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CHAPTER 23

Realism and Idealism in the
Energy Secunty Debate

Gal Luft and Anne Korin

In this book we sought to inquire how different actors in the global energy system
view energy security, to assess some of the growing energy security challenges that
the 21st century holds in store for humanity and, with the help of leading experts,
reflect on how the world is likely to address them. This inquiry stemmed from a
sense that there is a strong disconnect between the publicly stated policies, com-
ing from officials and experts in net energy producing and consuming countries
alike, in praise of international cooperation, collective security, free markets, fair
distribution of resources and commitment to sustainable growth and the welfare
of future generations, and the reality on the ground, characterized by volatile
energy prices, rising geopolitical instability, suppliers using strong-arm tactics
against consumers while consumers beat their chests about energy self-sufficiency
and boost their military capabilities to ensure their access to energy. If everybody
agrees on the bedrock principles of an effective global economic system why do
we face today the gravest risks to our energy supply? And why is the maximal de-
gree of energy security we can hope for, according to James R. Schlesinger, a keen
observer of the energy and security world, “various degrees of insecurity”?!

The short answer, as described throughout the book, is that per capita energy
use is growing by leaps and bounds and this makes nations more prone than ever
to compete over access to cheap and depleting energy sources. “The diagnosis of
the energy crisis is quite simple,” reiterated President George W. Bush, “Demand
for energy is increasing while supplies of oil and natural gas are diminishing.” In
the process of securing energy supplies, energy-hungry nations are often forced
to compromise other important security, economic and environmental concerns.
At the same time, exporters are nationalizing their energy industries, leaving less
and less room for the private sector and foreign investors while increasingly using
energy as tool to advance their foreign policy agenda.

Under such conditions, agreeing on a unified energy security agenda will be
increasingly difficult and each country is likely to pursue its own interests based



336

Energy Security Challenges for the 21st Century

on whal it perceives as energy security. As the first half of this book showed, one
complicating factor in the effort to create a common energy security agenda is
that there is no uniform view of what energy security really is. Countries’ un-
derstanding of energy security depends on their geographical location, resource
endowment, level of economic development, system of governance and many
other factors. For some countries energy security means producing more energy
at home and relying less on foreigners. For others, it is about creating economic
and political interdependencies with their suppliers even if those suppliers are
unsavory. Some countries are more concerned about natural gas and electricity;
others about oil and transportation. Many are dependent on external sources for
both. Some place high hopes in the use of military force to secure energy supply;
others put their faith in collective security arrangements, loose alliances and even
looser international treaties and organizations. For China, energy security means
securing supply through government-to-government deals and buying stakes in
foreign oil fields—in Sudan, Nigeria, Angola and so on. Others, like India and
Japan, prefer to buy oil on the global market, seeing little sense in China’s over-
seas investrnents. For Russia, OPEC and others who generate the overwhelming
share of their governments’ revenues from energy exports, energy security is all
about security of demand that they hope to achieve by creating a vertical monop-
oly over the supply of energy, discouraging and undermining consumers’ diver-
sification efforts and imposing restrictions on foreign investment in domestic oil
and gas fields. A few like Bahrain, Indonesia and even Norway and the UK, whose
hydrocarbon sectors have either leveled off or are already in decline, are making
the transition from an exporter mindset to that of an importer.

Variety but Not Variety Alone

Despite variations in the perceptions about energy security, there are few uni-
versal principles that dominate almost every country’s energy security strategy.
The first is the doctrine articulated by Winston Churchill before the British Par-
liament in 1913, stating that “safety and certainty in oil lie in variety and variety
alone.” Different countries have different interpretations of the term “variety.”
Consumers seek variety of suppliers and supply lanes so that if one or more sup-
pliers go offline the impact can be minimized. Producers are uncomfortable with
their dependence on a single market and seek to expand their portfolio of clients.
Hugo Chavez’ attempts to break Venezuelas dependence on the U.S. market by
diverting an increasing part of his country’ oil to China is one example. Like con-
sumers, producers to want to diversify their supply lanes and avoid blockades or
terrorist acts that could devastate their economies. Efforts by both producers and
consumers to diversify supply lines have given rise to a new breed of countries
in the energy security picture transit countries. Turkey, Cameroon and Georgia
and in the future perhaps Bangladesh, Afghanistan, Israel, Pakistan, Niger, and
Colombia are some of the countries that are currently in the process of gaining in-
creasing international status and national wealth by being conduits for oil and gas.
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The temptation to be a transit state is great: revenue earning from granting right
of way, an influx of foreign investment and increased energy security as some of
the oil or gas can be diverted to the transit state’s market. But as Necdet Pamir de-
scribed in the case of Turkey, with the benefits come some diplomatic and security
challenges. By enabling Caspian energy to bypass Russia and flow to European
markets, Azerbaijan, Georgia and Turkey find themselves at odds with Moscow.
The Trans-Saharan gas pipeline that could, if built, connect Nigerias gas reserves
to Furope via Algerias Mediterranean coast will make Niger, through which 470
miles of the pipeline is planned to traverse, a key contributor to European energy
security. EU officials say the pipeline could supply 20 bem a year of gas to Europe
by 2016. But, as'in the case of the BTC pipeline, such a project could threaten
Russia’s security of demand and Nigeria, Niger, and Algeria are likely to come
under pressure from Moscow to abandon this effort. Allowing Iranian gas to pass
to India through Pakistan’s territory would no doubt incur Washington’s wrath.
The United States would also be equally unhappy if Colombia went ahead and
lent its territory to become a land bridge for Venezuelan oil to reach the Pacific
coast, from where it can be easily shipped to China instead of the United States.
And if Afghanistan somehow succeeded in becoming a conduit for Turkmen gas
en route to India that would be a challenge to Iran, which competes over access
to the Indian market. Indeed, for every winner there is a loser.

