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Geopolitics of Energy and Energy Security - A European perspective

J.P. Decaestecker  

I.
Introduction
Chancellor, Minister, Members of the Academy, distinguished participants,

this symposium and its topic, linking Energy Security with Energy Research, are quite timely as this event falls midway between the March European Council, where the Action Plan endorsed by EU Heads of State expanded on these two elements, and the finalisation of a Strategic Energy Technology Plan later this year. 
Security of Energy supply is certainly not a new concern for the EU's collective mind. Indeed, 50 years ago both the Coal and Steel Treaty and the Treaty on the European Atomic Community were to a large extent about energy security. The novelty is in the operational recognition over the last years of the interaction and complementarities between the domestic and the external dimension of energy security.
After summarising key energy facts for the EU and worldwide (section II), we will identify a number of geopolitical energy-related challenges that the EU and its partners have to tackle (section III). Section IV will then look at how to address these challenges, paying due attention to the values, rules and principles on which to base energy relationships. Energy and development deserve special consideration here given their multiple and often critical interactions. Devising a long term energy strategy usually requires to know with whom one is going to play; section V will illustrate that this is increasingly difficult. This paper will conclude by noting some tentative positive developments while acknowledging that more consistency and trust are needed for a world with more secure energy (section VI).
II. 
Where do we stand : Energy situation: dependence and diverse national fuel-mixes and preferences

World energy demand is projected to continue its rapid growth (+ 50% by 2030 under the IEA "business as usual" scenario) in spite of progress in energy efficiency, with most of the increase from developing countries. Fossil fuels (oil, gas, coal) will keep representing the bulk of energy supply, transport will remain the dominant sector for oil demand as power generation will be for gas demand. To a large extent, oil and gas come from "unstable" (in political or regulatory terms) regions and their production will be increasingly concentrated in a small number of countries, although unconventional oil is mainly located in the Western hemisphere. As far as the EU is concerned, this limited diversity of suppliers is further reduced given that part of the oil and gas networks that could provide access to certain suppliers (e.g. Caspian region) is controlled by a dominant player (Russia).
Conventional reserves for oil, gas, coal and uranium are large enough to dispel any risk of shortage in the near future and accessing unconventional ones makes economic sense even at current energy prices although the ultimate scarcity of fossil fuels is not in dispute. In this context the EU appears as dependent from a few external suppliers: the EU is the world largest energy importer in absolute terms; 50% of its energy is imported compared to more than 80% for Japan and about 30% for the USA; gas represents 24% of the EU energy supply, 60% of gas is imported from Russia, Norway and Algeria; oil contributes to 37% of the EU energy supply and 80% of this oil is imported mostly from Russia, Norway, Saudi Arabia and Libya. This dependency is set to increase. It varies according to the fuel and country concerned, e.g. with Denmark and the Netherlands being net gas exporters while certain other Member States (e.g. Baltic countries) are fully dependent for gas; in global terms, nine Member States have a level of external dependency above 80%, six at or below 30% and only one is a net energy exporter 
. Moreover there is no such thing as an EU single energy profile as Member States retain a large autonomy regarding their preferred fuel-mix (e.g. with or without nuclear) and their bilateral energy relationships. One has to bear in mind these diverse situations when reflecting on a common European approach, especially regarding the EU relations with its closest neighbours.
III.
Geopolitical challenges
This situation and developments give rise to the following challenges. Both their scope and nature qualify them as geopolitical:

1. How to view the increased dependence on imports: noting that certain suppliers (e.g. Russia as far as European countries are concerned) are allegedly manipulating the terms of energy supplies for political or economic control on their neighbours, should one strive for reducing this dependence at all costs or is this dependence acceptable, as it was long ago with respect to oil from the Middle East, and differences in the terms of supply justifiable e.g. on economic grounds ?
2. The spare oil production capacity that contributed to low prices in the 1985-2000 has shrunk from 10% to 3% of world oil demand. As long as the market perceives that this spare capacity is limited, oil prices will remain volatile and high with severe consequences notably on poor energy-importing countries, notably in sub-Saharan Africa but also in East-Asia (e.g. Thailand) and Latin America (e.g. Nicaragua and El Salvador),. This low spare capacity is far more worrying when one puts it in balance with the supply disruptions resulting from "political factors" (from rebels in the Niger Delta to war in Iraq). Given the pricing formulae still used for many gas contracts, this will also apply to gas prices which are in fact increasing more rapidly than oil ones. An additional source of price volatility comes from the increasing difficulties for OPEC members to cooperate due to growing disparities in their economic structure and demography.
3. Energy revenues potentially have negative economic, social and political consequences (the ‘resource-curse’): they may slow down the development of the non-energy sector by leading to higher exchange rates and wages therefore reducing the competitiveness of the non-energy sector (the "Dutch disease"). Moreover energy exporting countries do not need high levels of taxation to finance public expenditures; this allows large amounts of money to flow with little political control and delay progress towards democracy and sustained development. Resource-rich countries are several times more likely to suffer internal conflicts than resource-poor ones. The Darfur region in Sudan is obviously a case in point as well as the Gulf of Guinea. 
4. State activism or dirigisme is spreading world-wide (from Russia to Latin America), most of the time combining an energy company in a monopoly position on at least one of the energy sectors (gas, oil, etc.) with energy assets (fields as well as pipelines) predominantly under domestic (even state) control. Although this strategy could be "justified" in terms of maximisation of the economic rent from hydrocarbon resources, some of these companies are perceived as behaving according to political rather market logic. This is not new but has to be addressed if this "political" logic leads to insufficient exploration and ‘upstream’ investment in producer countries (Russia, OPEC, Latin America) that will not be compensated by international energy companies as they have only limited access to most oil and gas reserves. These monopolies' position is also detrimental in another way: in the quasi-absence of domestic competition, companies tend to manage their assets in a rather inefficient way, increasing costs for both their domestic and external customers, buying assets possibly at the expense of their core business, making it more difficult to deliver on supply commitments or having to rely on external suppliers to meet these commitments; gas supply from RU is a case in point. New players (e.g. Kazakhstan) may be tempted to echo this, so far successful, approach. 
5. Targets: apart from fixed facilities (storage, refineries) that are usually well protected (at a high cost: Saudi Arabia is investing $ 4-5 bn in the next tow/three years to protect its infrastructure from terrorist attacks), the increasing demand for sea-borne oil and Liquefied Natural Gas (LNG) will step up the pressure on unavoidable choke-points such as the Suez channel and the Hormuz and Malacca Straits, through which up to 21% of oil demand was passing in 2004, a figure that, according to the IEA could exceed 25% in  2030, and reach 4% for LNG : how to protect these Straits given the limited trust between littoral States ? 
6. Improved economics due to higher prices for fossil fuels and diversification efforts have led to a nuclear renaissance, with the planned construction e.g. of about 50 new plants in Asia by 2030. This could pose a challenge to the non-proliferation regime if agreements like the US/India one are developed without appropriate multilateral system for the control of nuclear material and technology. This could also put pressure on the uranium market and bring new players into the energy game (Australia/Canada/Kazakhstan).
7. The projected rise of demand for and use of fossil fuels has a major impact on greenhouse gases emissions (+50% by 2030 under a business-as-usual scenario): whether and how to respond to these emissions will in turn intensify some of the other challenges (as exemplified by the rapid shift to gas) or contribute to mitigating them, as reducing GHG emissions, will lead to reduced demand for oil. Moreover, in the light of the massive investment needed in the energy sector one can see the coming decade as an opportunity to select investment supportive of a low-carbon economy, thus contributing to meeting the post-2012 commitments recalled by Minister Pekkarinen. This will only materialise if the carbon externality attached to fossil fuels is adequately priced through a stable and transparent mechanism. There is an increasingly dominant security dimension attached to climate change policies (because of mitigation and development costs) as was clearly recognised by the UNSC last April. 
8. Game playing:

· deciding on and building pipelines require that many steps, that affect all the chain, from the supplier country, via transit countries, until the endpoint, be completed (enough supply coming on stream to fill in the pipe, enough demand at the end point to make it viable, plus all the administrative and technical hurdles to have it built possibly across several jurisdictions). There is thus ample space for manipulation as is happening for example with the Nabucco (from Turkey to Austria) gas project and Gazprom South Stream alternative project. 

