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ABSTRACT

THE STATE OIL COMPANY OF THE AZERBAIJAN REPUBLIC
(SOCAR) AND ITS EUROPEAN REGIONAL PARTNERSHIPS: 1992-2015

Asker, Cemile
MA, Department of International Relations

Supervisor: Prof. Dr. Oktay Firat Tanrisever

May 2015, 125 pages

This thesis analyzed State Oil Company of Azerbaijan Republic’s-SOCAR success
story and its development process from being a national-regional energy company to
become an international oil company by its investments. On the contrary to the
problems that national oil companies mostly face with, Azerbaijan has took a serious
step by signing Contract of the Century on the September 1994 and opened its country
for the Western investors and pave the way for country’s both economic and social
prosperity. SOCAR is the single and the most important actor of this success story by
its nature of being a national oil company and its cross the borders investment strategy
with developing good relationship ties and even brotherhood with the Turkey, Georgia
and European Union member states. Baku-Thilisi-Ceyhan pipeline, Trans Anatolian
Pipeline and Trans Adriatic Pipeline are the main key energy projects that sustain
European future energy security, develop relations between the actors and SOCAR are
studied detailed in this thesis.

Keywords: SOCAR, national oil companies, Azerbaijan, foreign policy,
TANAP



(0Y4

AZERBAYCAN DEVLET PETROL SIRKETI (SOCAR) VE SOCAR’IN
AVRUPA BOLGESEL YATIRIMLARI: 1992-2015

Asker, Cemile
Yiiksek Lisans, Uluslararasi Iliskiler Boliimii

Tez Yoneticisi : Prof. Dr. Oktay Firat Tanrisever

Mayis 2015, 125 sayfa

Bu tez Azerbaycan Devlet Petrol Sirketi-SOCAR’mn 1992 yilindan giiniimiize kadar
yapmis oldugu yatirnmlar ile kendini ulusal-bélgesel bir petrol sirketi olmasinin
Otesinde bir uluslararasi petrol sirketi olarak uluslararasi enerji piyasasina kabul
ettirmesinin basar1 Oykiisiinii konu edinmistir. Ulusal petrol sirketlerinin yasamis
oldugu zorluklarla beraber, Azerbaycan’in kendi ekonomik bagimsizligini saglamasi
yolunda 1994 yilinin Eylil ayinda atmis oldugu en 6nemli adimlardan birisi olan
Yizyilin Anlasmas ile iilkesini Bati’li yatirimcilara agmay1 kabul etmis ve tilkenin
hem ekonomik hem de sosyal anlamda gelismesinin yolunu ag¢mustir. Bu basari
hikayesinin yegane aktorlerinden biri olan SOCAR’1n bir devlet petrol sirketi olmas1
ve smirlart agsan yatirimlar ile beraber iyi komsuluk ve hatta kardeslik baglari ile
ozellikle Tirkiye, Giircistan ve Avrupa Birligi iiye iilkeleri ile gelistirdigi iyi iliskiler
ve gerceklestirdigi yatirnmlar basta Baku-Tiflis-Ceyhan boru hatti, Trans Anadolu
Boru Hatti ve devaminda da Avrupa Birligi iilkelerinin enerji gilivenligi yolunda

Oonemli bir adim olan Trans Adriyatik Boru Hatti projeleri detaylica incelenmistir.

Anahtar Kelimeler: SOCAR, devlet petrol sirketleri, Azerbaycan, dis politika,
TANAP
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CHAPTER I

INTRODUCTION
1.1. Scope and Objective

The thesis seeks to examine an answer to the research question how is SOCAR
developing by Azerbaijan as a NOC and what are the SOCAR’s investment strategies
in order to improving its business strategy in European and regional states. It is crucial
to emphasize the fact that despite SOCAR is 100% state owned oil company, it still

has some economic and technical inadequacies for being 100% national oil company.

State Oil Company of the Azerbaijan Republic (SOCAR) was established in 1992 as a
state oil company of the Azerbaijan. Since that time, SOCAR is making huge
investments in Europe, Asia and even in Africa. SOCAR tends to develop its
chracaterictics of being national oil company (NOC) with the company investments

and developments in oil and gas sector.

In Azerbaijan, SOCAR has played the important role of being the domestic partner of
the international oil companies through production sharing agreements (PSA). With
the production sharing agreements, foreign involvement in petroleum sector is
controlled and SOCAR is a partner in all PSAs. SOCAR has commercial and

regulative roles in PSAs.

History of the oil was started in Azerbaijan in the late 19™ century when the Nobel
Brothers discovered important and huge oil reserves in Caspian Sea. Importance of
Azerbaijan in energy scheme is motivated researcher to deeply analyze factors how
important for a small Caucasus state to establish a state oil company and how story
began in the West side by creating national oil companies. Despite the lack of
information about particular motives and characteristics as a NOC, investigating
SOCAR’s development story and its investments from the 1992 till 2015 is very
interesting in terms of the making contribution to research about the SOCAR that will

be one of the crucial European energy security contributor in few years.

The main purpose of this master thesis is, working on especially quite a new topic for
the Caspian energy rich states, having a national oil company desires. This thesis is
not concentrated on the Azerbaijan energy policy and its political decisions, as there

are quite many works that emphasize Azerbaijan’s importance for the European



energy security.Thus, Azerbaijan is the home government of the SOCAR, throughout
the chapters there are references for the both Azerbaijan energy and foreign policies.
SOCAR’s investment strategy within the region and the Europe is also seen as a good
example for the post-Soviet energy exporter states. The topic is important due to
SOCAR’s increasing importance in both regional and international relations. After the
dissolution of the USSR, Azerbaijan became a solely energy rich state that should took
important states in order to take into the consideration by the Western countries. The
year of the 1994 is the milestone in Azerbaijan history for signing Contract of the
Century agreement by the Western states and opened state for the international
investments. Since 21 years when the Contract of the Century was signed, Azerbaijan
starts benefited from the decision that took in last decade. Today, especially crisis
between the Ukraine and Russia makes think European states about Azerbaijan’s
possible contribution to the European energy security. Azerbaijan in compare with the
other energy exported states in the Central Asia region as Kazakhstan and
Turkmenistan could be assumed as the more opened to the European states for
developing relations by the help of the SOCAR’s business strategy in oil and gas

sphere.

SOCAR’s possible contributions in Turkey and Georgia are already seen as important
infrastructural projects. SOCAR with its investments, according to the research carried
on, also promoting economic stability within these particular states. On the other side,
with the first gas to Europe in 2019, SOCAR will also become one of the major gas
supplier to the continent. This thesis hopes to contribute academic and field researches
about SOCAR in particular and wishes more work to be done about SOCAR in next

years.

1.2. Literature Review

This thesis is a product of the over one and half a year researches in both written and
unwritten sources. Due to limited number of work have been conducted about the
SOCAR, the company’s investment strategy, its prospective ventures and good
relationships between the European regional states mostly based on the interviews that

made in Baku in January-February 2014.

The second chapter of this thesis consists of the works of the particular authors; Leslie
E. Grayson and most referred and prominent work- National Oil Companies book
gave a critical point of view regarding the NOCs. However the book has written in

1980s, it has very valuable information about the characterictics of NOCs. In company



with Grayson, Valerie Marcel’s work on the Oil Titans: National Oil Companies in the
Middle East shows the factors in which scope 10C and NOC differs and what are the
key drivers of the 10Cs.

Silvana Tordo’s World Bank Report National Oil Companies and Value Creation
analyses NOCs from different perspectives and draw attention on the relations
between the home governments and NOCs. World Bank, OPEC and U.S. Energy
Information Administration reports and the cited publications mostly used throughout
this chapter in order to give a broad point of view of NOCs.

Throughout the third chapter of this thesis, as it mostly keen on the establishment and
development of SOCAR and then continues with the regional partnerships, BP World
Energy Outlook reports, SOCAR, TANAP, BTC and TAP websites andwith the

interviews.

Fourth chapter is dedicated to SOCAR’s European investment strategy so European
Commission policy papers, official statements of the government representatives and
reports of the Gulmira Rzayeva on the energy security of European Union, Turkey’s
and EU’s energy security and lastly daily newspaper and journal articles cited mostly.
Throughout this part interviews also has an inevitable contribution.

Last chapter of this thesis dedicated to investigate and study national oil companies
and their national oil funds and compare them with the SOCAR. Throughout this
chapter mostly Yelena Kalyuzhova’s article The National Fund of the Republic of
Kazakhstan: From Accumulation to stress-test to global future is a comparative work
in case of understanding post-Soviet NOCs and their national oil funds. Richard
Gordon and Thomas Stenvoll’s Statoil: A Study in Political Entreprenurship article
has a guiding way in order to understanding Norway’s state oil company and its
development process. This work is very crucial in order to referring and comparing

Kazmunaygaz, SOCAR and Rosneft throughout the last chapter
1.3. Thesis Argument

Contrary to the expectation some scholars who assume that SOCAR as a national oil
company would have concentrated in consolidating its position in Azerbaijan energy
market through monopolistic strategies, this thesis argues that SOCAR differs from
other national oil companies in that it considers partnerships with Western
multinational energy companies at the backbone of its strategy of compensating its

weaknesses as a national oil company.



National oil companies are a trend that started taken into the consideration after the
1950s in oil sphere. National oil companies mostly have a motivation for acting in
favour of the national interests in energy debates. SOCAR, is not a fully dependent oil
company from the home state, however SOCAR is not only concentrated in

Azerbaijan’s exclusive energy market.

This thesis argument supported that SOCAR tends to be national oil company by its
investments in foreign states and developments in its relations with the foreign
partners. Being a national oil company consist some aspects as having national
interests, actives as a commercial oil company and having responsibilities with the

particular state and community.

This thesis argues that it is the business strategy of SOCAR that establish international
partnerships and orientation becoming an actor to European energy market. This work
is discussing SOCAR’s motivations for being a national oil company throughout the
all chapters. As it is relatively new topic for Caspian energy exporter states having a
NOC, SOCAR s criticizing for being a national oil company which is not an

independent company from the Azerbaijani state.

United Nations Working Group on Business and Human Rights in their official visit to
Baku on August 2014, suggested SOCAR to become accounted to Parliament and
become more transparent.’ It has known that SOCAR is the member of the
Transparency Initiative for becoming more transparent in oil industry.? However, in
the latest Human Rights Watch Report 2015, EITI delivered its concerns about human
rights violations within the country and pressure over the non-governmental
organisations.* SOCAR, as the biggest representative of Azerbaijan has a lot work to
do in case of the civil society participation, freedom of press and transparency issues.
It is not only becoming an energy rich country’s national oil company, it is also proud
and voice of the Azerbaijani people in abroad. BTC and TANAP projects gives an
opportunity for becoming a Western company for SOCAR, however in order to
continue its success and good relations with the European counterparts SOCAR

should take additional decisions.

'Statement at the end of visit to Azerbaijan by the United Nations Working Group on Business
and Human Rights, OHCR(27 August 2014),
http://www.ohchr.org/EN/NewsEvents/Pages/DisplayNews.aspx?NewsID=14965&L angID=E,
06 February 2015.

2 Azerbaijan-Nations in Transit, Freedom House, https:/freedomhouse.org/report/nations-
transit/2014/azerbaijan#.VVNhzauasVAo 06 February 2015.

® Azerbaijan: Transparecy Group Should Suspend Membership, Human Rights Watch,
http://www.hrw.org/news/2014/08/14/azerbaijan-transparency-group-should-suspend-
membership 06 February 2015.



http://www.ohchr.org/EN/NewsEvents/Pages/DisplayNews.aspx?NewsID=14965&LangID=E
https://freedomhouse.org/report/nations-transit/2014/azerbaijan#.VNhzauasVAo
https://freedomhouse.org/report/nations-transit/2014/azerbaijan#.VNhzauasVAo
http://www.hrw.org/news/2014/08/14/azerbaijan-transparency-group-should-suspend-membership
http://www.hrw.org/news/2014/08/14/azerbaijan-transparency-group-should-suspend-membership

1.4. Theoretical Framework and Methodology

This thesis is following liberal international relations theory towards the energy
security debates within the Europe. On the contrary to the some views or realist
scholars, SOCAR is making allies in European and regional states and cooperating
with them. Cooperation with these particular counterpart states is more than
competition in energy market for the SOCAR.

On the other hand, Azerbaijan is using its soft power over the negotiation process
rather than the hard power and the conflicts. It is very clear to observe that SOCAR is
a negotiator of the state in energy debates. SOCAR is using soft power over the
Turkey and Georgia mostly with its good relationships towards these countries. In the
European countries, SOCAR’s real estate investments and also national branding over

the sports campaigns could be seen as examples.

Besides these features, due to SOCAR has close relationships with European and
regional states, rule of law and democracy issues within the state are seen as important
values for the development of the state. Especially transparecy and accountability of

company is crucial in SOCAR’s relations with Western counterparts.

Lastly, in terms of liberal point of view, SOCAR is also a key player of state’s
increasing of wealth in recent years. SOCAR’s successful cooperations with

counterparts make the state wealthier than before.

This thesis used interviews with Gulmira Rzayeva from the Strategic Research Center-
Azerbaijan, Bakhtiyar Aslanbayli from Baku State University, Elnur Soltanov from
Azerbaijan Diplomatic Academy, Ilham Shabanli from Caspian Barrel online
newspaper, diplomats from Republic of Azerbaijan Ministry of Foreign Affairs and
lastly Dr. Vitaly Baylarbayov Deputy Vice President of the SOCAR are contributed to

this thesis with their views of SOCAR’s investments in European regional level.
1.5. Organisation of the Thesis

The thesis comprises four main chapters. Second chapter is dealing with the national
oil companies trends in the developing world, third chapter consists of the SOCAR’s
regional neighbour activities in Georgia and Turkey, fourth chapter is SOCAR’s
relations with the European states and institutions. Finally, fifth chapter of this thesis

is a comparative study of the national oil companies Kazakhstan, Norway and Russia.



Second chapter of this master thesis aims to give a conceptual analysis of the national
oil companies. In order to making proper analysis anout SOCAR, it is very important
to sustain main framework of the historical background of the national oil companies.
It continues with the factors behind the establishment of NOCs and key drivers of the
NOCs and lastly developing trends and contemporary challenges to the NOCs are
analyzing throughout the chapter.

Third chapter consists of the information about SOCAR at a glance. Due to
emphasizing more on the SOCAR’s investment strategy, third chapter is relatively
gives narrow and basic information about SOCAR’s establishment period. Throughout
this subchapter, researcher also discuss SOCAR’s inter (national) attitude towards
joint ventures with the partner countries. Chapter continues with the SOCAR’s
investments in Turkey and Georgia and concludes with the both states active
participation projects: BTC, BTE and TANAP.

Fourth chapter is making links from SOCAR’s regional projects to the European ones.
Those two chapters are the main contributors to SOCAR’s investment strategy
through the becoming a NOC. This chapter starts with the geographical order and
investments in Greece, then countinues with Italy and finally SOCAR’s active
participation in European energy security agenda. Trans Adriatic Pipeline project

(TAP) is also considered throughout this chapter.

Fifth chapter of this master thesis is a comparative study of SOCAR, Kazmunaygaz,
Statoil and Rosneft. This thesis starts with the historical background of the NOCs and
finishes with the current representatives of the NOCs from the Kazakhstan, Norway
and Russia. Due to importance of the Kazakh gas, post-Soviet energy rich state
representative and its possible inclusion to TANAP, Kazmunaygaz was choosen for
the comparative study. Statoil is one of the best example for NOC in Europe and its
Norwegian Model contribution to energy and wealth studies, makes research more
interesting and challenging in case of the other NOCs. Finally, oil giant Rosneft and
its different development process than the other NOCs, makes this chapter a
comparative study between the representatives of Azerbaijan, Kazakhstan, Norway

and Russia.



CHAPTER 11

NATIONAL OIL COMPANIES AND DEVELOPMENT TRENDS IN
WORLD

National Oil Companies have an importance for the state, the government and for
citizens of the particular state which has NOC, and for the international oil market in
order to sustain its power for the future of the market. NOCs are the flagship
enterprises for their countries and they could assume as sources of national pride and
employment.* Some of them provide public services such as education, building roads,
airports and investing in country’s communications systems. These two-sided coins
sometimes make NOCs as favorable companies in both domestic and international

relations for the states.

In this chapter of the master thesis, history of the national oil companies, factors
behind the establishment of national oil companies and lastly developing trends and

challenges for national oil companies is going to be analyzed.
2.1. History of the National Oil Companies

At the end of the 18" century when the first commercial oil was discovered, there
were 36 private oil companies® in United States and some of them were the
predecessors of the Seven Sisters. The first national oil company was established in
Austria- Hungary by Emperor Franz Joseph in 1908 for controlling crude oil and
building a topping plant.® In 1914, on the eve of the First World War, Anglo-Persian
Oil Company known as British Petroleum, was United Kingdom invested 2.2 million

pounds and got 51 percent of the ownership of the company.’

Energy was a crucial factor for the security of supply and continuation of the power.
In each pieces of work, the author have read about NOCs, authors mostly cited

Winston Churchill-at the time the First Lord of the Admiralty-, “If we cannot get oil,

* Donald L.Losman, The Rentier State and National Oil Companies: An Economic and
Political Perspective, The Middle East Journal, 64(3), Summer 2010, p.433.

*Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper ,N.218, p.15.

® Ibid, p.16.

" Ibid.



we cannot get corn, we cannot get cotton and we cannot get a thousand and one
commodities necessary for the preservation of the economic energies of Great

Britain.”®

Europe was also under the pressure for establishing its own national oil companies, for
securing supply of the security. France and Italy established their NOCs in the middle
of the 1920s. One of the locomotives of the oil exporter a region, Latin America was
also established NOCs. First Latin American NOC was Argentinan Yocimientos
Petroliferos Fiscales (YPF) in 1922.° Chile (1926), Uruguay (1931), Peru (1934) and
Bolivia (1936) followed Argentina.”® Today’s oil giant region Middle East and its
reserves were found in 1930s. Bahrain, Kuwait and Saudi Arabia were the key players
of the region in energy scheme and they had and still have an important impact on
both NOCs and international energy profile. In 1960 September, when OPEC was
established, it had drastically changed the history of the NOCs in a positive way.

Every story has its own milestones and exact dates for NOCs were the 1973-74 oil
crisis™. Before that date, oil did not take any attention for manipulating political and
economic purposes, according to the Planning Director of ENI stated in 1979, “Qil is a
political commodity. It is not something to be left to markets and businessmen.”*? Qil
was cheap, it could be reached and it was under the control of several big powers.
However, 1973-74 shifted oil and energy agenda, while prices suddenly rose four
times and stock markets crashes arose, NOCs birth on history scene at the end of the
1970s. Dependency on the foreign multinational cooperations(MNC), had risks for the
hosting states in the manner that these MNCs were responsible for their owner states.
That was one of the major reasons for governments, establishing their own national oil

companies where they will have control power.

The national oil company is the company whether 100% state owned or majority of
the shares is under the state control™. In basic explanation, if 51% of the shares are

owned by the state or government, it can be announced as state oil company™. The

& Alberto Clo(2000), Oil Economics and Policy, Springer: New York , p.37.

° Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working

Paper ,N.218, p.16.

19 Ibid, p.17.

1: Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.3.
Ibid.

"3 The National Oil Company- Transforming the competitive landscape for global energy,

Accenture, http://www.accenture.com/sitecollectiondocuments/pdf/accenture-noc-brochure-

rvs.pdf, p.3.

* Evangelia Fragouli, Adedolapo Akapo(2014), National Oil Companies& Energy Market:

The Energy Matrix Change and Its Implications, International Journal of Information,

Business and Management, p.27.
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responsibility of the company is on the state that is a reason how states and
governments could control their NOCs. Economic, strategic and commercial purposes
motivate NOCs and making investments in favor of their home governments. Energy,
as it mentioned frequently, is a political commodity since 1970s while states realized
unless energy power, it was very difficult ware to control both national and

international relations.

According to Fragouli’s work ,it was mentioned that oil is under the control of the
NOCs and NOCs are controlled by their particular governments®™. States’ roles are
altered from one state to the other one, but states’ mostly have similar objectives
about NOCs. Wealth distribution, economic development, foreign policy instrument,
energy security and lastly vertical integration are the objectives of NOCs that are
analyzing deeply in following part of this work. However, objectives and obstacles are

less similar about regulating national oil companies.

A special report regarding national oil companies that was published in 2006 August
by The Economist, Qil’s Dark Secret, is categorized similar problems that NOCs
faced. There isn’t a huge difference since 2006 while NOCs were controlling nearly
90% of the energy market®. According to the report, there is a list of the troubles that
disturb national oil companies; bureaucratic troubles, structural problems, used for
foreign policy purposes by states, transparency and accountability doubts and
maximization of incomes."” These problems mostly are seen in developing countries
rather than Norway or other developed ones. It is crucial to emphasize that NOCs are
established frequently in Middle East and Gulf region which controls two third of the

world energy market.*®

It is important to underline that how NOCs, are different from the international oil
companies (I0C) and in which perspective they have mutual concerns and objectives.
Leslie E.Grayson, in his “National Oil Companies” book that was published in 1981,
gives an attention to the important parts how oil companies could be described as
“national” ones. It is obvious that in order to be called as a national company, this

company should have national purposes®. These national purposes motives

15 Evangelia Fragouli, Adedolapo Akapo, National Oil Companies& Energy Market: The
Energy Matrix Change and Its Implications, International Journal of Information, Business
and Management, p.26.

% 0il’s Dark Secret(2006), The Economist, http://www.economist.com/node/7270301, 17
September 2014.

7 Ibid.

8 Ibid.

 Ibid.
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governments for taking decisions in favor of the oil company. NOCs national
purposes, operating both within the state and abroad, have differed from the MNC:s.

“Countries with NOCs could better control their balances of
payments and tax policies. NOCs could enable home countries to
accumulate international business and technological expertise and
could also be instrumental in foreign economic ventures, which would
enhance the country’s prestige at home and abroad. Thus by
establishing NOCs, governments hoped to counterbalance the oil
majors’ powers and to augment their own.””

National oil companies and their motivation for maximization of the state’s power,
make home government stronger in both domestic and international relations. It
should be underlined in this part of the work that, especially in countries which have
NOCs domestic and foreign relations are correlated. Unless becoming successful in
domestic relations it is very hard to succeeded achievements in international relations
when the national resources are the case of the topics. From the researcher’s,
especially in Middle East and Caspian energy exporter states, most of the incomes
from the oil are spent for the infrastructural projects. To exemplify, Dubai won
Expo2020, Azerbaijan hosted Eurovision in 2012 and will host First European
Summer Games in 2015 and Qatar will host FIFA 2020 World Cup?. This kind of the
infrastructural and image-making projects raise both state’s international power and in
domestic, it shows a little piece of the prosperity for the citizens. It is not sinister or
disastrous walking through the Boulevards with the most expensive brands or being

known by some of the Western tourists.

Lastly, about this part while emphasizing the history of the national oil companies, it
is crucial to underline in which regions when most of the NOCs established. After
1960s when the OPEC was established, in the Middle East in Kuwait, Saudi Arabia
and Irag, in the Africa Algeria, Libya and Nigeria were established their own NOCs?%.
The second important moment, after the fell down of the Soviet Union, in Russia,
Azerbaijan, Kazakhstan and Turkmenistan established NOCs. The selected NOC lists

with their establishment year and home countries are given at the end of this chapter.

National oil companies are not too much keen on having profit as it does in
international oil companies and multinational cooperation’s. Tasks of the NOCs are

properly developed by the state and the governments that is the reason in which scope

2 |_eslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.9.
*! Opening speech by llham Aliyev at the first meeting of the Organizing Committee of the
European Olympic Games due to be held in Baku in 2015, President of Azerbaijan Ilham
Aliyev, http://en.president.az/articles/7176 , 20 May 2014.

?? See the Table 1.
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NOCs are different from the 10Cs®. Secondly, NOCs are faced with the serious
bureaucratic problems in order to become and independent entity and investing in
profitable projects. Bureaucracy involves both in the management level of the NOCs
and in the investment strategy level®*.

The investment strategy of the NOCs mostly differs from the 10Cs in anextend to the
revenues that NOCs gained are relatively smaller than the 10Cs®. Lastly, NOCs are
free from the short-term financial pressures as they mostly addicted to the long-term
perspectives.”® Corruption, transparency and accountability issues are the other part of
the NOC history. Throughout this chapter, all of these factors and also relations with
the host governments and NOCSs are going to be analyzed in details.

NOCs are the reality for the today’s oil market where they have over 80% power of
voice”’. It is inevitable to carry out a research without analyzing NOC situation and
developing trends in the current oil market. NOCs are directly involved in state’s
foreign policy decisions that are why NOCs mostly defined as the flagship companies

and honor of the states.

National oil companies and their success from the perspective of the establishing
states are important phenomena in nationalizing oil cases. NOCs are at the center of
the resource nationalism; how Stevens explains it is a battle between the national
interests and foreign influences.”® Qil is a necessary target for state ownership and

|29

control® and that is the reasons why states are aiming have their own national or state-

owned oil companies.

2 Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper ,N.218, p.27.

** Donald L.Losman, The Rentier State and National Oil Companies: An Economic and
Political Perspective, The Middle East Journal, 64(3), Summer 2010, p.436.

% bid, p.437.

%8 \alerie Marcel(2006), Oil Titans- National Oil Companies in the Middle East, Chatnam
House: London, p.72.

?” Daniel Yergin(2008), The Prize The Epic Quest for Oil, Money&Power, New York: Free
Press, p.770.

28 paul Stevens(2008), National oil companies and international oil companies in the Middle
East: Under the shadow of government and the resource nationalism cycle, Journal of World
Energy Law& Business, 1(1), p.8.

# 1bid, p.12.
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“Over 80 percent of world reserves are controlled by governments and
their national oil companies....the government-owned national oil
companies have assumed a preeminent role in the world history.”®

State interests and state’s desire of controlling natural resources and especially one of
the most valuable one, oil motives creations of the NOCs. Political arguments and
economic arguments are the two main pillars of the ideas behind the NOCs
establishment processes®. How it was mentioned before, NOCs are not only important
actors in foreign politics; they have an important impact on the domestic politics as
well. Most of the examples of the NOCs are re-shaping of the state’s destiny and
citizens’ life in both positive and negative ways. Especially Dutch disease issues
where prices are getting higher and people could not be able to afford even basic
needs, corruption degrees increased and gap between the political elites who are

mostly involved in oil sector, and the citizens’ enormously fall out®.

Lastly, it is crucial to identify objectives and characteristics of the NOCs in order to
making a proper analysis about their establishment and relations with the home
governments. According to Pirog, on his detailed CRS Report for U.S. Congress, six
important objectives are carried out by the NOCs and four characteristics NOCs
have®. Objectives are as follows; wealth distribution, economic development, foreign
policy, energy security, job programs and vertical integration.* These objectives are
going to analyzing deeply under this part of the work and going to be referred in
following chapters of this thesis. The most important three objectives, from the point
of researcher’s view and this study are NOCs active engagement in economic
development and their inevitable role in state’s GDP percentage, NOCs role in
government’s foreign policy decisions and NOCs impact on state’s international
relations and last one energy security and especially supply security for oil importer

and exporter states’.

% Daniel Yergin(2008), The Prize The Epic Quest for Oil, Money&Power, New York: Free
Press, p.770.

*! paul Stevens(2008), National oil companies and international oil companies in the Middle
East: Under the shadow of government and the resource nationalism cycle, Journal of World
Energy Law& Business, 1(1), p.12.

*2 For more information: Financial Times, Lexicon-Dutch Disease,
http://lexicon.ft.com/Term?term=dutch-disease

** Robert Pirog (2007), The Role of National Oil Companies in the International Oil Market,
CRS Report for Congress,p.5-14.

* Ibid,p.6-7.
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Characteristics of the NOCs are as follows; efficiency, investment, reserves and
production and access to capital.®® It is very hard to assume that NOCs are working
very efficient while making their operations however inefficiency is a situation which
both NOCs and I0Cs are faced. About reserves and production operations, recently,
NOCs have the most important pie from the natural resources reserves. Mostly NOCs
are involved in upstream operations which are commonly referred as exploration and
production sector®. The investment strategy of the NOCs and 10Cs are different as it
should be. I0Cs aim maximization of the shareholder value, on the other hand NOCs
have a motive of the state interests where it would not be able to take decisions

independent than the government®’.

National Oil Companies Establishment Dates

% |bid, p.9-10.
** Ibid, p.9.
*” Ibid, p.11-12.
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Table 1

YEAR COUNTRY COMPANY
1914 UK BP

1922 Argentina YPF

1924 France CFP

1926 Italy Agip

1938 Mexico Pemex

1951 Iran NIOC

1953 Brazil Petrobas
1956 India ONGC

1960 Kuwait KNPC

1962 Saudia Arabia Petromin
1965 Algeria Sonatrach
1967 Iraq INOC

1970 Libya LNOC

1971 Indonesia Pertamina
1971 Nigeria NNOC

1972 Norway Statoil

1974 Qatar QGPC

1974 Malaysia Petronas
1975 Venezuela,RB PdVSA

1975 Vietnam Petrovietnam
1975 Canada Petro-Canada
1975 UK BNOC

1976 Angola Sanangol
1982 China CNOOC
1988 China CNPC

1988 Saudi Arabia Saudi Aromco
1989 Russia Gazprom
1992 Azerbaijan SOCAR
1993 Russia Rosneft(2006)
1997 Turkmenistan Turkmengaz
2002 Kazakhstan Kazmunaygaz
2002 Equatorial Guinea GEPetrol
2006 Chad SHT

Source: Tordo(2011), World Bank Report.

In the conclusion of this part, national oil companies have different motives and also

aim than the international oil companies. It is crucial to emphasize the factor that
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national oil companies have a huge share in the domination of the oil market. The
creation of the national oil companies is closely related with the state interests. It is
relatively easy to control both domestic and international oil market if the particular
state owns a national oil company. Next part of this chapter is going to be deal with
the establishment of the national oil companies and the state attitudes towards the
NOCs.

2.2. Factors behind the Establishment of National Oil Companies

This second part of the work is going to analyze factors which factors are behind the
establishment of the NOCs and why states’ aim to establishing and having state-

owned national oil companies.

