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PREFACE

Energy has become one of the most pressing isgyssst times as well our times. As
the world demand for energy grows, it can be redlithat the conflicts and wars has
been broke out in consequence of energy demand. geemed, energy resources are
not infinite and the intentions of most countriee do take advantage from an
alternative region for energy resources as the r@leAsia and the Caucasus. By the
reason of the rising energy consumers and imporitershe East, a revival of
Mackinderian geopolitics on a global scale may btegsed. This wider region is
emerging important energy actors in the global gétgs of energy and thus this thesis
will firstly to make a comparison between EU Foreigolicy and Turkish Foreign
Policy towards the South Caucasus in the case obrtfy”. In the absence of an
internationally agreed framework for relationshigsiong producer, consumer and
transit countries; serious efforts are being mamlgatd enhancing interaction and
cooperation between Turkey and EU in the regioooB8aly, it will evaluate the impact
of geopolitical importance of the region and enecgyridor in the South Caucasus on
EU and Turkish Foreign Policies. The wealthy enegppources have a direct influence
on Turkish Foreign Policy and EU Foreign Policy.irdly, it will touch upon EU’s
instruments in South Caucasus as TACIS, ENP, PChtleir impacts on the states of
South Caucasus. By paying special attention tatimemon projects of EU and Turkey
in the South Caucasus, BTK, BTC and NABUCCO willdbamined. It will illustrate
the general framework of EU and Turkish Foreignidyolwith similarities and

differences in the South Caucasus region.
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Bu aratirma; Avrupa Birlgi Dis Politikasi ile Tuark D¢ Politikasinin Giney Kafkasy
cografyasinda enerji konusunda ki benzerlik ve fahrini ortaya koymak amacly

yapilms bir calsmadir.

D

Enerji konusu, gecmgien ginimdize uluslararasi sistergikillenmesinde son derece dnemli

bir rol oynamgtir. Giderek artan enerji ihtiyaci sebebiyle ortgylean cagmalarin ¢cok ygun
yasandgl bir casrafya olan Glney Kafkasya'daki devletlering8k Sava sonrasi tutumu
AB'ye baksis aclilarl, AB ve Turkiye'nin boélgedeki rolleri bulgananin konusu olnyur.
Avrupa Birligi'nin Sgguk Sava sonrasi bdlgede uygulgdi TACIS, ENP, TRACECA ve
PCA gibi politikalarin Transkafkasya devletleri dineleki etkileri ve AB'ye entegre olm
konusundaki tutumlari gerlendirilmistir. Bu baglamda, bdlgede Tirkiye’nin enerji ggicide
ki vazgecilmez varfii, AB-Turkiye ve Guney Kafkasya ulkelerinin de dahil gidurojeler,
AB Dis Politikasi ile Turk Dy Politikasinin kagilastiriimasi icin belirleyici bir faktor

olmustur.

Bu aragtirma sonucunda, Ermenistan ile Tlrkiye arasindegglen problemlerin, Tirkiye'ni
Avrupa Birligi'ne adaylik sirecini nasil etkilegliortaya cikmgtir. Bolgenin jeopolitginin ve
zengin enerji kaynaklarinin éneminin AB enerji piklsini nasil yonlendirdi gliindeme
getirilmistir. Sasuk Sava sonrasi Turkiye'nin bélgeye yakiglive bdlge devletlerine kar
olan dg politika tutumu ortaya koyulmgtur. AB'nin Giiney Kafkasya bolgesinde kisd
politikasinin enerji, givenlik ve wan konulanyla ilgili olarak nasgekillendigi aciklanmg
bununla beraber Turkiye’nin bu politikanin neregimaldiygu ve neresinde olmasi gereikt

belirtilmistir.
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INTRODUCTION

The purpose in writing this thesis is to analysekiah foreign policy and European
Union foreign policy in the case of “Energy “ towlarthe South Caucasus and the
changes in this policy as a result of the Europgaion (EU) candidature and a
comparison between the policies of Turkey and tbetdsvards the region. This thesis
is composed of four chapters. Chapter 1 is abautd#finition of the region, socio-
economic overview of the South Caucasus and therntajnflicts in the region as
Nagorno-Karabakh Issue and South Ossetia Issueth8yeason of the Nagorno-
Karabakh Issue and the closure of Armenian bordeis believed that Turkish-
Armenian relationship represents a turning poispeeially after the independence of
Azerbaijan and Armenia-for the Turkish foreign pgltowards the region In this part,
the importance of geographical position of the sagand wealthy energy resources
have been mentioned. With giving the historicalkdgaound about the region after the
Cold War, it would be easy to analyse ethnic cots]idisputes and relations between
three states in South Caucasus. Chapter 2 is #betU Foreign Policy and Energy
Policy towards the South Caucasus. This chapter dhbascomponents. The first
addresses the general framework of EU Foreign Yolibe basic parameters of EU
foreign policy has been mentioned. The second dss3i the interests and the
instruments of the EU in the region. How interedt&U are translated into policy and
programmes. In relation to that, it was focusedh@one hand on issues related with
the EU enlargement, EU policies as ENP, TACIS, P@Ahe region especially in
three states, Azerbaijan, Armenia and Georgiamé&ion of a common foreign policy
in general and a common policy towards the Southc@€sus in particular. On the
other hand, EU energy policy was examined. The the Jeading energy importer in
the world which recently extended its borders te ®entral Asia adn The South
Caucasus, finds itself at the centre of an eneedpatk immediately affecting the states
in the region. At this stage, attention is drawnthie energy security in the region.
Since the security issue has been considered isendity threats against Turkey and

EU has arousen out on energy and transport issihe iBouth Caucasus.



In examining EU perspectives and approaches toréggon, it is important to
recognize that there is no real history of inteacacbetween the EU and its member

states on the one hand and the states of the So@hacasus on the other.

Chapter 3 is about Turkish Foreign Policy towarde South Caucasus, the basic
parameters of Turkish Foreign Policy, the pipelamel railway projects, the changes
in Turkish Foreign Policy after the Cold War ane thbjectives of Turkish Foreign
Policy in the region. The first part of the chapdeals with the general framework of
Turkish Foreign Policy. After discussing the bafsictors, the chapter is followed by
the Turkish Foreign Policy towards the South Causak this part, the focal point is
historical proximity. By the reason of Turkey's ggaphical position; relations
between Turkey and Armenia, Turkey and Azerbaifaurkey and Georgia generally
based on ethnicity. Thus, Turkish Government cgtladopt a neutral stance toward
the three states at the same time. By the reastivedffurkey’s pro-Azerbaijani stance
in the Nagorno-Karabakh Conflict, it has becomeetexninant of Turkey’s foreign
policy in the region. In the next part of the Clea®, it was focused on energy policy
of Turkey in the region as priorities of Turkey tine region, the common energy
projects between EU and Turkey, Turkey’s crucié o the energy hub. The aim and
the impact the projects on the southern Caucastisssand Turkey was examined. At
last part, the construction process of BTC, BTKEAnd NABUCCO was mentioned.

The future of these projects were discussed.

The final part, Chapter 4 presents an evaluatiothef similarities and differences
between Turkish Foreign Policy and EU Foreign Boigthin the three main issue
that it can be expressed as triangle; Energy, panhsnd SecurityBy giving several

examples in each of the points of analysis, a coismabetween TFP and EU Foriegn
Policy were made in the case of ” Energy”. Thesmmarisons were made according
to several factors like geographical location, #iee of the country, the cultural
characteristics, and the political and economickgemund of the country and the

tradition of foreign policy.



In conclusion, it is believed that other reseasanehis respect may also include other
issue like ethnic conflicts and disputes in thetS8daucasus, The Russian dominance
and impact in the region, EU Enlargement thatletee to the region would contribute
to the researches on this topkhese remaining issues are also important and need
further research by other students and scholarst uduld be impossible for me to
cover all of these issues in this thesis.

Aim of the Thesis

The aim of this thesis i® understand the similarities and differences betwTurkey
and other member and candidate countries in tefniseochanges in foreign policy
and the peculiarities of Turkey here. It is als@maied the place of Turkey in the

EU’s policy towards the region in the current caiatis and in the future.

Method

In writing this thesis, method of critical thinkimgas adopted. The developments and
changes were analysed within the framework of nmagonal system. This thesis
approaches the research question in an interdisaigl way.Ilt was benefited from

secondary sources as academic journals,books padse

Importance of the Thesis

By examining various sources, it was analysed itndagities and differences between
EU foreign policy and Turkish foreign policy towarthe region and the impact of the
EU candidature on Turkish foreign policy and whé&tekey is in the South Caucasus

policy of the European Union.



CHAPTER 1: HISTORICAL DEVELOPMENT AND AN
OVERVIEW TOWARDS THE REGION

1.1. A Definition of the Region

The transformation process that has been broughitan 1980’s in the USSR has led
considerable changes for the future of the CIS(Conwealth of Independent States)
after the disintegration of the USSR(Union of Sov&bcialist Republics). Many
observers perceive the CIS as a geopolitical talbbbwing Russia to maintain its
influence over the former Soviet republics. Sintseformation, the member-states of
CIS have signed a large number of documents coimgeintegration and cooperation
on matters of economics, defense and foreign polibg aim is to provide integration
in a common field and the EU can be a model for. Sk&turity, transport and energy
are the main issues that has always took pladeeimgenda of CIS and of EU. In the
beginning of the 20th century the most distinctigature of the international system
was to be formed of international relations at léaeel of states and the maintenance
efficiency of the power politics on internationalations(Gurses, 2001).

The establishment of the Soviet Union was basedronmstances of the regional and
international competition however crisis which wére results of this competition has
brought about the disintegration of the USSR. Tisentkgration of the USSR and the
demise of the Cold War had brought about politeatancy in Eurasi&Sihaliyev,
2004). By the reason of this situation; the new pgetition on energy resources has
been broke out between hegemon powers in the redim the other hand
developments since the demise of the Cold War leas lndicated that the world
peace and stability on the whole Eurasia’'s Geograpbuld be ensured by the steps
that has been taken in the Caucasus (Berkok,1958)

However basic issues of New World System as ethnit religious discrimination,
instability in public and state affairs, the haragicof the government’s status quo in
economic and political progress, boundary disputestrictions on speech of people
about their future have been put on the agendaeilCaucasia (Mert, 2004).



The Caucasus is a transition region between East-#el North-South that has been
at a crossroad for the energy and transportatidéurasia after the Cold War. Hence
Caucasus is one of the key points in the world.aBee of its geopolitic and strategic
importance, it has became a battle and strugglengk¢hat major regional and global
actors contend for several interests and influenCesmisequently it has been as the
framework of the world and it was condigned to béed the framework of the world
not only for its geopolitic importance but also fronomic, political and strategical

reasons

The region, formerly contained within the boundargd the Soviet Union, is in the
early twenty-first century spread over four naticthe Russian Federation to the north;
and the three republics of the South Caucasuskals@n as Transcaucasia: Armenia,
Azerbaijan including the Nakhichevan Autonomous #jc and Nagorno-Karabakh
and Georgia including Abkhazia, the Adjarian Autoroms Republic, and South
Ossetia The Russian part of this area is dividead several ethnic jurisdictions:
Adygey Republic, Karachay-Cherkessia, Kabardind«&#h, North Ossetia,
Ingushetia, Chechnya, Stavropol Territory, the Btaye Republic, Krasnodar
Territory and parts of Kalmykia and the Rostov oegiBy the reason of this, The
Caucasus region has long been known for the diyeo$iits peoples. More than 40
languages are spoken by the ethnic groups of tlieeeegion. It forms part of the

traditional border between Europe and Asia (q.vpNip

The policy of the Soviet Regime and the settlenmumerous people in a minor
territory has brought about The Caucasus Questl@revthe most important resources
and transportation ways of the world are found {{&t2003). Especially three states
in South Caucasus have strategic importance beadube geographical location of
Georgia, the economic potential, the wealthy nat@sources and the high population
of Azerbaijan, the resolution role of Armenia irettegion( Selvi, 2004). The interests
of the hegemon powers in the region has been cemesidthat the security issue of
Caucasus is not a regional question, it has becamelternational issue. Russia’s
struggle is to hold high level talks in economidlitary and politic relations with its

last castle in Caucasus, Armenia. The USA has ddetato gain power and to take



control over Caspian Energy Resources in the reigionediately afterwards planning
to settle down in the region as political and rarlt power. EU wishes to take its share

from this.

After the Cold War, the changing international ipos in the Caucasus can be
considered from various aspects. At first; Gloksatlan, the changing global balance of
power and its effects on the region. Especiallypglaaconomic competition has been
lead to conjuncture. Multinational companies asoaine of the main actor that has
focused on transfer resources. Secondly; the catibpetcomprises of states as Iran,
Turkey, Russia and because of their neighbourh@oddspian Sea; Uzbekistan,
Kazakhistan, Turkmenistan. The dimension is basedthe reflections of global

competition moreover geopolitic and diplomatictattes of major and central regional
powers. Thirdly; regional balances and paradoxesrelated to ethnic and religious
divergency in the region. These arguments causseasing hot conflicts and a risk

for actors whom took place in the second dimension.

Taking into account the situations discussed abdirstly it can be asserted that the
North Caucasia is the backward and undevelopedmegithin the federation of

Russia in the Soviet era. After the disintegratofrthe USSR, the entire CIS states
including Caucasian Republics has been still geerby the domination of ex

communist regime. State property are still sharél Wihe cooperation between state
and mafia and enriched a group. The competitiamotsonly out of the region as we
see. The competition is turning into a combat witkthnic groups and states on

economic interests in the region.

1.1.1 Geographical Position and Importance of the &jion

Caucasus is a mountainous region between the BlaglCaspian seas. The Caucasus
region is a relatively compact area centered orCugcasus Mountains. The Caucasus
Mountains are commonly reckoned as a dividing beéveen Asia and Europe, and
territories in Caucasia are variably considereddoin one or both continents. The

foothills to the north and some of the steppe cotatkto them form a northern border,



while the southern border can be defined by thergxdf the Armenian plateau. The
Black Sea in the west and the Caspian Sea in Std@a natural boundaries in those
directions. The highest peak is Mount Elbrus. Itaigerritory of immense ethnic,
linguistic, and national diversity, and it is curtly spread over the territory of four
sovereign nations. Darial and Derbent Gorge arertbst important gorges between
Great Caucasus Mountains (Mutluer, 2002). Azerhagadivided into 59 rayons, 11
city districts and one autonomous republic of Naokan which subdivides into 7
rayons and a city.Azerbaijan officially is the las and most populous country in the
South Caucasus region of Eurasia that is locatedeatrossroads of Eastern Europe
and Western Asia,it is bounded by Caspian Seaet&#st,Russia to the North,Georgia
to the northwest,Armenia to the west, Iran to tloeitls.On the other hand the
Azerbaijani exclave of Nakchivan is bordered by Ama to the north and east
(Alpargu, 2004).

Traditionally Georgia has a role as a prominerddrand transition corridor between
Europe and Asiaseorgia is 70.000 square kilometers in area aisdaicated in fertile
grounds in the middle of South Caucastsere are three main area in Georgia. On the
North Great Caucasus Mountains, on the center @rtechole and on the South
Transcaucasus Mountaifidert, 2004).

Georgia is surrounded by Russia, Azerbaijan, AraeBlack Sea and Turkey. It is
divided into 9 regions, 2 autonomous republics, ancity. The regions are further
subdivided into 69 districts. Currently, the statas South Ossetia, a former
autonomous administrative district, also knownteas Tskhinvali(is the capital of the
de facto independent unrecognised republic of SQgbetia which is internationally
considered as part of Georgia). region, is beirgptiated with the Russian-supported
separatist government. The two autonomous repulares Abkhazia and Adjara
(Gunel, 1994). Beyond the significant geographigasition of Georgia, Steel and
Roads have strengthened the importance of the Ggcgloposition of Georgia. In

addition, Georgia is located in one of the majomridors for oil and gas transport to
Europe. It is on the most nearest way from CasBranto the West not only to provide

oil in the Central Asia but also to provide a bdeisTurkistan region exploiting high



seas (Cakmak, 1998). In this sense Turkey hadnattapotentials for reaching to
Central Asia over Georgia through Bosphorus andlBlea after the Cold War. In
respect of the emphasized position of Georgia hasght a number of questions and
disputes along with itself as an obstacle on clogghiality relations and
neighbourhood through the history between Armemd Russia(Canbarli, 2002).
Armenia is 29.800 square kilometers in area. Arm@eisi bordered by Georgia,
Azerbaijan, Turkey and Iran. Armenia depends onr@ian economy by the reasons
of deficiency of resources and geographical pasifieezgin, 2002: 48). Besides these
circumstances, Armenia has serious disputes with afleneighbours except Iran
instead of providing peace and stability in thaaadSihaliyev, 2004).

The characteristics of the relations between twontites which proceeds toward a
strategic alliance, worries all the countries oé ttegion. This situation has been
brought some questions along with itself. May leaxdl Armenia be strategic allies?
Why does Armenia so much want to approach to Ik&hy does Iran wish to deepen
its relations with Armenia? How does the internaailosystem affect this relationship?
How do regional factors influence this relationéhihat are the circumstances that
propel the relationship between Iran and Armenveatd a strategic alliand&ul and
Ekici, 2002). If this situation can be analysedeahath the dissolution of the USSR,;
there were two fronts were seen on the scene. Mendiehe first front are Turkey,
Georgia, and Azerbaijan and the USA; Russia, Aimjdran and China-secret actor-
were in the second front. The aim is the same amdnwn for both fronts: to
strengthen their sphere of influence and to peteeinto zone in Caucasus and Central
Asia. So Iran and Armenia have some alike interestd common features. For
instance; both of them are out of the project bhad gas pipelines transffering to the
global market. Having benefited from the ArmeniabHdies in the USA and in EU
countries in the way Iran desired, as an alterpatty this, wishes to prevent the
unification of South Azerbaijan and Azerbaijan I tsupport of Armenia. Armenia
has undertaken a role of a mediator on relation&d®n Russia and Iran. Iran has
paramount importance for Armenia to reach to higlissand West. Armenia has vital
interests and crucial needs to maintain her exgstdry the establishment of high hot
wires and gas pipelingSuil and Ekici, 2002).



1.1.2 Short History Aftermath The Cold War

Azerbaijan was always been invaded and dominatatddoy powers by the reason of
her geopolitical position. Conflicts had kept ontiurnl9th century and some
movements had begun on this century however thdtsesf these movements had
seen at the first of 20th century. Aftermath thelsBevik Revolution in
1917,Azerbaijan had declared her independence as Atterbaijan Democratic
Republic (ADR).

The ADR was the first democratic parliamentaryutdic in Muslim World but lasted
only 23 months until the invasion of Red Army in rApl920.After two years,
Azerbaijan and Armenia were occupied and overthrdwnBolsheviks on April
28,1920(Mert, 2004). Revolutions against communism wergslced by Red Army.
Soviet Regime was declared by the invasion of ReahyA Azerbaijan along with
Armenia and Georgia became the part of Transcaacg3oviet Federative Socialist
Republic (Selvi, 2004).

One part of her territory had been given to Armeania other parts to Georgian on
December 5,198GGasimov, 1992). Three republic were establishedctwhvere
depended on Russia on the rest territories of Aggn In 1989,with the beginning of
Glasnost and Perestroika policies in Russia, toamsition on material and moral
values had been set out in the North Azerba(fgeray,1993). Azerbaijani people had
revolted against Russia for taking her lands b&.Red Army had carried out
massacre in Azerbaijan. The USSR has maintanedttprpssure on republics which
struggle to declare their independence until Au@@s1991-the collapse of the USSR.
Later in 1991,Azerbaijan has declared her indepeceland it has become a member
of CIS on September'93 (Alpargu, 2004). Azerbaigithe most populous country in
the region where Turkish majority are found in tb&l population in Caucasus. Until

today Baku always is the center of revival of théionalism and ethnicity.

Karabakh Issue was a major issue that can be @sdusut can’t be solved between

Azerbaijan and Armenia for many years. This debate broke out on 1921 and it has



still put on the agenda during the transition stafgBloscow in the last quarter of 20th
century. This issue had tackled by Soviet Supremeeefore a temporary resolution
had been implemented. According to these resolsititie region had been granted
within Azerbaijan, the decision had been deniedbyenia however Soviet Supreme
didn’t adopt Armenia’s decision. Nagorno-Karabaktsiill defacto independent state
in CaucasidGurses, 2001).

The region which Georgia is located, has always beeaded by the great powers as
Russians, Turks and Persians by the reason dfattegical geographical position until
today (Mert, 2004). In the 5th-6th century A.D there wemmbats between Iran and
Byzantine Empire in the region, in the 13th anchleintury Dengizk and Timur had
invaded the region, in the 15th century the westd@de of the region had been
underdomination of the Ottomans and SafayBksrkok, 1958). In the 18th and 19th
century aftermath the conflicts in the region, adomy to Russia the domination
Georgia was a step to capture the khanete of AganbaAfter the Bolshevik
Revolution on 26 May 1918, Georgia had declared imdependence however
aftermath the intervention of Red Army in 1921, had joined the
TSFSR(Transcaucasig®ocialist Federative Soviet Republic) in 1922. B8@ with
the dissolve of TSFSR, it had become a membereoUthSR.

A powerful independency movement had begun fron0189Georgia aftermath the
dissolution of the USSR with the policies of Glashand Perestroika. On 31March
1991, the referendum were made around the couhey bn 9 April 1991, the
parliament of Georgia has declared her independévieyt, 2004).The independency
process had brought many internal conflicts alomf wself as AdjaraAutonomous
Republic of Abkhazia and Autonomous Republic of thdDssetia are located within
Georgia. The federation of Russia has exploitethfrdbkhazia and South Ossetia
disputes for taking control over Georgia. Russid kapported ethnic groups against
Georgians. The aim of Russia is to dominate theepxblics of union and to provide
Georgia’s attendance to C[{8anbolat, 2000). Besides all resistance, Georgi to
adhere to the CIS on March 1994.In the region thera state that brings about

conflicts, disputes and poses a threat about dgcior Turkey, Georgia and
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Azerbaijan: Armenia. From the beginning, the sggt®f Armenia was based on
cooperation with Russia in the region on the otterd Armenia tried to improve the

relations with the West.

By the help of the power of military-strategicaloperation between Armenia and
Russia, Armenia had invaded prominent quantityeafitories in Azerbaijan and had
penetrated on these territories. Armenians hadd liwve Cilicia, Eastern Anatolia,
Caucasus and around the Caspian Sea as small kisgthat were exclave of Iran,
Seljuk, and Georgians until 16th centuiMert, 2004). According to the result of
Otoman-Russo War, some parts of Armenian terrgoneere given to Russia
(Sihaliyev, 2004). Armenian had an oppurtunity toabBsh an independent state in
1918 however it was invaded by Bolshevik Russiad80 then in 1922 it had become
a member of Caucasus Federation, in 1936 it hadnbe@ member of the USSR with
Azerbaijan and Georgi@Mert, 2004). At first Armenia has declared itsepéndency
in 1991 then it had become a member of CIS on 2de®ber 1991 (Mert, 2004).
Azerbaijan and Georgia consider that the CIS isrémeaining part of the USSR and
they have tried to integrate the system of the Videstides this, Armenia has tried to

integrate herself into the security system of Raissi

Azerbaijan and Georgia had tried to improve ecowcoand politic relations with
Turkey however Armenia has prefered to be out @ frocess. Azerbaijan and
Georgia has struggle to repel Russian Army fronr tieeritories, Armenia had pointed
that the only security and independecy guaranteérmenia was Russian Army on
Armenian lands (Selvi, 2004From the latest of 1918 Nagorno-Karabakh dispute
between Azerbaijan and Armenia, Javakheti Quedigiveen Armenia and Georgia,
Abkhazia and South Ossetia Question has been lbrgkend has been still continuing.
Armenia had occupied the 20 % of the Azerbaijanttey during the independency
process furthermore Armenia has supported the atgtamovement of Armenian
whom have settled down in Javakheti region of GeofBogu, 1985). In fact the
security undertanding of Caucasus is based on tthreeptions due to disputes

between states.
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The Caucasian states have faced many same challeogdronting other former

communist states, but those challenges have beeh mare intense for Armenia than
Azerbaijan, and Georgia, due to the unique histbrdnd cultural characteristics and
strategic resources of the Caucasus. The indepeiedenf three states and the
circumstances that was discussed above, have Wrabgluit many questions along
with themselves. Socio-economic conditions andaiiffies, related to on transition of

these states are the main concerns to determim@edo and social progress.

In spite of dire socio-economic conditions and wmlead poverty, the Caucasian
states are not traditional developing countriese Rutheir Soviet past, they have high
levels of literacy, relatively high life expectant¢ygh access to education for both men
and women, and a rather advanced health care systemever, socio-economic
indicators have dropped dramatically since independ. Poverty is the greatest
problem for people that only a decade ago livedelative wealth. The severance of
Soviet-time economic links and the travails of siion from a centrally planned to a
market economy are major causes of this phenomewntich has led to the
devastation of industry in the region and to ramiparemployment. Over half of the
region’s population lives below the poverty linehel economic collapse has also
restricted the state’s ability to fulfill key funchs, and as a result both the health care
and education systems have deteriorated. The nuwibétlV-infected persons is
increasing at a dramatic rate, even though manyhef infected people remain
unreported due to the social stigma attached ®disease by society. We will focus
on how Azerbaijan has been affected in the termseobnomic and social
developments during this process (www.unicef.08305.2008).

1.2. Socio-Economic Overview of the South Caucasus

The South Caucasus contains three states that edhafter the collapse of Soviet
Union: Georgia, Armenia and Azerbaijan. The stateshe South Caucasus have
experienced a prolonged and difficult politicalcisd and economic transition. In this
context there are similarities among these stateteims of their socio-economic

situations. Firstly it will be touched on the soeiconomic overview of Armenia.
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Armenia is a lower middle income country with aggmational income per capita of
$1,930. The country is comprised of 10 regions thedcapital city of Yerevan. About
65 percent of the total 3.2 million population bvim urban areas, of which one third
lives in Yerevan. A land-locked country, Armeniashhigh transportation costs.
Armenia’s borders with two important neighbors, Amgjan and Turkey, were closed
due to the conflict over Nagono Karabagh soon #terenia’s independence in 1991.
The main surface trade links are limited to low-am&ty rail and road connections with
Georgia and its Black Sea ports, and a single widld Iran. Border closures have
imposed costs on the economy. Agriculture generb8epercent of Armenia’s gross
domestic product (GDP) and employs about 46 perathte labor force. The services
sector, concentrated in public administration aadd, generates around one third (33
percent) of GDP. As a small developing economy, é&wia depends critically on
external markets for sustaining high growth and ucady poverty
(www.worldbank.org.am,11.03.2008).

Azerbaijan has the opportunities and problems oé@mnomy dependent on a single
sector-energy. The benefits of rapid economic dgnovdriven primarily by direct
foreign investment in the oil sector have not, heevebeen felt by the majority of the
population — almost the half of which lives in pdyewith the social indicators
deteriorating. The long-standing conflict with Armi@ remains unresolved.
Consequently, displacement from the conflict in 19ntinues to cause human
suffering. There are nearly 1 million internallysgiaced persons (IDPs) and refugees

from Armenia and other countries, over one halivbfch are women.

Displacement confers a high degree of vulnerabiityh levels of poverty that are 20
per cent percent higher than the national averagew.unicef.org/,03.05.2008). The
level of poverty in Azerbaijan was officially estted to be 34 percent of the
population in 1989. However, with subsidies for émyment, food, housing, and
social services, poverty rarely meant severe dafpon. After independence, on the
other hand, poverty increased dramatically. Averfage prices multiplied as much as
28,750 times from 1988 to 1998. According to theewaijan Survey of Living

Conditions that was conducted in 1995, over 61 grerof the population was poor.
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Poverty was substantially higher among internaipldced people (due to Armenian
occupation in the Nagorno-Karabakh region).The lgefwveen the rich and the poor
widened after independence, especially when theel@ited sector began surging while
the other industries (manufacturing, mining) deteied. The country consists of an
upper class (2—-4 percent) living in extraordinanyury, while the majority of the
population (80—-85 percent) suffers from very lowges and poor living conditions.
Although poverty is high, human development indicatsuch as school enrollment,
literacy levels, and infant mortality rates are ipes. However, public spending on
education declined by three-quarters from 19920@61 The health system also suffers
from mismanagement, deteriorating quality, excegmcities, and access problems. In
1998, the number of hospital beds was 9,6 per pe@ple. Bribes from patients were
a major form of financing adequate health care.iiguthe 1990s, public health
spending decreased. In 1999, the government'shhepénding was only about 20
percent of its 1990 level.

In addition one notable measure used to determineuatry's quality of life is the
Human Development Index (HDI), which has been cdedpannually since 1990 by
the United Nations Development Programme (UNDP) HDI has been compiled
since 1990 by the United Nations Development Progra (UNDP) on a regular
basis. The HDI is a composite of several indicatevkich measure a country's
achievements in three main arenas of human developriongevity, education, and

economic standard of living.

Although the concept of human development is corapdid and cannot be properly
captured by values and indices, the HDI offers dewanging assessment of human
development in certain countries, not based solggn traditional economic and
financial indicators. The Human Development Indebl) is used to measure quality
of life in countries across the world. In a recesnking of 177 countries, the HDI
placed Azerbaijan in the medium human developmetegory, at 99th place
(www.search.ebscohost.com, 02.02.20083erbaijan is less developed industrially
than either Armenia or Georgia, the other Southc@sian stateg\zerbaijan economy

that has completed its post-Soviet transition etmajor oil based economy with the
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completion of the Baku-Thilisi-Ceyhan Pipeline,rframne where the state played the
major role.The economy's most prominent products are oilpogtnd gas.In order

to improve industrial development, Azerbaijan sdjaerangements with foreign firms
to promote oil field development. The conflict wikrmenia over the Nagorno-
Karabakh region, however, stands as an obstackectémomic progress, including
stepped-up foreign investment Due to the fact thé&iSoviet ties have been broken in
the transformation to a market economy, trade WMtissia and the former Soviet
republics has decreased, while the country hadvadatself with other regions like
Turkey, Iran, the United Arab Emirates, and Eurdpieis a very important product of
the country, and economic success will depend atdvadl prices and the agreements
over a pipeline project in the region. In 2000 dmnstruction of a prospective oil
pipeline, originating in Baku, passing through tRepublic of Georgia, and
terminating at Ceyhan, a Turkish port on the Medhigean coast, was still considered
a high cost project. Increasing oil prices willdix make the project more affordable in

the near future.

