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There is a wide degree of public ignorance about the connection between energy security and
war.

It has been claimed by a surprisingly wide range of people, and no doubt believed by many, that
the decision by the United States and its coalition partners to use military force to remove the
Saddam regime from Iraq was really motivated by the aim of securing oil supplies.

National Security

Political decisions authorising the use of international military force are invariably founded on the
need to protect national, regional or world security. National security is the indispensable bedrock
upon which the stability of world order depends. This is not to deny that the making of decisions
to engage in war can be influenced by the underlying fears of people and their mistrust of others.

Energy security must not however be confused with national securify. Energy security is
concerned with the risks that could have an impact on the fiow of affordable energy products to
meet the demand of consumers. Shortages of energy products and increases in energy prices
rarely have a discernible impact on national security (although of course they can have in times of
war or other emergency). The stability of energy markets is nonetheless of fundamental
importance not only to the economic welfare of the world and its various poputations but also o
future relations amongst sovereign states, hence also of importance for world order.

National security considerations therefore have great relevance for energy policy. To see this,
you need go no further than the published strategic objectives of US energy policy.* These make
it clear that US national security is the paramount driver of US energy policy. The reverse does
not apply, that is, energy policy is not the driver of national secunty policy.



Energy security

Energy security relates {o the security of energy supply. But there is no single source of energy
supply. The global reality is that there is a complex and continually shifting mismatch between
many centres of energy production and many centres of demand.

Energy security is made up of three elements:

® security of primary energy availability
® security of energy processing and conversion and
2 security of energy delivery systems.

Energy securily does not include {(as OPEC spokespersons have occasionally suggested)
security of energy demand. This is not to downplay the legitimate concerns of ol exporting
nations to protect their export revenues, concerns which are shared by all nations that export their
agricultural or natural resources.

Structural change in the global energy economy since 1973

The 1973 Gulf War is, for the purpose of this article, a handy starting point. Since 1973, the global
energy economy has undergone two major structural changes, the implications of which are not
yet widely understood. In essence, these changes are:

v a wave of liberalization in domestic energy markets (including the abandonment of central
planning in the former communist economies) and

° an unprecedented increase in competitive trade and investment activity in freely operating
global and regional energy markets (which has been most pronounced in the gas sector).

Since 1973, gas has substantially increased its share of primary energy consumgption, a fact
which is widely understood. What is not so widely understood is that the major energy importing
nations, especially the US and China, have increased the proportion of their gas and other
primary energy imports even faster.

In other words, energy trade has “gone global", causing most energy importing nations (including
the US) to be refatively far more vulnerable to energy supply disruptions than ihey were at the
beginning of the period.? Furthermore, the IEA emergency stockpiling system is now refatively
much less effective than it was when created and, as its name implies, it was only ever intended
to deal with emergency situations in the oil sector.

During the post-1873 period, concerns over the sustainability, both domestically and
internationally, of energy production and related environmental concerns have also come to the
fore, effectively imposing greater regulatory constraints on the freedom of action of energy market
participants.

The consequence of structural market change

Increased competitive activity in global and domestic energy markets over the post-1973 period
has easily counterbalanced the increased supply vulnerabilities of energy importing nations. Most
of the world has continued during the period to prosper from the availability of affordable energy
{not forgetting the chronic energy impoverishment of large populations in many developing
economies, a state of affairs that has its roots in a range of other issues not discussed here).

Despite energy markets having become increasingly susceplible to interruption and increasingly
constrained by environmental regulations, energy remains both available and affordable to most
consumers. This is an astonishing and almost incredible resuft, largely brought about by the
simple expedient of opening up markets so they can operate more freefy.3
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However, although energy trade has "gone global", governments have remained local.
Furthermore, there has been relatively limited success in creating effective intergovernmental
organizations (IGOs) fo manage intemational energy rescurce allocation and trade and its
environmental impacts.

The WTO, IEA, |IAEA, OPEC, OAPEC, UN, IMF, World Bank, APEC, ASEAN and OLADE,
despite all their best efforts and not gainsaying their achievements, have thus far been unable to
effectively meet, underwrite or reliably facilitate the resource development and utilization
aspirations of the majority of nations. The ECT stands out as one GO that in the recent past has
significantly increased its global influence but even the ECT has been unable {o conclude ifs long-
awaited transit protocol. Many non-governmental organizations (NGOs) have tried to plug the
gaps but have lacked legitimacy, on occasions brazenly and unsuccessfully challenging the
authority of legitimate governments.

Voluntary international standards and codes of practice have begun to emerge, an exampie being
the Equator Principles recently adopted by major banks to govern their lending practices.

The importance of stability in energy markets

Given that governments have remained local, the maintenance of global order now depends to a
significant degree on the maintenance of stability in international and domestic energy markets.*

However, energy markets are now, more than at any time in history, especially vulnerable to log-
jams in delivery systems which can impede their free operation. Delivery log-jams can occur ata
variety of upstream and downsiream points, particilarly across national borders. This applies to
maritime, rail, road, pipeline and power transmission systems.

The world is not about to run out of fossi fuels but energy supplies will almost certainly become
more expensive over the long term as political and environmental regulations and log-jams in
delivery sgstems all combine to tighten the noose. The "Hubbert's peak” theory of resource
depletion” is no longer a real concern for policymakers for the reason that it has been overtaken
by events.

Every time intervention in any market occurs at the instigation of a state, it can have a deleterious
and long-lasting effect on private investment. Fortunately for energy consumers everywhere,
there are few current signs that governments are losing confidence in the reliability of energy
market mechanisms. Micro-economic reforms have swept across the energy sectors of
developing countries at a pace comparable to that shown in the developed countries just a few
years ago.

There has never been such a clear and widespread recognition of the importance of global
energy market stability by all of the major participants than there is right now. lt can be seen in
Asia (particularly in ASEAN), in the US and in the Middle East. One early sign was the World
Energy Assessment® prior to the Johannesburg WSSD: other signs were the balanced outcomes
of the WSSD itself.

Conclusion

Energy security has become the hottest energy topic. The belated recognition of the value of
energy markets and the importance of energy market stability is a welcome signal of global
political sanity and rationality. Energy policies everywhere are now in need of redesign to
accommodate the new market-dependent environment,

Before long, we may even see open markets in energy security, which weuld be an even hotter
fopic.
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