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Brief Review  
 
The war that took place between Russia and Georgia in August, 2008 caused severe damage to 
Georgian economic and financial systems, a total collapse of military infrastructure, stopped direct 
investment flow into the country and significantly undermined the status of Georgia as safe and 
stable transit country1. International Rating Institutions lowered its rating of Georgia and its 
financial system. Standard & Poors lowered the sovereign credit rating from “positive” to “stable” 
and Fitch Rating’s evaluation went down from BB to B+. Fitch Rating also lowered its ratings of 
four commercial banks of Georgia2. 
 
Georgia’s energy system continued working uninterruptedly during the military operations3. With a 
few exceptions, during the Russian bombing campaign, energy infrastructure was not damaged and 
the population was provided with electricity and gas4 without interruption. Although the Azot 
chemical plant and metallurgical factory in Rustavi temporarily stopped functioning.  
 
The majority of the Georgian energy sector is privatized, mostly to Russian-Georgian business 
groups (Telasi the Tbilisi electric power distribution company and  Mtkvari Energy belong to Inter-
RAO, a foreign trade branch of huge Russian electricity distribution RAO UES  and Itera- Georgian 
-Russian business group supply the regions with gas, Ros/GruzEnergo is responsible for high-
voltage power lines). Many members of the public and experts were against the privatization of 
energy infrastructure to Russian-Georgian business groups, as they feared that companies 
established with Russian capital would act against Georgia’s interests in critical situations. This 
argument was strengthened by the generally acknowledged opinion that in reality profit-oriented, 
independent businesses do not exist in Russia and that all Russian businesses act according to 
Russian government policy, regardless of the location of such businesses either based in Russia or 
outside its borders.  
 

 
1 In addition to the fact that international transit pipelines were stopped during the conflict the part of railway 
transportation moved from Azerbaijan to the direction of Russia and Iran.  
2 Oxford Analytica, September 10 2008. 
3 During the conflict, Georgia did not stop supplying Russia with 100 million kWh electricity, which was established by 
agreement. 
4 The opposite situation occurred in 1994, when after an unsuccessful attempt to resolve the Abkhazian conflict some 
energy units were totally destroyed, big shield of Engurhess was exploded, #9 and 10 Gardabani energy blocks were set 
on fire and the fire destroyed everything.  
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Despite the possible danger during and after the military conflict between Russia and Georgia, 
Russian-Georgian business groups stayed in business and did not stop supplying the population with 
electricity and gas5. Had such problems occurred, the Georgian government would of course have 
negatively assessed their activities and perhaps even revoked the results of the privatization process.   
The proper and measured actions of these business groups gave no chance for the above mentioned 
events to develop. After the military conflict was over, the Georgian government positively 
evaluated the activities of energy companies during the conflict and expressed readiness to continue 
receiving investment from Russia.  
 
 
 
The Georgian energy sector after the Conflict and before winter  
 
According to the opinion of many experts and a part of Georgian society, the danger that Russia will 
stop supplying Georgia with energy resources still exists, especially in winter. To support their point, 
they remind us of January 2006, when both gas pipelines coming from Russia were exploded and the 
Caucasian 500 kW transit line was damaged.  
 
The Minister of Energy stated that Georgia will not have any problems in regards with being 
provided with energy resources in winter. According to him all measures are taken to provide the 
population with gas and electricity. The infrastructure and power lines are in working order, the state 
owned Gardabani energy blocks based on gas generation are also perfectly ready (under conditions 
of both cold  and warm regimes). Gas market is completely deregulated and the consumer can even 
choose between different importing companies. The Georgian-Russian, Georgian-Kazakh, 
Georgian-Czech companies that were established after the privatization on Georgian energy market 
also confirm that statement.   
 
Below you can find brief information about the provision of gas and electricity by different 
companies and the nature of the main problems caused by the Russian military aggression in these 
spheres. 
 
Electricity 
 
RAO Telasi has been in the Georgian energy market since 2003, when a subsidiary of RAO bought 
75% of stocks from American Company AES with remaining 25% of stocks belonging to Tbilisi 
municipality.. According to the general director, Yuri Pimenov the company did not experience any 
pressure from the government during the conflict. The company is satisfied with the existing 
business environment and continues to invest according to schedule.  
 
