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EXECUTIVE SUMMARY

Energy security has re-surfaced as a headline issue in the policy
councils of Europe and the Americas in a way not seen since the
1970s. On the one hand, some leaders believe that there is a new
energy rivalry with ominous geopolitical overtones, and they look at
Russia and China with suspicion in this regard. On the other hand, at a
more commercial level, there has been rising uncertainty about oil
supply and demand, because of political instability in the Persian Gulf
and rampant consumption in the major industrial countries and
emerging economies. Price volatility, long a feature of the oil market,
reached levels not seen for some years, leading to fresh concerns
about ‘peak oil’.

Policy makers in government and business have been bombarded with
facts and statistics — claims and counter-claims — about whether oil is
running out; about choices between coal on the one hand or nuclear
and renewable fuels on the other; about politics and geo-strategy; and
about climate change. A psychology of insecurity has begun to overtake
rational policy debate. The goal of this Policy Paper is to assist leaders
in government, business, the media and at the community level who
want to control and reverse this growing sense of insecurity.

The paper goes beyond a ‘supply and demand’ diagnosis. It widens the
concept of ‘energy security’ to include the idea of confidence-building
measures. It accepts that security must apply to all parties — to supplier
and consumer countries, to private business providers and private
consumers of energy, and to those concerned about the effects of
energy consumption on the global environment.

There are two particularly prominent reference points for this paper. The
first is resurgent ‘energy nationalism’ perceived by many in the United
States and Europe as a threat and associated mostly with Russia and
Venezuela on the supplier side, and with China and India on the
consumer side. Such perceptions may not be justified, and may in fact
be conflict-enhancing. This paper contends that it is better to see the
new ‘energy nationalism’ as a normal exercise of sovereignty. Global
businesses now recognize that ‘energy sovereignty’ resulting in firmer
host-state control of energy resources and transport infrastructure (with
better returns to the host-state) is a normal economic and political
response to rising energy prices, and that it incorporates a number of
positive trends. These global businesses are confident that today,
unlike the times of the oil embargo of 1973 and the widespread



nationalizations of the 1960s, the more assertive supplier countries
accept that their own economic security depends on a stable market in
energy resources. It is time to understand the precise motivations of the
new assertiveness and its limits.

The second reference point is the link between policy intervention by
governments at the domestic level — another form of ‘energy
sovereignty’ — and international confidence building. This relationship
has many dimensions: choices about civil nuclear power; market
signals for a shift to low-carbon fuels involving other renewables, such
as solar power and bio-fuels; and control of carbon emissions. The
analysis of domestic policy — especially government regulatory policy —
is often overlooked as one of the most important sources of confidence
building for energy at the international level. Understanding the
domestic regulatory policies of India and China and the weakness of
their energy efficiency regimes is essential to understanding their
energy policy motivations.

Beyond the technical or economic aspects of regulatory policy, the most
important aspects of domestic policy affecting the confidence of other
states are: the absence of threat of interruption of supply; the absence
of threat to boycott consumption; and contingency planning for severe
disruptions in energy supply. Oil producers have since 1974 developed
good working relations on supply issues with oil consumers, but there is
limited confidence in these arrangements because of lack of knowledge
about how the contingency policies of the big consumer countries (USA,
China, India, EU, Japan) relate to each other and to domestic
distribution within each country.

At a broader level still, it is now clear that the issue of a country’s
energy security should be closely linked to its policies on climate
change and the environment. The new sense of urgency and
uncertainty that has emerged in the global debate about climate change
has been affecting confidence about energy supply and consumption.

Recommendations

Leaders in government, business, the media and the community should
pursue the following measures:

1. Respond to growing global fears about access to resources by
rebuilding confidence in a set of global rules and cooperative
approaches that reconcile competing stakeholder interests,



especially on fair access to energy supply and to energy
transport infrastructure.

Create a truly international energy organization. It should
include new members (China and India as major energy
importers; and major energy-producing countries, such as
Saudi Arabia and other leading OPEC members). The new
organization should take into account the vital interests of the
key stakeholders (private sector, governments and civil
society). Its mandate should be much broader than that of the
current International Energy Agency (IEA) and it must provide
binding rules for access and supply, and better regimes for
emergency response.

Focus on two principal goals:

O to bring the best national resilience and contingency
practices to the international level;

O to promote stable, transparent and efficiency-driven
domestic regulatory systems in major consumer
countries.

States, working closely with the private sector, should:

4.

Individually legislate for more accessible non-carbon or low-
carbon options in the energy mix at the same time as making a
quantum leap in international efforts to spread relevant
technologies, including nuclear power options. These policies
should address global warming and other environmental issues,
and promote technology sharing in order to accelerate the pace
of transition.

Undertake urgently a global audit of the energy resource base,
understanding that it must include dynamic factors, especially
the potential role of market signals for a more rapid shift to
renewable energy, both non-nuclear and nuclear.

