International Energy Institutions

Guiding Questions:
What are  relationship between energy and international politics? 
What are the reasons for  the rise  of the phenomenon of international institutions concerned with energy markets?

What are the main  features of international energy  institutions?

Why the system for governing energy markets is fragmented? 
What are the prospects for the new energy order?

Introduction 

In the absence of an overwhelming  global threat that could only be dealt with in a unified way, world government during our lifetimes  seems highly unlikely. Thus, contrary to some prophetic views, the nation-state is not about  to be replaced  as the primary instrument of domestic and global governance. The state  is the most  important actor on the stage  of global politics, but it is not the only important actor (Nye and Donahue 2000: 12). If one thinks of social and political space in terms of nine-cell matrix (see Table  1, Nye and Donahue 2000: 13) more governance activity  will occur outside the box represented by national capitals of nation-states. With regard to governance in energy markets,  energy and politics are inseparable. Energy use  effects the structure of the international system itself: oil use creates an element of interdependency in the international system. Since oil is global commodity, each country’s demand affects the price and supply availability of oil for all consumers. Energy creates an additional link between the domestic and foreign policies of states. The impact of hydrocarbon use on climate change, energy prices, and concerns about energy supply availability have made a state’s  domestic energy consumption habits and policies a matter of international political interests and concern (Shaffer 2009: 3)

‘International institutions’, ‘international intergovernmental organizations’ (IGOs)  and  ‘governance’ are the key  notions in the debate about  attempts to regulate relationships between various stakeholders  in energy markets  in order to provide  the energy security for all nations. The unit traces the governance in international  energy sector in chronological order starting from the dominance of international oil companies (the Seven Sisters) up to 1960 when  the monopoly of these companies was challenged by at first quite  soft and defensive OPEC. 1973-74 oil embargo by OPEC states has undermined political credibility of OPEC as an international actor  and fueled  appropriate counter-measures by the developed world, including building up the International Energy Agency. Constant debates about energy security  became a part of agenda of G-7.  Rapprochement between producers and consumers has led to historical decisions of  G-8 summit in St. Petersburg (2006) about  a new model of  global energy security. But in fact,  St. Petersburg  summit’s decisions   did not result in  building of  the new energy order. The unit  explains why  the system for governing  energy   markets is still fragmented. This fragmentation stems from a number of factors including public opinion in various parts of the globe.  Then, the unit  deals with  the issue of building a practical strategy for setting  effective norms to govern the global energy economy
Table 1. Governance Activities

	
	Private
	Governmental
	Third Sector

	Supranational
	TNCs (International Energy  Companies)
	IGOs (OPEC, IEA, IAEA, Europe's Energy Charter Treaty) and contact groups (G-8, G-20)
	NGOs (International Energy Forum, the World Economic Forum’s Energy Industry Partnership, Transatlantic Energy Security Dialogue, etc.)

