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The contract of the century and its long term implications
on the development of Azerbaijan

where use of oil goes back into the centuries. In the mid-19" century,

once production of oil reached industrial scale, Azerbaijan became
number one oil producer, providing half of the total global oil produced.
Since, 1870s Azerbaijan has enjoyed the first oil boom, which attracted
foreign investments and skilled labor from around the globe. During the
Second World War 75% of oil produced in USSR was coming from Azer-
baijan. Nazi Germany was aiming at Baku during the invasion of the Soviet
Union, while the British army was planning to destroy Baku'’s oil fields by
massive air bombing if German troops came close to Baku. Azerbaijan’s
contribution in terms of oil supplies played pivotal role in victory over Nazi
Germany.

Azerbaijan has been a pioneer in the oil industry, and many technology
advances that we see nowadays were invented and started to operate on
industrial scale in Azerbaijan. For instance, first oil tanker found its use in
Azerbaijan in the Caspian Sea; first pipeline from Caspian Sea to the Black
Sea that took hydrocarbons to the world markets also was built at the turn
of the last century; and perhaps the most advanced achievement in the oil
and gas industry is the first offshore oil production facility in the Caspian
Sea in 1949, which has opened a totally new horizon for the global oil and
gas production.

This short excurse into the history shows that Azerbaijan has been play-
ing a fundamental role in development of the world oil and gas industry.
Therefore, once the Azerbaijan gained its independence in 1991, there was
alot of interest from the outside of the country to its oil and gas resources.
Some called Azerbaijan as a new Kuwait, and envisioned a great future and
prosperity for the country.

ln the oil industry, Azerbaijan is known as one of the ancient places
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Unfortunately, the breakup of the Soviet Union has been painful expe-
rience for Azerbaijan as a country, and its people in particular. After the
collapse of the Soviet Union Azerbaijan found itself at war with Armenia.
Iranian intelligence services were infiltrating the country instigating sepa-
ratist movements in south of the country. North of the country faced some
troubles as well, as nationalism was high on the agenda. For young and
independent state, which was being torn apart due to Armenian aggres-
sion and influx of refugees from Armenia and internally displaced people
(IDP), Azerbaijan’s economy was in the free fall. Middle class was suddenly
disappearing, savings in very short period of time devalued due to the in-
flation of more than 1000% a year. Country’s GDP during the first few years
of independence reduced by half. Suddenly, the country which was always
considered to be rich and prosperous part of the Soviet Union, found ma-
jority of its population leaving below the poverty line, and every seventh
person in the country was either a refugee from Armenia or an IDP.

During early years of independence, achieving political stability was
extremely difficult, as state institutions and political system were simply
paralyzed, and public trust was absent. Azerbaijan had a clear threat of
disappearing as a country on the world map, or becoming a failed state.

In these political, economic and social conditions, it was extremely dif-
ficult to attract foreign investors to bet money on exploration and devel-
opment of oil and gas resources on the shores of the Caspian Sea. Besides,
one should not forget Russia, which was extremely nervous to any foreign
involvement in the region, as Russians still considered CIS countries as
area of Russian sphere of influence.

In this situation, one should give a credit to late President Heydar Ali-
yev, who managed to successfully stabilized the country, call for ceasefire
and attract foreign investors into the region. Stabilizing political and eco-
nomic situation at that time was a key objective. Politically situation was
very fragile, the country have been a leader in number of refugees per cap-
ita in the world, majority of people lived below the poverty line, and there
was no sense of unity between the political parties either. At the same time
everyday scores of Azerbaijani citizens were dying in Karabakh, and sur-
rounding areas as a result of a war. Economically, country was in steep de-
cline and inflation was shooting over the roof. It was absolutely important
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to centralize power and stabilize country both politically and economical-
ly. Also, conflict with Armenia had to be stabilized as well, as it was a major
point of uncertainty for foreign investors.

President Heydar Aliyev managed to achieve results in short period of
time, which obviously provided some confidence to the investors to come
to the country and explore local natural resources. He quite quickly real-
ized that only attracting foreign capital could help country to recover from
such apocalyptic crisis such as collapse of the Soviet Union and war with
Armenia.