National oil companies, especially after 1960s started establishing in oil producing and
exporter regions as Middle East and Africa ones®. Motives for establishing and
nationalizing oil mostly are differed from state to state and even from the

representative person of the state.

On the other side, national oil companies and their power of stabilizing the economy
and create wealth prosperity for the state makes NOCs an important economic actor in
state’s relations®. Besides the economy, NOCs are also in some cases dominant

actors in politics and realizing national state interests®.

States establishing national oil companies for three main objectives according to the
Grayson. The first one is reducing state’s dependence on the oil multinational
cooperations*’. Dominance over the transporting, refining and marketing facilities of
these MNCs, are under the control of the foreigners. “Large industrialized nations are
loath to depend on foreign corporations’ supply and control of the essential ingredients

of economic growth.”*

National oil companies have brought together three important objectives as it has

shown in graphic below; commercial, reputation and positioning and national mission

%8 See the Table 1.

% John Cassidy, Venezuela’s “Resource Curse” will outlive Hugo Chavez, The New Yorker,

http://mww.newyorker.com/news/john-cassidy/venezuelas-resource-curse-will-outlive-hugo-

chvez 18 May 2015.

%0 Especially the case of the Russia is the best example fort his statement.

;‘; Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.9.
Ibid.
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objectives®. Junction point of all three objectives is shareholder/stakeholder value. In
which percent and in which scope these objectives are valid is the question of this part.

Commercial
Objectives Shareholder/Stakeholder
Value
Reputation and fonal
Positioning Mission
Objectives Objectives

Figure 1

Key National Oil Companies Value Drivers*

Economic and political motives have started to get importance since the beginning of
1970s when the Bretton Woods system diminished®. Economy had been introduced as
an inevitable part of the politics and oil, the giant factor, became one of the major
sources for manipulating states economies. It is important to emphasize the security
and especially energy security under this objective. Oil’s significant increase and
states started curious about their energy security also. Whoever controls oil and oil
routes, it has powered the “others”. After the oil crisis and embargoes in mid 1970s

and following decades, energy security got the highest priority in the political issues.

8 Accenture (2011), Do national oil company leaders have the skills to deliver their national
mission? http://www.accenture.com/SiteCollectionDocuments/PDF/Accenture-National-Oil-
Company-L eadership-Survey-11-0712-NOC-July-11.pdf 17 September 2014.
4411

Ibid.

*> M. Fatih Tayfur, International Political Economy, Middle East Technical University,
Lecture, 17 November 2013.
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To sum up, states desire for controlling their economic, political and security purposes
are heavily depended on reducing dependence on MNCs and establishing their

national oil companies.

Second objective according to Grayson, is to enable home governments to develop the
specific understanding of the oil industry needed to check the MNCs activities®.
Home governments would prefer gaining petroleum industry knowledge from the
NOCs rather than the MNCs". Controlling their own companies is easier than
controlling multinational cooperations that operating in their countries. Grayson’s
depiction of establishing a national oil company is for home governments would like
to have “window” in order to regulate market and providing adequate information
about the oil industry™.

Last objective of national oil companies is assuring crude supplies which are
inexpensive and reliable®. This objective is also closely related to the energy security

which consists of the major elements of establishing NOCs.

Grayson summarizes third objective in four points. Compare to the MNCs, national
oil company is more reliable and stable partner™. When the economic and political
crisis occurs, MNCs could be under the host governments’ pressure and could leave
home government alone™. Second factor, out of 12 OPEC members, all of them have
national oil companies and access to crude oil could be better gained by national oil
companies.*® Third factor, rather than MNCs, national oil companies can support weak
markets and can choose unprofitable markets for making investments®. National oil
companies have government guarantees and may able to choose and support weak
markets. Last factor, NOCs can choose in which extend it could make investments for
long term purposes. In some cases, NOCs social discount rate is much lower than the

private discount rates. MNCs would avoid risks for waiting market opportunities™.

“Once national oil companies were established, governments often set
further domestic objectives aimed at increasing the governments’
social, political and economic control.”*

*® Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.11.
47 (ia:

Ibid.
**Ibid, p.9.
** Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.14.
50 -

Ibid.
*! Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich ,p.10.
2 OPEC, http://www.opec.org/opec web/en/360.htm. 07 September 2014,
>* Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.11.
54 1).:

Ibid.
% Ibid.
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Public purposes and public interests are determined by the governments’ political and
economic motives which integrated with the national oil companies activities. NOCs
are not only the oil companies that controls governments’ oil and energy policies,
these companies are also been responsible for determining balances of payments,
tariffs, taxes and states’ socio-political policies®.

Norwegian model of the “oil fund” mechanism is accepted as one of the most
successful way to provide transparent, anti-corrupted and more democratic state

structure for the governments®’.

Oil, which is the most political commodity of the 21% century, has a big impact on
reshaping communities of particular states. State oil funds are the best examples which

are going examined in details in the last chapter of this thesis.

“...national companies are instruments of the state. Their operations
and strategy are restricted by government directives. For instance,
they are required, for the most part, to use their international refining
assets as outlets for national crude, even when this is uncommercial.
...NOCs do not always operate on the basis of a commercial rationale.
They may serve the state’s strategic interests and its social welfare
objectives as well as the more common objective of the oil and gas
business of generating profits.”*

Once national oil companies established growth of these companies have close
relationships with their governments. All the NOCs while started, they have sought
and obtained government support.>® This support ranges from one government to the
other one but mostly governments seek to establish NOCs with the influential cadres
within the company. Although NOCs are mostly owned by the public, some
operations as maximizing profits, creating new markets at home and abroad motives
NOCs as private entities in some cases. According to Garyson, NOC’s relationship
with its governments is determined by two key elements: the NOC’s actual internal

behavior and the behavior of the government toward the NOC.

Internal functions can befound to be taken internal decisions and which personnel
took them. Decisions about pricing policies, sources of the crude oil and gas,
composition of the market are the determinant factors of the internal functions. On the

other hand, government’s behavior towards NOC consists of taxes, subsidies,

*® Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich,
p.250.
>’ More information could be found at the last chapter of this thesis.
%8 Valerie Marcel(2006), Qil Titans- National Oil Companies in the Middle East, Chatnam
House: London,p.231.
% Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich, p.19.
60 H

Ibid, p.18.
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establishing charter of the Company and state’s power of appointment or removal
personnel." Other important point on the government’s manipulating power is on
NOC is political pressure and public opinion. Governments have required that NOCs
operate in accordance with specific socioeconomic and political policy.

To sum up this part of work, according to Valerie Marcel, in her “Oil Titans-
National Oil Companies in the Middle East” book, the important factor is that is ninety

percent of the world’s oil reserves are entrusted to state owned companies.®

“The NOC is powerful because of its knowledge. It has technical and
business expertise: it knows the fields and understands how the
business works and what it costs. Government, for its part, sets the
rules of the game: it determines the targets for the sector and decides
whether to introduce competition and invite foreign investment.
Society seeks information regarding the NOC’s activities and
influence over the government’s decisions concerning the sector.”®

Increasing awareness of the national oil companies made them as a success story and
flag carrier companies of the particular states. NOCs, established with national
purposes, realizing state’s foreign policy interests and manipulating energy game in
favor of their home governments. Thanks to the government’s political and economic
support, national oil company of the state has become an important actor in the

international energy arena.

2.3. Contemporary Challenges for the National Oil Companies

National oil companies are different from the international oil companies in the matter

of the ownership, decision taking procedure and market shares. Ninety percent of the

61 H
Ibid.
82 \alerie Marcel (2006), Oil Titans- National Oil Companies in the Middle East, Chatnam
House:London,p.1.
®Ipid, p.10.
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World’s oil and gas reserves were controlled by the national oil companies®. There is
an increasing trend of having national oil company in order to manipulate world

energy game in favor of the state interests and strategic objectives.

This third and last part of the work is going to emphasize challenges which NOCs are
facing with and in which scope NOCs are important key players of the energy game
for both regional and international level. In order to understand NOCs, from the
researcher’s point of view, it is preeminent to give examples of NOCs that are the core
elements of this thesis. Azerbaijan Republic’s state oil company, SOCAR, aims to be
an international oil company with its over twenty year experience in the state-owned
oil company. SOCAR, contrary to the specialist of energy issues, is managing been an
international oil company by the mutual agreements in Europe, Asia and even in
Africa.

Statoil, SOCAR and Rosneft are the successful representatives of the both national
and international oil companies. However, Kazmunaygas on the contrast to these three
companies ,is mostly admitted as a “closed” national oil company of the Kazakhstan

Republic.

“Many NOCs are monopoly players blessed with a favourable
resource endowment, but even where public and private firms
compete, the state firms often have (historically or by law) preferential
access to the most attractive assets, whether upstream fields, refinery
plant locations, or retail networks.”®

According to Marcel, first difference is about the finances of the company. National
oil company’s financial structure is not independent of the government®. The state has

a regulatory tool on funds and could be able to limit investments of NOC.

However, state and national oil company has mutual benefits in which they need to

move together. The state is not a private owner as in international oil companies.®’

“Why is resource nationalism on the rise? One explanation usually
offered as “energy security”, a woolly and much-abused notion. Since
September 11th 2001, goes the argument, the energy world has been
much riskier than it was during the go-go 1990s, when governments

®Daniel Wagner, Bethany Johnson, The Rise of National Oil Companies, Huff Post Business,
http://www.huffingtonpost.com/daniel-wagner/the-rise-of-national-oil-_b_2138965.html 29
August 2014.

8 Christian Wolf, Does ownership matter? The performance and efficiency of State Oil vs.
Private Oil.(1987-2006), Energy Policy, (37)2009, p.2644.

% \alerie Marcel(2006), Qil Titans- National Oil Companies in the Middle East, Chatnam
House:London,p.230.

*7 Ibid.
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were largely content to leave it to the markets to match up supply and
demand.”®®

Monopoly over the state’s resources makes a significant difference between the
national and international oil companies. According to Marcel, most of the private
shareholders is higher in international oil companies than the NOCs®. Some of the
biggest NOCs as Gazprom, Statoil, Pemex and Petrobas have a special structure which
has both features of NOCs and 10Cs.” Third factor is more supportive in the case of
the SOCAR which Marcel mentions as NOCs are more engaged in promotion of
social welfare, having special educational programmes, involved in infrastructure

development and prosperity of the society™.

NOCs, in some cases, are not only oil companies but also companies that aim wealth
and stability of the society. Last point, transparency and accountability is very crucial
for NOCs in order to continue their legitimacy over the society and in international
relations’®. Especially Norwegian model oil funds mechanism provides more

accountable environment for national oil companies.

“For oil reserves and production, state ownership was gradually
reduced since the early 1990s, but this has been reversed since 2002.
For gas the picture is slightly different: since the mid-1990s (after the
part-privatisation of Gazprom) the NOCs’ share in gas reserves and
production has risen gradually as these companies now make an
increased effort to find and to possibly exploit an increasingly
valuable resource.””

Out of the 10 World’s biggest oil companies, 7 are national oil company which has a
dominant role in world energy scheme™. Except Gazprom, all of them increased their

volumes in producing oil. National oil companies, now, are important actors and key

% Global or National? The Perils Facing Big 0il(2005), The Economist,
http://www.economist.com/node/3884594#sthash.dgQtjTZg.dpbs. 17 September 2014.
% Valerie Marcel(2006), Qil Titans- National Oil Companies in the Middle East, Chatnam
House:London,p.230.

" Ibid.

™ Ibid.

2 Ibid.

"8 Christian Wolf, Does ownership matter? The performance and efficiency of State Oil vs.
Private Oil.(1987-2006), Energy Policy, (37)2009, p.2647.

™ Christopher Helman, The World’s Biggest Oil Companies, 2013, Forbes,
http://www.forbes.com/sites/christopherhelman/2013/11/17/the-worlds-biggest-oil-companies-
2013/ 17 September 2014,
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players that have undeniable power of the manipulating and controlling world energy

demands, exports and prices.

Table 2

The World’s Biggest Oil Companies, 2013
Company State 2003(BOE) 2013(BOE)
Saudi Aramco* Saudi Arabia 9.9 12.7
Gazprom* Russian Federation 9.5 8.1
National Iran Oil Company* | Iran 4.9 6.1
ExxonMobil United States of America | 4.6 5.3
Rosneft* Russian Federation - 4.6
Royal Dutch Shell Netherlands-USA 4.1 4
Petro China* China 25 3.9
Pemex* Mexico 3.6 4.2
Chevron United States of America | 3.2 3.5
Kuwait Petroleum Company* | Kuwait 2.3 34

*National Oil Company

Source: Forbes™

BOE=Barrels of Oil+ Gas

Lastly, discussions among the researchers and experts of the energy issues show

unique factors about the success and the future of the national oil companies. On one
hand, some says that till 2040s there will not be any NOCs, on the other hand NOCs

success and progress is witnessed day by day in energy relations and developments of

the companies’. Figure 1 illustrates the factor that NOCs are permanent actors in the

energy game and their success will continue. According to Christopher Helman from

Forbes, in ten years from 2003-2013, World’s largest oil companies out of ten seven

are NOCs. Trends of nationalizing oil companies, latest example is Russian private oil

"pid.

"® The future of oil and gas and the resultant challenges and opportunities for NOCs, OPEC,
http://www.opec.org/opec_web/en/864.htm 26 August 2014.
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company Yukos’s nationalization procedure and becoming oil giant Rosneft. Rosneft
now is the biggest oil company in the world.

Successful companies or figures are always facing the jealous issues. From the
researcher’s point of the view, NOCs are the success stories of their home states.
NOCs are making their countries more “open” to the other world and their citizens are
living in better conditions than before. In the last words, challenges of NOCs may be
continuing in the future but it is no doubt their roles are also going to increase.

2.4. Conslusion

National oil companies are the newly introduced phenomena rather than the private or
multinational cooperations. Qil and its importance and role in international relations,
derive states that would prefer to have a voice in energy relations. Oil is a political
commodity which reshapes totally all spheres that linked to it. It is not difficult to
understand in today’s world to Iraqg, Syria, Afghanistan and other parts of the world.
The latest examples and Arab Spring issues in the Middle East and North Africa

showed us the realities of the energy again.

National oil companies are the energy and especially oil and gas giant companies that

are controlling more than 80% percent of the oil and gas producing and market shares.
From some point of the views, NOCs are bulky and inefficient entities that are
concealing in the back of the home states. The author is not agreeing with this type of
generalizing definitions of NOCs. Throughout this work, the author had a chance for
analyzing views of different scholars and public or state owned entities’ reports about
NOCs.

It is obvious factors for conclusion as NOCs are desirable companies for both states
and the international oil market. There are three reasons why NOCs are getting

increasing priority in energy debates as follows:

Firstly, NOCs have home government support and promotion in its operations. It gives
to NOCs in the case of taking decisions more freely in the manner of the economic
side, especially for the big ones about making investments or not. Intergovernmental
oil pipeline projects or building refinery attempts could not be possible unless home
states’ material support and national bank promotions. The best example for this is
TANAP’s pipeline infrastructures are going to build with the support of the
Azerbaijan State Oil Fund’s.
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Secondly, national oil companies have the biggest share in the international oil market.
Out of the ten biggest oil companies, seven ones are national. NOCs development
models are different from the international oil companies that are aiming
maximization of their profits. NOCs using their energy power as an ability of
conducting their state interests. In today’s multi-polar world, not only historical super
powers as Western states but also energy rich Eastern states have a voice in world
politics.

Thirdly, on the contrary, the debates about the future of the oil, nationalizing issues
will continue about energy issues. Imagine that, what will you prefer your own
company or a “foreigner” company? In which one will you trust more? From which
one you will get more in the manner of human capital, contributing to the state’s
economy and state’s infrastructe projects? NOCs are the flagships, success stories and

inspiring companies of the energy game.

Last words about this chapter is about the NOCs are trending companies in world
politics also. Today, if we are discussing about energy weapon and threats to the
energy security issues, it is power of the national oil companies, because, unless
having your own national company, it is very hard to manipulate the world energy

game.

The next chapter is about give information about SOCAR and its development
process, then continues with the SOCAR’s regional investment strategy in the Turkey
and Georgia. SOCAR’s investments and joint ventures in regional partnerships states

and important pipeline projects are going to be analyzed.
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CHAPTER I1I

STATE OIL COMPANY OF AZERBAIJAN REPUBLIC and SOCAR’s
INVESTMENTS IN REGIONAL STATES

SOCAR has the biggest investments, especially with the two of the neighbor states:
Turkey and Georgia. State Oil Company of the Azerbaijan Republic is not only the oil
company, but also the flagship of the Azerbaijan Republic in foreign states. SOCAR is
a representative in economic, diplomatic and cultural relations of the Azerbaijan
Republic. In economic relations, SOCAR’s investments in Turkey and Georgia are in
astonishing amounts. In Turkey only SOCAR’s investments in Izmir, Aliaga Star
Refinery is about 7-8 billion US Dollars.”” Star Refinery is the highest direct
investment in Turkish Republic history, according to the SOCAR Turkey.” In
Georgia, SOCAR is the biggest taxpayer within the country.

This chapter is going to give information about SOCAR at a glance and then continue
with its investments in Turkey and Georgia in general. Due to, Turkey and Georgia
two neighbor states are also important energy players in realizing Baku-Thbilisi-
Ceyhan (BTC), Baku-Thilisi-Erzurum (BTE) projects and now working on the Trans
Anatolian Pipeline (TANAP) project. Subchapters of this part are as follows;
SOCAR’s investments in Turkey, BTC, BTE, TANAP and SOCAR’s investments in

Georgia.

3.1. State Oil Company of the Azerbaijan Republic

State Oil Company of Azerbaijan Republic, as it mostly referred as SOCAR, is a
development and continued success story of the Azerbaijan Republic. Establishment
of the SOCAR and its development strategy and especially investments in foreign
states and good relations with the Western counterparts are a very good example of
Azerbaijan’s neighbors. This subchapter is evaluating the state oil company and its

structure at a glance. SOCAR is the main and the most important actor in Azerbaijan

77 Star Rafinerisi inin 4 Milyar Dolarlik Imza, Petkim, http://www.petkim.com.tr/basin-
bulteni/157/729/STAR-RAFINERISI-ICIN-4-MILYAR-DOLARLIK-IMZA.aspx 26 May
2013.

8 Ibid.
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energy relations. SOCAR’s undoubtedly existence in Azerbaijan energy relations
shapes Azerbaijan’s foreign and domestic politics as a whole”. Throughout this
chapter of the work, SOCAR’s investments in regional states are going to be analyzed.

SOCAR’s investments in foreign states as Turkey and Georgia, its warm and
productive relations with the Western states and in general with the European Union,
makes this national oil company different from its counterpart NOCs which are
analyzed detailed in the last chapter of this thesis. SOCAR is a state owned national
oil company which operates in domestic and international energy arena and has a
single voice for Azerbaijan energy agenda. Today Azerbaijan’s proven natural gas
reserves are over 3 billion and developments in the new fields are constantly

resuming®.

SOCAR has different characteristics for becoming a national oil company and
investment strategy of SOCAR in regional states makes this company a desired

national oil company of Azerbaijan.

SOCAR s relatively a new national company and this is the reason throughout the
research for this chapter, the author has faced with the limited access to the sources.
This chapter is mostly built on the interviews with the representatives from the
SOCAR and other big oil companies that are operating in Azerbaijan, government
representatives and scholars from the most prominent universities and NGOs in

Azerbaijan.

State Oil Company of the Azerbaijan Republic (SOCAR) was founded on 13
September 1992 by Decree 200 of the President of the Azerbaijan Republic, with a

combination of the two state owned companies “Azerineft” and “Azerneftkimya”®".

SOCAR is included in investigating oil and gas fields, creating, preparing and
transporting oil, gas and gas condensate, advertising petroleum and petrochemical
items in residential and imperatively in worldwide markets furthermore supplying
normal gas to industry and for people in general purposes in Azerbaijan®. Under the

SOCAR's corporate elements operation, there are three creation divisions, two oil

7® Gulmira Rzayeva, Personal interview, 03 February 2014.

8 Emin Emrah Danis, The Future of the Azerbaijan-Turkmenistan-Turkey Energy
Cooperation, Hazar Strateji Enstitiisii,

http://www.hazar.org/blogdetail/blog/the future of the azerbaijan_turkmenistan_turkey ener
gy_cooperation_923.aspx 18 May 2015.

& History of the SOCAR, SOCAR, http://www.socar.az/socar/az/company/about-socar/history-
of-socar 18 May 2015.

8 Activities, SOCAR, http://www.socar.az/socar/en/activities/exploration/absheron 18 May
2015.
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refineries and one gas handling plant, one oil tanker armada, a profound water stage
manufacture yard, two trusts, one establishment and 22 subdivisions.®.

SOCAR has got important joint ventures such as in Georgia and Turkey, consortia and
operating companies that are doing business in different parts of the petroleum

industry with SOCAR’s participation®.

SOCAR has delegated workplaces in more than 10 nations as Georgia, Turkey,
Romania, Austria, Switzerland, Kazakhstan, Great Britain, Iran, Germany and
Ukraine.®. SOCAR has also trading company offices in Geneva, Singapore and
Dubai®. SOCAR is also making a real estate investment in Spain and South Korea®'.
In order to understand company’s structure and its motivation on the continuation

Azerbaijan oil and gas politics it is crucial to look at the SOCAR’s mission and vision:

“Mission: is to provide energy security of the Republic of Azerbaijan,
strategic interest on development of oil and gas, and petrochemical
industry, support the increase of scientific and technical, economic
and intellectual potential of Azerbaijan by applying advanced and eco-
friendly technologies, hold crucial position in regional and
international energy projects, and maximize the profit from the sale of
hydrocarbon reserves and derived products in the domestic and
foreign markets.”®

“Vision: is to become a vertically integrated international energy
company resting upon advanced experience on operation efficiency,
social and environmental responsibility.®

SOCAR makes dreams real for Azerbaijan by participating in international giant
petroleum and gas projects as BTC and TANAP. These two giant projects have seen
as “imagination” according to the Ministry of Energy and Natural Resources of
Turkey Taner Yildiz. Yildiz on his speech that was delivered in Ankara, October 2014
mentioned important factors that no one could believe in realization of BTC project

when it started. Now, TANAP is also seen as a “distant” project according to some of

8 For more information, SOCAR Azerbaijan Website:
http://www.socar.az/socar/en/company/organization/azerigas-production-union 18 May 2015
8 Services, SOCAR, http://www.socar.az/socar/en/activities/services/socar-georgia-gas 18
May 2015.

® Trans Adriatic Pipeline, About our shareholders, http://www.tap-ag.com/about-us/our-
shareholders 18 May 2015.

& About Us, SOCAR Trading, http://www.socartrading.com/about-us/offices 18 May 2015.
8 SOCAR, South Korean Company eye co-op, Azernews,
http://www.azernews.az/oil_and_gas/62564.html 18 May 2015.

8 About SOCAR, http://new.socar.az/socar/en/company/about-socar/mission-and-vision, 21
April 2014.

& Ibid.
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analysis. However, the first gas is planning to arrive in Turkey in 2018 and in 2019 to
the Europe™.

According to the Kjaernet, SOCAR has a dual role; representing the state in the
negotiations of PSAs and being government representative and secondly being
shareholder in important international projects.®

SOCAR is a one hundred percent state owned oil company which is responsible for
giving directions to Azerbaijan energy politics with President, Ministry of Industry
and Energy and Ministry of Foreign Affairs®>. SOCAR is a new company while
comparing with the other international companies that are operating in the Caspian

Sea.”

SOCAR was established “cooperative management” system newly that’s why
Company still has some problems about the management system®. However
according to the state officials throughout the interviews in Baku, SOCAR is seen as
the success story of the Azerbaijan. | would prefer to categorize the facts that why
SOCAR is crucial in Azerbaijan energy politics and then why it won’t be? Firstly,
after the independence period, “Azerneft” company was founded in 1991 in order to
operate Azerbaijan oil and gas negotiation and make investments. In 1992, only 1 year
after independence state owned company SOCAR was created and since that day
SOCAR s actively working in this sphere. Not only with its investments, SOCAR is

also an active actor in international relations of Azerbaijan Republic®.

It is stated in company’s mission that SOCAR is providing energy security for
Azerbaijan also advocating state interests in foreign markets. Secondly, it is much
easier to control a company which is under the domination of the state. However, it
has reverse effects on state structure. As | mentioned before, President llham Aliyev
was the former vice-president of the SOCAR and Minister for Industry and Energy
Natig Aliyev was the president of the SOCAR. These facts show us control

mechanism over the company is very strong and that’s why it is hard to evaluate

% Murat Utku, Tanap 2018’de Tamamlanacak, Aljazeera Turk, http://www.aljazeera.com.tr/al-
jazeera-ozel/tanap-2018de-tamamlanacak 18 May 2015.

! Heidi Kjaernet (2012), National Oil Companies and the State, Challenges of the Caspian
Resource Boom Domestic Elites and Policy-Making, Andreas Heinrich, Heiko
Pleines(Ed.),Palgrave Macmillan, Hampshire, p.195.

%2 State Oil Company of Azerbaijan Republic Rated ‘BB’; Outlook Positive, Qafgqaz University
Department of Finance, http://fi.qu.edu.az/en/news/State-Oil-Company-of-Azerbaijan-
Republic-Rated-BB%3B-Outlook-Positive-1010.html 18 May 2015.

** It is mentioned about BP, Statoil, TPAO and so on.

% Bakhtiyar Aslanbayli, Personal intervew, 30 January 2014.

*Gulmira Rzayeva, Personal interview, 03 February 2014.
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SOCAR as an independent company®. Thirdly SOCAR is a growing company and it
has over 60 thousand employees around its projects®’.

SOCAR has worldwide experiences since Azerbaijan oil and gas history have
important roots. It has strong economic aspects so that SOCAR is the locomotive
company is Azerbaijan oil and gas sector®. While comparing the beginning of the
independence period, Azerbaijan was totally depended on the Western companies in
order to make productions of oil and gas. But now, SOCAR could use foreign
companies’ management and technology systems. SOCAR is choosing the best for
making investments such as underground pipelines and employees®. SOCAR has an
access to the best technology and Azerbaijan is using its access in most areas'®.
However, on one hand while all these aspects are diminishing attitudes towards the
SOCAR as a NOC, on the other hand it strenghtens the argument of this thesis.
SOCAR chooses the way making multinational cooperations in order to develop its

deficits especially technological ones in this case.

Fourthly, oil and gas role on Azerbaijan GDP was 70% and today it is nearly 63%. "

SOCAR’s role in Azerbaijan’s GDP incomes is very high and SOCAR is a leading
company in Azerbaijan and in regional states. For example, SOCAR Energy Georgia
is the biggest tax payer in Georgia.'” SOCAR Turkey Company made the biggest
investment in Turkish Republic history by “Value-Site 2023 project.'® Lastly, as a
state owned company SOCAR can open most of the locked doors and has state
guarantee behind its projects. For instance, SOCAR Turkey and SOCAR Energy

Georgia investment are mostly enhancing by Azerbaijan Republic initiative in oil and

% State Oil Company of Azerbaijan Republic Rated ‘BB’; Outlook Positive, Qafqaz University
Department of Finance, http:/fi.qu.edu.az/en/news/State-Oil-Company-of-Azerbaijan-
Republic-Rated-BB%3B-Outlook-Positive-1010.html , 18 May 2015.
972013 SOCAR Sustainable Development Report, About the Company,
http://socar.az/socar/assets/documents/en/socar-annual-reports/sus.dev.rep-2013.pdf , p.6, 18
May 2015
% Diplomats from Republic of Azerbaijan Ministry for Foreign Affairs, Personal intervies, 02
Febrauary 2014.
iEOVitaIy Baylarbayov, Personal interview, 06 February 2014.

Ibid.
191 The World Factbook, Middle East: Azerbaijan,
https://www.cia.gov/library/publications/the-world-factbook/geos/aj.html, 22 April 2014.
192.SOCAR becomes largest investor and taxpayer in Georgia,

http://neftegaz.ru/en/news/view/120040, 22 April 2014.

13 SOCAR Tiirkiye'ye rafineri yatirmu icin 475 milyon dolar transfer , Anadolu Ajanst,
http://www.aa.com.tr/tr/sirket-haberleri/gundem/1064429, 22 April 2014,
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gas politics. “One nation two states” vision by Heydar Aliyev is continue in warm

Turkish-Azerbaijan relations™.

On the other hand, SOCAR has a few negative impacts on the being of the state
owned company. The first one is, being the locomotive company on states budget has
a big and fragile responsibility for SOCAR. Because most of the state’s income are
related to the SOCAR’s investments and productions. How much SOCAR produced
and sell, in this scope Azerbaijan will earn money. Due to the prices on oil and gas is
changing rapidly and suddenly, it is a big risk that SOCAR take.

The second one is, as much responsibility the company takes, as much risk on making
failures is increasing. As being a big company and having thousands of employees

sometimes create harmful work for a developing company.

Lastly, SOCAR is a one sided company and it has serious structural problems with

transparency and structure management’®

. While comparing with the other operating
companies in Azerbaijan such as BP or TOTAL, SOCAR has a long way for
maintaining its structural problems'®. However, it is important to keep in mind that
SOCAR is comparatively a young company that could shape Europe’s destiny in few

years.

According to the interview in Baku with the SOCAR Deputy Vice-President
Investments and Marketing, Dr. Vitaly Baylarbayov, | had several questions regarding
the SOCAR’s current situation and future prospects of the company'”. | am interested
in the SOCAR’s future developments in following years. According to the
Baylarbayov, SOCAR’s main aim is to become horizontal company and it would like
to have operations not only near abroad but also in other land like Africa. Process is
continuing in everywhere. There won’t be main changes in following ten years.
SOCAR would prefer to decrease its number of employees and separating services
unit from its operational structure. In terms of counterpart states, both Georgia and
Turkey are important countries but it is clear that Georgia is much smaller than the
Turkey and relatively market in Georgia is smaller. In order to be clear he mentioned
that for SOCAR, the priority is to ensure energy security of the region because it is
affected all countries that are supplying energy from the Azerbaijan. Sustainable

development of the Caucasian states economies as Iran, Georgia and Turkey is an

104 Official motto of the TANAP Project, http://www.tanap.com/ 18 May 2015.
1% [lham Shaban, Personal interview, 02 February 2014.
106 H
Ibid.
197 vvitaly Baylarbayov, Personal interview, 06 February 2014.
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important asset. Turkey can be seen as the main partner of the Azerbaijan in all
spheres. Azerbaijan has projects with Turkey not only in energy sphere but also in
railway project (Kars-Thilisi-Baku project which will start operating in the second half
of the 2015) and rebuking fiber optic cables'®.