The oil sector remains the key driver of econonriawgh, accounting for 62,0 % of
gross domestic product from January to Septemb@r,2{p from 54,3% from January
to September 2006. We anticipate that the energiprsavill continue to expand in
Azerbaijan, fuelled by the continuation of largevestments in the sector in
forthcoming years. This supports our forecast tbetinuation of robust growth at
18.6% in 2008, which will gently decline to 5.0%thé end of our five-year forecast
period in 2012.The ongoing boom in the oil sectombined with high global energy
prices has been the key contributor to Azerbaijanissistent trade surplus since 2005.

Azerbaijan registered a foreign trade surplus o$&I85bn, which is in line with our
2007 year-end forecast of a trade surplus of USRIN.This is a 52% increase over
2006, when the foreign trade surplus totalled US3#3. During the first six months
of 2007, exports totalled US$9.25bn, of this the@ak of goods for the oil and gas
sector totalled US$8.67bn, which reinforces thedrtgmce of the energy sector for
economic growth. In addition, imports totalled USSkbn in. This data is supportive

of our 2007 year-end forecast of exports reachi®$1¥.5bn, and imports totalling
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US$6.89bn. Going forward, we forecast that Azedrag trade surplus will rise to

US$13.21 in 2008, with exports totalling US$21.18hand imports reaching

US$7.97bn. We anticipate that the demand for inspaitl reach US$17.0bn at the
end of our five-year forecast period in 2012.Thil weigh in on the current account
surplus, and will reduce it from 22,6% of GDP in0ZQo a forecasted 9.56% of GDP
in 2012 (www.search.ebscohost.com/,13.02.2008).

Azerbaijan shares all the formidable problems o tbrmer Soviet republics in

making the transition from a command to a marketnemy, but its considerable
energy resources brighten its long-term prospeB&ku has only recently begun
making progress on economic reform, and old ecoadi®s and structures are slowly
being replaced. Several other obstacles impedebAgan's economic progress: the
need for stepped up foreign investment in the nwrgy sector, the continuing
conflict with Armenia over the Nagorno-Karabakh iogg pervasive corruption, and
elevated inflation. Trade with Russia and the otbaner Soviet republics is declining
in importance, while trade is building with Turkepd the nations of Europe. Long-
term prospects will depend on world oil prices, tbeation of new oil and gas

pipelines in the region, and Azerbaijan's ability manage its energy wealth
(www.cia.gov/, 03.05.2008).

Thirdly, it will be touched on Georgia. Georgiaasmall transition economy with a
population of about 4.5 million people and a gneasonal income (GNI) per capita of
US$1,560. In Soviet times, Georgia exported agiical and energy—intensive
industrial products to the Soviet Union and wasopytar tourist destination for the
region. After independence in 1991, the economiapsekd under the impact of civil
war and the loss of both preferential access tsmEoSoviet Union (FSU) markets and
large budget transfers from Moscow. Output fell 7§/ percent and exports by 90
percent, the worst decline suffered by any tramsiteconomy. The conflicts in
Abkhazia and South Ossetia, regions within Geosgiaking independence, took a
significant toll, with about 300,000 people disgdcmuch physical capital destroyed,
important trade routes disrupted, and the new gwwent’'s authority in large

segments of its territory undermined to this dayadldition, the spill-over from the
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conflict in Chechnya has weakened Georgia’s contrfolthe Pankisi Gorge and
surrounding territory, where there has been rampmantiggling, extortion, and
kidnapping. Georgia's economy has been buffeteidteynal fragmentation, droughts,
and the 1998 financial crisis in Russia (www.seaisscohost.com,13.02.2008).

Georgia is resource rich. Its location on the “$tikad” between Europe and Asia has
made it a transit conduit for goods being shippgewugh the Caucasus. Georgia’s
Black Sea coast, mountains, and rich cultural hystaffer strong tourist potential.
Other attributes include an educated labor foraeespread land ownership, and a
long tradition of entrepreneurship. Georgia hasatunal resource base that offers
strong economic growth potential. Fertile land anfhvorable climate enable diverse
agricultural production, including a range of feuiand vegetables, livestock, dairy
products, nuts, and tea. The country has a longrii®f viticulture and some 500
varieties of grapes are cultivated. Recent investsnm oil exploration have indicated
significant oil and gas potential. Other physicasaurces include manganese, iron,
coal, copper, gold, granite, limestone, marble, anmueral waters.Dense forests cover
one third of the country and numerous fast—flowingrs offer good hydropower

potential (www.search.ebscohost.com, 13.02.2008).

1 million people have benefited from the rehaltilita of 400 schools, health facilities,
cultural centers, water systems, irrigation systeam&l roads and bridges under the
Georgia Social Investment Fund project. In somegathe physical rehabilitation of
facilities has been accompanied by improvementthéndelivery of basic services.
Communities were encouraged to participate activelynanaging the rehabilitation
and operation of these facilities (www.web.worldkang/,17.03.2008 ).

1.2.1 Nagorno Karabakh Issue
Nagorno-Karabakh is located in the South Cauca®sgorno-Karabakh is a
geopolitical oddity. Officially part of the Republiof Azerbaijan, it's actually a de

facto independent republic, located close to threldroof, and with extremely close ties

to, Armenia. Nagorno-Karabakh is a mountinaousoregiopulated largely by ethnic
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Armenians, about 120,000 by most estimates witlgerBaijan in the Caucasus. The
neighboring countries, Azerbaijan and Armenia, avefighting over the territory soon
after the Gorbachev’'s Glasnost and Perestroikecipslibegan breaking up in 1988
(Sari, 2002).The attempt by the Armenian leadership of the Nagdtarabakh
autonomous region to annex that territory in FetyueEO88 and make it part of
Armenia brought about fierce resistance by the Baianis. The slogans in defense of
the sovereignty and national interests of the repumited the most diverse forces,
including prominent intellectuals, public leadersdascholars. Relying on mass
support, these forces started the struggle agdnestofficial power structures for
greater independence for Azerbaijan in the econopdlitical and social spheres and

for the accelaration of the reform process (Ziaig94).

Nagorno-Karabakh has long been an object of disfngaveen Armenia and
Azerbaijan. After gaining independence from the s Empire in 1918, both
countries were reabsorbed back Into the Soviet tudiging the early 1920s. In 1923,
the disputed territory was officially part of thezérbaijan Social Soviet Republic and

described as the Nagorno-Karabakh Autonomous Oblast

For the next 70 years, an uneasy status quo peelvaiitil the gradual demise of the
Soviet Union during the late 1980s and early 1990sFebruary 1988, Armenian
deputies attached to the National Council of Nagdfarabakh voted to unify the
territory with Armenia. Later, Azeri and Armeniammops confronted one another near
the town of Askeran, precipitating a refugee crifiat saw the mass movement of
minority populations. The territory's overall poatibn changed markedly, as more
than 500,000 Azeris, Kurds and Russians fled tg@neas fighting intensified in the
early 1990s. Large numbers of Azeris and Kurds keffidArmenia as well. In all, it has
been estimated that at least 30,000 people wdesllkdhd 700,000 people displaced by
the conflict. A referendum held in December 199hfermed that the Armenian
residents of Nagorno-Karabakh and neighbouring Ginggn wanted independence
from Azerbaijan, The Azeri population boycotted ttederendum. In January 1992,
local political leaders proclaimed the existenceaoNagorno-Karabakh Republic,

which remains unrecognised by any other stateudmeyy neighbouring Armenia. In
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May 1994, Russia helped to secure a ceasefire adeckre has held since May 1994,
an occasional border battle despite but the cdanBict over yet. Mistrust between
countries remains high Years of warfare betweenekians and Azerbaijanis left an
estimated 35,000 dead and approximately 1 milledagees in both sides a majority of

refugees are Azerbaijanis (Sari, 2002).

In the process, the Azerbaijani government effetyivecognised the presence of the
Nagorno-Karabakh Republic even if, for differenagens, Armenia and Azerbaijan
don t recognise its independence. For Armenia,famgal recognition of the de facto
republic would be seen as provocative, while Azgaharefuses to accept this toss to
its territorial integrity. Since the ceasefire, kca, Russia and the USA have been
involved in peace negotiations but, as yet. therea sign of an agreement over the
territory's fate, Armenia favours a referendum gy inhabitants to decide their future,
while Azerbaijan has promised to offer more autopdm the de facto republic. In
December 2006, a constitutional referendum was, taald apparently 98 per cent of
voters approved the document, which described #yweublic as a 'sovereign,
democratic legal and social state'. The vote wikised by the EU for jeopardising

the search for a peaceful resolution to the dispute

While the fate of Nagorno-Karabakh hangs in theahed,the de facto republic
continues to benefit from economic investment fitbiw Armenian diaspora, especially
in North America, and this has proven particulasgluable, as few Western
companies are willing to invest in the disputeditiery (www.geographical.co.uk,
06.02.2008).

Nagorno-Karabakh problem is both multidimensionatl &omplex. The Nagorno-
Karabakh conflict has been referred to as a catilanal (religious-cultural) conflict, a
conflict over economic interests, a territorialussas well as a post-colonial, political
modernization issue (Nadein-Raevski, 1992)in general it may be said that the
Armenian nationalists have been much more energeiiceffective in making their
interpretation of the Karabakh events known to thider world than have the

Azerbaijanis. The Azerbaijanis have few spokesmanwestern countries except
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indirectly through Turkey and Turkish lobbying onggations. Armenians of the large
Diaspora communities in Europe and the Middle Heaste numerous cultural and
political organizations, newspapers and journaitsuph which to make their views
known (Tdtinci,1998). Because of Armenian’s significgtitical influence in
Western Europe, it is not surprising that Armenpamts of view about the Karabakh
crisis are beter known than those of Azerbaijan.

At first this conflict has involved unspeakableoaities and violation of international
norms of warfare, there is a good reason for peopleither side who are responsible
for these crimes of war to distort the facts anel dbout what was happened
(Tutunc,1998).Propagandists on either side will exaggerate asibireality to suit
the needs of their cause. The exodus of Armeniams Azerbaijan after the sumgait
riots and the escalation of conflict between comiiresin Karabakh is much better
known that the departure of the Azeris from Armerfarthermore Armenia has
changed its policy towards the Nagorno Karabaklblpra. Armenian government and
officials have stated that Armenia has no terrtiociaims to Azerbaijan and Nagorno-
Karabakh was the internal matter of Azerbaijan tredproblem of self-determination

of the Armenian population there.

Consequently arriving at a solution of the minestiproblem based upon the
framework of the present borders and on the bdsfgtle 27 of the Convenant on
Civil and Political Right is much more constructittean secession which has always
contributed to destabilization in the South Causa liitiinci,1998). The problem of
self determination and subsequent secession isyaceenplicated question, especially
in such areas as the Caucasus where the stataddal€t coincide with ethnicity. If
secession as a result of self determination isoihlg possible mean for peaceful
resolution of the Nagorno-Karabakh conflict as Anma@ politicians and experts
insist, then the other national minoirities in Ggarand Azerbaijan must have the
same right for external self-determination, se@sand establishment of independent

states to the territory of the mother nation (T@tijd998).

20



A seccessionist approach in this region will leadiristability, confrontation and
bloodshed. The demands for the secession of Nagtarabakh from Azerbaijan after
the deportation of Azeris from Armenia, by Armersansisting that their rights have
been violated not only illegal on the principlesldfl and OSCE but also is immoral.
Nowadays most of scholars and politicians discirsg tloes the independence of
Kosovo lead a great unease in the states thatrsuffien separatist movements in

Nagorno-Karabakh Issue?

1.2.2. South Ossetia Issue

The Ossetians are believed to be descended froestwhich migrated into the area
from Asia many hundreds of years ago and settlechix is now North Ossetia As the
Russian empire expanded into the area in the It ath centuries, the Ossetians did
not join other peoples of the North Caucasus irtimyitup fierce resistance. Some
fought alongside the Russians against neighbouis kdd long been rivals, while
others made the difficult journey south acrossmioeintains to escape.

By tradition, the Ossetians have had good relatiwith Russians and were regarded
as loyal citizens, first of the Russian empire &tdr of the Soviet Union. They sided
with the Kremlin when Bolshevik forces occupied @ga in the early 1920s and, as
part of the carve-up which followed, the South @aseAutonomous Region was
created in Georgia and North Ossetia was formeRussia. In the twilight of the
Soviet Union, as Georgian nationalist Zviad Gamsallia came to prominence in
Thilisi, South Ossetia too flexed its separatissoies. Soviet forces were sent to keep
the peace in late 1989 following violent clashesMeen Georgians and Ossetians in
the capital, Tskhinvali. Violence flared again asi® Ossetia declared its intention to

secede from Georgia in 1990 and, the following yeHective independence.

The collapse of the USSR and Georgian independent@91 did nothing to dampen
South Ossetia's determination to consolidate tkakowith Thilisi. Sporadic violence
involving Georgian irregular forces and Ossetightiers continued until the summer

of 1992 when agreement on the deployment of Georgidssetian and Russian
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peacekeepers was reached. Hundreds died in thenggPolitical stalemate followed.
Separatist voices became less strident duringd&esBhevardnadze's rule in Georgia.
South Ossetia, its economy and infrastructure anbles and crime rife, faded from
the headlines. It returned to the foreground whekhiil Saakashvili took the reins as
president in Thilisi. He was quick to spell out mgention to bring breakaway regions
to heel. He has offered South Ossetia dialogueaatmhomy within a single Georgian
state but that falls far short of what separatifgsiand. It came as no surprise when
South Ossetians voted overwhelmingly in favour estating their demand for
independence from Thilisi in an unrecognised reféuen in November 2006. A
simultaneous referendum among the region's ethneorgans voted just as
emphatically to stay with Tbilisi. Compromise seem$ong way off. Tensions are
never far from the surface and violence flares agically. Russia still has
peacekeeping troops in South Ossetia although dwegan parliament has called for
them to be replaced with an international forcess$® maintains close contacts with
the leadership in Tskhinvali where separatists arale Moscow's supportive stance.
To Georgia's deep annoyance, most South Ossetéues Russian passports and the

Russian rouble is commonly used in trade (www.nlelacsco.uk/,23.02.2008).

1.3. Energy Issue In The South Caucasus

Mackinder contended that the vast zone of contaleantd artic drainage of Central
Asia, had long been the geographical pivot of njstnd would remain the “pivot of
the world’s politics.” According to Mackinder, thearth’s land surface was divisible
into: The World Island, comprising the interlinkedntinents of Europe, Asia and
Africa. This was the largest, most populous and tilsbest of all possible land
combinations. The offshore islands, including thetigh Isles and the Islands of
Japan. The outlying islands, including the contiaei North America, South America
and Australia. The heartland lay at the centrehefworld island, stretching from the
Volga to the Yangtze and from the Himalayas to Anetic. Mackinder’s heartland
was the area ruled by the Russian Empire and tlgethéb Soviet Union. Mackinder
summarised his theory as: Who rules East Europemaords the Heartland; who rules

the Heartland commands the World-Island; who rtheswWorld-Island commands the
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World. Any power which controlled the World-Islamuld control well over 50% of

the world's resources. The Heartland's size anttatgoosition made it the key to
controlling the World-Island. Consequently, Maakén asserted that the ability to
efficiently administer the Eurasian heartland wogide the controlling state decisive
influence over the global development agenda. Mualdi argued, maintaining

stability in the Eurasian heartland would go a lomgy towards determining global
security conditions. To Mackinder, world historyswessentially the story of an eternal
struggle between naval and sea powers. The emergehcailroads, he argued,
allowed land powers to be almost as mobile as npwalers. Mackinder had been
emphasized the importance of the region with thssgements. Energy is the
prominent factor that attaches the importance ® région(Dodds and Sidaway,

2004).

The geopolitical importance of the South Caucasualso based on the presence of
energy resources. Stability in the Caucasus isah naquirement for the uninterrupted
transport of Caspian oil and gas. The Caspian &g -the South Caucasus and
Central Asia- contains about 3—4 percent of thddigpil reserves and 4—6 percent of
the world's gas reserves. In itself, the Caucasieame of global oil and gas reserves is
not considerable. However, in light of the uncetiaiover the reliability of Persian
Gulf supplies, as well as the possibility that Rassay use energy delivery as a power
tool, the transport of Caspian and Central Asiaergy supplies to the West via the

Caucasus has gained vital importance.

The importance of the region has also grown asutref energy policies by consumer
states in the West that want to decrease theimtkgpee on resources from Russia and
the Middle East. A number of states and organinatiare making efforts to end
Russia's near monopoly on the transport of eneugpl®s in the Eurasian region by
creating alternative pipeline routes to transpdéwse supplies. Thus, the Atasu-
Alashankou oil pipeline (China and Kazakhstan), Baku-Thilisi-Ceyhan (B.T.C.)
and Baku-Thbilisi-Erzurum (B.T.E.) pipelines (GeagiAzerbaijan, Turkey and
Kazakhstan) and the Nabucco gas pipeline (Europgaion, Turkey, Bulgaria,

Romania, Hungary and Austria) are operational, undestruction or planned.
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1.3.1. Energy Policy Of Armenia

Armenia's energy policy; emphasizes productionetsr@and investment needs, and
also includes plans for moving toward a free markée priorities are: Reduction of
dependence on foreign fuel imports, maximum sabétyuclear energy, restoration of
electricity and gas interconnections with neighbgricountries, rehabilitation and
modernization of energy infrastructure, creation ah efficient investment
infrastructure, improvement of pricing policy, rtluer privatization of the energy
sector, energy efficiency, training and developnwpersonnel in the energy sector.
The plan for privatization is to first restructuaad incorporate interconnected energy
complexes, and then privatize them with strategieestors. Non-strategic facilities

will be privatized by direct transfer to the prigatector (g.v. Annex 1).

New energy complexes will be built by private integs under Build-Own-Transfer
(BOT) and Build-Own-Operate-Transfer (BOOT) schemégmenia is almost
completely dependent on imported energy. There nareoil wells, gas wells, or
refineries in Armenia, and there is also no coaldpction. To diversify its fuel
supplies, Armenia has attempted to implement ppeprojects that would obtain
natural gas from Iran. The only domestically praatliprimary energy is electricity
from the hydroelectric plants and the single nucteaver plant. Armenia possesses no
oil reserves, no oil production, and no refineri@bere are no oil pipelines into
Armenia, and refined products arrive through railtrmck shipments. Oil products
consumed in Armenia are all imports, primarily frothe Batumi refinery in
neighboring Georgia. Armenia's imports of oils pros from neighboring countries
were as follows: Georgia, Russia, Turkey and dtlfas. Armenia has no natural gas
reserves and produces no natural gas. All the alagas used in Armenia presently
comes from Russia, via Georgia. In addition Armexggom, the gas transmission and
distribution utility in Armenia, is a closed joistock company which is 45% owned
by Russia's Gazprom and 10% owned by the Russimpay Itera. The remaining
45% is owned by the Armenian Government. Armeni ¢@al reserves estimated at
200 to 250 million tons. There are six known caelds, at Antaramut (in the north),

lievan (northeast), Jajur (northwest), Jermaniss{veentral), Nor Arevik (south), and
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Shamut (north). In addition, there are also oillshdeposits at Jajur, Nor Arevik,
Aramus (central), and Dilijan (north central). Hoxge there has never been much of a
systematic evaluation to determine how much coaloibrshale can be mined
economically. There are exploitable deposits atalfe in the northeast part of the
country, and Jermanis, in the west central pathefcountry, and there are plans to
open at least one state-owned mine. Currentlygtiseno coal production in Armenia.
Armenia's coal consumption of about 3,000 tons yg&r of imported hard coal is

mainly for home heating. Armenia has one nucleavgs@lant, at Medzamor.

“ The facility had a nominal generating capacity 06 8negawatts (MWe) and a design life of 30

year§ (Www.minenergy.am,05.04.2008).

However, the EU has been pressuring Armenia to teuplant down because of its
inherently unsafe design that cannot meet EU nudafety standards, as well as the
region's continual risk of earthquakes. As it waalgsed, by the reason of deficiency
of energy resources of Armenia, the solution i$ franenia is ought to adopt a close
policy to her neighbors. In summary; the objectigéshe energy strategy of Armenia
are; Achieving sustainable economic developmerArmenia; enhancing the energy
independence and security of the country, includingrsification of imported and
domestic energy resources, ensuring efficient dsdomestic energy resources and
development of renewable energy sources and ersanggg, development of nuclear
energy, intensification of regional cooperation energy sector. (BSEC, Energy
Strategy Of Armenia 2008).

1.3.2. Energy Policy of Georgia

Firstly; the priorities of objectives of energyattrgy of Georgia are; diversification of
the supply sources of energy carriers, minimizatibdependency on imported energy
carriers and more efficient development of the llaa@ergy production. Georgia’s

approach for energy security is always discusset camsidered in details. Energy
security is also prominent issue for Georgia aseaber country of Energy Charter

Treaty has a commitment not to hinder transpomadiod transit of energy carriers on
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its territory. Transportation and transit of oildamatural gas is regulated by the Law of
Georgia on Oil and Gas, the transportation andsirah Electricity is governed by the
Law of Georgia on Electricity and Natural Gas. (ESBMinistry of Energy of Georgia
WG on Energy Report 2008).

The main task of the policy carried out in the povsector of Georgia is full
satisfaction of the demands of industry and doroestimmunal sector on energy
resources through diversification of the supplyrees, achievement of economic
independence and sustainability of the sector, ipi@v of security. For the
sustainability of sector, liberalization and derdagjon are essential components. Other
main compotent is to enact market rules on elattrand gas.

Georgian Government has a policy for privatizatim®energy sector; this policy is to
ensure transparency of privatization process irsdators of electricity and natural gas
to guarantee stable supply of the end suppliers algctricity and natural gas and to
define and separate the rights and responsibildfethe participating parties during
privatization process (state and investor) on th&sbof relevant agreements. Another
policy is related to ensure energy security; Rdhan and Re-Equipment is the main
task as rehabilitation and expansion of gas mathdstribution network for natural
gas; maximum support of the use of natural gas atmdr task is related to
construction of new under the item of energy séguEnsuring operation in parallel
regime with energy systems of neighbor countridgntp into account existing

technical possibilities(g.v. Annex 2).

Georgian Government aims to promote efficient zdtiion of power resources; under
this title, some items can be explained as, impremm of energy efficiency in
industrial and domestic spheres, creating soundl#&ye basis and institutional
framework for improvement of energy efficiency metcountry; to study and putting
into operation measures necessary for the useeoftd and co-generation systems,
also renewable sources of energy. The main taskengfterm policy of Georgia; are
full re-equipment of technologically outdated ard/gically obsolete technical basis;

construction of new power plants, transmissionaistitucture for electric energy and
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natural gas; diversification of imported energyrieas (natural gas, oil, electric
energy); setting up of the commercially profitaldeonomic model of the sector.

(www.minenergy.gov.ge, 05.04.2008).

1.3.3. Energy Policy of Azerbaijan

Since its independence of Azerbaijan in 1991, Bagan has attracted a significant
international interest in its substantial oil aratural gas reserves. It is attractive for
foreign investors that they help to the countryd&velop its rich oil and natural gas
reserves in the Caspian Sea basin, and construofiamew pipelines may allow
Azerbaijan to become a significant energy expat@r the next decade. Azerbaijan’s
wishes for future economic growth rests in largd path successful development of
its vast oil and natural gas resources in the @asf@ea Region. Being a main
hydrocarbon exporter, it is in Azerbaijan’s intéres deliver its resources securely to
the international markets. For instance; The Bakilisi-Ceyhan (BTC) oil pipeline,
which is expected to play a crucial role in delimgrCaspian energy resources to the

world markets.

“Crude oil and oil product exports make up over 76P#Azerbaijan’s exports, and oll
related revenue makes up nearly 50% of budget tmgenrAzerbaijan’s oil production (total
liquids) averaged 318,000 barrels per day (bbiidR002, of which approximately 310,000
bbl/d was crude oil. This represents a 4% increase 2001 production, and builds upon five
consecutive years of growth. At the same time, daim@etroleum consumption in Azerbaijan
has fallen since independence, resulting in a grgwnargin for net petroleum exports.

Azerbaijan exported approximately 178,000 bbl/@002,most of which was routed to Russia,

Turkey, and Italy. “(Www.inogate.org, 09.05.2008).

The country’s largest hydrocarbon structures acatlxd offshore in the Caspian Sea
and account for most of the country’s current detmm production. The majority of
Azerbaijan’s oil output comes from the State Oiln@any of Azerbaijan (SOCAR).
SOCAR was established in September 1992 with thrgenef Azerbaijan’s two state
oil companies, Azerineft and Azneftkimiya. SOCARdaits many subsidiaries are
responsible for the production of oil and naturas gn Azerbaijan, for operation of the
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country’s two refineries, for running the countrggeline system, and for managing
the country’s oil and gas imports and exports. Wigbvernment ministries handle
exploration and production agreements with foreigmpanies, SOCAR is party to all
of the international consortia developing new aildagas projects in Azerbaijan.
(www.socar.az/,17.05.2008).

Most of SOCAR’s production is derived from the difse field “Gunashli”.Azerbaijan’s
increase in oil production since 1997 has mainijmedrom the international consortium known as
the  Azerbaijan International Operating Company (8)O AIOC partners:
BP,Unocal, SOCAR,Inpex,Statoil, ExxonMobil, TPAO,Devé&mergy, Itochu, Delta/Hess) operates
the offshore Azeri Chirag and deep water Gunagki@G) mega-structure, which is estimated to

contain proven crude oil reserves of 5.4 billionrbks according to the field’s operator, British

Petroleum\{WWw.inogate.org, www.azerienergy.cong,05.2003.

According to these datas; it can be said thatsdihé national wealth of Azerbaijan and
the paramount alternative energy hub for Europeerdfore Azerbaijan has energy
strategies and policies for ensuring energy difieadion, energy security and

promoting renewable energy resources. First oéradirgy security and stability is one

of the main priorities of the domestic and foreppiicy of Azerbaijan

“Barry Buzan and other members of the so-called Gluggen School have expanded the
concept of security so that it includes politicgiconomic, societal and environmental
components in addition to a military dimensiolfthe term energy security may be
accommodated within the framework of the economimedision of security, but energy
security may also include the other component®ofisty listed by Buzan and his colleagues.
Energy security focuses on the imperative for gor@nts to secure adequate supplies of
energy at affordable prices. In order to reduce thimerability of a state to the possible
disruption of energy supplies, officials shouldksée diversify their suppliers and not become
too dependent on one energy producer. Over-depeadmuld enable the energy supplier to
exert political and economic leverage over the gn@onsuming state. Energy security also
concerns access to energy. It is important thatrabgas and crude oil, for example, is safely
delivered to consumers along pipelines or, wittenefice to crude oil, by other means of

transport.” YWinrow, 2005).
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Pipelines are being secured by Azerbaijan, Georgiad Turkey. Ensuring
diversification of energy supply and transport esuts another important issue. Oil is
not the only energy resources of Azerbaijan. Theegument of Azerbaijan attaches
important other resources as gas, coal, electraity renewable resources. Especially
the Azerbaijani gas will undoubtedly play a sigraint role in diversification of

Europe’s gas supply sources.

“On the other hand; more than $21 billion of foreignvestment has been invested in
Azerbaijan during 1993-2005, of which $16.7 billibas been directed to the energy sector and

the remaining $4.3 billion to the non-energy settoMinistry of Fuel and Energy of
Azerbaijan, Report 2008).

The UK, The USA, Turkey, Japan, Norway, France @ther countries have been the
main investors. The Government of Azerbaijan isngkecessary measures to create
a favorable environment for foreign investment. Tlghts of foreign investors are
protected by the Law on Foreign Investments andrdthiateral agreementshe other
objectives of energy policy of Azerbaijan are; ts@re implementation of professional
standards, to promote the exchange of energy delatermation and best practices,

and to promote renewable energy sources and temgiasl(q.v. Annex 3).
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CHAPTER 2. EUROPEAN UNION FOREIGN POLICY
TOWARDS THE SOUTH CAUCASUS

There are a few reasons why the South Caucastisiispecial importance for the EU.
EU’s growing interest in diversification of the egg supplies, first of all gas, pushes
it towards closer cooperation with the Caucasushéncoming decade the region will
experience major changes coming from the signifieahand gas production and

transportation. The increase in revenues from tredd§ in the Caspian is due to
increased oil and natural gas production. In Azgbaaccording to estimates, the
production will peak in the next few years. The pipeline Baku-Thilisi-Ceyhan,

construction whose was completed in 2005 startedetiver big oil from the major

offshore field Azeri-Chirag-Guneshli from the Caapito the European markets. The
gas from the field Shahdeniz in the Azerbaijanti@eof the Caspian is expected to be
delivered to the European consumers upon the cmtistn of the pipeline Baku-

Erzurum in 2006, thus contributing to the diversifion of the energy supplies for
Europe, who has been strongly dependent on Rugsisrsupplies.. The convenient
geographic location on the cross roads of majoit-Baest transportation routes is
making the Caucasus attractive in trade, militarg @mmunication terms. Azerbaijan
and Georgia, connecting exits to two seas — Caspiah Black Sea provide a
convenient transit from the Central Asia oil ands ga&sources in Kazakhstan,

Turkmenistan to Europe.