· The same observation goes to some extent for the opening of new oil and gas fields. If fears develop in Russia that the EU is moving away from hydrocarbons, Russia may intensify its own diversification policy towards Asian consumers, reinforcing thereby the EU's worries: an energy version of the military security dilemma.
All these challenges amount to increasing uncertainty affecting the access to energy resources in terms of quantity, nature, origin and timing. This is further  compounded by the uncertainty  affecting reserves and production projections (for instance the discrepancy between IEA and OPEC projections of OPEC production capacity is close to 5% of OPEC capacity: 1.5 mbd / +/- 31 mbd crude; IEA > OPEC projection [= 1/2 spare capacity]).
Whether this uncertainty is deliberately engineered by some actors or is intrinsic to modern energy systems does not matter much. In an uncertain world, with no guaranteed excess supply of energy, diversification is a mandatory strategy. A diversification that is not limited to the existing portfolio of energy resources, hence the importance of Energy R & D. 
IV.
 Responses - Which world governance do we favour ?
A
Values and Rules
The choice of possible responses to these challenges is linked to the governance that one favours , i.e. to the values and rules upon which our societies should be organised. Among these values one may list cooperation rather than conflict,  multilateralism rather than unilateralism, protection of common goods (such as climate and environment), respect for minority rights; among these rules one may note: sanctity of contracts 
, due process, transparency of regulatory frameworks, etc. These values are for instance part of the European Consensus on Development and repeatedly stressed to partner countries; they are not just abstract principles but are also, in one form or another, enshrined in legally-binding instruments.
For these values to be implemented (and not enforced) they have to be shared (including internally by all Member States as far as the EU is concerned if they are to be promoted in a convincing and credible way) and externally by our partners. This is where one may encounter divergence; for instance, is energy security a common good ?  Climate change, seen as a common good, is increasingly the main driver of the EU's energy policy, but key consumers (US/China) do not yet see it the same way or at least do not fully agree on how to build a climate change policy. 
B
Geography matters

Even if we were to agree that energy security should be a common concern, geography may interfere with our response. The EU's location close to key suppliers (North Africa, Middle East, Russia, etc.) may be a blessing but it also means that we cannot simply treat these countries as distant trade partners because they are our neighbours (with the non-economic implications this entails: migrations, local conflicts, regional environment issues, etc.), they have aspirations to a European future or these countries and the EU are long engaged in a far broader partnership or processes (e.g. Euromed).  

C
The three circles:  EU, EU near abroad East and South, beyond the near abroad
1. It would be preposterous to claim that the EU already has a fully thought through, coherent energy policy to address the above challenges, with clear priorities and alliances with countries and regions. This policy in the making is in part the consequence of successive enlargements on the EU's energy resources, fuel-mix, level of external dependency and neighbours, and in part the outcome of a long period of excess supply on energy markets which did not call for a collective response.  
One can however roughly see this policy organised along the following "circles", combining various instruments differently as the EU perceived risk profile evolves :
i. First of all the EU takes internal measures allowing it to respond to these challenges by diversifying its suppliers, supply routes and fuels (domestic as well as imported), improving its energy efficiency, intensifying R & D in low emissions technologies (7th FRP ( SETP 2008) and developing solidarity and mutual security arrangements (stocks, access to bilateral pipelines ..) between Member States. 
These internal measures obviously play a key role in determining Member States ' level of confidence in their security of supply: a high degree of external dependence does not matter to the same extent if the EU internal energy market is working well and can therefore facilitate the "sharing" of external supplies of oil, gas or electricity, or if Member States can rely on effective solidarity mechanisms able to cope with supply disruptions. Such mechanisms are effective for oil but are still being developed for gas. 
ii. The second circle (the EU "near abroad") concerns basically the Euromed countries and those of the Western Balkans, Ukraine, Central Asia where, mainly through regional agreements/processes complemented by bilateral ones, the rules of the internal energy market are promoted, regional cooperation is strengthened and new transport routes are developed: for instance the Energy Community Treaty for the Western Balkans contributes to stabilising the region and facilitates transit (with Turkey as a prospective party). In the same vein, the Baku Initiative 
 with Black Sea and Caspian Littoral States and their neighbours will facilitate the progressive convergence of the energy markets of the region and of the EU market as well as the transportation of Caspian oil and gas towards Europe. 
iii. The third circle would comprise more (geographically) distant energy partners (be they e.g. Russia, China, or the US) with which the EU builds mainly energy dialogues. 
Increasingly this is done on the basis of Energy security principles 
 (broadly agreed with IEA and G8 partners), using them as guidelines for the EU cooperation and turning them possibly into (legally binding) agreements. Energy dialogues have to involve not only producers but also transit and consumer countries, if one wishes to convince producers that such principles should be the norm rather than the exception, leading then to discriminations. These principles do not simply address the economic or trade dimension of energy relations but also the impact of these relations on more fundamental governance-related aspects.
Of particular relevance is the adherence to a market approach. Indeed key players on demand side (China, India..) as well as on supply side (Russia, Venezuela,..) are yet to be convinced, or may even be convinced of the opposite, that market-based approaches can work to their benefit and contribute to their energy security ( on supply side they prefer long term contracts and more discretionary approach (especially when sustained high energy prices lessen the pressure on their economies) and on demand side they prefer direct control of/access to resources, possibly at a higher cost.
In the same vein one cannot expect all these consumer or supplier countries to endorse these "principles" and embark in reforms based on them simply because these are sensible principles; one has for instance to involve these countries in joint energy projects, with visible benefits, such as improving energy efficiency and reducing gas flaring with Russia, developing clean coal technologies with China and India or new crops for biofuels with Brazil or the US.

