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FOREWORD

The Caspian Sea and International Environmental
Security Game was the second annual international
environmental security exercise conducted by the Center for
Strategic Leadership (CSL) of the U. S. Army War College. Held
at the CSL'’s Collins Center, Carlisle Barracks, Pennsylvania, on
16-17 November 1998, this year's exercise focused on the energy
resources, geopolitics, and environmental security of the Caspian
Basin. The co-sponsors of the exercise were the Deputy Assistant
Secretary of State for Economics and Business Affairs, U.S.
Department of State, Mr. Peter Bass, and the Principal Assistant
Deputy Under Secretary of Defense (Environmental Security),
Mr. Gary Vest. The purpose of the exercise was to examine the
petroleum pipeline transport options in the context of U.S.
National Security interests, and the increased importance of
environmental issues to global energy production and transport,
and to promote better communication, cooperation, and an
understanding of the region’s many issues and challenges.

Participants included U.S. national security policy-makers,
senior international oil company executives, academics,
ambassadors or other high-level representatives from the
Turkmenistan, Kazakhstan, Georgian, and Turkish Missions to the
United States, representatives from the U.S. Departments of State,
Defense, Energy, and the Environmental Protection Agency,
Central and European Military Commands, the Joint and Army
Staffs, and 40 U.S. Army War College International Officers. The
game was preceded by a plenary session with initial remarks by Mr.
Bass and Mr. Vest, paper presentations from Robert Ebel, CSIS;
Brian Shaw, DOE; MG Charles Wax, EUCOM J-5; RADM John
Sigler, CENTCOM J-5; and John Daly, Georgetown University, and
regional overviews by the ambassadors.

Workgroup sessions then broke into eight teams representing
the governments and oil interests of Azerbaijan, Kazakhstan,
Turkey, Russia, Iran, the United States, eastern and western
Caspian oil producers. The game scenario drew out the diverse
experience of the players and included environmental constraints
on the Caspian and the issue of pipelines through Iran. In order to
broaden their understanding of political issues, players were

vii



asked to serve on other than their country’s team. For example,
the First Secretary of the Turkish Embassy was a member of the
United States’ team and represented Turkey’s interests in game
play. Negotiations, individual interaction between participants,
role-playing, and group decision making were critical to the
successful outcome of the game. This afforded participants the
opportunity to explore the relationships between critical
variables in a challenging and realistic environment.

I would like to commend all the players for their
professionalism and dedication in examining these complicated
and interrelated issues, and for agreeing to work on country
teams that would not normally be of their own choosing. |
particularly wish to thank our distinguished guests representing
their governments from Turkey, Georgia, Kazakhstan, and
Turkmenistan. The professional expertise and political insight
they brought to the game was invaluable. From the perspective of
the United States, the opportunity to interface with such a
distinguished range of civilian business, diplomatic and
governmental, military, and academic minds was exciting and
most beneficial. We are confident that the international
participants took away a better understanding of the United
States and the U.S. military CINC Environmental Security
programs.

DOUGLAS B. CAMPBELL

Professor

Director, Center for Strategic Leadership
U.S. Army War College
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CHAPTER 1

EXECUTIVE SUMMARY

The Caspian Sea is a landlocked body of water bordered by
five countries, Russia, Iran, Kazakhstan, Turkmenistan, and
Azerbaijan, all but one of which (lran) constituted part of the
former Soviet Union. Though they differ markedly in size,
population, ethnic composition, and political ideology, they share
the common interest of maximizing the substantial energy
wealth of the Caspian basin, and dealing successfully with the
environmental issues that affect the explorations for, production,
refining, and transport of energy resourcs. The production of
energy, particularly oil, is important to a world market seeking
non-Middle Eastern sources of supply, and to the national
security interests of the United States, which seeks to promote
the independence of the new crescent of states juxtaposed
between powerful Russiaand China, and the revolutionary states
of Iran and Afghanistan.

Geographically isolated from world energy markets, the oil
and natural gas products of the Caspian must be transported
across the territories of non-Caspian states. As the cases of
Dagestan and Chechnya demonstrate, the politics and the
attitudes of transit states are a significant variable in the
Caspian energy equation. Because environmental issues figure
prominently in the Caspian oil equation, examining the nexus of
energy and environmental issues offers the opportunity to
broaden our understanding of the concept of environmental
security and to understand the actual petroleum contributions
the Caspian Basin is likely to provide.

Environmental issues become security issues when they
affect the national security interests of a state. The exponential
increase in the world population is felt most heavily in the
developing world where it places heavy demands on the political
system of newly democratic states. The legitimacy of these state
governments will be determined by their ability to meet increased
demands for natural resources (energy, clean water, fisheries,
arable land) necessary to sustain the health, food security, and
economies of their people. When these resources are found locally



in limited quantities, or the quality of the resource is degraded by
overuse or pollution, the government is forced to compete for
resources outside its boundaries. This competition for scarce
resources has historically provided the trigger for countless
conflicts and heightened regional tensions. As the global economy
grows to meet demands for employment and wealth, the
importance of resource access to the economies, cultures, and the
vitality of states increases; this is true at all levels of
socioeconomic development. The developed Western states of
Canada, Spain, Great Britain, and Iceland have broached
military conflict over access to dwindling fish stocks. Few
resources, at this stage of man'’s technological development, are
as globally important as petroleum. It underpins countless
national strategies, drives the world economy, and compounds
the geopolitical complexity of the Middle East.

The imbalance of supply and demand of oil creates resource
scarcities that must be addressed if the national security of
supply deficit states is to be maintained. The United States, once
self sufficient in oil, must now import half of its supply and
compete for access to foreign oil reserves with countries such as
China, which now realizes it cannot meet its seven percent
annual energy growth requirement from domestic reserves. The
environmental security issue of scarce energy resources is
nowhere more complicated than in the Caspian Basin, where
other environmental variables influence the exploration,
production, and transport of oil throughout this ethnically,
regionally, and political diverse region.

The Caspian Basin is a region holding potentially large oil
reserves set within a regional framework of political instability.
Although reserve figures cannot be proved without further
drilling and exploration, analysts agree that Caspian oil will
provide a significant non-Persian Gulf source of conventional oil.
Respected estimates of the economically recoverable oil reserves
are between 15-35 billion barrels. These are large, but not close to
the 200 billion-barrel estimate that appeared frequently in media
reports. This could translate into regional production figures of
approximately 3.5 millions barrels a day by 2010; significant, but
only equal to roughly half of Saudi oil production. Nevertheless,
the Caspian does provide an alternative to the politically complex
and militarily threatened Persian Gulf's oil reserves, which
contain 65.3 percent of the world’s conventional oil reserves and



is being counted upon to provide approximately 90 percent of
Asia’s petroleum supply by the end of the next decade. Russian
and Chinese interest in the region highlight its importance.