The company took all the necessary preparation measures for winter: it has signed a three year 
contract to purchase electricity from the Enguri, Khrami and Zhinvali hydroelectric power stations 
as well as from Mtkvari Energy (which is owned by the Russian state owned company Inter Rao). 
Telasi has also signed an agreement with Inter Rao to purchase 300 million kWh of electricity during 
the winter season6.  

 
5 Cuts of gas and electricity supplies to the population would cause social protests and chaos.  
6 Black Sea Press, September 11 2008. 
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Energo Pro – Energo Pro is a Czech Company, which entered the Georgian energy market in 2007 
and has been supplying the Georgian regions with electricity since then. Aside from the distribution 
network, the company owns several hydroelectric power stations with the capacity of 354 megawatt 
energy. The company cannot comply with consumer needs with only its own generation; therefore it 
also purchases electricity from Enguri and other hydroelectric power stations. Unlike other energy 
companies, Energo Pro lost 6 million US Dollars during the Russian aggression7. Energo Pro, just 
like Telasi, possess the right to import electric energy, however, unlike Telasi, Energo Pro, as the 
regional supplier, was supplying Tskhinvali with electricity8.     
 
Since the Russian military expelled the Georgian population from South Ossetia and Russia has now 
recognized it as an independent country, it is to be expected that the terms and conditions of the 
agreement between Energo Pro and South Ossetia with regards to energy supply will need to be 
reviewed.  
 
While discussing the issue of the electricity market, we should discuss the issue of the Enguri 
hydroelectric power station. It is the largest hydroelectric power station in Georgia and is situated 
partly in Abkhazia and partly in undisputed Georgian territory. In 1994, after the end of the first 
Abkhazian conflict, the issue of Engurhess was resolved between the Abkhaz and Georgian sides as 
the parties agreed to split the electricity produced on a 40/60 basis. The decision was acceptable for 
both sides. The terms of this agreement may change as a result of Russia’s recognition of 
Abkhazia’s independence. It should be taken into consideration that both Telasi and Energo Pro 
have signed agreements to purchase electricity from Engurhess. The Minister of Energy excludes 
any kind of complication in that respect and also states that the Georgian energy market can work 
without Engurhess. 
 
The Georgian Natural Gas Market 
 
Unlike electricity, 70% of which is generated by hydroelectric power stations9, gas is entirely 
imported. Georgia consumed 1.750 million m3 of gas in 2007, 60% of this gas was imported from 
Russia, the remaining 40% from Azerbaijan. This year this balance might change slightly. 
 
This year this balance will slightly change towards imports from Azerbaijan as Azerbaijan will 
provide Georgia with 1.5 million m3 of gas as opposed to the previous figure of 1.3 million m3of 
gas10. Georgia receives 1 million m3 of gas daily from the Shah Deniz Consortium. Therefore 
Georgia will get gas from Azerbaijan (500 million m3) on the basis of the schedule agreed with the 
International Consortium (300 million m3).Gas for Armenia transit was 200 million m3 in 2007, but 
this figure may be reduced (after Iran-Armenia pipeline is opened in November and the amount of 
gas that Armenia will get from Iran is decided), so thus receiving gas from Gazprom is necessary to 
fully meet Georgia’s demand for gas.  
 

 
7 Caucasus Press, September 10 2008. 
8 The Russian side has already decided to build a power transmission line and pipeline. They have even started 
construction of the pipeline already and it will supposedly be finished by June, 2009.  
9 Only the remaining 30% is produced from imported gas.  
10 Trend Capital , Azerbaijani News Agency 
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Accordingly, if Georgia consumes the same amount of gas (1.750 million m3) depending on how 
much gas Georgia will get from Armenia transit, the balance between Russian and Azeri gas might 
be even or possibly changed to an extent that the majority of Georgian gas imports originate from 
Azerbaijan.  
 
State Policy – Complete Deregulation  
 
According to the decision made by Georgian government in August 2008, the gas market was 
completely deregulated, which means that all private companies were given the right to purchase the 
volumes of gas thy need at the price they will manage to negotiate with producers in the region. 
 
