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NATION-BUILDING

PROBLEMS OF CONSTITUTIONALISM
IN THE REPUBLIC OF KYRGYZSTAN

Nartsiss SHUKURALIEVA

D.Sc. (Political Science),
researcher at Kujawy and Pomorze University,
Bydgoszcz Department of Administration and

International Relations
(Bydgoszcz, Poland)

Introduction

hetransformation and democratization proc-

esses have given rise to several regimesthat

are difficult to define and cannot be classi-
fiedinthetraditional categoriesof totalitarianism,
authoritarianism, and democracy. Contradictory
typesof democratic and nondemocratic regimesare
creating unusual political systems that can be de-
fined as*hybrid regimes,” “imitativedemocracies,”
or “delegative democracies.” The ambiguity of
theseregimesismakingit difficult to classify them
according to thewell-known categories. Ontheone
hand, they contain many elements characteristic of
an authoritarian regime, while on the other, they
appear to be close to democracy. As J. Linz

showed,! the authoritarian elements arerelated to
theinstability of the political system, the continu-
ous congtitutionalization of which hasintroduced
ambiguity into the rules of the game. The demo-
cratic elements, in turn, arerelated to the declared
adherenceto the democraticideaexpressed in con-
stant political revision of the constitutional norms.
Thissituation, whichistypical of many states (not
only of hybrid, but also of democratic regimes), is
manifested very clearly in Kyrgyzstan.

t See: J. Linz, “Totalitaryzm i autorytaryzm,” in:
Wiadza i spoleczenstwo. Antologia dziejow z zakresu soc-
Jologii i polityki, Wybor 1 opracowanie J. Szczupaczynski,
Warszawa, 1995, S. 325.
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Historical Prerequisites

The political system that has been forming in Kyrgyzstan for 16 yearsisakin to a“mobile, cha-
otic” regime. Amendments and addenda were made to the Constitution almost every two years (1994,
1996, 1998, 2001, 2003, 2006, 2007) and almost every time the interrel ations among the branches of
government and their powers underwent dramatic changes. All the novelizations,? however, were
introduced in their own “particular” way—with violation of the constitutional proceduresfor making
amendments and addenda. M oreover, the political system wasessentially not regul ated by the Consti-
tution, but by the law for putting the Constitution into effect. This law, in turn, established entirely
different, and at times contradictory, adaptive-temporary provisions. This was compounded by the
differencesin the Constitution texts in the Kyrgyz (state) and the Russian (official) language. Theo-
retically, the Constitution in the Kyrgyz language dominated and was considered the main document.
In practice, however, despite the principal contradictions in content, both versions were in effect at
thesamelevel ® A situation developed in which the formal-legal side of political life consisted of several
layers (or elements): constitutional, legislative, presidential decreeswith statutory force,* and by-laws.
Each layer was horizontally and vertically unstable and mobile, frequently contradicting the others,
and seemed to live alife of its own.

At the sametime as this chaotic structure took shape, a constitution cult and campaign aimed at
respecting the law cameinto being. In theinterim between one novelization and the next, the govern-
ment called on society to participate in discussing the drafts of the Constitution. The draft was dis-
cussed everywhere: in labor collectives and at community-based citizen gatherings. Then these dis-
cussions were widely covered in the mass media. The Constitutional Assembly was responsible for
summing up the discussion and drawing up adraft of the new Constitution. This Assembly wasformed
by the president. It had a special status, since the constitutional norms not only did not envisage this
typeof novelization of the Constitution, nor did they mention the Constitutional Assembly at all. Despite
itsillegal functioning, the presidential camp was so strong that no one objected to the Assembly’s
activity. It appeared to be an absol ute necessity in keeping with the* principles of openness and taking
the fullest account of public opinion.” It consisted of individual members of the legislative, execu-
tive, and judicial power branches and representatives of political parties, nongovernmental and non-
profit organizations, the People's Assembly of Kyrgyzstan, public associations, and the press. Dis-
cussions about the draft of the new version of the Constitution were held with afair degree of open-
ness. Depending on the novelization, some Constitutional Assemblies were formed, and then others.
Sometimes new bodies were created (for example, the expert working group in 1998). The member-
ship of the Constitutional Assembly also frequently changed. Moreover, a multitude of drafts were
published and offered for discussion at the same time. In this way, the feeling was created that the
entire republic was involved in discussing the constitutional amendments. This gave rise to the hope
that the impending changes would be democratic. But this temporary pluralism was only of outer
decorative significance. By skirting around or permitting only asprinkling of oppositional voices, the
novelizations were mainly introduced in keeping with an established scenario. As aresult, the outer
chaos of the legal system served to strengthen presidential power, while the constitutional instability
helped to stabilize the regime.

2 Novelization (from the Ital. novella, lit. novelty)—the introduction of new provisions, amendments, and addenda
into the legislation.

3 See: R. Esembaeva, “Konstitutsiia po-kyrgyzski...,” Obshchestvennyi reiting (Bishkek), No. 44, 18 November, 2004.

4 Presidential decrees with the force of law should be categorized separately, since they differ from laws adopted by
parliament.

5 Decree of the Kyrgyzstan President No. 235 of 26 August, 2002, On Measures for Preparing Constitutional Reform
in the Kyrgyz Republic (in the version of Decree of the Kyrgyzstan President No. 234 of 8 September, 2002).

8




CENTRAL ASIA AND THE CAUCASUS No. 6(48), 2007

Significant features of this political experiment were the difficult economic situation, the ab-
sence of any democratic heritage® or corresponding political culture, both in the government and in
society, the weakness of the democratic opposition before 1991, and the lack of any alternative to the
communists. Thiswas all impounded by the country’ s dependence on Moscow and on its influential
nondemocratic neighbors, its lagging political development, and the absence of a civil society and
personnel for carrying out democratic reforms. Despite the formal recognition of democratic norms,
constructive changes did not take place, political practice remained the same, and the Constitution
and legal science continued to exist in an embryonic state. Thiswasinherited from Soviet times, when
the Center monopolized all the branches of legal science, and the Union republics engaged only in a
few of its problems. Thisalso led to the lack of personnel, a scientific base, and the holistic devel op-
ment of the reforming of the legal system inherited from the former Soviet Union. During the first
years of independence, the state bodies did essentially nothing to bring the Constitution and new laws
into harmony with the legislative regulatory acts remaining from Soviet times; and no analysis was
carried out of which legislativeregulatory acts of the Union legisl ation were effective and which were
not.” Nor was an integrated system of development drawn up later either. The level of legal science
fell in proportion to the increase in university law departments. All of this together served to legiti-
mize the current regime.

Violation of the principle of division of powers into three branches also affected the system’s
instability. Division of powers into the legislative, executive, and judicial branches was officialy
announced asearly as 1990 in the Declaration on the State Sovereignty of the Republic of Kyrgyzstan.
But the government delayed thisreform. Other legisl ative acts served asaloophol e that permitted posts
to be combined. For example, according to the lawsregul ating the status of people’ sdeputies, thelatter
could perform their duties while still carrying out their production or service activity. As aresult,
deputies of the Zhogorku K enesh (ZhK) simultaneously worked or occupied high postsin the execu-
tive and judicial bodies of power. Beginning in 1993, the Constitution also perfunctorily declared
division of powers. Thistime, adoption (along with the Constitution) of the Law on Putting the KR
Constitution into Effect retained the practice of combining posts.

Later, open permission to hold combined posts was replaced with the concentration of presi-
dential power, bringing the Kyrgyz system closer to the conception of O’ Donnell’ s “del egative de-
mocracy.” Inthisway, the previous obvious violations of the Montesguieu principle were retained,
but now in veiled form. Adherence to the democratic rhetoric “ division of powers” functioned at
the same time as the need for an “arbitrator,” a“symbol of the nation and state power, guarantor of
the Constitution, human and citizen rightsand freedoms.”® He (the arbitrator) should be above group
interests, overcome factionalism, and smooth out regional-clan antagonisms. The president became
this“arbitrator.” His special place in the power system wasjustified by the supremacy of universal
trust. According to populist rhetoric, he wasthe only one chosen by the republic’ sentire el ectorate.
The president’ s delegative mandate made it possible to regard him as the main “custodian” and
“adept” of the peopl€’ sinterests. This populist method of |egitimization wasreflected in the consti-
tutional order. The president as arbitrator and depository of the people’ s will stood above all the
power bodies. Without directly belonging to any one of the power branches and being guarantor of
the Constitution, he held the executive, legislative, and judicial bodiesin complete or relative depend-

5 Local authors introduced the concept “nomadic democracy” or “tribal democracy.” This was supposed to empha-
size the regional (local) nature of the democratic heritage and not its adaptation to Western culture. In this text, however,
democratic heritage means the heritage of liberal democracy.

7 See: “Konstitutsia KR—osnova pravovoi reformy,” Res Publica (Bishkek), 3 July, 1994, p. 3.

8 According to Art 42.2 of the 1996 version of the Constitution, the KR President was a symbol of unity of the na-
tion and state power and the guarantor of the KP Constitution and human and citizen rights and freedoms. This regulation
was retained in the novelizations of 1998, 2001, 2003, 2006, and 2007.
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ence. These presidential claimsled to the courtsand thelegislature being only a“ hindrance, a burden
to the advantages that the status of a democratically elected president provided on the domestic
and international arena.”®

The president’ shig or small opponent,’® depending on the political situation, was the parliament
(or part of it).** They came to loggerheads mainly over constitution- and law-building. This struggle
was informal in nature, whereby both sides resorted to institutionally unenforced means, such as
mudslinging, blackmailing, and pressure. The head of state naturally tried to settlethe crisissituations
that periodically arose. Since he (and not the relatively autonomous powers) wasthe main initiator in
carrying out policy, the decisions on novelization of the Constitution were madein ahurry. Inconven-
ient legislative initiatives were blocked by presidential decrees that overlaid them. But this did not
|ead to the feverishly adopted decisions being implemented with any certainty. On the contrary, hasty
biased decrees and chaotic maneuvering increased the likelihood of mistakes and risky methods of
putting them into practice.

Intheconflict of interestsbetween the parliament and president, thejudicial system did not occupy
an independent position and did not perform the functions of arbitrator between the branches of pow-
er entrusted to it. Disputes over interpretation of the Constitution and nation-building were resolved
depending on the political situation. The boisterous campaignsaimed at reform of thejudicial system,
building alaw-abiding state, and adhering to the constitutional normsand “letter of thelaw” remained
at the level of political rhetoric. The indicated attempts at reform did not change the status of the ju-
dicial system, which did not become an independent power branch, despite the declarations. This sit-
uation was adirect result of the activity of both the president and the parliament, which did not glean
any benefit from an independent judicial power. There were at least two reasons for this. On the one
hand, corruption became part of the game (for example, in privatization, the misappropriation of loans,
etc.), thedisclosure and legal investigation of which was not to the advantage of both power branches.
On the other hand, this ensued from the normativelegal chaos, under the conditions of which judicia
decisionsregarding the legitimacy of the Constitution were al so decisions on the government’ slegal -
ity. Under these conditions, a“controlled” court would have ensured predictability and guaranteed
the government’ s authority.

The Constitutional Court (CC) also had a specific role to play with respect to the authoritarian
stabilization of Kyrgyzstan's political order. According to Art 82 of the Constitution (in the 1993,
1996, 1998, 2001, 2003, 2006 [Art 85], and 2007 versions), the CC was the highest body of judicial
power for protecting the Constitution; it deemed laws and other regulatory legal acts unconstitutional
if they contradicted®? the Constitution; it settled disputes relating to the validity, application, and in-
terpretation of the Constitution; and it issued conclusions on the amendments and addenda to the
Constitution. But in practice, the CC did not participatein the novelizations of the Constitution, which
were carried out by means of areferendum or, in extreme situations, were adopted by the parliament.
The situation that devel oped was explained by the lacunain Kyrgyz legislation,** when the presiden-
tial administration wasthe real interpreter of the Constitution and active initiator of nation-building.

° G. O’'Donnell, “Demokracja delegacyjna,” in: Przysziosé¢ demokracji, Wybér tekstow, wybor i wstep P. Spiewak,
Fundacja Aletheia, Warszawa, 2005, S. 176.

10 The executive power was not included in this analysis, since it depended on the president and was the actual ex-
ecutor of his policy.

11 The ZhK was not a monolithic body. In almost al the ZhK’s convocations, some of the deputies projected them-
selves as supporters of the president’s policy, while others posed as its opponents. The oppositional-minded deputies closely
cooperated with the extra-parliamentary opposition.

12 1n the versions of the Constitution of 1993, 1994, 1996, 1998, and 2001, the legislator meant “discrepancies with
the Constitution,” and in the versions of 2003, 2006, and 2007 “ contradictions with the Constitution.”

13 See: K..S. Sooronkulova, B.O. Tungatarov, “Konstitutsionnyi protsess v Kyrgyzskoi Respublike (1991-1998)" (from
personal archives).
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The Constitutional Court had adoubleroleto play. Asanindependent body, it performed afictitious-
decorative function on the political arena. But at the same time, the CC’ s support of the president’s
policy was of great significance. It provided guarantees and additional legitimization at thelegislative
level. The CC confirmed the constitutionality of extending the powers of President Askar Akaev to a
third term. Nor did it question the Bakiev-Kulov tandem or legitimacy of all the novelizations of the
Basic Law.

The Genesis and
Evolution of Instability

Askar Akaev’ sadvent to power asthe President of the Kyrgyz S.S.R., on the basis of alternative
elections, departed from the typical model of Central Asian legal succession, when the former first
secretary of the Central Committee of the Communist Party was always the person to take the post of
president. At that time, the gradual concentration of executive power, followed by social, economic,
and political issues (during transition to market relations) in the hands of the president, was regarded
asareal need. It was supposed to weaken the role of the local conservative communists and of Mos-
cow.* At the same time, due to the division of powers and the weakening of the communist party’s
role, the Supreme Soviet of the Republic of Kyrgyzstan of the twelfth convocation unexpectedly found
itself at the top of the political Olympus. In the Soviet system, it was a decorative body that uncondi-
tionally adopted laws. This meant that the overwhelming majority of its members was not ready to
work under the new conditions.

“At thefirst session of the Supreme Soviet, it took only three hoursto adopt the laws on private
property, rental, and land use, while no one considered the fact that the laws should be understood
and discussed article-by-article,” recalled Ch. Baekova.® The deputies had very little clue about how
to carry out legislative activity and had no experiencein how democratic power institutionsfunctioned.
The deputies accumulated the necessary experience as they performed their political duties, which
had a negative effect on the efficiency of the parliament’s work. The number of legislative acts in-
creased endlessly and therewas nointegrated strategy or legal policy, whichresulted inthelawsadopted
either functioning poorly or not functioning at all. Despite the shortcomingsinherent in almost every
post-Soviet legislative body, this parliament was more pluralistic than all the previous and subsequent
Kyrgyz parliaments. The decisionsit adopted played an important rolein the transition from the com-
munist system to democratization.®

On 5 May, 1993, the Supreme Soviet adopted the KR Constitution after completing the con-
stitutional reform begun in the fall of 1990 by enforcing democratic standards. The Constitution
declared Kyrgyzstan to be a sovereign, unitary, democratic republic built on the foundations of a
secular state ruled by law. The Constitution introduced new principles for organizing state power
and the electoral policy, defined the basic status of man and citizen in the republic, wrote diversity
informsof property into law, the priority of human rights, and the division of powersinto thelegisia-
tive, executive, and judicial branches. Legislative power was represented by a one-house parlia-

14 See: M. Sherimkulov, “Stroit demokraticheskoe obshchestvo s chistogo lista nevozmozhno,” Svobodnye gory
(Bishkek), No. 6, August 1991, p. 4.

5| believe in a time when everyone will live morally.” Interview with Ch. Baekova—chairman of the Stand-
ing Supreme Soviet Commission of the republic on legislation, lawfulness, and law and order. The interview was held
by G. Deviatov, Svobodnye gory (Bishkek), No. 6, August 1991, pp. 2-3.

6 See: U. Chotonov, Suverennyi Kyrgyzstan: vybor istoricheskogo puti, Bishkek, 1995, p. 66; J.J. Wiatr, Europa
pokomunistyczna. Frzemiany panstw i spoteczerstw po 1989 roku, Scholar, Warszawa, 2006, S. 258.
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ment, the Zhogorku K enesh (ZhK). Executive power was executed by the government and thelocal
state administration. Judicial power consisted of the Constitutional Court, Supreme Court, Higher
Arbitration Court, and courts and judges of the justice system. However, the adoption of these reg-
ulations did not lead to either division of powers actually being carried out or to the Constitution
coming into real effect.

Copying the main regulations and institutions of the old liberal democracies did not guarantee
their adaptation to Kyrgyz conditions. Constitutionalization of democracy and the chances of its sta-
bilization during withdrawal from the communist system depended to a certain extent on the transi-
tion to the market economy. In so doing, it was very difficult to associate the economic reforms with
democratic prospects,” which became clearly manifested in a situation where division of powerswas
not complete. By performing the duties of both executive and | egislative power, “ deputy-bureaucrats’
possessed double powers and twice as many opportunities. On the other hand, as representatives of
executive power, they were subordinate to the president. When the Constitution came into force in
1993, this meant re-elections and the end of combined posts. A consensus was found by adopting the
Law on Putting the KR Constitution into Effect, which envisaged a gradual transition to the require-
ments of the Constitution.

The pathologies of the economic reform had significant political consequences. The policy of
the president, executive power, and “ deputy-bureaucrats’ regarding the privatization of state proper-
ty, the extraction of mineral riches, and the acquisition of loans was severely criticized by the parlia-
mentary opposition. A parliamentary commission wasformed to investigate the democrats’' corrupted
policy. Theresults of itswork placed part of the parliament, the government, the prime minister, and
the president under fire. The political conflict (based on the precedent created by Yeltsin in Russia
and Nazarbaev in Kazakhstan) was also settled by nonconstitutional means.

When striving to settle the crisis situation, President Askar Akaev questioned the legitimacy
of the Constitution of 5 May, 1993. He announced some very seriousintentions, justifying them by
the fact that the Constitution was adopted by the parliament and not by the people. In his decree of
5 September, 1994, he called for “holding a referendum to reveal the will of the people regarding
the amendments and addenda to the KR Constitution aimed at ensuring real people’ s power, strength-
ening the guarantees of the KR Constitution, and improving the interaction among the state power
bodies.”*® Referring to universal trust, rhetorical “guarantee of real people's power,” and warning
about existence of damaging information (for example, on certain deputies), he took decisive meas-
ures, forcing his opponents to retreat. Asaresult, in avery short time, the government resigned, the
parliament was disbanded, and judicial power proved illegitimate. The only legitimate body remain-
ing was the head of state.*®

Againignoring the constitutional provisions, the president issued adecree of 21 September, 1994
On a Referendum on the Amendments to the KR Constitution. According to the decree, “two demo-
craticamendments” (Item 2) wereto be put up for discussion at the referendum. Thisformulation was
supposed to conceal the true meaning and importance of the amendments being introduced. In actual
fact, the changes concerned not two issues, but five chapters (3, 4, 5, 6, 8) and more than adozen articles,
and meant complete review of the Constitution.?® In particular, the president suggested introducing a
two-house parliament. He also brought up the question of the legal possibility of putting up the con-
stitutional novelizations and other “important issues of statelife” for discussion at the referendum (at

17 See: J.J. Wiatr, op. cit., S. 114-120.

18 Decree of the KR President No. UP-226 of 5 September, 1994, On Ensuring Political Stability in the Kyrgyz Re-
public and Urgent Socioeconomic Measures.

9 Seer B. Shamshiev, “Osennie ‘igry,’” Res Publica, 22 September, 1994, p. 2.

2 See: M. Ukushov, “Krizis konstitutsionnoi zakonnosti v Kyrgyzstane,” Res Publica, 6 October, 1994, p. 7.
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that timeheusurped thisright).! Inthe event the referendum yielded a positive result, legislative power,
divided into two houses, would become aweak and obedient body. In turn, the head of state would
acquire the legal power to decide questions regarding constitutional amendments and any other dis-
puted aspects by means of areferendum.

When announcing aconstitutional referendumin hisdecree of 21 September, 1994, Askar Akaev
referred asearly astheintroductionto arhetorically imaginary people: “...the highest indirect expres-
sion of power of the people of Kyrgyzstan is universal voting aimed at strengthening the foundations
of the constitutional system of the KR, improving the activity of the legislative power, and ensuring
fuller account of national and local interestsin the republic’ s highest representative body...”? Only
later did herefer to Art 1.5, Art 46.2 and Art 46.5 of the 1993 Constitution, on the basis of which he
issued a decree on amendments to the Constitution.

But the said constitutional provisions did not envisage the president’ s right to put up for dis-
cussion or announce areferendum on making amendments and addenda to the Constitution. More-
over, Art 96 of the Constitution clearly defined that amendments and addendato it should be adopt-
ed by the parliament (as proposed by the president) by no less than one third of the ZhK deputies
and no fewer than 300,000 citizens. Proposals on making amendments and addenda to the Consti-
tution were to be examined by the parliament after the Constitutional Court submitted its conclu-
sion, no sooner than three months, but no later than six months from the day they were made. The
formulations of the amendments and addenda to be made to the Constitution could not be changed
during their discussion in parliament. No other way of novelizing legislation was envisaged. If we
are dealing with the right to initiate a referendum, the president (according to Art 10 of the 1991
Law on Referendum in the KR) occupied thelast place in the hierarchy of those who have the right
to initiate referenda—after the citizens and the ZhK. The Constitution, however, ambiguously set
forth that “the president may bring up issues of statelifefor discussion at areferendum” (Art 46.2 and
Art 46.5).

The president’ sstriving for free manipulation of constitutional order was expressed in limita-
tion of the term for introducing constitutional amendments. Constitutional amendments should be
made within an extremely short time. According to the presidential decree of 21 September, 1994,
the referendum should have been held within a month (1), on 22 October. Askar Akaev made sure
in advance that the universal voting would yield a positive result. When making his decision on the
referendum, he issued a decree the same day on Membership of the Central Election Commission
for Holding a Referendum and Election in the KR. In it (again with no legal grounds for this), the
president appointed members who were most favorable for him. They consisted, according to So-
viet tradition, of “representatives’ from the political parties, associations, and organizations of blue-
and white-collar workers, farmers, businessmen, young people, veterans, and women; from crea-
tive unions, the People’ s Assembly of Kyrgyzstan, and national-cultural centers. Implementation
of the president’s ideas was also accompanied by the low level of legal consciousness and legal
culture, limited access of the opposition to influential national mass media, and, finally, support of
the presidential reformsby the heads of thelocal administrations, heads of state enterprises, organi-
zations, and institutions.

Despitethefact that the president freely interpreted thelegal regulations, hisinitiativeswere not
regarded asclear violations of thelaw. In contrast to other post-Soviet Central Asianrepublics, Akaev’'s

21 Correspondingly, in the president’s decree, this point was formulated as follows: “Amendments and adden-
dato the KR Constitution, KR laws, and other important issues of state life may be brought up for discussion at a ref-
erendum.”

22 Decree of the KR President No. UP-245 of 21 September, 1994, On a Referendum on Amendments to the KR
Constitution.
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Kyrgyzstan aways made sureitsviol ationsremained within ademocratic framework. The power bodies
tried to preserve the semblance of constitutionality and referred to constitutional |egitimacy evenwhen
they were violating human rights. Lawyers exerted great effort to ensure this, always taking care to
find other legislative actsthat were morein keeping with their demands. Supremacy of theinterests of
the people, who were represented by the president, prevailed over theideaof constitutionalism under-
stood as a set of limitations on realizing the will of the majority.

Askar Akaev’s constitutional novelizations (1994, 1996, 1998, 2001, and 2003), despite the
differencesin the sociopolitical aspects of their adoption, had common features and were conduct-
ed according to a specific pattern. First, all the constitutional amendments and addenda were intro-
duced by means of referenda. Before each of them, the impending changes were pompously declared
as another step toward democratization. The national-wide discussions were initiated in order to
hold a“ dialog with the opposition and ensur e the triumph of people’ s power,” and a Constitutional
Assembly, formed by the president himself, was created for drawing up adraft of the addenda and
amendments to the Constitution. Although at that time neither the Constitution, nor the legislation
envisaged the institution of a Constitutional Assembly. Theoretically, the draft it prepared should
be brought up at areferendum and, consequently, all attention was concentrated on drawing it up.
However, it was not a draft “zealously discussed” and published by the Constitutional Assembly
that was put forward for consideration at the referendum, but aversion prepared behind closed doors
by the presidential administration. All of thistook place in a very short amount of time (between
the time the referendum was announced to the day it was held) and was characterized by unclear
formulation of the questions in the voting bulletin, tapping of the administrative resource, and
manipulation of the elections.

The opportunity to carry out radical constitutional reform aimed at changing the existing sys-
tem of governance appeared when Askar Akaev fled the country in March 2005. The opposition
came to power on the wave of the ensuing mass unrest. For the first time, a Constitutional Assem-
bly was created that wasinstituted by the parliament and not by the president. At that time, the elite
that acquired power made all kinds of promisesabout cardinal reforms. According to the agreements
among the political forces, if K. Bakiev won the presidential election, he would begin carrying out
constitutional reform through the Zhogorku Kenesh. The new version of the Constitution was to
make the president responsible for foreign policy and the security and defense structures and with-
draw from his competence any bodies that duplicated the government’ sfunctions. The new system
of state power organization was to expand the authority of the prime minister. After constitutional
reform, holding referenda on the president’ sinitiative would only be possible with the consent of
the Zhogorku Kenesh.%

But pluralism did not last long thistime either. After the presidential election, at which K. Bak-
iev received 88.71% of the votes, the democratic reforms curtailed. The new president did not rush
to fulfill his promises, and constitutional reform was put off until alater date. The parliamentary
and extra-parliamentary opposition expressed open protest. The six-month political bargaining
ended after a week-long open-ended meeting at which the demand for immediate constitutional
reform was put forward. Inthisway, on 9 November, 2006, anew version of the Constitution was
adopted (asthe result of pressure on the president) with incredible haste and in incomplete form.
However, referring to the imperfection of the new wording of the Constitution, the government

2 See: “Pobeditelem stanet narod.” Statement by Felix Kulov, Sovo Kyrgyzstana, No. 49 (21811), 17 May, 2005;
K. Mambetov, “Tak diktuet vremia,” Sovo Kyrgyzstana, No. 49 (21811), 17 May, 2005; F. Kulov: “Adilet biilikke adilet
shailoolor arkyluu gana kelyyge bolot” (A Fair Government Can Only Come to Power through Fair Elections), Agym
(Bishkek), No. 51, 1 July, 2005, p. 8.
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detained its publication for amonth. And the November Constitution did not last for long either.
On 30 December, K. Bakiev brought up the question of new amendments to the Constitution at a
meeting of the Security Council. This decision was evidence of more usurpation of his powers,
since from the legal standpoint consideration of constitutional issues during Security Council
meetings was not allowed. On the same day, the parliament (blackmailed by the president’s en-
tourage with the prospect of disbandment) voted for introducing seven amendments into the
Constitution. However, two weekslater (on 15 January, 2007), the president did not sign the version
adopted by the parliament, but an entirely different one, in which amendments and addenda to the
Constitution wereintroduced into more than 40 articles. Novelization was neverthel ess carried out.
But in practiceit was not approved by the political playersand did not acquire the necessary legitimi-
zation.

Both novelizations of the Constitution carried out asaresult of pressure on the president on
9 November, 2006 and on the parliament on 30 December, 2006 came as a complete surprise to
everyone. Initiated at first by the opposition, and later by the president’ s entourage, they were dis-
cussed, written, and adopted by the parliament in almost one day. The amazing ease and speed with
which the Constitutions were amended made it impossible to consider the legal act being created,
thus turning the Constitution into a weapon of the political forces. This ensued not only from the
undermined importance of legal regulations, but also from other informal stable norms and rules
which until now regulated public relations (for example, patron-client relations). The unconceal ed
legislative nihilism and increased use of doubl e standardswerejustified now by therevolution, now
by national will, now by the forced or temporary situation. In this chaotic system, where no onefelt
compelled to play by the rules of the game, the ruling group, driven by a sense of self-preservation,
adopted entirely unpredictable decisions; it provoked the conflict itself in order to later settle it
unconstitutionally. The president “ says one thing today and does another tomorrow, and all of his
decisions are dictated by the present moment.”?* This quotation precisely expressed how the polit-
ical actors themselves perceived the situation. As a result, suspicion and mutual mistrust became
aggravated and there were frequent political clashes between the supporters and opponents of the
existing regime, aswell as between the groups within the government and the political groups unit-
ed by regional-clan principles.® A situation in which none of the political players fulfilled their
promises and did not keep their word did nothing to promote reaching a stable agreement or draw-
ing up clear rules of the game.

In this unstable situation, the idea of “supremacy of the Constitution” as an important legiti-
mizing formula of Akaev’s era was no longer a necessary attribute of political rhetoric. The two
above-mentioned novelizations were adopted with blatant violations that had never been encoun-
tered before. In thisrespect, they represented more atemporary political agreement than alegal act.
Constitutions adopted by means of deceit and blackmail cannot be regarded as documents of con-
sensus. Since they were consented to under high political pressure, they were only documents of
temporary stabilization, and not agreements among the main political forces on stable rules of the
game. Withitsinsurmountablelegal contradictions, the January novelization also proved astempo-
rary asthe rest.?

2 Answers by T. Ibraimov, see: “Nash opros. Opros provel S. Chernov,” Delo 1..., No. 6 (673), 21 February,
2007.

% See: T. Koychumanov, J. Otorbaev, S.F. Starr, Kyrgyzstan: put vpered, Johns Hopkins University-SAIS, Washing-
ton, 2005, pp. 8-13.

% See: “The New Constitution: Politics or Law? Roundtable Transcript,” in: Kyrgyzstan Brief, Institute for Public
Policy, Bishkek, 2006, Issue 7, pp. 11-17.
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Novelization of the Constitution:
General Characteristics of
the Amendments

All the constitutional reforms were adopted with the head of state predominating over the
parliament, government, and judicial power. They changed many elements of constitutional or-
der, apart from one—presidential power. Despite the frequent amendments made to the Constitu-
tions, the president retained significant legislative powers for forming state bodies and appoint-
ing and dismissing officials. Moreover, every time the method for imitating a weakening of the
president’ s actual powers changed. They were either shifted to a different section, creating the
semblance of alleviating the “President’s Powers” section, or formulations, such as “with the
consent of the parliament,” “expression of mistrust by the parliament,” were added. In thisway,
all the versions of the Constitution retained a lack of consistency between the president’s broad
powers and his irresponsibility. The president had complete control over the executive power
branch. Whereby the prime minister, who only has nominal power, held responsibility for all the
failures of the president’s policy. Weakening of the parliament was also a characteristic feature
of almost all the novelizations. It was expressed in limitation of the ZhK’s powers, on the one
hand, and the president’ sdomination in legislative activity, on the other. Thiswas all impounded
by the continuous dependence of judicial power.

Oneof the characteristics of the political situationin Kyrgyzstan wasthe extremely complicated
and hidden game of stability and change, and the differences between the legal provisions and prac-
tical activity. In practice there was no officially declared hierarchy of regulations. On the one hand,
according to Art 12 of the Constitution (in al of itsversions), it had supreme legal force and was di-
rectly in effect inthe republic. Constitutional laws, laws, and other regulatory legal actswere adopted
on its basis. On the other, Kyrgyz legislation subtly wrote an entirely different hierarchy of regula-
tionsinto law, according to which the president’ s decrees had the force of law and, consequently, did
not refer to by-laws. But it was not clear to which laws they referred—to constitutional or ordinary
laws. Nor was anything said about them being issued on the basisand in pursuance of the Constitution
and laws of the Kyrgyz Republic. According to the text and meaning of the Constitution, the suprem-
acy and force of the president’s decrees were more significant than the supremacy and force of the
laws. Fromthisit also followed that the president had the power to enforce essentially new legal rules
that directly regulated social relations, in other words, to “make” the law (Art 46.5 and Art 46.6; Art
47; Art 68.3). Moreover, it was not mandatory for alaw to be published in order for it to be endowed
with legal force. Art 67 of the Constitution very subtly said that alaw comesinto force ten days after
it is published, unless otherwise envisaged by this law or by the law on the procedure for putting it
into effect. Inthisway, thelegislator reanimated one of theimportant regul ations of Soviet times. This
legalized the possibility of regulating important aspects of legal relations by means of unpublished
acts “for official use.”

Conclusion

Intensified exploitation of the constitutional reforms served as actual reinforcement of the rul-
ing elite. The frequent changes in the rules of the game, feeding theillusion of democratization, and
the ongoing search for an “ideal” constitution, aswell asits easy and rapid novelizations, gaveriseto
an unusual political situation. The law was intensively applied for all outward appearances and the
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supremacy of the Constitution was cultivated, but all these legal subtleties did not have any great
meaning in practice. The protection of interests depended not on the force of the law, but on politica
tiesand the ability to bring pressure to bear both on partners and on opponents. The new legal system
was based on personal ties, interrelations along patron-client lines, and unofficial rules and institu-
tions. When problems arose or negotiations reached an impasse, unofficial rather than legal mecha-
nismswereresorted to. Meetings, civil disobedience campaigns, and political blackmail wereemployed;
even criminal pressure was not outside the realm of possibility.?”

Asalready stressed, during Akaev’ stime, the Constitution was the main component of the dem-
ocratic rhetoric. Even if the supremacy of the constitutional provisionswas not expressed in practice,
great attention was given to creating itsillusion. Respect for the law and democratic normswasinten-
sified rhetorically. Askar Akaev, being the only main center of power, could carry out all the novel-
izations very subtly and, although he violated the legislation, he retained the semblance of constitu-
tionality. This made it possible to make selective use of the legal regulations, on the one hand, and,
without leading to degradation, adhere to the meaning of thelaw at arelativelevel, on the other. This
helped to maintain a sense of the importance of the law in society as the regulator of sociopolitical
relations.

The attitude toward the Constitution and its novelization changed along with the arrival of the
new government in March 2005. The new team had aflippant attitude toward legal procedure, which
was openly used as atool in the political struggle. During novelization, violations were no longer
concealed, they became more risky and even more unstable. Legal vocabulary and primarily the
constitutional dominant disappeared from the political rhetoric. Anideal example of thisisthefol-
lowing fragment from a speech by President K. Bakiev, in which he noted: “...I promised to get rid
of authoritarian rule. Today we have done that without waiting to make amendments to the Consti-
tution.” %

Insufficient respect for the law was inherited from the previous system, on the one hand, while
the new government that came to rule the country by means of Askar Akaev’s overthrow and in so
doing tried to preserve hisregime had extremely low legitimization, on the other. But K. Bakiev was
no longer the only main center of power and was unableto carry out the policy of his predecessor. In
addition to him, there were other relatively autonomous political forcesin the political sphere. They
competed in the fight for therelatively limited resources. This situation, in which the political forces
were not ready to cooperate and could only enter into temporary pacts, promoted degradation of state
power, constant changes of the government, unpredictable political decisions, and aggravated insta-
bility. Corrosion of the Kyrgyz legal system, the unsatisfactory nature of thelegislative acts, and their
mutual contradiction greatly complicated their application and increased the unwillingnessto usethe
force of thelaw even more.?® At the beginning of Bakiev’srule (in contrast to Akaev' stime), intense
degradation of the meaning of the law began. Nevertheless, although thisisvery difficult, the consti-
tutional instability continuesto be atool for stabilizing presidential power.

27 See: K. Hendley, “Rewriting the Rules of the Game in Russia: The Neglected Issue of the Demand for Law,” East
European Constitutional Review, Vol. 8, No. 4, Fall 1999, pp. 89-92.

2 Speech by the President of the Kyrgyz Republic K. Bakiev at a meeting with representatives of political forces and
civil society, 27 October, 2006.

2 See: K. Hendley, op. cit., pp. 89-93.
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|. Introduction

system. This process is encompassing all spheres of public life, particularly the administrative

structures. It should be noted that reform of state administration isthe most important prerequi-
sitefor enabling transformation of the political system asawhole. Uzbekistan’ svast and cumbersome
bureaucratic machinery is hindering implementation of the reformsin the republic.

The prevalent bureaucratic arbitrariness in the economic sphere could lead to the monopoli-
zation of property, the creation of non-market mechanisms for regulating the activity of economic
agents, and areduction in the inflow of investmentsinto the country. Stagnation of the administra-
tive reformsin the political sphere is delaying the adoption of progressive laws, blocking the im-
plementation of the decisions taken, promoting the formation of corporate groups among govern-
ment officials, and making it impossible to efficiently regulate certain social processes. Bureau-
cratic arbitrariness in the social sphere can hinder the implementation of various social programs,
which might later discredit the state bodies. In order to analyze the problems and prospects of ad-
ministrative reforms in Uzbekistan, we should take alook at the main conceptual models of effi-
cient administration.

The idea of forming an efficient administrative system goes way back into the distant past. It
generates, we feel, from man’s need, as a social being, to provide himself with efficiently organized
administration. Thiswas precisely why, according to many academics, thefirst political studieswere
of an applied nature. It isinteresting to note that one of the oldest conceptions of administration was
developed in China, since it was precisely that model which presumed the formation of a hierarchal
system of administration, aswell as clear delimitation of powers. These two main aspects of the Chi-
nese administration model point the way to forming the rudiments of arational bureaucracy. But in
contrast to the contemporary versions, the purpose of the Chinese administration model was not to
resolve social problems, but to servethe emperor. At the end of the nineteenth-beginning of the twen-
tieth centuries, new administration model s began to appear aimed at resolving social problems. These
models started with Max Weber’ s conceptions. It was precisely his conception of “rational bureauc-
racy” inthe 20th century that |ed to the appearance of new administration models. Different adminis-
tration models were formed within the framework of such schools and trends as the classical school,
the school of human relations, structural-functional trends, and so on.

F or morethan 16 years, Uzbekistan has been trying to modernize its sociopolitical and economic
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It isnot our intent in this article to reveal the essence of the conceptual models of efficient ad-
ministration, since thisis not part of our study, instead we will only take a brief look at the main as-
pects of these modelsin the context of their efficiency by identifying the thingsthey havein common.
Thiscomesfrom the practical need to understand what the country should gain during the administra-
tivereforms.

So we feel that an efficient administrative system should have the following characteristics:

. Professional government officials;
. Clear delimitation of powers;
. Non-misappropriation of office property by civil servants;

A W DN P

. Civil servants should have personal freedom and only be obliged to perform “impersonal”
duties;

5. A corporate spirit;
6. Motivation models in administration and their practical implementation;

7. The administrative structure should be able to intensively adapt to the dynamically devel op-
ing world;

8. Close interaction between the government officials and the world around them;
9. A horizontal system of administrative relations.

Of course, it is very difficult to ensure that all the characteristics noted are achieved, but they
can be partially accomplished and forms the basis for building a democratic and law-abiding state.
Consequently, if Uzbekistan has chosen to build such a state, it will inevitably encounter the need to
removethe dysfunctional elementsthat exist initsadministrative system asit movesin thisdirection.
Thisarticle aimsto analyze the problems and prospects of the administrative reforms currently being
carried out in Uzbekistan.

[I. Adminigtrative Reforms
in Uzbekistan

Within the framework of the reforms being carried out in Uzbekistan, there were plans to cut
back 45,000 civil servants, which constitutes more than 22% of thetotal size of the state and econom-
ic administrative machinery.! The first to comment on this decision by the government was Vice-
Premier R. Azimov. In his opinion, these measures will save 40 billion sums (the money unit in Uz-
bekistan) ayear. Thiswill result in Uzbekistan having the most compact and efficient administrative
system of all the countriesin the post-Soviet expanse. According to the Minister of Finance, cutting
back number of employeesin the state and economic administration bodieswill reduce their ranksto
1.6% of thetotal working population. According to thisindex, Uzbekistan will have six civil servants
per onethousand people, which will bethelowest index among all the CI'S countries. For comparison,
this index amounts to 19 in Kazakhstan and to 22 civil servants per one thousand members of the
population in the Russian Federation. During a briefing, R. Azimov noted that within the framework

! See: |. Karimov, “Our Main Task is to Strengthen the Boundaries Reached and Comprehensive Continuation of the
Reforms,” Report at the meeting of the Cabinet of Ministers devoted to the results of socioeconomic development in 2003
and the main trends for intensifying the economic reforms in 2004, 5 February, 2004 (in Uzbek).
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of the administrative reform, there are 20 high-ranking leaders among the civil servants of all dif-
ferent ranks due to be laid off.2 We will remind you that this major stage of the administrative re-
forms in Uzbekistan was preceded by two presidential decrees: On Improving the System of Re-
public State Administration Bodiesand On Improving the Economic M anagement System. In keeping
with these documents, 27 associations, concerns, and companies are being reformed or eliminated.
Asaresult, only 13 ministries, 11 state committees, 9 agencies, 7 centers, and 7 inspection services
will remain in the state administration. Reorganization will affect such branches as machine-build-
ing, the agro-industrial complex, the manufacture of consumer goods, construction, transportation,
and commerce.®

In correspondence with the administrative reforms, a decision of the Cabinet of Ministers was
adopted on 5 January, 2004 On Cutting Back the Administrative System. | would like to look at its
most important aspects in more detail.

1. Intheinterestsof raising management efficiency, it isrecommended that creativefunds, trade
unions, and public associations financed by membership fees review their payroll on the ba-
sis of the proposals by the Republican Commission for Intensifying the Administrative Re-
form and I mproving the Economic Management Structuresand establish the maximum number
of management staff in their structures.

2. Beginning in 2004, the Ministry of Finance should register the payrolls and provide an esti-
mate of the expenses of the state-financed institutions and organizations.

3. Within one month, regulations for using the funds liberated due to cutback in the number of
employees of the administrative machinery to provide material encouragement of highly
qualified employees should be drawn up and duly approved.

4. The Republican Commission for Intensifying the Administrative Reform and Improving the
Economic Management Structures (R. Azimov) should establish control over reducing the
size of the administrative machinery in all state committees, departments, and economic
management bodies envisaged by this decision and report the results to the Cabinet of Min-
isters.t

Under the administrative reforms carried out in Uzbekistan, one deputy out of three, for exam-
ple, waslaid off in the Ministry of Higher and Secondary Education, and one out of four in the Min-
istry of Public Health and the State Statistics Committee.®

The cutbacks affected essentially all the administrative structures. For example, in 2005 the
Foreign Economic Relations Agency wasturned back once more into aministry. At the sametime, it
isobviousthat “cutback for the sake of cutback” does not promotereally positive resultsand can only
lead to the formation of a narrower bureaucratic structure, which will also want to protect its own
corporate interests. So what isthe point of administrative reformsin Uzbekistan if they are not taken
as simply areduction in the administrative machinery?

In our opinion, this process was engendered by the necessity to ensure decentralization and
delimitation of state functions. World experience has shown that the successful devel opment of soci-
ety asawhole depends on the delimitation of powers between separate branches of power and on the
nature of interrelations between the local bodies and the central administrative structure. Duplication
of functions, lack of clear management organization, and insufficient public control will lead to adrop

2 See: T. Zhukov: “Miagkoe kreslo ne tokarnyy stanok,” available at [www.zamoninfo.uz].

3 |bidem.

4 See: Decision of the Republic of Uzbekistan Cabinet of Ministers On Cutting Back the Administrative System of 5
January, 2004, No. 1.

5 |bidem.
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in the efficiency of the activity of the state administrative bodies and serve as fertile ground for the
bureaucracy to flourish.

Thisdirection, that is, decentralization and delimitation of functions, isthe main priority, since
it permits the government to concentrate on strategic issues. This, in our opinion, will help to in-
crease the efficiency of strategic management, create conditions for optimizing the number of cen-
tral bodies, prevent interferencein the economic activity of economic agents, raise the responsibil-
ity of thelocal state power bodiesfor providing servicesin such branches as health care and educa-
tion, aswell asraise therole of the local power bodies by endowing them with the authority to in-
dependently determine their own priorities and distribute resources keeping in mind the local con-
ditions and requirements. This will also help to transfer many functions of the state bodies under
public control in the form of local self-government bodies and nongovernmental and nonprofit or-
ganizations.®

The main principles of decentralization and delimitation of powersin Uzbekistan are:

1. Centralization of political and strategic powers that establish and regulate state functionsin
the republic-level state administrative bodies.

2. Transfer of the main bulk of state administrative activity to the territorial, regional, district,
and city level.

3. Functioning of independent regional state administrative structures that are not subordinate
to republic-level bodiesin spheres not requiring the performance of political, strategic, and
regulatory functions.

4. Functioning of regional links of direct or double subordination, which includes the perform-
ance of ongoing state functions. In so doing, it is necessary to ensure close interaction be-
tween the population and the economic agents.

5. Maximum rapprochement of the state services with the population or business entities, that
is, with the consumers of these services.’

Delimitation and decentralization of administrative structuresin Uzbekistanisbeing carried out
in the following areas:

1. Horizontal decentralization with simultaneous changeover from sectoral to primarily func-
tional administration. During the years of independence, the number of ministries and gov-
ernment departments (particularly sectoral) that carry out the function of direct state regu-
lation has significantly decreased. More than 50 republic-level ministries have undergone
reorganization. During the current administrative reform, in compliance with government
decisions, more than 20 structures carrying out state administrative and economic manage-
ment functions in different spheres are being eliminated or reformed. In compliance with
the administrative reforms, only five of the remaining 13 ministries are sectoral (public
health, higher and secondary special education, public education, culture and sport, and
agriculture and water conservation), and three of the eleven state committees are sectoral
(sport, geology and mineral resources, and architecture and construction). The sectoral
ministries and committees mainly regulate the activity of sectorsin which market mecha-
nisms do not function efficiently.®

6 See: “Gosudarstvennoe upravlenie v usloviiakh liberalizatsii ekonomiki: razgranichenie i detsentralizatsiia funkt-
siy,” Narodnoe slovo, February 2004, available at [www.narodnoe slovo.uz].

" Ibidem.

8 |bidem.
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2.

Delimitation of functions of state administration and economic management. Beginning in
1997, state administrative reforms have been aimed at completing the delimitation of eco-
nomic and state administrative functions.

. Vertical-sectoral deconcentration. Thisisbeing carried out by transferring some of the func-

tions of the republic-level bodies to lower-level structures, as well as to the private sector.
The central government apparatus is overloaded with trying to find solutions to everyday
problems in the industries and enterprises, which is not enhancing the qualitative develop-
ment of strategic administrative decisions. During the decentralization of state administra-
tion, functions are being transferred to lower-level structuresthat involve the regulation and
management of state property, surveillance, and the rendering of social services. For exam-
ple, only some of the functions of the ministry of communal services eliminated at one time
were transferred to the Uzkommunkhizmat Agency. Most of the functions of the eliminated
government department were transferred to the local power bodies, and some of them to the
private sector.

. Elimination of the centralized distribution of resources presumes adecreasein the state’ sin-

tervention in the activity of enterprises. In so doing, some distribution functions are still be-
ing retained in strategic areas.

. Transfer of some administrative functions from republic-level state administration to thelo-

cal level. At present, the regions are becoming more actively involved in the country’ s soci-
oeconomic and political life. Increasingly serioustasks, which used to beresolved only with-
in the framework of the central bodies, are now being solved at the local level.

The activity of the state bodiesin the provinceswill increasingly concentrate on performing the
following main functions:

1.

a B~ W DN

Ensuring the practical implementation of social policy, including in education, public health,
and socia protection of the population.

. Ensuring more reliable municipal housing conditions.

. Creating afavorable atmosphere for devel oping private business.

. Assisting the efficient functioning of self-government bodies and developing acivil society.
. Transferring the functions of state administration to the makhallia self-government bodies,

citizen gatherings, which have recently been acquiring greater significance in administering
society.

[11. The Problems and
Prospects of Administrative Reform
in Uzbekistan

Of course, the goals put forward by the country’ s government within the framework of the ad-
ministrative reformsare positive with respect to the devel opment and democrati zation of society. But,
unfortunately, the practice of carrying out similar transformationsin the CIS countries, of which we
are the witnesses, is giving reason to talk more about the declarative nature of these reforms. In order
to avoid this, we need to identify and resolve the problems preventing the formation of efficient state
administration in Uzbekistan.
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Corruption and clannishness are the most urgent problemsin Uzbekistan’ sadministrative struc-
ture. Corruption in the administrative system is promoting criminalization of political power, since
the bureaucrat appointed to his post in a corrupted way will logically try to at least compensate for
what he spent to gain his post. Clannishness and favoritism, in turn, are leading to an inefficient sys-
tem for forming the managerial elite.

Aswe know, the main elementsin creating an efficient state administration are transparency
and counterbalances to the existing bureaucracy. Democratic institutions are the main elementsfor
ensuring this. Unfortunately, it should be stated that conditions have still not been created in Uz-
bekistan for ensuring transparency and counterbalances. We think the following factors are at the
bottom of this:

1. Thelack of real opposition partiesin parliament;
2. Thelack of acivil society capable of articulating and aggregating its requirements;

3. The lack of a mechanism for ensuring a constructive dialog between the state and civil
Soci ety.

4. Thelack in the republic’s mass media of independent information-analytical programs that
raise the population’s political culture. Thisisresponsible for insufficient awareness of the
population about the activity of the state structures. (In July of thisyear, we polled 50 people
to find out whether they knew the names of the key ministers of Uzbekistan. Only 10 of those
surveyed were able to name the minister of justice, minister of the interior, and minister of
defense. It was also revealed that the country’s population is more informed about the per-
sonalities and activity of the Russian Federation ministers.)

Itisobviousthat any reforms can only be efficiently carried out if they are correctly understood.
Unfortunately, we have to say that the administrative reforms being carried out in Uzbekistan are not
sufficiently understood either in the government or in society asawhole. In our opinion, thisis man-
ifested in the following aspects:

1. The administrative reforms are understood simply as a cutback in staff. The experience of
foreign countries clearly shows that any activity based on the “cutback for the sake of cut-
back” principle does not lead to the formation of an efficient managerial structure.

2. Thecutback in administrative staff ismerely an effort to save money. Perhapsthere are some
specific positive aspects in saving funds, but today civil servants are one of the country’s
main sources of “capital.” The moreisinvested in them, the more dividends can bereceived
in the future. One of the serious problems in understanding the administrative reformsin
Uzbekistan, in our opinion, is that the program for carrying them out does not contain a
paragraph about the need to change the managers’ mentality. For example, in Canada, the
current administrative reforms are aimed 70% at changing the mentality of the managerial
staff.® We believe that shortcomings in understanding the administrative reformsin Uz-
bekistan are related to a certain extent to the lack of objective monitoring of them. Thisis
primarily dueto the fact that there are essentially no independent consulting companies and
research centersin Uzbekistan capabl e of presenting an objective assessment of the reforms
conducted.

Reform in the legislative sphere is the most important condition for the overall success of
the reforms throughout the country. Unfortunately, it must be stated that to this day Uzbekistan

9 See: O.V. Ageev, S.V. Ustinkin, Biurokratiia i politika, Moscow, 2001.
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doesnot have alaw on civil servants. Thisisleading to unregulated relations among bureaucrats,
as well as between the bureaucrat and his client. The republic’s administrative system still has
the dysfunctional elementsinherited from Soviet times described by American sociologist Rob-
ert Merton. He regarded the bureaucratic system in the context of a substitution of goals. In his
opinion, the bureaucrat primarily servesthe interests of his organization and not the resol ution of
social problems.

A very important prerequisitefor forming an efficient state administration system is profession-
al staff. It must be stated that in Uzbekistan there is still not a sufficient number of specialists with
diplomasin political science, sociology, and state administration.

Another problem that needs to be studied and a corresponding solution found is the unsatis-
factory financial position of most civil servants. Although it has long been known that a “cheap
administration” isthe most expensive management in the world. At present, amiddle-ranking offi-
cia in Uzbekistan receivesasalary of around 100 dollars, while acommercial employee earnstwo
or threetimes more than this. This situation is naturally promoting corruption in the administrative
structures.

V. Conclusion

In our opinion, theadministrativereformsin Uzbekistan could devel op in keeping with four main
scenarios:

1. Control by one person over the entire administrative system. Society’s mental characteris-
tics, expressed particularly in theinclination toward subordination to one“ authority,” are pro-
moting this scenario.

2. “Bureaucratic centralism.” Asaresult of the clan competitionin Uzbekistan’ sadministrative
system, one or two clans could take the upper hand and monopolize the entire system of ad-
ministration.

3. Confrontation between an individual (political authority) and the bureaucracy, in particular
over distribution of the main financial and power resources.

4. Formation of an efficient administration system. This scenario can berealized only if therul-
ing elite beginsto reform the sociopolitical systeminfavor of itsreal democratization, acontra
elite appearsthat constructively criticizesthe activity of the state bodies, the system of polit-
ical institutions functions on the basis of checks and balances, and, finaly, the population
becomes used to democratic values.

It should be noted that the first three scenarios are the most capable of being implemented. The
fourth should be regarded most likely in the longer term, whereby, naturally, it isthe most acceptable
for the sociopolitical development of the Republic of Uzbekistan.
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Rakhmon’s government and the United

Tajik Opposition (UTO) signed the Gener-
al Agreement on Peacein Tajikistanin Moscow.
S.A. Noori, theUTO head, died inthelatter half
of 2006; several monthslater President Rakhmon
began another 7-year presidential term by form-
ing a new Cabinet in which, for the first time
since the Moscow Agreement, there were no
members of the former opposition. The post-
conflict periodin Tajikistan had cometo an end:
in the summer of 2007 the U.N. Security Coun-
cil closed the U.N. Tajikistan Office of Peace-
building.

The decade that has passed since the end of
the civil war was used to achieve relative social,
economic, and political stability. Despitethefairly
low GDP level (60 percent of Soviet times) and
the poverty level, which remains the highest
among the Soviet successor states, the nation is
positive about the prospects. Thisisanimportant
factor of political stability—probably even more
important than the much-discussed fear of anoth-
er bout of domestic unrest.

The shadow economy (migration of about
amillion Tajiksto Russiaand the growing drug-
created profits of certain groups engaged in drug
trafficking from Afghanistan) playsan important
role in the positive economic dynamics.

The official economy is also growing: the
GDP isincreasing by 6.7 to 10.6 percent every
year. A successful macroeconomic policy and

T en years ago, on 27 June, 1997, Emomali

balanced foreign policy allowed Dushanbe to at-
tract investments in large-scale hydropower
projects and the transportation infrastructure.
There is another successful project—the Tajik
Aluminum Plant (TadAP), the source of at least
half of the republic’s export earnings.

In November 2006, the presidential election
completed the period of thefinal consolidation of
the political system based on strong central pow-
er personified by President Rakhmon. A campaign
torevisethe post-1997 domestic political balance
was launched by a constitutional referendum in
2003. The parliamentary and presidential elec-
tions in 2005 and 2006 squeezed the rivals and
opponents of the incumbent president—former
UTO membersaswell asthose of the Kulob clan
who brought Emomali Rakhmon to power—out
of the country’s palitical life.

Elbowed out of power, the Tajik opposition,
which has lost its leader, is still the most effec-
tivein Central Asia. Thelslamic Revival Party of
Tajikistan—IRPT (which has preserved much of
itsformer political resources) remains one of the
key factorsof domestic stability, not to betreated
lightly by those at the helm.