As oil and gas become increasingly difficult to obtain, the definition of variety
broadens from geographical variety to variety of energy sources. In other words,
countries seek to diversify their energy basket to include as many sources of energy
as can contribute to the grid and the transportation sector. Broadening a country’s
energy portfolio through increased use of alternative fuels, nuclear energy and re-
newable energy sources reduces the impact of a disruption in hydrocarbon supply.
Even within the oil and gas sector there are calls for increased variety. The defini-
tion of oil is expanding to include a variety of nonconventional forms of petroleum
made from tar sands, heavy oil, oil shale, coal-to-liquids and gas-to-liquids. Con-
ventional natural gas is now being increasingly augmented by coal-bed methane,
shale gas, tight sandstone gas, and, in the future, possibly methane hydrates.

Redundancy and Liquidity

Redundancy and liquidity are also universal principles of energy security. As
described by several contributors, both the power and oil sectors have too little
wiggle room to deal with supply disruptions, whether man-made or due to natu-
ral reasons. For years, disruptions in the oil sector could be offset by OPEC’s
spare capacity—the ability of some producers, chiefly Saudi Arabia, to inject extra
oil into the market when other suppliers falter. This spare capacity was the oil
market’s main source of liquidity. In 2002, spare capacity amounted to nearly
10 percent of the 76 mbd global oil market. A year later, with demand climbing to
78 million barrels, spare capacity dropped to about 5 percent. This cushion was
sufficient to prevent an oil crisis when a labor strike in Venezuela, ethnic riots in
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Nigeria and a war in Iraq took major producers out of the market for extended
periods. With global daily demand at 86 mbd spare capacity is barely 2 mbd,
which is at the dangerous level of 2 percent. Despite Saudi Arabia’s reassurance
that it is accelerating plans to bring new oil fields into production, this is all toe
little, too late. The 1EA estimates that spare capacity will rise to 4 mbd in 2010 as
new projects come on stream but will fall again toward 2013 as demand contin-
ues to grow.” As a result, the oil market in the decades to come will resemble a car
without shock absorbers: the tiniest bump on the road can send a passenger to
the ceiling. Without liquidity, only one mechanism is left to bring the market to
equilibrium: rapid and uncontrolled price increases.

To compensate for the erosion in OPEC5 spare capacity, major oil consuming
countries would have to take steps to insulate their economies from supply dis-
ruptions by creating liquidity mechanisms of their own in the form of strategic re-
serves. More than 4 billion barrels are held in strategic reserves, roughly a third of
which is government-controlled (the rest is held by private industry). The United
States alone holds an emergency stockpile of some 700 million barrels, a number
it intends to increase in the coming years. Japan owns 580 million barrels; South
Korea has 150 million; and the EU mandates that each member country keep the
equivalent of 90 days of imports. Meanwhile, China is in the process of building
a 310 million-barrel reserve, and India, 37 million. The IEA has made clear that
the emergency stockpiles of its member countries are for strategic purposes only.
But were the United States and Europe to increase their reserves,sigmﬁcantly and
major Asian nations encouraged to break that constraint and establish larger oil
banks, within a few years anew global Strategic Petroleum Reserve could begin to
serve as a liquidity mechanism, replacing the failings of OPEC. But it is important
to remember that strategic stocks can only strengthen energy security when they
are handled properly and when they are activated in a concerted manner as part
of an effective international framework. Unfortunately, despite the global nature
of the oil market, there is insufficient international coordination of strategic re-
serves, and most countries have opaque procedures on when and how to fill the
stocks and on when oil can be released. Furthermore, the big emerging econo-
mies of China and India are not part of the 1EA, which coordinates the reserves
held by the rich countries. Barring their inclusion in the international emergency
management system China and India will be tempted to build massive stockpiles,
adding extra demand to an already stretched market. David Victor and Sarah
Eskreis-Winkler correctly point out that “a better-run and better-coordinated in-
ternational system of oil caches could help convince China and India that treating
oil as a true commodity and trusting the markets more are better ways to improve
their energy security than pursuing oil mercantilism.”

