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In this issue we deal with the latest
developments in the Middle East, as part of
a renewed "Energy Cold War" and the
hidden agendas in the area. We also look at
the impact of the war of smuggled Iraqi oil
to foreign markets including some European
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! We explore the risk of a colder winter for
the Balkan countries due to the Ukraine
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Iran, Serbia and Yemen.
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The US Reconquista Of The Iraqi
Oil

Consistent and meticulous air strikes by the US-
lead “coalition of the willing” against military
installations, troops and infrastructure belonging
to the Islamic State of Iraq and Syria (ISIS)
marked a watershed in contemporary history of
the wide Middle East and set the stage for future
reformatting of existing alliances.

US strategists thoughtfully targeted, in particular,
12 modular oil refineries which were generating a
steady cash flow for the Isis militants. Technically,
these mobile plants are easily moved around and
turned operational. Experts estimate that this
makeshift production amounted to some 100,000
barrels of crude per day. It kept enriching the
terrorist conglomerate by at least §1m a day in
revenues from black-market oil sales. However,
observers more familiar with shady dealings of
Isis point out that radical Islamists were also
making money on highway robberies, smuggling
operations, and were getting ransom for freeing
their hostages.

Destroying the core foundation of the Isis
money-generating oil business was the only
sensible solution because the radicals turned out
to be smart operators: they were reportedly
selling crude for a sum of some $40 per barrel,
and, unsurprisingly, a “coalition of the willing”
clients was lining up to buy crude and then resell
it to the highest bidder for twice the price or even
more (also see I8°s smuggled oil: where,
how, why? — in the current issue).

It all makes good sense since it is doubtful that
implementation of the provisions of the UN
Security Council resolution 1373 (2001) on asset-
freezing of the terrorist organizations would be
feasible. Most of the assets of the Isis fighters
were deeply rooted in the silent support of the
local Sunni community and their clandestine oil
production, as well as smuggling, looting and
extortion of ransom.

In fact, since ISIS is speedily becoming a grave
threat to the stability of the Middle East and the
rest of the civilized world (if the foreign fighters
return one day to their homelands, in particular,
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in Europe), one should look at the Israeli “best
practices” in dealing with the permanently
looming over them danger of terror.

Currently, the network of terrorist organizations
has at its disposal generous sponsors,
accomplices, strongholds in many countries
including military installations and bases.
Terrorists are well-armed, well-trained and
highly motivated. The war against terror must be
conducted as a full-scale war.

Indeed, there are strong arguments in favour of
direct strikes and special operations, including:
pre-emptive strikes against base of terrorists,
commando action against headquarters of
terrorists, punitive retaliatory action against
location or community hosting terrorists, rescue
operations for liberation of kidnap victims or
hostages in siege/barricade situation, etc.

In the light of the dramatically deteriorating
situation on the ground, where the Isis war
machine seems to be advancing without
hindrance, it is essential to resort to the
comprehensive arsenal of the modern counter-
terrorism warfare.

At the same time it is worth scrupulously
analyzing the US-led coalition’s moves and
actions to get some hints whether or not there is
a hidden agenda with no direct bearing to
crushing the extreme Sunnis revolt. Officially, the
end-goal of punitive mission is articulated on the
basis of a clear necessity to “degrade, weaken
and deny Isis shelter inside Syria and limit its
capacity to maneuver its fighters between Iraq
and Syria.” But, as always in the context of the
not yet abandoned far-reaching ambition of the
US to mold a “brave new” Middle East, there is
more than meets the eye and is easily palpable.

It is a common wisdom that the issue of the ISIS-
type, violence-prone and hatred-driven
challenges to territorial integrity of nations in the
wide region of Middle East and North Africa
(MENA) has many dimensions and root causes.
After all, it 1s all too clear that the radicalization
of the Sunnis in Iraq was the inevitable
consequence of oppression, discrimination and
humiliation they have been subjected to after the
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elimination of Saddam Hussein’s Sunni-based
rule and throughout the ensuing US occupation
regime followed by the Shia-dominated and
largely revenge-bent governance of former Prime
Minister Nour al-Maliki.

Actually, the successful removal of Nour al-
Maliki, fully distrusted by Washington, in
particular, for not accommodating American
vital interests in the region, from premiership for
apparent and perceived mistakes, but which had
evidently produced a ghastly deterioration of a
semblance of societal cohesion and a total
rupture of inter-ethnic and inter-religion
dialogue, cleared the way for the US to reinstate
claims to be the one and only benefactor of the
post-Saddam Iraq.

This claim could be undermined by the poor
return on investments made by the American
taxpayers through Pentagon which had spent,
according to official data, over $25bn on training
the Iraqi army. This summer, these US-trained
and US-armed troops deserted by the thousands
and fled from the second largest city, Mosul, and
other towns when attacked by the ISIS
paramilitary units. This time the US is directly
involved in fighting, once again, the Sunnis in
more or less the same way as during the Bush-led
military campaign against Saddam’s Iraq in

2003.