In the last two years and in the changed
Central Asian geopolitical context, Dushanbe has
been demonstrating less dependence on the Krem-
lin (which did much to bring theruling regimeto
power) initsforeign policy preferences: whilethe
United States lost several points, Russia scored
several pointsby establishing allied relationswith
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Uzbekistan. This cooled the relations between
Dushanbe and Tashkent.

While moving closer to the West and Chi-
na, as well asto Iran and to a certain extent In-
diaastheregional powers, the Tgjik rulers nev-
er forget about M oscow as the guarantor of their
position.

On the whole, the republic’s dynamics can
be described as positive even though the country
remains burdened by a vast number of pending
socioeconomic problems and certain negative
political circumstances. Thisexplainsthe cautious
optimism displayed by most of the nation and all
the foreign actors involved in the country.

The Socioeconomic Situation

The Republic of Tajikistan (RT) isthe poorest country among the Soviet successor states with
avery limited mineral resource base. It has not yet been restored after the economic collapse of the
1990sand thelong civil war. The extremely negative starting conditions notwithstanding, Tajikistan’s
recent economic indices speak of considerable progress of the reforms. The country should obviously
move in the same direction, while demonstrating balanced and well-substantiated approaches to re-
habilitation.

Disintegration of the industrial and other physical infrastructure in the 1990s, the very narrow
domestic market, inadequate industrial and technological base, undevel oped transport communica-
tions, and geographic isolation, which makes the country dependent on its neighbors (Uzbekistan in
particular) for transit services, are all responsible for the republic’s economic problems. During the
years of independence, the republic lost huge numbers of specialists and skilled workers; today, it is
being badly hit by the shortage of skilled workforce.

The per capita GDP ($319) is the lowest among the CIS countries. Recent developments have
not yet improved the situation: according to U.N. figures, at least 60 percent of the local populationt
isliving below the poverty level, the highest share among the post-Soviet states.

The unemployment level isvery high: according to government estimates, there are slightly
more than 2 million jobs for the approximately 4-million-strong able-bodied population.? Govern-
ment experts speak of nearly 1 million of the republic’s citizens working abroad as seasonal work-
ers.® Nearly 1 million, or about one-fourth of the able-bodied population, can be described as job-
less.

For four years running (after 2000), Tajikistan demonstrated one of the CIS's highest annual
GDP growth rates (between 8.3 and 10.6 percent), but the figure remains slightly more than 60 per-
cent of the 1990 level. Rehabilitation has not yet been completed. In the last two years, the growth
ratesslowed down: in 2005, the GDPincreased by 6.7 percent; in 2006, by 7 percent,* probably caused
by the smaller volumesof cotton production and somewhat lower aluminum priceson theworld market
(both products are the main sources of the country’s export income).

The high GDP growth rates are mainly explained by the very low starting level, but the state’s
recent competent macroeconomic policy and the general positive market developmentsin the CIS
countries should not be forgotten.

1 See: “Radostnye novosti: uroven bednosti v Tadzhikistane snizilsia do 60 protsentov,” Ferghana.Ru, 4 June, 2007,
available at [www.Ferghana.ru].

2 See: Z. Vazirov, “Trudovaia migratsia: etapy sotrudnichestva,” Asia Plus, 17 November, 2006, available at
[www.asiaplus.tj].

3 See: “Tadzhikistan prosit Rossiu puskat na tret bol’ she trudovykh migrantov,” NewsRu.com (Russia), 23 January,
2007, available at [www.newsru.com].

4 See: International Monetary Fund. World Economic Outlook, April 2007, p. 72.
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The international financial institutions are very positive about the RT structural economic re-
forms; the Tgjik leaders, however, should always bear in mind Kyrgyzstan' s negative experience and
take international recommendations with a pinch of salt.

Accordingto EBRD experts, Tajikistan has successfully privatized small businesses®; however,
the share of the private sector in the GDP remains low (less than 50 percent). The aluminum plant,
communication, air transport, and railways are the state’ s main production assets.

While agreeing that the high GDP growth rates after 2001 can be explained by theinitially low
economic level, some Tajik analysts point to several other factors:

m the counterterrorist operation in Afghanistan and the West’ s presence there increased inter-
national aid to Dushanbe, alarge part of its external debt was written off;

m whenthe Taliban wasremoved from power, drug production in Afghani stan increased together
with drug trafficking through Tajikistan;

m Russia seconomic growth created morejobsfor Tagjik migrants, who send the money earned
in Russia home, thus strengthening the consumer paying capacity on the domestic market.

The high growth rates, however, sent up inflation: in 2006, the consumer price index was
10.1 percent, or one-and-a-half times higher than in 2005 and much higher than the planned 8 percent.
Inflation is whipped up, among other things, by the labor migrants' money.

The Tajik Cabinet cut back the state’ s debt burden: late in 2005 the IMF confirmed its decision
to write off part of state debt (about $120 million) of Tajikistan and another 19 poorest countries of
theworld. Since 2000 the foreign debt/GDP ratio shrank three-fold—from 128 to 31 percent.® By the
beginning of 2007, the country owed about $866 million.”

Payment for Uzbek gas and energy remains a problem; the local people are too poor to pay reg-
ularly, therefore communal services are sporadic.

Nearly half of the republic’sindustrial production and three quarters of its export are produced
by the Tajik Aluminum Plant, recently renamed the State Unitary Enterprise Tajik Aluminum Com-
pany (TALCO), in the city of Tursunzade. The republic also owns several hydropower stations and
small poly-metallic mining and processing integrated works, aswell as more or |less devel oped facil-
ities producing cement, fertilizers, cotton fiber, and canned fruit. The production level today isamere
one third of the Soviet level.

Until 2007, TALCO remained state property despite theintention to privatizeit. In the past few
years, the volumes of produced aluminum and its profitability have noticeably increased: in 2006, the
plant produced 416,000 tons of raw metal and nearly the same amount of primary aluminum, thelarg-
er part of which goes to the Netherlands and Turkey. According to its directors, the enterprise has
nearly reached its projected capacity.? The plant uses 32 percent of the total amount of locally pro-
duced electric energy and some energy bought in Uzbekistan.®

In 2004, in an effort to procure badly needed modernization money, the government revived the
talks about transferring TALCO to Russia's Rusal concern. The potential investors announced that
they were ready to spend considerable sums (more than $2 billion) to modernize the plant and itsre-

5 See: Transition Report 2005, EBRD, 2005.

5 See: Republic of Tajikistan: Selected Issues and Statistical Appendix, International Monetary Fund, Washing-
ton, April 2005, p. 53; F. Salimov, “Tadzhikistan v regional’ noy politike,” Mezhdunarodnye protsessy (Russia), Vo. 4,
No. 2 (11), May-August 2006.

7 See: “Vneshniy dolg Tadzhikistana v 2006 godu sostavil 866 min dollarov,” Regnum, 25 January, 2007, available
at [www.regnum.ru].

8 See: Z. Ergasheva, “TadAZ pereimenovan,” Asia Plus, 6 April, 2007, available at [www.asiaplus.tj].

9 See: “TadAZ—eto ‘tadzhikskiy Gazprom'?" Asia Plus, No. 28 (338), 13 July, 2006.
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lated branches. The money was intended for new production capacities that could have brought the
plant up to its full projected capacity and for another aluminum plant in the south of the country; it
was also intended for completion of the Rogun Hydropower Station, which could have supplied the
aluminum industry with an adequate amount of energy.*

It turned out, however, that the contradictions between the Tajik government and the investor
over the cost of the Rogun Hydropower Station proved insurmountable. In May 2006, President
Rakhmon announced that his country was*“ not yet ready” to privatize the strategic enterprise.! Early
in June 2007 it became known that TAL CO instituted court proceedings in Britain against Rusal
for asum of over $500 million. The Russian sideis accused of shady dealingsin aluminum deliv-
eries in 1996-2004.%2 This means that the Tajik leaders and Rusal parted ways: Rusal instituted
a counter suit.

In 2004, it was announced that the VV akhsh cascade of hydropower stationswould be completed
with the help of RAO UES of Russia and the Iranian government. The projects created thousands of
jobs; two new concrete-mixing plants were built to supply the energy projects with construction ma-
terial.

Foreign investments in hydropower would have allowed the country to realize its export po-
tential inthissector: Afghanistan, Iran, Pakistan, and | ndia could have bought energy from Tajikistan.
In 2005, it signed the first intergovernmental agreement on energy export to the north of Afghan-
istan.®®

According to optimistic forecasts, thefirst of the hydropower stationsunder construction—Sang-
tuda-1—will be commissioned latein 2007. The completed Vakhsh cascade is expected to accelerate
economic development and hel p the government put an end to the country’ s economy dependence on
single-profile enterprises. Increased aluminum and energy export will bring considerable income to
be used to diversify the industrial base.

Agriculture is suffering from a shortage of planting acreage, alow mechanization level, and a
narrow market. In recent years, the government has been exerting efforts to increase acreage under
cotton (up to 40 percent of theirrigated land), but the yield has been steadily declining. In 2006, the
republic reaped 438,000 tons of raw cotton, or 80.5 percent of the planned yield.** Tgjikistan process-
esonly 12.4 percent of the locally produced cotton; the low level of fertilizer science leaves cotton
and other fields unprotected against locusts and other pests.

Early in 2006 the government announced that the acreage under cotton would be reduced in order
toincreasethe acreage under grain, which would makeit easier to distribute theresourcesin the agrarian
sector and import less wheat.*®

The highly ineffective credit financing system is another headache: |oans for peasants are ac-
cessed through futures companies rather than directly from banks. By early 2006, cotton-producing
farmsteads owed $292,000 million, or over 10 percent of the GDP. Thisisaseriousfault that callsfor
remedying. The people on top and the banking sector should create a better cooperation model; those
Kazakhstani banks that wish to join the Tajik market can also be involved.

10 Seer “Interviu s direktorom predstavitel’stva ‘Rusal’ v Tadzhikistane K. Zagrebel’nym,” Asia Plus, 2 November,
2005, available at [www.asiaplus.tj].

1 See: E. Batyrkhanov, “Rakhmonov otkazal Deripaske,” Delovaia gazeta Vzgliad, 5 May, 2005.

12 See: Z. Ergasheva, “‘ TALCO’ protiv ‘Rusala’,” Asia Plus, 4 June, 2007, available at [www.asiaplaus.tj].

13 See: N. Edgori, “Minenergo: nikto ne v silakh nam pomeshat,” Avesta, 19 December, 2005, available at
[www.avestatj].

14 See: M. Oripova, “Interviu s ministrom sel’ skogo khoziastva i okhrany prirody Tadzhikistana Abdurakhmonom
Kadyrovym: ‘Reforma proshla s oshibkamai’,” Asia Plus, 25 January, 2007, available at [www.asiaplus.tj].

15 Seer “V 2006 godu v Tadzhikistane sokratiat posevnye ploshchadi pod khlopchatnik,” Regnum, 18 January, 2006,
available at [www.regnum.ru].
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A wide-scale program to reconstruct old and lay new roads (including two large tunnels) is
underway. In thelast three or four years, the country, aided by Iran and China, has been working hard
to put an end to nearly complete isolation of the some of the country’ s regions.

The bridges across the Panj River, which separates Tajikistan and Afghanistan, built by the
American military help to improve cross-border trade and seasonal communication with China. The
Gorno-Badakhshan Autonomous Region (GBAR) of Tgjikistan, which isisolated from therest of the
country, will gain better development opportunities.

Themoney which Tajik work migrants (mainly unskilled |aborers) mail homefrom Russiahelps
most of the nation to survive. An unidentifiable number of Tajik citizenslive on the proceedingsfrom
drug trafficking, which means that the republic largely remains dependent on the shadow economy
for its economic progress.

Recently, the money sent by hundreds of thousands of labor migrants has become one of the
main sources of therepublic’ sreceipts. According to the RT Ministry of Trade and Social Protection,
in 2006 562,000 Tajik citizensleft for Russiaas|abor migrants. The same source estimates the number
of Tajik guest workersin Kazakhstan at 30,000.%

Thereisthe opinion that legal labor-migration income comprises no less than 40 percent of the
GDP. In 2005, guest workers sent home about $800 million viabanks'”; more or |ess the same amount
reaches the country through unregistered channels. Thisisalot of money for Tajikistan and is very
noticeable on the country’s consumer market.

Some members of the expert community (Kh. Makhmadiev is one of them) believe that the re-
cent economic revival was drug-induced. He is convinced that drug transit across Tajikistan supplies
drug syndicates with between $500 million and $1 billion,*® or between 20 and 40 percent of there-
public’s GDP.

The republic’s leaders admit that in terms of confiscated drugs their country is the first in the
CIS and the fourth in the world. Over 60 percent of the drugs confiscated in the post-Soviet expanse
is confiscated in Tajikistan by the Tajik law-enforcement structures.'® The future of the confiscated
“product” isnot always clear: it might be returned to the market and bring money to those involved.
Thisis known to happen elsewhere.

Increased drug traffic adds clout to the clans dealing in drugs; corruption at the national and
regional levels (among law enforcersin particular) is flourishing, while the general situation favors
the semi-criminal nature of alarge share of the republic’ s economy.

Domestic Policy

Tajikistan’spolitical context isvery important for Central Asian security: if destabilized it will
bring numerous troubles and destroy the isolation regime in northern Afghanistan.

TheNovember 2006 presidential el ection completed thethree-year-long preparationsfor Emomali
Rakhmon’ slong-term presidency (potentially for 14 years). Theroad was paved by the 2003 referen-

16 See: V. Vazirov, op. cit.

7 See: B. Abubakr, “Denezhnye perevody cherez ‘ Stranu-ekspress’,” Khovar Information Agency, 16 May, 2006,
available at [www.khovar.tj].

18 See: Kh. Makhmadiev, “Geroinovy VVP,” Asia Plus, 15 September, 2005, available at [www.asiaplus.tj].

19 See: P. Bruntal’skiy, “Zaslon u ‘geroinovoy reki’. Tadzhikskie udary po afganskim narkorekordam,” Voen-
no-promyshlennyi kurier, No. 3 (169), 24-30 January, 2007; A. Bogdanov, “Afgano-tadzhikskaia pautina. Strany Tsen-
trAzii uzhe ne sposobny v odinochku protivostoiat narkoticheskomu valu,” Kabar, 5 August, 2006, available at
[www.kabar.kg].

20 See: E. Tukumov, “Osnovnye etapy evoliutsii ekstremizma v Tadzhikistane,” Analytic, No. 5, 2004, p. 17.
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dum on constitutional amendments, which allows the incumbent president to run for another seven-
year stretch in 2013. The successful parliamentary elections in February 2005 and the presidential
election in November 2006 left the regime in power for at least another 5 to 6 years.

Theruling regime capitalized on the widespread fear of another civil confrontation and tilled the
soil for its continued power. In thisway, it fortified its position on the domestic political field. This
was accomplished at the expense of the legitimate religious and secular opposition and of the presi-
dent’ sformer allieswho had probably abused their high posts and connections. L eader of the opposi-
tion Democratic Party M. Iskandarov, IRPT Deputy Chairman Sh. Shamsuddinov, former minister of
the interior and head of the Customs Committee la. Salimov, and former commander of the presiden-
tial guard G. Mirzoev were sent to prison for long terms. Between 2003 and 2006, the ruling regime
established control over the mediaand achieved acceptable el ection results, thus obviously tightening
its grip on power.

It can be said that Tgjikistan has moved from the postwar balance of different political interests
toarigidly centralized presidential system ableto control the country’ spolitical elites. All other forc-
esinvolved—the former opposition and the regional elites (including the Kulob clan)—were pushed
to the margins of the state’ s political life.?

This means that at the end of the decade that has elapsed since the 1997 agreement President
Rakhmon no longer believes himself to be restricted by the agreement with S.A. Noori: indeed, he
easily won the November 2006 election to remain the president for seven more years.

It should be borne in mind that as the country’ s leaders will be more openly demonstrating the
confrontational elements of their policies (this may happen toward the end of the present seven-year
period), public opinion might turn away from them. While the sides involved have announced that
peace and stability are their priorities, the conflict potential might gradually accumulate.

On the whole, however, the nation’s majority is quite satisfied with the current situation
and the country’ sleaders even though the production level and material well-being of Soviet times
have not yet been restored. Unemployment is alleviated by labor migration to Russia and other
CIS countries, while the money it produces keeps the national consumption at an acceptable level.
The current situation on the world and regional marketsaswell astherelatively successful social
and economic policies contribute to the positive trends. Today, satisfaction with the domestic sit-
uation has become much stronger than thefear of arepeated civil confrontation, which ended nearly
ten years ago.

For geographic and historical reasons, Tgjikistan, more than the other Central Asian countries,
tends toward regional and clan division, which made it relatively easy to mobilize the clan-based
opposition groups; the local opposition, in fact, grew out of the clan system. In the absence of aram-
ified road infrastructure in the mountainous regions, the regional political and economic elites based
on clans remain isolated.

The Kulob clan that came to power is no longer a close-knit group. In an effort to preserve and
extend histermin power for along timeto come, the president is pursuing hisown policy, which might
damage the interests of many of the prominent clan members. Dozens of top- and medium-level offi-
cias of the Kulob clan were replaced with loyal people from other regions, mainly from Khujand in
the north.

TheKarategin Regioninthevery heart of the country, the base of the lslamic opposition, isruled
directly from the Center, which meansthat thelocal elites cannot accumulate adequate economic and
political resources; the region istoo poor for this. The IRPT, which recently lost many of its former
positions, remains the only vehicle of the Karategin elite' sinterests.

2l See: E. Tukumov, “Osnovnye etapy evoliutsii ekstremizma v Tadzhikistane,” Analytic, No. 5, 2004, p. 18.
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The Gorno-Badakhshan Autonomous Region, another formerly opposition area, offered shelter
tomany of theformer UTO warlordswho refused to obey the new government. Today, much hasbeen
done and is being done to improve the Center’ simage among the local people: better transport com-
muni cation with Dushanbe, the Xinjiang Autonomous Region of China, and Afghanistan alleviatethe
region’sisolation. To gain abetter control over the area, President Rakhmon deemed it necessary to
replace Governor A. Niezmamadov, who filled this post for 12 years.

Judging by the mediaand the | nternet, there are enough rich and influential people, some of whom
hold important state posts, in Tajikistan who might be interested in domestic policy. In the absence of
real guarantees of private property in Tajikistan, money is weaker than the administrative-political
resource: the Tajik “oligarchs” areinfluential unlessthey remain loyal to power, their money cannot
buy them political independence.

Theparty systemisfairly developed, at least intheregional context. Thereistheruling Popular-
Democratic Party, as well as the Communist, Democratic, Socialist, and other partiesin opposition,
abeit to different degrees, to the regime. The ruling party, and other parties for that matter, have no
stable party structure; they are not nation-wide parties. This can be said only of the IRPT, the most
efficient opposition force.

The ruling party enjoys an absolute majority in the parliament (75 percent of the seats); the
Communistsand IRPT have 4 and 2 seats, respectively; 14 percent of the deputies are non-party peo-
ple, but most of them are absolutely loyal to executive power.

Onthe eve of the 2005 parliamentary elections, the country’ sleaderstightened their grip on the
media: some of the newspapers that gave space to the opposition were merely closed down.

Because of limited resources, theregimeremainsdependent, in part, onforeign aid, which means
that it cannot follow in the footsteps of its neighbors which encroached on the activities of numerous
NGOs, the country’s second or third largest employers.?? They can still be described as afairly effi-
cient force that encourages grassroots initiative in the social sphere.

During the parliamentary and presidential election campaigns, the opposition partiesof Tgjikistan
found themselvesin avery difficult situation. Leader of the Democratic Party M. Iskandarov, one of
the best-known politicians and a potential presidential candidate, was brought to court for the eco-
nomic crimes he committed as the head of the republic’s gas sector and sent to prison.

During the el ection campaign, the Demacratic Party split (probably under outside pressure) into
three groups, one of which (the minority faction headed by M. Sabirov) was registered by the RT
Ministry of Justice. The Socialist Party, another secular opposition party, followed suit.

At present, theruling regime hasfortified its position to the extent that the provision of the 1997
Agreement on giving at least 30 percent of seats in the top echelons of power to the opposition was
annulled. Infact most of its members havejoined the ruling elite and filled lucrative posts absol utely
devoid of political weight. Thetwo ministerswho filled the posts under the 1997 Agreement | ost them
in 2006 when the newly elected president formed a new cabinet.

Deprived of S.A. Noori, itsleader for many years, the IRPT still remains the most efficient op-
position party in the country and in theregion. In fact, it isone of the stabilizing factorsin the state’s
sociopolitical life. Despite the obvious infringement on its rights, the party has so far successfully
avoided direct confrontation with power.

The pressure became too obvious on the eve of the parliamentary elections: the party lost sever-
a prominent members (deputy chairman and heads of regional structures) who were brought to court
and sentenced to long termsin prison. Despite the fact that the IRPT chairman never intended to run

2 See: M. B. Olcaott, Central Asia’s Second Chance, Carnegie Endowment for International Peace, Washington, D.C.,
2005.
2 See: U. Babakhanov, “Vybor prezidenta,” Asia Plus, 7 December, 2006, available at [www.asiaplus.tj].
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for president, the heads of the Dushanbe water supply services threatened to bring him to court on
accusations of calumny.

Thedeath of S.A. Noori in August 2006 was ablow for the party, which lost the most influential
post-Soviet politician. The party’s future looks vague.

Mukhiddin Kabiri, the newly elected IRPT chairman, iswell known asthe leader of the party’s
modernist wing; at the same time, the party announced that it would refrain from running for presi-
dency.

Mukhiddin Kabiri, a Moscow-educated Orientalist who speaks several foreign languages, isa
relatively young and secular-minded man. Heis generally considered to be acceptable to the powers-
that-be: his criticism isnot radical, while he, like his predecessor, prefers political compromises. He
will obviously haveless spiritual authority than S.A. Noori. It was expected that son of thelateleader,
Mukhammajon Noori, would head the Iran-oriented opposition to Kabiri.*

Contrary to the pessimistic forecasts, the IRPT remained united and did not lose its more ortho-
dox wing, however, after the death of its spiritual leader and the election of a young chairman who
was not generally accepted, Tajikistan’s most important opposition force hasto look for new a place
in the changed political context and work hard to regain its political weight in view of the 2010 par-
liamentary elections.

The IRPT issticking to its policy of conflict avoidance, but the politically active believers are
growing more and more dissatisfied with the government on many issues, while the trend toward Is-
lam’ s stronger position is gaining momentum.

In an effort to undermine the opposition and its influence, the ruling regime is stepping up its
struggle against religious fundamentalism. In 2005, control over observance of the ban on wearing
hijabs in schools and for document photographs was tightened. According to government decisions,
the number of mosques should not exceed the norm of one per 15,000 believers, afairly small figure
for the region’s most religious nation.

Thefaithful are not pleased with the disappearance of unregistered prayer houses, but judging
by the mediareports, the government is treading cautiously (at least in the capital). Out of 70 un-
registered prayer houses, 13 were closed, whilethe rest were either registered or given timeto reg-
ister.®

In thisway the Tajik government hopes to undermine extremism; in recent years several thou-
sand suspected Hizb ut-Tahrir and IMU members were detained, mainly in the republic’s north. Of-
ficial sources describe them as citizens of Tajikistan who are ethnic Uzbeks.

The above shows that the extremist |slamist organizations are not very popular among the com-
mon people who remain loyal to IRPT and the 1997 Agreements. The IRPT leaders reject any possi-
bility of cooperation with Hizb ut-Tahrir, which meansthat theradical Islamist threat in Tgjikistanis
much lower than in Uzbekistan.

Foreign Policy

Military-political cooperationwith Russiaremainstherepublic’ sforeignpolicy priority. It seems
that the rapprochement with the United States and France that became obvious after 2001 and espe-

24 Seer V. Soloviev, “Tadzhikskaia oppozitsia poteriala lidera,” Kommersant, 10 August, 2006; D. Glumskov, “ Smert
oppozitsii,” Ekspert, 21 August, 2006, No. 30 (524).

% See: N. Pisaredjeva, “Bor’ba s neofitsial’ nymi tadzhikskimi mechetiami: drugaia storona medali,” Institut po os-
veshcheniu voyny i mira, 17 April, 2007, available at [www.iwpr.net].
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cially 2005 was nothing more than a diplomatic maneuver suggested by the situation in Afghanistan
and other countries. Stronger economic tieswith China, Iran, and Kazakhstan, on the other hand, are
maintained in earnest.

TheRussian 201st Motorized | nfantry Division deployed in Tajikistan on apermanent basis makes
the country Moscow’ s military and political foothold on the border with unstable Afghanistan, where
NATO troops are stationed.

Some time ago the Russian border guards were replaced with Tajik forces, however, Russia's
military advisors remained in Dushanbe to help build up the republic’s proper border guard services.
Russia owns Nurek, the opto-electronic space control center in the Pamirs; to retain it Russia wrote
off $250 million of Tajikistan’s debt.

Tajikistan isthe only CIS country that shares the institution of dual citizenship with Russia.®
Russiaisthe main source of financial flowsin the form of money guest workers send back home.

Despitetherepublic’ sstronger tieswith China, Iran, and Kazakhstan, Russiawill remainitsmain
economic partner, at least in the near future. Russia-produced goods comprise 29 percent of the re-
public’simport; with 7.2 percent, Russiais the third largest exporter of Tajik products, the two first
places belonging to the Netherlands and Turkey,? which buy Tajik aluminum, the republic’ s export
product that accounts for over 50 percent of the total export. Russia buys 40.4 percent of Tajik agri-
cultural products and 39.4 percent of its cotton.

Russia’ sinvolvement in the Vakhsh project is anew factor in the two countries’ bilateral rela-
tions. RAO UES hasalready invested the larger part of its planned investmentsin Sangtuda-1 Hydro-
power Station; its first generating unit is expected to be commissioned in the latter half of 2007.%
Rusal, another Russian investor, has big problems with the Rogun hydropower plant project because
of the disagreements with the Tajik government over the dam’s cost.

If the contract isannulled, other investors will be sought in Russia (probably RAO UES: under
the 1993 agreement 50 percent of the plant’s shares should belong to the Russian side).?

In 2006, an agreement appeared under which Gazprom started prospecting for natural gasin
Tajikistan.® Thelargest Russian companies (MTC, Vympelkom, and Megafon) are operating on the
Tajik cellular communications market; other Russian companies are studying the prospects of the
mining, metallurgical, and construction industries.

In the last two years, however, the relations between the two countries have been marred by
disagreements. President Rakhmon repeatedly voiced his displeasurewith Russia’ sdrawing closer to
President of Uzbekistan Karimov at the expense of itstraditional and tested partner, by which he means
himself and his country. Tajikistan isdisplaying more activity in meeting and talking to highly placed
representatives of the United States, China, and Iran. The president abandoned the Russified in favor
of the traditional version of his name, obviously to spite the Kremlin. Moscow responded by taking
advantage of the fact that some of the members of the Tajik opposition whom the ruling regime of
Tajikistan would like to isolate live in Russia.®

President Rakhmon'’ s dissatisfaction with Rusal, the company the Kremlin supported asthe in-
vestor for the TAL CO and Rogun construction projects, was behind the coolingin their relations. There
was another factor: Moscow’ s indifference to Tashkent’ s unfriendly treatment of its neighbors.

% Seer S. Shokhzoda, “Tadzhikistan i Rossia nuzhdaiutsia drug v druge,” Ferghana.Ru, 6 April, 2007, available at
[www.Ferghana.ru].

27 See: “Vneshnetorgovy oborot Tadzhikistana vyros na 28.2 protsenta,” Ferghana.Ru, 18 April, 2007, available at
[www.Ferghana.ru].

% See: S. Shokhzoda, op. cit.

2 See: A. Dubnov, “U Moskvy poiavilis voprosy k Dushanbe,” Vremia novostey, 28 June, 2006, No. 111.

%0 Seer S. Shokhzoda, op. cit.

31 See: A. Dubnov, op. cit.
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It seems, however, that the Tajik president isfully aware of the fact that the Kremlin’ s contin-
ued support of his government is the main stabilizing factor of his own position, therefore most
of Dushanbe’s foreign policy maneuvering in relation to the West, China, and Iran should be
regarded as an attempt to invite Moscow to deal with the priority issueswithout involving Russia’s
rivals.

Prior to 2001 the West looked at Tajikistan as a sphere of exclusively Russian interests; the
counterterrorist operation in Afghanistan added to the republic’s geopolitical importance. Thereis
aFrench airbasein Tajikistan used to support the peacekeepers stationed in Afghanistan; howev-
er, America’ sinterest in Tgjikistanisnot asintense asit isin its neighbors (Uzbekistan and Kyr-
gyzstan).

Theresults of the July 2005 SCO summit in Astana, at which Tashkent and Bishkek announced
that they would like to remove the American military basesfrom their territories, pushed Tajikistan to
theforefront. The Manasairbaseisstill functioning, but Washington can no longer rely onthe Kyrgyz
leaders, while the U-turn in Uzbekistan’s foreign policy added weight to Tajikistan, which is more
inclined than its neighbors toward balanced policies.

In the last two years several top American and French officials visited the republic: U.S. State
Secretary Condoleezza Rice and her deputy Richard Boucher responsible for Central Asian policy,
who came several times, aswell as Donald Rumsfeld and Michélle Alliot-Marie, the defense minis-
ters of the United States and France, respectively. All of them, spurred on by the worsened military-
strategic situation in Afghanistan, were obviously insisting on guaranteed functioning of the French
military base and stronger cooperation with the United States and NATO.

Seen from the White House, Tqjikistan lookslikeanimportant link inthe Greater Central Asia
project and the main channel (because of the bad relations between the U.S. and the Karimov re-
gime) through which the Central Asian countries can be drawn into the post-war reconstruction of
Afghanistan.

Americaislobbying theideaof energy integration among Tgjikistan, U.S. allies (Afghanistan and
Pakistan), and India, the U.S. rel ationswith which have become much closer. Thisisbeing accomplished
within the Greater Central Asiaproject. Tajikistan is expected to export its energy to the south.

In October 2006, the Tajik government and the American AES Corporation held the Regional
Energy Forum in Dushanbe, which Kazakhstan and Uzbekistan did not attend. It announced that all
the sides were interested in energy export from Tajikistan and Kyrgyzstan to Afghanistan and Pa-
kistan.

It should be said, however, that the Tajik representatives never fail to point out that the coun-
try’sleadersinvariably discuss their foreign policy moves with Russia and the CSTO structures.

The West might have been even more active in Tajikistan, had its companies felt the republic
showed an economic interest in them. Today, Western involvement in the local economy islimited to
the relatively small gold mining JV Zarafshan-Gold with the British and the AES projects, which so
far do not own the republic’ s energy-producing capacities.

Recently Dushanbe-Beijing relations received a powerful jolt: the republic badly needs alot of
money from an investor with no political ambitions (such as China).

Several years ago Dushanbe completed its border negotiations with China; the border demarca-
tion that started in June 2006 will go on until the end of 2008.%

Thenormalized border regime madeit possibleto open thedirect transportation corridor Tashkur-
gan-Khorog through the Kulma Pass (4,363 m), giving Tajikistan accessto Xinjiang and Pakistan via
the Karakorum highway and further on to the Indian Ocean. In 2006, the trade turnover through the

%2 See: V. Dubovitskiy, “ Tadzhikistan-Kitay: ot nastorozhennogo otnoshenia k strategicheskomu partnerstvu,”
Feghana.Ru, 25 January, 2007, available at [www.Ferghana.ru].
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Kulmacustoms post reached over $4,250 million® and amounted to nearly 10,000 tons of goods. These
are good figuresin view of the fact that five years ago there was no trade at all through this customs
post high in the mountains.®

There isthe opinion that stable transport communication with Chinawill help develop the still
neglected deposits of fluorite, tin, tungsten, boron, etc. as a raw-material base for the developing
Xinjiang industries.®

The Chinese soft |oan of $600 million the country received within the framework of the SCOis
being used to build the South-North power transmission line-500 and transmission line-220 inthe Hatlon
Region, aswell as the tunnel under the Shar-Shar pass on the road between Dushanbe and Kulob.®
Chinese money is being used to modernize the Vakhsh nitrogenous fertilizer plant.®” Beijing will
undoubtedly beinterested in therepublic’ s electric energy export potential for theindustrial devel op-
ment of southern Xinjiang.

Iran and a large part of Afghanistan with its Persian-speaking population provided President
Rakhmon with the chance of demonstrating its independent foreign policy course by drawing closer
to both countries. In January 2006, the Tajik president visited Tehran to meet his Iranian and Afghan
colleagues; the mini summit failed because, under American pressure, President Karzai of Afghani-
stan preferred to ignore the event. The three leaders met later, in July 2006 in Dushanbe.®® The sum-
mit did not produce any important documents, however, it greatly improved the republic’simage as
a state with balanced and multi-vector policies.

The Iranian leaders abandoned any attemptsto interferein the RT's domestic policy: they con-
centrated on cooperating with President Rakhmon’ s demonstratively secular government in the ener-
gy sphere (hydropower projects) and transportation infrastructure.

In February 2006, the Iranian-financed project (construction of the Sangtuda-2 Hydropower Sta-
tion) was launched.® Tehran will invest about $180 million; Dushanbeis responsible for $40 million;
the commissioning dateis 2009, after which Iranwill usethestation for 10 yearsasaconcession project.®

An Iranian company acts as a contractor in building the Anzob and Shakhristan tunnels, which
the country badly needs: it isexpected that starting in 2007 they will ensure year-round transportation
between Dushanbe and Northern Tajikistan.

During President Rakhmon'’ s visit to Tehran early in May 2007, the sides agreed on concrete
forms of cooperation in metallurgy. The Iranian partners will supply TALCO with aluminum in ex-
changefor prebaked anodes. Inthe past, TALCO rarely used the | ranian ports (through which only up
to 5 percent of its products and 1 percent of aluminum were moved), the closest outlet to the open
seas. However, thisisashorter route: today most of products and raw material are transported across
the Baltic and Black seas. TALCO is prepared to take out loans to invest in the reconstruction of the
Iranian ports to adjust them to its own needs.**

33 See: “Otkrylos dvizhenie po avtotrasse Murgab-Kulma-Karakorum,” Asia Plus, 17 May, 2007, available at
[www.asiaplus.tj].

34 See: V. Dubovitskiy, op. cit.
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37 See: “Kliuchevye otrasli ekonomiki Respubliki Tadzhikistan (obzor),” Internet Publication Evraziaiiskiy dom,
10 July, 2006, available at [www.eurasianhome.org].

% See: M. Pervushin, “Persoiazychny soiuz,” Internet publication Strana.Ru, 26 July, 2006, available at
[www.strana.ru].

% See: F. Salimov, “Tadzhikistan v regional’ noy politike,” Mezhdunarodnye protsessy, Vol. 4, No. 2 (11), May-
August 2006.

40 See: “Mnogoobeshchaiushchee nachalo dlia iranskikh investitsii,” Institut po osveshcheniu voyny i mira, 17 Jan-
uary, 2007, available at [www.iwpr.org].
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able at [www.avesta.tj].
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Relations with the Karzai government are friendly; the two countries are actively developing
bilateral relations in transport communication and deliveries of Tajik energy to Afghanistan. Today
Tajikistanisresponsiblefor at least 10 million kWh supplied to Afghanistan.®? Energy transit to Iran,
Pakistan, and Indiaisactively discussed, but it cannot berealized earlier than 2008 and 2009 when the
first of the stations of the Vakhsh cascade is completed. Relationswith Uzbekistan remain fairly com-
plicated: the neighbor isactively exploiting itsgeographical advantagesand itsrel ative economic might
to keep Dushanbe dependent on its policies.

Theinformation about an Indian military airbase being stationed at Aini airport looks dubious.
Early in February 2007, the Defense Ministry of Tajikistan refuted the press reports about this; how-
ever, it cannot be excluded that in the future Indiawill open its airbase on Tajik territory.

It looks asif New Delhi and Dushanbe are still discussing the issue, but so far the latter sees no
political and economic advantages (except |ease payments) in this cooperation. This can be described
as President Rakhmon'’ s attempt to use the “ multi-vector” nature of its policy to gain Russia' s strong-
er support.

Uzbekistan's EurAsEC and CSTO membership has done nothing to improve the relations be-
tween thetwo capitalsin thelast two years. In 2006, citizens of both countrieswere accused of spying
in favor of the other country. The so-called independent ecological NGOs of Uzbekistan became
even more critical about the plans to increase TALCO'’s productive capacities. According to the
Tajik side, Uzbekistan cut short energy and gas supplies to the republic late in 2006 and early in
2007, which interfered with aluminum production at TAL CO and disrupted the performance of other
industries.”® Tashkent refused to lower its gas prices (early in 2007, they were increased two-fold
to $100 per 1 thousand cu m) as Dushanbe asked it to do.

President Rakhmon reciprocated with increased criticism of the Uzbek leaders, who fail to live
up to the EurAsEC obligations: it has not yet lowered the transit tariffs for the Tajik products carried
across Uzbek territory and insists on the previous visaregime. So far nothing has been done to im-
provetransport communication between the two countriesand removethelandmineson certain stretches
of their common border.

President Rakhmon hasrepeatedly objected to Uzbekistan’ sspecial regimein EurAseC,* which
will perpetrate the visaregime for Tajik and Kyrgyz citizens (in the latter case the regimeis slightly
milder).

Therepublic’ srelations with Kazakhstan, another regional neighbor, are much better: there
are no political disagreements probably because the two countries have no common border. In
fact, the Tajik-Uzbek contradictions make Astana’s political and economic support even more
desirable.

Thereisanother important factor: the Tajik |eaders are guided by the Kazakhstani model of state
development, which proved to be the most effective in post-Soviet Central Asia. Dushanbe is very
interested in the regional integration move that Kazakhstan is diligently promoting.

Trade andinvestment rel ations between the two countries are rapidly devel oping—the prospects
areeven brighter. Kazakhstan' ssharein Tajikistan’ simportsis 14.2 percent; this ensures K azakhstan
second place (after Russia). Uzbekistan, atransit country, comes third.

Two large mining projectswith Kazakhstan’ sinvolvement are currently underway in Tgjikistan:
the Charyn Altyn JV and Kazinvestmineral Joint-Stock Company. The former minessilver in Gorny
Badakhshan, the latter, which in the summer of 2006 acquired the Adrasman metal-dressing lead

4 See: F. Salimov, op. cit.

4 See: S. Shokhzoda, op. cit.

4 See: A. Asrorov, “Chem nedovolen Tadzhikistan?' Kazakhstan Today, 19 July, 2006, available at [http://
www.gazeta.kz/art.asp?aid=78077].
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combinein Northern Tajikistan, mineslead and processesit into lead-silver concentrate.® It isplanned,
under the Kazakhstani Investment Fund programs, to build a500-kV power transmission line between
Khujand and Shymkent to move cheap Tajik energy to energy- deficient Southern Kazakhstan and
three small hydropower stations on the Zaravshan River.* Tajikistan’s domestic market is growing.
So far itis till relatively narrow and far from perfect, but it has good prospects for the Kazakhstani
banks.

The ATF Bank of Kazakhstan isstill inthe process of buying the controlling interest inthe Tajik
Sokhibkorbank. Since 2005 the Turan Alem Bank and Kazkommertsbank have been present in Dush-
anbe mainly as observers.

Early in June 2007, the latter of the two announced that it planned to open a subsidiary branch
in Tgjikistan.*” The National Bank of Tgjikistan has already received an application, which will be
reviewed within two months.*®

Conclusion

An analysis of the current situation in the RT suggestsfairly optimistic conclusions. The socio-
economic dynamics, taking into account all the negative factors, can be described as positive. Labor
migration alleviates unemployment and rel ated tension and creates afairly large money flow. Foreign
investments into the Vakhsh cascade, the transportation infrastructure, and successfully functioning
TALCO alow the country to use its industrial potential to a much fuller extent than is the case in
Kyrgyzstan.

The country has acquired a stable centralized political system headed by Emomali Rakhmon;
however, even the president cannot ignore the interests of the fairly active IRPT-supported Muslim
community. To fortify its position, the government should take into account the fragile regional and
elite balance on the domestic scene.

On the foreign policy stage, the regime is using al the tools of its multi-vector diplomacy to
attract Russia’s attention to Dushanbe as its key Central Asian ally. The Tajik leaders are pursuing
purely pragmatic aimswheninviting the geopolitical actorsto therepublic’ sdomestic economic projects
(mainly in the hydropower and transport infrastructure).

On the whole, Tajikistan today is afairly interesting phenomenon, an example of a pragmatic
domestic and balanced foreign policy course that should receive more attention.

% See: V. Dubovitskiy, “Kazakhstan v Tsentral’noy Azii: Priznanie regional’ nogo liderstva,” Ferghana.Ru, 10 April,
2007, available at [www.Ferghanarul).

% Seer “Investfond Kazakhstana nameren postroit LEP Khujand-Shimkent. Kazakhstanskie predprinimateli gotovy
vlozhit sredstva v energetiku Tadzhikistana,” Avesta, 9 October, 2006, available at [www.avestatj].

47 See: “Kazkommertsbank nameren sozdat ‘dochku’ v Tadzhikistane,” Interfax-Kazakhstan, 1 June, 2007, availa-
ble at [www.interfax.kz].

4 See: Z. Ergasheva, “ Kazkommertshank khochet sozdat v Tadzhikistane svoiu ‘dochku’,” Asia Plus, 4 June, 2007,
available at [www.asiaplus.tj].
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n Central Asia, energy policy and energy | Turkey, Azerbaijan, Georgia, Ukraine, and Poland)

projectsaspart of thefuel and energy complex | recently joined the struggle over influence in the

andregional economy asawholearetwosides | energy sphere. The list of those involved is even
of the same coin. In other words, the key energy | longer: Japan, India, Maaysia, and SouthKoreaare
projectsthat determinethedevelopment trendsand | ready with their money to pursuetheir commercial
major parametersof therepublics' fuel andenergy | and resource-related interests.
complexes for many yearsto come are, asarule, Thelong list of thosewishingto haveafin-
closely connected with the main strategic foreign | ger inthe Central Asian resource pie explainsthe
policy trends of thosewho rule Kazakhstan, Turk- | local countries’ multi-vector energy policy. While
menistan, and Uzbekistan. The main strategic ac- | bringing certain short-term political and even eco-
tors(Russia, the United States, EU, and China) are | nomic dividends, thispolicy interfereswithlong-
exerting their influence onthelocal developments | term strategic decisionsand slowsdown progress
in the energy sphere. The second echelon (Iran, | intheregion’sfuel and energy complex.
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Here are several recent examples: the al-
ready commissioned or planned pipelines depend
for their continued functioning or evenrealization
on Central Asian involvement. The Baku-Thili-
si-Ceyhan (BTC) pipeline will not reach its des-
ignated annual capacity of 50 million tons of oil
without Kazakhstan’ soil. The planned Trans-Cas-
pian pipeline (along the seabed) will never be

realized if the Central Asian countries refuse to
useit. Thisexplainsthe heightened attention (bor-
dering on pressure) to the leaders of Kazakhstan
and Turkmenistan. The aim is obvious: the two
countries should be removed from Russia’ s gas-
and oil transport orbit to channel their fuel to
Europe bypassing the Russian Federation and its
pipeline system.

The Central Asan Fued and
Energy Complex Today

In 2006, the former Soviet republics produced 599.8 million tons of oil and gas condensate, or
15.3 percent of theworld’ sproduction (3,914 million). With aconsumption of 4.5 percent of theworld’s
oil yieldlast year, the group supplied 14.2 percent of theworld oil trade. In 2006, net export of oil and
oil products constituted 274.6 million tons at aworld market capacity of 1,933 million tons.!

Within ayear, the oil-producing CI S countriesincreased their total oil production by 3.9 percent
(or 22.7 million tons). Russia, in which oil production is nearing the stagnation point, traditionally
accounts for about half of the increase (10.5 million); Azerbaijan, which in 2006 increased its oil
production by leapsand bounds (+ 44.9 percent), added 10 million; Kazakhstan demonstrated moder-
ation in increasing its oil production (+ 5.6 percent), while in Turkmenistan and Uzbekistan the oil
production level dropped (see Table 1).

Table 1

Oil Production
in the Soviet Successor-States

( Increase
Country 1998 | 1999 | 2000| 2001 | 2002| 2003 | 2004 | 2005 | 2006 in 2006
Russia 304.3 304.8 323.3 348.1 379.6 421.4 458.8 470.0 480.5 2.2%
Kazakhstan 259 30.1 353 401 482 524 606 626 66.1 5.6%
Azerbaijan 11.4 139 141 150 154 155 156 224 325 44.9%
Turkmenistan 64 71 72 80 9.0 10.0 96 95 8.1 -152%
Uzbekistan 82 81 75 72 72 7.1 6.6 54 5.4 -0.7%

\\S ource: BP Statistical Review of World Energy, June 2007. //

The Caspian region is the world’ s most important oil- and gas-rich area; about 4 percent of the
world’ s hydrocarbon resources are found under its seabed. While the risks of geological prospecting

! See: BP Statistical Review of World Energy, June 2007.
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arerelatively small and the Caspian shelf looksvery promising, the areaisone of therisky investment
objects. American experts have estimated recoverable oil reserves at 2.4-4.6 billion tons, while the
potential resources are several timeslarger. The figureslook plausible, if slightly overstated. Table 2
shows Western estimates of the oil and gas reserves of Kazakhstan, Azerbaijan, Turkmenistan, and
Uzbekistan. The figures diverge widely, but experts agree that Kazakhstan is the oil-richest country,
while Turkmenistan hasthelargest gasreserves. Thereisno agreement onthereal Caspian oil and gas
reserves, however, investors are surging ahead to put the already discovered oil fields into operation,
which means that in the next decade Kazakhstan and Azerbaijan will join the group of the world's
largest oil exporters.

Table 2

Hydrocarbon Reserves in the Caspian Region
(end of 2006 assessment)

O|I (m|II|on tons) Gas (billion cu m)

Country

Proven Potential Proven Potential
reserves resources reserves resources
Kazakhstan 5,500 12,500 3,000 2,500-3,000
Azerbaijan
(shelf) 1,000 4,500 1,350 2,000-2,500
Turkmenistan 100 4,000-12,000 2,860 4,000-4,400
Uzbekistan 100 3,500 1,870 3,000
/S ources: BP Statistical Review of World Energy, June 2007 (proven reserves); N
Central Asia and the Caucasus, No. 4 (22), 2003, p. 72 (potential

\K resources). j/

Judging by what the leaders of the Caspian states say, the plans for the oil and gas sphere are
gigantic. Even though K azakhstan might decrease the planned il production by 2015, thefiguresremain
fairly impressive. On 12 October, 2007, President Nazarbaev said: “By 2010 forecasted oil produc-
tion in Kazakhstan will be over 80 million tons, by 2015 it will reach 130 million tons with domestic
consumption of no morethan 25 milliontons.” Earlier Astana operated with the figure of 150 million
tons of oil ayear in 2015 to join the top ten oil-producing countries.

Today, thoseinvolved in Kashagan, thelargest oil project, are discussing the possibility of post-
poning its commissioning and cite 2010 as the date instead of the earlier planned 2008. The same can
be said about the ambitious plan to join the ten largest oil producers. The Kazakh president remains
optimistic: “By 2017 we shall become one of the ten largest hydrocarbon exporters.”

By 2010 Azerbaijan will produce 48 million tons of oil and over 120 hillion cu m of gas every
year; the figures for 2020 are 100 million tons and 240 billion cu m, respectively. By 2030 Turkmen-
istan plans to produce 250 billion cu m of gas; in 2006, however, it produced only 65 billion cu m
instead of the planned 80 billion. The figures show that gas production isrising slowly, which means
that the real figures trail behind the planned. It should be said, however, that the galloping world
hydrocarbon prices greatly affect the development processesin the Caspian states.

Advancesin the fuel and energy complexes of the region’s countries are responsible for their
positive economic results. In mid-September 2007, in its Asian Development Outlook 2007 (ADO

40

+



CENTRAL ASIA AND THE CAUCASUS No. 6(48), 2007

2007), the Asian Development Bank (ADB), for example, revised its own forecasts of GDP growth
rates for six out of seven Central Asian countries (excluding Tgjikistan): “The subregional fore-
casts will grow from 10.3 to 11 percent. In the first half of 2007, these Central Asian countries
demonstrated inordinate economic activity.” (The Bank regards Azerbaijan and Armenia as Cen-
tral Asian countries.)

The oil and gas complex accounts for over 40 percent of Azerbaijan’s economy; the high oil
prices are spurring on its GDP, which accounts for the changed forecasts of the GDP growth in 2007
from 25 to 27 percent and from 17 to 20 percent for 2008. In the first five months of 2007, economic
growth reached 36.2 percent of theannual basis, which isachieved because of net exportsand increased
oil production in the first six months by nearly 65 percent in annual terms.

In Kazakhstan, growing domestic consumption is sending up the GDP growth rates. In Turk-
menistan, theincreaseis based on higher natural gas export prices: according to ADB, inthefirst half
of 2007 export pricesincreased by 9.7 percent; the planned annual increase isforecasted at the 8 per-
cent level.

Uzbekistan isimproving its economic indices thanks to investment inflow and exports growing
in the favorable foreign economic context.

The economic development strategies of Russia, Kazakhstan, Azerbaijan, and Turkmenistan (the
countriesoriented toward raw material export) for the coming decade regard the fuel and energy com-
plex asthemain driving force of the structural changesin their economies. Similar strategic landmarks
have made these countries rivals on the world oil and gas market.

This means that the forecasts of the total volumes of crude oil exports from Azerbaijan and
Kazakhstan of 150-180 million tons ayear by 2010-2015 (several times higher than the present fig-
ures) arejustified by the most plausible assessments of increased oil production in the region and the
present and forecasted dynamics of domestic oil consumption. Most of the produced oil and gaswill
probably reach the European market, which meansthat the oil supplierswill haveto competefor one,
essentially, cartel buyer—the EU members. The future of Russia and the Caspian countriesis bleak;
in order to create conditions for coordinated hydrocarbon exports to the main markets, Russia must
increase its investment and production potential in the region.

The Russian Federation cannot merely increase the production of oil and gas on its territory,
since thiswill send the oil prices down; the Russian companies might be elbowed out of the market
because of the high production costs. To preserve its position on the European market, Russia will
have to extend its presence in oil and gas production in Kazakhstan, Turkmenistan, and Uzbekistan,
aswell asin the Russian sector of the Caspian shelf.

In recent years Russian business has increased its presence in the industry: two Russian giants
(Gazprom and LUKoil) plan to invest several billion dollars in the prospecting, development, and
production of natural gas. Uzbekneftegaz and LUK oil are working together inthevery heart of Kyzyl-
kum on the Kandym-K hauzak-Shady mega-project totaling approximately $2 billion. They are mov-
ing toward commercial gas production at the CI S largest gas field. Specialists compare it with Kara-
chaganak, Kazakhstan’ srichest gasfield. Uzbekistan and Gazprom of Russiaare steadily building up
gasexports: in 2006, the main Central Asia-Center pipelinereceived 9 billion cum of Uzbek gas, while
the planned figure for 2007 is 13 hillion.

Experts are optimistic about supplies of Uzbek gasto the foreign market; the newly developed
gas fields on the Ustiurt Plateau will increase gas exports to 17-18 billion cu m ayear; Gazprom is
prepared to invest $100 million in the project, while the total volume of investments of the Russian
gas monopolist amounts to $1.2 billion.

LUKaoil islikewise prepared to launch commercial production at its Uzbek facilitieslatein 2007,
whereby the maximum production level within these project might reach 10 billion cu m of gasayear.
There are plansto reach a production level of 3 billion cu m by 2008. The company’ s capital costson
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the Kandym-K hauzak-Shady field with proved geological gas reserves of 283 billion cu m are esti-
mated at $1 billion. Russian investments may help Uzbekistan to become a prominent gas player.

The new Turkmenistan leaders allowed LUK oil to devel op three promising oil-bearing blocsin
the Turkmenian sector of the Caspian under the agreement signed on 12 June, 2007 in Ashghabad by
Turkmenistan President G. Berdymukhammedov and LUK il President V. Alekperov. Inthe next five
years the Russian company might invest $1.5-2 billion in the project.

It seemsthat LUKaoil is not the only Russian company that may move to Turkmenistan. Presi-
dent Berdymukhammedov has already invited Sistema Company to join others in developing the
Caspian hydrocarbon resources. After the meeting between the presidents of Russia and Turkmeni-
stan in May 2007, we all learned that Zarubezhneft, Itera, Stroytransgaz, Soiuzneftegaz, and Rusal
had already been planning their involvement in Turkmenistan.

Oil Trangportation

More active involvement of the oil companies working on Russian money will spur on oil pro-
duction and will add urgency to theissue of oil and gas deliveriesto the main customers, the European
countries.

The Caspian region has sufficient oil pipeline capacities. So far the amount of locally produced
oil is much lower than the total network capacity, which makes the rivalry for oil even fiercer.
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The United States and the EU deemed it necessary to complete the fairly ramified pipeline net-
work with Baku-Thilisi-Ceyhan, another oil pipeline, without guaranteed loading and profitability.

Today it isone of several main pipelines that move Caspian oil to Europe: the Baku-Novoros-
siisk (the concessionaires are Transneft of Russiaand AIOC of Azerbaijan) and Baku-Supsa (A1OC
and Georgia) pipelines, which move Azeri oil (each with acapacity of 0.1 million barrelsaday). There
is also the Atyrau-Samara pipeline (Kazakhoil of Kazakhstan and Oreloil of Russia), which moves
Kazakh oil, with a capacity of 0.2 million barrelsaday. Since 1995, TRACECA (the railway corridor
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between Azerbaijan and Georgia) hasbeen serving another oil route. Oil from Kazakhstan reachesthe
port of Aktau through apipeline, whereit isloaded onto Azeri tankers (carrying from 5to 10 thousand
tons of oil each) and sent to Baku across the Caspian. From the Azeri capital it reaches the railway
stations of Dubendi and Ali-Bayramli by pipelines, whereit isloaded into oil tank wagonsto be brought
to Batumi on the Black Sea coast, where it is|oaded onto tankers to be delivered to Europe.

Theroutethat brings oil acrossthe Caspianto Makhachkalaand Novorossiisk isarelatively new
one. Many of theexportersfindit fairly attractive: the pipeline bypasses Chechniaand, built for Azeri
ail, of which thereis currently not enough to load it, remains practically idle.

The Caspian Pipeline Consortium (Tengiz-Novorossiisk) was commissioned in March 2001. It
involved several oil giants—Mobil and Chevron of the U.S., British Gas of the U.K., JV LUKArco
(Russia-U.S.), Kazakhoil of Kazakhstan, JV Rosneft-Shell (Russia-U.K.), and Agip of Italy. Itstotal
length is 1,500 km, the annual planned capacity is 67 million tons; however, the Russian side refuses
to extend the pipeline capacity to reach the planned amount. Serious disagreements undermined the
project: itstotal debt to the shareholders amounts to approximately $5 billion. Before 2006 the pipe-
line was|osing money; in 2006, however, when 31 million tons of oil were pumped through the pipe-
line, the consortium started earning money, but the exact size of the 2006 profit remai ned undisclosed.

On 18-19 September, 2007, the CTC shareholders met in Almaty to support Transneft, which
suggested that theinterest on loansto the consortium should be lowered from 12.66 to 6 percent, while
thetariffs should beincreased from $30.2 to $38 per ton to allow the unprofitable enterprise burdened
with debtsto avoid bankruptcy.