Continue with the questions, regional security has always been a top priority in
SOCAR’s relations. There should be a stabilized economy within the regional states.
SOCAR would not limit itself in the terms of making investments through countries.
According to the statistics, Azerbaijan is going to have an important amount of gas for
supplying to foreign markets and this gas would search for the proper exits from the
Azerbaijan. No wonder Turkey won’t be the only country that wants to benefit from
Azeri gas that’s why SOCAR should go further by constructing new routes. Due to
today’s political atmosphere alliances with Iran and Iraq are out of the SOCAR’s
list."®Turkey is Azerbaijan’s reliable and long term partner in energy issues would
like to become an energy hub by the future developments in Azeri gas fields. With the
help of TANAP project, Azeri gas will transfer to the Europe directly. According to
the Baylarbayov, TANAP project will not be enough for Turkey to become an energy
hub. Turkey needs to more connections with neighbouring countries and as he

mentioned Turkey is in a proper way about energy politics.

3.2.SOCAR’s Investments in Turkey

Economic relations between Turkey and Azerbaijan are based on the energy relations,
trade relations and other investments in the countries. All detailed information about
the big energy projects and transportation ones are going to be given in following
chapter. Turkey is the first country that was recognized Azerbaijan’s independence in
9" November 1991, after 20 days when Azerbaijan declared independency from the
110

Soviet Union
the 1990s™*.

. Azerbaijan and Turkey are two brother states since the beginning of

1% Eirst test train operates on Baku-Thilisi-Kars railway, Agenda.ge,

http://agenda.ge/news/28897/eng 18 May 2015.

1% vitaly Baylarbayov, Personal interview, 06 February 2014.

19 Tiirkiye Cumhuriyeti Bakii Biiyiikeliligi, Bilgi Notlart,

ﬂtltp://www.baku.emb.mfa.qov.tr/ShowInfoNotes.aspx?ID:170188 18 May 2015.
Ibid.
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In cultural relations, being “one nation two states”™*” has a big motivation on both
states relations. Azerbaijan and Turkey have lots of common interests, cultural
relations and maybe the most important have very similar languages: Turkish-
Azerbaijani. Azerbaijan and Turkey also have similar religious which is the difference
between in Azerbaijan-Georgian or Azerbaijan-Russian relations. The biggest motive
in relations between Azerbaijan and Turkey are the development in the energy sphere
since the developments in Baku-Thilisi-Ceyhan oil pipeline®®. After this project,
investments increase day by day. Both countries move with the motive of being
brother states, good neighbours and reliable, stable and good allies in economic and

diplomatic relations.

Turkey was closed borders with  Armenia in April 1993 after the Armenian
occupation of Azerbaijan territory™*. However, since 2009 Turkey has started
normalization of relations process and it has objections from Azerbaijan

occasionally™®

. Turkey is the strongest supporter of Azerbaijan territorial integrity and
Turkey had given biggest support to Azerbaijan army during the construction period
of the Azerbaijan army. Lots of Azerbaijani students is studying in Turkish
universities and lots of Azerbaijani academicians, musicians are working in Turkey™.
Azerbaijan is going to make Turkey an “energy hub” in 2020s with the completion of
the TANAP™. Azerbaijan is working very closely with Turkey in order to realise
2023 Vision of Turkey™®. Turkey’s participation in the Shah Deniz field by buying
TOTAL’s 10% stake in the end of May 2014, is the clearest example of Turkish desire

to have closer relations with Azerbaijan.™

It is important to stress that trilateral relations between the Azerbaijan-Georgia-Turkey

are the other aspect of the relations between the states in the region. Azerbaijan and

12 Azerbaycan-Tiirkiye iliskileri, Heydar Aliyev Heritage-International Online Library,
?ltgtp://lib.aIiyevheritaqe.orq/tk/4610295.htmI 18 May 2015.
Ibid.
114 Alican sinir kapisi agilmayacak!, NTVMSNBC, http://www.ntv.com.tr/arsiv/id/25524750/ 18
May 2015.
115 Davutoglu Bakii’ye gidiyor, Hiirriyet, http://www.hurriyet.com.tr/qundem/12740805.asp ,
18 May 2015.
116 Azerbaycan diasporasmnin yerlesim cografyasi, Azerbaijans,
http://www.azerbaijans.com/content 1713 tr.html 18 May 2015.
Y7 Efgan Nifti, Magsud Mammad, A Quest to Become an Energy Hub: The Case of Turkey,
Hazar Strateji Enstitiisii,
http://www.hazar.org/blogdetail/blog/a_gquest to _become an_energy hub the case of turkey
482.aspx 18 May 2015.
8 SOCAR Tiirkiye, Sirketlerimiz, http://www.socar.com.tr/sirketlerimiz/ 18 May 2015.
19 TPAQ to boost Shah Deniz Stake, Natural Gas Europe,
http://www.naturalgaseurope.com/tpao-shah-deniz-total-stake 04 June 2014.
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Georgia have the same foreign policy movement: Euro-Atlantic integration'”. Both
states have negotiations with the NATO and EU. Georgia is going to sign Association
Agreement with the EU in the end of June 2014 however Azerbaijan is not planning to
be a member of EU'!. Turkey is the strong ally of NATO in the region and security
provider and negotiator for the region. Turkey has an important role due to its
strategically location: it can be a part of the many problems that is arising in the Black
Sea region, Caspian and Middle East.

“Our cooperation is based on common interests. At the same time we
realize joint projects that go beyond regional boundaries and are
global in nature.”(Aliyev, 2014)'%

“These projects are important not only for the region but also globally.
We are all aware of the importance of these global projects and these
three countries are doing their utmost to ensure security and stability
in the South Caucasus.”(Giil, 2014)*

During the Elchibey era, Azerbaijan’s most Turkish oriented president, declared that

124 Over the relations

Turkey will occupy the first place in Azerbaijan’s foreign policy
with Turkey, there some factors such are Iran and Russian relations. After the
Elchibey period, while Heydar Aliyev was elected as the 3™ President of the
Azerbaijan Republic, he had balanced foreign politics among the all neighbours except
Armenia'®. Turkey has always been a priority in Azerbaijan foreign politics.
Especially after the realization of the Baku-Thilisi-Ceyhan project which was a long
term dream of the Azerbaijan, Turkey became a reliable, stable partner and brother
state for Azerbaijan'®. This was Heydar Aliyev’s vision to include Turkey to

Azerbaijan energy security issues.

“Cultural affinity between the peoples has been reinforced by strategic
friendship between the governments, providing an outlook of solid
and lasting partnership.”?

120

Bakhtiyar Aslanbayli, Personal interview, 30 January 2014.
Gulmira Rzayeva, Personal interview, 03 February 2014
Cooperation between Georgia, Turkey and Azerbaijan is important fort he whole world,
Contact.az, http://contact.az/docs/2014/Politics/050600077712en.htm#.VVSTz8fmUeZt 10 May
2014.
2 |bid.
z: Elnur Soltanov, Personal interview, 05 February 2014.
Ibid.
'2® Gulmira Rzayeva, Personal interview, 04 February 2014
Nazrin Mehdiyeva (2011), Power Games in the Caucasus: Azerbaijan’s Foreign and Energy
Policy Towards the West, Russia and the Middle East, London:1.B.Tauris, p.194.
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Since now, states as Turkmenistan and Kazakhstan are afraid to change balances in
favor to Western politics and hurts Russia. However, by the Azerbaijan active energy
diplomacy, Turkmen gas could be involved in Trans Anatolian Pipeline and transfer to
Europe®. These steps are taken by the Heydar Aliyev’s son, Ilham Aliyev, fourth
President of the Azerbaijan Republic. Ilham Aliyev has also good relations with
Turkey since he was elected in 2003 while in Turkey ruling party was AKP and
President Recep Tayyip Erdogan. Relations between the leaders are also affecting
decisions of the foreign policy and Aliyev-Erdogan relations are in the top level in last

years'®,

Since 2003, during 12 years both leaders are developing relations among Azerbaijan
and Turkey. It can be observed from the press that there isn’t any single day in
Azerbaijani and Turkish press if there isn’t any news about cooperation between

Azerbaijan-Turkey in energy developments®

. Azerbaijan believes in Turkey’s 2023
Vision and is working with the Turkey in order to realize this vision. Turkey can be
seen as the “leading actor” of the Azerbaijan in 1995 while its inclusion to BTC
project was very crucial for Azerbaijan. Now, Azerbaijan is paying its bill to Turkey

and making enormous investments in Turkey with different project.

SOCAR’s daughter company SOCAR Turkey’s investments in Turkey have 5
important companies: Star Refinery, Petkim, Petlim Port, Socar Power and Socar Gas

Trade. ™

Turkey has a privilege in gas prices. However, these prices are not officially disclosed,
but local Turkish media have reported that Turkey pays $490 per 1,000 cubic meters
of Iranian gas, $425 for Russian gas, and $335 for Azerbaijani gas, which is supplied
via the Baku-Thilisi-Erzurum pipeline™ It is the best example that examples the
historical, economic and political ties between the Turkey and Azerbaijan. Azerbaijan
and Turkey are connected by several important regional economic projects; there is 3
pipeline projects- BTC, BTE and TANAP, one company: SOCAR Turkey and one

transportation projects: Baku-Thilisi-Kars Railway project. Economic relations and

128 Bakhtiyar Aslanbayli, Personal interview, 30 January 2014,

129 Tiirkiye Cumhuriyeti Bakii Biiyiikelgiligi, Tiirkiye-Azerbaycan Arasinda Yapilan Ust
Ziyaretler (2010-2014), http://www.baku.emb.mfa.gov.tr/ShowlnfoNotes.aspx?1D=170177 18
May 2015.

130 According to the data collection Project for the University of St. Gallen that was conducted
by the author from the January 2014 till March 2015 for the ISSICEU Project.

31 SOCAR Tiirkiye, for more information: http://www.socar.com.tr/sirketlerimiz/ 08 April
2015.

132 Rufiz Hafizoglu, Azerbaijani gas is much cheaper than Russian gas for Turkey-minister,
Trend.az, http://en.trend.az/business/enerqy/2375476.html 18 May 2015.

34


http://www.baku.emb.mfa.gov.tr/ShowInfoNotes.aspx?ID=170177
http://www.socar.com.tr/sirketlerimiz/
http://en.trend.az/business/energy/2375476.html

bilateral cooperation between Azerbaijan and Turkey have reached a high level, and
trade turnover between the two countries amounted to $1.8 billion in the first eleven
months of 2013"%,

In May 2014, Turkey showed the highest desire to involve in Shah Deniz gas field.
Turkish TPAO bought 10% of the TOTAL’s stake in Shah Deniz field that worth 1.5
billion US Dollars and increased its share in field to 19%."*

In signing ceremony, Turkish BOTAS, increased its share in TANAP project from
20% to 30%."* Operating company of TANAP is still SOCAR. Developments in the
Shah Deniz field and the increasing role of the Azerbaijan in European energy
security, motives Turkey to increase its share in common projects with Azerbaijan.

After the realization of TANAP project, Turkey is going to get 6 bcm3 gas per year

136

and transfer 10 bcm3 to Europe ™. By 2020, Turkey is won’t be only a gas supplier

country from Azerbaijan but also a transit country of Azeri gas’®’. Latest
developments in gas fields and Turkmen gas possible involvement in TANAP will

make Turkey closer to its “energy hub” dream for the future.

“The investments of the second phase of development of the "Shah
Deniz" gas condensate field as well as expansion and creation of gas
transport infrastructure in Azerbaijan and Turkey is estimated at $46.5
billion. Azerbaijan's Energy Minister, Natig Aliyev made the remarks
in his interview with "The Business Year-Azerbaijan 2014' magazine.
In particular, the cost of the second phase of development of the field
totals approximately $ 27 billion, the expansion of the Sangachal
Terminal Expansion and of the South Caucasus gas pipeline - $ 6.5
billion, and the estimated cost of construction of the Trans-Anatolian
gas pipeline (TANAP) - about $ 13 billion. The implementation of
the second phase of the Shah Deniz 2 will have a major positive
impact on the economies of many countries, including Azerbaijan,
Turkey, Georgia, Italy, Greece, and Azerbaijan.”*®

133 Aynur Jafarova, Azerbaijan ready to supply energy resources to Turkey at affordable price:
minister, Azer News, http://www.azernews.az/oil_and gas/64239.html 18 May 2015.
3% Enerjide tarihi imzalar atildi;, TPAO, http://www.tpao.gov.tr/tp5/2tp=haber&id=20 04 June
2014.
135 Sahdeniz ve TANAP projeleri ortaklik artirimi anlasmasi imzalandi, Republic of Turkey
Ministry of Energy and Natural Resources, http://www.enerji.gov.tr/tr-TR/Bakanlik-
Haberleri/Sahdeniz-ve-TANAP-Projeleri-Ortaklik-Artirimi-Anlasmasi-Imzalandi 04 June
2014.
3¢ Vitaly Baylarbayov, Personal interview, 06 Febrauary 2014.
137 -

Ibid.
*% Emil Ismayilov, Shah Deniz-2 project to have significant impact on economies of many
countries, Trend-Az, http://en.trend.az/capital/energy/2274558.html, 17 May 2014.
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Due to geographical circumstances and the ongoing frozen conflict in Nagorno-
Karabakh, Azerbaijan choose Georgia as the partners for its energy giant projects.
Next subchapter of this part is going to continue with the investments in Georgia and

at the final SOCAR’s joint venture projects in Turkey and Georgia is analyzed.

3.3 SOCAR’s Investments in Georgia

Azerbaijan and Georgia have historically good relations since both states were the part
of the Soviet Union. Under the Soviet dominance, Azerbaijan and Georgia had good
relations and after the dissolution of the Soviet Union, Georgia recognized Azerbaijan
as an independent state in November 1992"°. Georgia and Azerbaijan have
strategically energy relationship as Georgia is the exit point of the Azerbaijan oil and
gas. Thilisi is the transit point for the BTC and BTE projects. Except BTC and BTE,
now Baku-Thilisi-Kars railway is under construction and will start operate in 2015.
With the achievement of this railway, Georgia has become a transportation supporter
also for both Azerbaijan and Turkey. Azerbaijan and Georgia both have conflicted
zones in their territories: South Ossetia and Abkhazia in Georgia and Nagorno-
Karabakh in Azerbaijan. Both states have experienced terrorism period within their

territories that’s why they have close relations about regional security.

“A window of opportunity opened when people began to see that
Georgia had value as a transit country for energy routes running from
East to West. Based upon the development of Azerbaijan’s offshore
resources and cooperation with Turkey, Georgia developed a niche as
a transit country with the construction and operation of the Baku-
Thilisi-Ceyhan (BTC) pipeline.”**

Stability and security of the South Caucasian region could only be provided by the
region states own state securities. For this reason, regional energy security and in
general European energy security are heavily depends on the region states security in

particular. Azerbaijan and Georgia joined in the Commonwealth of Independent States

3% Azerbaycan-Georgia Relations, Republic of Azerbaijan Ministry for Foreign Affairs,

http://mfa.gov.az/files/file/ Azerbaijan%20-%20Georgia%20relations%20%283%29.pdf 18
May 2015.

%% Robert M.Cutler, Turco-Caspian Energy Security and the Caucasus: Threats and
Opportunities, Caucasus International, 2(3), Fall 2012, p.343.
https://www.academia.edu/3129377/Turco-

Caspian_Energy Security and the Caucasus Threats and_Opportunities
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(CIS) in 1993 and after the 2006 Georgia-Russian War Georgia left the C1S*!. Both
states are Council of Europe member states and both states were founded GUAM-
Organization for Democracy and Economic Development in 2001 by the European

Commission initiative'*

. Members of GUAM are Georgia, Ukraine, Azerbaijan and
Moldovia. Azerbaijan and Georgia have an important oil pipeline between Baku and

Supsa which started operating in 1999,

SOCAR Energy Georgia is the biggest taxpayer in Georgia and has enormous projects
in Georgian energy infrastructure as Kulevi Oil and Transportation Terminal™*.
SOCAR is the supplier of the Georgian energy security and have important social
projects within the Georgia. Since the beginning of the October 2013, SOCAR is
supplying free gas to Georgian churches, mosques, synagogues and other religious
facilities as it has been continue in Azerbaijan religious facilities.'* Georgia will
continue to being an energy transit country and its role will increase in following years

by developments in Azerbaijan gas fields.

“Both countries identify the relationship as the “Caucasian Tandem”,
a “time-tested friendship” and, importantly, each country’s National
Security strategy paper identifies the other as a “strategic partner”. In
particular, the large-scale energy projects across the region created
opportunities for an economic partnership, which consolidated the
political relationship.”
Azerbaijan and Georgia have close relations since the beginning of the new oil history
of the Azerbaijan after the 1991. Unless Georgia it was hard to achieve Azerbaijan’s
goals in order to open the country to foreign investors as Azerbaijan is a landlocked
country. Over Armenia built pipelines and transit oil and gas was undoubtedly
unlogical situation for Azerbaijan**’. For this reason Azerbaijan had two options:

Georgia and Turkey. Azerbaijan used both options and made two states as transit

4! Georgia officially quits CIS, Russia Today, http://rt.com/news/georgia-officially-quits-cis/
18 May 2015.

142 GUAM, About, http://guam-organization.org/en/node/440 18 May 2015.

3 Transport Routes of Azerbaijani Oil(Baku-Novorossiysk, Baku-SUPSA), Azerbaijan,az,
http://www.azerbaijan.az/ Economy/ OilStrategy/oilStrategy 05 e.html 18 May 2015.

144 Kulevi Oil Terminal, History, http://kulevioilterminal.com/en/view-page/114/History 18
May 2015.

145 Nazrin Gadimova, SOCAR to supply free gas to Georgia’s religious facilities, Azernews,
http://www.azernews.az/oil_and_gas/60824.html 01 November 2013.

146 Zaur Shiriyev(2013), An alliance built on understanding: The geopolitics of Georgian-
Azerbaijani relations, In Kornely Kakachia and Michael Cecire(Eds.), Georgian Foreign
Policy-The quest for sustainable security, Konrad Adanauer Stiftung,
http://www.kas.de/wf/doc/kas 37002-1522-1-30.pdf

7 Due to continuos war over the Nagorno-Karabakh region.
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states. In order to understand close ties between Georgia and Azerbaijan it is important

to give emphasis to President Shevardnadze’s speech in January 1993;

“Our interests complement each other. We need their railroads if we

want to remain in contact with Russia and other CIS states. They need

our Black Sea ports if they want to export anything to the West.”'*
Warm relations with Georgia were built up following the Soviet period. Baku-Supsa
oil course is an 833-kilometer long oil pipeline, which keeps running from the

Sangachal Terminal close Baku to the Supsa terminal in Georgia'*

. Oil transports
from the Azeri-Chirag-Guneshli field. BP is the administrator of the pipeline. The
arrangements for the pipeline's development began in 1994. On 8 March 1996,
President of Azerbaijan Heydar Aliyev and President of Georgia Eduard
Shevardnadze conceded to the foundation of Baku—Supsa pipeline'. The trilateral
contract was marked between Azerbaijan International Operating Company, SOCAR
and the Government of Georgia. Basically, the Baku-Supsa pipeline is a restored

Soviet period pipeline with a few recently manufactured area™".

Baku-Thilisi-Ceyhan (BTC) oil pipeline was one the most important story on
Azerbaijan oil history that had ever built. From the point of view author, TANAP will
be the “golden Project” of both Azerbaijan and Turkish masterpiece while it will

construct.

The next parts of this chapter are going to give informations about SOCAR’s
investments in BTC, BTE and TANAP projects. Due to both states, Turkey and
Georgia are the parts of these three projects, information about them bounding both

sides.
3.4. Baku-Thilisi-Ceyhan (BTC) Project

Baku-Thilisi-Ceyhan oil pipeline project and its realization is one of the most

achievable moments in Azerbaijan history. Azerbaijan and its Western counterparts

'%¥ Emmanuel Karagiannis (2002), Energy and Security in the Caucasus, Routledge:London ,

p.145.
149 Transport Routes of Azerbaijani Oil(Baku-Novorossiysk, Baku-SUPSA), Azerbaijan,az,
http://www.azerbaijan.az/ Economy/ OilStrategy/oilStrategy 05 e.html 18 May 2015.
150 :

Ibid.
151 Bp Caspian, Supsa Terminal,
http://www.bp.com/en_az/caspian/operationsprojects/terminals/supsaterminal.html 18 May
2015.
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and especially border states-Georgia and Turkey help to Azerbaijan for making its

dreams real*

BTC project is the first successful path of the SOCAR’s projects as it follows with
Baku-Thilisi-Erzurum gas pipeline and later on with the European giant project,
TANAP. SOCAR has three main motivations and aims while realizing BTC project
which started operating in 2006. The first one is providing oil to Europe bypassing
Armenian territory and using Georgia than Turkey and from Turkish port Ceyhan to
the Europe, providing oil to Turkey and European states. Secondly, SOCAR aims to
motive as a national oil company by its commercial and national interest goals. Lastly,
SOCAR starts a chain of successful investments in Turkey which is continuing in
Europe by TANAP.

The Baku-Thilisi-Ceyhan(BTC) pipeline is 1768 km longs and oil comes from the
Azerbaijan’s one of the most important discovered offshore field-Azeri-Chirag-
Guneshli (ACG)™3. Qil from the ACG links with the Sangachal terminal and from the
Caspian shore derives to the Ceyhan port.” Turkey is the major contributor part of
the project and has 1076 km length pipeline that across the Turkish territory**®. British
representative BP is the commercial operator of the BTC in Azerbaijan and Georgia
and Turkish representative BOTAS is the operator of the Turkish part of the
pipeline'™®. BTC has 11 international shareholders including U.S Chevron, Norwegian
Statoil and Italian ENI.*’

These technical details help to figure out how SOCAR works in an international arena
by the help with the Turkish state. Unless Turkish active participation and its desire
for becoming a transit state for Azeri oil, this project could not be realized. From the
Turkish point of view, BTC helps Turkey for becoming an energy hub. Energy hub is
more heated debates in these days while Russian President Vladimir Putin announced
the cancelation of the Southern Gas Corridor and transportation of gas to the Europe
by Turkish Stream in the late of the 2014.%® In realization of the BTC project, BOTAS

152 Making dreams real phrase mostly used by the states official of particiular countries as

Minister for Energy and Natural Resources Taner Yildiz and President of SOCAR Rovnag

Abdullayev. That is the reason it is mosty used during the text.

153 Baku-Thilisi-Ceyhan Pipeline, BP,

?St}p://ww.bp.com/en az/caspian/operationsprojects/pipelines/BTC.html 30 June 2014,
Ibid.

©* Ibid.

¢ Ibid.

Y7 1bid.

158Russia and Turkey agree on new gas route, RIA Novosti, http://rt.com/business/226747-

turkey-stream-gas-route/ 30 January 2015.

39


http://www.bp.com/en_az/caspian/operationsprojects/pipelines/BTC.html
http://rt.com/business/226747-turkey-stream-gas-route/
http://rt.com/business/226747-turkey-stream-gas-route/

was the main actor that creates a secure and stable area for the SOCAR in order to
make every step appropriate.

As it mentioned before, BTC is the opening page of the long-lasting Azerbaijani-
Turkish energy relations chapter. In 2008, SOCAR& Turcas Petrochemical consumed
Turkey’s Izmir Petkim Rafinery and started making investments for Star Refinery,
Value-Site 2023." In 2012 May, SOCAR Turkey company established as a sister
company of SOCAR in Istanbul and actively participates in both national and
international Turkey on behalf of the Azerbaijan and Turkey'®. BTC, makes

partnerships real between Azerbaijan and Turkey in energy sphere also.

From the point of the view of SOCAR, BTC project makes company more
commercial than the before. Since the realization of the project, between June 2006
and till September 2014, 272 million tonnes of crude oil loaded to 2665 tankers and

sent to world oil markets.*®*

The BTC project is a successful implementation of the relations between the SOCAR
and Turkey in energy sphere. Besides strong partnership between Azerbaijan and
Turkey in economy, culture and even politics, these two states are strong partners in
developing European energy security debates. SOCAR gets biggest role in the
substation of the becoming international oil company by significant and vital

investments in bordering states, Georgia and Turkey.

“Turkey and Azerbaijan have signed an intergovernmental agreement
for Azerbaijan’s gas to transit through Turkey to European markets.
This is itself a new development for Turkey. It marks the first time
Turkey has committed politically and comprehensively to fulfill the
role of a transit country; Turkey imports gas from Russia, Iran, and
Algeria, but all of that gas stays in Turkey. Gas from Azerbaijan’s
offshore in the Caspian Sea, however, will move through Turkey for
sale in European markets.”*®

In conclusion of this part, it is important to mention that BTC is a bit hazardous

project during its implementation time. In order to sustain energy security of a

3% PETKIM Kurum Profili, PETKIM, http://www.petkim.com.tr/Sayfa/1/8/KURUMSAL.aspx
06 February 2015.

19 SOCAR Tiirkiye Hakkinda, SOCAR Tiirkiye, http://www.socar.com.tr/kurumsal/ 18 May
2015.

16! Baku-Thilisi-Ceyhan Pipeline, BP,
http://www.bp.com/en_az/caspian/operationsprojects/pipelines/BTC.html 06 February 2015.
'°2 Robert M.Cutler, Turco-Caspian Energy Security and the Caucasus: Threats and
Opportunities, Caucasus International, 2(3), Fall 2012, p.345-346.
https://www.academia.edu/3129377/Turco-

Caspian_Energy Security and the Caucasus Threats and Opportunities
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particular pipeline, it is crucial to consider critical energy infrastructure part of the
project and become aware of the threats to the pipelines especially in conflict zones. '*
The conflicts between the Azerbaijan and Armenia, Georgia-Russia disputes and most
importantly in Turkey, regional attack risks on the pipelines makes this project more

vulnerable than the before.

SOCAR has inevitable role in BTC project with its desire for developing its role in
European energy security, establishing very good and productive relations with the
Turkey, having an important role in Turkish economy by providing over 2500
employees only with this project and lastly as a national oil company being a flagship

company with its investments to the project™.

3.5 Baku-Thilisi-Erzurum (BTE) Project

Baku-Thilisi-Erzurum (BTE) project is a gas pipeline and is 980 km long.*® This
project realized in the March 2007'%®. This gas pipeline has also knows as South
Caucasus Pipeline and has from Shah Deniz field delivers to Turkish city Erzurum by
this pipeline.® BTE has 7 international shareholders and operates by BP and
SOCAR'®, Turkish Petroleum is one of the shareholders in BTE project™®.

South Caucasus Pipeline expansion (SCPx) project is an concern after the Shah Deniz
Consortium took the decision for investment to the Trans Anatolian Project (TANAP)
in the end of 2013.1"° SCPx makes possible to deliver Azerbaijan gas from Shah Deniz

and Shah Deniz Il fields to Turkey and European energy markets.

BTE project helps Turkey to meet requests of Turkish gas market and its domestic
usage. BTE built in a parallel line with the BTC. SOCAR is not directly involved in

163 Bakhtiyar Aslanbayli, NATO’s possible role in the protection of critical energy

infrastructure in Azerbaijan, Caucasus International,

p.138.http://cijournal.az/storage/posts/31/files/NAT O%E 2%80%995%20Possible%20R0le%20

in%?20the%20Protection%200f%20Critical%20Energy%20Infrastructure%20in%20Azerbaijan

(1).pdf

164 Tiirkiye’nin Enerji Stratejisi, Tiirkiye Cumhuriyeti Disisleri Bakanligi,

http://www.mfa.gov.tr/turkiye nin-enerji-stratejisi.tr.mfa 18 May 2015.

165 Baku-Thilisi-Erzurum Gas Pipeline, SOCAR,

http://www.socar.az/socar/en/activities/transportation/baku-tbilisi-erzurum-gas-pipeline 07

February 2015.

% Ibid.

187 South Caucasus Pipeline, BP,

E]Gt;p://www.bp.com/en az/caspian/operationsprojects/pipelines/SCP.html 07 February 2015.
Ibid.

%% Ihid.

70 Ipid.
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BTE project as it is in BTC, however for the future of the South Caucasus pipeline

project, BTE is an important step of the project™’.

3.6 Trans Anatolian Pipeline (TANAP) Project

Trans Anatolian Pipeline project as it already known as TANAP is the miracle and
dream of Azerbaijan, Turkey and European states. This project has three important
dimensions for partner sides of the whole project. The major attention and main
contributor of the project is SOCAR as it is the owner of the project'’. After the 17
December 2013 Shah Deniz Consortium’s decision for investment to Shah Deniz II

field, TANAP became the foremost topic of the European energy security debates'",

From the point of the technical details; 1850 km long natural gas pipeline, across over
20 Turkish cities, by the expansion of the SCP, TANAP will merge with the Trans
Atlantic Pipeline (TAP) from the border between Turkey and Greece'™

the TANAP is SOCAR and Turkish BOTAS with British BP are the other

. Operator of

shareholders of the project.” It is expected to arrive first gas from Shah Deniz field to
Turkey in 2018 and to the Europe in 2019*". In the first stage TANAP’s capacity will
be 16 billion cubic meters per year while 6 bem for Turkey’s consume and 10 bem for
export to the Europe.’”” There are debates about the Turkmen participation in TANAP

for the future.

TANAP is the realization of the idea “two states one nation”. It is significant to
mention that Turkey’s active participation in all regional energy projects and give an

occasion to Azeri oil and gas for consuming in Europe is Azerbaijan’s success in both

7! For more information : South Caucasus Pipeline, BP,

http://www.bp.com/en_az/caspian/operationsprojects/pipelines/SCP.html 18 May 2015.

