
Energy and Security 
 

TSUNEKAWA Jun 
ONO Keishi 

OONO Takuto 
AKIMOTO Shigeki 
TOMIKAWA Hideo 

 
 
Introduction 
 
Oil prices had stabilized at low levels following the last half of the 1980s as the past two oil 
crises encouraged oil consuming countries to develop alternative energy sources and promote 
energy conservation and efficiency, thus easing global energy supply and demand. 
Furthermore, the Asian currency crisis in 1997 had depressed the energy demands of the 
developing countries in Asia whose growth had been so dramatic and shaved oil prices even 
further. Despite the softening of the world energy supply-demand situation, energy security 
has become a major issue again in recent years. One factor behind this concern is China’s 
rapidly growing appetite for energy. With an immense population numbering approximately 
1.3 billion, China has maintained rapid economic growth since it introduced open and reform 
policy at the end of 1978. China’s energy consumption has expanded with its economic 
development, causing it to change from an exporter to a net importer of oil in 1993. China is 
now the second largest oil consuming country after the United States. 

Kent Calder warned of the possibility that conflicts and disputes could break out over the 
pursuit of energy, instigated by the tight global energy balance led by China’s growing 
demand for energy in light of the relatively small endowment of energy reserves in East Asia.1 
Furthermore, oil prices rallied sharply when OPEC and non-OPEC countries agreed to 
cooperatively reduce oil production in 1998 in order to halt a further drop in oil prices 
following the Asian currency crisis. This kind of alignment of oil-producing countries was in 
contravention to the market pricing of oil, in which market conditions determine prices like 
other commodities, and also encouraged oil-producing countries’ price controls. It could pose 
a threat to energy security, ensuring a stable energy supply at a reasonable price. 

Recent actions taken by the US have also raised the world’s energy security concerns. In 
response to the 9/11 terrorist attacks in the US, it attacked the Taliban in Afghanistan, and 
strengthened its military presence in Central Asia. Some suspected that the US aimed at 
securing oil and natural gas in Central Asia by deploying military forces. The US offensive in 
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1 Kent E. Calder, Pacific Defense: Arms, Energy, and America’s Future in Asia (New York: Harper Collins 
Publishers, 1996). 
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Iraq also gave rise to speculations that the US was trying to gain control over Iraq’s abundant 
oil resources. In fact, the US put a high priority on securing Iraq’s oil fields and pipelines 
when it attacked Iraq.  

Energy security can be defined as to securing a stable supply of energy at a reasonable price. 
The aforementioned trends threaten the energy security of oil consuming countries. Given 
these conditions, the objective of this research is to analyze whether energy 
resources—particularly oil and natural gas—would be a factor that provokes international 
conflicts. 
 
 
I. Supply - Demand Situation and Issues  
 
A. Demand for Oil and Natural Gas  
 
1. Trends of Oil Demand  

 
The world’s oil consumption was approximately 3.637 billion tons and natural gas 
consumption was over 2.33 trillion tons of oil equivalent (toe) in 2003, with oil comprising 
roughly 37% of the world’s primary energy consumption, and natural gas making up 
approximately 24%. In total, hydrocarbon energy resources fulfill approximately 61% of 
global energy demand.  

The long-term trend of global oil demand indicates that demand among major OECD 
member countries such as Japan and Germany is gradually decreasing, with the exception of 
the US. Demand among OECD member countries, excluding the US, has increased an average 
of 0.7% per year in the past ten years, and decreased an average of 0.5% per year in the past 
five years. In contrast, the demand of the US increased an average of 1.3% per year over the 
past ten years, and an average of 0.5% over the past five years—a period that included an 
economic recession. It is obvious, therefore, that the US has had the heaviest demand for oil 
among the developed nations (see Figure 1.1). 

Demand for oil in developing nations has been firm, but the rise in demand has been 
particularly marked in developing countries in the Asia-Pacific region. Oil demand in the 
Asia-Pacific region grew an annual average of 5.1% in the past ten years, and an average of 
3.4% over the past five years. Demand has shrunk in recent years because the Asian currency 
crisis stalled demand in the ASEAN-5 countries,2 but began to pick up again from 2002 as the 
economic recovery spurred demand for oil again. In 1993 China became a net importer rather 
than an exporter of oil, and China’s demand for oil has expanded rapidly along with powerful 
economic development. China’s demand for oil grew an average of 6.7% and 5.8% per year 
over the past ten years and five years, respectively. Due to its enormous market size, China’s 
burgeoning demand for oil has a serious impact on the oil market (see Table 1.1). China’s oil 

 
2 The ASEAN-5 countries are Indonesia, Malaysia, the Philippines, Singapore and Thailand.  
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consumption amounted to 245.7 million tons in 2002, exceeding Japan’s consumption, and its 
share of world oil consumption rose from 4% in 2002 to 7.6% in 2003. This share outstrips 
the 4.6% of the ASEAN-5 countries and the 6.0% of Central and South America, and China is 
the second largest oil-consuming county in the world after the US (see Figure 1.2). India’s oil 
demand is expected to take off as well. Its share was 3.1% in 2002, but its demand grew a 
high average of 4.6% over the past ten years. It is easily anticipated that India will become a 
major energy consuming country in the future. 

  
2. Heavy Dependence on the Middle East  

 
Comparing the recent increasing demand in developing countries in the Asia-Pacific region, 
the oil reserve and supply capacity are relatively small. Therefore, the region relies heavily for 
its oil supply on imports from the politically unstable Middle East, and the trend of the 
region’s heavy dependency on Middle East seems to grow stronger in the future. Europe 
imports most of its oil from the former Soviet Union countries, but imports from the Middle 
East and North Africa make up a significant proportion as well. The US draws a stable supply 
of oil from neighboring Canada and Mexico, and although the Middle East makes up a 
substantial share of its oil imports (a 20.1% share in 2003), it imports from diversified sources 
from Europe, Central and South America, and South Africa. 

Dependence on the Middle East (imports from Middle East/total imports) in the 
Asia-Pacific region, excluding Japan, was 65.4% in 2003 (all figures hereafter refer to 2003). 
Japan’s dependence rate was even higher at 79.4%. Relying so heavily on one particular area 
for oil supply is problematic in terms of risk dispersal, but it is even more serious given that 
political conditions in the Middle East are so unstable. The US relies on the Middle East for 
approximately 20% of its oil imports, and Europe for about 26%, making Japan the most 
vulnerable among the developed nations to any disturbance in its oil supply. Given the 
refining costs and the yield ratio of petroleum products, the Middle East’s heavy high-sulfur 
crude oil is not as internationally competitive and is cheaper than light low-sulfur crude oil. 
When Japan’s economy started to take off, it needed this affordable high-sulfur crude oil from 
the Middle East, and built up a consistent manufacturing structure with this resource. 
Accordingly, Japan’s heavy reliance on the Middle East is rooted in a structural problem, and 
market mechanisms alone will not suffice to reduce its degree of dependence. On the other 
hand, China’s dependency on the Middle East for oil is approximately 41%. China, however, 
buys a larger proportion of oil from international spot markets than from the Middle East. 
Although this does not necessarily indicate that China’s supply system is stable, it is clear that 
China intends to reduce its oil reliance on any one region. 
 
3. Rising Demand for Natural Gas 
 
In recent years, there has been a marked shift to natural gas from other hydrocarbon energy 
resources, with the world’s natural gas consumption in 2003 climbing 2.0% year-on-year to 
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2,331.9 million toe. The consumption of OECD member countries was almost flat with a mere 
0.1% year-on-year increase, and the US’s consumption actually dropped 4.9%. Consumption 
of natural gas rose an average of 2% per year in the past ten years, but the regional 
consumption trend shows a different pattern from that of oil. Consumption has increased for 
the Middle East and the ASEAN-5 countries, rising an average of 6.4% per year in the past ten 
years in the Middle East, and 8.4% in the ASEAN-5 countries. Consumption rose 3.8% in the 
EU, in contrast to the modest growth in oil consumption of an average 0.5% per year over the 
past ten years, which indicates that new sources of demand for natural gas have developed in 
those nations. However, the global use of natural gas is still insufficient, and the number of 
large gas-consuming countries is limited. 

The transport and storage of natural gas is less convenient than that of oil, and it requires 
massive investments in new infrastructure, such as distribution pipelines and storage tanks. 
For this reason, there have been cases in which gas fields of adequate size for commercial 
production have been discovered, but never developed, because the consuming region was so 
far away that the relative price of natural gas was actually higher than the price of oil. The oil 
shock in the 1970s prompted Japan to promote the use of natural gas under its policy of 
energy diversification.3 In addition, factors such as the diversification of energy resources, 
anxiety that existing oil resources will be depleted, and society’s heightened awareness of 
continuous high oil prices and the environmental problems oil causes, will all contribute to 
rising demand for natural gas in the future. 
 
B. Supply of Oil and Natural Gas  
 
1. Oil: Moderate Rate of Production in the Middle East  

 
Global oil production in 2003 rose 3.8% year-on-year to 3,697 million tons. By region, the 
Middle East had a 29.6% share of production, North America comprised 18.2% of the share, 
Europe and Eurasia had a 22.1% share, and Central and South America, the Asia-Pacific 
region, and Africa each had a roughly 10% share. OPEC member countries accounted for 
39.7% of world production, falling below the 40% share they have maintained in past years. 
Among non-OPEC countries, OECD member countries had a 27% share, and the former 
Soviet Union countries a 13.9% share. In terms of production volume alone, it is clear that 
neither OPEC nor the Middle East have a high enough share to dominate the market. Also, 
while the Middle East’s proven reserves comprise roughly 60% of the world’s total reserves, 
the Middle East’s production comprises only about 30%, amounting to a relatively low 

 
3 In 1969, natural gas was imported to Japan from Alaska for the first time, and was subsequently developed 
by corporate federations made up from Japanese business firms, national oil companies, and major 
international oil companies. Japan imported most of its natural gas from ASEAN countries, but began 
importing from countries in the Middle East, such as Qatar and Oman, starting with the United Arab Emirates 
(Abu Dhabi) in 1977. Currently, Japan imports 412.65 million toe of liquid natural gas (LNG) annually from 
ASEAN countries. This accounts for 63% of Japan’s imports, and 30.6% of worldwide LNG imports.   
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production volume. 
Among non-OPEC countries, Russia is the only country whose production volume has 

shown a steep increase in recent years. Currently, Russia is actively promoting its energy 
exports to reinforce the economic structure and fiscal basis that had been battered during its 
transitional period. At the same time, the US is increasingly concerned about the impact that 
the political destabilization in the Middle East would have on the international oil supply 
system. With their interests thus aligned, Russia has become an important partner in the U.S.’s 
energy strategy and their cooperative relationship has deepened, with a US-Russia Energy 
Summit held starting in October 2002.    
 
2. Natural Gas: Major Energy Source for the Future  

 
The world’s natural gas production volume was 2,356.6 million toe in 2003, of which OECD 
member countries produced 41.7%, and former Soviet Union countries produced 27.6%. By 
region, North America produced 29.3% of the total volume, the Middle East had a 9.8% share, 
and Europe and Eurasia had the highest share at 39.1%. Of this latter share, Russia made up 
22.1%, second only to the US’s 21.0%. Exports via pipeline amounted to 1,317.7 billion cubic 
meters, giving Russia the world’s largest share at 28.9%, exceeding Canada’s share of 21.7%. 

While the Middle East has a 40.8% share of proven reserves (2003), it accounts for only 
9.8% of production, 13.3% below that of the Asia-Pacific region. The Middle East has been 
unable to take advantage of its reserves because, as described above, up until this point it has 
been difficult too make a profit from natural gas unless it is produced in a region close to the 
consumer. In addition, the Middle East also boasts rich oil reserves, and thus has not been 
very interested in developing and producing natural gas until more recently. In the Middle 
East, Iran and Qatar have the largest proven reserves, with 26,690 billion cubic meters and 
25,770 billion cubic meters, respectively, and both countries have ratios of reserves to annual 
production (R/P ratio) exceeding 100 years. Qatar is the largest supplier of liquid natural gas 
(LNG) to the Asia-Pacific region, exporting 19.1 billion cubic meters of LNG in 2003, behind 
Oman (9.2 billion cubic meters) and the UAE (7.1 billion cubic meters). Japan and South 
Korea are the main importers.  