Promote fuel substitution, physical interconnections between

existing energy transportation networks, and work toward a truly
global energy market.
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INTRODUCTION

Energy security means different things to different people. At its most
basic, it means being able to get the energy products or inputs one
needs for home use, business, or national services and infrastructure,
including hospitals, schools, police and the armed forces. This is
normally a question of relying on the market and having the resources
(in cash or in kind) to pay the market price. But the market does not
always deliver at an affordable price to all. There are energy ‘haves’
and energy ‘have-nots’. Energy welfare involves domestic policies for
poorer communities and international assistance packages for poorer
countries.

Beyond this basic level of promoting open markets and some degree of
equity, energy security policy has mostly been about dealing with
severe price shocks or severe supply shocks (from politically motivated
embargos or natural disaster). The International Energy Agency (IEA)
was set up in 1974 to coordinate efforts to overcome such shocks.
Renewed national petroleum reserve policies have been one outcome
of that effort. Yet the last decade has seen growing doubt about the
adequacy of domestic and international frameworks to monitor and
respond to energy security dilemmas and threats.

The rapid growth of global energy consumption, under-investment in
production, refining and distribution capacities, terrorism and a
resurgence of ‘energy nationalism’ are endangering a fragile
international balance of forces and putting strong pressure — mostly
psychological — on international energy markets. The situation is
aggravated by the variety of approaches to energy security.

The concept is variously positioned somewhere between geo-politics
and market economics.’ Indeed, modes of thinking and policg/ response
to problems in various bureaucracies are ‘critically different’.” Prospects
for coherent energy policy in the near future have been severely
reduced by a shift in bureaucratic power in leading countries on energy
issues. Decision-making on energy security in major powers has
slipped dangerously from the hands of economic policy makers to the

1 The authors would like to acknowledge Nick Mabey, Chief Executive of the London-based E3G, as the source
for the observations in this paragraph. He was speaking at a round-table organized by the EastWest Institute and
the European Madariaga Foundation in Brussels on 27 September 2006.

2 Mabey also offered this important observation. It is central to understanding the policy bottlenecks and other
institutional impediments to sensible policy on energy security.
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hands of national security strategists. Environmentalists have lost the
strong influence they were beginning to have.

One of the central divides in approaching energy security is between
energy-exporting and energy-importing states. The former consider
security of demand as a key priority, while the latter concentrate on
security of supply. This tension has become more acute in recent years
as some energy-producing states have more robustly asserted the view
that their energy reserves are a constituent element of their own
national security. For these states, there has been stronger interest
than for decades in seeking full control over the three major elements of
the ‘energy chain’ — production, transit, and processing and distribution.
This trend to ‘energy nationalism’ — more appropriately termed ‘energy
sovereignty’ — is impeding unrestricted access to energy resources and
has negatively affected perceptions of global development, peace and
prosperity.

It is clear that previous attempts to tackle energy security challenges
and to propose mutually beneficial solutions have not been fully
successful. The IEA has both limited membership and limited scope. It
does not represent key energy producers or new economic giants, such
as China and India. The G8 (intially Group of Six) also owes its origins
in 1974 in large part to the 1973 oil embargo and subsequent economic
recession in the developed world. Yet, as of 2006, the G8 is still trying
to address broadly similar energy security dilemmas. A number of
countries are proposing to use the World Trade Organization (WTO) to
develop a new ‘energy architecture’ based on a ‘free trade’ principle,
but this proposal is opposed by a number of energy producing and
developing states. There are also doubts that the WTO mechanism —
devised for defining access to markets — may not be able to address the
issues of energy security that proponents of the new WTO moves on
energy are seeking.

This EWI Policy Paper is based on the results of a year of consultations
with specialists as outlined in the Acknowledgements section after the
conclusion.® Each of the following six sections of the paper addresses
the subject of one of the six main recommendations collated in the
Executive Summary.

3 These consultations were led beginning in 2005 by Vasil Hudak, Daniel Bautista, Danila Bochkarev and EWI's
CEO, John Edwin Mroz. One of the authors of this paper, Greg Austin, joined the process in August 2006.



RESTORE CONFIDENCE IN GLOBAL ENERGY MARKETS

There is growing misunderstanding of strategic trends in the energy
policy of key hydrocarbon exporters. This is based on failure to
recognize the emergence of greater political competition at a systemic
level. There are two different modernization and ‘mineral-wealth’
management models that are now more visibly competing with one
another.* On the one hand, the ‘Western model’ of modernization aims
at removing ‘political barriers that limit access to raw materials, to oil
and gas resources and to attractive new markets...[and] foreign direct
investments are seen as the best tool to denationalize oil and gas’. On
the other hand, a number of emerging economies have ‘formulated their
own set of references for globalization’: they want to participate in ‘the
international economy, but on the condition that the state’s long-term
political, strategic, and economic national interests are served’.’
Contrary to standard IMF expectations, some of these countries have
managed to combine the efficiency of private management with state
control of energy assets.

