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EXECUTIVE SUMMARY

Natural resources, such as oil and gas,
are commonly viewed as

conflict. Because individuals, ethnic groups, and

catalysts of

governments often see control of scarce resources
through the lens of a zero-sum game, they compete
with each other over ownership. Competition can
easily spill into conflict. For this reason, it may
seem odd to ask whether oil and gas pipelines can
contribute to resolving existing conflicts between
states. This paper argues that they can; under
the right conditions, a shared need for resource
commerce can be a means of fostering cooperation

between states.

While water resources have frequently been
considered in cooperative terms, little policy
attention has been paid to the role of transboundary
oil and gas infrastructure in strengthening
interstate relations. Due to the permanence of
their infrastructure, pipelines are likely to have a
more lasting impact and create greater incentives
for cooperation over time. While not without
drawbacks, pipelines remain the most effective
and economical means of transport, and their role

is likely to grow rapidly in the years ahead.

Gas-rich countries, such as Iran, Pakistan, Qatar,
and Saudi Arabia are well positioned to play a
greater role in energy transport. A major obstacle,
however, is persuading investors to support
pipeline ventures in areas vulnerable to political
instability and security risks. But it is precisely
in such areas where pipelines can play a positive
role in easing tensions and promoting cooperation
between states. Considering that world demand for
gas is growing faster than supply, pipelines have
the potential to play an increasingly important role
in facilitating regional security from Morocco to
Afghanistan.

This paper will review the performance of existing
routes in the Middle East and North Africa to
glean lessons for proposed pipelines in Southwest
Asia. Pipelines have contributed to the thawing
of relations between Algeria and Morocco as well
as Italy and Libya. Within the Gulf, the “Dolphin
Project,” passing from Qatar to the United Arab
Emirates (UAE), has contributed to the resolution
of border disputes between the UAE and Oman
and between Qatar and Saudi Arabia. Interestingly,
Egypt has become an important pipeline builder
and supplier of gas to its neighbors, including
Israel.

Proposed Asianroutes, including the Iran-Pakistan-
(IP)
Pakistan (TAP) projects, may potentially spur

India and Turkmenistan-Afghanistan-

cooperation in critical, conflict-ridden areas.

Importantly, within countries, pipelines can
provide much-needed employment and revenue,
in the process quelling some of the domestic
resentment that fuels extremism. However, the
ambivalence with which the United States and
other powers have approached natural resources
in Central Asia has confounded the prospects for

pipeline development.

With sufficient political will —and a more informed
understanding of the binding power of pipelines
— the United States, European countries, and
international bodies can begin to utilize pipeline
construction as both an engine of cooperation and
a tool of diplomacy. What is needed is a long-
term policy outlook that integrates energy transit
and transport as part of a broader framework
for economic and security cooperation. In this
vein, the paper proposes a number of policy
both the
community and countries directly involved in

recommendations for international

pipeline source, transit, and point of demand.
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RECOMMENDATIONS FOR THE INTERNATIO-
NAL COMMUNITY

From extraction to transportation to consumption,
the oil and gas sector encompasses strategic
government interests as well as private sector
involvement. With the nearly universal reliance of
countries on oil and gas to meet energy needs, it is
a sector of utmost importance for regional security.
Accordingly, the international community has an
abiding interest in maintaining its functionality
and improving its effectiveness. With this in mind,
the international community, particularly major
powers like the United States, should consider
the following recommendations to realize the
cooperative potential of pipelines:

* International donors should give priority to
infrastructure projects that have potential
to spur cooperation, particularly in the gas
sector.

+ Efforts by the Energy Charter Secretariat
to develop an international legal regime
applicable to pipelines, known as the
Transit Protocol, deserve to be supported. In
particular, the dispute resolution mechanism
established under the Energy Charter should
be developed to facilitate the routing of
pipelines that run into disputes over fees and
planning logistics.

* Regional development organizations such as
the Association of Southeast Asian Nations
(ASEAN) and the Gulf Cooperation Council
(GCC) should consider pipeline projects as a
facilitative tool toward meeting their regional
cooperation targets and set up working groups
to develop such projects.

Pipelines have played an important role in bridging
differences in numerous cases among a number
of states. More, however, can be done. Proper
leadership from the international community and
a confluence of economic and political incentives
will prove instrumental in ensuring pipelines
become conduits of peace-building.

RECOMMENDATIONS FOR GAS-PRODUCING
COUNTRIES

Given that the global distribution of gas is
concentrated in a few countries, the choices these
countries make will be of great global significance.
In this context, gas-producing countries should
consider the following recommendations:

* Incorporate gas in long-term portfolios,
particularly in the transportation sector
but also for basic power generation. Often,
the infrastructure needed to produce,

distribute, and wuse energy is developed

over not years but decades. Accordingly, a

commitment to pipeline development should

be institutionalized at a high level to ensure

policy durability.

* Diversify gas transport. Given geopolitical

uncertainty, countries should diversify
transport mechanisms for gas delivery in

order to absorb risk.

*  Focus on fixed infrastructure. The “permanent”
infrastructure of pipelines brings positive
spillover effects, creating lasting incentives
for cooperation on broader economic and
security concerns.

* Explore and establish partnerships with
international development banks for financing
and environmental impact assessment.
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INTRODUCTION: CAN PIPELINES LEAD TO PEACE?

onflicts in the Middle East have been
Cexacerbated by competition over natural
resources. Within the United States, there is
growing bipartisan interest in reducing dependence
on foreign oil. Little attention, however, has been
paid to the role of transboundary oil and gas
pipelines as a means of conflict prevention rather
than a source of conflict. This analysis paper
argues that the fixed infrastructure of pipelines
can foster economic cooperation between
states and increase regional security. The Baku-
Tbilisi-Ceyhan and Chad-Cameroon projects are
examples of how pipelines can bring more than
just revenue to their host countries; they can
contribute to the amelioration and even resolution

of local conflicts.!

There is compelling evidence to suggest that
pipelines can encourage cooperation if there
are clear policy interventions to integrate the
development of energy infrastructure within a
broad economic and security framework. This
paper will review the performance of existing
pipelines in the Middle East to glean lessons for
proposed projects in Southwest Asia. The proposed
routes from Iran to India and from Turkmenistan
to Pakistan are cases that have the potential to
spur significant cooperation between the parties
involved.

The existing literature on oil and gas transport
has not been bullish on the peace dividends of
pipelines. Where the issue has been considered, as
with pipelines in Central Asia, they have largely
been viewed as a source of conflict. Some analysts

have framed the clash between Russia and Georgia
in this vein.2

Of particular relevance to the Gulf region are data
from modeling conducted by Rice University’s
Baker Institute, suggesting that “nations rich
in natural gas resource such as Qatar, Iran, and
Saudi Arabia could be major players. However,
they will have a disadvantage because they bear
the fixed cost of market entry due to lack of
existing infrastructure.” Another obstacle will
be persuading investors to devote more attention
to the Middle East and Southwest Asia in light of
political instability and security risks. However,
it is precisely such areas where pipelines can
play a constructive role in reducing tensions
and promoting greater interstate cooperation.
Considering that world demand for gas is growing
faster than supply, pipelines have the potential to
facilitate regional security, helping to preempt
conflicts caused by resource scarcity.

At the same time, as much as energy cooperation
should be encouraged, it is one factor among many
and no panacea, particularly when longstanding
political disputes remain unresolved. For example,
during the opening ceremony of the Sakhalin-2
export terminal in Russia, Japanese Prime
Minister Taro Aso noted to Russian President
Dmitry Medvedev: “Regardless of the increasing
mutually beneficial cooperation between two
important neighbors, Japan and Russia, there still
exists the unnatural situation that no peace treaty
has been signed because of a territorial dispute.”*

That said, because pipelines are—and become—

1 See Rafael Kandiyoti, Pipelines: Flowing Oil and Crude Politics (London: I. B. Tauris, 2008); Scott Pegg, “Can Policy Intervention Beat the Resource Curse?
Evidence from the Chad-Cameroon Pipeline Project,” African Affairs 105, no. 418 (January 1,2006): 1-25.

2 Daniel Freifeld, “The Great Pipeline Opera,” Foreign Policy, August 24, 2009.

3 Mark Hayes, “Algerian Gas to Europe: The Transmed Pipeline and Early Spanish Gas Import Projects,” Paper Series no. 27, Baker Institute Energy Forum,

May 2004.
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permanent facts on the ground, their positive
impact on relations between governments is likely
to build over time. This potential was noted by
Balaji Sadavisan, Singapore’s senior minister
of state for foreign affairs: “Pipelines have a
real chance to increase peace and security in the
region: they tie countries together by making the
interconnected costs of conflict unacceptably
high.”> In other words, pipelines increase the
costs of conflict thereby increasing incentives for
cooperation. However, the pipelines themselves
are not enough. What is needed is an attitudinal
shift—a long-term policy outlook that views
pipelines as a means of promoting bilateral and
regional cooperation on economic and security
issues.