Regardless of the quantities of oil and natural gas ultimately
recovered, or its relative rank in world oil sources of supply,
Caspian energy serves as a spotlight for the ethnic, religious, and
territorial disputes of the region, offers the economic wherewithal
to underpin the former Soviet States political independence from
Russia, and draws the United States into important dialogue
with a host of regional powers. The geopolitical strategies of the
various players are complicated and affect the national security
interests of the United States from Europe and the Middle East to
the Far East. Russia, long regional hegemon via the Soviet Union,
benefits from pipeline revenues, but struggles against the
growing economic strength and independence of the ethnically
volatile states on its southern border. China, stung by exploration
failures in the Tarim Basin and South China Sea and fearing
unrest among its western ethnic minorities, has launched an
ambitious plan to gain political influence and badly needed oil
supply in Kazakhstan. Iran, well aware of the Azerbaijani
majority in its northwestern region, seeks to gain regional
influence over Caspian energy pipelines and Caspian oil for its
northern refineries. Turkey seeks to promote Azerbaijani
independence, deny Russia regional influence, protect the
Bosporus, and secure a pipeline to its underutilized port at
Ceyhan. The U.S. must deal with the domestic Armenian lobby
which has erected political barriers to preferable pipeline routes
through Armenia, ethnic dissent and Russian involvement in
Georgia, and recurrent oil company interest in shipping Caspian
oil through Iran.

Environmental concerns affect the recovery of petroleum
globally, but the consideration given to them varies greatly. In
the case of the Caspian basin, exploration and production are
being conducted largely by Western oil companies in consonance
with the environmental laws of the host countries.
Environmental concerns have surfaced widely in the context of
Caspian oil production and transport. The rising level of the
Caspian Sea has complicated boundary and oil reserve ownership
determination, production, and transport. Falling fish catches
have drawn public attention to the petroleum industry and
complicated policy making. In the transport of petroleum,



environmental issues are at the center of pipeline routing
decisions. Both Iran and Russia have repeatedly raised
environmental issues in their efforts to influence the choice of
pipeline routes. In particular, Turkey has registered great
concern over the increased flows of oil through the Bosporus that
will be generated by full scale Caspian Basin production, and has
said that it will limit oil flows through this strategic waterway for
environmental and safety reasons.

Rules governing the commercial shipment of goods through
the Bosporus were codified in the 1936 Treaty of Montreaux. At
that time, only 17 ships per day passed through the Bosporus, the
largest which were 13 ton grain carriers. By 1998 shipping levels
had reached 110 vessels per day with 200,000 ton tankers
carrying petroleum and natural gas. A series of oil tanker
accidents have occurred within the waterway that have
devastated the Bosporus ecosystem and led Turkey to warn that
unlimited increases in oil traffic would not be tolerated. The
Treaty of Montreaux does not preclude Turkey from mandating
safety parameters. Mandatory double hulling of oil tankers,
limited tanker size, and full tanker compliance with strict
operational standards have been suggested as legal means by
which Turkey may control Bosporus oil transport. This potential
environmental constraint of energy transport has factored
heavily in the consideration of multiple overland pipeline routes.
The Center for Strategic Leadership wished to fully explore the
environmental-energy nexus and its implications for the
economic and geopolitical variables of the Caspian and began the
game with an oil tanker disaster in the Bosporus.

The game provided key insights into the role of environmental
change in national security and energy transport, and was
conducted during a period of falling oil prices, a depressed Asian
economy, and high unemployment in Europe. The participants
emphasized the importance of the economy in their findings,
particularly in a weak oil market. Market forces will serve as an
honest broker and drive pipeline decisions. With world oil
demand low, pipeline developers will try to resist political
pressures to construct multibillion dollar pipelines, preferring to
delay construction until the projected return on investment and
proved oil reserves rise. Thus, in the short term, Caspian oil
would likely be shipped via upgraded existing pipelines to the
Black Sea ports of Supsa and Novorossiysk. Nevertheless,



maintaining political pressure for a diverse array of secure
pipeline options that minimize Russian and Iranian control of oil
transportwill continue to be a major priority of the United States.

The environment, though not deterministic, will play a
significant role in pipeline negotiations; environmental costs
factor heavily in market based decisions. Concerns over increased
oil transit of the Bosporus will be met in the short term by
pushing more Caspian oil into the markets of the Black Sea
littoral states and Eastern Europe. In the longer term, given the
expected increases in Caspian Basin reserve discoveries and oil
production and world market petroleum demand, environmental
issues will increase in importance, particularly regarding the
Bosporus. Finally, environmental security issues were seen as a
valuable mechanism for engagement, having the potential to
promote cooperation and improved communication between
states in a region of longstanding ethnic, political and religious
differences, irredentism, and territorial disputes. The success of
policies aimed at promoting regional stability and sustainable
economic development will turn on policy maker’s understanding
of the interaction of the critrical variables such as energy, the
environment, culture, economics, and politics.



CHAPTER 11

SCENARIO SUMMARY

In a bold move to press for action on a main export pipeline
(MEP) linking Caspian oil fields with world markets, President
Heidar Aliyev is convening a conference in Baku of the key
players in Caspian oil affairs. In addition to Azerbaijan, the
Governments of Kazakhstan, Turkey, Russia, Iran, Georgia,
Bulgaria, Ukraine, and the United States are sending high-level
delegations.” The major domestic and foreign oil companies that
are active in Azerbaijan and Kazakhstan are represented by
senior executives and experts.

This meeting is occurring at a crucial time. Just three days
before the conference opened, an oil tanker, the Liberian-flagged
Spirit of Africa, lost control of its steering mechanism and, as a
result, collided with and sank a cargo ship, the Orynsk, in the
Bosporus. The Spirit of Africa continues to burn and the Strait
remain closed while Turkish authorities deal with the disaster.
Turkish public opinion has been inflamed. This accident will have
far-reaching consequences for both the ecology of the Bosporus
and the future of shipping between the Black and the
Mediterranean Seas.

The ecology of the Turkish Straits has already suffered
serious damage. Although oil spills, like the one resulting from
the accident of the Spirit of Africa, are ecological disasters, they
are only part of the environmental problem. A far greater
problem is the rapid growth in shipping through the Straits and
the everyday discharges of waste and petroleum products from
ships of all types. This has done severe damage to marine life in
the Straits and to the ability of species, such as dolphins, which
had been able to migrate through the Turkish Straits between the

* In the exercise November 16-17, 1998, teams will play the roles of the
Governments of Azerbaijan, Kazakhstan, Turkey, Russia, Iran, and the
United States. The control group will play the roles of the Governments of
Georgia, Bulgaria, and Ukraine whenever developments in the exercise

require this.