Thus, several energy-producing countries still see their energy
resources and infrastructure as one of the key pillars of statehood and,
in many cases, as a means of rising to a position of global strategic
significance. By successfully applying a new set of socio-economic
principles, now labeled the ‘Beijing consensus’,’ some of these
countries feel that they have proven the viability of a development
model other than the IMF-advocated ‘Washington consensus’.

Current trends differ significantly from the Arab oil boycott of the mid-
1970s. Now, energy exporters do not seek to exercise pure political
pressure on the West. They tighten control over their energy resources
in order to get a bigger part of the ‘energy cake’.

In these circumstances, political leaders in consumer countries should
see the national development perspective of suppliers for what it is and
avoid the temptation of over-politicizing (over-interpreting) what they
see. In fact, there is a case for responding to the new assertiveness of
producer countries by going the other way: to depoliticize and re-define
energy security concepts in order to stabilize energy markets, secure

4 Coby van der Linde, ‘Energy in a changing world’; inaugural lecture as a professor of Geopolitics and Energy
Management at the University of Groningen; Clingendael Energy Papers, No. 11, CIEP 03/2005, pp. 10 - 11.

5 Ibid.

6 See Joshua Cooper Ramo, The Beijjing Consensus, Foreign Policy Centre, London, 2004.
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stable and reliable energy supplies and develop new more efficient and
environment-friendly technologies, thus restoring confidence in an
international energy system. In particular, political leaders in consumer
countries need to accept that a national security policy emphasizing
coercive military power cannot deliver energy security. Leaders in
business and global civil society should prevent politicians from going
down the ‘blind alley’ of threat scenarios and coercive response when
addressing energy security.’

Only one strategy delivers sustainable energy security: that of common
and comprehensive economic security. The time is now right for a new
effort by states to restore confidence in an international cooperative
energy system. The most powerful states, represented by G8 members
plus China, India, Brazil and key producer states — while working
closely with the private sector and civil society — should take the lead to
develop mutually beneficial international energy strategies, to deepen
integration between energy producing and consuming states and to re-
build confidence in international energy markets on basis of the
cooperative approaches.

TRANSFORM INTERNATIONAL ENERGY ORGANIZATIONS

The international energy framework includes a number of organizations
and special agencies both at global and regional levels. In addition to
the IEA, these include the International Atomic Energy Agency (IAEA),
Organization of Petroleum Exporting Countries (OPEC), the Energy
Charter Treaty (ECT), the International Energy Forum (IEF), and the
Gas Exporting Countries Forum (GECF). Meetings of energy ministers
or officials within regional organizations, like the European Union (EU)
and Asia Pacific Economic Cooperation (APEC), are also important
multilateral energy institutions. None of these organizations has a truly
universal mission, a set of binding rules or a mission that can bridge the
existing divide between energy producing and energy consuming
countries.

The IEA, created as mentioned above in response to the oil crisis of
1973-74, is currently facing a totally different global order, even if the
security dilemmas around energy remain largely unchanged since then.
The Agency, like other energy organizations, has only limited
instruments while addressing new challenges and threats.

7 Comment by Michael Lynch, Strategic Energy & Economic Research Inc.
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In its attempt to address these, the IEA and more ‘specialized’ energy
agencies have tried to broaden their mandates. The IEA scope of action
includes energy security, economic development and environmental
protection. While experts still disagree about the level of effectiveness
of the IEA, its emergency preparedness and oil market observation
programs as well as the level of cooperation amongst member states
are recognized as useful mechanisms for the maintenance of stability of
energy supplies.

However, despite its attempts to establish close contacts with major
global energy consumers and producers and to address climate
change, market reform and technology issues, the IEA still remains the
‘closed elite club’ of rich developed countries, excluding important
emerging players with rapidly growing energy needs, such as Brazil,
China and India and traditional key world energy producers such as
Saudi Arabia and Russia. Indeed, most of the energy resources are
located outside the ‘IEA area’ as well as more than half of the world’s
energy consumption. The IEA also has not been wholly successful in
improving relations between energy-producing and energy-consuming
countries. Neither has it become, despite some significant
achievements in this area, a ftruly international forum on energy
security, technology sharing and major environmental challenges.

The IEA faces serious difficulties in promoting its official goals:

O Free and open trade in energy is still far from being achieved;

O The Agency is hardly able to stabilize the global oil market;
constantly rising oil prices continue to undermine economic
development in a number of poor countries, especially in Africa
and South Asia;

O The Agency does not address the growing ‘ideological’ divide
between energy-producing and energy-consuming countries;

O |IEA statistics are still based on external sources, often
contradicting each other;

O Technology sharing operates effectively only between the
member countries.