In their study of the trans-ASEAN gas pipeline,
Toby Carrol and Benjamin Sovacool develop a
framework of “contested regionalism” which
suggests that countries in a geographic region
with scarce resources scramble for greater
regional influence, producing more conflict than
cooperation.® Accordingly, collective bodies such
as ASEAN are not “abstract entities but [rather
the] product of particular power relationships.”?
Put differently, regionalism, as currently
conceptualized, is a much less promising force
for the kind of integration that politicians say
they seek. The analysis presented here builds
on this emerging framework, but rather than
simply highlighting current failures in meeting
cooperative goals, this paper presents policy
guidance on how to reconfigure energy policy to
promote greater coordination and cooperation.

4 Roman Kupchinsky, “LNG: A Wolf in Sheep’s Clothing?”” Policy Paper no. 2, Global Public Policy Institute, 2009.

5 Benjamin Sovacool, “Energy Policy and Cooperation in Southeast Asia: The History, Challenges, and Implications of the Trans-ASEAN Gas Pipeline
(TAGP) Network,” Energy Policy 37, no. 6 (June 2009): 2362.

6 Toby Carrol and Benjamin Sovacool, “Contested Regionalism in South-east Asia: The Politics of the Trans-ASEAN Pipeline Project,” Working Paper no. 2,
Center on Asia and Globalization, National University of Singapore, September 2008, p. 15

7 Ibid., 6.



THE STRATEGIC Locic OF PIPELINES: TOWARD “RATIONAL

REcioNALISM”

il and gas continue to be the most versatile
Ofuels facilitating economic growth and
individual mobility. Global demand for gas is
growing particularly rapidly; according to the
International Energy Agency, an estimated $105
billion per year in infrastructure investment is
needed to boost supply. Pipelines, while not
without their drawbacks, remain the most effective

and economical means of transport.

Developing pipeline infrastructure is thus essential
to ensuring energy security but may serve other
purposes if the right political decisions are made
with an eye toward the effective integration of
economic and security priorities. At the same
time, pipeline construction is often seen as an
intrusion into personal, communal, or national
spaces, thus becoming a subject of controversy
for citizens, activists, and representatives of local
communities. The Baku-Tbilisi-Ceyhan (BTC)
pipeline, completed in 2006 between Azerbaijan
and Turkey via Georgia, exemplifies such
challenges. During construction, activists objected
to the potential negative effects despite detailed
environmental and social impact assessments
commissioned by the World Bank and private
investors.® The pipeline could have been more
efficiently routed through Armenia, but taking into
account security risks and geopolitical interests, a
fairly expensive bypass route was found directly
from Georgia to Azerbaijan. If, however, the
routing had been considered within a broader
frame of regional cooperation—and perhaps as
a bargaining item—the pipeline could have been
used as a conflict resolution instrument between
Armenia, Azerbaijan, and Turkey.

MEANS OF TRANSPORT

There is an ongoing debate over the most effective
means of oil and gas transport, and a number
of tradeoffs should be taken into consideration
when comparing pipelines to terrestrial and
marine tankers. Oil is carried along pipelines
usually at a speed of around 7 km per hour, with
pumping stations every 60 to 100 km that provide
needed pressure to keep the pipelines functional.
Environmental hazards of pipeline transport tend
to be less than for terrestrial and marine tankers
since leaks can be contained by simply shutting
off valves. While sabotage of pipelines remains a
problem, transport by tanker is also growing more
hazardous due to piracy, particularly in the Indian
Ocean.

In comparison to oil, which is largely transported
worldwide by a fleet of more than 38,000 marine
tankers, 93 percent of the world’s gas continues to
be supplied through pipelines. Over 60 countries
have on average 2,000 km of pipelines for gas
transmission within their borders and about
10,000 km of new pipelines are planned for this
decade, most of which will traverse difficult
terrain and deep marine waters.” However,
pipelines have a new competitor in Liquefied
Natural Gas (LNG) operations, which have been
introduced in a growing number of markets.
LNG is gas cooled to negative 161 °C, at which
point it liquefies and occupies only 1/600th of
its original volume, making it convenient for
shipping. While considerably more costly due
to the capital intensive infrastructure needed for
cooling, the advantage of LNG shipments lies in

8 For a review of some of these local conflicts refer to the Bank Information Center’s website on the BTC project, <http://www.bicusa.org/en/Project.3.aspx>.
9 Theodoropolos, Theodore E. Oil, Gas and Petrochemicals, (Doha: State of Qatar Publications, 2009). Data on pipeline per country from Oil and Gas Journal,

February 2005.
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access to distant markets which become relatively
uneconomical for pipeline transport.

LNG VERSUS PIPELINES

There is some polarization among researchers
regarding the prospects for LNG as a long-term
solution to gas transport. As noted in a recent
study by the Global Public Policy Institute:

“LNG has been vilified as a vehicle which might
facilitate the cartelization of the price of gas and
raise it to unjustifiable levels. LNG has also been
denounced by critics as being a potential weapon
of mass destruction in the hands of terrorists
bent on inflicting catastrophic damage to heavily
populated cities where LNG tankers dock. Finally
and most significantly, LNG has been depicted as
a powerful geopolitical weapon, a factor which
is destined to become even more important in the
coming decade.”10

While some gas producers such as Qatar have
chosen to focus on LNG as their primary export
route, pipelines continue to be a vital force in
the sector. Even if LNG becomes relied on more
heavily, diversification of export mechanisms
remains advisable since LNG pricing — usually
negotiated on different terms than pipelines — may
be more vulnerable to market fluctuations and
inflationary pressures. From 2004 to 2008, for
instance, LNG costs rose twice as fast as pipeline
construction costs.!!

Given the distance from source to market and
cost concerns, the case for privileging pipelines
in much of South Asia is strong (Appendix 1).
One analysis comparing pipelines to LNG, coal,
and high-sulfur fuel oil revealed pipeline gas to be
the second-least costly alternative after coal. Even
considering the fairly high prices for the gas being
offered by Iran to Pakistan, with pipelines, the
latter could save between $652 million and $1.17
billion annually compared to its current energy
profile (depending on the range of oil prices from

10 Kupchinsky, “LNG: A Wolf in Sheep’s Clothing?”

$50 to $100 per barrel of Brent crude). The total
savings for Pakistan over the life of the reserve

with discounting factors of 10 percent could be as
much as $11 billion.!2

TOWARD “RATIONAL REGIONALISM”

Despite their economic benefits, pipelines are
not always prioritized as the preferred means of
transport due to various factors within the source,
demand, and transit countries. In particular,
countries fear the permanent infrastructure
of pipelines will create a situation of energy
dependence. As such, the cooperative potential
of pipelines has not been realized. However,
with political buy-in from policymakers—and a
commitment to accountability and transparency—
it may be possible to move away from “contested
regionalism” through which pipelines are currently
perceived to a more “rational” regionalism.
“Rational regionalism” implies that countries
consider the logic of comparative advantage as
their primary unit of analysis. Framed this way,
a zero-sum game can be transformed into an
integrative trading regime. Mechanisms to move
policymakers in this direction are now beginning
to gain momentum in economic and political
institutions in the Middle East and South Asia.

11 Jensen Associates Study, 2008, quoted in presentation at the Qatar Gas Conference, March 2009.

12 Interstate Gas Systems, e-mail correspondence with author, May 14, 2009.



ExisTiNG P1PELINES IN THE MIDDLE EAST AND NORTH

AFRICA

efore assessing pipelines as a vehicle for
Benhanced cooperation, it is worth considering
the history of existing projects and what impact,
if any, they have had on interstate relations. Was
peace a prerequisite for pipelines or did pipelines
contribute to a resolution of existing conflicts?

THE IRAQI TRANSBOUNDARY PIPELINES

The oldest pipeline project in the Middle East can
be traced back to the colonial period when oil was
first discovered in present-day Iraq. In 1927, the
Iraq Petroleum Company struck oil in Baba Gurgur
near Kirkuk. To transport the oil to western markets,
a pipeline was proposed, and construction began in
1937. The routing of this pipeline was extraordinary
considering the current geopolitics of the area. From
Kirkuk the pipeline traveled southwest to Haditha,
west toward Amman, and on to Haifa (Appendix 2).
The completion of the pipeline coincided with the
establishment of Israel; oil flowed for only a few
days before war broke out.

Soon thereafter, pipelines to the Mediterranean
were built to Baniyas, Syria, and through Syria to
Tripoli, Lebanon. A large pipeline to the Turkish
Mediterranean coastal city of Ceyhan was completed
in 1977. Given the strained relations between the
Syrian and Iraqi Ba’thists, once the first Turkish
line was completed, Iraq stopped using the Syrian
pipelines and relied primarily on the outlet through
Turkey and on new terminals in the Persian Gulf. By
the early 1980s, Iraq had three Gulf terminals — Mina
al-Bakr, Khawr al-Amaya, and Khawr al-Zubayr.
However, because they were all damaged during
the Iran-Iraq war, Iraq constructed a new pipeline in

1985 that fed into Saudi Arabia, terminating at the
Red Sea port of Yanbu. In December 1996, the Iraq-
Turkey pipeline was reopened under the oil-for-food
program.