Moscow isnot merely interested in earning money on moving Kazakh oil across Russia: it also
seeks control over ashare of Kazakhstan’ s oil exports. Today, it controls 42 million tons (87 percent)
of the Kazakh oil exportsthrough the CTC and Atyrau-Samarapipeline. Thisexplainswhy Transneft,
after gaining control over Russian sharesin the CTC, pushed the measures designed to savethe CTC
from bankruptcy through a shareholders’ meeting.

Withthe CTC out of the picture, the situation with Kazakhstan’ s oil exportswill change dramat-
ically: first, part of the oil will be sent via the Baku-Thilisi-Ceyhan and/or Chinese pipeline. In this
case, Kazakhstan might start moving its oil across Chinato Chinese ports. Second, the pipeline might
fall into the wrong hands, so Transneft prefers to stick to the pipeline no matter what.

Infact, money isnot theaim of continued control over Kazakhstan’ soil exports. Itismuch more
important to keep Kazakhstan at Russia’s side. With the CTC out of the game and in the presence of
the BTC (ready to receive 25 million tons) and Chinese pipeline, Russiawill loseits grip on Kazakh-
stan’s oil exports. This means that Transneft will spare no efforts to keep the CTC afloat.

It looksasif the Russian company does not want to extend the pipeline’ s capacity: potentially it
can movefrom 5to 7 million tons of oil (the possibility was discussed in 2002), but it refusesto build
the 50-kilometer long pipeline between the towns of Tikhoretsk and Kropotkin.

Russia, however, is ready to exchange permission for the 50-km-long stretch for guaranteed
involvement of one of its main shareholders in using the Burgas-Alexandrotpolis pipeline. Today,
the Kazakh oil exporters are trying to avoid Russia because it looks at oil transit and export as a geo-
political issue rather than as business. At the same time, the efforts to bypass Russia and the need to
load the Burgas-AlexandroUpolis pipeline have made tariff compromises inadequate: Moscow will
have to work on export priorities and strategies that will match the growth of oil production in the
Caspian region and the appearance of new export routes.

Even though there are more than enough oil pipelines leading to Europe, new pipelines are be-
ing planned. Recently the United States and Poland joined forces to revive the idea of completing the
Odessa-Brody-Gdansk pipeline and to find oil to load it. The reversed Odessa-Brody pipeline, which
connectstheterminal onthe Black Seacoast with the Druzhbamainline, was completed in 2001; since
2004 it has been moving Russian oil to Odessa.
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When the pipeline reaches Plock in Poland, connected by a pipelineto Gdansk on the Baltic coast,
oil will be moved further on to Central and Western Europe. It is expected that Caspian oil will reach
Odessain tankers.

So far the plans are being implemented as political statements; the idea was further devel oped
on 10-11 October, 2007 at the Vilnius Energy Security Conference 2007: Responsible Energy for
Responsible Partners. The state oil companiesof Azerbaijan, Lithuania, Georgia, Poland, and Ukraine
joined the Sarmatia consortium set up to extend the Odessa-Brody oil pipelineto Plock. The members
pin their hopes on Azerbaijan as the potential oil supplier; we all know, however, that this country
sends the bulk of its oil viathe BTC, which remains underloaded. It is planned, however, to enlarge
the BTC’ sannual capacity to 60 milliontonsof oil, which meansthat Azeri oil will not reach Gdansk,
even in the distant future. Frankly speaking, thereis not enough oil to load the Odessa-Brody-Plock-
Gdansk pipeline.

Early in April 2007 Rumania, Serbia, Croatia, Slovenia, and Italy signed an agreement on build-
ing the Constanta-Trieste oil pipeline to connect the Black and Adriatic seas to move Caspian oil to
Europe bypassing both Russia and Turkey.

Commissioned pipeline
= == Planned pipelines

The 1,300-km-long oil pipeline with the annual planned capacity of up to 100 million tons of
oil will be completed by 2012; the oil refineries of Italy and Central Europe will receive Kazakh
and Azeri oil.

The European Union stood firmly behind the project. According to EU Energy Commissioner
Andris Piebalgs, the project is part of the EU strategy designed to reduceits energy dependence on
Russia. He said that oil would reach Constanta mainly in tankers from Ceyhan where it arrives by
means of the BTC. Thisis an expensive and, therefore, practically unrealizable alternative. There
isanother option: oil can be moved from the Georgian port of Supsato Constanta across the Black
Sea, thus avoiding not only Russia, but also Turkey. However, there is still the problem of the
Bosporus.

According to preliminary estimates the Constanta-Trieste pipeline will cost $2-3.5 hillion; the
money will come from the coffers of the statesinvolved, the European Investment Bank, and private
sources. Thelinewill compete with the Burgas-Alexandrolpolis pipeline now under construction with
Russia’ s support.

On 24 April, 2007, construction of another oil pipeline began in Ceyhan that will connect it with
the Black Sea port of Samsun. The project, which costs $1.5 billion, is being implemented jointly by
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Turkey’s Calik Enerji Sanayi and Italy’s ENI. The 550-km-long pipeline will be completed in two
years; initially it will move about 1 million barrelsaday; it is planned, however, to bring the amount
of oil that reaches Ceyhan to 1.5 million barrels a day. The Samsun-Ceyhan pipeline will offer new
opportunities for Central Asian and Russian trade on the world markets.

Gas Transportation

Whether Russia’ s CIS neighborswill side with the West, wishing to leave Russiaout of the gas
transportation projects, depends on the world political and energy situation. What happened to the
Baku-Supsa pipeline confirmsthat they are guided by their national interests: thefirst of the export oil
pipelines built to bypass Russiawas put out of commission in April 2007: its political usefulnessand
technical life had cometo an end. To be revived, it will have to be renovated; moreover, Azerbaijan
isinsisting on arevised agreement with the investors.

This bringsto mind Russia' s conflict with the Western CTC shareholders. Moscow also wants
to makethe project more profitable. In the Baku-Supsa pipeline case, too, haggling over the financial
conditions narrows down the pipeline’s potential.

This means that various projects and countries are demonstrating the same mounting desire to
revisethe oil transportation projects of the 1990s. Today, when the oil prices have reached their max-
imum and the governments of the former Soviet republics have gained much more confidence, the oil
industry has reached a period of political volatility. This may prove to be bad news for the Western
strategistswho, inthefinal analysis, have theinterests of their own countries and companies close at
heart.

Therivalry, which | spoke of above, between Russiaand Central Asian countries (Kazakhstan,
Uzbekistan, and Turkmenistan) over hydrocarbon supplies to the European market may become a
reality, if the countriesinvolved do not harmonizetheir export policies. The U.S. and EU are actively
pushing the Central Asian exporterstoward continued disagreements (especially on the gas market).
Today, the price and resource strategy in relation to Europeisbased on Gazprom'’ sde facto monopoly
on the gas delivery market. This means that new gas pipelines bypassing Russia may create competi-
tion among the suppliers, which will push the prices down—something that the gas users naturally
want to achieve. The Central Asian countries, not quite delighted with Russia’ s monopoly, have to
bear this prospect in mind.

So far Russia' s Caspian partnersremain “locked” on their gasfields: Gazprom’smain linesare
not entirely adequate to their needs. To compensate for the very low gas prices at home, the Russian
pipeline monopolist tendsto lower the procurement prices, which cannot but irritate the Central Asian
partners. They rightly believethat they haveto pay for Gazprom'’ sineffective financial and economic
activities.

The Soviet gas transportation infrastructure was geared toward supplying Europe, which made
transit across Russiathe only route open to the gas-producing countries. This means that for the time
being Russia remainsin control of Central Asian and Trans-Caucasian oil and gas exports. About
70 percent of oil sold by Kazakhstan, Azerbaijan, and Turkmenistan to the far abroad and 100 per-
cent of Turkmenian gas exports are moved across Russian territory, which neither foreign investors
nor foreign political leaderslike.

Today, Russia sfairly weak transportation infrastructure lacks adequate capacities and has de-
teriorated to the extent that it no longer corresponds to the growing pressure of Central Asia oil and
gasexports. Russia’ sinadequate policy in Central Asiaand itsrelationswith the raw material export-
ers, which want stability more than anything else, have forced them to look elsewhere: there are sev-
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eral planned and implemented alternative oil and gas transportation projects that exclude Russia's
territory. The leaders of the newly independent states regard the alternative oil and gas export routes
as an element of their countries' real sovereignty. Hencethe strong political support of the new pipe-
line projects, which so far look fairly exotic.

The Turkmenistan-Afghanistan-Pakistan (TAP) gas pipeline to the south is one of the most
pertinent examples. Asthe Central Asian Gas Pipeline, or CentGaz for short, it has been discussed,
buried, and revived for nearly adecade. Assoon asthe Taliban regimein Afghanistan was overthrown,
President Niyazov tried to revive the project first suggested by Bridas of Argentinain 1993 and | ater,
until 1998 (when the Taliban openly clashed with the rest of the world), developed by the tandem of
Unocal of the United States and Delta Oil of Saudi Arabia.

The ADB, inturn, which paid for the feasibility studies, hoped that by the end of the same year
the structure of capital stock would be formed together with the funding mechanisms. At the early
stages, however, the risksinvolved and the market, which could not consume between 20 and 30 bil-
lion cu m of gas (the amount that would have made the project profitable), made the project’ s future
vague. Early in October 2007, the prospects brightened.

The Indian government decided tojoin the TAP, which might become the Turkmeni stan-Afghan-
istan-Pakistan-India (TAPI) project.

India consumes about 140 million cu m of gas every day, which removes the market i ssue from
the agenda. All the other doubts remain, which allows the experts to describe the project as geopolit-
ically dubious. So far, no one knows exactly how much gas Turkmenistan has; the situation in Af-
ghanistan, one of the possible transit countries, remains unstable. There is a rivaling project across
Iran, Pakistan, and India, which Gazprom is actively lobbying, etc.

The specifics of the gas transportation methods and Europe’ s dependence on Gazprom' s pipe-
lines makes Russia’ simpact on the gas market much more pronounced than on the oil market. So far,
diversification of gas supplies, Brussels' heartfelt desire, is going on slowly, hence the increasingly
active efforts to devise and realize alternative routes for the Caspian and Central Asian gas.

The West, in an effort to weaken Moscow’s control over the Caspian and Central Asian gas
resources, isexploiting the disagreements among the partnersto promote alternative routes bypassing
Russia. Their prospects ook dim: there are numerous political, geographic, technological, financial,
and resource limitations.

Today Washington and Brussel sjoined forcesto realize theidea of the Trans-Caspian gas pipe-
line (TCGP). laid along the Caspian seabed. America sgeopolitical ideasabout Central Asiaservethe
cornerstone of the thesisthat oil and gas exports from the region, which will exclude Russiaand Iran,
istheU.S.’s" strategic priority.” Any of the American emissariesvisiting the Central Asian countries
talk about the Trans-Caspian gas pipeline. The project, however, remains a doubtful enterprise: it is
still unclear whether it will receive enough gasto justify construction; the technical side of the pipe-
line laid in a seismically hazardous zone across the territories of several countries likewise invites
numerous questions, including the risks of terrorism, project appreciation, etc.

The project was launched in 1996 on the initiative of the United States, which declared the
Black Sea-Caspian region to be a zone of its strategic interests. At that time, the Americans sat
down to create anew pipeline architecture from which Russiaand I ran were to be excluded. Ameri-
cawent asfar as setting up the PSG consortium, consisting of General Electric, Bechtel National, and
Shell. In 2002 Turkey and the European markets should have received 16 billion cu m and 14 bil-
lion cu m of gas, respectively. In 2000 numerous disagreements over conditions cut short the
progress.

Recently, the EU and the GUAM countries pooled their efforts to lobby the project asalogical
extension to Nabucco, the gas pipelineinitiated in 2002 by gas companies of Austria, Hungary, Ru-
mania, Bulgaria, and Turkey.
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Early in 2006 Turkey and Turkmenistan revived the TCGPidea; later Azerbaijan and Kazakhstan
displayed their interest. Early in 2007 Baku, Astana, and Ashghabad discussed the possibility of moving
their gasacross Azerbaijan, Georgia, and Turkey. Their interestiseasily explained: it isexpected that
the EU will receive natural Central Asian gas through Nabucco, a TCGP modification. Its western
part will cross Georgia, Turkey, Bulgaria, Rumania, and Hungary to reach Austria.

Theidea looks realizable if the Aktau-Baku stretch is laid along the sea bottom; the southern
stretch, from Iran and the Gulf countries, may be linked to the main pipeline. Its planned annual ca-
pacity is$26-32 billion cu m; theinitial cost of about $6 billion may beincreased by 40 to 60 percent.
The planned deadlineis 2012.

Resources are the project’ s weakest point: even 8 to 10 years later Azerbaijan, one of the most
active supporters, will be able to come up with only half of the planned load; in fact the republicisno
gassupplier: it consumes about 12-14 billion cu m of gas every year. By 2006 it produced | ess that
6 billion cu m and bought the rest from Russiaand Iran. According to optimistic assessments, starting
in 2007-2008, Azerbaijan will no longer need Russian gas: it will cover the present gap with Shah
Denis gas. V. Aliev, who heads the Foreign Investments Department of the State Oil Company of
Azerbaijan Republic, believes that in 2007 his country will be able to supply over 4 billion cu m to
Turkey; the figure for 2008 is 6.3 billion (which looks doubtful, to say the least). According to Min-
ister of Industry and Energy of Azerbaijan Natik Aliev, by 2015 the country may count on 15-16 hil-
lion, 20 billion cu m of gas at best, from Shah Denis. This makes Kazakhstan and Turkmenistan the
central figures without which the project has no chance.

Kazakhstan is demonstrating restraint. The country’s leaders and heads of the fuel and energy
complex agreethat so far the TCGP does not ook promising. On 11 October, 2007, when speaking at
the Vilnius Energy Security Conference 2007, Minister of Energy and Mineral Resources of Kazakh-
stan Savat Mynbaev said that his country was prepared to join only economically justified projects,
which means, added the minister, that any diversification project would be scrutinized.

Even though Kazakhstan’s government is actively discussing the project within the republic’s
multi-vector policy, only Turkmenistan has enough gas to make the project economically attractive.

Late president of Turkmenistan Niyazov rejected the seabed project when Gazprom agreed to
pay $100 per 1,000 cu m of Turkmenian gasin 2007-2009. Under the agreement signed on 5 August,
2006, Gazprom pledged to buy 12 billion cu m of gasin 2006 and 50 billion every year between 2007
and 2009. Thiswill cost the Russian company $6 billion more than expected; thisis the price for its
total control over Central Asian gas exports to Europe until 2010. Gazprom will obviously have to
pay to “freeze” the TCGP. President Niyazov hastened to say: “We shall sell our gasprimarily to Russia.
Y ou should not imagine that Turkmenistan wants to move aside with its gas; we are not ready to dis-
cuss the Trans-Caspian Gas Pipeline yet.”

The situation around the TCGP shed light on the different positions of the energy producers
(Russia) and energy users. Costly, but effective, measures allowed Russia to preserve its control
over gas exports to Europe. Russia’ s willingness to pay more for Turkmenian gas was not wholly
political. It made gas trade fairer; together with Kazakhstan and Turkmenistan, Russia should en-
sure steady gas supplies to Europe for fairer prices than before. The common interests of the gas
producers suggest that they should cooperate both in gas production and gas trade. In other words,
they should coordinate their pricing policies, which means that a gas OPEC in one form or another
isaround the corner.

For political reasons, the TCGP project isimpossible without Russia’ s and Iran’s consent, be-
cause under the 1996 American project the eastern and western Caspian coasts should be connected
by apipeline laid along the seabed. The post-Soviet status of the Caspian Sea, however, has not yet
been established and the national sectors have not yet been identified. This meansthat any of thefive
coastal states can object to the project.
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Iran objectsfor ecological reasons and because of the Caspian’ s still indefinite status; M oscow
supports Tehran, which means a consensus will not be reached in ahurry.

The size of Turkmenistan’s gas reserves remains undetermined: there isthe firm convictionin-
side the country (much doubted outside it) that the reserves are enormous.

Thesituation with Dauletabad, the country’ slargest gasfield, described asthe resource basisfor
gas supplies to the Soviet successor states and for the “paper gas pipeline” across Afghanistan to
Pakistan, remainsvague. In November 2006, President Niyazov announced that the reserves explored
by Turkmen geologists at the luzhny lolotan field amounted to 7 trillion cu m, much more than the
Russian Stockman field could yield. Later, the new president of Turkmenistan announced that Os-
man, another rich gasfield, had been discovered in the southeast of |olotan.

The Western media that maintain contacts with the Turkmenian opposition in exile write
that the statements about the recent discoveries are nothing more than a PR campaign launched
by President Niyazov together with some Turkish firms with licenses from well-known Western
companieson auditing gasfields. The project presupposed that Turkmenistan would announce that
rich gas reserves had been discovered, while the Turks, acting in the name of well-known com-
panies, would confirm thisin exchange for preferences at tendersfor all sorts of projectsand other
benefits.

Itisacommonly known fact that early in the 1970s highly skilled experts of the U.S.S.R. Min-
istry of Geology who worked in the southeastern corner of |olotan along the Afghan border did not
find anything like rich gas reserves. In any case, the Russian experts are very pessimistic in this re-
spect, which explains why the Russian, and Western major companies for that matter, prefer to keep
away from Ashghabad’ s grandiose projects. Only the Chinese risked joining the development on the
left bank of the Amu Darya.

Thesizeof Turkmenistan’ sreservesisthe most zeal ously guarded state secret. Ashghabad quotes
thefigure of 28.6trillion cu m of proven reserves, but will not permit foreign expertswishing to check
thisinformation to enter the country. The Russian and Western assessments say that thetotal potential
does not exceed 15.5 trillion cu m. Ashghabad, however, offers higher figures: it has already moved
from the earlier figure of 23 trillion to 42-44 trillion cu m of gas.

The Turkmenian president speaks loudly of hispolicy of “multi-option export routes,” prom-
isesgas|left and right, and warnsthat his country isready to moveitsgasin any directiontoitsown
border. Ashghabad has already promised its gas to China, Russia, the United States, and Europe;
taking into account its previous obligations, there is doubt that it can cope with the 30 billion cu m
of gasit promised to China. The country isobviously unableto produce enough gasto liveup toits
export obligations to Russia, Iran, and China and to send enough gas to its domestic market. Ac-
cording to BP, in 2006, the country produced 62 billion cu m of gas; in 2007-2008, it promised to
supply Russiawith 50 billion cu m, send 7 billion to Iran, and consume 17.4 billion cu m ayear at
home.

Thisisvery typical of the region as awhole: the Russian expert community, and even official
circles, are quite open about their doubts: the plans to double gas production by 2020 and the figures
quoted by Turkmenistan, Kazakhstan, and Uzbekistan (230 billion, 70 billion, and 75 billion cu m,
respectively) look overstated.

Gas pipeline projects are mushrooming despite the obvious fact that alternative gas pipelines
(which exclude Russia s involvement) are absolutely unrealizable without Central Asian gas.

Washington plansto work together with Baku on building the Turkey-Greece-1taly gas pipeline
to fill the Nabucco project. The United States intends to develop other projects together with Azer-
baijan to ensure Europe’ s energy security by diversifying natural gas supplies.

Nabucco was devised to exclude Russiafrom gas transportation to Europe. At the early stageit
will move Azeri and Middle Eastern gas to the heart of the European Union across Turkey. The Cen-
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tral Asian suppliersare expectedtojoinlater. Austria sOMV oil company put on the table the idea of
agas pipelinefrom the Caspian to Europe (bypassing Russia). It will be about 3,300-km-long and will
cost about $6 billion with a capacity of 25-30 billion cu m. Construction will start in 2008 and be
completed in 2012; itswestern part will cross Turkey, Bulgaria, Rumania, Hungary, and Austria. The
pipeline will collect gas from Turkmenistan, Kazakhstan, and Azerbaijan.

Thefuture of the project depends not so much on Azerbaijan (by 2015it will produceamere 16-
20 billion cu m of gas), which explainswhy it preferstherole of atransit country. According to Natik
Aliev, Minister of Industry and Energy of Azerbaijan, his country will not join the project until it is
sure of the positions of Turkmenistan and Kazakhstan, two key gas suppliers.

“Asahuge project, Nabucco cannot rely solely on Azerbaijan,” the minister said, “therefore we
need to know what Kazakhstan and Turkmenistan think of it before going ahead with infrastructure.”

Thelarge number of diverse projects suggeststhat in the former Soviet Union the lobbying of
all sorts of alternative routes that leave Russia out in the cold has developed into abusinessin its
own right. Thereis no other plausible explanation for why commercially lame projects are appear-
ing: their authors are obviously fishing for feasibility study funding, since no other actions can be
taken apriori.

The recent events in the areas bordering on the Caspian suggest that the Central Asian states
should be guided by the political context when deciding on oil and gasroutes. From this point of view
the TCGPlookslessthan attractive. Therecently announced American plansto divide Irag and create
an independent Kurdistan may turn the vast region populated by ethnic Kurdsinto a zone of aserious
armed conflict. Thisisconfirmed by Turkey’ sreadinessto begin hostilities against the Northern Irag-
based Kurds. What is described as atrans-border military operation is, in fact, the armed invasion of
another country. The conflict might proveto be along one: the Kurdistan Workers' Party knows how
to wage guerillawarfare, which means that the future (TCGP and Nabucco) and already functioning
(BTC) routes, aswell asthe pipelinesfrom Irag and Iranto Turkey, will be at risk. The Turkish-Kurd-
ish conflict in Northern Irag might fan the old ethnic strife between the Kurds and Iragi Turkmen (or
Turkomans) who livein the northwest of Kurdistan. There isthe opinion that there are as many seats
of potential conflict in the north of Irag asinits Arab south.

Taken together, the negative political, economic, and resource factors deval ue the very idea of
acostly gas pipeline across the Caspian.

The Chinese Factor

China, which has become more active and more noticeabl e on the Central Asian fuel and energy
stage, has changed the regional balance of forces. In June 2007, the president of Turkmenistan not
only cameto termswith Beijing about gas suppliesto China, but even signed adocument under which
the Chinese National Petroleum Corporation received alicensefor devel oping Bagtyiarlyk, one of the
republic’ smost promising gasfields. Chinahopesthat it will yield enough gastofill the new pipeline.

On 3 Apiril, 2006, the then President of Turkmenistan Niyazov and PRC Chairman Hu Jintao
signed an intergovernmental agreement on building agas pipeline between their countriesand on selling
Turkmenian natural gas to the People’s Republic of China. Under this document Turkmenistan is
obliged, starting in 2009, to supply Chinafor 30 years with 30 billion cu m of natural gas every year
from the gas fields on the right bank of the Amu Darya.

On 29 August, 2007, Turkmenistan President G. Berdymukhammedov paid aworking visit to
Bagtyiarlyk to launch the practical stage of the Turkmenistan-China project, which will also cross
Uzbekistan and K azakhstan. Of itstotal length of 7,000 km, 188 km will cross Turkmenistan, 530 km,
Uzbekistan, 1,300 km, Kazakhstan, and over 4,500 km, China.
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Late in August 2007, in Astana, Chairman Hu Jintao and President of Kazakhstan Nazarbaev
signed several documentson cooperation in various spheres. One of them isrelated to the gas pipeline
from Turkmenistan with an annual capacity of 40 billion cu m; the project will be completed by 2010.

The agreements with China give Astana and Ashghabad the opportunity to reach the Chinese
energy market, which can be used as alever of pressure on Gazprom of Russiaand (if the TCGP is
realized at all) on the European customers.

At the same time, the Turkmenistan-China pipeline, with no detailed technical documents or
approved budget, isalready being built in Turkmenistan. It looksasif Astanaand Ashghabad are using
this and similar projects to haggle over gas priceswith Gazprom. Asfor China and its chancesto re-
ceive gas—we shall have to wait and see.

Russa Still Holds
its Pogition

Moscow is countering the serious efforts of Washington and Brussels, and recently Beijing, to
cement their positionsin the region with its own measures. So far Russiaremainsthe dominant player
in Central Asia.

Challenged by the active American-European diplomatic maneuvers of thelast couple of years
intended to lure the energy-rich Central Asian countries to their side, Moscow is stepping up its
effortsto set up an Energy Club under the SCO’ s aegis. It is designed as aclub of the SCO’s major
energy producers and energy consumers to coordinate pricing policies and implement regional oil
and gas transportation projects. Today the SCO countries control 23 percent of the world' s oil re-
serves, 55 percent of natural gas, and 35 percent of coal reserves.

On 12 May, 2007 Kazakhstan, Turkmenistan, and Russia signed the Declaration on the Caspian
Gas Pipeline aong the Caspian coast across Turkmenistan territory; 150 km of it will cross Kazakhstan
tojoin the functioning Central Asia-Center gas pipeline at Aleksandrov Gay on the Kazakh-Russian
border. Itsassessed cost is $1 billion and its annual capacity amountsto 30 billion cu m. The project
was discussed together with the problem of modernizing the old Central Asia-Center pipelineto in-
creaseits carrying capacity. Construction is expected to start in 2008, but by 1 September, 2007 (the
date fixed by the Declaration), the sides failed to draw up an intergovernmental agreement on con-
struction to fix the dates and launch feasibility studies.

Price disagreements were probably the real cause for the delay: the presidents of Kazakhstan
and Turkmenistan decided that they would fix the price for the gas they sell to Gazprom together.
According to the Kazakhstan president, “the two countries are equally interested in channeling their
resourcesto the world market for good prices.” This means that the Caspian energy resourceswill be
sold to those who would offer the best prices and the most reliable routes. Russiawill profit from the
Caspian Gas Pipeline together with its Central Asian partners: it has finally agreed to modernize the
Central Asia-Center pipeline, something that its Central Asian users wanted.

The project’ sgeopoalitical importanceisamply illustrated by the West’ sconsistent effortsto find
aternative routes and squeeze Russia out. If realized, the Caspian Gas Pipeline will de facto become
the regional version of a so-called gas OPEC (initially devised in the Russia + Central Asiaformat)
able to dictate their pricesto the European consumers.
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Introduction

opolitical processes on the Eurasian con-

tinent shows the growing importance of
natural gasin the competitive struggle unfolding
among theleading industrial countriesand organ-
izations for priority access to primary energy
sources.

Thereare many reasonsfor thiskeeninter-
estinnatural gas. First, theindustry’ sexpertsare
forecasting a probable change in the traditional
structures of world energy consumption in the
next few decades due to the anticipated drop in
oil production at currently exploited fields,
whichwill have adetrimental effect onthe over-
all world production of this primary energy re-
source.

Despitedirectly opposite forecaststhat rely
on positive estimates of land-based, deep sea, and
offshoreoil reserves, pessimistic moodsneverthe-
less prevail.

Moreover, the forecasts of an increase in
global energy consumption, the growth rates of
which can no longer be fully met by oil asin the
past, are another reason for the growing interest
in natural gas.

Y et one more important reason for thisis
environmental protection, particularly wherethe
Western political-economic expanse is con-
cerned. Keeping in mind that environmental le-
vers are becoming an important tool in the pol-
icy of Western countries, adherence to environ-
mental requirementsand preservation of the bio-
sphere could artificially whip up natural gascon-
sumption rates throughout the world. Western

A nanalysisof the current economic and ge-

environmental organizations are becoming in-
creasingly adamant about reviewing the energy
consumption structure of other states and de-
manding a transfer to more environmentally
friendly types of energy.

Thereistak that natural gasisbecomingthe
frequent focus of attention due to the extreme
politicization of theail factor. According to some
data, inrecent yearspolitical risk hashiked up the
price of abarrel of black gold by 75-80%.

However, it should be kept in mind that
politicization of the natural gasfactor isalso only
amatter of time. Itisactually already becoming
increasingly clear. Thereis nothing surprising
in this, since it is an objective process char-
acteristic of any spherethat playsaspecificrole
in the development and security of the econom-
ic system of aparticular state or interstate organ-
ization.

Severa multidirectional trendsare promot-
ing and will continueto promote politicization of
the gas factor in Eurasiain the next few years.

First, thisappliesto competition among the
leading continental economic forces for priority
access to gas production and its transportation
routes. Thisrivalry will grow sincemoreand more
players are joining the game. Whereas the conti-
nental energy development vectors with respect
to consumption were dictated in the past by the
Western European countries, the Asian econom-
ic boom changed the configuration of the market.
The recent powerful industrial upswing in Asia
caused by China and India’ s tempestuous eco-
nomic growth has already placed the Asian mar-
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ket among the global leadersin terms of oil con-
sumption rates. It appears that South and South-
east Asiawill also soon bedetermining thetrends
on the global gas market.

Second, there is latent and blatant rivalry
between the consumers and producers of natural
gas. Thegist of the matter isthat both thefirst and
the second are trying to ensure the most favora-
ble price and transit conditions for themselves,
acquire political advantages, and gain access to
production, pipeline, and distribution facilities.

Thediverginginterestsareleading to squab-
bling and contradictions. Thisisparticularly clear
if we take the example of Russia’ s tension with
the post-Soviet transit countriesand consumers—
Ukraine, Belarus, Georgia, Moldova, and the EU.
Itislogically leading to attemptsto coordinate the
activity of suppliers, onthe onehand, and consum-
ers, on the other.

Third, there is rivalry within the group of
producersthat runs parallel to the attemptsto co-
ordinate activity and is generated by the natural
laws of market competition. Each producer istry-
ing to increase its own share on the gas market,
push forward itsown pipeline projects, and attract
foreign investmentsinto the devel opment of new
gasfields. Meanwhile, rivalry within the group of
producers can also be provoked in some cases by
consumerswho aretrying to prevent cartelization
of the delivery market. They are joined, in the
form of junior partners, by new players who are
attempting to stake out even the smallest segment
for themsel ves on the consumption market, so are
ready to make several concessions, even going as
far asselling gasat priceslower than those offered
by traditional exporters.

The economic estimates of prestigiousana-
lytical centersareal so pointing directly tothe high
likelihood of greater rivalry on the world natural
gas market. According to the assessments of
America' s Energy Information Administration
(EIA), world consumption of natural gas should
grow from 3.3 trillion cubic meters (tcm) to 5.4
tcm by 2030. Blue fuel will occupy the second
placeafter coal intermsof consumptionincrease.!

! See: Energy Information Administration / Interna-
tional Energy Outlook 2007, Chapter 4, Natural Gas.
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Industry and el ectrical power engineering
will continue to be the main consumers of this
type of primary energy. Despite thefact that the
percentage share of natural gas consumptionin
the industrial sector will be 43% of the total
blue fuel consumption volume (in 2004, it was
44%), there will be arapid increase in quanti-
tative terms that will outstrip the increase in
consumption of liquid hydrocarbons. The annu-
al growth in the industrial sector’s demand for
natural gaswill amount to an average of 1.9%,
while the demand for liquid hydrocarbons will
be 1.1%.

According to the EIA, the new industrial
stateswill demonstrate the highest blue fuel con-
sumption growth rates. For example, whereasin
2004, the industrially developed countries of the
Organization for Economic Cooperation and De-
velopment (OECD) accounted for half of all the
natural gas consumption in the world, and those
countries not bel onging to the OECD for 25%, as
of 2007, the second group of states demonstrated
growth rates that were twice as high as the de-
mands in the OECD zone. Until 2030, the ratio
will be 2.6% to 1.2%.

Theratio of own production to consumption
will undergo dramatic changes. In 2004, the
OECD countriesaccounted for 40% of theworld's
gas production and for 52% of its consumption.
It is forecasted that by 2030, these indices will
amount to 27% and 43%, respectively, whereby
average annual production will grow by only
0.4% and consumption by 1.2%. Thiswill result
inanincreasein the dependence of the devel oped
countries on imported primary energy resources,
thevolumesof whichwill grow from 22%to more
than 30%.2

As mentioned above, the increase in con-
sumption and greater dependence onimportsmay
directly aggravaterivalry, both among theimport-
ers and between the importers and suppliers, as
well as promote a permanent change in the con-
figuration of partner ties and the appearance of
various large-scale projects with far-reaching
geopolitical consequences.

2 |bidem.
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European-Russian Segment of
the Eurasian Natural Gas Market

At present, the gas axis on the Eurasian energy market iscomposed of the Russia-EU dyad. The
Russian Federation playstherole of natural gassupplier init, whilethe European Union isthe largest
importer of Russian gas.

Today, Gazprom, Russia’ s monopolist, is delivering more than 150 billion cubic meters (bcm)
of natural gasto the European market, thus satisfying aquarter of all the EU’ s needs. Gazprom isthe
main energy partner of many European Union countries. For example, Germany meets 43% of itsgas
needs by means of Russian imports, Italy—30%, Hungary—62%, the Czech Republic—84%, Slova-
kia and Finland—2100%, Bulgaria—=89%, Greece—96%, Poland—47%, and France—26%.

Despitethefact that theinterdependence between the RF and EU inthe gasindustry isvery high,
during thelast couple of yearsthese countries have been encountering serious criseswhich are having
anoticeable effect on the entire Eurasian blue fuel market.

Russia's claims to world leadership in the energy sphere, which do not suit Europe and its trans-
Atlantic partner, the U.S., form the tip of thisiceberg of contradictions. These aspirations began to ap-
pear at the beginning of the war on Irag, which brought about a rapid upswing in hydrocarbon prices.

Although Moscow was and still isopposed to Washington’sIragi campaign, thiswar turned out
to be an economic boon for it. A significant flow of hard currency revenue from the sale of oil and gas
poured into the country, the Russian market became an advantageous entity for foreign investors,
national energy companies became noticeably stronger, and the country’ sgold and currency reserves
increased, moving Russiaup to third placein theworld intermsof thisindex after the PRC and Japan.

Theimportance of the problems of the world' s energy industry put the country in the limelight
as a guarantor of world energy stability. The energy industry should have returned Moscow to the
embrace of the global players, and there was every reason for this, if wetake the resourceindicesinto
account.

For example, Russia s gas resources amount to more than 56 tcm, which correspondsto 27.7% of
the world’ s proven reserves (first place). Gazprom accounts for more than 60% of this amount (or
30 tcm). Russiais producing up to 640 bem annually, more than 560 becm of which are generated by
Gazprom. According to the forecasts of Western analysts, in the next two decades, the average annual
productionincreasein the Russian Federation will remain at 2%. Russiais exporting morethan 200 bcm
of blue fuel ayear.

Gazprom has the largest pipeline network in the world, viawhich gasis delivered to the coun-
try’sinternal regions, aswell asto 32 CIS and Far Abroad states. What is more, Russiaisthe leading
inner-continental transit state through which blue fuel is transported from Central Asia.

However, Russia' s attempts to use natural gas and oil asaway to achieve goals other than eco-
nomic are arousing noticeable disquiet in the U.S. and EU. Washington is apprehensive about proc-
esses emerging and evolving on the Eurasian continent that it cannot control, since the White House
has traditional geopolitical claimsin thisregion of the world.

American strategists understand that Eurasiais a key continent, the breakdown in forces on
whichdirectly influencesall of global policy. Inthisrespect, Russia’ seffortsto positionitself asan
independent guarantor of the Eurasian and global energy industry cannot help but arouse anxiety in
the U.S.

In Europe, the Baltic countries and Poland are acting as consistent critics of Moscow’s global
energy plans. They believethat in time, the Russian Federation will try to convert its growing energy
and economic influence into political clout, and thiswill have adirect effect on the fate of the entire
European political expanse.
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Whereas during the time of Jacques Chirac and Gerhard Schroeder, the |eading European states
did not entirely share the worries of the young East Europeans, after the changes in the political pic-
ture in France and Germany, pessimistic moods have begun to increasingly predominate in the EU
regarding the prospects for a Russian-European energy dialog. In so doing, the matter does not con-
cern curtailing cooperation, which is essentially impossible, it concerns the reaction to the new eco-
nomic and political reality.

The misapprehensions overwhel ming the European political circles have specific aspects. First-
ly, many people in Europe believe that they are too much at Russia’ s mercy, particularly against the
background of the European countries rather inauspicious energy prospects. For example, there will
be a growing imbal ance between the increase in consumption and their own production.

Natural gasconsumptioninthe European OECD member stateswill increase at rather high rates,
by 1.4% on average a year. Whereas in 2004, overall consumption of this primary energy resource
amounted to 626 bcm, by 2015, it will grow to 760 becm, and in 2030, it will reach alevel of amost
900 bem. Thiswill largely be promoted by the EU’ s policy aimed at increasing the share of natural gas
inthe production of electric power and at reducing therol e of the energy-producing facilitiesthat operate
on coal, oil, and nuclear feedstock.

Theincreasein natural gas consumption will go hand in hand with the forecasted decreaseinits
proven reserves. They are already on the decline today, mainly in Europe’ s energy region, the North
Sea. According to the latest data, reserves have decreased by 400 mcm in the Netherlands and by
66-67 mcm in Norway and Great Britain.

The specific instances of Moscow halting natural gas deliveries during the price disputes with
Ukraine and Belarus are also adding to Europe’ sanxiety. The cutback in blue fuel deliveriesto these
countries was perceived as athreat to European energy and political security.

Nor does the promotion of Russian companies that have noticeably augmented their financial
potential as aresult of the increase in hydrocarbon and mineral prices suit the Europeans. The EU
states are not happy about the fact that Russian capital istrying to buy up the most important facilities
of Europe’ s economic infrastructure, including energy distribution networks, thus hoping to acquire
access to the main source of financial flows, the end consumer.

Many peoplein Europe and in the West asawhole are a so expressing doubts about Moscow’ s
ability to guarantee the EU’ senergy security with respect to primary energy resources. The European
Union has no doubts about Russia svast potential and proven reserves, the doubts are aroused by the
sources of blue fuel already in operation. By way of example, data are presented about depl etion of
the reserves of such giants as the West Siberian Medvezhie, Y amburg, and Urengoi fields, where
70% of Gazprom’s primary energy resources are produced.

To this can be added the increase in natural gas consumption within Russiadueto its tempestu-
ous economic growth. At present, up to 435-440 bcm ayear are consumed on the domestic market,
and this volume will keep rising, which is aso confirmed by Russian analysts, some of whom are
generally infavor of asignificant decreasein gas exportsin order to guarantee problem-free provision
of Russia’ s burgeoning economy with this type of primary energy resource.

Inturn, official Moscow istrying to convince the European capital sthat their anxiety isunfounded.
The Kremlin has repeatedly stated that it was and is still Europe’ s reliable economic partner and in-
tendsto fully guarantee the energy security of its economy in the future.

Russiaalso evaluatesthe policy of itsenergy giants aimed at gaining accessto the energy infra-
structure of the European countries as an attempt to intensify integration of the two leading continen-
tal markets. In so doing, examples of granting several Western companies access to the devel opment
of promising gasfields, for example, South Russian and Stockman, are presented as proof of just how
genuineitsintentions are. The Russian expert community often claims that there is nothing unusual
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about national companies wishing to penetrate the EU economy, since this corresponds to the “free
market” principles that the West customarily practices and promotes throughout the world.

With respect to the energy wars with Ukraine and Belarus, Moscow claims that thisis merely
the price that hasto be paid for contemporary pragmatic policy regarding the new regulationsin eco-
nomic relations with traditional partners during the transition to mutually advantageous gas trading
conditions on the market.

But it appears that the level of mutual mistrust is continuing to rise, and the sides are unable to
resolve their current problems. Y es, widespread cooperation is going on today and joint production
and pipeline projects are being implemented. But behind thisfacade, afierce battleisbeing waged for
theright to priority accessto natural gasreserves and to determine primary energy resource transpor-
tation routes. Its outcome could significantly shape the future configuration of the Eurasian gas mar-
ket and have serious geopolitical consequences.

The EU’s Strategic Steps to Diversify Sources of
Gas Déliveries and Reduce Its Dependence on Russa

At present, the European Union and the U.S. supporting it are carrying out a multi-move com-
bination on the Eurasian blue fuel market aimed at gaining access to sources of natural gasdeliveries,
which should become an alternative to Russia' s primary energy resources. Measures are also being
carried out to prevent Russian and other foreign companies from gaining a strong foothold on the
domestic European energy market.

The Europeans are placing great hopes in their energy diversification policy on gas suppliers
from Africa, particularly Algeria. This country isin eighth place in the world in terms of blue fuel
reserves, which are estimated at 5.4 tcm (or 2.6% of the planet’ s reserves). Algeria produces up to
100 bem of gas ayear, 24% of which is consumed within the state, and the rest are exported to Italy,
Spain, France, Turkey, Portugal, Belgium, the U.S., Great Britain, and Greece.

Algerian gasis delivered to Europe viatwo underwater pipelines. The first isthe Transmed,
which runsfrom AlgeriaviaTunisiaand Sicily to the ltalian peninsula. Theroute' s capacity amounts
t0 28.2 bcm ayear, and inthe near future, Algeriaplansto increase the pipeline’ sthroughput capac-
ity to 42.3 bem.

The second functioning gas pipelineisthe Maghrib-Europe gas pipeline (GME) with acapacity
of 10 bem ayear. It runsfrom Algeriathrough Morocco to Spain and Portugal. The exporter country
intends to increase the throughput capacity of this pipeline to approximately 21.6 bcm ayear.

Algeriaisalso delivering liquefied natural gas (LNG) to Europe and North America, occupying
fourth place in the world in terms of LNG export after Indonesia, Malaysia, and Qatar. The main
importers are France, Spain, Turkey, Belgium, and the U.S.

Algeria splanstoincrease deliveriesof bluefuel (viatheexisting pipelines), aswell asLNG are
naturally welcomed by the EU. But the latter does not intend to stop here and is currently working on
jointly laying another two high-capacity gas pipelines from Algeria.

In 2001, Spain’s Cepsaand Algeria s Sonatrach reached an agreement on building the Medgas
pipeline, viawhich gaswill be transported from Algeriato Spain and possibly to France. The cost of
the project is 1.2 billion dollars; construction was supposed to begin in 2007 and end by 2009. At the
initial stage, the throughput capacity will amount to 4.75 bcm ayear and may be raised to as much as
18-19 bcm.

Thereare plansto put the Galsi gaspipeline, whichisalready being built, into operation by 2009.
Its route will run across the Island of Sardiniato Italy. Deliveries will amount to 12 bcm ayear.

55




No. 6(48), 2007 CENTRAL ASIA AND THE CAUCASUS

Inthe event all the intended projectsto build new gas pipelinesfrom Algeriaand increase the
capacity of existing ones are implemented, European consumers will receive an additional 42.5 to
56-57 bcm of blue fuel ayear, and thisis not counting LNG deliveries.

The EU’ sexpert circlesregard Algeriaas an important partner inthetransit of West African gas
to the European market. The matter concerns a project to build a Trans-Sahara gas pipeline from Ni-
geriathrough Niger and Algeriato the European Union. Theroute aimsto deliver 30 bcm of Nigerian
primary energy resources a year. The cost of the project amounts to 10 billion dollars (the African
section) and 27 billion dollars (the entire route to Europe). The pipeline will be one of the longest in
the world, its length reaching 4,128 km on African territory alone.

Implementation of thisplanwill makeit possiblefor the EU to gain accessto thelargest reserves
of Nigerian gasin Africa, which are estimated at more than 6 tcm (or 2.9% of the planet’ sreserves).
Intermsof thisindex, the country isin seventh placein theworld. The project isstill at the discussion
stage, but the sides concerned—the Algerian Sonatrach Company and the Nigerian National Petrole-
um Corporation—are confident that the gas pipeline will be built by 2015.

In order to resolve the EU’ s energy problem, European experts are looking at the possibility of
creating a so-called Mediterranean Ring, in which the states of Northeast Africa—Libyaand Egypt,
aswell as Middle East countries, Jordan, Syria, Lebanon, and Turkey—are planning to participate.

There are plans to create three directions for transporting African blue fuel. First, the pipeline
from Lebanon to Italy with an annual capacity of 8 bcm, as well as deliveries of Egyptian LNG to
Spain. There are also plansto build an Arabian gas pipeline, viawhich Egyptian primary energy re-
sources will be transported through Jordan and Syriato Lebanon, Turkey, and Cypressin volumes of
10bcmayear. But despitethefact that some sections have already been built, experts doubt the project
will gointo full operation due to the complicated military-political situation in Lebanon and around
Syria.

Keeping in mind the importance of the African countriesin the European energy plans, the EU
is showing great distress over any attempts by Russian companies to gain afoothold on this market.
The contacts between the Russian Federation and Algeriain the gas sphere aroused a particularly
nervous reaction. Europe immediately presumed that two of the largest suppliers of blue fuel to the
European Union might form acartel for establishing control over gas prices. The attempts of LUK oil
to increase its presence on Egypt’ s energy market are also perceived with similar caution.

The EU is focusing particular attention on creating a second large-scale energy corridor for
delivering gas from Central Asia, the Southern Caucasus, Iran, and Irag. Thisiswhere the European
Union and U.S. are directly competing with Russia, since the breakdown in economic and political
forcesin some of theseregionsdirectly affects Moscow’ sinterestsand ishaving animmediateimpact
on the geopolitical processes on the continent.

With respect to Central Asia, the West is placing priority on laying the Trans-Caspian gas pipe-
line from Turkmenistan along the bed of the Caspian Seato Azerbaijan and on, via Georgia, to Tur-
key. The throughput capacity of the route is to be 30 bcm a year. Hooking up of natural gas from
Kazakhstanisalso an aternative, although the West isnurturing ever greater hopeswith respect to oil
deliveries and Astanajoining the BTC pipeline.

Such ahigh interest in Central Asiawas aroused by the large volume of proven gasreservesin
thisregion, which are on the steady rise. For example, according to the EIA, Kazakhstan augmented
itsreservesof bluefuel during theyear to 1.16 tcm (or 54%), and Turkmenistan to 960 bcm (or 41%).3
Uzbekistan's reserves are estimated at 2.15 tcm and, in the total proven gas reserves of these three
regional countries, amount to more than 4% of the world reserves.

3 See: Energy Information Administration / International Energy Outlook 2007, Chapter 4, Natural Gas, Reserves and
Resources.
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TheEU and U.S. have long been striving to build aCentral Asian bluefuel export route through
the Southern Caucasus bypassing Russia, but they were unable to come to terms with late Turkmen-
istan president S. Niyazov. Thiswas mainly due to the tension between Ashghabad and Baku regard-
ing several disputed il fields, theindefinitelegal status of the Caspian sea, and the West’ s continuous
criticism of the Turkmen authorities with respect to human rights violations and non-observation of
democratic norms.

The advent to power of new president G. Berdymukhammedov in Turkmenistan aroused the
West’sinterest in the Trans-Caspian gas pipeline. In European and American analytical circles, state-
ments about taking advantage of the unique geopolitical opportunity offered as quickly as possible
were heard all the louder. The project to form anetwork of Nebuchadnezzar (Nabucco) gas pipelines
drawn up by the European Union also boosted the West' s activity in the Turkmen vector.

But despite the renewed attempts by Western politiciansto enlist Ashghabad’ s support regarding
the Trans-Caspian, the new Turkmen authorities are still not giving an unequivocally positive an-
swer, restricting themselves to mere rhetoric. They prefer to continue to develop traditional coop-
eration with Russiaand Iran, aswell as hatch plansto create an Eastern corridor of gasdeliveriesto
China.

Talking about the Nebuchadnezzar project, | would like to note that it envisages deliveries of
blue fuel from Central Asiaand Azerbaijan to the European Union. The length of the pipeline should
amount to more than 3,000 km, its capacity to 30 billion cubic meters, and its cost to 5.8 billion dol-
lars. The EU is counting on the gas deliveries to begin as early as 2012.

As for implementation of the above-mentioned development project as such, European Com-
missioner for Energy Andris Piebalgs and the energy ministers of Turkey, Bulgaria, Rumania, Hun-
gary, and Austria have already signed a special document, and the Nebuchadnezzar project acquired
the status of a Trans-European network.

Along with ensuring gasdeliveriesfrom CA, this structure would al so be entrusted with the task
of becoming part of the integrated gas-pipeline “web” that joins pipelines from Central Asia (bypas-
sing Russia), the Southern Caucasus, Iran, Irag, Northeast Africa, and the East Mediterranean. This
network of gas pipelines should promote the export of blue fuel from regionsin which, according to
preliminary data, reserves are sufficient to meet demand for the next 200 years, while Russia’s re-
serves will only suffice for 80.

However, theinability of the EU and U.S. to ultimately convince Central Asian exportersto begin
deliveriesin the westerly direction is placing the entire Nebuchadnezzar project under threat. For the
time being, the European Union can more or lessreliably count on natural gasfrom Azerbaijan, keep-
ing in mind Baku' s desire to become another active participant in the Eurasian gas game. Azerbaijan
isready to cooperate with the EU and U.S. (an exampleis the Baku-Thilisi-Ceyhan oil pipeline) and
even go for significant discountsin gaspriceat thefirst stagein order to gain accessto Europe’ sprom-
ising consumer market.

Azerbaijan’s ambitions are based on increasing blue fuel production at the Shah Deniz struc-
ture, which isconsidered one of the largest shelf fieldsto be discoveredinthelast 20 years. The project
operator, British Petroleum, estimates its supplies at 500 bcm of gas and 600 million barrels of gas
condensate. According to other expert estimates, Shah Deniz’' sreservesaremorethan 1.1 trillion cubic
metersin natural gas alone. The country’s overall proven blue fuel reserves reach 1.6 trillion cubic
meters. The Baku-Thilisi-Erzurum pipelineis designed for delivering natural gas abroad. At theini-
tial stage, 7.7 bcm ayear will be exported along it, gradually increasing to 23 bem.

Thejoint efforts of Azerbaijan, the EU, the U.S., and Turkey are already yielding their fruit. In
particular, Azerbaijani gas succeeded in gaining access to Greece' s strategically important market in
mid-2007. Gas from Azerbaijan will be transported through the Turkish pipeline system. Before the
end of 2007, 800 mcm of this primary energy resource at 149 dollars per one thousand cubic meters
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will be exported to the Greek market.* Azerbaijani gasis much cheaper than Russian, which costs
Athens 250-260 dollars for one thousand cubic meters. According to experts, Gazprom could lose up
to 15% of the Greek market, and deliveriesfrom Algeriacould bereduced by 50%. At present, Gazprom
is providing 80% of Greece's needs (2.74 bcm ayear) and Algeriais providing 20%.°

Despitethefact that Russian analyststalk about how Azerbaijan and Greece are not threatening
Gazprom'’ s position on the Greek market, thisis probably not the case. In the price respect, Azerbai-
jani gas is “outperforming” both the Russian and Algerian, which is making it more attractive for
consumers.

Moreover, by strengthening its position in Greece, Baku is opening up the prospect of making
further deliveriesto Europe. Thisis particularly important keeping in mind the possibility of increas-
ing gas export from Shah Deniz. Inthe near future, 1.2 bcm will be delivered to Turkey, and by 2009,
export would increase to 6.6 bcm.

The success of Europe’s diversification policy in this direction could be even greater if large
long-term deliveriesof bluefuel could be organized from Iran. Some European energy companieshave
long been exerting efforts to establish cooperation with the IRI in gas import. As early as 2004, a
memorandum of mutual understanding was signed between Austria sOMV and the National Iranian
Gas Export Co., which concerned possible partnership under the Nebuchadnezzar project. It was pre-
sumed that Iran would export its own gas through Turkey to Austria.

It is worth noting that the IRI itself has long been trying to stake out a place for itself on the
European gas market. Tehran has been selling Turkey blue fuel since 2002; the delivery volumes of
this primary energy resource were to reach 11.6 bcm in 2007. Turkey isseenin Iran’sgas plansas a
springboard to Europe, which is graphically demonstrated by the fact that Iran and Greece signed a
memorandum of mutual understanding in 2003 for atotal of 300 million dollars, envisaging an exten-
sion of the Iranian-Turkish gas pipeline to Northern Greece, and on, through Bulgaria or Rumania, to
Central Europe. There has also been talk of laying an underwater section to Italy.

Neverthel ess, the chances of successfully implementing | ranian-European gas cooperation plans
are still assessed as low. The complicated political relations between Iran and the U.S-EU over the
Iranian nuclear program areto blame for al this. It appearsthat the sides are still not inclined toward
reaching areal compromise and prefer to place the accent on their own vision of the problem, first of
all, as aresult of which the crisis will most likely become even more aggravated. The latent rivalry
between the U.S. and the IRI in Irag, Lebanon, Palestine, and Afghanistan is also having an unfavo-
rable influence. For the reasons already indicated, Washington is unlikely to look favorably on the
development of gas partnership between the Europeans and Iran.

All thesame, Tehranisindeed offering areal aternativeto Russiain the gas sphere. The proven
gasreservesinthelRI are evaluated at 32 tcm (or 15% of the world reserves), which putsit in second
place after the Russian Federation. In so doing, it should be kept in mind that 62% of |ranian bluefuel
isfound in pure gasfields and has still not been developed. Iran has enormous export potential, even
despite Tehran’ slarge-scale plans for increasing gas consumption inside the country in order to sub-
stitute it as quickly as possible for oil and petroleum products.

Along with the search for new sources of blue fuel, a policy aimed at limiting the influence of
Russian capital isgaining momentumin the EU. Europeregardsthe Russian Federation only asanatural
gassupplier. A special control structurefor limiting undesirableinvestmentsfrom Russia, China, and
several other statesis being created today in Germany, which during Schroeder’ stime was Russia’' s
main economic and energy partner in the EU. The structure’ stask will be to prevent foreign compa-
nies from purchasing strategically important German enterprises.

4 See: “Baku otbivaet Gretsiiu i Turtsiiu u ‘Gazproma.’ Azerbaijan nachal dempingovye postavki gaza,” Vremia
novostei, 4 July, 2007.
5 See: Ekspert: “Azerbaidzhanskiy gaz ‘ Gazpromu' ne pomekha,” Rosbalt, 4 July, 2007.
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In Great Britain, political circles are actively opposing Gazprom in its purchase of Centrica, a
leading British gas-distribution company. The story of the sale of the Lithuanian Mazeikiu Nafta oil
refinery still comes to mind, when the Russian companies offering the most advantageous gas sales
and supply conditions were overlooked and the refinery sold to Poland’s PKN Orlen, which did not
have enough resourcesto fully load the refinery’ s capacity. Many Russians believed that thiswas done
for exclusively political considerations.

According to Russian economists, between 2006 and 2007, transactions of Russian companies
totaling 82 hillion dollars fell through due to active opposition from European officials.

Russia’'s Energy Strategy

In its energy strategy in the European vector, the Russian Federation istrying to solve severa
tasks at the same time, the goals of which often overlap each other. First, Moscow is exerting efforts
to retain its position as a leading natural gas supplier on the European market. Gazprom essentially
does not have any other choice at present but to develop energy relations with Europe, taking into
account that most of the export gas pipelines are oriented toward Europe. Moreover, Russiais show-
ing an interest in further increasing its deliveries and is devel oping and implementing plans to build
new gas-transportation capacitiesto thisend. These plans are based not only on economic, but also on
far-reaching strategic considerations.

It has already been mentioned that Moscow is trying to integrate as deeply as possible into the
economic systemsof Russiaand Europein order to form asingle market space on which the European
and Russian segments would be interdependent. This would make it possible not only to give the
economic component priority over the political, but also to create conditions for changing the overall
political climatein bilateral relations, in which the ingrained negative stereotypes of the past are still
latently and blatantly present.