Viewing it in more practical terms, the US is
expected to capitalize on the eventual elimination
of the ISIS and its attempts to carve parts of Iraq
and Syria to form a territory for its Caliphate. It
would do so by demanding an adequate reward.
The ‘bounty’ would almost certainly be defined
as a full-fledged access for American energy
majors (and minors like Halliburton) to the Iraqi
oil and gas fields.

It came as a nasty revelation to US energy
corporations that the spoils of war in Iraq did
not include preferential treatment in the
prospecting and extracting of Iraqi oil. Adding
insult to injury, other Western nations and their
oil majors managed to land with lucrative deals
signed under the new Shia rulers who, to a
certain extent, were more responsive to signals
coming out of Tehran than from Washington.

AN INDEPENDENT MONTHLY REVIEW

The US was sidelined with no payback for all the
efforts to topple the “Bull of Baghdad”.

Now, or rather after the envisaged victory over
ISIS and after saving the territorial integrity of
Iraq, there is a chance of a “reconquista”,
meaning, of winning back what should have
rightfully belonged to the American businesses.

The second most likely goal of the US going to
war in the region, although not stated officially; is
to use the continuous military operations in the
Levant region for logistical purposes and thus
provide hardware and ammunition to the
moderate Syrian opposition represented by the
Free Syrian Army (FSA).

By offering the FSA sophisticated weaponry,
intelligence information and general guidance,
the US would improve its fighting skills and
capabilities, gradually turning it into a
formidable ally. The pro-America FSA would
then acquire the potential to force Bashar Assad
to negotiate an acceptable interim settlement
and, at a later stage, probably in a time span of
one or two years, to oust the ruler of Damascus
from power altogether.

The end-result of this comprehensive strategy
would amount to at least three major gains: first,
a most probable emergence of a pro-Western
state in Syria; second, easy and affordable access
to Syrian oil and, in the distant future, to offshore
shelf gas fields to be channeled to global markets;
third, prevention of the creation of the Shia axis
which could bring into a formidable alliance
three nations, Iran, Iraq and Syria with a direct
avenue of energy deliveries to Mediterranean
ports.

However, the road to this shining city on top of
the hill 1s paved with land mines. Prior to taking
on Bashar Assad, the FSA must establish itself as
a convincing opponent of ISIS which is not the
case now since the Syrian opposition can put
forward only 5,000 active fighters while ISIS,
according to contradictory reports, commands
from 25,000 to 30,000 seasoned and battle-

hardened warriors.
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Apart from sheer numbers, ISIS is now in control
of a combined territory, stretching over Iraq and
Syria in a sequence of patches, where eight
million reside. It has been detected that ISIS is
pulling its forces into towns and villages which
spells the danger of a more complex urban
warfare. All in all, there are too many variables
making strategic and tactical planning
complicated and forecasts shaky and vague.

Yet, despite all the challenges and uncertainties, it
is obvious that the Obama Administration will
not retreat from its once again assertive foreign
policy. First of all, victory over gruesome
barbarians would be a feather in a cap for
Obama who has to think how his time in office
will be portrayed in history textbooks. If he
delivers justice to the murderers of the US
journalists, Obama will go down in history as the
great avenger while rallying the positive public
opinion around him.

Second, Obama could position himself as the
savior and lord-protector of the new-new Iraq
with a chance of demanding as a reward the
redrawing of the license policy to gain access to
the local o1l and gas riches. It would make him
the darling of the powerful US energy
corporations, and make up, albeit belatedly, for
the dismal failure of the Bush war to reap
benefits for the country. So far, the answer to the
question, Is it the US reconquista of the Iraqi oil
possible? looks positive.

IS’s Smuggled Oil - Where, How,
Why

You might call it Islamic State (IS), or ISIS
(Islamic State of Iraq and Syria), or ISIL (Islamic
State of Iraq and Levant), or Da’esh (the Arabic
acronym) or even Caliphate as if it were a
character from a romantic TV saga or soap
opera. It doesn’t matter: we’re referring to maybe
the strongest ever extremist movement which is
defined as a terrorist entity by any conceivable
criteria.

The difference between that entity and its peers

1s that it has established control over a vast
territory (its surface is almost equal to the UK
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although mostly deserted), it is in the process of
forming a kind of a proto-State, and it has a
mineral resource base allowing to have an
independent, stable source of revenue.

Why a proto-State? IS as a Sunni radical
movement has a social power base in Iraq where
the Sunni Arab minority was deprived of its
privileged position and marginalized. The tribes
living on territories now under IS’ administration
could not be happy about it but they could be
even more afraid of the Iraqi government forces,
mostly Shiites. Disposing of a territorial wide
spread from the Iragi-Iranian to Syrian-Turkish
borders, controlling important cities such as
Raqqa in Syria and Mosul in Iraq, IS can
provide some basic utility services and
administrative support, although in a
rudimentary and non-efficient way, but
concurrently it is imposing fear and strict Islamic
rules to be observed by everybody under its
governance.

The Caliphate has also an important financial
resource at its disposal. IS has applied classical
methods of generating revenues: arbitrarily
imposed tariffs, extortion, etc. The IS fighters
also managed to confiscate money from banks,
private coffers and government offices after
seizing Mosul, the second biggest city in Iraq.
The movement is still receiving private donations
from the oil rich Gulf monarchies and, probably,
from Turkey. But more importantly, IS is
controlling some oil production facilities and is
not only using it for its military purposes but
selling oil through various illegal channels.