These principles, and the instruments/measures they call for, can be regrouped in four sets addressing the legal and regulatory framework, infrastructure, diversification and supporting measures:
a)
Legal and regulatory framework:
· Promoting well-functioning, competitive markets for production, supply, use, transmission and transit of energy  and market-based rules, on the basis of transparency and good governance to discourage corruption
· Fair, stable and effective legal and regulatory frameworks in order to generate sufficient (international) investments upstream and downstream
b) 
Infrastructure:

· Improving production and export capacities in producer countries and upgrading infrastructure in producer and transit countries
· Physical and environmental safety and security of infrastructure
c) 
Diversification:
· Energy efficiency, demand management and diversification of energy sources , including renewable and low-emission technologies (clean coal/nuclear)
· Deployment and transfer of clean energy technologies which also help to tackle climate change
d)
 Supporting measures:

· Strategic reserve stocks and cooperative energy emergency response
· Addressing energy poverty
· Implementing relevant Kyoto Protocol mechanisms
· Ensuring nuclear safety and addressing non-proliferation concerns
2. Some of the bilateral or multilateral agreements (such as the 1994 Energy Charter Treaty) between the EU and its energy partners were developed over a long period of time and offer different rights and obligations to different countries or regions. It could thus be timely to streamline these agreements, on the basis of the above security principles. For key partners such as Norway and Russia this would require to decide whether the EU energy relations with them should be purely bilateral or if, at least, all European partners should be covered by the same legal framework.
3. The same could be said of the International Energy Agency where the EU is dealing with predominantly OECD, importing countries. One could ask whether the format of the IEA is still relevant to today's geopolitics of energy and should not outreach in a more operational way towards non-OECD countries (China, Russia, India..).
4. Another issue  when developing responses to these challenges is how far (not) to go ? In this debate between values and secure supply of energy there is of course the risk of losing balance and going too far; for instance should "sustainable coal" be promoted, like "sustainable timber", with only coal extracted by companies implementing the Extractive Industry Transparency Initiative (EITI) being imported, or for oil should even a process similar to the Kimberley process for war diamonds, be considered with consumer countries deciding not to import oil from areas affected by (civil) war. So far the EU is focusing on "sustainable coal power technologies" (e.g. plants equipped with carbon capture and storage).
D
Energy and development
The development dimension deserves special consideration given the multiple and often critical interactions between energy, and more generally natural resources, and development.
When reducing energy poverty was made one of the Millennium Development Goals the 2005 World Summit on Sustainable Development recognised that it is impossible to reduce general poverty significantly, support health services, provide clean drinking water and sanitation, promote more productive agriculture and food yields, and secure investment in job-creating enterprises in developing countries without addressing energy poverty; 600 millions Africans do not have access to electricity. Energy poverty has also an impact on migrations (internally from rural areas to cities, from South to North) and on gender issues: without falling prey to clichés, it is mostly women that you see carrying bundles of firewood on their backs in Asia or Africa. This is why the EU made Africa and energy in Africa one of its priorities with the setting up of an EU-Africa Energy partnership to be endorsed this December; this is also why low cost, grass-root level initiatives (e.g. rural electrification in India) should be supported. This partnership will of course also contribute to infrastructure improving the EU access to Africa's energy resources. 
These tensions between energy and development are too often compounded by inadequate governance depriving the population of most of the revenues accruing from energy resources and/or by these revenues being wasted and not contributing to economic and social development. This in turn will trigger groups in the population to try and gain access to these resources, by violent means all too frequently (see the Niger Delta).