Black and the Mediterranean Seas ten years ago to continue to do
so today.

Other dramatic developments have occurred recently. Oil
was discovered in the Shahdeniz field in Azerbaijan's waters.
While it will take more drilling over the next 4 to 6 months to
accurately assess the size of this oil field, preliminary data
indicate the Shahdeniz has commercially exploitable quantities
of oil. This new find has electrified the atmosphere in oil circles
where there is growing speculation that oil production in the
Caspian region will soon outstrip the existing and planned
capacity of the system for transporting the region’s oil to world
markets.

The advocates of the various rival pipeline routes have
become energized. Turkey, with strong support from the United
States and Azerbaijan, is pushing hard for a new, large-capacity
pipeline from Baku to the port of Ceyhan on Turkey’s
Mediterranean coast. Russia is urging a new, large-capacity
pipeline from Baku to the port of Novorossiysk on its Black Sea
coast. Toget around the problem of the Bosporus and Dardanelle
Straits, Bulgaria and Greece, with strong support from the
Russians, are reviving a plan for a bypass pipeline from Burgas,
Bulgaria, to Alexandroupolis, Greece.

Iran is also attracting a great deal of attention in Caspian oil
circles. There is speculation that the election of the moderate
Mohammed Khatemi to Iran’s presidency will lead to greatly
improved relations between Iran and the U.S. and that this may
soon result in American sanctions against Iran being relaxed or
even scrapped altogether. In addition, Iran is attempting to
become a major outlet for Caspian oil. To accomplish this, Iran is
offering an attractive package composed of oil swaps, of a plan to
reverse the direction of existing lranian pipelines to carry
Caspian oil to the Persian Gulf, and of proposals to construct a
new, large-capacity pipeline linking the Caspian and the Gulf.
Moreover, lran’s state oil company owns a 10% share of the
Shahdeniz field where oil has just been found.

Although President Aliyev has called for an MEP from Baku
to Ceyhan for many years, nothing has happened yet for a
number of reasons. First, the proven oil volumes are in need of a
means of being transported out of the Caspian region and they are
not sufficient to warrant the enormous expense of a new,



large-capacity pipeline. The Shahdeniz discovery may mean this
will soon cease to be a stumbling block. Second, there is the issue
of who will own, exercise management authority over, and profit
from an MEP.

President Aliyev's patience is wearing thin. He expects this
conference to resolve the issues blocking action on an MEP from
Baku to Ceyhan. If he doesn’t get what he wants soon, he may well
shake up the structure of the Azerbaijan International Operating
Company (AIOC) and replace the top leaders of the State Oil
Company of the Azerbaijan Republic (SOCAR).



CHAPTER I11
CASPIAN ENERGY POLICY

PETER BASS

DEPUTY ASSISTANT SECRETARY OF STATE
FOR ENERGY, SANCTIONS & COMMODITIES
U.S. DEPARTMENT OF STATE

There is a great deal of interest in Caspian energy issues
these days - both in the press and the Administration. The
appointment of Ambassador Richard Morningstar as the Special
Advisor to the President and the Secretary of State for Caspian
Basin Energy Diplomacy is but one sign of the importance of
Caspian issues.

The activities of U.S. trade financing agencies’ in the region
(including the placement of TDA, EXIM, and OPIC
representatives in Turkey to work on Caspian issues) are another
sign. The U.S. stands ready to assist in facilitating the flow of
private investment necessary to ensure full development of the
region’s energy resources.

The press often treats U.S. Caspian policy as being simply a
pipeline policy. But it's more than that. Our Caspian policy
encompasses several important goals:

strengthening the political and economic sovereignty and
independence of the new states of the region and
encouraging political and economic reform;

mitigating regional conflicts by building economic linkages
between the new states of the region;

maximizing U.S. commercial opportunities in the Caspian
region; and

through the full development of Caspian energy resources
and the transportation of these resources to world markets
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via multiple, “east-west” pipeline routes, improving our
energy security.

Of course, our policies on Turkey, Russia, and Iran also play a
strong role in our Caspian policy. We support full Turkish and
Russian commercial participation in the development of Caspian
energy and energy transportation routes.

We believe the Baku-Ceyhan oil pipeline route, with positive
commercial incentives, is the best choice to strengthen the
independence and sovereignty of the new states of the region, to
enhance our energy security, to address the safety and
environmental concerns regarding the Bosporus, and to meet the
commercial needs of investors.

On October 29, 1998, in Ankara the presidents of Turkey,
Azerbaijan, Georgia, Kazakhstan, and Uzbekistan signed a
declaration that (l) recognizes that the Bosporus is not a
long-term solution for a main oil export pipeline and (2)
announces support for Baku-Ceyhan.

Now that the political leaders have spoken, it is our view that
it's time for the companies and countries to “get down to business”
- toresolve the issues necessary to make Baku-Ceyhan a reality.

Meetings to consider these issues already are taking place.
We are hopeful that, even in a low oil price environment, the
parties can reach agreement.

Besides Baku-Ceyhan, we specifically have identified four
other pipelines that we support: the two “early oil” pipelines from
Baku to the Black Sea — one running northward to the Russian
port of Novorossiysk the other, running west to the Georgian port
of Supsa; the Caspian Pipeline Consortium (CPC) project to
deliver Kazakh oil to Novorossiysk; and the trans-Caspian,
trans-Caucasus gas pipeline project from Turkmenistan to
Turkey.

The CPC project is the flagship project of U.S.-Russian
commercial cooperation. We estimate that over the life of the
project Russia will earn $23 billion in transit revenues. CPC
received the last of its rights-of-way from local jurisdictions in
August and signed its construction agreement (or TEOC, as it's
known in Russian energy circles) with the Russian government,
November 24. The consortium expects to complete the project by
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July 2001. Once on-line, the pipeline should reach a capacity of
1.340 million barrels per day.

Our underlying goal is to build “win-win” situations for U.S.
and Russian companies and to get away from any tendency
toward zero-sum thinking when looking at the region. Russian
firms such as Lukoil and Central Fuels have already acquired
shares of international consortia in Azerbaijan and Kazakhstan.
We seek to encourage this sort of collaboration on pipeline and
other Caspian energy projects, as the U.S. and Russian
governments agreed during our last Summit meeting in Moscow.
We even hope to see Russian companies gaining access to global
markets by lifting their oil onto supertankers in the
Mediterranean via a commercially competitive Baku-Ceyhan
pipeline.

