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The geopolitical situation in the Caspian region drastically differs from
what it used to be in 1991. After the collapse of the Soviet Union, newly
independent  states, Azerbaijan, Georgia, Uzbekistan, Kazakhstan,
Turkmenistan, Kyrgyzstan, and to some extent Armenia and Tajikistan,
emerged in the south and embarked on the process of invigoration of their
independence. Neither the Caucasus nor Central Asia (together Caspian region)
can be regarded as Russia’s backyard any longer. Attempts of the former
imperial center (the Russian Federation) to preserve the region in its own
sphere of influence are not giving positive results yet, as tendencies for
integration with the West are still in place in the region.

Extraction of the Caspian’s abundant hydrocarbon reserves has played a
catalytic role in the process. The world’s major oil companies have already
invested over $8 billion in exploration and development operations in the
Azerbaijani and Kazakh sectors of the Caspian, while more than $100 billion
are expected to be invested in the next 25-30 years. The Baku-Novorossiysk
and Baku-Supsa early oil pipelines are already in operation. Important
decisions have been made on the Baku-Thilisi-Ceyhan oil pipeline and Trans-
Caspian gas pipeline projects. The Tengiz-Novorossiysk oil pipeline is
expected to be put into operation in 2001. Sponsored by the European Union
and launched in 1993, another major project TRACECA has played a
tremendous role in the integration of the Caucasus and Central Asia with
Europe. Another illustrative example of the profound political and strategic
change was the establishment of GUUAM, the alliance of Georgia, Uzbekistan,
Ukraine, Azerbaijan and Moldova.

In addition to the indicated geopolitical developments, it should also be
mentioned that these geopolitical processes have not reached their logical
conclusion yet. There is still a lot more in the “Great Game”. No one can
guarantee that geopolitical developments will not change direction. The
struggle for the Caspian region has become one of the most pressing issues on
the contemporary world. Results of this struggle will eventually affect the
future panorama of Eurasia and lead to redrawing of the geopolitical map.

The way Azerbaijan has taken since 1991 is a clear example of the
complicated processes that were and still are taking place in the region. Baku
has turned into a center of Caspian oil boom and of the regional geopolitics in
general. Crucial problems that Azerbaijan is facing today are the same as those
faced by all countries of the region. At the same time, Azerbaijan has its own
specificity in a number of issues. Just like Central Asian republics and
Armenia, Azerbaijan is a land-locked country, which does not have a direct
access to the World Ocean. Unlike the majority of newly independent states,
Azerbaijan would like to leave the Russian sphere of influence, but, as opposed



to others (Armenia, for instance), Azerbaijan has its own specificity in
historical and contemporary relations with the former imperial center.

Similarly to other countries of the region, Azerbaijan started building
new relations with another regional power, the Islamic Republic of Iran, after
1991. However, in this issue as well Azerbaijan’s individuality is not confined
to sharing a long border with Iran. Azerbaijan is second in the world only to
Iran for the proportion of the Shiite community. Besides, Azerbaijan is among
the very few divided countries and nations in the world. Approximately twice
as big as the Republic of Azerbaijan, another Azerbaijan is located in Iran’s
northwest, which is home to some three fourths of the world Azerbaijanis.

Just like other littoral states, Azerbaijan has oil and gas in its Caspian
sector (80,000 square kilometers), but for the richness it is next only to the
Kazakh sector (113,000 square kilometers). Oil has always played an essential
role in the lives of all coastal countries. But Azerbaijan is noted for being the
world’s most ancient oil region, as well as the fact that oil has played priority
role on all stages of the country’s development.

And finally, Azerbaijan is currently in geopolitical blockade imposed by
hostile Russian Federation, Armenia and Iran. The neighboring Armenia has
occupied approximately 20% of Azerbaijan’s territory and there is no end in
sight to the 12-year-long Karabakh conflict. In other words, the situation in
Azerbaijan, besides being an indicator of the situation in the region, is
characterized with some peculiarities as well.

Attempts to Break the Geopolitical Blockade

The complicated nature of Azerbaijan’s geopolitical location is first of
all characterized by its geography. Absence of any natural protection factors or
the country’s weakness in the north (the Derbent pass) left Azerbaijan unarmed
in the face of incessant raids from north to south, and vice-versa. There have
been no conditions for a long-term development within this corridor. In
addition to geography, two other historical and political events have pre-
conditioned Azerbaijan’s current geopolitical predicament. One of them
occurred at the dawn of the 16" century, when the Sefevids Empire, established
on the territory of Azerbaijan, forcefully converted the population to the Shiite
creed. The fact that the Shiite creed became official in the reign of Sefevids
(1501-1722) played a significant role in Azerbaijan’s subsequent development.
Thus, Azerbaijan was eventually estranged from the rest of the Sunni Turkic
world and as a result of a 150-year-long Sefevid-Ottoman wars Azerbaijan’s
road to the west and east (Central Asia) was cut off by the Sunni-Shiite stand-
off. Instead, the Azerbaijanis (Azerbaijani Turks) ideologically and culturally
merged with the Persians. The two Iranian-Russian wars at the beginning of the
19" century (1804-1813, 1826-1828) resulted in another tragedy for
Azerbaijan: de facto independent Azerbaijani khanates were joined to the
Czarist Russia and Gajar-ruled Iran. For about 5 centuries Azerbaijan had to



take root in the North-South axis, which limited the country’s relations with the
East (Turkistan, Central Asia) and West (Georgia, Turkey, Europe).?

The new geopolitical situation, which emerged after 1991, divided states
of the region in several groups. Russia’s historical clients in the Caucasus,
Armenians and the Republic of Armenia started taking advantage of a special
patronage on the part of the Russian Federation. With the exception of Belarus,
of all the former Soviet Union republics Armenia is currently considered
closest to Russia. Thus, the Russian Federation began putting pressure on
Azerbaijan and Turkey through supporting Armenia in every possible way. The
Moscow-Yerevan relations have long assumed proportions of a strategic
alliance, and a close economic, political and strategic cooperation between
them is flourishing. The fact that Russia supplied Armenia with more than $1
billion worth of weaponry between 1994 and 1996 is irrefutable.®

The newly shaped geopolitical situation, in particular the active role of
the West and the growing involvement and authority of its closest ally Turkey
in the Caspian basin, have brought the positions of two of the region’s
historical rivals, Russia and Iran, closer. It is therefore no wonder that the
mentioned $1 billion worth of weaponry, as well as a considerable portion of
economic assistance sent to Armenia, passed through Iran. It is widely-known
fact that Iran’s aspiration to build its own nuclear weapon and the speedy
armament of the country is easily explained by Tehran’s close cooperation with
Moscow.” Another reason for the formation of the Moscow-Yerevan-Tehran
triangle is the desire of these countries to thwart the process of revitalization of
Azerbaijan and to restore the status-quo.”

Resistance to Russia’s Revanchism

Public sentiments in Russia, which have had to retreat for the first time
in the last 5 centuries, were seriously shaken by the collapse of the USSR.
Disputes over pro-Atlantic or pro-Eurasian preferences were very frequent in
Russia’s political elite throughout 1992. Whereas the pro-Atlantic forces saw
the future of the Russian Federation in the light of integration with the West,
pro-Eurasian forces thought the future of the two-headed eagle was bound to
restoration of the Empire. Since a Western reader is fully aware of the content
of this struggle,® let us focus on something worthy of note.

Russia’s then Foreign Minister Andrei Kozyrev, who possessed the
reputation of an outright pro-Atlantic politician, was the first to use the
definition of “near abroad” in an interview with “Izvestiya” newspaper in the
first days of 1992.” Later that year, speaking to an OSCE (then CSCE)
conference in Stockholm, Kozyrev spoke of the necessity to establish a military
and economic federation or confederation of former Soviet republics. The plea
of Russian democrats to concentrate the “near abroad” countries around Russia
again and to re-establish a new global power center received a lukewarm
welcome on the part of pro-Eurasians, who, starting from 1993, made this idea
a bottom-line of the Federation’s foreign policy. Of course, it is possible to find
differences in the attitudes of reformer/Atlantic and conservative/Eurasian



forces toward the idea. In general, however, public sentiments on all levels of
Russian political elite with regard to a doctrine envisioning preservation of
Russian Federation’s geopolitical authority were unanimously supportive. The
fact that various Russian ministries (Foreign Affairs and Defense on the one
hand and Fuel and Energy on the other) pursue differing tactics does not alter
the general strategic course.? In other words, despite the frequent changes of
governments and foreign ministers, Moscow’s interest to bring back its
previous satellites under the same umbrella has not subsided.

The bottom-line of ideological and propagandistic aspects of Russia’s
foreign policy on the territory of the former USSR was based on the thesis that
the country has historically been “responsible” for stability in the region.
According to the thesis, the world community (including the United Nations)
was to vest the task of safeguarding peace and stability in the region in Russia.’
In February of 1993, Russia’s then President Yeltsin urged the United Nations
to give Russian armed forces the status of peace-keeping troops in order to
enable them to interfere in conflicts on the territories of the former Union
member-states.™®

In fact, the document entitled “Recommendations”, prepared by Russian
State Duma Committee for International Relations (chaired by ethnic Armenian
Yevgeny Ambartsumov) and forwarded to the government, clearly stated: “The
Russian Federation, which is internationally considered to be the legal
successor of the USSR, must be governed by a doctrine ( just like the US
Monroe doctrine in the Latin America) envisioning protection of its vital
interests on the entire geographical and political territory of the former USSR.
Russia must also achieve the recognition of its interests by the international
community. The Russian Federation must obtain international community’s
consent for playing the role of a guarantor of political and military stability in
ex-USSR. It is necessary to urge the 7 super-powers of the West to assist
Russia in this function and provide hard currency aid for the formation of
prompt operation forces (blue helmets).”"*

A particular place in Russia’s “near abroad” concept is occupied by the
thesis that Russia is obliged to protect human rights of more than 20 million
Russians and Russian-speaking population living in the former Soviet
republics.*?

Among most significant obstacles in Moscow’s objective of bringing the
“near abroad” back under its sphere of influence was the independent
Azerbaijan Republic. Despite the absence of pro-Russian tendencies in
Azerbaijan (language, religion, historical background, and differences in other
spheres), Azerbaijan keeps attracting Russia’s keen interest, because:

e Control over Azerbaijan would provide the Russian Federation with the
opportunity of strengthening its strategic interests in the Caspian region and
extend them to Middle East; the strategically important Gabala Radio-
Location Station (RLS) that remained in a newly-independent Azerbaijan
from the Soviet times has made this country even more luring for Russia; the



territory of Azerbaijan could serve as an important outpost for Russia to
keep the Middle East under control with its aviation and ballistic missiles;

From the standpoint of geopolitical interests Azerbaijan plays an important
role in Russia’s political sentiments; by keeping Azerbaijan under control,
Moscow actually prevents the spreading authority of the West in the Caspian
region; since Azerbaijan is geographically considered to be the center of the
Turkic world, Russia thus puts up an insurmountable obstruction in the way
of Turkic integration; in so doing (keeping Azerbaijan under control), Russia
also thwarts the spread of Turkey’s influence in Central Asia, North
Caucasus and along the Volga; this also prevents Iran from influencing
Muslims of the former USSR,;

It is believed in Russia that in order to ensure this country’s economic
interests in the Caspian region, it is necessary to keep Azerbaijan within the
Russian sphere of influence; in addition to possessing abundant hydrocarbon
reserves, Azerbaijan is home to the region’s overland, air, information and
sea arteries.

Eager to preserve Azerbaijan in its sphere of influence but unable to do

so due to the lack of material, technological and ideological capabilities, the
Russian Federation has resorted to the means of military and political pressure.
Russia’s military and diplomatic pressure on Azerbaijan is particularly worth of
noting.

