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Chairman Burton, Congressmen, Ladies and Gentlemen:

My name is Ariel Cohen. I am Senior Research Fellow, Russian and Eurasian Studies and
International Energy Policy at The Heritage Foundation. The views I express in this testimony
are my own, and should not be construed as representing any official position of The Heritage
Foundation.

Thank you for inviting me to testify before you today. A year ago it was my pleasure to testify
before this Subcommittee on the subject of Eurasian energy. Unfortunately, not much has been
accomplished by this Administration to facilitate US access to Eurasian and Caspian energy
resources.

Central Asia boasts natural and human resources which, if they were to fall into the hands of
Islamists, could shift the strategic balance in their favor. If Afghanistan falls into the hands of the
Taliban, the brittle authoritarian polities and societies of Central Asian will come under pressure.
And if Russia re-establishes its dominance in the region, it will take an important step towards
reconstructing a 21% century version of its empire. Finally, the Chinese influence in the region is
growing. China is already the leading trade and investment partner, and for now is happy to
“outsource” security to Russia for now. However, history teaches us that as a country’s foreign
wealth grows, it project power to protect its assets — and China is not an exception. The Shanghai
Cooperation Organization, a China-Russia co-habitation platform, in the future will be capable to
project power into the heart of Eurasia.

American Goals. Central Asia, however, is important beyond its energy resources. At stake are
strategic access and a level playing field. First, the U.S. needs to make sure that no hegemonic
power dominates the region or defines the rules of the game such as to exclude American
security interests. Second, the U.S. needs to assure that no regional hegemon denies a level
playing field to U.S. corporations through corruption and undermining the rule of law. And
finally, it is in the interests of the United States and its allies to assure that Western values and
ideas are not subverted in the region, be it through the spread of Islamist radicalism or
domination by market authoritarians, such as Russia and China.

It is in US interests to remain engaged in all three realms: security, markets, and democracy and
good governance. Otherwise, the U.S. and our allies can become irrelevant in the heart of
Eurasia, which eventually could put pressure on the Baltic States and the eastern gateway to
Europe .



Unfortunately, the Obama Administration has neglected the post-Soviet space in general and the
heart of the Eurasian land mass in particular. For months and years, key ambassadorships in
Turkmenistan and Azerbaijan, remained unfilled. There has been no coherent strategy for
Eurasia articulated by the White House, as our activities have been subjugated to the Afghanistan
transit and the Obama Administration Russia “reset” policy, though the Northern Distribution
Network is a success.

The challenge of Central Asia’s transition of power from the hands of the elites left in place in
the wake of the collapse of Soviet-era communism has been not adequately addressed by this
Administration: the rulers of Kazakhstan, Uzbekistan and Tajikistan have been in power for 20
years or longer, and two of them are in their seventies. Political institutions, especially in
Uzbekistan, Tajikistan, and Turkmenistan, are weak. While China and Russia are grooming
successors, the U.S. has taken a passive position.

Russia’s Return to Central Asia. As a great power with a history in the region spanning over
two centuries, Russian has resumed its ambitious role, using all the tools of state power. Moscow
wants to retain the remnants of its influence in the Middle East, and recreate its privileged sphere
of interests, not in Central Asia, but also in the Caucasus and the Western Commonwealth of
Independent States — Ukraine, Belarus and Moldova.

The Obama Administration’s effort to improve relations with Moscow — the so-called “reset”
policy — has suffered severe setbacks, as evidenced by Moscow’s lack of cooperation
concerning Syria and Iran. Despite some cooperation which is occurring around the transit of
supplies for the U.S. troops stationed in Afghanistan, Central Asia is an area where long term
US-Russian interests clash.

Both the U.S. and Russia are wary of the possibility of radical Islamist forces spilling over into
Central Asia when the US leaves Afghanistan. In light of this mutual concern, Moscow has
provided ports, rail roads and air corridors for US logistics in Afghanistan. However, Moscow is
simultaneously working to terminate the US military presence at the Manas air base, Kyrgyzstan.
It is offering a temporary transportation base in Ulyanovsk, the birthplace of Vladimir Lenin,
founder of the Soviet state, to facilitate our withdrawal from Afghanistan. Yet, strategically, the
Russian leadership is adamantly intent upon establish an anti-America pole in a looming
multipolar world.

To accomplish its goals, Russia established and led the Commonwealth of Independent States,
and its military arm, the Commonwealth Security Treaty Organization, or CSTO, as well as a
trifecta of economic institutions: the Eurasian Economic Space (EuroSEC), the Customs Union,
and the Eurasian Union, in an attempt to secure Moscow’s economic domination.

The Eurasian Union — which was founded last year by Russia, Belarus and Kazakhstan, and that
spans 10 time zones from the Polish border to the Pacific — is likely to strengthen Moscow’s
economic and political influence in the region. It will favor intra-Eurasian Union trade vs.
international trade; prioritize Russia-oriented infrastructure projects; and eventually attempt to



issue a common currency. Ironically, the Europe Union’s recent setbacks appear to be
demonstrating how “successful” this attempt may ultimately be.

