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1.The economic sccurity of industrialised countries will in the 198¢
2nd 19905 continuc to be ceriously jeovardiscd through thelr

-

dependence on imported fuels . While dependence on oil inports
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ercehtage-of total energy consumption., oil wii
incréasingly ne used in sectors of consunption where there arce

no easy possidilities of substitution . And growing imports of
nztural zas will pose new ( although gualitatively less severe )

roblens for Western Zurope and Japan . Oil import de-
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pendence , of course , will also be significantly greater in
those two regions than in Horth America .
.Jevertheless , the economic security risks associated with fuel

imports represent a challenge "to ail industrialised countries -

§0

challenge which has to be met through cooperation between natior
as nuch as through national measures of adjustment and precaution.
ihe reasons for this zre as follows : econonic and political inte:
dependeﬁce ( in the double sense of iﬁtercependence between natior
and between issue areas ) will certbainly continue at levels where
serious econorrc dislocatiéns in some key countries will afféct
the econonic well-beinrm , and possidbly the political and even
nilitary security , of others , even if they are nobt directly af-

fected by the supply disruptions . Secondly, Tthe adjusitment costs
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17 . Attompts to pass on the adjustment costs to ovhers , or refu-

szl to help in their wider distribubion , thus risk to produce

5 also greater probability of serious crises ;

weakening of structures in and around
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the international oil market . This threat of structural fragmen-

tztion , itself a spin-off from the declining POWeET of the U5 in



cooperation betwsen industrialised coun®
those countries and others ,
5.Policies to mecet those challenges to economnic sec

to be designed and carried out

ration to differences
adress several 1lssues
eppeaxring ,
to s

litical struciures

vention, crisis management
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trengthen the structures of

in vhich thi
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ries., and pernaps oestween
as well .
urity Tthus have
jointly, although with dus conside-
natiénal positions . And they have to
how to vrevent supply disruptions Iron
them with the lsast danzge gnc hew
the world oil nmerket , znd ©Thae DO-
s narket is embedded . Udsis ore-
and 'architecvure of cooperaticon'

( tnourh perhaps not necesgarily 'global archltect“_e')z
to be secn as interrelated dimensions of the tasks ahsed .
4,The following analysis adresses itself to = number of risks

threats . The

paration of specific
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Soviet Union or national authorities would be able to quell this

kind of disruption fairly easily .(Note that the pipeline network

Eag

g
to Western Zurope so far has skirted Poland ). Specific threais

2long the Zast-VWest azdis , on the other hand, cannot ve ruled out.

)

Tremples for this are delibverate interierence by Hoscow with zas

—
=

supplies to Western Durope or East-West conflict over oil =imports
from OPEC states , particularly from the Guli arsea . 3otk vhese

-

scenarios do not hold a high prohabhility and ar
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conceivavle only

Last=West rela-
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Tavion 0
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vwithin the context of 2 serious deteri
tions ; the incentives to the USHL to 2void confrontabtion and ©o
ol cucdo :
seelk political solutions to maintein supplies of gas are con-
sicderable . Specific threats along the Horth-South axis would com-
prise the use of oil supply cubtbacks and/or embargces vy O D“C
exporters for specific objectives - 2@ change in terns of supnlies
( prices , quantities ) of o0il and gas , a soluSion %o the Israeli.
Argb conflict ( likely only in the case of renevecd hos

between Israelis and A:aos)o;, perhaps , some highly ideolcgical-

predictable . The ratvionality of the actors wouléd introcuce an

element of caution ageinst developments vhich would afisct 2ll con

bably be necessary to achieve the lesired eifect , Tie 2l2zent Of
causion will be reinforced through the-need to finl = comzon ce-
nominatof of action‘. The most likely such scenario, the use oI
SUDDLlY ou*bac s to enforce econonilc demands , 2ls0o seezs mOSU ea-
sily cepable of accomodation ; the disrudtlive implicsvicns 2=
1lv to be contained through the overall dacline of CZ=ZC nmaxikel
power at least in the case ofhoii . Fingll-s | Ghere 13 %2 pos-
ibility of a threat combining 2ll slements - speciiic ancd difiuss

