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“Crude Business”: Corruption and Caspian Oil 
 
 

This summer, as observers of the Caspian region thrilled to the news of the massive offshore 
formation at Kashagan, possibly the largest oil discovery since the North Sea, another story 
broke revealing the seamy underside of the so-called “New Great Game.”  Documents from 
the U.S. Department of Justice were leaked to Newsweek, which reported on July 2 that an 
investigation was under way into the role allegedly played by investment banker James 
Giffen in the transfer of millions of dollars from American oil companies to accounts 
overseen by Kazakh officials, including Kazakhstan’s president Nursultan Nazarbayev.  
Although the divisions of Mobil, Amoco, and Phillips named by the Justice Department as 
accessories in the case have reportedly cooperated in investigating the affair, new attention 
has been drawn to how business is done in the Caspian, with wide-ranging implications for 
the future of U.S. policy in the Newly Independent States (NIS). 
 
INTERESTS AND INFLUENCE IN THE CASPIAN 
 
Believed to possess the lion’s share of the Caspian’s 30-40 billion barrels of proven oil and 
gas reserves, Kazakhstan was revered in the heady first days of post-Soviet independence as 
“a new Saudi Arabia.”  Befitting this distinction, Kazakhstan’s president, former Communist 
Party boss Nazarbayev immediately sought out American advisers with the help of close 
associate and former U.S. ambassador to the Soviet Union, Robert Strauss.  The 
ambassador’s Washington-based law firm, Akin, Gump, Strauss, Hauer and Feld were 
placed on retainer by Nazarbayev.  So too was James Giffen, Manhattan-based operator of 
the private merchant bank Mercator, to promote development of Kazakhstan’s potentially 
massive energy sector.  Strauss’s law firm has fielded questions concerning the affair and 
reportedly is set to represent Giffen if the Justice Department’s inquiry warrant charges.       
 
Giffen reportedly became one of Nazarbayev’s closest commercial advisers through his 
leadership of the American Trade Consortium, an organization created by Giffen to promote 
regional trade and investment during the last days of the Soviet Union.  Giffen’s close 
relationship with Nazarbayev made him an indispensable adviser, and some suggest a crucial 
administrative “gatekeeper” to prospective investors for the parceling of drilling rights in the 
massive Tengiz field as well as the brokering of exploration rights to Kashagan.    
 
In his capacity as principal architect of Kazakhstan’s negotiating strategy, Giffen first rose to 
prominence as a principal figure in the ouster of the controversial Dutch entrepreneur John 
Deuss from the Caspian Pipeline Consortium (CPC) project in 1996.  According to the 
Justice Department, payments totaling $115 million flowed from the accounts of numerous 
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U.S.-based oil companies to a private account in New York held by a Swiss bank by way of 
several offshore locations. From this account, investigators believe Giffen transferred at least 
$60 million to Swiss accounts overseen by Nazarbayev, former prime minister Akezhan 
Kazhgeldin, and his successor, Nurlan Balgimbayev, who currently heads the state-owned 
energy company Kazakhoil.    
 
If these charges are substantiated by subsequent investigations, Giffen will face charges 
under the Foreign Corrupt Practices Act, which expressly forbids U.S. companies from 
paying bribes in order to close deals abroad. It would also be the first time the law is applied 
to U.S. companies doing business in the former Soviet Union.  Although not officially the 
subject of investigations yet, both ExxonMobil and BP-Amoco (recently renamed BP) are 
reportedly conducting investigations of their own into the pre-merger activities of their 
divisions active in Kazakhstan in the early 1990s.  Reportedly BP-Amoco has provisionally 
concluded that the funds in question were no more than “signature bonuses” common in 
international oil deals.  But continued silence from Phillips, allegedly the source of $21 
million of the $60 million, bespeaks the challenges and temptations of investing in the 
former Soviet republics. 
 
HIDDEN COSTS OF DOING BUSINESS 
 
The Caucasus and Central Asia were a hotbed of corruption and nepotism during the Soviet 
era, a trend that has continued even as the region became the energy industry’s most 
promising frontier.  The Caspian region possesses both remarkable mineral wealth and a 
highly educated workforce, yet it received a mere $5 billion of the $150 billion invested in 
developing countries worldwide in 1999.  Despite the Caspian’s promise, Western firms 
recurrently cite corruption as the singular factor discouraging investment.  Unchecked 
corruption has had political, economic, and security consequences for the region, as 
demonstrated by last year’s diversion of 40 Soviet-vintage MiGs by high-ranking officials 
from Kazakh stockpiles to North Korea, allegedly for private gain.  
 