Afterthe start of the [Iraq War in 2003, Iraq’s pipelines
were subjected to numerous acts of sabotage by
insurgents. Meanwhile, the United States actively
discouraged flow of oil via Syria.!3 The flow of
the most active pipeline to Turkey, with a capacity
of 1.6 million barrels per day, fell to 30,000 barrels
in 2003. Despite occasional spurts of activity, the
pipeline remained considerably below capacity until
2008, when the flow increased to 355,000 barrels
after the U.S. military began protecting pipelines as
an operational objective.l4

Plans to revitalize the Haifa pipeline and the Trans-
Arabian pipeline (built by the British in the 1940s,
the latter went from Saudi Arabia to Lebanon through
Syria) depend on Jordan’s willingness to support the
projects and so far there are few indications that it
does. The Trans-Arabian pipeline’s resurrection was
supported as far back as 1975 when former Secretary
of State Henry Kissinger signed a memorandum of
understanding, according to which the United States
would guarantee Israel’s energy supply in the event
of a crisis. Kissinger’s consulting firm, Kissinger &
Associates, drew up plans in the mid-1980s—when
Saddam Hussein was a key American ally—to run
a pipeline from Iraq to Aqaba in Jordan, near the
Israeli port of Eilat, partly to make the need for such
a reserve less relevant. However, these plans never
reached fruition due to Saddam’s attack on Kuwait
and the subsequent Gulf War.!5 Whether or not the
Haifa pipeline can be resurrected or a new Aqaba

13 “U.S. Blocks Syria pipeline,” BBC News, April 15,2003, <http://news.bbc.co.uk/2/hi/middle_east/2951327 .stm>.

14 Author’s interview with Matthew Amitrano, April 8, 2009.

15 Ed Vuillamy, “Israel seeks pipeline for Iraqi oil,” The Observer, April 20, 2003.
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spur built from the original Trans-Arabian Pipeline
largely depends on the ability and willingness of the
United States and Middle Eastern governments to
link such projects to regional peace-building efforts.

THE TRANSMED PIPELINE

Plans for a trans-Mediterranean pipeline go back to
the early 1960s when natural gas demand in Europe
was growing. As early as 1963, French companies,
with the support of the French government, proposed
building pipelines to bring Algerian gas to Spain
and on to France.

At the time of its construction in the 1970’s, the
Transmed pipeline was the deepest pipeline at over
150 meters. It was intended as a transboundary
effort involving not only the source and demand
country but also a transit country, Tunisia, and
international waters. Transit through Tunisia from
Algeria was a significant political challenge due
to the two countries’ strained relations. Tunisia’s
first president, Habib Bourguiba, had initially
supported the Algerian rebels in their anti-colonial
struggle against France but later sided against an
independent Algeria in its territorial disputes with
Morocco. Tunisia insisted on negotiating bilaterally
with Italian energy giant Ente Nazionale Idrocarburi
(ENI) rather than collectively with Algeria and
was able to secure an annual $25 million transit
fee.16 Despite such tensions, the establishment
of a pipeline appears to have been an important
motivator for the signing of the “Treaty of Fraternity
and Concord” between the two countries in 1983.
The improvement of relations between the two sides
coincided with the development of the pipeline to
the extent that the treaty and the opening of the
pipeline occurred in the same year.!”7 In addition,
the pipeline paved the way for several other projects
across the Mediterranean (Appendix 3).

Similarly, the pipeline between Algeria and Spain
heading west and then north (Maghreb-Europe
pipeline) transit

required through Morocco.

However, relations between Morocco and Algeria

16 Mark Hayes, “Algerian Gas to Europe,” 16.

were considerably worse than those between
Tunisia and Algeria. Algeria’s independence in
1962 had led to a border dispute over the regions of
Bechar and Tindouf, sparking the infamous “War of
the Sands” the following year. Also of concern was
the issue of the Western Sahara, where in the 1960s
the Sahrawi tribe led an independence movement,
as Morocco, Algeria, and Mauritania all sought
to assert their dominance over the region. Much
to Morocco’s chagrin, the Algerian government
supported self-determination for the Saharawi. Yet,
in spite of the hostility, economic interests helped
bring Algeria and Morocco back to the negotiating
table. The prospect of a pipeline was one important
element in the thawing of relations between the
two adversaries. Both countries decided to reopen
diplomatic ties in 1988, around the same time that
plans for the Maghreb-Europe pipeline began to
take shape.

Meanwhile, the tenuous relations between Spain
and Morocco have been strained by longstanding
territorial disputes. Although the status of the
enclaves of Ceuta and Melilla remains unresolved,
bilateral relations have improved steadily since the
European Union began to play a more active role in
bridging regional differences. The Maghreb-Europe
pipeline, which opened in 1997 between Morocco
and Spain, has arguably played an important role
in this regard as well. Not surprisingly, energy
cooperation is recognized by the EU as a major
tool for fostering cooperation. For example, the
action plan for the Euro-Mediterranean partnership
with Morocco, initiated by the EU in 2005, stated
that “development of the energy sector, including
inter-connections and infrastructure under optimal
safety, competitiveness, and quality conditions” is
an area of priority for cooperation.!8 In October
2008, Morocco became the first country south of
the Mediterranean to receive “advanced status,”
a further affirmation of the EU’s willingness to
deepen economic and political ties with key regional
partners as part of its “neighborhood policy.”

The Greenstream project between Italy and Libya

17 For a good review of inter-Maghreb relations see Yahia H. Zoubir and Haizam Amirah Ferndndez, eds., North Africa: Politics, Religion and the Limits of

Transformation (London: Routledge, 2008).



has also served as a catalyst for better relations
The
project—initiated in 2003 after Italy succeeded in

between Arab and European countries.

convincing the EU to relax sanctions on Libya—
carries some 10 billion cubic meters of gas a year
from Mellitah on Libya’s western coastline to Sicily
and then on into southern Europe (covering about
10 percent of Italy’s annual consumption needs).
The $6.6 billion pipeline, with projected returns
of $20 billion over 20 years, is one of the world’s
deepest underwater pipelines and the longest in the
Mediterranean.

Relations between Italy and Libya had been greatly
shaped by the experience of colonization. After
Muammar al-Qaddafi came to power in 1969, more
than 20,000 Italians born in Libya were expelled.
The opening ceremony for the pipeline in 2004
was directly linked to a gesture of reconciliation
to grant Libyan-born Italians the right to return.
The ceremony was held on October 7, the date the
Italian invasion began in 1911. In his remarks at the
ceremony, Qaddafi said: “We now want to make it
a day of friendship and cooperation between Libya
and Italy, a cooperation which has been cemented
by the gas project which we are inaugurating today.”
The Italian Prime Minister Sylvio Berlusconi
responded: “Today, a new era of rapprochement
and cooperation starts between our two peoples
thanks to this project which will supply Italy with
10 percent of its energy needs.”!?

More recently, the direct undersea pipeline from
Algeria to Almeria, Spain, known as the Medgaz
project, was completed in December 2008, while the
Galsi pipeline project, which would bring Algerian
gas to Italy via Sardinia, is in the early stages of
development. As exemplified by continuing interest
in such projects, pipelines have played an important
role in strengthening and cementing ties within the
Maghreb as well as between North African and
European countries.

EGYPT AND ISRAEL: COOPERATION AMID
CONFLICT

Despite its modest fossil fuel reserves, Egypt is
becoming an important pipeline builder and supplier
of gas to its neighbors, most notably Israel. Egypt
is estimated to have 67 trillion cubic feet of proven
natural gas reserves with probable reserves of nearly
twice as much. By the end of 2004, its cumulative
gas production amounted to 1.5 trillion cubic feet.
The government aims to double exports in five years
from the current level of 17 billion cubic feet to 35
billion cubic feet per year.20

Construction on a pipeline from Egypt’s gas fields
began in 2001. Initially, the project was only meant
to supply gas to Jordan. Soon, however, economies
of scale made it more attractive to consider other
partners, and Israel, both geographically and
economically, was a natural choice for such an effort.
In 2005, Egypt and Israel negotiated an agreement
whereby the Egyptian government would sell 1.7
billion cubic meters of gas per year to Israel. The gas
is being pumped via a 100 kilometer subsea pipeline
running from the Egyptian Mediterranean port of
El-Arish to the Israeli city of Ashkelon (Appendix
2). The gas is being sold to the East Mediterranean
Gas Company (EMG), which is a consortium of
the Egyptian General Petroleum Corporation,
Israel’s Merhav Group, and Egyptian businessman
Hussein Salem, who claims to have sold his shares
to American and Thai investors.2! Egypt agreed
to sell the gas at a variable price between $2.5 and
$2.65 per million British thermal units (BTU).22
This project has gone largely unreported due to the
political sensitivity of any cooperation between the
two countries, which have maintained a cold peace
since the establishment of diplomatic relations in

1979.