The following importers are on the deregulated gas market: Georgian Oil and Gas Corporation, 
Energy Invest, Socar  (the state oil company of Azerbaijan -which according to the tender held in 
summer should provide all Georgian regions except for  Itera’s network) Itera, Mtkvari energy 
(Gardabani gas generation unit 9 belonging to Inter RAO) and International Energy Corporation. 
Despite the high expectations that preceded the takeover of gas distribution in Tbilisi by the Kazakh 
Company, KazTransGaz, it has failed to import enough of its own gas to satisfy Tbilisi demand and 
so has been purchasing gas from the Georgian Oil and Gas Corporation.  
 
Despite deregulation, in order to fully provide the population with gas and maintain the existing 
tariff level, the Georgian government invested the Georgian Oil and Gas Corporation with the right 
to dispose the gas which Georgia receives as a transit country from the Shakh Deniz Consortium 
(optional and supplemental gas) and from Gas export (gas transit to Armenia)11. The Georgian Oil 
and Gas Corporation will transfer a considerable amount of this gas to KazTransGaz, so that it can 
meet Tbilisi demand. 
 
As for the regions, after the tender held in summer of 2008 Socar (the State Oil Company of 
Azerbaijan Republic) joined the Georgian gas market as a new gas import company. It purchased 30 
distribution networks in regions of Georgia and assigned 45 million US dollars for the rehabilitation 
works of the magisterial pipeline. The population consumes 45 million m3 of gas in Socar’s 
distribution network. The company plans to increase this to 250 million m3 by utilising its own gas 
from Azerbaijan12.  
 
If in 2007 Itera (a Russian-Georgian Company) was the only company providing Georgian regions 
with gas, autumn 2008 saw Socar appear as a competitor. Itera sold 260 million m3 of gas to the 
population of Georgian regions in 2007. A large proportion of this gas was consumed by 
commercial units. If Socar provides Georgian regions with gas (except for those regions that are in 
the 12 distribution networks owned by Itera) and the gas consumed by the population in its 
operation area is 45 million m3, presumably the rest of gas, 215 million m3, will be distributed among 
the 12 distribution networks of Itera and the consumption of commercial  units. Itera will try to 
maintain its market; otherwise the company might be forced to let Socar have this share, as Socar 
can carry in its own cheap gas.   
 

 
11 Georgia in entitled to receive 5% of gas transiting through BTE free of charge and up to 500 million m3 
(maximum volume) at a special price which is about $ 63  per 1000 m3 with small escalation 
12 Caucasus Press, September 18 2008 
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The Minister of Energy positively evaluates the decision made in August 2008 to completely 
deregulate the gas market. In his opinion, market deregulation can foster competition between 
different importers, as may well happen between Itera and Socar. The Minister of Energy is also 
convinced that the population of Tbilisi as well as the regions will be provided with gas during the 
winter season, both by the Georgian Oil and Gas Corporation (which sells gas received from the 
International Consortium in Azerbaijan and for transit to Armenia) and on the other hand from 
Socar, which is the carrier of its own gas from Azerbaijan. As for large-scale commercial units, they 
can import gas themselves, or buy it from the importers. Thus the government is free of obligations 
to provide business groups with gas and has passed this task to them to solve.  
 
According to the aforementioned statements, despite the Georgian-Russian armed conflict, the 
Georgian energy sector is fully prepared to provide the Georgian population with electricity and gas 
during the winter season.  However, two problems that were created by the conflict and Russia’s 
recognition of the independence of Georgia’s two breakaway regions still need to be solved. These 
problems have to be solved by the joint efforts of the whole government, as the Ministry of Energy 
is not competent to solve problems of this kind on its own. These two problems are: 
 

• The issue of Engurhess13; 
• Providing Tskhinvali14 region with electricity and gas before the Internally Displaced 

Persons (IDPs) return to Tskhinvali15; 
 
Georgia’s Function as a Transit State after the Conflict 
 
Brief historical background: The previous government of Georgia considered that by supporting 
the transfer of energy and other goods between west and east through Georgia, the security of 
Georgia and integration with the west would be guaranteed. At that time experts and members of 
the government thought that the countries producing these goods and the countries receiving these 
goods would be extremely concerned with the long-term security of the country, which would create 
the pre-condition for stable development of Georgia. Of course the possibility that competitor 
countries may attempt to create destabilization in Georgia in order to undermine Georgia’s status as 
a transit state was not excluded. These sorts of attempts were stopped several times by the 
government of Georgia and its strategic partners: the European Union and the United States of 
America 16. 
 