172 Robert M. Cutler, Azerbaijan Becomes Operator of South Caucasus Pipeline,
EurasianSecurity.com, http://www.eurasiansecurity.com/energy-security-
geopolitics/asia/southwest-asia/azerbaijan-operator-gas-south-caucasus-pipeline/ 18 May 2015.
173 Shah Deniz Final Investment Decision paves way for Southern Corridor gas link with
Europe, BP Caspian, News, http://www.bp.com/en_az/caspian/press/pressreleases/Shah-Deniz-
Final-Investment-Decision-paves-way-.html 18 May 2015.

% Enerjinin Ipek Yolu’nda Temeli Atildi, TANAP, http://www.tanap.com/medya/basin-
bultenleri/enerjinin-ipek-yolunda-temel-atildi/ 18 May 2015.

>Rufiz Hafizoglu, BOTAS, BP Pipelines intend to become TANAP shareholders, Trend-Az,
http://en.trend.az/business/economy/2344645.html 20 December 2014.

176 Marat Gurt, Exclusive- European Union sees supplies of natural gas from Turkmenistan by
2019, Reuters, http://uk.reuters.com/article/2015/05/02/uk-turkmenistan-gas-europe-exclusive-
idUKKBNONNOFI20150502 18 May 2015.

Y"\/ladimir Socor, SCP, TANAP, TAP: Segments of the Southern Gas Corridor to Europe,
Eurasian Daily Monitor, 11(8),
http://www.jamestown.org/single/?tx_ttnews%5Bswords%5D=8fd5893941d69d0be3f3785762
6lae3e&tx_ttnews%5Bany of the words%5D=Statoil&tx ttnews%5Btt news%5D=41821&t
x_ttnews%5BbackPid%5D=7&cHash=afc2067be4307e56147de91d55eb4dad#.VNemAZ2UeZ
s
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diplomatic way and economic one. By the help of the TANAP, Turkey finally
becomes an energy hub in the region'”®. TANAPs construction and STAR Refinery
building process will make Azerbaijan biggest investor in Turkey.'” TANAP is the
brightest project of the SOCAR due to its enormous meaning for the European energy

security.

3.7. Conclusion

This chapter and the next chapter of this master thesis is going to provide examples
of the SOCAR’s investment and cooperation strategy of the company. In order to
become a national oil company as the home government Azerbaijan desires, SOCAR

chooses the way making ventures in neighbour countries.

Turkey and Georgia as it emphasized so many times throughout the chapter are good
neighbours and also profitable energy markets for SOCAR. Since the 1990s when
SOCAR started to grow up in energy sector, its investments in regional states as

Georgia and Turkey helped to expand SOCAR’s investment strategy.

It is very essential to take attention SOCAR’s attitude towards the regional
neighbours. Especially, due to lack of the documents and the research regarding the
SOCAR, interviews with the field experts in Baku showed the different picture of
SOCAR. First of all, as most of the national oil companies do, SOCAR aims to
maximize national interests of the Azerbaijan in energy debates. The best example of
this is, relations with the Georgia and Turkey and enormous investments to these
states. Secondly, SOCAR deals also with the domestic purposes of the Azerbaijan.
Since, this thesis mostly concentre on the SOCAR’s foreign ventures it is fair to
mention SOCAR’s power within the Azerbaijan as it is the main sponsor of the
international events as 1st European Games-Baku 2015, has a Baku High Oil
Academy for the continuation of the energy sector in Azerbaijan and give sepecial
attention for the internal displaced person after the Nagorno-Karabakh War.*® Lastly,

SOCAR’s investments in Turkey and Georgia as having a sister companies, SOCAR

178 Efgan Nifti, Magsud Mammad, A Quest to Become an Energy Hub: The Case of Turkey,

Hazar Strateji Enstitiisii,

http://www.hazar.org/blogdetail/blog/a_quest _to become an_energy hub the case of turkey
482.aspx 18 May 2015.

e Oktay F.Tanrisever(2014), Turkey’s Policy towards the Caspian Sea Region: Widening Gap

between Ankara’s Expectations and Capabilities, In Carlo Frappi and Azad Garibov (Eds.),

The Caspian Sea Chessboard: geo-political, geo-strategic and geo-economic analysis, Egea

(Milano), p.230.

%9 SOCAR, Social Responsibility, http://www.socar.az/socar/en/social-responsibility/social-

support/care-about-displaced-persons 18 May 2015.
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Turkey and SOCAR Georgia help for international acknowledgement and support for
the next developments.
Next chapter of this master thesis is going to be analyzing SOCAR’s investments in

European states- Greece, Italy and relations with the European Commission. Due to
geographical reasons, the oil and gas that is taken from the Azerbaijan cross through

Georgia, Turkey and then pass to the Europe.
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CHAPTER IV

STATE OIL COMPANY OF AZERBAIJAN INVESTMENTS IN EUROPEAN
COUNTRIES

State Oil Company of Azerbaijan Republic (SOCAR) is the negotiator company of the
Azerbaijan energy security issues. The crucial role of SOCAR is to stabilize energy
security issues of Azerbaijan state. Azerbaijan in recent years becomes an arbiter in
Europe and provider of the energy security for Europe. It is important to ask what are
the needs of European states from Caspian region and from Azerbaijan in particular ?
Answers to this question willingness determine the progress of this chapter and

SOCAR’s role in European energy security.

This chapter of master thesis is going to deal with the SOCAR’s investments in
European states and especially in Greece, Italy and European Commission in general.
Chapter starts with the SOCAR’s investment strategy in Greece, continues with
SOCAR'’s investments in Italy and finished with the SOCAR’s role in European Union

legislation and policies.
4.1, SOCAR’s Investments in Greece

Relations between the Greece and Azerbaijan date back to old times were started from
the 9™ Century BC™. During the Ottoman Empire period and Soviet hegemony under

the Azerbaijan, both states had not got close relations*®?

. After the independence in
1991, Greece became one of the first countries that recognized Azerbaijan
independence in 31th December 1991, According to the diplomatic sources,
diplomatic relations between states established in 1992 and Greece opened its
embassy in Baku in 1993 and Azerbaijan embassy in Athens opened in 2004,
Greece and Azerbaijan are full of membership of the Council of the Europe, The
Organization for Security and Co-Operation in Europe (OSCE) and the Organization

of the Black Sea Economic Cooperation (BSEC)." Relations during the Heydar

'8! Embassy of the Republic of Azerbaijan to the Hellenic Republic, Azerbaijan-Greece

Political Relations, 9 May 2014, http://www.azembassy.gr/?page id=101 .
¥ Ipid.

% Ipid.

*** Ipid.

%% OSCE, Participating States, http://www.osce.org/states 9 May 2014.
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Aliyev period while EU presidency was on Greece was beneficially, thus during 1994-
2004 there were bilateral agreements that signed in the field of economy, science,

education, tourism, culture and etc.'®

After the election of Ilham Aliyev, relations
with Greece predominantly have depended on the energy issues, thus Azerbaijan has
newly discovered gas fields and Greece solicited be a transit and supplier country for
Europe with Azerbaijan gas. On August 2007, “Memorandum of Cooperation between
Greece and Azerbaijan Oil and Gas Fields” was signed by Greek Minister of
Development Dimitris Siufas and Azerbaijan Minister of Economic Development
Heydar Babayev'®. In 2009 while llham Aliyev paid an official visit to Greece, he
mentioned about the importance of the European energy security and the role of the

Greece.'®

During Aliyev's visit, “Memorandum of Understanding among the Ministry
of Industry and Energy Republican of the Azerbaijan and the Ministry of
Development of the Hellenic Republic in the field of renewable energy sources and

energy efficiency” was signed.*®

Greek President Karolos Papulyas expressed priorities in relations with Azerbaijan
and assert energy security, investments, cultural and educational cooperations.*® After
the investments in energy sphere was increased in Azerbaijan, relations between
Greece was also get warmer and both sides started to visited each other more often. In
2011, in interview with the Greek Ambassador in Azerbaijan, Metaxas mentioned that
Greece wants to be the first EU member which imports directly gas from
Azerbaijan.”®" In 2011 April, during the official visit of the Greek President to
Azerbaijan, Memorandum of Understanding between State Oil Company of the
Azerbaijan Republic (SOCAR) and Public Gas Corperation of Greece (DEPA) was

signed.'#

186 Azerbaijani-Greece Relations, ‘Heydar Aliyev Heritage’ International Library,
http://lib.aliyev-heritage.org/en/3954050.html, 21 June 2014.
'¥7 Garanfil Hasanova, Azerbaijani-Greek Relations: New Vision,
http://rieas.gr/images/middleeast/eurasia/garanfil15.pdf , 09 May 2015.
'8 Ilham Aliyev visits Greece, Azeri Report, 9 May 2014,
http://azerireport.com/index.php?option=com_content&task=view&id=1019
189 Azerbaijan-The Hellenic Republic Relations, Ministry for Foreign Affairs of the Republic
of Azerbaijan, _ http://www.mfa.gov.az/files/file/Azerbaijan_-

Greece relations_14.08.2014.pdf ,09 September 2014.
190 Azerbaijan plans to export gas to Europe via Greece: Azerbaijani president, Trend News
Agency,
http://en.trend.az/capital/energy/1425640.html , 3 July 2014.
191 Greece “wants to be first EU member’ to directly import Azeri gas, Azernews,
http://www.azernews.az/azerbaijan/34954.html, 5 July 2014.
192 Ceremony of signing of Azerbaijani-Greek documents was held, President of Azerbaijan
Ilham Aliyev, http://www.president.az/articles/1829?locale=en ,8 July 2014.
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Relations between the SOCAR and Greece have been improved after the Final
Investment Decision (FID) of Shah Deniz Consortium was taken in favor of the Trans
Adriatic Project (TAP). Greece has a special interest to Azerbaijan due to its
important hydrocarbon reserves and geostrategic position. As relations between
energy and foreign politics are related with each other, Greece supports initiatives to
strengthen EU-Azerbaijan relations.'® According to the State Statistical Committee of
the Republic of Azerbaijan data, Greece mainly exports crude oil, diesel and kerosene
from Azerbaijan. A trade export relation in 2004 was only 20.2% however this rate in
2011 was 208.1%'*. This shows that in such 8 years export rates arose 10 times which

has strongly relations with developments in oil and gas sector in Azerbaijan.*®

SOCAR has been seen as a long term and reliable Caspian partner that could provide
gas for Europe. With the discovery of the Shah Deniz Il gas field, Azerbaijan is
getting started to occur as a new “hope” for the European energy needs. Therefore,
European states had a competition between them in order to sign agreements with the
Azerbaijan and securing their necessary supports for the future. Azerbaijan’s role in
the future could be transmittance of gas to the transit country as soon as it will start to
deliver Turkmen gas to Europe through the TANAP and TAP.*® As it was mentioned
before, relations between the Greece were gained speed after the developments in gas
sector in Azerbaijan however, outbreaks of Eurocrisis that hit Greece sharpest among
the all member states, changed the all picture of stable relations. Greece was faced
with the harsh decisions that was taken by the European Commission and IMF, had
strong protests among the country, biggest inflation rates and dozens of the
unemployment people. Eurocrisis changed Greece economic, political and social
atmosphere and also this situation has influenced to Greece bilateral relations. In the
last month of 2013, while FID was taken in favor of the making investment to TAP
project rather than the Nabucco West, Greece took a breath since this decision means
that there will be huge investments to the Greece and also new employment chances

197

for the Greek people™’. Ambassador of Hellenic Republic to Azerbaijan Republic

193Bjlateral Relation between Greece and Azerbaijan,Hellenic Republic Ministry of Foreign
Affairs, http://www.mfa.gr/en/blog/greece-bilateral-relations/azerbaijan/, 8 July 2014.
194 Trade and economic relations, Trade relations between the Republic of Azerbaijan and the
Hellenic Republic, Embassy of the Republic of Azerbaijan to the Hellenic Republic,
?Jstp://vmmw.azembassy.qr/?paqe id=103 ,4 March 2014.

Ibid.

196 Marat Gurt, Turkmenistan inks deal with Turkey to supply gas to TANAP pipeline, Reuters,
18 December 2014. http://www.reuters.com/article/2014/11/07/turkmenistan-turkey-tanap-
idUSL6NOSX20QK20141107 .

97 Greece to assist in progressing of EU-Azerbaijan relations, Azer News,
http://www.azernews.az/azerbaijan/63594.html, 22 January 2014.
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Dimitrius Tsoungas was appreciated  selection TAP project and mentioned that
relations between two states will increased in distinct spheres of economy, culture,

tourism and education.'®

Greece also gave fully support to Minsk Group in order to
solve Nagorno-Karabakh conflict between Armenia and Azerbaijan. During the EU

Presidency, Greece advocates a resolution of conflict between both states."

From the perspective of the energy relations between the Greece and SOCAR,
according to the Greece Foreign Minister Venizelos, "The success of the TAP bid was
very important to Greece, since in addition to bringing in a huge foreign investment
and creating thousands of new jobs, it was a show of the private sector's confidence in
Greece and the future of our economy."*® Due to fact that TAP project will passing
through the Greece, relations between the Greece and SOCAR could be described as

strategic importance.

SOCAR’s influence over the region is not only related with the TAP project but also
SOCAR has acquired 66 percent block of share of the Greek natural gas transmission
network, DESFA on the last days of December 2013.%! From the point of view energy
security of the regions, SOCAR gained a big role to implementing energy security

projects of the Balkan region and also attracting foreign investments to Greece.
4.1.1.SOCAR-Greece-TAP Triangle

Trans Adricatic Pipeline (TAP) which is the part of the Southern Gas Corridor project
was proposed in the beginning of the 2003 while Swiss company and the part of the
project Axpo proposed to construct a new pipeline which was passing through the
Adriatic Sea®”. After the long term negotiations about the choosing route and
becoming partners of this project, finally in 2012 February Trans Adriatic Pipeline
was the first project that pre selected for negotiations with Shah Deniz Consortium?®.

In 2013, when Shah Deniz Consortium took a decision and selected TAP project

198 Aynur Jafarova, Greece-Azerbaijan ties getting better day by day: envoy, Azer News,
http://www.azernews.az/azerbaijan/63823.html , 3 August 2014.

1993ara Rajabova, Greece fully supports Minsk Group to resolve Nagorno-Karabakh conflict,
Azer News, http://www.azernews.az/azerbaijan/63606.html, 08 March 2014.

20 Greece to assist in progressing of EU-Azerbaijan relations, Azer News,
http://www.azernews.az/azerbaijan/63594.html, 22 January 2014.

21 SOCAR obtains 66% share of Greek gas company DESFA Azer News,
http://www.azernews.az/oil_and_gas/62821.html, 22 January 2014.

%2 Trans Adriatic Pipeline Project, SEE Energy Week, Belgrade 2005, European Commission,
http://ec.europa.eu/enlargement/archives/seerecon/infrastructure/sectors/energy/documents/031
0059as/TAP%20(03-10-2005)%20SEE%20GIW%20Belgrade.pdf 22 January 2014.

203 Azerbaijan: Shah Deniz Partners Select TAP Pipeline, Offshore Energy Today.com,
http://www.offshoreenergytoday.com/azerbaijan-shah-deniz-partners-select-tap-pipeline/ 16
Mart 2014.
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rather than the Nabucco West, then Greece, Albania and Italy became the parts of this

huge and important project™.

Nevertheless, Nabucco West or TAP project,
Azerbaijan with its Shah Deniz Il gas field will be the supplier of the gas and Turkey
will be the transit country with its TANAP project, however, from the side of the
Greece, Albania and Italy the new “leading actor” of the European energy security,
selection of TAP project has crucial importance. Throughout this part, the researcher
iS going to examine important facts that could change relations between the Greece
and SOCAR and this project’s positive impacts on the SOCAR’s investments in

Greece.

Trans Adriatic Pipeline’s technical details could provide an important source of
information in order to understand stakeholders of this project. TAP is seen as the
“Project of the Common Interest”” of the European Union. In order to become
successful in such as big and costly projects, states should secure their economies and
also have recovery options and find the most feasible project for making investments.
TAP project is an intergovernmental and interregional project in united Europe,
Anatolia and Caspian regions. Unless European Union’s positive support, it was
arduous to succeeded and even imagine that Caspian gas would distribute gas in
Europe. Especially, after the energy crisis between the Ukraine and Russia, taking
serious measures of energy security was inevitable for the European Union. This is the
fact that, both Nabucco West and TAP projects had top priority in European energy
agenda. Trans Adriatic Pipeline’s gas will be provided by the Azerbaijan’s newly
discovered Shah Deniz Il gas field. This project should be considered together with
the Trans Anatolian Pipeline (TANAP) project. TAP and TANAP Cooperation
Agreement signed in November 2012.%®Turkey will be the transit country while
providing gas to Europe. However, in there first step 16 bcm3 gas, 6 bcm3 gas will be
used by Turkey and 10 bcm3 will be transferred to TAP and Europe®”. It is clear that

TAP project is also making warmer relations between Turkey and European Union in

2% Greece, Italy, Albania in full Support of TAP, Pipeline&Gas Journal,
http://www.pipelineandgasjournal.com/greece-italy-albania-full-support-tap 14 April 2014.
205 T AP, http://www.trans-adriatic-pipeline.com/tap-project/eu-status/, 19 June 2014.

205 T AP http://www.trans-adriatic-

pipeline.com/fileadmin/pdfs/CD3130 TAP_Executive Summary f web 13May.pdf, 19 June
2014,

27 \/ladimir Socor, SCP, TANAP, TAP: Segments of the Southern Gas Corridor to Europe,
The Jamestown Foundation,
http://www.jamestown.org/regions/europe/single/?tx_ttnews%5Btt news%5D=41821&tx_ttne
ws%5BbackPid%5D=671&cHash=b19e6b9dcec369702fc84a46c2e2d56a#.VVmkBvmagko
19 June 2014.
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energy sphere and also Turkey is going to gain an important amount of gas for its

domestic needs™®.

There are 5 sides of the TAP project: Azerbaijan, Turkey, Greece, Albania and Italy.
In 2012 September, Albania, Greece and Italy signed Memorandum of Understanding

and in 2013 February these states signed intergovernmental agreement®®

. Operator of
this project is Trans Adriatic Pipeline AG and first gas expected in 2018 for arriving in

Turkey and in 2019 in Europe®®.

There are 6 important international energy companies that are involved in TAP

Consortium. British BP, Azerbaijani SOCAR, Norwegian Statoil, Belgium Fluxys,

211

Spanish Enagas and Swiss Axpo.”— The chart is created on the latest data taken from

the April 2015.

%8 Gulmira Rzayeva, Natural Gas in the Turkish Domestic Energy Market: Policies and
Challenges, The Oxford Institute for Energy Studies, p.57.
http://www.oxfordenergy.org/wpcms/wp-content/uploads/2014/02/NG-82.pdf .

29 1bid, p.61.

219 1bid, p.58.

2 Information and graphic based on the latest information in April 2015. For more
information; http://www.tap-ag.com/about-us/our-shareholders 08 April 2015.
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Stakeholder Companies in
TAP

H BP(20%)
B SOCAR(20%)
= STATOIL(20%)

B FLUXYS(19%)
m ENAGAS(16%)
1 AXPO(5%)

Figure 2

According to the decision support package that TAP A.G prepared in order to be
selected by the Shah Deniz Consortium for final decision of the Shah Deniz Il gas
fields, there are 5 important facts that why TAP project is crucial for Europe and why
should it need to be selected. The first one is that this project is the commercially and
technically most optimal route and the shortest route of Caspian to Europe rather than
the other projects®?. Secondly, scalability of project could promptly respond to
expanded capacity from 10 becm3 to 20bcm3%. Thirdly, in this project there are such
technical experienced partners as Statoil and Axon who have undoubtly important
projects across the Europe. Fourthly, there is a strong support in terms of the financial

and commercial strength from the stakeholder companies. Finally, TAP project is fully

2 A Tale of Two Pipelines: Why TAP Has Won The Day, Natural Gas Europe,
http://www.naturalgaseurope.com/southern-corridor-strategic-importance-tap-nabucco 7 April
2014.

213 T AP Submits Decision Support Package to Shah Deniz Consortium, TAP, http://www.tap-
ag.com/news-and-events/2013/03/28/tap-submits-decision-support-package-to-shah-deniz-
consortium 7 April 2014,
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compliance with the international standards in terms of the construction, cooperation,

social policy and environmental policy*.

The biggest part of the construction work will continue in Greece while 870 km of
pipeline’s 545 km will be constructed in Greek land®®. This has several positive
impacts on the Greece both political and economic relations within the region and
across the Europe. The first one is this project has a crucial importance for the Balkan

region in where dependency on Russian gas is nearly 100% percent.?®

(Bosnia and
Former Yugoslav Republic of the Macedonia) With this project Greece is going to
play connective role both in energy relations and foreign relations. To give an
example, Turkish Foreign Minister Mr. Davutoglu, during his official visit mentioned
that, there will be cooperation between the Balkan states and he gave an example of
the Turkey-Azerbaijan and Georgia for Caspian region.”’ Greece could be an
important actor of the region that will unite Balkan states across the energy relations.
Secondly, Greece will be a significant state for the European energy security provider
and transit country. After the devastating of Eurocrisis in 2008, Greece still used to
live under the IMF and European Commission’s recovery plans. With this
infrastructure, Greece will have a chance to create new job opportunities for its
citizens. According to the latest reports, with this investment and infrastructures
within the Greece, nearly EUR 1.5 billion is going to enter to the Greece and in the

next 50 years this will be 17-18 billion euros.?®

In conclusion, distribution company of the Azeri gas across the Greece is DESFA in
which SOCAR is 66% stakeholder?®. It is the best example to explain how both states
have close relations and how they cooperate in energy relations. As it was mentioned
before, this is a win-win game between the SOCAR and Greece. SOCAR enters to the
European energy market with the aid of the Greece and Greece started to recovery its

economy and reputation among the Europe.

214 TAP ESIA Italy Project Report, http:/www.tap-
ag.com/assets/07.reference_documents/english/esias/italy/038-Annex-13---HRIA-Summary-
and-Main-Findings.pdf 23 May 2014.

21> Trans Adriatic Pipeline Route, TAP, http://www.tap-ag.com/the-pipeline/route-map 18 May
2015.

218 5outh Eastern Europe, TAP
http://www.trans-adriatic-pipeline.com/why-tap/benefits-for-south-eastern-europe/, 23 May
2014.

217 Balkanlar: yiikselen bolge yapabiliriz, Anadolu Ajansi, http://www.aa.com.tr/tr/s/328083--
balkanlar-i-yukselen-bolge-yapmak-icin-guclu-siyasi-irade-gerekir, 16 June 2014.

218 Holman Fenwick Willan, The Southern Gas Corridor,
http://www.hfw.com/downloads/HFW-Oil-Gas-Briefing-0713.pdf , 22 May 2014, p.3.

219 Aynur Jafarova, SOCAR obtains 66% share of Greek Gas Company DESFA, Azernews,
http://www.tap-ag.com/the-pipeline/route-map 27 May 2014.
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4.2. SOCAR’s Investments in Italy

Relations between the Italy and Azerbaijan have a long historical period which started
from the first states that established in Azerbaijan lands and Italian ones. However,
throughout this part of the work,researcher is keen on the period of time after the
independent Azerbaijan Republic was established. As it is mentioned on the relations
between the Azerbaijan and Greece, relations between the Azerbaijan and Italy are
heavily depending on the energy issues. Especially, after the realization of the Trans
Adriatic Pipeline project, both countries are not becoming only exporter friends but

also good allies in political and economic matters.

Italy was recognized independent Azerbaijan Republic in 01% January of 1992 and on
the 8" May of 1992 diplomatic relations between the Azerbaijan and Italy were
established?. Italy opened its embassy in Baku in 1997 and Azerbaijan opened its

embassy in 2003 in Rome?**

. Good relations between the Azerbaijan and Italy were set
throughout the Organization for Security and Cooperation of Europe’s Minsk Group

in 199222,

Italy is one of the members of the OSCE-Minsk Group which was established in order
to prevent tensions between the Azerbaijan and Armenia over the Nagorno-Karabagh
dispute and occupied 20% of the Azerbaijan territory. It is still questionable whether
Minsk Group whose co-chairs are Russia, France and USA is functional or not. Italy
gives support in order to finish dispute between the Azerbaijan and Armenia under the
OSCE and Council of Europe. Both Italy and Azerbaijan are the members of the
Council of the Europe and OSCE. Due to the fact that, they have close relations,
throughout the 1998-2003, while Heydar Aliyev was ruling of Azerbaijan, there were
several bilateral agreements and both states President’s paid official visits to Italy and

Azerbaijan®?

. While Azerbaijan has started to grow up in energy politics, then the
relations between particular states respectively changed in favor of the oil and gas
politics. Italy and Azerbaijan has historical cultural and economic relations that are

still progressing today.

220 Azerbaijani-Italian Relationships, Heydar Aliyev Heritage International Online Library,
http://lib.aliyev-heritage.org/en/8696201.html 08 May 2014.
221 :

Ibid.
222 OSCE, Minsk Group-Who We are, http://www.osce.org/mg/108306 10 May 2014.
228 Azerbaijan-Italy Relations, Ministry for Foreign Affairs Republic of Azerbaijan,
http://mfa.gov.az/files/file/Azerbaijan%20-%20Italy.pdf 10 May 2014.
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In 2012, SOCAR exported 16% of its crude oil to the Italy*. According to the State
Statistical Committee of Azerbaijan Republic 2012 Trade Reports, Italy is the first
trade partners of the Azerbaijan®®. Italy has approximately 25% percent in Azerbaijan
trade relations.”® Italy is the largest importer of the Azerbaijani goods and exports in
2013 increased 22% compared to 2012.%'

According to the latest business forum that held in Baku in the beginning of the 2014,
more than 45 Italian companies have been operating in the Azerbaijan®®. Especially
since the Azerbaijan has started to become wealthier in the beginning era of the
important oil and gas contracts, mostly Italian famous wearing and furniture
companies owe important market in Baku. Throughout the researcher’s visit to Baku,
on February 2014, | witnessed witnessed that one of the most famous avenues and

shopping malls in Baku, are full of the Italian brands.

On the other side, from the point of view SOCAR and Italy are good partners in
energy relations, thus Italy is the main hydrocarbon exporter of the SOCAR. Italy was
one of the first states that were invited during the milestone of the Azerbaijan history,
“Contract of the Century”. Italy was the 5% owner of the Contract of the Century with
the Italian ENI-Agip Company and it was also involved in the construction of the
Baku-Thilisi-Ceyhan pipeline.” Italy was also gave support in discovering Shah

Deniz gas field and Kyurdashy actively®

. It is important to show the facts how
Azerbaijan SOCAR and Italian ENI have relations in energy cooperation sphere. In
following parts relations between the two state owned companies are going to be

examined in details.

Italy has been involved in two important projects that have close relations with the
Azerbaijan. Especially Italian economy that has heavily depended on the industry and

8" largest economy in the world according to the International Monetary Fund(IMF)

224 Energy Supply Security 2014, ltaly,
https://www.iea.org/media/freepublications/security/EnergySupplySecurity2014_ltaly.pdf , 10
May 2015.

225 State Statistical Committee of Azerbaijan Republic, Import and Export,
http://www.stat.gov.az/news/?id=1594 28 April 2014.

228 1taly makes over 25% of Azerbaijani export, News.Az,
http://news.az/articles/economy/57083 , 28 April 2014.

22! Nazrin Gadimova, Azerbaijan, Italy discuss expanding cooperation, Azer News,
http://www.azernews.az/business/65341.html, 28 April 2014.

28 Amina Nazarli, Azerbaijan, Italy to strenghten economic cooperation, Azer News,
http://www.azernews.az/business/80058.html , 08 April 2015.

22K ronoloji, Bakii-Tiflis-Ceyhan HPBH Proje Direktorliigii, http://www.btc.com.tr/proje.html
6 February 2014.

%0 |pid.
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2014 in terms of nominal GDP.”! In order to become successful and have strong
economy, ltaly needs to feed its industry with energy resources. Unless having
sufficient energy resources, it is difficult to imagine making investments and become
one of the top economies in the world. According to the 2006 statistics, Italy exported
86% percent of the energy resources from the abroad and %91 of its, was natural
gas.” That is the fact that, Italy needed to taking serious steps in order to both
diversity its exporters and secure its energy routes. As being one of the third biggest
economy of the Eurozone, Italy is also heavily depend on the European Union energy

politics®®,

Italy, since the independence of the Azerbaijan has an interest to Azerbaijan’s
hydrocarbon reserves. These reserves are important that would provide energy
diversification of both Italy and European Union. After the serious problems between
the Russia and Ukraine that was started in the end of the 2013 and in 2014 March
when Crimea announced unification decision with the Russia, Italy’s other energy
resource projects “South Stream” was fall into the danger and European Union
stopped negotiations with the Russia.”** Because 50% percent of the pipeline project is
owned by the Russian Gazprom and European Union tends to take measures of energy
negotiations with the Russia®®. However, it has known that European states
dependency in Russian gas is inevitable for near future. That’s why Italy now give

bigger priority to Trans Adriatic Pipeline (TAP) project.

In order to become more independent in energy relations Italy aims to diversify its
energy resources such as building LNG terminals, making investments for renewable

energy resources and also shell gas improvements. Adriatic LNG Terminal®®®, which

231 Report for Selected Countries and Subjects, International Monetary Fund,

http://www.imf.org/external/pubs/ft/weo/2013/01/weodata/weorept.aspx?sy=2010&ey=2018&
scsm=1&ssd=1&sort=country&ds=.&br=1&c=136&s=NGDP_RPCH%2CNGDPD%2CLUR
%2CGGXONLB NGDP%2CGGXWDG NGDP&Qgrp=0&a=&pr.x=77&pr.y=4, 2 June 2014.
“Z|taly energy exports statistics, Eurostat,

http://epp.eurostat.ec.europa.eu/cache/ITY OFFPUB/KS-GH-09-001/EN/KS-GH-09-001-
EN.PDF, 03 June 2014.

233 | bid.

2% AB, Giiney Akim dogalgaz projesini askiya aldi., Milliyet,
http://ekonomi.milliyet.com.tr/ab-guney-akim-dogalgaz-
projesini/ekonomi/detay/1849565/default.ntm, 3 May 2014.