Oil production makes IS basically independent
from external financial sponsorship and elevates
the movement to an informal status of the richest
terrorist group in the world.

It is supposed that IS controls at least 3 oil fields
in Syria and 5 in Iraq. Its forces seized 7 fields
during the offensive in Iraq in August. At that
moment the International Energy Agency
assumed that their production capacity reached
80,000 barrels a day. But later Kurdish
Peshmergah forces recaptured Ain Zalah (IS put
it on fire before retreating) and Butman fields.
Two fields remaining under its control, Qaiyara
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and Najman, are smaller and its crude is
notorious for poor quality. They were even not
developed under the Iraqi Government rule.

There are different estimates of the oil volumes
produced by IS. The Washington Post recently
quoted estimations by unnamed industrial
analysts who assess the IS oil production at
between 25,000 and 40,000 barrels a day.
Director of Iraq Energy Institute, Luay al-
Khatteeb, puts it higher, between 50,000 and
60,000 barrels a day. Obviously, IS has the
capacity to control the fields but lacks skills to
operate them efficiently, limiting its activity to
some basics.

The extracted oil is used in two ways. Some
quantity 13 sold to outside customers. Some
quantity is refined for local, mainly military use.

Refining is quite a complicated problem for IS. It
failed to establish control on the main refining
facility in Baiji, the scene of heavy fighting last
summer. IS has been reduced to operating small
units or use very primitive technologies to obtain
fuel for its transport and armored vehicles.

There are no accurate figures about the IS gains
made out of oil trade. The estimates vary from
$1 million to more that $3 million a day,
although some (e.g. editor in chief of Iraq Oil
Report, Ben Lando) suppose that the revenue is
not more than $250,000 due to the
counteroffensives and crackdown on smuggling.
Anyway, oil trade provides an important regular
income allowing IS to use this cash-flow to run its
military machine and administer the controlled
territory.

The US and its allies starting from September, 24
are targeting IS’ oil facilities. That day the
Pentagon reported that 12 small scale oil
production units in Syria were hit (see also The
US Reconquista of the Iraqi Oil? Possible
— 1n the current issue).

The price of IS’ oil is estimated to be much
below the world benchmark because of its bad
quality and illegal origin. It is supposed that it’s
sold at a lower price than the oil from Iraqi
Kurdistan trucked to Turkey which costs about
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$50-55 a barrel. IS’ oil could be charging $40 or
even less. That oil is usually transported by
trucks. The porous Turkish border is the entry
point but also the Jordanian one. If the US
decides to bomb them it’'d be not be easy to
distinguish between legal deliveries of oil and
trucks filled with the jihadist’s smuggled oil. The
traffic across the border between Turkey and
Iraqi Kurdistan is heavy: some 1,700 trucks a day
shuttle in the area, although the flow decreased
due to fighting and the abduction of some
Turkish drivers by the IS militants.

It 1s almost impossible to seal the border or to
control the cash-flow generated by oil smuggling.
That kind of clandestine business is not using the
established procedures or standard channels.
However, if’ Turkey applies all its leverage on the
IS, it would be the only way to limit oil
smuggling.

Industry experts acknowledge that there are no
problems finding buyers for oil volumes at such a
heavily discounted price offered by the IS.
Apparently, even some EU countries are
purchasing that oil. European Commission
representative in Bagdad, Mrs. Jana Hybaskova,
in September revealed at a hearing in the
European Parliament for the Committee on
Foreign Affairs that some European countries did
buy IS’ oil but would not name them.

Ukrainian Crisis. Threats To The
Balkan’s Energy Security

The ongoing crisis in Ukraine and its definitively
unresolved gas dispute with Russia 1s generating
some risks for energy security in Europe,
especially in the Balkans. These lines were put to
print at the moment when discussions between
the conflicting parties were not yet finalized.

True enough, most of the EU countries are now
more secure in terms of energy procurement
than in January 2009, when gas transit through
Ukraine stopped for a couple of weeks. Now
Russian gas 1s flowing westward also through the
new offshore Nord Stream pipeline, coming
directly to Germany, and thus limiting the
possible impact of rupture of the trans-
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Ukrainian gas transit. Turkey is also less
vulnerable having gas supply contracts with
Azerbajjan, Iran, and receiving Russian gas
through the Black Sea pipeline, Blue Stream,
although even this diversified portfolio cannot
meet all Turkish energy demands.

The main risk for gas deliveries through the
Ukrainian route to Romania, Bulgaria and
further on to Turkey and Greece emanate from
the possibility of Ukraine to siphon some Russian
gas bound for European clients. So far, the
Ukrainian Government has maintained gas
transit intact and keeps promising to honour its
contractual obligations. This is reassuring, but
this is only middle of autumn, when
consumption is still low and there is no need of
huge volumes of gas to be used mainly for
heating. Gas in this part of Europe is basically a
seasonal product.