By supporting Armenia and ethnic Armenians in the Upper Karabakh,
Moscow is actually retarding the resolution of the Upper Karabakh conflict
and trying to turn Azerbaijan into a hostage of this stand-off (see more about
this topic in the next chapter);

Moscow has attempted to spread separatist feud among ethnic minorities and
to federalize Azerbaijan;

Taking advantage of ambivalence among Azeri political forces, Moscow has
attempted to undermine the internal stability in Azerbaijan, provided support
for disruptive activities of the military opposition, and resorted to various
provocative actions, including attempts on the life of the head of state;

There have been attempts to station Russian military units on the territory of
Azerbaijan and border guard troops along the republic’s southern frontiers;
Russia has tried to hamper the transfer of the Gabala RLS to Azerbaijan in
accordance with an existing rule;

Moscow has tried to thwart major foreign capital investment in the
development of hydrocarbon reserves in the Caspian basin, to impose a
condominium principle of utilization of the Caspian entrails on other littoral
countries, and to prevent the division of the sea into national sectors; when
this did not work, Russia attempted to direct the region’s oil and gas export
pipelines to the West through its own territory;

The system of economic relations that was formed in the Soviet times made
the Russian Federation Azerbaijan’s key economic partner; the majority of
communication lines pass via Russia; hundreds thousands of Azeris live in



Russia, while Moscow was and still is using this factor as a means to
pressure and blackmail Azerbaijan.

Since Azerbaijan gained independence in 1991, three modes of
relationship (modus vivendi) with Russia have been empirically evident. The
government of Azerbaijan’s first president Ayaz Mutallibov (1991-1992)
tended to make concessions to Russia under pressure from Moscow in an effort
to win Moscow’s neutrality in resolving the Armenian-Azerbaijan conflict. For
this, he regarded it necessary to sign the document on establishing the
Commonwealth of Independent States (CIS). However, after Russian troops
perpetrated a brutal massacre in Azerbaijan’s town of Khojali on February 26,
1992, president Mutallibov’s authority vanished and he stepped down. The
objectives of Azerbaijan’s first democratically elected president Abulfaz
Elchibey and his government were to safeguard and further invigorate the
obtained independence. This course was adhered to in political, economic and
military fields. Shortly afterwards, Azerbaijan’s national currency unit, the
Manat, was introduced. The Azeri parliament turned down the October 7, 1992
CIS agreement. The bilateral framework agreement on friendship and
cooperation signed with the Russian Federation on October 12 envisioned
development of bilateral relationship between the two states. Azerbaijan
achieved certain progress in the settlement of the Upper Karabakh conflict.
Russian troops left Azerbaijan. At the same time, the negotiations embarked on
with foreign petroleum companies were accelerated. Reports were being spread
by mass media concerning the future oil export pipeline Baku-lran-
Nakhchivan-Ceyhan. President Elchibey put forward the Azerbaijan-Georgia-
Ukraine economic cooperation triangle as an alternative to the CIS integration.

Having experienced the shock of 1992, in early 1993 Moscow embarked
on implementation of its “near abroad” concept. In their unofficial talks with
the independent Elchibey government, Russia’s high-ranking dignitaries were
overtly conveying the message that the time of “disobedience” was over and
calling on Azerbaijan in an ultimatum-like fashion to join the “integration”
within the CIS. After this effort was wasted, Moscow started to step up
pressure on Azerbaijan in various directions. Among Russia’s 1993 trade tariffs
with former Soviet republics, those with Azerbaijan were the highest, even
higher than with Baltic states. In late March-early April, Azerbaijan’s Kalbajar
province was seized by Armenian troops with direct participation of the
Russian military units. Although this seriously undermined the authority of the
Elchibey government, it was not enough to estrange him from power. After
Elchibey brushed off the proposal of returning Russian army to Azerbaijan in
the capacity of peace-keeping troops and on the eve of liberation of the
Kalbajar province from Armenian troops under the trilateral supervision of
Russia, Turkey and US in accordance with a UN-adopted schedule, Moscow
made another disruptive move. This time, by supporting an armed opposition in
Azerbaijan, it attempted to get rid of Azerbaijan’s national democratic
government. Another reason behind this move of Moscow was the impending
signing of important oil documents by the Azeri president in London following



a series of oil negotiations. The insurgency that erupted in Azerbaijan’s second
largest city of Ganja by colonel Surat Husseinov on June 4 reached as far as
Baku. As Elchibey said later on, “in order to prevent a civil war” and “to upset
Russia’s plot” (to prevent Moscow from bringing Mutallibov to power), he left
the capital for a remote Kalaki village.

Having come to power at a very complicated period, an experienced
politician Heydar Aliyev first of all had to please the instigator of the Ganja
rebellion, or at least to neutralize him. To satisfy Russia, Azerbaijan’s new
leader immediately suspended talks with Western oil companies. Heydar
Aliyev started paying one visit to Moscow after another. In his meetings with
Russian president Yeltsin, Prime Minister Chernomyrdin and other leaders of
Russia, Heydar Aliyev vowed to pursue a foreign policy differing from that of
his predecessor and to try to ameliorate relationship with Russia in every
possible way. Besides, he was saying that Azerbaijan could enter the CIS. On
September 20, 1993, when the issue of accession to the CIS was being
discussed in the Milli Mejlis, Heydar Aliyev said entering the Commonwealth
was inevitable. He also asked those opposed to the CIS idea a good question,
“But where is your ally?” As soon as the Milli Megjlis approved the entry,
Heydar Aliyev left for Moscow to sign for CIS membership and some other
official documents, including the agreements on Collective Security and
Economic Cooperation. Nevertheless, the still acting president Aliyev was in
no hurry to implement the documents signed. Pursuant to the agreement on
Collective Security, Russian military units were to be stationed on the
Azerbaijan-Iranian border, but he insisted that they be placed on the
Azerbaijan-Armenian frontier. Heydar Aliyev was in no hurry either to agree to
the provision concerning Russian troops in Upper Karabakh with the status of
peacekeeping forces and on the issue of the Gabala RLS.

By making concessions to Moscow in the oil developments (for
instance, giving Russian LUKoil a 10% stake in the oil consortium being
established), Azerbaijan’s new government was counting on creation of a pro-
Azerbaijan lobby in Moscow and on an at least neutral position of Moscow in
the Karabakh issue. As a matter of fact, Russian energy circles (Prime Minister
Chernomyrdin, energy minister Shafrannik, president of LUKoil Alakbarov,
etc.) contributed a lot to relaxing pressure on Azerbaijan. This, however, could
not alter Moscow’s traditional policy in the Caucasus. Despite the concessions
made to Moscow, in the period between July and October 5 provinces located
outside Karabakh — Agdam, Fizuli, Jabrayil, Gubadli and Zangilan — were
occupied. Russia failed to change its unilateral pro-Armenian position in the
Upper Karabakh conflict. Russia continued insisting on stationing its
“peacekeeping” forces in the conflict zone. Furthermore, Moscow wanted to
return the Caspian fleet, to place its troops on the Azerbaijan-Iranian border
and to establish an anti-aircraft defense system in the South Caucasus. Under
such circumstances, further compromises with Moscow would be absolutely
useless. In December 1993, President Aliyev, with the mediation of Turkey,
turned westwards.



In an effort to strengthen its independence and leave Russia’s sphere of
influence and pressure, the post-Soviet Azerbaijan covered a long way full of
dramatic developments. As a result of an irrational anti-Azerbaijan policy,
Moscow has significantly lost its authority in Azerbaijan.*® It has failed to
introduce its “peacekeeping” troops in the Caucasus, to set up military units in
Ganja and on the Azerbaijan-Iranian border, to hamper the process of attraction
of Western capital to the development of Caspian hydrocarbon resources, to
Impose its own alternative solution to the Caspian legal status issue on other
states, and to build the main oil export pipeline through Russia. A brief
overview of Russo-Azerbaijani relations illustrates that Russia has long lost its
monopolistic authority in the region and finds it extremely difficult to put up
with the role of an equal partner. Moscow’s having lost its image in the region
is also explained by its unequivocal support for Armenia aggression and ethnic
separatism.

Upper Karabakh Problem/Armenian Aggression

Ever since Azerbaijan restored its independence in 1991, the Upper
Karabakh problem has paralyzed the country, having actually deprived the
nation of the expectations of joy with independence. At the same time, the
Karabakh problem was the bill Azerbaijan had to pay (to Russia) for restoring
its independence.

The neighboring Armenia’s renewed claims on Upper Karabakh
resumed since the period of Perestroika. In 1987, “Save the Karabakh
Armenians” rallies were launched in Yerevan. Shortly afterwards, the main
organization of the Armenian national movement — the Karabakh Committee —
was formed. The organization and intellectuals that concentrated in it were
spreading speculations that Armenians living in an enclave within Azerbaijan,
the Upper Karabakh Autonomous Region (UKAR), are subject to
“discrimination”. To substantiate the alleged discrimination, it was maintained
that UKAR was a backward region in terms of economic and cultural
development and that Azerbaijan was seriously inhibiting any relationship
between Armenia and UKAR. When these arguments were proven wrong as a
result of counter-propaganda and following official statements by Moscow and
Baku, new groundless speculations emerged, suggesting that “Upper Karabakh
has always been a part of Armenia”, and that this region was “presented to
Azerbaijan” by Stalin. A particular importance was attached to the fact that the
choice of self-determination of ethnic Armenians from Upper Karabakh (78%
of the total population of 185,000 of Upper Karabakh) “is giving them the right
to join with Armenia”. In fact, this right is affixed by the USSR Constitution,
they alleged.*

The “Karabakh” demands voiced in street rallies in Yerevan and then in
Stepanakert raised many eyebrows in the Azerbaijani society. The 250,000
people strong Armenian community of Baku was calling on the population to
condemn the “separatists” and “build an unshakable unity of Soviet peoples”.
The Azerbaijan state television, a monopolist in influencing public opinion,



carried on its propaganda in this direction up until 1990. As opposed to the
non-constructive position of the communist regime in the Soviet Azerbaijan, in
Armenia and Upper Karabakh the dramatic developments were speedily
unfolding. These developments can be briefly described in the following way.

In August of 1997, a group of Armenian Academy of Science
representatives sent a petition to Moscow demanding that Upper Karabakh and
Nakhchivan (according to the 1979 public census, 97% of the Autonomous
Republic’s population were Azerbaijanis) be separated from Azerbaijan and
annexed to Armenia. In November of the same year, Gorbachov’s economic
adviser Aganbegian, an Armenian national, said in a statement in Paris that
Karabakh was “an ancient Armenian territory” and suggested that if it were
given to Armenia, “it would be economically appropriate”. In parallel with
launching the process of ousting Azerbaijanis from Armenia, the local
administrative council of UKAR passed a decision on joining the Soviet
Armenia. Several days afterwards, Armenians killed two young Azerbaijanis
protesting the decision. During the clashes on February 28-29 in Sumgayit city,
not far from Baku, 26 Armenians and 6 Azerbaijanis were slain.™® On the wave
of rallies, the Armenian Supreme Council called on Moscow and Baku in June
to join the Upper Karabakh with Armenia according to the article 70 of the
Soviet Constitution (right of nations for self-determination). In response, the
Azerbaijan Supreme Council, governed by article 78 of the same Constitution
(borders of a republic cannot be altered without its consent) rejected the plea.
In January of 1989, Moscow withdrew the UKAR from Azerbaijan’s
governance and established a special committee under direct supervision of
Moscow. Under unending pressure of rallies in Baku and in many other parts of
the republic, the Supreme Council of Azerbaijan adopted the law “On
sovereignty”, envisioning that only the laws of the Republic of Azerbaijan must
be enforced throughout its territory. The law also abolished the special
committee for administration of Upper Karabakh. In retaliation, the Armenian
Supreme Council adopted a law on December 1, 1989 on joining Upper
Karabakh with Armenia. Also in December, in protest to the division of
Azerbaijan (between Russia and lIran), local Azeris destroyed the Soviet
Union’s border with Iran and liquidated Soviet administrations in several
southern regions. The developments were factually leading outside the USSR.
Faced with such murky prospects, the Soviet KGB took advantage of the ethnic
withstanding (Karabakh problem), masterminded the killing of several
Armenians on January 13-17, brought considerable troops to Baku on January
20, who brutally slaughtered tens of peaceful residents of the city. The state of
emergency was announced in Baku and many other parts of the republic, which
actually lasted until the USSR collapsed.

