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Introduction 

Following last year’s 44-day Karabakh war, Azerbaijan regained control over 

much of the region’s territory that it had lost in the first war with Armenia in 

the 1990s. The loss included not only the territory per se, but produced more 

than half a million internally displaced people (IDPs), and fertile agricultural land 

as well as considerable hydropower resources were also lost. The potential 

economic gains for Baku after regaining control over the majority of the 

Karabakh region are huge, and the Azerbaijani government has already made 

plans to resettle the IDPs and revitalize the region’s economy and 

infrastructure.  

  



 

 

 

Hydropower  

After the last year’s war, Azerbaijan regained control of the hydropower plants 

situated in Karabakh, as well as those in the Kelbajar and Lachin regions. Prior 

to the war, power plants were owned and operated by former government 

officials of the government controlling Nagorno-Karabakh and Armenia. Before 

the war, there were 36 power plants that were located in Armenian-controlled 

territories.The de facto authorities of Karabakh constructed a network of small 

hydropower plants as well. The territory produced all its own electricity even 

exported some to Armenia, and it was one of the few spheres in which 

Karabakh authorities did not depend on Yerevan. However, as the war ended, 

the control over the majority of these power plants was regained by Baku.  

According to the Electricity and Energy Efficiency Department of the Ministry 

of Energy, after the war ended, Armenian forces destroyed those power plants 

as they left. i  However, Armen Tovmasyan, Karabakh’s de facto Minister of 

Economy and Agriculture, has denied these allegations, claiming that even 

though some infrastructure was damaged during the fighting, the plants were 

not destroyed. ii Azerbaijan has started to steadily repair the plants, and in 

February, just three months after the ceasefire agreement was reached 

between Yerevan and Baku, a medium-sized hydropower plant was opened in 

the village of Gulabird in the Lachin region. Azerbaijani President Ilham Aliyev, 

who led the inauguration ceremony, stated that “the powerplant had great 

significance” as “renewable energy has huge potential” for the region’s 

development.iii In the summer, another two medium-sized plants in the Terter 

region, Sugovushan-1 and Sugovushan-2, were also restarted. iv  The plants 

used to be owned by Armenian company Artsakh HEK and operated under 

different names: Mataghis-1 and Mataghis-2, respectively. 

Under Baku’s control, these plants are now owned by the state and are 



 

 

operated by a state-owned energy firm, Azerenergy. Two other power plants, 

Khudaferin and Maiden Tower are being constructed on the Araz River, which 

also serves as a border between Azerbaijan and Iran.v The construction of 

these plants began under Soviet rule, but was interrupted after the first 

Karabakh war in 1993 when Armenia captured these lands. Nevertheless, Iran 

continued the building of the project on its territory. In 2016, Azerbaijan and 

Iran made a deal to continue the construction of the power plant, even though 

Baku had no control over the territory. Today, the power plant is expected to 

start producing energy in 2024 and will be equally shared between Tehran and 

Baku. 

 

 

 

 

Apart from revitalizing hydropower plants, the Azerbaijani government has 

recently set to build wind and solar energy facilities and this way transform 

 

 

 

 

Azerbaijani President Aliyev Inaugurating "Sugovushan-1" and "Sugovushan-2" 
Hydropower Plants After Renovation (source: president.az) 



 

 

Karabakh into a “green energy zone.”vi According to the Energy Minister of 

Azerbaijan, Parviz Shahbazov, electricity in the Karabakh region will be 

produced through green energy sources. The region’s importance in energy 

production is so important that the loss of the territories negatively affected 

the energy security of the Yerevan-controlled part of Karabakh and Armenia 

itself. Electricity transfers between Armenia and Karabakh have been 

interrupted after the Kelbajar region, through which energy transmission lines 

pass, was ceded to Azerbaijan.  

 

 

 

 

Repopulating Karabakh with “Smart Cities”   

As the Azerbaijani government has been successfully revitalizing energy 

facilities in the recaptured territories, it is preparing to resettle its citizens in 

the territory it retook during last year’s war. 

