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Summary

The United States has important but not vital interests in the South Caucasus,
which include preserving regional stability; preventing the resumption of fro-
zen conflicts; and supporting democratic change and better governance as well
as the international integration of Armenia, Azerbaijan, and Georgia. Recent
events—the breakdown of the post—Cold War European security order,
changing global energy markets, instability to the region’s south, a new U.S.
administration, and the European Union’s (EU) internal challenges—call for

sustained U.S. engagement to advance those interests.

U.S. Engagement in the South Caucasus

*  Opver the past twenty-five years, U.S. involvement in the South Caucasus
has helped produce important positive changes in the region, particu-
larly in Georgia. However, some U.S.-supported initiatives proved too
ambitious because they underestimated the challenges facing the South

Caucasus states and lacked adequate resources.

* U.S. policy will continue to face limited resources and challenging condi-
tions in the region. Washington should stay engaged to help the South
Caucasus states tackle their internal challenges. But U.S. policy in the
region cannot change its environment, and will have to contend with

Russia’s dominant position and its opposition to U.S. engagement there.

¢ The United States cannot retreat from the South Caucasus. But success
will depend on a careful balancing of U.S. commitments and resources,
as well as a clear appreciation of the limits on U.S. capacity to promote

transformational change.

A Long-Term U.S. Approach

A more sustainable policy toward the region should be based on five
guiding principles:

Prioritize conflict prevention. Keeping any one of the region’s frozen con-
flicts from escalating into hostilities should remain the top priority for U.S.
policy toward the South Caucasus.

Proceed cautiously in promoting U.S. values. The United States should
support democratic change; however, a single regional approach is unlikely
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to be effective given the different trajectories of the South Caucasus states.
Tailored, country-specific approaches to achieve incremental progress offer the

best prospect for success.

Keep expectations modest. The United States is at a serious geopolitical dis-
advantage in the region vis-a-vis Russia. Washington should not promise sup-
port to counterbalance Moscow that it cannot deliver. This is especially the

case with Georgia and its aspirations for NATO membership.

Make room for the EU. Economic development, rule of law, and other domes-
tic reforms should remain priorities for U.S. engagement, but Washington
should coordinate its efforts with the EU.

Be realistic about energy potential. The significance of Caspian Sea energy
resources for the region in the past has created unrealistic expectations, which

are important to keep in check.



Introduction

U.S. policy toward the states of the South Caucasus—Armenia, Azerbaijan,
and Georgia—has gone through several phases over the past quarter century.
At each phase, U.S. policy set out ambitious goals, and each time the accom-
plishments fell short of initial expectations. The region has become increasingly
complex, due to a confluence of recent events. These include the breakdown of
the post—Cold War European security order in the wake of Russian President
Vladimir Putin’s annexation of Crimea, changing energy markets, growing
instability in the Middle East to the region’s south, the new administration
in Washington, and the European Union’s (EU) internal challenges, to name
just a few. This changing landscape calls for reassessing U.S. policy toward the
South Caucasus. Formulating such an approach requires an analytical review
of U.S. experience in the South Caucasus, an assessment of key successes as
well as shortcomings, and recommendations for U.S. policy toward the region
going forward.

The sudden breakup of the Soviet Union made the United States confront
three countries that were entirely new to U.S. foreign policy. It’s not that the
three newly independent states moved up in importance on the foreign policy
agenda of the United States—they simply appeared as if out of nowhere. The

United States and the three new states were ill-prepared for what followed.

For Washington, the end of the Cold War and the demise
of communism opened new opportunities for expanding
the reach of peace, democracy, and capitalism. Yet, it was
hardly ready to confront the difficult reality of post-Soviet
transitions in war-torn Armenia, Azerbaijan, and Georgia.

The unraveling and eventual breakup of the Soviet Union

The sudden breakup of the Soviet Union made
the United States confront three countries
that were entirely new to U.S. foreign policy.

paved the way in the South Caucasus for nationalist agen-
das, ethnic conflicts, and interstate rivalries rather than peace, markets, and
democracy. Before reforms could be launched, U.S. policymakers first had to
help stop the fighting that was raging throughout the South Caucasus. Once
that task was accomplished by the mid-1990s, Washington and the three states
in the region could finally turn to the task of reconstruction. Again, U.S. pol-
icy was guided by big aspirations and generated equally big expectations. By
the turn of the century, some of these goals had been realized, but the end
result once again fell short of promises and expectations, as local customs and

difficult legacies prevailed over the best of intentions.
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The next phase in U.S. policy was given impetus by the 2003 Rose Revolution
in Georgia, which rekindled hopes for democratic renewal as well as for new
opportunities to expand the reach of Western institutions further east. Georgia
accomplished a great deal in its internal transformation, but the rest of the
region did not follow in its footsteps. Moreover, Georgia’s own accomplish-
ments fell short of its own and U.S policymakers” ambitions and expectations.
The 2008 war between Georgia and Russia effectively halted the expansion of
Western institutions into the South Caucasus and also sent sharp warnings to
Georgia’s neighbors of the lengths Russia would go to in order to preserve its
perceived interests.

Since then, U.S. policy has proceeded along a path of carefully calibrated
engagement with the region. The same declaratory policy of democratic
renewal and integration with the West is still on the books, but expectations
are clearly diminished—particularly as Armenia, Azerbaijan, and Georgia
have proceeded along different paths. Armenia has maintained its “partly free”
designation from Freedom House, while pursuing a carefully calibrated course
of engagement with both Russia and the West. Azerbaijan has grown increas-
ingly authoritarian and distant from its Western partners. Georgia has contin-
ued to consolidate democratic reforms at home and pursue closer ties with the
West in its foreign policy.

The new U.S. administration has yet to formulate its own policy toward
the South Caucasus. It may choose to continue along the current path, guided
largely by inertia and responding to developments in the region as they hap-
pen. Or it may decide to chart its own approach to the region. Either way,
those in charge of devising it would be well advised to take full measure of the
region’s complexity, its diversity, its changing geopolitical environment, the
United States” and its allies” interests there, and the lessons of the first quarter

century of U.S. policymaking in the South Caucasus.

Three New Countries, Three New Wars

No region of the former Soviet Union has seen more turmoil than the South

Caucasus. With three frozen conflicts—in Nagorno-Karabakh, Abkhazia, and

South Ossetia—and the ever-present possibility of renewed fighting across the

fragile ceasefire lines, the region is likely to remain tense

EEEm—_ . volatile for the foreseeable future. The presence of these
Frozen conflicts ... are the most salient feature frozen conflicts since the earliest days of the region’s inde-

of the entire South Caucasus security landscape. pendence, and in some instances even before the Soviet

Union broke up, is the most salient feature of the entire

Am———=,. s th Caucasus security landscape. It is also the defining
feature of each of the three states’” political, economic, and security environ-

ments. The fact that each is locked in an open-ended military standoff with

no prospect of peaceful resolution in the near future also contributes to the



Eugene Rumer, Richard Sokolsky, and Paul Stronski

perception that the entire region is frozen in time. That, however, is not the
case. The 2016 Four-Day War between Armenia and Azerbaijan—the bloodi-
est confrontation the two countries have seen since the 1994 ceasefire—high-
lights that these conflicts are anything but frozen.

By the time the Soviet Union fell apart in 1991, war had already broken
out in the South Caucasus. The longest-running conflict in the territory of
the former Soviet Union—Dbetween Armenia and Azerbaijan over the enclave
of Nagorno-Karabakh—erupted as Moscow’s grip on the region gradually
loosened in the late 1980s. But Nagorno-Karabakh was
not the only conflict that broke out with the easing of

Soviet-era political and security restraints. It seemed the In every union republic, leaders draped
entire Caucasus region had exploded with long—bottled up themselves in nationalist banners and

destructive energies. pursued their own agendas of national
liberation from Moscow's control.