Generally the energy transit projects are long-term projects that require huge investment. Therefore 
the transit country has to be secure and stable, so that the energy producing and receiving countries 

 
13 Nowadays the electricity produced by Engurhess is shared between Georgia and Abkhazia. 60% share for 
Georgia and the remaining 40% for Abkhazia. According to data taken in July 2008 Engurhess produced 
8.065 billion kWh, Abkhazia consumed 2.182 billion kWh of this electricity. www.esco.ge  
14 South Ossetia receives gas and electricity from the rest of Georgia. The yearly consumption of gas is 12 million m3. 
The consumption of electricity is also low in numbers. According to Russian sources South Ossetia is not being 
provided with gas or electricity after the armed conflict.  
14 Construction work on the pipeline and power transmission line from Russia to South Ossetia has already been started. 
The pipeline will be ready by June, 2009.  
15 Acts of terrorism against the Head of State (1995 and 1998), explosions on energy units and transmission 
lines (2000, 2002 and 2004).  

http://www.esco.ge/
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do not feel that their resources are under threat17. The political elite of transit countries as well as the 
political elite of energy exporter and importer countries should have confidence in each other, 
regardless of their political and ideological convictions. This is especially important at the first stage 
of negotiations on international transit projects.   
 
While implementing the Baku-Tbilisi-Ceyhan and Baku-Tbilisi-Erzrum projects all participating 
sides – the producing country (Azerbaijan), the transit countries (Georgia and Turkey) and the 
receiving countries (the European Union and the United States of America) were acting in co-
ordination with each other. In that period resistance from the Russian side could not stop the 
project because mutual consent and trust existed between the political elites of the participating 
countries (Azerbaijan, Georgia and Turkey). It is also worth mentioning that Russia was 
economically very weak and the territorial integrity of Russia was also under threat, which also 
bettered the prospects of these projects’ execution. Consequently Russia could not undermine 
western economic expansion in the Caucasus and Caspian region as a whole. 
 
Events of August 2008 
 
During the Russian military operations against Georgia in August 2008 neither were any of the 
international pipelines (Baku-Tbilisi-Ceyhan18, Baku-Tbilisi-Erzrum19 or Baku-Supsa) nor any part 
of the internal energy infrastructure (except for Energo –Pro’s network in the areas of immediate 
neighborhood of break-away regions) of Georgia were damaged or hit (though a few aviation shells 
were dropped in areas surrounding the international pipelines). Supposedly, had the Russian air 
force been ordered to hit the pipelines, it would have done so without problem in the course of a 
several-day long bombing campaign. 
 
Therefore, we may come to the conclusion, that Russia did not have the intention to damage the 
pipelines. The fact that shells were dropped in the surrounding areas can be considered a warning 
message for the countries that produce energy and for those consuming it that: 
 

• Georgia is not a safe country though which to transit resources; 
• The safety of the pipelines going through Georgia depends on the good will of Russia;   
• It is impossible to protect the pipelines with only satellite supervision;  

 
 
 
Timing of the Russian Military Aggression – the International Situation 
 
The war between Russia and Georgia coincided with the following events: 
 

 
17 e.g. during the war between Iran and Iraq, Syria took Iran’s side and closed the pipeline going through its 
territory towards Iraq on Iran’s request. This action caused an unexpected rise of market prices. 
18 During the bombing conducted by Russian air force the Baku-Tbilisi-Ceyhan pipeline was not working 
because of the explosion that happened on August 5, 2008 on Turkish territory. 
19 Both pipelines were put in motion by 25 August. Baku-Supsa is still not working. 
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International Financial and Economic Aspect: Rising inflation, recession and a financial crisis 
started in the west. This crisis required the involvement and concentration of the whole developed 
world in order to overcome and localize the results. The war between Russia and Georgia seemed 
less important compared to the world financial crisis. 
 
International Security Aspect: Because of the current situation in Afghanistan and Iraq, it is 
impossible to achieve stability without co-operating with Russia. The role of Russia is also hugely 
important in the policy making process in Iran and generally Near East. 
 