On the other hand, the Caucasus states, previbeslg weak and unstable, are now
capable of providing security through cooperatiathwheir European and American
partners in the joint programs on fight with tersar, trafficking, in peacekeeping. All
this justifies EU’'s greater involvement in the m@yi The ENP(European
Neighborhood Policy) is in development of the zafeprosperity and a friendly
neighborhood. The Strategy of European Neighbath&wlicy focuses onthe
European Union has a strong interest in the stataid development of the South

Caucasus.
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The Caucasus has common borders with influentgibnal powers, such as Russia
and Iran, who are in the focus of the internaticaténtion. Of no less importance is
the proximity of Turkey who is member of NATO andcandidate to EU accession.
The South Caucasus is a historical bridge betweertultures and civilizations and a

promoter of modernization.

Azerbaijan, a country with pre-dominantly Muslim patation, has demonstrated a
unique example of modernization, caused by theldpueent of industrial capitalism
in the nineteenth century. Aftermath the totalaarregime, the institutions of the pre-
Soviet period appeared to be strong enough tostetalitarianism, while the liberal
traditions nowadays continue to survive post-Soaigbcracy in the form of political
opposition, plurality of media and civil societyhi$ indicates presence of a significant
reform potential in the South Caucasus societidschy if developed, can have a
considerable influence on geographical areas eitgritie borders of the region and
lead to the greater ring of friendly states witld@mg a democratic stabilitjAlieva,
2006).

2.1. The Basic Parameters Of EU Foreign Policy

The key priority in the EU's external relatioissto promote prosperity, democracy,
peace, stability and security in its immediate ssné. The EU possesses many of the
major foreign policy instruments of a state. Intfdbe EU’s main problem in foreign
policy implementation is not so much the lack ofeefive instruments, but in the
difficulties involved in finding the will to use @se instruments in a strategic, coherent
fashion. Part of this problem is political; findimgconsensus among 25 EU member
states can be difficult especially in areas invadvsecurity or defence. Another part of
the problem is institutional: the effective implemteion of EU foreign policy often
requires decision-making across two or more Elags|l which invites turf battles or
other disputes among EU member states and betwdesidtes and EU organizations
such as the Commission and Parliament. Economicctieas are especially
problematic, as they require decision-making irhkbie first(EC) and second(CFSP)

pillars. Yet the EU’s ability to find a consensus any question of foreign policy is a
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testament to the effectiveness of its institutic@al policy mechanisms in facilitating
international cooperation. These instruments ofcgotoordination can be grouped

under three general headings: Diplomacy, econonois and military tools.

The 1957 Treaty of Rome did not provide for comnagplomacy on foreign policy
problems, although it did include a minor provision consultation on foreign policy
issues, such as war, that might impact the functgoof the EC. At the time EU
member states were preoccupied with a debate owether to include a defence
component to European Integration. This idea wastenally abandoned in favour of a
weak intergovernmental system, European Politicadg@ration was created in 1970
to facilitate discussion and if possible, jointiantin matters of foreign policy. EPC’s
two main policy tools are; declarations and demesctDeclarations merely Express
the EU’s opinion on an issue and demarches arealopresentations of the EU’s
position on an issue made to representatives ofd tetates and international
organizations. Since the Amsterdam Treaty of 19@7EU has bolstered its general
diplomatic capability in three ways. First, the tofistion between CFSP common
positions and joint actions has been overshadowerthiich greater use of the first

pillar(EC)resources an policy tools (Hill and Smig005).

Second, Amsterdam provided for the creation of comrstrategies to help provide
greater coherence to the EU’s major external pdioespecially where the instruments
cross EU pillars. A final point on the general diplatic activity of the EU which
largely involves the CFSP, is that CFSP budgeaiidyfsmall relative to spending in
other areas of external relations; about 63 mileano for 2004 for the CFSP by itself.
A number of important changes were introduced e Almsterdam Treaty since then
there have been numerous developments in CFSEs Ibéen agreed to embark on a
common security and defence policy (CESDP) witlia overall framework of the
CFSP. Work has continued apace. The European QoahciLaeken of 14-15
December 2001 adopted a declaration on the ope&hticapability of the ESDP,
officially recognising that the Union is now capabbf conducting some crisis
management operations. Interim structures estauliafter the Amsterdam treaty have

become permanent. With the Nice Treaty, certainraments to the CFSP provisions
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of the treaty were agreed. The Amsterdam Treatylssprut five fundamental
objectives of CFSP (www.ec.europa.eu/05.04.2008):

» to safeguard the common values, fundamental intgreésdependence and
integrity of the Union in conformity with the priipde of the United Nations
Charter

» to strengthen the security of the Union invalys;

» to preserve peace and strengthen internatiomakisg in accordance with the
principles of the United Nations Charter, as wallthe principle of the Helsinki
Final Act and the objectives of the Paris Chartecjuding those on external

borders

» to promote international co-operation;

» to develop and consolidate democracy and the of@illaw, and respect for

human rights and fundamental freedoms.

Secondly we will discuss economic tools below. Aitgh the EU’s diplomatic

capability has expanded considerably since theioreaf EPC, its real strength lies in
the economic tools found primarily in the firstlait the EC. Through the development
of this policy domain, and its formal links to otHeU pillars, the EU has managed to
evolve from a relatively inward-focused regionabmaemic organisation to a more

outward-focused global political actor.

Although the EU is still sometimes accused of beingeconomic giant but a political
dwarf, its foreign policy capabilities range farybad what might be expected of an
organisation primarily devoted to regional econonmtegration. In the economic
realm, this capability involves both carrots anidkst or positive and negative policy
tools. The EU’s first and perhaps most promineminemic carrot for foreign policy

involves its devotion to development aid, particylamong former colonies of EU
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member states. The EU also spends about 400 midiono a year on general
humanitarian aid. Last instrument is military todlfie capability-expectations gap is
the widest in the area of military/defense affairss questionable whether the ESDP
will ever include the key elements of a true deepact, such as a formal security
guarantee for EU member states, an unified comnaantd control structure and a
policy on nuclear weapons. Lacking these elemehesEU might find it difficult to
deter, compel and defend outsiders in any cohemgesttion, although it is clearly
starting to cope with some of these issues on dl-sgale basigHill and Smith,
2005).

2.2. European Union Foreign Policy Towards South Gacasus

The South Caucasus was included in the ENP soenitstinitiation. The inclusion of

the South Caucasus is crucial in efforts to stiegrginternational security with respect
to the danger of increasing instability. The EUoalsews the region as a source of
insecurity, especially concerning the threat ofaesm and organized crime. The
frozen conflicts of the region constitute a dirgeturity threat to the EU, as do the
conflict in the Balkans, which are the Union’s direneighbors. However, Caspian
energy resources amd European Oil and gas compangesments important for the

EU’s energy security.

The core objective of the EU is to promote stapifihd security if the states of the
South Caucasus and to assist in their sustainableenic development. Security and
stability are preconditions for the developmenthafse three states. The EP states that
the EU could play an active role in conflict reda@un, political and economic reform
and intra-regional cooperation. It also states thatEU should conduct a dialogue
with Turkey on each other’s policies and actions-advis the region. In this respect,
the EP states that Turkey should be urged to tak@¢cessary steps to establish good-
neighborly relations, with particular regard to fifeng of trade restrictions and the
gradual opening of the land border with Armeniaj aalls upon all the countries in
the region not to block efforts to bring three satloser together by demanding a

resolution of the Nagorno-Karabakh conflict as ecpndition and recalls its proposal
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to develop a Stability Pact for South Caucasusmbirg the one for South East
Europe. The South Caucasus is important to Europeaiiother reason: its energy
sources and energy transit routes. The EU is thdisdiggest gas import market and
also the world’s fastest growing energy marketh@iigh it already possesses a variety
of energy import resources, like Russia and Algeitias seeking to diversify its
suppliers. Turkey is a natural corridor through ebhigas from a wide variety of
suppliers, in an arc from the Caspian through thédM East and the Gulf to Egypt,
can Access the EU market by pipeliierzi, 2005).

Relations between the EU and the Southern Caucesgisn have developed
immediately after the collapse of the Soviet Unidime basic for developing of
relationships between the EU and Southern Caucgistiss like Azerbaijan, Armenia
and Georgia was TACIS Program, under the framewbkhich the EU has provided
technical assistance to the Newly Independent Stateder the scope of TACIS
program the most influential activities has beewettgped under the such projects like
TRACECA, responsible for increasing transportatiofrastructure in the former
Soviet Union republic, out of Russia INOGATE, witthich energy sources and
transportation of them into the EU are regulated. the relationship has been
developed, previous basic was inappropriate foapsmg relationship towards other
fields in the political and legal meaning. So, nlagal document Partnership and
Cooperation Agreement has been signed between epsrtavhich brought legal
structure and definition for relationship of the Bdd the Southern Caucasian States.

This agreement led to improved relations betweerptrties.

After the last EU enlargement in 2004 and 2007, ¢bentries of the Southern
Caucasus states have got common border with thethedlgh the Black Sea.
Enlargement forced processes and brought a queabont following relationship
between neighbors. Thus, a new mechanism, NewhNerhood Policy has been
developed by the EU. This initiative includes thevelopment of an individual
approach to each country. So each country detedrisepriorities in the areas that
they wanted to build and where they would like & gupport from the EU. Relations
between the EU and the South Caucasus becameggtadiieimportance especially in
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areas such as energy, transport and security. ddierr is admitted by the EU as
possibility for achieving alternative to the Middiast and Russia energy resources, as
well as possible transit route for transportatiberergy from the states of the Caspian
Basin and other commodities. The EU attaches grepbrtance to development

projects in this area. In this case, the EU’s potmwards th region is based getting
energy resources with secure and reliable routgsailhs to provide a secure and a
sfae transit route in the region besides disputescanflicts. However, several ethnic

conflicts in the region also are threat to the EU.

All three countries consider it their priority talf integration with European
structures. But each country has chosen its owh patrealizing of own goal.
Therefore, if Georgia declared its desire to jaia EU and are officially recognized
candidate for NATO, Azerbaijan follows more balashgmlicy with the countries of
the region and gives equal attention to all pasim@s, including with the EU,
Armenia also develops its relations with the EUaiccordance with its strategic
relationship, Russia. By the reason of the impaganf the region, the Southern
Caucasus states have a strong impact on relatiatiis B\J. Taking forward the
development of their societies on Western valussy till continue to try to expand
relations with the EU. In this case the EU mustdevhat will be relations with these
countries in the future. If Azerbaijan, Armenia a@e@orgia wouldn’t satisfied with
proposal framework of the EU, these countries magnge their priorities and seek

alternatives developing ways that could initialfieat the EU as well.

To promote the transition to a market eceonomy tanceinforce a democracy, EU
determined a policy in the region. This programmiealled TACIS(Technical Aid to

the Commonwealth of Independent States). TACIS @mages democratisation, the
strengthening of the rule of law and the transitiora market economy in the New
Independent States (NIS), created as a resulteobtbak-up of the Soviet Union. It
will be discussed in details below.
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2.2.1. TACIS

The Soviet Union finally collapsed with the signinf the Minsk Agreement on 5
December 1991, the decision of the Alma Ata meeting21 December and the
resulting decision of the remaining Soviet republio form the Commonwealth of
Independent States (CIS). The European Community fsaed now with three
problems. First, the problem of formal recogniteomd the conditions under which this
should take place. Second is the problem of futelations with the individual
republics and third is how to organize aid andsaaece under the new structures. The
solution to this dilemma has been the gradual @gweéent of a concept for a future
agreement, a concept characterized by the Commisam the Council as going
beyond first generation trade agreements and estaiyg political dialogue. Firstly,
Commission characterized the coming agreementsaesgpships and cooperation
agreements that would be somewhere between sinmupecation agreements and
association agreements. This would include in depittical dialogue and economic,
financial cooperation. On the basis of these ppiesi, the negotiations were aimed at
partnerships and cooperation agreements with tHeosiet states. Negotiations based
on common values such as respect of the CSCE conemis, the rule of law, respect
of human rights, free and democratic electionsinalfproblem was how to handle
economic and financial relations with the ex-Sovegtublics and especially the aid
programme which had been designed for a unifiedebgystem. Regarding the latter,
the EC’s 1992 budget included three types of assist to the Soviet Union: funds for
humanitarian aid, for technical assistance andddanpurchase of food. The first two
types of assistance could without difficulty beided between the individual republics
on the basis of size. The loan was provided onnaneercial basis, by a consortium of
European banks, backed up by a guarantee fromGh¢éhE EC set three conditions for
the republics who wanted to benefit from the loazognition of joint liability of the
debts for the former USSR, ensuring payments draésts, agreeing to waive the

clause of sovereignty ( Noogaard and others, 1993).

In 1990 at the summit in Dublin and Rome, the Elidied to establish a program to
provide necessary assistance to the Soviet UnibedcBACIS.(Technical Assistance
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to the Commonwealth of Independent States) In itisé Stage, TACIS was the main
tool in the development of the countries of thenfer Soviet Union and the EU. This
is a major program in EU’s external relations antbivers an area of 23 million square
km with a total population of 285 million peopleftér the collapse of the Soviet
Union, the main objective of the program is to pdevtechnical and financial
assistance to countries of the former Soviet Uwliornng the transition to a democratic
system of governance and market econdigmir, 2003). On the other hand The
Technical Assistance Programme TACIS differed imsomportant respects from the
Indicative Programme, which it had replaced in 1BB&tly although TACIS reiterates
the ambition to develop effectively —functioning nket economies based on private
ownership and initatives. It also emphasizes a dgpestegration into the world
economy as well as the development of a civil ggci€his slight modification of
priorities is reflected in the focal sectors whiglere now identified as: human
resources; food production and distribution; Neksgor energy, transport,

telecommunications; enterprise support serviceshactear safety.

Despite the dissolution of the USSR, some time deltertain what course future
relations between the EU and emerging nations, thedefore, a point of inertia
relationships forged through Russia. However alyead December 31, 1991 EU
recognized independence of the three republick@fSobuthern Caucasus. Since 1993
the EU has been delivering technical and finanagsistance to the States. All three
wanted to develop relations with the EU. One ofrien programs in the context of
TACIS is TRACECA. The EU intends to promote the elepment of infrastructure,
common standards and rules in the region, as wseflodth national and international
transport, energy and telecommunication netwonksl993, at a meeting of the EU
with the Ministers of Transport from the republios the Southern Caucasus and
Central Asia key principles of TRACECA has been athd. At a meeting for the
transport project, which will connect Europe viee tBlack Sea to the Southern
Caucasus, across the Caspian Sea to the Central aksi then to the Far East

(www.ec.europa.eu/12.04.2008)
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The aims of this program are: To strengthen palitand economic independence of
the new republics through alternative transportesuo world markets; to encourage
the development of cooperation between the repjbiec admit through TRACECA
international financial institutions and privatevastors for investing in those
countries; to add TRACECA transport corridor to theans European Transport
Network. The TRACECA concept was first developedmythe EU meeting held in
Brussels in 1993, The meeting declaration incluthed revitalization of the ancient
6,400 kilometers Silk Road, TRACECA is actually safs-Caspian highway and
transport corridor by Georgia, Azerbaijan, Turkns¢éam and Uzbekistan, Originally,
TRACECA was founded by Armenia, Azerbaijan, Geardiazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan; Mongolia &kraine joined TRACECA in
1996 and Moldova in 1998,Since the TRACECA projeaters a wide geographic
area, different parties involved in the project éalifferent benefits and expectations
regarding the project. The ultimate goal is no dawbconstruct a fully- connected
transport network including different transportatimeans thereby facilitating the trade
activities. Other major expectations include: sufpipg political and economic
independence of republics by facilitating theiregsto the EU and world markets, and
matching TRACECA with the trans-European networEN) making these two the
shortest distance and comparatively the fastest dosvn from Central Asia to deep-
sea-ship. The project's importance can be easdly sensidering the expectation that
the Black Sea will play a significant role in E&8est intemational transportation
totaled approximately $330 —400 billion annualljpeTmajor expectation of NICs is to
have access to world markets and to attract forgigestment through their increased
infrastructure; and increased level of transpastainfrastructure will no doubt help
development of domestic economic activities as W&t only Europe but also the
USA supports the TRACECA project, EU strategy etlato TRACECA has two
aims: one is to encourage political and economilt-lng and independence of the
countries by helping them to have access to thegaan market through alternative
trade routes. The second aim is to encotirage megiacooperation,’ These
improvements are supposed to attract foreign invesst both direct and portfolio by
intemational financial institutions and private @stors. The most significant aim is

perhaps to get the region's rich oil and gas reseirva convenient way. The effect of
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TRACECA on the Caucasus is especially significamt Georgia and Azerbaijan
because these countries own ports that make thiéicaktransport stations. Armenia
benefits from rehabilitation projects of railwaysdaroads. Major benefits of the
TRACECA project on Caucasus countries from the viedhe east are as follows:
Armenia will have a railway stretching from the GeorgiantiBai/Poti Ports via
Yerevan to Nakhichevan and from there through &anlulfa to Tehran and then in
the direction of Central Asia and the countriebefPersian Gulf The second benefit is
the century-old railway Road from Turkish Kars tigh the Armenian Gyumri to
Thilisi, which will enable to more fully utilize thpotential of communication roads of
Turkey within the TRACECA program. Construction afYerevan-Thilisi highway
will allow linking Armenia’'s highways with the roadstretching from Thilisi to Asia
through the Caspian Sea Ports. Third, the constructf a Batum-Gyumri-Yerevan
highway, which will serve as a natural continuatafnthe IX Crete Corridor to the
Caucasus, is among Armenia's gains. Besides ttee$mical assistance to be provided
by the EU will contribute to the prosperity of Arman entrepreneurs heading

privatized transportation companies.

Georgia,like Turkey, has a strategic geographic place andell placed to play a
critical role for the shipment of oil and gas. Mamyernational oil companies have
heavily invested in Azerbaijan, Turkmenistan andz#distan to extract oil and gas.
Much of that gas and oil will be exported to Eur@mel other world markets through
Georgia. Batumi and Poti ports of Georgia are irtggdr components in the
TRACECA project and may be considered Georgia'sslopening to world markets.
Since they will play key roles, the ports are likeéb attract foreign investment as
evidenced by the Bank's project Channel Energy wWiktproduce an oil products
terminal at the port of Poti.” With the completiohthe TRACECA project, a large
railway line will connect the Chinese port of Liamgang on the Yellow Sea to the
Georgian Ports of Poti and Batumi on the Black &ed then to Western Europe.
Georgia received $20 million to modernize its raiis and from ERBD and $7.2
million from EU for laying optical-fiber network @ntechnical assistance. Considering

the fact that transport of petroleum and oil pradwmnstitutes 70% of total freight,
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modernization of railways and ports is a criticdk in the TRACECA project and in
the development of Georgian infrastructure.

Azerbaijan is one of the most important countrieshe TRACECA project being a
bridge between Caucasus and Central Asia, not ttiomeits rich oil reserves. The
transport and communication sector in Azerbaijas tirrently 14% share in Azeri
GDP and the TRACECA project will further increase importance of the transport
and communication sector. Azerbaijan already hamfafistructure left from the FSU
period for transport into Russia to the north dmel TRACECA project will provide
Azerbaijan with the other to the west, specificallyough the transport of Caspian oill
to the west in addition to Russia and intensiveoexjmport transactiongYalcin,
2007).

TRACECA transport corridor is a compatible route the Northern way, passing
through Russia and the alternative to maritimeegautich connected Asia through the
Suez Canal to Europe. Referring to the South Camscadl three countries actively
participated in this program. Azerbaijan and Gemrgi order to attract the attention of
the EU in September 1998 proposed an internatiomaflerence to sign a multilateral
treaty in the transport field. Thus, both counthese tried to enter the orbit of the EU

and retire from the influence of Russia.

Another of the TACIS programme, which is crucial ftne South Caucasus, is
INNOGATE.(Interstate Oil and Gas Transport To E@pphe program is linked to
the development and transportation of hydrocarlveosurses of which located in the
states of basin of the Caspian Sea. This progras) deaeloped by the European
Commission (www.inogate.org, 08.05.2008). The n@brectives of this program is
reconstruction, increasing productivity and modeation of the region's oil and gas
transport systems; Besides creating alternativeswayransport oil and gas from the

Caspian Sea and Central Asia.

The TACIS Program consists some other program uwofieéramework of which

assistance to the newly independent states have fresided. One such project is
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BISTRO program, which provides technical assistancprojects not exceeding an
amount of 100,000 euros and calculated for a paradexceeding nine months. The
program funded projects in areas such as finandeatzation, human resources,
energy and environment. Another program of supisd8CHO. Program designed for
the support of countries that gained their independ, and faced with serious
political, economic and social problerfprahimov, 2007).

2.2.2. PCA (Partnership and Cooperation Agreement)

As the relationship between the parties developedgly technical instruments, like
the TACIS, was insufficient to deepen relationswesn the parties. The new tool
which has task to provide additional framework wWRertnership and Cooperation
Agreement which was proposed by the EU countriethefformer Soviet Union in
1994. This Document replaced the Treaty on TradeGuooperation previously signed
between the EU and the Soviet Union. The treatyupetelations with the Soviet
Union, but after the breakup of that country in 19%hd the EU members signing
Maastricht Treaty, it could no longer cover allagef possible cooperation, and not
up to date (www.ec.europa.eu/). The aims of themenerships are to provide a
suitable framework for political dialogue, supptireé efforts made by the countries to
strengthen their democracies and develop theiraugs, accompany their transition
to a market economy and encourage trade and ineastrithe PCAs also aim to
provide a basis for cooperation in the legislateenomic, social, financial, scientific,
civil, technological and cultural fields. The PCAithvRussia also provides for the
creation of the necessary conditions for the fuestblishment of a free trade area.
The general principles concern respect for demggenaicnciples of international law

and human rights. The market economy is also agctibg set out in all the PCAs.

The PCAs also establish a bilateral political diaile between the European Union and
the different countries. The aim of the dialoguetasstrengthen links between the
parties, encourage the convergence of their pasitom international issues of mutual
concern, enhance cooperation with regard to staléind security in Europe and

respect for democracy and human rights. The digogili take place at ministerial
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level within the Cooperation Council, at parliamegtlevel within the Parliamentary
Committee and at senior civil servant level. Dipadim channels and meetings of
experts will also be part of the political dialogygocess ( www.europa.eu,
07.05.2008).

PCA is instrument for establishing relations withetnew independent states,
according to their individual characteristics indan EU has sought to regulate its
bilateral relations with states in the region andfdster reform through PCA. The
cooperation area of PCA are; cooperation in thasademocracy and human rights in
the states of South Caucaus. The unresolved ctnitiside of the region could be a
cause of instability in the Southern Caucasus. Eblesigned PCA with Georgia,

Azerbaijan and Armenia in 1999, which marked an antgmt step in the EU’s

relations with the region (Macfarlane,2004).

2.2.3. ENP ( European Neighborhood Policy)

In 2004, the EU completed the largest expansioitsirhistory in the process. The
Central and Eastern European countries becamentthbers of the EU. Since that
time it had led questions what further developnretdations with countries new EU
neighbours, particularly those in Europe, includithg countries of the Southern
Caucasus(Annexes, Map 2). For the first time, ithddoe naive to believe that the EU
will open a new page for the expansion to the easly completing the arduous
process of expansion, the EU was not prepareddpoge a new process and needed
respite. On the other hand, keep relations with ibe/ neighbours of the same
proposal without prospects, could bring undesiresults for the EU. The European
Neighbourhood Policy (ENP) is modelled on the instbnal and procedural
experience of the EU’s eastward enlargement, affihoir explicitly excludes a
membership perspective. It thus aims to define l@Trative incentive for domestic
reform in neighbouring countries, referred to astake in the internal market’. Within
the ENP the key defining elements of conditionalgtear incentive and enforcement
structures—are vague for both the EU and its naaghbg countries. Thus, the ENP is

conceptually and empirically weak when measuredinggaa simple, rationalist
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conditionality model. In line with the alternatiwmderstanding of conditionality as a
process rather than a clear-cut variable, the rhaintion of the ENP is twofold: it
provides an external reference point which domepbfttical actors in the ENP
countries can choose to utilise when it fits ttegenda (both pro-EU or anti-EU); and
a loose framework for socialisation. This proceissozialisation involves both the EU
and the ENP countrigsSasse, 2008).

The ENP expresses several related security conoéithe member states and the EU
as a whole: a concern for political stability o thU’s borders, the wish to counter
perceived or real negative implications of the ntaeunds of eastward enlargement
for the outsiders, and an attempt to define amacittre alternative to EU membership
while strengthening the notion of a common forggticy. The ENP actively links the
EU’s internal and external security concerns ang aaross the EU’s pillar structure.
The promotion of good governance, tied to demagation and increased trade and
investment, is meant to tackle concrete securidpds, such as illegal migration,
organised crime, the proliferation of weapons oksndestruction and environmental
disasters or ethnic conflicts spilling over into Edritory. For ArmenialENP priorities
include institutional, legal, and administrativdarens and support for the transition
process. EU funded projects includ&:food security program directed at poverty
reduction includes budgetary and technical assistdor land reform and public
finance managemeniuclear safety measures entail EU support for egddgure of
the aging Madzamor Nuclear Power Plant and devetoprof alternative energy
strategies. For Azerbaijan, reform priorities targ#rengthening state structures;
supporting economic and social development; pramgotihuman rights,
democratization, and the rule of law; and encounggiegional cooperation in the
Southern Caucasus. EU support assists the follonefyms: Fostering trade and
tourism while increasing security to counter thevement of criminals and human
trafficking by restructuring the customs code anddsernizing the border guard
service. Memorandum of Understanding to establish an engrgstnership that
supports the country’s energy sector and securesriethy supplies from Azerbaijan.
The ENP Action Plan supports Georgia’'s post-“Raselution” reform program to
transform the country into a modern market-orienestnomy. Priorities include
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measures to bolster Georgia’s democratic instimstistrengthen the rule of law, and
support market economy and regulatory reforms. @aadU supported achievements
include: Rule of Law: EU advisory mission helpedo@ga establish a comprehensive
blueprint for the reform of the criminal justicedmand system (courts, prosecution
office, prisons), a civil register (voters’listnd a free legal aid syster@onflict
zones: EU, as the largest donor, supports econami@bilitation, including
infrastructure, and confidence-building measuretha@se areas (EU Focus Periodical,
2008).

The European Neighbourhood Policy contributed ®® shgnificant upgrading of the

relations between the European Union and the SOatitasian countries. While this
step is perceived as a beneficiary outcome fothallcountries of the region, the EU-
related aspirations of Georgia, Armenia and Azé¢abadliffer to a considerable extent.
Georgia has outlined its EU membership goals. Aiemshares these membership-
related expectations, but is more careful at evalga variety of factors connected to
this step. Azerbaijan is generally welcoming thénarced cooperation process, but

attaches lower importance to it than its South @alan neighbours.

2.3. EU’s Energy Policy and Its Impacts on South Gacasus

The EU is today the world’'s largest energy consumighout its own significant
reserves. The EU imports 50 percent of the endrggads and the projections predict
that the dependence on imported energy will rise 70 percent by
2030(www.ec.europa.eu/energy/) Moreover, presumab@yf of the EU’s gas
consumption comes from only three countries; Ruskiarway, and Algeria.All
forecasts agree that, gas imports would increasgOtpercent in the next 25 years.
Thus, the Green Paper, a policy framework for thEskenergy security, affirms the
urgent need to promote diversification of energyetycountry of origin, and transit.
The Green Paper identifies six priority areas foe tEuropean Council and the

European Parliament to react on.

45



Among these priorities, to provide the enhancemésecurity of supply in an internal
energy market and to strengthen of a coherent radt@nergy policy are especially
appropriate for addressing the challenges forifatilg Turkey's role as an energy
hub. The EU is pledged to create a fully compeditimternal energy market for
electricity and gas. However, it is an ongoing pss and the goals have not been
sufficiently fulfilled yet. There are several prebis to tackle.

There are two major issues concerning to Turkelésms to become an energy hub.
First, there must be an effective legislative aadutatory framework to overcome
monopoly issues such as access to national grdisievorks. Many markets remain
largely national or dominated by a few companiexddd, there is a necessity for new
investment in infrastructure in gas markets. Anca@¢e interconnection and access to
new transport routes must be secured. Thereforepany member states, reserved
capacity for former incumbents under long-term gastracts must be freed up to
foster investment in new transit routes such asst@aspian pipelines. In fact, a
critical issue for developing the Caspian gas §elhd building trans-Caspian
pipelines is access to the EU energy market. Taengld trans-Caspian pipelines will
enhance supply and diversify transit routes for the) energy market by
interconnecting to the Turkey-Greece-ltaly and tNabucco (Turkey-Romania-
Bulgaria-Hungary-Austria) gas pipelines. As know#ty depends on energy imported
from regions on its periphery especially from Ras$lorth Africa, the Caspian and
the Middle East. The degree of this dependenceimdgtease in coming decades. This
trend of rising energy imports from countries oa BEuropean periphery has important
security implications. The EU has to pay attentipolitical and economic
developments in the countries of the periphery. lgVlthis import dependence is
growing, the EU is seeking to liberalize internakergy markets. The liberalization
process also has an impact on Europe’s externabwrieade relationships and on

security of supply.
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The requirements of European Energy security Beenew production capacities must
be developed with adequate transportation systendaeltver the energy to European
markets. The probability of interruptions of sualpglies must be taken into account
for European consumers. In addition oil and gagigebon capacities in countries
neighboring Europe are being enlarged and trarsipamt systems are being planned
and constructed to provide additional suppliesumBe. Short-term interruptions have
two potential consequences: prices may rise shaaply physical rationing of limited
supply may become necessary. Either will entailesirdble political and economic
impacts. Several trends in market structure alresaye to reduce the danger of short-
term supply interruptions. As it was mentioned ahoyoint ownership of the
production and transmission system by companies ftee exporting and importing
countries creates a mutual interest in avoidingermptions. Fortunately joint
ownership is becoming increasingly common. Forainsg; Gazprom and Lukoil have

invested in downstream European gas and oil fesslit

The EU is trying to define a comprehensive enegpusty policy and to ensure that
this policy is compatible with liberalized energyarkets. Currently Europe is

dependent on imported oil and is more dependenhported natural gas.