Other supranational structures dealing with energy security are no
better prepared to respond to new challenges. For example, the IAEA
has been bedevilled by Iran’s efforts to fully develop nuclear enrichment
technologies that would position it for a rapid transition to building
nuclear weapons if it chose to go down that path. There is no agreed
mechanism that can now provide a satisfactory international supervision
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framework for the Iranian nuclear program that takes into account both
the issue of weapons proliferation and Iran’s right to develop civil
nuclear power.

The G8 provides only a formal framework and ‘incitement’ for action,
while the IEF based in Saudi Arabia, which gathers ministers of energy
producing and consuming countries (both industrialized and developing)
in a global dialogue on energy, still does not have a firm structure or a
clear mission statement.

OPEC is simply a cartel of oil exporting states, and the GECF is
(unsuccessfully) trying to follow a similar path. However, GECF
members are still not able to conduct a coordinated policy on major
regional gas markets. The ECT has potential to become a dispute-
resolution forum for transit and investment issues. However, it should
bring new important players such as the US and China inside its
framework and create a set of internationally respected binding rules
and an efficient arbitration system. The European Union (EU) has a
successful record of addressing energy and environment challenges on
a regional level. However, the EU still faces difficulties in elaborating
single energy policy combining interests of its 27 members.

Therefore, there is an urgent need to expand the collective energy
security system globally, including through binding mechanisms. There
is a need to adapt existing rules and make new ones that are
appropriate for the new ‘energy game’. This process should be mutually
beneficial, taking into account the interests of key players (consumers,
producers and transit countries). The process should not be hijacked by
leading global players (either on the producer or consumer side) and
must represent the interests of developing countries.

RECONCILE THE MARKET WITH NEW POLITICAL REALITIES

There is a general consensus regarding global energy security — it
should be rooted squarely in the domain of the market, in the law of
supply and demand, with respect for key precautionary principles (such
as environmental protection and climate change). There is global
acceptance of the need for appropriate contingency measures for those
inevitable moments when markets do not respond quickly enough to
demand signals.

Two new elements need to be promoted as part of this global
consensus. First, as mentioned above, national security policy
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emphasizing coercive military measures and military power cannot
deliver energy security. Second, market forces cannot be held fully
responsible for the global energy system. Energy markets are far from
conforming to accepted criteria of openness and transparency normal
for most developed economies. If neither military force nor market
power can deliver energy security, what can?

One of the priorities should be the promotion of the best national
resilience and contingency practices at the international level.
Historically, most developed counties, primarily energy importers, have
advanced contingency and resilience plans. At the same time, most of
the developing countries lack the most simple crisis prevention/crisis
management mechanisms for energy security. However, even where
contingency plans exist at the national level, they offer no guarantee of
energy security at the local or sub-national level. Often, it is unclear who
(or which formal framework) is responsible for the contingency and
resilience plans on the local level.

Establishment of an international mechanism promoting information
sharing and the best practices in the area of contingency and resilience
should be a major political priority. Best national® and international
practices should be studied and promoted globally. The IEA emergency
response system could serve as a foundation for global resilence and
contigency standards. For instance, it provides:

O For maintenance of oil reserves and a plan for their coordinated
use;

O For demand restraint, fuel switching and surge in oil production;

O A mechanism for industry advice and operational assistance
(Industry Advisory Board and Industry Supply Advisory Groug);

O A system for re-allocation of available supplies, if necessary.

However, the IEA itself recognizes the limitation of its crisis response
policy and has observed that an ‘effective IEA emergency response will
depend increasingly on co-ordination with non-IEA countries’, especially
in the Asia-Pacific region. Thus, in order to stabilize regional energy
markets, East Asia needs a new strategic petroleum reserve similar to
the reserves maintained by the IEA member-states. According to one

8 For example, the United States Downstream Oil Emergency Response Plan.
9 The overview of the IEA Emergency response system is available at http://www.iea.org/Textbase/about/
ome.htm. For more details, also see http://www.iea.org/Textbase/work/2003/asean/JACOBY.PDF.
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observer, a ‘new, self-financing reserve can stabilize global oil-prices,
cement a new US-Russia energy security partnership, and encourage
the Asia-Pacific region to diversify oil imports’."

Another goal, and one that recognises the role of market forces, should
be to reconcile the application of the existing WTO framework with
emerging economic and political realities of the energy sector. One the
one hand, a number of WTO members are trying to re-define the global
energy security architecture, proposing to apply the ‘free trade in
services’ provision of WTO to the energy sector. On the other hand,
several developing countries oppose open access to energy markets
since they consider the energy sector an inherent part of their national
sovereignty. This divide may be considered one of the key cleavages of
the 21% century and should be addressed within proposed confidence
building measures.