Last month, Turkmen President Niyazov received the initial
results of their TDA- financed feasibility study of a trans-Caspian
pipeline. Formation of a consortium to carry out construction of
the pipeline should take place early next year.

We believe the trans-Caspian pipeline is critical to
Turkmenistan's independence. Currently, Turkmenistan is only
earning gas export revenues from shipments of gas to Iran and
through Russia - both of which are long-term gas export
competitors.

While itis critical for Turkmenistan that the pipeline be built,
it also is important for Turkey which needs gas to meet its
growing demand for electric power. (Gas-fired generators will
supply the bulk of the increased power demanded.) If it's a good
fit for both countries, it's good for us too, since as a matter of
policy, we oppose the use of pipelines that originate in or transit
Iran.

It is difficult to overestimate Turkey’s role in the success of
efforts to develop east-west transit routes for the Caspian region’s
oil and gas.

It is equally difficult to overestimate the benefits to Turkey:
greater energy security and greater engagement with its
neighbors in the Caucasus and Central Asia

With respect to oil, Turkey must provide the necessary legal
and the tax, tariff, and commercial incentives and guarantees to
persuade companies to invest in Baku-Ceyhan.
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With respect to gas, Turkey must resist the temptation to rely
on Iran.

Also, with respect to electric power plants and other
infrastructure currently on the drawing boards, Turkey must
improve the legal environment for investment to ensure these
facilities are built. U.S. and other foreign companies are hesitant
to sign contracts without some assurance that adequate dispute
settlement mechanisms are in place.

Impact of Low Oil Prices

Low oil prices could affect the timing of many Caspian energy
decisions. The price of West Texas Intermediate oil, the U.S.
benchmark, has fallen about 40 percent over the past year. The
scenario for future oil prices remains uncertain.

Accordingly, we might see some firms defer development of
new fields and think more carefully before committing to new
pipelines. There may be moves to expand some existing pipelines,
instead. These are commercial decisions, but we hope that
whatever decisions are made are in the long-term interests of the
companies involved and of the contrails of the region.

A few comments on Iran and sanctions policy...

Iran and Iran Sanctions Policy

The U.S approach to Iran is to welcome positive trends (i.e.,
Khatami’s election, increased freedom of the press, the
announcement on Salman Rushdie), offer official dialogue with
the Iranian Government, and pursue cultural and other private
exchanges, while maintaining economic sanctions including
opposition to investment in Iran’s energy sector and to pipelines
across lran.

However, to date the Iranian government has said that it is
not ready for official talks.

Our concerns with Iran have not changed. Iran continues to
develop weapons of mass destruction and their delivery systems.
Iran also continues to support terrorist groups.

We will maintain our economic sanctions until we see
verifiable changes in Iranian policies on terrorism weapons of
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mass destruction, missile procurement and human rights. In the
end, our policies will be determined by the Iranian government’s
actions.

Concerning the Iran and Libya Sanctions Act, we stand by the
US-EU understanding concerning the expectation with respect to
EU firms announced by the Secretary of State last May. But that
understanding does not mean that waivers will automatically be
granted to such firms in future ILSA cases involving Iran. An
expectation is not a guarantee. Every case will have to be
reviewed, and a decision made on that action — among the
options prescribed by the law — to take.
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ENVIRONMENTAL SECURITY

GARY VEST

PRINCIPAL ASSISTANT TO THE DEPUTY
UNDER SECRETARY OF DEFENSE FOR
ENVIRONMENTAL SECURITY U.S.
DEPARTMENT OF DEFENSE

A short explanation of my position as the Principal Assistant
to the Deputy Under Secretary of Defense for Environmental
Security would serve as a helpful introduction to our exercise. It
would also be appropriate to give a short discussion of the
Department of Defense’s efforts in Environmental Security
because it has bearing on why we are here.

Nearly six years ago Les Aspen, the new Secretary of Defense,
and his key advisors began to frame his approach to defense
policy. One thing they decided to embrace was what they called
Environmental Security. In talking about environmental
security they also began to talk about economic security. So,
about six years ago the notion was that the end of the Cold War
afforded an opportunity for the United States Department of
Defense and defense leaders to broaden their efforts. We could
look at some things other than what had been our preoccupation
for the past 50 years. As a result, Secretary Aspen created the
office of The Deputy Under Secretary for Environmental
Security. In the course of forming that office, the new Deputy
Under Secretary, Sherry Goodman, and myself, as her principal
Deputy, began to frame the Department of Defense
Environmental Security program. We did so in an interactive way
with our boss at the time, John Deutsch, and Bill Perry, who was
then the Deputy Secretary of Defense. Dr. Deutsch subsequently
became the Deputy Secretary of Defense, and then the Director of
Central Intelligence.

In the course of this framing exercise we continued to embrace
the environmental missions of the Department of Defense that
had been evolving for nearly 30 years. However, we also added

17



three dimensions that actually became part of the charter for the
Deputy Under Secretary of Defense for Environmental Security.
The first of these charters, or missions, was to do what was
necessary to bring to bear related environmental matters in the
development of national security policy defense. Put another
way, what we were asked to do was to engage in a very aggressive,
full way with the development of policies in our government
where there was an interaction between environmental and
national security interests or policies.

A second mission we were charged with was to determine how
and under what circumstances the Department of Defense, or its
components, could be used as instruments of a national
environmental policy. This very much touches on one of the
second dimensions that Dr. Kent Butts mentioned in his opening
remarks. This meant that we were to engage and develop, based
on what has now become this nearly 30 years of experience,
capability, and capacity. We were to engage in the international
arena on military related environmental matters. That meant
fully engaging in military-to-military activities. It is a footnote
that the environment has been a major part of the European
military-to-military program in the former Soviet Union and
former Warsaw Pact countries. At last report, over 60 teams had
been sent into those countries to address environmental issues.

The third mission of our charter had to do with the furthering
of the state of knowledge on the relationships between
environmental forces and phenomena in national security
interests. This exercise at the Collins Center is, in essence, part of
that process that we have been engaged in now for nearly six
years. It is the pursuit of knowledge and better understanding.
Several years ago then Secretary of Defense William Perry read a
speech at Harvard University putting forward a concept of
preventive defense. Essentially what Secretary Perry said was
that we need to be focusing on preventive aspects of national
security as well as traditional deterrence, the traditional building
and maintaining capability to engage. He included within
preventive defense the concept of environmental security. As we
began to work environmental security within the preventive
defense concept, we began to appreciate that in order to have
peace and stability there needs to be some semblance of quality of
environment and, in turn, quality of life. As we dove into it more,
we began to better understand that there is a very strong
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relationship between environment, energy, economics, and
national security. Yet, what had not happened in the past was the
pursuit of these relationships to bring the result to bear on key
decision-making in the Department of Defense. So, in cooperation
with the Army War College, the Collins Center, and many other
parts of the Department of Defense we have embarked over the
last several years in the pursuit of this knowledge.

