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Energy resources of the South Caucasus Region:
the political and security dimensions

uDC 327 Vast energy resources and geographic location of the South Caucasus region between
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2019-5-54-58 of regional energy sectors is influenced by the competition between energy producing

and consuming markets aimed at the control over energy routes. Regional energy resources
are an important driver for the European engagement in the region, especially due to
the EU's need for diversification of energy supplies in the context of its dependence on
Russian supplies.The aim of the article is to study development of energy sectors of post-
soviet Azerbaijan, Armenia and Georgia at the beginning of XXI century. Also, the growing
challenges faced by the South Caucasian countries in the field of energy security are
examined. In order to conduct the research comparative method, statistical and case-study
approaches were applied.

The article comprises the analyzes of factors undermining the potential of energy sources
as a regional economic and political cooperation driver.Protracted conflicts, distrust,
spoiled interstate political relations and countries’ political instability are major obstacles to
cooperation. The complexity of situation is also dictated by different interests and strategies
of the main external actors, namely the EU and Russia. Such issues as sustainable energy
supply, energy efficiency and the renewable energy resources are also relevant to the region.
Consequently, in order to develop the transit potential of South Caucasus it is necessary
to resolve vital stability and future development issues, what implies democratic political
transformation and multilateral cooperation between the energy producing, consuming,
and transit countries. Thus, there is a need to overcome the geopolitical fragmentation
of the South Caucasus and establish legal, institutional, political and economic framework for
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the development of regional energy sectors.
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The aim of the article is to study development
of energy sectors of post-soviet Azerbaijan, Armenia
and Georgia at the beginning of XXI century. We can
distinguish the following tasks: 1) to analyze regional
availability and distribution of energy resources;
2) to examine relations between energy producing
and energy consuming countries; 3) to studyinfluence
of the European Union and Russia on the develop-
ment of region’s energy field; 4) to address the issue
of regional energy security and development of renew-
able energy. The article examines the development
of the South Caucasian countries’ energy sectors
utilizing the comparative method — understood as
the comparison of Azerbaijani, Armenian and Geor-
gian energy systems’ cases, focusing specifically on
its relation to statistical and case-study approaches.
The article is expected to enable comparatively-ori-
ented researchers to explore energy issues simulta-
neously on both the political dimension and security
dimension, avoiding thus loss of information about
the impact of energy on the region within international
relations.

Caucasus is the region reach in energy resources,
and which can serve as a bridge between the East
and the West. However, due to its geographic loca-
tion between the Middle East, Europe and Russia
region turned to be the geopolitical battlefield, what
is not only an issue of geography, but also an issue
of struggle between energy producing and consuming
markets in order to control the energy supply routes.
Geopolitical competition takes place between regional
actors, as Armenia and Azerbaijan and international
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actors, such as Russia, Turkey, Iran competing with
each other along with the United States and the Euro-
pean Union.

The political and economic development
of the regional countries after the breakup of the Soviet
Union can be characterized by the number of fissures,
such as the rise of nationalistic ideologies, territorial
fragmentation as a result of ethnic and territorial con-
flicts, social and economic fragmentation of the soci-
eties, political and economic instability and distancing
from democracy in countries’ political development
etc [13].

Energy systems and infrastructures of Geor-
gia, Armenia and Azerbaijan were designed to be
regional integrated power system within the Soviet
energy system. Armenia’s nuclear power plant deliv-
ered the base load, Azerbaijan supplied the fossil-
fired medium-load and hydropower plants of Georgia
were available for peak-load supply [12]. The dis-
solution of the Soviet Union resulted in disintegra-
tion of the integrated energy system and countries’
economies. Moreover, the Nagorno-Karabakh conflict
and internal conflicts in the 1990s led to political insta-
bility in all three states. The countries faced a need
not only to secure and stabilize their energy supplies,
but also to determine which regional economic space
they wanted to enter.