The situation may change dramatically in winter.
Under the preliminary arrangement reached
through the European Commission’s mediation,
Ukraine, which no longer receives Russian gas
since mid-June due to its accumulated debt and
demand for price correction, will buy in the
coming winter as much as 5 bem. Officially, the
Government in Kiev recognized a couple of
months ago that it will face a deficit in winter of
6 billion cubic meters, despite local production
and gas reverse flow from Slovakia, Poland and
Hungary. The Ukrainian industry sources hinted
the demand might be twice as high.

In 2013 Ukraine produced domestically more
than 20 bem of gas, and imported 28 bem. For
the moment, Ukraine is obliged to cut oftf some
utility services, for example, hot water is not
sourced in the capital city, Kiev. The demand
could also drop because of the downfall of
industrial production, mainly in the chemical and
metallurgic sectors which are the biggest gas
consumers. Having said this, it should be noted
that the European Commissioner for energy, Mr.
Guenter Oecttinger, predicted that actual demand
in Ukraine this winter could require some
5-10-12 bcm of additional gas for internal
consumption and back-up for transit flow to
Europe.
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Back-up capacity for uninterruptable transit flow
is essential because the Ukrainian underground
storage facilities used for this purpose stay half
empty (53%). These volumes are crucial for
assuring export of Russian gas to Europe during
peak demand.

The key to that dispute is the price of purchased
gas.

The price is settled by the formula agreed by
both parts in January 2009 and embodied in the
signed contract. The gas price is permanently
adjusted following the fluctuation of oil and oil
product prices.

At a certain moment, Russia gave a discount to
Ukraine linked to a political deal (discount of
$100 off a thousand cubic meters as the Russian
Government withdrew customs duty) or to a firm
commitment by the Ukrainian Naftogas
company to timely and full payments for
delivered gas (Gazprom’s discount). Yet, Ukraine
failed to pay the discounted price, and arrears
started to accumulate since August 2013. The,
the political deals turned nil and void after a new
government was installed in Kiev. Now, the
Russians claim back $5.3 billion for delivered and
consumed gas, and the Ukrainians accuse
Russians of demanding an unfair price and call
for a total review of the existing contract. At the
same time, Ukraine is paying for gas which it
buys from Europe and receives through reverse
flows.

The trilateral negotiations Russia-Ukraine-EU
are on-going. Both Ukraine and Russia engaged
the Stockholm arbitration court with
counterclaims. Meanwhile, Russia switched to a
prepayment mode as stipulated in the contract:
due to failure to settle gas bills Ukraine is obliged,
first, to pay in advance for a certain monthly
volume of Russian gas. Ukraine preferred not to
pay and not to purchase any Russian gas, and
instead demanded to peg the price to European
spot prices. As a result of the stalemate, no gas
flows from Russia to Ukrainian consumers since
mid-June. Gas supplies could resume but only if
the Berlin interim agreements are implemented.

6
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There are 4 possible scenarios of how the gas
saga might evolve in the future which is right
behind the corner:

1. The political developments in and
around Ukraine pave the way for easing
tensions and abandoning conflict with
Russia, and all parties do their best to
find a compromise, including the
settlement of the pending gas problem.
This 1s rather unlikely. Nobody seems to be ready
to make unilateral concessions or to find
balanced solutions.

2. Trilateral discussions lead to an
elaboration of a compromise, including a
new gas pricing system acceptable both
for Russians and Ukrainians, followed by
resumed gas deliveries to Ukraine. So far,
it looks like things are moving in this direction,
since the EU political pressure on Ukraine to
make Kiev pay at last some overdue money to
Russia is producing results; although it would not
mean a comprehensive solution to all the existing
problems.

3. Russia stops gas deliveries through a
Ukrainian gas transportation system to
Europe or significantly limits the transit
volumes. In September, Russians failed to
provide the requested volumes of gas to some of
its European clients: the explanation amounted
to a reference to Russia’s need to fill its own
underground gas storages and conduct
maintenance works on pipelines. In fact, the
reduction of supplies remained within the
contracted volumes. Experts pointed out that this
move could have been an attempt to limit
available gas on hubs since this gas could have
been channeled through reverse flow to Ukraine.
However, the total halt of Russian gas deliveries
to Europe through Ukraine is most unlikely
because it would entail not only huge money
losses for Gazprom but also would irreparably
damage its reputation as a reliable partner. Yet,
such a scenario could not be counted out in case
of dismal deterioration of relations and breakout
of hostilities of a harsher nature than in the years

of Cold war.
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4. Ukraine starts siphoning transit gas
bound for Europe for internal
consumption in a situation of great
deficit, especially if trilateral
negotiations fail to finalize an agreement.
Ukraine recognizes that the country will not have
enough gas to balance basic demand. In a
situation of a frosty winter gas demand in
Europe will go up, prices will follow the upward
trend. There could be less available gas on hubs
for reverse deliveries to Ukraine, and that gas will
inevitably be very expensive. Kiev could be
tempted to extract some gas from transit
pipelines especially if it could shift the
responsibility on Russia.

In the worst-case scenarios, a new transit crisis in
Ukraine would torpedo secure gas deliveries,
particularly for the Balkan region, part of
Central Europe and Italy. For the moment, the
keys to an acceptable solution seem to be in the
hands of Brussels’ top executives. The EU has
substantial leverage on the Ukrainian
Government which 1is searching for ways to
ensure gas supplies this winter and also the
European authorities have a good bargaining
position vis-a-vis the Russian Government which
is interested in avoiding a new gas crisis and huge
financial losses.