The relaxation of ideological and political restrictions
during former Soviet leader Mikhail Gorbachev’s glasnost
campaign had led to a fundamental reassessment of the
Soviet experience and a rewriting of the entire Soviet-era historical record, as
well as the exploration of cultural, ethnic, and religious roots. In every union
republic, leaders draped themselves in nationalist banners and pursued their
own agendas of national liberation from Moscow’s control. But throughout
the Caucasus, with its patchwork quilt of ethnic groups, arbitrarily drawn and
redrawn boundaries, and long legacy of resistance to Russian rule, national lib-
eration slogans created fault lines between republic leaders and small autono-
mous regions and ethnic groups within these republics.

Waves of nationalism swept over the entire Caucasus, along with a host of
historical grievances that the Soviet system had mostly suppressed, but not
resolved. When ethnic groups aired their grievances in the 1950s, 1960s, or
1970s, Moscow tightened its grip and cracked down. That did not happen dur-
ing the Gorbachev era. The national revival and the freer political atmosphere
of that period made possible the rise of new nationalist leaders throughout the
region. On those occasions when Moscow tried to intervene, its attempts to
suppress these nationalist revivals were crude and even counterproductive, and
only led to more unrest.

Early Conflicts in the South Caucasus States

Armenia was the first troublemaker. From the 1960s onward, the Soviet gov-
ernment had tolerated and occasionally even encouraged Armenian grievances
against Turkey. But, in the increasingly permissive atmosphere of glasnost,
Armenia’s intellectual and political elites turned their attention to the fate of
the Armenian population in Nagorno-Karabakh, an autonomous territory with
a predominantly Armenian population within Azerbaijan. Leading Armenian

voices charged that the Armenians there were victims of persecution at the

7
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hands of Azerbaijani authorities, and they called for Nagorno-Karabakh to be
liberated and reunified with Armenia proper. The political campaign quickly
escalated into an armed conflict with Azerbaijan by the end of the 1980s.

Azerbaijan experienced a cultural and nationalist revival during this period
too. In addition to the nationalist tide engulfing the republic, its domestic
politics were energized by the imperative to push back at Armenian claims
and preserve Nagorno-Karabakh as a part of Soviet Azerbaijan. The Armenian
territorial claim represented a twin challenge to Azerbaijan—it threatened its
territorial integrity and its reemerging sense of national identity and pride.
Cultural elites in both countries dove deeply into history with both sides try-
ing to delegitimize each other’s claim to the territory and construct a narrative
to support its own. The rise of conflicting nationalist visions fueled an action-
reaction dynamic, with Azerbaijan holding firm in its resolve to protect its
territorial integrity and Armenia fearing for its ethnic kin in this atmosphere,
and thereby pushing even harder to seize Nagorno-Karabakh.

Georgia too found itself caught up in a nationalist revival. A major turn-
ing point was the brutal suppression of a peaceful demonstration in Tbilisi by
Soviet paratroopers, which resulted in a number of fatalities. Georgia’s grief,
indignation, and pride energized an even more fervent nationalist movement.
This in turn triggered a backlash in small, non-ethnically Georgian enclaves,
where the revival of Georgian nationalism was feared because it was perceived
as a threat to the national identities of Georgia’s smaller ethnic groups. This sen-
timent was encouraged by Moscow, which was desperately trying to stem the
nationalist tide and keep the empire from unraveling. No doubt, some of these
frozen conflicts bore visible signs of Russian attempts to hold on to its crum-
bling empire. However, they had deeper roots, echoing the warning of then
U.S. president George H.W. Bush about the perilous effects of nationalism.'

The frozen conflicts—in Abkhazia, Nagorno-Karabakh, and South
Ossetia—are the enduring legacy of that turbulent era. None of these conflicts
has the slightest hope of being resolved in the foreseeable future. Their unfreez-

ing is likely to produce only more violence, grief, deaths, and suffering.

The Limited Role of Other Regional Actors

The early years of independence in the South Caucasus were marked by turmoil
and fears that the conflicts engulfing the region would continue indefinitely.
The surrounding geopolitical context offered little hope for relief. In fact, the
early post-Soviet period left the new states of the South Caucasus in a vacuum,
without a strong and continuous stabilizing presence to assist them in their
difficult transitions. Due to their own unique and complex reasons, none of
the major powers with a potential stake in the region was in a position to help.
Ill-prepared to face the challenges of transition, the South Caucasus region was
nonetheless left to chart largely its own course—a situation compounded by the

equally ill-prepared condition of its potential partners to engage in the region.
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At this time, Russia was struggling with the challenge of its own post-Soviet
transition: a seemingly endless succession of domestic political and economic
upheavals, the consequences of losing its empire, and its shrinking presence
on the world stage. Russia’s own tenuous hold on its restive North Caucasus
provinces was an additional source of concern and insecurity for the entire
Caucasus region.

The two other neighboring countries and former contenders for hegemony
in the Caucasus—Iran and Turkey—were likewise in no position to exert a
stabilizing influence in the region. Iran was still recovering from its nearly
decade-long war with Iraq and was ill-equipped either to project its influence
to a region from which it had been cut off during the Soviet era, or to offer
much-needed economic assistance. After all, the conflict-torn Caucasus was
struggling to overcome the economic shock of the Soviet
Union’s breakup, and was not an attractive trading partner.

If anything, it was a likely competitor seeking to develop

its own energy resources and transportation infrastructure. of the South Caucasusina vacuum, without

9

The early post-Soviet period left the new states

Moreover, with its substantial ethnic Azeri minority,> g strong and continuous Stab|||z|ng presence

Iran saw the emergence of an independent Azeri state
on its northern border as a development to watch warily
and not worth antagonizing Russia over, just in case it
had lingering imperial ambitions. Iran’s relationship with Russia was becom-
ing too important to risk over the South Caucasus, as Tehran was coming
under increasing pressure from the United States and its allies suspicious of its
nuclear ambitions. From the standpoint of Armenia, Azerbaijan, and Georgia,
the pressure from the United States and the international community to iso-
late Iran made it a problematic partner. Their friendship with Iran could get
in the way of better ties with the United States, the sole remaining global
superpower and a source of much-needed aid and reassurance in the turbulent
post-Soviet environment.

Turkey too was hardly in a position to stabilize and project its influence in
the South Caucasus, even if it had wanted to pursue an ambitious geopolitical
agenda there. Its own economic circumstances made it an unlikely source of
assistance to the economies of the region.” Moreover, Turkey’s own geopolitical
orientation during the 1990s was fixed on Europe, driven by Ankara’s aspira-
tions for European integration. Although the South Caucasus was an impor-
tant frontier in security terms, and while it held a certain degree of historical
and ethnic nostalgia, it was hardly a region rich in opportunities for advancing
Turkey’s economic or political modernization.

Turkey’s ties with the three South Caucasus countries were an additional
complicating factor. Its relationship with newly independent Armenia was
severely hampered by the legacy of the Armenian massacres early in the twen-
tieth century and Turkey’s rejection of Armenia’s claim that it was a genocide;
there was also the conflict in Nagorno-Karabakh, during which Turkey, siding

to assist them in their difficult transitions.
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firmly with its ethnic Azeri kin, had closed its border with Armenia. Turkish-
Georgian relations, while benign on the surface and reinforced by residual
shared suspicions of Russian intentions, were hardly trouble free. Turkey, with
its large Caucasus diaspora, maintained ties with the Georgian breakaway
region of Abkhazia and near-breakaway territory of Ajara on its border; the
latter’s longtime ruler, Aslan Abashidze, had barely recognized Thbilisi’s sover-

eignty and threatened to secede from Georgia.

The Early Role of Western Actors

Europe and the United States remained distant—even if well-inclined—part-
ners to the South Caucasus. Both were preoccupied with opportunities and
challenges elsewhere. The EU was then still a very new entity, only beginning
to tackle the tasks of formulating a common foreign and security policy and

U.S. policymakers proceeded to shape an
approach to Armenia, Azerbaijan, and Georgia
derived from the same set of principles they
applied to other parts of the former Soviet Union.

a strategy for engaging its neighbors. That left the United
States in the driver’s seat, steering the foreign and security
policy of the entire transatlantic community.