As we step back now and look around the world, some obvious
places catch our attention. The Caspian Sea/Central Asia area is
obviously one of them. There are others, but this game will focus
on Central Asia and the Caspian.

Our activities in defensive Environmental Security in an
international sense have been extensive within the NATO
context. We currently have a number of trilateral and, in some
cases, quadri-national activities. It struck me that many of the
countries represented by the International Fellows here from this
year’s class of the Army War College have formal environmental
military cooperation agreements today. These would include
South Africa, Australia, Czech Republic, Hungary, Russia,
Sweden, Norway, lItaly, and Argentina. We are engaging
throughout the world and we do so in pursuit of peace. We do so to
contribute to stability. We do so in the hopes of avoiding conflict.

We are very hopeful, very excited about this exercise. Given
the capabilities, experience, and the insight that those in this
room bring to this subject, this should be a very noteworthy, if not
landmark, session on this topic.

So with that introduction and background we welcome you to
the Collins Center. We thank you very, very much for taking time
out of your busy schedules to come to Carlisle and participate. We
look forward to great results that we will be able to take back to
the Pentagon, to take into the Joint arena and provide to the
senior leadership of the Department of Defense, so as they go
about their business of making policy decisions and guiding the
department, they will have the full benefit of your knowledge and
experience.
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CASPIAN BASIN OIL AND GAS:
AN OVERVIEW

ROBERT E. EBEL

DIRECTOR, ENERGY AND NATIONAL
SECURITY CENTER FOR STRATEGIC AND
INTERNATIONAL STUDIES
WASHINGTON, D.C.

The producing potential of the Caspian Sea basin has caught
the eye of the major international oil companies for several
reasons.

First, nothing is quite so attractive as something which in
the past has been denied but which is now available.

Second, the Caspian producing potential is world-class.

Third, this potential cannot be realized within an
acceptable time frame without outside participation.

Fourth, and perhaps most important for the foreign
investor, the oil will not be developed to meet domestic
requirements. Domestic requirements are comparatively
small and are expected to remain that way. Most of the oil
to be produced will be for the export market.

Prisoners of Geography

Azerbaijan and the Central Asian states are prisoners of
geography. While the end of the Cold War may have changed a
number of things, it could not change the physical isolation of
these countries from western oil and natural gas markets. Russia
to the north, Iran and lIraq to the south and southwest,
Afghanistan to the southeast—all effectively block the way.
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Which means that, given limited domestic requirements,
construction of export pipelines must precede any expansion in
production. At present, there appears to be just three firm
pipelines, all oil:

Baku-Novorossiisk
Baku-Supsa

Tengiz-Novorossiisk

The question is, what is the driver in pipeline route selection?
It is more political in this part of the world, and less economic.
Pipeline route selection, because of the political implications, is
all-important. However, final route selection should not reflect
last week’s or last month's political developments. Pipelines are
like diamonds; pipelines are forever. Planners try to picture what
the region might look like 5 to 10 years from now. Surely, the
Caspian region and Central Asia will be quite different from
today, but in what way is difficult to say.

Some hope that pipelines could help bring peace to the region.
For example, Armenia would like to see a pipeline carrying
Caspian oil to western markets, to be built across its territory.
That, in their estimation, would help resolve the
Nagorno-Karabakh issue. Similarly, the United States is
pushing for a gas pipeline to be built from Turkmenistan
westward across the Caspian Sea to Azerbaijan, explaining that
suchwould resolve the issue of where to mark the water boundary
between those two countries.

However, | would emphasize that a pipeline can follow peace,
but peace cannot follow a pipeline. In my estimation, for example,
the governments of Armenia and Azerbaijan are, in themselves,
not strong enough to sit down at the negotiating table and work
out a solution to the Nagorno-Karabakh issue that would be
acceptable to both sides, and that means a solution also
acceptable to the Armenian diaspora.

Turkmenistan lays claim to all or part of two of the three oil
fields being developed by the Azerbaijan International Operating
Company (AIOC), a consortium currently developing three oil
fields in the Azeri sector of the Caspian Sea. Additionally,
Turkmenistan lays claim to the Kapyaz oil field which appears to
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straddle the median line between Turkmenistan and Azerbaijan.
Can it be assumed that construction of a pipeline westward from
Turkmenistan across the Caspian to Baku will be sufficient
reason for these two parties to reach agreement on ownership of
the fields in question? Unlikely, at best.

Much is made of the oil potential of the Caspian, perhaps too
much. Translating an oil potential into actual production will not
be an easy task, if only for the political and bureaucratic hurdles
to be faced. Potentials cannot and do not fill a pipeline. Which
means that pipeline availability must be matched with oil
production capacity. One without the other is useless.

Selecting Pipeline Routes

Countries solicit the construction of pipelines across their
lands for three reasons:

for transit fees, which can be considerable over time,

for the anticipated economic stimulus to the transit
regions, and

for the political and economic leverage conferred.

In sum, these routings will define future corridors of power
and of trade.

The issue of pipeline construction in this region is often
referred to as the great game. Games, by their very definition,
conclude with a winner and a loser. To date, in this great game,
there have only been winners. The U.S. policy of multiple
pipelines has seen to that. But eventually, there will be losers,
and will the loss be accepted quietly, or not? Has the great game
become the great gamble?

A cynical observer would find it easy to conclude that it would be
in Russia’s best interests to keep the pot boiling between the United
States and Iran, to keep Armenia and Azerbaijan from finding a
solution to the Nagorno-Karabakh issue, and to see to it that
separatist activity inside Georgia keeps that country in turmoil.
Why so? To present Russia as the more logical, and offer the more
secure route for moving Caspian oil to western markets.
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The U.S. Position

The U.S. position on the Caspian and Central Asia has been
laid out for all to see: multiple pipelines, oil supply diversification,
supporting construction of a large-diameter pipeline from Baku
to Turkey, saying “no” to Iran as a transit country, and
minimizing oil flows across Russia. The United States sees the
political and financial independence of Azerbaijan and Central
Asia as being enhanced by its pipeline policy.

A policy denying Iran a role in Caspian development may be
ill-advised. Although the United States has serious differences
with Iran over support of terrorism, the desire to acquire weapons
of mass destruction, and interference in the Middle East peace
process, an lIran excluded may be more willing to engage in
mischief than an Iran included.