Europe managed to reduce its dependence on impoiteduring the 1990s by

expanding production from the Norwegian sectoefMorth Sea and by delaying the
inevitable decline of production in the UK sect@ubstantial increases in natural
gasproduticon from both Norway and the United Kimigdrestrained natural gas
imports below 40 per cent throughout the decadspite of rapid growth in European
gas consumptiofGault, 2004).

However plausible assumptions about European mitesconomic growth, energy
prices, environmental regulations and other factmes the coming two decades lead
the to projections of increasing energy import cejokence. All forecasts agree thet the
natural gas consumption will grow rapidly, and odnsumption will also expand,

though as not fast as that of natural gas.
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2.3.1. EU Instruments for Energy Policy

The European Commission, the EU’s executive aughompossesses two main
instruments in its drive to achieve many of itslgand ambitions in terms of energy
effficiency and diversification of both energy soes and types of energy.These
instruments are Single Market and The South Easbgeu Energy Community
Treaty.The Single Market is important because tiexgy supplier of energy products
to one country in Europe will no longer have anyitool over where the supply is
delivered to once it reaches the EU or EU regulateds.In practice it may take some
years before all the EU countries actually comnhiéniselves to the full scale
harmonization of energy trade required to have féacteve single market.The other
most important instrument is Energy Community Tyektis treaty, signed in Athens
on 25 October 2005 and it enterede into force duly 2006 with the ratification by
the EU,Albania, Bulgaria,Macedonia,UNMIK ( Unitectibns Interim Administration
Mission in Kosovo) and Romania.The signatories e treaty were: Albania,
Bulgaria,Bosnia&Herzegovina, = Crotia, @ Former  Yugwesla Republic  of
Macedonia,Montenegro, Serbia, Romania and UNMiK¥.energy-community.org,
21.06.2008).

The October 2005 treaty generally known as the BGfetimes referred to as the
Southeast Europe Energy Community Treaty. It wasedi at the integration of
Southeastern Europe into the EU energy nexus. TEsEmain goals are to create a
stable and regulatory framework capable of attngctnvestment, to create a single
regulatory space for trade, to enhance securisupply, to improve the environmental
situation and to develop electricity and gas madanpetition. From the strategic
point of view, the treaty creates a supply routedgas into the EU from the Middle
East and the Caspian region and this will evengualirease competition in the core
EU markets and reduce dependency on single soofcgas. A question has been
arisen at this point, the abscence of Turkey? Tvkas one of the major participants
in the process of drafting and presenting the yrdmit ultimately decided against
actual signature. This rejection meant that a yreatpected to ensure EU rules

extended all the way to Turkey’s borders withSytiag, Iran and the South Caucasus.
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Over the next few years Turkey could be the negp $0 sign up to the ECT that
negotiations are proceeding. Afterwards GeorgigrBaijan and Armenia would be a
logical next step(Roberts, 2006: 25).

The EU’s current policies and aspirations are s#tio various major documents.
These include: The EU’s Green Paper of March 20@6.¢onclusions of the EU
Council on 24 March 2006 and the Conclusions oiover EU Councils, notably those
of June 2006 and March 2007 (Roberts, 2006: Ril}erms of the impact of these
policies and aspirations on the Caucasus regi@nEth's commitment to three issues
in particular needs to be taken into account:. caag®n of energy, diversification of

energy supplies, and the development of a pro-@gtlicy on new energy sources.

Throughout Europe, both inside and outside the tEre is an immense focus on
conservation of energy. This mainly focuses on gnefficiency but also reflects
concerns of specific fuel scarcity, especially iates of crisis. The most prominent
reasons for this focus are the tightness of enemgykets, particularly in terms of
global oil supply and demand but also current dicgrated shortfalls in gas supplies;
the need to address the environmental consequearicesying on fossil fuels, in
particular, rising carbon dioxide levels and confiatan-induced climate change, the
three year climb in international energy prices aedurity of supply, concerns that
supply sources or transit routes for EU energy irtspare currently at risk or might
reasonably be expected to be at risk during thé 2@8years or so. A focus on energy
conservation and in particular, on energy efficigmakes sense since though painful
at the time of initiation, it can usually be achedvwith little damage to underlying
growth and indeed, often contributes to such growtte EU’s Green Paper of March
2006 lists various recommendations aimed at impigpenergy efficiency and the EU
Council’'s Statement of 24 March 2006 endorses thesd#s (Roberts, 2006: 22).

Both the Green Paper and the 24 March 2006 CoDaalaration also lay great stress
on diversification of energy supply. In particuléiney look to augmenting EU gas
supplies from two regions, North Africa and the @as. Implicitly, the goal is a

reduction in dependency on Russia. However theaeées to the Caspian and North
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Africa require quite different approaches. The Gasps a very different matter for
exports from Caspian producers require resolutiom \@ariety of very different issues.
It should be noted that the US Trade and Developm&gency working in

coordination with the European Union, is financmgtudy for a gas pipeline from
Kazakhistan to Azerbaijan, where it would link ufthwthe newly constructed South
Caucasus pipeline system which links AzerbaijamgrGia and Turkey. At the same
time The EU is funding a complementary study on st gas might be brought to
EU member states once it has reached South Caudaseffect, the US and the EU
are working together to test the technical feajpbibf constructing a system that
would enable Kazakhstan to supply gas to the EUWkrdine without having to rely
on transit through Russia. Gas from Kazakhstan migitally be shipped via a

transCaspian Pipeline to Baku and thence via thehSGaucasus Pipeline to Turkey,
from which gas can be then forwarded onwards toeGrevia a new line currently

under construction.

Moreover, in all probability, further lines willoonect Greece with Italy and Turkey

with Bulgaria, Romania, Hungary and Austria, NalmPBcoject(Roberts, 2006: 23).

The EU’s third line of approach is reliance on nemergy sources. These include a
variety of renewable forms of energy and for sorierBember states, possibly a new
generation of nuclear power stations. In this cante key concern for countries in the
region whose energy structures were developed lvitbrthe assistance of the former
Soviet Union is the operational safety of existimgclear reactors. It is the worth
noting that continued reliance of many countrieshi region on power derived from
Soviet-model reactors has, despite the Chernolsgstier, ensured there is stil a very
strong pro-civil nuclear power lobby in these sat&his is particularly true for

Armenia and Bulgaria.

On the other hand, a coherent external energyypwiithe EU is essential to minimize
vulnerabilities to the monopolistic nature of magmergy suppliers particularly in gas.
There are already bilateral and regional level gynelialogues with supplier or transit

countries, such as Russia, Norway, Ukraine, thepi@asregion, the Mediterranean
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countries, the OPEC, and the Gulf Co-operation CibuHowever, the effectiveness
and coherence of the EU’s external energy poliayeisendent upon the creation of a

fully integrated internal market for energy.

Thus, the priorities for the construction of newrastructure should be clearly
identified and built into strategic partnershipshwiurkey and the Caspian region. The
Green Paper acknowledges the need for “clearlytiftioh priorities for the upgrading
and construction of new infrastructure necessaryhe EU energy supplies,” notably
new gas pipelines and LNG terminals. Therefore, rteed to promote diversity of
energy type, country of origin, and transit regsiieecoherent external energy policy
enabling political backing for a coordinated appgloato new investments in
infrastructure in gas markets. There is currentljaeck of competition between gas
suppliers and independent gas pipelines from thepi@a region. A strategic
partnership, built on such an external policy bemvéhe EU, Turkey, and the Caspian
countries will offer security and predictabilityrfall sides by spreading the economic

risks for new investments.

Accordingly, it is the right time to establish afU-Caspian Energy Dialogue
Directorate” under the European Commission simt@arthe EU-Russian Energy
Dialogue Directorate. Moreover, such a cohereneresl energy policy of the EU
would have a greater value than what can be gamedmercantilist race to secure
energy supplies. Thus, rather than a zero-sum approf “Great Game”policies, the
EU and Turkey recognize the strategic partnership Russia in energy security and
the collaboration to build alternative pipeline tesi to diversify and secure the EU

energy market@ipek, 2006).

In conclusion this Green Paper has set out the emsvgy realities facing Europe,
outlined questions for debate and suggested pesadtions at the European level. In
taking the debate forward, it is essential to a@n integrated way. Each member state
will make choices based on its own national prefees. However, in a world of
global interdependence, energy policy necessaaiyehEuropean dimension. Europe’s

energy policy should have three main objectivessti$ sustainability. It is regarding
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to developing competitive renewable sources of ggnand other low carbon energy
sources and carriers, particularly alternativegpamt fuels. As well it can be explained
as curbing energy demand within Europe and leadingal efforts to halt climate
change and improve local air quality. Second is petitiveness. It is regarding to
ensuring that energy market opening brings bentfitonsumers and to the economy
as a whole, while stimulating investment in clearergy production and energy
efficiency, mitigating the impact of higher intetivaal energy prices on the EU
economy and its citizens as well keeping Europehat cutting edge of energy
technologies. Third is security of supply. It iggaeding to tackling the EU’s rising
independence on imported energy through, an inegrapproach- reducing demand,
diversifying sources and routes of supply of impdrenergy, creating the framework
which will stimulate adequate investments to meewing energy demand, beter
equipping the EU to cope with emergencies, impmwime conditions for European
companies seeking Access to global resources amkthgnaure that all citizens and

business have access to energy.

To achieve these objectives, it is important tothetm in an overall framework, in the
first Strategic EU Energy Review. This could be raegted with a strategic objective
which balanced the goals of sustainable energy amapetitiveness and security of
supply; for example, by aiming for a minimum lewélthe overall EU energy mix to
come from secure and low carbon energy sources.Wwld combine the freedom of
Member states to choose between different enengrgss and the need for the EU as a
whole to have an energy mix that, overall, meedsthiree core energy objectives.
Firstly, The EU needs to complete the internal gad electricity markets. Action

could include the following measures (Roberts, 2@%:
- The development of a European Grid, including tigtoa European grid code.
A European regulator and a European Centre forgyndetworks should also

be considered

- Improved interconnections
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Creating the framework to stimulate new investment.

More effective unbundling.

Boosting competitiveness, including through bet@ordination between

regulators, competition authorities and the Comimiiss

These must be addressed as a priority, the Cononigsll reach final conclusions

on any additional measures that need to be takendore the rapid completion of

genuinely competitive, European-wide electriciy ag@s markets, and present

concrete proposals by the end of this year. Segptiit EU needs to ensure that

its internal energy market guarantees securityupiply and solidarity between

Member States Concrete measures should includee(pR2006: 85):

A review of the existing Community legislation o and gas stocks, to focus

them on today’s challenges.

A European energy supply observatory, enhancimgpa@ency on security of
energy supply issues within the EU.

Improved network security through increased codperabetween network

operators and possibly a formal European groupinggtwork operators.

Greater physical security of infrastructure, polgsibrough common standards.

Improved transparency on energy stocks at the Earofevel.

Thirdly, the Community needs a real Community-witbdate on the different energy
resources, including costs and contributions tmate change, to enable us to be sure
that, overall, the EU’s energy mix pursues the diyes of security of supply,
competitiveness and sustainable development. kartdurope needs to deal with the
challenges in a manner compatible with its Lisbbjectives. The Commission could
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propose the following measures to the Council amdidment. A clear goal to
prioritise energy efficiency, with a goal of saviag% of the energy that the EU would
otherwise use by 2020 and agreeing a series ofre@neneasures to meet this
objective, including (Roberts, 2006: 85):

Efficiency campaigns, including on buildings.

- Harnessing financial instruments and mechanismsinaulate investments.

- Arenewed effort for transport.

- A Europe-wide “white certificates “ trading system.

- Beter information on the energy performance of sap@iances, vehicles and

industrial equipment and possibly, minimum perfoncestandards.

Adopt a long-term road-map for renewable energycas) including:

- Arenewed effort to meet existing targets.

- Consideration of which targets or objectives bey2tl0 are necessary.

- A new Community Directive on heating and cooling.

- A detailed plan to stabilise and gradually redulce EU’s dependence on

imported oil.

Initiatives to bring clean and renewable energysesicloser to markets.
Fifth is, a strategic energy technology plan, mgkiest use of Europe’s resources,

building on European Technology platforms and wiit option of joint technology

initiatives or joint undertakings to develop leaglimarkets for energy innovation. This
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should be presented as soon as possible to the&amdCouncil and Parliament for

endorsement.

Last proposal is regarding to a common externaiggngolicy. In order to react to the

challenges of high and volatile energy prices,easing import dependency, strongly
growing global energy demand and global warming, BU needs to have a clearly
defined external energy policy and to pursue ithatsame time at both national and
Community level, with a single voice. To this eh@ {Commission proposes (Roberts,
2006: 86):

Identifying European priorities for the construciid new infrastructure

necessary for the security of EU energy supplies.

- Developing a pan-European Energy Community Treaty

- A new energy partnership with Russia.

- A new community mechanism to enable rapid and diated reaction to

emergency external energy supply situations impgdU supplies.

- Deepening energy relations with major producersamumers.

- Aninternational agreement on energy efficiency.
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CHAPTER 3. TURKISH FOREIGN POLICY TOWARDS THE
SOUTH CAUCASUS

The emergence of Turkey's interest in the Southc@sws began with geopolitical
changes that appeared in the former Soviet soutrewan following the disintegration
of the Soviet Union. After the disintegration thretates in the South Caucasus
declared their independence and began to devetemforelations with states outside
the region. Encouraged by these changes, Turkisiside-makers began to show an
interest in the region. The radical change in Tykéoreign policy preferences after
the 1990s had also played a part in increasing éiiskinterest in the region. Along
with the changes which emerged in the internatiegatem, Turkey had to rearrange
not its foreign policy principles but its foreigoly preferences. The primary reasons
that forced Turkey to do this were Turkey’s funaotiand importance in NATO began
to lessen, emerging volatility and fluidity in tfi@mer Soviet geopolitical area, the
Soviet threat was removed and the delay in the @Uniembership process. These
changes laid the ground for Turkey to change frdma bilateral foreign policy
preference that it had strictly adhered to durimg €old War to a multilateral foreign
policy preference. Along with the adoption of a titateral foreign policy preference,
The States in the South Caucasus which Turkey bhsral, ethnic, religious and
historical ties began to be regarded as an alieen#gtat might present Turkey with
some economic and political advantages. Howevepitie sincere attempts, Turkish
decision makers, for external and internal reasoas|dn’t fulfill their expectations
with regard to the Transcaucasian states (GungodKoia, 2005).The neccesities of

Turkish foreign policy in the region will be higghtedbelow.

3.1. The Basic Parameters Of Turkish Foreign Policy

States have adopted four types of foreign policgtsgy to realize their foreign policy

goals: Neutrality, isolationism, non-alingment azwbperation (S6nmegtu, 1989)..

It should be underlined that the neccesity of aidgpa specific foreign policy strategy

in order to maximize Turkey's economic, politicadasocial advantages in the South

Caucasus. If Turkey does not adopt and develogeeifgpforeign policy strategy for
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the region, Turkey will become isolated from thegoimg power rivalry and will be
unable to benefit from the region’s potential adages. For Turkey cooperation is the

most suitable strategy option

Neutrality has a juridicial character and so d#fdrom non-alignment, which is
political in nature. Any state which excludes itdebm any war de facto and de jure
occuring between two or more states and that wintse regarded as excluded is
accepted as neutral in international relations.tiddity should be regarded as a foreign
policy strategy chosen by freew{lEiingérmig Kona, 2005) As for the probability of
Turkey's application of neutrality as a foreign ipglstrategy with regard to the South
Caucasus, it is unnecessary since there was aetaedén Azerbaijan and Armenia in
the case, Nagorno Karabakh in addition there aneynethnic conflicts in the region
which Turkey has to take part. Hence we can eliteirapplication of this type of

foreign policy strategy in the South Caucasus.

Isolationism is a political and military strategydit can be explained as the minimum
participation in international problems; minimumefarence in regard to developing
diplomatic or economic relations with other statesgd an unwillingness to conduct
any military operations or to give any military yaleges to any statéGungormig
Kona, 2005).1t is not to be identified with the abse of all significant relationships
but rather, with the absence of certain relatigmshiAs it was mentioned above,
isolationism is above all generally characterizgdh®e refusal to enter into alliances
and to undertake military interventions(Kurth, 1R78s the probability of Turkey
applying isolationism towards South Caucasus umnol@ay’'s economic and political
conditions this is not an option for Turkey’s démmsmakers. Non-alignment emerged
after Second World War. It refers to remain outgttealliances and disputes between
present pact§Glingormig Kona, 2005).It is impossible for Turkish decision-makers
to follow this type of foreign policy strategyinalezing any foreign policy goal since
integration with European political, economic amdial institutions has been one of
the most important foreign policy goals for Turkdy.other words Turkey can only
realize her aims in regard to the region througtegrating herself with pacts or

economic, military or political alliances.
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Traditionally, Turkish foreign policy in the post3a3 Republican era has been
characterized by two central guiding principleseTiist basic element concerned an
unequivocal orientation toward the West, an obyecémbodied in Turkey's quest for
full membership in the European Union. The secomy lelement involved a

conservative or defensive approach to foreign goMbich has tried to avoid extra-

territorial interests or activities extending beglothe country's borders. The very
foundations of Turkey's foreign policy however, weseriously challenged in the
1990s, resulting in a more assertive policy inBladkans, Middle East, Caucasus, and
Central Asian republics. The key political figure this shift was Turgut Ozal,

president of Turkey during the early 1990s, who h&eén to prominence in the

previous decade as the architect of Turkey's rimdi economic reforms. (Hale,

2002)

The first striking evidence of the shift in foreigiolicy became evident during the
1990-1991 Gulf crisis as Turkey took an active raléhe U.S.-led coalition against
Iraqg, following the invasion of Kuwait. The new agsveness was highlighted further
in relations with former Soviet republics in theu€asus and Central Asia, which
Turkey was the first to recognize in 1991. Thiswaas followed by intense diplomatic
efforts to forge close links. Several underlyingces contributed to a dramatic shift in
Turkish foreign policy in the early 1990s. DurirtgetCold War era of bipolarism and
superpower rivalry, Turkey had a critical geosigateosition in the Western alliance
and NATO, constituting a formidable barrier agaiasy Soviet expansionism toward
the south. The end of the Cold War, however, pteseurkey both with new
opportunities and new constraints. Following the SBS breakup, Turkey's
geostrategic value to the West was no longer @s-clat as it had been. Moreover, the
rejection of Turkey's bid to become a full-membérttee European Union EU was
widely interpreted in domestic policy circles am@ fpublic as exclusion on explicitly
"cultural” ground ( Aydin, 2004).

A deep sense of isolation and insecurity on theé plathe Turkish state was a natural
corollary of all these influences and--combinedhwihanging regional conditions--

encouraged a more activist role. U.S. support fak@y's involvement in the Middle
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East, the Balkans, and the Caucasus also playathaortant part in this change.
Turkey’'s embrace of the "Turkic Republics" also @ediled an important
psychological dimension. A closer bond with peagfleommon historical descent was
a means of overcoming Turkey's traditional feaisolation and insecurity, feelings
compounded by the negative attitude on the paBurbpe and the Arab Middle East
as well as several ongoing conflicts around thenttgls own borders. The sense of
isolation is crucial in understanding both theiaieuphoria concerning the "Turkic"
republics of the Caucasus and Central Asia as agethe subsequent development of
close military and economic ties with Israel in &ldle Eastern context. It was also
hoped, in the process, that an active leadersh@imnothe regions concerned would
help to revitalize Turkey's strategic value to West and, thereby, enhance its own

economic and security interests.

Significant changes in Turkey's domestic politidsoacontributed to the trend,
particularly in relation to the former Soviet refiab. Traditionally, the foreign
policymaking process has been the exclusive doroaia small group of political
figures and career bureaucrats. Yet the recentgesoe of Islam and nationalism in
Turkish politics broadened the circles of those cemned with foreign policy and
trying to influence it. A distinct foreign orientah emphasizing non-European or non-
Western dimensions of Turkish identity became thiéntark of the Islamist and ultra-
nationalist parties which became more significard highly fragmented party system.
Moreover, non-government organizations in Turkegdirto establish influence and
develop close cultural and economic ties with tlee mations of the Caucasus and
Central Asia, becoming an interest group advocadumgjained closer relations. These
included entrepreneurial businesses as well as N&@sged in cultural activities
such as creating educational institutions to eduta future elites, with the aim of

furthering their close interaction with Turkey (©r2001).

There are several motivating factors that stimutdtges to adopt cooperation. First
reason; for the states to cooperate is that theg hacommon goal but they lack the
individual capacity to reach this goal by themsslv8econd is a state may have

enough capacity to reach its goal or to gain supjoortheir policies, or to influence
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other states. Third, states may adopt a cooperaioategy so as to share the
responsibility of their foreign policy attempts teach their goal with other states.
Lastly, states might follow a cooperation stratégyrder to increase their influence
over other states through the setting up of codiperavith the U.S. and Western
European states economically and politicgl3tingdrmig Kona, 2005).As for the
probability of Turkey’'s application of cooperatiamits foreign policy towards South
Caucasus, this is the most suitable strategy Tuckeyadopt to reach its desired goals
in the region by the reason of insufficiency on remoic and political capacity to
realize economic and political goals in the regitm.addition Turkey must share
responsibility of her foreign policy actions in thegion with economically and
politically powerful states such as the U.S. antheadVestern European states since
Turkey’s actions would probably face oppositionnfréthe Russian Federation. There
are driving factors which lead Turkey follow coogion as its foreign policy strategy
in the South Caucasus. We can group these driarggs$ into four titles. At first we
will present the economic driving forces. Understlitle 1 will emphasize economic
reasons which prevent Turkey from behaving indepetig but force her to cooperate
with other states in order to materialize econogals in the region. After the
disintegration; these three states; Azerbaijan, éxia and Georgia that have been
trying to establish neccesary norms and institstioh liberal economy, have been
strongly in need of foreign financial support sirthey gained independence. Taking
the economic expectations of these republics iotwsicleration, they are obviously in
favor of developing relations and setting up ecoicoalliances with economically
powerful states. The process of political transfation in these states has led to far-
reaching changes in nearly all fields of their seetonomic system. So we can group
these changes under political transformation almt@wnic transformation. Along with
the dissolution of the USSR, revival of multi-pasystem, free elections and return to
self-governance, economic transformation has cantee agenda. We can enumerate
these changes as free flow of capital, re-integmaith world economy and privatisation
(Zoltan, 1999)Besides thesenstruments Turkey and West had dissimilar economic
approaches towards three states since they hamusgpplitical ties with three states.
As known; Turkey had socio-cultural ties with thefeghem. The organization of local

community could be seen which people had immigrdtedh South and North
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Caucasus to Anatolia (Aydin ve Erhan, 2006). Byrdeson of this Turkey can have
also economic ties with Azerbaijan and Georgia h@wehe historical events is the
biggest obstacle for economic cooperation betwagkely and Armenia. The closure
of the Turkish-Armenian border in April, 1993 hasngrated grave costs to Armenia.
A re-opening of the border would benefit greatlym@nia’s economy and society,
even if some economic sectors may suffer from eslecompetition. The opening

would also favourably impact Armenia’s politicalvédopment and open the way to
the county’s full integration into the region. Tegkalso loses significantly from the

closure, while having much to gain from a policyaesal (www.europarl.europa.eu,
03.08.2008)

Actually the relations between Armenia and Turkeas tbeen determined Turkish
Foreign Policy towards the South Caucasus. Sineetid of the Cold War, Turkey’s
policy towards the region has been based on thacetionflict between Armenia and
the Azeris. Turkish public opinion has supported #zeri side since the eruption of
the conflict and the public have urged the Turlgglverment not to adopt a neutral
stance toward the parties and to become a medidtich was also a favorable option
for Turkish foreign policy at the time. This sitiaat exacerbated the emerging
relations between Armenia and Turkey which wereeay over-burdened with

history. Turkey’s pro-Azerbaijani stance in the Naw-Karabakh conflict has become
a determinant of its relations with Armenia andtrieed the options of Turkey’'s

foreign policy in the region.

Turkey’s policy toward Armenia right after the Arma’s declaration of independence
was one to build good neighborly relations and miewaid. Aiming to base these new
relations on rationality and pragmatism, both sisesmed to agree not to hold their
relations hostage to history, but stood up for amabization of relations. Besides,
good neighborly relations with Armenia would stréren Turkey’'s position against
the Armenian diaspora in Western countries. Theeskeation of the ethnic conflict in
Nagorno-Karabakh in 1992 resulted in the suspeneioall such good neighborly
intentions between Turkey and Armenia and resulitedthe non-existence of

diplomatic relations between the two countries #redenforcement by Turkey of an
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embargo against Armenia. Turkey declared the sghoh the Nagorno-Karabakh
conflict a precondition for the establishment datens with Armenia and Armenia
declared the acknowledgement of the ‘Armenia getedoy Turkey a precondition for
the same purpose. The EU has urged Turkey on $exarasions to lift its embargo
against Armenia and this issue is becoming of emireg importance in EU-Turkish
relations(Terzi, 2005). One of the main topics in Turkeyd Bccession process will
become relations with Armenia and the EU’s stanopetl®e issue. The European
Parliament resolution on the opening of negotiatiaith Turkey, dated 27 September
2005,makes a reference in its introduction to resvjpus resolutions, including one
dated 18 June 1987,about the Armenian questiors ERi resolution is expected to
become an issue in the Turkish accession process gie adoption of the Acquis by a
candidate state includes adoption of all acts,lligdending or not, within the Union
framework. Several other EU documents formulatingoéicy toward Turkey make
references to this resolution and the more gemerplirement to reach reconciliation
with Armenia, normalize relations starting with tbpening of the border and the

establishment of diplomatic relations ( www.ec.@ar@eu/index_en.htm, 02.06.2008).

On Energy Issue; Turkey is geographically clos@Qgercent of the world’s proven
energy resources, in particular to those in thedi@dEast and the Caspian Sea basin.
With regard to the transportation of the oil and geserves of the Caspian Sea area,
the route across eastern Turkey, connecting thegerfeelds to the Mediterranean,
offers the most direct, cost-effective, technolafiicand environmentally feasible and
safe option. On the other hand, the transportaifahis large volume of oil by tanker
through the narrow and congested Turkish Strait®isa sustainable option. For these
reasons, Turkey concentrated its efforts for thedportation of Caspian oil and Gas
reserves to the western markets on the realizatfidast-West Energy Corridor. The
pipeline projects linking the Caucasus and Cemtsi to Europe will be essential for
the region's integration to the West. Secure amdneercially profitable pipelines will
help bring stability and prosperity to the regidkt. this juncture, the Baku-Thilisi-
Ceyhan Main Export Crude Oil Pipeline (BTC) projéstintended for both Central
Asian and Azerbaijani oil. The legal framework b&tBTC oil pipeline project was
finalised by the end of 2000. The detailed engimgeprocess was completed by June
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2002. The third and last phase, namely the corgirustage of the BTC project which
will last 32 months was launched on 10 Septemb&22&nd the ground-breaking
ceremony took place on 18 September 2002 at Saaljadkerbaijan with the
participation of the Presidents of Turkey, Azergaiand Georgia and the US Secretary
of Energy. The first tanker to carry Caspian oiexpected to be loaded from Ceyhan
in the first half of 2005. Regional energy trendaypd an important role in the
determination of the pipeline route. The BTC pipelwill not only transport Caspian
oil to Western markets in a safe way but also lsgdaing the transiting of oil tankers
from the Turkish Straits, will contribute to theafety of navigation, environment and

the 15 million inhabitants of Istanbul.

The BTC project will provide a sound and viablesaittive for Europe, for steady,
secure and cost-effective energy supply divergiboa It constitutes the most
environmentally safe, strategically sound and engoally viable route. Turkey thus
will facilitate the requirements for secure trangation of Caspian oil and gas to the
world markets.The other important project of thest8&/est Energy Corridor is the
Baku-Thilisi-Erzurum (BTE) Natural Gas Pipeline, ialin will carry Azeri gas to

Turkey through Georgia. The legal framework of theject is completed. The
transportation of Caspian oil and gas resourcesitfir multiple pipelines will enable
the European countries both to diversify and sedinar energy supply. The
interconnection of the gas pipeline networks ofKByrand Greece within the south
European gas ring project will also constitute aseatial component of Europe's

energy diversification efforts in the future (wwwdgm.gov.tr, 03.06.2008).

The story of oil from the Baku-Tblisi-Ceyhan oipeiine, which started to reach world
markets in July 2006, has constituted one of thgcsoon the agenda of relations
between states in South Caucasus following the adfnthe Cold War. After the

dissolution of Soviet Union, there emerged new toes in Caucasus and Central
Asia which has ethnic, cultural and historical tiggh Turkey. The emergence of
Newly Independent States created a new dimensiokiSTiEU relations especially on
energy issue. Turkey's new position as a way-stdtioenergy distribution could be a

useful asset in its relations with both the EuropEaion and the United States. We
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can emphasized that the rise of the region ongeeda of the relations was related to
the region’s hydrocarbon reserves.