Dast-West znd FHorth-South. This could cone about iz a two-stage



process , with the fir

and the second direct confron

such a crisis . This could af
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natural gas sales in Durope is basad on interruptible contracts ,
which implies the capacity to change frem gas to other fuels ,
mostly oil, if deliveries are temporarily suspended . The Jepanese
have implicit fuel-switching capacities through the concentration
o0f natural gas consumﬁtio; in power stations , although the abili-~
tv to'wheel in' electricity generated Iron other sources of enerzy

might have o be improved . Stocks , on the other hand , have so

h

far only limited utility in the case of serious supply diszuptions
as reservoirs are mostly needed Yo cope with seasonal Iluctuations
of demand . Storage capecity is being eimended, hovever |, iuR
some small margin for sccuritypurposes in the off
G.In the case of ¢il , crisis'management procedures are invernatio-
nally coordinated througl. the International Ener:y Ageﬁcy ané bthe
Zuropean Commission ., Beyond a‘critical shortfall level of 7 5 of
oil imports for the group or for individual member countriss , the
following measures are envisageé', dependildg on the severity oI
disruptions : demand resbtraints , draw-dovm ofemergenc” sJ0CHS ,
and distribution of aveilable oil among member staves accorting

to 2 detailed calculation of supply rights . The market =3
tends to distribute shortialls widely , altkhough recent changes

( proliferation of companies involved , morzs precise resvrictlons

on ¢estination in OPLC e:mort contracts ) have undouctedly rsduced

out in the second oil c¢cxigis successiuvllzr Shough Sth =2 1co%
b b [ (&) A

available , although this capacity will continue tc e locatac
primarily in OPLC states , putting a cquestion zmark berind tTxs

is this respect is, of course , Saudi Arsbia. Iliembers of the IZZ
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and the EC are obliged to maintain emergency

%0 a level of So days of consumption or
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vetrhleun stocks , which cannot be depleted fu

ing the functioning of the distributio

demand restraint are
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versge of supply disruptions through emer

most of the stocks are integra
g

1

. Preperat

tocks corresponding
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reises ¢ifficult vpolibvical issuves . Iloreeover , price signals anc
the growing concentration of oil in non-substitutedle sectors of
consumption have undouttedly tended to nmell some of %ne fet wnich
oreviously existed and provided sone addivional marzin of flzids
bility . Possibilities Zox fuelQGWitcging also eidist , parvicuder-
1y in power stations, but also in industry .(The poczsivlie conver-
sion to coal Aill not alfcct this ability , clthough it would then
consist in an ability to switch Lo oil if coal supplies were se-

verely curtailed ) .

Hov adequate are these mechanisms as a2 defence against SuDDly in=-
terruptions ? In the case of natursl gas , problems will come TO
the fore in the 1990s , when dependence of saverzl Luropesn 2oux”
ries on Soviet supplies will reach Zo o o1 zDore, in some czse
paralleled by sinmilarly high levels of cepencence o slgerian

czs , and Duteh surge cepacity will decline . In the'Sos , and
veyond, several weaknesses of the present defengive meclzanisxns
could becore apparent : surge capacity nmight te oo smz1l e, smsu-
»e adequate protection , 1ts activation for prolonged neriods and
its distribution nmight no longer suificiently oe kzndlad o7 Tthe
compeanies since issues of distribution of aCjustment €osTs grs
involved . The width of the Duropean 5os nstiori might Uit 0Uv

50 be smaller than desirable ( eithough the inclusion of Scenci
navia and perhaps even Britain would hely ). Tugl-gwitcning =ight
turn out to be oriented too much towards the combination oil/gec,

both of which might well be affccted by disturbances , oT



disturbances . simultaneously . Demand resiraint opportunities
could also turn out to be insufficient to avoid economic and social
dislocations in several Zuropean countries - although it must be
said that the dimension of those problems would be gualitatively

-

different from those in the case o
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sides, enhanced storage capacity could offer an additionzl measu—

re of security . In sum , the possible rislks appe T rezszona2bly de-
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considerable breathing space Q which ought To e uti¢izegrcon—
structively . |
The assessment o1l
as sanguine in the case ©
of the IZA omergency allocation schenmc ic still opzn To doudt