Shortly after Azerbaijan re-established its independence (October 1991),
the local administrative council of Upper Karabakh conducted a referendum
and announced independence of the “Nagorno-Karabakh Republic”. With the
aid of Soviet military units stationed there, Upper Karabakh separatists tried to
forcefully drive the Azerbaijanis outside Upper Karabakh. In February of 1992,
while presidents of Azerbaijan and Armenia were meeting in Tehran,



Azerbaijan’s Khojali settlement was obliterated from the surface of the earth by
Armenians with the aid of Russia’s 366" regiment. Almost all of the residents
of the former settlement, 700 people, were slaughtered. During the second
round of the Tehran talks in May, the most strategic point of Karabakh
Azerbaijanis, the city of Shusha, was taken over. Chairman of the Azerbaijan
Popular Front Abulfaz Elchibey, who came to power in June 1992, announced
that in order to return the occupied territories, establishment of the national
army would be his priority policy. As a result of these measures, a considerable
part of captured lands was liberated. As mentioned above, in early 1993 the
Russian Federation took several steps in an effort to punish Azerbaijan for its
aspirations to further consolidate its independence. In late March, with direct
participation of Russian military units, Azerbaijan’s strategic province of
Kalbajar, located outside Karabakh, was occupied following simultaneous
attacks launched from two directions (Armenia and Upper Karabakh). Later on,
availing themselves of the June rebellion and weakened government in Baku,
Armenians seized 6 more provinces beyond the boundaries of Upper Karabakh.
Thus, on the eve of signing the Russian-prepared cease-fire treaty in Bishkek in
May 1994, Azerbaijan lost 20% of its territory, had about 1 million refugees
and displaced persons and more than 20,000 people killed in action.

Azerbaijan and Armenia became members of the CSCE (OSCE) in
January 1992 and of the United Nations in March 1992. It was not long before
the war between these two countries entered the agenda of the two
organizations. After the Khojali carnage, CSCE decided to convene a
conference on Upper Karabakh in Minsk to be attended by 9 countries. The
objectives of the conference was to normalize relations between Azerbaijan and
Armenia and agree on the status of Azerbaijani and Armenian population of the
Upper Karabakh. Azerbaijan and Armenia were full-fledged participants of the
conference, whereas representatives of Armenian and Azerbaijani communities
had to take part in the capacity of interested parties. After the occupation of the
Kalbajar province, which was beyond the administrative boundaries of Upper
Karabakh, the United Nations Security Council, by its resolution 822,
demanded the Armenian aggressor forces immediately withdraw from it. In
addition to demanding an unconditional pullout from the occupied territories,
this and subsequent resolutions recognized Azerbaijan’s territorial integrity.
Armenia made a point of rejecting the resolutions and disrupting the Minsk
Group conferences. In May 1993, as liberation schedule of the occupied
Kalbajar province was being finalized by the USA, Russia and Turkey
(Yerevan had given its consent to that), the June 4 rebellion and new acts of
aggression of Armenian armed forces frustrated the materialization of the plan.
After the UN Security Council vested the Upper Karabakh problem in the
OSCE, the issue has permanently been on the Organization’s agenda. In
Budapest Summit of December 1994 the OSCE decided to station multi-
national peacekeeping forces after the occupied lands are liberated, which
actually meant that Russia was losing a monopoly over the conflict settlement.
The OSCE Lisbon Summit (December 1996) outlined three main principles for
a negotiated settlement of the stand-off (to ensure territorial integrity of
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Azerbaijan and Armenia, to provide Upper Karabakh with a high self-
administration status in accordance with the right of every nation for self-
determination, and to provide security guarantees to the Upper Karabakh
population). Of 54 OSCE members, only Armenia turned down the principles.
Although president Ter-Petrossian was inclined to accept the OSCE-proposed
stage-by-stage settlement of the conflict, the Armenian government (especially
the separatist Upper Karabakh administration) brushed off the offer. Having
come to power through a carefully-orchestrated coup d’etat, the leader of
Karabakh separatists Robert Kocharian brought the negotiations to an impasse
again. Shortly after being elected as president, Kocharian outlined his vision of
the conflict solution: to abolish all forms of subordination of Upper Karabakh
to Azerbaijan (or to provide Karabakh with complete independence), not to
agree to retaining Upper Karabakh as an enclave within Azerbaijan (or not to
pull out from the Lachin corridor and, if possible, from the Kalbajar province),
to provide Upper Karabakh with reliable security guarantees (or to build the
Upper Karabakh army).!® Armenia’s leaving no room for compromise could
not but affect the position of the OSCE co-chairs (USA, France, Russia). Then,
on the initiative of Russia’s then Foreign Minister Yevgeny Primakov, the
OSCE co-chairs put forward the idea of setting up a condominium state
between Azerbaijan (with population of 8 million and territory of 86,000 km?)
and Upper Karabakh (with population of 150,000 and territory of 4,400 km?).
After the Azerbaijan party vehemently dismissed the suggestion, it was
withdrawn from the agenda. Then, the presidents of Azerbaijan and Armenia
embarked on a series of closed-door meetings...

The brief overview of the 12-year Upper Karabakh withstanding
illustrates that it is the very problem that has largely preconditioned
relationship between the two countries. Since the two republics have been de
facto at war with each other, even diplomatic relations has not been established.
The continuing state of suspense, which retards the restoration of stability in
the region, is only explained by Armenia’s Moscow-backed aggression against
Azerbaijan.

Struggling Pressure from Iran

As mentioned above, at the dawn of the 19" century Azerbaijan was
divided in two parts by the Czarist Russia and Gajar-ruled Iran. The fact that
Azerbaijan is among very few divided countries and nations in the world has
largely contributed to the relations of the Azerbaijan Republic with its southern
neighbor — the Islamic Republic of Iran. This factor has also played a
significant role in the formation of the Moscow-Yerevan-Tehran alliance.

The “Tabriz! Tabriz!” slogans were particularly popular in the national
democratic movement in Northern Azerbaijan in 1988. This was a voice of
protest to the decades-long prohibition imposed on this subject and a symbolic
plea by a nation in predicament. Pleas for unification with the South were at
times even more powerful than those for independence.
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The demolition of the “Berlin Wall” between two Azerbaijans in late
1989 gave an impetus to broadening the national independent movement. The
developments were followed by the January 20, 1990 carnage, which claimed
lives of tens of innocent people. Iran’s Foreign Ministry termed the “Tragic
January” as an internal affair of the USSR and expressed its regret with what
happened.*’

Despite the dramatic nature of the evolving developments, the issue of
unification was not losing its actuality. Almost all political organizations
emerging one after another voiced their attitude toward the idea of a United
Azerbaijan. The most popular organization of those days, the Popular Front,
was attaching a particular importance to relationship between two Azerbaijans.
One of the organization’s most pivotal tasks was “to eliminate all obstacles in
the way of cultural and economic cooperation with Southern Azerbaijan.”*®

The break-up of the USSR and Northern Azerbaijan’s restoring its
independence did not receive a universal welcome in Iran, which was in no
hurry to recognize the Azerbaijan Republic’s independence. It is indicative that
in 1991, Iran’s Foreign Minister Vilayati suggested to establish a powerful
Soviet confederation, which, he believed, would prevent the West from
keeping control over independent republics.™

The declaration of independence announced by the Azerbaijan Republic
in October 1991 caused quite a stir in Tehran. A part of Iranian executives put
forward the idea of joining (annexing) what used to be “Iran’s ancient land” —
the Republic of Azerbaijan — to Iran. The governing circles of Iran, however,
did not back the idea. On the other hand, the Persian chauvinism was perturbed
with the growing role of Turkic element and a potential threat of Iran’s so-
called Turkization. Therefore, Iran’s theocratic regime was attempting to lure
Azerbaijan to its political orbit in order to at least to neutralize Azerbaijan’s
influence on the Turkic population of Iran, especially South Azerbaijan.

Another sore point for Iran is the national and cultural revitalization on
the other side of the Araz River. Iran was making no secret of its categorically
negative attitude to the planned change of the Cyrillic alphabet and going out
of its way to have the alphabet changed to Arabic. For this purpose, special
propagandistic literature was printed in Iran in Cyrillic graphics and then sent
to Azerbaijan for being disseminated. Azerbaijan’s decision to return to the
Latin alphabet was vehemently criticized by Iran.

A particular place in Iran’s growing propaganda was occupied by
Islamic revolution and Islamic governance. Groups of Iranian clergymen were
coming to Azerbaijan to propagate for Islamic values among different
categories of the population. The idea of exporting the Islamic revolution was
advocated for by newspapers, books and other editions and sent to a newly-
independent Azerbaijan. Besides, to expand its propaganda, Iran even
established several newspapers and magazines in Baku.

In an effort to bring Azerbaijan to its sphere of influence, Iran was
pursuing the following geopolitical objectives:
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e to prevent the formation of an independent and democratic Azerbaijan in
every possible way, to nip in the bud its influence over South Azerbaijan
thus safeguarding Iran’s territorial integrity and internal stability;

e to prevent the growing authority of the US and Turkey in the Caucasus and
Central Asia;

e to prevent solidarity and integration of the Turkic world;

e to establish an outpost for pressure on Muslims in the North Caucasus,
Central Asia and along the Volga;

e to use the territory of Azerbaijan for marketing Iranian goods;

e to create an Islamic regime in North Azerbaijan pursuant to the “Export of
Islamic revolution” doctrine.

The first foreign visit of Azerbaijan’s first president A. Mutallibov was
to Iran. Official Baku was holding out great hopes that the visit, paid in late
1991, would help enhance relations with Iran. An agreement was reached in
Tehran to use the territory of Iran for contacts with Nakhchivan blockaded by
Armenians. In addition, documents on setting up a Free Economic Zone in
Nakhchivan and expanding comprehensive relations between the two countries
were signed. In early 1992, during Iranian Foreign Minister’s visit to
Azerbaijan, Baku and Tehran signed treaties on broadening trade, economic
and political relations. By going to Iran on the occasion of an anniversary of
the Iranian revolution with an extensive delegation, Mutallibov made another
major step toward rapprochement with Iran. Official Baku made it clear that
Azerbaijan had no intention to interfere in the internal affairs of Iran and “ruled
out the idea of establishing a united Azerbaijan.”

Another step in the direction of rapprochement was Iran's assuming the
role of a mediator in the Karabakh conflict settlement and expanding its
activities in the first half of 1992. In this period, Iran was cautious of the threat
of a war capable of undermining stability in the Caucasus. At the same time,
Tehran was not interested in a comprehensive settlement of the dispute, as it
wanted Azerbaijan to be preoccupied with this factor. Through brokering
solution to the conflict, Iran was also hoping to keep the developments in the
Caucasus under control and to promote its authority in the region.

Iran's mediation had tragic consequences for Azerbaijan. In late
February of 1992, Armenian and Azerbaijani presidents signed a cease-fire
accord in Tehran. However, hardly had the ink on the document dried out,
when Armenians surrounded one of Karabakh's largest Azeri populated towns,
Khojali, and slaughtered most of its residents. The carnage resulted in
Mutallibov's resignation. One day after the signing of a cease-fire protocol by
Armenian and Azerbaijani presidents in Tehran on May 7-8 Armenians took
over Azerbaijan's strategic fore-post in Karabakh - the city of Shusha. Moscow
was behind this occupation, which dramatically changed the course of the war.
By activating its forces in the region, Russia thus punished Azerbaijan for
turning to someone else, not to Russia itself, for solution. Besides, Russia
showed to Iran too where it belonged, making it clear that Moscow is not going
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to stand Iran's growing authority in the Caucasus. Therefore, this mission of
Iran, which gave serious concessions to the Armenian party, caused a sharp
public outrage in Azerbaijan. Media publications appeared describing the
overlapping positions of Armenia and Iran.

At such a crucial period in the history of Azerbaijan, chairman of the
Popular Front Abulfaz Elchibey was elected as president. Still as chairman of
the PFA, Elchibey was noted for saying what there was to say, not what was
necessary to say, of human right violations of non-Persian nationalities living
in a multiethnic Iran, including the prohibition imposed on the study of their
native language at school, which he said would bring this country to a collapse.
This idea was strongly exaggerated and distorted by Iranian media.

Contrary to the widely spread literary opinion, relations were booming
in @ number of areas. A special joint commission for economic relations was
established by the two governments. Shortly afterwards, Iran was leading
Azerbaijan's foreign turnover list. The discontent of the Iranian party and the
Islamic regime basically concerned Elchibey's internal and external ethnic
policy, including the aspiration to achieve parity in relations with foreign
countries. In mid-1992, it was discovered that the overwhelming majority of
the 700 minor and major agreements signed with Iran were not operating and
that the lranian party was trying to implement only the deals it considers
appropriate. Another direction in lIran's policy toward Azerbaijan was
preconditioned by its desire to act as "elder brother". Therefore, the propaganda
of proximity between the two nations was not sincere at all. In early 1993, the
Iranian authorities passed a decision, which inhibited the process of marriage
between citizens of the two countries. Indifferent toward the anachronistic
nature of this decision, aimed at thwarting the expansion of relations between
the two peoples, and toward the infringement upon a basic human right, the
Iranian government did not even consider it appropriate to answer any of the
repeated protests on the part of official Baku.