The emergence of energy-rich countries in Centralafand Caucasus after the
dissolution of Soviet Union drew the attention d¢fetOPEC-dependent western
countries to the region. At this point, as a NAT@mber, Turkey appeared as a
reliable partner in transportation of resourcesnfithese regions to the world markets.
Therefore, in the aftermath of the Cold War, Turkegtrategic importance has
acquired a new dimension as an energy corridor dertvEast and West. Despite the
different predictions about hydrocarbon reservesth# region, according to US
Department of Energy, proven oil reserves of Caspéagion is between 17 and 18
billion barrels while potential reserves of theicggare between 203 and 209 billion
barrels. This means that the region possesseset.Bemt of total world proven oll
resources. In terms of natural gas, the regiorBtaper cent of world total natural gas
resources.The reserves of the region is marginahpeoed to Middle East
reserves.Although the region possesses reservesthas in the Middle Eastthe
reserves have strategic and political importancetkif all,the reserves provide an
alternative option to OPEC sources.This create dppities for EU and the USA to
decrease their dependencies on the latter.Thepaforerms of diversification of
energy resources,the region plays an important. rélence, Azerbaijan and
Kazakhstan-for their oil reserves and Turkmenidtanits natural gas reserves-have
become a focus for the energy strategies of thesaties. Secondly, these reserves
decrease the power of OPEC countries to use @lwasapon for their political aims.
Hence the flow of oil from these regions to the onarkets in an uninterrupted and
cheaper way constitutes one of principal aims osi&& countries. To summarize,in
the post-Cold War period,the emergence of enery<countries in the Caucasus and
Central Asia has added an energy dimension to tlaetal relations,which was
embodied in Baku-Thlisi-Ceyhan Pipeline Projggamkiran, 2006).
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3.2. Turkey’s Energy Policy and Its Impacts on Sodt Caucasus

Turkey is geographically located in close proxinmtity71,8% of the world’s proven
gas and 72,7% of oil reserves, in particular thosthe Middle East and the Caspian
basin. It thus, forms a natural energy bridge betwé¢he source countries and
consumer markets and stands as a key country uriegsenergy security through
diversification of supply sources and routes, abasitions that have gained increased

significance in Europe today.

Major pipeline projects realized and others undmrstruction, which will inevitably
contribute to Europe’s energy supply security, anhancing Turkey’s role as an
important transit country on the Eurasia energy axid energy hub in the region. To
this end, Turkey has concentrated its efforts li@r transportation of Caspian oil and
gas reserves to Western markets on the realizafitime East-West Energy Corridor,
often referred to as the Silk Road of the 21st @gniThe pipeline projects linking the
Caucasus and Central Asia to Europe will be essdoti the region’s integration with
the West. Secure and commercially profitable pisiwill help bring stability and
prosperity to the region. Turkey’s objective ishiecome Europe’s fourth main artery
of energy supply following Norway, Russia and Aigethrough the realization of
these projects. This will open up a new avenuedoperation between Turkey and the
EU that will alsoreinforce Europe’s ties to Asiaurkey’ main objcetives are;
enhancing the security of supply: increasing domgstoduction; diversification in
sources, origin of imports, Technologies; RegioNarkets and Interconnections.
Afterwards restructuring of the sector and markieérhlization, improving energy
efficiency and environmental effectiveness and litating the transportation of
hydrocarbons through the enrgy corridor. Competitiwarket structure is also other
main component of this energy strategy. It canibeled into two branches: State and
Private Sector. In state sector, policy developnsantbe analysed on macro scale with
the Ministry of Energy and Natural Resources ancergy Market Regulatory
Authority is responsible to regulate, control angervise of the markets. Investments
and market activities as generation, distributiod &raining are within in the scope of
private sector (BSEC, WG on Energy, 2007).
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With a rapidly growing economy Turkey has become ofithe fastest growing energy
markets in the world. Turkey has been experienceqgd demand growth in all
segments of the energy sector for decades. Regertaits indicate that the growth
trend of 6-8 % per year will prevail in the energgctor in the following years.
Sustainable and strong economic growth togethdr thi2 accompanying rise in social
wealth since 2002 has led to an increase in engegyand. As a result of the same
growth trend continuing in 2007, industrial seciod elctricity sector primary energy
consumption is expected to increase by 4 percedt Hn percent, respectively,
compared to previous year, thereby leading to @rtgmt increase in total primary
energy consumption with respect to 2006. Thus, @@lBon tonnes of oil equivalent
of primary energy consumption in 2006 and 1,37 0dthms of oil of per capita
energy consumption in 2006 would rise to 1,455 kigo2007. ((Ninth Development
Plan, 2008).

The primary energy consumption, which reached ato@8 million tons of oil
equivalent (toe) in 2006 will rise to 126 millionet in 2010 and 222 million toe in
2020.The limits of Turkey’s domestic energy sourtesight of its growing energy
demand have resulted in dependency on energy imygmitnarily of oil and gas. At
present, around 30 % of the total energy demareirsg met by domestic resources,
while the rest is being satisfied from a diversifortfolio of imports. Turkey attaches
utmost priority to further diversification of impsr in both type and origin.
Exploration and production activities are also famtensified in this context. Turkish
energy policy has made impressive progress afeeHtsinki Summit of 1999 where
Turkey was declared a candidate for accession éoBUO. Turkey attaches great
importance to more efficient and rational functiomiof the energy sector for
promoting the competitiveness of the national eaondSubstantial progress has been
achieved in restructuring and liberalizing the Tsinkelectricity and gas markets in
pursuance with the EU Directives for the purposéntégration with the EU Internal
Energy Market, since the enactments of the Elattrand Natural Gas Market Laws
in 2001. With the Petroleum and LPG Market Lawsnpetition oriented mechanisms
has been put into place (Ministry of Foreign Affaiinergy Strategy, 2008).
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An independent regulator, The Energy Market Reguyafuthority (EMRA) has been
established to be in charge of regulation and sugien of the electricity, gas,

petroleum and LPG markets.

Concerning renewable energy sources, the Law onUtileation of Renewable
Energy Sources for the Purposes of Generating riflitgthas been adopted in 2005
for promoting electricity production from the rerale energy sources in liberalized

energy markets.

In order to use energy efficiently, prevent wastijgate the burden of energy costs
on the economy, and increase the efficiency in ube of energ resources and to
protect the environment, the Energy Efficiency Lawas enacted on 2 May 2007
(Ninth Development Plan, 2008).

Turkey aims at fully utilizing its indigenous hacdal and lignite reserves, hydro and
other renewable resources such as wind and saagyeto meet the demand growth in
a sustainable manner. Integration of nuclear engrigythe Turkish energy mix will
also be one of the main tools in responding togioeving electricity demand while
avoiding increasing dependence on imported fuele Taw on Construction and
Operation of Nuclear Power Plants and Energy Sele5710) has been adopted on 21
November 2007. Nuclear power plants corresponding total installed capacity of
5000 MW are expected to be commissioned after 2012.

3.2.1. BTC ( Baku-Thilisi-Ceyhan) Pipeline Project

The BTC pipeline is the first direct transportatilimk between the Caspian and the
Mediterranean sea3his pipeline is an integral part and the most ingd pillar of
the larger Transportation network— also known asriew Silk Road — running all the
way from Western China and Central Asia, through@aspian and Caucasus, across
the Black Sea, and then on to ports in Ukraine, tiedMediterraneanThe central
component of the East-West Energy Corridor is thekuBThilisi-Ceyhan (BTC)
pipeline, which is a dedicated crude oil pipelirystesm that extends from the Azeri-
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Chirag-Deepwater Gunashli (ACG) field through Azgjén and Georgia to a terminal
at Ceyhan on the Mediterranean coast of Turkey,a$sipg the environmentally
sensitive Black Sea and the Turkish Straits. Thigdportation Superhighway is
designed to complement existing transport routesi fAsia to Europe, including the
traditional and often heavily overloaded outleta Russia. Eventually, the goal is to
create a fully integrated transportation networkineluding upgraded highways,
pipelines, railroads, ports, ferries, fiber-optiitek, electricitytransmission lines — that
will make it easier for the states of Central Aarad the Caucasus to trade not only
with each other but also with Europe, the Middletand the rest of the world. This
system has a potential to become a very importéement of the network of
international economic security. But this transgoin network is important not only
for trade, but also forstrategic and military puses. The ports on the Black Sea and
Caspian Sea, highways, railroads and air corriggovide access to the Central
Eurasian inlands(g.v. Map 3).

There were many projects created to carry oil ftbese landlocked regions to world
markets. Some of the projects were created foyicayr‘Early Oil” from the region.
Early Oil concept means the method of testing wérethe oil extracted from the
region reaches world markets in an uninterrupteg. weence, a small amount of oil
was carried through the early oil pipelines to abdsite regional states sovereignties.
After it was understood that the pipeline projecasrying early oil functioned well,
there appeared new discussions for Main Exportlifge The Baku-Ceyhan Project
was among other proposals, such as Iran’s swapopabpBaku-Novorossiisk and
other pipeline projects carrying oil to Pakistan.the meantime, Baku-Ceyhan and

Baku-Novorossiisk came to the forefront in this gatition of proposals.

With the signing of the Contract of the Centuryl®94 between Azerbaijan National
Petroleum Company and multinational oil firms, ansartium was established in
Azerbaijan to extract oil from the Azeri, Cirak Ar@unegli oilfields. Within the
framework of this agreement, the Azerbaijan Inteomal Operation Company was set
up to produce and transport oil to world marketsersive diplomatic initiatives were
taken in the 1990s by both Turkey and the USA fakiBCeyhan to be chosen as a
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Main Export Pipeline. Following the 1998 Ankara [ation and 1999 OSCE
Istanbul Summit, in 2002,the BTC Share and Investrfiems were established to
construct and finance the pipeline. Its constructiegan in September 2002,with the
first oil being pumped in May 2005 in Azerbaijann May 25, the presidents of
Azerbaijan, Kazakhstan, Georgia, and Turkey inaatgar the Baku-Tbilisi-Ceyhan
pipeline (BTC), a major artery linking oil fieldsithe Caspian Sea region to the
Mediterranean Sea and Western markets beyond.uldwake several months for oil
pumped from Baku, Azerbaijan, to pass through $bilGeorgia, and reach the
Turkish coast at Ceyhan. Eventually, BTC will camy to 1 million barrels per day
(bbl/d) of crude oil to the Mediterranean. It isaneng thatapproximately 1.5% of the
world’s oil supply and and at 1760 kilometers is #econd longest of its kind in the
world. With growing concern over Western dependeoceMiddle Eastern oil and
rising global oil prices, Turkey is emerging asey kountry in providing Caspian oil
to the Western world. the BTC as a key east-westidoy that would ensure the
independence and economic viability of the newljejpendent states in the Caspian
Basin. The BTC also made strategic sense to theetl@tates and Turkey because it
would bypass politically unstable places like Ir#mg northern Caucasus (including
Chechnya), and Armenian-occupied parts of Azerbd(encsoy, 2005).

In July 2006,the first tankers were loaded oil &ylkan port, which symbolizes its
becoming a Main Export Pipeline. Compared to othipeline proposals, the BTC
helps to decrease tanker traffic in the BosporuaitSt a development that increases
environmental security. Moreover, because climatsuitable for tanker loading all
year long, the port of Ceyhan makes it more vialdmpared to Novorossiisk. The
most important feature of the pipeline is that écibases dependency on existing
Russian infrastructure for the transportation a thl from the region to the world
markets hence consolidating the sovereingtieseofegional states. The pipeline is not
viable in terms of economics since the amount bfransported through the pipeline
constitutes only 1.33 per cent of the world’'s daily consumption. However the

pipeline has political and strategic importanceni&aan, 2006).
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In 1997, Western oil companies started to exploeecommercial viability of the BTC
project. An international consortium of eleven pars -- Britain's BP; Azerbaijan's
SOCAR; Norway's Statoil; U.S. based Unocal, Amerbldgs, and ConocoPhillips;
Turkey's TPAO; ltaly's Eni; Japan's INPEX and ltwchnd France's TotalFinaElf --
began construction of the pipeline in May 2003.W&t30 percent share in the project,
BP is the largest stakeholder, and served as algadger for the project's design and
construction phases. The BTC, which cost an estich&8B,7 billion for construction,
financing, and line-fill, has received limited pidbfunding. The European Bank of
Reconstruction and Development and the Interndtidimance Corporation, the World
Bank's private-sector arm, pledged $250 milliorildans. Although a small amount
compared to the project's total funding, World Baakticipation acted as a catalyst to

bring foreign direct investors to the project. ("Ggoy, 2005)

Because it traverses 176 widely varied and semesiterrains while crossing the
politically unstable Caucasus region, the BTC wasddviled by worries about its
security and environmental risks. Accordingly, tbeS. military's Special Forces
trained 1,500-2,000 Georgian soldiers in anti-tésno techniques under a $64 million
program aimed at protecting the pipeline againsotaurs. In addition, a BP-led
consortium granted an additional $25 million todboon-governmental organizations
to manage environmental programs. The entire lenftthe 1,094-mile BTC, the

longest oil-export pipeline in the world, is buriednce the pipeline becomes fully
operational, Azerbaijan will be the main benefigianf the sale of its oil in

international markets, collecting (at current psicabout $29 billion per year in oil
revenues, while Georgia and Turkey will respectivebllect transit fees of $600

million and $1,5 billion per year (Gengsoy, 2005).

Besides these advantages and profits; another fergoissue has arisen; to secure
BTC pipeline across Caucasus. .The security of Bi&C is in danger from
international terrorist organizations and from aimlity in rural communities.
Pipelines are a target of choice for terrorist arslirgent groups. When we think of
high-value targets, airports, harbors and energyor&s come to our mind. The

possibility of destruction of this pipeline has bght about serious problems along
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with itself. Not only to emerge insecure occasion &lso these may pose health risks
local communities in the region. The constructio®B®C pipeline is a very important
step forward toward security for the region andedsification of international energy
supplies in the South Caucasus region. HoweveBie runs through difficult and
dangerous territory. Not only does the route passugh forbidding mountains and
remote locales, but it runs dangerously close ® rigion’s frozen conflicts and
hotspots: Nagorno-Karabakh, South Ossetia, thehN@aucasus, Abkhazia, Armenian

enclaves in southern Georgia, and the restive IKhriigions of southeastern Turkey.

The region has experienced an episode of sabotagecantly as January, when
suspicious explosions in North Ossetia cut off giad electricity supplies to Georgia.
The pipeline also faces threats on the local lei#spite reimbursement and
reinstatement of the land from the British Petrolded BTC consortium, locals
staged frequent blockages during construction,illeghl tapping attempts were found
even before oil began to flow in May 20(Petersen, 2006).

According to BP’s cooperation with BTC countriesbFel4, entitled “Report
on2005Activities, the British energy group has vemtkextensively with the three
governments involved in the $3 billion project —e&kaijan, Georgia and Turkey —
to help ensure their security forces are propedined to safeguard stability along the
BTC, while respecting human rightsww.caucaz.com, 01.05.2008).

According to the Host Government Agreements thatgothe BTC project, provision
of security services on the pipelines and its fied is the responsibility of the
Government of Georgia, Turkey and Azerbaijan. HGA ilegal agreement between a
foreign investor and the local government whicldésigned to reduce financial and
political risks posed to investors by sudden changeational law. If a country breaks
an agreement by interrupting or modifying a projéchust pay a penalty, which can
risk deterring interventions necessary to protegiits and enforce national laws that
apply elsewhereinthecountry (www.brettonwoodsprtogeg/, 09.03.2008).
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The Host Government Agreement was signed between Gbhvernmentof the
Republic of Turkey (Ministry of Energy and NatuRé¢sourcesand MEP Participants
on 19th October 2000 in Ankara. Likewise, simil@shgovernment agreement was
signed betweeizerbaijan and MEP Participants on 17th October0280Baku; and
Georgia - MEP Participants on 18th October 200Thilisi. In common terms, each
Host Government Agreement determines each hostrigovat's representation and
warranties to the Project; and determines prinsipbeensure free transit of oil and to

facilitate implementation of the Project ( www.iea, 01.05.2008).

Some suggest that America wants to ensure itsamylppresence in this geo-strategic
territory. Clearly, passing through a turbulentioeg the pipelines need special
protection from possible terrorist attacks. NATCOghti see this as its duty to allocate
special units in the region, which would strengthisnpresence and influence in the
South Caucasus and the Caspian. Although, so farQNAfficials state there are no
plans to get directly involved in the protectiontbé pipeline, they have offered their
assistance in providing “NATO’s military expertise local security forces.” Local
security corps have already been granted trainiogn fNATO -member countries:
Georgian Special State Protection Service and Azarb Pipeline Security Service
have been trained by American Security Company itgdaternational”, whereas the
Turkish Gendarmerie received training from Northegland security forces.It can be
discussed that the security of BTC might becomeaa gxcuse for the U.S. to bring in
troops or bases into Azerbaijan and Geofgiaw.finchannel.com, 01.05.2008).

In summary; The building of the Baku-Thilisi-Ceyhpipeline constitutes a strategic
milestone in post-Soviet Eurasia. In the first plathe pipeline’s construction will

have major implications for the South Caucasusg@afly as regards its role in

European and World Politics. In particular, Eurapehe player that stands to gain
most from the building of an energy bridge to Caln&sia, to such an extent that this
may be termed crucial for Europe’s long-term enesggurity. European involvement
will therefore be required for the realization d¢fist ambitious vision: an energy
corridor extending from Europe across the Caucts@entral Asia, supplemented by

a wider transportation and communications supewdgh If this is indeed
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accomplished, BTC will with hindsight be recallesl the historic, first major step in
this direction Another important issue that has been arisen Viighconstruction of
BTC is Security. Investment in physical security net enough to secure oil
infrastructure. Pipelines are long and vulnerabte a determined terrorist would
always succeed in blowing it up somewhere alongoitgse. The BTC pipeline could
be as strong as its weakest link. An attack orptpeline in any place along its route
will hurt not only the country where the attack kquace but also the other countries
which benefit from it.( Tigner, 2006) This is whyuftinational cooperation to secure
the pipeline is of particular importance. The goélthe three countries must be to
strengthen coordination and cooperation amongahe forces of the three nations in
preparation for defending the BTC from a terroaeitt Due to security reasons, BTC
is being buried under the ground. On the other handh of the stability along the
BTC corridor would depend on Russia. Russia issnpportive of BTC. It sees it as a
U.S. plot to gain control over the Caucasus andatiuinks between Moscow of the
former Soviet states, building an economic infiastire that would prevent the
former Soviet states to ever reunite with Russiasdita also views BTC as a way to
weaken its position as major supplier of oil to theropean markets. For Russia; the
BTC project refers to an effort; to redraw the gapdy of the Caucasus on an anti-
Russian map. Clearly, there are important challeragesing out of the BTC project.
The potential consequences for the Armenian-Azgiaconflict have already been
mentioned. The other main concern is the developraefRussian policy. Moscow
continues to aspire to dominate the transportationil and gas resources from the

former Soviet Union. (Petersen, 2006)

Moreover Turkey pursued a policy of keeping regidmsances by using the tool of
diplomacy in the region. Turkish policies in thegian did not constitute a threat to
their interests. The sstability of the region waseparable from European stability;
therefore, Turkey engaged in multilateral diplomatitatives to find solutions to the
existing conflicts in the region.It was difficulh reach stability in Europe unless there
was stability in Caucasus.Hence Turkey respondé&lgsia’s exclusionary policies in
the region by asserting its role in the region amdgp vital not just for the regional

stability as well.We can see that Turkey has putsaidbalance policy between its
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commitments in the western alliance and its rediomlas.As a part of its regional role
to protect the sovereignties of CIS,Turkey feltpassible for their economic and
social devleopments.Hence Turkey supported devedoprof market economies and
spread of democracy in the region.It was thought g#tonomic development in the
region would bring peace and stability. Therefore BTC was a reflection of using the
economy as a tool in realizing these foreign potibjectives.The BTC served best the
objectives of Turkish policy in the region as afeefive foreign policy tool.( Roberts,
2003)

3.2.2. BTK ( Baku-Thilisi-Kars)

The South Caucasus should soon have a railwayitikiag Baku on the Caspian Sea
to Kars in eastern Turkey. The Kars-Thilisi-Bakilway or Kars-Akhalkalaki-Thbilisi-
Baku railway, is a regional rail link project torectly connect Turkey, Georgia and
Azerbaijan. The project is due to be completed ®402 Behind this regional project
that will strengthen the east-west corridor, gowsents are busy quarrelling with each
other. Against a background of endless turmoil@urding the presidential elections
in Azerbaijan, the task group for economic co-operabetween the United States and
Azerbaijan met on 1 December with a view to draftanplan of action for planned
developments. Amongst the priorities put forwardswBaku’'s application for
candidacy of the World Trade Organisation, supmbby Washington, the completion
of the Baku-Thilisi-Ceyhan (BTC) pipeline and th&@B gas pipeline, as well as the
very controversial project of a Baku-Thilisi-Akhalkki-Kars railway line Gusep,
2005).

The construction of a 90-km long section betweernalkalaki (Georgia) and Kars
(Turkey) is planned for this new railway line andlwost an estimated 600 million
dollars. There are two issues at hand. The firshe$e is economic. Almost 3 million
tonnes of goods, primarily oil, is to be carriedlegear on this railway line. Currently,
petrol from Turkmenistan and Kazakhstan is trarnsgoby wagons via Azerbaijan as
far as Georgian ports on the Black Sea, to PotiBatdmi. Following the example of

the BTC, this railway line to Turkey aims to easmgestion in petrol traffic in the
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Bosporus. The second issue is political. This mawgport artery will result in Turkey
and Azerbaijan excluding Armenia slightly more e tregional strategy of opening
up the southern Caucasus. This political-econompjraach forms part of existing
projects in Armenia concerning the major energpdpmrt axes (BTC, BTE), such as
roads. Today, Ankara and Baku are choosing to nyatevan pay for his victory in

Nagorno-Karabakh by intentionally isolating theiogg(q.v. Map 4)

On November 21, 2007 in Georgia, near the stati@malda, the official ceremony
was held related with the beginning of constructioin a railway Baku-Tbilisi-
Ahalkalaki-Kars, which was attended by the predislasf Azerbaijan, Turkey and
Georgia. This project, the aim of which is to coctrtbe Caucasus and respectively the
Asian region through the Caspian Sea, with Eurgpthe fruit of the efforts of those
countries that are directly involved in this prdjaa other words, Azerbaijan, Turkey
and Georgia (Ibrahimov, 2007).

It is noteworthy that the development and fundih¢ghe project is carried out without
any involvement of international organizations drird countries. Thus the
construction of 105 km of railway track, 29 km ofileh will pass through the territory
of Georgia, and 76 km through Turkey, consortiumniners have decided to
implement its own. In particular, Turkey will fura section of road which passes
through its territory, while funding for the Geasgi segment assumed Azerbaijan. For
instance, Azerbaijan has allocated for the projedipse total cost is 600 million
dollars, 200 million dollars, as the governmentlda Georgia for a term of 25 years
under 1% per annum. In few days the InternatioreatlBof Azerbaijan will provide
the first trance of the loan, which amount will 4@ million dollars. It is expected that
after completion of the construction of this roadl Wwe carried on 15 million ton
goods per yeafThe importance of this road is that it will become alternative, the
existing Trans Siberian line, in fact a monopoly rail transport between major
countries in Europe and Asia. After constructiomaasion of the tunnel passing
under the Turkish straits, will be available unobsted movement of trains from the
Chinese cities up to Londorib(ahimov,2007)
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This project is crucial for all three countries atved in its implementation. It is
noteworthy that this is not the first regional @ uniting political and economic
interests of the three countries. The realizatioBaku-Thilisi-Ceyhan oil pipeline and
Baku-Thilisi-Erzurum gas pipeline, as well as thsinccessful exploitation, has
provided the ground for ideas of Azerbaijan, Turleeg Georgia on further deepening
of their relations, and the result of which was Baku-Thilisi-Kars railroad project.
By the implementation of this project;a specialremaic zone will set up between the
three regional countries. This project has alreatthacted interest of such countries as
Kazakhstan and China, which has expressed a desuge the railway Baku-Tbilisi-
Kars, with the aim of transporting their goods torépean markets. Provided with
these facts, it possible to stress that this ptejdtbe profitable and funds invested in
it pays off in the shortest possible time. Impletaéon of this project will have
implications not only for Azerbaijan, Georgia andrkey, but also for other countries
in the region. (Bocioaca, 2007)

In parallel, Azerbaijan is the initiator of thisqgpect. Following the success of its
energy projects, both in terms of oil and gas asdtriansportation to the world
markets, Azerbaijan has become a major supplieenefrgy in the Eurasian space,
which has been able to strengthen its independéidhis stage, Azerbaijan, using its
favorable geopolitical situation, also wants to dwe a transit country for

transportation of goods between Europe and Asia.

It should be noted that Azerbaijan already has sprarted oil products from
Kazakhstan and Turkmenistan on its territory andtiooe to Georgian ports of Poti
and Batum. However, with the realization of thelroaid Baku-Thbilisi-Kars,
Azerbaijan will also receive an opportunity to gato the Georgian ports goods from
China for European markets and, if possible, aptlospect, to transport goods and in
the opposite direction. Another political motive #zerbaijan the implementation of
the project serves is the protracted Nagorno-K&talkanflict between Azerbaijan and
Armenia. In the event of this project implementati@rmenia will be finalized on the
sidelines of ongoing regional projects that foroartry with poor natural resources

and without exit to the open seas, could haveairsequences, not only economically
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but also politically. Having have problems in tle¢ations not only with Azerbaijan but
also with Turkey and Armenia forced to review itsligy towards its neighbors.
Otherwise, the country may face a problem of exctusn the region. From an
economic perspective, this project could serve sexiaus alternative to the oil and gas
sector, which is at the core of today's date ferAerbaijani economy. In addition, as
increasing revenues from oil projects Azerbaijas baen actively pursue projects
outside the republic. In particular, Azerbaijan t&t®il Company acquired in the
Georgian Black Sea terminal at Kulevi, which Azdédma is planning to export
finished oil products to the countries of the Bl&®a basin. Azerbaijan Oil Company
also is a major supplier of oil products and ndtges on the territory of Georgia and
has been actively deploying its own filling stasom the country. SOCAR is also
participating in the tender for the privatizatiohgas distribution lines on Georgian
territory. Turning, Turkey, the SOCAR together witte Turkish company Tupras
planned construction of oil refinery in the port@éyhan with a production force to 10
million tons of oil a year. SOCAR addition, in cangtion with other associates won a
tender for the privatization of the Turkish larggmstrochemical company Petkim,
which produces up to 25% of chemical products tokdy Therefore, Baku-Thilisi-
Kars project, the construction of the Georgian pérhich the company transferred to
the Azerbaijani Azerinshaatservis will allow Azeijba to strengthen its position in

the region politically and economicallyib¢ahimov, 2007)

On the contrary Turkey; as a candidate for full rhership in the EU, hopes to
strengthen its position by becoming a transit coufar the supply of energy from the
Caspian basin to the EU. Following the introductiato service the Baku-Thilisi-
Ceyhan oil pipeline and the Baku-Thbilisi-Erzurum sgaipeline, the strategic
significance of the parties has increased, and éyuhas become the main alternative
Russia, link in the supply of energy resources toldvmarkets. After November 17,
2007 was put a gas pipeline between Turkey andd8rdmcame the first Azerbaijani
gas to enter the European Common Market. Turkey ladgpes to increase its income

from transit per resale Azerbaijani gas to the paem markets.
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Baku-Thilisi-Kars railroad project is important fdiurkey so that this country will
receive unimpeded path to the countries of Soutlic&@sus and Central Asia. Without
doubt this way will increase trade with these caest Already, the country has set
itself the goal to increase trade with AzerbaijarBtbillion dollars, which is currently
about 1 billion dollars. In addition participatidn regional projects plays a great
importance for Georgia. From these projects, Georgceives significant infusions to
the budget, and she is not opposed to increasem,tvhich would become possible
after the project Baku-Thilisi-Kars. For Georgighieh has a policy of integration with
European organizations, the project is perceivedbras of the concrete steps to
translate its goals. Through this route will be ible direct link with the European
countries through Turkey. Country actually lost ewrail link with the Western
countries because of Abkhazian conflict and it Wwél able to recover after realization
this project. Moreover, given the current oneroaltipal situation in Georgia, formed
after disperse demonstrators protesting againss#ag&ashvili government, the start of
theis project was timely and could contribute toréasing president rating to the
extraordinary presidential elections to be helceamly January this year (Ibrahimov,
2008).

In summary BTK is called as Iron Silk Road and $iignificant project of regional
cooperation in the South Caucasus. The railway din&eorgia had closed down by
the obstructionism of Russia and the railway lifeGeorgia will reborn by this
project.BTK railway line acquired a crucial imparta that it will be the most safe
way to Europe.The Project will promote the econondievelopment and the
improvement of living standards in all the threaiminies.By the implementation of
this Project, a historic Silk Road will be brougdbtlife and China will be connected
with Great Britain.In addition the same day that tberemony of BTK was
held,agreements on free trade and double taxafidrbben signed and Georgia will be
able to export its produce to the world’s one @& thpidly developing Turkish market
at a time when Georgia’'s main export market in Rusges been closed down

(www.embassy.mfa.gov.04.04.2008).
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On the contrary the Project will boost security the region. Furthermore
implementation of this Project will serve to incseathe transit of the export goods
through the territories of three states. From ttzerBaijan side, it can be a step to
establish direct transport relations of the Casjnasin with Europe and to expedite
European integration process, for Azerbaijan andr@a, it can be an oppurtunity to
further develop cooperation within the Europeangiborhood Policy and diversify
transportation of the goods and services. Thisegetayill strengthen independence and
sovereignty of the regional countries and Turkeyplissenting a secular, Western-
oriented democratic state for these countries. d@ssall these progresses, there is a
guestion that has been arisen; the bypass of AameFhe Baku-Thilisi-Ceyhan
pipeline has bypassed this country. So has the -Bakisi-Kars railway line project.
The Armenian Diaspora tried hard to prevent thesgepts but failed totally. It is clear
that these economically strategic projects willdiega new ones which Armenia will
not be a part of againidiz, 2008).