The ASEAN countries’ proven reserves of natural gas are not large, but they are relatively 
high compared to its oil reserves, and are expected to be an important export item for those 
countries in the future. Furthermore, the high R/P ratio of natural gas around the world 
compared to oil means that there will be little concern about the depletion in regions outside 
of the Middle East. 
 
3. Reserves and Outlook  
 
The supply of oil and natural gas is determined by the reserves available, but these reserves do 
not stay constant, but rather vary with the level of international prices, development of 
surveying and drilling technology, and infrastructure. Proven reserves (hereafter, simply 
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“reserves”) are the reserves on which profits can be made when developed at current prices, 
and a rise in prices also increases profit-generating reserves. Indeed, reserves of both oil and 
natural gas are increasing every year. Oil reserves amounted to 723 billion barrels at the end 
of 1983, but had climbed to 1,147.7 billion barrels at the end of 2003. Similarly, natural gas 
reserves rose from 92,680 billion cubic meters to 175,780 cubic meters. The R/P ratio for oil 
was 41 years at the end of 2003, and over 67 years for natural gas.4 This means that if 
production amounts remain at their current level, oil can be produced for 41 more years and 
natural gas for over 67 years. Besides, while the Middle East has rich reserves of both oil and 
natural gas, the region’s production is low compared to its reserves, indicating that its 
potential production capacity is large. Accordingly, there is little possibility that oil and 
natural gas reserves would be depleted in the foreseeable future, or that supply would be 
interrupted in the long term. 

According to the long-term outlook of the International Energy Agency (IEA),5 the world’s 
oil demand will increase from 75 million barrels/day in 2000 to 120 million barrels/day in 
2030 (see Table 1.2). This is an annual average rate of increase of 1.6%. By region, demand in 
the OECD regions would rise a mere average 0.8% per year. On the other hand, demand in 
developing countries is expected to rise an average of 2.6% per year, with a particularly high 
rate of growth in developing countries in the Asia-Pacific region. In particular, projections 
suggest that China’s demand will increase at an annual average of 3.0% during this period 
from 4.9 million barrels/day to 12 million barrels/day, accounting for 10% of worldwide 
demand. This growth can be attributed primarily to rapid progress in China’s industrialization 
and motorization.  

It is widely expected that global demand for natural gas will increase from 2,527 billion 
cubic meters to 5,047 billion cubic meters by 2030 (average annual growth of 2.4%). The 
OECD countries represent the major market for natural gas, with the largest markets being 
North America followed by Europe. These two regions alone account for 50% of worldwide 
demand for natural gas, and their demand is expected to increase by an annual average of 
about 2% by 2030 (Table 1.3). Growth would be even higher in the developing countries, with 
a particularly high rate of increase in Asia and Central and South America. The growth rate is 
expected to be highest in China, at an average of 5.5%. Its demand would rise more than five 
times over, from 32 billion barrels/day to 1,620 billion barrels/day. China’s share of global 
demand was only 1.3% in 2000, and is expected to be 3.2% in 2030—still a relatively low 
proportion. In light of the particular attributes of natural gas, infrastructure would have to be 
updated and new distribution infrastructure would have to be constructed to expand the use of 
natural gas. As a result, it is clear that demand will increase in OECD countries in which 
infrastructure has already been developed. The other side of this equation, however, is that 
demand will expand at a relatively slow pace in developing countries.       

Although the IEA predicts global oil demand will increase 60% in the period from 2000 to 

 
4 British Petroleum (BP), Statistical Review of World Energy (June 2004). 
5 International Energy Agency (IEA), World Energy Outlook 2002 (Paris: IEA, September 2002). 
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2030, the supply would primarily come from increased production in the Middle East, and the 
total supply of oil would be sufficient to meet the surge in demand expected by 2030.6 The 
Middle East, Africa and South and Central America are expected to increase natural gas 
production as well, so there should be no problems on the supply side. 

The supply of oil and natural gas will be sufficient in terms of demand and proven reserves 
in the foreseeable future, or at least until 2030. Also, if demand were to spike suddenly, 
energy prices would rise, resulting in the addition of new reserves, the development of oil 
sand, more efficient use of nuclear power and coal, and the development of new energy. 
Indeed, the crude oil derived from oil sands in Canada’s Alberta province has already entered 
the market and is traded on par with conventional crude oil.7 Adding the proven reserves of oil 
sands to the proven reserves of conventional crude oil further increases the proven reserves of 
oil overall.8 Accordingly, there would be no rational reason for countries to become embroiled 
in disputes or conflicts over control of energy resources.   

 
4. Mechanism for Determining Oil Prices 
 
a) OPEC’s Leverage  

 
As described above, OPEC’s oil and natural gas production volume does not give it a high 
enough share to enable it to dominate the market. Nevertheless, its proven reserves and R/P 
ratio far exceed those of other regions, and its productivity9 is clearly superior.  

OPEC was established in 1960 by the oil production countries as a stronger urge to retain 
control over their own country’s resources encouraged them to fight back against the 
one-sided drop in the posted price for oil by major oil companies. However, it was not until 
the first oil crisis in October 1973,10 instigated by the fourth Middle East war between Israel 

 
6 Ibid., p. 89. 
7 Masumi Honmura, Piiku oiru wa chikazukitsutsu aru no ka? (Is Oil Nearing its Peak?), Japan Oil, Gas and 
Metals National Corporation (JOGMEC), Sekiyu, tennen gasu rebyu (Oil & Gas Review), November 2004,  
p. 6. 
8 The Oil and Gas Journal (December 23, 2002) stated that adding the 174.8 billion barrels in proven 
reserves of oil sand to the 5.2 billion barrels of proven reserves of conventional crude oil results in 180 
billion barrels in Canada overall. This is second only to Saudi Arabia, and accounts for 14.8% of the world’s 
proven reserves (from Piiku oiru wa chikazukitsutsu aru no ka? (Is Oil Nearing its Peak?) in JOGMEC’s Oil 
& Gas Review, November 2004, p. 6).  
9 The production costs of the Middle Eastern and Persian Gulf countries that belong to OPEC are below 
US$2/barrel. Also, the capital investment (minimum capital input) required for the additional production of 
one barrel a day is US$5,600, and production and operating expenses can be kept at levels below 21% of total 
profits even if international oil prices are low. The minimum capital input of the OPEC member countries 
other than the Middle Eastern and Persian Gulf countries, such as Venezuela, Nigeria, Algeria and Libya, is 
US$12,700, so that when international oil prices are low they must raise cash and capital from the foreign 
countries that import their oil, since production and operating expenses exceed 34% of total profits. DOE/EIA, 
International Energy Outlook 2003 (Washington, D.C.: DOE/EIA, May 2003). 
10  The Organization of Arab Petroleum Exporting Countries (OAPEC), which was critical of Israel, 
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and Egypt, and the second oil crisis in October 1978,11 that OPEC first demonstrated the 
extent of its leverage. Oil prices climbed steeply, throwing the world economy into severe 
recession. Although these sharp rises in oil prices sent the economies of oil consuming 
countries into a downward spiral, they encouraged the developed nations’ efforts to develop 
energy conservation technologies and alternative forms of energy, thus cutting into oil demand. 
Given the global economy’s growing interdependence, the oil-producing countries also 
incurred economic losses in the form of “reverse oil shocks,”12 and they were no longer able 
to employ oil as a vehicle to exercise an influence on international politics.    

OPEC’s solidarity is threatened by a faction within OPEC opposed to production 
adjustments and seeking to bolster their fiscal revenue in the short term through oil exports, 
and another faction favoring measures to maintain prices in aid of their goal of long-term 
expansion. As a result, differences in national conditions and policy objectives often cause 
OPEC member countries to exceed production quotas by increasing production in violation of 
the cartel’s agreement. Furthermore, since non-OPEC countries raise production in 
accordance with fluctuations in international oil prices, the OPEC countries cannot sustain 
prices above a certain level for a prolonged period. As such, OPEC has had to actively 
respond to variations in crude oil prices, even forming an agreement with non-OPEC 
countries to decrease production13 in 1998.        

Currently, although OPEC is not able to control prices, it sets production quotas in 
accordance with market trends using a “price band mechanism.”14 This policy is not intended 

 
announced that it would cut the supply of crude oil in stages and would no longer ship petroleum to nations 
that supported Israel. OPEC accordingly raised the posted price of oil in December 1973, pushing up the 
price of crude oil to US$11.56/barrel, approximately four times its previous price.  
11 Due to the confusion set off by the Iranian revolution, starting in October 1978, and the subsequent 
nationalization of oil companies, Iran discontinued its oil exports and the market was squeezed. In response, 
OPEC raised the posted sales price in four stages by approximately 15%. Subsequently, third countries’ oil 
tankers were attacked during the Iran-Iraq war that broke out in September 1980, disrupting Iran and Iraq’s 
oil supply, and raising the posted sales price to US$34/barrel in October 1981.    
12 In addition to structural factors such as the steady alleviation of the supply/demand balance, market factors 
also play a part in reverse oil shocks. During the US’s economic expansion in 1984, interest rates rose in 
reaction to the robust domestic demand for capital, and the global excess liquidity generated during the oil 
crisis—the so-called “oil money”—flowed from the commodities markets into the US’s financial markets, 
pushing down the price of many primary goods. As a result, the economies of the developing 
countries—dubbed the newly export-oriented countries (NECs)—experienced a downturn, which in turn sent 
the developed nations’ economies into a downward spiral. Ultimately, this caused the developed nations’ 
demand for oil to peak.     
13 With a decline in demand due to the Asian currency crisis, OPEC raised its production quota, and 
consequently crude oil prices plummeted. Sensing a crisis, at its general meeting in March 1998, OPEC 
decided to carry out coordinated production cuts, to which non-OPEC countries such as Mexico participating 
in this meeting as observers also agreed. In the third production quota agreement concluded at the March 
1999 general meeting, Venezuela and Iran promised to strictly observe the production quotas after their 
repeated infractions, and as a result crude oil prices subsequently began to rise.    
14 Under this system, the 10 OPEC countries would adjust production by increasing (or decreasing) it to 
500,000 barrels/day if OPEC basket prices exceeded US$22-28 for more than 20 consecutive trading days. 
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as a challenge to the oil consuming countries, but rather sends the message that OPEC is 
prepared to increase production just enough to compensate for the supply interrupted in 
response to requests from the IEA and others, as during the Persian Gulf War and the Iraq War, 
and aims to exert a calming effect on the market with this coordination between producer and 
consumer.     

 
b) Oil as a Commodity  

 
OPEC’s price control measures have often faced pressures pulling the price down in the spot 
market, as increased production in violation of the production quotas weakens the 
supply/demand balance. In these cases, Saudi Arabia, the cartel’s “swing producer,” 15  
decreases its own oil production in compensation to maintain oil prices, thus saving face for 
OPEC.   

In 1983, the world economy began to recover from the slump caused by the second oil 
crisis, but crude oil spot prices continued to fall and the supply/demand balance had to be 
tightened even further. However, out of its frustration at being the only OPEC member to 
reduce production, Saudi Arabia decided to drop its system of selling oil at fixed prices and 
adopted the “net-back value” system16 instead, by which it determines the price of its crude 
oil based on the prevailing price of oil.  