Iran’s Ayatollahs At A Crossroad

The volatile geopolitical situation in the Middle
East and other disturbing international
developments have put Iran in a delicate
position. Now the Islamic Republic of Iran is far
from being perceived as the main beneficiary of
the US invasion of Iraq in 2003. Teheran is now
being challenged by new political and military
troubleshooters.

The new formidable challenge is the rapid rise to
prominence in regional affairs of the Islamic
State (IS), a hard-boiled Sunnite jihadist
movement. Under that new brand IS controls a
large chunk of Iraq and Syria thus breaking
logistical and communication lines between the
Shiite Iran and its co-religionists in Syria and
Lebanon, and denying Iranians a direct access to
the Mediterranean Sea.

~1
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IS is not only a new security problem for the
ayatollahs. It brings some additional challenges to
Iran.

First, IS weakens the Iran-friendly Shiite
Government of Iraq, fundamentally destabilizing
the country.

Second, IS sets the stage for Iraqi Kurds to create
an independent country with US support. This
will lead to the disintegration of Iraq (the two
countries, Iraq and Iran, share a 1,600 common
border line), and it will arouse nationalistic
aspirations of the Iranian Kurds who will view
with apparent envy the emergence on Iranian
borders of an oil rich Kurdish state supported by
the US and, potentially, by Israel.

Third, it would be much more complicated to
deliver aide to friendly regional forces, e.g. the
Syrian regime which is fighting for the last 3-
years a bloody civil war, and to Iranian proxy,
Shiite militarized formation, Hezbollah.

Simultaneously, even without the additional IS’s
challenge Iran finds it impossible for the Syrian
regime to win the civil war which has reached a
military dead end: neither side is in a position to
crush the others. Only the so called “moderate”
opposition (which will be trained, accordingly to
US sources, by Saudi Arabia to fight IS) is
basically wiped out of the game. Bashar Assad’s
Government is in a catastrophic economic
situation. The overall material damage to Syria is
evaluated by the UN to stand at $140 billion; this
is double of its GDP before the war started in
2011.

Hezbollah movement, from the military but also
political point of view, is also losing credibility by
supporting the Syrian regime, both in Lebanon
and in the regional context.

The current developments question the
preservation of the Shiite belt in the Middle East,
knitted together by Teheran in the last decade.

New problems are arising on Afghanistan’s
horizon. With the US about to leave the country,
without quite achieving the initial goals, the
Taliban movement could be back to power in
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Kabul. No political deal was made with these
Islamic fundamentalists. It opens a gloomy
perspective for Iran to find itself squeezed
between Sunnite radicals both on Eastern and
Western borders, between the IS and the
Taliban. It would make the ayatollahs nervous
because of the Iranian Sunnite minorities living
in those border zones.

Events in the Gaza sector had an ambivalent
impact on Iran. Viewed from one side, the recent
outbreak of violence has tarred the image of
Israel, enhanced unity of the Iranians sharing the
same sentiments about the plight of the
Palestinian people, and created conditions for
improving relations with Hamas movement in
Gaza. All in all, it allowed Iran to be back in the
game. This assessment is not univocal. Hamas is
supported by Turkey and Qatar, and these
nations may perceive Iranian influence as a
nuisance. But Iran is in the process of improving,
in some way, its relations with both countries,
and Hamas could be part of some future
hypothetic deals. Egypt is following a hard line
on Muslim Brotherhood movement at home, and
it 1s very suspicious about Hamas, the Palestinian
clone of that group.

However, there is also positive regional news for
Teheran.

Iran is moving forward to patch up the quarrel
with neighboring Turkey provoked by the stress-
test of the Syrian civil war where Ankara and
Teheran supported opposite sides. But the
consolidation of the Sunnite radical movement
on the Turkish border creates conditions for the
two countries to look for better cooperation, and,
in particular, as announced, to double their trade
turnover in 2015. From 2013, Iran and Turkey
started to exchange visits by various high officials;
in June 2014 the President of Iran, Hassan
Rouhani, visited Ankara. Note: Iran welcomed
the election in August 2014 of Recep Tayyip
Erdogan as Turkish President.

Iran achieved some progress in its relations with
some of the Gulf petro-monarchies too: with
Kuwait (the Kuwaiti Emir visited Teheran in
June 2014), UAE, Qatar and Oman — the latter
played the role of an intermediary between Iran
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and the US. In March 2014, an important gas
deal (worth some $10 billion) was concluded
between the two countries. Only with Saudi
Arabia and Bahrain with its Shiite oppressed
majority the relations remain in a state of Cold
war.

The key issue for Iran is the stop-and-go
negotiations on its nuclear program with the so
called 5+1 group (5 permanent UN Security
Council members + Germany). There is no
breakthrough, although some progress was made.
The new deadline for negotiations is November
2014. There are still many differences in the
approach to the problem, but the outcome will
show if the US has come to realize the
expediency of lifting all the sanctions against
Iran. Scrapping the sanctions’ regime will be
crucial for the Iranians, giving them access to the
badly needed Western investments and
technologies for oil and gas production.