Yet throughout the 1990s, the United States was focused
on more significant geopolitical developments elsewhere—
the conflicts in the Balkans, the post-Soviet transition of

Russia and the fate of the Soviet Union’s nuclear arsenal,

and the rise of China. The South Caucasus certainly mat-
tered to Washington, but largely, if not mostly, as a derivative of those bigger
geopolitical developments, chiefly Russia’s post-Soviet transition. The underly-
ing, and sometimes openly stated, assumption of U.S. policy at the time was
that if Russia’s transition were successful, those of its former satellites states
would also have greater prospects for success; conversely, if Russia’s transition

failed, there would be little hope for the successful transitions of its neighbors.*

U.S. Policy—An Uncertain Beginning

It is hardly a secret that U.S. and European policymakers had neither expected
nor prepared for the swift breakup of the Soviet Union. It had caught all by
surprise and left little time for Western governments to develop blueprints
for engaging with the far-flung and diverse regions of the vast former empire.
With the focus of U.S. policymakers first and foremost on securing the nuclear
arsenal of the Soviet Union scattered across many newly independent states,
Armenia, Azerbaijan, and Georgia did not merit the same degree of immediate
attention, since none of them had nuclear weapons deployed in their territory.

Nonetheless, U.S. policymakers proceeded to shape an approach to Armenia,
Azerbaijan, and Georgia derived from the same set of principles they applied
to other parts of the former Soviet Union. This consisted of recognizing and

encouraging other countries, especially Russia, to respect the sovereignty and
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independence of the three states and supporting their declared desire to make
the economic and political reforms necessary to transition to inclusive political
systems and market economies. Over time, however, the goals of these efforts
shifted in response to events on the ground and elsewhere in the world. The
United States and other members of the international community undertook
efforts first to curb the various conflicts in the South Caucasus, then to foster
oil-fueled economic growth in the region. Later, their attention shifted to gar-
nering regional support for the U.S.-led global counterterrorism coalition and
supporting domestic reform efforts in Georgia.

Job One—Stop the Fighting

The South Caucasus stood out in the post-Soviet landscape because it was
engulfed in three active conflicts simultaneously: Nagorno-Karabakh,
Abkhazia, and South Ossetia. The top priority for U.S. policymakers was not
democratization or market reform but rather stopping the fighting, providing
humanitarian relief for many thousands of refugees, and bringing a measure of
stability to the region. The survival of the three South Caucasus states could not
be taken for granted at that time. Stopping the fighting was job number one.
Beyond that, the novelty of the situation raised the question of U.S. inter-
ests in the region. While none of these new states had a history of relations
with the United States, all three potentially had special claims on its atten-
tion. Georgia’s then president, Eduard Shevardnadze, had served previously as
Gorbachev’s foreign minister and played a pivotal role in the peaceful settle-
ment of the Cold War. He was widely recognized in the United States as an
elder statesman and almost an iconic figure. Armenia too had a special claim
on U.S. attention and affection. The large, active, and
well-organized Armenian-American community has long

been an important actor in U.S. domestic politics, and the

Azerbaijan had oil. The birthplace of the global oil indus-
try, the country sat atop important oil reserves. Lacking
Georgia’s or Armenia’s claims on Washington’s attention, it could command
the attention of any number of major oil companies—another important actor
in U.S. domestic politics.

Nonetheless, the question of U.S. interests and policy in the South Caucasus
remained unsettled. None of the interests or ties between the South Caucasus
countries and the United States was sufficiently compelling to warrant U.S.
direct military involvement to stop conflicts in the region. Moreover, several
other crises—the unraveling of Yugoslavia, the disastrous intervention in
Somalia, and the failed attempt to intervene in Haiti—Ileft little room or appe-
tite for another robust, boots-on-the-ground U.S. military operation. Finally,

The top priority for U.S. policymakers was
newly independent Armenian state was effectively guaran- ot democratization or market reform
teed a friendly reception among U.S. policymakers. And  but rather stopping the fighting.

1
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the preoccupation of U.S. policy with Russia made the option of a U.S. military
presence in the South Caucasus risky due to concerns about possible Russian
resentment and backlash.

Still, the region could not be left to its own devices. The humanitarian situ-
ation could not be ignored. It was perhaps not on the same scale as the tragedy
that would befall the Balkans a short time later, let alone the massacres in
Rwanda, but it was occurring on the edge of Europe—the continent that after
the end of the Cold War was supposed to have left war and conflict in the past.
The conflict in Nagorno-Karabakh carried the risk of Turkish intervention in
support of Azerbaijan and Russian intervention in support of Armenia. A con-
flict between Russia and a North Atlantic Treaty Organization (NATO) ally of
the United States like Turkey was to be avoided at all costs. Moreover, Russia’s
growing military involvement in Georgia’s conflicts on behalf of the separat-
ists in Abkhazia and South Ossetia also had to be stopped or minimized, so
as to end the fighting, avoid the collapse of Georgia, and prevent a very visible
manifestation of Russia’s lingering neo-imperialist instincts.

The result was a series of complicated diplomatic undertakings designed
by various actors to end or at least freeze these conflicts. This was to be done
while paying due deference to Russian sensitivities by including it as a key
partner in these efforts. It was equally important to internationalize efforts to
end these conflicts to prevent an exclusive Russian role and to avoid the appear-
ance of great power interference in the affairs of small states. Involving the
Organization for Security and Co-operation in Europe (OSCE) and the United
Nations (UN) would presumably restrain Russia, while simultaneously giving
the United States a veto on these matters and avoiding greater, and potentially
costly, long-term U.S. entanglement in a region where immediate U.S. interests
did not warrant it. What emerged from these diplomatic initiatives was a patch-
work quilt of international actors and efforts seeking—with varying degree of
intensity, but usually with little success—to resolve the region’s conflicts and
improve its security environment. OSCE observers, Russian peacekeepers with
a UN mandate, and U.S. observers as part of a UN-mandated observer mission
were all playing on this crowded diplomatic field.’

The United States’s biggest stake was in the outcome of the conflict in
Nagorno-Karabakh, and U.S. involvement there was greater than in all other
South Caucasus conflicts combined. The existence of the Armenian-American
community was an important factor behind this level of commitment. The
United States took an active diplomatic role as one of the co-chairs of the so-
called Minsk process.® It also became the biggest donor to Armenia, which
at the time was suffering from the combined effects of the conflict, a block-
ade imposed on it by Azerbaijan and Turkey, and the consequences of the
post-Soviet economic meltdown. In a further sign of its political commit
ment to Armenia, the United States adopted legislation—Section 907 of the
Freedom Support Act—that punished Azerbaijan for its blockade and limited
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U.S. assistance to Baku, even though the blockade was imposed in retribution
for the Armenian occupation of Nagorno-Karabakh and surrounding areas
of Azerbaijan.’

The Nagorno-Karabakh ceasefire reached in May 1994 was the last and
arguably most important step in this series of efforts by the international com-
munity that froze but did not end the conflicts in the South Caucasus. This
made it possible to move on to the task of reconstruction. Notwithstanding
the brewing conflict just north of the border in Chechnya and elsewhere in
the Russian North Caucasus, the freezing of these conflicts also allowed the
United States to proceed with its support for the three countries’ transition to
market-based economies and representative political systems.

Pipeline Dreams

All three countries’ economies were shattered by the combined effects of
these conflicts, the consequences of the breakup of the Soviet economy, and
Russia’s own economic troubles—and these effects cascaded throughout the
economies of its neighbors long dependent on access to Russian markets. In
this otherwise bleak situation, the one bright spot was Azerbaijan’s oil wealth,
which had the potential to provide a much-needed spark for the economic
development of the entire South Caucasus region and its immediate neigh-
borhood. The promise of Caspian oil and gas fueled U.S.
policy toward the region for the remainder of the 1990s

and beyond, though the potential of these resources gener- 1 he promise of Caspian oil and gas fueled

ally failed to meet expectations.

