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The U.S. interests in the Central Asia and Caucasus
Basic Themes in this discussion:
 - National Interests

- International affairs are dynamic and there is a need to constantly reevaluate situations

- Direction of Central Asia matters to all of us
1. Quick overview of the major countries of the Central Asia.
2. A wider view of the region as a whole.
3. The U.S. interest in the Central Asia. 
Let us start with Kazakhstan. Kazakhstan is a country which continues to move forward. This is a country which is blessed with a lot of advantages. The Kazakhs know how to run a world class economy. They are getting there with the help of world-class deposits of oil. There are advantages and disadvantages to this, but Kazakhstan is doing very well. My quick test of whether a country is doing well or not is to look at the young people and students. When the students go abroad for study, do they return? In the Kazakh case, I would say yes. President Nazarbayev has created the conditions where he sends thousands of students abroad, and when they return, they find responsible positions for themselves. So, the young people see their future in Kazakhstan. The U.S. has very productive relations with Kazakhstan. In September of 2007, President Nazarbayev was hosted at the White House by President Bush. 

In Kyrgyzstan the picture is mixed. There was the so-called Tulip Revolution in Kyrgyzstan not that long ago, but in terms of economic and political reform it has not moved forward that much. The U.S. has had many ups and downs with Kyrgyzstan in the past year. We had low-point-less summer; we had reciprocal expulsions of our diplomats. We have had better times since then. There is an American airbase in Kyrgyzstan, in Manas, which is used to fight the war in Afghanistan. President Akayev approved a new lease for the airbase. I think our relations are more stable now. 

In Tajikistan we have seen positive developments after the Presidential election and inauguration of the new Cabinet. It is worthwhile to emphasize the role of Tajikistan as a link between Central and South Asia.

In Uzbekistan, the U.S. has considerable challenges. We are trying to develop useful relationship, while stressing the need for political and economic reform. However, Uzbekistan is a sad case. The economy continues to plunge, and socio-economic conditions in Uzbekistan remain very difficult. The state is not equal to the task of governing in a modern way.

And finally, Turkmenistan. I first visited Turkmenistan in 1980, and lived there for three years as Ambassador. It is a wonderful country. In December, on Stalin’s birthday, President Niyazov finally did something good for his country; he departed the scene [died]. Now a transition of power is taking place in Turkmenistan. The cult of personality is melting very quickly in that country, and the new President is taking impressive, rapid steps to change policies and reverse some of the damage caused by Niyazov's destructive policies e.g., Niyazov created many golden statues of himself; he took (by law) 50% of oil and gas revenues of the country. The money went into the President's own fund, or as Niyazov once called it, when I was talking to him, moi den'gi (my money). He renamed the days of the week and the months of the year in honor of himself and his family. Right now, we are now in the month of Kurbansotanejen, his mother. I suspect by the time the next year turns around this is going to be the month of April. 
        

Now let me turn to a wider view of the region as a whole. What are the national interests of the U.S. in Central Asia? There is a lot of talk about the “new great game” in Central Asia. This is an echo of the old British-Russian competition in the 19th century. This kind of rhetoric has the useful effect of directing attention to Central Asia. It is dramatic, but it is a concept which the U.S. rejects. So, how do we view American interests in the region? We support secure and “stably developing” moving forward in a predictable fashion) region. We are looking for an area which is not plagued by regional conflicts and which offers no home to terrorism, religious extremism or narco-trafficking. A key to this is having democratic society emerged in all former Soviet republics. I mean democratic societies not because of ideology since we talk about national interest here. The American government believes that there are strong security grounds for supporting democracy because the countries' strong rule of law and transparency make it harder for terrorists, narco-traffickers and mafias to operate. 

This may be the last time I use the word democracy in this talk because I strongly prefer another term – rule of law. I think this more accurately expresses what the U.S. supports because Americans tend to equate democracy with elections and I think we over-focus on elections. Democracy really means much more than that, basically it means the rule of law. 

So, in line with this policy, the U.S. supports the independence of the Central Asian states because we do not foresee peace and stable development if state sovereignty and national borders are not maintained. We also support a Central Asian region, which does not serve as a transit point or as an origin point for weapons of mass destruction (WMD). When we look at the regions that Central Asia borders: Iran, Afghanistan, Pakistan -- this is a very serious issue for the U.S. 

