family contacts between Iran and Iraq apart from the religious context. Along with the pilgrims that are coming into Iraq from Iran come businessmen who see an opportunity to open motels, to sell trinkets, to make money. The key leadership in Iraq today have very close ties with Tehran. The main contenders for the leadership in the Shiite parties, all spend time in Iran. The most powerful man in Iraq the Ayatollah Ali Sastani is Iranian. Even the President of Iraq, the Kurd Mr. Talabani has close ties with Tehran. The Iranians have great influence in Iraq. Are they using this influence in a positive or a negative way? 

America and Iran have a couple of very common interests in Iraq. Neither the U.S. nor Iran want to see Iraq break apart. If Iraq breaks apart, there will be a civil war, and the U.S., Iran and all the Iraqi neighbors will be sucked in this mess. But beyond that, the interests diverge. When the Bush Administration made a case for going to war with Iraq, it was to rid the country of weapons of mass destruction. The second agenda was to foster a new Iraq that would be integrated with secure borders, a democratic, secular, pro-Western government and hopefully a government that would set the model for other countries in the region - most notably in the Arabian Gulf. In other words, it would be a beacon for everything that the U.S. hoped for throughout the region. 
This, if it would happen, would have been a huge challenge and threat to Iranians. It has not happened, but neither has a disaster at this point of time. This puts the Iranians in a very interesting position. They do not want the Americans to fail right now, as a U.S. failure would mean the country collapses, and we have real trouble. On the other hand, they do not want us to stay there permanently. They do not want to see American bases in Iraq in perpetuity. They want us to leave. Furthermore, they want us to leave having had enough of the Middle East. They want us to feel about Mesopotamia the way Churchill felt about it in the 1920’s: ”I don’t want to see this place again”. Why? Because the last thing the Iranians want is for the U.S. to get the taste for overthrowing Middle East regimes, because they fear they may be next in the list. Why do they feel this way? In the immediate aftermath of the fall of Saddam Hussein in April and May of 2003 there was great euphoria in Washington. There was a feeling: we got rid of Saddam, we can redraw the Middle East. And some of the most hawkish supporters of the Bush Administration used the phrase: “men go to Baghdad, real men go to Tehran”. There was a feeling: “you, Mullahs in Tehran, watch it or you will be next”. And that euphoria was very intimidating, and the Iranians actually compromised on a lot of issues during that summer, particularly on negotiations over their nuclear program. But as the American war began slipping in Iraq, the Iranians regained more confidence. And now they think: if we do anything hostile towards them, they can retaliate in Iraq. 
But Iraq is not the only reason. The Iranians are developing a full nuclear fuel cycle. They say it is to produce fuel for nuclear power plants that they intend to build over the next two decades. They want to have nuclear power because they want to sell their fossil fuels on the international market, and because they have listened to what anyone else has said; that nuclear power does not pollute the environment, it is safe, they hope, and it is the same as anyone else is getting. The problem is that the Iranians have been very badly affected by past sanctions on them during the Iran-Iraq war. The U.S. orchestrated a very effective arms embargo on the Iranians. Under the Shah Iranians bought their weapons from us, particularly for all their Air Force and the Navy. When the Revolution came, and they took U.S. hostages, we cut off all our arms supplies, and began to put the squeeze on them in terms of spare parts. After 1982 we started Operation Storage, which was designed to cripple the Iranian Air Force. And it was very successful. Iranians really did not have their Air Force for most of the war. And fighting a war in open terrain without an air force is not a smart idea. The Iranians learned one lesson: you cannot rely on anyone to supply you in a time of crisis. 

Secondly, the Iraqis used chemical weapons against them. And nobody did or said anything because we did not like Iranians. We did not like Saddam but he was not as bad as these Mullahs. The Iranians have never forgotten that. 

When they say they want a full fuel cycle to produce nuclear rods for power plants, they say they do not trust the international system to supply them with fuel in a time of crisis. Now we all know that that is a reasonable argument for the Iranians. But the problem is if you have a full cycle, if you have a capability to produce fuel rods for nuclear power plants, then you have the capability ultimately to build nuclear weapons. And that is precisely what we think they are going to do. 

Since the second Bush victory in 2004, the Bush Administration has adopted a policy that is very different from the policy they had in the first term. The policy now is to work with the Europeans, with the international community, with Russia and China to try to put pressure on Iran to stop its independent fuel cycle, and in particular its enrichment program. This has been quite successful. Russia and China, which mostly opposed the sanctions, have actually agreed to refer this matter to the UN. And they did this. The U.S. has more support in the International Atomic Energy Agency than Iran does. We have Indians even supporting us. But who knows if this is going to change anything in Iran. 

And if nothing happens, if Iranians do not change, if the Russians and the Chinese oppose economic sanctions, the next level of escalation will be the Europeans imposing sanctions on Iran, similarly to what the Americans already have. And that would be quite damaging for Iran, particularly for energy investment. And if that does not work, the Bush Administration is already on record to say that the U.S. will not permit Iran to have nuclear weapons. Does that mean Bush is determined to go to war with Iran? No. It is the case if the Iranians and the Americans are on a collisions course.

Another reason has to do with Israel. The new President of Iran, since he became President last June, has made statements about Israel quite unlike those that we heard out of Iran since the early days of the revolution. He said essentially two things. First, Israel should not exist; the creation of the state of Israel was a consequence of crimes committed against the Jewish people by the Europeans; and therefore the Europeans have to take care of it; and it is not a Muslim problem. Second, he has denied that the Holocaust took place. In six months, the new Iranian President has done more to bring support to the American position on Iran than anything that has happened in the last 4-5 years. The Europeans are on their hoping map. And Iranians themselves are very concerned about what their new President is saying and doing. There is a big struggle going on in Iran right now. And we do not know how it is going to come out.         

You hear talk about U.S. war plans to bomb Iran’s nuclear facilities. Of course, there are such plans. We still have plans to bomb Russia, for God’s sake. Why should not we have plans to bomb the Iranian facilities. There is even a plan on someone’s desk to use tactical nuclear weapons against their facilities. But that is not the same thing as saying we are going to do it. 

This issue is a very serious one. It is not in any way resolved. It links very emotional issues: the war in Iraq, the state of Israel, and the fear of nuclear proliferation in the minds of many people. Can any compromise be found? I do not think in the short run the compromise will be found, but I do think it can get to the point where discussions can start, and there may not be a resulting need to talk about the use of force anymore. The current Iranian President is unpopular within the conservative ruling elite. But the one thing they all agree on is that Iran should have the right to develop nuclear technology. A way should be found to permit Iran develop its nuclear technology without having at the same time to avoid a capacity to independently build a bomb. Whether that can be done soon, I do not know. But it can be done if they have the will to do it. If it is not done, then I suggest that Iran is very vulnerable to economic pressure. I am not talking about cutting off Iran’s oil supplies. We are not going to do that, as it would send the oil price up to over $200 a barrel. But if the U.S. would be very effective in preventing the Iranians from investing in their long-term energy programs, and if the Europeans come to join the Americans in that, it would be even more effective. If the Japanese are going to invest in Iran, that is one thing. If Russia, China and India were to come in to invest, the scenario would be very different. Likely, they are not going to do that, they are not stupid. You do not invest billions of dollars into a country that is isolated, and has an unpopular government that the U.S. and the EU oppose. So, would these types of sanctions be sufficient to change the policy of the Iranian regime? They might be. And I think that is a route that President Bush would be advised to take. He is not going to take the force off the table. It would be silly to do that. But I think the stock of imminent war is premature, to put it mildly. 
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