Redundancy is also an imperative for producers In order to bring their prod-
uct to market energy exporters depend on vast pipeline networks, export ter-
minals and LNG liquefaction facilities. A failure of one of those components in
the supply chain would hurt not only the economic well being of the producer
but also its image as a reliable supplier. In this, Saudi Arabia is perhaps the most
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vulnerable producer. As Ali Koknar described in Chapter 2, the Kingdoms oil
system is target rich and extremely vulnerable to terrorist acts. This is not only
due to al-Qaeda’ strong presence there and its ability to carry out coordinated
attacks but also to the structure of the Kingdoms3 oil infrastructure. Over half
of Saudi Arabia’ oil reserves are contained in just eight fields, among them the
world’s largest onshore oil field—Ghawar, which alone accounts for about half of
the country total oil production capacity—and Safaniya, the world’ largest off-
shore oilfield. About two-thirds of Saudi Arabias crude oil is processed in a single
enormous facility called Abqaiq, 25 miles inland from the Gulf of Bahrain. On the
Persian Gulf, Saudi Arabia has just two primary oil export terminals: Ras Tanura—
the world’s largest offshore oil loading facility, through which a 10 percent of
global oil supply flows daily—and Ras al-Ju'aymah. A successful terrorist attack
on each one of these hubs could take up to half of Saudi oil off the market for an
extended period of time and with it most of the world’s spare capacity, causing a
major economic shock. In addition to this, Saudi Arabia now faces the threat of
Iranian blockage of the Strait of Hormuz. Iran possesses a stockpile of mines that
could be used to disrupt the flow of transportation and provoke the United States
to engage in extended military conflict. Such emerging threats to Saudi access to
global markets have revived interest in the Trans-Arabia oil pipeline project that
would circumvent the Strait of Hormuz by carrying Saudi oil from Ras Tanura to
export terminals in Oman, UAE and Yemen. As Ariel Cohen described, Russia too
is increasingly interested in diversification of its supply routes to both the Euro-
pean and Asian markets. Unlike Saudi Arabia, whose primary concerns are terror-
ism and war in the Persian Gulf, for Moscow supply route diversification is aimed
at Russia’s dominating access to its markets and preventing competing conduits
of Caspian energy from capturing a significant share of the European market.
Redundancy is no less important in the power sector. As David Sweet pointed

" out, the vulnerabflities of power grids throughout the world to intrusions and

terrorist attacks are at all-time highs with potential for major and economically
devastating disruptions. Not withstanding advances in both cyber and physical
security as well as attempts to decentralize power sources through DE, the short-
term or long-term disruption of electricity to banks, refineries, hospitals, airports,
water systems and military installations still presents a terrifying scenario. Power
companies, policymakers and regulators throughout the world are waking up to
this reality, developing tactics and technologies to defend high impact targets like
transformers and supervisory control and data acquisition, or SCADA, systems.®
In increasingly integrated markets like Europe a main strategy to add redundancy
is to interconnect national transmission grids that were initially constructed to be
independent and stand-alone.

Realists vs. Idealists

In most cases the universal principles discussed above are not enough to fulfill
countries’ energy security needs, and_this brings us to the biggest question facing
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the energy security community: will humanity manage to peacefully balance the
interests of all of the players in the energy security system or will the world de-
scend into a series of diplomatic skirmishes,-fierce economic contest and energy
wars. Michael Klares and Chris Fetrweis’ chapters shed some light on one of the
most interesting debates in the field of international relations today between en-
ergy security realists and what can be called energy security idealists.