The U.S. policy is also presented in terms of advancing
national interests. Clearly, it is not the volumes of Caspian oil
that will advance U.S. interests, for these volumes will be
relatively small in terms of contribution to world oil supplies.
Moreover, little if any of the Caspian oil is likely to find its way to
the U.S. market.

Our national interests therefore must rest with the continued
and strengthened political and financial independence of
Azerbaijan and Central Asia. But if their political and financial
independence derives largely from uninterrupted oil and gas
flows to western markets, would the United States therefore be
prepared to intervene, to protect these oil flows against threats of
disruption, if their independence is so important to us?

Differing Perceptions

The United States regards Caspian resource development as
a “win-win” situation. The exporting countries solidify their
political and financial independence. The world oil market wins
additional suppliers, always helpful as oil importers seek to
minimize dependence on any single source.

But Russia does not see it quite that way. To the contrary, if
Azerbaijan and the Central Asian states solidify their political
and financial independence, then Russia surely loses. Because,
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from whom are they winning their independence? It is from
Russia, of course. That makes it a zero-sum game.

And for the exporters, it is also not much more than a
zero-sum game. For the question arises, at what point in time will
that sought-after political and financial independence actually be
secure? A Russia, standing on the precipice of an economic and
possibly political meltdown, cannot be particularly reassuring to
the Caspian states.

Politicizing a Commercial Decision

At present, just a single pipeline—Baku to Novorossiisk— is
available to transport Caspian oil to western markets. A second
line, from Baku to Supsa, will be available in the Spring, 1999.
The combined initial carrying capacity of these two lines will
somewhat exceed 200,000 b/d but could be expanded
substantially through the construction of additional pumping
stations. Pipeline capacity should not be a constraint on AIOC
crude oil production levels for perhaps the next five years or so.
Yet debate now centers on the selection of a large diameter export
pipeline to carry later Caspian oil to western markets.

A recommendation on a large diameter export pipeline is to be
made to the Azeri government by the AIOC in December but
deadlines for action in this part of the world do not carry much
authority; failure to meet a deadline is of little immediate
importance. Multiple companies, with differing agendas,
complicate the decision-making process even beyond the
pressures being brought by the United States. The AIOC review
has focused on three options: Baku-Ceyhan, Baku-Novorossiisk,
and Baku-Supsa.

Russia, in the interim, has come forward with a proposal to
build the main export line across its lands, proposing a
Baku-Novorossiisk route, bypassing Chechnya, but otherwise
paralleling the presently operating Baku-Novorossiisk line
carrying early AIOC oil.

If recent media reporting is accurate, the AIOC will not
recommend construction of a main export pipeline from Baku
through Georgia to the Turkish port of Ceyhan at this time—a
proposed route on which the United States has spent
considerable political capital and which is strongly supported by
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Azerbaijan, Georgia, and Turkey. Early construction of
Baku-Ceyhan is turned aside for a variety of reasons: too
expensive at this time of low oil prices; not enough oil to fill the
pipeline; adequate inducements to begin construction sooner
rather than later have not been offered; and the prospect that the
U.S. isolation of Iran may come to an end, sooner rather than
later, thus putting Iran into play as a transit country.

The United States has worked diligently to ensure that the
AIOC fully understands the political ramifications behind
selecting the Baku-Ceyhan route. The U.S. policy is centered on
four key considerations:

continue to isolate Iran,
restrict Caspian oil flows through Russia,

aid Turkey, a valued NATO ally, politically and
financially, and

respond to Turkey’s concern about increased tanker traffic
through the Bosporus.

Additionally, the United States has worked behind the scenes
to convince Turkey that it must offer financial incentives to the
companies if the pipeline is to be built, which Turkey has: transit
fees would only cover costs and would not be profit-making; a full
tax holiday would be granted.

The U.S. government recognizes that current and near-term
crude oil supply does not justify construction of a large diameter
export pipeline from Baku to Ceyhan at this time. Yet, the United
States continues to press for a commitment by the AIOC to build
the pipeline, with the construction time-table subject to
“milestones in production levels.” It would appear then that such
a commitment, if forthcoming, would validate U.S. pipeline
policy, at least in the eyes of U.S. officials.

There is a danger in the all-out effort by the United States to
secure construction of the Baku-Ceyhan pipeline. The United
States is making the mistake of politicizing Caspian oil
development, substituting political justification for economic
justification, and setting an unfortunate precedent at this very
early stage of Caspian and Central Asian oil and gas development.
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If the United States can play politics with Caspian oil, so then can
others.

The Tengiz-Novorossiisk Pipeline Is Of No Concern

In apposition to the Baku-Ceyhan line, the pipeline from
Tengiz to the Russian Black Sea port of Novorossiisk (generally
referred to as the CPC pipeline) and the impact this pipeline will
have when it becomes operational on a tanker movement through
the Bosporus have been generally ignored by the United States.
Consider that the first phase of the CPC pipeline will be able to
handle 560,000 b/d and, upon completion of the second phase,
carrying capacity will expand to 1.34 million b/d sometime after
the year 2010, far in excess of what a large diameter pipeline to
Supsa might handle. There will be adequate capacity in the CPC
line for other crude oils as well, perhaps from Kashagan and from
Karachaganak.

When guestioned as to why the United States was basically
ignoring the CPC line, U.S. officials waved off any concerns by
observing that much of this oil would find homes in the Black Sea
region, that is, in Ukraine, Romania, and Bulgaria perhaps. If oil
out of Novorossiisk could stay in large part inside the Black Sea,
so could oil from Supsa.

Would Baku-Ceyhan Be Secure?

Can the route of the Baku-Georgia-Ceyhan pipeline be
regarded as secure? Of course not. Azerbaijan is not secure, in
part because of its conflict with Armenia over Nagorno-
Karabakh. A cease-fire has been in place now for several years,
but there is no guarantee that it will be permanent. An export
pipeline, bypassing Armenia enroute to Georgia, will make an
attractive target for dissident activity. Similarly, opposition
forces inside Georgia and the continued attempts on the life of the
president, contribute to that country’s instability, and the
separatist Kurdish movement in northern Iraq presents another
set of problems.

Yet, oil producers have learned to live with pipelines
operating under hostile conditions. No better example can be
found than in Colombia, South America, where a pipeline
carrying oil from the interior of the country to a port of export has
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been blown up 61 times so far this year. More recently, producing
wells have also come under attack. Not only do the rebels blow up
the line and oil wells, they also collect a 10 percent commission
from contractors hired to repair the pipeline and the wellheads,
so the media reports. Companies learn to live with these facts of
life in Colombia, and elsewhere. Oil exports mean oil income, and
few would want to foreclose on that.