Azerbaijan’s oil and gas reserves far exceeded their value as
an energy resource and potential as an engine for economic
development—in fact, these resources were seen in Washington as a one-stop
answer to all of the region’s problems. According to this vision, Azerbaijani
hydrocarbons would generate much-needed revenues for the country’s recon-
struction with multiplier effects rippling beyond its borders.

Oil and gas would have to be transported via pipelines, which would serve
as the backbone of a new transport corridor. Oil and gas were also found in
vast quantities in Kazakhstan and Turkmenistan, and these resources would
feed via trans-Caspian pipelines into this emerging South Caucasus transpor-
tation corridor. This corridor would extend all the way across Georgia and
through Turkey to the eastern Mediterranean, and thus benefit Georgia and
enhance Turkey’s strategic importance in the South Caucasus and in Europe as
the energy hub between the East and the West. The transport corridor would
enhance not only the economic development of the South Caucasus states—it
would also help secure their independence from Russia by removing Moscow’s

monopolistic grip on Caspian energy exports.

U.S. policy toward the region for the
From the standpoint of U.S. policy, the significance of  yemainder of the 1990s and beyond.
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It was thought that all of this would stimulate economic reforms in the
region. Economic development in turn would provide a powerful incentive for
Armenia and Azerbaijan to find a solution to their conflict in order to fully par-
take of these benefits. This would even potentially facilitate a détente between
Armenia and Turkey. Caspian energy flowing to global markets would also
enhance U.S. energy security and reduce Europe’s dependence on Russian
energy exports. And all of this could be accomplished with relatively little
investment of public funds from Western donor nations, as energy companies
would invest in Caspian energy development.®

Based on this logic, pipelines to take Caspian oil and gas across the Caucasus
to European and other international energy markets became the centerpiece of
U.S. policy in the region. At the State Department, a new ambassadorial posi-
tion was created to coordinate Caspian Basin energy diplomacy. To add politi-
cal gravitas to the post, its holder was designated not only as an adviser to the
secretary of state, but also to the president. U.S. officials actively promoted the
new transportation corridor in various capitals and at conferences in Europe,
the South Caucasus, and the United States. Foreign governments and cor-
porate actors were encouraged to support and participate in the project. U.S.
taxpayer funds were made available to facilitate various pipeline initiatives.’
However, the promise of this transportation corridor and its attendant benefits
for the region far exceeded its real impact.

Georgia, badly damaged by internal strife and separatist conflicts, suffered
from widespread corruption and was, in the words of one of its leading political
scientists, “practically a failed state.”’® In addition, it found itself under con-
stant pressure from Russia, which supported the separatists in Abkhazia and
South Ossetia and was rumored to be behind several assassination attempts on
Georgia’s then president Shevardnadze."

Similarly, Armenia and Azerbaijan remained locked in their standoff over
Nagorno-Karabakh with frequent violations of the ceasefire, multiple casualties,
countless refugees, and the ever-present prospect of a resumption of fighting.
The promise of economic benefits did little to defuse tensions between the two
countries. On the contrary, Armenian representatives occasionally threatened to
take military action against the pipeline, which passes near Armenia’s border."

For its part, Armenia’s economy had suffered devastating losses as a result
of the war and the blockade imposed by Azerbaijan and Turkey. The lack of
economic opportunities—combined with the specter of renewed conflict and
the consequences of a devastating 1988 earthquake, which were never fully
addressed—Iled to large-scale, outbound migration. Of the approximately 3.5
million citizens at the time of the Soviet breakup,” over 800,000 emigrated
during the first decade of independence.” The emigration was facilitated by
the existence of a large Armenian diaspora abroad willing to accept and sup-
port newcomers. In addition, as a result of the war, Armenia had to cope with
an influx of displaced people numbering over 200,000.5
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Meanwhile, Azerbaijan also suffered badly from the war. It lost some 15
percent of its territory to Armenia,'® and was forced to deal with the influx of
over half a million displaced people from the lands occupied by Armenia.”
The consequences of the war were aggravated by a period of internal turmoil.
After the country’s first two post-independence governments collapsed under
the weight of intra-elite rivalries and the war, the country’s old communist-
era boss, Heydar Aliyev, took over in 1993 and began consolidating power
and rebuilding the country’s shattered economy.” He successfully leveraged its
oil and gas wealth to secure Washington’s attention and attract major energy
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companies, but the process of reconstruction, linked 10 | y—————————

the development of the Baku—Tbilisi-Ceyhan pipeline,

stretched on for well over a decade; oil and gas revenues

The first post-independence decade produced

would not appear in significant quantities until then.” modest results at best for the South Caucasus.
In short, then, the first post-independence decade pro-  The three regional conflicts remained unresolved

duced modest results at best for the South Caucasus. The
three regional conflicts remained unresolved and were
perennially at risk of renewed fighting. Azerbaijan’s econ-
omy recovered to its pre-independence level, but Armenia’s and Georgia’s did
not.”® All three suffered from widespread corruption and remained vulnerable
to Russian pressure.”’ Georgia and Azerbaijan were additionally threatened
because of their shared borders with Russia’s turbulent North Caucasus prov-
inces. Azerbaijan recovered its domestic political stability, but at the price of
gradually becoming an authoritarian regime. Meanwhile, Armenia and Georgia
made progress toward democratic governance, although the political systems
of both countries remained overly personalized. This inhibited the develop-
ment of independent institutions and left them at risk of democratic backslid-
ing. Both countries remained fragile, and neither achieved domestic political
stability during this period. The tasks of securing their futures by building sus-
tainable democratic governance, fostering economic prosperity, and achieving

integration with the international community remained incomplete.

Beyond the Pipelines

The start of a new century and the arrival of a new administration in Washington
in early 2001 led to a different set of priorities in U.S. policy toward the South
Caucasus. The September 11 terrorist attacks and the wars in Afghanistan and
Iraq altered Washington’s foreign policy priorities. The South Caucasus’s energy
potential was undoubtedly still a factor in U.S. policy, in particular as an alter-
native to Russian energy in Europe.”” However, Washington’s focus shifted
away from the unfinished business of the post-Soviet transitions and instead
toward the needs of the new era. These included the logistics of conducting the
war in the Afghan theater, the establishment of a global counterterrorism coali-

tion, and the creation of an international coalition for the war in Iraq.

and were perennially at risk of renewed fighting.
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All three countries in the South Caucasus contributed troops to the U.S.-led
coalitions in Iraq and Afghanistan.”® Georgia has been by far the most active
contributor of troops to both operations, and its forces continue to serve in
Afghanistan. Azerbaijan became an important logistics hub supporting U.S.
troops in Afghanistan.* However, as important as these undertakings were to
the three countries’ relations with the United States, the countries themselves
became second-tier priorities on the U.S. foreign policy agenda. The same was
true of efforts to halt the fighting in Nagorno-Karabakh or Abkhazia, assist
the newly independent states’ post-Soviet transitions, and build the Caspian
infrastructure corridor.

U.S. policy in the South Caucasus was reenergized and refocused fol-
lowing Georgia’s 2003 Rose Revolution, which resulted in the overthrow of
Shevardnadze, whose government was respected for its democratic credentials
but discredited by widespread allegations of corruption and poor governance.
In Shevardnadze’s place, the people of Georgia elected a young, charismatic
new president, Mikheil Saakashvili—a U.S.-educated lawyer with strong
democratic and reformist credentials—supported by a team of like-minded
young leaders.

The new Georgian government demonstrated its commitment to democratic
and market reforms through bold and decisive steps to curb corruption, pursue
an ambitious privatization campaign, and undertake a host of other reformist
initiatives.”” After more than a decade of turmoil, sluggish reforms, and wide-
spread corruption, the new Georgian government was welcomed enthusiasti-
cally at home and abroad.