This country, because of the conflict with Azerbaijand the historic dispute with
Turkey, in fact, does not have any economic retativith its closest neighbors.
Because of unresolved Karabakh conflict Baku-Thilisyhan oil pipeline and Baku-
Thilisi-Erzurum gas pipeline were built bypassing this country, although the
territory of Armenia is provide the shortest roltlew in the case of the completion of
the project construction of the railway, Armenialvie finalized in the economic
impasse.There is an alternative railway line thaménia will be included is the
existing railway between Kars and Gyumri in thetheast Armenia.The railway has
been closed since 1993 after the Nagorno-KarabakHict, Turkey closed its border
with Armenia.However Azerbaijan and Turkey are cggabto Armenia’s participation

in regional projects whether Armenia could withdrigsmMroops from Azerbaijan.

The B.T.K. railway is a small but key segment oé temerging transcontinental
corridor that may encourage other former-Sovidest#o settle their disputes and join
in. At the moment, the railway is rather a signalRussia than a challenge to its
domination over the railway networks between East West. As a reaction, Russia

will likely increase the pressure on Georgia; il ty other alternate routes to Iran via
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Azerbaijan, while bringing Armenia closer to Iras the multidimensional
cooperation between Azerbaijan, Georgia and TuHasyintensified, there may be an
emergence of a new regional alliance led by Turkéwe military factor is not yet
clearly defined because Turkey has a pragmaticonadjipolicy toward Russia and
Iran. In the absence of prospects of integratioth wither the E.U. or N.A.T.O.,
Azerbaijan and Georgia may hope to maximize theaathge of their geographical
location through closer regional cooperation andhtjoprojects. The regional
triumvirate that took shape is cemented by the Risstough stance on Georgia and
Azerbaijan and sustained by the economic boom &s# partnership of Turkey and
Azerbaijan. Still, their alliance will be challerdydy the ongoing instability in the
region due to the "frozen conflicts,” the unsolwtatus of the Caspian Sea, and other
intra regional ethnic and religious tensions. M@exppeace in the region depends also

on external factors such as the relationship betwiee United States and Russia.

The European Union and the United States will rensaipporters of an independent
Central Asian-Caucasus hydrocarbon corridor andtimo® to promote energy

cooperation among the regional actors. Yet they bal cautious about alienating
Armenia. From a geopolitical perspective, the B.Trddlway is a step toward reducing
Moscow's influence in the region, a goal of the Eabd U.S.

3.2.3. South Caucasus Pipeline-BTE( Baku-Thbilisi-Eaurum) Pipeline

Baku-Thilisi-Erzurum is a natural gas pipeline tanisport natural gas from the Shah
Deniz gas field in the Azerbaijan sector of the [iias Seahrough Georgia and on to
the Georgia-Turkey border, to Turkey. It is envisdighat the pipeline will export 6,6
billion cubic metres a year. It is also consideasdthe first leg of the Trans-Caspian

th
Natural Gas Pipeline Projegthich will tap into the world’s 4 largest natural gas

reserves located in Turkmenistan and those in Kesak (g.v. Map 5) The 42 inches

diameter gas pipeline runs in the same corridortles BTC Pipeline. It is
692 kilometres long, of which 442 kilometres idlam Azerbaijan and 248 kilometres
in Georgia. The initial capacity of the pipeline8i8 billion cubic meters (bcm) of gas

per year, and after 2012 its capacity could be mded to 20 bcm per year. As
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explained above, the pipeline has a potential ehgpeonnected to Turkmen and
Kazakh producers through the planned Trans-Cagpas PipelineThe first aim of
pipeline is to supply Turkey and Georgia. As a sranountry, Georgia has rights to
take 5 % of the annual gas flow through the pigeiimlieu of tariff and can purchase a
further 0,5 billion cubic metres of gas a year atdiacounted price. In longer
perspective South Caucasus Pipeline will supplyopeirwith Caspian natural gas
through the planned Nabucco, Turkey-Greece andd@+kaly pipelines. The South
Caucasus Pipeline (SCP), also named the Baku-iFBiimirum pipeline, will run
parallel to the BTC olil pipeline for most of itsute before connecting to the Turkish
gas infrastructure near the town of Erzurum. Abatof roughly $1 billion, the 550-
mile long South Caucasus pipeline is designed toy ceatural gas from Azerbaijan's
Shah Deniz field, and have an initial capacity 2f7Z2million cubic meters per day by
the first quarter of 2007. The shareholders of $fah Deniz and South Caucasus
Pipeline  (Baku-Thilisi-Erzurum)  project are;BP 31 Statoil 25.5%,
SOCAR 10.0%, Total 10.0%, Lukoil 10.0%, OIEC of nrk0.0%, Turkish
Petroleum 9.0% (Bolukizg 1998)

Regional pipelines coming to Turkey from Russi&, @aspian and the Middle East are
the means to provide Turkey with the resourcessszeg to become a regional energy
hub.

In short, the more oil and gas pipelines that ctimeugh Turkey, the more sound and
stable is its position as a regional energy ceMtéth regards to natural gas delivery, a
major breakthrough was the launch of the Baku-$biirzurum (BTE) pipeline. As a
participating partner in the project, Turkey isit@d to receive annually, through BTE
from the Shah Deniz offshore gas block in Azerlmif6 billion cubic meters (bcm)
of gas when the pipeline reaches full operatioaglacity. In March 2007 delivery of
Shah Deniz gas to Turkey began, and for 2007 dugs to receive 3 bcm in total, at a
fixed price of $120 per thousand cubic meters H H@ price of Russian gas.
The Shah Deniz natural gas deposit is being jouilyeloped by British Petroleum, 25
percent, the project operator; Statoil, 25,5 perate Azerbaijan State Oil Company,
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10 percent; Lukoil, 10 percent; NICO, 10 percemtfalFinaElf, 10 percent; and the
state-run Turkish Petroleum Corporation (TPAO)egcent.(Ebel, 1997)

In 2007 production is expected to reach 8.6 bcmian2008 the expectation is 9.6
bcm -- a projection of an additional 1 bcm in outpithe extra volumes produced will
be distributed at a market sales price. The rdeanich of commercial development of
the Shah Deniz gas block, and the commissionirtheoBaku-Thilisi-Erzurum (BTE),
presents Azerbaijan with an opportunity to bringhhquality natural gas to the EU
energy markets through Georgia and Turkey. For, thifeasible option could be the
Nabucco pipeline, traveling some 3,000 kilometeosif Turkey to Bulgaria, Romania,
Hungary and Slovakia to split further on into theisi&ian, German and Czech
branches. The 5 billion euro project is being depetl by Austria’s OMV, Hungary’s
MOL, the state-owned Turkish Petroleum Pipelinepgdoation (BOTAS), Bulgaria’'s
Bulgargaz and Romania’s Transgaz.(Beat, 2007)

By 2011 Nabucco is expected to start deliveringpi@as gas to EU consumers,
pumping 31 bcm per year at full capacity. The Caspgas will most probably
originate from Azerbaijan: The situation aroundnlraubstantially complicates the
planned construction, which opens the door furtioerthe Shah Deniz gas to be
delivered to Turkey by via the BTE pipeline (B&x@07).

In summary an alternative gas corridor to Européhes South Caucasus Pipeline,
connecting Baku to Erzurum in Turkey, via Georgihjch will deliver 6 bcm of gas

to Turkey per year under an existing gas purchgseement. Small volumes will be
delivered to Azerbaijan and Georgia, thus contmuguto the energy security of those
countries. The initial capacity of the gas pipelwié be 8.4 bcm per year with through
put capacity to be increased to up to 30 bcm paurn with the potential of being

connected to Turkmen producers, aiming at Euromgenmarkets. The Azerbaijani
fields’ proximity to Turkey makes its position veepmpetitive on Turkish and South-
Eastern European markets. The natural gas conndatitveen Turkey and Greece is

currently under development, and it is to be corsmiged in 2006. This connection
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will provide the first opportunity to ship Caspiaatural gas directly to the EU, which

can be done in several ways

3.2.4. Nabucco Project

The Nabucco project represents a new gas pipebnaecting the Caspian region,
Middle East and Egypt via Turkey, Bulgaria, Ronaartiungary with Austria and
further on with the Central and Western Europeas rgarketsThe pipeline length is
approximately 3,300 km, starting at the GeorgiarKiBln and/or Iranian/Turkish
border respectively, leading to Baumgarten in Aadtr this respect it has to be taken
into account that a reasonable amount of the ghsnas, reaching Baumgarten, have
to be further transported through Austria to thent@d and Western European
Countries(Annexes,Map.6).According to market stsidie pipeline has been designed
to transport a maximum amount of 31 bcm/y.Estimategstment costs including
financing costs for a complete new pipeline syséanount to approximately 5 billion
Euro in 2004 priceévww.nabucco-pipeline.com, 03.05.2008).

As knownenergy security has became the main theme of waayld. The internal
requirements, necessary quantity and quality ofrggn@nd, where possible, from
alternative sources has become an urgent issueypary for those countries that do
not possess sufficient own resources. The Euroffaan also isn’t an exception.
Outlining its ultimate objective as political union the form of a federal state, this
organization, the number of countries which haveaaly reached 27, in dire need of
energy imports, and this dependence has, overghes ywill grow. The import of gas
will increase because consumption of EU countrgemcreasing year by year. Some
EU members only began to develop own gas infratrecand that only increases the
need for accusatory new sources of gas. The alteena further complicated by the
fact that the core of the EU gas come from Rushm@ugh GAZPROM and

dependence on the supply increases. (Roberts,2004)

One of the main alternative sources of gas from @aspian basin countries:

Turkmenistan, Kazakhstan and Azerbaijan. AlreadgrBaijan gas from Shahdeniz
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deposit has become available to the markets of eprkfter the opening of Baku-
Thilisi-Erzurum or Southern Caucasian pipelines I8lso planned that gas from
Azerbaijan will be pumped to Greece, and from therdtaly. One of the pipeline
projects planned by EU countries for the transifrom the coastal countries of the
Caspian Sea to Europe is the Nabucco pipeline.géisepipeline about 3,300 km for
the purpose of supplying natural gas to Europel, bél held across the territory of
Azerbaijan, Georgia, Turkey, Bulgaria, and thenHiengary, Romania to the final
destination in Austria. The cost of the projecestimated at approximately 5 million
Euro, as of this amount may increase. The construcf the pipeline is scheduled for
the year 2008 date of the commissioning pipelinethis year 2011. Originally
scheduled to ship 16 billion cubic meters of gas ymar this pipeline then will be
bringing to increase a capacity up to the 30 billy the year 2020. The development
of the project will be responsiblities of such canjgs such as Austrian OMV,
Hungarian MOL, the Turkish Botas, Bulgarian Bulgaggand Romania's Transgaz.

(www.nabucco-pipeline.com, 03.05.2008).

The Nabucco will be linked on the Turkish territamyth such lines as Tabriz (Iran) -
Erzurum (Turkey), and Baku-Thbilisi-Erzurum. Turkmemd Kazakh gas will be
transited to Azerbaijan by another planned Transp@a pipeline. Gas from this
pipeline will feed into Southern Caucasian pipelindich capacity is planned to be
increased by 80%. This project has similar titithihe name of the Babylonian king
Nabucco, more known as Nebuchadnezzar, which expdéiie Jews from Babylon.
Subsequently, the Italian composer Verdi wrote aperaccording to the explanation
of this Biblical tale, which first time appeared tre scene in the famous theater in
Milan alla Scala on March 9, 1842. Upon the steamgme, in region which had
nothing to do with this historic event or with theeat composer, the major task of this
pipeline is— to decrease GAZPROM influence in tloaitern part of the EU. If
conditions will be suit, project will be realized & was planned. But there are many
things that may hinder this proposed project. lnfilst instance, the early realization
of this project the most realistic seen is thatgheeline can be filled only gas coming
from Azerbaijani fields, and then on condition tkta¢ capacity of Southern Caucasus
pipeline would be increased. There is a little htgpethe gas coming from the Tebriz-
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Erzurum branch, since Iran is not sufficiently ablie partner for the supply of gas to
Europe, because of political reason. In additican) klso need for additional supply of
gas, which it imports from Turkmenistan. Iran hasaapital to invest in developing
own fields. And despite the fact that the countag lthe second largest after Russia,
this year it has been forced to reduce the supptjas to Turkey in order to meet its
own needs. Not all smoothly with the transit of frurkmen and Kazakh gas through
the Trans-Caspian pipeline to Baku. The project $ageral negative aspects. The
pipeline, estimated at 30 billion cubic meters ak gper year at a cost of 5 billion
dollars has been proposed by the United State®%6.1n 1999, the USA allocated
750,000 dollars for the government of Turkmenigta®nter into a contract with the
General Electric Company and Bechtel Group Studgibelity study of project. Then,

the project was delayed for several reasdibsakimov, 2007)

Firstly, Russia and Iran, two countries that trams@urkmen gas, expressed their
protest of the construction of a pipeline under thaspian Sea on the grounds
unresolved issue on the status of the Caspianr®@karevironmental concerns. Another
reason is that the relations between AzerbaijanTamiimenistan strained because of
the disputed oil field, located on the maritime bdary between the two countries.
Finally, after the exploration Shahdeniz field tie Azerbaijani sector of the Caspian
Sea, Turkmenistan refused Azerbaijan request ® dfilBon cubic meters capacity for

the transit of own gas from Shahdeniz via Trangp@aspipeline (Ibrahimov, 2007).

The Status of Caspian Sea is not resolved tilldais and disputes between Azerbaijan
and Turkmenistan still existed. However as bothntoes revealed an thaw. President
Berdimukhamedov had a telephone conversation widisiéeent Aliyev. In addition,
the Deputy Foreign Minister of Azerbaijan Araz Aznwcalled on the EU to lift the
sanctions imposed on Turkmenistan and buy Turknasndgectly rather than through
Russian companies. Thus, with such initiative tl@ ¢duntries may reach security

issue and alternative supply of gas to their owrketa.

Despite the encouraging in relationship betweemtaas, developments to the level

of the relationship and understanding is much rem&b be done. In addition, the
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construction of the Trans-Caspian pipeline is pliaagproximately between the period
of 2012-2016, in other words after the impositidnNabucco, that may bring an

additional risk in the financing of the project. tine case of availability of problem

with the construction of the Trans-Caspian pipelWéestern countries will have to

hope largely on the supply of gas from Shahdertizeravise invested 5 billion Euros

can be put away. But even the implementation optpeline still is a risk, because the
real explorated gas reserves in Turkmenistan isonk. Moreover Turkmenistan had

responsibility for the long-term contracts with Riasand China on the delivery of

large quantities of gas in these countries. Andhis case, the question is whether
Turkmenistan has additional quantity of gas fonsgortation through the Caspian
pipeline? (BSEC, WG on Energy, 2007).

In all of these situations only Azerbaijan couleélfenore relax, which in the case of
these projects will be a transit country and aatiexmew routes for the export of its
own gas to Europe. However, even in this case, Fs@n will provide only political
support, without any investment of own capitalpinject implementation. Therefore,
the determination of the EU to translate theseegotsjwas surprised and delighted,
because their implementation would require an imatedolution to the raised issues.
If the EU knows how and what to do and have a ghan of action one is will a true:
some powers will be strongly irritated.
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CHAPTER 4: A COMPARISON OF EU AND TURKISH FOREIGN
POLICY TOWARDS THE SOUTH CAUCASUS

4.1.Similarities

This thesis compares EU foreign policy and Turkaieign policy in South Caucasus
within the context of energy, transport, and seagunas. | would like to enumerate
these issues under the framework of EU-Turkeyiorlat the EU policies towards the
South Caucasus and their impact of Turkish ForBigiicy. | will focus on similarities

and differences of EU foreign policy and Turkisheign policy. The first issue that
has been taken into account is; Security PercemifoBU and Turkey towards the

South Caucasus that is related to the ethnic ctsifienergy and transport corridor.

As known; Turkey is a candidate country on the wa¥U membership, which will
begin accession negotiations by 03.0ctober.2005tdaacn associate member of EU
since 1963 as well as member of NATO since 1952relher Turkey is an associate
member of the WEU.

In terms of the EU’s viewpoint about Turkey, 1998Is¢inki Summit was a turning
point since Turkey was given a candidate statughWhis decision the traditional
“security consumer” perception of Turkey was repthdy “security producer” assets
of Turkey. In general, Turkey wants more partidigatin the foreign and security
matters of the EU; it wants full and equal parttipn in decision-making processes of
EU. However Turkey maintains that, as a non-EU geam NATO member. As stated
above before Helsinki decision, only negative dffeaf Turkey to European foreign
and security policies were considered, but by gjvoandidate status at Helsinki
Summit of 1999 Turkey’'s possible contributions 8P were also considered.. On
the other hand Turkey, as a non-EU European NAT®lbee, is an asset to European

foreign and security process since EU still neeA3 ® in the military sense.

The instabilities in the South Caucasus may brieny security headaches to the Union

and to Turkey’'s approach towards the region. Tlaeeas pose security challenges to
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the EU and Turkey in terms of WMD, illegal traffiog of drugs and people and
terrorism. The significant rate in migration issiheough Turkey to Europe has been

seemed up to date because of the unemployemesetlamd disputes.

With the construction of pipelines; this issue baen on the agenda again. To secure
these pipelines is being necessitated the partipebgitween Turkey and EU. Besides
these circumstances Turkey can make important ibotions to the CFSP/ESDP in
the sense that with its huge population and econg@uiential, Turkey can contribute
to the EU since Europe is getting older and thesdrieuman resource more than ever.
Because of the Turkey’s dynamic presence in théhSGaucasus region EU can use
this as an asset to become a more influential gkodiar.

Energy is other important issue that has been sssrli EU imports approximately 60
percent of its energy needs from Turkey’s neighigpriegions and attaches utmost
importance to secured access to these resources Thrkey's location at the
crossroads of major new energy transport projemsswell as the Turkish Straits
linking the Black Sea and Mediterranean elevatesk@yjuto a vital position in the
Union’s energy strategies. In addition EU is uncortable with the notion of Russia
being a major supplier. Thus, EU officials havetsthto probe for alternate sources.
The easiest solution, at least on paper, wouldapeing into the large oil and gas
reserves in Central Asia and the Caspian regiometiuing in which Turkey would
play a central role. But since the EU lacks a edifenergy policy, efforts to pursue
Caspian Basin supplies have lagged. After BTC anatfSCaucasus Pipeline projects
the another new line for energy transport has beererged; Nabucco As an
indispensable link between a region with 70 % ofldis oil and gas reserves and EU,
the biggest consumer. This link is taking shapeiqdarly in Nabucco pipeline
project which has emerged as an answer to EU’'s quesach the energy resources of
Middle East, Central Asia and Caspian regions. 8sge@ to be in operation by 2012,
Nabucco line will carry 31 billion fof gas to Europe per year. While it makes a
reliable alternative to Russian gas for the EUggiwuts pivotal role in the project, it

will turn Turkey into a Eurasian energy hub. Evethere were no actual flow of gas
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through the line, the mere presence of Nabucco dvpush Gazprom to offer more
competitive prices to EU countries

On the other hand whether or not Turkey remainggular transit country or acts
similar to Russia’s Gazprom for instance buying gasap from the east and selling it
at double the price to Europe, will largely depemdthe EU’s willingness to accept
Turkish membership prospects. Turkey's strateggstéblishing itself as a transit hub
for natural resources is a key component of itereffto join the European Union.
Some 800 years later, modern Turkey is once aggingtto take advantage of its
strategic location, only instead of caravansamssthe inns were called, it is building
pipelines. Instead of silk and spices, the chiehemdities moving from East to West
are oil and natural gas. For strengthening Turlishenergy cooperation, energy is
the potential for joint activity. In the field ofnergy sphere; we can say that Turkey

needs the European Union and the European Uniafsriagkey.

4.2 Differences

There was another question has arosen on Turkislxg€dda besides similarities of
EU foreign policy and Turkish Foreign Policy towardthe South
Caucasus;”ArmeniaTurkey needs to enter into a new era of relatioitb Wrmenia.

A policy which supported a solution to the Nagoiarabakh problem, a healing of
the armed clashes between Armenia and Azerbaijannsallation of peace in the
Caucasus, an opening up of the region to the warttito the West would be in every
sense to Turkey's own advantage, which is why Tunkeeds to start diplomatic
relations with Armenia, open up the borders betwtentwo countries and begin
playing a constructive and influential role in @aucasus. Just as a Turkey pursuing
dialogue would weaken radical nationalist factiosyould also switch Armenia's
own "policies of balance" into a Western-orientedther than Russia- and Iran-
oriented, trajectory. Just as Turkey could useotilihe possibilities lent to it by its
relations with the EU in dealing with Armenia, axnapproach to Armenia would also
weaken the European right, which wants to use tineefiia matter to block Turkey on

its path towards the EU. In addition; Armenia is'&€UEuropean Neighborly Policy" is
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the most successful "partner” of the Caucasus. figtisening of ties between the EU
and Armenia, which overlaps with the sympathy thatEU already feels for Armenia,

causes some to think that Turkey will be influenbgdhese changing balances.

The closed border between Turkey and Armenia isindtihg factor for the
development of TRACECA. It appears that both smaéksbenefit The closed border
between Turkey and Armenia is a limiting factor tioe development of TRACECA. It
appears that both sides will benefit from a Turkdgimenian rapprochement. From the
viewpoint of Armenia, as the country is landlock&dwill be able to establish its
connection with the Black Sea, which is with Euroieough Turkey. In other words,
the most effective way for Armenia to solve its meamic problems and be open to the
West, is through a approchement with Turkey. Thishe most secure, cheapest and
shortest way out for Armenia. The country’s fuld@pendence from Russia and its
close relations with the West will be possible tluéhe good relations it will establish
with Turkey. As for Turkey, it will be able to ebleésh connections with Central Asia
and circumvent the activities of the Armenian Daspby establishing good links with
Yerevan. In conclusion Turkey also wishes to hasedgrelations with its neighbours.
The re-establishment of diplomatic ties with Arngeand the lifting of the economic
embargo will benefit both sides. Turkey has donatwhneeded to in this situation
and the rest depends largely on Armenia. Ankaraydwnade sure it left doors open
for rapprochement with Armenia. Ankara refuseddtaklish full diplomatic relations
partly because of Armenia’'s war with Azerbaijant lalso because the Armenian

government did not recognise its borders with Turke

4.3. Analysis

In this conclusion part, it was summarized somelifigs in relation to the the EU
candidature and membership and the place of Tuskiiyn this picture. Firstly it was

touched upon the similarities and differencies leetwTurkey and the EU towards the
South Caucasus.
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In this context, security and stability of the So@aucasus region are important for
the EU. The Southern Caucasus has severe problaitisgmo be solved. First of all,
the region is crowded with external actors. Theiaegwitnesses the conflicting
interests of the neighbouring countries on the loered and of the external powers on
the other hand, thus making it even harder to éshalstability in the region. Its
geographic location makes the region a natural wiorior trafficking, smuggling and
all kinds of organised crime. In this respect, &md of destabilisation in the region

may have an impact on the security of the

European Union. Also, the continuation of the ‘®ozconflicts’ in South Caucasia
jeopardises Caucasian security, prevents a unéggonse from regional states against
outside threats, and prevents the development agperity, democracy, peace and
stability. The EU and its member states seek ecanahjectives in the South
Caucasus. The South Caucasus represents a mi@wn ofghe broader Caspian region
and can consequently be considered an importaatfarehe EU facing new energy
needs, with a view to attempt to diversify its gyesupplies. Due to its geographic
location, at the extreme edge of Europe, the S@aticasus could assume a key role
of an energy corridor and direct trade channel betwthe East and West. Therefore,
resolution of frozen conflicts can be seen as aeprasite for securing energy export
routes. Georgia and Azerbaijan are willing to in&g with the WestHowever
Georgia has a long way to go for EU membership.rdaigan and Georgia cannot
fulfil the requirements of rapprochement with thes¥/without solving the problems
of Karabakh and of South Ossetia and the Abkhamiél@ms, respectively. Also,
solving these problems will improve the integratafrthe regional states, the opening
of borders, and possibilities for cooperation. Deraoy and human rights should be
promoted. Eradicating corruption, strengthening thie of law and human rights,
alleviating poverty, are the directions toward whibe countries need to channel their
attempts. A compulsory condition for ensuring digbin the South Caucasus is the
promotion of co-operation between the states of ttsoBaucasus. Within the
framework of the question, what can the EU do tmnmte cooperation in the region?.
Turkey may provide an important contribution to t8d. Turkey, which has strong
political and military ties with Georgia and Azeijaa, works for the creation of an

91



atmosphere of stability in the Southern Caucasdsf@anthe improvement of regional
cooperation. The Black Sea Economic Cooperation2géBSEC), the Baku-Tblisi-
Ceyhan (BTC) and Baku-Thblisi-Erzurum Natural Gagelfhe projects, are all works
aimed at this end. The projects on energy and rdmesportation routes which are
planned to go in the East-West axis and to croskejuwill improve relations
between Europe and the regional countries and amititribute to the linking of the
regional countries to the West. Also, Turkey is iamportant country to serve as
negotiator between the Abkhazians and Tblisi d&# good relations with Tblisi and

as it hosts many citizens of Abkhazian origin

With the full membership of Turkey to the EU, therders of the European Union will
reach the Caucasus. This development will cregdeséive value for the atmosphere
of stability and security sought in the region. Bthreless, stability in the Caucasus is
not just a regional issue. Unless there is stghilitthe Caucasus, it will be difficult to
have stability in Europe. It is an undeniable f#uat the efforts of the regional
countries are of the utmost importance in the distabent of regional stability
through foreign political and economic aid. Georghamenia and Azerbaijan should
expect no miracles. The long-term future of thetB&aucasus depends very much on
increased intra and extra regional co-operatiohthkée should give up their efforts to
solve their security problems separately. They oanouild their security and

prosperity at the expense of decreasing the sgand prosperity for others.
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CONCLUSION

In this conclusion part, it was focused on thead#hcies and similarities between EU
foreign policy and Turkish Foreign policy towardeetSouth Caucasus in the case of
energy. It was evaluated the impact of EU policrethe region on Turkey’s foreign
policy toward the region. Aftermath the Cold Wahng tindependency of three new
states and new developments has arousen in thenrei first a new region has been
emerged in the map. With their independencies;gndransport and security issues
has taken place on the agenda of EU and Turkeyc®hstruction of the pipeline and
transportation projects have made ties with EU auakey. Furthermore Turkey can
be seen as an alternative choice especially onggnissues. Their interests and
objectives in terms of stability are close desfie disparities of their tools in foreign
policy. Turkey’s geopolitical location is vital fahe transfer of the natural resources of
the South Caucasus t and the Central Asia to Eutoeddition to the pipeline of the
Baku-Thilisi-Ceyhan pipeline, The South Caucasugelme is important for the
transfer of natural resources. The developmentsaipast several years have made the
importance of energy security obvious. With thengsdemand and prices, and the use
of natural resources by Russia as a weapon ingioolicy, as in the case of Ukraine,
the security of a constant supply of natural resesifor Europe has become one of the
most important issues on the European agenda.rfiperiance of the security of the
energy supplies for Europe and the position of @yrkere have been stressed by
several politicians and academics in relation ® plossible contribution of Turkish

membership to the Union.

EU has regional policies as ENP, TACIS, PCA and TEEA. EU has provided

technical assistance to the Newly Independent Stateler the framework of TACIS
programme. TRACECA and INOGATE are in the scopeT®&CIS programme.

TRACECA is aiming at improvements in trade and sport along the Europe -
Caucasus - Asia Corridor through stimulating theperation among the participating
states for trade development in the region, stfergand modernise the institutional
dimension of transport; provide for integration acohesion of the infrastructure

networks; strive for establishment of the sound timddal freight transportation
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chains; support exploiting of the full potentialaf transport obtain secure funding; to
maintain safe, secure and sustainable transpartghimcess. INOGATE is an
international energy cooperation programme betweerEuropean Union, the Littoral
States of the Black & Caspian Seas and their neigtitig countries. The aim of
INOGATE is converging energy markets on the baste®EU internal energy market
principles taking into account the particularit@sthe involved countries; enhancing
energy security by addressing the issues of enesggorts/imports, supply
diversification, energy transit and energy demasdpporting sustainable energy
development, including the development of enerdiciehcy, renewable energy and
demand side management; and attracting investnemards energy projects of
common and regional interest. Both programmes ased on developing relations
EU-South Caucasus in fields of transport and endrgym another perspectiviie
EU has financed these rehabilitation programs & $outh Caucasus, contributing to
revivals of the regions affected by conflicts aneating conditions for confidence
building. Since, the EU is not directly engagedmediating conflict settlements in the
South Caucasus, but its efforts are realized thratber, largely economic, tooléfter
the last EU enlargement in 2004 and 2007, the casnof the Southern Caucasus
states have got common border with the EU through Black Sea. Enlargement
forced processes and brought a question aboutwiolip relationship between
neighbors. Thus, a new mechanism New NeighborhabddyPhas developed by the
EU. The model of rapprochement the ENP aims at loglksflinctional integration, which
offers alternatives for strengthening cooperatiatheut full membership. On the other
hand,The European Neighbourhood Policy contributed sodignificant upgrading of
the relations between the European Union and thehSBaucasian countries. While
this step is perceived as a beneficiary outcomaliothe countries of the region, the
EU-related aspirations of Georgia, Armenia and Bagan differ to a considerable
extent. Georgia is on the border between of Europe and,Astween former centers of
empire like Turkey, Russia and Iran between denticgrautocratic and theocratic forms
of governance and literally in a sandwich of tesor, between the North Caucasus and
the Middle EastGeorgia has outlined its EU membership goals. Aiemshares these
membership-related expectations, but is more cha¢fevaluating a variety of factors
connected to this step. Azerbaijan is generallycam@ing the enhanced cooperation
process, but attaches lower importance to it thsuSouth Caucasian neighbouirs.
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addition, Armenia and Azerbaijan may have the sasssons and stimulus but the

existing realities as conflict in Nagorno-Karabkiddigh dependence on "Russia's will"

especially in case of Armenia impedes to expressesaspirations with the similar
strength.These trends show that by including Armenia, Aagam and Georgia in the
European Neighbourhood Policy, the EU took a regioather than individualised
approach. By doing so, the EU sent an importantsages that it was committed to
support the Southern Caucasian countries on tleitertowards building stable
societies based on democratic values and ther&docentribute to the peaceful and
prosperous development of the region.