The idea of a Eurasian Union (EuU) was first suggested by Kazakhstan’s President Nursultan
Nazarbayev in 1992 — shortly after the dissolution of the Soviet bloc." Two decades later, with
the cooperation of Russian President Vladimir Putin, the creation of a common economic space
between the former Soviet states is gaining momentum.?

On November 18, 2011, the presidents of Russia, Kazakhstan and Belarus signed an agreement
for the establishment of a central integration body for the three countries, the Eurasian Economic
Commission (EEC). This is a supra-national body that is supposed to resemble the European
Union. It is responsible for the economic integration of the three countries, as well as members
joining in the future. According to its founders, the Eurasian Union will be based on the
principles and regulations of the World Trade Organization.’ The Kazakhstan government’s
website goes so far as to say that WTO accession and the creation of a Eurasian Union are
parallel goals.* However, Russia’s size, historic tradition, military and economic power
guarantees that the body will be Moscow-dominated.

Its top leaders claimed that the Eurasian Union’s integration will not affect the sovereignty of its
member states. However, it is hard to imagine this will actually be the case, as Vladimir Putin
has publicly declared that the “collapse of the Soviet Union was the greatest geopolitical tragedy
of our time.”> Presumably, in Putin’s eyes, the creation of the Union is supposed to rectify this
injustice. The Kremlin sees the creation of the Eurasian Union as solidifying its grip on Russia’s
“zone of privileged interests,” and that is — of should be — precisely the concern of many in the
West and in Eurasia.

However, some observers predict that the Eurasian Union may fail because

Russia appears to be unable to prevent the erosion of its economic position in the post-
Soviet space. Russia's geopolitical competitors have managed to dramatically increase
their strategic and economic footprints in the region (...) Russia seems to have lost its
stranglehold over Turkmenistan's vast gas reserves, with China increasingly becoming
Ashgabat's principal trading partner.’

! Dragomir Ivanov, “Eurasian Union — a Trinket for Three Comrades”, EUinside, 11 Dec. 2011, at
http://www.euinside.eu/en/analyses/Eurasia-Union-Putin-Kazakhstan-Belarus>. (21 Mar. 2012)

2 Vladimir Putin, "A New International Project for Eurasia — the Future, That is Being Born Today ", Izvestia, 03
Oct. 2011, at http://izvestia.ru/news/502761 (21 Mar. 2012)

3 Igor Panarin, "Eurasian Union: Stage 1", RT.com. Russia Today, 18 Jan. 2012, at http://rt.com/politics/eurasian-
union-putin-economic-655/ (21 Mar. 2012)

“Discover Kazakhstan, "WTO Accession", Embassy of Kazakhstan, at
http://www.kazakhembus.com/index.php?page=wto-accession (21 Mar. 2012)

> Associated Press, "Putin: Soviet Collapse a Tragedy." Fox News, 25 Apr. 2005, at
http://www.foxnews.com/story/0,2933,154541,00.html (21 Mar. 2012)

® Alla Barahova, Dmitry Butrin, Alexander Gabuyev, Max Ivanov, Valentina Kalitka, and Victor Hamrayev,
"Vladimir Putin Has Stepped into the Light", Kommersant, 05 Oct. 2011, at http://kommersant.ru/doc/1788017 (21
Mar. 2012)

7 http://www.theatlantic.com/international/archive/2012/03/putins-grandest-dream-could-his-eurasian-union-
work/254651/ (March 28, 2012)
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So it is clear that not all states in the region want their sovereignty compromised by membership
in the EuU. Countries endowed with their own valuable energy resources, such as Kazakhstan,
Azerbaijan, and Turkmenistan want to keep their independence and have the financial base to do
so, even if, like Kazakhstan, they agreed to membership.

On the other hand, countries heavily dependent on Russia’s support, especially in terms of
subsidizing their energy needs, will have a hard time resisting the Kremlin’s call to follow in the
footsteps of Belarus. Some will willingly buy into the Eurasian Union. Among these is
Kyrgyzstan, which has already applied for membership, and Tajikistan. Uzbekistan not only
refuses to join, but also quit CSTO. Nevertheless, economic dependence is also being used by
Moscow as a tool to curb the more rebellious among its former vassals, such as Ukraine.

As more countries participate in the Eurasian Union, Moscow’s intentions, and whether or not
membership has a negative impact on economic freedom, will both become clearer. Meantime,
Moscow’s plans do not sit well with the West, and especially with Europe, because of Russia’s
dominant energy position. The Eurasian Union, if and when completed, could control up to 33
percentgof the world’s natural gas reserves, magnifying the geopolitical power Russia already
wields.