Energy security realists see the world grappling with a cluster of challenges
that will only get worse as time goes by They assume that countries are predis-
posed to pursue their self-interest using every aspect of their national power.
They therefore tend to view energy as a subset of global power politics and a
legitimate tool of foreign policy, and they are skeptical of the current energy mar-
kets ability to guarantee long term supply. Realists point out that throughout
history, certain commodities, and in particular energy commodities, minerals,
water and food, have had a strategic value beyond their market price and as such
they have been repeatedly used as tools of foreign policy by exporters and have
been among the prime catalysts for armed conflict. As the world is evolving into
what Michael Klare calls a system of “rising powers/shrinking planet,” the risk
of energy wars is in the minds of many. Klare’s predictions are bleak, seeing the
earth transforming into “a barely habitable scene of desolation” due 10 a series of
energy contflicts and environmental degradation, and this view is not uncommon
among energy security realists.” While realists accept the role of collaboration and
interdependencies as a way to enhance collective energy security, they do insist
on weighing this against other material forces, together with an understanding of
the history, culture and economics of the societies comprising the international
system. In a world of jihad, terrorism, proliferation of weapons of mass destruc-
tion and deepening divide between Islam and the West, realists cannot ignore the
fact that more than three quarters of the world’s proven conventional oil reserves
and nearly half of its natural gas reserves are concentrated in Muslim countries.
Realists recognize the power and threat of the oil cartel, and they sharply dis-
tinguish between nationalized resources used as t00ls of the state and resources
owned and commercially handled by international companies that adhere to free
market rules. In light of all this, realists see a role for the state in a concerted ef-
fort to reduce the strategic value of oil and gas, in effect putting energy policy in
the service of foreign policy as opposed to the current situation in which foreign
policy is increasingly subjugated to energy policy concerns.

Idealists on the other hand view a slightly rosier future, believing that war to
control territories that contain fossil fuels wil] continue to be a very rare phe-
nomenon as the new century unfolds. Fettweis explains that fighting over energy
is futile since it will always be cheaper 10 buy oil than to seize it He argues that
“the interests of consumers and producers do not conflict—all parties involved
n oil production have serious interests in stability, without which no one can
benefit,” and this reflects the bedrock principle of energy security idealism: strong
faith in the power of markets and the concept of “interdependence” as the key
lo ensure energy security. Idealists point out that because oil and gas are traded
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globally, a supply disruption anywhere will affect prices everywhere. They have
a fundamental belief that energy market players are rational and motivated by
profit maximization. Markets should be left to work and higher prices are not an
e'nergy security problem but a solution as they depress demand and increase ef-
ficiency. Idealists tend to downplay ideological, cultural and geopolitical drivers,
and they view efforts by consumers to insulate their economies through greater
self-reliance as futile and undesirable. International competitive and integrated

markets, on the other hand, are viewed as tension reducers that increase market

certainty and create a healthy equilibrium between the economic interests of con-
sumers and producers. Popular among idealists is the idea of a “grand bargain”
among producers and consumers, one that, in the words of World Bank President
Robert Zoellick, involves.“sharing plans for expanding supplies, including op-
tions other than oil and gas; improving efficiency and lessening demand; assisting
with energy for the poor; and considering how these policies relate to carbon
production and climate change policies.” Such calls for improved multilateralism
on energy security are not new. The problem is that they do not seem to work.
In June 2008, when global oil prices hit a record near $140 a barrel, the worl.d’s
major oil producers and consumers, as well as leaders from big oil firms and in-
ternational organizations convened in Jeddah, Saudi Arabia, to seek ways to bring
stability to the international oil market for the benefit of all. At the conference
British Prime Minister Gordon Brown called for a long-term deal whereby the
oil-consuming nations would diversify energy supplies, moving into nuclear and
renewables, and the oil-producing countries would increase production, as well
as recycle some of their huge profits into western renewable technologies.® But
despite these calls for adoption of win-win solutions, tensions between producers
and consumers worsened further in the month that followed and the prospects
for such a grand bargain, and even, more, the prospects of actors fulfilling their
promises, seem highly unlikely.

The belief in the rationality of markets causes idealists to play down the no-
tion that producers would use their energy as a weapon. The Arab oil embargo
of 1973, which demonstrated the danger of a conflict between suppliers and
consumers, is viewed as a solitary incident that acted as a boomerang, hurting
the exporters more than the consumers. The 1hrea[s?of using the energy weapon
by Hugo Chavez and Mahmoud Ahmadinejad are viewed as empty rhetoric, and
Russia’s repeated use of the natural gas weapon can be avoided through stronger
integration of European markets and enhanced dialogue with Moscow.

The acolytes of energy security idealism also sweep away views calling for
increased energy independence. As Daniel Yergin wrote in Foreign Affairs, real
energy security requires setting aside the pipe dream of energy independence
and embracing interdependence.’® Pierre No¢l alleges that calls for energy mde—
pendence “reinforce prejudices in China and India about the need for aggressive
foreign energy policies—a process that looks like a vicious circle.”" And Frank
Verrastro and Sarah Ladislaw called for “a much more sophisticated approach to
energy policymaking, orle that more fully appreciates the interdependencies of
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global markets, the complex nature of energy security, and the need to Mmanage
the trade-offs inherent in energy policy decision making.”?