International Energy Market: The existing high energy prices on international markets stimulates 
inflation in developed countries. Russia is the number one oil exporter (10 million barrels per day) to 
Europe. Russia provides the European Union with 25% of consumed gas and 40% of imported gas 
(130 billion m3 annually). The capacity of Baku-Tbilisi-Ceyhan (800 thousand barrels per day) and 
Baku-Tbilisi- Erzrum (6 billion m3 per year) compared to these numbers is unimpressive. It is very 
hard to replace Russian oil and gas on international markets as other oil producing countries possess 
no extra capacity to raise production. Russia can cause prices on international markets to rise by 
reducing the supply of oil and gas, which will cause higher inflation and recession in developed 
countries.  
 
The United States of America: The last phase of the pre-election period is ongoing. The political 
elite are busy with internal affairs. The current administration can not make any serious decisions 
without first agreeing them with the presidential candidates, so that there is no break in political 
responsibility sharing.  
 
Regional Situation – The Strategic Partnership of Azerbaijan,Georgia and Turkey 
 
Since the South Caucasian energy transit projects were set in motion, the strategic partnership 
between Heydar Aliyev, Eduard Shevardnadze and Suleyman Demirel has ceased to exist. After the 
United States of America started its military campaign in Iraq, the interests of Turkey and Russia 
converged (especially on Black Sea security issues).  
 
Azerbaijan follows a policy of balance on relations with Russia, the USA and Iran. During the 
armed conflict between Russia and Georgia Azerbaijan redirected its oil exports through the Baku-
Novorossiysk pipeline which is operated by Russia. A large proportion of Azerbaijani oil went by rail 
to Iran. New factors have appeared in Russian-Azeri relationship in terms of Azeri gas.  
 
The Russian company, GazProm is interested in the purchase of all of Azerbaijan’s gas production 
at market prices. Negotiations on this issue started in June 2006 and the talks are still under way.  
According to the agreement on the distribution of the existing production between Azerbaijan and 
International Consortium, the state share of Azerbaijan in Shah Deniz Project is 80%; the remaining 
20% belongs to International Consortium. GazProm wants to buy the share of Azerbaijan in Shakh 
Deniz PSA. The fact that there is no agreement between Russia and Azerbaijan about this issue does 
not mean that there will not be one in the future. After the Russian-Georgian armed conflict Russia 
now has a case to convince Azerbaijan that it is not safe to use Georgia as a transit country. Russia 
will offer its own territory as an alternative transit route to carry gas to Europe.  
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It is of course in Azerbaijan’s interests to exhibit more caution and care and find alternative, safer 
ways to transport gas to Europe. If the terms that Gazprom offers are acceptable to Azerbaijan, 
then the decision will probably be positive. Azerbaijan, as a producing country, is just as interested in 
finding an alternative way to transport its resources, as the consuming countries are. And BTE is the 
only export route for Azerbaijani gas to international market.  
 
The Political Leadership of Georgia takes upon itself the responsibility of leading a regional 
coalition against Russia20, worrying the political elite of Caspian and European countries. Their 
worry is totally understandable as the provocation of the largest country in the region by a transit 
country may create danger for the transit routes traversing the South Caucasus region.  
 
Kazakhstan, Uzbekistan: These East Caspian countries are strategic partners of Russia some 
through the Commonwealth of Independent States (CIS) as well as through the Collective Defense 
and Shanghai Cooperation Organization (SCO). Turkmenistan is an exception as she is only 
associated member of CIS since 2005. Their export routes of oil and gas pass through Russia and 
they are quite content with the existing agreement reached with Russia. Furthermore they have 
already developed alternative transit routes towards continental China21 and Iran22. A gas pipeline 
connecting Turkmenistan, Uzbekistan and Kazakhstan and running towards China is also being 
constructed23.  
 
Thus the exporting routes of East Caspian countries are diversified and the westward direction for 
export is not vitally important for them (at least not to an extent that would incite them to oppose 
their strategic partner, Russia). 
 
Kazakhstan is at the same time, one of the biggest investors in Georgia. Because of recent events 
Kazakhstan has already refused to continue with some of its big investment projects in Georgia (e.g. 
the building of an oil refinery in Batumi and the construction of a grain storage terminal in Poti). In 
June 2008 the Kazakh legislature passed a resolution on transporting 20 million tons of oil annually 
through Baku-Tbilisi-Ceyhan pipeline. This resolution remains in force so far. 
 