There are some questions that have been arosem d&l-Armenia-Turkey relations.
First question is related to the closure of Armehigkey boundary, second is about
the Nagorno-Karabakh conflict and Turkey's approadhird is related to the
historical issue, deportation of Armenians from @k&oman Empire. The persistance
of problems between Armenia and Turkey will hinderkey’s accesion to EU also
Armenia’s inclusion in regional cooperation oppuities. It is leading Armenia to
isolation and risk for international security. Turkey’'s unddional support for
Azerbaijan in its conflict with Armenia and the esolved status of conflict in
Nagorno —Karabakh are also making it difficult fturkish-Armenian reconciliation.
Political pressures from the Armenian diasporaoime European countries can not be
ignored. Besides these circumstances, what is Efdigce on this issue? The European
Parliament resolution on the opening of negotiaianth Turkey in 2005, makes a
reference in its introduction to its previous regioins about the Armenian Question.
EP resolution is expected to become an issue ik€lig accesion process since the
adoption of the Acquis by a candidate state induddoption of all acts, legally
binding or not within the EU framework. AdditionalTurkey will have to adopt the
PCA signed between the EU and Armenia. These galliind security concerns will

proceed to affect Turkey’'s accesion process.
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APPENDIXES

APPENDIX I: The Energy Questionnaire of Armenia

The Energy Strategy of Armenia was developed onbthsis of the concepts of

Sustainable Development. The Strategy is aimedrtisve following goals:

* Achieving sustainable economic development in Aniaen

* Enhancing the energy independence and securitjhhefcountry, including

diversification of imported and domestic energyoreses;

* Ensuring efficient use of domestic energy resouraed development of

renewable energy sources and energy saving.

* Development of nuclear energy

Intensification of regional cooperation in enesggtor.

These goals can be classified under prominent it&mnst item is related to “Security
and Stability.” The energy security loss is a sabg great risk for the country, which
is situated in complicated geopolitical zone, kart dll that, keeping its political and
economic stability.What will be the impact of engsgcurity loss on social-economic
life of the country could be assessed by the bittgrerience gained during the energy
crisis in Armenia during 1993-1995.

Armenia is almost completely dependent on impoeeergy. It does not have any oll
wells, gas wells, or refineries. There is also aal roduction. The only domestically
produced primary energy is electricity from the toglectric plants and the single
nuclear power plant. A special aspect of securimgy@y safety issue is the reservation

of high risks for owners
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of existing TPPs as well as for potential invest@raing to construct the new ones.
Such risks are caused with the absence of gasptretaion pipelines diversified by
supply routes of natural gas, and limited transimmssapacity of the single pipeline in
operation, passing through the territory of Geargji@e construction of the first phase
of Iran-Armenia gas pipeline (to be completed bg/éhd of 2006) and commencement
of Yerevan Combined Cycle Co-Generation 200 MW Rqgul@nt construction project
are the main important steps undertaken by the Bowent of Armenia in this

direction.

In the meantime, taking into consideration the ingoace and sensitivity of securing
the energy safety for Armenia, a high emphasisivergon the development of the
own renewable energy sources, such as hydro, veioldy and geothermal energy.
Two funds for construction of small hydro power mika and the development of
renewable energy sources have been establisheduagdssfully are advancing, 2.6
MW wind power station was put in operation in 200%e results of geothermal
investigations were presented to the World Bankafoproval and earmarking grant
funds from Global Environmental Fund for drilling @ pilot well for the construction

of geothermal power plant.

Reconstruction and modernization of the Abovian gfasage (by constructing at the
first stage two modern compressors with total ougful,2 min cub.m/day, and at the
second stage the compressor workshop will be exquhbg 4 units with total output of
2,4 min cb.m/day) providing an excellent opportyiior securing seasonal and daily
reliable gas supply for internal needs. If EC wshow interest in gas storage
enlargement project, it will allow implementing nisportation of hydrocarbons from

region to Europe in future.
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a) Ensuring freedom and security for all modes of hydocarbon transport also

with respect to international commitments

b) Ensuring diversification of energy supply and trangort routes:

Analysis and assessment of opportunities to difyersupplies, achieve regional
integration are a critical element of Armenia’s EyeSector Development Strategy.
The projects on rehabilitation and modernization Edéctricity Transmission and
Distribution Networks have been successfully impmabted and are being continued by
the financial assistance of international and fai@norganizations. It is planned to
fully complete the transmission of HV network reltigdtion and implementation of

the projects on improvement of interconnectionfiwiggighboring countries.

Armenia is heavily dependent on gas and oil impfvdsn Russia. Attempts to supply
diversification are hampered by the interruption emfonomic relations with two

neighbouring countries; Azerbaijan and Turkey).

At present, a comprehensive Development Plan fogrdgn Sector, based on the
Energy Strategy, has been elaborated with thetasses of the USAID. It should deal

with consequences of an early closure of the ANR® should address reasonable
level of security of the energy sector, includingedsification of energy resources

supply by routes and types and the developmergrswable energy sources including
energy efficiency and energy saving.

The Energy Sector Development Action Plan with stasce from TACIS will be
completed in 2007. It should deal with decommissignstrategy, as well as

development of appropriate normative documents.

However, when the ANPP is closed, Armenia will lcs@ important element of
diversity of its current energy supply. Therefamdterating its position concerning the
issue of shutting down of the ANPP, the Governmanthe Republic of Armenia

considers construction of new nuclear units asrategjic goal for maintaining and
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strengthening our energy security and independeAoe. in the near future, we

suppose to initiate the development of technicakhemical grounds for the

construction of new nuclear power units in longrtgrospects.

1. LEGISLATION AND REGULATIONS

a) Strengthening the rule of law on energy relatedssues

i. By ensuring a level playing field of rules foall BSEC M/States

il For energy operators

The energy system of Armenia has passed througficulif reformation and

reconstruction.

In the result of power sector restructuring thetically integrated power system have

replaced:

» 5 generation major plants and more than 39 smakig¢ion companies;

* Transmission company (220 kV network);

» Distribution company(0,4-6/10-35-110 kV network);

» Dispatching Center (operator of power system);

+ Settlement Center;

» Construction, installation, repairing companies; et

» Scientific-research and design institutes.
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The gas industry was re-structured when Armeniah Rnssian joint venture called
ArmRusGazprom was established in August 1997.

Energy sector state policy is carried out by thev&doment of the Republic of
Armenia, on behalf of the Ministry of Energy of RAnd by the Public Relations
Regulatory Commission.

The most important piece of legislation dealinghwiithe restructuring of the energy
sector is the Energy Law. The scope of the regujaotivity includes tariff regulation
in the power, thermal and natural gas sectors medding in the energy sector for
production, import, transmission, export and dittion of electricity, thermal energy
and natural gas aiming to balance interests ofuwtoess and licensees, formulation of
equal terms for the activity of licensees and dbation to formulation and

development of competitive market.

Energy sector regulations in carried by the Comimissvhich is acting on the basis of
authorities submitted by the Law and is independeithin authorized limits. The
commission can’t be liquidated or its authoritie®’t be changed without appropriate
changes in the Law. The Commission consists of Binees. According to submitted
by the Prime Minister candidates, the PresidentRéf adopted the members of
Commission for 5-year period on principle of annmaahtion.

The legislative acts of the Commission can be dppday court. Tariffs established by

the Commission and are not a subject to be appealeltanged.

The Energy Sector Development Strategy of Armeraa been adopted by the
Government of Armenia in June 2005. The primaryeotiye of the mentioned
strategy is to formulate strategic goals for theellpment of the energy system in
Armenia till 2025. It aims to identify the avenuesachieve those goals, based on the

principles adopted by the international communitydustainable development.

The Strategy is aimed at the resolution of theofelhg primary problems:
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Providing reliable energy supply at low rates tosfathe fundamental needs
of all customers, while enhancing energy consesmatiinput of energy

efficient technologies in all branches of economy;

Avoiding methods of importing the primary sourcéstt might expose the
security and economy of Armenia to events withtmall impacts beyond the

control of the Republic of Armenia;

Ensuring the safe operation of the ANPP to timésasnergy can be replaced
with adequate advanced base-load capacities amndeissioning can proceed

without unacceptable economic and energy secumpacts;

Ensuring sustainable energy supply, based on theiples of sustainable
development and in compliance with the internatiorevironmental

commitments of the Republic of Armenia;

Creation of an electric energy system that is expented and generates high

added value.

b) Liberalizing energy trade and eliminating trade barriers also in relation to

WTO rules and regulations

Armenia has a very liberal trade regime with nceign exchange controls and has

acceded to the WTO. However, the benefits of adibeade regime are partly offset

by high transaction costs arising from an insuéinti transport infrastructure,

shortcomings in customs procedures, and the trambddde imposed by some of its

neighbours.

c) Creating an environment attractive to foreign irvestment

The Armenian Government is strongly committed toaat foreign investment. It has

made important steps in creating an attractive aad-discriminatory investment
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climate, including the establishment of a “one-sthpp” agency to facilitate inward

foreign investment. Foreign companies are welcoménvest in any sector of the

economy and are entitled to no less favourabldgnreat than domestic enterprises.
The Armenian legislation provides the same legargntees and protection for foreign
business as it does for its own citizens and bgsg® Foreign investors have the right
to establish any form of enterprise. Foreign investare protected against political
risks. This includes a temporary guarantee agaagsslative changes, and access to

international attribution. Large-scale privatizatioffers additional opportunities.

Armenia has ratified the New York Convention on &gation and Enforcement of
Foreign Arbitral Awards and adopted the Law on 'i&diion Courts and Arbitral

Proceedings".
Armenia is a member of the International Centre tfog Settlement of Investment
Disputes (ICSID). It gives additional confidencddeoeign investors by providing for a

quick, effective and qualified settlement of invesnt disputes.

2. ENVIRONMENTAL PROTECTION

a) Promoting environmental protection

i. Applying environmental standards

il Promoting renewable energy sources and technologies

Armenia has acceded to important international eatiens, concerning to energy

sector, investments and environmental aspects:
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» United Nations Framework Convention on Climate @eafentered into force on
21 March 1994) — Armenia has ratified,;

» Kyoto Protocol (adopted in Kyoto and closed fomsiyire on 15 March 1999) —
ratified by Armenia;

» Convention on Long-range Transboundary Air Pollti@ntered into force in

1983) — Armenia has ratified the Convention;

* Montreal Protocol on Substances that Deplete thenQayer (entered into force

on 1 January 1989) — ratified by Armenia;

» Basel Convention on the Control of Transboundaryvéfoents of Hazardous
Wastes and their Disposal (entered into force oMd&y 1992) — ratified by

Armenia;

* Convention on Environmental Impact Assessment ifiransboundary Context

(Espoo, 1991) — Armenia has ratified the Convention

The absence of organic fuel forces many countagsut emphasis on development of
renewable energy sources on the basis of the ¢taliey for energy sector.

Particularly, the similar situation arose in Armeemwhere along with the establishment
of freedom, came up the necessity to develop tteenative capacities and partially

decrease the dependence from the imported hyd@cduiel.

For renewable energy to fulfill its potential thelipy framework needs to be
supportive and in particular to stimulate incregsaompetitiveness of such energy

sources, as well as make it more attractive fagifpr investments.
Renewable Energy Certificate System is not appliedArmenia, meanwhile for

stimulating the development of domestic energy ussss by the Article 5 of the

Section 2 (State Policies and the Energy Sectaf)ef.aw on Energy of the Republic
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of Armenia a highest priority in the Energy Seasassigned to the utilization of the

domestic energy resources:

a) All electricity (capacity) generated at small hygr@wer plants, as well as from
renewable sources of energy within the next 15sy&@m the date of coming
into force of the electricity (capacity) licenseaBtbe purchased pursuant to the
Market Rules of by the Article 59 of the Section “Ttansitional provisions”

of the same Law and the amendment made in 2006, and

b) provisions made for supplying Hydro Power Plantghwgufficient volumes of
water in order to generate the planned amountdeditiicity: the Government
of RA has been issuing respective Decrees withmadiths, which has been
setting procedures for providing guarantees forgitarm supply of the

estimated amount of water essential for power gdioer at hydro power plants

In the end of 2004 Law on Energy Efficiency and &eable Energyas adopted.
This law creates additional favorable conditions tee development of renewable

energy.

The Public Services Regulatory Commission of theuRéc of Armenia has also
adopted a number of regulations in pursuit of tisgaldishment of an attractive
investment climate for the development of renewahblergy sources.

Currently, the necessary legal basis encouragiegl&velopment of renewable energy
is available in Armenia. Adoption of the mentionéaws brings to intensive
construction of small HPPs by private investorsvali as civil works and monitoring
in the sphere of wind power, the economically reabte potential of which is
estimated about 450 MW. The real evidence to abmesmtioned is increase of
financial resources to the mentioned sphere ofggnancluding creation of Revolving
Fund for renewable energy by WB, EBRD and Fund feconstruction and
construction of small HPPs by German Bank KfW.
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A number of projects are carrying out by the finagof USAID, EU, Germany, and

ran.

iii. Applying best practices

The Power and Gas system of Armenia has passedgthmifficult reformation and
reconstruction within last years. The projects ehabilitation and modernization of
Electricity Transmission and Distribution Networks®s well as gas system
rehabilitation and renovation have been succegsfufiplemented and are being
continued by the financial assistance of intermati@nd financial organizations. It has
to be noted on the projects that are already cdethlesuch as “Program of safety,
Reliability and Operational Culture Upgrading of i@ of the Armenian Nuclear
Power Plant for the period of 1997-2000" by theaficial and technical assistance of
the USA and European Commission, the Governmeniuesian Federation, France;
rehabilitation of Argel HPP by the financial asarate of WB, rehabilitation of 220 kV
Vanadzor-2, Kamo and Alaverdi substations and 2dwgggregates of Kanaker HPP
by the loans of Kfw, the WB loan for procurementezfuipment, civil works and
consulting services for the National Dispatchingitée, transmission and distribution
systems; USAID technical assistance for Power ®ysMetering Improvement
Project, etc. Currently, under the framework of diieity Transmission and
Distribution Project the replacement of main equepinof 8 substations/220kV and 33
substations/110kV, design and construction of s $tep of SCADA system is under
way by the financial assistance of WB and JBICisIplanned fully completion of
transmission and HV networks rehabilitation. Amadhg investment projects there are
to be noted the construction of “Agarak” 220 kV whiigearing unit on the border of
Iran-Armenia; the construction of Shinuhayr-Aganpért of Iran-Armenia 220kV

overhead transmission line.
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In district heating (DH) the policy of the Governmias to encourage rehabilitation
(where viable) and the construction of new, modsstems. Small systems have been
deregulated so that no licensing is required anffsare not regulated. This policy
has led to the construction of new decentralized €stems. For larger units, the
strategy is to encourage the establishment of gupphtracts with the housing
complexes, which, however, have limited capabditi® assume payments and

liabilities on behalf of the occupiers.

Fund for renewable energy by WB, EBRD and Fund feconstruction and
construction of small HPPs by German Bank KfW wstsigished.

3. ENERGY EFFICIENCY

a) Improving energy efficiency (gas emissions, tenital standards)

Armenia acknowledges the need to improve energgieficy. Following to State
Policy of the Republic of Armenia in this spheregwL on Energy Efficiency and
Renewable Energwasadopted in the end of 2004. Currently, under elatioan is the
National Program of Energy Saving and Energy Edficly.

The Fund for energy efficiency and renewable enenwgps established by the

assistance of WB, EBRD and other donors (BoardrattEe is headed by the Prime
Minister of the RA).
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“The Agreement for Cooperation between the CIS ttesin Energy Efficiency and
Energy Saving” was ratified by Armenia in 2003.

In this context, several programs aiming at impbenergy efficiency as well as pilot

projects are ongoing.

The projects on rehabilitation and modernization Edéctricity Transmission and
Distribution Networks have been successfully impmabted and are being continued by
the financial assistance of international orgamirest It is planned to fully complete
the transmission and HV networks rehabilitationn§touction of Combined Cycle Co-

Generation Power Plant in Yerevan TPP will be &cgeatribution in this way.

4. TRAINING AND EDUCATION

a) Ensuring capability of professional standards

b) Ensuring recognition of diplomas and certificates

c) Enabling employment possibilities

Armenia already undertakes harmonization of legal eegulatory framework with
that of the EU.

5. EXCHANGE OF INFORMATION
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a) Improving the exchange and dissemination of
energy related information and cooperation in the

best practice

Exchange of information in the energy sector isi@aiarried out under the framework

of bilateral cooperation and cooperation withirem@ational organizations by:

a. Exchange of information in energy sector; seminaasings, conferences, etc

b. Exchange of new technologies and practices, prasens, site visiting, etc.

c. Participation of Armenian experts and specialiststhee international energy

programs;

d. Development and implementation of joint energy paogs and projects.

6. PROMOTION OF BSEC, INTERNATIONAL COOPERATION
AND PROJECT DEVELOPMENT

a) Promoting objectives according to the Energy Charte Treaty and

Protocol on Energy Efficiency

Armenia also undertakes the steps for enteringdpds almost all member states of
the BSEC. The implemented reforms in the countiyjdoot avoid energy sector, too.
In particular, phase-by-phase liberalization ofrggesector is being implemented in
accordance with the principle of European Energgrén and oriented on realizations

of mechanisms provided by the Directives of the EU.
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Complying with main provisions of Energy Charteeadty, Armenia is ready to start
negotiations with all interested party for realiaat of transit of energy carriers
through the territory of Armenia and appeal to partners in the BSEC to give such

opportunity to Armenia.

b) Cooperating with the EU, the UNECE and other interrational

institutions

The policy and strategy is being carried out cuiyein energy sector of Armenia, as
well as the EU Neighborhood Policy follow-up to tingplementation of the balanced
policy in the region related to free access totalsd and gas networks, trade and

transit is in the process.

Taking into account the goals of the United Natidd#glennium Declaration, the
Johannesburg Plan of Implementation and the desabthe Fourteen Session of the
Commission on Sustainable Development promotiomlenafelopment of sustainable
energy strategies is designed for the region ofnBooc Commission for Europe.
Assistance to member countries to improve energyw@sation and efficiency,
particularly in the countries that just recentlydenwvent economic transition; reduce
energy-related health and environmental impactdyuding greenhouse gas emissions;
facilitate the development and implementation oW nenvironmentally-sound and
economically-viable technologies; increase the afsenewable energy resources and
increased number of energy efficiency investmermijeots are designed under the
Strategic Framework for the Biennium 2008-2009/ @sagramme 5: Sustainable
Energy. From that point of view we find expedieatdonsider the possibilities on
implementing concrete pilot projects related to ¢heation of “Clean energy zones” in
several Marzes (Regions) of Armenia. An assistamckactive participation of the UN

experts in the implementation of this project at atages will be highly welcomed.
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c) Interconnecting and establishing compatible energgction plans

i. For electric power systems and in relation to UCTE

Armenia is ready for implementation of concretgst®wards integration to the Black

Sea Energy Ring, both as supplier of basic eneogth¢ region and as a transit
country.

Technical and legal measures are being carriedosdrds securing parallel work of
energy systems of CIS countries under the framewbrllectroEnergy Council of
CIS”.

Armenia had already signed the Memorandum of Unadedsng for Black Sea
Regional Transmission Planning Project, signifyitig acceptance of the terms and

conditions and commitment of the objectives ofhgect.

ii. For oil and gas pipelines as well as with TENs

Upon interest in Abovian gas storage project ands ienlargement an excellent
outlook will be provided for transportation of hydcarbons from region to Europe
in future.

d) Creating a regionally integrated energy market
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Mechanisms of integration in regional energy prigece:

o European energy Charter

0 Black Sea Economic Cooperation

o CIS Electroenergy Council

o Participation in regional projects of TACIS, USAID,
INOGATE.

o Development of bilateral and multilateral economic

contacts.

It has to be noted once more, that skipping ofrtihe and main interests of Armenia in
regional energy cooperation has negative impadeohnical — economic parameters
of functioning of energy objects and infrastructuref regional significance.

Rehabilitation of existing, but not operating gapefines is a real precondition for
development of cheap regional projects on gas ipgeland securing high economic
parameters. Development of cooperation in powetoseaill secure the electricity

supply to region by relatively cheap capacity basisrease efficiency and reliability
of integrated each power system functioning, coteplee Black Sea Power System

Ring.

iii. For electricity
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Current possible production of electricity from geateng capacities of Armenia is
10 billion kWh per year. As noted, the tendencygoowth of electricity demand had
been fixed in international market, the level ofiethwas in average 8.7% for the
period of 2002-2005 at growth temps of generatids?ed per year. The difference
between the temps of growth on consumption and rggae is conditioned by
realization of wide-range measurements towardsirtiprovement of energy system
operating efficiency, and firstly, decrease of t@chl and commercial loses in
network. So, Armenian energy system keeps its statgenerating overstock, at least

in medium-dated outlook.

The main potential of generations is concentratedtheermal power plants of the
Republic of Armenia and, in particular, on Hrazdd®P which was privatized by the
party of the Russian Federation. It's reasonableetoind that exactly the Hrazdan
TPP was conducting the role of supplier of basiwegyan the TransCaucasus United

Energy System before the collapse of USSR.

In modern condition, the work of Hrazdan TPP israhterized by incomplete loading
of installed capacities with conversation it to s@eak zone of the load’s graphics
which brings to significant deterioration of tectalireconomic factors of the station’s
operation. Obviously, the realization of exportfooeign markets of electric powers
generated on Hrazdan TPP is a subject of interett for Russian and Armenian

sides.

Besides, the power system of Armenia is charaddriby the infrastructure of
developed energy networks and presence of the Guenection with all neighbouring
countries. The HV electric networks of Armenia psss sufficient capacity for
transmission of electricity not only for internalrsumer, but for realization of transit

in significant volume too.
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During the meetings of the Working Group on Eneitgyas been repeatedly noticed
that the realization of the project “Black Sea EyeRing” without integration of

Armenian energy system to it, has no reasonabkeseom economic point of view.

Armenia has interconnection with all neighbourigiatries, including BSEC member
states. However, we have to note that from 9 aviailinter Connections only 4 are in
operation at present, including 2 that are workimgadial regime. We repeatedly
declare and declare that the Armenian side is rdadyealize concrete steps for
integration to Black Sea Energy Ring as suppliethoregion of basic electricity and
also as a transit country. The cost of generatemd transmissions of Armenia’s
electricity, including transit are one of the mostnpetitive in the region, which is also

an important factor.

iv. For natural gas

Armenia is a gas consumer country. Armenia hadfecigmtly advanced gas-transport
infrastructure. Armenia was being one of the pregiiee countries all over the world

by its level of gasification in 1980s, constitutimpre than 85%.

The gas supply system consists of main, closed-ldsribution networks and
underground gas storage. At maximal pressure &@MRa, the effective total volume

of the stored gas will be 180 million cub m.
The gas system can be imported from three direstidbeorgia-Alaverdi, Azerbaijan-

Idjevan, and Azerbaijan-Karabakh-Goris. At presemly the first direction is

operative.
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The gas industry was re-structured when ArmeniahRnssians joint venture called
“ArmRusGasprom” CJSC was established in 1997. Stheg, the gas system of

Armenia has been passed through difficult reforamaéind reconstruction.

High growth rates of social-economic activities Afmenia during the last years
brought to the growth of demand for natural gas aledtricity in internal market.

Particularly the growth on natural gas demand hesnbnoted in all sectors of
economy. The growth temps of suppliers of natuea fpr the period of 2002—-2005
was in average 12.25% per year. Full rehabilitatdd gas supply to consumers is
planned to complete at 2007. The high level ofemibns,that is fixed not below
100% over the time of last years, argue aboutieffey of sales policy carried by

“ArmRusgasprom” CJSC.

A special attention is given to Abovian undergrougab storage in the gas supply
sector of the Republic, in view of securing strategas stocks inside country as well
as capacity control by the gas floods dispatchumgng regional gas transport systems
development process. For rehabilitation of Abovianderground gas storage a
bankable Business plan was created in cooperatitnACIS and currently, we are

negotiating with financial institutions.

e) Initiating projects through the BSEC PDF or other national/

international financial instruments
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At present, the Armenian power system successfuligtions in a parallel regime
with Iran and with Georgia in a radial regime, Azajan successfully functions in a
parallel regime with Russia and Iran, Georgia $ntiirn functions in a parallel regime
with Russia, but not regularly. In view of realimat of Black Sea Energy Ring, some
advancement could be reached under the regionglecaiton framework directed to
the rehabilitation and development of regional gparetworks for their parallel and
synchronized work, in condition that Armenia wilktend functioning in parallel

regime with Iran.

Armenian side is ready to discuss the existing et problems mentioned below
with representatives of countries involved and wvapitbvide full support for their

implementation:

o Creation of regional dispatching and control sssj

0 Re-equipment of Armenian and Georgian power systanits RP (relay
protection) and AD (anticrash devices);

o Transition of interconnections with Georgia frondied regime to synchronized
by HV lines Alaverdi-220 kV; Djavakhk 110 kV; Lalxd 10 kV and new 400
kV.

o0 Rehabilitation and modernization of existing intats connections.
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APPENDIX Il : ENERGY QUESTIONARY OF GEORGIA

According to Energy Policy of Georgia, the goalsenérgy strategy have been set out
with the Security and Stability item. Afterwards wtill touch on legislation and
regulation. Third item is related toEnvironmentabtection and Energy Efficiency
(BSEC Working Group on Energy, Energy Questiondrieorgia by the Ministry of
Energy of Georgia 2008).

1. Security and Stability

a) Georgia as a member country of Energy Charteatyrhas a commitment not to
hinder transportation and transit of energy casri@nm its territory. Transportation and
transit of oil and natural gas is regulated by lthev of Georgia on Oil and Gas, the
transportation and transit of Electricity is gowsinby the Law of Georgia on

Electricity and Natural Gas.

b) According to the Basic Directions of the Stat#idy in Energy Sector of Georgia
which was elaborated by the Ministry of Energy oéd®jia and approved by the
Parliament of Georgia in June 2006, the highesiripyi directions of the policy to be

implemented in the energy sector are:

- Diversification of the supply sources of enecarriers
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- Minimization of dependency on imported enecgyriers and

- More efficient development of the local enepgoduction.

1. Legislation and Regulation

In June 2006 the parliament of Georgia has adopteéndments to the Law of
Georgia on electricity and natural gas. On thesakithese amendments the existing
structure of the market of electricity has beenngea. Particularly, direct contractual
relations are established between the electricéyegation companies and the
wholesale consumers of electricity. Balancing eleity will be sold through

commercial operator of the system.

The regulatory body sets mariginal tariffs of thengration units. The power plants
with capacity up to 10 MW are free from regulatidie new structure of the market
came into force from September 1, 2006.The Manklesrof electricity and the market
rules of natural gas aim at the establishment efniaximally favorable environment

for attraction of private investments in the sestwirelectricity and natural gas.

2. Environmental Protection and Energy Efficiency
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The ministry of Energy of Georgia has prepared lthev of Georgia on Energy
Efficiency and Renewables. At the same time of Btiyi of Energy of Georgia has
elaborated program for implementation of the en&figient Technologies for 2006—
2012.

APPENDIX Il : The Energy Questionnaire of Azerbaijan

|. Security and Stability

a. Ensuring security and freedom for all modes of hydocarbon transport with

respect to international commitment

One of the main priorities of the domestic and ifgmepolicy of the Republic of

Azerbaijan is ensuring energy security. Being anmtardrocarbon exporter, it is in
Azerbaijan’s interest to deliver its resources selguto the international markets. The
Baku-Thilisi-Ceyhan (BTC) oil pipeline, which is gected to play a crucial role in
delivering Caspian energy resources to the worldkets, was officially inaugurated
on July 13, 2006. The pipeline is being securedbgrbaijan, Georgia, and Turkey.
Furthermore, it is expected that The South Caucgasgipeline to be utilized by the
end of this year. The utilization of the gas pipelwill make it possible to deliver the

gas of the Shahdeniz gas field to the Europeanetsaxka Turkey.
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Azerbaijan is an active member of the Energy Charteaty and works on adapting
its energy legislation to the international standar

b. Ensuring diversification of energy supply and tranport routes

The governments of Azerbaijan and Kazakhstan haesently signed an agreement on
transporting the Kazakh oil to the world marketa the BTC oil pipeline. Moreover,
Azerbaijan is an active party of the INOGATE prdjeaned at transporting Central

Asian energy resources to the European Markets.