% Gazprom, South Stream,
http://www.gazprom.com/about/production/projects/pipelines/south-stream/ 10 May 2015.

238 The Terminal, Adriatic LNG, http://www.adriaticlng.it/wps/portal/alng/en/terminal, 12
January 2015.
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was constructed in 2008 and operated by the Qatar Terminal Ltd., is providing 10% of

the Italy natural gas needs.?’

Due to Italy’s strategic importance and its geopolitical location, Italy is one of the
main energy importing country in the region and has significance in European energy
security®®. Italy has domination in the European energy market and third country
within the European Union that is importing gas from the abroad®. Hence, Italy
needs to diversify its resources and building new pipelines and construct and conduct

new relations with the energy producer countries.

“Italy is heavily dependent on Algeria and Russia for its gas imports:
67% of Italy’s gas comes from Russia (31%) and Algeria (36%).As a
result, the Italian Energy Authority for Electricity and Gas (Authorita
per I’Energia Elettirica e il Gas, AEEG) has started promoting the
development of gas trading hubs to increase security of supply, the
diversification of sources and also becoming a key trading center for
the Mediterranean region.”**

In conclusion of this part, SOCAR has an important role in energy security and supply
chain of Italy. Investment strategy of SOCAR in Italy is different from the Greece one
as the weight of energy sector different in two states. Thanks to the latest
improvements in energy sector and new discoveries in energy fields of Caspian shore,
SOCAR finds a big manoeuvre area in Italy’s economy that related with the energy
sector.

237 About us, Adriatic LNG, http://www.adriaticlng.com/wps/portal/alng/en/about.us/, 12
January 2015.
2% EU Energy Markets in 2014, European Commission,
?Stgp://ec.europa.eu/enerqy/sites/ener/fiIes/documents/2014 energy market en.pdf p. 87.

Ibid.
0 Gani Nasirov, Energy Projects in Perspective of Turkey’s Energy Policy: The Case of the
Caspian Basin Oil & Gas, Caspian Weekly, http://en.caspianweekly.org/center-for-energy-
research/355-energy-projects-in-perspective-of-turkeys-energy-policy-the-case-of-the-caspian-
basin-oil-a-gas.html
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4.3. Position of SOCAR on EU Legislation and Policies of the European
Commission

European Union’s story began with the establishment of the European Coal and Steel

Community in 1951**

. While 6 countries, France, Germany, Italy and Benelux
countries decided to remake European economy and establishment peace over the
continent they signed the treaty in Paris in 18 April 1951%*. The main aim of this

28 Coal is

treaty is free movement of coal and free access to sources of the production
the main source for European states for production. Creating of ECSC decision was
not only economic but also had political aims. In order to controlling sources and not
allowing to one particular state became more powerful than the others, ECSC created.
Since the creation of community in 1951, in 63 years Europe has amended with 9

treaties and main motive was about European energy issues. ***

After 63 years, European Union has again in a turmoil situation in both economic and
political issues. It is also debatable in which scope European Union is a successful
story ,however, from this thesis topic, European Union’s endless dependency on
Russia created this situation in where EU’s out of 53% imports of the energy 39% of

gas and %33 of oil come from Russia®”.

European Union has serious problems with Russia especially after the Ukrainian crisis
and Crimea’s decision for joining to Russian Federation in the end of the March 2014,
increases worries inside the EU about Russia. However, taking measures and
sanctions against Russia is very problematic cases in a matter of how could EU
survive without Russian energy sources. European Union member states have
different thoughts about sanctions against Russia. According to ITAR TASS press
agency, sanctions against the Russia will have reverse effect for European Union

member states. EU Commissioner for Economic and Monetary Affairs, Siim Kallas,

241 Treaty establishing the European Coal and Steel Community, ECSC Treaty, Europa
Summaries of EU Legislation,

http://europa.eu/legislation _summaries/institutional affairs/treaties/treaties_ecsc_en.htm 3
February 2014.

242 1hid,

3 bid.

% Treaty establishing the European Coal and Steel Community, ECSC Treaty, Europa
Summaries of EU Legislation,

http://europa.eu/legislation_summaries/institutional affairs/treaties/treaties_ecsc_en.htm 3
February 2014.

5 Questions and Answers on security of energy supply in the EU, European Commission,
http://europa.eu/rapid/press-release MEMO-14-379 en.htm 3 June 2014.
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there is an inequality between member states relations with Russia and states as
Finland and Cyprus will affect from sanction more than the others.*®

According to the latest new from the Brussels, where Eurocrats are mostly keen on the
sanctions against Russia over the Ukrainian dispute, member states have a fear of the
second crisis in European economy after the Eurocrisis in 2003 that hit the small

country mostly inside the Union.**’

On the other hand, in Russia, A senior economic
aide to President Vladimir Putin, Andrey Belousov, metioned that “I hope Europe

does not act foolishly with more sanctions” and warns Europe.*®

On the press conference was held on 28" May of 2014 by the European Union
Commissioner for Energy, Giinther Oettinger, and introduced European Union new

energy strategy in Brussels®*

. According to his speech, dependency to Russian oil and
gas should be decreased, North Stream projects as TAP and TANAP will be given
highest priority and close relations with Middle East and Caspian regions should be
increased®. On the other hand, in European Union’ s 2030 Energy Strategy and
Climate Change , renewable and other sources of energy have a special importance.
In 2006 and in 2009, disputes among the Russia and Ukraine had very negative

impacts on European states so that they had days without gas in cold winter®".

Since that day, according to Commissioner, EU is working on the European Union
energy security issues. European Union spends daily more than 1 billion Euros for

energy consumption and in last year®.

European Union’s new energy strategy consists of 8 important propositions for
member states. They are as follows; completing internal energy market and build

missing infrastructure links, diversifying suppliers, developing third internal energy

2%85jim Kallas, European Commission: Sanctions vs. Russia may seriously affect
European economy, TASS Russian News Agency, http://en.itar-
tass.com/economy/730494, 13 May 2014.

**'Giles Elgood, Exclusive:EU weighs Russia Sunctions from caviar to oil and gas., Reuters,
http://www.reuters.com/article/2014/05/23/us-ukraine-crisis-eu-exclusive-
idUSBREA4M0J020140523 , 2 February 2014.
8 EU must be stupid’-Russia. The Herald, http://www.herald.co.zw/eu-must-not-be-stupid-
russia/ 1 June 2014.
*%% Questions and Answers on security of energy supply in the EU, European Commission,
?stgp://europa.eu/rapid/press—release MEMO-14-379 en.htm 3 June 2014.

Ibid.
2°! Rainer Ackermann, Gas Crisis: 2006, 2009....2015?, The Budapest Times,
http://budapesttimes.hu/2014/07/18/gas-crisis-2006-2009-2015/ 3 August 2014.
%2 Energy Union Package, A Framework Strategy for a Resilient Energy Union with a
Forward-Looking Climate Change Policy, European Commission,
http://ec.europa.eu/priorities/energy-union/docs/energyunion_en.pdf, p.2. , 6 March 2015.
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market package, strengthening emergency and solidarity mechanisms and protecting
critical infrastructure, improving one voice in external energy policy, taking energy
efficiency measures, developing energy technologies and lastly increasing energy
production within the Union.®® The next question asked by the researcher after EU’s
new strategy is “Who will provide European energy security in next days?”
Azerbaijan is joining to this debate in following European energy security issues.

“The EU is now focusing on supporting the building of new gas
pipelines to new supplier countries like Azerbaijan. The so-
called Southern Gas Corridor will connect the EU market to the
largest concentration of hydrocarbons in the world, loosely defined as
the Caspian and Middle East region. In a first phase it is expected that
10 billion cubic meters of natural gas produced in Azerbaijan will
reach tz?f European Market through the Southern Gas Corridor by
2020.”

Story between the European Union and Azerbaijan started in the 1996 when
Partnership and Cooperation Agreement (PCA) between the Azerbaijan and European
Union was signed”. PCA entered into force in 1999 and it is the legal framework of

European Union and Azerbaijan relations®®

. This agreement covers political dialogue,
trade, economy and cultural cooperation topics in general. In 2001 January,
Azerbaijan became 43™ Council of Europe’s member®’. Since 2001, Azerbaijan and
Council of Europe has close ties and Commissioners of CoE visits Azerbaijan. In
2004 April, European Neighborhood Policy (ENP) Agreement was signed between
EU and Azerbaijan.® This agreement was the continuation of the PCA and EU’s
desire for extends cooperation between Azerbaijan in different fields. This agreement
focuses on democracy, human rights, socio-economic reform, conflicts and energy

issues. Especially energy is going to determine future of the EU-Azerbaijan relations.

3 Eyropean Commission Press Release, http://europa.eu/rapid/press-release. MEMO-14-
379 en.htm, 1 June 2014.
2 Questions and answers on security of energy supply in the EU, European Commission,
http://europa.eu/rapid/press-release MEMO-14-379 en.htm, 29 May 2014.
2°EY Relations with Azerbaijan, European Union External Action,
?Stgp://eeas.europa.eu/azerbaiian/index en.htm 29 May 2014.

Ibid.
27 Azerbaijan-Member State, Council of Europe, http://www.coe.int/en/web/portal/azerbaijan
29 May 2014.

%8 partnership and Cooperation Agreements (PCAs): Russia, Eastern Europe, the Southern
Caucasus and Central Asia, Europa Summaries of EU Legistation,
http://europa.eu/legislation_summaries/external relations/relations with_third_countries/easter

n_europe_and_central_asia/r17002_en.html, 5 February 2014.
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In 2006 November, Memorandum of Understanding between Azerbaijan and
European Union in energy field was signed™”.

Interstate Oil and Gas Transportation to Europe (INOGATE) is European Union’s
energy cooperation between the EU, Eastern Europe, the Caucasus and Central Asia
programme. It has been operating since 1996°°. The main aim of this programme is
cooperating is oil, gas, electricity and renewable energy sources, supplying energy
efficiency and enhancing European energy security. Azerbaijan is one of the member
state as the other CIS states and Turkey®. In Baku Initiative, in 2004, scope of this

programme was expanding®®.

Azerbaijan and European Union are strong members in energy issues. Especially, after
the latest developments in Caspian Sea’a Azerbaijani sector and conflict among the
Ukraine, strengthen relations between two sides. However, Azerbaijan does not see
becoming member of the European Union as a priority and has not got willing to sign
Association Agreement (AA) with the EU®, Decision of the Azerbaijan could be
analyzing from the different points of the view however, the most important one is the
Azerbaijan is continue balanced foreign policy?® and does not prefer to have bad
relations with its neighbors Russia and Iran. Second, Azerbaijan has important weight
on EU’s export rates and it will continue to increase year by year due to construction
of the new pipelines. According to the Professor Bakhtiyar Aslanbeyli, “Euro-Atlantic

Integration” is an important aspect for the Azerbaijan foreign politics®®

. Azerbaijan
would not prefer getting reaction of Russia that’s why Azerbaijan will continue to its
path by strengthen its economy and relations with the EU and USA®®. Azerbaijan is
the only country among the CIS states that has an independent energy policy so,

Azerbaijan could control to choose its energy partners®’

. According to Professor
Oktay Tanrisever Azerbaijan would not have a deep interest in signing AA with EU

for a short term.

%9 Memorandum of Understanding between Azerbaijan and European Union in energy field
was signed, European Commission,
http://ec.europa.eu/dgs/energy transport/international/regional/caucasus_central asia/memoran
dum/doc/mou_azerbaijan_en.pdf , 6 March 2014.
22(1) Inogate, About-Inbrief, http://www.inogate.org/pages/1?lang=en 6 March 2014.

Ibid.
282 | pid.
%63 Gulmira Rzayeva, Personal interview, 03 February 2014.
2% Jason E. Strakes, Azerbaijan and the Non-Aligned Movement: Institutionalizing the
“Balanced Foreign Policy” Doctrine, Istituto Affari Internazionali, IAI Working Paper 15-11,
p.3. http://www.iai.it/sites/default/files/iaiwp1511.pdf .
2%> Bakhtiyar Aslanbayli, Personal interview, 30 January 2014.
2% |bid.
**’Bakhtiyar Aslanbayli, Personal interview, 30 January 2014.
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“...The Belarusian and Azerbaijani leaders are not interested in
deepening their level of cooperation with the EU in the short run.
They are pragmatically oriented towards the Eastern Partnership as
part of their strategy of maintaining a degree of dialogue with
Brussels. This strategy aims to reduce the criticisms of European
countries concerning authoritarian trends in both countries. Although
staying engaged in the EU frameworks does not actually reduce the
criticisms of European countries concerning their problems in the
process of democratization, both Belarus and Azerbaijan could use
their EaP status to claim that they are different from other post-Soviet
countries like Turkmenistan and that the EU is hopeful about at least
their “potential” for becoming more democratic and their “potential”
to take their place in the European family of nations. The similarities
between Belarus and Azerbaijan could also account for their low
profile positions during the Vilnius Summit. Firstly, both Belarus and
Azerbaijan prioritize  political stability over European-style
democratization processes. They both have a “gradualist approach” to
democratization. Secondly, the economies of both countries are
characterized by monopolistic rules. The industrialists of Belarus and
the state-owned energy company of Azerbaijan ~-SOCAR- prefer to
operate without the trade and competition rules of the EU’s DCFTAs.
Finally, both countries are keen not to antagonize Russia, for fear of
retaliation as in the cases discussed above.”**®

Ilham Aliyev has given the most priority to energy issues during his Presidency. Being
former Vice-President of the SOCAR, Aliyev is running on his full support to new
energy projects. Aliyev is one the most active leaders who uses actively his social
media accounts. On his tweets on 28" May 2014, in Azerbaijan Republic Day, he

mentioned that:

“Azerbaijan has long resolved its energy security issues and is now
contributing to the energy security of other countries. Today the main
priority is TANAP. TANAP is a project that changes the energy map
of the region. Azerbaijan is the main investor, the main initiator and
the main contractor of the project.?*®”

The EU connects uncommon significance to TAP since it is a piece of the EU's
Southern Corridor system that was received at the May 2009 Prague Summit and in
this manner the EU has proposed to store €100 million for the venture, calling it an

undertaking of European enthusiasm for the European recuperation arrangement.?”.

288 Oktay Tanrisever, EU’s Eastern Partners and the Vilnius Summit: Opportunities Seized and
Missed, Turkish Policy Quarterly, 4(12), p.104. http://turkishpolicy.com/pdf/vol 12-no 4-
tanrisever.pdf

%89 president of Azerbaijan llham Aliyev, President.az, http:/en.president.az/articles/11948 28
May 2014.

270 Cigdem Ustiin, Energy Cooperation between Import Dependent Countries: Case of Italy and
Turkey, Perceptions, Spring 2011, 16(1), p.82, http://sam.gov.tr/wp-
content/uploads/2011/12/cigdem_ustun.pdf
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4.3.1 Southern Gas Corridor and Investment Strategy of SOCAR to the

European Union

Southern Gas Corridor undertaking is an activity that was proposed by the European
Commission in 2008 with a specific end goal to expand its vitality suppliers and
maintaining steady and dependable new vitality security accomplices from the
Caspian and Middle East locales.?”. European Commission’s Second Strategic Energy
Review “An EU Energy Security and Solidarity Action Plan” has a close relation with
the EU2020 energy and environment policy?’2. EU2020 new energy plan committed to
reduce greenhouse gas emissions by 20% in 2020, increasing share of renewables in
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energy consumption by 20% and improving energy efficiency by 20%°". Azerbaijan

and the other energy rich states are involved to EU’s energy security map by

Commission’s 3 important objectives: sustainability, competitiveness and security of

supply.?™

“A southern gas corridor must be developed for the supply of gas from
Caspian and Middle Eastern sources, which could potentially supply a
significant part of the EU's future needs. This is one of the EU's
highest energy security priorities. The Commission and Member
States need to work with the countries concerned, notably with
partners such as Azerbaijan and Turkmenistan, Irag and Mashreq
countries, amongst others, with the joint objective of rapidly securing
firm commitments for the supply of gas and the construction of the
pipelines necessary for all stages of its development. In the longer
term, when political conditions permit, supplies from other countries
in the region, such as Uzbekistan and Iran, should represent a further
significant supply source for the EU.” 2

Southern Gas Corridor is developing since the 2008 and consisted 6 projects:
Nabucco, South Stream, ITGI, TAP, AGRI and White Stream?®. When Shah Deniz
Consortium took decision to make investment to TAP project, biggest race between

Nabucco and TAP was finished, and winners are the Italy and Greece with the Turkey.

" Europe’ Southern Gas Corrdior: The Great Pipeline Race, European Dialogue,
http://www.eurodialogue.eu/energy-security/Europe-southern-gas-corridor-The-great-pipeline-
race 15 May 2014.
22 An EU Energy Security and Solidarity Action Plan, European Commission, http://eur-
ng(.europa.eu/LeeriServ/LeeriServ.do?uri:COM:2008:0781:FIN:EN:PDF , p.1.

Ibid.
2% Energy Security and Solidarity Action Plan, European Commission,
http://europa.eu/legislation_summaries/energy/european_energy policy/en0003 en.htm , 27
March 2014.
"* An EU Energy Security and Solidarity Action Plan, European Commission, http://eur-
lex.europa.eu/legal-content/en/TXT/?uri=celex:52008DC0781 04 April 2015.
27% Stefan Meister, Marcel Viétor, The Southern Gas Corrdior and the South Caucasus, The
German Council on Foreign Relations, https://dgap.org/en/think-tank/publications/further-
publications/southern-gas-corridor-and-south-caucasus .
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“Azerbaijan, which took a bold decision to assert its independence against
Russian energy domination, remains the linchpin for bringing in new sources
from new countries. Guarantee of access to transport infrastructure for
additional gas sources sourced across the Caspian or entering TANAP, which
Azerbaijan is majority owner in, is essential for building confidence of other
possible supply countries and companies. Likewise, Turkey should build
confidence through third party access guarantees in line with the European
Energy Community. Efficiencies in expanding TANAP capacity will be found
with acting expeditiously.”*”’

According to the Deputy Vice-President of SOCAR Vitaly Baylarbayov in his
presentation at European Gas Conference Vienna 2013, Azerbaijan’s gas strategy

consists of 7 important points®’®:

»  Secure energy stability and sustainability
» Strategic cooperation with leading energy companies

» New infrastructure development and upgrade, modernization and efficient use

of existing infrastructure
»  Optimization of management
» Expansion of SOCAR’s investment portfolio and geography of operations
» Diversification of consumer markets and export transportation routes

Baylarbayov emphasized that, Azerbaijan is proven hydrocarbon reserves as 4, 55
billion tons, forecasted hydrocarbon reserves 10 billion tons and prospective onshore
and offshore structures as 40 billion tons?. Azerbaijan gas will only be an alternative
route for European energy supply security; it would not be a competitor to Russian gas
as the first delivery to Europe from TAP project will be started in 2020%°. European
Union is also think about short term alternatives as LNG from Middle East or

increasing energy efficiency rates.

In conclusion of this part, Azerbaijan and Europe will both gain important acquisitions
during the negotiations and partnership deals. In briefly, what will SOCAR gain from

these positive relations could be discussed in several factors. First SOCAR, as a

" David Koranyi and Neil Robert Brown, Revitalizing the Southern Gas Corridor to Counter
the Russian Energy Threat, The Huffington Post, http://www.huffingtonpost.com/david-
koranyi/revitalizing-the-southern-gas b 5214501.html, 26 July 2014.
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Vitaly Baylarbayov, European Gas Conference, Update on Southern Gas Corridor
Development, http://www.europeangas-
conference.com/sites/default/files/Vitaly%20Baylarbayov.pdf.
279 H

Ibid.
80 |pid.
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national oil company, is becoming day by day to an international oil company who has
offices across the Europe. Second, SOCAR is an important player of energy security
of European Union and becoming stable and reliable partner of the member states.
Third, SOCAR is increasing its revenues and recognition among the Union in where
Greece DESFA could be a good example. Fourth, in Azerbaijan energy security
SOCAR is becoming the most important actor and also negotiator for Azerbaijan
energy issues. Lastly, SOCAR is the flagship company of the Azerbaijan Republic

where Azerbaijan could be seen as a regional leader of its region.
4.4. Conclusion

SOCAR increases its experiences in both regional and global sphere, thus it is
overcoming with its structural problems inside the Company as being a 100% state-
owned company. In order to developing SOCAR as a national oil company,
Azerbaijan using SOCAR as a forerunner company for making international

investments especially in European region.

It is inevitable for SOCAR being an international oil company without economic and
technological expertise. For the period of the interviews Baku in February 2014,
mostly scholars and experts stressed the fact that European countries and investment
strategy of SOCAR in European states is motivated by the head of the state, llham
Aliyev. State-owned oil companies mostly confused with the national oil companies as
it mentioned in the second chapter of this work, however SOCAR is a pure example of

the state-owned oil company.

SOCAR'’s investments and policies towards the European states as signing contracts
for ensuring European energy security, giving opportunities both in economic and
social life for Greece and Italy and lastly enter to the domestic oil markets of

European states make SOCAR an international oil company.

The next chapter of this thesis continues with comparing SOCAR with the
representatives of the Kazakhstan, Norway and Russia national oil companies. These
states’ investment strategies and their development processes is going to be compared

with the SOCAR in order to see the similarities and differences between them.
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CHAPTER V

COMPARING SOCAR WITH THE OTHER NOCS: KAZMUNAYGAZ,
STATOIL AND ROSNEFT

The last chapter of this thesis aims to analyze State Oil Company of the Azerbaijan’s
Republic’s (SOCAR) active involvement in oil and gas activities of the state and
becoming an international oil company since having crucial characteristics of the
national oil company (NOC). In the first chapter of this work, main objectives of the
NOCs are discussed and three important sub-chapters were designed for the last
chapter.

NOCs control nearly 90% of the world oil reserves in today’s energy arena and there
are more than 35 big and important NOCs which operate the energy world®. | would
like to discuss three NOCs which are going to be compared with the SOCAR in this
chapter: Norwegian Statoil, Russian Rosneft and Kazakhstan Kazmunaygaz. These
three companies are chosen due to their performance, country profiles and positions
among world NOCs. Under the three sub-chapters, these companies are going to be
analyzed in details: the structure of the companies, national oil funds and contributions

to this fund with making foreign and domestic investments.

5.1. Kazakhstan National Oil Company-Kazmunaygaz

Kazakhstan is a land locked state which has the biggest territory in the Central Asia.
Proven oil reserves of the country are 30.0 thousand million barrels and 1.5 trillion
cubic meters natural gas reserves at the end of the 2013.?*> Energy sector has an

important role in Kazak economy and also in Kazak daily life.

*%1 For more information please see Chapter 11 of this work.

?82 Bp Statistical Review of World Energy(2013), BP,
http://www.bp.com/content/dam/bp/pdf/statistical-
review/statistical review of world energy 2013.pdf, p.7-20.
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Proven Oil Reserves

Table 3
Rank States Thousand Million Barrels-at the end
of 2013
1 Russian 93.0
Federation
2 Kazakhstan 30.0
3 Norway 8.7
4 Azerbaijan 7.0
Source: BP Statistical Review of World Energy, 2013, p.6.
Proven Natural Gas Reserves
Table 4
Rank State Trillion Cubic Meters-at the
end of 2013
1 Russian 31.3
Federation
2 Turkmenistan 17.5
3 Norway 2.0
4 Kazakhstan 15
5 Azerbaijan 0.9

Source: BP Statistical Review of World Energy, 2013, p.20.

Prior to the 1990s, while Kazakhstan was one of the Soviet Republic, its natural
resources were controlled by the Kremlin as it was done like the other energy rich
republics as Turkmenistan and Azerbaijan. It has a long history of the state building
and nation building processes which motivate Kazakhstan for establishing its own

national oil and gas company: Kazmunaygaz.
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It was 2002 February Kazmunaygaz was established in the Kazak capital, Astana®®®. In

order to become an actor in energy games which is also called as The New Great
Game®® in Central Asian territory, it is crucial and inevitable to control own natural
resources. On the contrary to SOCAR, main actor of this thesis, Kazmunaygaz is more
locked company in both making foreign investments and opening doors to Western
companies in Kazakhstan energy system. Factors of this situation could be described
as following; first of all being a former Soviet Republic was obstructed situation for
Kazakhstan. Kazakhstan is the last independent state among all fifteen Soviet

Republics; it gained its independence in 16™ December 1991%.

Kazak economy has risen nearly 10 times from the independence in 1991 till today;
GDP of the Kazakhstan was 24.9 billion US Dollars in 2014 it is already 224.41 US

Dollars.?®

Natural resources especially oil and gas has the significant role in Kazak economy.
After the dissolution of the Soviet Union, independent states who have significant
natural resources reserves, started to establish their own energy policies, technologies
and foreign relations with the oil importer states®’. Comparing to Azerbaijan,
Kazakhstan entered later to international energy arena than the Azerbaijan as it did in

1994 with signing Contract of the Century.

Secondly, Kazakhstan does not open fully its own energy resources to states, as it can
be discussed by another research, trust problem of the Kazakhstan to the European and
US powers. For Kazakhstan, being a landlocked state and having two super powers-
Russia and China as neighbors limited Kazakhstan’s swing power. In order to be an

important energy player in the region, it is crucial to have an independent energy

283 Kazmunaygaz, History, http://www.kmgep.kz/eng/the_company/history/, 18 May 2015.

The New Great Game has a reference to the Great Game in the 19th century between the
British Empire and Russian Empire in Central Asia. This term re-borned towards the
geopolitical attitudes towards Central Asian states by the Western powers and Russia.

For more information; Lutz Kleveman(2003), The New Great Game Blood and Oil in Central
Asia, Groove Press(New York).

Alexander Cooley, The New Great Game in Central Asia Geopolitics in a Post-Western World,
Foreign Affairs, https://www.foreignaffairs.com/articles/central-asia/2012-08-07/new-great-
game-central-asia 10 May 2015.

?%> Timeline: Kazakhstan, BBC World, http://news.bbc.co.uk/2/hi/asia-

pacific/country profiles/1298395.stm 18 May 2015.

*86Kazakhstan GDP, Trading Economies, http://www.tradingeconomics.com/kazakhstan/gdp ,
24 March 2015.

%7 For more information;Justin Burke, Post-Soviet World: What you need to know about the
15 states, New East Network, The Guardian, http://www.theguardian.com/world/2014/jun/09/-
sp-profiles-post-soviet-states 10 May 2015.
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policy. Within all independent post-Soviet republics, only Azerbaijan has an

independent energy policy that motivates it continues its prospect.®®

Third and the most important factor is the Russian influence over the Kazakhstan.
Relations between the Russia and Kazakhstan have odds prior to the Soviet rule.
Russia is using soft power over the Kazakhstan by having the biggest Russian
minorities within the Kazakhstan and also Russian language is the second official
language in Kazakhstan®. Kazakhstan is the member of Eurasian Customs Union and
the Eurasian Economic Union with the Belarus and Russian Federation. Kazakhstan
and Russia are the richest and biggest energy producer countries which is equal to
total 2.7 trillion US Dollars GDP**° and producing nearly 21% of the world needs

natural gas and nearly 15% of world need oil.***

Kazakhstan and its national oil and gas company Kazmunaygaz would be also
important actors of the European energy security. A Memorandum of Understanding
(MoU) on cooperation in the energy field between the European Union and

Kazakhstan was signed in 2006.°°

Main objectives of this memorandum are
integration between European and Central Asian energy markets, sustainable
development of the energy relations between counterparts and lastly enhancing energy
security of the particular regions.**®

“The liberalization of the oil industry in the former Soviet Union has

changed the competitive position of all oil-producing countries”.***

Caspian Sea and Central Asian energy resources are getting significance especially
after the crisis in the Middle East which are frequently continued in different parts of

the region and the latest crisis in Ukraine. The European Union has an aim to decrease

288 Azerbaijan committed itself to independent energy policy- Consul General, AzerNews,

http://www.azernews.az/oil_and gas/56553.html 24 September 2014.
282 World Directory of Minorities and Indigenous Peoples, Kazakhstan Overview, Minority
Rights Group International, http://www.minorityrights.org/2359/kazakhstan/kazakhstan-
overview.html#peoples, 10 May 2015.
**%Introducing the Eurasian Economic Union, Where three is a crowd, The Economist,
http://www.economist.com/blogs/banyan/2014/05/introducing-eurasian-economic-union 24
September 2014.
?%1 BP Statistical Review of World Energy, BP, p.7-20.
*Memorandum of Understanding on Co-operation in the field of energy between the
European Union and the Republic of Kazakhstan, European Commission,
http://ec.europa.eu/dgs/energy transport/international/regional/caucasus_central asia/memoran
(zngslm/doc/mou kazakshtan en.pdf, 25 September 2014.

Ibid.
**Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper N.218, p.20.
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dependency on the Russian gas however in the near future it has seen as a miracle.
Due to the facts that European energy in some regions has dependency on Russian

gas, oil and electricity sources nearly 90% percent.”*®

"With these two documents, the Republic of Kazakhstan and the
European Union have laid the foundations for constructive co-
operation in the energy sector which will be extremely fruitful for
both parties.” Jose Manuel Barroso*°

Kazmunaygaz (KMG) was founded on 20 February 2002 under the Decree of the
President of Kazakhstan Republic number 811%*". Kazakhstan has a long oil and gas
history like Azerbaijan. In 1993, Contract of the Century was signed in Kazakhstan
between American Chevron for 40 years.”® At the end of the 1993, international
consortium of 7 companies- Ajip, British Petroleum, Statoil, British Gas, Mobil, Total

and Shell created in order to conduct activities in the Caspian Sea.*”

Kazmunaygaz provides 65% of oil transportation with “KazTransOil” company, 100%
of gas transportation with “KazTransGaz” company and 50% of tanker transportation

with “KazMorTransFlot” company within the Kazakhstan.>*

Kazmunaygaz is one of the youngest national oil company which is operating in the
oil and gas sphere. National oil companies are very important actors in post-Soviet
area after the dissolution of the Soviet Union. NOCs are “hopes” of the hydro-carbon
rich states and especially in this case, Kazakhstan and Azerbaijan’s. Prosperity of
NOCs and their success is relevant to the prosperity of the state. That is the most
important reason why KazMunayGas development policy is more aggressive than the
SOCAR ones.***

According to the authors who are dealing with the Central Asian and Caspian energy

politics, Kazak and Azeri national oil companies have different aims with common

2% Especially Baltic region countries: Estonia and Latvia.