After the January 2009 war in Gaza, pressure
mounted on Egypt to reconsider the deal. The
government has argued that it was simply selling gas

18 European Union External Relations, <http://ec.europa.eu/external_relations/morocco/index_en.htm>.
19 “New gas pipeline linking Libya to Italy opened,” Alexander’s Gas and Oil Connections, October 8, 2004, <http://www.gasandoil.com/GOC/news/

nte44584 htm>.

20 Waleed Khalil Rasromani, “Inching Closer to Europe,” Daily News Egypt, April 18, 2006.
21 EMG is also backed by an investment fund managed by former Israeli intelligence officer Yossi Maiman. Mohamed Abdellah and Jonathan Wright, “Cairo

court says Egyptian gas exports to Israel can continue,” Reuters, February 2, 2009.
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to a private company which, in turn, was selling it on
its own terms. Since the pipeline went into operation
in May 2008, there have been heated exchanges in
the Egyptian parliament and lawsuits filed against
the deal. A November 2008 judicial ruling called
for a moratorium on gas exports to Israel due
to the government failing to adequately consult
lawmakers. The ruling, however, was overturned in
February 2009 by a higher court. Minister of State
for Legal and Parliamentary Affairs Moufid Shehab
indicated that under the 1979 Egyptian-Israeli
peace treaty, Israel has the right to submit tenders
to buy gas. An opposition member of parliament
countered that the government had violated article
151 of the constitution which states that strategic
agreements should first be discussed in parliament.
Despite these legal and political challenges, the
pipeline has thus far endured, suggesting that major
infrastructure investments in pipeline transport —
in this case worth $400 million — are likely to be
lasting cooperative mechanisms, even against the
backdrop of major crises such as the war in Gaza.23

In addition to gas from Egypt, Israel has been
considering other partnerships. Former Israeli
National Infrastructure Minister Benjamin Ben-
Eliezer confirmed in an interview that Israel and
Turkey were discussing the construction of a 610
kilometer undersea pipeline from the Turkish port of
Ceyhan to Ashkelon, which could be completed as
early as 2011.24 The prospect of pipelines between
Israel and two Middle Eastern states with which
it has tense relations suggests that energy security
can be a significant binding element in situations
otherwise unconducive to cooperation.

THE DOLPHIN PROJECT

Within the Gulf Cooperation Council (GCC), the
most significant project has been a marine pipeline
supplying gas from Qatar to the UAE. The Dolphin
Project, as it is known, evolved out of Abu Dhabi’s

need for gas. It was part of a broader political effort
by the UAE to strengthen ties with other smaller Gulf
States to balance Saudi Arabia, the dominant Gulf
power that has been involved in several territorial
disputes with both the UAE and Qatar.

Well before becoming a major economic power, the
UAE had bowed to pressure from the Saudis to sign
an agreement in 1974, under which Saudi Arabia
relinquished claims to the Buraimi region, while the
UAE ceded a 25 kilometer-long land strip linking it
to Qatar and relinquished nearly 80 percent of the
resources of the Shaybah oilfield.

Amidst this backdrop, Qatar and the UAE signed
an agreement in 1998 to develop gas trading ties,
doing so through the construction of a pipeline
the following year. Saudi territorial waters were
bypassed in the proposal though the countries
welcomed cooperation from Saudi Arabia in
addressing nearby border tensions. After the signing
of a memorandum of understanding, concerted
efforts were taken to resolve border disputes —
a clear indication of the power of pipelines to
facilitate dispute resolution. In May 1999, Oman
and the UAE signed an agreement to demarcate
their border at Umm Zummul, where the borders
of Saudi Arabia, Oman, and the UAE converge. A
month later, Qatar and Saudi Arabia agreed to mark
their shared 60 km border culminating in a signed
accord in March 2001, followed by an Oman-UAE
accord in 2003 to settle territorial ambiguities that
had existed since the colonial era.2>

The Dolphin Project was initiated in 2004 under the
auspices of a newly created company called Dolphin
Energy which comprises three shareholders:
Mubadala Development Company (owned by Abu
Dhabi) with 51 percent, and Total of France and
Occidental Petroleum of the United States with
24.5 percent each. Qatar supplies the gas and has

its own management for the portion of the pipeline

22 The price of the gas has become a major political issue in Egypt since this amount is considerably less than the current market gate price. Egypt is thought to
be losing $9 million per day due to this “discount.” The government is considering ways to raise the price as part of a renewed deal involving a second pipeline
on this route. See Avi Bar-Eli, “Egypt: Israeli gas prices could rise by 70%,” Haaretz, March 2, 2009, <http://www.haaretz.co.il/hasen/spages/1067579 .html>.
23 Gamal Essam-El-Din, “Sales Strategies: The Government Launched a Spirited Defense of its Position over Gas Exports to Israel,” Al Ahram Weekly,

February 26, 2009.

24 “Israel sets sights on Russian Gas,” Upstream Online, February 8, 2007, <http://www.upstreamonline.com/live/article127529 .ece>.
25 Jareer Elass, Stacy L. Eller, and Kohei Hashimoto, “Liquefied Natural Gas from Qatar: the Qatargas Project,” in Natural Gas and Geopolitics, ed. David
G. Victor, Amy M. Jaffe, and Mark H. Hayes (New York: Cambridge University Press, 2006).



based in Doha. The pipeline supplies up to 2 billion
standard cubic feet per day of natural gas from Qatar
to the UAE. The gas is derived from South Pars gas
field—the largest independent gas reserve in the
world—shared by Iran and Qatar. The underlying
legal structure of common property law, which
allows for such sharing is itself an example of how
energy concerns can foster cooperation, even in the
case of Iran and Qatar, a pairing historically been at
odds on foreign policy.

In ascertaining the rationale for the Dolphin Project,
economic factors were necessary but not sufficient
to make it happen. Political considerations—
including expectations that the pipeline could
serve as a basis for strengthening cooperation—
were also instrumental. In an official response to
a questionnaire, Dolphin Energy administration
addressed the drivers for the project as follows:

“The long term operating costs for Dolphin [are]
considerably less than an LNG facility. All of
these aspects cause the Dolphin project to cost
considerably less on a per unit basis. Cost was a
motivating factor for Dolphin, but there were also

political and logistical reasons as well.”20

The political rationale for moving ahead with the
project is perhaps best reflected in the pricing
Qatari
enormous demand for its gas and the decision to

arrangements. The government enjoys
pursue a project with the UAE—and at a lower
pricing regimen than other competitors—signals
that “the government considered regional politics...
in its decision to take on the project.”?’

An important derivative benefit of the project
has been an increased level of environmental
cooperation. Dolphin Energy has participated
in joint coral regrowth projects in the Gulf in
association with Qatari and UAE authorities. A
two-year program initiated in 2008—one year
after the pipeline opened—will attempt to provide
the first integrated study of coral ecosystems in

the region. As noted in Dolphin Energy’s vision

statement: “The founders had always conceived
Dolphin as a force for international cooperation—
one that would unite the vision and resources of the
region with multinational capital and expertise.”28
The success of the Dolphin Project in spurring
regional cooperation exemplifies the important role
pipelines can play in regional dispute resolution and
ecological cooperation.

26 Dolphin Energy Corporation, e-mail statement in response to author’s questionnaire, April 15, 2009.
27 Author’s interview with Saad Al-Kaabi, director of oil and gas ventures at Qatar Petroleum, April 28, 2009.
28 Dolphin Energy Home Page, <http://www.dolphinenergy.com/Public/our-company/aboutus-shareholders.htm>.
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Tue EcoNnoMmic AND PoLiTicaL RATIONALE OF SOUTH

AsiAN GAs PROJECTS

he Arab world and present-day Iran have
Tenjoyed strong trading ties with South Asia
for millennia. There is considerable opportunity for
extending these ties to the energy sector in novel
ways. Historically, the discovery of gas reserves in
Sui in Balochistan in the 1950s prompted Pakistan’s
government to consider gas as a primary means of
energy security. Gas now accounts for more than
50 percent of the country’s total energy generation.
Meanwhile, India only began to seriously invest
in gas infrastructure after 1987. Gas constitutes
only about 8 percent of the country’s electricity
generation mix but will likely increase to around 18
percent by 2025.29

The significance of compressed natural gas (CNG)
in India was highlighted in 1998 when the Supreme
Court ruled all commercial vehicles in New Delhi
would need to switch to natural gas by 2001 due to
pollution concerns. Pakistan already has more than
one million cars on CNG and ranks third in global
CNG prevalence after Brazil and Argentina.

Since indigenous sources are not enough to meet
the growing demand in both countries, pipeline
development is imperative to ensure long-term
energy security. The idea of an overland trans-
Pakistan pipeline from Iran is believed to have
been first officially proposed in 1989 by Ali Shams
Ardekani, acting deputy foreign minister of Iran. The
idea, which came to be known as the Iran-Pakistan-
India (IPI) project, began gaining momentum.
Various routes were considered, with four major
companies expressing interest in constructing the
pipeline: BHP-Billiton of Australia, National Iranian
Gas Company (NIGC), Petronas of Malaysia, and

French Total.