Transparency International (TI), a nongovernmental organization devoted to addressing 
global corruption issues, publishes an annual “Bribery Index” based upon its surveys of 
businessmen active in the region.  TI’s 1999 index, which ranks countries by the number of 
reported experiences with corrupt officials, placed Kazakhstan at 84 out of a possible 99.  Its 
neighbors Armenia and Russia ranked 80 and 82 respectively, while Georgia tied with 
Kazakhstan. Kyrgyzstan and Uzbekistan came in at 87, and Azerbaijan, which joins 
Kazakhstan at the nexus of the Caspian oil rush, ranked a 96.  Interestingly, Azerbaijan 
edged only slightly ahead of energy-rich Indonesia and Nigeria on the index, illustrating that 
economic development and improved standards of living do not necessarily follow from 
hydrocarbon revenues, contrary to the expectations of many U.S. policymakers engaged in 
the Caspian over the past decade.   
 
Another recent study conducted by the European Bank for Reconstruction and Development 
(EBRD) confirms TI’s findings. According to EBRD, 23 percent of firms doing business in 
Kazakhstan report frequent requests for bribes, a trend echoed in Russia and Georgia. In 
Armenia, 40 percent of companies surveyed reported frequent solicitations, while in 
Azerbaijan, 59 percent of respondents complained of incessant delays and charges requested 
to move business matters along.  The EBRD study concluded that corruption incurs an 
unofficial “tax” of sorts on business ventures operating in the former Soviet territories, 
averaging between 4 percent and 8 percent of annual revenue.   
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In addition to its impact on the investment climate, corruption distorts the commercial 
realities in the region in favor of bureaucratic interests with wide-ranging discretionary 
authority over economic decisions as well as criminal elements, which have proven far too 
often to be one and the same throughout the region. By the same token, these groups’ vested 
interest in the status quo makes the prospect for reforms, which are announced every year 
within weeks of aid disbursements from foreign governments and international financial 
institutions, highly unlikely in the near term.  
 
Furthermore, corruption and capital flight on the part of domestic industry drain desperately 
needed revenue from Kazakhstan’s state revenues.  Through “transfer pricing,” the practice 
of transferring goods on paper to offshore accounts in order to elude taxes; it is estimated 
that Kazakhstan loses $1 billion per year of its $15 billion Gross Domestic Product. It is for 
this reason that Bermuda and the British Virgin Islands, global centers for offshore banking, 
are ranked as second and third behind Russia as Kazakhstan’s chief trading partners.  
 
Following Russia’s recent example, Kazakh authorities have recently called for stepped-up 
investigations into the dealings of foreign firms as well as Kazakhstan’s homegrown  
“oligarchs.”  Critics have, however, noted that officialdom’s cozy relationships cultivated 
during privatization of industry, many of which are owned by family members of high-
ranking officials, render these pronouncements on the imperative for increased transparency 
questionable at best. 
 
HONOR AMONG OFFICIALS? 
 
The origins of the current investigations also reveal the lengths to which regional leaders 
will go to remain in power.  Akezhan Kazhgeldin, Kazakhstan’s Prime Minister from 1994 
to1997, is a political rival of Nazarbayev who is credited by friends and foes alike with a 
major role in creating Kazakhstan’s current economic climate.  From the prime ministry, 
many have speculated that Kazhgeldin was in a position to gain substantially from the post-
independence rush into Kazakhstan.  Kazhgeldin was barred from running against 
Nazarbayev in the 1999 elections, and his subsequent activities building a parliamentary 
opposition were cut short by charges of money laundering and tax evasion that some have 
suggested were political in nature, leading to his self-imposed exile abroad.  Astana’s 
requests for Belgian and Swiss authorities to investigate Kazhgeldin’s accounts in October 
1999 ironically led to the freezing of an account maintained for Nazarbayev himself, which 
led to the current investigation.     
 