At the same time as addressing international regimes, states concerned
about energy security must do more to build confidence about, and to
secure the foundations for, stable, transparent and efficiency-driven
regulatory regimes at the domestic level. International confidence in the
domestic regimes in major energy consumers like China and India is
very important. This has long been recognized by China and the United
States, which have been cooperating for more than a decade to
improve China’s domestic regulatory regime for energy pricing and
distribution." In India’s case, the Policy Paper, Integrated Energy
Policy, released in August 2006 by the Indian Planning Commission,
concluded that ‘promoting transparent and competitive markets for all
forms of energy supplies/services is the first policy initiative that the
government must take as part of its integrated energy policy’. It went on
to say that ‘such competitive markets provide the best means to extract
efficiency gains from the sector’."?

SIGNAL FOR OUR LOW-CARBON FUTURE

Energy security for a state or a community depends as much on
domestic regimes for supply, distribution and consumption as on
international factors. There is a strong link between policy intervention
by governments at the domestic level — another form of ‘energy

10 David Goldwyn, “The United States, Europe, and Russia: Toward a Global Energy Security Policy”,
EastWest Institute Policy Brief, August 2002, Vol. 1,n° 5, p. 2.

1 See Angelica Austin, Energy and Power in China, Foreign Policy Centre, London, 2005.

12 Planning Commission of India, Integrated Energy Policy, New Delhi, 2005, p. 71.
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sovereignty’ — and international energy security. This link has many
dimensions: choices about civil nuclear power; policy price signals for
transition to low-carbon fuels involving other renewables, such as solar
power and bio-fuels; and control of carbon emissions.

Clear ‘price signaling’ from governments on use of renewables within a
transparent regulatory system is an essential ingredient in energy
security. It allows more secure, more efficient, and sustainable energy
use, without serious destabilization of the national energy market or
national economy.

A clear and dramatic price signal on renewables would:

O Put pressure on oil and gas producers to be more politically
responsible;

O Create more national energy options as opposed to import
options;

O Promote more householder options as opposed to grid-based
or pipeline/transmission line options, thus making householders
more confident about energy security and less prone to support
risky geostrategic options based on the need to secure oil (or
gas);

O Reduce the debt burden on developing countries seriously
affected by oil price rises;

Q Through promoting biomass energy sources, promote rural
development, a major problem in almost all countries of the
world, including wealthier ones.

There will be less ‘energy insecurity’ and anxiety if the public and the
markets can see a clear policy that lays out the price signals for a rapid
move to a more diverse energy portfolio, one that includes a much
bigger slice of renewables use than most policy analysts are willing to
consider. (In this case, a rapid time frame means the next ten years, not
30).

This is most important to combat rising public alarm about climate
change. There is a popular perception that global warming may be
quickening and that there will be serious economic and ecosystem
losses as a result. Many people believe that the leading emitters (USA,
EU, China and India) are not acting as rapidly as they must to reduce
emissions and prevent catastrophic change.
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Regardless of one’s view on climate change, price signaling for a low-
carbon future is also important for other reasons mentioned above: use
of renewable energy sources exploited close to the place of
consumption is prima facie more sustainable and more secure, and
therefore more conducive to confidence in energy security, than
reliance on fuels that are transported across long distances from
politically unstable countries. Even if security of transportation or source
of fuels were not an issue, the use of imported energy already imposes
a serious economic penalty on some countries. For example, oil-
importing developing countries suffer enormously from even modest
variations in the price of oil. In 2004, the International Energy Agency
estimated that a $10 increase per barrel in the price of crude oil could
reduce the Gross Domestic Product (GDP) of the poorest sub-Saharan
African economies by three per cent per year. In addition, there are
potential economic gains for energy importing states from the
stimulation of more energy production at home.

Nuclear power is an exception among the renewable energy sources. It
is clearly not as low-risk and security-enhancing as others. It imposes
huge additional risks in terms of security of the production process and
the storage of waste. There is serious disagreement among
environmental economists about the competitiveness on a per unit
basis of nuclear power when compared with some other renewable
sources. There is political contest about the long-term safety of nuclear
power stations and the handling of nuclear waste.

Regardless of any inherent attractiveness of renewable sources for
environmental reasons, development of the low-carbon options for
states are already economically attractive if a medium- to long-term
perspective is taken. Projected rates of growth in consumption of
‘traditional’ fossil-based sources of energy cannot be sustained without
a sharp increase in prices.

Thus, there are three important policy judgments that need to be made
by all states with respect to possible domestic regulation:

O Does the state need to promote substitution of fossil-based
fuels?

a If so, how quickly must a state make the change?

O What technologies are most viable (politically, economically,
socially) to facilitate change?
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On the first point, there is a prevailing global consensus that states
should actively substitute fossil-based fuels. This is reflected in the UN
Framework Convention on Climate Change (UNFCCC), among other
places. But, according to many states, this Convention and its Kyoto
Protocol do not bind together key ‘greenhouse emitters’, such as the
United States, China, India, the European Union and Russia, in a
course of action that will mitigate climate change. It has merely set
states on the path of action that might, one day, position the key
emitters to reduce the pace of climate change. Thus, on the second
point, there is no strong consensus on how rapidly states must move, or
even can move through market regulation, to mitigate climate change.
On the third point, there is even greater uncertainty and dispute about
the technologies that would not only be viable in terms of impact on
climate change but also accessible (widely disseminated and well-
priced) to those most in need.