As a critical tool against bad governance and corruption, efforts should thus be made to manage public revenues from energy exports in a more transparent and sustainable way, that contributes to development, including through instruments such as the Extractive Industries Transparency Initiative (EITI) 
, setting up stabilisation funds (such as those in place in e.g. Norway, Russia or Gabon), and encouraging energy rich countries to diversify downstream as well as outside of their energy sectors. Not only will a more diversified economy be more resilient to energy price and demand volatility, it will also reduce the temptation to use energy exports as a political lever. Consumers could contribute to this diversification effort by avoiding to concentrate their direct investment solely in the energy sector (China share of foreign direct investment (FDI) in the oil sector as a percentage of total FDI is 80%, 50% for the US and 40% for the EU 
).
V.
Actors

World governance will not improve simply because of nice principles being developed by academics sitting in their "ivory towers" but because flesh and blood actors will implement these principles; a key step is therefore to identify them.

These actors are not only States, when concluding agreements on long term energy supply or negotiating the terms of access to their resources. No, private and public companies as well should adhere to these values and have a role to play on the ground for them to be implemented and respected (cases related to damage to the environment, inadequate work safety, alleged abuse of local work force may raise questions in the general public as well as in producer countries about the commitments to these values of these companies' State of origin and therefore about the need for producer countries to adhere to them). 
There is also a clear need to engage local populations, have them recognise that if they are ultimately to share in benefits accruing to the energy sector, they have a role to play in pressing e.g. for the implementation of initiative such as the EITI, etc.. Values (and trade-off between them maybe) at the basis of an improved world governance have to be explained to the civil society, at the grass-root level, not simply to the business community and politicians. 

One difficulty is whether one can really achieve a clear cut identification of these actors as lines are increasingly blurred: Western International companies are frequently associated with National oil/gas companies in the development of fields or pipelines, and major gas supply companies have concluded agreements with European companies, covering distribution as well as storage activities, with the backing of the host countries. Generally speaking, long term supply contracts 
 are essential to ensure the EU's security of supply as well as Algeria, Norway or Russia's security of demand and so facilitate the large investment required. While the commercial logic of these developments is not in question one has to be aware of their potential impact on the EU resolve to uphold its principles and on their divisive impact when the EU is trying to speak with "a common voice" on energy matters. Long term interdependence may have an opportunity cost that is not expressed in pure monetary terms as this would be the case for energy transactions on spot markets. 
A related difficulty is how to engage certain new key players (for instance Kazakhstan. and others in Central Asia, or Iran in a different context) without  antagonizing others, which directly or indirectly still control most of the transit network from these new players to Europe, or when these countries are intent on reconstituting a division of labour between themselves (such as Russia, Ukraine and Kazakhstan in the nuclear sector).
All this points to the need for confidence building, early exchange of energy strategies, including long-term perspectives on supply, demand and diversification, stressing the interdependent and mutually beneficial nature of energy relations while being clear about the EU red lines. An example of this trust issue in a regional context is how Russia is considering how to mitigate the uncertainties caused by "unreliable" transit countries (Belarus/Ukraine), by-pass them and directly supply European customers, thereby reinforcing her image as a reliable supplier and weakening the EU's temptation to diversify, while it could be more efficient for Russia to agree a stable regulatory framework with her neighbours. Investment becomes partly driven by strategic considerations to increase bargaining power vis-à-vis transit countries.
VI. Conclusions: Glimmers of hope ? 