Based on this, the Russian Federation is placing its stakes on increasing blue fuel deliveriesto
Europe and implementing new large-scale gas pipelines—the North European (NEG) and South
Stream—as soon as possible. NEG is intended for exporting Russian natural gas to the states of the
northern part of Europe—Germany, France, the countries of the Scandinavian Peninsula, and Great
Britain. Theinitial throughput capacity of the pipeline will amount to 30 bcm with agradual increase
to55bcm ayear. The NEG’ sroute will pass along the bed of the Baltic Sea. In turn, the South Stream
will run along the bed of the Black Seafrom Novorossiisk to the Bulgarian coast and on through the
Balkan peninsulato Italy and Austria. The capacity of the gas pipeline will amount to 30 bcm ayear.
In this way, these two projects alone will make it possible to provide European consumers with an
additional 60-85 bcm of blue fuel.

Nevertheless, if we keep in mind the gas and geopolitical rivalry in Eurasia, these pipelinesare
pursuing afew more important goals. They must primarily diversify the delivery routes of Russian
gas to Europe, as well as lower Gazprom’s dependency on the East European transit states and the
Baltic countries. Moscow faced similar tasks after the Orange Revolution in Ukraine, when the pro-
Western lushchenko-Timoshenko coalition came to power. An additional factor was the rather diffi-
cult political relations between Russia and several Baltic countries and Poland. As aresult, a course
was steered toward creating new gas corridors which would minimize the risks coming from East
European transit states.

The South Stream pipeline is entrusted with an unusual task, particularly in light of Europe’s
attempts to implement the Nebuchadnezzar project. By building the South Stream, the Russian Fed-
eration is planning to gain an even firmer foothold on the South European gas market and downplay
any possible negative effects from the implementation of the rival European project.
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South Stream’ simportance for Moscow in its competitive struggle for the European gas market
liesin the fact that blue fuel from Central Asia, which plays a critically important role in supplying
Europe' sNebuchadnezzar with primary energy resources, can bedelivered viait. South Streamiscalled
upon to strengthen Russia s position in the gas dialog with Turkey. It isno secret that the latter istry-
ing to position itself as akey energy and transportation terminal on the route of the Southern Cauca-
sus' oil and blue fuel deliveries from the Russian Federation, Central Asia, Iran, and Irag to Europe.
Ankaraishoping to raiseitsimportance even more by attracting the new regional pipelineprojects. In
addition, the Turks want to earn money by reselling the gas they receive.

It goes without saying that Russia does not want to further increase its dependence on Turkey,
which is already having a negative effect on oil transportation and forcing Russian exportersto ook
for new detour delivery routes, in particular through Bulgaria and Greece (the Burgas-Alexandrolp-
olisail pipeline project). Nor does the Russian Federation want to place all the trump cardsin Anka-
ra shandsin the gas sphere, particularly sinceitisMoscow’ srival inthe South Caucasian and Central
Asian geopolitical vectors.

In thisrespect, South Stream is being called upon to reduce Turkey’ stransit dependence. After
this pipeline goesinto operation, Turkey will no longer be an exclusive, but only one more ordinary
transit country for Russian and Central Asian gasinthe Black Searegion, althoughitisstill extremely
important. By making Bulgaria and Greece energy transit terminals, Moscow is turning them into
Turkey’s natural rivals and Russia’ s energy allies.

A decreasein Ankara stransit potential could aso havelong-term goals, makeit more complai-
sant in possible negotiations with Russia about a project to build a second branch of the Blue Stream
gas pipeline, as well as prompt Turkey to take more account of Russia’ s interests in the Southern
Caucasus.

A special feature of Russia’ s policy in Eurasia and in the European vector isretaining its posi-
tion as the main partner of the Central Asian statesin the transit and purchase of natural gas. In this
respect, it is extremely important for Moscow to prevent the Trans-Caspian route from being built,
since the latter might deprive Russia of the cheap Central Asian blue fuel it so badly needs.

Moreover, implementation of the pro-Western pipeline project will have a negative effect on
Russia s position in the region and may affect the country’ s global ambitions. The thing is that mili-
tary-political and economic partnership with the Central Asian statesisasignificant geopolitical re-
sourcefor Moscow initsstrategy to restore the Russian Federation asaleading world power. Russia’' s
loss of itstransport monopoly in theregion (in the Western vector) will lead to intensified geopolitical
rivalry with such centers of power asthe U.S. and EU, which, following natural logic, will try to build
on the success they have already achieved.

Taking into account these circumstances, M oscow was apprehensive about the changein power
in Turkmenistan, which madereview of Gazprom’ sformer agreementswith president Niyazov onthe
purchase of Turkmen gas for 25 years doubtful and also created prerequisites for restoring contacts
between Ashghabad and the EU and U.S. regarding the Trans-Caspian pipeline.

The Kremlin decided to forestall any negative turn in events. First it made an effort to obtain
assurances from the new Turkmen authoritiesthat they intended to observe the 25-year gas agreement.
Russia also managed to achieve preliminary agreementsin the shortest time with Turkmenistan and
Kazakhstan on building the Caspian pipeline. In addition, the Russian Federation made arrangements
with Uzbekistan to increase the capacities of the Central Asia-Center gas pipelinethat isin operation.
Moscow also hopes to join Uzbekistan to the Caspian pipeline.

Russia’' s emergency measures came as a surprise to Western strategists. The agreement on the
Caspian route gave rise to alarge number of gloomy assessments about the prospects for redirecting
Central Asian gas resources to Azerbaijan, Turkey, and the EU. The pessimism is based on the fact
that the European countries will miss out on at least 30 becm of Turkmen blue fuel, the throughput
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capacity of the Caspian pipeline, which they could have received viathe Trans-Caspian. If the future
increasein deliveriesviathe Central Asia-Center routeisadded to this, potential losses could double.

It should be noted that reaching agreements about the Caspian gas pipeline and increasing the
capacity of the Central Asia-Center pipelinewould have beenimpossiblewithout the constructive and
pragmatic position of suppliers from Turkmenistan, Kazakhstan, and Uzbekistan.

Thefuture of the Trans-Caspian will largely depend on the prospectsfor creating new gasfields
on the Turkmen shelf of the Caspian Sea, aswell as on the South lolotan structures that, according to
preliminary assessments, might contain several trillion cubic meters of blue fuel.

Russia' s steps to study the possibility of consolidating the leading world producers of natural
gas can be evaluated in the context of the Eurasian gas game and energy rivalry between Russia, on
the one hand, and the EU and U.S,, on the other.

The West’s current strategy consists of preventing the appearance of apowerful alliance of gas
producers (modeled on OPEC). In the 1970s, the Western countries felt the entire power of the oil
weapon wielded by the Arab producers of black gold, so they have no intention of tolerating the ap-
pearance of another energy cartel.

Itiseasier for European and American importersto deal with individua gas suppliers, since they
can use their palitical and economic supremacy more effectively to achieve advantageous conditions
with respect to prices and transportation routes and draw Western companiesinto projectsaimed at pro-
ducing and prospecting blue fuel. The appearance of agas cartel in which gas priceswill be determined
by the producersin no way fitsin with the long-term economic and political plans of the EU and U.S.

Moscow, on the other hand, will benefit from close cooperation with gas exporters, since thiswill
give the suppliers a powerful lever of influence on the world market and global political expanse. For
this reason, several regional and planetary ideas are being mulled over in Russid s political circles.

First, thereisthe SCO Energy Club designed to consolidate the natural gas suppliersbelonging
to this organization. Moscow’ s analytical community thinksthisisavery propitiousidea, keepingin
mind that such leading oil and natural gas producersas Russia, Kazakhstan, and Uzbekistan are mem-
bers of the SCO. Moreover, Iran, aworld energy giant with the desire to raise its status in the organ-
ization and work more actively in various vectors of the SCO’s development, is an observer country.
Cooperationin the energy sphereis possible with Turkmenistan which, although it does not belong to
the SCO, is closely related with several member states of this structure due to common interests in
blue fuel delivery and transportation.

In the event the idea of the Energy Club is realized, a powerful oil and gas organization will
appear in the very center of Eurasia, the influence of which on the continental energy processes will
be impossible to ignore.

A very original feature of the Energy Club isthat it will enhance cooperation with the leading
world consumers of energy resources, China and India, whereby the first is a permanent member of
the SCO, and the second isan observer state. Partnership between suppliers and these stateswill make
it possibleto closely follow theworld energy processes, keeping in mind that the Asian segment of the
global oil and gas market is already defining many of its parameters.

For Russia, the possible devel opment of energy relationswith the PRC and Indiawithin the SCO
could pursuefar-reaching goalsthat directly affect the global interests of suppliersand importers. By
agreeing to take account of the energy interestsof Chinaand India, the Russian Federationisencroaching
on the EU’sand U.S."sroom for maneuver.

It isvery obviousthat the United States, the EU, and several of its allies from the CIS have, on
thewhole, aconsolidated view of the structure of the Eurasian and world natural gas markets. Despite
certain differencesin viewswith Chinaand, to alesser extent, with Indiain several energy regions of
theworld, the West may try to draw them onto itssidein order to create akind of joint front of natural
gas consumers in counterbalance to the trends toward cooperation being demonstrated among pro-
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ducers. Inthisrespect, strengthening Moscow’ senergy tieswith Beijing and Delhi inthe SCO Energy
Club could decrease the likelihood of broad opposition from blue fuel importers.

The second strategically important vector is Russia' s attemptsto feel out points of interception
in interests with the leading world players on the delivery market of the indicated primary energy
resource. A first step was participation in the 6th summit of natural gas producers and exporters held
in April 2007 in Doha (Qatar). This event aroused a great response in the world, particularly in the
West, since three countrieswith thelargest reserves of bluefuel, Russia, Iran, and Qatar, participated
in it along with other primary energy resource producers.

The participantsin the meeting wereimmediately suspected of attempting to create a Gas OPEC,
particularly sincethisideawasearlier put forward by Iran, but nothing of the sort happened. Themain
goals of the summit were to define the prospects for forming a global open natural gas market and
identify conditions for possible interaction among producers, although a few specific results were
achieved, in particular, an organizational group was created to determine gas prices.

Itispresumed that, along with establishing relationswith bluefuel producers, thismeeting hel ped
Russiato keep track of the situation and development trends on the liquefied natural gas market. The
Russian Federation istrying not to lag behind the leading producers of LNG and not lose sight of the
nuances in creating aglobal liquefied gas market. This desireis based on the forecasts of the leading
analytical centersonthefutureincrease of LNG production and consumption. At present, the percent-
age of the latter in world gas trade amounts to 26.2% or around 190 bcm, while pipeline deliveries
account for more than 530 bcm. However, as early as 2010, the share of LNG might increase to 30-
33% and will keep growing, weakening the position of pipelinedeliveries, the share of whichinworld
blue fuel trade could drop to 38% by 2020.

Gas producers and exporters are already preparing for new market realities and increasing in-
vestmentsinindustrial and transportation infrastructure. According to the International Energy Agency,
in the next three years, energy companies will invest up to 135 billion dollars in the construction of
new LNG terminals and tankers.

Russia also plansto play an important role in the development of the world LNG market, since
its monopolist, Gazprom, is hoping to become a leader in LNG production by 2030. The company
intends to achieve this by putting several powerful liquefied natural gas production plantsinto oper-
ation. Asearly as 2008, deliveries of LNG from Sakhalin-2 should begin—approximately 4.8 million
tons a year, which could be doubled in the future. The export of LNG from the east of the Russian
Federation will give Gazprom accessto the markets of North America, Southeast and South Asia, and
the Far East. By 2011-2012, there are plansto put an LNG production plant into operation in the west
of Russia (Primorsk) with a capacity of 5 million tons ayear.

From the perspective of the energy dialog with the EU, the development of the Russian Federa-
tion’s LNG deliveries will help it to strengthen its negotiation position, which is rather vulnerable at
present sincethelion’ s share of exported bluefuel ispumped via pipelinesthat aretied to the European
market. However, the orientation toward LNG will makeit possible deliver thisprimary energy resource
anywhere on the planet, and not only to the European market, as was the case with pipeline gas.

Influence of the Asian Economy
on the Continental Natural Gas Market

Despite the fact that Russiaand the EU are and will remain the key links on the continental gas
market in the near future, the Asian energy market, where two of the most rapidly developing coun-
tries, Chinaand India, stand out, is nevertheless steadily growing in influence.
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Although the share of natural gasin the overall energy resource consumption of both statesis
still rather small (in China, it is 3%, and in India, 8%), the course being steered by these countries
toward an increase in its production and import, as well as the implementation of gasification pro-
grams and replacement of other types of raw hydrocarbons, makes it possible to say that in the fore-
seeable future Chinaand Indiawill seriously change the configuration of the traditional primary en-
ergy resource delivery systemsin Eurasia. These states are essentially already making adjustmentsto
the energy plans of blue fuel suppliersfrom Russia, the Middle East, and Central and Southern Asia,
aswell asof traditional largeimportersof pipelinegasand LNG from North America, Europe, and the
Far East (Japan and South Korea).

A common characteristic of the PRC and Indiais the fact that these two energy players do not
have proven reserves of natural gas that could guarantee them long resource self-sufficiency and,
consequently, full energy security. In thisrespect, Beijing and Delhi arelooking for the most optimal
gas strategies.

Chinais in a more advantageous position compared with India since it has several large gas-
bearing provinces in the western and northern regions of the country. The PRC’s proven blue fuel
reserves are estimated at 1.7 tcm, or, according to other data, at 2.7 tcm. Extensive geological survey
work by Chinese companiesresulted inthediscovery of several largefieldsinthe past two years, which
make it possible to talk about an increase in proven crude gas reserves of 900 million cubic meters.

Under recently, gas consumption in the PRC was regional, giving rise to the fragmentary struc-
ture of the national pipeline system. But Beijing is exerting efforts to create an integrated blue fuel
market, the key role on which should be played by several gas pipelinesintended for delivering this
primary energy resource from the western provincesto theindustrial centerson the coast. Thefirst of
them isthe West-East pipeline put into operation in 2005, which beginsin XUAR and endsin Shang-
hai; its throughput capacity amounts to approximately 15 bcm ayear.

Such volumes are naturally insufficient for China’ s rapidly growing economy, the gas sharein
energy consumption of which should at least double in the next few years. According to experts, in
2020, the PRC may experience a shortage of 50-60 bcm, which will have to be covered by means of
import. Thisisforcing Beijing to look for additional sources of gas abroad, and at thisjuncture arath-
er interesting situation is arising that is complicating the Eurasian and world gas game.

On the one hand, Chinais acting as a potential rival of the large gas importers—the U.S., EU,
Japan, and others, as well as, correspondingly, a prospective partner of the suppliers, including the
Russian Federation. But, on the other hand, with respect to the key Russian factor on the Eurasian gas
market the PRC isalso acting asarival in the Central Asian expanse and hypothetically at the global
level (Gas OPEC), which is creating the theoretical possibility of a partnership between Beijing and
theleading importers. Thisisgiving riseto arather ambiguous situation on the continental and world
energy markets.

The PRC will mainly vie with the leading gas consumers on the LNG market, particularly since
there are few large suppliers on this market. During the past year, China demonstrated simply unbe-
lievable LNG consumption and import rates. In July 2007, itsliquefied natural gasdeliveriesincreased
five-fold (from 62,427,000 to 356,139,000 metric tons) compared to the same period in 2006. This
increase was caused by demand from electric power companies. The purchased gas is mainly deliv-
ered from Algeriaand Australia.

Itisvery obviousthat if the high rates of Chinese LNG import (for example, from Algeria) are
retained, thiswill make the PRC aseriousrival of the European Union and U.S., which also purchase
Algerian liquefied gas. Chinawill comefaceto face with Japan and South Koreaon the Asian market.

Therisein demand for LNG will force the PRC to becomeincreasingly involved in the Persian
Gulf, which possesses vast supplies of blue fuel and the states of which are hoping to become leaders
onthe LNG market. Today, the total proven reserves of natural gasin the Gulf states amount to more
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than 40% of the world reserves. Such states as |ran, Qatar, Saudi Arabia, and the United Arab Emir-
ates occupy second, third, fourth, and fifth places, respectively, on the planet after Russia.

The Gulf countries are stepping out onto the LNG market with increasing vigor. Theregion has
aready claimed an 18-percent segment of world trade. A large amount of gasis exported to Japan
(46%), South Korea (24%), India (17%), Spain (14%), and the U.S. Theleadersin termsof deliveries
are Qatar and the UAE.

Qatar is demonstrating particularly impressive development rates in the gas industry. It owns
the largest shelf field in the world, the North field, with proven reserves of more than 30 tcm. It is
worth noting that Qatar made itsdebut onthe LNG market relatively recently. In 1997, thefirst deliv-
ery of 120,000 metric tons of liquefied gaswas made, however, by 2005, these deliveriesamounted to
20.1 million metric tons, placing the state among the world leaders. It isforecast that export will grow
even moreif we keep in mind this country’ s plansto build another series of plantsfor producing lig-
uefied natural gas.

Qatar and the Persian Gulf asawholeareregarded by the EU states, the U.S., Japan, South Korea,
and theindustrially developed countries of South and Southeast Asiaas along-term source of natural
gasdeliveries, particularly against the background of the forecasted drop in production in Indonesia.

In this respect, China' s growing economic and political presence in the region may not please
everyone, particularly the United States, which believes the territory in question to be a zone of its
traditional influence. American strategistsare concerned in particul ar about the contacts between Beijing
and Tehran in the oil and gas industries, which regard each other as prospective energy partners. In
particular, in 2004, Chinaand Iran signed amemorandum, according to the conditions of which Chi-
na s Sinopec Group will develop Iran’ sladaravan oil field in exchangefor Beijing’ sannual purchases
of 10 million metric tones of Iranian LNG for 25 years and the construction of aliquefied gas plant.
The cost of the agreement is estimated at 100 billion dollars. And although today, according to Amer-
ican data, Iran still does not have large LNG-producing capacities, the country could become the sup-
plier of 35 million tons of liquefied gasayear in the future. Tehran is making no bones about the fact
that the Chinese market will be one of its main export vectors.

The second key vector inthe PRC’ sstrategy for importing bluefuel isgaining accessto pipeline
deliveries from neighboring regions, Russia and Central Asia, which isimportant for Chinanot only
from the economic, but also from the military-strategic viewpoint. Thething isthat Chineseimport of
oil and LNG by tankers via searoutesis rather vulnerable, since Beijing does not have a strong mil-
itary ocean fleet and basesin South and Southeast Asia. If aconflict ariseson the oil and gasseatrans-
portations routes, China’ s energy security may bethreatened. In turn, intra-continental pipelineswill
make it possible to minimize the risks, since the routes will pass through the territories of states that
are stable and friendly with the PRC.

The promising projects for Beijing include plans to lay a gas pipeline from the Kovykta field
near Irkutsk (RF). Theroute of the pipelineincorporates North China and the Korean peninsula. Bei-
jing has already stated its intentions to purchase more than 23 bcm of gas a year, but, according to
experts, it will not be ableto do this before 2012, and perhaps even later, keeping in mind the tension
between Gazprom and TNC-BP, which has a 63% share in the project.

This fact is forcing the PRC to concentrate its efforts for the time being on implementing the
plansto deliver blue fuel from Central Asia. The main hopeis placed on two gas pipelines—Kazakh-
stan-Chinaand Turkmenistan-China. So far the dial og between Beijing and A shghabad has progressed
the furthest. During hisfirst visit to the PRC, President Berdymukhammedov confirmed the agree-
ment of Turkmenistan's former president with the Chinese side of 3 April, 2006, which stated that
Ashghabad will deliver 30 bcm of gas a year beginning in 2009 for 30 years. At present the Ka-
zakhstan-Chinapipeline project is at the analysis stage. It isal so designed to export 30 bcm of natural
gasayear.
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The implementation of these plans will change the entire traditional system of the region’s gas
deliveries, which, of course, will have an effect on the geopolitical situation in Central Asia. In this
respect, it can be presumed that the PRC, asit movestoward the practical implementation of its projects,
will encounter increasing concern from Russiaand the EU. This prospect does not suit the Europeans
at all, since deliveriesto Chinawill reduce the chance of the Trans-Caspian gas pipeline being built to
almost zero. Inturn, the Russian Federation is apprehensive about Turkmenistan’ sresource potential.
As some Russian experts believe, Ashghabad is unlikely to be able to fulfill the obligations to both
Gazprom and Beijing it assumed, relying on current reserves. Russian analytical circles believe that
Ashghabad can redirect some of the blue fuel intended for Gazprom in the Chinese direction. Mos-
cow’ smisapprehensionsare generally substantiated and rely on Art 2 of the Chinese-Turkmen agree-
ment which saysthat “if additional volumes of gas are needed to build the Turkmenistan-China gas
pipeline, the Turkmen side can guarantee gas deliveries from other gas fields.”

Meanwhile, the Turkmenistan leadership is trying to dispel Russia’ s anxiety and show that the
raw gas reserves on the right-hand bank of the Amu Darya are sufficient for ensuring export to the
PRC and that Moscow’ sworries are groundless. During the ceremony to lay the gas pipeline held at
the end of August 2007, President Berdymukhammedov stated that the rich gas reserves on the right-
hand bank of the Amu Daryawere confirmed by local scientists, specialists from foreign companies,
and independent experts. These resources were evaluated at 1.3 tcm. By 20009, this territory will be
able to provide the pipeline with 30 billion cubic meters of gasayear.

Beijing’ s active attempts to gain access to the Central Asian gas market have muddied the wa-
ters even more and raised competition in the region to an even higher level. A particular sensitive
situationisdevel oping in thisrespect ininterrel ationsamong the Central Asian states, China, and Russia.

There are no doubts that the appearance of another delivery corridor is beneficial for suppliers
from Central Asia, particularly since, after gaining their independence, they declared one of the stra-
tegic aspects of their policy to be diversification of hydrocarbon export routes. On the other hand,
Moscow, the leading strategic partner, isnot going to greet the opening of a Chinese gas corridor with
open arms.

Thisiswell understood in Turkmenistan, which isstriving to readdress possible Russian claims
against Turkmenistan to Beijing and place all the responsibility for resolving transit questions on the
PRC. Thisisdirectly indicated in Art 5 of the General Agreement which statesthat “the Chinese Side
will hold consultations with the governments of transit countries in order to reach agreements on
mutually advantageous conditions of natural gastransit through their territory.”

On the other hand, nor does the PRC want to be drawn into an acute competitive struggle with
Russia, which is acting as Beijing’ s partner in the SCO, plays an important role in ensuring regional
security, and poses as a key business companion in deliveries of the latest arms. Chinaisalso placing
great hopes on the Russian Federation in the energy sphere, but at the sametime, the PRCisin critical
need of additional and safe sources of energy.

For Moscow, on the other hand, the striving of the CA statesto diversify export and Beijing's
intentionsto become aconsumer of Central Asian hydrocarbons, particularly against the background
of launching the Atasu-Alashankou oil pipeline and the beginning of construction of the Turkmeni-
stan-China gas pipeline, present factors that cannot be dismissed or ignored.

Inthissituation, it appearsthat Russiawill have no other option in the long term than to review
the possibility of its own participation in the development of the eastern corridor of gasdeliveries. It
isparticularly pertinent that for several yearsthe Russian Federation has been looking at the possibil-
ity of reducing its dependence on the European market and setting up export of itscrude hydrocarbons
from Western and Eastern Siberiato China and the Pacific Ocean region. The Russian pipeline com-
pany, Transneft, began building the Angarsk-Nakhodka oil pipeline not that long ago. Gazprom is
looking at similar projects for laying export routes. They are al called upon to balance the export
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component of Russia's energy policy, which is leaning heavily toward extreme dependence on the
European market.

In this respect, one of the alternatives for developing an Asia Pacific vector in Moscow’ s ex-
port-energy policy could be joining a project to create and devel op an eastern pipeline corridor from
Central Asia and Siberiato the PRC. Theoretically, such cooperation with Central Asian exporters
could have several benefits for Russia. Gas export to the PRC will naturally create a serious alterna-
tivetothe EU market, which will strengthen Russia spositioninitsdifficult energy dialog with Western
partners and make Russian export policy in the delivery of crude hydrocarbons more flexible.

Moreover, orientation toward the offshore market of theindustrial region of Shanghai, which
will presumably become akey consumer of Central Asian gas, might be more preferable for Russian
companies from the commercial viewpoint. The thing isthat deliveries of blue fuel to the northern and
northeastern provinces of China currently being considered in the RF have one weak point—these re-
gionshave hugereserves of coal whichisproduced onanindustrial scale. Thisfact makesit possiblefor
the northern provinces of the PRC to flexibly alternate sources of energy consumption and, if they
want, quickly replacefuture deliveries of Siberian gaswith coal. The coal factor will most likely help
Beijing to form a stronger negotiating position in its upcoming price dialog with Gazprom.

In contrast to the northern provinces, the Shanghai market will continueto give priority to arapid
increasein bluefuel consumption and import volumes, which is primarily for environmental reasons,
particularly against the background of the mounting discussion in world political and economic cir-
cles of the problem of environmental pollution. The use of natural gaswill makeit possibleto reduce
the load on China s railroad transportation system, which, according to some data, is experiencing
significant difficulties today due to the transportation of growing volumes of coal.

Thejoint development by Central Asian exportersand Russia of the Eastern energy corridor on
the basis of some pipeline consortium could create conditions for suppliers to coordinate their posi-
tionsin order to determine export pricesfor the gas delivered to the PRC, forecast the growth dynam-
ics of market demand, and regul ate the exported gas volumes.

Thiswill all help to reduce unnecessary competition to zero and makeit possiblefor all the sides
involved to glean the maximum benefit, while dismissing any misapprehensionsand mistrust that exist.

Asfor Indig, it, like China, is also gradually gaining momentum as a driving force behind the
devel opment of the Asian energy consumer market. At present, the country ismainly visible ontheoil
market; whileit is forecast that its role on the gas market will grow in the next few years. Delhi has
long been steering a course toward achieving energy independence, but these ambitious plans are
probably not destined to be, keeping in mind its rather poor primary resource base compared with the
dimensions of the economy and rates of its development, including in energy consumption. Proven
gasreservesin Indiaare assessed at approximately 1.26 tcm (annual production amountsto 33.2 bcm).
In so doing, gas consumption is growing at rather high rates, outstripping the consumption of other
typesof energy resourcesin the past fiveyears. Asearly as 2004, consumption exceeded the country’s
own production and amounted to 36.3 bcm.

Despite the fact that some offshore sectors were discovered in the Benga Gulf in 2006 with fore-
casted reserves of 700-730 bcm, none of this can make the Indian market self-sufficient with respect to
crude gas provision. Asin the case of China, Indiawas forced to place even greater stakes on import,
which is creating prerequisites for drawing Delhi into a global competitive struggle for natural gas.

India began importing the first large batches of LNG in 2004 from Qatar, whereby the growth
dynamics are quite significant: whereas in 2004, 3.1 billion metric tons were imported by sea, in 2005
thisamount roseto approximately 7.5 billion. Indian companies did not intend to stop there, which was
directly shown by the plansto build facilitiesfor receiving LNG. In addition to thefirst terminal, Dahgj,
inthe state of Gujarat, with acapacity of 5 million metric tonsayear, asecond terminal isbeing built in
Kochi capable of receiving from 2.5 to 5 million metric tons. It should go into operation in 2009.
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Moreover, the future of the LNG import sector, from the viewpoint of development rates, will
largely depend on whether India can implement alternative gas-pipeline projects. At present, Delhi is
experiencing serious difficulties in this direction for geopolitical reasons. This primarily applies to
the Iran-Pakistan-1ndiapipeline designed to export 21-22 bem of |ranian gasfrom the South Parsfield
to the Pakistani and Indian markets.

After declaring its support of the plan to build a gas pipeline as early as the mid-1990s, Delhi
wasdrawn unwittingly into the Eurasian gas game, becoming atarget of tough pressurefromtheU.S,,
which was categorically against this project. There is also a large number of opponents to this gas
pipelineinIndiaitself who believethat Pakistan, through theterritory of whichthispipelinewill pass,
isan unreliable partner.

All of thisisnaturally slowing down implementation of the project, although Indian officialsdo
not tire of expressing their willingnessto continue cooperation under atrilateral agreement. But it seems
that the delay in putting this planinto practice is aready beginning to wear on Iran’s patience, which
islooking for ways to reach bilateral agreements with Pakistan.

Nevertheless, the Iran-Pakistan-India pipeline was supported by Vladimir Putin and Gazprom.
According to the Russian president, “ Gazprom iswilling to support the construction of agas pipeline
from Iran to Pakistan and India. This project is entirely refundable and extremely feasible. The joint
venturewill makeit possibleto coordinate efforts on the markets of third countriesand will be ableto
join fields on the territories of both countries.”®

Such astatement should most likely be viewed in the context of the Eurasian gas game. By sup-
porting the I ran-Paki stan-Indiaroute, Moscow may be striving to reach several goals. First, operation
of the gas pipeline will make it theoretically possible to redirect large amounts of Iranian blue fuel
from the European to the Asian market. This step, if it does not remove it entirely, will at least min-
imize the Iranian gas threat to Russia’ s position on the EU market. The Iran-Pakistan-India pipeline
will serve as an additional factor for decreasing the likelihood of the Iranians joining the Nebuchad-
nezzar project, along with the factor of America’ s political-diplomatic and economic pressure. Onthe
other hand, by supporting Tehran inits attempt to begin exporting blue fuel to India, Moscow is pav-
ing the way for joint specific interests to appear in the two countries on the corresponding market,
which could stimulate intensification of bilateral energy cooperation and, on the whole, strengthen
the position of suppliers on the Eurasian gas market.

Inturn, Indiaisfacing adifficult dilemma. Taking into account that the deadline for implement-
ing the project is already upon it (gas export should begin in 2011), Delhi haslesstimeto ultimately
determineits position. If the pipelineisbuilt, it islikely that complications will arise in relations be-
tween Delhi and Washington.

In the event of arefusal to lay the pipeline, Indiariskslosing not only Iranian pipeline gas, but
also LNG deliveries from Iran. The thing isthat in January 2005, the IRI and India signed an agree-
ment according to which Delhi, along with devel oping the ladaravan and Jofeir oil fields, promised to
purchase 7.5 million tons of LNG ayear over the span of 25 years beginning in 2009. The total cost
of the contract is estimated at 40 billion dollars.

It will berather difficult to find an aternative to Iranian gas. Such promising projectsfor India
as the Turkmenistan-Afghanistan-Pakistan-India and Myanmar-Bangladesh-India pipelines are still
difficult to implement. The domestic conflict continues in Afghanistan, which makesinvestmentsin
the project risky. In turn, the complicated domestic political situation in Myanmar, its growing isola-
tion from the Western world, aswell asthe difficultiesin the negotiations between Indiaand Bangla-
desh, in which the latter is acting as atransit state, are hindering gas deliveries from this country.

6 “*Gazprom’ tianet trubu v Indiiu iz Irana,” Kommersant, No. 108, 17 June, 2006.
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Inthisrespect, Delhi may not have any other alternative but to chooseliquefied natural gaswhich,
inturn, will promote even greater aggravation in the future of the competitive struggle on the Eura-
sian and global LNG markets.

Conclusion

Summing up theabove, | would liketo notethat drawing up new rules of the game and augmenting
the structural changes on the Eurasian gas market will not happen overnight. All the participantsin the
energy game, including the suppliers and the consumers, are essentially searching for the most optimal
strategy alternativestoday, while striving to ensure more advantageous positions for themselves on the
market. The signing of agreements does not mean that the exporter or importer will not look for alterna-
tives, say in terms of transit or increasing the number of energy partners. The processes on the natural
gas market will essentially place the emphasis on as much diversification as possible and on achieving
themost advantageous price conditions. Thiswill most likely resultinarather highlevel of mutual mistrust
in certain vectorsof commercial interrelationsin the gas sphere. Thevariousgeopolitical considerations
that can be seen quite clearly behind large gastransactions and projectswill aggravate thisfactor, which
of course will add fuel to the fire on the continental natural gas market.

PRESENT-DAY TITANOMACHY
OR THE NATURE OF ENERGY GEOPOLITICS
IN CENTRAL ASA

Elnur MADINOV

Independent researcher
(Almaty, Kazakhstan)

mainly because international cooperation (dominated by the globalizing economy) has not yet

acquired definite features and the leading international actorsare still readjusting their foreign
policies. These processes have already affected the foreign policy of most states and their ideas about
geopolitical strategy in today’ s dynamic world.

Rapid economic development in the world’ s leading countries requires an ever-larger amount of
energy resources (oil, gas, coal, uranium, etc.), which has already affected the nature of international
politics: political systemsaregrowingincreasingly dependent on energy sources and transportation routes.

We are living in a world where those who produce energy sources, those who transport them,
and those who use them occupy the main niches. Recently, this hierarchy acquired another, and most
important, structural element: the mighty powers resolved to keep the entire energy chain under their
control and influence the geopolitical processesin every corner of the world by deciding where the

Q fter fifteen yearsof development the outlinesof the new international system remain rather vague

68




CENTRAL ASIA AND THE CAUCASUS No. 6(48), 2007

energy sources should bemoved. Energy geopoliticsanditscentral formula, “ hewho controlsthe energy
sourcescontrolstheWorld,” have cometo the fore asone of the geopoalitical pivots. After al, theenergy
issueisindispensable for continued secure and sustainable devel opment.

Each of the geopolitical dimensionshas specificsof itsown rooted inlocal history, the geographic
location of states and the place any given state holds in the world and the region, its competitive and
innovation potential, the balance of forces between states or groups of states, and the corresponding
checks and balances. In Central Asia, cooperation in the energy sphere reveals several critically im-
portant issues: first, the mutually acceptable status of the Caspian Seaand the rel ated i ssues of energy
source production and transportation. Second, the widest possible network of international transport
communications needed to diversify the region’s contacts with the world. The ever-growing amount
of energy resources produced and the related shifts in international relations are responsible for the
militarization of the Caspian; they have already encouraged multisided cooperation and rivalry.

The Central Asian countries have to develop both longitudinal and latitudinal transport corri-
dors, atask that affects the widest possible range of economic and geopolitical interests. In fact, the
pipeline system and its potential devel opment reflect the balance of interestsamong all sorts of actors:
regional security obviously hinges on the geopolitical dimensions of Central Asia’ s existing and fu-
ture transportation lines.

The regional and world powers are actively exploiting the interest of the Central Asian states
and Azerbaijan in the “ pipeline games” to promote their tactical and strategic interests. Kazakhstan,
one of the oil-producing |eaders on the Caspian shelf, has to pay much attention to the transportation
routes. Every time anew project islaid on thetable, it hasto coordinate what it wantswith the varied
and even contradictory interests of the Middle Eastern countries, Russia, the U.S., the West European
and the Far Eastern states.

The year 2007 was dominated by the following dilemma: was it palitics or economics that un-
derlay the Central Asian oil and gas projects? Moreover, it was atime of mounting conflict between
Moscow and the West. Russiastepped up itsinvolvement, while Europe hastened to respond, not always
skillfully, with attempts to move Central Asia resources to its markets. Moscow and Brussels are
obviously moving toward an uncompromising tradewar. The energy-related confrontation was exac-
erbated by the mounting political conflict between the West and Russia. Some politicians started talk-
ing about another Cold War.

Scared by the prospect of total dependence on Russia’ s Gazprom and instigated by theanti-Russian
sentiments of someof its new members, the European Union launched an open campaign against Russia
and its energy policy. Dependence on foreign energy sources has already driven some of the EU
members to hysterics, which does not do anything to improve the situation. The very fact that the
Europeans have resorted to all the available tools says that Brussels fears Moscow’ s potential gas
monopoly in Europe. The countermeasures and their prospects are vague. It is not enough to contain
Russia: it is much more important to achieve agreements with those oil and gas producers who have
aready signed corresponding agreements with the Kremlin.

The West isresponding with attempts, not very effective so far, to set up aring of loyal Central
Asian and Caucasian states to put pressure on Moscow. Thisis being done at the energy transporta-
tion, political, and information levels, however, it can be said that, on thewhole, the West islosing the

! See: V. Semenduev, Energeticheskaia geopolitika Rossii v kontekste formirovania novogo miroporiadka, RAGS
Publishers, Moscow, 2006, p. 8.
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diplomatic battle for resources. It is engrossed in its own interests; thisistoo obvious to bring divi-
dendsin amutually dependent world. Everything that is said in the European Union and the U.S. and
everything that isregistered in their energy-related documents focus on the interests of the West and
itsenergy security. Thebattleislost beforeit starts: the energy producers are expected to be concerned
about the interests of the Western states and accept their conditions.

This obviously infringes on the rights and interests of the energy producers (the Central Asian
countries in particular) and has tipped the balance of forces on the Central Asian energy market.

The noticeabl e shifts on the Central Asian energy market testify that Russia has reconfirmed
its position in the region by offering much better conditions and opening up much more tempting
prospects than the EU and the U.S. What can the West do? So far it has either failed to grasp the
meaning of the processes underway intheregion or deliberately refused to accept the situation. The
post-Soviet period is drawing to an end, which means that the Central Asian countrieswill follow
their own roads (each at its own level). To become a strong and independent actor, Europe should
deviseanew Central Asian strategy; it needs anew format for its dialog and new innovational eco-
nomic projects.

The approaches that worked in the 1990s are no longer applicable—thelocal countries need an
equal dialog and equal economic cooperation. It looks as if Europe is still a “player of secondary
importance” in the Western community; thisistrue of all areas: world politics and the world security
agenda, as well as Europe’s own energy security. Moscow has assumed a fairly tough stance on all
energy-related issues: thisis the right move for a sovereign state looking after its national interests,
development, and national security. Concessions and solidarity should not be limited to energy sup-
plies—these principles should be extended to all other areas.

It seemsthat the West should forget about its geopolitical euphoriaof the 1990s aroused by the
victory in the Cold War. The globalized world demands rationality, pragmatic approaches, and fair-
ness in economic relations. Today, al the markets have grown highly competitive; there are increas-
ingly energy-intensive markets outside Europe (Chinga, Japan, India, and Asiaasawhole). The West-
ern expert and political communities are paying alot of attention to the Russian Federation asthe key
factor in Europe’ s energy security.

Stormy discussions about potential gas pipelines have been raging for some time now. Thisis
probably explained by the growing share of natural gasin energy consumption and itsmuch larger (as
compared to oil) reserves. Gas is much kinder to the environment than oil.2 The Russian Federation
and the European Union supported by the United States are now locked in adiplomatic (read “gas’)
battle in Central Asia and the Caspian area. 2007 marked a turning point in this confrontation.

The May 2007 energy summit attended by Kazakhstan, Russia, and Turkmenistan fortified
Russia’ s position asthe main transit corridor for the Central Asian hydrocarbons moved to Europe;
the presidents agreed on the long-term prospects of their cooperation in devel oping the region’ sgas
transportation capacities. The initialed document, which President of Uzbekistan Karimov signed
the day earlier, confirmed the four leaders shared desire to ensure sustainabl e transportation of the
increasing volumes of natural gas across Turkmenistan, Uzbekistan, Kazakhstan, and Russia. They
discussed the possibility of modernizing the Caspian gas pipeline, which carries about 4.2 billion
cumayear, to move twice as much gas. The new Caspian gas pipeline and the modernized stretch-

2 See: N. Baykov, G. Bezmel’nitsyna, R. Grinkevich, “Perspektivy razvitia mirovoy energetiki do 2030 g.,” Mirov-
aia ekonomika i mezhdunarodnye otnoshenia, No. 5, May 2007, p. 19.

70




CENTRAL ASIA AND THE CAUCASUS No. 6(48), 2007

es of the Central Asia-Center pipeline system in Uzbekistan and Kazakhstan will make it possible
to move at least 80 billion cu m of gas every year within the contract concluded until the year 2028.
The project’ s practical stage is expected to start in the first half of 2008.2

Moscow is obviously satisfied with the results: the nature of discussions and the interest dis-
played by the sides were even greater than expected. The three presidents discussed in detail not only
energy issues, but al so the problem of thetransportationinfrastructure, the Caspian’ s status, and, most
important, humanitarian cooperation. Thissuggeststhat the meetings held among Nursultan Nazarbaev,
Vladimir Putin, and Gurbanguly Berdymukhammedov will mark a new stage in cooperation with
Turkmenistan in the tripartite format.

Russia, which wanted astronger positioninitsenergy dialog with the EU, achieved itsaim. The
new pipeline along the Caspian shore, which will move Turkmenian gas across K azakhstan and Rus-
siato Europe, will add weight to Russiaasthe main supplier of energy resourcesto Europe. The West,
which hoped to acquire oil and gas sources outside the Middle East and to detach the Caspian states
from Russia, was dealt aheavy diplomatic blow. Ascould be expected, it responded in anegative way
to the news from the Caspian shores.

Moscow had to retreat on certain points: it increased the transit of Kazakh oil from the Tengiz
oilfieldsto Novorossiisk. Previously Russiarefused to do thisto avoid competition between the Rus-
sian and Kazakh oil moved acrossthe overl oaded Bosporusto the Western markets. Thisposition forced
the pipeline consortium to turn to the alternative offered by the Baku-Thilisi-Ceyhan pipeline that
bypasses the Russian Federation. VVladimir Putin agreed to let Kazakhstan use the Russia-controlled
280 km-long stretch of the pipeline that will connect Burgas in Bulgaria with Alexandrolpolis in
northern Greece.

Why did the Central Asian republicsopt for the Russian (the Caspian pipeline) and not the Western
alternative that bypassed Russia? The presidents of Kazakhstan and Turkmenistan explained their
decision by purely pragmatic economic considerations: the gas prices the Russian Federation was
prepared to pay. Today, Moscow pays $100 per 1 thousand cu m to Turkmenistan and $140-150 to
Kazakhstan. Gazprom sells gas at a price of $250 per 1 thousand cu m, which givesit agood margin
despite transportation costs.*

Brusselsis convinced that it will be much cheaper to move Central Asian gas across the Cas-
pian. The European politicians disagree with Moscow, which regardsthe Trans-Caspian pipelineasa
purely political project designed not so much for diversifying energy suppliesto Europe asfor dimin-
ishing the role of Gazprom in Central Asiaand Europe.

Weall know that theideaof the Trans-Caspian pipeline (TCP) borninthe United Statesin 1996
was repeatedly doubted and rejected. After launching the Baku-Thilisi-Ceyhan oil pipeline, the Unit-
ed States started |obbying agas pipelinein the same direction. Early in February 2007, Assistant U.S.
State Secretary Daniel Sullivan, one of the most ardent supporters of the TCP project, arrived in Ka-
zakhstan and A zerbaijan to promote a project equally advantageous for Kazakhstan and Azerbaijan,
as well as for Washington's “European alies.”® Moscow is sensitive about the very possibility of
numerous actors crowding into the Caspian ares; it did everything to diminish the possibilities of the
BTC during its construction and of other projects at the discussion stage.

According to Washington, the stretch of the gas pipeline to be built in 2008 should go from
Kazakhstan to Turkmenistan and further on to Azerbaijan to join the Baku-Thilisi-Erzurum gas pipe-
line. In thisway, Central Asian fuel was expected to reach Nabucco, a pipeline to be completed by
2010. In this way, Europe, leery of its dependence on Gazprom, which is steadily increasing its in-

3 See: A. Skorniakova, P. Orekhin, “Kaspiysky blitzkrieg,” Profil, No. 19 (527), 21 May, 2007.
4 Ibidem.
5 K. Konyrova, “Marshruty, kotorye my vybiraem,” Ekspress K, 13 February, 2007.
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volvement in supplying energy to the Old World, should have received gas that bypassed Russia and
its giant company.®

In thefall of 2007, the European Union offered new reasonsin favor of its gas project. Within
the framework of the diversification strategy, it studied the future pipeline’ s economic viability and
discovered that transportation along it would be cheaper than along the Central Asian-Center pipe-
line. Thiswasalogical continuation of the processlaunched in August 2007 when Washington moved
tothe practical stage. The U.S. State Department allocated money for feasibility studies of the stretch
of the future pipeline between Turkmenistan and Azerbaijan. A grant of $1.7 million wasinitialed in
Baku. Assistant U.S. Deputy State Secretary D. Sullivan, who attended the ceremony, said that the
money should pay for two feasibility studies. of the TCP that would move Central Asian gasto Eu-
rope and of the pipelinelaid on the Caspian seabed to join the Kazakh oilfields and the BTC pipeline.

In 2007, Deputy Assistant Secretary of State for South and Central Asian Affairs Evan A. Fei-
genbaum stated that his country was involved in feasibility studies of a gas pipeline laid on the Cas-
pian seabed. He added that Americawholeheartedly supported the multifaceted policy of energy de-
liveriesfrom the Caspian region to theworld markets. According to the high-ranking official, thispolicy
was purely “anti-monopolistic” and was not spearheaded against any country.”

The very fact that the money came from Washington rather than from Brussels, which is more
interested than any other actor in diversifying fuel supplies, caused alot of justified irritationin Moscow.
However, Russian experts voiced their doubts that a pipeline that left Russiain the cold and the pos-
sible re-channeling of part of the Kazakh and Turkmenian gas would leave Gazprom’s potential in-
tact. They reminded everyonethat the Turkmeni stan-China pipeline that would cross K azakhstan woul d
be commissioned in 2009; it would move about 30 billion cu m of Turkmenian gas every year. The
samefigure was mentioned in connection with the Nabucco pipeline, the commissioning of which has
been postponed until 2011.2

In August 2007, President of Turkmenistan Berdymukhammedov assured Brussel sthat hiscountry
would support the multifaceted option of transportation routes. This sounded like confirmation that
his country would send its gas to the TCP.

Kazakhstan, in turn, remained devoted to its national economic interests rather than to political
considerations, even though it is commonly known that it always prefers diversification of energy
corridors. Sofar, itisdemonstrating alot of tact by refraining from unambiguous support of the TCP:
it refersto the need to discuss the project with other countries. It looks asif Turkmenistan, its assur-
ances notwithstanding, will have to honor its previous obligations and consult its neighbors and the
key customers. Moscow and Tehran, dead set against the project, will use the Caspian’s still vague
status as a pretext.

In late September 2007, Brussels began another offensive designed to trim Russid' s role on the
energy market. The European Commission submitted a packet of five legislative actsrelated to the EU
gasand electric energy market. Brussel s suggeststhat the gas production and transportation functions of
the European companies should be separated. Thiswill affect some of the French and German energy
giants. The new acts apply to the energy and gas suppliers outside the EU (Gazprom of Russiais one of
them). The network companieswith pipeline and power transmission line assets should be either sold or
transferred toindependent managerswhileremaining the concerns’ property. A special monitoring com-
mission should be set up. The authorswere convinced that thiswould deprive the national companies of
their control over the energy and gas transportation routes. These amendments are expected to boost
competition on the corresponding markets and protect the customers against arbitrary market prices.®

5 See: |. Vorotnoy, “ Transkaspiyskiy gazoprovod: politikaili ekonomika?’ 1zvestia, 21 September, 2007.
" See: K. Konyrova, op. cit.

8 Ibidem.

9 See: A. Kliuchkin, “Gazovaia oborona,” 1zvestia, 24 September, 2007.
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The amendments are not limited to economic considerations: they impose the same limitations
on the companies of third countries. To achieve Brussels' permission to buy transportation networks
inthe EU, any company should operatein its country according to European rules. A deal will not be
closed unlessthe potential investor’ s state signs aspecial intergovernmental agreement with the EU.
The European bureaucrats are not bothering to conceal the fact that the new rules are spearheaded
against Gazprom, which hasrecently reveal ed itsintention to become the main gas supplier to Europe
by buying European assets. President of the European Commission José Manuel Barroso has stated
that the EU members might be “open but not naive” when it comes to dealing with foreign investors
and that the recent amendments were intended “to protect our market’s open nature.” The fear of
Gazprom split Europe: on the one hand, there are large companiesinvesting in joint projects because
they need Russian energy resources, whileon the other, there are politiciansexploiting “ The Russians
are Coming” rhetoric to promote their interests.*

Qil prices are fluctuating mainly because of the current demand and supply disbalances; the
amount of strategic and commercial reservesof “black gravy;” and the profiteering of middiemen, oil
companies engaged in bear and bull operationsin theinterests of the oil- importing countries.** Inthe
summer of 2007, the International Energy Agency confirmed that the mature (“brownfield”) oil fields
in Mexico and the North Sea are becoming rapidly depleted, while new projects are few and far be-
tween. In the next five years, theworld will use 2.2 percent more oil every year, whilethe oil supplies
outside OPEC will grow by merely 1 percent ayear.*? This means that Caspian and Central Asian il
will be badly needed and that geopolitical considerations will interfere with its transportation. It is
commonly believed that the pipelines on post-Soviet territory are of political rather than economic
importance, which makesthem more expensive. Indeed, therouteisfirst laid on the political map, and
then it isfor the project operators to make it profitable.

The trade and economic wars between Russiaand the West are adding problemsto the Caspian
oil transportation issue. In 2007, the sides could not start negotiations for several reasons. Russia' s
ban on meat imports from Poland; the de facto trade blockade of Estoniain response to the Estonian
authorities’ resolution to movethe Soviet war memorial; and the ten-month gap of raw material deliv-
eriesto the oil refinery in Lithuania sold to a Polish rather than Russian firm. In principle, the prob-
lems could have been easily resolved had the political undertones been less obvious. Brusselsis still
trying, without much success, to convince the Russian veterinary service that the Polish meat is abso-
lutely safe. Estonia probably acted rashly, but trade should not be tied to the moved monument. The
oil embargo has exceeded the time potentially needed to repair everything that needed and did not
need repairs on the ail pipeline through which oil reached the refinery.

The Russia-EU Samara energy summit, which began cracking under the heavy burden of unre-
served problems from the very start and followed President Putin’s successful Central Asian tour,
convinced the Europeans that Russia was pursuing the “divide and rule” policy in its relations with
the EU. No sooner did the European Union try to discuss the new partnership agreement than new
obstacles appeared. Russiainsists that the new EU members still harbor “childhood grudges,” while
the European experts are convinced that Moscow’ s disdain of the former vassalsis adding fuel to the
fire. The obstacles are obviously deeper rooted than was believed earlier.®

10 See: A. Reut, “Evropa nadela ‘ protivoGazprom’,” |zvestia, 20 September, 2007.

1 See: N. Baykov, G. Bezmel'nitsyna, R. Grinkevich, op. cit., p. 25.

12 See: Mir zhdet energeticheskiy krizis, 10 July, 2007, available at [www.profile.ru].

13 See: Energeticheskie igry: pobediteli i pobezhdennye, 18 May, 2007, available at [http://www.iamik.ru/
2op=full&what=content& ident=34585].
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In 2007, therepeated Central Asian toursof President Putin produced contradictory results. Theloca
leaders assured their Russian colleague of their friendship; and they confirmed their willingnessto sell gas
to Gazprom and move the bulk of their oil across Russia. President Nazarbaev put it asfollows. “Kaza-
khstan is absolutely devoted to the idea that the larger part (if not all) of its oil should be moved across
Russia. We have said this before.” Astana and Ashghabad want Russia to give them new transportation
capacities. “1 am convinced that Russia can offer uswider transportation possibilitiesfor both oil and gas.
Inthiscase, we, and probably our neighbors, will stop looking for alternatives,” said President Nazarbaev.
He referred to the Caspian Pipeline Consortium (CPC) that pumps Kazakh oil to Novorossiisk. The pros-
pectsare not quite clear, but in any case Kazakhstan is prepared to exchange guaranteed supplies of itsail
to the Russia-initiated Burgas-Alexandrolpolis project for greater accessto the CPC.*4

Earlier, Russiatied the possihility of increasing the CPC’ s carrying capacity from 30 million to
67 million tons ayear with the Burgas-AlexandroUpolis ail pipeline designed to reduce the pressure
on the Bosporus and Dardanelles. A recent agreement between Bulgaria and Russia on the construc-
tion of the pipelinesisbeing implemented. It will require much more oil than the amount that reaches
the Black Seaportstoday: an aim that callsfor administrative methods. The Russian state and private
companies should be convinced to send more oil to the south, and Kazakhstan and Chevron, the share-
holder of Tengizchevroil, will need no persuasion to use the pipeline.’s

In the next few years Kazakhstan will step up oil production and will need alternative transpor-
tation routes, some of them are already available.

| haveinmind, first and foremost, the BT C ail pipeline commissionedin 2006 to decreasethe Caspian
oil producers dependence on Russia's transit infrastructure. Russian officials spared no words to de-
scribe the line as economically ineffective; meanwhile oil prices have climbed, and Russia, in turn, a-
ienated Kazakhstan by making it fedl its dependence on the Russian pipeline network, thus pushing it
toward the BTC. Asaresult, the BTC may become profitable; the Krakow “ anti-Russian summit” came
forward with the Odessa-Brody-Plock-Gdansk project. To achieve the desired results and receive Ka-
zakh ail, aroute must still be laid that will bring Kazakh oil to Baku in the first case and increase the
carrying capacity of the Baku-Supsa oil pipeline to bring Kazakh ail to the Black Sea ports bypassing
Russiain the second. Government experts are convinced that the pipeline between Western K azakhstan
and Western Chinais the second most important project. By the mid-2000s, Chinawill need over
70milliontonsof ol ayear. Every year Beijingincreasesitsoil importsto feed itsdevel oping economy;
it iscommonly believed that by 2010 it will buy about 130 million tons of oil every year.'

The areas to the south of the Caspian are the fourth, potentially profitable, oil export direction,
but Astanaisdemonstrating justified caution when talking about Iranian transit. At the sametime, the
Kazakh expert community agrees about its economic and geopolitical prospects. Astana and Tehran
have already talked about increasing Kazakh oil exports via Iran. Aware of Kazakhstan's growing
hydrocarbon potentials, Iran agreed to let Kazakhstan move up to 120 thousand barrels of oil a day
acrossitsterritory. Thelranian sideis convinced that as soon as K azakhstan launches commercial oil
production on the Caspian shelf its oil companies will take the Iranian transit potential into account.

The pipelines are costly ventures, but no one doubts that they will be put into operation. Ana-
lysts believe that as soon as the pipeline network is ready, companieswill begin investing in the cor-
responding region, whileremissionswill partly compensatefor their transportation costs. The sameis
truefor nearly all the ail pipeline projects: they are not cheap, but they are too important geopolitical -
ly to be ignored. All the large powers are using them to promote their political interests.”

14 See: P. Orekhin, “Nefti slozhnye puti,” Profil, No. 18 (526), 14 May, 2007.

5 See: A. Skorniakova, P. Orekhin, op. cit.

16 See: M. Kotlov, “Kitaysko-amerikanskie otnoshenia v kontekste strategii energeticheskoy bezopasnosti KNR,”
SShA-Kanada. Ekonomika, politika, kul’tura, No. 7, 2007, p. 67.

17 See: A. Skorniakova, “Zolotye nefteprovody,” Profil, No. 8 (517), 5 March, 2007.
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Comparative Cost of the Pipeline Projects

/ AT Cost per
Pipeline Capacity Length Cost 5 krﬁ Country
East 30 million 2,757 km $11 $3.99 Russia
Siberia-Pacific tons billion million
Ocean (1st phase)
Khariaga-Indiga 12 million 430 km $2.2 $5.12 Russia
tons billion million
Burgas- 35 million 285 km $900 $3.16 Bulgaria-
Alexandroupolis tons million million Greece
Unecha-Primorsk 50 million 945 km $2.5 $2.65 Russia
(BPS-2) tons billion million
BTC 25 million 1,767 km $4 $2.26 Azerbaijan-
tons billion million Georgia-
Turkey
CPC 28 million 1,500 km $2.236 $1.49 Kazakhstan-
tons billion million Russia
Atasu-Alashankou 10 million 962 km $806 $0.84 Kazakhstan-
tons million million China
/S ources: Transneft, CPC, Fitch Ratings, Argus, FSU Oil&Gas Monitor \
(see: A. Skorniakova, op. cit.).