The Justice Department’s inquiry into Giffen’s role is intended to support the Swiss effort, 
which is hampered by the strict banking laws concerning account confidentiality that have 
historically made Switzerland a haven for private banking.  Investigators tracked the funds 
far from the shores of the Caspian, across the globe from the United States to infamous 
private banking havens Bermuda, the British Virgin Islands, and Liechtenstein, on to 
Belgium and Switzerland.  This Swiss-American cooperation has also been seen in 
numerous investigations of transnational organized crime and official corruption in recent 
years.  While following the innumerable daily transactions of the wired world is a daunting 
task, cooperative efforts to follow the money is key in the fight against global corruption. 
 
Kazhgeldin claims that the charges against him are the product of political rivalry.  He has 
reportedly even claimed to return a $6 million bribe in 1997 from Hovelon trading, a shell 
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company registered in the British Virgin Islands and reportedly operated by Giffen.  The 
money subsequently turned up in an account held by his son-in-law, a businessman in Italy 
whose own business practices have raised eyebrows among Italian investigators.  
Kazhgeldin’s lawyer argues that the funds were used to further his reformist program as 
prime minister, while his supporters charge Nazarbayev with fabricating the transactions as a 
pretext to crack down on political opponents remaining in Kazakhstan.  Although 
Kazhgeldin amassed a considerable fortune from scrap metal and mining, the nature of 
Kazakhstan’s less-than-transparent business and political climate suggests that some of his 
wealth may perhaps derive from unsavory sources. 
 
On July 14, Kazhgeldin was arrested by Italian authorities responding to an Interpol red 
bulletin from Astana. Within days of the arrest, Interfax reported that Grigorii Luchanskii, a 
Russian businessman who allegedly enjoys extensive ties to the underworld, told Kazakh 
prosecutors that he gave a $100 million bribe to Kazhgeldin.  Luchanskii’s own association 
with Nazarbayev, however, may have as many unintended consequences as the probing of 
his political rival’s foreign accounts. It is another political scandal in the making for 
Kazakhstan, and Kazhgeldin’s testimony may have significant implications for the futures of 
Balgimbayev and Nazarbayev, as well as the future of private sector engagement in the 
region.  At the very least, the region remains further than ever from achieving a reputation as 
a safe place to invest. 
 
POLICY IMPLICATIONS 
 
As Washington has largely overlooked the commercial realities of the transport of Caspian 
oil and gas resources to the international energy market in the name of its declared 
geopolitical imperatives, so too has attention to corruption been subordinated to a larger, 
more indistinct agenda for promoting regional security and prosperity. Although democratic 
transition has been declared from the outset, the key goal of U.S. policy towards the NIS, 
political succession remains a major challenge for the South Caucasus and Central Asia, a 
region that nearly a decade later has yet to see a single national election in full conformance 
with international standards. 
 
The routing of Caspian pipelines was a major foreign policy initiative of the Clinton 
Administration. Through the Gore-Chernomyrdin Commission and the Gore-Nazarbayev 
Commission, the Democratic presidential candidate played an active part in Washington’s 
pipeline policy, particularly in clearing the way for the implementation of the CPC project.  
Although the Caspian is unlikely to emerge as a campaign issue, the Clinton 
Administration’s avoidance of addressing high-level corruption in Russia may now be joined 
by observations of similar ambivalence toward cronyism in the Caucasus and Central Asia 
by U.S. policymakers.  Compared to the costs incurred at all levels of officialdom by 
Caspian corruption, the more commercially desirable but politically objectionable export 
route southward into Iran, which has been previously advocated by the Republican vice-
presidential candidate, may become more palatable.         
 
Corruption is a global threat that knows no borders, with serious implications for future 
economic development, political stability, and regional security, and therefore presents a 
significant policy challenge to U.S. interests. American support of today's corrupt regimes to 
further an ill-defined energy agenda may incur future opportunity costs in relations with 
opposition parties, whose members currently face fines, imprisonment, and other forms of 
legal harassment from leaders who enjoy support from the United States.  But in the near 
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term, the investigation raises more urgent questions into the negotiation of oil and gas 
contracts throughout the 1990s that deserve closer review.  It also offers yet another reason 
for the necessity of both a top-down policy review of the Caspian region by the next 
administration, as well as a review of the risks of doing business in the NIS by the private 
sector.  
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