If realists are less “sophisticated” in their thinking it is primarily because they
assume that most countries—consumers and producers alike—are still motivated
by nationalistic sentiments and that market forces and economic interdependence
do not guarantee peace and stability. The notion that interdependence reduces
the risk of conflict does not pass the test of historical scrutiny. World War 1 broke
among the most economically interdependent countries. Despite high trade lev-
els in 1913-14 German leaders decided to attack, to ensure long-term access 1o
markets and raw materials. In the 1930s, the two most aggressive states, Germany
and Imperial Japan, were also the most highly interdependent despite their efforts
towards autarky relying on other siates for critical raw materials. In fact, Japan
had a much higher level of economic interdependence with other countries than
it did in the 1920s, but nonetheless embarked on aggressive imperialism.

Energy security realists’ skepticism of the ability of energy markets to deliver
energy security also stems from their view of energy markets as anything but
free. Nearly 80 percent of the world’ oil reserves are controlled by governments
through their national oil companies. These governments set prices by their in-
vestment and production decisions, and they have wide latitude to shut off the
spigot for political reasons, just as Libya did as we were writing these lines in
October 2008 when it decided to stop oil supply to Switzerland in response to the
arrest in Geneva of the son of Libyan leader Muammar Gaddaf.1®

OPEC countries that rely heavily on energy revenues are inclined to keep prices
high. In Winter 2008, as the price of oil plunged from its historical high of $147
a barrel to under $40, the IMF assessed that Saudi Arabia must earn at least $49
a barrel to avoid going into deficit, Iran and Venezuela need $90 and Iraq $110
to balance their books.!* This is the main reason why those countries are likely to
continue to constrict supply and restrict access to foreign investment. To this end,
Saudi Arabia’ King Abdullah ordered some new oil discoveries left untapped to
preserve oil wealth in the worlds top exporter for future generations.!> Russia
also showed that it aims to restrict production. “The idea of mothballing oilfields
Seems very interesting to me,” Russian Energy Minister Sergei Shmatko said. !¢
These are not necessarily displays of greed and focus on short term economic
considerations but also a reflection of a different perception of time in some of
the producers’ cultures. Unlike well-diversified industrialized economies where
there is strong belief in the power of technology. and innovation to ensure eco-
Nomic progress, countries heavily reliant on energy revenues for their economic
well being see their reserves as an insurance policy that guarantees their future
economic security. This may also explain exporters’ lack of transparency, deny-
ing energy markets the information that is s0 vital to their healthy functioning,
Recent nationalization efforts of energy assets in places like Venezuela, Russia,
and Bolivia promise more government control and less hospitable investment
climates for IOCs in the decades 1o come. Furthermore, in many countries energy
prices are controlled by governments and petroleum products are ether sold for
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way below market prices or are heavily taxed. Finally, trade barriers on alternative
fuels are still prevalent in the United States and EU and are blocking the road to
international free and open trade among consumers and producers.

Make no mistake, despite intensive efforts by Western oil companies in recent
decades to develop non-OPEC sources of supply in West Africa, the Caspian,
Latin America and the tar sands of Canada, the Middle East remains and will con-
tinue to remain the world’s primary supplier of crude oil. The IFA projects that
the share-of Middle Eastern members of OPEC of world oil production will grow
from 28 percent today to 43 percent in 2030. This will no doubt allow OPEC
members to wield tremendous geopolitical power and an ability to manipulate
the oil prices to the detriment of the global economy. Russia’s recent international
behavior is a source of great concern in the West. Just one month after its attack on
Georgia, Russias President Dmitry Medvedev delivered a hard blow to the pros-
pect of multilateralism in energy security when he told the UN Security Council
that Russia would unilaterally claim part of the energy-rich Arctic, sidestepping
efforts to reach multinational agreement on the future of this region. “This is our
responsibility, and simply our direct duty, to out descendents,” he said. “We must
surely, and for the long-term future, secure Russia’ interests in the Arctic.”"’

As we move deeper into the 21st century many of the challenges of the oil
market will be duplicated in the natural gas market. Due to high oil prices nat-
ural gas will continue to replace oil wherever possible. In addition, because
natural gas emits less CO, when it is burned than either coal or petroleum,
governments implementing national or regional plans to reduce greenhouse gas
emissions may encourage its use. As a result, according to the EIA, total natural
gas consumption is projected to increase from 104 tcf in 2005 to 158 tef in
2030."® On the supply side, almost three-quarters of the world’s natural gas
reserves and half of the world’s undiscovered reserves are located in the Middle
East and Eurasia. Russia, Iran, and Qatar together account for about 57 percent
of the world’s natural gas reserves. With such growing control over reserves the
temptation to create an OPEC-like natural gas cartel will be strong. In January
2007, Iran’s supreme leader Ayatollah Ali Khamenei proposed that Iran and Rus-
sla create a cartel. Later that year then Russian President Vladimir Putin and Qa-
tari Emir Sheik Hamad bin Khalifa Al Thani agreed to explore the idea. President
Abdelaziz Bouteflika of Algeria and President Hugo Chavez of Venezuela are also
known to support creation of such a cartel. And in October 2008, Iran, Russia
and Qatar announced that they would form a “big gas troika.™® But many energy
security idealists still play down this possibility, pointing to the complexity of
natural gas markets compared to oil. Natural gas is less fungible than oil and
unlike oil, which is traded on an exchange that constantly updates the market