)

Moscow will not only defend its position where the pipeline projects and Russian territory (and
ports) are concerned—it will become more actively involved in the Caspian energy plans, which will
bring more dividendsin the form of the strategically sustainable relations with the region’ s states. Its
economic involvement in the Caspian projectsguaranteestheregion’ sstability and security. Still, Russia
should not rest on the laurels of its recent victories in the “ pipeline battles.” It should devise amore
substantiated strategy: by acting rashly, Moscow pushesits partners toward other alternatives. They
are here to be used: the commissioned BTC, the planned Odessa-Brody-Plock-Gdansk project put
forward by the “anti-Russian summit” in Krakow, and the Chinese pipeline (Atasu-Alashankou).
Technical obstacles aside, they are being implemented outside Russia. This means that M oscow will
not be able to repeat its gas-related triumph.*®

The Russian officials and experts are jubilant: at first glance, the signed agreements gave the
Kremlin complete control over the Central Asian energy resources. The diplomatic victories, howev-
er, call for alot of thinking if Russia wants to become an energy power.

To clarify the point, let’ stake alook at what is going on at the Kashagan fields in Kazakhstan.
The Mediterranean-oriented project isnot only the central onefor the republic for the next 5-10 years
or even the next 30 or 40 years. It is equally important for the Southern Caucasus, Turkey, Europe,
and the United States, aswell asfor Russiaand China, which want to stay outsidethe BTC system and

N

18 See: A. Skorniakova, P. Orekhin, op. cit.
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the Kashagan Consortium. On the whole, Kashagan and BTC can be described as the core of Caspian
geopolitics for many years to come.

It was expected that commercial production would beginin 2005, yet the plans and assessments
changed several times until, in 2007, the deadline was revised once more. This triggered contradic-
tions between the Kazakh side and Eni of Italy, which suggested that the deadline be pushed back to
late 2010. The Italian company doubled the initial cost of the first stage to $19 billion. The govern-
ment of Kazakhstan was especially irritated by the new appraised value of the project with alife span
of 40 years: it wasraised from $57 to $136 billion.®* When commenting on the readjusted costs of the
one of theworld’slargest oilfields, Prime-Minister of Kazakhstan K. Masimov said that his govern-
ment could dismiss Eni SpA asthe project’ s operator. Oil industry observers and local insiders agree
that the Kazakh side is unlikely to do this—the project is not that easy to operate—but Astana might
insist on alarger share of the profits at an earlier date.

Thereisthe opinion that Kazakhstan came forward with this comment at atime when resource-
related nationalism was mounting in all the oil-rich countries. The growing resistance is partly ex-
plained by the dissatisfaction of the oil producerswith the early agreements (signed in the 1990s) when
oil prices were low and the states had to agree to hardly profitable contracts with oil companies and
investors.? | interpret this as asign that all the foreign forces involved should bear in mind that the
situation has changed and that the interests of oil exporters should be respected. Oil-related policy
should take reality into account and display alot of tact.

It is becoming increasingly clear that the post-bipolar world has not yet acquired international
political mechanisms; there is neither a stable and universal legal system nor ensured international
security. Thestill growing community of states (thereare over 200 of them) istoo varied and too unstable
to cooperate. In fact, what can be described as a geopolitical revolution caused “tectonic” shifts that
added to theworldwide political, economic, social, cultural, and other chaotic trends and worsened al
the various risks.?

Today, Russiahasfound itself in the very center of geopolitical intrigues, theaim of whichisto
cut back its monopoly influence on energy fuel transportation in the region. Seen from the West,
Moscow looks like a “transport monopolist” and a potential “energy dictator,” which threatens the
West’s energy interests, and at the same time, it looks like a strategic energy partner. Europe berates
and criticizes Russia, it istrying to scare it and is scared itself. Brussels knows that the West will not
last long without Russia’ s gas and that Central Asia s resources will remain unattainable without
Russia sconsent. By maintaining constructiverelationswith the Central Asian countriesbased ontheir
common history and cultural ties, Russiais still an important geopolitical power. In 2007 the Central
Asian countries confirmed this.

In the current far from simple situation the Caspian and Central Asian countries are facing the
very difficult task of achieving aconsensus among themselves on the fuel transportation issue. In the
presence of strategic mineral resources, thiswill test the local countries independence.

19 [http://www.kub.kz/article.php?sid=19346]

20 See: “Kazakhstan uzhestochaet pozitsii po neftianomu proektu,” The Wall Street Journal, 8 August, 2007, avail-
able at [www.inosmi.ru] (see also: “Kazakhstan Presses Eni Group for Better Terms on Oil Project,” The Wall Street Journal,
31 July, 2007).

2l Seer K. Voronov, “Global’ naiaintersistema: evolutsia, struktura, perspektivy,” Mirovaia ekonomika i mezhdunar-
odnye otnoshenia, No. 1, 2007, p. 18.
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Theresource-rich countries should leavetheir old contradictions behind and avoid new ideol og-
ical and political difficulties. Their relativeindependence rests on comparatively widespread and ram-
ified (domestic and export) systems of pipelinesand other transportation routes. Deprived of accessto
the world sea communications, the local states should stick to the strategy of maximum diversifica-
tion of their international transport and communication lines. Their integration in the transport and
communication sphere, eveniif it failsto liberate them completely from external influence, will keep

in check the actors ready to put pressure on the Central Asian countries.

THE GAS PIPELINES:
A GAME OF CASPIAN PATIENCE

Sergey SMIRNOV

Head of the industry sector of
the Ekspert Kazakhstan journal
(Almaty, Kazakhstan)

eall know that the European gasreserves
Win the North Sea are rapidly depleting.

This means that the leading countries of
Western Europe and some of the East European
countries will have to look for fuel elsewhere.
Scared by the Russian-Ukrainian “ gas squabbl es”
they are actively seeking alternative sources. Po-
land went asfar as suggesting that the EU should
create an energy pact (patterned on NATO) un-
der which all memberswould pledgeto help those
intheir ranksthat need urgent support. Sofar, the
idea has not gained support.

Today, new pipelinesfromthe Caspian area,
the Middle East, and North Africamight be built;
new marine terminals for tankers carrying lique-
fied gasfrom the Persian Gulf are also needed. The
commissioned North African gas fields cannot
cover Europe’ s gas needs. The Middle East can-
not be described as a stable gas supplier; it also
prefersto sell itsliquefied gasto Southeast Asia.
In this context, the Caspian looks like the best
possible option.

Practically all the projects look at Central
Asiaand Azerbaijan asthe main gassuppliers; so

far little has been said about the projects’ possi-
ble economic efficiency. Itisstill much moreim-
portant to attract attention to one's own country,
to raise a “political wave,” and to scare away
potential rivals. The Europeansareworking onthe
Nabucco project (agas pipelinethat will go from
the southern part of the Caspian, via Turkey to
Southeast Europe. It will end in Baumgarten in
Austria). The plan is far from complete: invest-
ments, gas sources, and transportation tariffshave
not been discussed, no national companies have
been set up for engaging in construction; prelim-
inary works have not yet begun.

The“gas projectson paper” seemto pursue
purely strategic aims. The West and Russia are
fully awarethat until the Caspian’ slegal statushas
been fixed all talks, let alone agreements, on ex-
tracting anything on the Caspian shelf or laying
pipelinesonitsbed will remainfutiledeliberations
measured in mega- and giga-bites of political
wishful thinking rather than in cubic meters and
dollars. Thisand thefact that thelocal proven gas
reserveswill not be enoughtofill al the pipelines
are successfully ignored.
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Oldie but Goodie

In November 1999, the presidents of Turkmenistan, Turkey, Azerbaijan, and Georgiasigned an
agreement on a Trans-Caspian gas pipeline laid on the seabed at a depth of up to 1 km. It is expected
to transport gas from Kazakhstan, Turkmenistan, and Azerbaijan to Turkey and further on to the Eu-
ropean markets. They went as far as setting up the PSG Consortium of General Electric, Bechtel
National, and Shell. Commissioning of the pipeline that wasto carry 16 billion cu m of gasto Turkey
and 14 billion cu m to Europe annually was planned for 2002. The sides, however, failed to agree on
the construction conditions and the money sources. In 2000, the works were discontinued.

The steadily rising fuel prices and completion of the South Caucasus Pipeline (SCP) that moves
gas from the Azeri gas condensate Shah Denisfield to Turkey revived the Trans-Caspian project. The
European Union & so displayed an interest in the abandoned project. The new gas pipeline will connect
Tengiz (Kazakhstan) and Europe via Turkmenbashi (Turkmenistan), Baku (Azerbaijan), Thilisi (Geor-
gia), Erzurum (Turkey), Bulgaria, Rumania, Hungary, and Austria. It will be over 3 thousand km
long with aninitial annual carrying capacity of 30 billion cu m. Its cost is assessed at about $6 billion,
but from experience we know that the real cost is normally 40 to 60 percent higher than the experts’
estimates. It seems that earlier neither the U.S. nor Europe believed that the money would be well
spent; they readjusted their ideas under pressure of the skyrocketing fuel prices and Moscow’ srising
political ambitions.

In 2006, Turkey, Turkmenistan, and Azerbaijan revived the project, this time supported by
Washington and Brussels. U.S. State Secretary Condoleezza Rice discussed the strategically impor-
tant project with her Turkish and Greek colleagues. During hisvisit to Kazakhstan, Dick Cheney also
touched upon the issue. The project cannot be commissioned before 2011. Late in June 2006 Europe-
an Commissioner for Energy Andris Piebalgs, the project’ s main ideol ogist, and ministers of the five
transit countries signed the corresponding documents in Brussels.

Late in 2006, during a visit to Astana,® Andris Piebalgs declared: “ The Trans-Caspian pipeline
will becomethefourth corridor through which gaswill reach Europe. It will bring moregasand webelieve
that Kazakhstan's involvement in the project is important.” Today Astana looks much less interested
than before. In the spring of 2007, President Nazarbaev, in an interview to El Pais, voiced his doubts
about the project’ s future. Later, Foreign Minister of Kazakhstan Marat Tajin repeated this opinion.

Thedoubtsarejustified: so far thereisno clarity about the resources, or thetechnical, legal, and
financial issues. This, and other problems, makes the project a thing of the distant future. American
and EU political support cannot make up for the absence of feasibility studies. Indeed, after passing
through the Trans-Caspian pipeline and crossing several countries (eight in the case of Germany’s
participation), gas (from Kazakhstan, for example) will accumulatetransit tariffs (the I stanbul Decla-
ration clearly statesthat the transit countries have an inalienabl e right to set the amount of transit and
fiscal dues) to become forbiddingly expensive.

Astana and Ashghabad are obviously unwilling to become tied to the doubtful Trans-Caspian
project: they are paying more attention to gas liquefaction technol ogies and are busy building up their
tanker fleets.

Infact, methane-carrying tankers are better suited to the ecol ogically vulnerable closed Caspian
Seathan an underwater pipeline. So far, Tengizchevroil of Kazakhstan producesabout 10 milliontons
of liquefied gasat the Tengiz fields. Despitethefairly high transportation coststhisgasis moved across
Russiaby rail. Itsgrowing sharein world energy consumption? (the current shareis about 20 percent)

! See: K. Konyrova, “‘Pri’ vmesto ‘Trans',” KazEnergy, No. 5, 2007, p. 61.
2 According to the IEA report, world production of natural liquefied gas will grow from 240 billion cu m in 2005 to
470-600 billion cu m in 2015.
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might tempt other gas producersin Kazakhstan. We cannot exclude the possibility that in the futureit
will become profitable to deliver liquefied gas to the western Caspian shore, and, sometime later, to
Iran. This means that so far the Trans-Caspian project remains a political rather than economically
justified venture.

In an effort to draw the Caspian countries into its projects, the EU is promising economic aid,
training, and even “ensuring safe production and safe delivery” with NATO cooperation. The world
pipeline projects make sense only if thereis enough gas or oil to move along them. In our case, thisis
doubtful. Let’s have alook at the “gas scene” of the near future (I have in mind the gas reserves of
Kazakhstan, Turkmenistan, and Azerbaijan).

Gas Arithmetic

Today,® according to the figures endorsed by the State Commission for Mineral Reserves of
the Republic of Kazakhstan, the recoverable gas volumes (together with the new shelf fields) are
over 3 trillion cu m, while the potential resources are estimated at 6-8 trillion cu m. In 2006, overall
output was 27 billion cu m (14.8 billion cu m of tank gas). In the medium term, this volume can be
doubled. It isexpected that by 2015 the production of tank gaswill reach the figure of 36 billioncum
and 40 billion cu m by 2020.4

Dynamics of Overall Gas Production in Kazakhstan
(billion cu m)
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Kazakhstan' s gasindustry is based on oil and oil-gas fields, which means that the republic will
increase its gas production by building up the volumes of associated and oil-dissolved gas by devel-
oping its offshorefields. Kashagan could have supplied considerable volumes of gas, but its devel op-
ment has once more, and probably not for the last time, postponed. Some of Kazakhstan’ sgaswill go
to China, some will be used inside the country, the rest will be exported by the Kazrosgaz JV, which
means that there will be no gas for the Trans-Caspian line.

3 See: Neftegazovaia vertical, No. 17, 2007, p. 110.
4 1bid., p. 122.
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In June 2007, at the opening ceremony of the 14th Caspian Gas& Oil Exhibition, President of
Azerbaijan Ilham Aliev announced that Shah Denis, Azerbaijan’s main gasfield developed by the
AlOC international consortium, contained 1.2 trillion cu m of gas. The associated petroleum gas of
the Azeri-Chirag-Gunashli fields, aswell asthe gas of thefields devel oped by the State Oil Company
of Azerbaijan Republic (SOCAR), bringsthe country’ sgas potential up to nomorethan 1.7 trillion cu
m (ENI of Italy cites a much more modest figure of about 1.4 trillion cu m).

According to Minister of Industry and Energy Natik Aliev,® at Stage-2 of the Shah Denis project
Azerbaijanwill send 12 billion cu m of gasto Europe through Nabucco. Stage-2 will be commissioned
in 2013. According to the SOCAR forecasts, in 2015 the gas field will produce 20 billion cu m max-
imum (in 2006, Azerbaijan produced 6.8 billion cu m). Today, at Stage-1 gasis exported to Georgia
and Turkey; and Azerbaijan is covering its domestic needs with gas from the same field. This means
that evenin 8 to 10 yearsthe republic, the most active supporter of the Trans-Caspian project, will be
ableto cover barely half of the planned capacity.

Dynamics of Gas Production in Azerbaijan
(billion cu m)
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Thereisthe opinion that Turkmenistan comes third or fourth in the world in terms of gas re-
serves. Today it produces 65 hillion cu m, but the republic’s leaders are convinced that by 2030
their country will produce 250 billion cu m of gas. So far, thereal figurestestify that growth isslow,
whilethereal volumes of gas produced aretrailing behind the planned. In 2006, production increased
by 1 percent. The new president (like the previous one, for that matter) dismissed all doubts about
the possibility of hiscountry meeting its gas-related obligations. In May 2007, however, Turkmen-
istan signed a$1.5 billion contract with the CNPC of Chinafor natural gas prospecting® (probably
to fulfill the already signed contracts). Newly discovered gas reserves will take many years to be
developed to the commercial level. The same can be said about the probable gas reserves on the
Turkmenian shelf.

5 See: [http://www.ngv.ru/shownews.aspx?newsl D=98437].
5 1n twelve years the CNPC should drill 12 exploratory wells at the luzhny lolotan field (on the right bank of the Amu
Darya).
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Dynamics of Gas Production in Turkmenistan
(billion cu m)
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Simple cal culations show that tofill all the pipelines, Turkmenistan will need at least 170 billion
cumevery year; thismeansthat it will sell more gasto Europe than Russia. Meanwhile, the republic
has to send 30 billion cu m, nearly half of the exported volume, to China.

In the absence of reliable figures about the proven gasreserves, we cannot expect the country to
maintainitsgasexportson astablelevel for alongtime. Itispossiblethat Turkmenistan’ sobligations
to Chinawill deprivethe Trans-Caspian project of all hope and will cast doubt on thefuture of thisgas
pipeline.

/S ource: Caspian World Research, April 2007.

A\

The Cagspian
Project

The ideais not a new one: back in 2003 the gas pipeline was to begin at the Turkmenian gas
fieldsand run along the Kazakh stretch of the eastern Caspian shoreto cross Russiaand reach Europe
was estimated at $1 billion. Gazprom favored it as an alternative to increasing the carrying capacities
of and reconstructing the Central Asia-Center (CAC) pipelinethat crossed Uzbekistan and K azakhstan.
The project failed because of Gazprom's inadequate price of $25-27 per 1 thousand cu m.

Speaking at the 62nd Session of the U.N. General Assembly, President of Turkmenistan Gur-
banguly Berdymukhammedov announced that the I ntergovernmental Agreement on Cooperation among
the three countries in building the Caspian pipeline (in conformity with the Joint Declaration of the
Presidents of Kazakhstan, Russia, and Turkmenistan of May 2007) isalso being postponed because of
price disagreements.

The Turkmenian side, which wantsto push the disbursing gas prices up 1.5-fold in 2008 (Chi-
nais paying no more than $90 per 1 thousand cu m of Turkmenian gas),” argues that world fuel
prices are climbing and that Gazprom is resolved to raise the disbursing prices for the CIS coun-

7 See: “Turkmenia otdala nedra Kitaiu,” Oil& Gas of Kazakhstan, No. 4-5, 2007, p. 177.
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tries. Inview of the already signed agreement between Gazprom and Turkmenistan on gas deliver-
iesin 2006-2009 (162 billion cu m at the fixed price of $100 per 1 thousand cu m) the position of
Turkmenistan’s new president looks strange to say the least. It may even damage Ashghabad’s
business reputation: itsintention to upset the international contract placesit in the category of un-
reliable suppliers.

When modernized, the functioning Caspian gas pipeline (that currently transports about 4 bil-
lion cu m ayear), the new Caspian pipeline, and the reconstructed CAC system will be united into a
system with acapacity of over 80 billion cu m ayear (the amount bought under the contract that ends
in 2028).

It seemsthat Russiaisnot the only winner—its Central Asian partnerswill profit too. The project
means that the so-called “ Gas OPEC” has become afact (at first it was devised as Russia + Central
Asia), which will be ableto set its own gas prices for Europe.

Foggy
Turkmenistan

The European Union and the United States are pushing, through diplomatic channels, the idea
of gas pipelinesfrom Turkmenistan to Azerbaijan, Turkey, and further on to Europe, even though the
guestion of the country’sreal gas reserves remains unanswered. Here | have in mind the proven ex-
portable amounts confirmed by independent auditing. The auditing information of May 2005 gath-
ered by American DeGolyer and MacNaughton and Gaffney, Cline & Associates of the U.K., has not
yet been published.

Thismeansthat the Nabucco project, aswell asthe pipelinesto Iran and acrossthe Caspian, may
beleft idling. The largest Western companies will never pour billions of dollarsinto the project with
no confirmed loading.

Thenew Turkmenian|eader, however, isbasking in the attention of Russia, Kazakhstan, theU.S,,
and Azerbaijan: during the first nine months of 2007, eighteen American delegations visited the re-
public (15 of them were sent by U.S. executive structures and three by Congress)® under the pretext
of establishing bilateral relations. Washington, however, has an eye on the fuel and energy sector; it
is seeking Ashghabad’ s agreement to export the bulk of its gas through the planned Trans-Caspian
pipeline.

Official mesetingswith the president of Turkmenistan have acquired their own scenarios: the guests
describe their general interest in the regional security sphere, then they present investment projects
and potential joint actions designed to increase the natural gas deliveriesto the world markets. Turk-
menistan should step up itsinvolvement in the region—thisis vitally important for it. Its gasriches,
confirmed by international auditing or not, are pulling the Russians, Americans, and Chineseto Ash-
ghabad.

President Berdymukhammedov relies on personal diplomacy to open new avenues of coopera-
tion. Thisisvitally important for his country’s future. While opening the doorsto the foreign oil and
gas business, however, and talking about the long-term intention to diversify gas exports, he always
keeps his country’ sinterestsin mind.

The Turkmenian president, who never failsto say that the export routes should be varied, invar-
iably adds that heis prepared to move gasin any direction ... within his own territory. In thisway he

8 See: Ekspert Kazakhstan, No. 26, 2007, p. 46.
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istempting China, Russia, Europe, and Americawith the chance of acquiring a share of Turkmenian
fuel. In August 2007, the United States, having discussed the idea of the Trans-Caspian gas pipeline
with Ashghabad, hastened to allocate $1.7 million of an “ energy grant” to Azerbaijan to start feasibil-
ity studies of two new trans-Caspian pipelines. America obviously wants to spur on the project and
attract investments. Thenew lineswill be used to move oil and natural gasfrom Kazakhstan, Uzbekistan,
and Turkmenistan to Europe via Azerbaijan and Georgia.

Having confirmed hisdesireto cooperate with Kazakhstan inthe Caspian project (along the eastern
Caspian coast and across Russiato Europe), the Turkmenian president displayed aninterestinthe Trans-
Caspian project; his country is also prepared to lay gas pipelinesto Iran and China.

Kazakhstan's
Own Road

Astana smulti-vector policy raises numerous questions. The frequent meetingswith Russian and
American representatives have so far failed to shed light on Kazakhstan’ s choice of “close and prior-
ity partner.” It remains unclear whether it will cooperate on a priority basis with Russia, America, or
athird country.

Therecent constitutional amendmentsinvited no commentsfrom the United States: it obviously
putsbusinessand itsinvestment positionsin Central Asiaabove palitics. Washington expectsthe Central
Asian countriesto sidewithit onthekey international issues. Itisequally interested in trimming Russia’s
role in producing and exporting Kazakhstan's energy fuels.

Even though Kazakhstan' s gas reserves are much smaller than those of Turkmenistan, the Unit-
ed Stateswill placeits stakeson Astanaasamore predictable partner and will try to increase gasexports
from Kazakhstan to third countries.

Kazakhstan is prepared to become atransit country, arole that Russia has the monopoly on: the
gas pipeline from Turkmenistan to Chinawill cross Kazakhstan and Uzbekistan. In thisway Astana
will come to the world markets bypassing Russia.

Construction of the gas pipeline to Chinawill start in 2008. According to Arman Darbaev, Ex-
ecutive Director of the National Company KazMunayGaz, it will consist of the following stretches:
the border with Uzbekistan-Shymkent-Khorgos with an annual carrying capacity of 40 billion cu m;
the Beyneu-Bozoy-Samsonovka stretch with an annual carrying capacity of 10 billion cu m will be
added later, when its economic efficiency has been confirmed. It isplanned to completethefirst stretch
in 2009.”°

The far from simple relations between Ashghabad and Tashkent cast doubts on the date of the
project’scommissioning. Contrary to Chinese expectationsit will hardly beready by 2010. The project,
however, might be completed by 2015 if the transit disagreements are settled.

With the “Chinese” oil and gas pipelines in operation, Kazakhstan will become a much more
independent fuel exporter to the East. It may even claim the dynamic and still vacant Southeast Asian
market. These routes can be used as aforeign policy trump card and will put the diktat of Western
companieswithin certain limits. By the sametoken, therepublic will decreaseitsdependenceon Russia’'s
transit monopoly.

At the sametime, experts'® point out that cooperation with Chinaisunfolding in the interests of
the Chinese economy. China’ s economic advance undermines Kazakhstan’ s processing and agricul -

9 Novosti KMG, 2 October, 2007.
10 See: S. Smirnov, “Kitayskiy drakon na Kaspii,” Caspian World Kazakhstan 2007, p. 105.
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tural sector. In fact, the growing Chinese demand on Kazakhstan's energy fuelsis gradually turning
the country into araw material appendage of the Western and Chinese economies. There isthe opin-
ion that Kazakhstan and its neighbors can hardly expect Chinese business to come to the non-raw
material sectors, such ashigh technologies. Inreal life Chinaisinterested in the Caspian statesas sources
of raw materials.

Ilegal Chinese migration (according to expert estimates there are hundreds of thousands of il-
legal Chinese migrantsin Kazakhstan) cannot but cause concern. The migrantsare mostly engaged in
primitive industrial and pre-industrial economic activities; there are no educated and highly skilled
people among them able to add to the country’ s scientific and technological potential. I1legal migra-
tion cripples Kazakhstan’ s economic interests and threatens its political stability.

“Gas OPEC”
within the SCO

The Central Asian oil and gas producers need adiversified pipeline network; the market isforc-
ing them to play asimultaneous chess gamefor an obviousreason: only some the options stand agood
chance of being realized. Thereisthe commonly shared opinionin the expert community that the West
can hardly win the race with Gazprom and China. According to Prof. Jonathan Stern of the Oxford
Institute for Energy Studies, the Trans-Caspian gas pipeline requires three things—gas, markets, and
money. The West has none of them.1

The SCO members are also competing, more actively than before, for the region’s energy re-
sources; thelocal countries are tempted by China’ sgrowing interest in their hydrocarbon wealth to
wrench concessions from Russian and Western companies. In August 2007, in Bishkek, however,
the leaders of Russia, China, and four Central Asian SCO members reached an agreement on an
“energy club.”

If realized, thisideawill makeit harder for the West to gain accessto the Caspian’ s Central Asian
fuels. Washington and the | eading European capitalswere concerned: it is not that important what the
club will dowhenitisformed. What isimportant isits members' firm intention to keep Americaand
Western Europe away. This Russian-Chinese energy cooperation with the Central Asian countrieswill
keep the local energy resources out of Western Europe’ s reach and will strengthen Russia' s position
asatransit country.

Everyone knows that the export fuel routes are the best possible instruments of influence in the
region, which meansthat the struggl e for the Caspian gas pipelineswill become even tougher and that
at least one of the projectswill not berealized in the near future because of raw material shortage. We
can even predict with agreat degree of certainty that the Trans-Caspian project will fall victim to the
Great Game on the Caspian. It is hard to say how the Caspian game of patience will proceed. One
thing isclear: anew situation giving the local countries wider elbow space is gradually emerging on
the Caspian shores.

1 See: Ekspert Kazakhstan, No. 36, 2007, p. 49.
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T hispaper isdividedintothreeparts: China’'s | China’soverseas energy development strategy;
strategy; Central Asia's significance for | development.

|. Adjustments in China’s Energy Policy and
Energy Development Strategy

China has now surpassed Japan as the second largest energy consuming country, next only to
the United States. In 2006, Chinaimported 145.18 million tons of crude oil, making another record in
history.! It isexpected that by 2010, Chinacould import 180 to 200 million tons of crude ail, over half
of its total consumption.?2 Meanwhile, with the steady rise in energy consumption, environmental
pollution aswell as energy waste will increase, presenting a host of serious challengesto the govern-
ment and society.

In the face of such asituation, China has begun to gradually adjust its energy policy and energy
development strategy, as reflected in the following five areas:

(1) Energy productioninthewestern part of the country isbeing encouraged, whilein the eastern
part it isbecoming stabilized. To ensure adequate domestic production, the old oil (including
gas) fieldsin eastern China, some of which are aready peaking out, are now giving way to the
emerging fieldsin the west, with the latter becoming the new focus of energy development.
Meanwhile, energy output, such as the gas produced in the west, is being transported to the
eastern part of the country asacorresponding measure. Energy development isthusbecoming
akey component of China' s national strategy for “devel oping the country’ s west.”

(2) Theenergy consumption structure is being remodeled. In China’ s energy mix, the propor-
tion of coal isto decrease from its current level of 65%-69%, while that of oil, gas, hydro-
power and nuclear power will increase from their current levels of 20%-25%, 3%, 6% and
1%, respectively. It isexpected that by 2020, coal will account for 54%, with oil increasing

! See: Website of the General Administration of Customs of the PRC [http://www.customs.gov.cn].
2 See: Oriental Morning Post (Shanghai), 16 February, 2005.
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to 27%, gas to 9.8%, and hydro and nuclear power to 9.1%. Of course, new sources of en-
ergy will be developed as well, just as clean coal technology will be promoted.

(3) A national energy reserve system is being built. Strategic energy stockpiling will not only
control the national economic losses caused by any sudden break in energy supply, but will
also help to stabilize the market when energy prices undergo a sudden hike. Since the turn
of the century, China has begun building its strategic energy reserve system.

(4) Energy saving is becoming one of the top priorities. At the moment, China's energy con-
sumption per GDP dollar is three times higher than the world average, and the economic
losses as a result of the low energy utilization rate is as high as $120 billion ayear.® The
Chinese government istaking various measures to change the situation, such as promul gat-
ing the Renewable Energy Act, revising the Coal Act, enforcing energy-conservation crite-
riafor buildings, substituting diesel enginesin vehicles for gasoline-run engines, popular-
izing coal-based gas hybridization technology, drawing up energy-saving criteriafor newly
manufactured vehicles, closing down excessive energy consuming facilities, etc.

(5) Emphasisisbeing placed on active energy development overseas. While sticking to the prin-
ciple of relying mainly on domestic energy resources, China has embarked on the road of
developing oil and gas overseas, expecting to diversify itsenergy import channels. Thisissue
will be specially addressed here.

China currently imports oil and gas from over 30 countries. As evidenced by the import fig-
ures of recent years, these countriesincludein particular Saudi Arabia, Iran, Angola, Russia, Oman,
Sudan, Yemen, Indonesia, Australia, Thailand, Malaysia, Congo, Kazakhstan, Venezuela, Libya,
etc. Interms of geographic shares, about 60% of the Chinese energy import comes from the Middle
East, passing through the highly insecure Malacca Strait. Therefore, a key objective of China's
overseas energy development strategy isto ensurethe diversification of oil and gasimportsand their
transportation routes. To achieve this objective, it is necessary to go beyond the mere purchase of
energy products by directly engaging in theinternational markets of energy development and trans-
portation.

Since the 1990s, Chinese enterprises have begun to make their presence known on the interna-
tional market of energy investment and development. The CNPC, CNOOC, and SINOPEC, as the
leading Chinese companies operating in the world energy market, have invested in dozens of major
energy projects around the world. On the whole, the overseas operations of Chinese companies are
orientedinfivedirections: the Middle East, Central Asia-Siberia, Indonesia-Australia, Africa, and Latin
America. Especially remarkable achievements have been made in projects in Kazakhstan, Sudan,
Venezuela, Indonesia, Australia, and Iran.

Il1. Role of Central Asa
in China's Overseas Energy Development Strategy

Central Asiaoccupiesan especially important rolein China soverseasenergy development strat-
egy. Thisisprimarily because Central Asia has unique geographic advantages among all those areas
where Chinese companies make their overseas energy investments. As distinct from the other four
directions, Central Asiaisasource of energy supply that demands no protection from any ocean navy.

3 See: Business Week, 11 April, 2005.
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As Chinais still unable in the near future to build up an ocean navy strong enough to protect its oil
shipping lines, thisnearby sourceisobviously of great strategic significancefor China senergy secu-
rity. Indeed, Central Asiaeven hasthe potential to open aland transportation route for Chinese energy
import from the Middle East. Secondly, the rich energy resourcesin the region will be able to meet
China senergy needsfor along timeto come. The Caspian Sea and its continental shelf are known
asthethird largest areain theworld with profound energy reserveswaiting for development. Kazakh-
stan alone has proven oil reserves of 4.6 billion tons. It is expected that its oil production will reach
100 million tonsin 2010, alarge part of which is certainly to be exported. The natural gasreservesin
the Caspian area are also abundant. Turkmenistan alone has proven reserves of 12-21 trillion cubic
meters of natural gas. Given such rich energy resources, it is understandable that Central Asian states
wish to expand their energy market. The good newsisthat Chinais afast growing consumer market
for oil and gas, and such complementation provides a solid base for large-scale energy cooperation
between Chinaand Central Asia. Furthermore, Central Asianeeds capital and technology in particu-
lar for itsenergy development. Inthisregard, Chinaisagood partner with itsover onetrillionforeign
exchange reserves and financially strong and technologically competent large companies for energy
development and processing. Thereare obviously favorable conditionsfor Chinato participatein energy
development in Central Asiaand Siberiaaswell.

Thusitisright for Chinato gradually moveinto the energy development market in Central Asia.
In September 1997, the CNPC was granted the right to participatein the devel opment of the Aktiubinsk
and Uzen ailfields in Kazakhstan, signifying the formal entry of Chinese enterprises onto the energy
devel opment market in the Caspian basin. Now, after years of operation in Kazakhstan, the CNPC has
the capability for producing over five million tons of oil annually, aside from accumulating experi-
encein cooperation with Kazakhstan partners. In October 2005, the CNPC successfully acquired Petro
Kazakhstan (PK), aKazakh oil company headquartered in Canada, making further progressininvest-
ing in the Central Asian energy market.

After several years of construction, the oil pipeline from Kazakhstan to China finally went
into operation in May 2006. The pipeline’s projected capacity is 20 million tons per year, which
will be abig jump over the annual amount of 500 thousand tons handled on railways. By comple-
tion of the second phase of the pipeline, the final capacity will reach 50 million tons per year. Pres-
ident Nursultan Nazarbaev remarked at the launching ceremony, “when | suggested building this
pipelinein 1997, everyone thought it wasacrazy idea ... but today, we areto initiate the operation
of this 1,000 kilometer-long pipeline claiming $800 million. The whole region will become dynam-
ic and the economy will undergo development as aresult.”* Thisisthe first pipeline in the history
of Central Asiathat goesto China and may reach the Pacific Ocean via China. For China, thisis
also a breakthrough in its overseas energy development strategy, sinceit isitsfirst pipeline to the
west and the first cross-border pipelineinvolving China. It isworth noting that this pipeline passes
right along the ancient Silk Road that once promoted the i nterchange between the West and the East.
Today, this Silk Road has assumed anew look in acting as a Eurasian “energy bridge” closely con-
necting China and Central Asian states.

In the meantime, there are numerous other energy projects either going on or being planned
between Chinaand Central Asia. Chinaand K azakhstan are actively promoting agas pipeline between
the two sides. In January 2005, the two countries held their first round of negotiations regarding the
gas pipeline, and the project has been devel oping smoothly since then. By 2015, natural gas output in
Kazakhstan will reach 50 billion cubic meters, but its domestic consumption will not exceed 16 bil-
lion cubic meters, while Chinawill remain amajor gas consumer. This means great potential for gas

4 Nezavisimaia gazeta, 20 December, 2005.
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cooperation between the two countries. According to the information office of a Kazakhstan energy
company, Kazakhstan plansto export 8-10 hillion cubic meters of natural gasto China after 2008. If
the China-Kazakhstan gas pipeline is connected to China' s domestic west-to-east gas pipeline, Ka-
zakhstan gaswill be ableto reach Shanghai via Xinjiang and other Chinese provinces, and even final-
ly reach Japan and South Korea.

Besides, China and Turkmenistan are promoting the joint development of natural gas and the
construction of a pipeline for transporting this gas. Turkmenistan and China signed an intergovern-
mental agreement in Beijing in April 2006 on the construction of agas pipeline between the two coun-
tries with the capacity to pump 30 billion cubic meters of gas per year, which will start in 2009. Dur-
ing President Gurbanguly Berdymukhammedov’ srecent visit to Beijing in July 2007, afurther agree-
ment was signed to fulfill this project.> China has also signed an agreement with Uzbekistan to build
a gas pipeline of 530 kilometers between the two countries.® Aside from oil and gas, hydropower
generation has also been put on the cooperation agenda. The water and energy resource consortium
formed by Kazakhstan, Kyrgyzstan, Tajikistan, Uzbekistan, etc. has decided to involve Chinaasamajor
partner initsbusiness.” Key projectslikethe Tajik 500-kV power transmission grid financed by China
are already making substantial progress.

Chinaisadopting thefollowing four policy principlesfor itsenergy development in Central Asia

m First, ensuring regional security and stability is a precondition for energy development and
energy security. Chinawould like to join multilateral cooperation to guarantee security and
stability in the region so that good conditions are created for energy cooperation. Effortsin
thisregard include: resolving various disputes and conflictsin the region by peaceful means;
supporting the initiative to establish anuclear-free zone in Central Asia; fighting extremism
and terrorism; and cracking down on weapons smuggling, drug-trafficking, and other cross-
border crimes.

m Second, Chinesefirmsare being rendered assistance in order to encourage their participation
in energy development in Central Asia, especially in energy development cooperation with
the member states of Shanghai Cooperation Organization. The government will play afacil-
itating and coordinating role in investmentsin Central Asiaby granting preferential tax pol-
icies, providing consular services, and protecting the legitimate interests of Chinese citizens
aswell as corporate entities.

m Third, fair competition and international cooperation are both to be facilitated. Chinawould
like to conduct competition on an equal basis with all the countries and groups involved in
energy development in Central Asiaand is also ready to undertake any form of cooperation
with them in the spirit of reciprocity. On the other hand, Chinais opposed to excluding any
country from this sort of international cooperation and is also opposed to any attempt by any
country or group of countries to dominate or monopolize the energy development market in
Central Asia.

m Fourth, regarding the alignment of the oil and gas pipelines, Chinaholdsthat it should be sorted
out by adhering to the principles of mutual understanding, mutual concession, and mutual
benefit. The interests of all the parties concerned should be taken into consideration. China
opposesthe addition of any political or ideological factor to the ultimate sol ution, asevidenced
by the choice of a certain pipeline alignment, with the aim of rejecting or punishing apartic-
ular country.

5 See: Financial Times, 19 July, 2007.
6 See: Oriental Morning Post, 1 June, 2007.
7 Xinhua News Agency (Beijing), 11 October, 2002.
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[11. Energy Security in Central Asa:
Current Situation and Future Prospects

Thedisintegration of the Soviet Union and the emergence of independent statesin Central Asia
have helped to open up Central Asia s oil and gas resources to the outside world. In this* open door”
context, all interested countries have an equal opportunity to participate in the exploitation of energy
in Central Asia.

However, energy security in Central Asiastill faces serious challenges, just asthe energy devel-
opment in the region faces a series of barriers.

m Firstly, there are certain existing or potential clash pointsin Central Asiaand itsneighboring
areas. They include the internal antagonism in Georgia, the Nagorno-K arabakh conflict, the
Kashmir conflict, etc., al of which have along historical past. Meanwhile, the Iragi war has
givenriseto anew wave of terrorism and the return of the Taliban and al-Qa' edain Afghan-
istan and other neighboring countries; extremist forces have won support in the poverty-stricken
Ferghana Valley; the domestic situation in Kyrgyzstan and Pakistan has been restive due to
internal political tension; and drug-trafficking, weapons smuggling, cross-border crimes, and
other non-conventional security issues abound in the region. All these factors undoubtedly
have avery negativeimpact on attracting investmentsfor energy development in Central Asia.

m Secondly, the business environment in Central Asiais still far from ideal. Such noneconomic
factorsasred-tape, lack of law-based rule, ahighly inadequatefinancial system, corruption, mafia
groups, and organized crimes are greatly disturbing normal economic and energy cooperation.

m Thirdly, the available funds are still far from sufficient, with neither full-scale international
financial cooperation nor substantial loans granted. Energy projectsin Central Asia are by
nature massive projects like oil and gas pipelines, and such projects demand huge financial
investments. Following the increasingly keen competition for energy development in there-
gion, it hasbecomemore and moredifficult to enlist financial support for these massive projects
from the international financial market.

m Finally, thereisahost of technical impedimentsaswell. For example, there are disputes over
the demarcation and division of the Caspian Sea and relevant resources, geological inspec-
tion and pipeline construction face varioustechnological difficultiesand problemsin thisgeo-
graphically complex region; the ecological environment intheregionisdeteriorating asaresult
of human factors; etc.

These problems can certainly be resolved. But one country cannot reach aresolution onitsown,
thisrequiresjoint regional and international cooperation by all the countriesin the region.

Guaranteeing regional security and stability isaprecondition for energy development and ener-
gy security. China, Russia, the Central Asian states, the U.S., the EU, East Asian countrieslike Japan
and South Korea, South Asian countries like India and Pakistan, the ASEAN countries, and most Is-
lamic countries in the Middle East do in fact have common interestsin this area. These interests are
mainly reflected in such aspects as fighting terrorism and extremism, especially bringing the antiter-
ror war in Afghanistan to its successful conclusion; preventing the proliferation of weapons of mass
destruction, including the proliferation of nuclear weapons and nuclear materials; promoting economic,
social and cultural development in Central Asiaand facilitating the post-war construction in Afghan-
istan; jointly coping with such nonconventional security threats as drug-trafficking, weapons smug-
gling, illegal immigration, cross-border crimes, environmental pollution, water resource shortage, and
emergency public health incidents. At present, all the above-mentioned parties are making collabora-
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tive efforts at various levels, and the U.N., SCO, EEC, CIS, EU, OSCE, NATO, etc. are playing im-
portant coordinating rolesin promoting cooperation in the region.

Itisfairly normal to see competition in energy development. For example, asfar asthe alignment
of the oil and gas pipelinesfrom Central Asiaisconcerned, Russianaturally wishesto seeitstraditional
influence maintai ned, with the pipeline going through the Russian territory; the U.S. and some European
countries may expect the pipeline to bypass Russiaand lead to the west through the Caucasus and Tur-
key; and Chinais certainly interested in seeing more pipelines going eastward. Even in the easterly di-
rection, we notice there is competition between Chinaand Japan; and the Central Asiastatesand Russia
are aso voicing different considerations regarding the destination and route of energy flows. However,
whether energy consuming nations or exporting nations, all agree that there should be dialog and coor-
dination in addition to competition. Recently, the five largest energy consumersin the world, i.e. the
U.S., China, Japan, South Korea, and India, held an energy meeting at the ministerial level, which fully
testifiesto the desire for cooperation. Now that energy export countries have long formed their organi-
zation, voices have been heard recently in the international community calling for the establishment of
an energy consumers’ cartel. Perhaps thisis also something worth considering.

Itiscritical that all participating parties must work together to find win-for-all solutions, so as
to avoid theworst scenario of competition leading to conflict. For example, asfar asthe alignment of
energy pipelines from Central Asiais concerned, only a multi-directional alignment will benefit al
the parties. It is undesirable to strongly support one option with total disregard for others’ interests,
and also impossibleinthiseraof globalization. So multilateral structureswill proveindispensablefor
tackling such issues.

Take the Shanghai Cooperation Organization (SCO) for example. This multilateral organiza-
tion hasintegrated, for thefirst timein history, the diverse interests of China, Russia, and the Central
Asiastatesby minimizing thedifferences or undesirabl e consequences coming from competition, while
maximizing and consolidating their common interests. The SCO has played a positive role, for in-
stance, in opening the Kazakhstan-China pipeline to the Russians as well, although it appearsto be a
rival to the Russian pipeline. Inthisway, multilateral energy cooperation among China, Central Asia,
and Russiaissolidly promoted withinthe SCO framework. Asearly asMay 2004, President Nazarbaev
remarked during hisvisit to Chinathat Kazakhstan invited Russiato export oil to Chinathrough the
Kazakhstan-China pipeline.® It is pleasing to see his idea now being turned into reality. On the one
hand, the il resourcesfor the pipeline come from the CNPC oilfieldsin western Kazakhstan, aswell
as from oilfields in southern Kazakhstan where Russian and Canadian oil companies operate; on
the other hand, China, Kazakhstan, and Russia can also swap their oil production, i.e. the CNPC’s
production, being close to the Caspian sea, can be exported to Russiathrough the existing Kazakh-
stan-Russia pipeline, while Russia can export the same amount of production to Chinathrough the
Kazakhstan-China pipeline. Such an arrangement can really be a good case of win-win for all. For
this purpose, Kazakhstan and Russia have decided to improve the capacity of the Kazakhstan-Rus-
siapipeline and connect it to the Kazakhstan-China pipeline. A Russian newspaper printed the fol-
lowing headline on this matter: “Russian oil is Flowing to China through the Kazakh Pipeline.”®
And the Kazakh energy minister points out, “This will be areal example of cooperation among
Kazakhstan, China, and Russia, three SCO states.”° At present, some countries, like Uzbekistan,
are already showing a strong interest in exporting oil and gas to China through this Kazakhstan-
China oil pipeline and the planned Uzbekistan-China gas pipeline. Russian observers believe that
the Kazakhstan-Chinapipelineisthefirst step taken within the SCO to form an energy club involv-

8 See: Xinhua News Agency, 18 May, 2004.
9 Vremia novostei, 22 February, 2005.
0 1TAR-TASS (Moscow), 17 November, 2005.
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ing both producersand consumers.** There are now al so deliberations about the possibility of transport-
ing energy produced in Central Asia, the Caucasus, or even the Middle East to South Asian countries
(likeIndiaand Pakistan) and East Asian countries (like Japan and South Korea), aswell asChina, viathe
Kazakhstan-China pipeline and others. Russians have said that the Kazakhstan-Chinagas pipelineto be
constructed soon may also be extended to Uzbekistan and Turkmenistan, and may even later be connect-
ed to the Russian and Iranian gas grid, thus forming a massive network in Asia.*2 Such a scenario has
aready reareditshead. Thepipelinefrom Central Asiato East Asiacan transport not only theoil and gas
produced in Kazakhstan, but also that produced in Russia, Turkmenistan, Uzbekistan, Azerbaijan, and
even Middle East countrieslike Iran. Inthisway, energy cooperation will be enhanced between Central
Asiaand East Asia, and even between the Middle East and the Asia-Pacific Region.

Although there are certain barriersaswell asreal competition, the prospectsfor energy security
and energy development in Central Asiaare still promising and optimistic. First of all, all the partic-
ipating parties have recognized that regional security is aprerequisite for energy security and devel-
opment and have common interest in guaranteeing security, stability, and prosperity in Central Asia.
Secondly, asthere are crossinvestments and cross holdings of sharesin each other’ s business opera-
tions, there is an increasing overlapping of interests among the companies and states engaged in en-
ergy development in the region. As shareholdersin the Central Asian energy market, all the partici-
pants will have to follow the general rules of the game and act in a mutually responsible manner if
they are to reap benefits from the business here. This means that any short-sighted act that hurts oth-
ers interestsislikely to boomerang, and only reciprocity will ensure the sustainable devel opment and
prosperity for all involved. Finaly, although pipelinesin different directionslead to different destina-
tions and may seem competitive, they do after al join together in Central Asia, forming an energy
supply network that considerably shortens the transportation distance among East Asia, the Middle
East, Europe, Russia, and South Asia, or rather within the Eurasian continent. Viewed in this broad
perspective, the new Silk Road of energy transportation will make Central Asiaanother energy hub of
the world, next to the Middle East, and this fact will become a critical factor shaping the promising
scenario of energy development in Central Asia.

Conclusion

With China s rapid economic growth, particularly its accelerating demand for energy, Central
Asian energy security is becoming more and more strategically significant for China. The Shanghai
Cooperation Organization has enabled Chinato establish unprecedented security, political and eco-
nomic rel ationswith theregion, which creates conditionsfor Chinaplaying an active and constructive
rolein energy development in Central Asia.

Despitethe challengesto energy security and the obstaclesto energy exploitationin Central Asia,
all the sharehol dersare now determined to maintain stability and promote development in Central Asia,
and are trying to strive for awin-win outcome for all amidst serious competition. In this context of
both competition and cooperation, the rejuvenated ancient Silk Road will emerge asan energy supply
hub and a golden energy corridor. We are confident in saying that energy security and energy devel-
opment in Central Asiado have very bright prospects.

1 TAR-TASS (Astana), 6 February, 2005.
12 | bidem.
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T his article describes the main vectorsin | Rose Revolution and calculatestheforecast indi-
during the years of independence after the | the power industry until 2015.

Urgency of the Problem and Energy Policy Tasks

Theformation and implementation of energy policy in Georgiaisof specia importance. Thereare
objective reasonsfor this. The country customarily experiences a shortage of fuel and energy resources
(FER). The situation became particularly aggravated after the country gained its independence. It be-
came clear that a concise energy policy was essential not only to guarantee the country’ s economic se-
curity, but also to preserveits statehood. Since the very first days of independence, the country has had
to cometo termswith the situation that has devel oped, reconsider itslimited material-financial and nat-
ural energy resources, and create and implement an optimal model of itsenergy policy. Accordingtothe
Georgian Constitution, an integrated energy system isamong thefacilitiesthat are specifically managed
by the highest state bodies.* Thismeansthat the government has a particular responsibility inthisissue.

In compliance with the Georgian Law on Electric Power and Natural Gas, the Ministry of Ener-
gy isdrawing up the main vectors of state policy in the country’ s energy sector, and it also puts these
vectors into practice after they are approved by parliament.?

The concept “energy policy” impliesageneral course and system of measuresin energy manage-
ment. It includes defining the relevant areasin the processes going on in the country in keeping with the
goasand tasksit faces. This concept reveals the country’ s dependence on the energy complex.

During theyears of independence, the Georgian Ministry of Energy hasdrawn up several projects,
conceptions, and main vectors of the country’s energy policy, but until 2006 none of them were ap-
proved by the parliament.

The Main Vectors of State Policy in Georgia' s Energy Sector program was approved by the
parliament on 7 June, 2006. It was of special significance both for the country’ sgeneral socioeconom-
ic development, and for itsenergy sector in particular.® The energy policy vectors were defined keep-
ing in mind the specific problems of the transition period (restoration of territorial integrity, distribu-
tion of economic and political functions, creation of a corresponding legislative base of a socially
oriented market economy, inclusion of the country in the global economic system, and so on). Devel-
opment of the vectors is based on a fundamental study of the present state of the energy sector, an

! See: Constitution of Georgia, Thilisi, 1995, Art 3.1 (in Georgian).

2 See: Georgian Law on Electric Power and Natural Gas, Thilisi, 1999, Art 3.1 (in Georgian).

3 See: Resolution of the Georgian Parliament on the Main Vectors of State Policy in Georgia’s Energy Sector, Thi-
lisi, 7 June, 2006 (in Georgian).
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analysis of the reasons for the crisis at the first stage of development, the formation of the main prin-
ciples of state regulation of this sector initsindividual branches, etc.

Themain factor in raising the efficiency of the country’s fuel and energy complex is scientific,
engineering-technical, and innovative activity. Scientific-technical and innovative policy within the
energy complex relies on the latest achievements of fundamental and applied sciencesin the energy
sphere. In so doing, the problems of the economy as awhole, and of the energy spherein particular,
should be resolved taking into account the local specifics.

One of the most important tasks of energy policy is searching for ways to form a stable energy
system in the country and resolve the problems relating to raising energy efficiency and improving
environmental protection.

Since the fuel and energy complex is one of the main sources of environmental pollution, the
functioning and devel opment of the power industry has recently been encountering extremely urgent
environmental problems. Due to the low rates of waste utilization and the impossibility of their mass
processing, one of the most serious and urgent problemsin the fuel and energy complex is pollution
of the oil-production territories with oil and petroleum products.

Animportant problem is concentration of the negativeimpact on the environment of the activity
of fuel and energy enterpriseson theterritorieswhere energy is produced and processed. Thisiscom-
plicated by the unsatisfactory environmental level of thetechnological processes, thephysical and moral
wear and tear on the basic equipment and units, and the underdevel opment of mechanismsfor ensur-
ing environmental protection (reducing and neutralizing the negative impact on the environment).

The problem of ensuring the environmental safety of the oil and gas production projects being
implemented on the Black Sea shelf isalso important. Energy policy isaimed, among other things, at
gradually reducing the load of the fuel and energy complex on the environment and bringing it into
harmony with the corresponding international standards.

Development of the Main Fuel and Energy Branches

Themain accent in state energy policy isshifting to the el ectric power sector—theleading branch
in the fuel and energy complex.

In Georgia selectric power sector, the main task of long-term policy isto fully satisfy the coun-
try’ sdemands for electric power by means of its own hydropower resources. There are plansto grad-
ually solvethistask primarily by decliningimport and later by substituting energy resources. But first
it isnecessary to rehabilitate the infrastructure of thermoel ectric power stations and equip gasturbine
plants with the latest technology.

In this respect, energy policy is hoping to resolve several problems at once, in particular:

— complete re-equipping of the morally outmoded and physically worn out technical base;

—building new power stations, as well as creating an infrastructure for the transportation of
electric power and natural gas;

—diversifying the import sources of energy resources (natural gas, oil, electric power);
—forming acommercially profitable economic model for the sector.

The main vector in the development of Georgia s energy sector should be efficient assimilation
of the country’ s rich hydropower resources. In so doing, both small and medium, as well as high-ca-
pacity hydropower plants must be built.

The special features of Georgia's geographical location presume incorporating import-export
operations and the transit of energy resourcesinto the country’ sfuel and energy complex. The exist-
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ing infrastructure must also be rehabilitated and new power transmission lines, substations, and nat-
ural gas pipelines linking the energy systems of neighboring countries built.

Georgia must be gradually transformed from an importer of energy resources into a state that
possesses sufficient possibilities for devel oping its own power industry. The development of the en-
ergy and energy transport infrastructure linking Europe and Asiaisastrategic interest within theframe-
work of Georgia' s energy sector.

Thefollowing is envisaged in particular:

— backing up and building high-voltage power transmission lineslinking Western and Eastern
Georgia, which will ensure the sustainability of the energy system;

— building new high-voltage power transmission lineslinking Georgiato the energy systemsof
neighboring countries;

— based on thetechnical possibilities, operating concurrently with the energy systems of neigh-
boring countries;

— expanding the trans-Caspian energy corridor;
—building pipelineslinking Georgia' s gas supply system with those of neighboring countries,
— creating underground and above-ground energy storage facilities.

Due attention is given in the above-mentioned document to development of the fuel industry,
which primarily impliesincreasing the production of local energy resources, including- searching for
and prospecting new oil and gas fields, and also preparing their suppliesin large amounts.

The strategic tasks for developing Georgia' s oil and gas industry until 2015 are the following:

— promoting a stable and significant increase in the annual production of hydrocarbons by dis-

covering new high-output oil and gas fields to satisfy the country’ s domestic needs mainly
with its own resources,

—ensuring an annual production of oil and gas with accelerated and expanded preparation of
the proven suppliesboth in thetraditional oil-producing regions, and particularly in new pro-
spective areas,

—making rational use of the proven supplies of oil and gas, especially at old fields at the final
stages of development, and achieving high end indices of oil production by introducing new
technologies,

— providing the country with petroleum products and gas, creating state reserves of oil and pe-
troleum products, as well as underground storage facilities for the purpose of carrying out
safety measures;

—specifying their existing reserves and intensifying production;

— operating coal fieldsthat have economically advantageous mining and geological conditions.
The strategic goals of the coal industry’s development in Georgia are as follows:*
—supplying the economy and country’s population with local coal and its products;
—raising the competitiveness of these types of fuel on an alternative energy resource market;

— ensuring sustainable and safe devel opment of the industry based on contemporary scientific-
technical achievements and the use of environmentally pure technologies;

—providing jobs for the local population.