Azerbaijan as an energy producing country,
and Georgia as an energy transit country decided to
enter the western economic and energy space. Thus,
they started to play vital roles in the European energy
diversification projects. However, there is number
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of challenges to Caucasian regional security, explain-
ing risks associated with the operation of energy cor-
ridors, especially after the Russia-Georgia conflict in
2008, provoked by Russia’s unwillingness to lose its
former sphere of influence [2, p. 233]. Russia’s con-
flict with Georgia and unilateral recognition of Abkha-
zia and South Ossetia were a try to cut off Georgia,
Azerbaijan and Central Asian countries from the Euro-
pean energy projects and influencein order to control
all the energy supplies to Europe and to strengthen its
positions in the region. On the contrary, Armenia due to
its complicated relations with Turkey and Azerbaijan,
found itself completely cut off the European energy
projects and entirely relies on energy resources com-
ing from Russia.

That is why the issues of energy security are
of current concern for the countries of the South
Caucasuswhich Benjamin K. Sovacool defines as
“an equitable provision of available, affordable, reli-
able, efficient, environmentally benign, proactively
governed and socially acceptable energy services to
end-users” [17, p. 150]. Also, an energy security in
case of the South Caucasus due to existence of pro-
tracted conflicts can be regarded as an issue of hard
security. David Turn and Joseph S. Nye mention three
basic threats to energy security, such as “the physi-
cal disruption of oil supplies, economic and political
damage from rapid increases in oil prices, and foreign
policyconsequences of energy vulnerability” what is
also applicable to the South Caucasus [6, p. 391].

Such issues as sustainable energy supply,the
rational use of energy resources (energy efficiency)
and the use of renewable energy resources, which are
vital for reduction of the impact of fossil fuel energy
consumption and climate change are also relevant to
the region as are underdeveloped. The main reason
for that islack of legal, institutional, political and eco-
nomic frameworks for the development of substantial
energy efficiency and renewable energies potentials
[12, p. 18].

All three countries have substantial hydropower
and other renewable energy potential, but differ widely
in fossil energy resources. Armenia does not pos-
sess fossil fuels and relies heavily on imports. Energy
imports of Georgia are less significant and prices are
lower because of in-kind payments for pipeline tran-
sit. In contrast, Azerbaijan has significant reserves
of both oil and gas [12, p. 14].

Armenia is the only country of the region which
has developed legal and economic frameworks for
renewable energy.While Georgia has not done it,
leaving all responsibility to the market mechanisms.
At the same time, there are considerable funds allo-
cated for the development of renewable energy
potential of Azerbaijan, which has not been approved
by the government [12, p. 15].

Azerbaijan

Azerbaijan has vast reserves of oil and gas.
According to the BP Statistical Review of World
Energy country’s total proved reserves are 7.0 bil-
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lion barrels of oil and 1,3 trillion cubic meters of gas
at the end of 2017 [5]. Moreover, the country has
a significant renewable energy potential in the areas
of wind, hydro, and biomass.

Economy of Azerbaijan is based largely on
the export of oil and gas, that is the reason for lit-
tle investment in the development of renewables
and decreased energy efficiency. However, coun-
try’s oil and gas resources will be exhausted within
the next 20-30 years, which has led to the formu-
lation of a State Program on the use of alternative
and renewable energy for 2005-2013, but without
the introduction of legislation supporting this goal
[9, p. 10].

The state is the major stakeholder in Azerbaijan’s
energy sector, with multiple institutional mechanisms
controlling and supervising the domestic energy mar-
ket of oil and gas exploitation. Despite that, practi-
cally the main institution is the State Oil Company
of the Azerbaijan Republic (SOCAR), which is a major
shareholder in the internationally-led stream projects
and is closely tied with the president [3, p. 13].

One of the main issues concerning the security
of supplies are physical threats to the transit system,
such as terrorist attacks, an escalation of the Nago-
rno-Karabakh conflict and geopolitical competition in
the region, including the war in Ukraine and aggres-
sive policy of Russian Federation towards its neigh-
borhood [3, p. 14].

Energy is a significant source of export revenues
and the key driver of country’s economy. One can
speak about so-called “resource curse” applicable
to the case of Azerbaijan. Its vast energy resources
and energy export revenues lead to excessive
spending and consequent destruction of the national
economy [3, p. 15]. That is why diversification plays
an important role in the strategic planning of the coun-
try, especially in order to ensure its energy security
and prevent further economic recession as the reli-
ance on petroleum resources places country at risk
of volatility and raises concerns about long-term mac-
roeconomic stability [16].