price based on supply and demand, it is sold under tight contracts that allow
buyers to lock in prices for up to 25 years. This makes a gas cartel difficult to
achieve, according to the skeptics. But as more natural gas is traded in the form
of LNG and as fewer countries control its reserves the feasibility of such a cartel
and likelihood of its effectiveness increase. Whether or not the 16-member Gas
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Producing Countries Forum will evolve into a cartel is hard to tell at this point
but many of this group’s members are clearly interested in the option. It is worth
remembering that OPEC was first formed in"1960, but it did not function as a
true cartel until 1999, when Saudi Arabia began ta-assert its will to push prices
higher. .

Finally, the financial crisis that began in 2008 and is unfelding as these liries
are being written is likely to leave energy-producing countries in a more advanta-
geous position to solidify control over the worlds energy system as alternatives 1o
hydrocarbons become less competitive. The collapse of the global credit system
has reduced the volume of investment in renewable energy from $7 billion in
2007 to $5 billion in 2008 and a forecasted $4 billion in 2009.

There is no doubt that in the era of globalization countries become increas-
ingly interdependent in a variety of fields. There is also little dispute that in a per-
fect world interdependence is a wonderful idea. But the world is {ar from perfect
and the world’s top energy exporters are the most imperfect of all. Regretfully, to
date, the idealist approach to energy security has proven ineffective in checking
the emboldened posture of energy exporters and the overt challenges they pose to
global energy security and to international security writ large. This is particularly
true for Europe, where the approach of soft security is applied to energy security
as well and where energy security idealism is therefore pervasive. European ac-
tion in face of Russia’s coercion has been weak, disunited and unfocused. This
has given the Kremlin greater political influence, to the detriment of Europe’s
economic security. The EU’s purported policy of promoting greater competition
in energy supplies and diversification of the continent’s natural gas sources has
been largely unsuccessful, and projects like Nabucco, which could help diversify
European energy supply, seem to have gained little traction. High level European
officials who publicly lament the EU% inability to diversify its sources are often
the same ones who give endorsements to Russian projects that are going to make
things worse. As Robert Bell noted in Chapter 17, energy security idealism is one
of the main reasons behind some EU governments’ reluctance to enable an ex-
panded role for NATO in energy security, believing that the discussion on energy
security in the framework of NATO would send the wrong signal to Russia. Pierre
Noél$ assertion that “NATO for energy is a dangerous nonsense” is reflective of
this mindset.

When it comes to Washington, the idealists’ approach to energy security also

leaves much to be desired. The years of the Bush administration were dedicated
to promotion of anti-terrorism best practices abroad and collaboration on critical
energy infrastructure protection as well as an effort to promote political reforms
in energy-producing regions and democratize Arab regimes in the hope that such
policy could put U.S. relations with such regimes on a sound political footing and
hence ensure security of supply.?! But the Middle East is slow to embrace democ-
racy, and while as of this writing it is premature to determine whether or not the
Iragi experiment is a success, in other parts of the region, as well as in other key
energy producing countries like Russia, Kazakhstan, and Venezuela, freedom and
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democracy are in retreat. In fact, the Middle East is becoming increasingly volatile
as most of the region’s players have declared their intentions to follow Iran’s path
and develop nuclear capabilities, albeit for “peaceful purposes.”

Environment and Security

In recent years, climate change concerns have been injected into the discussion
on energy security, exposing another divergence of opinion in the energy security
community. Some security experts hold that climate change poses a serious threat
to international security. According to this view projected climate change acts as
a threat multiplier in already fragile regions, exacerbating conditions that lead to
failed states—the breeding grounds for extremism and terrorism—and adding to
tensions even in stable regions of the world.”” Those who view climate change as
a global security threat of equal urgency to the current energy security challenge
demand that the potential national security consequences of climate change be
fully integrated into national security and national defense strategies, and that en-
ergy security solutions should only be applied if they also address ¢limate change
concerns. In Chapter 22, Deron Lovaas shows how difficult the tradeoffs are be-
tween energy security and environmental challenges. Energy security concerns
can breed policies that environmentalists consider devastating. One example is
coal-to-liquids. During the apartheid years, South Africa faced economic sanc-
tions, which threatened its oil imports. The country addressed its energy security
challenge by building coal-liquefaction facilities. Today, coal-rich countries like
China and the United States, eager to cut petroleum dependence, are increas-
ingly interested in similar coal-to-liquids technology, which is profitable as long
as crude oil remains above $60 a barrel. But, for environmentalists, using coal to
displace oil is a nightmare scenario, as coal-derived fuel produces twice as much
CO; as petroleum-based fuel. Coal is not the only source of energy that improves
energy security while increasing CO, emissions. Canadian tar-sands and oil shale
have tremendous potential for additional liquid fuels, but the environmental im-
pact of extracting them far exceeds that of conventional oil. Indonesia’s attempt to
supply the world with biodiesel made from palm oil led it to burn its rainforests,
releasing such vast amounts of CO, that the country turned into the world’s third
biggest emitter after China and the United States.