The lack of consensus at the global level on climate change and a low-
carbon future is one of the major sources of energy insecurity, even
though experts may disagree about the influence on energy markets of
such anxieties and uncertainties.

The global consensus on the need to shift to a post-carbon future leads
to an inescapable conclusion. States must deliver ‘price signals’ that will
drive the pace of change to renewables. There is, however, no single
formula for such price signals. They will be dependent on a different
and difficult calculation of domestic economics and politics for each
state. Even apparently uniform targets, such as the EU-agreed target
of 12 per cent of renewable energy in the total energy mix by 2010,
conceal a large number of differences among states, not least the
natural endowment of each member state with renewable sources of
energy, such as hydro-power.

One of the possible frameworks for redressing the insecurity arising
from this lack of consensus could be the UNFCCC and a firmer
application of an extended and reformed Kyoto Protocol to the
Convention. This Protocol is currently being renegotiated, but there has
been little attention given so far to international frameworks for
supporting price signaling that promotes transition to renewables.

The importance of domestic regulation also applies to efforts in
conservation of energy and the application of technologies for more
efficient use of fossil fuels. Giving a global dimension to energy
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efficiency and conservation represents in itself a potential new ‘source’
of energy. The EU has a plan in place to reduce its energy use by 20
per cent by 2020. The United States has a similar plan. Increasing
energy efficiency in Russia would make millions of barrels of oil
available for global consumers. China and India have enormous
potential for savings in energy efficiency that can be delivered through
more effective regulatory regimes.

The analysis of domestic policy — especially government regulatory
policy — is often overlooked as one of the most important sources of
confidence building for energy at the international level. Understanding
the domestic regulatory policies of India and China and the weakness of
their energy efficiency regimes is essential to understanding their
energy policy motivations. Overcoming those weaknesses is an
important part of confidence building for global energy security.

PRODUCE AN AUDIT OF GLOBAL ENERGY RESOURCES

Some of the lack of confidence in the stability of the global energy
market is caused by the lack of agreement on the amount of energy
reserves available worldwide. The ‘certain knowledge'™ that
hydrocarbon fuels will run out (the ‘Peak oil' concept)'® destabilizes
international energy markets and leads to serious political tensions.

Furthermore, the general public and most of the political and business
elite are confused by the different systems used to assess the energy
value and measure the quantity of hydrocarbon and non-hydrocarbon
energy reserves. In fact, energy measured in barrels, tons, and cubic
meters confuses non-specialists and sometimes gives a wrong
impression of the energy resources available. Moreover, the emergence
of ‘non-hydrocarbon’ sources of energy as well as alternative
hydrocarbons (heavy oil, coal-to-liquids, etc.) further complicates the
picture.

Global resource assessment is often very confusing. A good example is
the oil reserves categorization. The US Society of Petroleum Engineers
(SPE) and the US Securities and Exchange Commission (SEC) provide

3 This depends of course on the prevailing scientific view that oil and gas are produced through the
transformation of carbon deposits over thousands of years.

14 ‘Peak Oil' also known as ‘Hubbert's peak’, refers to the peak of the entire planet's oil production. After the Peak,
according to the Hubbert Peak Theory, the rate of oil production on earth will enter a terminal decline. There have
been several attempts to apply the same theory to gas and other hydrocarbon fuels.
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standard oil reserves classification. The former takes into account only
geological data, while the latter’s classification system is also based on
strict financial accountancy principles. The SEC estimates are known as
the most conservative in the world: only proven reserves with probability
of commercial drilling over 90 per cent can be taken into account and
entered in the companies' financial documents. However, these
estimates do not show the real situation with oil and other hydrocarbon
reserves and there is a need for dramatic modernization of reserve
disclosure. Daniel Yergin of Cambridge Energy Research Associates
(CERA) claims that the current SEC classification rules ‘simply have not
kept up with the globalization of the industry’, while the ‘differences
among the fiscal regimes in several countries make it harder, not
easier, to compare domestic and international reserves’.”

At the same time, the industry has made significant technological
progress, especially in deep-water exploration and production. For
example, Dr. Yergin outlines that ‘non-traditional liquids’ (such as oil
sands and heavy oil) may ‘account for as much as 45 percent of oil
production capacity in North America by 2010’. The SEC system neither
takes into account the tremendous development of the North American
LNG market, nor the recent progress in information and geological
technologies. Thus, ‘scarcity also can be ruled out as a threat to supply
security; scarcity is a fear, not a reality’."®

The evident endpoint for exhaustion of fossil fuel reserves has
highlighted the need discussed above to audit the major hydrocarbon
energy sources. But the issue of auditing energy reserves does not stop
with fossil fuels. The assessment of fossil fuel reserves depends on a
dynamic model incorporating a time element, investment decisions,
market pressures and technological advance. Also, the international
community needs to devise a way of auditing available (or prospective)
non-fossil fuels, such as nuclear, solar, biomass and hydropower.