In 1993, India
understanding with Iran while continuing to

signed a memorandum of

explore other pipeline options. An agreement for an
underwater pipeline from Oman was signed in 1994,
but the project soon collapsed amidst financial and
technological difficulties and has only recently been
resurrected as a possibility by an Indian company
named SAGE, which presented a feasibility study
at the Doha Natural Gas Conference in March 2009.
The discussions between India and Iran were
hampered when Pakistan refused to allow a
feasibility study in its exclusive economic zone.
In 1997, Pakistani Prime Minister Nawaz Sharif
gave his support to a proposal for a Turkmenistan-
Afghanistan-Pakistan (TAP) pipeline project rather
than IPI (Appendix 1). There was also the prospect
of extending the TAP project to India (thus making
it TAPI).

Initially, the TAP project would have tapped into
more than 2.83 trillion cubic meters of natural
gas reserves at Turkmenistan’s huge Dauletabad-
Donmez field and delivered it across Afghanistan to
Pakistan. The pipeline would carry up to 20 billion
cubic meters of gas a year, generating $100-300
million per year in transit fees for Afghanistan and
creating thousands of jobs.30

For an additional $500 million, TAP could be
extended to Fazilka on the Pakistan-India border,
providing gas to India as well. It could also be
expanded further to connect fields in Central Asia
to Gwadar in Pakistan, turning the port into one
of the world’s most important energy hubs. From

29 Estimates on energy demand increase from Mike P. Jackson, “The Future of Natural Gas in India: A Study of Major Consuming Sectors,” Working Paper

no. 67, Stanford University Program on Energy and Sustainable Development, 7.

30 John Shroder, “Afghanistan’s Development and Functionality: Renewing a Collapsed State,” Geojournal 70, no. 2-3 (October 2007): 91-107.



an energy security standpoint, TAP could provide
Pakistan with 3,350 million meters cubic feet per
day (mm cfpd) of gas, more than the 2,230 mm
cfpd the IPI is expected to carry. Gal Luft argues
that “economically, shifting from IPI to TAP should
be of no consequence. The potential revenue of the
IPI, $700 million in transit fees alone, would be
collected too were TAP extended to India.”3!

In April 2009, the TAP project received a boost
when Turkmenistan officially provided gas reserves
certification from the Yasrak field, claiming a
potential reserve of 4 to 14 trillion cubic feet of
gas. A new route has been proposed which would
involve only a small portion of Afghani territory
and enter Balochistan near Gwadar to avoid conflict
in southwestern Afghanistan. In essence, this route
would merge the TAP and IPI projects within
Pakistan. Turkmenistan would provide 3.2 billion
cubic feet gas to Afghanistan, Pakistan, and India.
Afghanistan would receive $1 per million British
thermal units (MMBTU) as transit fees under the
new proposal.32

The financing of the pipelines has been considered
The Abu Dhabi-based
International Petroleum Investment Company has

by numerous parties.

expressed strong interest in financing the Pakistan
portion of the IPI pipeline,33 while Iran has received
offers of Russian financial assistance. As Russian
President Vladimir Putin put it in 2006: “Iran wants
it, Pakistan wants it, India wants it; Gazprom is
ready to help.”3* However, Iran has been wary of
accepting offers from Russia, which, as its biggest
competitor, may try to obtain leverage over rival
gas suppliers. Given the lingering memory of the
Russo-Afghan war, Pakistan is also skeptical of
Russian involvement. Already, Iran has built a
substantial portion of the pipeline on its own to
supply its domestic market.3> With the likelihood of
securing Gulf investment for the Pakistani portion
and government investment for the Indian portion,
financial concerns are unlikely to present a major

problem.

Development bank donors and the U.S. Government
are also interested in funding the TAP project.
Despite the positive outlook, both TAP and IPI still
face several hurdles due to a host of factors that
need to be understood in the context of the region’s
geopolitical history.

31 Gal Luft, “Iran-Pakistan-India Pipeline: A View from Washington,” Energy Security, June 15,2007, <http://www.iags.org/n0507071.htm>.

32 Khalid Mustafa, “Turkmenistan to Supply Gas from Yasrak Field,” The News International, April 29, 2009.

33 Interview by author with Mohammed F. Azim, senior advisor, International Petroleum Investment Company in Abu Dhabi, March 10, 2009.

34 “Russia’s Gazprom is ready to participate in plans to build a natural gas pipeline from Iran to India via Pakistan: President Vladimir Putin,” India Daily,

June 17,2006.

35 Fars News Tehran. Interview with Hojjatollah Ghanimfard, broadcast April 26, 2009, <http://english.farsnews.com>.
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CAUSES For STtALLING OF PIPELINE PROJECTS

he attractive economic and political features
Tof pipelines have not apparently been enough
for “rational regionalism” to take root for either
the IPI or TAPI projects. At this juncture, what is
needed is the requisite political will from the actors
involved, and the reasons for proceeding, when
considered in tandem, are compelling. Security
analysts are increasingly of the view that pipelines
can be economical and fairly functional even in
high conflict zones.3® There are now adequate
technologies to ensure constant security and,
in the event of attacks on pipelines, the damage
can be repaired relatively quickly. Undersea
pipelines, while more expensive to repair, are
far less vulnerable to sabotage. The international
community can also play an important role in
guaranteeing security. For example, the Baku-
Tbilisi-Ceyhan pipeline project—traversing 176
different kinds of ecoregions while crossing the
highly unstable Caucasus—was designed to
protect against terrorist attacks. As part of a $64
million program aimed at repelling saboteurs,
U.S. Special Forces trained 1,500-2,000 Georgian
soldiers in counterterrorism operations.

These efforts aside, it is important to be aware of
potential pitfalls in pipeline development. First,
pricing negotiations and hard bargaining in the
absence of a clearly agreed upon pricing strategy
can impede negotiations. For example, in the case
of the Iran to Pakistan pipeline, the Iranians have
called for the same price they charge Turkey but
have failed to give Pakistani negotiators a clear
sense of what that price is. Instead, the terms of
reference presented to the Pakistani government
are usually given as a percentage of the oil price.

The international community, and the United States
in particular, can play a critical role in channeling
the efforts of states toward cooperation on energy
security. In reality, however, American policy has
been characterized by ambivalence rather than
clarity, something that comes across, for instance,
in Ahmed Rashid’s discussion of U.S. actions
during the rise of the Taliban.37 For instance,
when the Taliban captured Kabul in September
1996, Chris Taggert, an executive in the U.S.
oil firm Unocal, said that the long-awaited gas
project from Turkmenistan to Pakistan would now
be easier to implement. Unocal was criticized for
its willingness to negotiate with the Taliban and
quickly retracted the statement. Even U.S. State
Department spokesman Glyn Davies initially
stated that the United States found “nothing
objectionable” in the steps taken by the Taliban
to impose Islamic law, describing them as “anti-
modern” rather than “anti-western.”38 However,
the U.S. embassy in Islamabad, which was far more
familiar with the Taliban, contacted Washington to
register its concern over the statements.

In the meantime, the Taliban continued to pursue
negotiations on the Turkmenistan pipeline with
Unocal as well as Bridas, the Argentine company
that had first courted Turkmen gas. Two separate
Taliban delegations visited Argentina and the
United States in February 1997. The Taliban did
not make any particular commitments during these
visits, which were largely exploratory in nature.

The State Department, however, was growing
concerned with the draconian rule of the Taliban,
following reports of widespread human rights

36 Toufiq Siddiqi, “India and Pakistan: Pipe Dream or Pipeline of Peace?” Georgetown Journal of International Affairs, Winter/Spring 2004.
37 Ahmed Rashid, Taliban: Militant Islam, Oil and Fundamentalism in Central Asia (New Haven: Yale University Press, 2001).

38 Ibid., 166.



abuses. The final blow to the project came in August
1998 when Al Qaeda was linked to the bombings
of the U.S. embassies in Kenya and Tanzania.
Soon after, the Clinton Administration launched
air strikes in Afghanistan and discouraged Unocal
from any further engagement with the Taliban.

The prospects for the TAP pipeline were briefly
renewed when the Bush Administration assumed
power in 2000. Republicans have generally been
more sympathetic to business interests and the
Bush family had particularly good connections
in the oil sector. As documented by French
journalists Jean-Charles Brisard and Guillaume
Dasquie, the Bush Administration began engaging
the Taliban in 2000 and early 2001. Funds were
provided for opium eradication programs while
discussions continued on the TAPI project.
Negotiations finally broke down in August 2001,
partly due to the Taliban’s reluctance to bargain
the future of Osama Bin Laden in exchange for
economic cooperation.3® Marty Miller, Unocal
vice-president, would remember the entire
effort as “the black hole” of his career; despite

considerable effort, no agreement was reached.*?