One of the key objectives of Azerbaijan’s Iranian policy was to create a
favorable environment for the reunion of families and relatives that had for
many years been separated from each other and to facilitate the process of
migration. The Azerbaijan party was trying to bring the relationship to equal
standards. However, the proposal of Azerbaijan on signing a framework
agreement on mutual recognition of the two countries’ independence and state
borders and non-interference with the internal affairs of each other (a similar
agreement had been signed with Russia) did not receive a lukewarm response
on the part of Iran. Neither did Tehran reply to Azerbaijan’s proposal to
exchange television broadcasts and ten-day festivities of each country. As if in
continuation of the traditions inherited from the Shah period, Tehran was doing
its utmost to prevent public awareness and propaganda of Azerbaijan’s national
and independent wealth in Iran. Besides, the Iranian government was trying to
restrain the work of Azerbaijan’s embassy in Tehran and prevent the
establishment of Azerbaijani consulate office in Tabriz (Iranian one had
already existed in Nakhchivan for a long time).
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Discontented with Elchibey’s policy with respect to Iran, which
envisioned broadening of bilateral relations on parity terms, Tehran started
supporting the opposition in Azerbaijan and encouraging it to take unlawful
action against the legitimate government. In this light, two visits by the then
chairman of the Nakhchivan Autonomous Republic’s Supreme Mejlis Heydar
Aliyev to Iran (in August of 1992 and in March of 1993) are well remembered.
Iran’s having been engaged even in espionage against Azerbaijan is a proven
fact.

One of the countries particularly delighted by the June 1993 coup d’etat
against the Elchibey government was Iran, which made no secret of its contacts
with the insurgents.

Elchibey’s stepping down in Azerbaijan gave Iran the chance to take a
breath, as the country started giving Heydar Aliyev its backing in strengthening
his authority. As a consequence of the coup d’ctat, Azerbaijan’s military
capability to resist Armenian aggression was weakened and Iran officially
warned Armenia to abandon its policy of aggression. Assisting the Azerbaijani
refugees, Iran built a refugee camp at its own expense and started to provide
other kinds of humanitarian aid. Iranian dignitaries were paying one visit to
Azerbaijan after another and signing a great deal of new agreements.

In the meantime, the parity principle in bilateral relations was being
violated again, as new concessions were made to the lIranian party. The
Azerbaijani state television broadcast a one-and-half-hour program prepared in
Tehran and propagating Iran and Iranian values. Representatives of Iran’s
spiritual leader appointed to all of the country's provinces were being sent to
Azerbaijan.

Starting from late 1993, however, Heydar Aliyev’s foreign policy
priorities changed from Russo-Iranian to Turkish-Western. In September 1994,
after Azerbaijan signed the so-called “Contract of the Century” for oil
production from its national sector in the Caspian Sea, the Azerbaijani-Iranian
relations entered a new stage. Iran’s attitude towards Heydar Aliyev and the
government of Azerbaijan drastically changed, as Iranian media started
applying the label “servant of America and Zionism”, which they had invented
for Elchibey, to Heydar Aliyev. Iran’s demand that Azerbaijan stoped all
official relationship with the USA and Israel became a talking point for Iranian
officials.? Iranian press published a series of stories advocating for joining “14
ancient Iranian cities” to Iran, claiming that such requests were arriving from
citizens of Azerbaijan in their letters.?? The Iranian government started overtly
expanding relationship with Armenia, a country at war with Azerbaijan.?®

In the issue of utilization of Caspian energy resources, Tehran began
supporting the position of Russia (although earlier it was vowing to back the
position of Azerbaijan). Despite cooperation with the Azerbaijan government
in the Azerbaijan sector of the Caspian (on the Shah-Daniz PSA) and intention
to tap its own national sector of the Caspian in an established order, Iran took
the course of pressure on Azerbaijan in the issue of Caspian oil.

15



The conviction of the leaders of Islamic Party in April 1997 on charges
of espionage in favor of Iran triggered the latter’s further indignation. The court
also ascertained extensive destructive activities that Iran was engaged in on the
territory of the Azerbaijan Republic.?*

The experience of Azerbaijani-Iranian relations of the last several years
illustrates that they depend neither on politicians nor on governments. Of
course, the personality/government factor does play a certain role in narrowing
and even eliminating some of the differences. But the main difference between
Azerbaijan and the Islamic Republic of Iran is of a fundamental nature. For a
normal development of bilateral relations, either Azerbaijan has to join Iran’s
political orbit (for this a pro-Iranian Islamic regime must be established in
Azerbaijan) or the Islamic regime in Iran has to change its character (for this, it
has to show respect for the ethnic rights of non-Persians living there).

Seeking East-West Exposure

In order to preserve its national independence, restore the territorial
integrity and get the upper hand in resisting Iran’s pressure, Azerbaijan has to
break the blockade imposed on it by the Moscow-Yerevan-Tehran alliance. To
carry out this task, Azerbaijan has to take an alternative course. In other words,
it has to choose its alliance around Turkey, USA and Georgia in order to
safeguard its security and insure the future. The experience of the past years
has demonstrated Azerbaijan’s having taken steps in this direction.

Proximity with Turkey, the USA and Georgia

After coming to power in Azerbaijan, President Aliyev was both
maintaining extensive communication with Russia’s different-level officials
and resuscitating contacts with the Western oil companies and countries.
Besides, in a move to eliminate the uncertainty in relations with Turkey,
President Aliyev opted for enhancement of relations with Turkey, in particular
with its President Suleyman Demirel, while he was still in Nakhchivan.

In this period, Turkey was getting a great deal of satisfaction in the
establishment of new Turkic states, as several Turkish statesmen were claiming
that the new century would be the century of the Turkic world. Turkey was the
first country to recognize Azerbaijan’s independence. The richness of Caspian
littoral states in hydrocarbon reserves made them even more important for
Turkey. Having become NATO’s coordinator in the region, Turkey was trying
to contribute to the Organization’s enlargement in the direction of the Caspian
region. The political, economic and strategic interests, as well as ethnic and
cultural factors, encouraged Turkey to join the struggle for the Caspian basin.

In the period elapsed since Azerbaijan re-gained its independence,
bilateral relations with Turkey have been developing in an ever-expanding
fashion. On the political front, Turkey, as a member of the OSCE Minsk
Group, was aspiring to achieve a fair and impartial solution to the Upper
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Karabakh problem. However, Turkey’s traditional foreign policy in favor of
status quo could not make it influential in this area.”®

A particular attention of Turkish governments in Azerbaijan and in the
Caspian basin in general was heeded to the abundant oil reserves. In fact,
Turkey’s foreign policy over the past several years was largely preconditioned
by oil and the Baku-Ceyhan oil pipeline, as the country is soon going to
encounter problems with addressing a growing need for energy. In the coming
decade Turkey’s needs for energy are expected to double. Thus, the country’s
needs of 20.8 billion cubic meters of gas in the year 2000 are expected to
amount to 53.6 billion cubic meters in 10 years from now.?

One of the most palpable steps that Turkey has taken to assist
Azerbaijan was the support Ankara provided Heydar Aliyev in opening an
access to the West. With mediation of Suleyman Demirel, Heydar Aliyev paid
his first Western visit to France in December 1993, which was followed by a
series of visits to a number of European capitals.

In early 1994, negotiations with foreign companies were resumed.
While in London on an official visit in February, President Aliyev signed an
inter-governmental agreement with British Government on oil production,
whereby British Government obtained the right of financing Azerbaijan’s oil
production projects. The Azerbaijan and British governments agreed to act as
guarantors of the commitments assumed by BP and the State Oil Company of
the Azerbaijan Republic (SOCAR). Shortly afterwards, Russian Foreign
Ministry sent a note to British embassy voicing its categorical protest to the
deal. Nevertheless, during a CIS April Summit in Moscow, Baku overtly
dismissed Russia’s Karabakh settlement scheme.

In the summer of the same year, the USA started taking interest in the
Caucasus developments. The then US representative in the United Nations
Madeleine Albright stated in Baku on September 5-6 that the US does not
recognize a “special role” of the Russian Federation in the Caucasus and can
only agree to the stationing of Russian military units in Karabakh as part of a
large contingent supervised by the OSCE.*

A successful completion of the talks with the oil consortium and the
positive changes in the international environment for Baku accelerated signing
of the so-called “Contract of the Century” on September 20, 1994. The contract
led to growing interest of Western countries, the United States in particular, in
establishing stability in the region. In other words, this meant that Baku
eventually reached the pro-Western track in its foreign policy (to achieve
growing economic and political interest of the USA to oppose Russia’s
pressure) that was beaten by the Elchibay government. It was as a result of this
policy that Azerbaijan managed to endure the unending pressure on the part of
Russia (attempts on the life of the head of state, support for armed opposition,
economic embargo, economic ultimatums, etc.) and in November 1997 the
republic embarked on exporting its first contract oil to foreign markets. In this
period (between September 1994 and late 1997), issues relating to oil pipelines
had been resolved and agreements signed one after another on establishment of
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new consortia. The interest of the West and its capital in the region surged in an
unprecedented way. Finally, as Moscow consistently refused to investigate the
arms supplies to Yerevan, Baku had to make its position clear as well.
President Aliyev announced that he was firmly inclined toward the Baku-
Ceyhan alternative of the main export pipeline and that Azerbaijan would not
change its position in the Caspian status issue. The new Constitution of
Azerbaijan adopted in November 1995 confirmed that the Azerbaijani sector of
the Caspian Sea is an inseparable part of the Republic of Azerbaijan.

The United States thus turned into the main author and advocate for the
processes of strategic importance unfolding in the Caucasus and Central Asia.
In the words of its dignitaries and through a number of legal documents, the
United States announced that the region (Caspian basin) was in the strategic
interests of the USA.”® Pax-Americana considers the growing authority of the
United States in the Caspian region as a tool for opposing the presumed unity
of Russia, Iran and India/or China.

The US State Department’s “Energy development in the Caspian basin”
report (1997) outlines 4 key directions of the US policy in the region:

1. “Solution of regional conflicts”. This provision dwells upon the solution of
the Armenian-Azerbaijani conflict, other sources of ethnic tension in the
Caucasus, as well as the civil war in Tajikistan. According to the authors of
the document, these conflicts make it possible for foreign forces like Iran to
get down to action. In addition, delaying solution of the disputes creates a
favorable environment for the destructive Islamic movements.

2. The provision on “Increasing and expanding world’s energy-supply”
stipulates exploitation of Caspian energy resources in addition to those of
the Persian Gulf and pursues the objective of insuring Western energy
interests here.

3. “Sovereignty and independence of Caspian basin countries”. According to
the authors of the report, the main problem here is to eliminate the
dependence on the oil pipeline going through the territory of Russia.
Besides political problems, this dependence enables Russia to raise the fee
for the use of the pipeline to an extremely high level. To resolve the
problem, there is a need for different oil export routes. From this
standpoint, the issue of oil pipeline through Iran emerges.