EU, Kazakhstan strenghten energy links, Euractiv.com, http://www.euractiv.com/energy/eu-
kazakhstan-strengthen-energy-links/article-160243 25 September 2014.

**” Martha Brill Olcott (2007), KAZMUNAIGAZ: Kazakhstan’s National Oil and Gas
Company, The James A. Baker 111 Institute For Public Policy and Japan Petroleum
Center,http://bakerinstitute.org/media/files/page/9820ee52/noc_kaz olcott.pdf , p.7.
2% Kazmunaygas, About, http://www.kmg.kz/en/about/today/ 29 September 2014.

2 Ipid.

% Ipid.

*%! Martha Brill Olcott (2007), KAZMUNAIGAZ: Kazakhstan’s National Oil and Gas
Company, The James A. Baker 111 Institute For Public Policy and Japan Petroleum
Center,http://bakerinstitute.org/media/files/page/9820ee52/noc_kaz_olcott.pdf, p.2.
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goals. KMG has more common things and values with Russian NOCs and in particular

with Gazprom about vertical integration process.>*

Kazmunaygaz is a single company that has oil, gas and mining activities under the one
big company. KMG is a main stakeholder in projects and also in making productions
in Kazakhstan and mission of the KMG is stated as; “providing maximum profits for
the Republic of Kazakhstan and development of the national petroleum industry,
increasing company value and its profitability, becoming a competitive petroleum
company integrated in the international market and support for domestic suppliers of
goods, work and services.”** KMG operates in six main fields: oil and gas upstream,
oil transportation, sales and marketing, refining, petro chemistry, export/import,

transportation and sales, gas transit>**.

Chairman of the KMG is Umizrak Shukeyev and according to 2011 research, over
64.000 employees are working in KMG.*® KMG is owner 44 oil fields in

306

Kazakhstan®®. KMG has oil stations in Kazakhstan, Georgia and Romania.>*’

KMG regulates pipelines in country. In 2004 situation changed in favor of the
company and Kazmunaygaz has became official contractor of the Kazak energy policy
and also in any foreign production PSA, company should have at least 50%°%. Foreign

participation within the state is limited up to 50%°*.

5.1.1. The National Fund of the Republic of Kazakhstan (NFRK)

Sovereign Wealth Funds has two main roles called savings and stabilizations.
Republic of Kazakhstan has two important funds; National Fund of the Kazakhstan
Republic which is known as “national oil fund” and Samruk-Kazyna “sovereign

welfare fund” which is a government owned holding company and focuses on

32 il and Gas of Kazakhstan, http://www.ukessays.com/essays/geography/oil-and-gas-of-

kazakhstan.php ,29 September 2014.
*%Kazmunaygaz, Company , Strategy, http://www.kmg.kz/en/about/strateqy/ , 29 September
2014.
3% Kazmunaygaz, Company, http://www.kmg.kz/en/manufacturing/map/, 10 May 2015.
305 H

Ibid.
*% Ibid.
*’samruk-Kazyna, History of the Company, http://www.sk.kz/company/3 ,29 September
2014.
3% Martha Brill Olcott (2007), KAZMUNAIGAZ: Kazakhstan’s National Oil and Gas
Company, The James A. Baker 11 Institute For Public Policy and Japan Petroleum
Center,http://bakerinstitute.org/media/files/page/9820ee52/noc_kaz_olcott.pdf, p.24.
309 H

Ibid.
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economic development objectives of the Kazak government.*'° National Welfare Fund
“Samruk-Kazyna” was founded in 13 October 2008 under the Decree of the President
of the Republic of Kazakhstan No 669 and two companies “Samruk” and “Kazyna”

were combined®*.

This company is owned by the Kazakhstan Government and it is a joint stock
company. Samruk Kazyna owns 19 important Kazak companies in Kazakhstan and
KazMunayGas is one of these companies®? Kazakhstan railroads, post services,
telecommunication service and Kazakhstan Development Bank are also owned by

Samruk-Kazyna.**?

NFRK was established in 2000, as took occurrence of the Norwegian model of
SWF.*** According to the Kayrat Kelimbetov from Kazakhstan Agency for Strategic
Planning, situation both in Kazak economy and the world economic crisis in 1998 and
the sudden decrease of oil prices changed situation of establishment NFRK and

delayed it for two years®”.

In 2000, when oil prices started to increase, giant discoveries of hydro-carbon reserves
in Caspian Sea and foundation idea of the Caspian Pipeline Consortium motivated
Kazak government for establishing NFRK.?'® Norwegian model was chosen due to
number of reasons; the crucial role played by financial indicators of Norwegian fund,
the company’s investment strategy, and supports from the Norwegian national oil and
gas company “Statoil” and lastly Statoil’s big investments in Kazakhstan.>"’ At the
final stage on establishment NFRK Norwegian, Kuwait and Alaska Oil Funds
characteristics could be found according to Kayrat Kelimbetov.*'® On the 23 August
2000, under the Decree of the President of Kazakhstan Republic No 402, NFRK was

founded®®.

*1% David Kemme, Sovereign Wealth Fund Issues and The National Fund(s) of Kazakhstan,

William Davidson Institute Working Paper Number 1036, August 2012, p.2.
Zii Samruk-Kazyna, About, http://sk.kz/page/kratko-o-fonde?lang=en, 10 May 2015.

Ibid.
*3 Samruk-Kazyna, http://www.sk.kz/section/4431 26 September 2014.
** Yelena Kalyuzhnova, The National Fund of the Republic of Kazakhstan (NFRK): From
Accumulation to stress-test to global future, Energy Policy, 39(2011),p.6651.
3 [Ipobnemsr u mepcnekTuBbl HarmonansHoro ¢porga Pecmyonmkn KazaxcraH,
http://www.transparencykazakhstan.org/UserFiles/file/78.pdf.
316Hpo6neML,1 W TepcreKTHBH HarmmoHampHOTO  (poHAA Pecnyonmuku  Kazaxcras,
http://www.transparencykazakhstan.org/UserFiles/file/78.pdf.
*7 Ibid.
> Ibid.
*% Yelena Kalyuzhnova, The National Fund of the Republic of Kazakhstan (NFRK): From
Accumulation to stress-test to global future, Energy Policy, 39(2011),p.6651.
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The Management Council of the NFRK appointed by the President, members are as
following: the President, the Prime Minister, the Chairman of Senate, the Chairman of
the Majilis, the Chairman of the National Bank, the Deputy Prime Minister, Minister
of Finance and the Chairman of the Accounting Committee for the Control of the
Execution of the National Budget.**® The Management Council sets the general

investment strategy and general governance policies.***

According to the Kazakhstan
Republic’s Strategy 2020, goals are reached assets at least %30 of GDP and 90 billion

US Dollars.?*?

The National Fund was created in order to control market prices and equal
distribution of the oil and gas revenues®. Revenues from oil, gas and mining sectors,
payments of corporate income tax, excess profits tax, royalties, VAT, bonuses and
PSAs are paid to NFRK.***

Structure of the NFRK consists as; 80% long term investment function-saving
portfolio and 20% smaller stabilization function saving portfolio.*” NFRK is owned
by the Ministry of Finance and managed by the Treasury Department of the National
Bank of Kazakhstan.>*® Creation of the NFRK did not involve Parliament of

Kazakhstan Republic and only President can make changes®?’.

Parliament has no power over the National Fund; President can bind the regulations,
oversight provisions and the approval of the external auditing.>*® In accordance with
the NFRK’s transparency; there are doubts still it has some problems regarding the
transparency, accounting and auditing. The National Bank of Kazakhstan, creates

daily, monthly, quarterly and annual reports for Ministry of Finance however these

*2% David Kemme, Sovereign Wealth Fund Issues and The National Fund(s) of Kazakhstan,

William Davidson Institute Working Paper Number 1036, August 2012, p.20.
321 H

Ibid.
%22 David Kemme, Sovereign Wealth Fund Issues and The National Fund(s) of Kazakhstan,
William Davidson Institute Working Paper Number 1036, August 2012, p.23.
323 H

Ibid.
%% Yelena Kalyuzhnova, The National Fund of the Republic of Kazakhstan (NFRK): From
Accumulation to stress-test to global future, Energy Policy, 39(2011),p.6652.
325 H

Ibid.
*?® Institutional Investor’s Sovereign Wealth Center, National Fund of the Republic of
Kazakhstan, http://www.sovereignwealthcenter.com/fund/46/National-Fund-of-the-Republic-
of-Kazakhstan.html#.VCVUOPmSyZs , 26 September 2014.
327 H

Ibid.
2% Yelena Kalyuzhnova, The National Fund of the Republic of Kazakhstan (NFRK): From
Accumulation to stress-test to global future, Energy Policy, 39(2011),p.6654.
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reports are not fully open to the public, only summarizes and small parts of the reports

are published in press and could be reached thoroughly NFRK’s website.**’

The other important part of the transparency is “Santiago Principles” that was created
by the International Working Group of Sovereign Wealth Funds (IWG) and consists of
26 IMF member states. Santiago Principles are Generally Accepted Principles and
Practices (GAPP) which is a set of 24 voluntary guidelines for the operations of
SWFs.**® Kazakhstan’s NFRK is not accepted Santiago principles which are accepted
by other 3 focus SWFs of this work.

Table 5
State Fund Assets(billio | Accepting
n US | GAPP
Dollars)
Norway Government 893 Yes
Pension
Fund Global
Russia National 88 Yes
Welfare
Fund
Kazakhstan NFRK 77.5 No
Azerbaijan SOFAZ 36.6 Yes

Source: Kalyuzhnova, p.6654 and Sovereign Wealth Fund Institute.***

In conclusion, it is important to emphasize the factor that NFRK is totally different
from the Samruk Kazyna which is a sovereign wealth fund that was created in 2008
and has important companies in Kazakhstan that are involved in Kazak energy sector

as Kazmunaygaz.

32 Ipid.

*3% Sovereign Wealth Funds G.A.P.P. — Santiago Principles (2008), International Working
Group of Sovereign Wealth Funds, http://www.iwg-swf.org/pubs/eng/santiagoprinciples.pdf.
26 September 2014.

**1Sovereign Wealth Fund Institute, Fund Rankings, http://www.swfinstitute.org/fund-
rankings/ 26 September 2014.
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5.2. Norway National Oil Company- Statoil

Statoil, Norwegian National Oil Company, was established in 1972 as a national oil
company. When Statoil was established, it was one of the youngest NOC in Europe®®.
For Norway, discoveries of the oil fields would not bolster the economy as it was

333

needed in the United Kingdom®*, According to the Laryson, author of the National

Oil Companies, development of the new found resources were slowly in order to not

to disturb the Norwegian way of life.>**

Norwegian Statoil’s success story is different from the 3 others: SOCAR, Rosneft and
KazMunayGas. Norway did not require any state-building process or re-birth of its
economy by its oil revenues. Statoil had seen as a study of conflicts of interest
according to Laryson.*®* From the point of the Norway’s Western European allies,
Norway’s new hydro-carbon reserves would reduce dependency on the Middle East
resources and it gave a new hope for developing Norwegian resources. Secondly, as a
government, Norway would prefer to develop its oil industry but the work load of the
oil industry with environmental, agricultural and fishing cases was bearing the extent
of the development®*. Lastly and importantly for the point of the NOCs, there was a
potential conflict between the Statoil and the Norwegian government. While Statoil
would like to be an independent entity with free from political control, government

wants to control the company.>*’

Norway has always seen as a wealthy country in Europe despite the fact that it has a
relatively small population. Main incomes were from the agriculture, fishing and

timber before the developments of the oil industry®®

. North Sea’s importance was
seen after the 1967 Arab-Israeli War and forthcoming OPEC oil embargo.**
Developments in the North Sea started in the end of the 1960s and finally taking into
account in the beginning of the 1970s. In June 1972, the Norwegian government
decided to establish Norwegian Petroleum Directorate and national oil company

Statoil as a holding company.?*
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See the Table-1 in Chapter II.

223 Leslie E. Grayson(1981), National Oil Companies,John Wiley&Sons Ltd.; Norwich, p.197.
* 1bid.

* Ipid.

> Ibid.

7 Ipid.

%% |eslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd. : Norwich,

p.199.

3 1bid.

%9 1bid.
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Statoil established in 1972 with a mission of, “to carry out, by itself or in participation
or in cooperation with other companies, exploration and production, transportation,
refining and marketing of petroleum and products derived therefrom, and other
activities reasonably related thereto. ?** Statoil is responsible for the operations and
duties as being a national oil company, political, social and economic aims of the
governments: Supply security, optimal development acquiring expertise and
technology, providing better control of private operators, fostering competitive
Norwegian goods and services and earning reasonable return on the government

investment.>*

Statoil has aims to be an international oil company since the establishment and tries to
be as much as far away from the political pressure during the company development.
Statoil has different characteristics rather than the ordinary national oil companies that
are discussing throughout this thesis. The first and the most important difference is
Statoil is not fully political instrument of the Norwegian government as it is in
Azerbaijan, Kazakhstan and Russia. Using oil revenues for re-establishing the state
and the nation are different from the using hydro-carbon reserves as “political
weapons”**. The very recent example is Russia that trying to change the political and
economic situation in favor as Russia did it in 2006 Ukraine crises and doing it in

2014 Ukrainian dissolution processes against European states®**.

Establishing a national oil company and using it as a political instrument is more
related with the government legacy and democracy issues of the state. Statoil’s power
in the end of the 1970s was limited by the government for avoiding “becomes a state
within the state”.>** Statoil has a political pressure from its European counterparts in
order to decrease dependency on the Middle Eastern resources and developing
Norwegian ones so that Norway and the United Kingdom could control the energy

policy of the European region®*.

> Ibid.

> Ipid.

**3 For more information; Walter Mayr, Putin’s Cold War: Using Russian Energy as a Political
Weapon, Spiegel Online International, http://www.spiegel.de/international/spiegel/putin-s-
cold-war-using-russian-energy-as-a-political-weapon-a-394345.html, 10 May 2015.

*** Ibid and Jon Henley, Is Europe’s gas suplly threatened by the Ukraine crisis?, The
Guardian, http://www.theguardian.com/world/2014/mar/03/europes-gas-supply-ukraine-crisis-
russsia-pipelines 10 May 2015.

*** Leslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd.: Norwich,
p.206.

** Ibid.

75


http://www.spiegel.de/international/spiegel/putin-s-cold-war-using-russian-energy-as-a-political-weapon-a-394345.html
http://www.spiegel.de/international/spiegel/putin-s-cold-war-using-russian-energy-as-a-political-weapon-a-394345.html
http://www.theguardian.com/world/2014/mar/03/europes-gas-supply-ukraine-crisis-russsia-pipelines
http://www.theguardian.com/world/2014/mar/03/europes-gas-supply-ukraine-crisis-russsia-pipelines

State’s oil company Statoil, was privatized in 2001 and becomes a public limited
company. Today, 67% of the company’s shares owns by the government of Norway
and 33% by public stock®"’. Statoil has operations in 36 countries and has involved in
important international projects®®®. In case of this work, Statoil is partner in Baku-
Thilisi-Ceyhan (BTC) project, has shares in Azeri-Chirag-Guneshli and Shah Deniz
with a share in South Caucasus Pipeline.>*® However Statoil decreased its shares in
Shah Deniz by 10% percent in May 2014, Statoil is still an important actor in the

350
P

Caspian with B

Statoil has over 23 thousand employees and the richest European energy company>>.
Statoil is an integrated oil company and the leading company in the Norwegian
Continental Shelf®*,

Statoil benefited from two privileges throughout the establishment period till the
1980s. Privileges are, minimum participation of 50 percent, carried through the
exploration phase, in all petroleum licenses, implying a veto power on all development
decisions; and once a discovery was declared commercial, the option to increase the
participation by up to 80 percent based on a sliding scale linked to production
levels.**® Privileges decreased concerns in the Norwegian Parliament (Storting) in the
mid-1980s while Statoil’s influence on the domestic economy and politics were
understood*>*. After the removal of the privileges, Statoil became more commercially
oriented company and on the other hand, state could rely on efficient exploitation of

its hydro-carbon resources®”. Statoil benefited from this decision and took actions for

** Statoil, Major Shareholders,

http://www.statoil.com/annualreport2011/en/shareholderinformation/pages/majorshareholders.
aspx 10 May 2015.

% About Statoil, Statoil Worldwide,
http://www.statoil.com/en/About/Worldwide/Pages/default.aspx 10 May 2015.

*Statoil, Worldwide- Azerbaijan,
http://www.statoil.com/en/About/Worldwide/Azerbaijan/Pages/default.aspx , 30 September
2014. Since 1* of May 2015, SOCAR is the commercial operator of South Caucasus Pipeline
as Statoil sold 15.5% stakes to the Malaysian Petronas company in Shah Deniz project.

%% Statoil’s farm down in Shah Deniz and South Caucasus Pipeline Completed, Statoil News
and Media,

http://www.statoil.com/en/NewsAndMedia/News/2014/Pages/06May ShahDeniz.aspx

,8 May 2014,

1 statoil, This is who we are,
http://www.statoil.com/annualreport2012/en/quickfacts/pages/O1thisiswhoweare.aspx , 8 May
2014.

**2 |bid.

% Sjlvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper N.218, p.87.

*** bid.

** |bid.
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becoming an international operator by improving its efficiency and reducing its

operating costs.**

Statoil is such company that since the establishment Norwegian government granted
the company with administrative and financial independence so that gave to Statoil a

commercial focus.**’

Oil revenues for the Norwegian government are for the purposes
of diversification of the Norwegian economy, it is not for the re-birth or re-
establishment of the state economy as it was in Russia, Azerbaijan and Kazakhstan.
Oil revenues are a tool for the government, not the purpose of the state economy and

. 358
raison d’etre.

Norway is the 3" biggest natural gas producer in the world after USA and Qatar and
12™ largest oil exporter in the world in 2013.3*° Norway’s revenues from crude oil,
natural gas and pipeline transport services are consisting %23 of GDP and %30 of
government revenues.*®® According to the statistics, Norway’s oil production are
decreasing after the oil boom in 2001, however natural gas production is in increase.
That means hydro-carbon reserves will continue have an important share in state

incomes.

In 2006, Statoil unified with Norsk-Hydro private-public company®*. %44 percent of
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shares Norsk-Hydro is owned by Norwegian government™. After this merge,

Norwegian governments share in this company was accounted %67 percents.>*®

Statoil evolved in the international market rather than domestic purposes. Statoil is
very important actor of development a national oil industry and oil politics. Now,
Statoil is working more commercial oriented. According to Tordo, from her World
Bank report, Statoil is very successful in the corporate governance system so that
responsibilities of all parts in management are clearly defined. Vertical integration of

the company is making company one of the most important international oil company

> Ibid.
**7 Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper N.218, p.97.
*%® Raison d’etre means purpose of being.
%% U.S. Energy Information Administration, Norway,
gstgp://V\ANw.eia.qov/countries/cab.cfm?fips:no 01 October 2014.

Ibid.
%! Statoil to buy Norsk Hydro’s oil, gas division, Market Watch,
http://www.marketwatch.com/story/statoil-to-buy-norsk-hydro-energy-division-for-about-30-
billion 01 October 2014.
** |bid.
** Ibid.
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in the world. %80 percent of the domestic oil and gas production is controlled by the

Statoil.***

In conclusion, Norwegian government’s attitude shaped Statoil’s national oil company
characteristics. Firstly, Norway would not prefer to use Statoil as a political instrument
however Norway’s decision to enter the European Economic Area in 1994, forced
Statoil for thinking more commercially rather than the particular NOCs. State did not
burden Statoil for non-commercial domestic obligations as social benefits.**> Statoil’s
need for improving efficiency and compete internationally made the company more
commercially oriented. Success of Statoil is in Norwegian government policies;
adaptation of its policies to changes in geological, economic and market conditions,
good governance transparency, already developed industrial sector and closeness to
European markets.>® Statoil is a success story of the Norwegian government and

European energy market.
5.2.1. Government Pension Fund Global (GPFG)

Since 1972 when the Statoil founded, Norway introduced a new model of the oil
management to the world: “Norwegian Model”, in general terms, this type of
management consists of the separation of three distinct government bodies: a national
oil company (Statoil) which is engaging in commercial hydrocarbon resources, a
government ministry (Ministry of Petroleum and Energy) to direct policy and a
regulatory body (National Petroleum Directorate) for providing oversight and

technical expertise.>®’

Separation of roles is in commercial, policy and regulatory levels.>*® In order to
become a successful and long-term investor in oil sector, Norway’s democratic and
bureaucratic tradition has a crucial role. These practices make Norway successful in
its intra-governmental checks and balances.*®® Successful separation of roles and
management bodies made Norway Government Pension Fund Global number one in

world’s richest sovereign wealth fund®’®. Statoil’s success was in Norwegian
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Silvana Tordo(2011), National Oil Companies and Value Creation, World Bank Working
Paper N.218, p.66.

*%° Ibid.

% Ipid.

*7 Mark C. Thurber et all., Exporting the “Norwegian Model”: The effect of administrative
design on oil and sector performance, Energy Policy, 39(2011), p. 5366.

*%% 1bid,p.5367.

%% bid,p.5371.

%7% See the Table 5 in this chapter.
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government’s ability of diversification of government bodies roles and so that Statoil

could concentrate in commercial activities mostly.

Success story of the GPFG is related to the Norwegian oil industry’s development and
its wealth policies. Main actors in the establishment of sovereign wealth funds are
country’s hydrocarbon reserves. Statoil’s prominent investments in Angola and
especially in Azerbaijan could be seen as company’s international operations.*”*
Statoil faced with difficult times in the management system and corruption scandals in
the 1980s and also Norwegian governments “fear” of the Statoil’s political power,
forced the company changed its management structure with the new CEO and become
more international company*%. Notably, BP’s assistance in the mid 1990s was crucial
for Statoil in order to introduce with the international investment opportunities and

importantly for development in Azeri-Chirag-Guneshli (ACG) field in Azerbaijan.>”

Norway has 2 sovereign wealth funds: The Government Pension Fund Global
(GPFG) which was formerly The Government Petroleum Fund and The Government
Pension Fund Norway (GPFN) that was The National Insurance Scheme Fund. GPFN
was established in 1967 when the first oil discovered in the North Sea in 1960s and
GPFG was established in 1990°™. Both funds changed their names in 2006°”°. Under
this part of work, GPFG is going to evaluate due to its incomes and foreign
investments. GPFG is managed by the Norges Bank Investment Management which is
responsible to the Ministry of Finance of Norway*”®. GPFG is world’s richest SWF
according to its assets 893 billion US Dollars in October 2014.%”” Incomes are, 62
percent from invested in equities, 27 percent fixed income and 1 percent from real

estate.’”® GPFG only makes investments outside the Norway and especially in
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Richard Gordon, Thomas Stenvoll, Statoil: A Study in Political Entrepreneurship, James A.
Baker Il Institute for Public Policy of Rice University, March 2007,p.11.

%72 eslie E. Grayson (1981) , National Oil Companies, John Wiley&Sons Ltd.: Norwich,
p.206.

*73 Richard Gordon, Thomas Stenvoll, Statoil: A Study in Political Entrepreneurship, James A.
Baker Il Institute for Public Policy of Rice University ,March 2007,p. 31.

*’* The Sovereign Wealth Fund Initiative, Profile: Government Pension Fund Global(Norway),
http://fletcher.tufts.edu/SWFI-
OLD/~/media/Fletcher/Microsites/swfi/pdfs/2012/profiles/Norway%20Fund%20Profile.pdf
p.l.

*7> Norges Bank Investment Management, History, http://www.nbim.no/en/the-fund/history/ 18
May 2015.

*7¢ Richard Gordon, Thomas Stenvoll, Statoil: A Study in Political Entrepreneurship, James A.
Baker 11 Institute for Public Policy of Rice University,March 2007,p.11.

*”’Sovereign Wealth Fund Institute, Fund Rankings, http://www.swfinstitute.org/fund-
rankings/ 08 October 2014,

*’® Norges Bank Invetsment Management, Investments, http://www.nbim.no/en/investments/
08 October 2014.

79


http://fletcher.tufts.edu/SWFI-OLD/~/media/Fletcher/Microsites/swfi/pdfs/2012/profiles/Norway%20Fund%20Profile.pdf
http://fletcher.tufts.edu/SWFI-OLD/~/media/Fletcher/Microsites/swfi/pdfs/2012/profiles/Norway%20Fund%20Profile.pdf
http://www.nbim.no/en/the-fund/history/
http://www.swfinstitute.org/fund-rankings/
http://www.swfinstitute.org/fund-rankings/
http://www.nbim.no/en/investments/

developed markets. GPFG follows ethical, transparent and sustainable principles.*”
GPFG is the signature of the GAPP, Santiago Principles as Azerbaijan and Russia do.

According to the GPFG, this fund is responsible for facilitating government savings
to finance rising public pension expenditures and supporting long-term considerations
in the spending of government petroleum revenues.**® GPFG is saving for the future
generations in Norway. The Fund is working in cooperation with the Norwegian
government; the government may spend only the expected real return on the fund
which is estimated 4 percent per year.*®' GPFN is operating more domestic on the
contrary to GPFG. GPFN mostly invested in domestic companies. GPFG is not an
ordinary pension fund that operates within the particular state and using as a
prosperity tool for social purposes. By the end of the 2020, it is estimated that GPFG’s
assets will be nearly 1 trillion US Dollars.*®* GPFG is owned 100% by the Ministry of

Finance on behalf of the people of Norway*®.

GPFG is a stabilization fund and all the government’s oil and gas related income
including taxes, ownership shares and country dividend from Statoil are given to
GPFG.*® Along with transparency ratings- Santiago Principles rating, Truman
Scoreboard and Linaburg-Maduell Rating, GPFG is the most transparent fund in the
world.>® GPFG invests more than 8 thousand companies across the world and
operating more than 82 countries.®® Nestle, Royal Dutch Shell, Novartis, Roche

Holding and Apple are the largest equity investments.

In conclusion, Norway is a model country for oil producing developing states
especially in Central Asia, Caucasus and in some part of the Africa. Norway’s success
is in separating roles of the government’s bodies which are dealing with the oil

revenues. In order to become a wealthier state and avoid Dutch disease effect it is

*7Sovereign Wealth Fund Institute, Government Pension Fund Global-Norway,

http://www.swfinstitute.org/swfs/norway-government-pension-fund-global/ 08 October 2014,
%% Ministry of Finance Norway, Government Pension Fund
Global,http://www.regjeringen.no/en/dep/fin/Selected-topics/the-government-pension-
fund/government-pension-fund-global-gpfg.htmI?id=697027 08 October 2014.

8 Norway The Official Site in China,Norway’s Government Pension Fund,
http://www.norway.cn/News_and_events/Business/Innovation-Norway-and-NSEC/Norways-
Government-Pension-Fund-Global/#.VDUc7PmSyZs 08 October 2014.

**The Sovereign Wealth Fund Initiative, Profile: Government Pension Fund Global(Norway),
http://fletcher.tufts.edu/SWFI-
OLD/~/media/Fletcher/Microsites/swfi/pdfs/2012/profiles/Norway%20Fund%20Profile.pdf
p.l.

** Ibid.

** Ibid, p.2.

** Ibid, p.3.

%% Norges Bank Investment Management, Investments,
http://www.nbim.no/en/investments/holdings-/holdings-and-voting/ 08 October 2014.
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crucial to have a stable democracy with the strong pattern in “good governance”
practices. It is very hard to think about Russia or Kazakhstan without their strong
leaders-Putin and Nazarbayev and their influence on the hydrocarbon industries.
However, Azerbaijan, with its strong desire to create totally transparent sovereign
wealth institution-SOFAZ, could be a hope for the rest of the oil and producing states
in Central Asia. GPFG has become world number one by its investments outside the
Norway. Its revenues mostly come from its equity companies. In line with this thesis
argument, SOCAR’s achievement is in the company’s foreign investments and
especially in golden projects: BTC and TANAP. Norway was succeeded this and
created fully transparent GPFG in order to sustain revenues not only from the oil but
also from the investments. It is obvious that oil has only 50 years but it is important to

think about the future generations.
5.3. Russian National Oil Company- Rosneft

Rosneft is Russian public oil and gas company. Importance of Rosneft is in its post-
Soviet legacy and being a Russian giant in Eurasian energy game. In previous parts of
this chapter, Russia is mostly referred as using energy as a “weapon” against to the
states which are manipulating Russian’s desires: being in the top of the world politics.
Russian domination in European energy politics makes Europeans have more fear in
energy debates. Current situation in Ukraine and continuous talks between European
Commission-Ukraine and Russia tries to relaxation relations between the triangles.
Russian latest developments in energy sector after the dissolution of the Soviet Union

forwarded its power in both politics and economics.

According to the US Energy Information Administration’s 2013 Russia Country
Report, Russia is the second largest producer of dry natural gas and third largest oil
producer in the world.*®” 52% of the federal budget depended on the revenues from the
hydrocarbon revenues®*® which show us how Russian economy is vulnerable to oil and

gas prices.
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Rosneft was founded in April 1993, After the dissolution of the Soviet Union, more

than 250 industrial enterprises and organizations were merged in the new government

390

company, Rosneft.”™ OJSC Rosneft is a vertically integrated company and established

*¥7 US. Energy Information Administration, Russia,

http://www.eia.gov/countries/cab.cfm?fips=RS, p.1. 09 October 2014.
388 -
Ibid.
*%% Rosneft, History, http://www.rosneft.com/about/history/ 08 October 2014.
390y |a;
Ibid.
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under the Russian Government Decree No 971 on the 29 September 1995*". Strategic
priorities of the company are stated as follows: industrial safety, environmental
protection, refinery modernization, field development and oil production increase.*”
Rosneft was the largest taxpayer in Russia in 2013**. Current President of the

Company is Igor Sechin, close ally of Russian Federation President Vladimir Putin.