It has been all too easy for the nuclear industry to say that it holds the
main solution to global energy needs when fossil fuel supply looks more
costly. On the one hand, the World Nuclear Association claims that
nuclear energy is at present ‘the only viable proven technology that can
meet rising energy demand without producing the greenhouse gases
that threaten the future of our planet’. On the other hand, Greenpeace

15 Daniel Yergin, ‘How Much Oil is Really Down There?’, The Wall Street Journal, April 27, 2006.
16 Michael Lynch, ‘Oil Supply Security 2004: Does the Song Remain the Same?’, International Research
Center For Energy and Economic Development (ICEED), Boulder, Colorado U.S.A., 2004.
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argues that the ‘only way that we can stop the worst effects of climate
change is by ... making sure that the energy that we do need comes
from clean, renewable sources. Theoretically, renewable energy has
the potential to meet our energy needs many times over, but at present,
we get less than one percent of our electricity from the wind, ocean and
sun.” Henceforth, informed decision-making for energy security will have
to be based on a comprehensive audit with completely transparent
assumptions about the pace at which consumers globally can shift to
non-fossil sources.

CREATE A TRULY GLOBAL ENERGY MARKET

The world energy market is highly fragmented. Even in North America
and Europe, where there are dense networks of pipelines and electricity
grids, most of the regional and national energy networks are not highly
integrated. Thus, in case of major power outages in one place (e.qg.
California power crisis, or the Russia-Ukraine ‘gas war’) or interruption
of supplies (Hurricane Katrina), it is difficult to replace the existing
power generation capacity and bring additional fuel supplies on-line
quickly. As Dr. Cyril Widdershoven has observed, ‘If something
happens at a choke point, the whole chain will be disrupted and there

won’t be enough capacity somewhere else to cope with the blockage’.17

The lack of interconnectivity also undermines the competition principle
as industrial and private customers depend on a small number of local
suppliers. In the EU, lack of inter-connectors also weakens the principle
of ‘energy solidarity’ among member states. Development of new
transport networks is a prerequisite for global energy security and
stability of major energy markets. Such new networks are important for
energy-consuming nations as an instrument of diversification of primary
energy away from a single or few dominant energy sources, countries
or transit routes/corridors.

Unsurprisingly, the EU ‘Green Paper on Sustainable, Competitive and
Secure Energy’ links interconnection of existing and new energy
infrastructure with the successful development of a competitive ‘single
market’ for energy within Europe:

Europe has not yet developed fully competitive internal energy
markets...To achieve this aim, interconnections should be
developed, effective legislative and regulatory frameworks must

17 Quoted by Michael T. Burr, ‘The Geopolitical Risks of LNG', in Public Utilities Fortnightly, March 2005, p.30.
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be in place and be fully applied in practice, and Community
competition rules need to be rigorously enforced.’®

The private sector also supports this agenda. Thus, the CEO of ENI,
Paolo Scaroni, laid out a four-point agenda for avoiding a gas shortage
— two directly relate to this issue: to accelerate the build-up of LNG
facilities and gas storage; and to ‘connect’ distribution pathways
between national markets."®

A breakthrough in new technologies, such as gas liquefaction,
Combined Cycle Gas Turbine (CCGT), clean coal power generation,
nuclear power, or battery storage of renewables-sourced electricity
could be used to reinforce the inter-operability and ease consumers’
dependence on a small number of energy sources. In fact,
transportation of liquefied gas no longer depends on pipeline network
and allows more flexible ‘buyer-seller’ contracts. Moreover, liquid gas
can compete with pipeline gas and even oil. The CCGT offers low cost
and the least environmentally damaging form of fossil-fuelled power
generation; it is 40 % more efficient than simple gas-fired turbines.
Moreover, CCGT can use different types of gas and liquid fuels. In the
long run, wind, solar, hydropower and bio-fuels as well as nuclear
power can supplement traditional hydrocarbon supplies. This also
helps to avoid ‘bad surprises’ such as power outages and interruption of
supplies.

However, the linking of distribution and transportation networks will
require significant financial commitments. It will also depend on
harmonizing national legislation in several states and, in many cases,
will be affected by domestic politics. Moreover, the pipeline projects
generally have a long payback time (12-14 vyears), while fuel
substitution also requires substantial investment in research and
development. But, the investment engagements may create mutual
consumer-producer dependence as both sides are interested in
developing ‘energy-supply systems with minimal vulnerability to short-
and long-term disruptions’.