Russia’s Strategy. In the security realm, some of the goals of CSTO are perfectly legitimate: to
contain terrorism, Islamist fundamentalism, drug trafficking, and to secure borders (e.g. the 201*
Russian division deployed in Tajikistan). However, through CSTO, Russia is also seeking to
retain and expand access for its armed forces; reform and integrate allied forces, such as air
defenses, and make them compatible and interoperable; boost weapons sales, training, exercises;
and expand its network of military bases. For example, the CSTO maneuvers planned for this fall
in the Caucasus, and being conducted in cooperation with Armenia and Kazakhstan, may
threaten the security and independence of non-CSTO countries, such as Azerbaijan and Georgia.

Energy remains Moscow’s top priority. It is seeking to retain and/or increase its power over
imports of energy resources from the region and obstruct export routes that bypass Russia, such
as the trans-Caspian gas export pipeline to Azerbaijan. Moscow is also seeking to increase
dependence on transportation links via Russia (pipelines, roads, railroads). However, stiff
competition from China is making Russian domination of the energy sector in Central Asia
impossible — and once again, the U.S. seems to be passively standing by while these two giants
compete for regional economic influence.

Economic Reform and WTO Membership for the Central Asian States. The economic
performance of the Central Asian countries remains uneven. For example, Kazakhstani economic
development makes it a regional leader and a top reformer. Yet, the Central Asian Index of
Economic Freedom track record suggests there is quite a bit of room for improvement. In
particular this should include reducing government involvement in the economy, divesting from
asset ownership, including in the national resources and energy sectors, streamlining social

¥ Investopedia, "Putin's Dream Of Eurasian Union Could Control World's Energy", Forbes Magazine, 11 Nov. 2011,
at http://www.forbes.com/sites/greatspeculations/2011/11/11/putins-dream-of-eurasian-union-could-control-worlds-
energy/ (21 Mar. 2012)
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safety networks, fighting corruption and boosting the rule of law — all of which are measure that
would be highly likely to attract foreign investment, increase national GDPs, and improve
economic performance. In the case of Kazakhstan, such reforms have the potential to elevate its
status to the upper strata of middle income developing countries and facilitate its transition to a
non-natural resources based economy.

Developing a well-thought through comprehensive program for such a reform, and its meticulous
implementation should be a top priority for the Kazakhstani and Central Asian national
leaderships for this decade and the next. However, the rise of the Eurasian Union complicates
pending applications or plans for Kazakhstan and other Central Asian states to join the World
Trade Organization (WTO) and stands to negatively impact their future Index of Economic
Freedom scores.

Although there may be short-term gains from the EuU membership, evidence from the
experience of the former Warsaw Pact countries now in the European Union strongly suggests
that remaining fully open to global trade has greater long-term benefits than staying in the
Russian orbit. Increased productivity, the ability to attract new foreign direct investment in
sectors other than raw material extraction, and technology and management skills transfers,
could make Central Asian economies more competitive and innovative. Also, getting rid of
subsidized energy prices would speed up the long-overdue reform of the region’s inefficient and
wasteful energy infrastructure.

What should the U.S. do? To remain relevant to 21* century Eurasian geopolitics, the U.S. has
to conduct a systematic analysis of its strategic priorities in the region and formulate appropriate
long-term policies, which span the Departments of Defense, State, Energy, and the intelligence
community. At the same, time, we should remember that geography and history dictate that these
countries maintain good relations with Russia and China. Thus, Washington should not see these
triangular ties as a zero-sum game, and appreciate, understand and encourage the ‘multi-vector
policies’ of the Central Asian states.

The U.S. should employ all elements of state power to promote the continuous US involvement
in Eurasia via strengthening bilateral partnerships and regional cooperation with key states,
especially Kazakhstan and Uzbekistan. Strengthening these cooperative relations, including in
defense, security, energy and economic development, and the rule of law and good governance
spheres, should be our top priority. After the draw-down of the US and NATO troops in
Afghanistan, it is American national interest to remain fully involved in the heart of Eurasia,
managing change, and contributing to its stability rather than abandoning the field to Moscow or
its de-facto regional competitor, Beijing.

The Heritage Foundation is a public policy, research, and educational organization recognized as
exempt under section 501(c)(3) of the Internal Revenue Code. It is privately supported and
receives no funds from any government at any level, nor does it perform any government or
other contract work.



The Heritage Foundation is the most broadly supported think tank in the United States. During
2011, it had nearly 700,000 individual, foundation, and corporate supporters representing every
state in the U.S. Its 2011 income came from the following sources:

Individuals 78%
Foundations 17%
Corporations 5%

The top five corporate givers provided The Heritage Foundation with 2% of its 2011 income.
The Heritage Foundation's books are audited annually by the national accounting firm of
McGladrey & Pullen. A list of major donors is available from The Heritage Foundation upon
request.

Members of The Heritage Foundation staff testify as individuals discussing their own
independent research. The views expressed are their own and do not reflect an institutional
position for The Heritage Foundation or its board of trustees.
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