But Iran is designing alternatives which may be
used not only as a “Plan B” if the sanctions are
not lifted. The alternatives could be part of a
broader Iranian strategy. One scenario could
focus on fast development of relations and
economic cooperation with Russia. The second,
economic expansion eastward, primarily through
natural gas exports to Pakistan and India.

The eastern bound expansion remains so far a
remote mission. Engaging the Russians is slow-
paced due to mutual suspicions. Yet, Tehran and
Moscow recently signed several deals aimed at
multiplying by 10 the volume of trade in 2 years
(now standing at a meager $1.5 billion). Bilateral
projects dealing with energy, transport,
agriculture and other domains are estimated at
70 billion Euros. The lynchpin of cooperation is
that Iran and Russia are now targeted by
Western sanctions, and it helps both countries to
appreciate each other as a partner.

In that globalized context, it is probable that Iran
will try to find a new role and place in the
changing regional stage, find a compromise with
the US on its nuclear program (mainly for
economic reasons). But the ayatollahs will
apparently apply a pragmatic approach, meaning
they will not place all of their confidence on the
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West but will pursue a diversified foreign policy
looking for allies and partners elsewhere, mostly
in the North and East.

Serbia On The Look - Out For
Energy Purveyors

With a thick fog of uncertainties hanging over
the possible rupture of gas export flows to the
Balkans from Russia, and with the specter of a
cold snap in winter starting to materialize out of
the blue, Serbia is taking a more pro-active
stance in shaping its energy policy. As a clear sign
of it nervousness comes the decision to form a
special investigative task-force to examine “all
facts and circumstances connected to the
privatisation of Naftna Industrija Srbije (NIS)”,
as announced in August by the Serbian Minister
of Interior, Nebojsa Stefanovic.

The allegations of a suspected shady side of the
privatisation scheme reached their peak in the
statement by Serbian Prime Minster Aleksandar
Vuci¢ who emphasised that the agreement on the
sale of NIS had been unfavourable for Serbia.
The target of this delicate yet resolute accusation
was Gazprom Neft, the oil branch of the Russian
Gazprom group, or in broader terms, Russia

proper.

It should be reminded that on 25 January 2008
Serbia and Russia signed a contract on the sales
of 51% of NIS's shares to Gazprom Neft for
€400 million and €550 million in investments
until 2012. In the same package of agreements
was another deal on the inclusion of Serbia in
the Gazprom-spearheaded South Stream gas-
pipeline project and the construction of an
underground gas storage (UGS) facility in
Banatski Dvor. The deals were enshrined in an
inter-governmental agreement.

Actually, NIS, or Petroleum Industry of Serbia is
a small gem in the crown of the local industry. It
is the one and only oil and gas company heavily
involved in exploration and production, with
upstream business projects at home and abroad,
and reaching out to end-customers with products
from its oil refineries in Pan€evo and Novi Sad.
Moreover, since 2011, three years after ceding
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control to Gazprom, NIS has convincingly
expanded its operations by setting foot on the
energy markets of Hungary, Romania, as well as
Bosnia and Herzegovina.

For the record: as of 2013, NIS posted a profit of
approximately €422 million and €2.31 billion of
revenues. In mid-summer 2014, NIS’s market
capitalization totaled 1.29 billion euros making
the company a bona fide regional energy major.

Today, PM Aleksandar Vuci€ is putting pressure
on the company and its Russian owner. Strictly
speaking, so far there is no solid evidence of
wrongdoings. As the Prime Minister phrased it,
“no one was pointing fingers” nor saying that a
crime had been committed during the
privatisation. He also admitted dividends were
duly paid. However, PM Vuci¢ articulated the
following grievance: “We haven’t seen much of
what was invested in the region.” He indicated
that revision of the 2008 agreement would be his
preferred option.

The news can hardly be likened to a death knell
for the energy cooperation between Serbia and
Russia, but it does sound like an alarm bell.

Local experts seem to be paying toll to the
conspiracy theory and lean to the hypothesis that
this move should be placed within the contest of
domestic political squabbling. The true reason for
these accusations is the attempt by the ruling
Serb Progressive Party (SNS) to discredit the
opposition Democratic Party (DS) and its leaders
who were responsible for signing the Serbia-
Russia inter-governmental agreement. This plot,
if there is one, also targets a prominent local
figure, Dusan Bajatovi¢, CEO of Srbijagas, in
order to force him out of office, as he is believed
to be one of the “king-makers” behind the 2008
negotiations and deals.

The probability of these hidden motives is rather
high, given the perpetual tug-of-war between the
splintered political factions in Serbia. Yet, there is
place for another school of thought. When taken
in a wider context, the decision to hold an
investigation into the terms and conditions,
under which NIS changed ownership, could
serve as a justification for the government of
Serbia to delay the implementation of the local
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stretch of South Stream. It could be put on hold
for an indefinite period awaiting the settlement of
the controversy around the compatibility of the
project with the European energy market
regulations.