The European Union and the Nabucco Project 
 
There are several projects of pipelines going through Turkey towards the European Union. Among 
them is the Nabucco pipeline project which has the greatest support from the United States of 
America. According to the project the pipeline starts in Turkey and passes through Greece and 

 
20 In the energy sector this is reflected by the promotion of the Odessa-Brod pipeline. The main purpose of 
this project is to take away market share of Russian oil over Eastern European countries.  
21 Implying to Atasu-Alashankou route, the capacity of which may increase up to 30 million tons per year. 
Kazakhstan is offering to Russian companies to use this route for transporting Russian oil towards China, as 
they do not yet have a pipeline on this direction. 
22 Oil is transported by sea with tankers to the Iranian port of Neka. The capacity of this route is 12 million 
tons of oil per year. Goods are also transported by rail.  
23 The agreement reached between China and Turkmenistan is about building a pipeline with capacity of 30 
billion m3 of gas from the Iolotan gas deposits through Uzbekistan and Kazakhstan to China. A pipeline with 
a capacity of 10 billion m3 of gas per year already exists between Turkmenistan and Iran. It is possible to 
increase the capacity of this pipeline or lay a new larger capacity pipeline in the same corridor.  
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Eastern European countries ending in Austria. The purpose of the project is to diversify the supply 
of natural gas for Eastern European countries24. A 50% share of Nabucco belongs to the 
distribution companies of these countries (Botash, Bulgargaz, Mol, OMV Gas, RWE AG, 
TransGas25), the remaining 50% is for the oil and gas producing countries and international 
companies. Azerbaijan may become one of the main players in terms of providing the pipeline with 
natural gas. 
 
If Azerbaijan and Russia reach an agreement on purchasing its natural gas, then Azerbaijan will not 
be able to become the main provider of the Nabucco pipeline. This will become the obligation of 
Shah Deniz Consortium (Baku-Tbilisi-Erzrum pipeline). The Azerbaijani side as well as the 
Consortium consider that if such case occurs it will be hard to fully load the Baku-Tbilisi-Erzrum 
pipeline even after the second phase of Shah Deniz is begun. If events develop in that direction, the 
best solution will be to construct a Trans Caspian Pipeline, but as the status of the Caspian Sea is 
still not decided, this solution has to be delayed. Georgia will only attain the highest possible level of 
profit from the Baku-Tbilisi-Erzrum Pipeline only if it is fully loaded.   
 
The Nabucco pipeline might still be loaded by pipelines coming from Iran, Iraq and Egypt, some of 
which already exist (Iran-Turkey), some are being planned (Iraq-Turkey) or are waiting for a decision 
to be made (Egypt-Turkey). 
 
In the context of the Russian-Georgian armed conflict, the transit appeal of Russia and Iran has 
become stronger. Azerbaijani and Kazakh oil and oil products have been distributed exactly among 
these routes. Negotiations between Russia Azerbaijan to purchase Azerbaijani gas are still under 
way. It seems that the sides will reach an agreement on gas swaps. Specifically, Azerbaijan will 
provide Russia with gas in Dagestan; in return Russia will provide gas to Petkim in Turkey, a 
chemical enterprise bought by Socar in Turkey, where the share of Socar is 51%. Thus in case an 
agreement is reached between Russia and Azerbaijan, the Azeri-Russian pipeline which until the year 
of 2007 transported gas from Russia to Azerbaijan, will start working in a reverse mode, shipping 
gas from Azerbaijan towards Russia26.  
 
The transit route through Iran will become stronger if the relationships are settled between Iran and 
the west. The pipeline of the capacity of 10 billion m3 of gas already exists between Turkmenistan 
and Iran. The capacity of this pipeline can be increased, or another pipeline with a bigger capacity 
can be built on the same line. In case some part of Turkmenistan gas is carried through the pipeline 
connecting Iran and Turkey, the issue of the Caspian Sea status, which impedes constructing the 
Trans Caspian Pipeline, would be avoided.  
 