4. “Iran’s isolation” needed to limit this country’s revenues. These revenues
are spent on building mass destruction weapons, augmenting the
conventional destruction weapons arsenal and supporting terrorism.
Authors of the report see the best way of attaining this goal through
preventing Iran’s any involvement in Caspian energy developments.
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The document also offers the US policies with regard to Russia and
Turkey. It is indicated that there is no need for irritating Russia without a
reason, because Washington is “sharing a number of [important] interests with
Russia pertaining to control over nuclear weapon and NATO enlargement”. It
Is suggested that political pressure should not be applied to Russian companies
operating in the Caspian region, because this market “has historically been
managed by Russia”. As far as Turkey is concerned, the authors propose: by
providing assistance to Turkey, a NATO fellow ally, to take control over
security in the region surrounded by hostile states and to promote economic
revitalization capable of thwarting the discontent that may provoke Islamic
movement. For this, it is necessary to provide support for the idea of building
the main export pipeline through the territory of Turkey and to assist Turkey in
addressing its growing need for energy.?*

In keeping with its strategic course, the US Government is lobbying for
the Baku-Thilisi-Ceyhan main export oil pipeline and division of the Caspian
among 5 littoral states by a middle line. Beginning from 1995, the US
government has been noticeably active and coherent in its policy in the region.
Thus:

* in January 1995, the US embassy in Azerbaijan announced that its
government would not agree to the Baku-Iran-Nakhchivan-Ceyhan oil
pipeline alternative, while shortly afterwards the US embassy in Turkey
offered another option — Baku-Armenia-Ceyhan. It was highlighted that this
line would positively affect settlement of the Armenian-Azerbaijan
conflict.*

e While in Baku in the summer of 1995, the US Energy Secretary first
mentioned the “multiple pipeline” idea.

e In the second half of 1997, heads of states that would join the Eurasian
transport corridor — Heydar Aliyev of Azerbaijan, Edward Shevardnadze of
Georgia, Nursultan Nazarbayev of Kazakhstan — and the then Turkish prime
minister Mesut Yilmaz were invited to Washington to a tumultuous
welcome. A little later, President Saparmurat Niyazov of Turkmenistan
visited Washington as well.

e In November 1997, the US Energy Secretary Federico Pena visited Trans-
Caucasian and Central Asian republics on behalf of the US president and
urged leaders of these states to clear up their attitude toward the Trans-
Caspian gas pipeline and Baku-Ceyhan oil pipeline projects before October
1998. A little later, the First Lady of the US paid a courtesy visit to Central
Asia.

e In February 1998, following an appeal by the US Government, foreign
ministers of Azerbaijan and Turkmenistan embarked on negotiations
concerning the disputable Kapaz/Sardar field. The US government allocated
$750,000 to Ashgabat to finance the Turkmenbashi-Baku gas pipeline to be
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built along the Caspian seabed. At the same time, by appealing to the
Turkish government the White House urged it to make the Baku-Ceyhan
project commercially viable.

e In the summer of 1998, the US President and Secretary of state established
the position of a special counselor for Caspian energy diplomacy and
appointed an experienced diplomat Richard Morningstar to the post. The
US Congress embarked on active discussions of the “Silk Route Strategy”
draft law, which envisioned expansion of cooperation among countries of
the Southern Caucasus, increasing US investment in the regional economy
and abolition of the notorious Section 907 of the US Freedom Support Act.
Pending discussion of this draft law, the White House dignitaries, including
the secretary of state, were lobbying for the repeal of the unfair Section in
the Congress.

Besides military forces of Uzbekistan, Kyrgyzstan, Russia, Turkey, Georgia
and Azerbaijan, 235 American military men took part in the “Central Asia
Battalion, 98 military training in the vicinity of Tashkent in September.
This was the first joint military training session to be attended by US
military men on the territory of the CIS. In this period, Washington
announced that the CIS territory is the area of America’s “military

responsibility”.%!

e In October 1998, the new US Energy Secretary Bill Richardson and 5
regional countries signed the Ankara Declaration calling forth construction
of the Baku-Thilisi-Ceyhan pipeline. In the same month, the White House
administration met with America’s largest 15 oil companies in order to
convince the latter that the Baku-Ceyhan line was more preferable to others
from the geo-strategic and geopolitical standpoint.

The enumerated facts illustrate that the United States, which in 1992-
1994 considered that the region was falling under Russia’s traditional sphere of
influence, did a lot after 1994 to step up its own image in the Caucasus and,
just like in the majority of other regions of the world, was held in high esteem.
Washington is determined on the Baku-Thilisi-Ceyhan pipeline and considers it
nucleus of geopolitical developments in the region. Expressing the position of
the White House in the issue, the US Energy Secretary indicated at the signing
ceremony of the Ankara Declaration that it is not the matter whether or not the
Baku-Ceyhan oil pipeline will be implemented, it is the matter when it will be
implemented.*

Since the fate of all geopolitical developments in the region depend to a
great extent on Georgia, the United States has attached a particular importance
to this country in its Caspian strategy. Georgia’s being a transit country for
Caspian oil and gas, as well as its determination to invigorate its own
independence (intention to leave Russia’s sphere of influence), has turned this
country into America’s and West’s most supported state of the region. Turkey
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too has displayed keenness on enhancing contacts with this neighbor. Over the
past several years, Georgia has received substantial financial, military
assistance from the West and won its political backing.*

Due to the overlapping vital, economic and political interests, Georgia
and Azerbaijan have become even closer over the recent years and assumed the
proportions of a strategic alliance. Bilateral relations became particularly warm
after the Azeri President’s visit to Tbilisi in March 1996. During the visit,
Azerbaijan and Georgia signed a declaration "On peace, stability and security
in the Caucasus", which rests on the "Common Caucasian House" concept.
Besides Azerbaijan, Georgia was also a co-founder of GUAM (Georgia,
Ukraine, Azerbaijan and Moldova) and participant in the new Silk Road project
(first of all, TRACECA program).

Georgia is currently integrating with political and economic entities of
NATO and the West. Regarding Georgia as Azerbaijan's only access to Europe
under the geopolitical circumstances, Baku has given preference to this country
in its oil and gas exports to world markets. Baku-Supsa and Baku-Thilisi-
Ceyhan oil routes, as well as the Trans-Caspian gas pipeline (or Azerbaijani-
Turkish gas pipeline), not only increase Georgia's geopolitical significance, but
also promise vast revenues to the country. According to the president of the
Georgian International Qil Corporation (GIOC), the country will earn $200-250
million per year for running the Baku-Thilisi-Ceyhan main export pipeline
(MEP) through its territory.** As a result of such course of developments, the
union of Azerbaijan-Georgia-Turkey has come to the fore in the region.

Despite vivacious geopolitical developments in the region for the last
few years, the process has not yet reached its logical conclusion. Authoritative
US experts have pointed out the noticeably weakened interest of the United
States (and Western Europe) since 1998. This should not be explained by the
fact that hydrocarbon reserves in the Caspian are not as abundant as it had been
claimed. The explanation of the withdrawal of the Caspian region from the
sphere of US vital interests lies in the very US policy towards the region,
Azerbaijan in particular.35

The point is that being the world’s strongest superpower, the United
States intends to solve three mutually contradicting issues at the same time: to
establish normal relations with the future democratic Russia and address its
own vital security concerns (the traditional "Russia first" concept); to end
Russian influence in Armenia and take South Caucasus into undivided US
sphere of influence; and to further connect Central Asia to Western entities
using Azerbaijan's hydrocarbon and geopolitical resources. Moreover,
Washington's inclusion of Iran in the list of its vital interests has further
complicated the already difficult situation. Therefore, despite Azerbaijan's
whole-hearted effort to develop strategic, economic and political contact with
the United States, the latter has yet to display active involvement both in the
solution to the Karabakh problem and other issues relating to the stability and
security in South Caucasus. It was agreed by a number of influential experts at
a 1999 Harvard conference dedicated to Caspian basin issues that, "...one
should recognize that while local powers often want and demand a strong
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American role, that does not necessarily mean it is in the US interest to provide
it".%® It should also be highlighted that illogical and unfair Section 907, an
obstacle in the way of developing US-Azerbaijani relations, is still in effect.”’

Cooperation with Europe

Since December 1991, Western European countries began recognizing
the state independence of the Republic of Azerbaijan one after another:
Germany on December 12, United Kingdom on December 31, 1991 and France
on January 3, 1992. Shortly afterwards, statements were made on establishing
diplomatic relations on the level of embassies and diplomatic missions
accredited to Baku. In its turn, Azerbaijan appointed diplomatic corps in these
countries, though with some delay.

Pending the first diplomatic contacts, the Elchibey Administration put
forward the pro-Western course, expressing a hope for expansion of ties with
West European countries. However, in 1992-93, the negative stereotyping of
Azerbaijan established back in the years of Perestroika had enormous effect in
Europe. Moreover, Western Europe was still considering former Soviet
republics to be the traditional sphere of interest of the Russian Federation.
Nonetheless, when visiting Baku, European dignitaries were promulgating that
their countries were behind a peaceful solution to the Karabakh problem and
recognized the territorial integrity of Azerbaijan.*®

In May 1993, the European Commission announced commencement of
the TRACECA (Transport Corridor Europe-Caucasus-Asia) program at a
Brussels conference of 8 trade and transport ministers from the Caucasus and
Central Asian republics. The purpose of the program was to establish direct
contacts with the Black Sea and Caspian Sea regions, the Caucasus and Central
Asia via the East-West transport corridor and to contribute to the political and
economic independence of the newly independent republics in the region by
opening an access to Europe and world markets. Azerbaijan's geographical
status was very sensitive to the program. In September 1998, Baku hosted a
"Restoration of Ancient Silk Road" conference attended by 32 heads of state
and representatives of 12 international organizations. During the Baku Summit,
the agreement on TRACECA and 4 other documents on customs, maritime,
overland and railway transport were signed. In addition to the Baku
declaration, a communiqué was also included into the list of Summit
documents. The conference decided to set up the TRACECA permanent
secretariat in Baku. By 1999, 25 technical assistance projects totaling
35,000,000 Euro and 11 infrastructure projects totaling 47,000,000 Euro had
been funded as apart of the program.®

Another source of attraction of the Caspian region for Europe was its
abundant hydrocarbon resources. British Ramco and BP, as well as Norwegian
Statoil were among the companies taking a particular interest in Azerbaijan’s
oil business. Later on, French Total and EIf Aquitaine and Italian Agip joined
the process of oil production. After the takeover of Amoco, British Petroleum’s
activities in Azerbaijan left many other foreign companies behind.
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Azerbaijan has covered a very long distance in the area political and
military integration with the Euro-Atlantic union. In January 1992, Azerbaijan
was admitted to the Conference on Security and Cooperation in Europe
(currently OSCE). In May 1994, the country joined NATO’s "Partnership for
Peace" program. Finally, in May 2000, the Council of Europe began the
admission process of Azerbaijan to this organization and opened its office in
Baku. Establishment of GUAM consultative union (1997) can also be regarded
as part of Azerbaijan's integration with Europe.

While underscoring the significance of the above-mentioned
developments for Azerbaijan's integration with political, economic and military
structures of Europe, it should also be indicated that the process was not always
smooth. The insistence of European Union member-states on including the
aggressor Armenia into the TRACECA program triggered Azerbaijan's fair
discontent. Disagreement over the issue is still in evidence. Despite setting up
the Minsk Group to attend to the solution of the Karabakh conflict, the
European Union member-states are not displaying due perseverance in
reaching a negotiated settlement. European oil companies were for a long time
opposed to the Baku-Thilisi-Ceyhan MEP and deliberately delayed its
implementation by supporting the alternative of building the MEP via Black
Sea to Europe.

So, since gaining independence, Azerbaijan has done a lot towards
economic, political and military integration with Europe. No doubt that all this
has had a positive effect on Azerbaijan's economic and political independence.
However, the described stage of integration was not sufficient to ensure the
irreversibility of Azerbaijan's independence and its territorial integrity. Neither
did it give impetus to the solution of the country’s vital problems.

Restoration of Relations with Central Asia

As mentioned above, the course of history separated Azerbaijan, which
had taken root in the North-South axis, from the East for decades. In particular,
the excessive centralization in the Soviet times envisioned implementation of
all contacts through Moscow. Despite being parts of the same empire,
Azerbaijan’'s ties with Central Asia were restrained. Even separate attempts of
cultural and literary rapprochement were portrayed as pan-Turkic trends and
were nipped in the bud.

The demise of the Soviet Empire prompted restoration of relations
between Azerbaijan and Central Asia via Caspian. The Republic also received
an opportunity to break through the geopolitical encirclement. The overlapping
Caspian oil and geopolitical interests turned into additional factors for
materialization of these chances. However, further developments proved that
resumption of relations between Azerbaijan and Central Asia, ethnically and
culturally close but separated for a long time, is no easy task.

President Elchibey took a peculiar approach in forging relations with
what he believed were "fraternal™ republics of Central Asia. After being elected
the president, the front-runner of the Azerbaijani democracy lambasted Central
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Asian presidents, termed them as "feudal communist leaders” and supported
democratic movements in the region. This could not but lead to a strain in
relations with these republics. Things went so far that President Islam Karimov
of Uzbekistan ordered to suspend the Baku-Tashkent flights.

In the meantime, Azerbaijan's geopolitical and geo-economic interests
demanded the establishment of relationship with the region. One by one, newly
independent states of Central Asia opened embassies in Baku. Turkey-led
meetings of Turkic presidents led to establishing close relations among the
heads of state, as the latter have gathered on six occasions since 1993. During
the CIS and ECO Summits, Turkic presidents discussed specific issues
concerning bilateral relations and regional problems. Presidents of Kazakhstan
and Uzbekistan paid repeated official visits to Azerbaijan. However, the
Caspian oil factor proved to be the bottom-line in expanding relations.