The new team in Thbilisi was equally determined to take the initiative in
foreign and security policy. Instead of Shevardnadze’s cautious and ultimately
unproductive approach to the separatist conflicts in Abkhazia and South
Ossetia, the new government acted boldly in 2004 by seizing power in Adjara.
Its longtime ruler, Aslan Abashidze, fled into exile in Russia. The contrast
with the Shevardnadze era could not have been starker: the new Georgian
government—fully aware of the risk of Russia intervening to save its long-
time client Abashidze—took a David-versus-Goliath risk and came out vic-
torious. The message to Abkhazia and South Ossetia that they would be next
was unmistakable.

But the new Georgian leadership had much bigger ambitions. It had set
its sight on integration with the West and made its intention known in both
Brussels and Washington. Brussels reacted cautiously to this message, based on
Georgia’s difficult transition and the slow progress many Eastern and Central
European countries were making toward integration with the West. But in
Washington the reaction could not have been more enthusiastic. Democracy
promotion was at the top of U.S. foreign policy agenda during the presidency
of George W. Bush.?® Georgia’s democratic transformation seemed like an out-

standing candidate for U.S. support.
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Its success would also help expand the frontiers of freedom in the former
Soviet space, where U.S. efforts to promote democracy had run into some
headwinds, especially as Putin’s presidency slipped toward authoritarianism.
The South Caucasus was no exception to this backsliding. Azerbaijan’s Heydar
Aliyev transferred the presidency to his son shortly before dying in December
2003, thus launching the first dynasty in the former Soviet space. Meanwhile,
Armenia’s democratic transition was uncertain amid factional rivalries and
accusations of corruption and abuse of office.”

In light of these developments, the United States shifted the focus of its policy
in the South Caucasus from Azerbaijan and its oil and gas as the drivers of regional
change to Georgia and its reform agenda and plans to join the West. Georgia was
the outlier in the region and could potentially serve as a pioneer to reverse this
pattern of stagnating reforms. Georgia’s aspirations were to follow the well-trod-
den path taken by Poland, Romania, and the Baltic states—which joined both
NATO and the EU in 2004. Determined to leave Russia’s
orbit, Georgia pursued its reforms—with a view toward first

joining NATO and then, at a later date, the EU.

As a result, Georgia became Washington’s favorite post-  pursued its reforms—with a view toward first
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Determined to leave Russia's orbit, Georgia

Soviet state, and the contrast between it and its neighbors  joining NATO and then, at a later date, the EU.

was increasingly striking. In Azerbaijan, Heydar Aliyev’s

son Ilham was consolidating power and the country was

moving toward a more oppressive and less tolerant form of authoritarianism.*®
Armenia’s democratic transition was making little, if any, progress. And even
though it did not experience the same form of authoritarianism as Azerbaijan,
political power in Armenia was increasingly concentrated in the hands of a
small group of political and business elites.

Similar political setbacks were taking place in other former Soviet states as
well. In Ukraine, the Orange Revolution of 2004 brought to power a promising
team of reformers. But their record in power proved disappointing to both the
people of Ukraine and its supporters abroad, as the government got bogged down
in personal rivalries, accusations of corruption, and competing political agendas.

As for Central Asia, where democratic changes had been slow to take hold,
there was even less ground for optimism. U.S. relations with Uzbekistan were
frozen in the wake of government suppression of an uprising in Andijan, which
drew charges of excessive force from U.S. policymakers. In Kyrgyzstan, the
so-called Tulip Revolution of 2005 resulted in the overthrow of a long-serv-
ing president reputed to be mired in corruption. However, he was replaced by
another reportedly equally corrupt and increasingly unpopular president, who
in turn was overthrown five years later.”” Russia too was shedding its demo-
cratic baggage of the 1990s on President Putin’s watch. Independent political
parties were disappearing from the State Duma, and the media and the com-
manding heights of the economy were coming increasingly under government
control, either directly or indirectly.
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From Washington’s perspective, then, Georgia was arguably the only post-
Soviet state moving in the right direction. It was not only the undisputed
reform leader in the South Caucasus and throughout the entire post-Soviet
space, but also had explicitly adopted the goal of joining both NATO and
the EU. It was a favorite of Washington and a thorn in Russia’s side. As a
result, Georgia became a major irritant in U.S.-Russia bilateral relations and
the two countries’ respective policies throughout the former Soviet Union. For
Washington, Georgia became the champion of Euro-Atlantic integration and
then president George W. Bush’s Freedom Agenda.”® For Moscow, Georgia’s
integration into Western political and security structures had to be halted,
as did Washington’s ambitions to expand NATO further to the east. At the
2007 Munich Security Conference, Putin bluntly warned the alliance against
expanding closer to Russia’s borders and taking in new members.” With
Georgia as the lead candidate for membership among the post-Soviet states,
the target of Putin’s message was hard to miss.

The clash of Euro-Atlantic expansion and Russian resistance culminated
in August 2008, when the Russian army crushed the much smaller Georgian
army in a brief war. Speaking shortly afterward, then Russian president Dmitry
Medvedev laid claim to a “sphere of privileged interests” for Russia around its
periphery with the underlying message that this sphere would be off-limits to
NATO and the EU.*?

The 2008 war between Russia and Georgia marked another turning point
in the evolution of U.S. policy, not only toward Georgia but also toward the
South Caucasus. The Kremlin’s military action made clear that it would not
tolerate the expanded influence of the United States and its allies on its door-
step and that NATO membership—the essential vehicle for that expansion—
would be off-limits to any former Soviet state. The Kremlin also made clear
that it was prepared to use force to prevent its neighbors from leaving Russia’s
orbit. The United States and its allies were not prepared to go to war with
Russia over the issue of NATO expansion into the former Soviet states.

Neither side would back down from its stated rhetorical position, however.
As a result, Georgia found itself in limbo. It remained committed to its goal of
NATO membership and closer ties to the EU, and it received assurances that
its candidacy for NATO membership was alive. But its prospects for admission
remained effectively nil as far as the eye could see.

In light of this apparent stalemate, U.S. policy toward the South Caucasus
had effectively lost its focus and its regional champion. Relations with Azerbaijan
were complicated by the increasingly authoritarian nature of its government.
Armenia could hardly be the champion of U.S. interests in the region because
of its special relationship with Russia. And relations with Georgia stalled, as
Washington was unwilling to risk a confrontation with Russia over Georgia’s
pursuit of NATO membership. That proved to be a Russian redline that

Washington would not cross.
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An Interlude—Europe in the Lead

The loss of momentum in the U.S.-Georgian relationship paved the way for a
shift in policy leadership in the South Caucasus from the United States and
NATO to the EU. The latter’s principal vehicle for engagement in the region
became Association Agreements (AA), which did not hold out the possibil-
ity of membership explicitly but promised closer economic and political ties
with the EU in exchange for economic and political reforms by aspiring states.
Armenia and Georgia each pursued an AA actively, while Azerbaijan’s interest
was lukewarm at best.

U.S. policy toward the South Caucasus following the Russo-Georgian war
can be best described as managing the status quo rather than seeking break-
throughs or launching new initiatives. The most important U.S. diplomatic
initiative to attempt a breakthrough on normalizing relations between Armenia
and Turkey did not succeed.* Afterwards, U.S. policy focused on efforts to
prevent a new conflict between Russia and Georgia, avoid a breakdown in the
anemic negotiating process between Armenia and Azerbaijan, help Georgia
manage its potentially difficult political transition to the post-Saakashvili era,

maintain working relations with the increasingly authori-
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tarian and insecure regime in Azerbaijan, and preserve
access to the region as a gateway to the Afghan war theater.