In 1994 “Contract of the Century” afforded west-
ern multinational companies to explore and exploit
the Azerbaijan’'s energy resources. On the basis
of the agreement Azerbaijan and Georgia became
significant transit states for the Caspian energy
resources. Thus, since 1999 the oil from Azerbai-
jani oilfields flows to the international market through
the Baku-Supsa pipeline and since 2006 through
the Baku-Thilisi-Ceyhan pipeline [13, p. 4].

The core of Azerbaijani — European relations is
cooperation in economic and energy sectors. Azer-
baijan joined the Energy Charter Treaty in 1998 that
opened the possibility of cooperation with the EU
in the energy sector. This meant that the Europe
Union offered Azerbaijan its support for enhanc-
ing the production and transportation of oil and gas,
and at the same time, it expected from Azerbaijan
implementation of the European standards and regu-
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lations within its national legislations. However, lack
of progress in country’s democratization process,
reluctance of government to implement the European
policies and regulation standards within the national
legislations caused delays in cooperation [13, p. 6].

Disruptions in Russian gas supplies to Europe
via Ukrainian pipeline, which occurred in 2006,
2009 and 2014 pushed the EU to the so-called
“europianisation” of the energy market aimed
at market development in the energy sector through
the involvement of third parties. The main goal
of the EU’s energy security strategy is to diver-
sify the energy supply routes, which would protect
the European energy market from geopolitical risks,
mainly associated with the use of energy resources
as a political tool by the energy producing countries
as Russia [13, p. 5].

Thus, in order to create an alternative supply route
to Russian pipelines and reserves the European Com-
mission initiated the Southern Gas Corridor — project
aimed at development of the necessary infrastructure
to transport gas from the Caspian region and the Mid-
dle East — primarily Azerbaijan, Iran, Iraq and Turk-
menistan to Europe. Azerbaijan has become the key
player in the Southern Gas Corridor, both because
of gas available for export and its desire to diversify
energy exportsfrom Russian streams by developing
alternative pipelines directly to Europe.The European
Commission’s strategic objective of the Southern Gas
Corridor is to meet from 10 to 20 % of the EU’s gas
demand by 2020 [1, p. 3]. Along with the other pipeline
projects, such as: Nabucco, the Interconnector Turkey-
Greece-ltaly (ITGI), the Trans Adriatic Pipeline (TAP)
and SEEP (South East European Pipeline) [10, p. 3].

However, it is important to remember about geopo-
litical location of Azerbaijan which has critical relations
with Iran, balances in relations with Russia, and neigh-
bors conflict zones of the South Caucasus — Nago-
rno-Karabakh, South Ossetia and Abkhazia. The war
between Russia and Georgia of 2008 and consequent
Russian occupation of South Ossetia and Abkhazia
demonstrated the vulnerability of the transit system
to Europe and poses challenges to long-term secu-
rity of the pipeline system. Also, it is so important for
Azerbaijan to avoid confrontation with Russia due to
existence of issues that can be exploited by Russia,
such as escalation of the Nagorno-Karabakh conflict
[1, p. 34]. That raises a need for Azerbaijan to bal-
ance between Russia, Iran, and Turkey, until the EU
has become not only a key economic partner, but
an important security partner as well [10, p. 5].

Georgia

According to the U.S. Energy Information Admin-
istration Georgia does not possess any crude oil
production or proved petroleum reserves. Although,
petroleum accounts for the largest share of energy
consumed in Georgia, and country is among the top
10 petroleum-consuming states.The country also
does not have any natural gas reserves or produc-
tion contributing to its primary energy supply [8].As
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a result, Georgia is heavily dependent on energy sup-
plies coming from abroad. Natural gas is imported
from Azerbaijan (proceeds from South Caspian
Pipeline agreement and direct purchase) and previ-
ously from Russia (proceeded from transit of Russian
gas to Armenia). Country benefits substantially from
the natural gas transit between neighboring countries
by obtaining the in-kind fee and the cheap optional
gas [12, p. 72].