Governments should work closely with the private sector to create a
technological basis for a truly global energy market. There is a need for

'8 http://ec.europa.eu/energy/green-paper-energy/doc/2006 03 08 gp_document_en.pdf.

19 For more details see http://www.cera.com/aspx/cda/public1/news/articles/newsArticleDetails.aspx?CID=8207.
20 Dr. Andrey Konoplyanik, ‘Energy Charter: the Key to International Energy Security’, in Petroleum
Economist, February 2006, pp. 19 - 20.
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a government-based international drive for a global, depoliticised multi-
fuel energy market. It is necessary to support convergence of the three
big regional gas markets (European, North America, Asia) with a
transparent and predictable price mechanism, limit speculative trends
on the oil market and launch renewable energy financial instruments.
The private and public sectors should work together and use the
available technology to develop well-functioning regional electricity
markets.  Furthermore, the price of energy should be linked to the
calorific value of each fuel in order to allow better price inter-operability.

CONCLUSION

The solutions to energy security dilemmas are best found in addressing
the psychology of insecurity at a grand strategic level rather than by
trying to decide which specific analysis best fits a particular energy
sector. The Shell Global Scenarios to 2025 (released January 2006)
underlines the declining interest in energy cooperation in the context of
rising nationalism: ‘How states will cooperate, bilaterally or
multilaterally, will affect how these sources of insecurity can develop’.
The Shell report noted a ‘loss of sense of common purpose’ in
approaching energy security.

It is time to promote a re-shaping of the definition of ‘energy security’
and ‘energy sovereignty’. The concept of ‘energy security’ should
include confidence-building measures. This paper concludes that
‘energy security’ is, first of all, trust in the global energy system,
including energy markets and contingency/regulatory mechanisms. We
strongly believe that this trust will in itself help to promote necessary
technological and investment policies, stabilize energy markets, secure
stable and reliable energy supplies and develop more efficient and
environment-friendly technologies, thus restoring confidence in an
international energy system.

The international community, including global businesses, should
recognize that ‘energy sovereignty’ resulting in firmer control of energy
resources and transport infrastructure is a normal, understandable
economic and political phenomenon, incorporating a number of positive
trends. A number of countries have developed their own modernization
approach, which prioritizes their own country’s long-term economic,
political and social interests. In the energy sector this trend has resulted
in a resurgence of the ‘energy sovereignty’ approach. Energy producers
have a natural and legal right to consider energy resources part of their
national sovereignty. However, all parties concerned need to
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understand the importance of a new political reality, and to develop a
set of mutually beneficial ‘rules of the game’. Indeed, despite a
worrisome level of state control in the energy sector of several
producing countries, there is room for mutual cooperation focused on
achieving positive outcomes for both consumers and producers.
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We work to make the world a safer place by addressing the seemingly
intractable problems that threaten regional and global stability.
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ensured by the diversity of our supporters. They include individuals,
foundations, institutions, and businesses from around the world. We accept
limited project funding from some governments.



	INTRODUCTION
	RESTORE CONFIDENCE IN GLOBAL ENERGY MARKETS
	TRANSFORM INTERNATIONAL ENERGY ORGANIZATIONS
	RECONCILE THE MARKET WITH NEW POLITICAL REALITIES
	SIGNAL FOR OUR LOW-CARBON FUTURE
	PRODUCE AN AUDIT OF GLOBAL ENERGY RESOURCES
	CREATE A TRULY GLOBAL ENERGY MARKET
	CONCLUSION
	CHAIRMAN OF THE BOARD

	George F. Russell, Jr.
	FOUNDER, PRESIDENT & CEO

	John Edwin Mroz
	MEMBERS
	Urban Ahlin
	Martti Ahtisaari
	Marshall Bennett
	Thor Bjorgolfsson
	Nicholas E. Calio
	Maria Livanos Cattaui
	Mark Chandler
	Emil Constantinescu
	Joel Cowan
	Francis Finlay
	Stephen B. Heintz �President
	Rockefeller Brothers Fund
	Sigrid RVC Kendall
	Rami G. Khouri
	Andrey V. Kruglov
	Rudi Lamprecht
	James A. Lash
	Mark Maletz
	Ivan Mikloš
	Frank Neuman
	Vladimir Plasil
	John Richardson
	Ramzi H. Sanbar
	Armen Sarkissian
	Henrik Torgersen
	Robert Verrue
	António Vitorino
	Sanford I. Weill �Chairman Emeritus�Citigroup Inc.
	George H.W. Bush
	Helmut Kohl
	Ivan T. Berend
	Hans-Dietrich Genscher
	Donald M. Kendall
	Whitney MacMillan
	Jan Krzysztof Bielecki
	John W. Kluge
	Maria-Pia Kothbauer
	William E. Murray
	John J. Roberts
	Mitchell I. Sonkin
	Thorvald Stoltenberg
	Liener Temerlin
	John C. Whitehead
	United States

	OUR INDEPENDENCE


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