The next major shift in U.S. policy toward the South
Caucasus was triggered by events in Ukraine in 2014,
when Russia annexed Crimea and made clear through its
subsequent actions that it would not tolerate NATO mem-

U.S. policy toward the South Caucasus
following the Russo-Georgian war can be
best described as managing the status quo
rather than seeking breakthroughs.

bership or EU AAs for its former Soviet neighbors. Under
pressure from Russia, Armenia was forced to cancel its plan to sign its already
negotiated AA with the EU and instead joined the Russian-led Eurasian
Economic Union (EAEU).* Given Yerevan’s close security ties to Russia, the
decision to back away from the AA under Russian pressure did not lead to
protests in Armenia as it did in Ukraine, although the government’s about-face
was not uniformly popular. Georgia, however, defied Russian pressure and
signed the AA with the EU in 2014.%

The Ukraine crisis marked a major milestone in European security trends.
It signaled the end of the post—Cold War era, when Europe, Russia, and the
United States had all embraced the goal of common security without divisions
or spheres of influence. The policy of the United States and its allies toward
Russia could no longer follow a cooperative track absent a major shift in one
side or the other’s fundamental approach to foreign policy and national secu-
rity. The old U.S. policy framework is no longer applicable, but a new policy
has not yet been put in place.
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A New Chapter in the South Caucasus

In the aftermath of the Ukraine crisis, the three states of the South Caucasus
find themselves in a geopolitical no man’s land between Russia and the West.
Neither side is prepared to cede the region to the other. Whereas Russia does
indeed claim its sphere of influence over the South Caucasus, the United States
and Europe reject the very concept of spheres of influence. In the wake of these
developments, U.S. and EU engagement with the South Caucasus seems to be a
product of previously formulated policies and inertia, rather than a set of delib-

erate decisions taken in response to the region’s changed strategic environment.

The South Caucasus After Crimea

Moreover, changes in that strategic environment are not limited to renewed
Cold War-style East-West tensions. Within the South Caucasus, the break in
relations between Russia and the West has triggered a split among the region’s
three states. These three countries are pursuing three very different foreign
policies at a time of major geopolitical changes around the region. Georgia is
firmly on the path of Euro-Atlantic integration, seeking to distance itself from
Russia as much as possible. Armenia is pursuing a course designed to maintain
ties in both camps—Russia and the West. And Azerbaijan wants to keep both
Russia and the West at arm’s length.

Georgia is determined to continue pursuing its rapprochement with the
West and integration in both NATO and the EU. Its relations with Russia
have not recovered from the war of 2008 and are unlikely to recover for the
foreseeable future.

For Armenia, the key task is to balance its ties to both sides of the new

East-West divide. Armenia, bound to Russia as a result of its geopolitical envi-

The break in relations between Russia and the
West has triggered a split among the three states
in the South Caucasus. These three countries are

pursuing three very different foreign policies.

ronment and security requirements, can ill-afford to risk
undermining that critical relationship by getting too close
to NATO and the EU. At the same time, its population is
growing weary of Russia’s influence in the country, while
the brief Four-Day War with Azerbaijan in 2016 caused
some Armenians to question Russia’s reliability as an ally.

Armenia also has extensive ties to Europe and the United

States, which are very important to its economy, society,
and international standing. This explains why Armenia resumed negotiations
with the EU in order to come up with an alternative to the AA it did not sign.

Azerbaijan’s relations with the United States and Europe, meanwhile, have
suffered as a consequence of the authoritarian turn in its domestic politics.*® The
Russian narrative about U.S. support for so-called color revolutions appears to
have gained traction among senior Azerbaijani officials. During the last years
of the administration of former president Barack Obama, the Azerbaijani
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press published broadsides against U.S. officials—including Obama himself.
Baku also remained upset about Western media reporting on corruption in
Azerbaijan, including revelations of the ruling family’s corrupt practices in the
Panama Papers.

The Azerbaijani leadership showed little interest in and eventually refused
to sign an AA with the EU similar to those signed by Georgia and almost
signed by Armenia, instead demanding a special, higher-level agreement,” and
seeking to leverage its agreement with the EU to put pressure on Armenia
in the Nagorno-Karabakh conflict.’® The EU and Azerbaijan have agreed to
launch negotiations about a new comprehensive agreement, but the comple-
tion of these proceedings is uncertain.”” Meanwhile, the new comprehensive
agreement between the EU and Armenia is being finalized.** At the same time,
Baku has not joined the Russian-led EAEU and appears determined to keep
Moscow’s integrationist schemes at arm’s length.

Russia, meanwhile, is intent on pursuing a harder line than before the
Ukraine crisis, claiming an exclusive geopolitical sphere of influence around
its periphery and aggressively promoting its EAEU as the counterweight to

EU integration. Continued Russian pressure on Georgia,” its effort to force

Armenia to abandon the AA with the EU and sign on to the EAEU, and its
economic pressure on Belarus to make it a more pliant partner all suggest that
Russia’s interest in securing a ring of satellites around its periphery has not
diminished.*> All of these developments signal Russia’s neighbors to proceed
with caution.

At the same time, the South Caucasus’s longtime partners in the West are
preoccupied with other, urgent matters. The EU is coping with multiple chal-
lenges—including the refugee crisis, relations with Russia and Moscow’s inter-
ference in several European elections, negotiations with the United Kingdom
over Brexit, Ukraine’s struggle to sustain its reform momentum, and Greece’s
seemingly never-ending troubles. This hardly leaves much time for EU policy-
makers to devote to the South Caucasus where one-size approaches do not fit
all and where diversified diplomacy is necessary.

The United States, meanwhile, is focused on fighting the self-proclaimed
Islamic State in Iraq and Syria, alongside other global and regional challenges,
like the challenge of a rising China and the threat emanating from North
Korea. Washington’s uncertain relationship with Moscow, which has become a
major issue in U.S. domestic politics, leaves unanswered many questions about
U.S. policy toward Russia’s neighbors, including the South Caucasus.

Other countries in the South Caucasus’s neighborhood also bear mention-
ing, particularly China, Iran, and Turkey. Turkey is undergoing its own tran-
sition to an increasingly authoritarian political system, culminating in the
approval of an April 2017 referendum that expands the country’s presiden-
tial powers. The outcome of the referendum was a major victory for President

Recep Tayyip Erdogan—who is widely seen as intent on establishing an
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authoritarian state in Turkey—and a blow to the country’s democratic institu-
tions. Turkey’s relations with both Europe and the United States have suffered
as a result, and Ankara is unlikely to play the role of the West’s partner in the
South Caucasus as was previously expected. Erdogan’s rapprochement with
Putin raises questions about Turkish policy in the South Caucasus and deals
Ankara may be prepared to conclude with Moscow at the expense of its South
Caucasus neighbors.

Given these uncertainties, deeper economic ties between the South Caucasus
states and other regional actors are worth pursuing. The South Caucasus could
benefit from the growing regional presence of Iran, which is gradually shed-
ding the burden of its international isolation as a result of the P5+1 nuclear
deal. This is likely to be more important for Armenia than for Azerbaijan and
Georgia. In the event of another conflict with Azerbaijan, Iran could be an
especially valuable outlet and trade partner for Yerevan, since Armenia’s border
with Turkey remains closed, leaving it entirely dependent on Georgia for access
to the outside world. At the same time, Armenia, Azerbaijan, and Georgia
all may benefit from China’s growing penetration of the South Caucasus and
in particular its ambitious Belt and Road Initiative, which includes future
infrastructure development projects that traverse the region. However, both
Iran and China have close relations with Russia, and neither is likely to act
in the foreseeable future as a geopolitical counterweight

to Moscow.

Deeper economic ties between the Ultimately, then, despite the multitude of changes in
South Caucasus states and other and around the South Caucasus region, the principal chal-

regional actors are worth pursuing. lenge for its three states remains their relationship with

Russia and the task of balancing it with their ties to the
West. Russia has a number of advantages in dealing with
the region—geographic proximity, demonstrated willingness to use force, and
a claim, backed up by its actions, that it cares more about and has more at
stake in the region than the United States and its European allies and partners
do. However, Moscow is not the region’s preferred partner and is unlikely to
become one in the foreseeable future.