In light of these conditions, OPEC abandoned its strategy of prioritizing a fixed price 
system, and at its December 1983 conference declared that it would secure and protect market 
share, and engaged in price competition with non-OPEC countries by boosting production.  
As a result, the oil market softened suddenly, and in July 1986 crude oil prices fell to 
US$8/barrel, but the challenge thrown down to non-OPEC countries actually ended up 
imposing a greater burden on OPEC member countries that rely on oil exports for their fiscal 
revenue. Ultimately, they agreed to reduce production at the August conference, and aimed to 
re-impose the official sales price system of US$18/barrel during the following December 
OPEC conference. Accordingly, the OPEC member countries decided on country-specific 
production limits. However, some of them opted out of this agreement and increased 
production as early as late 1987, again softening the supply/demand balance and jeopardizing 
the system of official prices. As a result, Saudi Arabia adopted a price formula method17 in 
April 1988 under which it once again sold its crude at the market price. Saudi Arabia’s 
transition to this variable price system essentially meant that OPEC had abandoned its fixed 
price system. Other countries followed in OPEC’s wake, and this method remains in force to 

 
15 In this role, Saudi Arabia adjusts production itself to compensate for the changes in the supply/demand 
balance. 
16 Under this method, crude oil prices are determined based on the market price of oil products minus the 
product yield ratio (the ratio of the yield of refined products obtained through distillation).   
17 Under this method, the type of oil representative of each region is determined, and its market price is 
applied to a formula to calculate the price. The price of Middle Eastern crude oil exported to Asia is 
calculated based on the simple average for Dubai and Oman.  
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this day.   
Oil prices recovered to US$20/barrel in September 1999 as a result of the 1998 agreement 

to reduce production, and subsequently rose, exceeding US$25/barrel, in January 2000. As a 
result, the US and other consuming countries requested that OPEC boost production. Past 
experience had showed that the drop in total demand, itself caused by a spike in prices, was 
not beneficial to either the oil producing countries or the consuming countries. Accordingly, 
OPEC decided to raise production at its March 2000 conference. At the same time, OPEC 
decided to adopt the price band mechanism in light of its awareness of the advantages of 
maintaining prices through cooperative action (as with the 1999 agreement to reduce 
production). OPEC aimed to take on the role of price leader in response to both sharp drops 
and rises in prices.   

After spiking in reaction to the panic caused by the terrorist attacks on the US in September 
2001, oil prices fell sharply and oil futures (WTI futures) fell below US$22. Given the 
uncertain outlook for the global economy, OPEC decided not to exercise the price band 
mechanism at its September conference and left the production quotas unchanged. As such, it 
protected the market in its role as price leader. Subsequently, expectations that the US would 
attack Iraq drove up crude oil futures, despite the weak supply/demand balance. On the other 
hand, crude oil futures dropped modestly, because the war’s outbreak had been already 
supposed and it was assumed that the war would be quickly concluded after its start in March 
2003, despite the interruption of Iraq’s oil supply. Such price fluctuations were not caused by 
variations in the actual supply/demand balance or trends in oil-producing countries, but were 
rather triggered by market speculations. This indicates that a market structure had developed 
in which price fluctuations on the benchmark WTI futures market were influencing the 
world’s crude oil spot prices. In other words, oil has now become a commodity.   
 
 
II. US’s Energy Strategy: Installation of Market Mechanism 
 
A. Supply-Demand Trends in the US through 2025 

 
According to the long-term economic outlook through 2025, the US economy is expected to 
grow at a 3.0% annualized rate, bolstered by aggressive financial and monetary policies, firm 
personal spending and robust housing investment.18 Total energy demand commensurate with 
that economic growth would increase from 2,432.5 million toe in 2001 to 3,476.8 million toe 
in 2025.19 Of this, stronger demand would push up oil demand to 29.17 million barrels/day, 

 
18 DOE/EIA, International Energy Outlook 2003.  
19 Estimates of oil demand fluctuate according to international oil prices and economic growth rates, but oil 
prices are expected to be a maximum of US$32.59/barrel, a minimum of US$18.62/barrel, and an average of 
US$26.12 in 2025. Consumption is estimated to range from a maximum of 31,800,000 barrels to a minimum 
of 26,900,000 barrels. DOE/EIA, Annual Energy Outlook 2003: With Projection to 2025 (Washington, D.C.: 
DOE/EIA, January 2003). 
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due to an expansion of the transportation sector’s oil demand,20 and demand for natural gas 
would increase to 34.9 trillion cubic feet per year due to stronger electrical power demands. 
Demand for coal is estimated to rise to 1,444 million toe per year in response to a surging 
demand at existing electrical power plants.   

On the other hand, domestic energy production would only rise at an annual rate of 0.9%, 
leaving domestic energy production at only 2,245.8 million toe in 2025. Of this, crude oil 
production would decrease to a rate of 0.4% per year, from 5.8 million barrels/day in 2001 to 
5.3 million barrels/day in 2025. However, oil production, including crude gasoline from 
natural gas plants, would rise slightly from 7.67 million barrels/day in 2001 to 7.96 million 
barrels/day in 2025. The decrease in crude oil production would be primarily attributable to a 
decline in onshore-mine production in the US states, excluding Alaska, but higher production 
from Alaska and offshore mines21 is expected to compensate for this decline. Nevertheless, 
production would only be increased in the offshore if international oil prices were high 
enough to enable production in deep sea mines (Table 2.2).     

Oil imports are expected to increase from 8.9 million barrels/day in 2001 to 19.8 million 
barrels/day in 2025, and the import ratio is forecast to rise from 55% to 68%. Most of this 
increase in imports will consist of refined petroleum products,22 as domestic refining 
capacity has reached its limits.23  

The gas supply must be boosted to 11.4 trillion cubic feet to satisfy natural gas demand, but 
of this amount, 7.3 trillion cubic feet24 will be covered by an increase in domestic production. 
Natural gas production is expected to increase from 19.5 trillion cubic feet per year in 2001 to 
25.1 trillion cubic feet per year in 2020.25 The pipelines in Alaska are expected to be 
completed from 2020 onwards, which would increase the total production of gas to 26.8 

 
20 Gasoline for automobiles accounted for 45% (8.9 million barrels) of the 19.9 million barrels of oil 
consumed in 2003, other automobile use (4.8 million barrels) for 24%, air conditioners and generators (3.9 
million barrels) for 20%, airplane fuel (1.6 million barrels) for 8%, and other uses (0.75 million barrels) for 
4%.   
21 The recovery in oil prices beginning in 1999 boosted production in deep subterranean areas, and it 
currently accounts for two-thirds of all production in the US offshore areas. Further, production in offshore 
regions in 2025 could potentially reach a modest 1.86 million barrels/day when prices are low, or as much as 
2.5 million barrels—an increase of more than 600,000 barrels—when prices are high.  
22 The ratio of refined oil products as a proportion of oil imports is expected to increase from 14.7% in 2001 
to 34% in 2025.  
23 The increase in domestic refining capacity depends on improvements in the refining capacity utilization in 
existing facilities since deregulation in 1981. The current capacity utilization (69% in 1981) is 92-94%, 
approaching the limits of refining capacity.  
24 The Rocky Mountain region is expected to boost production the most, increasing it by 2.7 trillion cubic 
feet from 2001 to 2025, through higher production of unconventional natural gas. Production in Alaska is 
expected to increase 2.2 trillion cubic feet on the condition that the North Slope pipeline begins operating, 
and 0.4 trillion cubic feet in other regions.   
25 Unlike oil, a high proportion of the increased production in natural gas is expected to be produced from 
terrestrial areas. Production in terrestrial areas is expected to increase from 13.72 Tcf in 2001 to 19.14 Tcf by 
2020, but would only increase from 5.30 Tcf to 5.39 Tcf in offshore regions.   
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trillion cubic feet per year in 2025 (Table 2.3).26  
The remaining 3.9 trillion cubic feet will be fulfilled with an increase in imports, whose 

import ratio will rise from 16% to 22% in 2025. Of the natural gas imports in 2002, 94% came 
from Canada, and this level is expected to remain unchanged in the long term.27 As Canada’s 
domestic gas demand is also expected to increase, it will become more important to procure 
gas from Alaska’s North Slope via pipeline, 28  and LNG from offshore mines in the 
surrounding Atlantic Ocean, as alternative supply sources. The US’s LNG imports are 
expected to increase an average of 11% per year, from 0.14 trillion cubic feet in 2002 to 2.14 
trillion cubic feet in 2025, making up 6% of the total gas supply.29 However, this would 
depend on the completion of renovating facilities at the existing four LNG plants, as well as 
the construction of three new plants in the Gulf of Mexico and Florida with capacity for daily 
production of 2 billion cubic feet.30

 
B. US Energy Policy and Issues  
 
1. National Energy Policy (NEP) and Energy Strategic Plan 
  
The Bush administration announced its national energy policy (NEP)31 in May 2001. The NEP 
addresses the fact that the US is currently faced with a serious energy situation because of the 
oil crisis, and lays out long-term and comprehensive strategies to expand the US’s energy 
supply, maintaining a balance between environmental and economic policies. The NEP 
discusses the energy problems facing the US and its specific recommended policies in the 
final six of the report’s eight chapters: (1) “Protecting America’s Environment” 
(environmental conservation); (2) “Using Energy Wisely” (promoting energy conservation 
and energy efficiency); (3) “Energy for a New Century” (reinforcing domestic energy supply); 
(4) “Nature’s Power” (improving reusable energy and alternative energy sources); (5) 

 
26 Alaska’s North Slope gas pipeline is expected to begin production and distribution in 2021, and produce 
2.64 Tcf in 2025.   
27 Imports from Canada would increase 1.7 trillion cubic feet, so that imports from Canada would make up 
15% of the total supply. On the other hand, LNG imports are expected to increase by only 2.0 trillion cubic 
feet.   
28 The North Slope pipeline is expected to have a maximum distribution capacity of 4-5Bcf/d, with 
production starting around 2012.   
29 In 2002, 169 Bcf of LNG—exceeding estimates—were imported from Trinidad-Tobago, Qatar and Algeria. 
DOE/EIA, “Country Analysis Briefs: United States of America,” 
<http://www.eia.doe.gov/emeu/cabs/usa.html>. 
30 Currently more than 24 LNG terminal sites are being planned. This includes the Sempra Energy Cameron 
LNG Project in Los Angeles, whose construction was authorized by FERC in the face of opposition from 
local residents in September 2003. This terminal is the first new LNG plan to be approved within the US in 
the past 25 years.  
31 National Energy Policy Development Group, Report of National Energy Policy: Reliable, Affordable and 
Environmentally Sound Energy for America’s Future (Washington, D.C., May 2001). The report consists of a 
total of eight chapters and 105 policy recommendations. 
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“America’s Energy Infrastructure” (modernizing energy infrastructure); and (6) 
“Strengthening Global Alliances” (energy security and supply diversification). These 
recommendations can be broken down into three parts: (a) corporate incentives and 
technological development measures to encourage domestic energy development and 
production; (b) international coordination measures to promote the formation of an 
international energy market so that countries can freely select suppliers in accordance with 
international energy prices; and (c) preliminary measures needed to respond to sudden 
changes in the international energy situation.32

In September 2003, the Department of Energy (DOE) established its Strategic Plan33 based 
on the 2001 NEP. With the aim of securing a regular DOE budget exceeding more than US$23 
billion and systematically and efficiently allocating it to projects, the Strategic Plan laid out 
four strategic plans for the next 25 years and seven long-term goals, and stipulated specific 
measures and their time frames. The DOE projects included the development of technology to 
boost domestic production and clean coal technology through an affiliation among the 
government, academics and private-sector companies, as well as the addition of a further 150 
million barrels to the strategic petroleum reserve (SPR) for crude oil, and ensuring a budget 
sufficient to secure a maximum capacity of 700 million barrels based on the November 2001 
presidential order in order to address future energy crises.34

The Strategic Plan states, “It is the role of the Federal government to promote competitive 
energy markets, not to choose the energy sources for the country, now or in the future. The 
Department’s aim is to assist the private sector where appropriate to develop technologies 
capable of providing a diverse supply of reliable, affordable energy, and environmentally 
sound energy, while protecting the environment.” The report concluded, “market forces, 
influenced by these Federal investments and other policies such as tax incentives and 
environmental regulation, will determine the supply mix35 that consumers choose.”36  