While some put greater emphasis on energy security at the expense of the
environment, others are willing to sacrifice energy security in order to address en-
vironmental concerns. The prime exhibit here is Germany, whose chancellor An-
gela Merkel named confronting climate change as her country’s top priority The
German government announced that it will seek to totally phase out the country’s
coal-mining industrial sector by 2018. It also intends to phase out its nuclear-
power industry by 2020 (this despite the fact that nuclear power plants do not
emit CO,). Considering the fact that 80 percent of Germany’ electricity comes
from coal and nuclear power, these are astonishing decisions. Replacing these
sources of base load power with Russian natural gas and a slew of renewable-energy
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technologies, many of which are not yet competitive, could put the German econ-
omy at the mercy of the Kremlin, which has shown no compunction in using
energy as a geopolitical weapon.” India also highlights the challenge in squarmg

security and climate-change considerations. India’s growing demand for electricity -

puts it on the horns of dilemma: As Jeremy Carl showed, as owner of 10 percent
of the worlds coal reserves it could provide for most of its own power needs. Coal
power for one billion Indians means a lot of CO,. Yet, security-minded people
are even more concerned about India shifting to the cleaner alternative to coal,
natural gas. Should India decide to power its turbines with natural gas it is hkely
to become increasingly dependent on neighboring Iran, the world’s second largest
natural gas reserve. Pressuring India to reduce its emissions may slow down the
melting of the ice-caps, but such a policy will send India right into the welcoming
arms of Iran, undermining Western efforts to isolate Iran economically.

If there is an inconvenient truth relating to our energy system it is that we may
not be able to address both issues in one strike, and too much emphasis on one
could worsen the other. This is not to say that there are no policies that could suc-
cessfully address both. Investment in efficiency, conservation, and clean technol-
ogy is'desirable and should be promoted. Renewable sources of energy like solar,
wind and geothermal are critical. So are technologies to recycle CO, into usable
liquid fuels like methanol and biodiesel from algae. But if one is to look at the big
picture, such agreeable-to-all-sides remedies in and off themselves cannot solve
problems of this magnitude. In times of peace and prosperity, security and the en-
vironment tend to compete for resources and public support on an equal footing,
and the challenge policymakers face is to find an optimal balance between the
two. But history shows that as geopolitical and economic concerns loom larger,
environmental concerns tend to be put on the back burner, sometimes with pain-
ful long term consequences. v
The Choice to Have Choice Is Qurs

Nice as it would be to have a global energy system in which consumers, pro-
ducers and transit states work harmoniously to the benefit of all, the current
realities leave little room for optimism. Turning a blind eye to the destabilizing
elements, indulging in wishful thinking or kowtowing to unsavory regimes all
on the altar of interdependence is exactly what brought to some of the worst
calamities of the last century To reach true and lasting energy security we must
understand the strategic value of energy resources and most specifically the im-
plications of maintaining oil’s monopoly in the transportation sector. As both Gal
Luft and Paul Werbos pointed out in their chapters, the unique strategic impor-
tance of oil to the modern economy stems from the fact that the global economy’s
very enabler, the transportation sector, is utterly dependent on it More than
95 percent of transportation energy 1s petroleum based And yet, throughout the
world, the energy debate 15 focused, from a foreign policy perspective-—as ar[lcu—
lated by the Carter Doctrine—on ensuring uninterrupted access to oil mcludmg
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by military force if necessary, and from a domestic policy perspective, on policies
that increase either the availability of petroleum or the efficiency of its use. The
reality is that efforts to expand petroleum supply or to crimp petroleum demand

do not address the roots of the energy vulnerability: oils monopoly in the trans- -

portation sector (the reason oil is a strategic commodity), and the stranglehold of
OPEC over the consuming nations’ economies. To enhance energy security there
should be a focus on transformational policies that aim to reduce oil’s strategic
value through choice and competition in the transportation fuel market—in effect
expanding Churchill’s variety doctrine to include variety of fuels. Since oils stra-
tegic status derives from its domination of ground transportation, this requires,

