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Iran War Redraws Caucasus Trade Maps

South Caucasus

at Crossroads of Iran war
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analyst

The South Caucasus — the region
north of Iran comprising Arme-
nia, Azerbaijan and Georgia —
has long been characterised by
unresolved ethnic conflicts that
have persisted since its split from
the Soviet Union. However, the
US-Israel strikes on Iran, which
began on February 28 this year,
highlighted the region’s strategic
significance, particularly its tran-
sit potential: with east-west air
corridors closed off, traffic was
forced into a narrow strip of air-
space over the South Caucasus,
bypassing Iran. As Iran blocked
the Strait of Hormuz, the Middle
Corridor, which runs through
the South Caucasus and across
the Caspian Sea, became the al-
ternative route for shipments to
Europe and Asia. While the Iran
war highlighted the region’s tran-
sit significance, it also exposed it
to serious security vulnerabilities
and economic risks. This piece
unpacks the impact of the Iran
war on the South Caucasus, de-
ciphering how a prolonged war
could shift its regional geopolitics.

Armenia’s multi-vector
foreign policy

Armenia shares a long border
with Iran, and the two maintain
strong economic and defense
ties. With the erosion of Russian
security guarantees since the
2020 Nagorno-Karabakh conflict
and Armenia’s freeze in CSTO
participation, Tehran has steadi-
ly emerged as a key alternative
partner for Yerevan. Iran’s sup-
port stems from its own strategic
calculus: preserving access to Eu-
rope via Armenian territory while
blocking the completion of the
Zangezur Corridor. Rebranded as
the Trump Route for Internation-
al Peace and Prosperity (TRiPP), the
corridor would connect Armenia
to Turkey via Azerbaijan — by-
passing Iran — and is perceived
as a security threat in Tehran.
Iran is Yerevan'’s key link to Per-
sian Gulf and Asian markets, with
25 percent of Armenia’s foreign
trade moving through Iranian ter-
ritory. Armenia supports TRIPP
but is wary of the risks of closing
its border with Iran, and insists
on preserving its southern border
with Tehran.

The war in Iran could reshape
this stance, as the Iran-Armenia
corridor has grown increasingly
vulnerable since the outbreak
of the war, and while alterna-
tives through Turkey and Azer-
baijan exist, they remain either
restricted or costly. For instance,
disruption due to the war could
push delivery times between
China and Armenia from rough-
ly 50-60 days to around 90 days.
The war has not yet directly dis-
rupted Armenia’s trade flows,
but transportation costs have
spiked — and a prolonged war
risks endangering cargo move-
ment, which could have damag-
ing consequences for Armenia’s
economy. Iran currently oper-
ates a gas-for-electricity swap
agreement with Armenia, and
any major disruption to this ar-
rangement due to the ongoing
war would push Armenia to lean

further on Russian gas, which
already accounts for roughly 80
percent of its supply.

For the South Caucasus, geography
has played a key role in shaping
strategic outcomes. For Armenia,
the Iran war has exposed the real
crevices: the consequences of
reliance on a single regional part-
ner. For other external actors, it
has increased the appeal of alter-
native corridors like TRIPP that
feed directly into the Middle Cor-
ridor, sidelining Iran altogether,
especially as the war continues to
impact regional oil and gas sup-
ply. Yerevan has spent the past
few years strategically building a
multi-vector foreign policy: deep-
ening its partnership with the US
in the Al sphere, purchasing arms
from India, opening trade with
Turkey, and normalising relations
with Azerbaijan. The Iran war will
only reinforce Yerevan's multi-vec-
torism, rather than reverse it, irre-
spective of the war’s outcome.

Azerbaijan’s tangled
relationship with Iran
Azerbaijan is both a strategic
partner and a security concern
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for Iran, with which it shares a
996-kilometre border. Baku’s
historic relations with Tehran
have long been marred by struc-
tural mistrust, partly due to Ba-
ku’s energy and arms ties with
Israel. However, despite their
friction, both formalised the
Aras Corridor in 2023, a transit
route through Iranian territory
linking mainland Azerbaijan to
its Nakhchivan exclave, bypass-
ing disputed Armenian territo-
ries. This route is strategic as
Nakhchivan depends heavily on
Iran for any cargo transit. Until
the TRIPP corridor is complet-
ed, Iran remains Azerbaijan’s
only primary link to reach Na-
khchivan. Any instability within
Iran, therefore, not only threat-
ens this route but broader Azer-
baijani infrastructure connect-
ing to the Persian Gulf and South
Asia.