 
2. Optimization of Supply Mix 
 
The market, primarily, optimizes the supply mix, diversifies suppliers, and determines the 
import/domestic production ratios and component ratios of energy sources, but the 
government can take measures to optimize the supply mix by actively promoting diplomatic 

 
32 Examples include ensuring mutual accommodation via intra-regional trading prices with Canada and 
Mexico, increasing strategic oil reserves, and using “clean coal” as an alternative to oil and natural gas. 
33 DOE, “Protecting National Energy, and Economic Security with Advanced Science and Technology and 
Ensuring Environmental Cleanup” Department of Energy, Energy Strategic Plan 2003 (Washington, D.C.: 
DOE, September 2003). 
<http://www.er.doe.gov/Sub/Mission/Strategic_Plan/Strategic_Plan_poster.pdf>. 
34 As a result, it is maintained at a level enabling a stable supply of 4.3 million barrels for 90 days within 
15days by presidential order. 
35 “Supply mix” is the mix of domestic production and imports in addition to other energy sources. DOE, 
Energy Strategic Plan 2003, p. 13. 
36 Ibid., pp. 15-16. 
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policies, such as development cooperation and dialogue between producers and consumers, to 
stabilize international energy prices—particularly oil prices—as much as possible. The US has 
thus far strived to hold regular dialogues with the oil-producing countries in the Middle East, 
particularly Saudi Arabia, and to strengthen its ties with Mexico and Canada. Currently, 
private-sector companies have taken the lead in developing resources in African oil-producing 
countries, and the government supports their efforts.37 Russia and the US held energy 
dialogues in May and November 2002 as part of the US’s efforts to build cooperative energy 
relationships. The first LNG Ministerial Summit on natural gas was held in Washington in 
December 2003. 38  The US’s diplomatic policies concerning energy are centered on 
cooperative dialogues between the producer and consumer, and are motivated by the desire to 
transform energy into a market commodity rather than any intention to lock in resources. 

In terms of production costs, the Middle East is an appropriate supplier of oil for the US in 
the future. Also, in light of distribution costs, countries in the Atlantic Basin such as Mexico, 
Venezuela, Brazil and Colombia are also expected to be US suppliers. Of these countries, it is 
possible that more efficient development in Mexico would boost production to over 4.2 
million barrels/day from around 2010 to 2025. Further, the ratio of exports from oil-producing 
countries in the West Africa such as Nigeria and Angola to the US is expected to rise, 
diversifying the US’s oil suppliers and stabilizing its future supplies.39

The current suppliers would be able to meet the US’s higher demand for natural gas through 
2025.40 The US currently imports LNG from Trinidad-Tobago, Qatar and Algeria, and 
Trinidad-Tobago shows steady progress in natural gas development,41 while Qatar and Algeria 
have sufficient reserves. These countries, therefore, will remain relatively stable suppliers for 
the US in the future.   

Given these factors, the US’s energy supply will be stable in the future. However, this 
stability could be threatened by political instability in the supplying countries and regions. 
The US will likely develop policies to address these potentially disrupting factors based on its 

 
37 Embassy of the United States, Japan, “West Africa Plays Key Role in U.S. Energy Security Policy,” 
<http://japan.usembassy.gov/e/p/tp-20040720-19.html>. 
38 The objective of this conference was to expand the market for LNG. (DOE, Office of Policy and 
International Affairs) <http://www.pi.energy.gov/pdf/lng_summit_2003_remarks.pdf>. 
39 Of these countries, Venezuela has the most potential to expand its production capacity, and is expected to 
increase its daily production by 1 million barrels in 2005, to 4.2 million barrels. However, Venezuela’s 
possibility of drawing foreign investment necessary for boosting production is uncertain, given its current 
political conditions. Higher production in Nigeria would depend on increased production in offshore mining 
concessions, and it will be some time before production actually increases.   
40 New gas fields are regularly discovered (USGS [2000]), and 2,347 trillion cubic feet in reserves are 
expected to be discovered in the next 25 years. More than half of these undiscovered proven reserves are 
expected to be in the former Soviet Union, the Middle East and North Africa, and one-third in North America 
and Central and South America. (DOE/EIA, Annual Energy Outlook 2003: With Projection to 2025.)  
41 In 1999, LNG exports from the first line began, and in 2001 an amount equivalent to 72% of total 
production was exported to the US, with the remaining LNG exported 16% to Puerto Rico and 12% to Spain. 
In August 2002, operations started at the second line, and as of 2003 the third line was slated to begin 
operations. 38% of the additional exports produced with the second and third lines are intended for the US.   
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security outlook.   
 
C. Possibility of Political Intervention  
 
The National Security Strategy of the United States of America,42 released in September 2002, 
asserts that the US’s security strategy, including its energy strategy, is to “create a balance of 
power that favors human freedom: conditions in which all nations and all societies can choose 
for themselves the rewards and challenges of political and economic liberty. In a world that is 
safe, people will be able to make their own lives better.” The most effective way to achieve 
this objective is to “ignite a new era of global economic growth through free markets and free 
trade.”  

However, if the US adheres to the conditions described above, it will take a hard-line 
approach in addressing political conditions in the Middle East and other countries from which 
it imports energy resources. In other words, the US would carry out political interventions 
using military force, if necessary, in cases in which civil disorder in these countries and 
regions severely negatively impacts the US’s national interests. The Weinberg Doctrine would 
be the standard in determining the need for military intervention.43 One such example of 
military intervention in the Middle East region is the response to the Iranian revolution in the 
1970’s, and to the Soviet Union’s invasion of Afghanistan. In those cases, the US put together 
a rapid deployment team, and military supplies were arranged in advance and access rights 
secured in Oman and Egypt. Furthermore, a Central Command was established. During the 
large-scale tactical deployment for the Gulf War in the early 1990s, the US secured the right 
to station troops in Saudi Arabia. These decisions to intervene were based on the Carter 
Doctrine, which stated “An attempt by an outside force to gain control of the Persian Gulf 
region will be regarded as an assault on the vital interests of the United States of America, and 
such an assault will be repelled by any means necessary, including military force.” The Gulf 
War was motivated by “the extremely serious uncertainty and danger to the US’s national 
interest that would result from entrusting control of the world’s oil supply and crude oil prices 
to Iraq’s reckless regime.”44 The US continued to station troops in Saudi Arabia after the Gulf 
War’s conclusion based on this assessment of its national interests. However, it is considered 
reasonable that “Japan’s dependency on energy imports robs it of policy making flexibility, 
while in contrast, the US is increasingly reliant on imports, yet still possesses large reserves of 
resources that allow it sufficient policy making flexibility. In light of this, it is fair to say that 
 

 
42 The White House, The National Security Strategy of the United States of America, Washington, D.C., 
September 2002, p. 1. 
43 For further information, please refer to “The Keeper File: Weinberger’s Six Tests,” Air Force Magazine, 
Vol. 87, No. 1 (January 2004).  
44 L. P. Bloomfield Jr., (eds.), Global Markets and National Interests: The New Geopolitics of Energy, Capital, 
and Information (Washington, D.C.: CSIS, July 2002). 
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blaming energy problems for the Iraq War would be superficial.”45

Based on this analysis thus far, the US’s abundant domestic primary energy resources give 
it sufficient room in which to pursue a supply mix emphasizing economic efficiency. In other 
words, its policy objective is to promote the development of energy resources based on a 
market economy and free trade, with the exception of situations of vital importance to its 
national interest. Accordingly, the US will continue to work to stabilize prices through a 
combination of technical development and international energy collaboration, developing an 
energy strategy centered on policies aiming for realizing an efficient balance in its import 
ratio and the component ratio of its energy sources, while simultaneously striving to increase 
domestic production. 
 
 
III. Russia’s Energy Strategy: Necessity for Development Investment  
 
A. Long-term Supply/Demand Outlook and Export Capacity 

 
After a prolonged period of political and economic confusion after the Soviet Union collapsed, 
the Russian government declared default on its external debt in August 1998 due to the sharp 
devaluation of the ruble that followed on the heels of the Asian currency crisis. However, the 
Russian economy returned to positive growth the very next year and has continued to sustain 
positive growth rates.46 This rapid economic recovery can be attributed to the depreciation of 
foreign exchange rates and the expansion of energy exports, particularly oil exports.47 This 
resulted in a positive cycle in which companies invested in oil fields, leading to even higher 
production.48 The domestic energy supply/demand balance in 2002 showed a surplus supply, 
with total domestic consumption of primary energy amounting to 640.2 million toe, and total 
domestic production of 1,062 million toe. Of this surplus, exports of oil and natural gas have 
steadily increased since 1996. 

 
45 This is from an interview with Mr. Robert E. Ebel of the Center for Strategic and International Studies 
(CSIS) conducted by the authors Oono and Akimoto from October 26 to November 2, 2003.   
46 The economic growth rate in 2002 was 11.8% in nominal terms, and 4.3% in real terms.  
47 The rise in energy prices since 1999, as well as the production amount, was an important factor for the 
positive growth. Production of natural gas did not recover much, but the rise in prices increased income from 
exports.  
48 YUKOS concluded a contract with the technical service company Schlumberger in 1998, adopted an 
optimum drilling plan, and carried out hydraulic fracturing methods and horizontal drilling in the western 
Siberian oil fields. This resulted in a 17.1% year-on-year increase in production in 2001. On the other hand, 
LUKOIL, which did not have a technological collaboration with the West, increased production only 1.1% 
year-on-year; greater sophistication of oil field management due to the introduction of technology helped 
boost production.  
Masumi Honmura, Fukkatsu shita sekiyu taikoku rosia to sono haikei ni aru mono, (The Recovery of Oil-rich 
Russia and Background), Oil and Natural Gas Review, Volume 36, No. 1 (January 2003), pp. 20-48. 
<http://oilresearch.jogmec.go.jp/papers/2003/200301motomura-russia.html>. 



Energy and Security 

17 

                                                

According to the long-term supply/demand outlook,49 the average annual economic growth 
in the former Soviet Union50 will be 3.8% from 2001 to 2025, energy consumption will rise 
1.8%, and total energy consumption will amount to approximately 1.6 billion toe in 2025. Oil 
production will increase to 15.9 million barrels/day, but consumption will be 6.2 million 
barrels/day. As a result, Russia would continue to have a significant oil export capacity in the 
future. However, consumption of natural gas is expected to rise at a 2.6% annualized rate, 
with 103.6 million toe in annual consumption by 2025; production would have to increase at a 
2.0% annualized rate to meet this demand. The IEA’s outlook (Table 3.1a) predicts that 
capacity to export natural gas will increase but, unlike oil, production of natural gas has 
remained almost unchanged in the past few years. For this reason, the US’s Department of 
Energy/Energy Information Administration (DOE/EIA) predicts that unless Russia 
significantly increases its investment in the production and development of natural gas, in the 
medium to long term its capacity to export natural gas will be extremely low and it will even 
be difficult to meet domestic demand (Table 3.1b).    
 
B. Energy Dependent Fiscal Structure and “Stabilization Fund”  

 
Russia’s Ministry of Energy51 has jurisdiction over the oil, gas, coal and electricity industries, 
and the Ministry of Nuclear Industry manages the nuclear energy sector. Also, Russia shifted 
the authority for determining the allocation of export quota to the government’s auxiliary 
committee, the “Committee on Problems Concerning the Use of Main Line Oil and Product 
Pipelines,”52 in November 2000. 