It is important to mention that the Georgian state
does not a play key role in the energy sector, only
controls some of the most sensitive of its assets.
Electricity, gas distribution, hydro and thermal power
plants are privatized or owned by foreign energy com-
panies [3, p. 17].

Georgia is rich in renewable energy resources,
namely small hydro, wind, geothermal and solar
power. However, only a very small part of the potential
is being exploited. Renewable resources fuel almost
one-tenth of Georgia's net electricity generation,
about half of that generation comes from biomass. In
2017 Georgia became third after California and Flor-
ida, in the amount of energy generation from biomass
resources [8]. The rest of Georgia’s generation from
renewable resources is provided by hydroelectricity
or solar photovoltaics. Georgia possesses vast hydro
resources that account for 17% of its energy supplies
and 80% of its electricity generation [3, p. 17].

In 2007 the Georgian government declared its
interest in development of renewables, namely in
construction of small hydro power plants and wind
farms. State Policy in the Energy Sector was adopted
by the parliament in 2006, and declared as Georgia’s
long-term objective the need to meet demand for elec-
tricity by its own hydro resources. However, the lack
of a clear state strategy, absence of action plan for
renewable energy development and legislative vac-
uum have not led to any practical results [9, p. 11].

Georgia is the main transit country for resources
from Azerbaijan to Europe.The British Petroleum
Company has been operating energy transit proj-
ects in Georgia for 19 years and is the lead investor
and operator of Baku-Thilisi-Ceyhan (BTC) pipeline,
South Caucasus gas Pipeline (SCP) and Western
Route Export Pipeline (Baku-Supsa pipeline) [7].

Thus, involvement in the European market, further
diversification of energy sources and transportation
routesareseen in Georgia as a best way to ensure
its energy security, which is according to the National
Security Concept is a key component of national
security and a basic national interest [11]. Georgia is
not self-sufficient as Azerbaijan and is not like Rus-
sia-dependent Armenia, having deadlocked relations
with Russia [13, p. 2]. That is the one of the main rea-
sons for Georgian higher degree of determination to
democratization and implementation ofthe European
norms [13, p. 2]. Moreover, transportation of energy
resources through country’s territory is seen as a way
of attracting interest of the Western partners, what
can positively influence political stability and security.
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Along with that, Georgia due to its intensified rela-
tions with the West is now under greater threat from
Russia, than Armenia and Azerbaijan [15, p. 2]. The
impact of unresolved conflicts in Abkhazia and South
Ossetia are seen as a key hindering factor forthe
security of supplies. Due to the fact thatAbkhazian
and South Ossetian territories are de facto controlled
by Russiawhich can use the threat of supply interrup-
tion as a political weapon [3, p. 19].

In 1995 Georgia joined the Energy Charter Treaty.
Now it is the only country in the South Caucasus that
signed an Association agreement with the EU. Georgia
has the status of a candidate in theEuropean Energy
Community. Membership in the Community estab-
lishes versatile cooperation with the EU and other
countries in the energy field, and can provide Georgia
with energy security and positively influence its political
and economic development. Nowcountry cooperates
with the EU in the energy sectorwithin thebilateral form,
as part of the Association Agreement. The EU supports
the strengthening of Georgia’s energy security, which
stands for bringing national legislation closer to the Euro-
pean one, and developing cooperation in fields of electri-
cal power, renewable energy, energy efficiency, explora-
tion, extraction and transportation of natural gas and oil
[13, p. 6]. However, the result of this process depends on
the country’s democratization and political stability.

Armenia

According to the International Trade Administra-
tion Armenia has limited energy resources and can
meet only 35% of demand for energy from domes-
tic resources [4]. It does not possess confirmed oil
and natural gas reserves, and is highly dependent on
the import of energy resources. Oil and oil products
are imported from Georgia, Iran, Russia and Europe,
while natural gas and nuclear fuel are imported from
Russia, along with smaller volumes of Iranian gas,
which are swapped for electricity [4]. Moreover, Arme-
nian level of energy efficiency is low. Country is com-
pletely dependent on Russian nuclear fuel, which
is used to generate about one third of the country’s
electricity at Armenia’s single nuclear power plant in
Metsamor [3, p. 8].