U.S. Interests and Priorities in the South Caucasus

Given all the changes that have taken place in the South Caucasus and its
neighborhood over the past twenty-five years, it is worth taking stock of what
Washington has at stake in the region. The United States has important security
and economic interests in the South Caucasus. However, none of them is vital.

The United States has made a long-term commitment and invested a great
deal in the region over the past quarter century. It has pledged its support
for the independence and sovereignty of the three South Caucasus states. It

remains a co-chair of the Minsk Group that has helped to manage—even if
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it has not been successful at resolving—the dispute over Nagorno-Karabakh.
It has pledged support for the three states’ pursuit of integration into Euro-

Atlantic institutions. The United States also has significant cultural connec-

tions to at least two countries in the South Caucasus: The
Armenian-American community has extensive ties to the
region, while cultural, education, and political ties between
the United States and Georgia continue to expand.

U.S. regional interests even extend beyond the imme-
diate borders of the South Caucasus. Notwithstanding

The United States has important security
and economic interests in the South
Caucasus. However, none of them is vital.

recent frictions with Washington, nearby Turkey remains

a NATO ally. Renewed conflicts in the South Caucasus could threaten Turkey
and other NATO allies in the Black Sea region. Conflict and general destabi-
lization of the South Caucasus could turn it into a conduit for fighters transit-
ing to or from the Middle East to join the conflicts in Syria or Iraq, or those
returning to Central Asia or Russia’s North Caucasus.

Ultimately, though, U.S. interests in the region can be summarized as
Armenia, Azerbaijan, and Georgia being at peace with themselves and their
neighbors, while pursuing economic development, effective governance, and
integration in international structures of their choice. To achieve this, several

conditions need to be present.

Avert Resumption of Regional Conflicts: Preventing any one of the region’s fro-
zen conflicts from escalating into hostilities should remain the top priority
for U.S. policy in the South Caucasus. The brief resumption of hostilities last
year between Azerbaijan and Armenia highlighted the danger these conflicts
pose to regional security and U.S. interests, and therefore this objective should
be at the top of the list for U.S. diplomacy in the region. Renewed hostilities
would endanger the lives of many civilians, put at risk important infrastruc-
ture, possibly result in serious environmental damage, and affect not only the
two warring parties but also Georgia, whose fortunes are closely tied to those
of its neighbors.

Active U.S. diplomacy to prevent the resumption of the Nagorno-Karabakh
conflict through the Minsk process and bilaterally with each of the parties
is essential. If fighting were to break out again, Russia and Turkey would be
involved indirectly, and quite possibly directly, due to their respective ties to
Armenia and Azerbaijan. Depending on the course of the conflict, Iran too
could become involved. The conflict could conceivably become a secondary
theater to the conflict in Syria, where Iran and Russia are pursing different
objectives than Turkey.

The region’s other two frozen conflicts—between South Ossetiaand Georgia,
and between Abkhazia and Georgia—appear to be less precarious. The disparity
in the military capabilities between Georgia and these two Russian protector-

ates—eflectively supported by Russian military might—makes resumption of
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hostilities between them highly unlikely. Nonetheless, U.S. diplomatic efforts
intended to sustain channels of communications and manage issues that arise
across the ceasefire lines should be continued. U.S. efforts intended to bring
international diplomatic pressure to bear on Russia to discourage its violations

of the ceasefire line with Georgia in South Ossetia also should be sustained.

Energy Development: U.S. energy diplomacy has played an important role in
the South Caucasus. It has accomplished a great deal in terms of new markets
and new export opportunities for Caspian energy, an important revenue stream
for Georgia. However, the significance of Caspian energy resources for the
region and their impact on it have at times been exaggerated and led to unre-
alistic expectations. It is important to avoid this in the future. Furthermore,
although energy diplomacy has played a big role in the fortunes of the South
Caucasus and U.S. engagement with the region in the past, it is unlikely to do
so in the future, due to limited U.S. interests at stake and broader trends in
global energy markets.

For this reason, it is important to place Caspian energy development in the
context of U.S. interests. Energy diplomacy was a valuable tool of U.S. engage-
ment in the South Caucasus more than a decade ago. At the time, the United
States also had an interest in diversifying the global energy supply, and Caspian
energy development served that important end. However, much has changed
in global energy markets in the past decade, and the contribution of Caspian
energy resources to global markets has been eclipsed by other developments in
the energy sector. The shale revolution, the expansion of liquefied natural gas,
and the development of new deep-water resources all have emerged as more
important contributors to global energy supply than the Caspian Sea.

One of the most ambitious claims associated with Caspian energy is that it
can reduce Europe’s dependence on Russian energy imports. This claim has
been made for a long time but, despite its obvious attractiveness, it has been
met with little interest in Europe or elsewhere. It has not attracted much com-
mercial interest or any state sponsors willing to commit adequate resources to
realize it. Europe is so heavily dependent on Russia for its energy—amount-
ing to 34 percent of EU gas consumption in 2016*—that it would take a
major shift in its energy supply to make a meaningful difference. The Caspian
region does not have the resources to drive such a big shift. The ongoing con-
struction of and plans for new pipelines between Russia and Europe—in the
Baltic and Black Sea regions—is indicative of Russia’s commitment to preserve
its access to the European energy market. And while the transport corridor
from Azerbaijan to Georgia and Turkey does not cross Russian territory, its
proximity to Russia means that it will continue to operate only as long as

Moscow tolerates it.
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Combat lllicit Transnational Activities: The South Caucasus’s proximity to con-
flict zones and relatively open borders have put it at risk as a conduit for all
manner of illicit trafficking—from weapons and drug smuggling to radiologi-
cal material to militants trying to join the fighting elsewhere in the Middle
East. Eurasian organized criminal groups’ long-standing presence in and ties to
the region are a source of additional concern.** They have connections to orga-
nizations in the Middle East, Europe, and the Americas.® While progress has
been made in this area—with U.S. assistance—the United States has a strong
interest in combatting illicit smuggling and transnational crime, and it should
remain a priority for U.S diplomacy and assistance efforts in the region.*

Democracy, Human Rights, and Good Governance: The United States also has
an interest in promoting democratic practices and respect for human rights
throughout the region. U.S. commitment to and interest in democracy promo-
tion is long-standing. Respect for international human rights would promote
human security, mitigate the risks of domestic instability, and carry many
other additional benefits.

Given these benefits, U.S. support for democratic change in the South
Caucasus should be continued. However, the differences among the three
South Caucasus states are such that a single regional approach is unlikely to
be effective and could even be counterproductive. These differences call for
tailored, country-specific approaches to the task of promoting democracy in
Armenia, Azerbaijan, and Georgia.

Progress within each country toward democracy and rule of law has been
and will continue to be driven by organic domestic developments. U.S. invest-
ment in democratic change in Georgia, for instance, has produced important
results for the people of Georgia and for the United States, and this should
continue. As for Armenia, while the country has struggled with democratic
change, its civil society remains remarkably vibrant. Armenia’s alliance with
Russia and the ever-present threat of war with Azerbaijan, however, limit its
ability to modernize its political and economic system. The United States
should continue to offer Armenia help with economic and political modern-
ization. However, the scale and scope of U.S. assistance should be guided by
Armenia’s ability to absorb it and its calibrated balancing act between Russia
and the West. The Azerbaijani elite remains most resistant to and fearful of
Western norms of governance and civil society. The United States has few, if
any options for promoting democratic change inside Azerbaijan, and efforts to
do so could even be counterproductive and endanger U.S. interlocutors inside
the country. Besides limited support for civil society inside Azerbaijan, U.S.

assistance should be aimed to support Azerbaijani civil society actors in exile.
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Toward a Sustainable U.S.
Policy in the South Caucasus

Over the past quarter century, U.S. involvement in the South Caucasus—
including peacemaking, as well as support for democracy, good governance,
and economic development—has played a very important role in its progress
at critical times. However, some major ambitious initiatives the United States
has championed have not had the transformative effect that was expected and
advertised. Those initiatives lacked adequate resources, including material sup-
port as well as a clear vision of U.S. interests in the region embraced by senior
policymakers. In addition, obstacles to progress in all three states have proved
to be more formidable and enduring than could be overcome with the help of
pipelines or, in the case of Georgia, as a result of revolutionary change. In each
of the three countries and across the region, legacies of the past have been too
stubborn to be addressed in a—historically—relatively short period of time.