2 former nigh US official has recently cualified it as wirncow-
/'l

Gressing , as a "cosmetic" device . Secondly , the fTect thet the
scheme adresses supply disrTuptl of great proportions only hes

-

turned out to be a2 gserious drav-back . The "sub- —crisiszTof 187G/80

has resulted ( so far ) , according to OECD calculations , in

losses of about 5 % of the combined CIFP of o

. ~ . 2 . .
countries in 1980 a2nd of close to & ¢ in 1081 - zndéd %hoszs cal-

KPR Sl ——

culations do not talze into consideration the longexr-Terz =:

.

“ne irpact on non-CECD countries , and even 302€ O
costs of the price. increases oI 1979/80 . Llso meglelptel zre The
conseguences for the febric of the world econozy , which coull as
et turn out To be very severe . Particular

t0 the crisis management instrunments appear

21 lack of agreement and even oI a sitraves:
in particular, how to use stocks . This is

since the US government has recently adolish

-

instruments ol crisis managenent , and thus
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clusively on stockpiles and Airizét mechanisms to deal with supply

isruptions . There can be no question, however , that stoclzs ere

(o]

the key element in the defensive mechanisns availzble vo The in-
dustrielised countries , not least because stocks have 50 rar dig-
played a tendency bto eggravate markad tensions . Reliance on ner-
lret mechanisns , vhich is now visible in the reluctence or
Cermen and the US governmentsto consider a strategy forT "oub-crie-
"4 la 1979/80 and thoir emphasis on Iflestivilitl and al-hoQ-

1

decisicns and consultations , scems inadequate : a

marlizet mechanisns which in 1979/80 producad

A lot needs to be done to strengthen crisis menagement instruments
in the industrialised countries - %this conclusion is haxnd ©o aveid
This need not be confined to a ¢lear notion of how To use stocks

in an emergency, znd perhaps also tTheir expansion and Te—arrange-

AT momciiTa

ments o achiesve a nmore realistic protection . Tiscel =sasuvres ,
allccation arrangenments , volume controls , and improvac svend-

by znd demend restraint nmeasures could 2ls0 be used vc svrongthen

>

s cannot be achieved , then thge temptation ©o
h oother steps Il grew .
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This ewhbernelisation of adjustnent cests couwld T2I2 V2XLOUZ L0IIs-

ment to others through reliance on eccnomic and politicel powrsd
or through sppeasenent and sauve-qui-peus tachlcs . Dut i
crigis-nanagensent czoabilitiss
cre essential - they are not sufficient Ho reduce fthrezts to Vigw
stern econonic securiir .

The two other important.tasks faced by the industrizlised world
sre .cricis-prevention and a building of more viable suructures

and around the world oil market . Dome partc of tThis tazz are
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pressingly femiliar : the Israeli-Arabd conilict , one major sour-

ce of tensions and instability in fThe area vill have o e
bl

dom of manceuvre of conservative Gulf monarchies - both vis-a-vis
their peoples and in terms of cooperabion with the Ves
bility'iﬁ the Gulf has now acquircd the dimensions ol another ,

dureble focus of conflict and instability - znd so fzx, the West
has besn uneble to do nuch more
Iran-Iraq war . To reverse tr;ndértowa:ds fragmentavion and in-

creased potential for conflict in the vhole of the I1Lddle

n task - but it hes to e underteaiien . Some indica-
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tion of how that might be done can be provided by the period of
1

he Middle —ast from

relative stebility was nade possibls by a number of positive Zac-

1.

Lors : some sense of movement , and of opvimism , 2tout vhe Is-

2t home nade possible ( or so it was thought ) Tirough thz vastlr

Y - - < - R . . b - -n b . — o~ L . Tam e ———
CONLLTLIONS Nave C2TeTLoTravsot 2NOIMI0USLI” SZucCe ULl = UV DeIZzion-—