Why should it matter to the nations represented here? I think there is a number of reasons which I have enumerated here that apply to Eurasian nations mare widely as well. Some would apply to you much more than to us -- narco-trafficking for example. The heroin produced in Afghanistan and which transits from the Central Asia overwhelmingly goes to Europe, to Russia, not to the U.S. The second point of concern is the reach of transnational mafias. It affects the U.S., but even more that is a Eurasian issue. Certainly, WMD affects the Eurasian land-space. 
Another point, which I would like to talk in more detail later, is energy. Central Asia as a major energy-producing region has special importance for the Eurasian region. So, these are issues which are transnational, the issues of globalization. More and more I think of the pattern of foreign policy is the pattern we see in this room -- where you have many nations coming together to talk about key issues that cannot be managed by one nation working simply with one other nation. 

Globalization has so many plusses. It has brought Americans, Central Asians, and Europeans all together with a higher standard of living reducing the distances. Nevertheless, globalization brings additional challenges. 
Let me digress here with privatization. In Central Asia, we have seen is a switch to a private sector model. In countries, especially farther to the East, e.g. Uzbekistan, the private sector model is a deeply flawed model. In most of the countries however, there has been a lessening of the lessening of state control from the former Soviet model. What happens in an economy when control passes from the government to individual actors? One of the first things that happen when a government imposes a less tight state control is that people become more creative and productive. So, we see this in our economy.  In many ways throughout the former USSR, there is more creativity and productivity happening now, when the governmental control is less strong than it was twenty years ago. Unfortunately, we see this also in things like mafias and drug-traffickers, and crime. As state control is lessened, as the private sector has more freedom to operate, then the mafias and the traffickers become more productive in their own areas as well. 
Therefore, it is another consequence of globalization, and these transnational issues demand a multinational response. It is a challenge to all of us, and it does affect the way in which we work within a new international system to adapt to the challenges and opportunities of globalization.

I have outlined many of the threats that we face collectively in Central Asia but I also need to stress that there is a powerful upside as well. We have a new international environment since 1991. It is a powerful upside because areas that were closed off before or had barriers in terms of trade, movement of people, movement of ideas etc., now are opened. This gives opportunities for greater productivity and new patterns of cooperation.

Let me go into a little more detail on energy. This is a tremendously exciting region particularly when including Azerbaijan into the discussion. Azerbaijan has been producing oil for more than a hundred and thirty years. However, only since 1991 has a major new phase of energy development taking place in the Caspian. For the first time, there are world-class levels of technology and capital moving in to the region. 
Now, some basic statistics: In terms of oil, the Caspian countries led by Kazakhstan and Azerbaijan, have 44 billion barrels of proven oil reserves. That is going to rise in the years to come. There is one deposit of Kashagan in the Kazakh portion of the North Caspian that may have as many  as 25  billion barrels of oil in one field. That would place it in the top five oil fields of the planet. That one field has more oil that the U.S. or the North Sea has. Let us put it in perspective. 34 billion barrels is small compared to Russia with its more than 100 billion barrels of oil or 262 billion barrels of oil of Saudi Arabia. However it is significant that Caspian is not OPEC oil, and the price is not managed by oil cartel.
In terms of natural gas, the Caspian and Central Asia have 6 trillion cubic meters of proven reserves of gas. That is probably a conservative estimate. It is very significant especially for Russia, for Ukraine and for the Eurasian consumers. 

The fundamental condition that faces the new countries was that the Soviet export system was designed to supply the Soviet industrial heartlands -- Transneft for oil and Gazprom for gas. The position that the producing countries found themselves in the time of independence, was that if they wanted to export their product they were in the hands of these pipeline monopolies. What do monopolies do the world around? They use their monopoly position to charge high prices. So the oil producers and the gas producers found themselves having to accept very unfavorable commercial terms from Transneft and Gasprom for their hydrocarbons. Beyond this, the leadership of these countries said they did not feel fully independent, fully sovereign and autonomous to have large sections of their economies under the control of these pipeline monopolists. 

So what the U.S. did therefore is support the East-West energy corridor. It goes from the Caspian in east-west direction and provides alternatives to the pipeline monopolies. This is a core for American energy policy in the region – antimonopoly.