In this way, Belgrade would play up to the
expectations of the EU that this Balkan country,
aspiring to become one day a member state of
the community, would display solidarity and join
the sanctions versus Russia. By simply hinting at
placing Russian Gazprom in the line of fire, but
avoiding the introduction of formal restrictions,
Serbia seems to think it is killing two birds with
one stone.

Nevertheless, the freeze on South Stream gas-
pipeline would not take off the agenda the
worries about the future energy security of
Serbia. Aleksandar Anti¢, Serbian Minister for
Mining and Energy, claimed his office was
monitoring the conflict of Ukraine-Russia closely
and there was no imminent danger of supply
cuts. Even if' the worst happens, Serbia would
rely the coming winter season on the UGS
Banatski Dvor, belonging to NIS, which has been
filled to its full capacity.

In any case, Serbian government is thinking
along the lines of the diversification policy.
According to senior DS official, Borislav
Stefanovic, the government of Mr. Vuli¢ has
entered into “secret contracts” with companies
from the United Arab Emirates. There are also
unconfirmed reports that Belgrade might be
testing the waters about the viability of joining
the TAP project which will be sourced by the
Azerbaijan’s gas from the Caspian fields.

Serbia 1s on the look-out for lucrative energy
deals and energy purveyors. The key element to
the success of this search is whether there are any
“lucrative” offers? The potential partners will
first of all assess the financial books. They could
hardly find the macro-economic statistics
encouraging,

As of the end of July, the currency reserves of the
central bank of Serbia lost around one billion
euros. Manufacturing industry continued to slide
down. The budget deficit reached almost 110
billion dinars. The overall foreign debt stood at
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12.39 billion euros, and internal debt exceeded
8.5 billion euros, with the aggregated debt equal
to almost 21 billion euros, or 64,3% of GDP.

With the perspective of a tight gas market in
Europe in the next decade, Serbia which i1s still
struggling to put its act together in the national
economy will find it difficult to strike lucrative
deals with new gas purveyors. What is certain,
the expensive Qatari LNG will not choose Serbia
as its final destination.

Yemen As Saudi Arabia’s Soft
Belly. Now More Than Ever

At the end of September, a tentative UN-
brokered peace deal was signed between the
Shiite militants under the leadership of the
warlord, Abdul Malek Al Houthi, whose name
was bestowed on the rebel group (Houthis), their
rivals from the Islah party linked to the Muslim
Brotherhood, and the government of Yemen.

The agreement was preceded by a lightening-
strike seizure of the Yemeni capital, Sanaa, by
the Houthis while the army and security forces
scattered around and failed to mount even a
semblance of resistance. It is undeniable that at
the back of the Houthis local bltzkrieg was the
deeply-rooted disillusionment with the failure of
the government to address the multiple ills of an
unsustainable economy and concerns of the
thoroughly impoverished and abused populace.

The unexpected four de force on the part of the
Houthis contravened the atmosphere of
complacency settling in after the previous
agreement between the warring adversaries was
struck, once again hammered out due to
mediation of the United Nations. That deal
appeared to have pacified everyone: it looked like
a sensible comprehensive concordat between the
arch-rivals from the north and the south, and the
existing central authorities. It stipulated the
formation of a new government and the
introduction of badly-needed economic reforms.
Yet, it turned out to be still-born. The Houthis
treacherously reneged on the deal.

For the record: 65%, or the qualitative majority
of the citizens of Yemen, a chronically poor
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country of 26 million, are Sunnis while the
remaining 35 per cent are Shia Muslims (to be
exact, they represent the Zaydi branch of Shiite
Islam).

The Houthis have been conducting an uprising
in the north of the country for the last 10 years.
Their main grievance emanate from resentment
of the gradual economic marginalization of the
northern territories, particularly Saada province.
They also have fear of being overshadowed by
the growing influence of the Wahhabists, the
religious fundamentalists who base the Islamic
order on the rigid interpretation of the teachings
in the Quran, the holy book of Islam (note:
Wahhabism is the official creed and life
philosophy in Saudi Arabia).

The Houthis stiffly and resolutely opposed the
previous ruler, Ali Abdullah Saleh, who was
ousted from power in 2011 without bloodshed, or
rather he thought it advisable to step down all by
himself and make way for his deputy, Abd
Rabbuh Mansour Hadi, the incumbent
president.

What should not be overlooked is the fact that
the strive of the Houthis for more regional
autonomy or maybe full independence has a
distinctive religious underlining: as Shiites, the
Houthis form a minority in the predominantly
Sunni Yemen but in the northern areas they are a
majority and literally “call the shots” and define
the agenda for local tribes.

It seemed at first that the original agreement
signed 21 September would help put the house
into order since the new government was
supposed to incorporate, apart from the
established bureaucracy, both the Houthi
warlords and field commanders of the southern
separatist formations, namely the Southern
Movement with secessionist goals (in 1994 they
tried to break free but the attempt was aborted).

It did not work out. The Houthis probably felt
that the present authorities in Sanaa had
exhausted their credit and credibility with the
people and present an easy prey. So they went for
the kill. Whether this time they will honor the
new deal, remains to be seen. They might have
contained ambitions in return for a more
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prominent role in governing the country but
there are two impediments. First, the Houthis
lack the essential experience and expertise in
politics. And second, some of the middle level
commanders and tribal chieftains might find it
hard to swallow the demand to disarm and
withdraw from areas they placed under their
control.