As mentioned in the ‘Green Book’ adopted by thedpean Commission, Europe
currently meets its gas demand importing Russiasm @gansidering the inevitable
increase in the European gas demand in coming gearshe possible negative effects
of the dependence on a sole supply source, thebAizani gas will undoubtedly play a

significant role in diversification of Europe’s gaspply sources.

|. Legislation and Regulation

o

Strengthening the rule of law on energy related isges

=

. Adapting a level playing field of rules for all BSEC M/States

N

. For energy operators
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The Government of Azerbaijan is working on adaptatof its legislation to the
international standards. A working group has bestaldished at the Ministry of
Industry and Energy and related proposals will sberpresented to the government.
Energy, Electro-energy, Power and Heating Stati@mg] Investment related laws
currently regulate the said sector.

b. Liberalizing energy trade and eliminating trade bariers according to WTO

rules and regulations

In regard to the WTO membership issue a State Cssiam has been established
under the auspices of the Ministry of Foreign Affaand negotiations are being held in

order to draw the current legislation near to WTanhdards.

c. Creating an environment for attracting foreign investment

More than $21 billion of foreign investment has béevested in Azerbaijan during
1993-2005, of which $16.7 billion has been directedthe energy sector and the
remaining $4.3 billion to the non-energy sectorriby the same period The UK, The
USA, Turkey, Japan, Norway, France and other casthave been the main
investors. The Government of Azerbaijan is takirgessary measures to create a
favorable environment for foreign investment. Thghts of foreign investors are
protected by the “Law on Foreign Investments” arttiep bilateral agreements.
Accordingly, the world’'s biggest energy companiee aurrently involved in

Azerbaijan’s energy sector.
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[1l. Environmental Protection

a. Promoting Environmental Protection

1. Applying environmental standards

In order to better ecological conditions, largelsdameasures are being taken in the
country in general, in the electro-energy sectguarticular. Black oil is replaced with
natural gas at electro-power stations in the pmoégproducing electric and thermo

energy.

Beginning from 1999, the amount black oil in theatenergy usage has been reduced
from 90% to 30%. For they have been using a greaiuat of energy in order to
produce power, Sumgayit Thermo-Electric Stationsl Nand No2 have been
terminated. Instead, special energy economizingemodjas turbine stations (110
MWts capacity at Baku N1 Thermo-Electric StatioAQMIWts capacity at North-State
Regional Electric Station) have been put into op@naduring 2000-2002.

The construction of Yenikend Water Electric Statf@BOMWts), establishment of two
gas turbine facilities (110MWts) at Baku Thermo<dite Station No. 1, installation of
four hydro assemblies at Mingechevir Water Elect8tation, construction and
utilization of a steam gas turbine (400MW:ts) at tReBtate Regional Electric Station,
construction of substations and high voltage dlgttrlines are obvious examples of
the taken measures in recent years. In the naaefatsteam gas turbine (400MWi1s) at
Sumgayit Thermo-Electric Station, two steam gadithes (each 400MWts) at Ali
Bayramli State Regional Electric Station, Tovuz @aElectric Station (380MW1s),
Ordubad Water Electric Station (36,6MWts), and é&vWater Electric Station are
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planned to be constructed and some other smallr\e&etric stations are planned to
be renovated.

As a result of replacing black oil with natural gats*Azerenergy” affiliated electric
stations since 2000, the amount of the waste aimnitbethe atmosphere has been
reduced from 85% to 15%. In another instance, umxaf the huge amount of the
waste emitted to the atmosphere Sumgayit thermaepestations (TPS-1 and TPS-2)
have been terminated. Instead, it is planned astgem facility that would meet

modern ecological requirements to be constructed.

In general, as a result of the consequently takeasnres the amount of the toxic
waste emitted to the atmosphere has four times bieercased. The Ministry of

Industry and Energy is currently continuing relemanrk in the same direction.

As it is known, the change in heat balance dependbat of the atmosphere. Even in
the 1970s it had been figured out that the wasiezirto the atmosphere increases the
concentration of the gases in the atmosphere,,(@H,, N,O and others) and

accordingly results in the warming effect.

A proper extent of the amount of the waste shoeldiétermined by working on new

technological processes and gradually applying them
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2. Promoting renewable energy sources and technologies

A State Program on Use of Alternative and Renewalblergy Sources in Azerbaijan
has been approved by the decree N462 of the Presiflé\zerbaijan on October 21,
2004. The Ministry of Industry and Energy is cuthgrholding negotiations with

international financial institutions and compangs promoting and using alternative

and renewable energy resources.

A Memorandum of Mutual Understanding has been sigmetween the Ministry of
Industry and Energy and Asian Development Bank @operation in the sphere of

utilization of alternative and renewable resources.

Applying wind energy facilities is real and hasraag perspective in Azerbaijan.
In 1999, the Japanese company Tomen installed awers 30 and 40 meters high

accordingly in the Absheron Peninsula and it wasfbout that the average annual

speed of the wind on the peninsula was 7.8-8.1 mps.

The same company has prepared a feasibility stodfg@installation of a wind electro
power station (30 MW1ts) in the Gobustan area.
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Based on the agreements with EBRD, The Evaluatidteaewable Energy Resources
of Azerbaijan was carried out in 2002.

Having carried out the evaluation the technicakptial and the economical potential
of the wind energy have been defined 3000MWT ar@VBA't accordingly.

The Ministry of Industry and Energy have cooperateith a number of foreign
companies on use of the wind energy and begun tk @mjoint projects of two wind
electric facilities (25-30MWt) that will be realideon the Pirallahi Island.

The development of the solar energy usage coukkdble energy problem of some

regions in Azerbaijan.

The Republic of Azerbaijan has a great potentiatarrying out work and achieving
development in this field. Studies show that thembar of sunny days in some regions

of the country reaches 250.
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3. Applying best practices

The Government of Azerbaijan currently works wititernational institutions and
other states for implementing high level standarested to energy efficiency,

environmental protection.

IV. Energy Efficiency

a. Improving energy efficiency (gas emissions, techratstandards, etc)

The Government of Azerbaijan pays a great attentmrdeveloping the energy
efficiency. Accordingly, one of the meetings of tb&l Commission on Sustainable
Development has been held in Baku, from March 2818rch 30, 2006. And the
essential part of the Baku Declaration, which wa@spéed as the final document of the

meeting, was promoting energy efficiency.

Moreover, by the 22/2003 decree of ISO on July@)3 Azerbaijan has become a
member of ISO under the name of AZSTAND
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V. Training and Education

a. Ensuring implementation of professional standards

b. Ensuring recognition of diplomas and certificates

c. Ensuring employment possibilities

The Government of Azerbaijan works with a numbetest and organizations on

increasing training and educational possibilities.

VI. Exchange of Information

a. Promoting the exchange of energy related informatio and best practices

The Government of Azerbaijan keeps the Energy @harBSEC and other

organizations informed of its energy sector.

VII. Promotion of BSEC, International Cooperation and Project

Development

a. Promoting objectives according to the Energy CharteTreaty and Protocol on
Energy Efficiency
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The Government of Azerbaijan is one of the activambers of the Energy Charter and
constantly notifies the charter of correspondenformation based on Energy

Efficiency Protocol.

b. Cooperation with the EU and UNECE, and other interrational organizations

One of the priorities of the Government of Azerbaijs the cooperation with the EU,
UN and other international institutions. Azerbaijzas been included to the European
Neighborhood Policy and forges relationships wittlie framework of the TACIS
program.

c. Interconnecting and establishing compatible energgction plans

1. For electric power systems and in relation to UTE

2. For oil and gas pipelines as well as with TENs
Within the framework of BSEC, calculations are lgeioarried out on realizing
simultaneous work of the energy systems of Azesbaieorgia-Turkey. The
relationships with UCTE are still regulated andlizeal by the CIS Electro Energy

Council via the energy systems of Russia.

d. Initiating projects through the BSEC PDF or other national/international

financial instruments
Azerbaijan, through the Black Sea Regional Energnt&(BSREC), is a party to a

project named “Preliminary study for the developh@BSEC Regional Intermediary

Organization”.
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APPENDIX IV: THE ENERGY QUESTIONNAIRE OF THE REPUBLIC OF
TURKEY

1. SECURITY AND STABILITY

a. Ensuring freedom and security for all modes of hydocarbon

transport also with respect to international commiments

b. Ensuring diversification of energy supply and tranport routes

As it is known that the most important input fovdpment, which is the unique way
to reach prosperity, is energy. Recent surveysatethat the world energy need will
increase by 60 % up to 2030, while petroleum aridrabgas are expected to remain
their share in the total energy mix. In order toeinthis demand approximately 16

trillion $ investment will be needed for this cleadbe.

Parallel to the increasing global energy deman@rgnneed of Turkey has been
growing at a rate around 6% per annum for decadebne with the economic

development and rising level of welfare. At preseatighly 30 % of the total energy
demand is being met by the indigenous resourcese Whe rest is coming from a
diversified portfolio of imports.

Also, located at a crucial geopolitical region TeyKies adjacent to regions possessing
some 73 % of the world’s proven oil reserves and@®f the world’s proven gas
reserves and develops many important energy psojectform a natural bridge
between the energy rich countries of the CaspiagidRe The Central Asia, The

Middle East and the consumer markets mainly locatétlrope.
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Therefore, Turkey’'s energy strategy is set to sppplergy in a timely, reliable, cost-
effective, environmentally sound and high-qualigsis. Turkey has undertaken a new
mission of becoming an energy hub in its regiom.tRis purpose, several cross-border
energy projects have been introduced and execuethrs with ultimate aim of

forming an energy bridge between the producerscandumers.

In this context, the concept of “East-West Energyridor” has been elaborated which
envisages production of energy resources of thé &wab simultaneous transportation
of those to the West through environmentally sourmnmercially profitable and

sustainable means.

Within the concept of East-West Energy CorridorykBy currently undertakes two
major Projects which would serve for the energysgc of the European and world
markets. The Baku-Tbilisi-Ceyhan Main Export Oilp€line Project is the crucial
element of the said corridor which will be carryi®@ million tons per year primarily
of Azeri and partly Kazakh oil to the Turkish Mesitanean oil terminal of Ceyhan.
The Baku-Thilisi-Ceyhan Crude Oil Pipeline Projeathich is one of the biggest
energy projects of the 21.Century, commercially sossioned by realizing the first
tanker lifting from Ceyhan at the end of May 200®I apening ceremony in Ceyhan
on 13 July 2006.

The other Project in this corridor is the Baku-®Erzurum-BTE (South Caucasus
Pipeline) Natural Gas Pipeline Project that is saged to bring Shah Deniz gas to
Turkey officially due to be completed in the lasiager of 2006. The BTE Project is
not only important from the perspective of meetihg domestic gas demand of
Turkey but also in meeting the certain part of fpe@en Union’s fastly growing gas

need, thereby enhancing the security of supply.

While on one hand Turkey develops projects to nteaiwn gas demand on the other
hand, it also envisages to serve for meeting thegaan Union’s increasing demand
by opening several other arteries to the contingat Turkey. With our aim of

transporting natural gas to Europe the two projkatge been developed.
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The first of these is the Turkey-Greece Natural Gg=line Project which is then
planned to be extended up to Italy. Interconneatibthe Turkish-Greek Natural Gas
Pipeline grids is due to be completed in 2006 wsitme initial deliveries. The other
route is the Turkey-Bulgaria-Romania-Hungary-Auwstline which is so called as
Nabucco Project. Studies are well underway amoegréispective institutions of the

Countries for the realization of the Project.

In addition those, we’re also negotiating on thiatesl terms and conditions for the
extension of Arab Gas Pipeline to Turkey with fidaktination to Europe. We believe
that with this project Turkey will further have &ance to enhance its security of
supply together with its partners. Intergovernmienigotiations together with the

technical studies among the respective nationatgagpanies are being continued.

Turkey has signed the Energy Charter Treaty andb&éas applying rules of it.

Energy security is at the top of the agenda forcallntries and Turkey believes the
hydrocarbon potential of Black Sea will complemitre Caspian’s, and will play a key

role in supply security.

Turkey has been making research and studies t@mexpll and gas potential in Black
Sea. Possible oil and gas potential which will egeerithin 2-3 years would certainly
affect oil and gas supplyurkey is determined to find out the hydrocarboteptal of

Western, Central and Eastern Black Sea througmeuatiips. Intensive studies and

operations are continuing as scheduled.

It is important to implement strong regulations afi countries for supporting
exploration in undiscovered areas. Furthermoreiirspaechnology and know-how in
evaluation of unconventional oil is worthy. In tmespect, the role of the Organization

of Black Sea Economic Cooperation is important laeweficial.
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2. LEGISLATION AND REGULATION

a. Strengthening the rule of law on energy related isgs

i. By ensuring a level playing field of rules for allBSEC
M/States

il. For energy operators

b. Liberalizing energy trade and eliminating trade bariers also in

relation to WTO rules and regulations

c. Creating an environment attractive to foreign invesment

Cross-border oil and gas projects, due to longstadces covered, generally in the
order of several thousands of kilometers, requirgehinvestments. Leaving aside the
upstream investments, such projects require invesgtnm the order of billions of

dollars for the midstream. In such an investmeminate, cross border projects

basically require regional cooperation and stabilit

In order of any type of cross-border projects tordmdized, whether it is oil and gas,
there appear many issues to be tackled with. Odeth&overnments are playing a

prominent role which, most of the time, affects pheject decision.
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In broad terms, Governments are supposed to tatessary actions to:

> Create a clear and stable investment regime tlvaices private (domestic or

foreign) investment

» Create a clear and transparent institutional agdla¢ory framework for gas
production, trade and transit, and consumption

> Put in place an effective working framework to ieplent and enforce that

legislation

» Define energy policy favorable to gas developmemd #hat reinforces as
market potential

> Facilitate projects through better understandintyvben sellers, buyers and

transit countries through regional cooperation

In this direction, Turkey has many experiences sasBTC Project and Caspian-
Turkey-Europe Natural Gas Pipeline Project whichmpases the Baku Thilisi

Erzurum Natural Gas Pipeline Project, Turkey -GeeBlatural Gas Interconnection
and Turkey-Bulgaria-Romania-Hungary-Austria Natur&as Pipeline Project
(Nabucco Project)

Especially with the Baku Thilisi Ceyhan Crude Oiip&line (BTC) Project, the
government of Turkey supports and guarantees teetlternational projects. For
example, the security of the pipeline, land andf#tudities are provided according to
Turkish Law by the designated state security farbesther words, the security of the
transit pipelines in all phases of the project immgntied by the State. In addition,
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insurance is also set compulsory unless otherwrswiged in the international
agreements against any likely threats. Therd alge several provisions to facilitate
the expropriation and land registration processegrant exclusive and unrestricted

property rights and also transfer of these righthé property right holders.

In the market liberalization concept, governmeragehvital responsibilities to execute
the necessary legislation. In this respect, Turldlyibutes great importance to
intensifying the implementation of market reformstihe energy sector as well as to
the harmonisation of its energy legislation withe titorresponding European

Communities’ legislation.

In this context, considerable progress has beemewah in the restructuring of

electricity and gas sectors so as to integratgtineiples of market economy.
“Electricity Market Law” no:4628 published in theff@ial Gazette dated March 3,
2001 is enacted to unbundle electricity marketvéats, enable progress into a
liberalized electricity market and provide for fand transparent market regulation.
Similarly, "Natural Gas Market Law" no:4646 to alldor the liberalization of natural
gas market has been enacted and published in flieaOEBazette dated May 2, 2001.
In summary, the new Laws include the following ledgments:

» An autonomous Energy Market Regulatory Authorityyerned by a Board,

» A new licensing framework for market participants,

> An energy market, to comprised bilateral contradistween market

participants,

» A cost reflecting structure for pricing,
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» Eligible consumer concept, eligible consumers tofiee to choose their
suppliers,

Moreover, the Law on Utilization of Renewable EneRgsources for the Purpose of
Generating Electrical Energy was issued officiategge in 18 May 2005.(Law no :

5346) The purpose of this Law is to expand theizatilon of renewable energy

resources for generating electrical energy, to fiieftem these resources in secure,
economic and qualified manner, to increase thersiiigation of energy resources, to
reduce greenhouse gas emissions, to assess wadtesy to protect the environment
and to develop the related manufacturing sectordalizing these objectives.

The Energy Efficiency Law has been drafted and iexpected to be enacted within
2006 to give a new impulse to energy efficiencye Tobjective of this Law is to
increase the efficient use of energy and energyuress for reducing the burden of
energy costs on the economy and protecting the@mnwient. This law comprises the
principals and procedures in order to increase ehergy efficiency in industrial,
electrical power plants, transmission and distidousystems, building, and transport

sectors.

3- ENVIRONMENTAL PROTECTION

a. Promoting environmental protection

i. Applying environmental standards

The oil and natural gas pipeline projects have begplemented according to the
Environmental Impact Assessment (EIA) Reports whack compatible with EU

acquis.
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il. Promoting renewable energy sources and technologie

General Directorate of Electrical Power Resourcasvey and Development
Administration (EIE) has been responsible fromdbgelopment of renewable energy,
particularly solar and wind energy in Turkey sid@82. In the past, the activities were
mainly in the form of research, development and a@estration projects, while the
resource assessment always had an emphasis inattteseges. EIE gained a technical

competency in all aspects of solar and wind energy.

Since Turkey has substantial amount of renewals#eggnsources, utilisation of these
resources in line with the energy policy targetgiven high priority. Turkey assigns

due importance to the utilization of renewable ggesources in the energy balance, in
order to decrease energy import dependency, toowepsecurity of energy supply and

to decrease greenhouse gas abatement.

The objective of the Law on Utilization of RenewaldEnergy Resources for the
purpose of Generating Electricity is to promote tise of renewable energy sources in
electricity generation, to integrate these resauioethe economy in a reliable and
economic manner, to increase the variety of regsyrto decrease greenhouse gas
emissions, to assess waste products, to protecerthieonment and to develop the
related manufacturing industries which is requiedchieve these goals. The ultimate
objective is to establish the necessary legal agdlatory basis for the increasing use
of renewable energy sources without disturbingftee market conditions and system.

The main mechanisms of the Law are;
- Transitional arrangements towards a more conipetibased applications; Any

renewable energy project starting up before 201llr@geive a price for its electricity

output indexed to the average wholesale pricehfeffitst seven years of operation.
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- An obligation for the electricity suppliers to rshase power from the renewable
energy sources up to a level equivalent to at B#sof the previous year's sales.

- Some other incentives for the investment perioduiding land fees, research and

manufacture.

Solar Energy

The aim of the research and development programsotar energy by EIE is to

implement and advance the existing world solar gghéechnology. The broader
objective is to encourage the widespread adoptfotine demonstrated technologies
whenever appropriate within the country, considgtime need for maintaining secure
and competitive energy supplies and for protediegenvironment.

Biodiesel Activities

Promotion studies are conducted for Biofuels likeetmgs, prepared and distributed
brochures and booklets in order to inform mediaofg&ration with the Ministry of

Agriculture and agricultural unions and cooperaive made in order to improve
energy farming. Cooperation with the related instins is realized for the preparation

of legislation about biofuels.

Wind Energy

On the basis of the topography of Turkey, the Aage@ast, Marmara and the East
Mediterranean regions are very favourable locatifmmswind power generation. In
recent years, interest on harnessing wind energydneatly increased with many

resource identification studies and private segtover plant applications.

The Wind Atlas has been prepared and it gives argéidea about the wind potential
of Turkey.
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iii. Applying best practices

iv. Others

Enabling activities for the preparation of Turkeystial national communication to
the UNFCCC has been started in 2005. In this st@y2 emissions reduction
potential in Turkish Iron & Steel and Cement Indydias been studying. A survey
was made in these sectors and specific energy omign values as well as specific
CO2 emission values were determined for the ye29§€,12004, 2010, 2015 and 2020.
By using the total amount of steel production apécffic CO2 emission values, total

CO2 emissions were estimated.

4- ENERGY EFFICIENCY

a. Improving energy efficiency (gas emissions, techeal standards, etc)

According to the results of the energy efficientydges, energy conservation potential
up to the 30% was defined in end use sectors. TdrereTurkey emphasizes on the
rational and effective use of energy and energgeation. In this scope, Ministry of
Energy and Natural Resources (MENR) has been aongrvarious studies in order to
develop the energy efficiency policies and prograamsl to improve the energy

efficiency.
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In Turkey, the rational utilization of energy andeegy efficiency studies have been
carried out mainly by General Directorate of Eleal Power Resources Survey and
Development Administration (EIE) for about 25 yedrRegarding energy efficiency

EIE’s activities mainly are on Energy Efficiencyalmings, Audits and Awareness.

In December 1992, National Energy Conservation €ewhs established within the
body of EIE (EIE/NECC) by the Ministry of Energydhlatural Resources to increase

the effectiveness of the activities and extend tbesrall the Country.

Under the scope of the regulation issued in 199&ystrial establishments that have
over 2000 TOE energy consumption should set upreamgg management system,
complete energy audits in three years, monitor iipegnergy consumption of main
products in their plants and (EIE/NECC) has beemitoong all these activities.

Energy Managers have been appointed in more th@fad@ories.

Energy Manager Courses

(EIE/NECC) has also started to organize the Enbtggagement courses in 1997 and
has given the authority to three organizationizimir, istanbul and Eskehir in order

to extend these courses overall Turkey. Until ngpraximately 800 engineers from
different industrial sectors have been trained mergy manager in the courses
organized by EIE and other authorized organizatiand more than 600 engineers
have been certificated as an energy Manager. Fortre, Energy Management
Lecture has been included in the programs of eeging faculties of some

universities.

Energy Efficiency Audit

EIE/ NECC's Energy Audit Teams have been condudhiegenergy audits in various
plants of the Turkish industrial sectors since 1984ually the teams of 3 engineers

have carried out energy efficiency audits withimp@ximately. 3-5 days to create

148



energy efficiency awareness in industry, to idertie energy saving potentials and to

help the establishment of energy management irplan

Technical standards

Heat insulation standards, TS 825, for new buildif@mbody residential, public and
commercial) has been modified and issued in 199B@tame mandatory in 2000
Existing regulation on the insulation conditions few buildings was also revised and
issued by Ministry of Public Works and SettlemeMPWS) on June 8, 2000 in

conformity with the standard.

5- TRAINING AND EDUCATION

a. Ensuring compatibility of professional standard

Petroleum Pipeline Coorporation (BOFA has been arranging programs for its
personel in order to keep up their knowledge anliisskith international standards.

These training programs are available for natiamal international companies.

6 - EXCHANGE OF INFORMATION

a. Improving the exchange and dissemination of energyelated

information and cooperation in best practice

By the international projects, exchange and dissatiun of information has been
done. The Energy Conservation Project has beemleted period of August 2000-
2005 in cooperation with General Directorate ofciieal Power Resources Survey
and Development Administration (EIE) and Japanrirggonal Cooperation Agency
(JICA), an Energy Conservation Training Center watablished in EIE Facilities.
EIE’s intention was to give training on energy ngeraent to both engineers from
Turkish industry and Region countries and to acragternational Training Center so

as to share its experience gained for a long tintie thhese countries with the financial
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support of international organisations. EIE hagaly organized five International
Energy Manager Courses in cooperation with UN-ESGAR JICA in 2002, 2003,
2004, 2005 and 200&pr Western and Central Asia And Black Sea Regiaumtries.

In order to continue these courses a new Third @pdmaining Project with JICA has

been started in 2004. Many of BSEC Member Counpé@tcipated to these courses.

With the support of EU, an Energy Efficiency Stmptevas developed and adopted in
2004 Twining Project to strength the current leggise and institutional structure and
to define the energy efficiency potential and iadlics of Turkey has been initiated in
July 2005. Twinning project, aiming to strength tlaeministrative and legal
framework and to determine energy saving potentigdicators and barriers on
sectoral basis, is carried out by in cooperatiothwADEME from France and
SENTERNOVEM from The Netherlands.

UNDP/GEF “S&L-EUCC Project-Capacity-Building Progmene for the Removal of
Barriers to the Cost-Effective Development and enpentation of Energy Efficiency
Standards and Labeling in EU Candidate Countri€Xficially the project launched at
the end of July 2005 by the GEF Local point of Gdaté Countries (Romania;
Turkey, Croatia and Bulgaria). The direct outputshe Full-Scale project have been
designed to lead to the adoption and implementatioanergy efficiency standards
and labels as outlined in the EU Directives in plaetner countries more rapidly than
would otherwise occur. In the process, the projeidit also build information and
awareness, policy support to remove regulatory idrarrto Energy Efficiency
Standards and Labeling (EES&L), investment andniong support, and institutional
strengthening.

Within the echnical cooperation between Turkey And GermanyZ(8foject)
“Efficient Utilization of Energy in the Building $tr of Turkey” has been
completed period of 2002 and 2005.

It is known that all countries surrounding BlackaSetent to explore and extract the

hydrocarbon in their own territory in Black Sea.eyhare acquiring seismic separately
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and are looking for drilling rigs from internatidnaarket which are very expensive
and scarce nowadays. Black Sea region countries aBnt to attract foreign

investment.

Turkey also believe the synergy that will be crdaaenong the Black Sea countries
will result in efficient development of Black Seasources. For example; transfer of
deepwater drilling techniques, rig club establishtnénydrocarbon transport issues,
regional gas marketing solutions, exchange of nreaenvironmental and weather data

and many other different topics would benefit freath cooperation.

Within this context; all countries should considiee high adding value that will be
brought by common understanding of regional geagldgg technology transfer and

sharing of actual data knowledge.

In order to explore the hydrocarbon potential effety, develop resources efficiently
and promote it as a potential production hub, it k@ most beneficial for the region’s
countries to establish an ad-hoc working group uReEC to study the oil & gas

exploitation and transportation projects.

7. PROMOTION OF BSEC, INTERNATIONAL COOPERATION AND
PROJECT DEVELOPMENT

a. Promoting objectives according to the Energy Charte Treaty and

Protocol on Energy Efficiency

Turkey has signed the Energy Charter Treaty andbkas applying the rules of it.
Energy Charter Protocol on Energy Efficiency antaRel Environmental Aspects and
United Nations Framework Convention Climate Changgre ratified by Turkish
Parliament on February 2000 and October 2003 r&spbc
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b. Cooperation with the EU and UNECE and other interndional institutions

As an Acceding Country to EU, Turkey has been croatpey with EU in all energy
aspects. Turkey also cooperates with the UnitedoNstEconomic Commission for
Europe (UNECE). In this context, Turkish Pipeliner@oration (BOTA) is a member
of UNECE Gas Center and Eurogas, GIE, GIIGNL ad.wel

C. Interconnecting and establishing compatible energgction plans

i.For electric power systems and in relation to UCE

All the studies towards the creation of a compeditenergy market in the Soutest
Europe and its integration into the internal maraethe EU as well as the studies
under BSEC Regional Transmission Planning Projeet lzeing handled in full
compliance with international norms and the EUdkdion. The legal and regulatory
framework concerning the Electricity Market is @bs linked to the rules and
regulations of UCTE to which the connection of TiskkPower System is a priority.
Electricity Market Law in Turkey has taken basis thles and regulation of the UCTE

to which the connection of Turkish Power Systerprisrity given objective.

ii.For oil and gas pipelines as well as with TENs

As mentioned previously, while on one hand Turkeyalops projects to meet its own
gas demand on the other hand, it also envisagesrt@ for meeting the European
Union’s increasing demand by opening several otrégries to the continent via
Turkey. The first of these is the Turkey-GreeceuxatGas Pipeline Project which is
then planned to be extended up to Italy. Interconoe of the Turkish-Greek Natural
Gas Pipeline grids is due to be completed in 20@6 some initial deliveries. The

other route is the Turkey-Bulgaria-Romania-Hungauogtria line which is so called as
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Nabucco Project. Studies are well underway amoegréispective institutions of the
Countries for the realization of the Project ino@gerative atmosphere.

In the Greece-ltaly Natural Gas Pipeline projehbts tis the extension part of the
Turkey-Greece project; it was benefited from the BEN Founds for the engineering
and feasibility studies. Like Turkey-Greece Prgjent Nabucco Project, it is again

receiving support from EU TEN funds.

d. Creating a regionally integrated energy market

i.For electricity

ii.For natural gas

Turkey attaches due importance in establishmentoafpetitive electricity and gas
markets in the region. Turkey has a strategic tolplay in connecting the resources
and demanding markets.

e. Initiating projects through the BSEC PDF or other national/international

financial instruments

Petroleum Pipeline Coorporation (BOFAhas been developing projects in order to
satisfy the international demand and has beenctttgathe attention of International
Finance Institute (IFl)s by gaining the support BU and other international
environments. In this context, BOBAproposes BSEC PDF to support projects
defined to be necessary for BSEC region, but caootdattract the interest of either EU

or other international environments.
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us and Central Asia

‘80255941 (R00455) 1-00

Map 1. The Cacasus and Central Asia

Referencehnttp://images.google.com.tr/

154



Map 2. The ENP and Regional Cooperation

Reference:www.ec.europa.eu/world/enp/policy.

Map.3 Baku-Thilisi-Ceyhan Project

v’ 1776 kms

v' Azerbaijan via Georgia and Turkey to the Marineritieal at Ceyhan

v" 1 million barrels per day transport capacity

Reference: BSEC Working  Group of Energy February 1213, 2007
Istanbul — TURKIYE
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Baku-Thilisi-Ears Railroad

Black Sea

- = nder constructisn

Map 4. Baku-Thilisi-Kars Railway Project
Reference:http://cominganarchy.com/wordpress/wp-content/ugdd2007/12/ktb_rail.jpg

RUSSIAN FEDERATION
GEORGIA
bilisi
Baku $
AZERBAIJAN
ARMENIA
Erzurum
N.A.R.
TURKEY
IRAN

Map 5. Baku-Thilisi-Erzurum Project (Shahdeniz)

v/ start operation early 2007

v' 8,1-22bcm /year
Reference: BSEC  Working Group of Energy February 1213, 2007
Istanbul - TURKIYE
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Milestones of the Nabucco Project :

Detailed Technical Design / EiA
Study:2006-2007

e Construction Phase Completion

:2010

Start of Operation :2012

®eline (NABUCCO)

WRETICCE 7 S ANELD

TR-GR-IT Interconnector Progressing

e Mid 2003 prefeasibility
complete

e Mid 2004 feasibility complete

e Mid 2007 Operation

Map 6. Gas To Europe-Nabucco Project

Reference: BSEC Working Group of Energy February 1213, 2007
Istanbul — TURKIYE
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