The interaction between the Bush Administration
and the Taliban in the first eight months of 2001
point to how natural resource interests can lead
to cooperative behavior on both the regional
and international level. The willingness of two
governments with such divergent worldviews
to converge on hard economic interests, even if
briefly, lends support to the notion of “rational
regionalism.” At the same time, there is a darker
side to such cooperation: the cooptation of the
security agenda by extremists for economic
expediency. Human rights activists criticize
American and European support of countries like
China and Saudi Arabia whose systematic human
rights abuses and authoritarian political structure
are tolerated on account of energy stability and
economic interests. On the other hand, strategies

of economic isolation, including withholding

energy cooperation, do not seem to have the
desired impact either, as demonstrated by the
cases of Cuba and Iran.

of no

In short, the dominant

conditionality and negative conditionality appear

approaches

to undermine ideals or interests, or both. This

suggests exploring alternative strategies of
“positive conditionality,” employing economic
incentives and infrastructure connectivity—
particularly with pipelines—as a bargaining tool.
Accordingly, western investment would proceed
only after the recipient countries in question
meet commitments on any number of concerns,
including regional security as well as human

rights.

It is important to note that international donors and
western governments lose any leverage they might
have after pipeline construction is completed.
For example, the World Bank negotiated the
Chad-Cameroon pipeline project to ensure that
the government of Chad would not misuse the
revenues to purchase arms. The Bank, however,
did not anticipate the subsequent investment from
countries like China, which had little interest in
what Chad did with its revenue. After five years of
efforts, the Bank withdrew from the arrangement
in 2008 after Chad refused to comply with the
original terms. Once the infrastructure had been
built, the World Bank lost the ability to monitor
and enforce Chad’s compliance, particularly as
operational help was now available to Chad from
other sources.*!

Another example worth considering is U.S. policy
on Iran, which was relatively consistent across the
Clinton and Bush Administrations. Commenting
on the IPI pipeline project, Congressman Tom
Lantos, chairman of the House Foreign Affairs
Committee, argued that “India [would] pay a very
hefty price for its total disregard of U.S. concerns
vis-a-vis Iran.”#? Conservative think tanks, such
as the Heritage Foundation, called the project

39 For details of this account from an interview conducted by Nina Burleigh with Jean-Charles Brisard and Guillaume Dasquie, see Burleigh, “Bush,
Qil, and the Taliban,” Salon.com, February 8, 2002, <http://www.salon.com/news/politics/feature/2002/02/08/forbidden/index.html>.
40 Steve LeVine, The Oil and the Glory: The Pursuit of Empire and Fortune on the Caspian Sea (New York: Random House, 2007), 310.

41 See Pegg, “Can Policy Intervention Beat the Resource Curse?”
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an “unacceptable risk to regional security.”43
The legal basis for American opposition to any
investment via Iran is the Iran-Libya Sanctions
Act (ILSA), which threatens to place American
sanctions on any entity that invests over $20
million in Iran in one year. Consequently,
investment in Iran’s energy sector has diminished
considerably. By one 2007 estimate, Iran exports
2.34 million barrels of oil per day, about 300,000
barrels below its OPEC quota.44

These limitations not withstanding, Iran is
pursuing a proposal for a 140 km pipeline link,
which will pump just over 1 million cubic meters
a year (cm/y) of Iranian gas, potentially rising
to Sm cm/y, to neighboring Armenia, Turkey’s
avowed opponent in the region. Might this provide
an opportunity for Iran to play a mediating role
between Armenia and Turkey? Unfortunately, just
as with Iran, the power of positive linkages on
energy have eluded policymakers.

This can and will begin to change if pipelines
come to be viewed by the actors involved as
means, not ends, and as mechanisms rather than
rewards for cooperation. International institutions,
such as the Multilateral Investment Guarantee
Agency of the World Bank Group, and regional
institutions are capable of providing safeguards
and financial assurances to investors so that
broader goals of regional cooperation are realized.
Additionally, civil society organizations, such as
the Revenue Watch Institute can provide vigilance
and transparency through third-party audits
and ongoing monitoring of cash flows. There is
now increasing momentum for countries to sign
on to efforts such as the Extractive Industries
Transparency Initiative, initiated by the British
government and based in Norway, which requires
countries to verify and publish revenues from the
oil and gas sector.4>

42  David Temple, “The Iran-Pakistan-India Pipeline: The Intersection of Energy and Politics,” Research Paper, Institute of Peace and Conflict
Studies, April 2007,36.

43 Ariel Cohen, Lisa Curtis, and Owen Graham, “The Proposed Iran-Pakistan-India Gas Pipeline: An Unacceptable Risk to Regional Security,”
Analysis Paper no. 2139, Heritage Foundation, May 30, 2008.

44 Luft, “Iran-Pakistan-India Pipeline.”

45 For more on EITI, see http://eitransparency.org/eiti.



ProsPECTS FOR PROJECT REVIVAL

an “rational regionalism” be resurrected in
Cthe current geopolitical climate? The change
of administration in the United States suggests
that IPI’s renewal may be possible, though similar
hopes were expressed during Bush’s presidency.
During a rare visit to Islamabad in 2006, President
George W. Bush remarked that “our beef with
Iran is not the pipeline...our beef with Iran is
[that] they want to develop a nuclear weapon” and
suggested he “understands the need to get natural
While Iran-
U.S. relations have deteriorated, the economic

gas in the region, that’s fine.”40

imperative to work on the pipeline remains active.
Pakistan independently finalized plans to start
construction of the pipeline in March 2010 after
a final agreement on project initiation was signed
in Istanbul. China also indicated that it would
consider obtaining gas from Iran by linking itself
to the IPI pipeline.4’

There may, in fact, be ample room to incorporate
pipeline development in American efforts to
pressure Iran on nuclear weapons. The Clinton
Administration had developed a “national interest”
waiver (Section 9(c) of ILSA), which it used to
allow Total of France, Gazprom of Russia, and
Malaysia’s Petronas to sign a $2 billion contract
with Iran in 1998. Since then, another $11.5 billion
has been invested in Iran without action from the
United States. ILSA’s definition of “investment”
does not explicitly mention long-term oil or
gas purchases, or the building of energy transit
routes to or through Iran, as violations. The Act’s

definitions are purposefully vague, stating that
infrastructure projects will be deemed violations
only if they “directly and significantly contribute
to the enhancement of Iran’s ability to develop
petroleum reserves.”48

While the Iran Sanctions Act is unlikely to be
applied to the Iran-Pakistan-India pipeline, the
United States now has a clear preference for the
TAPI project since it would contribute to Afghan
development and reduce Russia’s domination of
gas sector transit. As Richard Boucher, former U.S.
assistant secretary of state for South and Central
Asian Affairs, explained in September 2007: “One
of our goals is to stabilize Afghanistan, so it can
become a conduit and a hub between South and
Central Asia so that energy can flow to the south...
and so that the countries of Central Asia are no
longer bottled up between two enormous powers
of China and Russia, but rather they have outlets
to the south as well as to the north and the east and
the west.”49

Security of supply has been considered a
major hindrance to pipeline projects. After the
intensification of guerilla activity in Afghanistan
in 2007 and 2008, this became a more salient
concern for TAPI. Nevertheless, prospects for
the project continue to hold promise. The TAPI
pipeline was a major point of discussion at a donor
meeting held on November 18-19, 2006 in New
Delhi. The conference’s final statement pledged:

46 “Bush U-turn on Iranian pipeline,” BBC News, March 4, 2006, <http://news.bbc.co.uk/2/hi/south_asia/4774312.stm>.
47 Stephen Blank, “China Hangs Fire on Iran-Pakistan Pipeline,” Asia Times, March 10, 2010 and Tom Wright, “Iran Pakistan Sign Pipeline Deal,”

Wall Street Journal, March 17, 2010.

48 The U.S. House of Representatives, Iran-Libya Sanctions Act of 1996, Section 5(a), HR3107.
49 John Foster, “A Pipeline through a Troubled Land: Afghanistan, Canada, and the New Great Energy Game,” Canadian Centre for Policy Alternatives,

no. 1, June 19, 2008, 2.
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“Countries and organizations will assist
Afghanistan to become an energy bridge in the
region and to develop regional trade through
supporting initiatives in bilateral/multilateral
cross-border energy projects...Work will be
accelerated on [the] Turkmenistan-Afghanistan-
Pakistan-India gas pipeline to develop a technically

and commercially viable project.”50

If pipeline construction goes ahead, it could
become Afghanistan’s largest ever development
project. According to the Interim National
Development Strategy for Afghanistan of 2005,
transit revenue could amount to nearly half of
the Afghan government’s domestic revenue.
Encouragingly, India officially joined the TAPI
consortium in 2008 and the Asian Development
Bank expressed strong interest in supporting
the construction of the pipeline if economic and
security arrangements are worked out by the

consortium.!

On TAPI as well as IPI, a number of concerns
remain, including the potential that Pakistan
may use its transit portion of the pipeline as
blackmail against India. The risk, however, has
been minimized by India’s ability to convince the
source countries that they will only be paid for the
gas that India receives, not for what is pumped.
R.K. Pachauri, one of the earliest proponents of
the two pipeline projects, has argued for other
innovative means of ensuring supply: “The gas
pipeline contract could be made far more secure
for India by building comprehensive provisions
for supply of petroleum products and power to
Pakistan. In other words, the contract could be
structured in a manner that makes any disruption
in supply expensive and strategically infeasible
to Pakistan.”>? Pakistan stands to earn several
hundred million dollars in transit fees and thus has
extremely strong incentives to maintain the flow
of gas.