Kazakhstan's growing oil exports and search for a reliable route
compelled the country to coordinate its steps with Baku. As a result,
Kazakhstan began to export a portion of its oil along the Baku-Batumi railway
to world markets. For the time being, a part of Kazakh oil is transported to the
Black Sea through the railway. 2,200,000 tons of Chevron oil were transported
in 1998, while in 1999, the figure was expected to amount to 5,000,000 tons.*°
The Kazakh Prime Minister has announced that 10,000,000 tons of crude will
be delivered to Batumi via Azerbaijani and Georgian railways.** Besides,
Kazakhstan has asked Baku for a go-ahead in using the Baku-Supsa early oil
pipeline.

In June 1997, Presidents of Azerbaijan and Kazakhstan signed a letter of
intent on cooperation in transporting oil to foreign markets. Pursuant to the
document, construction of a pipeline from the Caspian Sea was to commence in
2000 and complete in 2003.** President Nursultan Nazarbayev was among
those signing the Ankara Declaration on Baku-Ceyhan MEP in October 1998.
In December of the same year, according to a contract signed in Washington,
Mobil, Chevron and Shell, in conjunction with the State Oil Company of
Kazakhstan, embarked on implementation of the Caspian sub-sea oil and gas
pipeline to be hooked to the Baku-Ceyhan MEP. $20,000,000 was allocated for
the work.”® While on an official visit to Baku in April 2000, President of
Kazakhstan said, "We support the Baku-Thilisi- Ceyhan layout and we will
immediately join this project as soon as we discover more oil reserves."*
Kazakhstan’s world-scale discovery of the East Kashagan field further boosted
the chances of Baku-Ceyhan. Shortly after the discovery, President Nazarbayev
said in a televised address that Kazakhstan “must actively integrate with the
Baku-Ceyhan pipeline project.”*

Unlike Kazakhstan, relations with another Caspian nation,
Turkmenistan, did not go along a smooth track. Differences and disagreements
between Azerbaijan and Turkmenistan affected three mutually intertwined
issues, the first and foremost of which was the disagreement over the issue of
an international legal status of the Caspian.

Despite Turkmenistan’s support for the principle of dividing the Caspian
into national sectors in the first post-Soviet years, since mid-1995 Ashgabat
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started backing the condominium principle proposed by Russia and Iran.* It

was in this period that Turkmenistan declared itself an “eternally neutral
country™. In fact, the neutrality in foreign policy was aimed at winning some
concessions from Russia and Iran. Despite insignificant successes of
Ashgabat's gas diplomacy (for instance, an agreement with Iran on construction
of a low-capacity gas pipeline), this conduit proved to be contradicting the
logic of regional developments pretty soon. In 1997, Russian “GasProm”
suspended gas purchases from Turkmenistan. Having encountered financial
constraints, President Turkmenbashi turned to Washington. The White House
vowed to assist Ashgabat in construction of the Trans-Caspian gas pipeline to
transport Turkmenian gas to Turkish markets via Azerbaijan and Georgia. In
the same year, Turkmenistan put forward the idea of dividing the Caspian in 5
“independent seas"*’, which was not exactly what Baku (and partly Astana)
was advocating for but was definitely different from what the Moscow-Tehran
alliance proposed.

The second point of disagreement in the Azeri-Turkmen relations is
related to Caspian oil fields. The Turkmenian party has had claimed the Chirag,
Azeri and Kapaz fields (the last is referred to as “Sardar” in Turkmenistan) —
the last two fully and the first partly — belonging to the Turkmen sector of the
Caspian.”® The talks mediated by the US State Department have so far given no
outcome.

Another bone of contention between the two countries concerns the
Trans-Caspian gas pipeline. Supporting the conduit, Baku maintains that after a
recent discovery of immense gas reserves in Shah Daniz, Azerbaijan should
have a 15 billion cubic meter quota in the pipeline with a total capacity of 30
billion. However, Ashgabat has turned down the demand, which threatens with
a failure (or delay) of the pipeline project.

Azerbaijan’s relations with Central Asia’s most independent nation
Uzbekistan are not directly determined by the oil factor. Geopolitical interests
precondition the establishment of amicable relations with this country — the
only Central Asian country not to have taken a neutral position in the Karabakh
conflict and to have declared Armenia an aggressor state. Of all the Central
Asian countries, only Uzbekistan joined the GUAM organization. Besides,
Azerbaijan has its embassy only in Tashkent among all Central Asian capitals.

Thus, Azerbaijan’s relations with Central Asia, interrupted for many
decades, are being gradually restored as important steps have been made.
However, the “Eastern gateways” necessary to break the geopolitical blockade
have not been fully “opened”, while some of the opportunities available have
not been duly availed of. In the meantime, close relations with Central Asia, as
well as the oil factor, may turn Azerbaijan into a transit state and earn it more
allies in strengthening its independence and safeguarding its territorial
integrity. For this, first of all, it is essential to expand relations with Kazakhstan
and Uzbekistan and resolve outstanding problems with Turkmenistan.
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Azerbaijan’s Qil Diplomacy: Pros and Cons

In 1991, when independence was just re-gained, citizens of Azerbaijan
were optimistic about the country’s future. After Moscow had played its last
card in the Karabakh conflict, there was hope for a soonest solution to the
conflict. Despite mistrust toward the political elite inherited from the Soviet
communist regime, it was widely believed that the economic potential and
resources would be sufficient for the country to start flourishing. The hopes
were largely connected with oil. By then, Scottish Ramco had opened its
representation in Baku (May 1989) and promised to Azerbaijan’s
“CaspianOilGas”, a company engaged in Caspian oil production, to find major
foreign partners (August 1990). Then, Amoco chose the Azeri field for
operations (June 1991) and had agreed on its joint development with BP,
Statoil, Ramco, Unocal and McDermott (September 1991). Later on, the
attraction of huge oil companies to Azerbaijan was rapidly progressing and in
February 1992, Pennzoil and Ramco launched talks on Gunashli field. In June
1993, the State Oil Company of the Azerbaijan Republic (SOCAR), Amoco,
BP, Statoil, Pennzoil, McDermott, Ramco, TPAO and Unocal signed the
Declaration of Utilization on a joint development of Chirag, Azeri and
Gunashli fields. Finally, in September 1994, a 30-year and $7.5 billion contract
on tapping the Chirag, Azeri and Gunashli fields was signed.”® The contract
was then labeled “The Contract of the Century”. It was promising both to lay
foundation for a second oil boom in Azerbaijan, an ancient oil center, and to
lead the country to prosperity.

As a matter of fact, in continuation of “the Contract of the Century”, the

country achieved significant progress in oil business in the preceding six years.
This includes:
* 19 international contracts have been signed with 33 oil companies
representing 15 countries; investment totaling $60 billion has been
envisioned by these agreements; reserves of oil in the contract area are
estimated at 4 billion tons. To date, a total of $3.2 billion has been invested
in Azerbaijan’s oil sector;™

e Early oil of the “the Contract of the Century” was produced in November
1997; currently 115,000 bpd are produced from the license area, while 5.4
million tons of oil was to be produced in 2000;*! although a total of 14
million tons of oil was to be produced in the year 2000, five years later the
figure is expected to amount to 30 million, in 2010 to 70 million and in 2020
to 120 million (pessimists put these figures at 25, 45 and 90 million tons
respectively);>?

e One trillion cubic meters of gas and 300 million tons of oil condensate were

discovered from Shah Daniz field, which gave Azerbaijan the opportunity to
transform from a country importing gas into a gas exporter. The Azerbaijan
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International Operating Company (AIOC) announced its intention to
construct a pipeline to export gas to Turkey;

e The “early oil” Baku-Novorossiysk (since 1997) and Baku-Supsa (since
1999) pipelines with combined capacity of 220,000 barrels per day were in
operation; preparations for construction of the Baku-Thilisi-Ceyhan MEP
were drifting to a close, while talks between Azerbaijan, Georgia and Turkey
were completed in May 2000; shortly afterwards, parliaments of the three
countries ratified the MEP-related agreement;

e Azerbaijan stood out for dividing the Caspian in national sectors by a middle
line pursuant to the 1970 decision. Despite the suggestion of neighboring
Iran and Russia to apply the condominium principle, certain progress was
achieved in dividing the Caspian seabed in national sectors. At present,
Russia and Iran no longer insist on the condominium principle and in
principle agree to the division of Caspian hydrocarbons; their latest
suggestion was on an equal division of the resources.

Oil contracts and other oil-related developments contributed to the
establishment of political stability in Azerbaijan. It should also be reiterated
that the oil factor promoted a profound geopolitical transformation in the
country. Azerbaijan obtained the opportunity to shake off the venomous dust of
the North-South axis and rapidly integrate with Europe and West. Thanks to
the new communication links running through Azerbaijan, the country was also
turned into a transit one for Central Asia.

However, the hopes for a crucial role of oil in the solution of the
country’s vital problems have not been justified yet. In some spheres,
Azerbaijan’s situation has gone from bad to worse.

Conflicting interests in Caspian oil on the part of Russia and Iran, on the
one hand, and US and partly Europe, on the other, brought Azerbaijan’s
independence and security to jeopardy. If not adequately backed by the U.S.
and European countries, the clearly pro-Western Azerbaijan can appear
helpless vis-a-vis the pressures imposed by the Moscow-Tehran-Yerevan
triangle. This largely results from Clinton’s “Russia first”, “Dual containment”
policy, as well as the ambiguity displayed toward the Karabakh conflict. A
renowned U.S. regional expert S. Frederick Starr is very accurate in saying,
“U.S. deeds fall short of its rhetorical support for the new countries of the
region. Particularly in the crucial energy sector, U.S. actions are having the
effect of undermining these countries’ sovereignty.”>*

Azerbaijan’s oil diplomacy did not prove effective in countering
Armenia’s aggression either. The policy of reliance on transnational oil
companies and countries that have stakes in Azeri oil in the issue of a fair
solution to the conflict turned out to be erroneous. Moreover, oil can easily trap
the country, while Baku can be compelled to sign an unfair and disgraceful
accord entitled “Prosperity instead of Karabakh”, which, as a matter of fact,
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plays into the hands of certain political and business circles (including oil
companies).

The oil interests of Western companies and countries (including
geopolitical interests of the latter) brought about political stability trends in the
republic. The experience of certain countries illustrates that such tendencies
may pose a threat not only to the countries in question, but may also undermine
the interests of oil companies and Western countries. Therefore, an economic
interest should not be transformed into a factor retarding political progress,
including democratization, in these countries. Otherwise, the latent contempt
for the ruling regime may inevitably turn into overt animosity toward its main
partners, Western countries and companies, as well as Western values,
including democracy and democratic forces within the country. Needless to say
that there are forces in Azerbaijan that are eagerly waiting for their chance and
can at least count on support of the Iranian regime. Latest public opinion
surveys have ascertained the symptoms of deteriorating reputation of Western
countries in the wake of their ambiguous policy in the region.> For instance,
21% of respondents believe that foreign oil companies actually represent a
threat to the country’s sovereignty.56

Oil factor is destined to have a direct effect on social and economic
status of the country. It can be said that Azerbaijan too has contacted “the oil-
dollar disease” that is so widely spread in many oil exporting countries.
Symptoms of the so-called “Dutch disease” are already surfacing:

e While privatization is still underway and structural changes in economy just
moving off the ground, Azerbaijan has already begun producing profit oil
and earning oil revenues, as 30-40% of state budget’s income part is made
up of oil revenues.”” Oil products constitute 55-70% of exports.”® 74% of
foreign investment (68% of total investment volume) is made in oil
industry.®® The 1998 international slump in crude prices caused a huge
budget deficit in Azerbaijan.

e Living standards of most of the population have reached a catastrophically
low level with a minimum wage of only $1,2 per month (!). An average
wage (if paid) constitutes $ 45, while the subsistence minimum is
approximately $ 80. On the other hand, those in the government are getting
richer by the day, thereby further alienating themselves from rank-and-file
people. Expensive hotels, luxurious foreign cars and spectacular villas are
too dazzling on the background of a deplorable Baku infrastructure, roads in
particular. Sharp social stratification is evident, as there is no middle class.
The majority of the population lives beyond poverty margin. The temptation
to use the oil revenues to balance the social status of the population is very
big both for the present government and a future short-signed regime. This is
also strengthened by the presence of over 1 million refugees.

e Rife corruption, lack of flexibility and mismanagement are characteristic of
the Aliyev Administration. Transparency International has placed
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Azerbaijan as 96" out of 99 governments in its corruption perception index
for 1997, while a joint survey by the European Bank for Reconstruction and
Development (EBRD) and the World Bank (WB) ascertained that
Azerbaijan is the most corrupt country of Eastern Europe.®* In 1999-2000,
the country faced an acute energy problem following rampant sales of
Azerbaijan’s heating fuel abroad. Since the republic regained independence
in 1991, an effective tax system has not been established. A complete tax
collection is not in evidence as lack of discipline reigns the area.