first and foremost, vehicles that can run on a variety of fuels—not just petroleum-
based fuel. Such vehicles reduce the importance of any one feedstock or fuel to
the transportation sector. Cars that can run only on gasoline prevent significant
market penetration of alternative fuels and thus maintain the monopoly of oil in
the transportation sector and with it the excessive power of the oil cartel. As Paul
Werbos described, for a cost of roughly $100 extra compared to a gasoline-only
vehicle, automakers can make virtually any car a flex-fuel vehicle, capable of
running on any combination of gasoline and a variety of alcohols such as ethanol
and methanol, made from a variety of feedstocks, including agricultural material,
waste, coal, and natural gas. (Alcohol does not just mean ethanol, and ethanol
does not just mean corn.) Flex-fuel vehicles provide a platform on which fuels

can compete and let consumers and the market choose the winning fuels and
feedstocks based on economics. Electric cars and plug-in hybrid electric vehicles
(PHEVS) also provide access into the transportation sector to non-petroleum en-
ergy sources, placing electricity—which in net consuming countries is for the
most part not generated from oil—in competition with liquid fuel. Flex-fuel
PHEVs enable electricity and alcohols from a variety of energy sources to compete
against petroleum based fuel, thereby breaking oils monopoly in the transporta-
tion sector and with it OPECS growing control over the world’s economy. Policies
that accelerate the shift to competition-enabling cars are key to stripping oil of its
strategic status. When cars and trucks throughout the world become platforms
on which fuels can compete, oil will be forced to compete at the pump (or the
socket) against other sources of energy like coal, biomass, natural gas and the
broad spectrum of electricity sources. Such competition will not only drive down
the price of oil but it will also alter the geopolitical balance of power in favor of
oil importers and developing countries with resources to become alternative fuels
producers.

The rise in oil prices constitutes a regressive tax on the worlds poorest
nations—many of which are located in Africa, South Asia and Latin America—
with an adverse impact on global security. At the same time, these nations have
a significant potential for energy production through their agricultural sectors,
particularly considering the large swaths of degraded, land suitable for cultiva-
tion of energy crops. Instead of importing their oil from OPEC, poor developing
countries could export alternative fuels (not to mention supply fuel to their own
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markets), driving world development and facilitating healthy economic interde-
pendencies. An international focus on breaking oil’s transportation fuel monopoly
would therefore be an engine for world development and poverty alleviation. Ac-
cording to author Robert Zubrin, “We could take something like a trillion dollars
a year now going to the ol cartel, and redirect it to the world agricultural sector
instead—about half going to advanced sector farmers and the other half gomg
to the third world. This would create a huge financial engine for world develop-
ment, and allow™hundreds of millions of people to be lifted out of poverty.”
Unlortunately, progress in this direction is thwarted by trade barriers put in place
by developed nations, one example being the 54 cent per gallon tariff the United
States imposes on ethanol imports:

" fuel choice strategy would enable the two fastest growing oil consumers,
China and India, to avoid tying their transportation sectors exclusively to oil, a
course that could become a complicating factor in their future relations with the
West and with other regional powers. Maintaining oil’s monopoly in the trans-
portation {uel market bears the risk of putting the United States and China on a
collision course over access to oil as demand increases. It is therefore in the inter-
est of both countries to strive for fuel choice by utilizing their coal and biomass
endowments as well as a broad spectrum of electricity sources, all of which can
displace oil in the transportation sector. .

But none of this will happen without committed leadership and government
action to remove barriers to competition, through policies affecting technology
(e.g., by enacting an open fuel standard, as discussed by Luft and Werbos) and
trade (e.g., by repealing import tariffs on alternative fuels). Consuming countries
will have to strike the right balance between security and environmental concerns
and work in concert against anti-market forces and coercion by non~democratic
energy exporters. And yes, there will be times that aircraft carriers will be put to
use in the service of energy security. ~

Sheikh Zaki Yamani, a Saudi who served as his country’s oil minister three
decades ago is known for his reflection that “The Stone Age did not end for lack
of stone, and the Oil Age will end long before the world runs out of oil.” But
whether or not the world is running out of oil 150 years after the discovery of oil
in Titusville, Pennsylvania, the age of oil and gas is showing the first signs of slow-
ing down and the curtain is being raised on a new energy era. What this era will
look like, who will be its power brokers and how smooth will be the transition
to it is premature to determine. What is clear is that it will be up to consumers to
raise the curtain and do so pulling all their weight, as defenders of the old order
are guaranteed to try to drag the curtain down to prolong the economic system on
which they thnive. The ulumate question is who will pull harder. ‘

N
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