Rosneft accounts more than 40% of the Russian oil production and was the third
largest gas producer in 2013. Rosneft activities are; hydrocarbon exploration and
production, upstream offshore projects, hydrocarbon refining, marketing crude oil, and
gas within Russia and overseas®. Company owned by the 100% state owned
Rosneftegaz with 69.5% share, BP with 19.75% and other 10.75% are publicly
traded*®.

Rosneft is the key oil and gas producer and exporter in Russia. Company is operating
in both domestic and abroad. Rosneft is not a national oil company as Azerbaijan’s or
Kazakhstan’s but it is mostly controlled by the state owned enterprises and has very
powerful pressure from the Russian government and especially from the President
Putin. Rosneft’s production activities are transferred across the Russian territory and

abroad countries by state owned pipeline monopoly giant, Transneft>*°.

Mainstream of Russia’s oil production that accounts two thirds of the all production is

from the Western-Siberia®®’

. Qil production is dominated by the Russian firms and the
top of the company is Rosneft. East Siberia is under the control of the Rosneft.**®
Dissolution of the Soviet Union was drastically changed oil politics in both Russia and
oil producing post-Soviet countries. However, the oil sector has been privatized in
Russia; it is still under the state control. That is the reason why Rosneft could be

analyzed as a national oil company.

** Ibid.

*2 Ipid.

%93 Rosneft posts record 2013 results: daily hydrocarbon production reached 4.9 mmboe,
EBITDA amounted to RUB 947 bin supported by hydrocarbon production growth, increased
efficiency and integration of new assets, Rosneft,
http://www.rosneft.com/news/pressrelease/04022014.html 18 May 2015.

224 About, Rosneft, http://www.rosneft.com/about/ 09 October 2014.

> Ibid.
*% For more information: Transneft, http:/en.transneft.ru/ 10 May 2015,
U.S. Energy Information Administration,, Russia Overview,
http://www.eia.gov/beta/international/analysis.cfm?iso=RUS 10 May 2015.
**®U.S. Energy Information Administration, Russia,
http://www.eia.gov/countries/cab.cfm?fips=RS, p.3, 09 October 2014.
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In Russia, oil and gas sector is under the domination of the domestic companies

399

which are controlled and regulated by the government bodies™”. On the contrary to the

Statoil, government bodies are directly involved in oil and gas sector’s development.

According to the US Energy Information Administration Russia 2013 country report,
Rosneft is the top oil producer company in 2012°®°. Russia has 40 oil refineries in
where Rosneft is the largest refinery operator®®. In 2012, Rosneft is the Top 5 gas
producer companies where state owned Gazprom is the biggest. In 2013 March,
Rosneft acquired TNK-BP, third largest oil producer company in Russia and became

world’s largest oil company.*®

Table 6

Qil Thous Gas Producing Bcf/d
Producing and Comp.

Comp. bbl/d

Rosneft 2,448 Gazprom 47.1
Lukoil 1,670 Novatek 5.5
TNK-BP 1,493 Lukoil 1.6
Surgutnefteg 1,223 TNK-BP 1.3
az

Gazprom 626 Rosneft/ 1.2
Neft Surgutneftegaz

Source: US Energy Information Administration, Russia 2013 Country Report
(2012 Data)

Rosneft is a very crucial and important company for Russia both in economy and

policy purposes. The Russian economy is heavily depended on the hydrocarbon

403

reserves and oil and gas exports™ . In 2012, 79% of the Russian oil exports were

3% Nina Poussenkova, Lord of the Rigs: Rosneft as a mirror of Russia’s Evolution, James A.

Baker 111 Institute For Public Policy and Japan Petroleum Energy Center Report, March 2007,
p. 45.

%% See the Table 6.

“1 U.S. Energy Information Administration, Russia Overview,
http://www.eia.gov/beta/international/analysis.cfm?iso=RUS 10 May 2015.

*2 Rosneft finalizes TNK-BP deal, becomes world’s largest oil producer, Russia Today
http://rt.com/business/rosneft-finalize-tnk-bp-deal-largest-oil-producer-583/, 09 October 2014.
*% For more information: Russian Energy Policy, Global Security,
http://www.globalsecurity.org/military/world/russia/energy.htm 10 May 2015.
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going to Europe*®

. Rosneft’s influence in the international arena and especially in
Europe is strengthening Russian government’s hands in negotiations over the tensions

in the Caucasus, Ukraine and even the Middle East, Syria.

Rosneft is not an ordinary national oil company as in the Middle East or Latin
America ones. Actually SOCAR, KazMunayGas or Statoil are also having different
interpretations of being national oil companies and representing the home state’s
interests. Yet, Rosneft is always aiming acquisition more than the before as buying
YUKOS and BP-TNK and being world’s biggest oil company.

In 2006, Russian government took more serious decisions in order to have a stable and
powerful state oil company*®. Rosneft had a complicated relationship with the home
government during the establishment period till the 2000°. Situation was not in favor
of the Rosneft and Russian state and its oligarchs were the only “winners” in this
game. Though, Putin’s desire and power will change the situation in favor of the
Rosneft in a couple of years while after 20 years of the establishment, Rosneft would
become a global national oil company. Before the 2000s, Russian government faced
with the serious economic problems and crisis throughout the transition period to

market economy.*”’

“Our welfare at present and, to a great degree, in the future directly
depends on the place we will take in the global energy context.”*%-
Vladimir Putin

In order to balance oligarchs within the state, it was crucial for Putin to establish a
powerful state oil company.*®® Powerful leaders and Putin’s influence showed a new

path and strategies for Rosneft. In 2002, Company accepted “transnational energy

%% Kenneth Rapoza, On Energy Russia Tilting to Less Dramatic Asia, Forbes,

http://www.forbes.com/sites/kenrapoza/2014/05/16/on-energy-russia-tilting-to-less-dramatic-
asia/ 10 May 2015.

%% Nina Poussenkova, Lord of the Rigs: Rosneft as a mirror of Russia’s Evolution, James A.
Baker 111 Institute For Public Policy and Japan Petroleum Energy Center Report, March 2007,
p. 47.

“% 1bid.

7 Nina Poussenkova, Lord of the Rigs: Rosneft as a mirror of Russia’s Evolution, James A.
Baker 111 Institute For Public Policy and Japan Petroleum Energy Center Report, March 2007,
p.10.

“%8 Neil Buckley, Gas Pressure: why Putin is risking the West’s ire, Financial Times,
http://mww.ft.com/cms/s/1/a79361c0-7¢90-11da-936a-0000779e2340.html#axzz3FvOsUROyY
12 October 2014.

*% Nina Poussenkova, Lord of the Rigs: Rosneft as a mirror of Russia’s Evolution, James A.
Baker 111 Institute For Public Policy and Japan Petroleum Energy Center Report, March 2007,
p.23.
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company” strategy and started to make collaboration with international oil companies

like BP, Statoil and ExxonMobile.**

Rosneft’s active role in domestic politics is inevitable. Rosneft is a both negotiator and
stabilization of the current situation within the Russia and especially in conflict areas.

Security of the Russian energy is providing by the domestic security issues*.

“The activity of Rosneft in the South of Russia with its old and
depleted reserves is hardly connected with any serious economic
benefits. However, the Southern region is strategically important for
Russia and therefore, the state company might be putting its house in
order to meet the state objectives.”**?

In foreign politics, being a state owned oil company, motivates Rosneft for taking
decisions in favor of the Russian state interests. According to Poussenkova, Rosneft

became from NOC to “state agent” in the foreign policy realm.*"

“Gazprom used to be ina class of its own interms of mismanaging
the company and destroying its value, but it now has a serious
rival...Miller is legendary for his inability to make decisions, while
Sechin, who is sufficiently close to Putin, makes decisions more
quickly. Finally, for historical reasons, the oil market still benefits
from far greater freedom and more private enterprise than the strictly
controlled gas market.”*"*

In conclusion of the one of the most interesting state owned, national oil company,
Rosneft; there are some factors that should be analyzed why Rosneft became an
aggressive global/transnational NOC. Rosneft is considered energy games in Russia as
its “own game” in domestic politics and has its “own rules”. Rosneft makes the
situation harder for the international energy companies and almost restricted foreign
involvement in its developments in upstream activities*®. Rosneft was used as a
weapon against the Russian oligarchs as Berezovsky and Abrahamovich who were

dealing with the Siberian oil games*'°.

Lastly, after the 20 years, thanks to the Putin, situation for Rosneft and Russia

become to “win-win”. Both state and Rosneft are happy for developments of the

*1% Ibid, p.30.

1 1bid, p.43.

“2 Ipid.

2 Ibid, p.47.

“*Anders Aslund, How Rosneft Is Turning Onto Another Gazprom, The Moscow

Times, http://www.themoscowtimes.com/opinion/article/how-rosneft-is-turning-into-another-
gazprom/482022.html 12 October 2014.

* 1bid.

*® For more detailed information: Marshall 1. Goldman (2004) , Putin and Oligarchs, Foreign
Affairs, http://www.cfr.org/world/putin-oligarchs/p8018 , 08 May 2015.

85


http://www.themoscowtimes.com/opinion/article/how-rosneft-is-turning-into-another-gazprom/482022.html
http://www.themoscowtimes.com/opinion/article/how-rosneft-is-turning-into-another-gazprom/482022.html
http://www.cfr.org/world/putin-oligarchs/p8018

relations and common interests. Without strong leaders, unfortunately it is impossible
to strengthen energy politics in Russia, Kazakhstan and Azerbaijan. All of the 3 states
are owed to their current or past Presidents: Putin, Nazarbayev and Aliyev’s

(father&son) for developments of their economies.
5.3.1 National Welfare Fund Russia (NWFR)

National Welfare Fund Russia (NWFR) was established in 2008“". NWFR is an oil
origin sovereign wealth fund. Fund is managed by the Russian Ministry of Finance.
Main purpose of the fund is guaranteeing pensions of the citizens and helping to the
Russian government. Russian Federation with its over 140 million population has the
biggest state in the world, needs to secure its future development in socio-economic

matters*®. NWFR is helping balancing Russian Pension Fund*®.

In 2004, Oil Stabilization Fund under the Russian Federal Law No 184 was
established. In February 2008, fund separated into two funds*®. Official sovereign

wealth fund in Russia is National Welfare Fund.**

Mission of the NWF is states as; “The National Wealth Fund (NWF) is a part of
federal budget assets*”’. NWF is dedicated to support the pension system of the
Russian Federation to guarantee long-term sound functioning of the system*®. Fund’s
primary assignments are to co-finance voluntary pension savings of Russian citizens

and to balance budget of Pension Fund of the Russian Federation.”***

Accumulation of oil and gas revenues are from the oil and gas production tax, export
customs duty on crude oil, export customs duty on natural gas and export customs
duty on oil products. Reserve Fund and National Wealth Fund are two separate entities

where the transfers from each other to the federal budget are available“®. The Ministry

17 SWF Institute, National Wealth Fund-Russia, http://www.swfinstitute.org/fund/russia.php

08 October 2014.

“1% |bid.

% |bid.

20 |pid.

“!1bid.

*22 Ministry of Finance of the Russian Federation, National Wealth Fund,
http://mwww.minfin.ru/en/nationalwealthfund/mission/ 11 October 2014,
*2 bid.

% Ibid.

*2° Ministry of Finance of the Russian Federation, Accumulation,
http://www.minfin.ru/en/nationalwealthfund/accumulation/ 11 October 2014.
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of Finance is responsible for spending from the Reserve and National Wealth

Funds.

426

“The Reserve Fund and the Wellbeing Fund are managed by the
central bank in accordance with Ministry of Finance guidelines. Under
current rules, money in the Wellbeing Fund can be invested in
sovereign  debt, deposits at state development lender

Vnesheconombank, or VEB, and infrastructure projects.”*’

Russian National Wealth Fund, is quite different from the 3 other SWF’s-SOFAZ,
GPFG and NFKR. Being one of the biggest economies in the world, Russia is still

having transparency problems within its economy. One of the major incomes of the

Russian economy is hydro carbon revenues however transparency and accountability

issues lack the system of the sovereign wealth funds in Russia.

"In general we are ready to consider these proposals (for financial
support) under the general terms within the limits of 60 percent of
NWF funds which are envisaged for investments.” Russian Ministry

of Finance**®

Russian National Wealth Fund is involved in some infrastructure projects in Moscow

and even modernization of the Trans-Siberian Railway**. Disputes over which

projects should be financed by the RNWF is still under the discussions. It is clear that,

in order to have a stable, accountable, transparent wealth fund, Russian governments

should first deal with the problems in its energy companies. Under the sanctions from

the EU and United States of America and Ukrainian crisis, it will take too long time to

realize these dreams.

26 |pid.

427

Evgenia Pismennaya&Olga Tanas, Why Putin’s Raid On Wealth Fund Won’t Cure What

Ails Russia, Bloomberg,http://www.bloomberg.com/news/2014-07-10/why-putin-raiding-
wealth-fund-won-t-cure-what-ails-russia.html , 11 October 2014.

428

Russia says ready to help Rosneft and Novatek from wealth fund,

Reuters,http://www.reuters.com/article/2014/09/13/russia-wealthfund-rosneft-
idUSL5NORE0B420140913, 11 October 2014.

429

Alexander Panin, Trans-Siberian Railroad Getting New Lease on Life, The Moscow Times,

http://www.themoscowtimes.com/business/article/trans-siberian-railroad-getting-new-lease-on-

life/482732.html 10 May 2015.
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5.4. Conclusion

This part of the work aims to show similarities and differences between the national
oil companies of Azerbaijan, Russia, Norway and Kazakhstan. Azerbaijan’s national
oil company SOCAR is at the core of this work due to its importance for SOCAR’s
economic and foreign policy successes.

SOCAR’s progress in regional and international politics makes the company an
important actor for energy politics. On the contrary to the Rosneft, SOCAR is
relatively a small national oil company however SOCAR’s agreements between the
European states, Turkey and Georgia make the company a valuable energy partner for
transnational energy relations. Statoil is the most transparent national oil company in
comparison to KazMunayGas, SOCAR and Rosneft. KazMunayGas is the closed

NOC for the foreign investments between the 4 companies.

Statoil’s identity is different from the Norway’s.**° This is the success of the Statoil’s
management structure. All of the four national oil companies are the major players in
their domestic energy markets. Foreign participation in domestic energy sectors is
mostly restricted unofficially in Kazakhstan and Russia. Azerbaijan and Norway are
more open-minded countries rather than the other two states. Norway experienced
“good governance” practices throughout the Statoil’s establishment period till the
1980s.

About the SWFs of particular states, Statoil has the richest sovereign wealth fund that
is making foreign investments for the future generations of the Norway. SOFAZ and
GPFG has similar missions to make international investments as SOFAZ will also
financing building of the TANAP pipelines from its revenues. NFKR and NWFR are
working more domestically compare to the 2 other funds. However, SOFAZ’s

contribution to the state’s education and youth policies are very important.

Lastly, the main aim of this chapter is analyzing 4 important oil companies and their
oil funds that were established from these companies oil and gas companies. Every
story and every leading acros have its own pluses and minuses. All of the 4 oil
companies, from the researcher’s opinion, are the leading actors of their states and
their economies. In spite the fact that, all of them faced with the difficult times
throughout their establishment and rising periods, all of them succeeded became major

companies in energy politics.

30 James Henderson, Rosneft- On the Road to Global NOC Status?, The Oxford Institute for
Energy Studies, January 2012, p. 36.
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CHAPTER VI

CONCLUSION

The thesis discussed SOCAR’s successful achievement in energy relations with the
neighbour states and European Union. Being a national oil company in some cases
harms SOCAR’s work for working individually and dependent from the state.
However, SOCAR has positive feedbacks from its counterpart states about its

investments in their countries.

Taking into the consideration, it is a win win game for SOCAR and Azerbaijan,
SOCAR is seen as the flagship company of the state which has some privileges in
domestic and foreign energy markets thanks to the state’s positive image. On the other
hand, Azerbaijan has developed a national oil company and could be able to enter to

the world energy arena by the help of its home government.

According to the the works mostly cited throughout this thesis 1994, is the milestone
in SOCAR’s history due to introduce with the foreign investor companies and have a
chance for working together. A stable partnership especially with the Western states
follows by BTC and TANAP projects. Now, both Turkey and European states are
waiting for the 2018 when the TANAP project is going to start to its operations and

flow first gas to these particular states**.

In the beginning of the 2000s, after a decade of the dissolution of the Soviet Union,
Azerbaijan finally able to turn its economics in profitable rate and since 2005s the role
of the hyricarbon sources over the states economy increasing®? It is still a big
discussion whether is it true to count on the states’ hydrocarbon reserves, however
SOCAR’s latest investments in states agricultural, educational and finance sectors is
very important for the future*®. Especially throughout the researcher’s visit to Baku in
May 2015, shows the facts that representatives of the civil society organizations and
young people in Azerbaijan are satisfied with the SOCAR’s both domestic and foreign

investment strategies.

“31 Eor more information please see Chapter 1V of this work.
*32 \/italy Baylarbayov, Personal interview, 06 February 2014.
433 .

Ibid.
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This master thesis argues how SOCAR turns its technical and economic inadequacies
to the favorable partnerships with the European and regional states. As it mosty
emphasized, Turkey and Georgia are the two major transit states for SOCAR in
realizing its huge projects. Unless Georgia and Turkey’s desires both BTC and
TANAP could not be implemented. Once more, SOCAR is the largest tax payer in the
Georgia gives free gas to religious prayer halls and has an important role in Georgia’s
economy. On the other hand, Turkey is the brother state of Azerbaijan. SOCAR shows
its solidarity to Turkey by establishing SOCAR Turkey Company which has important
companies as PETKIM, PETLIM and Star Refinery and is the biggest foreign
investment in modern Turkish history. From the point of the view SOCAR is
motivated for acting as a national oil company by the Azerbaijan and also by its
multinational partnerships, SOCAR enters to regional states’ domestic energy
markets. It is clearly shows the fact that SOCAR is quite aware of the regional energy

dynamics within the region.

From the point of view energy security debates and SOCAR’s business strategy for
establishing international partnerships and give a direction to the European energy

market is argued throughout the three chapters.

European energy security is fragile since the disputes and sanctions between the
European Union and Russia continues. Dependency in energy to Russia is a big deal
since decades. European Union would prefer diversify its energy resources and
decrease dependency on the Russian reserves. It is not realistic to say that European
Union will cut buying gas from the Russia and SOCAR’s gas will be enough for
Union’s domestic expenditure. However, SOCAR would give an opportunity to the
Union for considering Central Asian energy rich exporter states. With the realization
of TANAP project, in 2019 first gas will arrive to Europe. In first phase, TANAP will
deliver 10 bcm gas to Europe and it would increase by participation of the Turkmen
gas in the future. While all of these factors are carried carefully, it could be seen
SOCAR’s possible contribution in next years to European energy market and energy
security.

Even throughout this master thesis is going to written, author is in a need to update all
information regarding with the latest developments in the gas fields and also
shareholder companies stakes in the international projects. 2019 is quite foreseeable
future for witnessing developments in the international energy agenda and especially

in the European energy market.
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This thesis is wished to start with the sentence of the SOCAR is a success story of the
Azerbaijan and it is wished end the sentence of SOCAR will continue being a proud of
its home government and its importance between the national and international oil
companies will gradually increase in following years.All these sentences are more
than emotional outcomes regarding the SOCAR as they based on the interviews with
the Azerbaijani people and also representative of both domestic and international
energy companies in Azerbaijan. It is not hard to see the SOCAR’s positive energy
will splash to Turkey, Georgia and European states in the following years. Official
motto of the SOCAR’s — energy of Azerbaijan could be transferred into the SOCAR-
energy of the Europe.

Lastly, while comparing SOCAR with the other national oil companies, Azerbaijan is
a “window” state and neighbour of Kazakhstan by whom Kazak gas could transport to
Europe. Kazak gas and oil right now is exported to its East neighbours: Russia and
China, two industry giants. In development of the BTC project, Kazak gas is also
exported through Turkey to European states. Kazakhstan joined the consortium in the
June 2006.*** In the beginning of the 2014, Kazak officials’ declaration of changing
routes of Kazak oil in favour of the Russia and quit from BTC creates concerns
between the counterparts of the project.”*® Jan H. Kalicki in his Caspian Energy at the
Crossroads article mentioned that “Kazakhstan still heavily depend on the Russia for

oil transportation.”**

Separation of the government bodies roles and introducing of the “Norwegian Model”
is one of the finest examples for national oil companies in Russia, Azerbaijan and
Kazakhstan®’. State interference should be at least in order to have an independent
national oil company that motives for state interests. Otherwise, nor state neither the
national oil company could be a winner in energy games. State support is inevitable
for NOCs but it should be limited in decision period and structural management. For
instance, Russian oil giant Rosneft, with latest developments on its strategy aimed to
decrease the number of the state officials from its BoD. In Norway, “zero-state
interference in the operational and strategic management of the company”™® is

accepted by both Statoil and the Norwegian government.

#BTC: Kazakhstan Finally Commits to the Pipeline, Eurasianet.org,
http://www.eurasianet.org/departments/business/articles/eav061906.shtml 25 September 2014.
#% Kazakhstan considers to divert oil export route from BTC to Russia, Hurriyet Daily News,
http://www.hurriyet.com.tr/english/finance/9714319.asp?scr=1 25 September 2014.

%% Jan H. Kalicki, Caspian Energy at the Crossroads, Foreign Policy, 5(80), 2001, p.123.

7 For more information please see Chapter V of this work.

#%8 Jan H. Kalicki, Caspian Energy at the Crossroads, Foreign Policy, 5(80), 2001,,p.47.
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This thesis emphasized national oil companies developments and their features
throughout the chapters. Thus, SOCAR is 100% state owned oil company it does not
mean it is 100% national oil company. SOCAR is assumed and motivated by the home
government for acting as a NOC due to numerous benefits in energy game. However,
SOCAR is neither dependent as Statoil is nor landlocked as Kazmunaygaz. SOCAR is
in between all these three companies that is comparing within the last chapter.

It was mentioned in th e beginning of this work, due to lack of information about
SOCAR both in Azerbaijan and in European regional research spheres, the living
sources try to decrease gaps between SOCAR in theory and SOCAR in reality. The
author could not be able to reach profit rates of SOCAR as it is seen secret of the state
and even receive a reply to her e-mails and enquires. The interviews especially with
the Deputy Vice President Dr. Baylarbayov and journalist Ilham Shaban shows two
different points of views for SOCAR’s development and business strategy. It is one of
the most important outcomes of this thesis as this thesis built not only pro-SOCAR

researches.

In addition to SOCAR’s development story between the 1992-2015 years, Azerbaijan
coped with the serious war with Armenia while it needed to establish its economy and
survive after the harsh Soviet sanctions over its oil sector. Agression of Armenia
against Azerbaijan continues with occupied 20% of Azerbaijan territory and over than
1 million refugees and internally displaced people after the Nagorno-Karabakh War.
Today SOCAR, with the help of its social responsibility projects is also an active actor
for creating opportunites to these people within the country. SOCAR not only started
to change states economic destiny but also helps to the Azerbaijani nation to transition

from the Soviet legacy to a market economy one.

Throughout the crucial changes in oil prices, however SOCAR lost 48, 8% from its oil
revenues*®, SOCAR continues its imvestments inspite the fact that the price of the oil
falling, disputes between the Russia-Ukraine and EU and instability in the Middle

Eastern oil exporter countries.

Last but not the least, researches that was conducted in order to argue this master
thesis argument as -State Oil Company of Azerbaijan Republic is developing by the
Azerbaijan as a NOC however, SOCAR’s economic and technologic inadequacies is
limited SOCAR for considering as a NOC. SOCAR is improving its mentioned

inadequacies by its multinational cooperations, is fully supported and proved by the

#%9 2015-ci ildo Azorbaycan neftinin orta giymati neco olub?, Caspian Barrel,
http://caspianbarrel.org/?p=30890, 18 May 2015.
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outcomes of this work. It is quite early for assuming SOCAR as a 100% national oil
company. It is rather better to assume SOCAR as a foreign investor state owned
oilcompany to regional and European states. With the developments in the Caspian
fields empowering SOCAR’s investment and business strategy which help improving
technological and economic deficits of company. Whether the company has a very
profitable budget, it is not one day issue to overcome technological inadequacies. As
SOCAR already doing, it is very important to create its national human power in order
to have more voice and negotiation power over the energy disputes especially in the
region. SOCAR is a good example for Caspian energy-rich states but also could
assume as a good example for Turkey also. Turkey that is aiming being an energy hub
in next decade also should have its own energy research centers, energy schools and

more energy related departments in universities.

Finally, it is hoped that this research will give a broad perspective from the Caspian to
the Europe. This work is not limited to the energy geopolitics but also adds cultural
and diplomatic perspectives to the company’s investment strategy agenda. In next
years, SOCAR will continue its development strategy by adding more regional and
European countries according to Dr. Baylarbayov. It will be very exiciting to predict

next investment steps of SOCAR’s for the next years.
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APPENDICES

A. PRODUCTION SHARING AGREEMENTS (PSAs)**

Onshore PSAs

ABSHERON
Company Country Interest %
SOCAR AZERBAIJAN 40
TOTAL FRANCE 40
GDF SUEZ FRANCE 20
ARAZ ALOV SHARG

Company Country Interest %
ENCANA CANADA 40
SOCAR AZERBAIJAN 15
BP UK 15
TPAO TURKEY 15
STATOIL NORWAY 10

EXXON USA 5

AZERI-CHIRAG-GUNESHLI

Company Country Interest %
BP UK 35

ACG AZERBAIJAN 11
CHEVRON TEXACO USA 11

INPET JAPAN 10
STATOIL NORWAY 8

EXXON UsS 8

TPAO TURKEY

ITOCHU JAPAN 4
AMERADA HESS USA 2

BAHAR GUM DENIZ

Company Country Interest %
BAHAR ENERGY AZERBAIJAN 50
BP UK 50

9 All information retrived from the Socar.az website according to May 2015 data.
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Onshore PSAs Continues

SHAFAG ASIMAN

Company Country Interest %
ACG AZERBAIJAN 50
BP UK 50
SHAH DENIZ
Company Country Interest %
BP UK 28.8
SOCAR AZERBAIJAN 16.7
STATOIL NORWAY 15.5
LUKOIL RUSSIA 10
TOTAL FRANCE 10
NICO IRAN 9
TPAO TURKEY 9
Offshore PSAs
BALAKHANY and
Other Fields
Company Country Interest %
UGE LANSER SINGAPORE 75
SOCAR AZERBAIJAN 25
KUROVDAGH
Company Country Interest %
GLOBAL ENERGY AZERBAIJAN 80
SOCAR AZERNAIJAN 20
BINEGEDI and OTHER
FIELDS
Company Country Interest %
AZEN AZERBAIJAN 75
SOCAR AZERBAIJAN 25
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Offshore PSAs Continues

KURSENGI
GARABAGHLI
Company Country Interest %
SOCAR AZERBAIJAN 50
CNODC CHINA 25
FORTUNATE CHINA 25
MISHOVDAGH
KELAMEDDIN
Company Country Interest %
GLOBAL ENERGY AZERBAIJAN 85
SOCAR AZERBAIJAN 15
NEFTCHALA and
OTHER FIELDS
Company Country Interest %
NEFTCHALA INV. AZERBAIJAN 80
SOCAR AZERBAIJAN 20
PADAR
Company Country Interest %
GLOBAL ENERGY AZERBAIJAN 80
SOCAR AZERBAIJAN 20
PIRSAHHAT
Company Country Interest %
PETRO HONG KONG  CHINA 50
MIDDLE EAST 30
SOCAR AZERBAIJAN 20
SURAKHANY
Company Country Interest %
RAFI OIL SAUDI ARABIA 75
SOCAR AZERBAIJAN 25
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Offshore PSAs Continues

ZIGH HOVSAN
Company Country Interest %
ABSHERON INV. AZERBAIJAN 75
SOCAR AZERBAIJAN 25

THREE BLOCKS OF SOUTH WEST GOBUSTAN

Company Country Interest %
COMMONWEALTH 40
UNION TEXAS USA 40
SOCAR AZERBAIJAN 20

Source: SOCAR Azerbaijan. These tables created by the author in order to show
foreign participated companies in Caspian oil and gas fields.
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B. TURKISH SUMMARY

1. Tezin Amaci ve Argiimam

Bu tez Azerbaycan Devlet Petrol Sirketi’nin, bundan sonra SOCAR olarak
adlandirilmak iizere, bir devlet petrol sirketi olarak benimsedigi yatirim strajesini
ve Azerbaycan’a komsu bolge iilkeler ile Avrupa iilkelerine yaptigi yatirimlar
incelemeyi amag¢ edinmektedir. Buna gore, bu tez boyunca yapilan tiim
aragtirmalar sonucunda SOCAR’1in %100 bir devlet petrol sirketi olduguna dair

olusturulan hipotezi desteklemektedir.

Tez boyunca ana vurgunun Azerbaycan ve Azerbaycan’in enerji politikasi
olmasindan ziyade SOCAR iizerine odaklanmasinin iki temel sebebi vardir.
Bunlardan ilki, devlet petrol sirketlerinin karlilig1 hakkinda siiregelen tartigmalara
istinaden Ozellikle enerji zengini ve eski Sovyet cografyasinda konumlanan
iilkelerin enerjideki hakimiyetlerini kurduklar1 devlet petrol sirketleri ile
gostermeleridir. Bu duruma en iyi orneklerden birini bu tez boyunca devlet petrol
sirketi Ozelliklerini yaptig1r ululslararasi yatirimlar ile gelistirmeyi amaglayan
SOCAR’dir. Diger ornekler de sirasiyla Rusya devlet petrol sirketi Rosneft ve
Kazakistan devlet petrol sirketi Kazmunaygaz olusturmaktadir. ikinci neden
olarak da, ozellikle SOCAR hakkinda daha once tez diizeyinde herhangi bir
arastrmanin yapilmamig olmasidir. Boylece arastirmaci, yeni bir aragtirma

konusunun bulgularini paylasabilmektedir.