Russia’s energy industry accounts for approximately 20% of GDP, and approximately 55% 
of total export income. In addition, the tax revenue from energy-related companies53 and 
transfers from national energy companies to the national treasury make up roughly 40% of 
Russia’s revenues. The government revenue that is the basis for national management depends 
heavily on the energy industry. Gazprom,54 Russia’s national gas company, has a monopoly on 

 
49 DOE/EIA, International Energy Outlook 2003. 
50 DOE/EIA’s International Energy Outlook 2003 performed an analysis using the most recent model called 
SAGE (EIA’s System for the Analysis of Global Energy Markets). Russia was analyzed as a national group 
made up of the countries of the former Soviet Union. 
51 The Ministry of Energy was re-organized from the Ministry of Fuel and Energy in May 2005. 
52 This committee regulates and authorizes distribution fees for the crude oil, oil products and natural gas 
pipelines, as well as gas and electricity fees, and the Russian government is in charge of allotting energy 
export quota.  
53 In the oil industry, vertically integrated companies that integrate production, refining and sales have been 
established and privatized since 1993, resulting in the creation of major Russian oil companies, starting with 
the state-owned Rosneft, and followed by Lukoil, Yukos and Surgutneftegaz.  
54 Gazprom is the world’s largest gas company, possessing 84% of Russia’s gas reserves, and accounts for 
about 95% of domestic gas production. The Russian government is Gazprom’s largest shareholder, holding 
38.37% of the company’s shares. Equity holdings by foreign firms are limited to less than 20%, and is 
currently 6.92%, of which Germany’s “Ruhrgas” has 3.5%. 
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everything from gas exploration, development and production, to distribution, sales and 
export, and the money it transfers to the national treasury covers approximately 25% of 
Russia’s annual revenue, while its exports comprise roughly 10% of the value of Russia’s total 
exports. 

Russia’s fiscal 2004 budget estimated revenue of 2,742.8 billion rubles, a 13% year-on-year 
increase. The international oil price set by the government in this revenue estimate was 
US$22/barrel. Annual expenditures were also expected to increase to 2,654.9 billion rubles, 
and oil prices were set at US$20/barrel. Many of the government’s expenditures have been 
fixed, such as repayment of foreign debt55 and contributions to the stabilization fund56 due to 
be adopted, leaving little margin to formulate discretionary budgets. In this way, the Russian 
government has been accelerating the repayment of foreign debt, because it must attract 
foreign investment to enhance further economic development by ensuring financial 
well-being. 

The stabilization fund under review for adoption in the fiscal 2004 budget was structured 
with the objective of smoothing out fluctuations in revenue caused by volatility in 
international oil prices. If international oil prices are higher than the amount set in the budget 
estimates, the balance amount would be pooled with the stabilization fund managed by 
Russia’s Ministry of Finance and used to cover any revenue shortages incurred due to a sharp 
drop in oil prices in the future. When oil prices are more than US$50/barrel, as they were last 
year, oil revenue bolsters the national finances. However, Russia’s economic structure is 
essentially always vulnerable to volatility in international oil prices. Furthermore, Russia’s 
finances are such that even if revenues increase, it cannot allocate enough capital to 
infrastructure investment—particularly infrastructure supporting energy exports. 
 
C. Russia’s Energy Strategy through 2020  
 
In May 2003, Russia introduced national strategic objectives in its presidential message 
directed at achieving sustainable economic development, and the Cabinet approved “Russia’s 
Energy Strategy through 2020”57 immediately after the presidential message on 22 May. This 

 
55 As of May 2003, the government’s total debt, including foreign debt, was more than double the annual 
budget, at 6,500 billion rubles. Part of the 72.2 billion ruble surplus secured for fiscal 2003 will be used to 
repay foreign debt. The amount to be repaid in that year was more than US$17 billion, and the fiscal 2004 
budget also assumes a similar amount of additional foreign debt repayment. 
56 When international oil prices drop, this fund can be used to supplement the budget only with the approval 
of the Duma. The fund would also be used to invest in foreign securities markets and to add to foreign debt 
repayment reserves. 
57 Russia’s energy strategies include the “Basic Provisions on Russia’s Energy Strategy,” established in 1994, 
and “Provisions for Russia’s Energy Strategy through 2020,” established in 2000. These strategies are not 
well thought of as they are not legally binding, and the medium and long-term plans were frequently revised. 
Junya Furukawa, Rosia 2020 nen Enerugi Senryaku no Gaiyo (Overview of Russia’s Energy Strategy), Oil 
and Natural Gas Review, Volume 36, No. 6 (November 2003). 
<http://oilresearch.jogmec.go.jp/papers/2003/200311/0311furukawa/200311furukawa.htm#1>. 
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energy strategy aims to raise revenue from energy exports and use these revenues as a basis 
for sustainable economic development; it lays out specific goals.    

The plan aims to increase export revenue by expanding energy production and restricting 
domestic consumption, on the assumption that GDP in 2020 will be increased to 
approximately 2.2 times that of 2000.58 Also, the priority projects for this period would be 
building an oil pipeline between Nakhodka and Angarsk, and between Angarsk and Daqing. 
Further gas projects include the Yamal Europe Project, a new northern gas pipeline to Europe, 
and the construction of a gas pipeline for gas development in Siberia and the Far Eastern 
region.   

To achieve these goals, the Russian government has set guidelines to increase the ratio of 
the PS agreement 59  to encourage an influx of foreign capital. Also, the government 
encouraged domestic oil companies that had accumulated capital thanks to the recent high 
international oil prices to intensify their development and investment. The government also 
clarified its intention of continuing its regulation of energy prices and allocation of export 
quotas. 

Russia expects western and central Europe to be major export markets for natural gas, and 
the US to be a market for petroleum products. Much is expected of the Asia-Pacific region as 
well, with predictions forecasting that the Asia-Pacific region will account for 30% of 
Russia’s oil exports by 2020, compared to the current 3%. Accordingly, the oil and gas fields 
in western Siberia’s Timan-Pechora, the Arctic Circle, the Far East, and the southern coastal 
region’s continental shelf have been designated as the priority areas for development. 

Insufficient investment in exploration and development has been a major problem for 
production, and it has been indicated that this could become a serious challenge for Russia’s 
energy and economic security. For this reason, it has been proposed that the government 
strengthen standards in concession sites, such as limits on minimum and maximum production 
levels, monitoring of efficient development of mineral deposits, and improvements to the 
system for levying taxes on oil companies. In addition, the government is considering 
providing loans to companies for exploration and development. It is the domestic gas price 
regulation that restricts the expansion of investments in natural gas exploitation, and raising 
gas prices is inevitable.60

 
58 Specifically, the goals are to build up the infrastructure needed to promote large-scale investment in the 
domestic energy industry in order to mine about 500 million tons of oil and about 700 billion cubic meters of 
natural gas by 2020, as well as to reduce domestic energy consumption by one-half to 1/2.5, increase 
electrical power production by boosting the proportion of nuclear power and hydroelectric power generation, 
and double GDP through the manufacturing industry.  
(Russian government’s official web site: <http://www.mte.gov.ru/files/103/1354.strategy.pdf>.) 
59 In June 1995, the government introduced a production sharing (PS) system to facilitate the influx of 
foreign capital, and the system went into effect in January 1996. 
60 The government plans to raise the price by stages from US$14.5 per 1,000 cubic meter to US$40-41 by 
2006, and to US$59-64 by 2010. Izumi Sakaguchi, Rosia Shuyo Sekiyu Kaisha no Keiei Sutairu to Sono 
Kozai nit suite (Management Style and Demerits of Russian Major Oil Companies), Oil and Natural Gas 
Review, Volume 35, No. 6 (November 2002). 



NIDS Security Reports 

20 

                                                                                                                                        

The “Energy Strategy” lays out appropriate policy goals. However, there are several serious 
problems with the specific measures meant to accomplish these goals. The first problem is 
how to secure sufficient capital for exploration and development. There is a possibility that, 
depending on international oil prices, exploration and development in eastern Siberia, the 
Republic of Sakha, the Sakhalin continental shelf, and the Russian parts of the Barents Sea 
and Caspian Sea would not be profitable. The government has not outlined concrete measures 
to finance these projects.     

The next problem relates to the limits of the transport capacity of pipelines. State-run 
Transneft, which owns the oil pipelines, has jurisdiction over allotting the amount of oil 
distributed through the pipelines. Even if companies expand their oil production capacity to 
raise profits, this would not increase their exports and create incentives for exploration and 
development because of the limitations in distribution capacity. Russia’s rigid financial 
structure also leads to lower investment in building transport facilities, and the legal system 
stipulates that it is only state-run companies that can own the pipelines. Therefore, foreign 
investment in building pipelines cannot be anticipated. The “Energy Strategy” points out that 
this system of state management is one factor restricting the expansion of pipeline distribution 
capacity, and states that regulations should be liberalized. However, there is no consistency in 
the policy goals, as the report also states it is in the jurisdiction of the Russian government to 
plan pipeline buildings, and it expects private companies, on the other hand, to provide the 
capital for the investment.   

The report also laid out proposals for redressing gas prices, but does not explain the basic 
reasons as to why domestic gas prices must be set at such low levels, and does not specify the 
necessary measures to be taken for price hikes. Accordingly, the “Energy Strategy” clarifies 
the issues that must be resolved for setting gas prices, but the specific measures that would 
address these issues have not yet been established.    
 
D. Issues Facing Russia’s Energy Industry  
 
1. Insufficient Investment in Exploration and Development by Private Oil Companies  
 
Currently, the privatized oil companies are boosting production by introducing technology for 
managing oil fields from the West. However, the companies experiencing particularly rapid 
growth are not always reinvesting their profits in the exploration, development and 
technological development needed for sustainable energy development. 

For example, Yukos is owned by an offshore company61 but the offshore companies, in 
general, usually make efforts to raise the share price of companies bought in M&As and have 

 
<http://oilresearch.jogmec.go.jp/papers/2002/200211sakaguti_russiasekiyu.htm>. 
61  Ibid., In 2002, the former CEO Mikhail Khodorkovsky announced that executive officers owned 
approximately 61% of the stock in the offshore company Group Menatep and that, of this percentage, 
Khodorkovsky himself owned 36.3%. 
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to use those capital gains to obtain additional companies and finance initial funding.62 As a 
result, their first priority is to increase production more than other companies and raise their 
share price, and rather than restarting production from suspended wells while international oil 
prices are high, as would be desirable from the perspective of sustainable corporate 
management, they instead boost production at prime oil wells currently in production where 
production costs are low.63 Accordingly, the suspended wells with high production costs are 
essentially abandoned. This same problem can be observed with Zibneft and Lukoil, Russia’s 
major oil companies, in addition to Yukos.64

 
2. Impediments to Investment in Natural Gas Exploration   
 
The gas industry is confronted by the issue of how the state-run monopoly Gazprom could 
finance the large investments in exploration and development of gas fields and construction of 
new pipelines that will be needed in the future. Although foreign capital has financed some 
exploration and development investment,65 Gazprom’s profit is too small to rate itself as a 
credible investment corporation for foreign capital. The main factor restricting the profit of 
Gazprom, the world’s largest gas company, is that the sales price for domestic 
consumption—accounting for just under 70% of production volume—is kept low.  

In Russia, the 1999 “Russian Gas Law” stipulates that natural gas must be sold at a 
government-regulated price no matter what the profitability, and as a result Gazprom must 
currently sell natural gas for less than their production costs in the domestic market.66

The Russian government is aware of the severity of the discrepancies in internal and 
external prices, and is currently considering adjusting prices.67 The reason for this kind of 
extreme price discrepancy lies in the creation of planned cities with a massive migration to 
peripheral areas in line with a security policy to strengthen the integrity of Russian territories. 
The cost of living in these regions is approximately four times the average in other regions, 
and the central government must provide financial subsidies, such as energy supplies, to 

 
62 Ibid., Starting with the acquisition of Vostokneft in 1997, Yukos began buying up companies, and doubled 
the price of its own shares by 2001.  
63 Ibid., A comparison of changes in the proportion of suspended wells from 1998 to 2002 shows that the 
state-owned Rosneft decreased suspended wells from 22% to 6.8% and restarted production at suspended 
wells, but 36% of Yukos’ wells were suspended ones and there was almost no decrease. In 1998, many of 
Russia’s private-sector oil companies introduced western technology, but this technology was not intended to 
restore suspended wells or to carry out new development, but rather to increase production at oil wells 
currently in production at relatively low costs. 
64 Ibid. 
65 In June 2003, a joint venture was formed between Gazprom and the German company Wintershall to 
develop the Achimovsk gas field in the northern Urengoi mining concession in eastern Siberia.    
<http://www.gazprom.com/eng/article/article8921.shtml>. 
66 Domestic sales prices for natural gas are generally kept at 1/10 of export prices. Furthermore, domestic oil 
prices are about half of international oil prices. 
67 EIA, Countries Brief. <http://www.eia.doe.gov/emeu/cabs/russia.html>. 
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maintain basic living standards. Large amounts of oil and natural gas that should have been 
exported had to be used for domestic consumption,68 with additional subsidies as well. 
Furthermore, approximately 18% of Russia’s gas exports are directed to CIS countries that the 
presidential message designated as being in “Russia’s strategically important zone.” The 
prices in those regions are also kept at about half of the price of exports to Europe, robbing 
Gazprom of its rightful profit.   
 