Georgia’ s natural conditions make it possible to develop the production of alternative types of
energy to asignificant extent. In particular, there are plans to make greater use of these types of ener-

4 See: Georgia's Energy Strategy (group of authors), Thilisi, 2004, p. 81.
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gy keeping in mind that both traditional and alternative types of energy are being used under equal
conditions.
The use of aternative sourcesof energy should beincreasedin order to reach thefollowing goals:

—to reduce the use of secondary sources of energy;

—to ensure the environmental safety of the fuel and energy complex;
—to lower decentralized energy consumption;

—to reduce the use of imported fuel.

The following is needed to provide the country with reliable heat supply:

—efficient functioning of heat generation facilities, their sustainable development on the basis
of new state-of-the-art technol ogies;

—drawing up programs to reform the heat supply infrastructure and forming a corresponding
state management system;

— optimizing decentralization of heat supply of cities and enterprises;

— developing and implementing measures of state regulation of heat supply in order toraiseits
commercial efficiency; reducing the discharge of waste into the environment; more rational
use of urban areas,

—forming aregulatory base for heat supply, including adopting alaw on heat energy and ener-
gy saving.

Economic Reform Policy and
the Efficient Use of Energy

Based on the need to form new market relations in Georgia's energy sector, efforts are being
exerted at present to gradually liberalize and deregulate the electric power market. Thisis ensuring
the distribution of rights, obligations, and responsibilities among the functioning entities. It is being
achieved on the electric power market by transferring to asystem where wholesale sellers and buyers
enter into direct agreements.

Continuing the economic reformsisone of the priorities of state policy intheenergy sector. This
primarily concerns privatization of theindustry. Thisisbeing carried out in Georgiaby electric power
and natural gasdistribution companies. The main task of state policy inthisareaisrendering asmuch
assistance as possible to the activity of local and foreign investors and keeping bureaucratic mecha-
nisms and procedures to a minimum. From this viewpoint, licensing must be optimized and the per-
mit-issuing process simplified.

Legidlative and institutional acts must be drawn up and improved in order to promote the effi-
cient use of energy and the necessary measures implemented to optimize the use of renewable types
of energy, heat supply facilities, and co-generating systems.

The refurbishment and rehabilitation of energy facilities hasasignificant roleto play inraising
energy efficiency and energy safety.

Raising the level of energy efficiency will promote development of both the energy complex
and the country’ s economy as awhole. Orientation of the economy toward energy-intensive technol -
ogy will not only makeit lesscompetitive, but will also create serious and essentially unsolvabl e prob-
lemsin providing the country with energy resources. Proceeding from this, a priority task in energy
policy is promoting measures to transfer all the branches of the country’ s fuel and energy sector and
economy as awhole to energy-saving technology.
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State policy isaimed at clear and unconditional adherence to the mentioned strategic references
for raising energy efficiency. This can only be achieved by carrying out a wide range of measures
designed to stimulate and regulate the consumption of energy resources, which will ensure a goal-
oriented industrial policy and structural transformation of the country’ s economy in favor of low en-
ergy-intensive branches, as well asimprovement of the technological potential of energy saving.

According to experts, the untapped technological potential of energy efficiency isequal to ap-
proximately one third of the country’s total energy supply. Based on this, not one other measure is
capable of competing with anincreasein energy efficiency andit can confidently be considered anew
energy resource.

Anintrinsic element of energy policy isoptimizing metering. To thisend, there are plansto fin-
ishinstalling communal and individual meters. Thisis primarily being carried out in large cities and
regional centers, but it should eventually encompass the entire country.

In order to successfully implement the economic reformsin theindustry, an appropriate institu-
tional environment isto be created. The following is necessary for this:

—reducing the number of licenses and permitsto aminimum, and simplifying the license-issu-
ing procedure as much as possible;

— deregulating power stations that went into operation after 1 January, 2007,

—ensuring transparency in carrying out privatization in order to achieve regular supply of end
consumers with electric power and natural gas;

—defining the rights and responsihilities of the sides (state and investor) participating in the
privatization process and their distribution on the basis of a corresponding agreement.

In order toimprovethe sector’ seconomic stability, the energy policy envisages putting therules
for the el ectric power (capacity) and natural gas market into effect. Therelevant legal documentshave
already comeinto force.

Enhancing competition and carrying out gradual deregulation in sectors of power engineering
and gas industry will be facilitated by such measures as the transfer to direct contractual relations
between the producers and whol esal e buyers of electric power, aswell asliberating the energy sector
fromitsold debts. According to the energy policy, at this stage, aperson or group of persons does not
have the right to possess more than 70% of the entire production and distribution volume of electric
power (not counting the electric power of direct consumers).

In Georgia, state regulation of the power industry has been in effect for morethan 10 years. The
creation of aregulating body is an important part of the extensive and complex process of economic
reform of the energy sphere. Significant results were achieved in this during the period mentioned.
Thisprimarily concernstariff regulation of electric power and natural gas, aswell aslicensing. It goes
without saying that conducting a correct tariff policy will promote the successful implementation of
the economic reformsin the country.

According to the main vectors of energy policy, the tariffs should protect consumers from mo-
nopolistic pricesand also give the energy system the possibility of ensuring long-term and sustainable
financial-technical development. The tariff methodology envisages the following for different types
of consumers:

(a) seasonal tariffs;

(b) peak (daily) load tariffs;

(c) block-rate tariffs (based on the consumption volume);
(d) long-term pre-fixed tariffs (including maximum);

(e) maximum tariffs.
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Seasonal tariffsand peak (daily) load tariffs should be based on the principle of neutrality, their
use should not be mandatory either for the sellers or the buyers of electric power. They should be based
on agreements between the sellers and buyers.

The use of block-rate tariffs, long-term pre-fixed and maximum tariffs (based on the consump-
tion volume and principle of neutrality) will be mandatory for both sellers and consumers. An excep-
tion might be those consumers who use communal meters. The use of block-rate tariffsis not envis-
aged for them.

Energy policy envisages the gradual implementation of tariff deregulation for electric energy
production. Thetariffs should take into account the specifics of different categories of consumersand
cover the reasonable expenses associated with services offered by licensees.

Increased attention in energy policy must befocused onforeign energy relations. Thiswill make
it possible to:

— economize on expenses during energy production;

—introduce different types of macro-economic advantages,

—successfully carry out reformsin the energy sector;

— participate on the domestic market of the European Union.®

Thisin turn envisages:

—exchange of electric power with the energy systems of neighboring countries,

—long-term cooperation with the technical operatorsof the el ectric power systems of neighbor-
ing countriesin order to ensure export in the event of surplus electric power and itsimportin
the event of shortages;

—initiation and harmonization of a corresponding regulatory framework in order to form are-
gional energy power market;

—efficient use of the country’s geopolitical position and assistance to the import-export and
transit of energy resources,

— development of the energy and energy transportation infrastructure linking Europe and Asia
both in the easterly and westerly, as well as in the northern and southern directions;

—ensuring diversification of natural gas and electric power sources.

Anticipated Results

TheMain Vectorsof State Policy in Georgia sEnergy Sector program presentsaforecast of this
sector’ s development. For the period until 2015, according to the estimates of the Ministry Energy,
Georgia's electric power system will be non-deficit after 2006. Electric power production in 2015,
compared with 2006, will increase 2.2-fold and net consumption 1.64-fold. Surplusenergy will reach
approximately 3.0 billion kWh. The share of hydropower stations (GES) in the total electric power
production will grow from 71.6% to 79.1%.

Theintroduction of new capacitiesis envisaged: the Khudoni GES, NamokhvaniGES, and Par-
avaniGES, as well as the ZhonetiGES, and the TvishiGES. Moreover, new small hydropower plants
generating up to 500 million kWh of electric power ayear will go into operation. There are plans to
launch wind-power stations (see Table).

5 See: D. Chomakhidze, Georgia’'s Energy Security, Thilisi, 2003, pp. 163-165 (in Georgian).
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Table
Forecast of Electric Power Production in 2015
(million cu m)

@ )

N
InguriGES 1,652.1 3,610 218.5
VardniliGES 363.2 606 166.9
VartsikheGES 721.1 740 102.6
LajanuriGES 274.7 380 138.3
GumatiGES 220.2 250 113.5
ZhinvaliGES 390.4 500 128.1
KhramiGES-1 334.7 215 64.2
KhramiGES-2 118.2 290 245.3
RioniGES 290.5 290 99.8
KhudoniGES — 1,328 —
NamokhvaniGES — 910 =
ParavaniGES — 140 —
ZhonetiGES — 280 —
TvishiGES — 400 —
Other hydropower stations,
including small 951.0 2,587 272.0
Hydropower stations, total 5,316.1 12,826 241.3
TbilGRES 663.9 — —
Mtkvari-energetika 1,149.5 1,621 141.0
Energy-investi 290.4 347 119.5
Thermoelectric power stations,
total 2,103.8 1,968 93.5
Wind-power stations = 1,425 =
Production of electric energy,

\\ total 7,419.9 16,219 218.6 //

5 See: Annual Report of the Georgian National Commission for Energy Regulation (NCER), Thilisi, 2006, p. 58 (in
Georgian).

7 See: Resolution of the Georgian Parliament on the Main Vectors of Sate Policy in Georgia's Energy Sector (Ap-
pendices).
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Asfor theforecast on natural gasconsumption, it isenvisaged inthefollowing volumes (million
cum): 3,433 in 2010, 3,533 in 2015, compared with 1,881 million cu m in 2006.

More than a year has passed since the parliament adopted the Main Vectors of State Policy in
Georgia's Energy Sector program. As already noted, some of the measures envisaged have already
been implemented during this period. The Georgian Ministry of Energy, in cooperation with corre-
sponding organizations, is working on adding the final touches to the mentioned documents taking
into account the new circumstances. The question is being considered of the expediency of building
anuclear power station in Georgia.

Implementation of the state’ s energy policy should be based on a continuously updated regula-
tory framework by adopting lawsthat have adirect effect on the various branches of the energy com-
plex, aswell as by ensuring afavorable legal space for it to function.

Implementation of the energy policy will help to form acompetitive fuel and energy complexin
Georgia, aswell asadynamically devel oping energy market oriented mainly toward the use of itsown
fuel and energy resources—a market, the parameters of which will meet the growing needs of the
economy for energy resources and, dueto the country’ s participation in international regional energy
systems, will make it even more possible to ensure sustainable and safe energy supply.

THE KYRGYZ REPUBLIC:
THE PRESENT AND
FUTURE OF INTERSTATE COOPERATION
IN THE ENERGY SPHERE
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D.Sc. (Econ.), professor at the Boris Yeltsin Kyrgyz-Russian Slavic University
(Bishkek, Kyrgyzstan)

Batyrkul BAETOV
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1. The Leve of Power Production and
Interstate Cooperation

water resources, 1,745 billion cu m of 1ake water, and 650 billion cu m of glaciers) set the Kyrgyz

tsrich water resources (50 billion cu m of surface runoff ayear, 13 billion cum of potential ground
| Republic apart from its neighbors. Theregion’slargest rivers (the Naryn, 807 km; Chu, 380 km,
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Talas, 200 km, Saryjaz, KaraDarya, Chatkal, and othersthat belong to the Syr Daryaand Amu Darya
basins) form their runoffsin Kyrgyzstan. Its hydropower potential is estimated at 162 billion kWh,
or 38 percent of Central Asia stotal; it hasnot yet been fully tapped: the level does not exceed 8 to
9 percent.! The annual hydropower potential of the smaller riversis between 5 and 8 hillion kWh;
today the national economy uses only 3 percent. It is believed that non-traditional renewable energy
sources may produce 800 million tons of standard fuel. So far, little has been done here either to ex-
ploit them to their maximum capacity.

The republic’s hypothetical coal reserves are assessed at over 2 hillion tons; the undiscovered
reserves of oil and gas are equal to about 289 million tons of standard fuel; today, only afraction of
thiswealth isused. Between 1991 and 2006, oil production dropped 2.2-fold and natural gas 3.8-fold.
On the whole, locally produced oil and gas cover a meager 5 percent or even less of the republic’'s
needs. This meansthat it completely depends on Russia, Kazakhstan, and Uzbekistan for fuel.

Inthelast fifteen years, the Kyrgyz Republic, which hasbeen building up its statehood and moving
toward amarket economy, tried to maintain itsfuel-and-energy balance (FEB) in the midst of an eco-
nomic slump and disrupted interstate economic relations. Thiswas not easy: in 2005, the production
of fuel and energy resources dropped to 52 percent, energy imports to 22 percent; energy consump-
tion to 90.4 percent, and energy exports to 27 percent of the 1990 level.

Ananalysisof the macroeconomic indicators and power consumption has demonstrated that, on
the whole, power consumption rates declined slower than the GDP rates and was accompanied by a
steadily decreasing electric capacity of the GDP to 43 percent; per capita power and electricity con-
sumption dropped to 28 and 70 percent, while the GDP' s electric capacity decreased to 106 percent
against the 1990 level.

Disrupted interstate relationsin the energy sphere are responsible for the structural shiftsin the
republic’ s FEB: the republic’s coal imports have dropped from 2.9 million tonsin 1990 to 981 thou-
sand tons in 2005, or 33 percent of the 1990 level; between 1990 and 2005, coal mining decreased
from 3.74 million tons to 335.3 thousand tons, or 11-fold. Today, the heat and power plants, local
boiler houses, and population in general are exposed to an acute shortage of fuel. About 60 percent of
the total amount of coal the country uses goesto the energy sector to produce el ectric and heat energy.

Power industry is the cornerstone of the republic’s budget; its share in gross industrial output
increased from 4.2 percent in 1990 to 20.4 percent in 2005. Power production is growing faster than
that of other energy resources: from 13.3 billion kWhin 1990 to 14.48 billion kWhin 2006. The share
of hydropower stationsin power production increased from 67 to 94 percent, while the share of heat
and power plants dropped from 32 to 6 percent in 2006. This happened because energy fuel prices
skyrocketed, while fuel deliveries from neighboring countries became sporadic. There are 17 power
stations in the republic with atotal installed capacity of 3,680 MW; this number includes 15 hydro-
power stations with the installed capacity of 2,950 MW and two heat and power plants of 730 MW;
the share of the hydropower stationsin therepublic’s FEB is 81 percent; of heat and power plants,
17 percent; and of small hydropower stations, 1.3 percent.

Energy istransferred and distributed via more than 70 thousand km of 0.4,500 kV power trans-
mission lines; 546 km of which are lines of 500 kV; 1,714 km, 220 kV, and 4,380 km, 110 kV; there
are also about 490 transformer substations of 35,500 kV and with atotal capacity of over 8 million kW.
Therepublic’ senergy system is connected with the energy systems of its neighborsthrough the trunk
system-forming power transmission lines; together they belong to an energy ring of 500-220 kV of
the United Energy System of Central Asia(UES CA). Thisbringselectric power to practically al corners
of the republic.

! Here and elsewhere the authors use the working papers of the Ministry of Industry, Energy, and Fuel Resources of
the Kyrgyz Republic.
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At the same time, Kyrgyzstan trails behind the world’s average in terms of per capita energy
consumption: 1,777 kWh and 2,343 kWh, respectively, and even behind its Central Asian neighbors—
Kazakhstan (3,312), Tajikistan (2,172), and Uzbekistan (1,796.)

Thisisexplainedin part by the 18 percent drop in energy consumption in thereal economic sector
between 1990 and 2005; at the same time, today the amount of el ectric energy transformed into other
types of energy is 2.6 times greater than before. The drop in energy consumption was especially ob-
viousin industry, where it reached 52 percent of the 1990 level. At the same time, today the commu-
nal sector is using more than twice as much energy, which recompenses for the drop in energy con-
sumption in the real economic sector. The steadily growing prices on al types of solid fuel, natural
and liquefied gas, and the ruptured interstate energy relations are behind this.

Today, the Nizhne-Narynsky Cascade of the hydropower stations with a total capacity of
2,780 MW, the Toktogul long-period storage reservoir, and the Kurpsay, Tashkumyr, Shamaldysay,
and Uchkurgan seasonal - and daily-storage reservoirsare the only reliable power sources. They were
also used to ensure alternating loading of the neighbors and regulate the UES CA frequencies. The
optimal UES CA regime presupposes mutual power deliveries during the peak periods at the Cas-
cade during vegetation devel opment when the hydropower resources of the Naryn-Syr Daryabasin
are also comprehensively used for irrigation and maximum production of heat and power plantsin
the fall and winter.

Itishighly important for the entire region that the Toktogul hydropower system and the long-
period storagereservoir of 19 cu km should be adjusted to the interests of Kazakhstan and Uzbekistan,
the two countries located on the rivers' lower reaches, and that sanitary release of water into the
Aral Basin should be ensured. The project put on the table by the Zhuk Institution of Hydro-Engi-
neering intended the Toktogul system for irrigation; it was expected to expend 70 percent of itswater
during the vegetation period. Uzbekistan and Kazakhstan should have shared the resultant energy
(over 4 billion kWh ayear) and recompensed Bishkek in the fall and winter with natural gas (over
1 billion cu m), coal (600-800 thousand tons) from Kazakhstan, and furnace fuel oil (350 thousand
tons). Independence disrupted the economic ties among the Central Asian states; what used to be
interdepartmental contacts and interdepartmental disagreements developed into interstate contacts
and interstate disagreements. The republic’s neighbors cut down their fuel exports, which forced
Kyrgyzstan to adjust the regime of the Toktogul system to its own needs: in wintertime it produces
energy for domestic consumption and irrigates its neighbors on the lower reaches of the Naryn and
Syr Daryain summertime.

In 1998, the states situated in the basins of these rivers signed interstate agreements On Par-
allel Work of the UES CA Power Systems and On the Use of Water and Energy Resources of the
Syr Darya Basin. The agreements remained on paper while Kazakhstan and Uzbekistan, which
actively sought energy independence, cut down the net power flow by more than half in 1991-2005.
Today Uzbekistan imports less natural gas and other fuel for the needs of heat and power plants
(1,015 million cumin 1990 and 175.5 million cu min 2005); Kazakhstan sellsless furnace fuel oil
(adrop from 350 thousand to 17.2 thousand tons) and coal (from 1,037 thousand to 689 thousand
tons); Kyrgyzstan sends 19.5 thousand tons of coal to heat and power plantsinstead of the previous
568 thousand tons, while it receives the same 601 thousand tons of coal from the Karaganda basin
of Kazakhstan. This structure of fuel consumption (97 percent of which isimported at prices close
totheworld prices) can hardly be called economically reasonable. Every year the Kyrgyz Republic
spends about $32-37 million on fuel; 43 percent of the money is spent on natural gas transportation
and 52 percent on coal transportation. The Bishkek heat and power plant uses only 3 percent of the
coal mined in the coal-rich republic: in post-Soviet times, it has become cheaper to buy coal from
Kazakhstan than to movethe coal mined inthe republic’ s south to the north by therailway that crosses
Uzbekistan, Tajikistan, and Kazakhstan.
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The energy companies suffered because of the reduced exports and higher prices on imported
fuel. On top of thistheinstalled capacities of the hydropower stations of the Nizhne-Narynsky Cas-
cade and the Bishkek heat and power plant remain underloaded. In fact, the republic might be squeezed
from the energy market, if the government remains passive and goes on with its poorly balanced pol-
icies. It should more actively devel op interstate energy tiesand insist on the country’ sintegrationinto
the emerging united Central Asian energy market.

Thelosses, which increased 5-fold between 1991 and 2006, had a negative effect on the power
system’s financial and economic position. Since 1993, the system has been suffering not only from
technical, but also from so-called commercial losses (the stealing of energy): in 2006, 5,135 billion
kWh of electric power, or 34 percent of thetotal amount produced (50 percent of the energy that went
to the distributors), were lost (stolen). In 2006 alone, the country lost 2,957 million som ($77.8 mil-
lion) with an actual average sale tariff of 57.6 tyyn (1.51 cents) per 1 kWh through technical and
commercial |osses.

Technical losses are increasing together with equipment depletion, the larger part of which has
outlived its service life. Electric power is being stolen because of inadequate management and inad-
equate administrative and legal tools designed to prevent stealing, and also corruption among thein-
spectors, thereisno money to install automatic systemsfor commercial accounting of power consump-
tion, or similar electronic systems.

The production, import, and consumption of energy have decreased, but the republic’s GDP
remains highly energy intensive (1.08 toe per $1,000) and much higher than the world’s average
(0.30 toe per $1,000) because of thelow technical level of energy-consuming processes and depletion
of most of equipment (thisistrue of thefuel and energy complex aswell). Thereisnot enough money
to introduce energy-saving measures, the potential of which in the real economic sector and service
businessis assessed at 35 to 40 percent. If realized, such measures could have reduced energy inten-
sity, boosted competitiveness of locally produced products, and made the republic’s economy more
energy-efficient.

In the last fifteen years, the republic pursued the following goals stipulated by the Law on
Energy:

1. Ensuring the country’ senergy security by devel oping trunk power linesand generating sources
onitsown territory; replacing obsol ete and depl eted equipment, devel oping asystem of com-
mercial control of electric power, and creating a wholesale energy market.

2. Putting the production structures on afunctional basis to adjust them to the market economy
through sales of shares, partial privatization, and corporate management.

Privatization of the republic’s energy complex called for consecutive and interconnected steps
arranged in four stages.

The first stage has been completed by 70 percent. On 16 June, 1997, the Ministry of Justice of
the Kyrgyz Republic registered the Kyrgyzenergo joint-stock company as a legal entity. From that
day on it has been functioning as a public joint-stock company with a share of private capital. The
authorized capital of the Kyrgyzenergo was set at 7,470,107.7 thousand som. Much has been doneto
take stock of its property and analyze the results. Of all the boiler houses, only the onein Karakol was
transferred to the state administration.

At the second stage of the same program:

m The maintenance enterprises Kyrgyzenergoremont and Kyrgyzenergospetsremont and the
Cascade of the Alamedin hydropower stations (later the ChakanGES Hydropower Station joint-
stock company was set up on their basis) were removed from the structure of the Kyrgyzen-
ergo joint-stock company.
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m Thelocal executive bodies received some of the housing and communal and social service

facilities.

On 12 January, 2001, ageneral meeting of the Kyrgyzenergo sharehol derswas convened, at the
third stage, to remove four electric power-distributing companies and one heat-distributing company
from the Kyrgyzenergo joint-stock company.

As aresult, seven new joint-stock companies with a state-owned controlling interest were set
up: the Elektricheskie stantsii (Electric Stations) joint-stock company as a power-generating compa-
ny; the Natsional’ naia el ektricheskaia set Kyrgyzstana (National Electric Grid of Kyrgyzstan) joint-
stock company isengaged in managing the el ectric grids; four companies (the Severel ektro, V ostokel e-
ktro, Oshelektro, and Jal al-Abadel ektro joint-stock companies) engaged in power distribution; there
isalso one heat-distributing company (Bishkekteploset), aswell asjoint-stock companieswith ashare
of private capital (the ChakanGES, Kemin and Kalinin hydropower stations).

Thelargest part of the former company’ s authorized capital went to the Electric Stations joint-
stock company (60 percent); the National Electric Grid of Kyrgyzstan JSC received 22 percent; Se-
verelektro JSC, 6 percent; Bishkekteploset JSC, 5 percent; Jalal-Abadelektro JSC, 3 percent, while
V ostokel ektro JSC and Oshelektro JSC acquired 2 percent each.

The state owns 93.65 percent in all the newly formed companies. the Ministry of State Property
of the Kyrgyz Republic owns 80.49 percent of the state’s shares; the Social Fund, 13 percent; legal
entities, 4.035 percent, and 2.32 percent belongsto privateindividuals. The state shares cannot be sold
or pledged; neither can they be transferred to trust management, and these companies’ property can-
not be alienated.

It was expected at the fourth state that:

—inthe 3rd quarter of 1998 consulting firms expected to identify the best strategic investors
would participate in atender;

—the results of the tender would be summed up in the 4th quarter of 1998;
—an investment tender for the energy complex facilities would be announced in 1999;

—inthe 1st quarter of 1999, large state-owned blocks of shares (up to 70 percent) of all joint-
stock companieswith the exception of the state-owned Naryn Cascade and National Electric
Grid joint-stock companies would be sold to strategic investors on a competitive basis.

—in 1999 theresultsof thetender for strategic investmentsor for transferring companiesto trust
management would be summed up, whilethe state would retainits controlling interest in power
production and power transmission.

Thefourth stage has not yet started. Restructuring and power and heat ratesthat do not cover the
production and distribution costs are crippling the power companies economically and financially.
Ontop of thisthe price of exported power has dropped, which incurred lossesfor the Electric Stations
JSC engaged in the export of electric power.

The slump is explained by the inadegquate mechanisms of collecting payments for power trans-
mission and distribution and cross-purpose subsidizing, and the low level of payment collection for
power according to average electricity rates (in 2006, this share reached 77 percent, which increased
customer receivablesto the distributing companies (DEC) to $83 million). The DEC, inturn, accumu-
lated a debt of $99 million to the Electric Stations (ES) public joint-stock company and $50.5 million
tothe National Electrical Grid of Kyrgyzstan (NEGK) public joint-stock company. In thelast decade,
all the power corporations, with the exception of the NEGK, were losing money, which means that
they were accumulating trade and tax liabilities.
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Technical and commercial losses remain high; in 2006 they reached 38 percent (40 percent in
2005), of which 18 to 20 percent, respectively, can be described astechnical and 18 and 22 percent as
power misappropriation by customers. According to the IMF, in 2006 the quasi-fiscal GDP deficit
incurred by power companies reached 4.5 percent (7.6 percent in 2005); this weights heavily on the
republic’s macroeconomic stability and sustainability of its budget.

The nonpayment crisisisexacerbated by the current energy tariffs (an averagerate of 1.63 cents
per kWh in 2006), which cannot cover the cost of power production, transmission, distribution, and
sale (2.3 cents per kWh according to the WB and IMF) and leaves the power compani es underfunded.
None of them could re-invest in grid reconstruction, new power-control technologies, development,
or capital construction.

The companies’ financial and economic instability underminesthe republic’ s economic securi-
ty. Itsenergy security isadversely affected by the following domestic factors:. the low level of finan-
cial management and technological commercial control, power misappropriation by customers, the
low financial discipline of users, and inadequate attention to the funding sources designed to restore
and retool the power industry.

The following is needed to break the vicious circle:

— Discuss and approve the draft project entitled “Medium-Term Tariff Policies of the Kyr-

gyz Republic for 2007-2010,” under which the tariffs should be gradually raised to cover
the costs;

— Aimthispolicy at creating atransparent mechanism of export tariffswhich should not belower
than the current (on the day of the conclusion of contracts) power prices on the national and
regional power markets;

— Amend the privatization laws applied to the al ready functioning and planned hydropower and
thermal power stations, and endorse the fourth stage of the privatization program.

In June 2007, the parliament of the Kyrgyz Republic discussed the results of the first three
stages of restructuring the power sector and transfer to the fourth stage. The deputies al so discussed
the amendmentsto the privatization lawsrelated to the functioning and planned generating and dis-
tributing companies, pointed to the inadequate results of the three stages, and disagreed over the
fourth stage. Most of them are convinced that the new, private owners would raise the tariffs and
that the resultant public discontent was very likely to upset the shaky domestic balance. After dis-
cussing the amendmentsto the Law on the Special Status of the Toktogul hydropower system, under
which the most profitable of them were earmarked for privatization or concession to attract invest-
ments, the deputies passed the Law on the Construction of Kambarata hydropower stations. The
Bishkek heat and power plant was removed from the Electric Stations public joint-stock company.
The deputies postponed all discussion of the fourth stage of privatization in the power sector. They
decided to return to issues related to concessions and trust management of the distribution compa-
nies and the Bishkek heat and power plant and/or to their privatization after careful analysis of the
power companies and their results.

Today, the Ministry of Industry, Energy, and Fuel Resources of Kyrgyzstan isthrashing out the
questions of the work of the power companies. A competitive domestic market will not appear even
when the Bishkek heat and power plant isremoved from the Electric Stations public joint-stock com-
pany: the electric and heat energy it produces is much more expensive than hydropower; in fact hy-
dropower prices are quite competitive on the wholesale Central Asian market.

Competition ontheretail power market will appear when el ectric power salesare separated from
power distribution. Their economic nature will allow the marketing companies to become the legal
agents of the power market: they will compete for contracts between the users and sellers of electric
power. This means that the user will be free to select the agent that will take care of deliveries and
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control the sides’ obligations. The marketing companies can either sign contracts with distributing
companies or discontinue contacts with any of them. The bilateral agreementswill allow the distrib-
uting companies to expect payments on time. On the other side, the users will complain not to the
distributing, but to the marketing company, which, in turn, will control the quality of supplies.

This means that the power market will acquire a new coordinating and regulating entity. Its
conscientiouswork will help the marketing companiestoimprovetheir financial statusand find money
for reconstruction and high technologies. The distributing companies will finally pay their debts to
the NEGK and ES public joint-stock companies. The time has come to master anew level of contract
relations and realize that unfulfilled obligations are fraught with property, administrative, and crim-
inal responsibility. All the power companies should improve their administrative system and intro-
duce the latest management methods.

2. Power Projects and
Prospects of Interstate Cooperation

To make the developments in the power sector more effective, the Government of the Kyrgyz
Republic passed Decision No. 71-r of 15 February, 2006 and Decision No. 310-r of 10 June, 2006 on
elaboration of the National Energy Program of the KR for 2006-2010 and the Strategy of the Fuel and
Energy Complex until 2025 (NEP). It was ready on time, by 1 November, 2006; the government,
however, failed to discussit within the stipul ated period. The Ministry of Industry, Energy, and Fuel
Resources, which appeared in the new Cabinet in February 2007, discussed the draft and, in July 2007,
passed it on to the government.

Thisdocument identifies the aims, tasks, and main trends of the state’s medium- and long-term
power policy and the mechanisms for its realization. In the medium-term, it is necessary to improve
the sector’ s financial status, restore balanced and integrated development, achieve steady advance,
and improve the institutional, tariff, and investment policies.

In thelong-term perspective, the government isresolved to ensure energy and ecol ogical safety
and power and budget efficiency.

To achievethis, the country should acquire aclear ideaof the main elementsof its power policy:
effective management of state power resources, development of domestic fuel and energy markets, as
well as maintenance of arational fuel and energy balance. The country needs substantiated regional
and foreign policiesin the power sphere, aswell asasocially oriented policy and technological inno-
vations in the fuel and energy sector.

The NEP has identified the following power projects as priorities: Kambarata-2 hydropower
station with an installed capacity of 360 MW and Kambarata-1 hydropower station with an installed
capacity of 1,900 MW built higher than the Toktogul hydropower system. The investments are as-
sessed at the $2.2 billionlevel. There area so plansto add two hydropower stationswith atotal capac-
ity of 200 MW to the Verkhne-Narynsky Cascade (assessed cost of $200 million). It is expected that
by 2015-2025, under favorable investment conditions, ahydropower station will appear on the Sary-
jaz River with atotal installed capacity of 1,000-1,200 MW or even more, it will cost over $1 billion
(see Table 1). The Bishkek heat and power plant-2 with a capacity of 400 MW and a thermal power
plant with a capacity of 1,200 MW at the Kara-Keche coalmines, which will cost $1.1 billion, are
regarded as alternatives for adding base power to the country’s power system.

The newly commissioned capacities will bring power production up to 17.094 billion kwh a
year by 2010 and to 38.57 billion kWh by 2025. The planned facilities, schedules, and power produc-
tion are shown in Table 2.
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Table 1

Forecast of Commissioning Generating Sources for the Period up to 2025

/ Installed Construction Cost
capacity (MW) | dates (years) | (million dollars)
Kambarata-1 and Kambarata-2 1,900 2010-2020 2,200
hydropower stations 360 2007-2012 280
Djilanaryk-1 and Djilanaryk-2
hydropower stations 200 2007-2010 220
Akbulun Hydropower Station 200 2010-2014 200
Saryjaz hydropower stations 1,200 2010-2025 1,200
Kavak State District Power Station 1,200 2008-2015 1,100
\\ Total 5’200 //
Table 2

Forecasted Power Production in the KR by the Commissioned and
Planned Power Stations (billion kWh)

(@ Name 2005 2010 2015 2020 2025 D)

Nizhne-Narynsky Cascade of

hydropower stations 13.706  14.547 14547 14547  14.547

Bishkek and Osh heat and

power plants 0.881 1.077 1.584 1.836 2.128

Small hydropower stations 0.0846 0.450 0.650 1.0 2.2

Non-traditional renewable

energy sources 0.015 0.020 0.025 0.030 0.045

Kambarata-1 and Kambarata-2 12 2.4 5.6

hydropower stations 0.4 1.1 1.1 1.1

Djilanaryk-1 and Djilanaryk-2

hydropower stations 0.6 1.2 1.2 1.2

Akbulun Hydropower Station 0.75 0.75 0.75

Saryjaz hydropower stations 1.8 3.6 5.4

Kara-Keche Thermal Power Plant 5.6 5.6 5.6

Total power produced

by hydropower stations 13.805 16.017  21.272 24.627 30.842
\\Total power produced 14.686 17.094 28.456  32.063 38.57//
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In the forecasted period small hydropower stations will be added to the republic’s total power
producing capacities; the total capacity of the small stationswill be 178 MW, they will produce over
1 billion kWh ayear; the projects will cost $200-220 million.

The increased capacity and power production will require adequate trunk power lines (220-
500 kV); thiswill be done by improving the South-North lines (500 kV) in the republic’ s power sys-
tem. Increased power transmission to the North will require a new main substation of 500 kV (the
Kemin substation of 500/220 kV with a South-North high voltage transmission line of 500 kV) that
will in the future be connected to the Kambarata hydropower stations.

To develop the main electric networks in the republic’s south and decrease its dependence on its
neighbors, it was decided to build the Datka substation of 500/220 kV, which would be connected to the
aready functioning high voltage 500 kV Toktogul hydropower system-Lochin (Uzbekistan) lineto be
used for power transmission from the Nizhne-Narynsky Cascade. As soon as the Datka substation is
completed, the220kV networks (total length 360 km) will bereconstructed. |n 2006-2010, the Improve-
ment of Power Supply to the Batken Region will be completed; it demands $335 million ininvestments.

The supply-demand correlation or the forecasted power bal ance testifiesthat the power sector’s
development strategy will cover the futureincreased needsin power in thereal economic and commu-
nal sectors and will boost the sector’ s export potential :

—Under the first scenario—to 3.2 billion kWh by 2010; 15.8 billion kWh, by 2025;
— Under the second scenario—to 3.2 billion kWh by 2010; 11 billion kWh, by 2025.

3. Strategic Tasks of Interstate Cooperation

It has been estimated that in the medium-term (2007-2010) the republic will need about $930 million
to develop its power sector, the assessment for the long-term period (2011-2025) is $5-6 billion. The
figures are too high for the republic with a GDP of slightly over $2.5 billion and a foreign debt of
$2.1 hillion. Thismeansthat privateinvestments, interstate cooperation under the already signed agree-
ments and involvement, on an equal footing, in setting up a power and power-generating capacities
market within the United Energy System (UES) of Central Asiaand the CIS, aswell as cooperation
with the power systems of the South Asian countries, are the only option.

Today, and in the long-term perspective, the Russian Federation, which isbuilding Kambarata-
1 and Kambarata-2 hydropower stations, and China, which isinvolved in building hydropower sta-
tions on the middl e reaches of the Naryn and Saryjaz rivers and the Kara-K eche thermal power plant,
will remain the most probable partnersin the republic’s hydropower industry and power exports. If
completed on time, they will increase the amount of exported power.

Kazakhstan and Uzbekistan, the power-balanced countriesin the region, might be interested in
buying peak power from the Kambarata stations in wintertime.

South Asia looks promising as a power market: it might be interested in buying peak power in
summertime when the Nizhne-Narynsky Cascade works for irrigation. The accompanying power not
needed in Kyrgyzstan could be sold through the United Energy System of Central Asiato Tgjikistanand
further on to Pakistan, which by 2010 will be short of up to 5,500 MW. Power from independent energy
producers was bought for 5.6 cents per 1 kWh, the average power tariff. According to preliminary esti-
mates, power will cost 3 cents per 1 kWh (when the hydropower projectsin Kyrgyzstan are compl eted).
This means that if the country exports 10 to 15 billion kWh, it will earn $25-45 million every year.

When the Central Asian Cooperation Organization merged with EurAsEC, and when Uzbekistan
joined it, the EurAsEC members deemed it necessary to discuss and create mechanisms of coopera-
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tion in the sphere of water and power regulation. To achieve this they have already drafted the Con-
ception of Efficient Use of Central Asia’s Water and Power Resources and the Road Map of the Co-
operation Mechanism among the EurAsEC Members in Water and Power Regulation in the region.
The principles of cooperation and itsaims arerooted in the Treaty of Parallel Functioning of the CIS
Power Systemsof 25 November, 1998 and the Agreement on Power Transit and Capacitiesof the CIS
Members of 25 January, 2000 signed by the Council of the CIS Heads of State.

To achieve integration according to the international legal standards of water use with due ac-
count for the Central Asian specifics, al therelated issues should be discussed on the basis of the drafted
Conception and elaboration, coordination, and signing of the amended long-term Intergovernmental
Agreement onthe Use of Syr DaryaWater Resourcesof 17 March, 1998. Thiswork hasbeenin progress
since 2006. The drafts have already been discussed by experts of the EurAsEC members and declined
as needing coordination with the plenipotentiary representatives of all the members.

The currently drafted Agreement on the Naryn-Syr Darya Basin, which is expected to develop
the power resources market, should contain provisions of itslong-term nature, aswell asdirect admis-
sions by Kazakhstan and Uzbekistan of their duty to pay for annual and long-term water accumulation
services. Today, Kyrgyzstan is carrying a burden that is too heavy for its economy. The new Agree-
ment should al so envisage amore efficient mechanism for settling disputes and disagreementsthrough
international arbitration.

Today, the EurAsEC members that signed the Plan of Concerted Actions to create a common
energy market (endorsed by the EurAsEC Interstate Council on 28 February, 2003) are drafting a
Strategy for Development of the Fuel and Power Complexes up to 2020. It is expected that the Strat-
egy will identify well-substantiated priority measures and the stages and milestones on the road to-
ward a Single EurAseC Power Expanse. The document will also deal with the scientific-technolog-
ical, social, economic, and other aspects of the emerging common power market, rational use of the
fuel and power resources, energy security of the CIS countries and their development, regulation of
the CA regional water and power resources, and improvement of the regulatory and legal framework
of interstate relations.

Thefollowing important international documents contain the principles of the common ener-
gy market: the European Energy Charter of 17 December, 1991 and the Energy Charter Treaty of
17 December, 1994 enacted in 1997. The Treaty identifies the basic principles of power trade, co-
operation in the energy sphere, energy efficiency, and environmental protection. These documents
signed by five Central Asian states were ratified by three of them (Kazakhstan, Kyrgyzstan, and
Uzbekistan).

If observed, the basic principles of tradein the energy spherewill help to implement the energy
strategy of the Central Asian countries, which includes thermal power stations in Kazakhstan and
Uzbekistan, large hydropower stationsin Kyrgyzstan and Tgjikistan, awholesal e energy market, and
an energy pool or energy and power-generating capacities stock exchange in Central Asia. The UES
of Central Asiarepresented by its executive and technological structure, United Control Center Ener-
gia, should stick to objective principles and develop into an independent systemic operator of the
region’ s wholesale power and power-generating capacities market; it is also expected to ensure par-
allel functioning of the UES of Kazakhstan and Russia.

Cooperation with Gazprom of Russia (under the Memorandum of Intent to set up a Russian-
Kyrgyz JV together with the Kyrgyzgaz and Kyrgyzneftegaz public joint-stock companies) will make
it possible to supply the Kyrgyz economy at some time in the future with 800-850 million cu m of
imported natural gas every year.

Fully-fledged interstate entities able to rationally use the region’s fuel, energy, and power re-
sources, to ensure sustai nable power and water supply, and to carry out long-term investment policies
should be created as an important cooperation mechanism.
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In November 2004, at the Dushanbe summit, the heads of state signed an agreement on the In-
ternational Water and Energy Consortium of the Central Asian countries and Russia. Thiswill make
it possible to deal with the Kambarata hydropower project and its commissioning as a power-gener-
ating unit coordinated with the Toktogul hydropower system asanirrigation unit in away acceptable
to the Kyrgyz Republic. Russiaintends to fund part of the Kambarata project and is interested in hy-
draulic equipment supplies.

The International Consortium may develop into afinancial and insurance mechanism able to
guarantee sustainable water and power exchange under corresponding agreements. It will also supply
the means and instruments needed to pass adequate decisions. Water discharge from the reservoirsas
well asfuel and power supplies should be based on mutual settlementsin hard currency realized ac-
cording to the “ state-consortium-bank” scheme. Mutual settlements in hard currency and financial
monitoring will guarantee that the resources are supplied on time.

The countries should take firm and absolutely clear positions at the multilateral interstate talks
onthe use of water and energy resources and the reimbursement of expensesrelated toirrigation water
supplies. Thiswill promote joint large-scal e investment projects and investment attractiveness of the
Kambarata hydropower project. To succeed, Kyrgyzstan should pay adequate attention to its “ener-
gy” diplomacy and work hard to establish long-term interstate contacts in the energy sphere.
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Introduction

Central Asian economiesof Soviet timesas

closely connected with the rest of the Sovi-
et Union at the expense of their cooperation with
the outside world. There is the opinion that the
considerable investments of the Soviet period in
physical infrastructure and human capital have
somewhat improved the standard of living inthis
part of the Soviet world. Theimprovements, how-
ever, arrived with devastating effects on the en-
vironment and the region’s culture.

In 1991, the new states (Kazakhstan, Kyr-
gyzstan, Tajikistan, Turkmenistan, and Uz-

T he UNDP report for 2005 described the

! See: Central Asia Human Development Report
2005 by the UNDP Regional Bureau for Europe and the
Commonwealth of Independent States, Bratislava, Slovak
Republic, 2005.

bekistan) with atotal population of about 60 mil-
lionrosefromtheruinsof what wasoncecalled the
Soviet Union. The sguabblesamong some of these
Sovi et successor-states undermined regional trade
and damaged the water and energy systems.

Here | have undertaken an analysis of two
important aspects of regional cooperation—trade
and energy—using Uzbekistan and Tajikistan as
examples. The main question is: What is inter-
fering with closer regional cooperation in both
fields and what should be done to improve the
situation.

To move forward the Central Asian econo-
mies should use their advantages and turn them
into development factors:

(@) the communicational, transportation,
and energy infrastructureinherited from
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the Soviet Union makes a coordinated
regional approach indispensable;

(b) ecological problems call for concerted
regional efforts;

(c) theregion spotential attractivenessfor
foreign and local investors who would
rather operateinregionsfreefromtrade
and transit barriers than in small and
[imited economies;

(d) regional cooperationisbadly neededto
move to the world markets to promote
theregion’ sfurther integration into the
world economy.

After looking into two aspects of regional
cooperation (trade and energy), | discovered that
the road toward wider cooperation was blocked.
Inregional trade:

— The ability to cooperate with neighbors
depends on the devel opment level of the
country’ smarket economy and the mech-
anismsof democratic administration. So
far, these factors remain undeveloped in
Central Asia, which interferes with suc-
cessful regional cooperation;

—Different economic strategies result in
different trade policies, which interferes
with regional cooperation;

— The Regional Trade Agreements among
the Central Asian republics normally

apply toavery limited range of commod-
itiesand aretoo complicated with respect
tothecommodities’ origin. For theserea-
sons the majority of them remained on
paper;

— Thetradebarriersaretoo high, whilepro-
tectionism is too severe: customs tariffs
are relatively low, while the Central
Asian countries are using other instru-
ments, often in an arbitrary and non-
transparent manner, to regulate trade:
additional taxes on imported products
from which locally produced goods are
exempt or at least much higher tax rates
than those appliedtolocal products, aban
on the export of certain categories of
goods, €etc;

—The level of trade complementarity
among the Central Asianrepublicsisvery
low.

In the energy sector:

— The Uzbek and Tajik governments tend
toward self-sufficiency, apolicy that lim-
itsor even undermines potential cooper-
ation;

—The distorted system of energy prices
does nothing to promote greater cooper-
ation between the two countries; and fi-
nally

— Payment defaults.

Regional Cooperation:
Benefits and Advantages

There is an agreement among those who specialize in the international economy that trade is
almost always mutually advantageous. Krugman and Obstfeld have written: “ The range of circum-
stances under which international tradeisbeneficial ismuch wider than most peopleimagine.”? Text-
bookson theinternational economy are zeal ously driving hometheideathat mutually beneficial trade
is possible between a more efficient and a less efficient country, whereby the producers of the latter

2 P.R. Krugman, M. Obstfeld, International Economics: Theory and Policy, 6th edition, Addisson-Wesley, 2003,

p. 3.
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remain afloat only by paying lower wages. Thisfully appliesto Central Asia: thefivelandlocked Central
Asian countriesmay profit if and when they removethe barriersto the free movement of people, goods,
and knowledge inside the region and throughout the rest of the world.

The UNDP report for 2005 states that greater cooperation among the Central Asian republics
will produce greater gains by reducing trade costs, increasing remittances from migrant workers,
and improving water and energy use. The experience in other parts of theworld provesthat region-
al cooperation helpsto fight poverty, while the absence of cooperation makes the poor even poorer.
The UNDP report points out, among other things, that opening up borders or reducing trade costs
is not enough. Much depends on the business climate and the quality of financial services. Indeed,
international experience has confirmed that corruption should be uprooted and the civil service
improved, whilethe governments should become more transparent and more open. Martin Spechler
writes that civilian machine-building should be revived together with open access to neighboring
markets—otherwiseit makesno sense.®* The Asian Development Bank has pointed out that to achieve
sustai nabl e economic development of their relatively small economies, the Central Asian republics
should promote trade and close integration into world trade.* As alandlocked region far removed
from the major seaports, Central Asiashould concentrate on regional cooperation to amuch greater
extent than other regions of the world. This means that the Central Asian countries should serve as
transit territories for their regional neighbors wishing to reach major seaports. Trade inside the re-
gion isanother option that cuts down transportation costs needed to move goods to rich yet remote
markets.

Therearenumerous* non-economic” factorswhich facilitate regional cooperation: linguistic and
cultural similarities, aswell aslslam asthe shared religion. In pre-Soviet times, the* -stans’ remained
practically undivided, which means that the local nations have a common past as well.

Multilateral institutions, donor agencies, bilateral aid programs, and a number of other regional
organizations are doing alot to promote regional cooperation, but many observers have to admit that
the post-Soviet progress toward regional integration has been very modest. There are barriers that
interfere with trade in general and trade in electric power in particular; there are also obstacles of an
“institutional” naturethat negatively affect regional cooperation asawhole. The UNDP report for 2005
points out in thisrespect that “acountry’ s ability to cooperate fully with its neighbors depends on the
nature of itsinternal institutions, regulatory system and governance culture. A nation with sophisti-
cated market institutions is better able to engage in regional economic integration. A country with a
more open, and democratic culture can build stronger cross-border tiesthan onewith alessopen, more
autocratic political culture and institutions.”®

Regional Trade
Cooper ation

As part of the Soviet Union, the Central Asian republics were part of the all-Union Moscow-
managed trade process that most of the time ignored resource efficiency, pricing, and transportation

3 See: M. Spechler, Regional Cooperation in Central Asia: Promises and Reality, Indiana University-Purdue Univer-
sity Indianapolis, 1998, p. 4.

4 See: Central Asia: Increasing Gains from Trade Through Regional Cooperation in Trade Policy, Transport, and
Customs Transit, Asian Development Bank, Philippines, 2006.

5 Central Asia Human Development Report 2005, p. VI.
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costs normally taken into account in market economies. Moscow was responsible for foreign trade
too. It wasonly asindependent statesthat the Central Asian republicsand their productsacquired access
to the world markets. As parts of the Soviet Union none of the Central Asian countries could control
itseconomy and foreign trade. Kazakhstan' s government, for example, saysthat before 1991, 90 per-
cent of itsindustry was controlled by the M oscow-based ministries, which meansthat asan independ-
ent country Kazakhstan lacked the experti se needed to shape and develop industrial policies, run state-
owned enterprises, and be engaged inforeign trade.® This meansthat Uzbekistan and its Central Asian
neighbors had to create sovereign states and set up state bodies to control their national economies’
before starting their reforms and finding their places on the world market. The process was slowed
down by the practically non-existing ramified transportation infrastructure and trade contacts, aswell
as by the limited competitiveness of local products on the world markets and the weak local curren-
cies. Someof these obstacleswereremoved; some of thelimitationswere partly removed, whichlargely
decreased (according to the UNDP report for 2005) the share of the former Soviet republics in the
Central Asian countries’ trade.

Harmonized trade and customs regulations, open borders, and better cooperation in power pro-
duction and the use of natural resources will bring the greatest benefits to each of the countries. My
interviewswith several existing and potential foreign investorsin Uzbekistan reveal ed that the coun-
try’s, and theregion’ sfor that matter, attractivenessfor foreign investors could have been much high-
er had the region been asingle economic areawithout borders, visas, and customs barriers. Theinter-
viewed investors pointed out that Central Asian trade aswell asthe region’ strade with therest of the
world suffered because of protectionism, difficulties on the borders, the visaregime, and transporta-
tion problems. Theinterviewed businessmen, in turn, pointed out that region’ s 60-million strong con-
sumer market looked much more attractive and made more sense than the fairly limited markets of
each of the Central Asian countries.

The ADB report® points out that in Central Asia, which isalandlocked region, liberalization of
trade policy and regional cooperation in transport and customs sphere are mutually dependent issues.
Progressin any one of these areaswill produce but alimited positive effect in the absence of progress
in the other spheres. Liberalization of trade policy, for example, in Central Asiaand the neighboring
states, will do next to nothing to boost bilateral trade in the limited transit systems or in the absence
of adeveloped transportation infrastructure that will hamper the movement of transportation means
and commodities.

The Table shows that the share of intra-regional trade in the foreign trade of the Central Asian
republicsisrelatively small; we should bear in mind, however, that alarger part of intra-regional trade
remains unrecorded.

TheTable showsthat the smaller Central Asian economies (the Kyrgyz Republic and Tajikistan)
are more dependent on regional trade than the larger economies (Uzbekistan and Kazakhstan).

The UNDP 2005 report points out that trade between the Central Asian countries remainsrel-
atively limited even though the countries have somewhat restored their economies compared with
the early independence years. Statistical error is not excluded: regional trade is less carefully re-
corded than foreign trade, but the actual level of intra-regional tradeislow. The ADB explainsthis
by thelow trade complementarity level and trade barriers. Kazakhstan, for example, can potentially

6 Seer J. Henley, Restructuring Large Scale Sate Enterprises in the Republics of Azerbaijan, Kazakhstan, the Kyr-
gyz Republic and Uzbekistan: The Challenge for Technical Assistance, University of Edinburgh, Edinburgh, 1995.

7 See: B. Islamov, “ State-Led Transformation and Economic Growth in Central Asia: From Plan to Industrial Poli-
cy,” Hitotsubashi Journal of Economics, No. 39 (2), December 1998, p. 102.

8 See: Central Asia: Increasing Gains from Trade Through Regional Cooperation in Trade Policy, Transport, and
Customs Transit.
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Share of Intra-Regional Export and
Import of the Central Asian Republics,
1999-2004
(percentage of total merchandise exports/imports)

Country 1999 2000 2001 2002
(export/import)
Kazakhstan (export) 3.4 3.3 4.3 3.8 3.7 4.2
Kazakhstan (import) 3.6 2.3 2.0 21 2.0 2.6
Kyrgyz Republic (export) 22.6 26.6 20.1 16.6 16.2 17.5
Kyrgyz Republic (import) 27.1 24.6 32.2 32.4 29.8 27.4
Tajikistan (export) 213 13.6 14.2 10.9 9.5 8.1
Tajikistan (import) 55.2 50.2 40.6 34.8 36.1 37.8
Uzbekistan (export) 9.7 8.3 9.2 8.0 6.6 10.6
Uzbekistan (import) 6.7 11.7 8.8 8.3 8.1 73
/S Asian Devel t Bank D
ource: Asian Development Bank.
N\ i 24

absorb arelatively large proportion of the exports of Kyrgyzstan and Tajikistan and increaseits share
in their import, both countries are responsible for tiny fractions of Kazakhstan’simport and export
operations. The profiles of Kyrgyz imports and Tajik exports have very little in common, which
means that these countries may find more trade possibilities with distant, dissimilar, and hence
complementary economies, if they can overcome the barriers on their way to the world markets.
Regional trade and trade with the rest of the world will depend on regional cooperation, which may
reduce trade costs.

Cooper ation
between Uzbekistan and Tajikistan
in the Energy Sector

Today Uzbekistan is still Central Asia’s largest power producer and net exporter with a total
installed generation capacity of 12,300 MW or about 50 percent of the power-generating facilities of
the Integrated Power Grid of Central Asia. The branch produces up to 48 billion kWh of energy and
over 10 million Gcal of heat energy every year.

To ensure energy supply to theindustrial and housing sectors and to create favorable conditions
for the country’ s sustainable and effective development, the power-generating facilities of Uzbeken-
ergo should be increased and reconstructed.
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The Tajikistan Energy System’s installed capacity is 4,354 MW. The annual average power
generation of the hydropower plantsis 15-17,000 Gcal. The Nurek hydropower plant with 3,000 MW
installed capacity, the biggest in Central Asia, has a seasonal-storage reservoir and operates in the
irrigation regime at the beginning and in the middle of the growing season to satisfy the needs of
Kazakhstan and Uzbekistan. Thismeansthat Tajikistan hasto buy energy from Uzbekistan, Turkmen-
istan, and Kyrgyzstan; its energy system suffers of winter shortages and summer surpluseswithin the
range of 1to 1.5 kWh. The Soviet system of energy exchangeisnolonger viable: under Soviet power
therepublicsthat shared the Amu Darya swater wereinvolved in water and energy transfersdirected,
as many other things, from Moscow. Tajikistan received Turkmenian and Uzbek gasin exchange for
electricity produced in the summer, as well as electric power from Uzbekistan in the winter. In the
post-Soviet years, the countriesreplaced the old barter system with trade, which meansthat Tgjikistan
hasto import energy and gas from Uzbekistan. The UNDP 2005 report has pointed out that during the
years of independence, the Soviet water and energy exchange arrangement was undermined by the
local nations' divergent interests. Kyrgyzstan and Tajikistan, the upstream countries, use the water of
the Amu Darya and the Syr Darya (two main regional rivers) for generating electricity, especialy in
winter. The downstream countries (Kazakhstan, Turkmenistan, and Uzbekistan) prefer to have max-
imum accessto water for irrigation in the summer months; they try to avoid the floods caused by winter
water releases. To copewith the diverseinterests, the Central Asian governments concluded bilateral
and multilateral agreementsthat determinethe quantitiesand costs of the exchanged water and energy
resources (coal, electricity, and gas).

Bilateral trade, however, isnot proceeding smoothly: in the past, Uzbekistan cut gas suppliesto
Tajikistaninan effort toforceit pay itsgas debts; in addition, gas suppliesfrom Uzbekistan are faulty
because of low pressure in the pipelines.