The Colombian pipeline provides employment and income,
but only when operational. A closed pipeline is of value to no one.
We need only recall the considerable concern expressed about a
pipeline carrying AIOC oil north to the Black Sea port of
Novorossiisk, passing through rebellious Chechnya. Although |
am not privy to any arrangements which might have been worked
out between Russia and Chechnya, oil continues to flow through
this pipeline, generally unimpeded. Presumably, the interests of
Chechnya are being satisfied.

How Much Oil and Gas, and Where is it Going?

As we think about the future, we must remind ourselves from
time to time of the oil industry’s tendency to overestimate the
unknown, and to underestimate the known. The oil potential of
the Caspian Sea, for example, has been placed as high as 200
billion barrels but to put that potential to work, if the oil is there,
is going to be difficult. More realistically, proven reserves more
likely fall within the 20 to 35 billion barrel range. Even that range
may be optimistic, given today’'s low oil price. Nonetheless,
industry places a high premium on the undiscovered resource
potential of the Caspian. That is the main driver behind their
commitment to the region.

The media, in its search for eye-catching headlines, has been
careless in its assessment of the Caspian contribution to world oil
supply. Some have even concluded that at long last a rival to the
Persian Gulf has been found. Not so.

This new oil is not going to be a substitute for Persian
Gulf oil, not in terms of levels of production, not in terms
of costs of production, not in terms of ease of access to
world markets, and certainly not in terms of reduced
political risk.
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Consider the more important constraints on the development
of Caspian and Central Asian oil and gas:

landlocked, with no easy access to western markets
delays in pipeline availability, for whatever reason
politically disruptive elements in transit countries

a generally inadequate supporting infrastructure and a
shortage of drilling rigs

differing opinions and agendas on the part of consortium
member-companies

By the year 2010, the new oil from the Caspian and Central
Asia might reach 2.5 million b/d, representing in very broad
terms less than 3 percent of world oil supply. This production
level presumes pipeline availability and timely and successful
field development. These are very big risks. Two projects offshore
Baku have already come up short in terms of producible oil.

The projected supply increment of 2.5 million b/d should be
kept in perspective. Consider that Venezuela has plans to
increase its oil production by a roughly comparable amount—
some 3 million b/d—by the year 2007. Yet this increment is barely
recognized, while Caspian oil has been accorded star status by the
media.

Caspian oil will play an important role at the margin. Most
importantly, it will add to diversity and security of supply for
importers, but its role will not be pivotal. Indeed, low oil prices
and the prospect for no immediate improvement casts some doubt
over the promised bright future for this region. Also are investors
looking over their shoulder today at Saudi Arabia and Iran, and
later—even lIrag? If these countries open up their upstream
sectors, how much capital, which might have been directed to the
Caspian, might now be re-directed, at Caspian expense?

A Scenario
All the pressure is on the AIOC. What might happen if the

Baku-Ceyhan pipeline is delayed, and a visibly upset
Turkey—which has been playing its Bosporus card for all its
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worth—decides to take retaliatory action by employing the
Straits as a political weapon? Turkey, through a variety of
actions, could seriously delay tanker movements through the
Straits, as it appears now prepared to do. Turkey might find a
rationale for more drastic action, perhaps following an accident
where an oil tanker spill endangers Istanbul, perhaps employing
their navy to stop tankers if they believed it was in their national
interests to do so. An affected U.S. company then turns to the U.S.
government, asking that an escort be provided. What then?
Confrontation prospects are very real.

Can Turkey simply close the Bosporus to traffic? No, not
under the Montreaux Convention of 1936, which guarantees free
passage through the Straits. But Turkey can make life difficult
for tanker owners. Just recently Turkey imposed new navigation
rules for the Straits as part of its continuing effort to “sell” the
Baku-Ceyhan export pipeline.

Under these new rules Turkey can demand more advance
notice for the passage of a vessel through the Straits. Turkey can
also stop any vessel on legal grounds and can require more ships
to use local pilots and Turkey can raise transit fees by a factor of
five. These steps are designed with one goal in mind: to make the
Bosporus as economically unattractive a route for Caspian oil as
possible.

Employing the Turkish Navy is a worst case scenario. What
truly makes this scenario more interesting is that it can be
regarded as a most likely scenario as well.

How deep is the Turkish concern for the dangers which they
believe will accompany increased oil flows through the Straits? If
such were the case, the Turkish government could propose
construction of a pipeline bypassing the Straits. A relatively
short, comparatively inexpensive pipeline bypass could be built,
on Turkish territory, but a formal proposal has never been made.
Bypass pipelines have been proposed but not across Turkey.

Ticking Time Bombs
There are a number of ticking time bombs to be found within

the confines of the Caspian and Central Asia. They are, in no
particular order of priority:
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Azerbaijan, Turkmenistan, Kazakhstan Leadership

The strength of these countries has been in the strength of
their presidents. These countries would not be where they are
today without that leadership. However that is also their
weakness as they move towards democracy and a free market
economy. Would an untimely departure lead to power vacuums
and to civil unrest?

Unrealized Expectations by the Population of
Azerbaijan, Kazakhstan, Turkmenistan

Press releases accompanying the signing of another
production sharing agreement between a host country and
foreign investors speak of billions of dollars in forthcoming
investments and billions of dollars in profits to the host
governments. Monies are spoken of in away to make them appear
almost as a given. Future investments and profits are not a given
by any means, and unrealized expectations may lead to conflicts
between investors and the host governments, and between the
host governments and their populace.

Delay in Development of the Oil and Gas Sectors

The political and economic future of Azerbaijan, Kazakhstan,
and Turkmenistan are very much linked to the timely and
successful development of their oil and gas sectors and the export
of these fuels to western markets. Developments in the world oil
and energy market hold just as many implications for these
countries as for any exporting country, if not more. A succession of
years in which oil and energy prices remain low would be very
disheartening, very discouraging for them.

U.S. Government and U.S. corporate interests in the
region may not always coincide.

U.S. corporate interests in the Caspian—access to oil— will
not change. However, the future may find actions by the
governments of Azerbaijan, Kazakhstan, and/or Turkmenistan
to be unacceptable. Sanctions are applied. What then?

Losers in the game of pipeline politics.
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When export pipeline routes are chosen, there will be winners
and losers. Losers in the great game of pipeline politics may take
action to restore their bargaining position.

Another choke point.

The U.S. pipeline policy for Caspian oil and gas and its
support of a transeurasian corridor, if realized, will produce an oil
and natural gas transit choke point near Baku, posing a threat to
security of supply.