Iran actively works towards strengthening its transit position. The Deputy Energy Minister of Iran, 
Akbar Torkan said that Iran is planning to build a pipeline through Turkey, which supposedly will 
cost 4 billion US dollars, and will carry 37 billion m3 of gas annually towards Greece-Italy-
Switzerland. Iranian gas will not provide Eastern Europe with gas, thus it will not compete with 
Russian gas. The consumers of Iranian gas will be totally different in Western Europe. According to 

 
24 Russia provides these countries with gas. They do not have an alternative.  
25 These are European distribution companies working in Turkey, Bulgaria, Hungary, Austria, Germany and 
Romania.  
26 The size of traffic depends on time and circumstances.  



 

 

This report was prepared by Transparency International Georgia with funding from 
BP Georgia.  The contents of the report do not reflect the views of the donor. 

 

10

                                                

the statement of Akbar Torkan, Iran has already reached an agreement with one European company 
which could potentially operate this pipeline27.  
 
Conclusion 
 
The armed conflict between Russia and Georgia made it obvious that the role of Russia as the main 
geopolitical player in the region has strengthened28. The influence of Russia upon the decision-
making process of transit issues has also increased. In addition to its’ good relations with Iran, 
Russia has also managed to develop a strategic relationship with Turkey and has taken on the role of 
mediator between Turkey and Armenia in order to regulate the relationship of these two countries. 
The process of reconciliation developed so promptly that just a month and a half after Abdullah 
Gul’s visit to Armenia, the decision was made to export electricity from Armenia to Turkey.   
 
Russia might also play a positive role in settlement of the Nagorno Karabakh conflict, which will 
further increase its geopolitical influence in the region. Accordingly the influence of Russia upon the 
decision-making process in transit issues will increase even more.  
 
It follows from the above that it is irrelevant to assert that the connection of East Caspian resources 
(Kazakh oil and Turkmen gas) to South Caucasian international projects is realistically possible by 
arguing that the Baku-Tbilisi-Ceyhan and Baku-Tbilisi-Erzurum projects were realized despite 
Russian opposition. 
 

One cannot raise this issue without taking into account the fact that during the construction 
phase of existing regional transit projects29 the situation on the energy market30 as well as in the 
European Union and the United States of America was different.  
 
 
• Russia was a politically, economically and financially weakened country, which could not 

offer any attractive deals to Caspian countries; 
• The Caspian countries at that time did not have alternative routes towards China and Iran 

and there was no competition on these transit routes; 
• A strategic partnership of Azerbaijan (producer), Georgia and Turkey (transit countries) was 

created which worked in unison with the Administration of the United States of America.  
 
At present:   
 

• There is  big competition on transit routes and the South Caucasian route is not exclusive 
alternative anymore; 

 
27 Bulletin de l’Industrie Petrolier, Septembre 26, 2008 
28 In this new reality Russia appears as a mediator between Turkey and Armenia and also potentially between 
Azerbaijan and Armenia.  
29 The Caspian Sea states were striving for co-operation with the West. 
30 The price of oil and gas on international energy markets was quite low. The price of 1 barrel of oil was 
between 10-18 US dollars. The price of Russian gas on European market was also quite low. 1000 m3 of gas 
cost 120-150 US dollars the most.  
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• Russia found a common language with the Caspian states (Azerbaijan and Turkey among 
them) and gives them acceptable offers; 

• The safety of the South Caucasian transit infrastructure depends on the kind will of Russia. 
The role of Russia in maintaining regional security has strengthened.  

• The West is facing a deep financial and economical crisis, which needs big international 
effort to be solved. This includes working in close collaboration with Russia.   

• The role of Russia in terms of regulating prices on the international energy market is also 
very important.  

 
It would be good if the government of Georgia - when carrying out relations with the Russian side - 
had considered this changed international and regional geopolitical context and the situation on 
international energy market. 
 
If the government of Georgia wants to maintain its’ function as a transit country connecting east 
and west, it should immediately start taking all measures to restore internal and regional political 
stability. The Georgian government should resume direct negotiation with Russia (as hard as this 
may be)31 and take responsibility for the results. Otherwise existing international projects will not be 
fully executed and there will be no new transit projects.  
 
 

Liana Jervalidze, expert on energy issues 
 

 
31 If the negotiations with Russia carried out by the European Union are unsuccessful (Georgia will not return 
its lost territories, Russia will deploy its military troops in Abkhazia and Tskhinvali Region, the process of 
Georgian integration into NATO will not advance), Georgia’s foreign orientation might shift.     