The first was the early oil pipeline Baku-Novorossiysk, then Baku-Supsa in 1999, in 2001 - Tengiz-Novorossiysk (CPC pipeline). Then we have the other two pipelines, which I will talk in more detail later. It is a policy that we carried on during Clinton and Bush Administrations, and we stress it is not anti-Russian policy but antimonopoly policy. In fact, one of the pipelines we are proudest of is the Tengiz-Novorossiysk CPC pipeline. It is a policy that makes sense because over the years Transneft and Gasprom have become even more monopolistic, even more difficult to deal with in commercial terms. That is a very important fact for any investor in the region. 
The centerpiece of our policy here is Baku-Tbilisi-Ceyhan (BTC) oil pipeline. This takes Azerbaijani oil from Baku across Georgia and down to the deep-water port Ceyhan. 
BTC is a commercial success but it also uses the highest standards of technology, environmental and social protections. Why do oil companies care about the highest levels of technology, or environmental, or social standards? Money. The companies act out of their own interests. In this case, the highest levels of technology protect the investments and create profit most efficiently. Why environmental and social protection? Why did BTC spend 60 million dollars for social programs in the villages along the pipeline route? Security. The BTC analysts and our intelligence analysts agree that number one determinant of pipeline security is community support. Yes, it is buried, it has fiber-optic sensors, it has many other things, but you have to have support of the community. Why do they care about environment? Again, it is self-interest because good environmental standards are profitable but also the Western companies, i.e. BP and Connaco-Philips, are subject to litigation, law suites in American courts for environmental damages. They are also trading on the New York Stock Exchange and other markets. The damage to their brand through environmental spills is extremely expensive for these companies. So that is a little variant of the national interest's perspective. 

So our policy is a policy of anti-monopoly. Antimonopoly policy is especially important for gas supplies. Parallel to BTC is the Shakhdeniz pipeline, which will supply Azerbaijani gas into Turkey. Gas supply is an especially important issue, even more so in the years ahead for Turkmenistan and Kazakhstan as both are going to be gas producers far larger than Azerbaijan -- especially Turkmenistan. 

Europe's gas consumption is rising sharply. Right now, European gas consumption is about 480 billion cubic meters per year. In 20 years, it will be in the range of 735-780 billion cubic meters per year. At the same time, Europe's own production for Norway, Netherlands, for North Sea region will decline by 120 billion cubic meters. So the introduction of new gas to the European market is a must. That means that Central Asia will only rise in importance as an energy supplier. 
This corridor of the Shakhdeniz pipeline, I believe, will be even more important in the years ahead. These two pipelines are the result of an unprecedented partnership between Georgia, Azerbaijan, Turkey and the U.S. It is a partnership we are very proud to be a part of. This is very historic what we have achieved. So energy is an important issue for Central Asia.  
                  

Another aspect of the energy issue is that if you are rich oil and gas country, like Turkmenistan, how this money will be used? There is the belief in Central Asia that energy profits automatically guarantee their development: “We will turn on the gas and in a few years, we will be like Dubai”. Yet, if you look around the world, the world has no have a shortage of countries with a lot of oil and gas, which failed in development. What is it that makes an energy-rich country Norway and makes others Nigeria? Nigeria has exported more than 300 billion dollars of product in the past 20 years, but its development is still extremely weak. 

Let me give you a quotation by one economist about this very issue, which is termed the resource curse: A 1995 study of 97 developing countries by the Harvard economists Sachs and Warner found that "The more important the natural resources were to a country's economy, the lower the growth rate was. Of all the resource-reach countries they studied, only two were able to grow as fast as 2% a year, while many resource-poor nations grew 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. A dependence on natural resources fosters the illusion that you get rich by taking what is already there instead of creating something new. 

I have seen this throughout Central Asia. The best and the brightest, in Central Asia, where do they go? The oil companies; this is rational. It is also a danger for those countries because you need your best and brightest in also in government, the military, to the government, to open a shoe factory, open a food processing factory etc. So a resource reach economy distorts the economic activity of the country.