50 Ibid., 6.

An additional obstacle to TAPI and IPI is the
opposition of Balochi separatist leaders who fear
the pipeline may lead to further militarization
of the area. Indian politicians, particularly those
from the Bharatiya Janata Party (BJP), have
traditionally had strong ties to Balochi separatists
and tended to amplify the latter’s concerns. At the
same time, it is becoming increasingly evident
that the Baloch would be willing to consider the
pipeline as a point of negotiation for increasing
their share of gas royalties and meeting some other
longstanding demands. In 2006, for example,
the Balochistan assembly unanimously passed a
resolution seeking royalties for IPI, a place at the
negotiation table, 100 percent local employment,
and free gas for adjacent communities. While
these conditions are unlikely to be acceptable
to the Pakistani government, the passage of the
resolution suggests the contours of a deal that
would address Balochi demands.53

The very fact of a Balochi insurgency may also
provide some unusual incentives for Pakistani
cooperation on pipelines. As energy analyst David
Temple notes, “Pakistan’s suspicion of Indian
and possibly Iranian incitement in Balochistan
furthers Pakistan’s interest in the IPI since the
pipeline would give both India and Iran a stake in
Baloch stability.”5* There are already examples
of Iranian-Pakistani coordination on Balochi
concerns, such as when Pakistan apprehended
Iranian Baloch militant Abdulhamid Rigi and
turned him over to Iran in June 2008. Terrorism
analyst Chris Zambelis pointed out that “the
politics of energy pipelines [help] foster closer
cooperation between Iran and Pakistan in
suppressing Balochi nationalism.”>>

In short, the wide-ranging interplay between
energy and security concerns can help move
governments and investors alike toward a broader
vision for the role of pipelines in promoting

51 Jennifer Lopresto, second secretary, U.S. Embassy in Ashgabat, Turkmenistan, e-mail correspondence, April 7, 2009. The Asian Development
Bank has declined to provide any specific commentary on this project, stating only that it is under consideration.
52 R. K. Pachauri, “Not all hot air: Indo-Pak peace in the pipeline,” Times of India, February 5, 2004.

53 Rahil Yasin, e-mail correspondence, July 29, 2009.
54 Temple, “The Iran-Pakistan-India Pipeline,” 4.

55 Chris Zambelis, “Balochi nationalists intensify violent rebellion in Iran,” Terrorism Monitor 7, no. 3, February 9, 2009.



cooperation and resolving regional disputes.
Bringing environmental issues into this evolving
framework adds another important, though often
neglected, dimension to pipeline construction and
routing. Robert Goodland, formerly of the World
Bank, notes that “the practice of routing a pipeline
through a friendly country, rather than selecting
a shorter and lower impact route through a less
friendly one should be addressed.”>® His concern
is that making the route subservient to geopolitics
can have an adverse environmental impact. Thus,
choosing short pipeline routes, even if they
involve more difficult negotiations, may be worth
the trouble.

As such, the harmonization of environmental
standards across regions may make pipeline
routing more efficient and, by crossing through
otherwise hostile states, induce them to at least
consider cooperation with each other.

56 Robert Goodland, “Oil and Gas Pipelines: Social and Environmental Impact Assessment,” paper presented at the International Association of

Impact Assessment, Fargo, ND, 2007, 160.
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TowARD AN INTERNATIONAL REGIME FoR PIPELINES?

here is currently no internationally binding
Tsystem for energy planning. International
agreements on nuclear energy and organizations
that monitor nuclear safety and security standards,
such as the International Atomic Energy Agency,
are the closest we have come to a structured
regime for energy. However, momentum has been
building toward an integrated program for global
energy governance under the auspices of the
Energy Charter, a framework agreement signed by
51 countries that addresses issues from taxation to
technical coordination of transboundary projects.

The agreement, which traces its roots to the break-
up of the Soviet Union and the need for energy
planning among the new Eurasian states, fills an
important void in pricing structures for energy
transport. Pricing arrangements for pipelines—
up until now completely ad hoc—deserve a clear
formula so that agreements can be more efficiently
reached. For example, Georgia is currently being
paid roughly twice as much, on a per-kilometer
basis, as its neighbors Azerbaijan and Turkey,
based on negotiations for the BTC pipeline.
While this may be appropriate as an incentive
for development, having clear Energy Charter
guidelines under which higher transit fees would
be paid can help in framing and facilitating future
negotiations.

Pipelines are a significant area of interest for the
Energy Charter. In a meeting held in Ashgabat,
Turkmenistan in April 2009, Andre Mernier, the
secretary general of the Energy Charter Secretariat,
noted that:

57 Andre Mernier speech on April 24, 2009, <www.energycharter.org>.

“[The] growing importance [of energy transit] is
based upon increasing energy interdependence
in the context of rising pressure on world energy
supplies. Given the global distribution of energy
resources, current technologies and projections of
demand, the priority for policymakers should be on
how to manage interdependence and supply most
effectively; on creating functioning and balanced
international frameworks that can mitigate the

associated risks.”>7

The Energy Charter is in the process of developing
a Transit protocol which would be the first
international legal regime of its kind to apply to
pipelines.

The most recent guidelines to the charter note
that “under the Treaty, measures to facilitate
transit are to be taken without distinction as to
origin, destination or ownership of energy, or
discrimination as to pricing, and without imposing
any unreasonable delays, restrictions or charges.
This means that countries may not refuse transit,
or refuse to agree to the construction of a new
pipeline or network capacity, solely on the basis
of the origin, destination or ownership of the

energy.”>8

In addition to the Energy Charter, gas exporting
countries have formed a forum of their own —
known as the Gas Exporting Countries Forum
(GECF)—to consider greater collaboration. It held
its first ministerial meeting in Tehran in 2001 and
was initially seen as analogous to the Organization
of the Petroleum Exporting Countries (OPEC).%?

Unlike OPEC, however, the forum appears

58 Jonathon Elkind, “Economic Implications of the Baku-Tbilisi-Ceyhan Pipeline,” in The Baku-Tbilisi Ceyhan Pipeline: Oil Window to the West, ed.
Svante. E. Cornell and S. Frederick Starr (Washington: Central Asia-Caucasus Institute & Silk Road Studies Program, 2005), 49-60.



interested in inviting consuming countries to
consider issues of transit and efficient resource
utilization.

The Caspian Sea provides an interesting example
of how international law can be applied in the
context of cooperation on oil and gas ventures and
how such governance systems can evolve. The
United Nations Convention on the Law of the Sea
(UNCLOS) provides that a state may claim a 12
nautical-mile (nm) territorial sea and a 200 nm
exclusive economic zone (EEZ). Since the Caspian
Sea is not wide enough to allow for the full extent
of 200 nm EEZs for states on both coasts, a number
of legal questions have come up. If the Caspian
Sea is classified as a “sea,” then UNCLOS is
applicable but if it is classified as a lake, then it is
not applicable, thus excluding it from international
rules governing oceans. Russia’s initial position,
voiced at the United Nations General Assembly
in 1994, was that international ocean law is
inapplicable since the Caspian is landlocked and
has no exit to maritime regions. This suggests that
there can be no unilateral claims to areas of the
Caspian and that the entire sea is a joint venture
commons.

The implication is that any activity that utilizes
the seabed of one country encroaches upon the
interests of bordering countries. Russia moderated
its position in 1996 by proposing the establishment
of a 45 nm EEZ for all littoral states with joint
ownership beyond the 45nm limit. Azerbaijan took
exception to Russia, claiming that the Caspian Sea
falls within the jurisdiction of UNCLOS whereby a
median line is drawn from the shores, with coastal
states having full sovereignty in their respective
sectors. Kazakhstan joined Azerbaijan in adopting
the median line principle and, by 2001, Russia was
won over to this approach. In a remarkable show
of cooperation, the three countries agreed to divide
the seafloor into zones between corresponding
neighboring and oppositely located states.

Turkmenistan agrees with the basic premise of
this approach but not its method, claiming that
the application of a median line does not take into
account the peculiarities of the shore line. Iran,
meanwhile, has suggested dividing the Caspian
into five equal areas with each state having
sovereignty over 20 percent of the seabed resources
and water.®0 As gas development in the region
accelerates, rights to gas reserves and governance
of pipelines will need further refinement.

With this in mind, it is important to consider the
role of transboundary pipelines in bringing states
to the negotiating table to consider voluntary
agreements on good governance strategies.
Under the Extractive Industries Transparency
Initiative, Azerbaijan became the first country to
receive certification in 2009. With more countries
acquiring certification in the coming years,
regional and international energy regimes will
become more of a reality, providing additional
sets of incentives for joint cooperation on energy

supply and security.

59 Regular members of the GECF include Algeria, Nigeria, Libya, Egypt, Trinidad and Tobago, Venezuela, Russia, Iran, Qatar, Oman, the United

Arab Emirates, Brunei, Malaysia, Indonesia, and Norway (observer).