In an effort to reduceits energy dependence on Uzbekistan, Tajikistan is currently looking into
the potential of its huge hydropower resources: today, only 10 percent of them are used. The republic
is actively working on two hydropower projects started in Soviet times and abandoned in the post-
Soviet period. According to former minister of energy of Tajikistan Nurmakhmatov, capital invest-
ments of about $2 billion into the Rogun and Sangtuda hydropower stationswill alow the country to
export at least 10 billion kWh every year in the next 5 to7 years. These stations will increase opera-
tional power generation in Tgjikistan to an annual level of 31-33 billion kWh. Uzbekistan is not hap-
py: if implemented these projects might decrease the amount of irrigation water that reaches the re-
public every summer.

Thismeansthat closer regional cooperation, whichwill lower the prices, ishighly advantageous
and badly needed: Kazakhstan and Uzbekistan, for example, will be able to buy power generated by
the existing hydropower stations of Kyrgyzstan and Tgjikistan in the summer at lower prices, rather
than generating power at their thermal power stations at much higher costs. This calls, however, for
much greater transparency in the energy sectors of all the countries.

Infact, Central Asia’s energy export potential is sufficiently high: it may sell its energy to Pa-
kistan and Iran, where the demand for energy reaches its highest in the summer. This coincides with
the peak power productionin Central Asia. Kyrgyzstan and Tajikistan may profit from thismorethan
their neighbors; Uzbekistan and, to some extent, K azakhstan can export thermal energy inthewinter,
and profit astransit countries and energy traders. The World Bank Report of 2004° suggests that the
Central Asian republics should conclude an intra-regional agreement on power transit to gain access
to the export markets. New major power-generating projectsin Central Asiawill only be profitableif
the producers gain access to extra-regional export markets.

9 See: Central Asia Regional Electricity Export Potential Study, Europe and Central Asia Region, The World Bank,
Washington, DC, 2004. Mimeo.
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In 2001, the ADB allocated aloan for aRegional Power Transmission M odernization Project to
promote regional cooperationinthe power sector on the condition that Uzbekistan and Tgjikistan sign
a new type of power trade agreement.’® The agreement, however, was never approved and the loan
was cancelled.

The power trade agreement fell through together with the loan because:

— Therewasno financia framework to be used to settle those transactionswhich involved money
(U.S. dollars) rather than barter;

— There were no bank guarantees for the dollar-based transactions, which would have created
problems with currency exchange;

— There were fears that the sides might fail to pay;
— The sides obviously preferred to protect their energy security.

Conclusion

The UNDP report for 2005 says that no consensus and no follow-up actions conducive to re-
gional cooperation and integration can be achieved overnight. Noticeable progressin regional coop-
eration and integration might take years, and even decades, to be completed: there are too many ob-
stacles of apolitical and institutional nature on theway. We all know that similar efforts elsewherein
the world required much time.

To achieve regional cooperation in Central Asiawe should concentrate on improving the trade
regimeinthelocal countriesand coordinate them with their movement toward WTO membership; the
market economy and democratic institutions should receive their share of attention, while trade and
customs policies should be harmonized; and trade barriers (additional taxes on imported goods from
which local products are exempt, higher tax rates for imported goods, and bans on some exported
products) should be liquidated.

Uzbekistan and Tgjikistan obviously need astrong negotiator/broker to help them cometo terms
in the power sector. If Russia can demonstrate its impartiality toward both sides, it could play this
role. Both countries will obviously profit from cooperation in the power sphere. At the same time,
they should be forced to trim their energy-related self-sufficiency somewhat, readjust the so far dis-
torted prices, and do something about the threat of repeated failures to pay.

10 See: Report and Recommendation of the President to the Board of Directors of Proposed Loans to the Republic
of Tajikistan and to the Republic of Uzbekistan for the Regional Power Transmission Moder nization Project, Asian Devel-
opment Bank, Manila, 2002, RRP: TAJUZB 35096.
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Introduction

LL alking on two legs’ (liangtiaotui
W zoulu), that istrying to promote two
policies, often contradictory, at the
sametime, isaChinesepolitical term and assuch
may not be very popular among Uyghurs. None-
theless, it is the best expression | can use to de-
finethe current state of the Eastern Turkestanin-
dependence movement—in a positive, rather
than a negative sense. Apparently, this expres-
sion denotes a split or a break. Indeed, the Uy-
ghur Diaspora has been divided into a number
of organizations and associationsthat have been
established throughout the years, especially since
the early 1990s. They held anumber of congress-
es and other meetings and managed to place the
issue of Eastern Turkestan independence on the
international agenda using advanced communi-
cations media, petitions and demonstrations and
personal activism. Yet, their actual success has
been quite limited primarily—but by no means
only—due to repeated splits and internal rival-
ries. Attemptsto create a universal, acceptable,
representative and powerful organization that
would provide an umbrellafor all the other par-
ticular associations and that would have an in-
ternational impact and arecognized world lead-
er (similar to the Dalai Lama), had by and large
failed.
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This situation was supposed to have
changed in April 2004 when anew umbrellaor-
ganization called the World Uyghur Congress
was formed. It was meant to unite the different
Uyghur communities and associations all over
the world under one unified, recognized and
acceptabl e leadership, something the movement
lacked after the death of its lifelong Isa Y usuf
Alptekinin 1995, if not before. Just afew months
later, however, in September 2004, another um-
brellaorganization emerged in Washington: the
Republic of East Turkistan Government in Ex-
ile. Since then, the Eastern Turkestan national-
ist movement has been “walking on two legs,”
and perhaps more—since not all Uyghur asso-
ciations throughout the world joined either of
these new organizations. Moreover, during my
meetingswith expatriate Uyghursin 2004-2005
| could sense the tension between the followers
of thesetwo “headquarters” that seemingly opt-
ed for two different solutions in addressing the
Eastern Turkestan independence problem. While
theformer isready to compromise and settlefor
democracy and self-determination (explicitly)
and increased autonomy (implicitly), the latter
would not accept anything less than complete
independence. This bifurcation has again re-
minded me of another typical Chinese term,
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“struggle between two lines’ (liangtiao luxian
douzheng) such as*“right” and “wrong,” “ correct”
and “incorrect,” “advanced” and “backward.” Is
thisideological, political and organizational split
harmful for the Eastern Turkestan nationalist
cause, as many believe? Are these two organiza-
tions mutually exclusive? |s one solution better
than the other in promoting the Uyghur national -
ist cause? In this article, after providing some
background, | try to answer these questions and

tointroduce an outsider’ sperspective on the pros-
pects of thetwo-headed Uyghur nationalist move-
ment based on a provisional analysis and com-
pared, inapreliminary way, to other national lib-
eration movements.*

 Research for this paper and meetings with expatri-
ate Uyghurs were facilitated by a MacArthur Foundation
grant, No. 02-76170-000-GSS, on “Uyghur Expatriate
Communities: Domestic, Regional and International Chal-
lenges,” for which | am grateful.

Whileitsorigins go back to the mid-18th century when the region known since then as Xinjiang
had been occupied by China’s Qing Dynasty, what is known today as the Uyghur Diaspora has been
gradually created sincethelate 19th century when membersof aMuslim-Turkic nationality, later known
as Uyghurs, escaped from the bloody Hui (Muslim) rebellionsin Xinjiang and began to settlein Rus-
sian Central Asia.? Following the Russian Revolution Uyghurs began migrating to other countries,
mainly to Turkey and to Saudi Arabia. In addition to Central Asia—wherethe majority of the Uyghur
Diasporaisstill located—smaller Uyghur communitiesare now scattered all over theworld. Suppressed
at home by the People’s Republic of China (PRC), the Eastern Turkestan national independence
movement had begun to take shape outside China by the mid-20th century, led first by Mehmet Emin
Bughraand, after hisdeath in 1964, by Isa Y usuf Alptekin. Based in Turkey, both, but especially the
latter, should be credited for having done their best to keep the quest of Eastern Turkestan independ-
ence alive, though they had achieved little else. In spite of their efforts, writings and frequent meet-
ingswith international |eaders and organizations, Uyghur communities, both inside and outside Chi-
na, have never been regarded by the media, the public and academics, as a national liberation move-
ment that has the right for self-determination. Thiswas odd, to say the least, given the two most sig-
nificant international phenomena of the 1960s. Asian-African decolonization processes and the hos-
tility toward the Chinese by both West and East. Under those circumstances, the Western world, as
well as the Islamic countries and the Soviet Union should have shared a common interest in under-
writing the Uyghur cause and in supporting the goal of Eastern Turkestan independence, each for its
own reasons. But they did not. Except for afew ineffective statements by Third World leadersand the
Soviet manipulation of Central Asian Uyghurs against China, practically nothing was doneto actual-
ly promote Eastern Turkestan national independence until the 1980s. Why? Isthisfailure an outcome
of subjective Uyghur shortcomings or of objective international constraints? As it turned out, both
were responsible.

To beginwith, theworld situation was not conduciveto upholding Eastern Turkestan independ-
enceinthoseyears. Isolated from the two superpowers, and from most of theinternational community
including the United Nations and international organizations, Chinawas practically and paradoxical-
ly immune to external pressure. There were no ways to penalize the Chinese for their harsh ethnic
policy; to compel them to improve their behavior or to reward them if they did. Also, for all the hos-

2 See: K. Hodong, Holy War in China: The Muslim Rebellion and State in Chinese Central Asia, 1864-1877, Stan-
ford, 2004.
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tility against Chinaand Chineserevolutionary radicalism, Beijing’ ssovereignty over Xinjiang hasnever
been officially contested or challenged even by those governments that had withheld their diplomatic
recognition of the PRC. Needless to say, all other governments—without exception—that legally
recognized the PRC, have by implication and simultaneously always recognized Xinjiang as an inte-
gral part of China—and they still do. Moreover, Beijing used to be the self-proclaimed champion of
national liberation movements throughout the world, especially in the 1960s, and it would have been
very difficult at that timeto cast the Chinese as colonialiststhemselves. Also, inthose yearsthe West,
and definitely the Soviet Union, were not terribly interested in human rights violation, in religious
persecution or in separatist activities. Basically, besides remote academic circles, little was known
about Uyghurs, their history, culture and their obscure nationalist claims. Indeed, mainstream modern
Chinastudies had just begun to emerge and the communi cations mediawere limited and hardly acces-
sible to many so that the East Turkestan nationalist message—if there was any at all—could not be
delivered to awidespread audience.

However, these objective constraints provide only one half of the explanation for the weakness
of the Eastern Turkestan national movement in thoseyears. Headquartered in Turkey, the“movement”
consisted of few organizationswith even fewer linksto other groups, primarily those activein Soviet
Central Asia. To some extent, thelow-key operation and standing of the Eastern Turkestan independ-
ence movement abroad was areflection of Beijing' slow-key response to Uyghur national separatism
at home. Having crushed the surviving remnants of Eastern Turkestan rebels in the early 1950s and
having largely “pacified thewest” (anxi) thereafter,® Beijing did not treat Uyghur separatism as a serious
threat at least until the 1980s. To be sure, there were anumber of violent confrontations, especially in
the early 1960s; however, the so-called Eastern Turkestan nationalist movement was at best a local
nuisance, if at all. If Beijing was aware of external dimensions of Eastern Turkestan separatism, they
were overlooked. In those years the problem of the movement was not that it had one leg or two legs
but that it had no legs at all.

Many of these constraintswere removed sincethe early 1980s. M ost important, since Mao’ sdeath
Beijing adopted an Open Door policy that hasled to a greater interaction with the international com-
munity, to active participation ininternational organizationsand to agreater exposureto international
norms—for the first time in its history. At the same time, China began to increase its pressure on
nationalities so asto guarantee its continued control of the periphery even, and especialy, under the
new conditionsof “openness.” Under these circumstances, Uyghur identities (ethnic, political, social,
religious, economic, international, etc.) in general and “Uyghur separatism” in particular, have be-
come a primary target for this ongoing crackdown, unprecedented even in Mao’ stime. In fact, some
of my expatriate Uyghur colleagues admitted that Mao's treatment of Uyghurs, while by no means
being positive, had still been more decent and fair compared to Deng Xiaoping's. An interesting re-
search on Chinese ethnic historiography that is still under way at the University of Haifatriesto pro-
vide an explanation. It appearsthat in Mao’ stime Uyghurs had been considered alegitimate minority
nationality separate from the Han, and had been treated as such. Post-Mao Beijing, however, has been
treating Uyghurs as an illegitimate nationality that should be incorporated into “ China” and the Han.
Thisisevident intheway non-Han nationalitiesare portrayed in official Chinesetextbooksinthe 1950s
and 1960s, compared to the 1980sand 1990s. Therefore, Uyghur persecution—that had been resumed

3 See: Xinjiang pingpan jiaofei (The Suppression of Bandits in Xinjiang), ed. by Zh. Yuxi, Urumgi, 2000.
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in the 1980s—hasincreased by Chinafollowing the collapse of the Soviet Union and the emergence
of the Central Asian republics asindependent entitiesin the early 1990s. Also, Beijing’ s harsh ethnic
policy hasbegunto attract the attention of theinternational community. Western governments, parlia-
ments, the United Nations and NGOs—that have become more aware of human rights violations and
nondemocratic practices in general—have now turned to and focused on China. Thisincreased Uy-
ghur persecution at home—and the new opportunities that emerged abroad—have led to the awaken-
ing of the vision of Eastern Turkestan independence and to the creation of a number of organizations
and associations aimed at promoting this vision.

L oosely coordinated, these Diaspora organi zations have time and again tried to create a head-
quarters that would formulate goals and policies acceptable to all. This proved difficult not only
because of internal disagreements but also because the conditions in the host countries have dete-
riorated and become i nhospitable—thereby undermining Uyghur attempts to promote their nation-
al cause effectively. Consequently, whereas most expatriate Uyghur “troops’ havelargely remained
in their host countries, the headquarters of Eastern Turkestan nationalism has gradually and inev-
itably shifted farther away to the west—beyond China’s reach—to host countries that not only
passively displayed sympathy but could also translate passive sympathy to active support of the
Uyghur cause.

Located in Central Asia, the first Eastern Turkestan nationalities and organizations—that had
become gradually Russified anyway over the years—were from the very beginning subordinated to
Soviet interests—determined less by any identification with Uyghur (or Kazakh) nationalism and much
more by Moscow’ sterritorial aspirations and its conflict with China. For these reasons, in the 1960s
and 1970s M oscow exploited Uyghur nationalism and provided the Central Asian Uyghur communi-
ties and organizations with facilities aimed at undermining China (such as radio broadcasts and even
military training). However, once the conflict was over and China has begun its upsurge as a major
economic, political and military power, Moscow, and the newly independent Central Asian govern-
ments—now considerably weakened—have substantially adjusted to Beijing’s policy by condemn-
ing “thethreeevils,” namely Uyghur “ separatism,” Islamic “radicalism” and “terrorism.” As Chinese
economic, political and military influence over Kazakhstan, Kyrgyzstan and Uzbekistan has begunto
grow consistently, local Uyghur organizations—traditionally more militant than those in the West—
have been facing considerable restrictions, hardships and persecution. Representing some 350,000-
400,000 of their kin—the overwhelming majority of the Uyghur Diaspora—these organizationsfound
it difficult, occasionally next to impossible, to operate, let alone to provide auniversal leadership. It
is under these circumstances that the center of Eastern Turkestan nationalism has gradually shifted
westward to Turkey.

In fact, first the Ottoman Empire and then Turkey had become an inspiration and a model for
Eastern Turkestani pursuit of cultural and political independence already since the late 19th century
and a center for nationalist activism already since the early 1950s, if not before. Uyghur publications
and organizations had prospered in Turkey which from the very beginning offered shelter, sanctuary
and encouragement to hundreds and thousands of Uyghur refugeeswho had fled Chinaeither directly
or indirectly. Hostile to Chinaat that time, Ankaraidentified with the Uyghurs’ plight, and with their
vision of an independent homeland in Eastern Turkestan (Xinjiang), not only in the two decades be-
fore 1971—whenit established diplomatic rel ationswith the PRC—but even afterwards. The govern-
ment provided the movement with office facilities, material and moral support and even fundsand a
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number of Turkish statesmen, politicians and officials supported the Uyghur cause in public. One of
them was Recep Tayyip Erdogan, the current Prime Minister who, as Mayor of Istanbul, honored Isa
Y usuf Alptekin when he died, aged 95. This, however, was soon to end.*

By the mid-1990s, mainly in view of the changing regional and international situation, the Chi-
nese had become considerably more sensitive to, and concerned about, Uyghur “ separatism” at home
and especially abroad. Consequently, in the mid-1990s Beijing began to apply growing pressure on
Ankarato suppressthe activities of organizations associated with the cause of Eastern Turkestan, often
tacitly supported by the Turkish government itself. Forced by China and faced by its own Kurdish
separatist challenge, Ankara has begun to restrict Uyghur national activismin Turkey. First attempts
to set up an Eastern Turkestan headquarters to coordinate and supervise Uyghur nationalism world-
wide, such asthe Eastern Turkestan National Congress (or ETNC) were carried out and even succeed-
ed, though not for long. Soon it has become clear that Turkey isno longer a safe and reliable base for
the Eastern Turkestan nationalist movement. By that time, Germany had already become an alterna-
tive headquarters.

A number of Eastern Turkestan organizations had been established in Germany; most impor-
tant among them are the Eastern Turkestan Cultural and Social Association, the Eastern Turkestan
Information Center and the Union of East Turkestani Y outh. These organizations have continued to
enjoy German hospitality but their effectiveness was doubtful. While repeated Chinese attemptsto
convince Germany (and other European governments) to curtail East Turkestani nationalist activ-
ism have been firmly rejected, actual Uyghur achievements have been modest. They included afew
statements made by foreign ministers; occasional speechesand remarks made by sympathetic mem-
bers of parliament; some demonstrations; a number of interviews in the media and a good deal of
information, messages and reports that has been circulated by using advanced communications
networks, in particular the Internet.®> Remarkable as they are, these achievements have remained
abstract and no concrete action has been taken against Beijing’s harsh treatment of Uyghurs, least
of all for Eastern Turkestan independence. Thiswas one of the main reasons why the center of East
Turkestan nationalism has moved further west in atransatlantic leap to North America. Thisiswhere
the buck stops.

A number of organizationsthat directly or indirectly embrace the Uyghur cause were established
in North Americain the second half of the 1990s. They include the Allied Committee of Eastern
Turkestan, Inner Mongolia, Manchuriaand Tibet; The Uyghur Human Rights Coalition; Thelnterna-
tional Taklamakan Human Rights Association; The Eastern Turkestan National Freedom Center; The
Uyghur Information Agency; The Uyghur American Association and the Canadian Uyghur Associa-
tion. Some of these organizations represent no more than letterheads and their activities have been
very limited and mostly rhetorical. Thiswas one of the main impediments of Eastern Turkestan na-
tionalism: too many organi zations, few actionsand no effective center. By the early 21st century, some
Uyghur leaders—primarily in North America—had become fed up with this situation and had real-
ized it was about timefor change. It istheir misgivingsthat had led, after lengthy internal debatesand
preparations, to the creation of the World Uyghur Congress (WUC) in April 2004—aostensibly amerger
between two central Uyghur organizations that had been active in Germany: the East Turkestan Na-
tional Congress (established in October 1999) and the World Uyghur Y outh Congress (established in
October 1996). Altogether, Uyghur delegates from thirteen different countries participated in the

4 See: Y. Shichor, “Ethno-Diplomacy: The Uyghur Predicament in Sino-Turkish Relations” (unpublished manuscript).

5 Seer Y. Shichor, “Virtual Transnationalism: Uyghur Communities in Europe and the Quest for Eastern Turkestan
Independence,” in: Muslim Networks and Transnational Communitiesin and Across Europe, ed. by J.S. Nielsen, S. Allievi,
Leiden, 2003, pp. 281-311 (see aso: D. Gladney, “Cyber-Separatism,” Ch. 11 in his Dislocating China: Muslims, Minori-
ties and Other Subaltern Subjects, Chicago, 2004, pp. 229-259).
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meeting. Erkin Alptekin, 1sa Y usuf’s son and a former Secretary General of UNPO (Unrepresented
Nations and Peoples Organi zation) was el ected as WUC first president. Although hishomeisin Ger-
many, where the WUC first conference was held, much of itsleadership, motivations, spirit, and val-
ues, are very much North American.

'V

Apparently, the WUC represents a different conception, and a different leadership, for the
promotion of the Uyghur cause. For one thing, it caters primarily for the national aspirations of
Uyghurs who—unlike the Kazakh, Kyrgyz, Tajik, Uzbek, and Turkmen nationalities—still do not
have an independent homeland of their own. The WUC usestheterm “ East Turkestan” —that does not
single out Uyghurs—more in a geographical than in an ethnic sense. Also, the WUC founders—
many of whom had left Xinjiang since the late 1980s willingly and legally—are younger, better
educated, fluent in the languages of their host countries and highly pragmatic. While still eager to
achieve an independent homeland in Eastern Turkestan (Xinjiang) they have realized that—under
present internal and international circumstances—thisisadream that could hardly be accomplished
for some time to come. To begin with, there is no way that China would give up unwillingly, let
alonewillingly, its control over Xinjiang. Moreover, although the West is much more interested in
human rightsthan ever before, thereisno way it would support separatism in Eastern Turkestan, or
elsewhere. For one reason, quite a few Western countries are themselves facing separatist threats
and would by no means approve of Eastern Turkestan separatism. For another, all Western govern-
ments, with no exception, recognize China sterritorial integrity and sovereignty withinits official
bordersand even beyond (by implicitly acknowledging Beijing’ sclaim over Taiwan). Furthermore,
as the PRC’ s economic, political and military power continues to grow consistently, steadily and
quickly, the options of challenging its territorial integrity by supporting the cause of Uyghur (or
Tibetan) separatism diminish by the hour. Astheinternational economies have become increasing-
ly intertwined with China’s, China—al so a permanent member of the U.N. Security Council—could
easily deter any such attempts. Thus, given these internal and external constraints, the prospects of
Eastern Turkestan independence in the foreseeabl e future are practically nil and are not going to get
any better, on the contrary. Thisis why the WUC founding statement does not even mention the
word “independence.”® Instead, the WUC isaiming lower, trying to do what it thinks is doable and
to achieve what it thinks is achievable, namely: greater autonomy through the introduction of de-
mocracy and self-determination, at least as an interim strategy.

Such an agendais undoubtedly much more attractive for other governments, Western aswell as
non-Western (many of whom are al so coping withinstances of separatism). For onething, WUC strategy
conformsto the Washington-led crusade for democracy and human rights yet, on the other hand, it is
not too offensive to upset the Chinese to the point of undermining multilateral economic and diplo-
matic rel ationships. Unlike most other national liberation organizationsthat adopt violence (and often
terrorism)—nboth in theory and in practice—to promote their cause, the WUC hasrelied on the use of
peaceful means and moderate tactics. Furthermore, in Chinaitself theinternal debate on “autonomy”
is not yet over.” Throughout the years Chinese scholars and intellectuals have put forward different
conceptions, definitions, and meanings of the term “autonomy,” to correct the political-ideological
mistakesthat Beijing admitted to have made from timeto time. More recently some Chinese scholars

5 Press Release, available at [http://www.uygur.org/wunn04/09_23.htm].
" For an excellent discussion of thisissue see: G. Bovingdon, “Autonomy in Xinjiang: Han Nationalist Imperatives
and Uyghur Discontent,” Policy Sudies, No. 11, Washington, 2004.
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have raised ideas suggesting a redefinition of “self-determination” that, while rejecting the right for
independence, provides for greater autonomy.®

In practice, however, there are no signs whatsoever that Beijing is ready to move in this direc-
tion. On the contrary, in 2005, celebrating fifty years of the establishment of the Xinjiang Uyghur
Autonomous Region, Beijing has appeared to be moving in the opposite direction. Since the begin-
ning of reform over aquarter of acentury ago, China s persecution of the Uyghurshasincreased: there
islessautonomy in Xinjiang now than used to bein Mao’ stime. To be sure, Beijingisin no hurry and
has hardly any incentive to offer Uyghurs greater autonomy except, perhaps, in order to improve its
international image. The Chinesefeel and behave like untouchables on this score, although the recent
rel ease of the Uyghur woman activist RebiyaKadeer from Xinjiang jail still exposestheir vulnerabil-
ity to external pressure. But, to quote Dru Gladney’s title, “Prisoner’s Release Does Not Herald a
Xinjiang Spring.”® Thisis precisely the problem—says another group of East Turkestani leaders:
Beijing would never grant greater autonomy to East Turkestan, much less democracy. Consequently,
according to thisview, East Turkestan national and cultural survival cannot depend on anything less
than pursuing independence uncompromisingly and at all costs.

Vv

To achievethis goal, in September 2004 they established a competing organization in Washing-
ton, called the Republic of East Turkistan Government in Exile (ETGE). Asitsnameimplies—and unlike
the WUC—this organization is concerned more broadly with “ East Turkestan” and “ East Turkestanis,”
denoting a specific geographical region that contains different nationalities. The term “Uyghur” is not
mentioned even onceinitsinauguration statement. Itshigh-ranking hard-lineleaders (“ Prime Minister,”
Anwar Y usuf Turani, “vice primeministers’ and “ministers’) are scattered al over the world and there
is practically nothing behind their titles. For this and other reasons Uyghurs and others treat the ETGE
asnot terribly effectiveand afarce. Thoughitisnow defunct it had somevalue. Itsfounders—who believe
that seeking anything less than independence is unworthy, unworkable and hopel ess—tend to consider
the alternative quest of greater autonomy al so astreason. But if they believe that greater autonomy can
hardly be achieved, how could independence—given all the constraints mentioned above?

It is probably not a coincidence that the ETGE had been established in Washington where its
center waslocated. Aselaborated in the* Declaration of the Formation of the Eastern Turkestan Gov-
ernment in Exile,” the American connection isthe cornerstone of the ETGE’ s strategy. Ultimately, if
anything meaningful could be done at all for Eastern Turkestan independence (to distinguish from
said) it would be done not by Belgium, Germany, Turkey or Kazakhstan, but by the United States—
the most powerful player asyet inthe unipolar world. Put differently, the ETGE smartly tied itsvision
of independence only to the United States “ as the |eader of liberty, justice, and wisdom, hoping that
the United States of Americawill recognize the just cause of freedom and independence of millions
of East Turkestanis.”*° If Washington is unable to positively cause Beijing to grant independence to
East Turkestan and thereby “to put an end to the misery of so many innocent people’—and there are
no indicationsthat it could or would—then the prospects of Eastern Turkestan independence depend
negatively on adeterioration of U.S.-Sino relations that could lead to China’ sinvolvement in amili-

8 See: Minzu Zjjue hai shi minzu fenlie: minzu he dangdai minzufenliezhuyi (National Self-Determination or Nation-
al Separatism: Nationalities and Contemporary National Separartism), ed. by Pan Zhiping, Urumgi, 1999.

9 D. Gladney, “Prisoner’s Release Does Not Herald a Xinjiang Spring,” Yale Global, available at [http://
yaleglobal .yale.edu/display.article?d=5497]. Kadeer was later elected second WUC president.

10 See: Declaration of the Formation of the E.T Government in Exilen, available at [http://www.uygur.org/wunn04/
09_14.htm].
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tary conflict or even to its disintegration thereby providing an opportunity for the restoration of the
defunct Eastern Turkestan Republic. A few circlesin the United States—and their number are stead-
ily growing—not only sharethis scenario but also welcomeit. Would or could it be ever accomplished?
Thisis highly unlikely but still possible. Occasionally, China and the United States seem to be on a
collision course and there have already been anumber of confrontationsand incidents. Y et, at |east on
the Chinese side, underneath this display of tension, militancy and rivalry many leaderswould prefer
good relations with Washington and realize the benefits for China. A Sino-American clash may still
be far away, if at all, and so are the prospects of Eastern Turkestan independence.

VI

Although aunified Uyghur national movement has never really existed, the pluralistic nature of
Eastern Turkestan nationalism, promoted by a number of organizations and associationsin avariety
of ways, facilitated acertain flexibility, fundamental common understanding and shared values. Now,
the division of the Uyghur national movement into two apparently separate ideologies, strategies and
institutions has forced Diaspora Uyghurs to identify with one or the other—or with none. A rivalry
between these two camps has consequently begun to emerge creating internal tension and discord among
expatriate Uyghurs. To be sure, whether inside or outside China, Uyghurs have never constituted a
homogenous group. Y et, the current split appears to cut across families, friends and communities,
thereby undermining the sense of solidarity that had been felt heretofore despite existing divergence.
Perhaps thisis because expatriate Uyghurs had traditionally regarded their national struggle asavir-
tual oneinwhich they should not have had to be personally involved while now they have come around
toregardit asareal oneinwhich they should. But which way to go? The essentially pragmatic way?
The essentially dogmatic way? None? Or perhaps both?

Conclusion

One could question the effectiveness of abifurcated national movement that pursuestwo appar-
ently different and mutually exclusive goals simultaneously. Indeed, if we look from above, a two-
headed creature is an abnormality and a recipe for discords, splits, and eventual weakness and col-
lapse. Yet, if welook from below, atwo-legged creature is absolutely normal even if itslegs are not
coordinated and go in different directions. Inthisrespect, and in my view, the two organizations com-
plemented rather than contradicted each other—Ilike yin and yang (to use another Chinese expression).
While pragmatism and compromises are essential for achieving political goals, one should never lose
sight of the ultimate vision, acompassthat pointsall activitiesto the ultimate direction. Evenif achieved,
which isunlikely, democracy and greater autonomy for Uyghursis but afirst step in the long march
toward independence. If Jewish experience is considered, it may take years, decades, or even centu-
ries, but the vision should be kept alive at al costs.

Such combination of pragmatism andidealismisnot necessarily Chinese. Infact, itisoftentypical
of national liberation movementsand providesfor moreflexibility along theway in order to reach the
final destination. Either diplomacy or militancy may fail. Both diplomacy and militancy may win.
Modern history isfull of examples. It istheinteraction between political and pragmatic Zionism (that
was ready to accept—then and now—the partition of Palestine), on the one hand, and dogmatic-mil-
itant Zionism (that would not compromise), onthe other, that had finally led to thewithdrawal of British
colonialism from Palestine and thereafter to the establishment of the State of Israel. Similarly, Pales-
tinian violence alone could not promote a Palestinian State, on the contrary. Y et, at the sametime it
provided incentivesfor apolitical dialogue and readinessto compromise that paved the ground for the

124




CENTRAL ASIA AND THE CAUCASUS

No. 6(48), 2007

establishment of aPal estinian State, not virtual but actual. Many other national liberation movements
have displayed a similar dualistic nature and experience that contributed to their success. “Walking
ontwo legs’ isby no meansexceptional. In fact, it could enable Uyghur nationalism and the vision of
the Eastern Turkestan Republic to proceed in more than one way and to ensure progress. Right now,
however, with its diminishing militant nationalism, the Uyghur independence movement appears to
be limping on two legs rather than walking, least of all running.
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long been a wrestling ring for the leading

global and regional players. During the fif-
teenyearssincetheU.S.S.R. disintegrated, specific
actors have taken up their position in this process,
formulated their goalsand interests, and drawn up
explicit gamerules. Japan did not previously fea-
ture on the list of powers taking part in the inten-
sive geopolitical struggle in the region. Since the
Central Asian states gained their independence,
Japanese policy toward the Central Asian Region
(CAR) was not distinguished by high activity.
Nevertheless, inthe past few years, thisplayer has
been showing increased interest in Central Asia,
which was aroused by severa political and eco-
nomic factors.

Japan appearsto havenoticeably activatedits
diplomatic resources recently for the explicit pur-

T he geopolitical space of Central Eurasiahas

poseof enhancing itsrelationswith the CAR coun-
tries. It is generally thought that Tokyo's Central
Asian diplomacy has its sights set on the energy
resources it requires for guaranteeing Japan’s en-
ergy security against the background of the stead-
ily mounting price of oil. Aswe know, Tokyo is
currently carrying out anew energy strategy aimed
at ensuring long-term stable deliveries of ail, gas,
and other energy resources in order to boost its
economy, whichisthe second largestintheworld.
But if we look closer, it becomes clear that
Japanistryingto play an even greater geopolitical
role. In so doing, Japanese ambitionsareamed not
only at Central Asia, but at Eurasiaasawhole—in
counterbalance to the growing influence of Mos-
cow and Beijing, as well as, most likely, under
Washington's patronage, the Land of the Rising
Sun being its long-standing and devoted ally.
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Tokyo's Geopolitical Interests in Central Asa

Whereas Japan’ s policy used to focus mainly on humanitarian and economic aid to theregion’s
states, Tokyoisnow expanding itsrange of interestsin Central Asiaand building amore conciseforeign
policy strategy toward the CAR. The Japanese leadership probably understands that its former ap-
proach and emphasison building itsinternational image asapeace-1oving economic power isno longer
sufficient. As Central Asiabecomesgradually integrated into the world globalization processes, rela-
tionswith the Central Asian countries must be devel oped in other more practical areas of cooperation.

The changesin Japan’s policy largely go hand in hand with Central Asia’ s new role as a poten-
tial aternative to the Far Eastern Region for the export of energy resources. The fact that the Central
Asian states themselves have begun playing agreater rolein therivalry among the major geopolitical
playersisalso very important.

Japan’sinitiation of projects aimed at comprehensive interaction with the Central Asian coun-
triesin the economy, palitics, and security shows that Tokyo is activating its policy toward CAR. In
August 2004, during thevisit of Japanese Foreign Minister Junko Kawaguti to the Central Asian states,
aCentral Asia+ Japan dialog (CAJD) was launched.

Since its meetings are held irregularly and the interaction among the member states of this fo-
rumislow, itisdifficult totalk confidently about the effectiveness of thisstructure. However, several
Japanese researchers claim that the Central Asia+ Japan dialog isanew stagein the establishment of
relations between Tokyo and the Central Asian states. For example, some Japanese experts note that
sincethe CAJD began, cooperation with the Central Asian countries has been raised to ahigher level.
But thisclaim is extremely disputable, and the success of Tokyo' s diplomacy will largely depend on
what it can offer the region’s states.

Within the framework of the dialog, Japan intendsto promote amultilateral approach in region-
al cooperation between the Central Asian countries. In comparison with Eurasian diplomacy, the Central
Asia + Japan dialog advanced institutionally largely because decisions in the Japanese government
are made “from the bottom up,” particularly in the Foreign Ministry.*

It has recently become obviousthat Tokyo istrying to raise the authority of the dialog, whichis
shown by the fact that meetings are being held more frequently at different levels within the frame-
work of the CAJD. Last February, the second meeting of high-ranking officials of the dialog member
stateswas held in Astana. In June 2006, a meeting was held in Tokyo at the level of foreign ministers
of the CAJD states.

Theincreased interest of the world mass mediain the policy conducted by Japan toward CAR is
also indicative. For example, Japanese Prime Minister Junichiro Koizumi’ s visit to Kazakhstan and
Uzbekistan at the end of August 2006 aroused awide response in the international press. This event
attracted the lively interest of several leading publications of the world mass media, such as Japan
Today, Arab News, Reuters, and the BBC.

According to well-known Kazakhstani political scientist Murat Laumulin, thisvisit “was largely
symbolic, since it designated the end of an era of indefiniteness in Japan’s policy and strategy toward
Centra Asia. Whenlooking over the one-and-a-half decades of the post-Soviet era, our attentionisdrawn
to Japan’ s perfunctory declaration of itsinterestsin Central Asiaand Eurasia. | am referring to the Great
Silk Road doctrine. But in reality, Tokyo did not begin taking specific stepsin the political, economic,
and broader geo-economic respect until the second half of Koizumi’sterm as prime minister.”?2

L T. Yuasa, “ Stroitelstvo dvustoronnego partnerstva v ramkakh dialoga ‘ Tsentral’ naia Azia + laponiia,” in: Kazakh-
stansko-iaponskoe sotrudnichestvo: sostoianie i perspektivy: materialy mezhdunarodnogo “ kruglogo stola,” 5 December,
2006, Kazakhstani Institute for Strategic Studies under the Kazakhstan President, Almaty, 2007, p. 33.

2M. Laumulin, “Strategiia laponii v Evrazii,” in: Kazakhstansko-iaponskoe sotrudnichestvo: sostoianie i perspektivy:
materialy mezhdunarodnogo “ kruglogo stola,” 5 December, 2006, p. 33.
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An analysis of Japan’s regional initiatives shows the following foreign policy interests of this
country in CAR:

1. Ensuring the country’s energy security by increasing its accessto Central Asia’s energy
resour ces. The Middle Eastern states are the main oil exportersto Japan. Taking into account the high
conflict potential inthisregion (escalation of the | sragli-Pal estinian conflict, aggravation of the political
situation in Irag, and growing pressure from the U.S. and the West on Iran regarding its nuclear pro-
gram), Tokyoisinterested inlooking for new partners capable of guaranteeing stable and uninterrupted
deliveries of energy resources to Japan. Diversifying the routes for importing energy resources should
lower Japan’ s dependence on the Arab world. In August 2006, before leaving for Astana, Premier Koi-
zumi announced Tokyo' sinterestin Central Asia senergy resources. “ Asfor our strategy regarding energy
resources, it is not good for Japan to be too dependent on the Middle East. Whereas Kazakhstan and
Uzbekistan are the fortunate owners of vast supplies of resources,” he emphasized.® This statement
unambiguously shows Tokyo'sinterest in the energy sector of the Central Asian countries.

The following facts show Japan’ s interest in developing and intensifying its relations with the
Central Asian statesin the energy sphere:

—In May 2006, the Japanese Ministry of Economics, Trade, and Industry published anew na-
tional energy strategy, in which the need was emphasized for expanding Japan’s ties with
statesrichin energy resources. This project wasto be based on the creation of powerful tran-
snational corporationsfor extracting, processing, and transporting raw materials. That is, if,
for example, the share of Japan’s domestic oil-production and transportation companies cur-
rently amounts to approximately 15%, by 2030, it should reach 40%.*

— Japanese official sare emphasizing the need in their statementsto expand partnership with the
Central Asian countriesin the energy sphere. The Japanese prime minister made hisfirst visit
in history to Kazakhstan and Uzbekistan on 28-31 August. At his meeting with Kazakhstan
President Nursultan Nazarbaev, Junichiro K oizumi emphasi zed that the Japanese sideintended
to intensify cooperation with Kazakhstan in the nuclear energy sphere, including in the de-
velopment of uranium fields. The meeting ended in the sides signing a Memorandum of In-
tent between the governments of Kazakhstan and Japan on advancing their partnership inthe
use of nuclear energy.

2. Tokyoisalsointerested in cooperating with Central Asian statesto counterbalancethe
extremeincreasein China sand Russia’sinfluencein CAR. Japan isastrategic rival of the PRC
on theinternational arena. Thesetwo nationsarelocked in ageopolitical strugglefor leadershipinthe
Asia Pacific Region. A case in point are the regular visits by high-ranking Japanese officials to the
Y asukuni Shrine, which arouses severe criticism from the PRC and accusations of Tokyo adhering to
its militaristic past. The situation is aggravated by China’ s territorial claims against Japan over the
Senkaku or Diaoyutal islands, as well as the rivalry between the two countries in gaining access to
Siberia’ s energy resources. In thisrespect, Tokyo is keeping a close eye on the strengthening of Be-
ijing’ sinternational position, aswell asthe build-up of its military-political and economic potential,
viewing this as athreat to its own strategic interests.

There are also diplomatic difficultiesin interrelations with Russia, the main reason for which
are Japan’'s territorial claims to the Southern Kuril islands, which periodically give rise to conflicts
between Russian border guards and Japanese fishing boats. In addition, misunderstandings regularly
arise in Russian-Japanese relations over cooperation in developing East Siberia’ s natural riches.

3 A. Dubnov, “Proshchalnyy visit Koizumi,” Vremia novostei, 29 August, 2006.
4 See: B. Sultanov, “Aziatskiy vector vneshney politiki RK,” in: Kazakhstansko-iaponskoe sotrudnichestvo: sostoi-
anie i perspektivy: materialy mezhdunarodnogo “ kruglogo stola,” 5 December, 2006, p. 8.
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It should be noted that the contradictions in Japan’s interrelations with China and Russia are
aggravating the rivalry between these actorsin Central Asia. In this respect, it appears obvious that
the PRC’ sstronger position in theregion and, moreover, the morereliable partnership between China
and the Russian Federation within the framework of regional organizationsare not to Tokyo’ s advan-
tage. The increased role of the Shanghai Cooperation Organization in ensuring regional security, as
well asthe active participation of Chinese and Russian energy companiesin Central Asia, are arous-
ing Japan’s great concern.

In particular, Tokyo regards these initiatives as direct growth in Russia’s and China’s political
and economic influencein Central Asia, which could in the future prevent the Land of the Rising Sun
fromrealizing itsinterestsin this region. According to some Japanese experts, the Shanghai Cooper-
ation Organization is largely to blame for the fact that the Western countries, as well as Japan, have
devel oped negativeimpressions about this structure. For example, Japanese expert A. Ivashitabelieves
that these negativeimages must be eliminated in order to resol ve this problem. Thiscould be achieved
by involving the Western states in the SCO, whereby Japan could also possibly join the SCO. This
step would demonstrate the organization’s openness to the world community and, in particular, to
countries showing an interest in the Central Asian region.®

The second meeting of the Central Asia+ Japan dialog member states held in Tokyo on 5 June,
2006 at the foreign minister level showed that Tokyo istrying to counterbalanceits own initiativesin
Central Asiaagainst the growing influence of Chinaand the SCO. Kazakhstan was represented at this
meeting by deputy foreign minister and chargé d’ affaires of the republic’s government K. Abdra-
khmanov. It isworth noting that the meeting was organized on the eve of the SCO summit, which was
closely followed by the international community and particularly by the Western nations.

The main result of the meeting was that the participants adopted a plan of action defining the
priority areasin cooperation between the Central Asian countries and Japan in the mid-term. Under
the said project, the following decisions were made:

—on holding similar meetings (at the foreign ministerial level) on aregular basis;

—on reviewing the question of organizing asummit within the framework of the CAJD: Russia
will most likely not approve of convening such asymposium, and Chinawill also regard it as
athreat from Japan to the regional interests of the two powers;

—onintensifying Tokyo's partnership with the Central Asian countriesto ensureregional secu-
rity: this sphere of interaction will include questions of reinforcing the border, intercepting
drug trafficking, destroying antipersonnel mines, and combating terrorism;

—onincreasing Japan’ s assistance to the Central Asian statesin combating poverty and resolv-
ing environmental problems.

Moreover, at the above-mentioned June meeting in 2006, the member states agreed to continue
cooperating in drawing up projects for forming new routes to deliver oil, natural gas, and other raw
materialsfrom CAR to theworld marketsviaAfghanistan to the Indian Ocean.® The very fact that the
action plan was adopted shows that Tokyo has its sights set on devel oping comprehensive relations
with the Central Asian states.

Japan is actively supporting projects for building oil and gas pipelinesfrom Central Asiain the
southerly direction with the prospect of access to the Southeast Asia market, which, of course, will
also include the Land of the Rising Sun in the future.

5 See: A. lvashita, “Geopoalitikav Tsentra’ noi Azii: vzgliad iz laponii,” in: Kazakhstansko-iaponskoe sotrudnichestvo:
sostoianie i perspektivy: materialy mezhdunarodnogo “ kruglogo stola,” 5 December, 2006, p. 14.
5 According to the report by the Regnum Agency, available at [www.regnum.ru].
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3. Tokyo'ssupport of U.S. palicy in CAR. Japanisthe U.S.’sally and junior partner in ensur-
ing security in the Asia Pacific Region, Southeast Asia and, most likely in the future, Central Asia.
Washington’s increased influence in Central Asia, in counterbalance to the growing foreign policy
ambitions of Russia and China, seems advantageous to Tokyo, sincein this case the projects for ex-
porting energy resources from the Central Asia Region to Japan will have more active support from
the White House administration.

Another important geopalitical aspect of Tokyo' spolicy in Central Asiaisregional security, which
implies active support of the U.S.’s initiatives in CAR to fight international terrorism, strengthen
democracy, and enhance human rights. This is shown by the facts presented below.

—In August 2004, after the CAJD forum opened, its participants adopted a joint statement ex-
pressing the intention of the sidesto cooperate in strengthening peace and regional security.
The document underlined that the Central Asian countries and Japan were ready to continue
their assistancein the stabilization and restoration of Afghanistan, aswell asintheformation
of asingle state on itsterritory by helping to develop democracy in this country.

— In November 2005, Afghanistan joined the Central Asia Regional Economic Cooperation Or-
ganization created on Tokyo' sinitiative with support from the Asian Bank of Development.

— During Japanese Prime Minister Koizumi’ svisit to Uzbekistan at the end of August 2006, the
leaders of the two states al so discussed other topicsin addition to energy cooperation issues.
In particular, during the talks, Mr. Koizumi noted that Tokyo was willing to help Tashkent
restoreitsrelations with the United States. Moreover, he emphasized that friendly interrela-
tions between Japan and Uzbekistan would lead to an improvement in the latter’ s relations
with Americaand the European Union. Inthisrespect, it is possible that Mr. Koizumi’ svisit,
in addition to expanding partnership relationsin the energy sphere, was also aimed at contin-
uing the talks with Islam Karimov designed to restore positive contacts with Washington. It
isworth noting that Mr. Koizumi’ svisit to Uzbekistan took place after U.S. Assistant Secre-
tary of State Richard Boucher visited in August 2006.”

Thetasksto ensure regional security and combat terrorism raised by the participantsin the Cen-
tral Asia+ Japan dialog largely coincide with the SCO’ s tasks, which shows that the foreign powers
have similar interestsin the region. In thisrespect, it is obvious that Tokyo, which is posing itself as
areliable partner of the Central Asian states, is also playing the role of mediator in stabilizing and
developing relations between the Central Asian countries and the United States.

It is very possible that the dynamic development of interaction among the CAR states in the
Shanghai Cooperation Organization does not correspond to the strategic interests of the U.S. and Ja-
pan in Central Asia. Both Tokyo and Washington clearly understand that if they do not take active
measures, this forum will soon take on the form of an open division in the sphere of influence and
their subsequent reinforcement in the Eurasian expanse.

When analyzing Japan’ sstrategy, it becomesobviousthat the country’ sestablishment positioned
CAJD as aforeign policy tool capable of enlarging Japan’s presence in Central Asia and realizing
Tokyo' sabove-mentioned geopolitical interestsin theregion. Thisisalso shown by theregularity with
which meetings are held within the framework of the dialog, but it is still too early to draw any con-
clusions about their effectiveness.

Inorder to ensureitsgeopalitical interests, Japan isstrengthening itsinterrel ationswith the Central
Asian republics within the framework of CAJD in the following areas:

— Economic cooper ation—devel opment of the market economy and advancement of the Jap-
anese model of economic development are helping to raise Tokyo'sinternational prestige.

7 See: Japan’s Incursion into Central Asia, available at [www.easttime.ru].
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— Political cooper ation—devel opment of democracy, but keeping in mind the special features
and cultural-historical specifics of the region’s states, which also means their interests.

—Cooperation in ensuring security and building regional stability—combating terrorism
and drug trafficking. Due to several objective circumstances to be discussed below, thisisa
secondary priority for Japan in streamlining its relations with the CAR countries.

—Humanitarian cooper ation—combating poverty and cooperating in environmental securi-
ty are traditional spheres of Tokyo's partnership with the post-Soviet states.

Japan’stactics in CAR are distinguished by great caution. This is understandable, since when
Central Asiaisonly just starting to attract the attention of contemporary Japanese diplomacy, theU.S.,,
Russia, and China are already flexing their muscles in this energy-rich region and vying with each
other for accessto the energy resources.®

The Special Features of Japan’s Policy
in Central Asia

Onthewholeit is obvioustoday, both based on reality and on the conclusions of most experts,
that Tokyo's policy in Central Asiaisbased on arelatively low level of involvement in theregion’s
affairs, and so it is having aminimal effect on the regional processes (if any at all).

Japan’ s participation in CAR mainly boils down to financing joint projectsin energy, transport, and
communications. Trade relations between the CA countries and Tokyo are also at alow level, athough
they are showing a steady tendency toward growth. For example, whereasin 2005, the overall trade turn-
over between Kazakhstan and Japan amounted to 736.1 million dollars, in 2006, thisindex was equal to
1,128.2 million dollars, i.e. almost double.® But if we take the economic potentia of the two states into
account, these indices are insignificant compared with Kazakhstan' s trade turnover with other countries.

Tokyo'srelatively insignificant participationintheregional processesin CA isexplained by the
following objective factors, which are hindering an increase in Japan’sinfluencein CAR:

— Japan’sgeographical distancefrom Central Asiamakesit difficult toincreaseitsinfluencein
the region in the same way as Russia or China, with respect to which the Central Asian states
historically do not belong to the sphere of Tokyo'sdirect political and economic interests.

—Japan isnot a power ful military nation and cannot use the force factor to bring more pres-
sure to bear on the Central Asian countries. Moreover, Tokyo does not have broad prospects
for participating inthe regional security processes. In thisrespect, the Land of the Rising Sun
also loses out to Moscow and Beijing.

—Japan’scultural remoteness and the low use of the Japanese language in Central Asia
are important factors that interfere with Tokyo reaching its strategic goals in the region.

— Theabsenceof direct common inter estsbetween Japan and the Central Asian countries
in ensuring security. Inthissphere, the priority areas of Japaneseforeign policy arethe United
States of America, the Asia Pacific Region, and Southeast Asia.

Ontheother hand, thefollowing factors can be described asbeing conduciveto the further inten-
sification of Tokyo’s relations with the Central Asian countries:

8 See: Japan’s Incursion into Central Asia.
9 According to the data of the Republic of Kazakhstan Statistics Agency, available at [www.stat.kz/
index.php?ang=rus& uin=1171355564].
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—Broad financial possibilities.® Japan has vast investment potential for implementing expen-
sivejoint projectswith the CA statesin energy and the devel opment of the region’ stranspor-
tation and communication network.

—The Central Asian countries have formed a positive image of Japan as a peace-loving
power, which is raising mutual trust on the way to bilateral and multilateral cooperation.
Japan’ simage as an economically developed Asian state is promoting further intensification
of economic contacts with the region’s countries.

—Tokyoisin favor of advancing democracy and enhancing human rights, but it isnot im-
posing its own opinion on the Central Asian states. Japan iswilling to take into account the
cultural and traditional characteristics of theregion’s countriesin the democratization process.
For example, at ameeting between Uzbekistan President |slam Karimov at the end of last Au-
gust, Prime Minster Koizumi did not make any harsh comments about human rights violations
and restrictions of democratic freedoms, but at the sametime noted that Tokyo would liketo see
Uzbekistan a democratic state. Japan’s sufficiently correct and diplomatic position regarding
political reformsis conducive to building favorable relations with the Central Asian countries.

Summing up the positive and negative factors that are having a determinative effect on the for-
mation of Tokyo's policy in Central Asia, it can be stated that, on the whole, Japan has sufficient
possihilitiesfor successfully advancing cooperation with the Central Asian countriesin the economy,
finances, and energy.

But, taking into account the trends toward an augmentation in the influence of the major region-
al actors (Russiaand China) in Central Asia, it should be noted that Japan cannot compete with these
nations at present for leadership in CAR. In thisrespect, CAJD should be regarded as a platform for
gradually strengthening contacts with the Central Asian countries, as well as for further opening up
cooperation prospects at new and more important stages of partnership.

New Premier—New Policy?

Keeping in mind the trends that have developed in Japan’s CAR policy, in particular, Tokyo's
increased interest in the region’ senergy sources, and, asaresult, Japan’ sintensified contactswith the
Central Asian states, it must be stressed that cooperation between the Land of the Rising Sun and the
CA stateswill continueto grow. Japan’ snew prime minister, Sinzo Abe, repeatedly emphasized at the
end of September 2006, before he assumed his post, that Tokyo isstriving to increaseitsown roleand
geopolitical position on the international arena.

Tokyo’s ambitious plans will have a significant influence on the further development of rela-
tions with the Central Asian states. But it should also be noted that Japan is pursuing different goals
inbilateral contacts. Thefact that during hishistorical (or first) visit to CAR, Prime Minister Koizumi
met with only two leaders of the Central Asian states—Nursultan Nazarbaev and Islam Karimov—
also indicates Tokyo' s prioritiesin theregion. It is obvious that the Japanese premier’svisits to Ka-
zakhstan and Uzbekistan were motivated by the desire to raise the level of relations with these coun-
triesparticularly duetotheir rich natural resources, which Mr. Koizumi openly stated during hismeeting
with Nursultan Nazarbaev in Astana.

10 Japan is the largest financial donor of the Central Asian states. Tokyo's official assistance to the development of
the Central Asian countries amounted to more than 2 billion dollars between 1991 and 2004. According to the data of the
National Bank of the Republic of Kazakhstan, the total amount of Japan’s direct investments in Kazakhstan amounted to
$1 billion between 1993 and 2005, and to $75.4 million in the first six months of 2006.
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With respect to K azak hstan and Uzbekistan, the new Japanese government is steering acourse
toward increasing the flow of investments and increasing its presence as much as possible in the en-
ergy sectors of both republics. Along with Tokyo' sincreased interest in the region’s oil and gas sup-
plies, Japan’ sattention isbeing attracted in particular by the prospect of joint devel opment of uranium
fields. At the current stage, the following prerequisites exist for Tokyo's partnership with Astanaand
Tashkent in this sphere:

—In March 2006—during the 8th joint sitting of the Kazakhstan-Japanese and Japanese-K a-
zakhstan committees on economic cooperation in Astana—Japanese busi nessmen stated that
Japan’slevel of direct investmentsin Kazakhstan was insufficient.*

— 28 August, 2006—during Junichiro Koizumi’ svisit to Kazakhstan—K azakhstan Minister
of Energy and Mineral Resources B. |zmukhambetov and Japanese ambassador to Astana
T. Ito signed amemorandum of intent of thetwo statesto advance cooperation in the peaceful
use of nuclear energy. After signing the document, the premier of the Land of the Rising
Sun stated that it would “ serve asthe basis for greater cooperation between Kazakhstan and
Japan, including in the sphere of nuclear energy and particularly in developing uranium
fields.” 12

—During Mr. Koizumi’ svisit to Uzbekistan (29-30 August, 2006), the sides discussed the pros-
pect of delivering raw uranium from Uzbekistan for nuclear power stationsin Japan, aswell
asthe possibility of developing therepublic’soil and gas fields with the participation of Jap-
anese capital.

—In April 2007, Japan’s large energy companies—Tokyo Electric Power Company (TEPCO)
and Chubu Electric Power Company—acquired a share in the authorized capital of Ka-
zatomprom'’s subsidiary structures—Kyzylkum and Baiken-U, after acquiring the right to
participate in operating the Kharassan-1 and K harassan-2 uranium fieldsin the south of Ka-
zakhstan. Joint production is starting in 2007 and, according to the plans of Japanese busi-
nessmen, should reach full capacity by 2014, which will amount to 5,000 tons of uranium a
year. There are plans to carry out the project until 2050.%3

— Moreover, at theend of April, Japanese Minister of Economics, Trade, and Industry A. Amari
visited Kazakhstan and Uzbekistan. During hisvisit to Astana, ajoint statement was signed
between Kazakhstan and Japan on developing cooperation in uranium processing tech-
nology and in building nuclear reactors using light water in exchange for deliveries of
uranium.4

In thisway, it appears obvious that the arrival of the new premier will give Japan’s strategy in
Central Asiaeven clearer contours. Practical steps are gradually being taken to establish partnership
with the Central Asian countriesin the energy sector.