When the U.S. focuses on energy, for us it is not really about the hydrocarbons. I really think this is something we do not understand well in the American government. How do we define energy security? Energy security for the U.S. does not mean having control over the wells out of rich oil and gas comes. Energy security for the U.S. means one thing – efficient markets. In the Central Asian case, not one molecule of Central Asian gas will ever reach the U.S. As for oil, the key fact of global oil is that if you have dollars you can buy oil; when oil comes out of the ground, it does not matter really very much who lifts that oil out of the ground. It goes on tankers, it goes on pipelines, on railcars, and only oil traders trade those contracts. So if you have dollars you can buy oil. The reason the U.S. focuses to such a great deal on energy policy in Central Asia has to do with the security, the stability, and the sovereignty of those states in Central Asia themselves because above all the states need competition. Competition is essential to have options from energy suppliers.
If we look at the GDP growth from 1960 into the 21st century of several resource-rich countries, you will see that some of them have an up-curve (the U.S. and Norway), and some have just a little increase (Saudi Arabia, Venezuela, Indonesia), and the worst case is Nigeria (Source: Transparency International Corruption perception Index). It shows that where there is a greatest degree of rule of law combined with natural resources, that country takes off. Compare Norway's 8.9% out of scale of 10 and Nigeria's 1.9 out of scale of 10 of the level of corruption. This picture shows everything that Central Asian producers need to know about how energy will help to develop their economy. 
The underlying thing of all of this is rule of law. Aside form energy, I have also found some more indicators in terms of economy developing climate in Central Asia. The World Bank does a report every year called "Doing Business", and according to it, if you want to start a business you can do it in two days in Australia, 5 days in the U.S., it takes 20 days in Kazakhstan, 29 in Uzbekistan, and 67 (!) days to start a business in Tajikistan. If you want to do trade across borders, if you are a Chinese businessman who wants to import goods from abroad, it takes 22 days to import goods into China. If you are in Kyrgyzstan and you want to be an importer, it takes an average 127 (!) days to comply with the governmental regulations. If you want to sell goods, if you are a Hong Kong businessman and you are exporting, it takes two documents to export goods from Hong Kong, 5 documents from South Africa, 6 from Malaysia, 10 from Uzbekistan, 14 from Kazakhstan, and Tajikistan.         

Let us talk about the security of investment. I have seen this happening in Turkmenistan. For example, if you are a small businessman who wants to create a modern farm, and you import a new breed of cows from Europe, a deputy minister can simply come there and take that farm away. There is no recourse, no options. So who will invest in such a climate? Leaving energy aside, all these complications, the governmental red tape, overall insecurity of investment, that Central Asia must develop to attract investment is not foreign investment, it is family investment. 
The U.S. Secretary of State Condoleezza Rice has vision what she calls the Corridor Reform. It is a North-South corridor from Central Asia through and into the South Asia extending southward to Afghanistan, the Indian Ocean and even onwards to China, Japan and the Pacific Rim. The Secretary's vision in this is restoration of the ways things used to be. That in years passed, Central Asia was part a much different historic pattern of trade. It is partly an old Silk Road, partly simply a connection between countries that seized to be connected in the 1920s. We have a direction from Secretary Rice to support this development of a new regional economic integration. Probably, a most promising way to do this is with electricity. Kyrgyzstan and Tajikistan are highly mountainous countries. They have potential energy surpluses of hydropower. On the other hand, the South Asia is tremendously energy-short. Pakistan's electricity needs will double by 2015. India's enormous economy requires a 50% increase in electric power in the next 5 years. Therefore, Central Asia is superbly positioned to deliver the electric power into South Asia. 

The U.S. also is trying to support integration with a 36 million dollar road bridge between Afghanistan and Tajikistan. We are also working with the countries to bring down trade barriers. An interesting study, that I heard of from a professor down in Washington D.C., showed that a number one obstacle to increasing trade for long-distance truckers who travel in Afghanistan, Pakistan, Central Asia and Iran are not bandits, Taliban, soldiers or warlords (now it came down to about 6% in the list) but the Customs officials at the borders. That is the biggest obstacle to increasing trade among the countries of the region. 

To sum up, the American national interest is looking for countries that are secure, that are stably developing, that do not serve as homes for those phenomena that are hostile to our country, i.e. terrorism, Islamic Jihadism, WMD, and to a certain degree narco-trafficking. We believe that economic development is a key to this. We reject the idea of a new great game hypothesis in Central Asia and Caucasus. Since the break up of the Soviet Union, our policy towards Central Asia has rested on two basic facts: First, it is in the interests of just of the U.S. but of all of the countries in Eurasia to have stably developing states emerge from the old USSR; Second, is that we not only should cooperate but that we must cooperate with other nations of the region whether that is NATO, Shanghai Cooperation Organization, the OSCE, the South Asian regional groupings. We must cooperate if we are going to be successful. It is a vision of independent nations linked to each other with economic, educational, social and infrastructural ties. It is also a regional, we hope, led by shared commitment to the rule of law. 

Looking at the Central Asia, I believe there is nothing that I have outlined here that all of the countries of the region could not support -- since the challenges are great. And fundamentally, who will determine the future of Central Asia? The Central Asians themselves. In countries like Kazakhstan, Kyrgyzstan, Tajikistan where the political and social processes are moving towards the rule of law I think we have reason to be hopeful. In Uzbekistan, thanks to dictatorial and failing end of the Karimov's regime, it is hard to be hopeful in the near term. In Turkmenistan, it is an open question. The good news is that the cult of personality is gone and never to return. But still, we have to wait and see how it will work out in that country.    
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