Another challenge for Azer-
baijan is the risk of a potential
refugee crisis should the Iran
war escalate into a more critical
stage. There are 20 million eth-
nic Azeris living in Iran, primar-
ily along its northern provinces
bordering Azerbaijan, making
up roughly 16 percent of its pop-
ulation — which gives Tehran a
strategic incentive to manage its
relationship with Baku carefully.
However, the prospect of Kurdish
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armed groups getting involved in
the war could trigger inter-ethnic
conflict between Kurdish groups
and unarmed ethnic Azeris, rais-
ing the risk of a humanitarian cri-
sis along Azerbaijan’s southern
border. The war dynamics cut
both ways: for Iran, a prolonged
war could stoke separatist sen-
timents among its ethnic Azeri
population. For Azerbaijan, how-
ever, the biggest concern is the
existence of Iran-linked networks
that could be activated in times
of crisis.

Azerbaijan was the only South
Caucasus state to face direct mil-
itary consequences of the Iran
war. As per media reports, Teh-
ran threatened to embargo oil
exports from the region and tar-
get enemy oil lines, which was
interpreted as a threat to the
Baku-Thbilisi-Ceyhan (BTC) pipe-
line, which transports roughly
45 percent of Israel’s crude oil.
Baku responded with deter-
rence rather than confronta-
tion, evacuating diplomatic staff
while still sending humanitarian
aid to Iran. While concerns for
Azerbaijan are partly specula-
tive, in the short term, the war
has only spiked the value of Aze-
ri Brent oil from $65 per barrel
to $101.29 and surged demand
for TRIPP, to which Azerbaijan is
an integral party. But in the long
run, a triumphant Iran would
likely turn hostile towards Baku,
while a defeated one could bring
instability along its borders.

Georgia juggling between
Iran and the West

Iran has sought a closer rela-
tionship with Georgia, aiming
to secure access to its Black
Sea ports and diversify its trade
routes amid mounting Western
sanctions. There have been re-
ports citing a surge in Iranian
company registrations in Geor-
gia: an estimated 13,000 Iranian
companies have been registered
in the country, under question-
able circumstances. Another re-
port claims that between 2022
and 2025, 72 companies import-
ed Iranian oil and petroleum
products, re-exporting them un-
der Georgian labels. The war has
already brought Tbilisi under
sharper Western scrutiny over
allegations of it being used as an
evasion hub by Iran, potentially
enabling Tehran to fund its war-
time economy. A prolonged war
would generate more pressure
on Thilisi, as sanction-evasion
networks would seek increased
use of its territory.

As for Tbilisi’s economy, the

war has had mixed effects. For
instance, despite facing se-
curity risks, the BTC and the
Trans-Anatolian Natural Gas
Pipeline (TaNAP) — which pass
through Georgia, bypassing Iran
and Russia — are becoming
increasingly important. So is
the airspace over Georgia: with
the closure of Iranian airspace,
Trans-Eurasian flights have been
rerouted via the South Caucasus,
turning Georgia into one of the
busiest air corridors between
Europe and Asia. Transit of car-
go through the Batumi and Poti
sea ports also increased by four
percent in the first quarter of
2026, compared to the previous
year. However, around 99 per-
cent of Georgia’s natural gas de-
mand is met by imports, and the
war-induced surge in oil prices
has affected the cost of almost
all goods and services.

The Iran war has raised Geor-
gia’s strategic relevance for
Euro-Atlantic partners, partic-
ularly in the context of TRIPP.
Although Georgia is not for-
mally part of the corridor, the
broader logic of regional con-
nectivity makes it unlikely to
remain outside US attention.
US Secretary of State Marco Ru-
bio’s discussion with Kobakh-
idze on March 30, 2026 — on
areas of mutual interest includ-
ing security in the Caucasus
and Black Sea region — came
after a prolonged diplomatic
pause, and may already signal
this shift. The following day,
Iran’s ambassador to Georgia
warned on social media that
“decision makers in small coun-
tries face” a number of risks, a
remark interpreted as directed
at Georgia. These developments
suggest Georgia is becoming an
increasingly contested space,
potentially drawing renewed
Western attention to its role in
the region’s shifting dynamics.
The South Caucasus has emerged
as increasingly strategic against
the backdrop of the Iran war.
While the war has made its tran-
sit potential clear and expedited
the need for alternative routes
bypassing Iran, it has also ex-
posed the region to distinctive
risks. For Armenia, the war risks
an over-reliance on a single re-
gional partner, be it Iran or Rus-
sia, and a prolonged war would
only push that further. For Azer-
baijan, the war has increased the
value of Azeri Brent oil, but the
risk is twofold: a potential ref-
ugee crisis if the war escalates,
and a risk of ethnic conflict along
its southern border should Kurd-
ish groups be activated. Georgia
is under scrutiny for allegedly
serving as a sanction-evasion
conduit for Iran, but the war has
also drawn renewed attention
from Euro-Atlantic partners, par-
ticularly as its oil pipelines and
air corridors gain significance
while routes through Iran remain
risky. In the war’s aftermath, the
South Caucasus will continue
to be a contested space — one
where Iran tries to hold on to its
influence while Western actors
bid for oil infrastructure and
trade corridors, all underpinned
by the region’s geography and its
proximity to Iran.

The article was first published by the
Observer Research Foundation.