32



ENVIRONMENTAL BASELINE ANALYSIS
OF THE CASPIAN SEA REGION

BRIAN R. SHAW
TERRY PALUSZKIEWICZ
SUSAN A. THOMAS
ANN S. DRUM
PETER BECKER
LYLE F. HIBLER
CHARLES KNUTSON

33



Summary
Introduction

The independent countries surrounding the sea are Russia,
Azerbaijan, Iran, Turkmenistan, and Kazakhstan. Although the
Caspian Sea lies inland, thousands of kilometers from the oceans,
it has many marine characteristics and one connection to the
Black Sea via the Volga-Don River network. It supplies food,
water, industrial opportunities, and oil and gas to its surrounding
nations. The past history of the Caspian Sea reveals an
environmental system that is highly stressed by natural factors
and human use. Into this already stressed system, the future
development of oil and gas resources has the potential to
introduce environmental impacts that could add fuel to existing
regional tension around national security, fishing resources,
water quality, oil and gas rights, pipeline routes, and land use. It
appears that there is significant potential for the environmental
events to help trigger instability among the bordering nations of
this region.

The following report presents a baseline of the environmental
status and stresses in the Caspian Sea region together with a
brief framework of the regulatory issues. From this baseline, the
issues that have the potential to escalate tensions in the region
are highlighted.

Environmental Baseline

Environmental Setting

The Caspian Sea is usually described as having three basins:
northern, middle, and southern. Other notable physical features
are the Volga River, which drains 1,380,000 km?2 {SAT1} and
contributes 78% of the annual water input to the Caspian Sea, the
Volga River delta, and the Kara Bogaz Gol Gulf.

Regulatory Baseline

The main legal issue in the Caspian Sea region rests on
definity of the body of water as a sea or as a lake. In the former
case, the Geneva Convention on the Sea-Shelf of 1958, and the
United Nations Convention on the Law of the Sea (UNCLOS)
would apply; if it were defined as an inland lake, it would not be
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covered by these laws. If UNCLOS were applied, the sea would be
legally partitioned to national sectors by equidistant division of
the sea and undersea resources. Of the five littoral states,
Azerbaijan and Kazakhstan call for UNCLOS to be applied,;
Kazakhstan adds that cooperation on the environment, fishing,
and navigation would be beneficial. Russia and Iran argue that
the enclosed Caspian Sea, defined as an inland lake, should not be
governed by the UNCLOS, but rather, that each nation should
have a 45-nautical-mile exclusive economic zone (EEZ), with joint
development and management of resources in the area beyond
the set boundaries. Environmental protection, and resources
such as fisheries and oil could be managed or developed jointly
outside the EEZs.

There are several treaties and agreements for international
cooperation in the Caspian Sea region, some with support from
the World Bank and other agencies. Within the littoral states,
there are various levels of regulation and interest in
environmental issues. Other joint efforts and treaties in the
region are concerned with oil development and transportation
issues.

Sea Level Changes

The rising sea level in the Caspian has been attributed to a
combination of factors that include changes in river drainage and
water use, increased precipitation, reduced evaporation, oil
pollution, and tectonic shifts. The 1.5-m sea level increase is
creating regional problems due to inundation of coastal regions,
salt water intrusion, loss of homes, loss of fisheries and resources,
transportation infrastructure, and threats to human health.

Water Quality

Water quality of the Caspian Sea has been on a continual
decline over the past years. Sewage and wastewater from Russia
are entering the Caspian via the discharge of the Volga River.
Large and more pressing issues are the historic petroleum
industry, post-Soviet burgeoning oil and gas development, and
corresponding incidents of oil pollution. Some effects are seen in
the decline of the sturgeon and caviar production, a major
economic resource and cultural identity issue. In addition,
reports of ecological damage from the persistent use of DDT as a
pesticide and from toxic defoliants used in cotton production need
to be evaluated.
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Nuclear Baseline

In the Caspian Sea region of Central Asia, there are several
nuclear reactors used for power production and research, and
many nuclear sites remaining from activity of the Former Soviet
Union (FSU), including those of uranium mining and production,
nuclear waste dumping, storage, fuel production, and peaceful
nuclear explosions. There is potential for leakage from some of
the latter sites, exacerbated in some areas by the inundation
resulting from Caspian Sea level rise.

Fisheries

Fisheries in the Caspian Sea in general do not present a point
for potential regional conflict. Most major commercial stocks are
mobile and at stock levels beyond present harvest capability due
to fisheries infrastructure failure in the FSU countries.
High-profile species such as sturgeon are at risk, but their decline
would affect only local populations of harvesters and poachers on
a seasonal basis. Poaching is a local and seasonal issue in the
north and mid-Caspian, and will likely decline with the increase
in catch per unit effort that accompanies overharvest.
Alternative sturgeon and caviar sources in Iran, North America,
and China and the usual market forces mean a supply of caviar
and smoked sturgeon will exist for export markets, even if the
major sturgeon fishery on the Volga delta were to fail. The
Caspian seal is likewise not a major issue at present, because
stocks must be controlled as long as fish stocks remain low.
Water pollution issues seem to be declining in the face of
industrial shutdowns in the FSU and International Standards
Organization (ISO) environmental restrictions on products
destined for the European Union (EU). Poaching is a local and
seasonal issue in the north and mid-Caspian, and will likely
decline with the increase in catch per unit effort that accompanies
overharvest; sturgeon in short supply would no longer be an
easily available resource.

Oil and Gas Development

A critical issue facing the region is the development of oil and
gas reserves. The Caspian Sea and associated basins contain the
third largest reserve of oil and natural gas in the world, behind
the Gulf region and Siberia. Drilling for oil in the region is not
new. Oil derricks dotted the landscape during the latter decades
of the nineteenth century. Oil for large-scale oil exploration was a
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major source of hard currency for the FSU, but drilling methods
were technologically inferior compared with those of Western
firms. This inhibited Soviet exploration in the Caspian region. In
the mid-1980s, the Soviet Union’s oil exploration sector was
poised to reap benefits from the Western technology and
investment; the breakup of the Soviet Union, however, put a hold
on these plans, because several nations claimed sovereignty in
the FSU lands around the Caspian Sea.

There are significant environmental concerns associated with
drilling for oil in the Caspian region, in addition to those of the act
of drilling. The major political as well as environmental issue is
the best way to deliver the oil to world markets from the
landlocked Caspian region. The most efficient oil transport likely
would be by pipeline, but the exact route is undecided, and may
prove to be the single most important factor in determining the
ultimate success of oil exploration in the region.

Heavy tanker traffic thorough the Mediterranean, Red Sea,
and Persian Gulf have already alerte