All these developments could have been viewed
as just another sample of internal and seemingly
interminable turbulences in a remote and
insignificant periphery of the world. However, a
second glance on the issue would bring Yemen’s
convulsions to the forefront of global politics due
to its strong bearing on the dramatic if not
chaotic reformatting of the Middle East balance
of power.

The swift and smooth operations by the Houthis
would not be possible without outside help,
claims an anonymous intelligence source. In an
interview with Asharq Al-Awsat this source
disclosed that “elements affiliated with Iran’s
Islamic Revolutionary Guard Corps and
Hezbollah, who were training Houthis in the
north of Yemen, are currently present in the
capital Sana’a.”

There was no hard-core evidence to back up this
allegation but reports that the government had
set free two Iranians allegedly belonging to Iran’s
elite Revolutionary Guards. The two faced
accusations of having trained the Houthi rebels
in their bases in the north.

Besides, the Yemeni president, often referred to
as “a staunch US ally”, Mansour Hadi made a
statement claiming that his country was “facing a
conspiracy” hideously masterminded and
implemented by “internal and external forces”.
Hadi warned that Yemen might be heading

towards a renewed “civil war”.

In his address to the UN. General Assembly,
Foreign Minister of Saudi Arabia Prince Saud al-
Faisal expressed deep concerns over the Shia
rebels seizing the Yemeni capital. The Prince
termed these events “unprecedented challenges”,
although avoided spelling out the concerns of his
country which is the primary purveyor of crude
oil to the global markets. The desert kingdom
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shares a long border with the thoroughly
destabilized Yemen, and is in a state of perpetual
rivalry for dominance in the Muslim world with
Iran.

While Saudi Arabia nurtures strong suspicions
over the possible involvement of Iran in the
advancement of the Houthis, the United States
might accommodate the new rather bizarre
prospect of the grand Shiite regional power, Iran
becoming lord-protector of its allies in Yemen
and coming out of the shadow one day. The
reason for such a queer metamorphosis is the
challenge posed by the Islamic State of Iraq and
Syria (ISIS) and also by the Al Qaida in the
Arabian Peninsula (AQAP), regarded by
Washington as the most ruthless terrorist
organization in the region.

In appears that the Houthis are serious when
they pledge to fight Al Qaida, out of their own
interest, naturally, and not to please the overseas
super power. Actually the desert warriors had put
up slogans in the street of Sanaa summing up
their peculiar, to put it mildly, life ideals and
values: “God 1s Great, Death to America, Death
to Israel, Damn the Jews, Victory to Islam”.

On 27 September, special police guarding the US
embassy in Sanaa were the target of a rocket
attack. The terrorist group Ansar al_Sharia,
affiliated with AQAP, claimed responsibility for
the attack. With vivid memories of three
American diplomats killed in the Libyan town of
Benghazi, including the US ambassador,
Christopher Stevens, the Obama administration
is keen to show resolution and efficiency in
combating the jihadists under any guise. To
achieve this goal, the US might find it expedient
to use the “foes of your foes” to do the job.

The Untied States will be “sticking to its
traditional security-focused approach of
prioritizing counter-terrorism over any other
aspect of 1its relations with the Middle East”,
claims Ebrahim Sharqieh, an analyst at
Brookings Institution.

Supposedly, the Houthis will fight Al Qaida
under any name, and as a reward be treated with
benign neglect by the US. In any case it will not
endear the Saudis because this strange alliance of
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near future, and subsequently will adversely affect
the one and only source of potentially stable
revenues that is trade in hydrocarbons.

In no way is Yemen a visible player on the energy
market. It has at its disposal some oil fields and
produces around 300,000 barrels per day. Yet,
production has been going down at a frustrating
rate of 5 percent annually. For Yemen, “peak oil”
is just round the corner: its reserves would expire
by 2020. On top of all the adversities, the Al
Qaeda militants had sabotaged oil pipelines in
the past, so they can easily do it once again.

A true blessing could be the 259 billion cubic
metres of proven natural gas reserves. In April
2010, the second train of a liquefied natural gas
plant at Balhaf on the Gulf of Aden was put on-
stream. Yemeni production capacity surged to an
impressive level of 6.7 million tonnes of LNG per
year. If maintained at this level, Yemen could
earn between $30bn and $50bn during the 20-25
years of operation. With one crucial prerequisite
again: the low-intensity civil war in Yemen should
be terminated at all costs. This is in no way
guaranteed.

There is a nagging suspicion that the bloodless
transfer of power from Saleh to Hadi in 2011,
which was hailed as an exemplary case of Sunni-
driven Arab Spring, cannot be repeated, and
what is in the making is the “Shia Autumn”, with
all the easily foreseen repercussions for the whole
region. The war is not over yet. The thickening
uncertainties over the future of Yemen, its
sovereignty, territorial integrity and political
stability, spell trouble for its neighbours. After all,
Yemen, to draw a parallel with the Balkans, is the
“soft belly” of Saudi Arabia.
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