In late 1999, Azerbaijan earned its first $25 million from the sale of the
profit oil. Since then, there have been various conflicting figures as to the speed
and volumes of the country’s oil revenues.®” One thing remains certain,
however: the role of oil revenues in the future will only rise. Therefore, the
proper use of these revenues has become a crucial issue for the present
Azerbaijan.

In December 1999, under pressure from the World Bank, President
Aliyev decreed the establishment of the Oil Fund. According to the decree, the
Oil Fund shall accumulate the revenues from the sale of the Azerbaijan crude
oil and gas, per acre payments starting from the year 2001, payments for the
lease of state property under agreements concluded with foreign companies,
money earned through the Fund’s activities, revenues from the sale of assets
under the contracts, etc.® Different suggestions have been made on ways of
organizing and managing the Fund, making it directly accountable to the Milli
Mejlis in order to ensure transparency in its work and prevent misuse of oil
revenues, and having it regulated by a special law.®* However, the key issue is
where the oil revenues will be spent on. According to media publications,
President’s son, SOCAR vice-president Ilham Aliyev is expected to be
appointed as director of the Oil Fund. According to him, oil revenues will
largely target social needs, elimination of the budget deficit and development
of small business.® In my opinion, this choice of mentioned fields for potential
application of oil revenues is completely wrong and if this or a similar concept
that does not take into consideration the existing international experience is
accepted in Azerbaijan, there is little doubt that oil revenues will further
complicate Azerbaijan's already precarious status.®®

Conclusion

The struggle for Caspian oil is not yet over. It would be naive to believe
that the Moscow-Tehran-Yerevan triangle can back down from its previous
positions. Despite the growing effort and success of the Baku-Thilisi-Ankara
alliance (and then Washington and Tel Aviv) and GUUAM (Georgia,
Uzbekistan, Ukraine, Azerbaijan and Moldova), a dramatic change in the
geopolitical balance is still not ruled out. The logic of these developments
reveals that the region Azerbaijan is situated in is currently on the eve of
crucial changes. Azerbaijan has already turned into one of Eurasia’s significant
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geopolitical orbits. Whether or not the Caspian oil and Eurasian corridor ideas
will be materialized depends to a great extent upon Azerbaijan. Implementation
of the energy corridor project can turn Azerbaijan into a transit country as early
as today, which can greatly compensate for its disadvantageous status of a
closed country. Implementation of the Baku-Ceyhan project gives a
tremendous opportunity for transporting Kazakh and Uzbek oil and
Turkmenian gas via Azerbaijan, which would turn the country into a gateway
to Central Asian republics.

The experience of last years demonstrates that, unlike previous decades,
oil has created favorable conditions for the solution of Azerbaijan’s vital
problems. At the same time, the oil factor has significantly jeopardized the
future of Azerbaijan. Solution of these problems requires the establishment of a
constructive and democratic regime in the country.
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Xuynacsa
A3APBAMKAHbBIH XA3AP AAHUN3UN CTPATESUNACHI

Hacnb6 HACUB/TN

(Xazap Yrusepcutacu, bakbl, A3apbavixar)
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Xa3sap AAHW3M peanoHYHAa 3eocnmac cutyacuma 1991->xn nnaakmHaaH
KrokAy, cypataa ¢apraaHup. CoseT WTTMdarbiHbIH - AabbliMacbiHAAH COHpa
OHYH XAHYOYHAa NapaHMbILW MeHW MUCTATUA AIOBAATAAP 03 MUCTATUANNNVHN
MIOLWKAMAATMAK ~ UCTUraMATUHAA  Xennn  macaba  rat  etmuwaap.  Hs
Fadrasnapbl, HA Aa Msapkasm AcunaHbl (MKUCK Bupankaa Xa3ap pes3vioHyHY)
apTbIr PycniaHblH apxa 6axyachl wecab eTMak onmas.

Xa3apas MeHW 3AH3MH WMApOKapboH ewTuhaTaapbiHbiH Kawdu 6y
npocecnapaa KatanvsaTop poay oWHambiwablp. Xa3apuH AsspbanxaH Bs
[a3axbiCTaH cekTopaapbiHAa HePT MWKNHA TAPOUH HAWAHD HEedT WMPKATAAPK
aptbir 8 munavapg AbLL aonnapbiHaaH 4yox capmava rommyul, naxbiH 25-30
WNAS WAMWH cawanapsa capmamsa romyaywyHyH 100 munanapa aonnapgad
apTbir O/JMachl ewTMMannapbl MambbiHAbIP. bakbi-HoBopoccuinck Ba bakbi-
Cynca WaKnH HedT KAMAPAAPWU apTbir Nwasmmp, bakbl-Téuancm-XenwaH Ba
TpaHc-Xa3ap ra3 KaMApAApU NanULLAAAPW LWarrbiHAa NPUHCUNNaN rapapnap
rabyn eanamum, TeHans-Hoeopoccminck HedT kamapmHmH 2001-xun nnaa vws
AuwmMAcK ro3aaHuanMp. Aspona bupamnmHuH cnoHcopayby wns 1993-xuy,
nnpaaH 6awnaHmblw gawa 6vp HawsaHs nannws — TPACEKA ladraznapbiH Bs
MsApka3m AcumnaHblH ABponana WHTerpacMmacbiHAa MULWLM ajaAbiM  OAAYy.
Cunacn-cTpatebm cawAaaakm AANVNWINKANKNAPUH  Andsap 6apu3  HUMYHACK
JHOYAM atoBnatnap 6UpANNMHUH napaHMacbifbIp.

deocumacu IANNWMANAPUH NCTUramMATAAPU warreiHaa
SHOCTAPUNAHAAPAA NaHaLlbl, OHY Aa XLCyCW rerns eTMAaannmuk kKu, by seocmmacu
MHKMWad WANAAMK MAHTUTM COHYHY TanMambl6. “Brovuk onyHyH” 6Halwa
YyaTMmacbliHa wWwaAna xennum sap. Lana seocmmnacn mHknwadblH UCTUTAMATUHUH
AANNLIMANSKANNHSA LLeY KAC TAMMHAT Beps buamsas. Xa3sp peanioHy ybpyHaa
mMubapu3sa  MalafblbbiMbl3  AOBPAA AUHWAHBIH AH  akTyan npobaeMuHs
yeBpuanbG. by  MUBapU3AHWH  HATWXANAPW  ABpacuMaHblH  3ANAXKAK
MAH3APACUHUH BA 3€0CUNacn XAPUTACUHWUH BuumamsacuHa Gupbawa Tacup
efaKAK.

AzapbanxaH PecnybamkacbiHblH 1991->Xn nagaH CoHpa Keyammim non,
peanoHaa baw Bepmuw B Oy 3UH AA JaBaM effH MUPAKKAG npocecnsipviH
6up HumyHacmanp. bakbl, Xa3ap HedT OYMyHYH, UMYyMUWNATASA, PEIMNOH
3e0CMMNaCATUHWH MAPKA3NHSA YeBPUAMULLANP. AzapbanaH
PecnybankacbiHbiH ~ wWwWAnaTM  Npobnemnspu  pes3voH  HONKANAPUHUH

npobnemnspn wuna enHnamp. byHyHna 6ens, 6up cbipa MaAcAnanNApaAA

35



AzapbamkaH to3aaammna maankamp. Mapkasun Acumna ronkanapu Bs EpmaHumcTaH
knmmn AsapbanxaH Pecnybavikacel ga rananbl FOAKAANP, UAHW aubilT AASHN3AAPA
6upbalua UbiXbillbl MOXAYP. VleHM MUCTAMMA AIOBAATAAPUH UYOXYCy KUMW,
AzapbamxxaH Pecnybaukacbl fa PycuMmaHbiH TACUP JanPACUHAAH YblXMar
UCTAMMP, NlakKMH  ACKM  MEeTponoanuna  uas  Tapuxu  BA  MUacuUp
MUHacnBATAAPUHAA  AndApAapuHAAH  (MAcanaH, EpmsaHucTangaHn)  ¢apran
FO3ANINKAAPA MaNVKANP.

Avdap neHn muctarnn ArBAATAAP knmn AsspbamxaH Pecnybaukacel
fAa 1991-xun nnasH coHpa pesanioHyH amsap bronuk atoBaaty - Mpan Vcnam
Pecnybnukacel wna neHn MuHacmbatTaap rypmaba 6awnagbl. JlakuH 6y
mAcanaga aa AsspbamdkaHbiH ro3ananmim by tonka mna (Mpadna) 6upbawa,
eHVW  CAPWAANAPVHWH  OAMacbl  uAs  Mawayanawmblp.  AsapbankaH
Pecnybnukacbl wwna mXMacbiHbIH  6roMuKkALMUHA 3topa WpaHaaH coHpa
AUHWaza nkmHxnaunp. Lictannk, AsapbanxaH gLHWaHbIH a3canibl GHONLHMLILL
FONKANAP B OHOALUHMUL  MWANATAAP rpynyHa Adaxuaaup. AsapbavdkaH
PecnybaukacbiHaaH Apasvxksa nkn aadps 6ronuk ansap AsapbaikaH, VipaHbiH
WrMan-rapbmHaaanp; AuHna asapbam>kaHablnapbiHbIH TAXMUHAH AOPAAA LuL,
A4a MAws by mamnakataa (Mipanaa) nawansip.

Avsap Xasapcawmam ronkanap kumn, AsapbamxkaHbiH XA3apaa nanbiHa
AuwsaH cektopaa (80 MyH KMm2) aa HedT BA ra3 Bap, NakUH 3AH3VHANNMHA H0PA
0, WanHbi3 [asaxbicTaH cekTopyHaaH (113 MuH km?2) 3epw ranbip. Hedt
Xa3apcawmnnm roNKANAPUH WaMbICbIHbIH TAPUXUHAA IOHAMAM PO OMHanbI6 BA
onHamargagblp. Amma AsapbamkaH Pecnybavkachl AUHWAHBIH AH rAAUM HedT
6ronzfcm onmacel etmbapbl uns, ensxka AA HedTUH HoNKA TapuXuHAA
OVHaAblbbl BUPUHXM AAPAXKANN POy Uns as GAPrasHUp.

Ba, HAwawnATt, AsapbamxaH Pecnybamkacbl oHa AOCT MuHacmbaTas
onManaH Pycuna ®epepacumnacel, EpmaHuctaH BA WpaHbiH  3eocumnacu
MuwacnpacnHaaamp. foHwy EpmaHucTaH OoHyH ApasucuMHUH TAXMUHAH 20%-
HW vwban eanb, 12 nnasaH aptbir yakaH Fapabab NPOBAEMUHUH  WANIWN MOy
WANANMK SropUHMUpP. Bup cro3na, AsapbanxkaH PecnybankacbiHbIH BA3MNNATY
OUTUH PE3MOHYH BA3UMMUATMHUH SHOCTAPUMIKMCK OAMaraa MaHalbl, 6up cupy,
AA FO3ANNNKAAPA MaNNKAMP.