3. Distance between Consumer Market and Producing Regions  

 
Russia’s energy producing areas are unevenly distributed. Accordingly, distribution costs 
change considerably depending on the distances between producing and consumer regions, as 
well as production items and demand items.   

The majority of Russia’s proven oil and natural gas reserves are in western Siberia, 
hemmed in by the Ural Mountains and the central Siberian plain. The pipelines originating in 
this area were built to supply energy to eastern European countries during the Soviet era. For 
Russia, the ideal scenario would be to use these existing routes to export oil to Europe from 
western Siberia, but oil demand is not expected to increase significantly in the European 
markets. On the other hand, the promising consumer markets for the future are the US and 
Asia, which are remote markets from production areas and lacking in infrastructure.  

This problem would be resolved by promoting resource development in eastern Siberia and 
Far Eastern Russia, but currently, out of the 10 crude oil export terminals in Russia, there is 
only one terminal located along the Pacific coast, in Nakhodka. In addition to investment in 
exploration and development, considerable investment in infrastructure such as crude oil 
export terminals would be required to increase exports to the US69 and China, which are 
expected to be the most promising markets for Russia’s oil exports in the future.      

Over 30% of Russia’s natural gas production is exported, with 36% going to western 
Europe (Germany, Italy and France), and 17% to Turkey and eastern Europe, in 2000.70 
Europe’s demand for natural gas is also expected to increase, and also represents a promising 
export market for which existing infrastructure could be used. Russia desires stable prices and 
financial revenue, and resolution of the main impediment to exports to Europe, the problem of 
European Community Regulations.71 However, production from existing large gas fields has 

 
68 In particular, the gas used for thermal power generation and consumer use had to be set at low prices to 
ensure a minimum standard of living.  
69 Natural gas exports to the U.S. come from three regions: western Siberia, the Barents, and the Sakhalin 
coast mine in the north Sakhalin sedimentary basin. 
70 The rest consists of 29% to the Ukraine and Belarus, and 18% to CSI countries.  
71 The EU laid out measures promoting competition through deregulation in the electricity generation and gas 
industries in the 1997 Amsterdam Treaty, and adopted a policy to eliminate long-term purchase contracts with 
take-or-pay clauses and destination clauses prohibiting resale to third parties that were the norm in gas 
transaction contracts. However, in light of the rapid surge in gas demand, the EU prioritized the issue of 
securing a long-term stable supply, and in September 2002 it allowed long-term purchase contracts with 
take-or-pay clauses.  
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peaked, and there has been little progress in developing new large gas fields due to 
insufficient investment. Although Russia’s infrastructure is well suited for natural gas exports, 
in contrast to oil exports, it is not able to produce enough natural gas to take advantage of its 
infrastructure.   
 
 
E. Implications of Development in the Far East 

 
Oil production in the Republic of Sakha, eastern Siberia, is the Russia’s center for export to 
Asia and the Pacific region, including Japan. The production in Sakha will not only determine 
the feasibility of development projects in eastern Siberia and the Far East, as well as strategic 
profits in Asia and the Pacific region, but is also important for Russia’s sustainable growth. 
There is a danger that production could fall below 3 million tons/day in the worst case 
scenario in which no development investments are made. Russia anticipates investment from 
East Asia, including Japan, which could finance these development costs. In negotiations over 
the plans for the construction of an eastern Siberia pipeline to export oil,72 Russia seems to 
have liberty to choose the route preferred by Japan or China. However, the construction of this 
pipeline will become feasible only if resource development and exploitation are conducted 
and profitability of production is assured. Therefore, resource development in this region is a 
pressing issue for Russia. At the same time, Russia is unable to bear these costs itself, and 
must realize that it is in a passive position, relying on Japan’s large financial aid and technical 
assistance. 
 
 
IV. China’s Energy Strategy: Irrational Behavior  
 
A. Energy Supply/Demand and Long-term Outlook  

 
China’s primary energy consumption decreased from 1997 to 1999, and then began to increase 
starting in 2000, showing strong growth of 19.7% in 2002, and 13.8% in 2003. One major 
reason behind this is that coal consumption began increasing starting in 2001, and recorded a 
27.9% increase in 2002. Oil consumption rose an average of 6.4% per year since 1990, 
reaching 275.2 million tons in 2003. This can be attributed to policies switching industrial 
sector energy resources to oil from coal, and increasing motorization in China.73 The number 

 
Masumi Honmura, Rosia Karano Atarashii Sekiyu Tennen Gasu Furo o Tenbo Suru (sono 1) (Outlook on 
New Oil and Natural Gas Flow from Russia), Oil and Natural Gas Review, Volume 36, No. 2 (March 2003). 
<http://oilresearch.jogmec.go.jp/papers/2003/200303russia-motomura.htm >. 
72 Russia claims that construction of this pipeline could be feasible with production of 50 - 80 million tons of 
oil bound for Japan from this region.  
Furukawa, Rosia 2020 nen Enerugi Senryaku no Gaiyo (Overview of Russia’s 2020 Energy Strategy) 
73 The Development Research Center of the State Council of the Peoples Republic of China estimates that the 
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of automobiles owned in China rose an annual average of 11.3% from 1990-2000, and that 
motorization is the main factor pushing up oil demand.74 Consumption of natural gas has also 
increased at an annual average of 8%, amounting to 27 million toe in 2002, almost double the 
1990 level. In 2003, consumption rose 10.1% year-on-year to 29.5 million toe. This increase 
in natural gas consumption is due to China’s policies encouraging natural gas usage in urban 
areas, and switching from coal to natural gas in the electrical power generation sector to 
address environmental issues.  

Primary energy production decreased an average of 5.6% per year from 1997 to 2000, but 
turned around to increase in 2001. The main reason for this was that the stronger demand for 
electricity resulted in a sharp spike in coal production for power generation starting in 2001.75 
Coal production rose from 500 million toe in 2000 to 842.6 million toe in 2003. On the other 
hand, oil production has shown a marginal rise, with a sluggish average annual increase of 
about 1.8% since 1995. This can be attributed to the decline in production following the aging 
of existing large-scale oil fields, and the fact that development and production in new oil 
fields did not increase as much as expected. As demand for natural gas as an alternative 
energy to coal and oil has increased, exploration and development has taken off in recent 
years, thereby increasing production to an average of 11% per year since 1995. 

Although coal will remain at the core of China’s primary energy resources, its proportion 
will decline while that of oil and natural gas rises. Demand for coal is expected to show a 
steady increase, particularly in the power generation sector,76 with the current 659 million toe 
of consumption in 2000 almost doubling by 2030, to 1,278 million toe. Oil demand will 
continue to increase and demand for imports will heighten, but China’s rather optimistic 
estimates suggest that its import dependency will rise to only about 30% due to the expansion 
of alternative fuel use. On the other hand, the IEA projects that China’s dependence on 
imports will increase from 34% in 2001 to 82% in 2030.77 Natural gas demand has climbed 
sharply since 2000. That demand is expected to increase an average of 5.5% per year between 
2000 and 2030, which is higher than the demand for oil (growth of 3% during this same 
period) and coal (2.2%). Consumption in 2030 is expected to increase by five times to 151 
million toe (Table 4.1).  

 
number of registered automobiles will increase at a 15.2% per annum, reaching 71.67 million in 2020. The 
People’s Daily, January 17, 2002.  
74 Chugoku no Kodo Keizai Seicho no Kage ni Hisomu Enerugi Kankyo Mondai (Energy and Environmental 
Problems Hidden in the Shadow of China’s Rapid Economic Growth), Enerugi Keizai (Energy Economics), 
Volume 29, No. 3 (Summer, 2003).  
75 Coal production fell an average of 8.1% per year from 1997 to 2000, but this decline was due to reduced 
production following the consolidation of small-scale coal mines that were the site of frequent accidents, and 
policies limiting consumption in the interest of environmental conservation. 
76 The coal share for China’s electrical power generation sector in 2000 is 78.3 %, which is a very high 
percentage, compared to the 39.1% world average and 38.8% OECD average. 
77 IEA, World Energy Outlook 2002. 
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B. China’s Energy Strategy  
 
1. “The Tenth Five-Year Plan”78 and “Research on a Sustainable Development Strategy for Oil 

and Natural Gas”  
 
Policies on its energy strategies that China has officially released include the “The Tenth 
Five-Year Plan for the National Economy and Social Development,” issued in March 2001. 
The primary objectives of this plan are to double GDP within ten years and achieve economic 
growth of 7% per annum. In line with this plan, ensuring an energy supply—particularly an 
oil supply—is a crucial issue in China’s energy security, but domestic oil development and 
production have not kept up with economic and social expansion, resulting in a widening 
supply/demand gap. Accordingly, China has laid out specific policies aimed to: (a) cut down 
on the use of oil through a variety of measures; (b) encourage exploration and development of 
oil and natural gas; and (c) promote its “overseas operations strategy” to ensure aggressive use 
of foreign resources (the plan outlines specific measures such as the promotion of foreign 
investment and joint development of foreign resources); (d) prompt creation of a strategic 
reserve system for oil and other resources; (e) emphasize the development and use of clean 
coal; (f) actively develop hydraulic power plants, consolidate small-scale thermal power 
stations, and appropriately expand nuclear power plants; (g) emphasize the development of 
new energy sources; and (h) implement strategically significant projects such as the 
distribution of natural gas from the west to the east (West-East Gas Pipeline Project), and the 
distribution of electrical power from the west to the east (West-East Power Transmission 
Project). 

On May 26, 2003, Wen Jiabao, Premier of the State Council of the People’s Republic of 
China, held a conference on energy strategies. Premier Wen Jiabao received reports from 
teams of experts, led by President Xu Kuangdi of the Chinese Academy of Engineering, and 
declared during the conference that “Research on Sustainable Development Strategy for Oil 
and Natural Gas” would commence. He also decided to have the relevant sections of the State 
Council conduct research on energy strategies.79 Furthermore, he specified seven crucial areas 
for research: (1) resources and supply/demand conditions; (2) development of domestic oil 
and natural gas resources; (3) import of oil and natural gas and participation in overseas 
resource development projects; (4) oil security and storage; (5) development of the 
petrochemical industry; (6) curtailing use of oil and natural gas and development of 
alternative resources; and (7) laying out measures and policies for development of oil and 
natural gas resources. These items are the same priority measures related to energy outlined in 
the Tenth Five-year Plan, but it is worth noting that development of domestic resources and 

 
78 The Tenth Five-Year Plan outlines the main objectives, important guidelines and priority sectors for 
economic and social development from 2001 to 2005.  
79 The People’s Daily, May 27, 2003. 
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the development and use of foreign resources are specially emphasized. These strategies will 
be followed to ensure a supply of the oil and natural gas that has vital importance for 
maintaining China’s strong economic growth.    
 