In the future, U.S. policy toward the South Caucasus has to take this reality
into account. Armenia, Azerbaijan, and Georgia share a legacy of conflict, eco-
nomic underdevelopment, and a very challenging geopolitical environment.
U.S. policy toward the South Caucasus has been and should continue to be
aimed at helping these states overcome these difficulties. But resources avail-
able to this task are limited and may decline further, change will continue to be
incremental, and reverses are possible due to circumstances beyond the scope of
U.S. policy. Another limiting factor is that Russia is committed to sustaining
its influence in the South Caucasus and will actively oppose U.S. engagement
with the region. Because of its combination of military capabilities, geographic
advantage, and will to exploit them, Russia will remain the most consequential
external actor in the South Caucasus that all other external powers vying for
influence there will have to contend with.

This is not to suggest that the United States should retreat from the South
Caucasus—U.S. interests in the region and commitments made over the
past quarter century preclude such an approach. Recognizing that the South
Caucasus will remain contested territory is not by itself a barrier to U.S. engage-
ment. U.S. disengagement from the South Caucasus would be tantamount to
recognizing Russia’s claim to an exclusive sphere of influence. Successive U.S.
administrations have repeatedly and firmly rejected that claim since the very
outset of the region’s independence, and that rejection has been one of the core
principles guiding U.S. policy there.

After all, the experience of the past quarter century suggest that no single
power, not even Russia, is capable of achieving hegemony over the region. Russia
has cast a long shadow over each of the three South Caucasus states, but it has
not been able to dominate any one of them. The United States has important

interests in the South Caucasus and opportunities to pursue them. Success will
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depend on a careful balancing of U.S. interests and resources, a realistic assess-
ment of the situation in and around the region, and a good deal of patience and
acceptance that change will be evolutionary rather than revolutionary.

First, the U.S. approach to the South Caucasus should recognize that U.S.
interests may coincide with those of other powers’ engaged in the region.
Expanding the South Caucasus states’ broad international engagement is one
area that would help reinforce the U.S. policy of support for their indepen-
dence and economic development. For example, China’s pursuit of economic
opportunities in the South Caucasus could prove beneficial to the region in
expanding its web of international commercial and politi-

cal ties. That could help balance Russia’s ambitions and
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enhance U.S. support for the South Caucasus states’ inter- The United States has important interests in
national integration. Similarly, greater engagement with  the South Caucasus ... Success will depend

Iran could unlock new commercial opportunities for the
South Caucasus states in the Persian Gulf.
Moreover, in some narrow circumstances, Russian and

U.S. interests may even align. For instance, should Russia

attempt to bring about a mutually acceptable resolution to ~ €volutionary rather than revolutionary.

one or more of the frozen conflicts in the South Caucasus
and succeed in this endeavor, the United States should be
supportive and join that effort to the maximum degree possible. This would be
important for two reasons: resolving frozen conflicts would serve the interests
of the South Caucasus, and U.S. engagement in this process would ensure
that it would not be used by Russia to justify its claim to an exclusive sphere
of influence.

Second, support for the independence and sovereignty of the three South
Caucasus states has always been at the heart of U.S. policy in the region and
should remain so. This objective can be pursued by multiple means. The record
of the first quarter century of independence of the three states suggests that
obstacles to their progress are as much internal as they are external. The United
States is unlikely to be able to change the external environment for the South
Caucasus states. But it can focus its efforts and assistance on improving their
ability to cope with and overcome internal challenges and boost their resilience
to external challenges.

Third, this approach calls for a good deal of differentiation on the part of
U.S. policy. The AA and Deep and Comprehensive Free Trade Area (DCFTA)
agreement that Georgia has signed with the EU both call for far-reaching inter-
nal reforms in the country’s economy, domestic politics, legal structures, and
trade practices so as to make it compatible with EU norms and practices. Many
of these measures are certain to be politically difficult for they require pain-
ful adjustments to long-standing arrangements and entrenched interests. But

the importance and value of these agreements is in their beneficial impact on

on a careful balancing of U.S. interests
and resources, a . . . great deal of patience,
and an acceptance that change will be
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Georgia’s resilience. U.S. assistance to Georgia should be coordinated with the
EU and the Georgian government to achieve maximum impact in supporting
Thbilisi’s efforts to implement the AA and DCFTA agreement.

Arguably, the most challenging element of U.S. policy in the South
Caucasus is its security relationship with Georgia and stated commitment to
support its aspirations for NATO membership.” The United States has cham-
pioned Georgian membership in NATO and repeatedly led the alliance in
assuring Georgia that NATO’s door remains open. But after two dramatic
demonstrations—in Georgia in 2008 and in Ukraine since 2014—of Russia’s
willingness to go to war in order to prevent its former Soviet neighbors from
joining the alliance and NATO’s unwillingness to come to their rescue, it is
clear that NATO membership is an extremely distant prospect for Georgia.
Neither NATO as a whole nor a subset of its members will risk war with Russia
to get Georgia into NATO.

This does not mean that the United States and its NATO allies should aban-
don Georgia. To the contrary, robust U.S. bilateral and multilateral engage-
ment with Georgia should be sustained and expanded as appropriate to assist
in its effort to reform its armed forces, as well as to improve its defensive and
deterrent capabilities.* However, a policy of active pursuit by the United States
of NATO membership for Georgia is likely to be futile and even counterpro-
ductive, as it would introduce new discord and divisions in the alliance. The
purpose of NATO expansion, as described in the text of the North Atlantic
Treaty of 1949 and the NATO enlargement study of 1995 is to “strengthen
the Alliance’s effectiveness and cohesion; and preserve the Alliance’s political
and military capability to perform its core functions of common defence. . ™
Unlike Georgia, Armenia has not signed its AA and DCFTA agreement with
the EU as a result of Russian pressure. However, the government of Armenia
has made it clear that it is interested in pursuing closer relations with the EU in
other ways. As in the case with Georgia, U.S. assistance and engagement with
Armenia should be aimed at implementing key provisions of those agreements
as the blueprint for enhancing its domestic resilience, economic prospects, and
Euro-Atlantic ties. This too should be coordinated with EU assistance efforts.

Azerbaijan represents a more difficult partner for U.S. policy in the region
due to its domestic authoritarian course, which poses a big obstacle to bet-
ter bilateral relations. Baku’s crackdown on civil society, increasingly anti-
American public rhetoric, and pervasive corruption should not be overlooked.
Many prominent civil society activists, particularly those who have worked
with Western counterparts, have had to flee the country or face imprisonment.
The United States has had little influence on that situation. With access to
Azerbaijan limited, direct U.S. assistance to civil society inside the country
appears unlikely; it could even be counterproductive since it could endanger

U.S. contacts there. Instead, resources earmarked for it could be reallocated
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to regional programming for which Azerbaijanis from inside the country and

those in exile should be welcome to participate.

Conclusion

The United States has important interests in the South Caucasus but none that
is vital. It should stay actively engaged with the three South Caucasus states,
supporting their internal transformation and integration with the international
community. All three face considerable challenges at home and abroad, and, in
all three cases, change will be incremental rather than revolutionary.

U.S. policy in the region, therefore, should focus on supporting this change
and commit to doing so for the long run, rather than seek out opportunities to
promote transformational projects. Past U.S. efforts to effect transformational
change in the region fell short of expectations and face little prospect of suc-
cess in the future should attempts be made to replicate them. Slow and steady
promises continue to be the better approach to meeting the requirements of the

South Caucasus states and U.S. interests in the region.
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