When analyzing Japan’ s policy in its relations with the other Central Asian states, we can also
seeitsinterestin Turkmenistan, which possessesthe largest resources of natural gasamong the CAR
countries. But Turkmenistan is|oath to establish contact with Tokyo within the CAJD forum, which
isobviousfrom the level of Ashghabad’ s participation in Japan’ sinitiatives, mainly boiling down to
observation. For example, last February, the Turkmen side was represented by an observer at ameet-
ing in Astana of high-ranking officials of the CAJD member states, while Turkmenistan refused to

1 According to the report of the Kazinform Agency, available at [www.inform.kz].

12 News Archives of the Republic of Kazakhstan Foreign Ministry, available at [www.mfa.kz].

13 See: “*Kazatomprom’' nameren zaniat’ bolee 40% rynka iadernogo topliva laponii posle 2010 goda,” available at
[www.nomad.su/?a=4-200704170219].

14 See: News Archives of the Republic of Kazakhstan Foreign Ministry.
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send its representative at al to aforeign ministerial meeting of the member states of this forum held
in Tokyo.

The change in power in Turkmenistan could mean that energy cooperation between Japan and
Turkmenistan might shift to apractical level, but there are no real prerequisitesfor thisso far, partic-
ularly in light of the May Russian-Kazakh-Turkmen oil and gas contracts.

Japan’srelations with Kyrgyzstan and T ajikistan are of secondary significance at the present
stage, which is associated with the following objective reasons:

—Poalitical risksin both republics. In Kyrgyzstan, thereis currently atrend toward aggra-
vation of the political crisis. Theinfluence and authority of the opposition arerising dueto
the ongoing socioeconomic and political crisis in the country. In Tajikistan, the risks of
political destabilization are rising due to aggravation of the political situation in neighbor-
ing Afghanistan, and theincrease in the activity of religious extremist movementsand drug
trafficking, most of which passes through the territory of Tajikistan. Taking into account
the low level of political stability in Kyrgyzstan and Tajikistan, Tokyo will pay less atten-
tion to theserepublicsinitsinvestment projects, since Japaneseinvestors are distinguished
by high demands with respect to risks, as well as to the dividends to be drawn from the
invested capital.

—Tajikistan and Kyrgyzstan do not possess|ar ge suppliesof hydrocar bons, which Japan’s
investment capital isinterested in and which isadeterminative factor in expanding coopera-
tion with these countries.

In addition, the geographical location of the two republics is of specia importance in Tokyo's
interrelations with Bishkek and Dushanbe, in particular their proximity to Afghanistan. Japan periodi-
cally putsforward initiatives aimed at building atransportation corridor from Central Asiato the south,
inwhich Kyrgyzstan and Tgjikistan will play therole of alink between Afghanistan and other countries
of theregion. Inthisrespect, Tokyo' spriority task informing itsown foreign policy regarding the men-
tioned Central Asian statesisto create an integrated Greater Central Asian region, including Afghani-
stan, which is politically and economically less dependent on the leading regional actors (Russia and
China). On the whole, in addition to devel oping economic contacts, Japan is also focusing attention on
intensifying relationsin cultural and humanitarian partnership in itsinterrelations with the CAR coun-
triesin order to stimulatetheregion’ soverall economic and regional security. Tokyoissingling out regional
security asan equally important areaof multilateral cooperation with the Central Asian stateswithinthe
CAJID, but it doesnot seem likely that Japanwill raiseitsrolein CAR inthisarea. Tokyowill most likely
continue to participate in the region’ s security affairs at the political-consultative level.

K azakhstan-Japan:
|s Cooperation Mutually Beneficial?

Tokyo'sinitiativesin Central Asiacorrespond in general with Kazakhstan's economic and ge-
opolitical interests for the following reasons:

1. Economicimportance. At present, Kazakhstan' seconomy isincreasingly in need of foreign
direct investments. Attracting Japanese capital into building the country’s energy potential,
aswel| asinto small and medium business, transport, communications, infrastructure, and high
technologies are urgent tasks of Kazakhstan's foreign policy aimed at transferring itsindus-
try from production to processing and achieving the goal of becoming one of the 50 most
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devel oped states of theworld, set by the country’ s president, Nursultan Nazarbaev.® Efforts
to exchange experience in economic development are just as important.

2. Palitical importance. The Central Asia+ Japan dialogisaforum that promotesfree exchange
of opinions and experience with Tokyo regarding Kazakhstan' s sustainable and democratic
development. From this point of view, Japan is avaluable partner for Kazakhstan in the fur-
ther intensification of cooperation.

3. Geopoalitical importance. Building friendly relationswith Tokyo within the framework of a
multi-vector policy will make it possible to more efficiently maintain the geopolitical bal-
ance of forcesin Central Asia. The CAJD forum could become an additional structureinthe
region that will help to reduce the West’ s apprehension over CAR becoming a zone of Chi-
na sor Russia spolitical influence. In thisrespect, Japan’ sinitiativein maintaining regional
security, combating terrorism and drug trafficking, and reinforcing the borderswithin the CAJD
framework appearsimportant for strengthening overall stability inthe Central Asian Region.

So it isobviousthat Kazakhstan is focusing its attention in cooperation with Japan on develop-
ing partnership in the economy, politics, and security. The above-mentioned dialog being actively
promoted by Japan at present is opening up possibilities for Kazakhstan to augment its interaction
with Tokyo in the indicated areas. Expanding contacts with Japan within the CAJD forumis having
apositive effect on raising the state’ simage in the eyes of the world community and having a bene-
ficial influence on the economic development of both Kazakhstan and the Central Asian Region asa
whole.

The Prospects for Japanese Diplomacy

The Land of the Rising Sun’s policy in Central Asiaisacquiring increasingly clear contours at
present. Tokyo’s obviously increased interest in the CA is manifested in the specific tasksit has set:
augmenting Japan’ spolitical significanceintheregion’ saffairsand increasing the country’ saccessto
CAR'’senergy resources.

Tokyo's proposal to initiate regional cooperation in certain areas indicates its striving to make
aqualitative changeinitsroleinthe processesgoing onin Central Asia. Whereas Japan was previous-
ly bent on creating its positive image as a nation wishing to help the young independent CA republics
at adifficult time, being guided by “ strictly altruistic considerations,” but in reality trying to gain the
support of the Central Asian countriesto obtain the status of permanent member in the U.N. Security
Council, now it is offering “to work together for the sake of the common good” initsinitiating role;
admittedly, far more serious intentions could be hidden behind this.

As some experts believe, the role Tokyo is playing in certain areas of regional partnership can
be seen in the long term as an alternative to any form of CAR integration with the participation of
Russiaand China. Moreover, Japan might be much more preferable for theregion’ s states since, first,
it presents a unique example of economic success, technical progress, and prosperity, and, second,
dueto its distance from Central Asia, any possible increasein itsinfluence will not be perceived asa
potential threat, as frequently applies to China, and, possibly, to Russia. Nevertheless, it should be
remembered that Tokyo’ s active participation in the region will be closely tied with the U.S.” s policy
in Central Asia. In the long term, America’s military power and Japan’s economic potential, taking

15 Seer Address of the President of the Republic of Kazakhstan N. Nazarbaev “ Srategy of Kazakhstan Becoming One
of the 50 Most Competitive States of the World: Priorities and Ways to Implement It,” Kazakhstani Institute for Strategic
Studies, Almaty, 2006, 152 pages.
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into account the streamlined mechanism of interaction along these lines in other areas of the world,
could become serious factors of influence when divvying up Central Asia’s energy resources.*

At the sametime, it should be noted that the Land of the Rising Sun’s presence in Central Asia
isstill very insignificant compared with the other regional players. Japanese companies do not have
any significant influencein CAR’senergy sector, which is primarily related to the high level of com-
petition from Russian, Chinese, and Western companies, as well as to Japan’ s geographical distance
from the region.

Onthe other hand, Tokyo is continuing to initiate various projectsin other areas of cooperation,
such as ensuring stability and regional security, advancing democratic values, and enhancing human
rights. However, the nature of its participation in these processesis declarative and, consequently, it
objectively remains an outsider in the regional geopolitical game. It is no accident that the functions
of the CAJD forum are universal and do not only boil down to strengthening multilateral economic
partnership, thus showing Japan’ sdesireto raisethelevel of itsrelationswith the Central Asian states,
aswell asin other key areas of interaction. It is presumed that the following factors will have an in-
fluence on Tokyao's position in Central Asia:

m first, the Russianfactor: Japanese-Russian rel ations—despite their outward constructivism—
have serious historical contradictions involving the territorial issue. In addition, taking into
account that CAR isazone of Russia s strategic interests, the Kremlinisunlikely to silently
look on as Japan, America’ s ally, ensconces itself in the region;

m second, the Chinese factor: China, as we are well aware, has its own far-reaching plans and
interestsregarding Central Eurasia. The PRC haslong been positioning itself asan empirewith
corresponding ambitions; moreover, if we take into account the historical memory of the Chi-
nese people and al its claims against the Japanese, revenge is probably only a matter of time;

m third, the U.S. factor: Washington israpidly losing its foothold in Central Asia, the situation in
Afghanistan has become aggravated, and it is becoming increasingly difficult for Americato re-
tainitsmilitary presencein Kyrgyzstan. Soif Japanese diplomacy isunableto provethat it hasits
own goalsin theregion, and is not lobbying American interests, its chances are extremely small;

m and, fourth, the Central Asian factor: the Central Asian countries have already formed their
priorities. They havetheir owninterests, they are gradually acquiring confidenceininternation-
al issues and augmenting their role in the regional processes. On the whole, it can be said that
the CAR countriesare devel oping their own policy of interrelationswiththemajor foreign players
and, aswe have already indicated above, Tokyo'sgeopalitical and energy prospectswill large-
ly depend on Japan’ s proposals and on how beneficial they will be to the region.

Nevertheless, astheforeign players (primarily Russia, China, and the U.S.) step up their activity
in Central Asia and, consequently, the struggle for influence gains momentum, Kazakhstan and the
other CA republicswill also haveto develop other foreign policy vectorsto keep pace. In thisrespect,
Japan, as a leading Asian economic power, could become precisely that force, the advancement of
close cooperation with which will make it possible for both Kazakhstan and the other Central Asian
states to establish a certain geopolitical balance in the region.

16 See: E. Usubaliev, “‘ Transformatsiia Tsentralnoi Azii v koridor mirai stabilnosti’—novaia initsiativa | aponii,”
available at [www.easttime.ru].
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and Turkmenistan) can boast of oil and gas deposits, while the other two (Kyrgyzstan and

Tajikistan) havevast hydropower potential . Thismeansthat harmonized energy policy designed
to meet their demands in energy, energy exports, and stronger positions in ensuring international en-
ergy security makes sense.

By the same token, these countries can, potentially, develop metallurgy, machine building, and
lightindustry astheir industrial priorities. Infact, deeper integrationinthesefieldswill add efficiency
to their effortsto fully tap the region’sindustrial potential. Integration in the agricultural sector with
aview to developing, some timein the future, the common agrarian market is another local priority.

Transport isthe field in which integration is even more welcome: the region’ s transit potential
will expand the trade and economic ties among the local states and revive the Great Silk Road.

The present level of mutual trade has not yet reached the highest possible level of economic
cooperation: the share of its Central Asian neighborsin Kazakhstan' strade turnover isabout 0.6 per-
cent (in 2006, Kyrgyzstan' ssharein Kazakhstan' stradeturnover wasameager 0.7 percent; Tajikistan’s
share, 0.3 percent; Uzbekistan's, 1.1 percent, and Turkmenistan's, 0.2 percent).

This means that deeper regional integration has become a priority and a factor of the local
countries’ faster economic growth, higher living standards, and stability.

T he Central Asianrepublicsarerichin energy resources: three of them (Kazakhstan, Uzbekistan,
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Ananalysisof thelocal states' social and economic development revealed that all of them have
finally achieved positive rates of economic growth. In 2006, the average GDP growth rate of four of
them (Turkmenistan is excluded) was 6.9 percent, while the growth rate of industrial production
amounted to 3 percent.

At the same time, the level of economic development and market transformations differs from
country to country.

In Uzbekistan, for example, the state has a great role to play in economic management, which
should be changed to create afavorable investment climate.

In Kyrgyzstan, the fairly complicated local politics and strife among the local political groups
pushesthe economy and the standard of living into the background. Theinvestment climate cannot be
described asinviting.

Tajikistan and Turkmenistan are the region’s poorest states. Tgjikistan is burdened with enor-
mousforeign debt; itsinefficient economy cannot cope with the social problems and ensure economic
growth. In Turkmenistan, the political system set up by late President Niyazov hampers democratic
and market development in the country.

Kazakhstan, onthe other hand, has surged ahead in its socioeconomic devel opment, even though
the country still relies on its raw-material sector and still has problems in the agrarian sphere. It re-
mains under-funded, unable to rationally spend the budget money allocated to it and to master new
technologies. The countryside and agricultural production are still in a sad state. The processing sec-
tor remains uncompetitive.

In pursuit of its ambitious aim of joining the group of the world’s fifty most competitive states
and integrating into world economy, the republic isworking hard to diversify and modernize all the
economic and social spheres.

Theregion’ssocial and political instability issending migrantsto Kazakhstan, aprocess accom-
panied by an increase in crime and drug trafficking.

This means that the Central Asian countries should expand their cooperation and integrate for
the sake of free movement of goods, capital, technologies, and services aswell as better customs and
tariff policies. Economic integration, faster market development, and more active democratic proc-
esses alone can spur onindustrial growth that will create new jobs, improvethe standard of living, and
stabilize the situation.

An analysis of the integration processes in Central Asia suggests that regional cooperation is
moving ahead: thereisalegal normative basis of trade and economic ties within the region; intergov-
ernmental coordinating councils have been created designed to promote economic cooperation (in 2006,
Kazakhstan and Uzbekistan set up an Intergovernmental Coordinating Council that included heads of
the corresponding ministries and departments of both countries; in 2007, Kazakhstan and Kyrgyzstan
set up asimilar structure); thetieswith international organi zations have becomewider, whilebilateral
ties across the region are playing a much more important role than before.

On 11-12 September, 2007, during President of Kazakhstan Nazarbaev’ svisit to Turkmenistan,
the two countries reached an agreement on their cooperation in the transport, energy, and health pro-
tection spheres. The railway between the two countries designed to connect them with Iran and the
Gulf countriesis high on the bilateral agenda.

The two presidents discussed the transit of Turkmenian gas across Kazakhstan to foreign mar-
kets, the Caspian Gas Pipeline project, and the involvement of Kazakhstan companiesin prospecting
and developing Turkmenistan’s hydrocarbon reserves.

They also discussed the possibility of building a seaport and an airport in the city of Turkmen-
bashi and a cement plant in Turkmenistan. The president of Kazakhstan announced that his country
wasready for talkson all theseissues. It isexpected that soon Kazakhstani banks, funds, and industri-
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al companies will open their offices in Turkmenistan to promote mutually beneficial cooperation
between the two countries.

On 12-13 September, 2007, during President Nazarbaev’ s official visit to Tajikistan, the sides
discussed an agreement on setting up a Kazakhstan-Tajik investment fund with an authorized capital
of $100 million to promote cooperation between the two countries. Tgjikistanis presently concentrat-
ing on hydropower production and the aluminum industry, which are expected to profit from Kazakh-
stani investments: their development will become more effective, while new jobs will stabilize the
situation in the real economic sector.

During Premier of Kazakhstan K. Masimov’ svisit to Uzbekistan in July 2007, the sides looked
at the future of their cooperation in the investment sphere, while Kazakhstan presented its Devel op-
ment Bank to demonstrate its readiness to fund joint breakthrough projectsin energy production and
other sectors of the real economy. If realized, they will become an important factor in the two coun-
tries’ sustainable development. It should be said, however, that wider trade and economic cooperation
between the two countries calls for adjustment of Uzbekistan’ s national legislation to thelegal norms
of the market economy. So far, Uzbekistan’s banking legislation is interfering with the successful
development of intergovernmental economic contacts. Not infrequently, businessmen find it hard to
cash money and carry out other banking operations.

Kazakhstan is also making a concerted effort to add vigor to its investment cooperation with
Kyrgyzstan. During President Nazarbaev’s official visit to Kyrgyzstan, the sides discussed several
projectsinthereal economic sector. Today, ajoint venture among Kyrgyzstan, Kazakhstan, and Russian
state companies is expected to complete two hydropower stations on the Naryn (Kambarata-1 and
Kambarata-2).

During hisvisit, the Kazakhstan president pointed out that Kyrgyzstan should concentrateonits
economic development and stabilize the social context. It should be said that in 2006 the volume of
Kazakhstani investments into Kyrgyzstan's economy topped $300 million (30 percent of the total
volume of investmentsin Kyrgyzstan). An Intergovernmental Council was set up after thevisit to deal
with the issues of bilateral interest and promote further cooperation.

Today Kazakhstan is stepping up itsinvestment cooperation with its Central Asian neighbors
intheir and its own interests. The country needs stability in the adjacent states as an important fac-
tor of stronger regional security and its own continued sustainable growth. An unstable economic
situation across the borders might breed terrorism and extremism in the region; this should be pre-
vented through deeper cooperation, joint projectsin the real sectors of the region’s economy, up-
graded competitiveness of local industrial products, and higher living standards of thelocal nations.
If realized, thiswill avert potential threats and contribute to the sustainabl e devel opment of all Central
Asian states.

We should say, at the same time, that the positive trends, notwithstanding the integration proc-
esses on the whole, are slowing down.

The problems of the rational use of the region’ s water and energy resources remain pending;
from time to time the branch Agreement on the Use of the Resources of the Syr DaryaBasinisfor-
gotten.

The energy sphere still lacks an adequate level of cooperation in the customs, tax, and tariff
policies. The highly inefficient system of customs control over energy limitsthe effective functioning
of the energy systemsin the parallel regimes. The extremely varied national legislationsin the sphere
of taxation are of no benefit to energy exchange. As distinct from the other Central Asian countries,
Kazakhstan taxes energy, this practice creating legal collisions and interfering with the energy sys-
tems smooth functioning. Thereare no coordinated approachesto tariffson energy transit, which suffers
in the absence of a harmonized tariff methodology.
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In the absence of afairly developed oil and gas pipeline infrastructure, the Central Asian coun-
tries cannot develop their integration in the energy sphere. In Kazakhstan, for example, many of its
large gas fields remain unconnected to export gas pipelines (Tengiz, Jangjol, and Uritau, among
others). Uzbekistan, the largest transit center of gas exports from Turkmenistan to Russia, which
also sellsits gasto Kazakhstan, Kyrgyzstan, Russia, and Turkmenistan, islimited in its gas export
activities to a single gas pipeline that connects the region with Central Russia and the other CIS
countries.

The transport sphere has not yet achieved rational functioning of the Central Asian countries’
transit potential. In some cases, Kazakhstan’ srailway policy leaves much to be desired. Thisis espe-
cially true of thetariffs, which do not promote regional trade and economic contacts. Thishasalready
forced Uzbekistan to seek alternative routes for its products.

Agricultureisanother spherein which cooperationislimited, to say theleast. In the mid-1990s,
Uzbekistan tried the  grain self-sufficiency” policy and failed: itsclimateis much lesssuited to grain
growing than that of Kazakhstan. Infact, the Central Asian countriesshould try coordinated approaches
to the agrarian sector, regional division of labor, and agricultural specialization.

The different development rates and scales of economic liberalization, coupled with the low
level of economic cooperation between the local states, do not allow them to make mutual trade
more effective.

Sofar tradeinside theregionislimited to energy sourcesand the transit of commodities; export
and import of industrial products and foodstuffs are negligible.

The recent positive trend (Table 1) has done nothing so far to raise mutual trade turnover to a
higher level.

Table 1

Trade Turnover among the Central Asian States
(million dollars)

2000 | 2001 | 2002| 2003 | 2004 | 2005| 2006| January-May 2007

Kyrgyzstan 90.1 119.6 139.6 205.1 313.2 334.1 406.7 178.9
Tajikistan 57.8 63,5 48.8 82.7 139.6 167.6 185.1 111.8
Uzbekistan 212.5 229.0 188.5 218.7 429.3 497.1 703.8 52588
Turkmenistan 50.5 91.7 89.8 86.3 101.6 68 153.3 64.8

\(S ource: The Statistics Agency of the Republic of Kazakhstan. j/

Uzbekistan's EurAsEC membership expanded the cooperation potential of all of its members
(the Central Asian countriesincluded) and widened their trade and economic contacts: theintegration
structureis based on the Agreement on the Customs Union of 6 and 20 January, 1995; the Treaty on
Deepening Integration in the Economic and Humanitarian Spheres of 29 March, 1996, and the Treaty
on Customs Union and the Single Economic Expanse of 26 February, 1999, under which the signato-
ries are exempt from customs dues on a bilateral basis.

Uzbekistan’s membership obliges the country to harmonize its national legislation with the
EurAsEC norms, which will alow it in the future to open its domestic market, create afavorablein-
vestment climate, and conduct adequate customs policies. Taken together, these measureswill become
an important factor of mutual trade. So far, inter-regional investment cooperation remains undevel-
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oped. Ananalysisof datarelated to Kazakhstan investmentsin the Central Asian economies speaks of
still untapped investment potential (see Table 2).

Table 2

Kazakhstani Investments
in the Central Asian Economies in 2006
(million dollars)

Kazakhstan Kyrgyzstan Uzbekistan Tajikistan
5.8

309.2 152.3 94.0

Source: National Bank of the Republic of Kazakhstan.

According to the National Bank of the Republic of Kazakhstan, in 2006 the country invested
$4,590.1 million in Russia; $2,082.9 million in the U.K., and $1,122.5 million in the Netherlands.

At the sametime, Kazakhstan' s effortsto promote mutually advantageousties with its neigh-
bors are expected to add vigor to cooperation in the investment sphere. What is needed is a mech-
anism of deeper integration cooperation among the region’ s states that will treat cooperation in the
real sector of the economy and joint projects as a priority. One such priority can be found in the
energy sector: thelocal countries need more energy capacitiesto achieve energy security and meet
their needsfor cheap energy. The Kambarata-1 and Kambarata-2 hydropower stationsin Kyrgyzstan
and the Sangtuda, Rogun, and smaller hydropower stations on the Zeravshan River in Tajikistan
now being built by Russia, Kazakhstan, and other foreign investors are very important for regional
energy security.

M odernization of the oil and gas sector and improvement of the oil and gas transportation infra-
structure are overdue. The planned Caspian and Trans-Caspian gas pipelines and the Central Asia-
China gas pipeline system can play an important role as well.

To improve cooperation in the transport sphere, develop local transit potential, manage water
resources, and strengthen the local countries' food security, they should primarily create the mecha
nisms of

(a) awater-and-energy consortium;
(b) atransportation consortium, and
(c) afoodstuffs consortium.

This, in turn, callsfor the following conceptions:

Conception of Functioning of an International Water-and-Energy Consortium should identify
the task of elaborating the joint balance for managing the region’ s water resources based on the cal-
culated needs for water of each of the countries and the possibility of meeting these needs and coor-
dinate approachesto deal with the threat of flooding in the border regions and to make joint effortsto
reinforce the banks, improve water quality, and deal with ecological problems.

If realized, this balance will make it possible to identify the best possible mechanism for
ensuring mutual supplies of fuel, energy, and water resources, which will be registered in the
Conception.

Conception of Functioning of the International Transportation Consortium calls for efforts to
develop railways and highways, as well asthe local countries’ transport potential and transport ma-
chine-building.
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The following railway routes should be developed in particular:
(@) China-Kazakhstan-Uzbekistan-Turkmenistan-1ran-Turkey-the Balkan countries;
(b) The North-South corridor.

Development of transportation corridors presupposes, in turn, that the Central Asian countries
should:
m coordinate their customs, tax, and tariff policies in the transportation sphere;

m act together to modernize the region’ s transportation infrastructure;

m pool forcesto attract financial institutionsto modernizethe already functioning and construct
new infrastructure facilities.

This Conception should also identify the priorities for devel oping transport machine- building,
some of them being:

(a) wider integration in aircraft building on the basis of the Tashkent Aircraft Plant and Ka-
zakhstan’ sresources (the Turgai bauxite mines and energy from the Ekibastuz hydropower
stations);

(b) closer cooperation in the car industry; production of parts for UzDaewooavto; wider coop-
eration with the world leaders.

If realized, the Conception of Functioning of the International Transportation Consortium
will help the Central Asian countries develop their transit potential, expand their trade and eco-
nomic ties among themselves and with their key trade partners, such as Russia, China, the EU,
the Middle Eastern and Asian Pacific countries, etc. They will have the opportunity to modernize
their transportation infrastructures, develop related industries, create new jobs (especially in di-
rect proximity to the transportation corridors) and, at some time in the future, set up a Single
Transport Space.

Conception of Functioning of the I nternational Foodstuffs Consortiumshould identify themain
spheres of the local countries’ coordinated agrarian policy to ensure their foodstuff security.

These measures call for specific practical steps designed to boost competitiveness of the agrar-
ian sector:

(a) thelatest technologiesinlandtilling and cattle breeding should be applied on awider scale,
while the cropping capacity of all farm crops should be improved,;

(b) foreigninvestmentsshould be attracted to the agricultural sector, which should learntorely
on foreign experiencefor the sake of faster development of all the Central Asian states' agro-
industrial complexes,

(c) thestructure of the cultivated areas should be adjusted to real needsin specific typesof food-
stuffs; the same applies to the cultivars and crop varieties,

(d) intergovernmental clusters should be set up to produce the locally needed foodstuffs: rice,
grain, milk, meat, juices, and fruit and vegetable preserves.

(e) aninnovation infrastructure should be set up.

It should consist of technoparks set up for R&D purposesin agriculture.

International experience of the formation and development of innovation infrastructure has dem-
onstrated that to be effective technoparks should be treated as special economic zones with taxation,
tariff, and other privileges.
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The above should go hand in hand with effective cooperation in the use of the region’smineral
resources. Thiscallsfor processing raw materialsinto almost entirely finished end-productsthat could
cover local needs and be sold to third countries.

Thiscan bedonethrough transnational financial-industrial groupsand joint ventures, which means
that the Central Asian states should intensify their cooperation in the following branches:

(@) oil refinery;

(b) ferrousand non-ferrous metallurgy;

(c) mining and processing of uranium ores,
(d) cotton processing and tailoring.

To become more efficient, joint ventures should be created in the oil refining sector that will use
high oil refinery technologies.

The Ferghanaand Bukharaoil refineriesin Uzbekistan and the Atyrau, Pavliodar, and Shymkent
oil refineriesin Kazakhstan should bejoined to form an interstate cluster as one of the elements of the
local countries harmonized policy in oil refinery and their move toward a common market of oil
products.

Ferrous and non-ferrous metallurgy callsfor wider cooperation to upgrade quality and compet-
itiveness of iron ores, manganese, and chromite raw materials and achieve higher processing levels.

In view of the imminent modernization of the Central Asian oil and gas transportation system,
local industry should concentrate on producing rolled bars, high-grade steel, and pipes.

In non-ferrous metallurgy, the Central Asian countries should pool efforts to learn to use high
technologiesfor metallurgical treatment of polymetallic concentrates, integrated treatment of original
ores, metal-containing scrap, radioactive scrap metal, and wastes and for increasing production vol-
umes of rare, noble, and precious metals.

Joint ventures in gold mining look promising. (The largest gold mines found in the Kyzylkum
desert in Uzbekistan yield 80-85 tons of gold every year. In the near future, Uzbekistan plansto mine
no less than 140-150 tons, which means that gold mining will need larger investments.)

Mining and processing of uranium oreswill profit from wider cooperation between Kazakhstan,
Kyrgyzstan, Tajikistan, and Uzbekistan, which will improve management, modernize ore-dressing
enterprises, and encourage joint research activities. Together they will find it easier to emerge onto
the world markets.

The cotton-processing and tailoring industry will benefit from an interstate cotton cluster with
a complete production cycle spanning all the stages: from cotton growing to the production of high-
quality textiles.

Likeall others, these brancheswill profit from foreign investments, part of which can be used to
set up joint textile complexes.

Toredlizethe above, to accel erate the devel opment of the Central Asian processing sectors, and
to improve their competitiveness, the Central Asian countries should draw and adopt corresponding
intergovernmental decisions.

Deeper integration into real economy and the implementation of joint projects in industry and
agriculture will be conducive to sustainable growth rates and greater stability and security in the re-
gion, and will also help the local states to integrate into the world community.

It has become abundantly clear that the currently obvious transnational threats can be averted
only through more active regional cooperation and interaction with international institutions.
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since March 2006. The rankings used to assess national (country) competitiveness are calcu-

lated by the World Economic Forum (WEF) in the form of aspecial index coupled with a sep-
arate Business Competitiveness Index (BCI). Prior to 2006, national competitiveness was assessed
intermsof the Growth Competitiveness|ndex (Growth CI), which has now been replaced by aGlobal
CompetitivenessIndex (GCI). Based on 2005 results, Kazakhstan was 61st in the Growth Cl among
117 countries, trailing behind India’ s 50th place by 0.27 points (with ascore of 3.77 against 4.04).
In terms of the component indexes of the Growth CI, Kazakhstan’ s positions were as follows: rank
77 in the technology index, rank 41 in the macroeconomic environment index, and rank 76 in the
public institutions index.

T he problem of assessing Kazakhstan’s national competitiveness has been actively discussed

For comparison:  Russia srankingsinthese component indexeswere 73, 58 and 91, respectively (with
an overall Growth CI rank of 75).

Changesin theindexes assessing national competitiveness had an effect on the methodol ogy used
to calculate these indicators. This change in methodol ogy, for its part, led to a change in the positions
of individual countries. Thus, Kazakhstan now occupies 56th place in the GCI rankings. Neverthe-
less, thisisnot progress but regress compared to 2005, because under the new methodol ogy the repub-
lic ranked 51st and not 61st, as in the Growth CI rankings. The same applies to various component
indexes, including the macroeconomy, in which the country now ranks 10th, so that some commen-
tators talk about an unprecedented breakthrough from 41st place in 2005. But it isincorrect to com-
pare these places in the rankings, because the WEF now eval uates the macroeconomic successes of
countries using other methods. There have been changes both in formulas and indicators and in the
name of the given index. Today itissimply called “macroeconomy,” whereas ayear earlier the term
was “macroeconomic environment index.” In assessing macroeconomic competitiveness, the WEF
now takes into account only six statistical indicators (hard data), whereas in the past its calculations
were based on 10indicators, including survey data. Consequently, Kazakhstan's current 10th placein
2006 cannot be compared with its 41st place in 2005, because these rankings were compiled based on
totally different indexes.
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Whereas the former Growth CI took into account three aspects of competitiveness (macroeco-
nomic environment, publicinstitutionsand technol ogy), the new GCI covers nine aspects: ingtitutions,
infrastructure, macroeconomy, health and primary education, higher education and training, market
efficiency, technological readiness, business sophistication, and innovation. In the GCI rankings, 50th
placeisoccupied by Indonesia, with Kazakhstan now lagging behind it by 0.07 points (with ascore of
4.19 against 4.26). Nevertheless, the republic has the strongest positions among the CIS countries:
Russiaranks 62, Azerbaijan 64, Ukraine 78, Armenia82, Georgia 85, Moldova86, Tgjikistan 96, and
Kyrgyzstan 107.

Hereishow the experts of the WEF itself have commented K azakhstan’ s positionsin the 2006
rankings. “Kazakhstan shedsfive placesto reach 56 in the World Economic Forum’s Global Com-
petitiveness Index (GCI) rankings for 2006-2007. Boosted by its natural resource wealth, it expe-
rienced a major improvement in its macroeconomy, thanks to its significant government budget
surplus, low debt-GDP ratio, high savings rate and a considerably reduced interest rate spread,
possibly reflecting more financial market efficiency or less perceived lending risk. It also saw im-
provementsin market efficiency, rising 8 placesto rank 44, boosted by |ess red tape and more com-
petition in the goods markets, but still impeded by the preval ence of trade barriersand still relative-
Iy underdevel oped or unsophisticated financial markets. The country also benefitsfrom flexible labor
markets.”*

A separate comment on Kazakhstan's competitiveness was made by Augusto Lopez-Claros,
WEF s Chief Economist and Director of its Global Competitiveness Network, who played aleading
role in developing the GCI: “Notwithstanding a number of bright areas, morewill haveto be donein
Kazakhstan toimprovetheinstitutional environment. The country’ stop leadership hasdecided to give
high priority to boosting Kazakhstan’ s competitiveness rankings. Particul ar attention will have to be
givento dealing with widespread perceptionsthat the country has suffered a deterioration in the qual-
ity of itsinstitutions related to judicial independence, property rights protection, government effi-
ciency, publictrust of politiciansand security. It also saw fallsinitsrankingsfor innovation, business
sophistication and for technol ogical readiness. The lower rank for innovation appeared to reflect per-
ceived skills shortages related to sciences and engineering, less company spending on R& D and less
university/industry research collaboration, compared to other countries. The authorities have a busy
reform agenda ahead of them in coming years.”?

The main problemsfacing Kazakhstan on the way to higher competitiveness are clearly formu-
|ated inthe above comments. Both the WEF pressrel ease and the statement by A. Lopez-Clarosamount
to an assessment of the republic’s positionsin various component indexes or, asthey are now called,
“pillars’ of the GCI. Let ustake acloser look at Kazakhstan’s rankings in some of these pillars (see
Tablel).

The table shows that Kazakhstan ranks highest in the macroeconomy and market efficiency
pillars (10 and 44) and lowest in health and primary education (86), institutions (75), business so-
phistication (72) and innovation (70), with intermediate positions in such pillars as higher educa-
tion and training, technological readiness, and infrastructure, although its 66th and 68th placesin
the latter two indicators can hardly be seen as adequate to the republic’ s potential. In the context of
implementation of its Industrial Innovation Development Strategy, two GCI pillars related to the
technological dimension of national competitiveness are of particular importance to Kazakhstan:
technological readiness (66) and innovation (70). By way of international comparison, let us list
some of the countries that are ahead of Kazakhstan in these rankings. In terms of technological

! Kazakhstan Falls Five Places to 56th Rank in the World Economic Forum's 2006 Global Competitiveness Rank-
ings. World Economic Forum Press Release, Geneva, Switzerland 27 September, 2006, available at [www.weforum.org].
2 |bidem.
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Table 1

Kazakhstan’s Rankings
in the Nine Pillars of the Global Competitiveness Index

T e | s )
Institutions 75 8.5
Infrastructure 68 3.33
Macroeconomy 10 B.57
Health and primary education 86 6.08
Higher education and training 51 4.28
Market efficiency 44 4.39
Technological readiness 66 3.23
Business sophistication 72 3.90
Innovation 70 .48

/S ource: Calculated and compiled from the data of The Global Competitiveness Report A

2006. Executive Summary, available at [www.weforum.org].

N )

readiness, the republicis*outperformed” by Jordan, El Salvador, the Dominican Republic, Barba-
dos, Mauritius, Panama, Trinidad and Tobago, and Tunisia, among others. In the innovation rank-
ings, Kazakhstan is behind such countries as Kenya, Costa Rica, Colombia, Burkina Faso, Azerba-
ijan, Morocco and Nigeria. But then, such low rankings do not necessarily mean avery bad situa-
tion in the field of innovation and technology. In our opinion, these rankings are partly due to the
inadequacies of GCI cal culation methodology. For example, very low innovation rankingsare assigned
to countries with an objectively high technological level, including Russia (59), Italy (43, which is
lower than Costa Rica’ s 36th place) and China (46, which islower than Chile’ s 39th place). These
examples show that the said rankings have significant shortcomings and cannot serve asadirect or
objective indicator of an unsatisfactory situation in a certain area.

In order to assess the prospects of arise or fall in competitiveness as measured by the GCI, let us
consider some of the peculiarities of its calculation method in greater detail. In GCI calculations, the
countriessurveyed are divided into three groups: factor-driven economies (mostly driven by such factor
endowmentsas natural resourcesand unskilled labor), efficiency-driven economies (with more efficient
production processes and higher product quality), and innovation-driven economies. According to the
authors of the report, the importance of each pillar depends on the country’ s stage of development (they
attribute “ higher relative weightsto those pillarsthat are relatively morerelevant for acountry givenits
particular stageof development”).® In other words, the weights of these pillars organi zed into three subind-
exes differ in GCI calculations for countries at different stages of development (see Table 2).

At present, Kazakhstan isincluded in the group of efficiency-driven countries. L et usnote, how-
ever, that the division of countriesinto these groups in the WEF study is not based on technological

3 The Global Competitiveness Report 2006, Chapter 1.1. “The Global Competitiveness Index: Identifying the Key
Elements of Sustainable Growth,” p. 11.
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Table 2

Weighting of GCI Subindexes
at Each Stage of Development*

Weights Basic Efficiency Innovation and
9 Requirements Enhancers Sophistication Factors

Factor-driven
stage 50% 40% 10%

Efficiency-driven
stage 40% 50% 10%

Innovation-driven
\k stage 30% 40% 30% //

criteria, as might be supposed, or on the level of innovation, but simply on GDP per capita, and this
even without regard for purchasing power parity (PPP). Asaresult of thisstrange qualification, such
countries as Kuwait, Qatar and the United Arab Emirates have been included in the group of innova-
tion-driven economies simply because of their high GDP. For each of the three subindexes, Kazakhstan
has the following scores: 4.64 (rank 51) for basic requirements, 3.97 (rank 56) for efficiency enhanc-
ers, and 3.51 (rank 74) for innovation and sophistication factors.

Kazakhstan's overall score (4.19) is calculated based on the weights given in Table 2 for coun-
tries at the efficiency-driven stage of development according to the formula: 4.64*0.4 + 3.97*0.5 +
3.51*0.1. Thisformulashows that under the WEF methodology the greatest potential for an increase
in competitivenessand arisein therankingsislatent in the pillars of the efficiency enhancers subind-
ex, becausethelatter hasaweight of 50% and Kazakhstan' s scorein this subindex isbelow itsoverall
score (3.97 against 4.19). Consequently, faster development of the pillars included in this subindex
(higher education and training, market efficiency, and technological readiness) will have the most
significant effect on theincreasein therepublic’ s GCl asawhole. The greater influence of these three
pillarson the overall index is easily expressed in mathematical terms. Thus, thefirst subindex (basic
requirements) has aweight of 40% while including four pillars, which means that each of them hasa
weight of 10%; the third subindex (innovation and sophistication factors) has a weight of 10% and
consists of two pillars, each with aweight of 5%. At the sametime, the efficiency enhancers subindex
hasaweight of 50% and includesonly three pillars, which meansthat each of them accountsfor about
17% of the country’s overall score.

Consequently, Kazakhstan’ sriseinthe GCI rankingswill be most successful given animprove-
ment in the pillarsincluded in the efficiency enhancers subindex. In two of these three pillars, the
current situation is quite favorable: in higher education and training, Kazakhstan ranks 51st, and in
market efficiency, 44th. The weak point here is the technological readiness pillar: rank 66 with a
score of 3.23. Let us consider the possibility of boosting the republic’s GCI performance through
this pillar. In order to be 50th in the 2006 rankings, Kazakhstan should have had an overall GCI
score of 4.26, or 0.07 points above the scoreit actually had. Our cal culations show that a0.07-point
increasein theoverall GCI score can be achieved through an increase in the technol ogical readiness
pillar by 0.42 points (by about 13%) to 3.648.

4 The Global Competitiveness Report 2006, Chapter 1.1. “The Global Competitiveness Index: Identifying the Key
Elements of Sustainable Growth,” p. 12.
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For comparison: inorder to ensurethe sameincreasein the GCI score (by 0.07 points) through the
innovation pillar, thelatter will haveto beincreased by 1.35 points (by 43%) from
the current 3.13 to 4.48.

It should be noted that such a methodology for calculating the GCI in effect encourages countries to
conserve anirrational economic structure, because the most advanced aspects of development reflect-
ed in the third, innovation and sophistication factors subindex (business sophistication and innova-
tion) have the least influence on the overall GCI score.

Asregardsthe pillar in which Kazakhstan has done particul arly well in the latest rankings (mac-
roeconomy), we think the republic will find it hard to keep its 10th place in this pillar in the future.
The macroeconomy pillar consists of such indicators as government surplus/deficit, national savings
rate, inflation, interest rate spread, government debt and real effective exchange rate. The prospects
for some of these indicators are not too encouraging. For example, starting from 2007 the country’s
budget does not include oil revenues, which createsthe prerequisites for abudget deficit and asignif-
icant worsening of thisindicator, because in recent years the republic has had a budget surplus. An-
other reason for a possible budget deficit is the growing pressure exerted on the domestic market by
excess liquidity in the republic’s pension funds, which are increasingly short of investment instru-
ments. In these conditions, in order to prevent a decline in the profitability of accumulation pension
funds (NPF) the state may be obliged to issue debt securities even if there is no particular need to fi-
nancethe budget deficit. Thismeasure, for itspart, will lead to anincreasein another indicator includ-
ed in the macroeconomy pillar, government debt, which will also have a negative effect on thisindi-
cator. Such indicators asinflation and interest rate spread may take aturn for theworse aswell. Infla-
tion, which amounted to 3.1% in thefirst four months of the year, may be accel erated by the consumer
boom, a massive credit expansion by second-tier banks and excess liquidity in the financial system.
As regards interest rate spreads, they depend in large part on the credit ratings assigned by interna-
tional financial organizations, which compile such ratings based on many factors, including macroeco-
nomic and financial stability, and also the situation in world raw material markets, afactor crucial to
Kazakhstan’ s economic well-being.

So, considering the above-mentioned threats to macroeconomic stability, one can expect adrop
in Kazakhstan’ s macroeconomy rankingsin the next WEF report. Given that the macroeconomy pil-
lar hasaweight of 10% inthe overall Global Competitiveness|ndex, itsdeclinewill have anoticeable
effect on the country’s GCI rank. More precisely, adeclinein the score for this pillar by 1 point will
mean adeclinein the GCI scoreby 0.1 point (in thelatest rankings, thiswould have meant aGCl score
of 4.09, which is equivalent to 61st place). Consequently, it would make sense to compensate in ad-
vance the possible drop in the rankings resulting from adecline in the macroeconomy pillar by boost-
ing the higher education and training pillar and the market efficiency pillar.

The World Economic Forum’'s GCI rankings are not the only assessment of Kazakhstan's na-
tional competitiveness. The objective problems that exist in some areas of the republic’s socioeco-
nomic development are reflected in other rankings as well. For example, technological competitive-
ness is assessed using the Networked Readiness Index rankings, also developed by the WEF. Based
on 2005 results, Kazakhstan is 60th in these rankings with a score of 0.24, the same as that of El Sal-
vador, which occupies 59th place. Characteristically, Kazakhstan isthe best performer in these rank-
ings among the CIS countries, followed by Russia(rank 72), Azerbaijan (73), Ukraine (76), Armenia
(86), Tajikistan (93), Moldova (94), Georgia (96) and Kyrgyzstan (103). It isinteresting to note that
although thisindex was devel oped by the WEF (just as the GCI), Kazakhstan has lower rankings for
technology in the GCI subindexes, being outperformed by some CI S countries. Thisdiscrepancy also
points to the imperfections of WEF methods. Nevertheless, the problems of Kazakhstan's national
competitiveness are captured not only by WEF rankings, but by other methods as well.
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If competitivenessisunderstood not only in the narrow, technol ogical/economic sense, but also
from the position of human and socia development, Kazakhstan’ s performanceisworthy of consid-
eration in the well-known Human Devel opment Index (HDI) rankings compiled by the UNDP. Inthe
recently published 2006 rankings, Kazakhstan has 79th place and isincluded in the category of medi-
um human development countries, with a score of 0.774. In order to join the group of high human
development countries, it is necessary to have a score of 0.800. At present, this “borderling” score
correspondsto 63rd place occupied by Mauritius. In terms of human development, Kazakhstan ranks
fourth among the CI S countries (behind Russia, Belarusand Ukraine). Compared to the previousyear,
Kazakhstan moved up one place: inthe 2005 rankings, it was 80th among 177 countries (thetotal number
of countries surveyed did not change during the year).

A comparison of competitiveness and the HDI, in our opinion, is perfectly justified. First of all,
the HDI takesinto account some aspects of national development which are al so taken into account in
calculating the GCI: life expectancy (included in the health and primary education pillar of the GCI),
education level (included in the higher education and training pillar) and GDP per capita (included,
even though in other indicators, in the macroeconomy and market efficiency pillars). A positivetrend
asregards human development indicatorsisthat in the 2006 rankings K azakhstan exceeded the “ sym-
bolic” level of 1990, whenitsHDI was0.768. Overall, Kazakhstan' s competitiveness assessed in terms
of theindicators used in HDI calculationsisillustrated by Table 3.

Table 3
Basic Indicators of the Human Development Index (HDI)
for Kazakhstan, 2004
a Life expectancy at birth 63.4 )
Adult literacy rate
(ages 15 and above), % 99.5
Combined gross enrolment ratio for primary,
secondary and tertiary schools, % 91
GDP per capita, PPP US$ 7,440
Life expectancy index 0.64
Education index 0.96
GDP index 0.72
HDI value, 1990 0.768
HDI value, 1995 0.723
HDI value, 2000 0.736
HDI value, 2004 0.774
/S ource: Human Development Report 2006, available at [http://hdr.undp.org]. )/

Out of the four indicators taken into account in calculating the HDI, Kazakhstan lags in life
expectancy and GDP per capita. The latter fact is particularly important, given that progress in any
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area of competitiveness—ranging from social development to technological level—is ultimately de-
termined by the level of economic development. If national competitiveness is assessed in terms of
such an aggregate as GDP per capita, in order to join the top 50 countries Kazakhstan will have to
roughly triple its GDP. According to the estimates of the U.S. Central Intelligence Agency, GDP
per capita (PPP) in Kazakhstan in 2005 was $8,700, which put the republic in 92nd place among
231 countries of the world. In Bahrain, which ranks 50th in thislist, the figure is $20.5 thousand. In
other words, the current gap is 2.35 times, but considering that other countries will also continue
their development the gap that will have to be closed is more significant. So, if Kazakhstan is to
join the 50 most competitive countries within 10 years, its average annual GDP growth throughout
this period will have to be around 12-15% (depending on the rate of development of its competitor
countries and population growth in the republic).

World Bank assessments based on the key macroeconomic indicators al so rank Kazakhstan well
below the top 50 countries. Thus, interms of the gross national income (GNI) per capitaindex, Kazakh-
stan in 2005 (depending on the computational method used®) wasranked 97th ($7,730, PPP) and 103rd
(%$2,930, Atlas method).® Consequently, in terms of the key macroeconomic indicators per capita as
calculated by various organizations and unrelated to WEF methods, Kazakhstan is still very far from
the top. In 2004, it had the following positions in the world rankings: 114th place in PPP GNI and
99th placein PPP GNI per capita. Let usadd that in the World Bank classification based on PPP GNI
per capitathe republic isincluded in the group of middle income countries.’

These low rankingsin the key macroeconomic indicators somewhat devalue Kazakhstan’s
high positions in the corresponding GCI rankings of the World Economic Forum, in which the
country, for example, occupies 10th place in the macroeconomy pillar. But optimism over this
high rank may somewhat wane if we look at the top performersin thislist: Algeria (1), Kuwait
(2), Qatar (3), UAE (4), Norway (5), China (6), Chile (7), Singapore (8), Hong Kong (9), and
Bahrain (11, just behind Kazakhstan).® These economies are not so much the most efficient as
the wealthiest in relative terms. And all of them (except China, Hong Kong and Singapore) are
countries oriented toward the production of hydrocarbons or, as they are usually called in Kazakh-
stan economic literature, raw-material-oriented countries. In other words, the method used to cal-
culate the macroeconomy pillar is such that the highest ranksin this pillar go to countries orient-
ed toward raw material exports. Evidently, high ranks here, however honorable, neverthel ess cannot
serve as evidence of high national competitiveness, unless competitiveness is understood as the
“raw material” nature of development.

To return to amore detailed examination of individual socioeconomic indicatorsthat are signif-
icant intermsof enhancing national competitiveness, let ussay that, in our opinion, their number should
not be limited only to theindexes used by the WEF in GCI calculations. For areal rather than anom-
inal increasein national competitivenessit isnecessary to take fuller account of economicindicators,
paying special attention to indexes of aforeign economic nature, because national competitivenessis,
by definition, competitivenessin foreign markets. It is a so necessary to make amore comprehensive
and accurate assessment of the macroeconomic situation, particularly using relativeindicators, which
more adequately reflect the dynamics and quality of economic processes. Another essential aspect of
competitivenessisthe social sphere, the quality of human devel opment processes and social inequal-
ity, i.e., parameterswhich are virtually not taken into account by the current GCI cal culation method.
These parameters are analyzed in annual Human Development Reports, and some of them are pre-

5 The World Bank calculates this indicator using two methods: PPP and Atlas method.

5 See: GNI per capita 2005, Atlas method and PPP, The World Bank Group.

7 See: 2006 World Development Indicators, World Bank, Washington D.C., 2006, p. 20.

8 See: The Global Competitiveness Report 2006, Global Competitiveness Index: Basic Requirements. Executive Sum-
mary, Table 2, available at [www.weforum.org].
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Table 4

Selected Socioeconomic Development Indicators for Kazakhstan Presented
in the Human Development Report 2006

(C 6. Commitment to Health: Resources, Access and Services j\
Public health expenditure (% of GDP), 2003 2.0
Private health expenditure (% of GDP), 2003 1.5
Health expenditure per capita (PPP US$), 2003 315

( 11. Commitment to Education: Public Spending j
Public expenditure on education (% of GDP), 1991 3.9
Public expenditure on education (% of GDP), 2002-2004 2.4

( 13. Technology: Diffusion and Creation )
Telephone mainlines (per 1,000 people), 1990 82
Telephone mainlines (per 1,000 people), 2004 167
Cellular subscribers (per 1,000 people), 1990 0
Cellular subscribers (per 1,000 people), 2003 184
Internet users (per 1,000 people), 1990 0
Internet users (per 1,000 people), 2003 27
Patents granted to residents (per million people), 2004 —
Research and development (R&D) expenditures (% of GDP), 2000-2003 0.2
Scientists & engineers in R&D (per million people), 1990-2003 629

( 14. Economic Performance j
GDP (US$ billions), 2004 40.7
GDP (PPP USS$ billions), 2004 111.6
GDP per capita (US$), 2004 2,717
GDP per capita (PPP US$), 2004 7,440
GDP per capita annual growth rate (%), 1990-2004 1.7
Average annual change in consumer price index (%), 1990-2004 33.6
Average annual change in consumer price index (%), 2003-2004 6.9

: 15. Inequality in Income or Expenditure j
Share of income or expenditure (%)—Poorest 10% 3.0

\\ Share of income or expenditure (%)—Poorest 20% 7.4 //
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Table 4 (continued)

// Share of income or expenditure (%)—Richest 20% 41.5 \\
Share of income or expenditure (%)—Richest 10% 25.9
Inequality measures—Ratio of richest 10% to poorest 10% 8.5
Inequality measures—Gini index 33.9

( 16. The Structure of Trade j
Imports of goods and services (% of GDP), 2004 46
Exports of goods and services (% of GDP), 2004 55/
Primary exports (% of merchandise exports), 2004 84
Manufactured exports (% of merchandise exports), 2004 16
High-technology exports (% of manufactured exports), 2004 2

\CS o ur ¢ e: Human Development Report 2006. D/

sented in Table 4 to illustrate the key areas where Kazakhstan should enhance its national competi-
tiveness.

Thedatagivenin Table4 areafuller reflection of the state of the economy and, consequently,
of national competitiveness. It should be noted that in many areas the situation in Kazakhstan is
quite unfavorable. For example, in R& D expenditures as a percentage of GDP the republic’s per-
formanceis below the average for all regions of the world. Kazakhstan’s 0.2% is much lower than
the average figure for the developing countries (1.1%), the countries of East Asia and the Pacific
(1.7%), Latin America (0.6%), South Asia (0.7%), CEE and the CIS (1.0%), and OECD (2.5%).
Thereisasimilar situation in public expenditure on education as a percentage of GDP. Inthisarea,
Kazakhstan's 2.4% falls short of the figure not only for the devel oped countries, but also for an over-
whelming majority of countries in the medium human development category and for many low hu-
man devel opment countries.

For comparison:  Albaniahas 2.8%, Peru 3%, the Philippines 3.2%, Grenada 5.2%, Tunisia 8.1%,
Fiji 6.4%, and Belize 5.1%. In low human devel opment countries, the figuresare
as follows: Djibouti 6.1%, Lesotho 9.0%, Kenya 7%, Mauritania 3.4%, and Eri-
trea 3.8%.

In health care, the pictureisvery similar. Public health expenditure in Kazakhstan in 2003 was
2% of GDP, whichislower thanin most countriesin the medium or low human devel opment catego-
ry. Asin education, health expenditure in most Asian, Latin American and even African countriesis
higher than in Kazakhstan. These include El Salvador, Colombia, Albania, Lebanon, Grenada, Jor-
dan, Tunisia, Suriname, Fiji, Algeria, Jamaica, Botswana, Bhutan, Papua New Guinea, L esotho, Zim-
babwe, Haiti and many other countries traditionally included among the world’ s poorest countries.

Apart from showing some of the main indicators of socioeconomic devel opment, thistable dem-
onstrates another fact as well. Many indicators from the Human Development Report coincide with
those used by the WEF to assess national competitiveness, such astelephone mainlines per 1,000 people,
Internet users or cellular subscribers. This fact may indicate that WEF experts simply use available
U.N. data, combining themin anew way to obtain a“product” called GCI, whereasin actual fact what
we have hereisatruncated HDI. In such a case, it is more appropriate to assess a country’ s compet-
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itiveness based on the more comprehensive methods and techniques of the United Nationsrather than
those of the WEF, whose studies are of aderivative nature and often produce inadequate assessments.
It would make even greater sense, in our opinion, to recognize the need to develop our own national
system for assessing competitiveness, a system that would take into account all the key factors of the
republic’s economic and social success in acomprehensive and systemic way.

Table 5

Kazakhstan’s Positions in Various Rankings Compiled
by International Organizations

Rank Countries Ranked
Global Competitiveness Index (WEF) 56 125
Networked Readiness Index (WEF) 60 115
Human Development Index (UNDP) 79 177
GDP per capita, PPP (U.S. CIA) 92 231
\\ GNI per capita, PPP (World Bank) 97 208 //

To summarize our review of Kazakhstan’ s national competitiveness, we can say that it isfair-
Iy high only when assessed using WEF methods (see Table 5). Moreover, therepublic’ shigh places
even in these rankings are ensured by only three GCI pillars out of nine: macroeconomy, market
efficiency, and higher education and training. Consequently, in order to enhance national compet-
itiveness we need progressin other areas of social, economic and technological development so as
to move up in the rankings for the respective pillars and to diversify the risks of aloss of compet-
itiveness. Another conclusion about Kazakhstan’s national competitiveness is the continued low
development level of anumber of areasthat are crucial to competitiveness (science, education and
health care), as reflected in the rankings of other world organizations (apart from the WEF). What
we need is further growth—at a very rapid pace—of such dimensions as GDP and GNI (including
per capita) and R& D expenditures. We need to improve the quality of life for the purpose of en-
hancing life expectancy, prevent afurther increase in income ineguality, and spend much more on
education, health care and science.
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