The first major milestone in Heydar Aliyev’s policy that became a his-
torical moment for the whole country and the region is when in September
1994 Azerbaijan reached agreement with oil majors and signed a contract
which then was called “Contract of the Century” due to its economic and
geopolitical importance’. The contract covered development of three ma-
jor fields Azeri, Chirag and deepwater part of Guneshli. Accidentally or
not, but consortium was carefully structured of oil companies that rep-
resented countries that had direct interest in Azerbaijan (US, Russia, UK,
and Turkey are the main ones that is worth to mention), in a way providing
an opportunity for the interested powers to take part in the development
of local resources. The operatorship was given to Amoco, before it was
taken over by BP in 1998.

In 1997 Azerbaijan has started to receive first oil from the Contract of
the Century, and if in 1995 total oil production went as low as 9.2 mln tons,
then in 2010 oil production reached 51 mln. tons>

Heydar Aliyev had a pivotal role in securing “The Contract of the Cen-
tury’, which had important implications on Azerbaijan and the region as
a whole in the years to come. One could distinguish the following import-
ant changes:

1. At the time of the negotiations with oil majors, Azerbaijan was almost
standing on its knees and it was very difficult to stabilize the country
in short, medium and long term. Azerbaijan was little known to the
world and thanks to the Armenian lobby in the US and Europe was

1 “The Visions of Azerbaijan’, September—October 2010.

2 The State Statistical Committee of the Republic of Azerbaijan — Oil Extraction,
http://www.stat.gov.az/source/balance_fuel/indexen.php.
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largely demonized as an aggressor and violent state. Signature of the
major oil deal has attracted attention of international media, private
businesses and global policy makers to the country. Azerbaijan had
finally an opportunity to stand up to the world and communicate its
own interpretation of events that were taking place in Karabakh and
surrounding areas.

2. “The Contract of the century” led to many other production sharing
agreements for other offshore and onshore fields. Although, many of
them had disappointing exploration results, still one cannot ignore
number of deals and investments that have been attracted.

3. Contract of the century was main reason why the famous Baku —
Tbilisi — Ceyhan (BTC) pipeline was built. The geopolitical impor-
tance of this pipeline is immense, as it was the pipeline that took
major volumes of Caspian oil directly to the international markets,
bypassing any Russian influence. BTC was not only important to
Azerbaijan, what we can see now BTC is important revenue source
for Georgia, and additional export route for Kazakhstan and Turk-
menistan.

4. In recent years, Azerbaijan has gone through major economic boom,
and it was mainly due to the revenues from “The Contract of the
Century”. The rise of the oil production had profound implication on
country’s development. For instance, Azerbaijan’s state budget rose
more than 15 times since year 2000. According to the World Bank
49.6% of population in 2001 lived below the poverty line, in 2008 this
number came down to 15.8%?>, given the fact that economic and so-
cial conditions within the country had further improvements in last
few years poverty line surely reduced to the single digit. GDP indica-
tors have changed as well, and it seems that economic achievements
of the country look truly remarkable.

Source: World Bank®*.
The role of “the Contract of the Century” has been immense in turn-
ing around fortunes for Azerbaijan. The capabilities of the country have

 World Bank Database, http://data.worldbank.org/country/azerbaijan.
* Ibidem.
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changed, and the role of Azerbaijan in the region also changes. As Presi-
dent Aliyev said, due to its oil, Azerbaijan has become again in the center of
attention of major powers that are competing for access to the resources®.

The country has become an active actor in the region and its economic
potential has positive impact on the neighboring countries. For instance,
spillover effects of economic growth in Azerbaijan on Georgia are tremen-
dous. Azerbaijan has become number one foreign investor in Georgia,
with investments into various sectors of economy. Turkey also enjoys the
positive impact of hydrocarbon exports from the Caspian region, as well as
Azerbaijan’s major investments into petrochemical industry. Azerbaijan is
transforming its approach in regional politics and becoming a source of
agood will in the region. While, Armenia has become an isolated and stag-
nated country that is unfortunately being excluded from many regional
projects due to its short sighted nationalistic policy. Azerbaijan nowadays
prefers peace rather than war, recent short lived war in Georgia was good
example that any regional disturbance would play against Azerbaijan’s na-
tional interest. It is interesting that economic development of the coun-
try also leads to more sophisticated approach to the Karabakh conflict,
where Azerbaijan proposes to provide economic incentives to Armenians
to solve regional conflict. It is an excellent opportunity for the region to
use windfall revenues from oil and gas resources to resolve long standing
conflict through rapid economic integration and investments.