Tiport marliets for OPZC countries might ell dacline Throughous
the 1980s although this does not erclude crelical Ilucvuetions,

a
oédds are +that structurally OPEC markets vwill decline , with izpor-

——

tznt implications for o0il revenues . The relative decline in CZC
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exports will also imply 2 decline in 0PZC's share of the world
energy markets and 2 shift In petterns of trade towards non-oil
developing countries . This will have inportent implications FoI
OPIC's market power , for OPEC oil revenues and for the economic
znd volitical sbtebility of individual producer countries. It 2=

meins Lo be seen how demand - and su plr-relaved elv_vntg of

positions and 'ncreasing indigenous demand ; on ths otzer =zzn
Geonand in the importing countries will zlso.decline . Counstraints
on OPEC nembers reculting from lover revenues nave alrsad” becone

and are lilkely to increcace over Lo CONMILG 72325

varticulorly in countrics cffocted both LY Gnclinin~ crport avel-

lobility and croding rcal prices . ©0IC of those countrics ( iLlge-

prising to see some of the D ripheral O0F=C members ( Tiigezia.

e
Zguador ) or other oil sexporters ( Omen ) ex-
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Ixbnesia, ilg
De -nce economic recession and political turmoil . Thig, in tumm
ould well oro uce supply disruptions . lL.oreover, it vould 24é
%o pressures of margkt instability as those countries will e -
~sluctans to forego opportunities to push UD nrices , ST TC Co-
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it certainly does. For one thing , mariet instebility could well

lead to political upheavals in the GUlL region , vith danfﬁ“oug
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implications

stability in

Superpowers closely invelved . Secondly, 0
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vith OPEC countries, particularly in the Guli , could og siplorec.
1% shoulé not be forgetten thav Saﬁdi Lrgbia plegec & Gacisive
role in both ®he 1979/80 2nd 1980/ supply diszrupbtions - lack of
Saudi cocperation helmed to produce huge price incrszses , fuli
cooperation in 1680/1 contridbubed to a.happier snding ol wha 1530
disruptions . L recognise the problems of coopsratlon itk Cx=C,
or ipdividual 0PZC members , bub both industrizlizsd coumvries
ané o1l eiporters share an inberest in steble oil zmaxiksss ; Shis
—ight provide a starting point Ifor clossr coomsratiorn . =~ Toird
strategy might consist in effoxts fto rzeduecse the 1inliz Bsvreen.
the world oil =marlet cnd domsshic marievs ( She US did Shis for a2
long period in the postiar exa Y . Tiscal msazurez could De used
in theorr %o introduce a cushion between world markzetv cisrupuions
and the domestic econonmy .. Politically, nowever , this would ITO-

bably very h
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for supplies ,
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Returning to the originisl assessment of threa
that improved crisis management abilities would Dbe important with
regard to all the different types of

are also less likely to materialise with adequafte crisis nanzge-
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ment capabilities which would pro

value . Specific threats along the Horth-South axds are in any

case not the creztzst vroblem . If they should materialize . thery
3 P 4

7ould require vpolitical crisis maenageuent with energy Zeasuilss &3
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as in the casoe of obhoery spocilic vhicots Criolo InnoToINn
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veloped , duy time and flewibility , and demonstrate allisnce Co-

it and veekness to the other side ; andé the disarray

nesses would even be important in 2 situation of cifiuse Thrsev @
consumer disarray in 1979/80 certainly encouraged individiuzal CZ=C
countries to emdloit The opportunities oz 2rice incrzasss .

ime efforys direcsed at énkancing the structursl stepllity ol Sis

3 Ead = T -~ a- - . o I 2aTm A am me -
le confidenca . The rotionals for gcuch talliz 1igcg 1 T8 fLEL L5
D emr 32 =] - . ” o da oy - ) . T G T PRI
involved in Juperpoier COnNirIoniTatvlon CVeIr vag Guli , whic2 zive

both sides a common inbtcrest in evoiding oisiis of confrontation .
licaningfull discusziens vould dbe possible, however , only if cri=-

sis menacement copabilitics arc adegquate and if depencence O-

a collateral . Specific threats along the Zest-West sxids arc DI00a0~
1v more serious but the deterrent elifecicor adcguave CIL3Ls DTS-
cauticns are alsc likely So be more significant . The mznagsment

v



ul® oil can be reduced to manageable proportions .

2) 0ZCD Cbserver , lo.ll5 , llarch 1982
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