2. Development of Onshore and Offshore Resources  

 
China’s energy strategies place particular emphasis on the development and use of domestic 
resources, and China is actively implementing national projects to develop its western regions, 
which have lagged behind in development thus far. While China’s domestic energy-producing 
areas are concentrated in the northeastern and central-western regions, the main energy 
consuming areas are centered in the eastern coastal regions.80 Coal and oil must be transported 
by railway, and natural gas by pipeline. Energy development has lagged far behind in the 
central and western areas because of the lack of such transport infrastructures connecting 
production areas with consuming regions. As a result, China is encouraging the building of the 
large-scale West-East Gas Pipeline81 and West-East Power Transmission82 projects, as one of 
the major rural development projects linking production regions with consuming areas. It is, 
however, necessary for China to introduce foreign capital to realize these goals. These two 
large projects will improve domestic supply/demand conditions, and also play a key role in 
redressing economic disparities in the coastal and inland regions. Also, the establishment of 
the West-East Pipeline will likely serve as the foundation for the creation of a pipeline 
network with neighboring countries. If the pipeline extended to the west, natural gas could be 
imported from Kazakhstan and Turkmenistan. China plans to actively introduce foreign 
capital in developing domestic resources, and major oil companies, as well as small and 
mid-sized development companies. Companies from the US, Canada and Australia have 
participated in the development.83

China is putting its energies into developing offshore energy resources, as well as onshore 

 
80 The northeast and northern regions (Shanxi and the Inner Mongolian autonomous region) have large 
deposits of coal, and oil is found in the northeast regions such as Daqing, Shengli, and Liao. Natural gas is 
also found in the central western region (Szechuan, the Talim basin, etc.). 
81 This plan would connect natural gas from the Talim basin in the Xinjiang Uighur autonomous region to a 
pipeline 4,200km long that extends all the way to Shanghai via Henan, Anwhei, Jiangsu and Zhejiang, and 
will initially distribute 12 billion cubic meters of natural gas per year, and 20 billion cubic meters in the 
future. Investments in pipelines would total 49.5 billion yuan (about US$5.5 billion) for a total investment of 
160 billion yuan (about US$18 billion). Shell, Exxon Mobile and Gazprom will participate in the plan and 
would each retain 15% of the share.  
82 This is a project to construct a high-capacity, long-distance super high-pressure power transmission route 
to distribute energy to coastal regions in the east by developing the abundant hydraulic energy resources and 
coal resources in the southwest and northwest regions. It would be divided into three routes (north, central 
and south), and the Three Gorges Dam would form the core of the central route.  
83 Hijiri Ishida, Bakuhatsu suru Chugokuno Gasu Bijinesu (Bursting Chinese Gas Business), Oil and Natural 
Gas Review, Volume 36, No. 5 (September 2003). <http://oilresearch.jogmec.go.jp/papers/2003/200309/ 
042-065p.pdf>. 
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resources. Currently, China produces oil and natural gas in the Bo Hai Gulf, the eastern sea 
near Shanghai, and Hainan Island’s southern ocean area. Offshore oil fields accounted for 
approximately 12% of China’s total oil production, and offshore natural gas fields made up 
about 13% of China’s total natural gas production, in 2001. “Oil resources from the 
continental shelf in waters adjacent to China are projected to amount to approximately 25 
billion tons, and natural gas resources to about 140 trillion cubic meters, but exploration of 
this undersea oil and natural gas has been limited, and only 5% of this amount has been 
confirmed as proven reserves.”84 Further, Shou Jiahua, the Vice-Minister of the Ministry of 
Land and Resources, stated at the annual meeting of China’s Geological Survey Committee, 
“Offshore resources represent future resources that are essential to China’s sustainable 
development, and expanding geological surveys and offshore-resource exploration will protect 
our national interests.”85 He proposed to enhance introducing foreign capital for accelerating 
the exploration and development of offshore resources. 

Currently, China is exploring and developing oil and natural gas in the South China Sea and 
the East China Sea, but development in the East China Sea is centered near the intermediate 
line between Japan and China, and China is also in conflict with neighboring countries 
concerning territorial claims over islands in the South China Sea. Consequently, there are 
concerns that accelerated exploration and development in those regions would heighten 
tensions with those countries in the future.86

 
3. Enhancing Energy Diplomacy  

 
China initially relied on its domestically produced oil and imported oil from Indonesia and 
Oman whose oil types are the same as the domestically produced oil. China, however, has 
started to import oil from Iran and Saudi Arabia since the late 1990s in order to diversify its 
suppliers and reduce the risk of relying on any particular country. It expects neighboring 
Russia, Kazakhstan and Turkmenistan to be major suppliers in the future. Currently, China is 
pursuing a plan to lay an oil pipeline to Russia and Kazakhstan, and if this were to be carried 
out, it would ensure a stable oil supply and also reduce the risk of relying heavily on the sea 
lane that passes through the Malacca Strait.87

However, China’s reliance on imports for its oil supply will clearly increase even further in 
the future. It is essential for China to secure a stable energy supply in order to sustain the 
strong economic growth with which the communist regime justifies its rule. Therefore, it is 

 
84 The People’s Daily, Overseas Edition, February 1, 2000. 
85 China Internet Information Center, April 26, 2002. 
86 Shigeo Hiramatsu, Zoku Chugoku no Kiayo Senryaku (Ocean Energy Strategy in China), (Keisoshobo, 
1997). 
87 In regards to this, a report from the RAND research institute stated that China’s pipeline project is an 
attempt to reduce its reliance on US-controlled sea lanes. Further, there are doubts as to the effectiveness of 
the pipeline project, and China will likely ultimately be forced to continue under the aegis of the US sea lanes. 
Erica Strecker Downs, China’s Quest for Energy Security (Washington, D.C.: RAND, 2000). 
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reinforcing bilateral relationships with oil exporting countries. China has engaged in active 
resource diplomacy up until this point, as evidenced by the visit of China’s premier Jiang 
Zemin to Saudi Arabia in November 1999, Iran’s president Khatami’s visit to China in June 
2000, and China and Russia’s agreement to cooperate on energy matters during a summit in 
2001. These efforts have been stepped up even more recently, with Jiang Zemin visiting Iran 
in 2002 to sign an agreement on the joint development of oil and gas fields, Tajikistan’s 
president’s visit to China in May 2002 to sign an agreement on cooperation in the energy 
sector, and the visit of Hu Jintao to Kazakhstan to sign a joint statement on cooperation in the 
energy sector.     

 
4. Three Major Oil Companies and Overseas Investment 
 
China used to have five companies in the oil industry. In 1998, they were reorganized and 
integrated into three state-run oil corporate groups.88 They are vertically integrated and 
consolidate all processes from upstream to downstream, from oil development to the sale of 
petroleum products. These three major oil companies have divided jurisdiction over China’s 
entire territory among themselves into three sections. This reorganization was part of the 
reform of state-run companies, and was intended to improve the efficiency of policy 
decision-making by consolidating and simplifying government functions. The reform was also 
intended to foster major Chinese oil companies89 that have international competitiveness, and 
to revitalize the oil industry90.     

The three oil companies have started their overseas business after the completion of the 
reform, as part of the government’s energy strategy to develop overseas resources. It was 
expected to obtain 15-25 million tons of crude oil overseas, which is the goal stated in the 
Tenth Five-Year Plan. Starting with CNPC’s first entrance into overseas business in 1992, 
China’s three major oil companies have been active participants in exploration and 
development around the world. The companies have invested in joint development projects 
and obtained exploration and development concessions in the Sudan, Indonesia, South 
America, the Gulf of Mexico and Central Asia, and are involved in almost 50 major projects 
overseas. Along with these overseas activities, it is estimated that China has obtained more 

 
88 The China National Petroleum Company (CNPC), established in 1988, has jurisdiction over China’s 
northeastern region, including Beijing, and China’s western region; China Petroleum & Chemical Corporation 
(SINOPEC), established in 1983, over southeastern China, primarily Shanghai; and China National Offshore 
Oil Company (CNOOC), established in 1982, over Huang Hai (the Yellow Sea) along the Chinese coast, the 
East China Sea and South China Sea.  
89 Takashi Usami, Chugoku no Sekiyu Shijyodouko to Higashi Ajia Genyu Yunyu Rojisuthikku nikansuru 
Chosa 5 (Survey of Chinese Oil Market Trends and East Asia Crude Oil Import Logistics, Chapter 5), The 
Institute of Energy and Economics of Japan (IEEJ), (posted in July 2000). 
<http://eneken.ieej.or.jp/data/ pdf/437.pdf>. 
90 Shishi Kaku, Chugoku Meja no Keieijittai to sono Keieitokushitsu (Management Status and Management 
Attributes of Chinese Major Oil Companies), (posted in June 2003). 
<http://eneken.ieej.or.jp/data /pdf/689.pdf>. 
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than 400 million tons in terms of proven oil reserves, and about 800 million cubic meters in 
terms of natural gas production.91

On the other hand, there is a concern that China’s energy diplomacy toward the unstable 
nations that US and European companies avoid investing in could deepen military 
relationships between China and these countries. In particular, China’s closer relationship to 
Iran — which the US has labeled as one of the three members of the “axis of evil” — and 
Sudan,92 raises security concerns in the US. Furthermore, there are also concerns that the 
acquisition of foreign entities by Chinese companies impedes the flexible and efficient 
allocation of resources through market mechanisms due to their frequent attempts to corner 
resources.93

 
3. Japan’s Commitment to China’s Energy Security   

 
China’s most serious problem in domestic energy supply is the lack of a stockpiling system 
for oil. China’s government first gave consideration to the idea of setting up an oil stockpile in 
1999 when oil prices rose sharply, and the Tenth Five-year Plan lays out a policy to “quickly 
ensure a strategic reserve system for oil.” The government is discussing the legislation needed 
to construct a national and private stockpile system. According to the Tenth Five-year Plan, 
crude oil storage tanks will be built for national reserves by 2005,94 construction of four 
reserve sites95 in Zhejiang and other locations has started since 2003, and 5 million tons of 
crude oil will be set aside in reserves by 2005. However, the volume of the stock is too little 
compared to the levels of developed nations,96 and is not enough to compensate in the event 
of a supply disruption. Accordingly, some observers see that one reason for the surge in crude 
oil prices when the Iraq war broke out was that China rushed to increase its supply out of fear 
that its oil supply would be temporarily interrupted.97 Japan would also benefit if China were 
to create a stable oil reserve system, since it would reduce volatility in oil prices, and Japan 

 
91 Shishi Kaku, Chugoku niokeru Sekiyu Sekyurithi Mondai heno Kanshin no Hakieito Taiou no Tenkai 
(Background on Chinese Interests in Oil Security Issues and Development of Oil Security Measures) IEEJ, 
(posted in December 2002). <http://eneken.ieej.or.jp/data/pdf/531.pdf>. 
92 China succeeded in obtaining oil rights for four mining concessions in Sudan through a production sharing 
agreement. 
93 Akira Ishii, Sekaiwo Ugokasu Sekiyu Senryaku (Oil Strategy Rules the World), (Chikuma Shobo, 2003). 
94 Takashi Usami, Chugoku no Sekiyu Shijyo Douko to Higashi Ajia Genyu Yunyu Rojisuttikusu ni kansuru 
Chosa (Survey of Chinese Oil Market Trends and East Asia Crude Oil Import Logistics). IEEJ, (posted in 
July 2002). <http://eneken.ieej.or.jp/data/pdf/437.pdf>. 
95 Stockpile sites are Shandong Province, Tsingtao City, Huangdao, Zhejiang Province, Zhoushan City, 
Daishan, Zhejiang Province, Ningbo City, Zhenhai, Canton Province, Huizhou City, Daya Bay.  
96 The IEA recommends reserves equivalent to a country’s net imports over a 90-day period in the previous 
year, and China’s projected reserve volume of 5 million tons is equivalent to about 14-day imports of 2004.  
97 Michiko Oda, Iraku Sensomaeno Genyukakaku Kotono Ichiinha Chugokuno Kinkyu Kaimashi ? Kenen 
Sareteita Kikijino Karijyu Hasseiga Ichibu Kenzaika, (One Reason for the Surge in Crude Oil Prices When 
the Iraq War Broke Out was that China Rushed to Increase its Supply), Oil and Natural Gas Review, Volume 
36, No. 5 (September 2003). <http://oilresearch.jogmec.go.jp/papers/2003/200309/085-088p.pdf>. 
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could cooperate in this field by providing technical and financial assistance.98 Besides, China 
must be included in mutual accommodation schemes in the region when supplies are disrupted. 
International cooperation is essential to energy security, not actions based on geopolitical 
notions such as immense projects and the acquisition of rights that are illogical in an 
economic sense, as well as securing distribution routes such as sea lanes. Including China in 
cooperative frameworks is crucial for energy security in the Asia-Pacific region. 
 