Over the last year/18 months we have seen most key energy actors from the US to Russia, and East Asian countries endorse, in one form or another, the abovementioned Energy Security Principles, China showing some awareness of energy-related governance issues, Gazprom taking pre-emptive measures to prevent gas supply disruption last winter (storage, etc.), various Member States offering mutual support in case of supply disruption, etc.. All these developments point towards some convergence at least in identifying the issues that have to be addressed and relevant principles.
This is of course far from enough and most of the challenges outlined above remain as sources of conflicts, locally or on a larger scale. It has to be ensured that the EU partners match these energy security principles with actions and for instance show more consistency between the supply commitments taken and the measures (investment, and their supporting regulatory framework) required to deliver on them.

From the European side (as well as from other consumer countries) this may require to reconsider the implications of suppliers' sovereignty over their resources in the context of mutually beneficial energy relations and to avoid seeing all disputes in purely political terms, while pursuing a firm line on issues of transparency, good governance, rule of law and non-discrimination.
This will also require that Member States individually act more in line with these principles (internally and externally) if they are to be credible for our partners, by doing more for instance on effective solidarity mechanisms. This means also that, instead of trying to embrace the whole world, the EU has to prioritise its engagements and partnerships, building regional initiatives, tailored to local circumstances (the Euromed region, Africa, the Western Balkans), rather than grand world schemes. 
None of the challenges outlined before is insuperable but most of them require cooperation from all countries along the energy demand-supply chain. In other words, what is needed when addressing today's Geopolitics of Energy is less politics and raw power games, and more trust, less conflicts and a wider application of a rule-based approach as precondition to long term, collective energy security. 
We will learn from the following presentations whether technology developments can make the perspective on energy security rosier. The nature of the challenges outlined before makes it however clear that R,T & D will be a key component of the EU response, taking into account its own uncertainties, for instance regarding unconventional resources: One example suffices to illustrate this point: oil sands (e.g. in Canada) were thought to represent large additional recoverable resources but the industry is now realising that associated energy and water inputs may significantly limit the actually recoverable quantities and push costs far higher. 
R & D should also be seen as a vehicle for building up cooperation between consuming and producing countries as well as within consuming countries. Noting that most R & D efforts on low carbon energy systems are taking place in OECD countries while (future) major emitters are developing or emerging economies raises the question whether the EU should lead or share in energy technology developments, with the unavoidable issue of IPRs and competition looming in the background.
_________________
� The opinions expressed in this paper do not represent those of the Council of the EUropean Union of or its General Secretariat and remain under the sole responsibility of the author.


� Figures based on European Commission Staff Working Document "EU Energy Policy Data", 10 January 2007.


� Caveat: "sanctity" does not mean that contracts have to last unchanged for ever, which would probably be nonsense in the ever changing world of energy. It could include the respect of pre-agreed review clauses.


�  Current participants are Azerbaijan, Armenia, Georgia, Iran (observer), Kazakhstan, Kyrgyz Republic, Moldova, Russian Federation (observer), Tajikistan, Turkey, Ukraine and Uzbekistan.


� First outlined in the European Commission and Secretary-General/high Representative's joint paper "An external policy to serve Europe's energy interests (May 2006).


� This 2002 global initiative, supported i.a. by the World Bank, the OECD, the EBRD, the African Development Bank, several of OECD member countries and various NGOs, has already been voluntarily embraced by a wide range of more than 20 countries, from Azerbaijan to Nigeria but neither by Russia nor Middle East producers, and private energy companies and financial companies active in the energy sector. Given its voluntary, non-legally binding nature, the IETI requires careful and independent monitoring possibly supported by some form of conditionality (e.g. like in the case of Chad with World Bank aid) if it is to deliver. (www.eitransparency.org).


� stock of FDI, estimated from OECD data on Official Development Aid (ODA).


� For instance, several such gas contracts have recently been renewed for periods extending until 2035.
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