The contract of the century has changed economic landscape of the re-
gion, and also provided an opportunity to change geopolitical dynamics.
Although it would be wrong to argue that Azerbaijan has become strong
enough to resolve all regional issues and is now immune to regional geo-
political dynamics, Azerbaijan emerged nevertheless as an actor that pur-
sues balanced policy and provides economic benefits to the neighboring
countries.

Economically, as it has been shown above, Azerbaijan has gone through
a decade of economic miracle that allowed country to heavily invest into
the infrastructure and position Baku as a major hub in the region. There is
a long list of things that yet need to be implemented for Azerbaijan to re-
main successful country. Nevertheless, one could see that the energy and

®> LG. Aliyev, Kacnuiickas Hepmp Asepbaiidnana, “Vissectus” 2003.
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foreign policy that was pursued by Heydar Aliyev in 1990s led to the fact
that Azerbaijan is still ripping the benefits of those policies.

Streszczenie

Azerbejdzan jest potozony w bardzo malowniczej, a jednocze$nie potencjalnie
burzliwej czesci §wiata, w ktérej umyslnie badz nieumyslnie koliduja interesy sil-
nych panstw. Od czasu uzyskania niepodleglosci Azerbejdzan przeszedt dluga
i trudng podréz. Kto$, kto méglby odwiedzic¢ ten kraj, obecnie nie uwierzytby, ze
zaledwie 20 lat temu trwala w nim wojna, z najwieksza liczba uchodzcéw na glo-
we mieszkanica na $wiecie, i ze wigkszo$¢ populacji zyla ponizej granicy ubdstwa.
W niniejszym artykule opisano te trudng podréz, w szczegdlnosci skupiajac sie
na strategii energetycznej i jej wplywie na rozwdj kraju i polityki zagranicznej.
Autor omawia réwniez dynamike regionalna z punktu widzenia miedzynarodo-
wego stosunkdw, jak réwniez z punktu widzenia przemystu energetycznego.

A6cTpaxr

A3zepbanipKaH paciOAOXKeH B OY€Hb >KUBOIIMCHOM, U BCE K€ MOTEHLIMAABHO He-
CIIOKOVIHOM pErMoHe, TA€ MHTepeChl BEAUKMX A€p’KaB HaMepeHHO VAU HeHaMe-
peHHO cTaAkuBawTcs. C MoMeHTa 00peTeHUsT He3aBUCUMOCTH A3zepbaiipxaH
MPOILIEA AOATUII U TPYAHBIN MYThb, U €CAU KTO-TO IIOCETUT CTPAHy CETOAHS TO
TPYAHO ITOBEPUTBH, YTO B 9TOM CTpaHe OBIAM aKTUBHbIE BOEHHbIe AelicTBuUs 20
A€T Ha3aA, TA€ KOAMYECTBO OEXXEHLEB Ha AYLIY HACEAeHMsI B CTpaHe ObIAO caMoe
BBICOKOE B MUPE€, 1 DOABLIMHCTBO HACEAEHUSI CTPAHBI )KMAO 32 YePTOI OEAHOCTH.
B aTO11 CTaThe pacCMaTPUBAETCS STOT TPYAHBII IIPOVMAEHHBIN ITYTh YTO IEPEKUA
A3epbaiipKaH, C aKLIEHTOM Ha SHEPreTUYECKYI0 CTPATErMIO U ee BAUSIHIIE Ha pas-
BUTVeE CTPaHbI ¥ BHEIIHIOIO IOAUTUKY. Takoke, pacMaTpUBalOTCs AMHAMMKA peru-
OHA C TOYKU 3PEHNSI SHEPIeTUYECKIe BOIIPOCHI C TOYKU 3PEHNA MEeXKAYHAPOAHBIX
OTHOIIEHUY B peTrOHe.