Armenia is not a transit country for oil and gas. Its
energy sector faces such challenges as supply gap,
absence of energy supply reliability, and the need
to maintain affordable tariffs. That is the reason for
adaptation of several laws focused on development
of renewable energy resources and implementation
of energy efficiency measures by government.

The National Security Strategy of Armenia states
that energy dependence is one of the main security
threats, placing burden on the balance of payments
[14]. Along with energy supplies, which are vulner-
able to technical accidents, natural disasters, growing
instability in the conflict region, and unfriendly policy
of neighboring states [3, p. 9]. In order to ease energy
dependence, the Armenian government seeks to
diversify energy suppliesto become independent from
energy imports from Russia and Iran, and to develop

sustainable and reliable export-oriented energy sys-
tem, as well as, to ensure its security and affordable
power supply.

In 1998 Armenia became a member of the Energy
Charter Treaty. Butit does not function as a transit
route country and did not manage to be involved in
the construction of the European energy projects. Due
to its heavy reliance on energy supplies from Russia,
which is geopolitical rivalry of the EU in the region
[13, p. 2]. Russia uses tension between Armenia
and Azerbaijan around the issue of the unresolved
Nagorno-Karabakh conflict as a tool, keeping Arme-
nia in its sphere of influence. Also, there are no diplo-
matic relations between Armenia and Turkey, which is
along with Azerbaijan are key players in development
of the European energy structure,cutting Armenia
off the possibility to become involved in the Caspian
energy resources transportation [13].

As a result of increased pressure from Russia,
Armenia abandoned the Association agreement in
2013 and joined the Russian-led Eurasian Economic
Union, established as a geopolitical counterbalance to
the European influence in the region. Thus, Armenia’s
integration with the EU has become stalled [15, p. 2].

Conclusion

All things considered, the transit potential of South
Caucasus can play an important role in bringing
the Caspian energy resources to the global market. In
order to reach this goal it is necessary to resolve vital
stability and future development issues, what implies
democratic political transformation and multilateral
cooperation between the energy producing, consum-
ing, and transit countries.

Territorial conflicts, mutual fears, mistrust and spoiled
interstate relationsserve as major obstacles to coop-
eration. This situation is aggravated by the external
actors, namely the EU and Russia, pursuing their own
interests and strategies in the region. Russia strives
to keep its dominant position and control over energy
supplies toEurope. The EU encourages the promo-
tion of regional cooperation, liberal market economy
and democratic governance, as well as, is interested in
access to the Caspian energy resources to reduce its
dependence on Russia’s supplies. Thus, there is geo-
political fragmentation of the South Caucasus, imped-
ing interdependent energy security strategies.

Also, all three countries of the region have different
vectors of development of their energy sectors. Arme-
nia did not renounce its nuclear power plant and sees
inthe construction of a new nuclear reactor a way to
its energy independence. Georgia plans to maximize
use of hydro resources, and Azerbaijan tries toget
an access to a new energy markets for the export
of its natural gas and oil.

Moreover, it is important for the regional countries
to develop their renewable energy potentials, as it
can provide them with energy supply and operate in
autonomous networks directly meeting the demand
of local energy markets more quickly than traditional
energy sources.
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EHepreTunyHi pecypcu lNiBgeHHoro KaBkasy:
NOIITUYHUN | Oe3neKoBUiA BUMipun