AzsapbanxaH Pecny6ankacbIHbIH seocnmacu BASUNNATUHAAKM
MUPAKKABAMK WMAK HOBOAAA OHYH >XOobpadumnacbl vaa wWApPTAAHMP. TAbun
FOpyny>y amuUANApUH OAMamachl, na wuman tapadpasaH OHyH 3aMd oamachl

(OApb6sHa Keunan) TapuxsH WKManjaH >XsaHyba Bf SAKCUHA oOnaH wapbu

36



nupuLWAAp rapwblicbiHaa 6y tonkaHu mugadusacms rommywayp. by kopnaopaa
Y3YHMUAAATAWN  €BOANYCMWaNbl  MHKMWad UYUH WAapanT  OAMaMbIWwAbIp.
Xobpadunagan 6bawra gawa ukm Tapuxm-cumacu waamca AsapbandkaHbiH
OYy3UHKL, MUPAKKAO 3eocnmmacy BASUNNATUHW WAPTASHAMPMUWANP. Bupucn
XVI acpuH 6GawnapbiHaa AsfpbamkaH ApasUCUHAA WMapaHMbIW  NeHU
Cabasunap vMnepumacbiHbiH AWAANHM WKNA MASWABUHK rabyna mMaxbyp
etmAcn waancacnamp. Cadasmnap arospuHasa (1501-1722) wmanvmmH pacmum
MA3LWAGA ueBpuaMAcKM A3sapbamdkaHblH COHpakbl MHKMWAdbIHAA MLULLLM
Tanenuknly posa ourHaabl. bens ku, A3sspbamkaH ranaH CUHHW TUpPK
AUHWAcbiHAaH  avpbiagbl, 150 wngaH  yox  uakaH  Cadbasm-Ocmannbl
MULWapubanapn  HATMXACUHAA A3sapbandkaHblH  nony rapbsa, CUHHU-WINA
3NBANANATAAPN  CcABAOBMHAAH enaxsa aa waApra - Msapkasm  Acvnanva
(TupkucTtaHa) nony kacuagun. fAeasumHas azapbarxaHnbiiap (AsspbankaH
TUPKAAPY)  UAEONOBU-KUATUP  HaxbIMbIHAAH dapcnapna ravHaunblb
rapoiwgbinap.  XIX  AcpuH  6awnapbiHaa oamyw  uku  WpaH-Pycuina
mMuwapnbacuHmH (1804-1813, 1826-1828) Hatwxanapu AsapbavdikaH LYUH
Jawa 6up daxua waa HATWKANAHAW: dakTukM Muctarmn  AsapbainkaH
XaHAbIrnapbl KN AKOBAATUH — 4Yap Pycumackl B Taxkap MpaHblH TAPKMOWHA
ratbingpl. TAXmMuHAH 6ew acp AsapbamxaH LLUnman->xaHy6 oxyHa KHOKASHMULL
onagy, oHgaH wapraa (TupkuctaH, Mapkasn Acuina) Ba rapbas (AupxkucTaH,
Tupkuma, ABpona) nepasWMUILL FOAKANAPAA ANaranapu MAWAyANaWAbIPbIAAbI.

1991-u nnaaH coHpa napaHMbILW NeHW 3e0Cnnacy cuTyacmmna pesmnoH
AIOBNATAAPW apacblHAa rpynnawma wnapatapl. PycumanbiH - Tadrasnapga
TapuUXAH AH CaAur efleMeHTU ONaH epMaHUAAp BA EpmaHucTan Pecny6ankachl
Pycuna  ®PepepacnmacbiHbiH - XUCYCUM  WMMaNACMHAAH  danganaHmaba
Yyanblwablaap. benopyc NCTUCHA onmarna, KeummL coBeT
pecnybnvkanapbiHaaH Pycunava sH naxbiHbl 6y 3uH EpmsaHucTaH wecab
eannnp. Pycuna Peapepacunacel 6y aroBaataaH AsspbamdkaHa Ba Tupkumans
TA3WUT BaCUTACU KUMU UCTUdasa eTMANA BA OHY LUAP calwaga AACTAKNAMANA
Gawnagbl. MockBa-MlepeBaH MuUHAcMBATAApPM  CTpaTebu  MUTTAGUIIMK
XapakTepu Jawbivblp BA WITUCaAW, CUMACK, CTpaTebM CaWANAPAA  CbiX
AMAKAaLWAbIbbl ewTnBa eanp. 1994-96-xbl nanapaa PycmmnanbiH EpmaHmcTaHa
1 wmunnapa ponnapdaH apTbir ABA3M  OAAHWAMAWAH CUal, MapAbiMbl
TAK3nbeamnmMas Gaktapip.

AssapbamxaHna Mspkasn Acuva apacbiHAa OHWANAPASA KACUAMML

anaranspuH  bsapnacbl HawnaHmbIWw, Oy WUCTUraMAaTAA MULWLUM  aajbiMaap
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aTbIAMbIWABIP. JIaKMH 3eocnnacy MULLACUPSAHMH AabblbliMackl LUYLH TANA6
eannaH “wapr  ranbicbl” WANA  TaMaMunA  adblIMambill,  MIOBXY/,
NMKaHAapAaH 38pAnnHXS, TaM nctndaaa egnamamunwamp. Wanbykn Mapkasn
Acuina mna naxblH MUHacmbatnap Ba HedT dakTopy AsapbamdkaHbl TPaH3UT
FOAKANA  YeBMpPA O6unap, MUCTATWUIMAMHA  MIOWKAMAATMAK  BA  Apasu
6uTroBALMLHL 6Apna eTMAK LYLH OHa fnaBsa MuTTaduraap rasaHabipa bunap.
ByHyH uuuH wnk HoBb6sas [azaxbictaH BA HO36skucTaHna sAnaransapuH
3eHUWNAHMACK, TUPKMAHUCTaHAA MIOBXYA NpPobaeMaspuH Wanam Tansb
ONYHYP.

HedT amuan ronksHMH cocran Bs Urtucaam aypymyHa 6upbaiua tacup
easxksK. by auH 6ena aena 6unapuk kn, AssapbamkaH ga apTbir HebTAOANAPbIH
6Mp cbipa HePT UXxpax eaaH HNKANAPAA THOPATAMAN XACTAANNA audvap onyb.

“lLlonnana XacTanmnm® HUH CMMNTOMAAPbI apThbIT U34A4MP.

1999-y wanH CcoHyHAa A3apbamkaH WHKYMATM WAK  MAHPAAT
HePTMHWUH caTbiwbiHAaH 25 muanoH ABLU ponnapbl anaa etan. CoHpakbl
WANSPAA OHYH LLAHCbl TEMM B MUTAapAa apTMachl warrbiHaa 6up-6mpuHm
TAK3NG eaaH MuxTaand paramaap sap. Amma 6up wen TamamMuna angabiHAbIP
KW, apTbir HedTa MHAEKCAAHMULW A3apbandKaHblH MaXblH ANAXKANNHAA HedT
IANVPAAPUHMH poay Jawa Aa aptaxar. Ogyp kv HedpT 38aMpaspuHAAH
nctndaga macanacn AsapbaniaH LULH WANaTK MACANANA YEBPUIMULLANP.

1999-xy wanH pekabpbiHaa npe3snaeHT Anvne [uHna baHKbIHbIH
ncpapbiHgaH coHpa AsapbamxaH Hedt PoHayHyH MapaablniMachl LiarrbiHaa
bapmaH Bepan. by dapmaHa sacacaH, Asapband>kaHbiH ManbiHa ALLWAH Xam
HepTUH BA rasblH caTbiWbIHAAH Anaa eavnan sanmpaap, 2001-xun wnaaH
6awnarapar akpliecabbl HAAHUWAAPU, XaPVXKN WNPKATAAPAA GablaHMbILL
MUFaBUAANAP UYAPUMBACUHAA AOBAAT AMAAKblHAAH MCTUdAAA LULH MXKaps
warrbl, GOHAYH PAANMNNATUHAAH ANAA €ANNAH BACAUT, XapWUXXWN LLUMPKATAAPASA
H6abnaHMbIW MUraBuUaanapa ymbyH onapar AsapbamxaH tapabuHA BepunsaH
aKTUBASIPUH  caTbiWblHAAH BA Oawra JgaxunonManapgaH anaa  ejunsH
aanupnap 6y ¢oHasa TonnaHaxar. PoHAYH TAWKWAM B UAAPAEAUIMACK
ravganapbl wWarrbiHga mMatéyataa mMuxtaamd Taknmdasap BepuaMULL, OHYH
nwnHAA wadpdadpabibbl TAMUH €TMAK, HEPT SANNPAAPUHMH TaNaHMaCbIHbIH BA
renpm-eddPekTnB XAPXNAHMACUHUH FapLUbICbIHbI aaMar LyLH OHyH bupbalua
Munan Msaxnanca Tabe eanamsacn Ba  GAANMUMATUHUH  XLUCYCU FaHyHAa
HM3aMaaHMacbl  warrbiHga  oGukmpaap  cacasHmuwanp.  JlakmH — acac

NPUHCUNNaA MACANA HeCI)T ANNPIAPUHNH IZI-OHFU'IAMI;HA cawanapna 6abﬂbIApr.
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WrtnaapgaH Ba mMuxanmdAtaaH onaH OGup cbipa LWAXCASPUH BEPAUAN
6avaHaTnapa 3tops, HePT SANMPAAPU  fACACAH COCMaAN  eLuTUIMaKNapbliH
AAHUAMACK, BUAXA KACUPUHWH ranaHMacbl BA Mepan cawmbkapiblibbliH
nHknwadbiHa capd eannaxak. busmm Pukpummnsxa, HedT 3ANNPAAPUHUH
NIOHANAUNAKANN CalLANApP apacbiHAA SHOCTAPUASHAAP AIH YbypCy3yayp Bs Oy,
Ma Aa AUHMA TKPUOBACMHW HA3APA aaManaH ByHaoxwap Au3sp KOHcencumna
rabyn eamngunmn  TAarampasa, Hedpt SAAMpAfpuHUH  A3spbandkaHblH  MaxbiH
IANAKAKAA NPOONEMAAPUHN  Jalla Ja  MUPAKKAGAAWANPSXKAAN  wLoLWws
AObYPMYP.

Xa3ap HedTV ybpyHAa Mubapusa wana 6utmanmb. Mocksa-TewpaH-
MlepeBaH LUALMLHLUH acaHAbiria (03 MIOBrENAPUHAAH AN UAKAKANUHM
AULWUHMAK peannbirgad ysarnawmar onapapl. bakel-Tudnnc-AHkapa (gawa
coHpa BawwuHrToH Ba Ten-AsuB) uttndarbiHbiH, enaxsa aa SHOYAM atosaatasap
OUPAVMNHMH apTaH XAWANAPUHA BA ybypaapblHa Gaxmamapar, seocumnacum
npocecnapaa ApamMatvk  AANMWMANAPUH  MUMKUHAUWL  WANA  UCTUCHA
eamammp. AHxar 6y npocecspuH MAHTUIM UCpap/ia HULWaH Bepup kKK, By 3uH
Azapbamd>kaHblH NEPAAWANAN PEINOH YOX MULLLM, Tanenukil 3eocumacu
aavmwmanap apadacHaaamp. Apteir 6y 3suH AsdpbanxaH ABpacuraHbIH
MULLLM 3e0CnMrnacy MALWBAPAAPUHAAH BUPUHA yeBpuaMUWANDP. XA3ap HedTn
BA ABpacvna JAWIN3N KOMMNEKCUHUH JepUYAKAALLMACKA XeUnu Aapaxaas
A3spban>kaHblH FATUANATAN MIOBFEUUHAAH acblablablp. ApTbir 6y 3UuH eHepbu
KOPUAOPY NavUWACUHWUH 3epuakaawmMacy AsspbandkaHbl TPaH3WUT HOAKANA
yeBMpup. by, OHyH rempu-muHacmb rananbl HOAKA BASUMUATUHN XEWAU
AAPAXKAAA  KoMneicacuma easa  6unap.  bakbli-XKenwaH — anULWACUHUH
sepuaknawmacn  lasaxbictaH B HO36AkuctaH HePTUHUH, enaxa Af
TupKMAHMCTaH ra3biHbIH A3apbankaHgaH KeUMACK LULH pean Acac napaabip.
By apa AsapbamxaHbl enHu 3amaHga Opta Acuira UYUH KWUAWA HIOITA
MIOBreMMNHSA YblXapblp.

CoH nnnapuH Taxpubsacy cubyt eanp ku, HedT ABBANKN OHUNNAPAAH
bAprav onapar muctarnn AsapbankaHbliH 6Up YOX WANATU NPOBAEMAAPUHMIH
WAAIM  UYLUH ANBEPULWLAN  WAPanUT napatMmblwabip. EMHWM 3amaHpa HedT
dakTopy AsapbamkaH PecnybankacbiHbIH 3ANSKAUMHU TAWANA €4AH XEeNaun
npob6aem Aa napaTmbIWAbIp.
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