Baku is set to build “smart cities and villages” which will accommodate 

hundreds of thousands of internally displaced Azerbaijanis.vii The smart village 

Power Plant Renovated at the Sugovushan Water Reservoir (source: president.az) 



 

 

is a concept focused on holistic rural development and implies maximizing 

economic development through the use of modern technologies of 

automation and renewable energy for small communities. Along with smart 

villages, the Azerbaijani government has planned to introduce the “agroparks” 

system in Karabakh. viii  Agroparks are large-scale, government-subsidised 

agribusiness enterprises, which can help further accelerate the redevelopment 

of rural Karabakh. 

 

 
Azerbaijani President Aliyev and Vice President Aliyeva Viewing "Smart City" Plans in 
Fuzuli, Azerbaijan (source: president.az via eurasianet.org) 

 

While “agroparks” have been operating in Azerbaijan in 2012, the idea of “smart 

villages” began to be considered by the Azerbaijani government when 

Azerbaijan retook around 75 percent of Armenia-controlled territory, seeing 

the real opportunity to resettle more than 600,000 displaced Azerbaijanis back 

to their lost homes. Azerbaijani media has been promoting the “smart village” 

concept extensively, citing the government’s statement on the use of 



 

 

automation that will significantly reduce human labor requirements. According 

to the Minister of Agriculture, Inam Karimov, “smart villages” would be 

implemented using green and alternative energy and a “smart management” 

system.ix He added that the villages would be surrounded by “smart village” 

farms. In October, Aliyev laid a foundation stone for a “smart village” in the 

district of Fuzuli.x 

 

Challenges  

While Baku has planned to invest 1.3 billion USD in the projects, there might be 

some challenges facing the efficient implementation of the costly projects. 

When it comes to constructing such tremendous infrastructure, the cost and 

financing of these efforts present a certain challenge. As a result, the 

government has been highly active in its efforts to attract foreign capital. 

However, the major potential threat that could forestall the success of projects 

is sustainable peace between Armenia and Azerbaijan. Armenia has serious 

concerns due to the unfavorable outcome of the Karabakh conflict and its 

difficulty to absorb a new reality.  

The peace between Armenia and Azerbaijan has been fragile since the end of 

the war. Although Armenian Prime Minister Nikol Pashinyan has recognized that 

cooperating with Azerbaijan and Turkey would benefit Yerevan and has even 

showed readiness to normalize relations with Turkey, no tangible results have 

been achieved in this regard yet. xi  On the contrary, post-war border 

tensions between Baku and Yerevan have further undermined peace 

prospects between the two countries, deepening the sense of insecurity in 

Yerevan.xii One of the major issues challenging sustainable peace between the 

two countries has been the demarcation of the borders and new 

transportation corridors connecting Azerbaijan’s with its exclave of Nakhchivan 

via Armenia, highlighted in the Moscow-brokered ceasefire agreement. Both 



 

 

Yerevan and interpret these issues in different ways, which has further 

exacerbated tensions between the two sides. 

 

 
Armenian Prime Minister Pashinyan, Azerbaijani President Aliyev, and Russian President Putin 
Attend Press Conference Following Talks in Sochi, Russia (source: kremlin.ru) 

 

The only breakthrough in the relations between Armenia and Azerbaijan could 

be considered the recent Sochi Summit, where both leaders expressed their 

eagerness in establishing sustainable peace. At the meeting, the two sides 

agreed on a one-page document in which they pledged to “take steps to 

increase the level of stability and security on the Azerbaijani-Armenian 

border.”xiii In the document, the two sides along with Russia also expressed 

their intention “to work towards the creation of a bilateral commission on the 

delimitation of the state border” between Armenia and Azerbaijan “with its 

subsequent demarcation with the consultative assistance of the Russian 

Federation at the request of the parties” and “to intensify joint efforts aimed at 

the earliest possible resolution” for the sake of developing economic and 

transport connections in the region. Although the Sochi Summit has been 



 

 

considered a successful constructive step toward the reconciliation between 

Yerevan and Baku, the relations between the two remains fragile, and there is 

no guarantee that the tension between the two will not rise in the near future. 

Hence, the safe repopulation and development processes of Nagorno-

Karabakh remain under a big question mark.  
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