60 Philip D. Rabinowitz, et al., “Geology, Oil and Gas Potential, Pipelines and the Geopolitics of the Caspian Sea Region,” Ocean Development and

International Law, January 2004, 35.
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RECOMMENDATIONS AND CONCLUSION

r I Yhe following are policy recommendations for
the international community, as well as for
gas-producing countries.

RECOMMENDATIONS FOR THE INTERNATI-
ONAL COMMUNITY

From extraction to transportation to consumption,
the oil and gas sector encompasses strategic
government interests as well as private sector
involvement. With the nearly universal reliance
of countries on oil and gas to meet energy needs,
the international community has a strategic
interest in a policy outlook that integrates energy
transit—in particular pipeline development—as
part of a broader framework for economic and
security cooperation. This suggests that there are
potential win-win opportunities for countries, at
the point of both supply and demand, in ensuring
the distribution system for oil and gas has positive
impacts in maintaining regional security and
boosting cooperation. Pipelines are an important
conduit for such outcomes, and the international
community, particularly major powers like the
United States, should consider the following
recommendations to realize the cooperative
potential of pipelines:

* International donors should give priority
to pipeline projects and routes that have
potential to spur cooperation, particularly in
the gas sector. Since the development agenda
is increasingly driven by regional peace-
building, as in the cases of Afghanistan and
Iraq, the potential linkages between energy
infrastructure and peace-building demand
attention.

+ Efforts by the Energy Charter Secretariat
to develop an international legal regime

applicable to pipelines, known as the Transit
Protocol, deserve to be supported. In particular,
the dispute resolution mechanism established
under the Energy Charter should be developed
to facilitate the routing of pipelines that run
into disputes over fees and planning logistics.
The Energy Charter—the closest thing there
is to a global governance system for energy—
provides an important venue for channeling
pipeline development efforts toward economic
and security cooperation and peace-building.

* Regional development organizations such as
ASEAN and the GCC should consider pipeline
projects as a facilitative tool toward meeting
their regional cooperation targets and set up
working groups to develop such projects over
long-term planning horizons of 10-20 years.

More, however, can be done to harness the full
potential of energy transport. There needs to be
an evolution in how the international community
views pipelines—not just as the technical means
for transit, but as the infrastructure of interstate
cooperation, and even a driver of development in
the areas that need it most. Proper leadership from
the international community and a confluence
of economic and political incentives will prove
become

instrumental in ensuring pipelines

conduits of peace-building.

RECOMMENDATIONS FOR GAS-PRODUCING
COUNTRIES

Given that the global distribution of gas is
concentrated in a few countries, the choices these
countries make will be of great global significance.
In this context, gas-producing countries should
consider the following recommendations:



* Incorporate gas in long-term portfolios,

particularly in the transportation sector
but also for basic power generation. Often,
the infrastructure needed to produce,
distribute, and use energy is developed
over not years but decades. Accordingly, a
commitment to pipeline development should
be institutionalized at a high level to ensure

policy durability.

* Diversify gas transport. Given geopolitical

uncertainty, countries should diversify
transport mechanisms for gas delivery in

order to absorb risk.

*  Focusonfixedinfrastructure. The “permanent”
infrastructure of pipelines brings positive
spillover effects, creating lasting incentives
for cooperation on broader economic and
security concerns.

*  Explore and establish partnerships with
international ~ development  banks  for
financing. The World Bank’s Multilateral
Investment Guarantee Agency, for example,
is designed to insure higher risk projects. The
Oil, Gas, Mining, and Chemicals Department,
situated in both the public and private
sector arms of the Bank, has demonstrated a
strong commitment to supporting integrative
development projects.

* Account for environmental impacts. In

determining the true cost of a project, an

environmental impact assessment should be
conducted, particularly since environmental
impact costs can be more significant for
pipelines compared to other transport options.

Ecological disruption can lead to localized

conflicts that need to be addressed before

a project is implemented. Furthermore,

surrounding ecosystems provide important
social welfare functions that should be
accounted for in any cost-benefit analysis to
ensure lasting success.

These policy recommendations suggest that gas
producing countries need to be more integrative
in their decision-making process by considering
factors such as international trade impacts,
environmental concerns, and security.

BEYOND TRACK II

As policymakers consider the role of pipelines in
conflict resolution, there will be a temptation to
relegate pipelines to minor confidence-building
measures between states. Pipelines could end up in
the same situation as transboundary water projects,
whose cooperative impact has unfortunately
remained limited. While such projects, such as
the India-Pakistan Indus Waters may help prevent
full-scale conflict and provide a safety valve for
political engagement, they have not generally
led to more substantive rapprochement due to
unwillingness to embed water security within a
broader security framework.6! Similarly, if the
linkages fail to be made in the case of pipelines,
their cooperative potential will be squandered.

Political will has so far been lacking. Initiatives
such as the Iran-Pakistan-India and Turkmenistan-
Afghanistan-Pakistan-India pipeline projects are
often dismissed by the defense establishment as
limited Track II efforts rather than being seen as
essential components of regional security. One
such Track II effort, spearheaded by The Balusa
Group, attempted to use the negotiation process
over IPI as one of their core exemplary projects
of Indo-Pak cooperation.®2 Despite their efforts
to reframe the pipeline project as one of mutual
strategic benefit, both countries viewed the effort

61 See Saleem H.Ali, “Water Politics in South Asia: Transitioning from technocratic cooperation to lasting security,” Journal of International Affairs

61,no. 2,2008.

62 The Balusa Group was founded in 1995 by Shirin Tahir-Kheli, a Johns Hopkins University professor who served in a number of senior governmental
posts in President George W. Bush’s first and second administrations, and her brother, Toufiq Siddiqi, an environmental and energy expert based in
Hawaii. The project received support from the UNDP and the Rockefeller Foundation. The name of the group comes from two adjoining border
villages in the Indian and Pakistani sides of their respective provinces of Punjab. Author’s interview with Shirin Tahir Kheli and Toufiq Siddiqi, April

16, 2009.

63 Siddiqi, “India and Pakistan: Pipe Dream or Pipeline of Peace,” 38.
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with suspicion. As the co-founder of the Balusa
Group noted, “even as leaders in one state often
warm to the possibility of the pipeline, leaders in
the other balk. The pipeline is frequently viewed
not in ‘win-win’ terms but in ‘win-lose’ terms.”®3
Until policymakers begin to integrate energy
transit and infrastructure in regional security
efforts, pipeline development is likely to have a
limited impact on conflict resolution.

The time is ripe for an integrative approach to
energy transit and regional security, particularly
as a number of contested pipeline projects are
nearing completion. The Iran-Pakistan-India
pipeline may be the first to come to fruition. The
engineering unit of Iran’s Islamic Revolutionary
Guard, the Khatam-ol-Anbia, has already built
the Igat-7 link, transporting gas from Assaluyeh
to Iranshahr, which would then be extended to
Pakistan. This portion of the pipeline is likely
to improve relations between Iran and Pakistan,
and, in the process, may provide an opportunity
for improving U.S.-Iranian relations. When asked
about the prospect of U.S. support of such projects,
Ahmed Rashid, who first brought the geopolitics of
Central Asian pipelines to the world’s attention in
his landmark book The Taliban, noted that “energy
shortage is one of the crises that are spurring the
Taliban... U.S. support for a broad energy policy
involving pipelines for the entire region, including
Iran, is desperately needed.”®4

In a 1997 speech, Strobe Talbott, then the U.S.
Deputy Secretary of State and currently President
of the Brookings Institution, stated that while it has
been “fashionable to proclaim or at least to predict
a replay of the ‘Great Game’ in the Caucasus and
Central Asia...Our goal is to avoid and to actively
discourage that atavistic outcome. The Great
Game, which starred Kipling’s Kim and Fraser’s
Flashman, was very much of the zero-sum variety.
What we want to help bring about is just the
opposite; we want to see all responsible players
in the Caucasus and Central Asia be winners.”%>

64 Author’s interview with Ahmed Rashid, April 27, 2009.

Talbott’s statement from over a decade ago reflects
the kind of “rational regionalism” this paper has
argued for. While they have yet to play the role they
are clearly capable of in South and Central Asia,
the role of pipelines as engines of cooperation and
conflict resolution remains promising and demands
greater attention from scholars of international
relations and policymakers alike. As numerous
cases outlined in this paper suggest, pipelines
have played an important role in, quite literally,
bridging differences between states. They have
not, however, been a sufficient factor in and of
themselves in catalyzing cooperation to the extent
of resolving some of the more intractable conflicts
between states. Political will and leadership—
coupled with economic and political incentives
from the international community—will be
critical in expanding the cooperative possibilities
that pipelines have, so far, only hinted at.

65 Strobe Talbott, speech at the School of Advanced International Studies, Johns Hopkins University, Washington, DC, July 1997.
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APPENDIX 1

THE SOUTH ASIAN PIPELINE
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APPENDIX 2

ARABIAN & ANATOLIAN
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APPENDIX 3 Y sale
PiPELINE PROJECT FROM T g &‘f B
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