 
V. Conclusion 

 
Oil and natural gas supply and demand conditions had softened in the long term, as 
consumption had decreased compared to supply due to the encouragement of conservation and 
more efficient use in developed nations, as well as the development of alternative energy 
sources. However, energy demand has spiked due to the rise in demand following the dramatic 
economic growth in developing nations in the Asia-Pacific region, and particularly China. 
Demand for the energy needed to sustain economic development in China will continue to 
increase, particularly for oil and natural gas. Proven reserves of oil and natural gas in 
Asia-Pacific region are relatively small compared to demand. The region will become more 
reliant on the politically unstable Middle East in order to fulfill the burgeoning demand. Thus, 
the vulnerability of the energy supply system has once again become a matter for concern. 
There are also concerns that the coordinated production cuts by oil-producing countries in 
1998 caused oil prices to rise and impeded the transition of energy resources to a commodity. 
Furthermore, the US opened a military offensive in Iraq in 2003, triggering speculations that 
the US’s objective was to gain control over Iraq’s oil reserves, which are the second largest in 
the world. This forced the world to realize again the importance of energy resources as a 
strategic commodity, and in turn instigated concerns that conflicts would break out over 
monopolies over resources, skyrocketing prices, and the capture of resources.  

Although the energy demand in developing countries in the Asia-Pacific region will 
obviously rise in the future, the world supply is sufficient to meet growing demand, judging 
from the supply/demand situation of oil and natural gas. There is little chance that conflicts 
would occur between countries in the near future over oil and natural gas. Furthermore, these 
resources have become market commodities, and their price is consequently determined by 
the market. Coordinated production cuts by oil-producing countries would cause price hikes, 
but the market would regulate the extent of the rise. The spot market corrects for short-term 
supply imbalances. Furthermore, it is hard to imagine that prices would rise to the extent that 
a country would incur massive military expenses to obtain oil. In the past, oil-producing 
countries’ attempts to form a cartel and control exports have ended up hurting those countries 
financially. Oil and natural gas have lost much of their power as strategic commodities.  

 
98 Joint Ministerial Declaration on the occasion of ASEAN plus Three Ministerial Meeting on Energy, June 9, 
2004, Ministry of Economy, Trade and Industry.<http://www.enecho.meti.go.jp/info/040610a.pdf>. 
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The US’s energy strategy is to ensure that transactions over energy resources are controlled 
by market mechanisms. This makes it difficult for political manipulations to affect 
transactions over energy resources. For Russia, which has become a major exporter of oil and 
natural gas, liberalization will lead to an expansion of foreign investment and profits. If the 
construction of a distribution infrastructure from Siberia to the Far East could be facilitated by 
foreign investment, exports could increase dramatically. On the other hand, China has begun 
to get much more involved in overseas development of energy resources. However, China 
plans to construct an oil and gas pipeline from Central Asia to its own domestic territory, and 
is acquiring the rights to mature oil fields at unreasonable prices in a deviation from economic 
logic. China began developing subterranean oil fields in the East China Sea in mid-2004, but 
this is a sensitive region, and there is no need for large development investments there, given 
global supply/demand conditions. This is one reason that China is kept at arms’ length by 
European and US companies, but from China’s perspective, the US and Europe might 
interrupt its procurement of energy. If China had more trust in market mechanisms and acted 
in accordance with international commercial practices, it would be able to obtain oil and 
natural gas more easily and rationally.    

Relying more on market mechanisms for transactions would be beneficial for Russia and 
China as well as the US. However, there are also demerits to relying on the market. If oil and 
natural gas prices are left completely up to the market, prices could fall heavily. In this case, 
oil-producing countries would be at a disadvantage and would begin coordinated reduction of 
oil production. Also, sharp changes in prices would be disruptive for the consuming countries 
and oil-related companies as well. When there is a possibility that prices would fluctuate 
considerably, it is necessary for producing and consuming countries to hold dialogues to 
discuss the situation together.   

Japan lacks energy resources and relies on imports for almost all of its oil and natural gas. 
Its reliance on the Middle East is extremely high. Japan is structurally unable to reduce its 
reliance on the Middle East. Accordingly, it is important that Japan aid in the development of 
the Middle East by increasing its investments in the region and creating employment there. 
Also, it should encourage imports from Russia and shift from oil to natural gas, diversifying 
its suppliers. Furthermore, it must encourage energy resources becoming even more of a 
market commodity. 
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 Figure 1.1 Fluctuations in oil demand of major OECD countries 
 (rate of increase in five-year period) 
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Source: BP, Statistical Review of World Energy 2003  
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Table 1.1 China’s weight in global primary energy consumption (unit: %)  
 1971 1990 2000  

Energy overall 5 9 11 

Coal 13 24 28 

Oil 2 4 7 

Electrical power demand 3 5 9 

CO2 emissions  6 11 14 

(Ref.) GDP 3 6 12 

Population 23 22 21 

Source: IEA, World Energy Outlook 2002, p. 238, Table 7.1  
 
 
Figure 1.2 Global oil consumption (by region and major countries) 
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Table 1.2 Outlook for oil demand (unit: million barrels/day) 

 
2000 2010 2020 2030 

2000-2030 
average growth 

rate (%) 

Global total 75.0 88.8 104.0 120.0 1.6 

OECD 44.8 49.6 54.0 57.6 0.8 
OECD North 
America 22.2 24.8 27.7 30.8 1.1 

OECD Europe 14.1 15.3 16.0 16.4 0.5 

OECD Asia 8.5 9.5 103.0 10.5 0.7 

Non-OECD 27.1 35.9 46.4 58.3 2.6 

Russia 2.7 3.1 3.7 4.4 1.7 

China 4.9 7.0 9.4 12.0 3.0 

Indonesia 1.1 1.5 2.0 2.4 2.7 

East Asia 3.2 4.4 5.7 7.0 2.7 

India 2.1 3.0 4.2 5.6 3.3 

South Asia 0.5 0.8 1.2 1.8 4.0 

Brazil 1.8 2.4 3.1 3.8 2.5 

Central and South 
America 2.7 3.4 4.3 5.5 2.4 

Africa 2.0 2.9 3.9 5.4 3.3 

Middle East 4.1 5.2 6.3 7.7 2.2 
Source: IEA, World Energy Outlook 2002 
 
Table 1.3 Outlook for natural gas demand (unit: billion cubic meters)  
  

  
2000 2010 2020 2030 

2000-2030 
average growth 

rate (%) 

Global total 2,527 3,377 4,254 5,047 2.4 

OECD North America 788 992 1,161 1,305 1.7 

OECD Europe 482 640 799 901 2.1 
OECD Asia and Pacific 
region 122 168 201 243 2.3 

Transitional economies 609 748 876 945 1.5 

China 32 61 109 162 5.5 

East Asia 83 139 200 248 3.7 

South Asia 51 96 153 205 4.7 

Central and South America 105 167 251 373 4.3 

Middle East 201 272 349 427 2.5 

Africa 53 95 155 239 5.2 
Source: IEA, World Energy Outlook 2002 
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Table 2.1 US economic growth forecast (unit: US$billion)  
  Actual Estimate 

Year 1990 2000 2001 2005 2010 2015 2020 2025 

2001-2025 
average 
annual 

growth rate 

GDP 6,836 9,370 9,394 10,563 12,497 14,566 16,770 19,285 3% 
Source: DOE/EIA, Annual Energy Outlook 2003: With Projection to 2025  
 
 
Table 2.2 US long-term energy supply/demand outlook  
Category   

    

2001 2005 2010 2015 2020 2025 
2001-2025 
annual rate 
of change 

(%) 
Oil (million 
barrels/day) 7.67 7.66 7.86 7.66 7.99 7.96  

  Crude oil 5.80 5.58 5.63 5.25 5.46 5.33 -0.40 

  
Unrefined 
gasoline 1.87 2.08 2.23 2.41 2.53 2.63 1.40 

Natural gas (trillion 
cubic feet) 19.45 20.13 21.88 23.83 25.07 26.75 1.30 

Coal (million toe) 1138.00 1124.00 1231.00 1286.00 1359.00 1440.00 1.00 
Energy production 
(million toe) 1820.25 1865.00 1981.75 2056.25 2152.50 2245.75 0.90 
Energy demand 
(million toe) 2432.50 2579.00 2831.50 3047.75 3253.00 3476.75 1.50 
 
 
Table 2.3 US oil and natural gas imports  

Category 2001 2005 2010 2015 2020 2025 

Annual 
average 

growth rate 
(%) 

Total supply 19.69 20.49 22.99 25.23 27.23 29.17 1.7 
Total 
imports 10.9 11.5 13.76 16.2 17.72 19.79 3.3 Oil 
Ratio of 
imports (%) 55.4 56.1 59.9 64.2 65.1 67.8 0.9 

Total supply 22.67 24.6 27.06 29.5 32.14 34.93 1.7 
Total 
imports 3.65 3.86 4.78 5.26 6.66 7.76 3.2 

Natural 
gas 

Ratio of 
imports (%) 16.1 15.7 17.7 17.8 20.7 22.2 1.5 

Source: DOE/EIA, Annual Energy Outlook 2003: With Projection to 2025  
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Table 3.1(a) Russia’s long-term energy supply/demand outlook  

Year 2000 2010 2020 

Annual 
average 

growth rate 

Daily consumption  
(1 million bbl/d) 2.7 3.1 4.4 1.70% 

Daily production  
(1 million bbl/day) 6.5 8.6 9.5 1.30% 

Oil 

Net exports 3.8 5.5 5.1 1.40% 

Consumption  
(1 billion cubic meters) 405 

― 
634 1.50% 

Production  
(1 billion cubic meters) 583 709.0 914.0 1.50% 

Natural 
gas 

Net exports 188 ― 280 1.50% 
Source: IEA, World Energy Outlook 2002 
 
Table 3.1(b) Russia’s long-term energy supply/demand outlook 

  Actual Estimate 

Year   1990 2001 2010 2015 2020 2025 

Average 
annual 

growth rate 
Oil Daily 

consumption  
(1 million bbl/day) 8.4 3.8 5.1 5.3 5.7 6.2 2% 

  Daily production 
(1 million bbl/day) 11.4 8.8 11.6 13.3 14.4 15.9 2.4% 

Natural 
gas Consumption  

(1 million toe) 650.0 540.8 709.8 811.2 910.0 1003.6 2.6% 
  Production  

(1 million toe) 655.6 609.6 ― ― ― ― ― 
Total consumption  
(1 million toe) 1517.0 1020.0 1317.0 1427.0 1515.0 1610.0 1.8% 

GDP (1 billion US$) 1009.0 654.0 957.0 1152.0 1360.0 1600.0 3.8% 
Source: DOE/EIA, International Energy Outlook 2003  
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Table 4.1 China’s long-term energy supply/demand outlook  

Year 2000 2010 2020 
Average annual 

growth rate 
Daily consumption  
(1 million bbl/day) 4.9 7.0 12.0 3.00% 
Daily production  
(1 million bbl/day) 3.2 2.8 2.1 -1.40% 

Oil 

Net imports 1.7 4.2 9.8 9.10% 
Consumption  
(1 billion cubic meters) 32 61 162 5.50% 
Production  
(1 billion cubic meters) 30 55.0 115.0 4.40% 

Natural gas 

Net imports 2 6 44 10.90% 
Source: IEA, World Energy Outlook 2002 
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