Devlet petrol sirketleri 6zellikle 1970’lerde yasanan petrol krizi ve ardindan
fiyatlarin ani artisinin ardindan giliclenmeye baslayan ve diinya enerji haritasinda
onemli bir rolii istlenen kurumlar olmuslardir. Tez boyunca incelenen
calismalarda ve ozellikle Daniel Yergin’in Petrol- Para ve Epil Gii¢ Catismasinin
Epik Oykiisii adl1 kitabinda da belirttigi {izere bugiin diinya petrollerinin yaklasik
%80’lik kismu devlet petrol sirketleri tarafindan enerji piyasasina aktarilmaktadir.
2013 yilinda Christopher Helman tarafindan yapilan bir arastirmaya gore de
diinyanin en biiyiik 10 petrol sirketinden 7 tanesi devlet petrol sirketi olma

ozelligini tagimaktadir.
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Bu tez boyunca SOCAR’mn devlet petrol sirketi olarak faaliyetlerini
gelistirebilmesi ve biiylimesi adina yaptig1 yatirimlar konu edilmistir. Buna gore,
devlet petrol sirketlerinin kurulmasmin arkasmda yer alan ve Accenture’nin
yapmis oldugu arastirmaya gore; kar amaci giiden amaglar, itibar arttirmayi
hedefleyen amaglar ve son olarak devletlerin ulusal amaglarmi maksimizasyonuna
hedeflemeleridir. Bu bdliimiin son kisminda SOCAR’in hangi amaglara hangi

ol¢clide ulastig1 konusundaki bulgular paylasilacaktir.

Bu tez SOCAR hakkinda yayinlanmig olan ¢aligmalarin kisitliligina ve kar amaci
giiden bir sirket olarak faaliyetlerine devam ederek, karlilik oranlarini kamuoyu ile
paylagilmamasina ragmen gerek devlet petrol sirketleri hakkindan ozellikle
1970’lerden sonra yapilan ¢alismalar gerekse enerji sektoriinde faaliyet gdsteren
kurumlarin rapor ve arastirmalarindan sonuglar ¢ikarilarak hazirlanmigtir. Buna
gore SOCAR’1n kurulus yili 1992 yilindan giiniimiiz 2015 Mayis ayma kadar

yapmis oldugu yatirimlar bu tez boyunca konu edinilmistir.

Bu tez boyunca devlet petrol sirketleri hakkinda Leslie E. Grayson tarafindan
yazilan ve olduk¢a kapsayici bir kitap olan National Oil Companies adli esere
siklikla bagvurulmus. Bunun yaninda devlet petrol sirketlerinin gelirlerini
diizenlemek ve petrol gelirlerinin sosyal amaglarla birikim ve/veya yatirim fonlari
olark kullanilmasim saglamak amaciyla kurulan devlet petrol fonlarimi incelemek
adina Diinya Bankasi tarafindan yayinlanan ve Silvano Tordo tarafindan
hazirlanan National Oil Companies and Value Creation raporu referans olarak
alinmigtir. Bu kaynaklarin yanisira 6zellikle konunun literatiirde yeni olmasi ve
SOCAR hakkinda yayinlanan smirli sayida kaynak olmasindan otiirii, yazar
tarafindan Bakii’de Ocak-Subat 2014 aylar1 arasinda SOCAR temsilcileri,
Azerbaycan Disigleri Bakanlig1 diplomatlari, akademisyenler ve enerji sektoriinde
calisan kurum temsilcileri ile roportajlar yapilmistir. Ayrica enerji sektorii ve
ozellikle Hazar bolgesindeki yatirimlar ile Avrupa’ya yatirimlarii inceleyen

Oonemli raporlara da yer verilmistir.

Bu tez siiresince uluslararasi iliskiler teorilerinden liberal goriis benimsenmis ve
Ozelinde de Avrupa enerji giivenligi tartigmalarinda siklikla vurgulanan enerji
giivenligini acgiklamak iizere tezde vurgulanmustir. Buna gore realist goriigiin
temsilcilerinin goriislerinin aksine, SOCAR bolge tilkeleri ve Avrupa iilkeleri ile
yaptig1 isgbirlikleri sayesinde kendisine enerji piyasasinda bir yer bularak, devlet

petrol sirketi olarak faaliyetlerini stirdiirmektedir. Ayrica SOCAR’1n, Azerbaycan
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devletinin de destegi ile beraber 6zellikle bolge tilkeleri Tiirkiye ve Giircistan
tizerinde kullandigr yumusak gii¢ ile beraber hem kendine yeni bir alan agiyor
hem de bu {ilkelerin transit iilke olmasindan faydalanarak yeni pazarlara agilma
imkanmni da degerlendiriyor. Her ne kadar Azerbaycan iilke topraklarinda
Ermenistan ile siiregelen bir savas hali ve topraklarin %20’si isgal altinda olsa da,
Azerbaycan enerji devi SOCAR iliskilerinde isbirligi kurma ve miizakere giicilinii

kullanmay1 tercih etmektedir.

Bu tezin argiimani; SOCAR’1n bir devlet petrol sirketi olarak, Azerbaycan enerji
piyasasinda tekelci stratejiler iizerine yogunlagmasini varsayan bazi yazarlarin
aksine, bu tez SOCAR’n bir devlet petrol sirketi olarak sahip oldugu zayifliklari,
Batili ¢okuluslu enerji sirketler ile yaptigi anlagmalar ile telafi etme stratejisi
merkezine koyarak diger devlet petrol sirketlerinden ayrilmaktadir.

SOCAR bir devlet petrol sirketi olarak her ne kadar ev sahibi hiikiimetinden
bagimsiz bir kurum olarak degerlendirilemese bile, sadece Azerbaycan’in enerji i¢
pazarina odaklanmayarak, faaliyetlerini ulusétesi yatirimlar seklinde devam
ettirmektedir. Ozellikle yazarm 2014 Ocak ve Subat aylarinda, enerji sektorii
temsilicileri, akademisyenler ve enerji alaninda faaliyet gosteren sivil toplum ve
diisiince kuruluslarit temsilcileri ile yapmis oldugu roportajlarda, SOCAR’in
onlimiizdeki on yil igerisinde bolge llkelerinin ve oOzellikle de Avrupa enerji

giivenligine 6nemli katkilarda bulunacaginin alt1 ¢izilmistir.

2. Tezin Boliimleri

Bu tez dort ana boliim, giris ve sonug boliimlerinden olugsmaktadir. Ayrica sonug
boliimiiniin sonunda yazar tarafindan hazirlanmis ve SOCAR’1n kiy1 ve agik deniz
petrol ve gaz sahalarinda ¢okuluslu petrol sirketleri ile yaptigi liretim paylasim

anlagmalarina yer verilmistir.

Bu tezin ikinci boliimiinde devlet petrol sirketlerinin diinya enerji piyasalarindaki
gelisim egilimlerine deginilmistir. Tezin bu bolimii devlet petrol sirketleri
hakkinda kavramsal bir analiz yapmayir amaglamustir. Buna gore SOCAR’n
kurulus asamasi ve yatirim stratejisini anlayabilmek ve de son boliimde
bahsigecen diger devlet petrol girketleri ile karsilastirma yapabilmek adina devlet
petrol sirketlerinin tarihi, kuruluslarina sebebiyet veren faktorler ve son olarak da

devlet petrol sirketlerinin karsilastig1 giincel sorunlar incelenmistir.
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Ugiincii boliim teze adini veren SOCAR’1n kisaca kurulusu ve yatirim stratejisi ile
birlikte komsu bolge iilkeleri Tiirkiye ve Giircistan’a yaptig1 yatirimlari
kapsamaktadir. Buna gore alt1 yan bagliktan olusan bu béliimde, Bakii-Tiflis-
Ceyhan petrol boru hatti, Bakii-Tiflis- Erzurum dogalgaz boru hatti ve son olarak

da Trans Anadolu Projesi hakkinda detayl1 bilgiler verilmistir.

Tezin dordiincii boliimii, tiglincii bolimiin devam niteliginde olup, SOCAR’1n
Avrupa lilkelerine yaptigi yatirimlari ve SOCAR’mn Avrupa enerji giivenligindeki
rolii lizerinde yapilan bir arastirmayr kapsamistir. Bu bolim, SOCAR’in
Yunanistan ve Italya’daki yatirimlar1 ile beraber Trans Adriyatik boru hatt1 ve
Giiney Gaz Koridoru ve SOCAR’mn Avrupa Birligi yasama ve politikalarindaki

roliinii kapsamaktadir.

Son boliim, yukarida bahsi gectigi tizere SOCAR’1n diger devlet petrol sirketleri
ile karsilagtirilmasimnin yapildigi bir bolimdiir. Buna gore Kazmunaygaz ve
Kazakistan Cumbhuriyeti Devlet Petrol Fonu, Statoil ve Hikiimet Emeklilik
Kiiresel Fonu ve  Rosneft ve Rusya Ulusal Refah Fonu bu béliim altinda

incelenmistir.

3. Bulgular

Bu tezin en 6nemli bulgularindan biri sanilanin aksine devlet petrol sirketlerinin
etkilerinin azalmasindan ziyade hala petrol ve dogal gaz piyasasinda etkinliklerini
biiylik bir 6nemle siirdiirmektedirler. Her ne kadar ¢okuluslu enerji sirketleri de
yatirimlarina enerji sahalarinda devam etseler de, gilinlimiiz enerji sektoriiniin

%80’lik kismi devlet petrol sirketleri tarafindan domine edilmektedir.

fkinci olarak, ozellikle hiikiimetlerin devlet petrol sirketleri kurmalar1 ve bu
sirketleri desteklemeleri yoniinde onemli sonuglara varilmistir. Buna gore, her
hiikiimet kendi kontrolii altinda tutabilecegi ve iilkenin ¢ikarlarim sirketin ¢ikarlar
gibi benimseyecegi devlet petrol sirketlerini, uluslararasi petrol sirketlerine tercih
etmektedir. Bu se¢imdeki en 6nemli nedenlerden biri, devlet petrol sirketlerinin ev
sahibi hiikiimete ¢ok daha sadik olacagi diislincesi ile beraber ayrica finansal
acidan da devletin kimi zaman yetemedigi veya kaynak bulamadig1 sosyal alanlara
da yatirim yapmay1 tesviklemesidir. Bu tez boyunca ornekleri verilmis olan,
SOCAR’1n petrol ve dogal gaz satisindan elde ettigi gelirlerini kontrol etmekle
yiikiimlii Azerbaycan Cumbhuriyeti Devlet Petrol Fondu-SOFAZ’in Bakii-Tiflis-
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Kars demiryolu projesinin yapimini {istlenmis olmasi, Azerbaycan’da 1980’lerin
sonunda baglayan Karabag Savasi’ndan kacan kackin ve mecburi goggiin
durumuna diismiis olan 1 milyon vatandasin topluma entegresyonunu saglayacak

projelere ayirdigi fonlar bu duruma en iyi 6érneklerden biridir.

Ayrica, 6zellikle Ortadogu ve Ukrayna’da devam eden gatisma ve savas durumu
nedeniyle oOzellikle Avrupa Birligi’ne iiye iilkelerin, Rusya’ya olan dogalgaz
bagimliligini azaltma ve olasi kriz durumlarinda herhangi bir enerji sikintisi
yasamamak adina Rusya’ya alternative olabilecek yeni ¢éziim yollar1 arayigina
girmeleri sonucunda Azerbaycan’in enerji projelerine verilen 6nem her gegen giin
daha da artmaktadir. Buna gore, Azerbaycan’in yeni kesfedilmis en biiyiik dogal
gaz rezervlerinden biri olan Sah Deniz sahasindan c¢ikacak gaz ile beraber,
Giircistan ve Tirkiye {iizerinden Avrupa’ya uzanacak TANAP projesi,
Yunanistan’dan Italya’ya TAP projesi ile birlestirilecek ve 2019 yilinda ilk gaz
Avrupa’ya ulasacaktir. Bu hem SOCAR’in Avrupa enerji giivenliginde artan
etkisini hem de Avrupa enerji piyasasindaki miizakere giiciinii ortaya

koymaktadir.

SOCAR’m diger devlet petrol sirketlerinden farkli olarak 6zellikle benimsedigi
yatirim stratejisi ile birlikte, devlet petrol sirketi olmanin getirdigi ¢esitli
ekonomik ve teknolojik yetersizliklerini de dengeledigi goriilmektedir. Buna gore,
bir devlet petrol sirketi olarak tamamen bagimsiz karar alma mekanizmasina sahip
olmamasinin yaninda Ozellikle ev sahibi hiikiimetinin iyi iligkiler gelistirdigi
iilkelerin enerji pazarlarina giriste bu ikili iligkilerin giliciinden faydalanmaktadir.
Ayrica heniiz 23 yillik bir sirket olmasina ragmen kademeli olarak yatay
entegrasyonunu tamamlamak {izerine hareket etmekte ve cesitli yapisal sorunlarmi

¢ozmeye ¢aligmaktadir.

Diger petrol sirketlerinden farkli olarak, SOCAR seffaflik ve hesap verilebilirlik
mekanizmalarint  gelistirmeyi amaglamakla beraber hala c¢esitli sikintilar
barindirmaktadir. Bunun aksine SOFAZ, devlet petrol fonlar1 arasinda yer alan en

seffaf kurumlardanbiri olarak gosterilmektedir.

Bu tezin bir diger bulgusu da SOCAR’1n devlet petrol sirketleri arasinda artan bir
egilime sahip olmasi olmustur. Buna gére SOCAR, devlet petrol sirketlerinin
oneminin tartisildig1 bir donemde 6zellikle enerji ihra¢ eden ve yeni bagimsizlik

kazanmis bir lilkenin temsilcisi olarak yaptigi ulusdtesi yatirimlar ile sadece kendi
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lilkesinde faaliyet gosteren bir sirket olmadigm gostermektedir. Ozellikle
Kazakistan ve Tiirkmenistan gibi diinyanin 6nemli enerji rezervlerine sahip tilkeler

icin de iyi bir 6rnek olusturmaktadir.

SOCAR’m yaptig1 yatirnmlar ile birlikte ileriki asamalarda Kazakistan ve
Tiirkmenistan gazi ile birlikte son ddnemlerde tartisilan Iran’mn da TANAP

projesine katilabilecekleri olasiliklar arasinda degerlendirilmektedir.

SOCAR’m Avrupa enerji giivenliginin saglanmasinda aktif rol alacagna dair
bulgular gerek Avrupa Birligi temsilcilerinin Azerbaycan’a yaptigi ziyaretlerde
gerekse Avrupa Komisyonu’nun benimsedigi enerji arzi ve giivenligi politika
belgelerinde siklikla ve alt1 gizilerek vurgulanmaktadir. Ozellikle Hazar Denizi’ne
komsu olan ve enerji ihracatgis1 Tlilkelerin, Oniimiizdeki yillarda yapimi
tamamlanacak olan ve SOCAR’n imzasini tagiyacak Trans Anadolu Boru Hatti
Projesi ile birlikte Rusya’ya olan enerji bagimhiligini azaltacaklar
ongoriilmektedir. Diger yandan da Azerbaycan’in tarihi kardeslik baglari ile bagl
oldugu komsu devlet Tiirkiye’nin de enerji giivenligi ve enerji arz1 konularindaki
konumunda 6nemli bir artigin yasanacagi beklenmektedir. Buna gore, diinya enerji
rezervlerinin yaklasik %75lik kismina komsu olan Tirkiye’nin de Avrupa enerji

giivenliginde transit bir iilke olarak adindan s6z ettirmesi olasidir.

Bununla birlikte SOCAR’ 1 bélge iilkeleri Giircistan ve Tiirkiye iizerinden hayata
gecirdigi projelerin karsilig1 olarak, bu iilkeler de kendi i¢ pazarlarinda SOCAR’a
bir hareket giicli kazandirtyor ve bunun yaninda da SOCAR bu iilkelerde sosyal
projelere destegini siirdiiriiyordu. Bu duruma o6rnek olarak, Giircistan’in en ¢ok
vergi veren sirketi iki yil tstiiste SOCAR Giircistan sirketi olarak secilmis ve
ayrica da SOCAR Giircistan’daki ibadet mekanlarina ticretsiz dogalgaz vermistir.
Ayrica, Azerbaycan ile Tirkiye arasinda yapilmasi kararlastirilan fiber optic
kablolarin dosenmesi ve hizli very aktarimi projesi de SOCAR’mn destegi ile

hayata gegirilecektir.

Buna gore, SOCAR sadece bdlge ve Avrupa iilkeleri ile iyi iligkiler gelistirmekte
kalmryor ayrica bu iilkelerin i¢ pazarlarina da girerek, enerji sektoriinde aktif rol
almaya calisiyor. Son 6rnek olarak, Yunanistan boru hatlar1 sirketi DESFA’nin

%66’Iik kism1 SOCAR tarafindan alinmasi gosterilebilir. SOCAR Yunanistan’a,
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TANAP ve TAP iizerinden dogalgaz aktarimi yaparak kalmayarak ayrica iilke

icinde de dogalgazin dagitim roliinii iistlenecektir.

SOCAR aym zamanda biinyesinde faaliyet gosteren SOCAR Trading sirketi ile
birlikte 6zellikle Isvigre, Birlesik ArapEmirlikleri ve Rusya’da da aktif olarak
caligmalarma devam ederek, SOCAR’m ulusdtesi igbirliklerini arttirmayi
amaclamaktadir. SOCAR’ 1 Azerbaycan i¢ pazari haricinde, Giircistan, Isvicre,
Romanya ve Ukrayna’da dolum istasyonlari ile birlikte Azerbaycan petroliinii i¢

pazarlara ulastirmaktadir.

Son olarak da bir devlet petrol sirketi olarak SOCAR’m hem kar amaci giiden
isbirliklerine gittigini hem de tilkenin ulusal ¢ikarlar1 gergevesinde hareket ederek
ev sahibi hiikiimetin destegi ile yatirimlarina devam etmektedir. Bugiin
Azerbaycan’in gayri safi milli hasilasinda enerji sektoriinden elde ettigi gelirler
toplam gelirlerin %48 ne tekabiil etmektedir. Bu rakamin 6nceki yillarda %90°1ara
ulasip bugilin neredeyse yarisina inmesindeki en Onemli nedenlerden birinin
SOCAR’m enerji dis1 sektorlere yaptigi biiyiik yatirimlar sayesinde olmustur.
Buna gore ileriki donemlerde enerji fiyatlarindaki ani fiyat degisimlerinden
etkilenmemek iizere i¢ piyasada tasarlanan bu system sayesinde iilke ekonomisinin

de enerji sektoriine bagimlilig: azaltilmis olmaktadir.

4. Sonug ve Oneriler

Bu tez 3 yillik bir arastirmanin sonucu olarak ortaya ¢ikmis ve bir devlet petrol
sirketi SOCAR’mn 23 yillik hikayesini konu almistir. Gegen bu siire igerisinde
SOCAR hem iilkenin i¢ hem de dis politikasinda aktif bir rol iistlenerek
yatirimlarini sekillendirmeye devam etmistir. Buna gére SOCAR’1n Azerbaycan
dis politikasinda da o6nemli bir aktdr oldugunu sOylemek zor olmayacaktir.
SOCAR’m Tiirkiye’ye yaptig1r cumhuriyet tarihinin en biiyiik yatirimlarindan biri
olan Star Rafinerisi, SOCAR Tiirkiye sirketinin kurulmasi ve Tiirkiye petrokimya
endiistrisinin 6ncii girketi Petkim’i ve Petlim’i SOCAR Tiirkiye sirketinin satin

almasi bu duruma en iyi 6rneklerden biri olabilir.

Devlet petrol iirketi olarak her ne kadar hareket alani sinirlandirilsa ve ev sahibi

hiikiimet ile sahip oldugu yakin iliskiler nedeniyle tam bir serbestlige sahip olmasa
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da SOCAR bir uluslararasi petrol sirketi olabilme yolunda, devlet petrol sirketi

olmanin getirdigi avantajlari lehine kullanmaktadir.

Bu duruma verilecek en iyi Orneklerden biri, SOCAR’in yapms oldugu
projelerde, bir uluslararasi petrol sirketine kiyasla daha rahat kararlar alarak,
karlilig1 ikinci plana koyarak yatirimlarina devam etmesidir. Ozellikle 17 Aralik
2013 yilinda Sah Deniz Konsorsiyumu’nun almis oldugu nihai yatirim karari
neticesinde, Sh Deniz II sahasindan ¢ikarilacak olan dogalgazin Nabucco Projesi
yerine, TANAP ve TAP aracilig1 ile Avrupa’ya taginmasi olabilir. Azerbaycan
ekonomisinin hala enerji sektdriinden elde ettigi gelirlere olan bagimliginin 6nemli
bir seviyede olmasina istinaden, 6zellikle son iki yil igerisinde petrol fiyatlarmdan
diistis yliziinden SOCAR neredeyse %49 varan bir oranda gelir kayb1 yagamis ve
tilke 2015 Subat aymnda devaliiasyona gitmek zorunda kalmigti. Ancak, SOCAR
fiyatlardaki ani degisiklikleri dengeleyebilmek ve devlet petrol fundunun
desteginden olabildigince az faydalanmak adina iiretimini kademeli olarak azaltma
karar1 almigtir. Lakin, ne Trans Anadolu Projesi’ni durdurma ne de Avrupa enerrji

giivenligindeki roliinii azaltma gibi sonuglara yonelmemistir.

Bununla birlikte, SOCAR’1n yatirimlarinin Avrupa’ya ulasmasindaki en biiyilik
paydaslardan birisi olan Tiirkiye’nin, 6zellikle Rusya Devlet Bagskani Vladimir
Putin’in Aralik 2014°teki ziyaretinde agikladigi ve adimiTirk Akimi koydugu yeni
projesi ile Ukrayna’yr tamamen saf dis1 birakarak, Avrupa birligi iilkelerinin
Rusya’ya uyguladigi yaptirimlar neticesinde Giiney Akim Projesi’ni de
durdurdugunu agiklamistir. Boylece bir enerji merkezi olmay1 hedefleyen Tiirkiye,
hem Rusya’dan hem de Azerbaycan’dan alacagi dogal gazi Avrupa’ya tasiyacak
mega bir transit iilke konumuna yiikselecektir. Ancak, siiregelen tartigmalara
istinaden SOCAR vyetkilileri ve Azerbaycan Devlet Baskani Ilham Aliyev
tarafindan, Tirk Akimi Projesi’nin Trans Anadolu Projesine bir rakip olmadigi
defalarca tekrarlanmis ve TANAP projesinin SOCAR’1n altin projesi olacagi

vurgulanmistir.

Sonug olarak, yazarin yaptig1 miilakatlarda da siklikla bahsedildigi tizere SOCAR
Azerbaycan’in basar1 Oykiisii ve bayrak tasiyict kurumudur. Bir enerji sirketi
olmasinin 6tesinde ayrica iilke i¢i yatirimlar: ve iilke disinda iilkenin tanitimi igin
hayata gecirilen uluslararasi projelere verdigi destek cok dnemlidir. Hatirlanacag
tizere SOCAR, Bakii’de 2015 Haziran ayinda gergeklestirilen Birinci Avrupa

Oyunlarr’nin resmi sponsorudur. Buna gére de hem iilke i¢i hem de iilke disinda
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bir devlet petrol sirketi olarak iilkenin ulusal ¢ikarlar1 cergevesinde hareket

etmektedir.

Azerbaycan’in sahip oldugu enerji potansiyeli geregi oOzellikle ileriki yillarla
beraber artacak olan nitelikli personel ihtiyacimi kargilamak tizere SOCAR’1n
kurdugu Bakii Petrol Akademisi’nin yamsira diisiince kuruluslarina da verdigi
deger dnemlidir. Istanbul’da kurulmus olan Hazar Stratejisi Enstitiisii(HASEN),
SOCAR’1mn destegi ile faaliyetlerine devam etmekte ve Hazar bolgesi ve Tiirkiye
enerji giindemini takip etmektedir. Ozellikle Tiirkiye gibi enerjide bir merkez
olmay1 amaglayan bir iilke i¢in de bu tiir kurumlarin kurulmasi ve desteklenmesi

Onem arz etmektedir.

Bu tezin Hazar bolgesinden Avrupa’ya uzanan bir cografyanin enerji giivenligi ve
enerji politikalar1 ekseninde SOCAR odakli yapilan bir arastirmasinin sonucu
olarak ortaya c¢cikmigtir. Bu arastirma enerji jeopolitigi ile sinirlandirilmaktan
ziyade, SOCAR’in yatirnm giindemine aldig1 diplomatik ve kiiltiirel baglar
kullanarak benimsedigi yatirim stratejisini kapsamaktadir. Yapilan miilakatlar ve
arastirmalar neticesinde, SOCAR’1n oniimiizdeki yillarda biliylime ve genisleme
stratejisine dahil edecegi bolge iilkeleri ve Avrupa llkelerinin sayisinin artacagi
goziikmektedir. SOCAR faaliyetlerini sadece iki bolge ile sinirlandirmayarak
ayrica Afrika ve Giiney Kore’de de aktif ¢caligmalar yiiriitmektedir. Buna gore de,
ozellikle TANAP’1n tamamlanmasinin ardindan SOCAR’m ulusétesi isbirliklerine
devam ederek, amacgladig1 uluslararasi petrol sirketi olma yolunda yatirimlarina
devam edecegini belirtmek yanlis olmayacaktir. Bu asamada da 6zellikle Bakii-
Tiflis-Ceyhan projesinden ¢ikardigi dersler ve deneyimler ile Trans Anadolu

Projesinin ingasina hiz kesmeden devam edecegi goriilmektedir.

Bir devlet petrol sirketi olarak kendini sinirlamayan ve Kazakistan, Rusya ve
Tirkmenistan gibi enerji zengini iilkelere gore goreceli kiiclik sayilabilecek
rezervlere sahip Azerbaycan’in ¢ikarmis oldugu devlet petrol sirketi SOCAR’1n
tarihinde milat sayilabilecek en onemli yil olan 1994 yilinda imzalanan Yiizyilin
Anlasmasi, sadece bir sirketin degil aym zamanda da bir iilkenin kaderini
degistirmistir. 1994 yili Eylill ayindan itibaren iilkeye Batili biiyiik sirketler
tarafindan yapilmaya baslanan yatirnmlar neticesinde yeni petrol ve dogal gaz
sahalar1 kesfedilmis ve Azerbaycan petrol diinya pazarlarma satilmaya
baslanmugtir. 2005 yilinda tamamlanan ve Azerbaycan-Giircistan-Tiirkiye arasinda

bir dostluk ve kardeslik kopriisii gorevini de goren Bakii-Tiflis-Ceyhan petrol boru
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hatt1 projesi ile de SOCAR zor olani basararak diinya enerji piyasasina giris
yapmustir. Iste bu tez boyunca da SOCAR’in benimsedigi yatirim stratejisinin
diger devlet petrol sirketlerinden farklilagan boliimleri konu edinilmis ve bulunan

farkliliklar paylasilmistir.

SOCAR’m diger petrol sirketlerinden farklilagmasi konusundaki en Onemli
adimlardan biri, kendisine rol model olarak aldig1 basarili devlet petrol
sirketlerinin gelisim ve yatirim stratejileri olmustur. Buna istinaden, bu tezin son
boliimiinde konu edinilen Norveg devlet petrol girketi Statoil bu duruma en iyi
orneklerden biridir. Kurulugs asamasinda yasadigi ¢esitli sikintilara ve ev sahibi
hiikiimetin baskilarma ragmen yatirim stratejisini  degistirmeyerek, sirketin
yonetim agamasinda radikal kararlar alarak hiikiimetin girket i¢indeki etkinligini
kiran Statoil, bugiin diinyamin en 6nde gelen uluslararasi petrol sirketlerinden biri
olarak gosterilmenin yanisira biinyesinde kurudugu Norve¢ Emeklilik Kiiresel
Fonu da diinyada en c¢ok petrol ve dogal gaz geliri elde eden enerji fonunun
basinda gelmektedir. Ayrica da gelismekte olan devlet petrol sirketleri ve

cokuluslu enerji sirketleri i¢in de 6rnek olusturmaktadir.

Bugiin SOCAR, yapmis oldugu yatirnmlar neticesinde hem Avrupa enerji
giivenliginde yavas yavas soz sahibi bir sirket olmaya basliyor hem de bolge
iilkeleri ile gelistirdigi iyi komsuluk iliskileri sayesinde de i¢ pazarlarda da énemli
roller iistleniyor. Ozellikle SOCAR temsilcisi Vitaly Baylarbayov ile Bakii’de
SOCAR merkez ofisinde yapilan goriismede, SOCAR’n en biiylik 6nceliginin
bolge iilkelerdeki enerji giivenliginin saglanmasi oldugu aktarilmistir. SOCAR’1n
on yil igerisinde kendini nerede konumlandirdig1 sorusuna, Baylarbayov bugiin
SOCAR olarak neredeysek yarm da orada olacagiz diyerek cevap vermis ve
yatirimlarina ulusoétesi igbirlikleri ile devam edeceklerinin altini1 ¢izmistir. 1994
yilinda Azerbaycan’a ilk Batili petrol sirketleri geldiginde SOCAR’in
tecriibesizliginin bugiinkii bilgi ve deneyimi ile karsilastirilamaz oldugunun da
altin1 ¢izmistir. Buna gére, SOCAR bugiin alaninda en ileri teknolojiler ile petrol
ve dogal gaz arama ve ¢ikarma ¢alismalarma devam ederken ayni zamanda da
konusunda uzman kisiler ile de calismaktadir. SOCAR’in basarisi buradan

gelmektedir diyerek de s6zlerine devam etmistir.

Son s6z olarak SOCAR, basarilmas1 bir hayli zor olan ve devlet petrol sirketi
karakteristiklerini yaptig1 basarili yatirim stratejisi ile birlestirerek, Azerbaycan’in

enerji i¢ piyasasina odaklanmakla kalmayip, ulusétesi igbirlikleri sayesinde yaptigi
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yatirimlar ile siirlarim agmaktadir. SOCAR’1n yatirim stratejisi hem sirket, hem
tilke hem de Avrupa bolgesel iilkelerde sonuglarini yansitmaktadir. Devlet petrol
sirketlerinin yeniden énem kazanmaya basladig1 bu giinlerde, 6zellikle siiregelen
catigma ortamlar1 ve ekonomik krizler neticesinde, SOCAR arkasinda destegini
hissettigi Azerbaycan hiikiimeti ile birlikte yatirimlarina hiz kesmenden devam

etmektedir.
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