AKmyasibHicmb 00CAIOXEHHS] 3yMOB/IEHa POJIJIO, SIKY Bidiepalomb eHepaemuyHi pecypcu
Yy peecioHasibHUX Mpoyecax Ha [lisdeHHOMYy Kaskasi, Bpaxosytoqu (i020 2eozpadpidHe
rnosioxeHHs1 Mix Biusbkum Cxodom, €sporoo ma Pocilickkoro ®edepayiero. EHepzemuyHi
CceKmopu KpaiH peaioHy po38uBatombCsl Mid BMN/IUBOM KOHKYPEHYii 3a KOHMpO/b Hao
eHepeemu4YHUMU Mapwpymamu Ha PUHKY BUPOBHUKIB | Crioxusayig eHepaemuyHuX
pecypcis. EHepaemuyHi pecypcu pecioHy € chakmopom esporelicbkoi 3aiydeHocmi 00
pezioHy, 0co6/1uB0 y 38's13Ky 3 mompeboro EC y dusepcucpikayii eHep2emuyHUX MoCmMasok
Yy KoHmekcmi (io2o 3anexHocmi 8i0 pocilicbkkux. Memor cmammi € BUBYEHHSI PO3BUMKY
eHepaemuYyHUX cekmopis nocmpaosiHcbKux AsepbalidxaHy, Bipmerii ma py3ii Ha nodamky
XXI cm. Takox Bug4arombCsl BUKUKU eHepeemuyHil 6e3rneyi kpaiH [lisdeHHo20 Kaskasy.
lMumatHsi eHep2emuyHoi 6e3nexu e skpall Bax/1usUMU 07151 MPbOX KpaiH iB0eHH020 Kaskasy
ma E€C. []n1s1 aHani3y po3noodisy eHep20pecypcis y PezioHi, BUBHEHHSI BIOHOCUH MiX KpaiHamu-
BUPOGHUKaMU ma KpaiHamu-crioxusayamu, aHanisy snausy €C i Pocii ma 00C/iOXeHHs
nuUMaHHs peaioHa/ibHOI eHepaemuYHOI 6e3neKku ma po3sUMKY BIOHOB/IH0BaHOI eHepeii 6y/10
BUKOpUCMaHO KoMnapamusHul, kelic i cmamucmuyHul Memoou.

OCHOBHUM pe3y/ibmamoM cmammi € aHali3 chakmopis, sKi nidpusaloms rnomeHyjan
eHepeaopecypcis sIK OCHOBU O/ €KOHOMIYHOI ma  Mo/IimuyYHOI  criigrpayi 8 pPeaioHi.
TepumopiasibHi KOHY/IIKMU, Hedosipa, CKkaadHi MosIimu4Hi BIOHOCUHU MK KpaiHamu pezioHy
ma nosimuyHa HecmabifibHiCMb KOXHOI KpaiHU OKpemo € 20/108HUMU fepewkooamu Ha
wnsxy 0o koonepayjii. CknadHicmb cumyayii makoX MOsICHIOEMLCS PI3HUMU iHMepecamu
ma cmpameaisimu MpPosIOHUX MDKHapPOOHUX akmopis, a came €C ma Pocii. Taki numaHHsi,
51K cmabisibHe eHepaornocmadaHHsl, ECheKMUBHE BUKOPUCMAHHSI EHEP20PECYPCiB | PO3BUMOK
BIOHOB/IOBAHUX OXepes1 eHepeii Makox € akmyasibHUMu 07151 pe2ioHy. Takum 4YuHoM, 07151
PO3BUMKY €HEP2EMUYHO20 ma mMpaH3uMmHo20 nomeHyiasay isdeHHo20 Kaskaly HeObXiOHO
3abe3neyumu cmabisibHicmb | MoXs1usocmi 018 MalibymHb020 PO3BUMKY, WO nepedbayae
0eMoKpamuyHy no/imuyHy mpaHchopmayito ma 6a2amoCmOpPOHHIO  CriiBpayr MK
KpaiHamu, wo sUpOO6/ISoMb, CrIOXUBaMb | MpaHCcnopmyrms eHepaopecypcu. [0/108HUM
3aB0aHHSIM Ha UbOMY WJISIXY € M000/aHHs1 2e0rno/iimuyHol ghpaameHmayii is0eHHo20
Kaska3y ma pospobka npasosux, iHemumyyitiHux, noiimuyHuX ma eKOHOMIYHUX pamok 3adsist
MalibymHb020 PO3BUMKY CUCMEM Pe2iOHa/IbHOI eHepaemuKu.

Knrodosi cnosa: [NisdeHHul Kaskas, eHepaemuka, 6e3neka, NoHos/tBaHi 0xxepesa eHepeil,
€spornieticbkuli Coro3.
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