	National
	Firms
	Central
	Nonprofits 

	Subnational
	Local
	Local
	Local


 Definitions

International relations, whether  between governments, groups or individuals, are not  totally random or chaotic but are, for the main part, organized. One form of   the organization of international relations can be seen  in institutions – ‘the collective forms or basic structures of social organization as established by law or by human tradition’ (Duverger 1972:68). An international organization  in this context represents a form of institution that refers to a formal system of rules and objectives, a rationalized  administrative instrument (Selznick 1957:8) and which has  ‘a formal technical and material organization: constitutions, local chapters, physical equipment…, emblems, letterhead stationery, a staff, an administrative hierarchy and so forth’ (Duverger 1972:68). An institutional framework adds  stability, durability and cohesiveness to individual relationships which otherwise  might be sporadic, ephemeral, and unstable. By ‘governance’, we mean  ‘the processes and institutions, both formal and informal, that guide and restrain the collective activities of a group’ (Nye and Donahue 2000: 12)
  Key International Energy Institutions
 The Era of the International Oil Companies
During the first half of the twentieth century, oil production and supply were mainly controlled by seven U.S.-and European based oil companies, popularly known as  the “Seven Sisters”.  Nationalization of oil production only took place in the Soviet Russia after 1917  and in Mexico in 1938.   These companies determined the order of the oil market. The consuming countries  were dependent on the companies’ position in the upstream sector.  The Seven Sisters accounted for virtually all the  oil produced outside the United States and the Soviet block.  They were integrated  in the sense that  they controlled the entire production chain right from exploration to sale of the refined products. As of 1953 these companies controlled 95,8 percent of the reserves, 90,2 percent of the production, 75,6 percent of the refining capacity, and 74,3 percent of the product sales (Dag Harald Claes 2001: 54).
The Sisters  also organized their operations in the Middle East through a consortium in which  all major companies were engaged in at least two countries (see Table 2). In this way, the Sisters stood stronger  against possible regulation by the producing countries, as none of them  were totally dependent on the will of one government only. In a period with an abundance of oil available at low prices, the political interference  in the market disappeared during the 50s and 60s. Thanks to a combination of rapidly increasing oil consumption and low production costs in the Middle East, the international companies reaped a considerable profit. This profit naturally proved attractive to other [private companies as well as national oil-importing  companies. There were two strategies  open to these companies  if they wished to gain entry in the market – they could develop  a new area for oil production outside the area controlled by the Sisters, or they could attempt to break  the dominance  of the ‘majors’ in the Middle East.  The French company CFP employed the former strategy, opening production in Algeria in 1959, while the Italian national company ENI chose to enter into a joint venture agreement with  the National Iranian Oil Company in 1957. providing ENI with access to Iranian off-shore territory.  A number of similar agreements  between exporting countries and  smaller oil companies followed. This created a steadily increasing competition  in the market, which in turn put pressure on prices. Among the main newcomers were companies  such as  Getty Oil, Phillips, CFP, and Occidental. The last played a crucial role - in 1970 it became  the first to yield  to Libya’s pressure to raise prices and increased tax rates to producer countries. (Dag Harald Claes 2001: 57).
The developments in the international oil market during the sixties illustrate the general point that, as markets expand, competitive pressure increases. ‘It is easier to be a monopolist in a small market than in a large one. The integrated structure created barriers to entry at the company level, but when the market grew, these barriers became impossible to maintain.  The competition between the majors and the newcomers weakened their common position in the crude oil market. The lack of unity, combined with their  increased dependency on Middle East oil, reduced the companies’ market power. The companies’ position was to be challenged by the producing countries.
Another major shift  in oil production took place in the 1970s, when most Middle east producers – and some other important producers  such as Venezuela – nationalized their petroleum industries. Consequently, the bulk of the production market went  from private ownership by international oil companies to state ownership by national oil companies. Today, over 75 percent of the world’s proven oil reserves are in the hands of national oil companies.  The top seven international oil companies control less than 5 percent of the globe’s reserves.
Table 2. Ownership Shares in Middle East Production Distributed to International Oil Companies (%)

	Company
	Iran
	Iraq
	Saudi Arabia
	Kuwait

	Exxon
	7
	11.875
	30
	

	Texaco
	7
	
	30
	

	SoCal
	7
	
	30
	

	Mobil
	7
	11.875
	10
	

	Gulf
	7
	
	
	50

	BP
	40
	23.75
	
	50

	Shell
	14
	23.75
	
	

	CFP
	6
	23.75
	
	

	Iricon
	5
	
	
	

	Gulbenkian
	
	5
	
	


Source: Dag Harald Claes 2001: 56.
 The OPEC Era

This part of  unit addresses the role of political events, the institutional creation of OPEC, and its  rise and decline as international actor. 

 In 1960, five oil-producing countries – Iraq, Iran, Kuwait, Saudi Arabia, and Venezuela – formed the Organization of Petroleum Exporting Countries (OPEC) in an effort  to offset  the control  of the major  international oil companies in oil production and distribution. Today, OPEC’s membership  includes thirteen states. However, OPEC, with Saudi Arabia emerging as its  leader, had its  greatest impact in 1973-74, with the declaration of an oil embargo on the United States, Israel, and the Netherlands following the 1973 Yom Kippur War.  The declared embargo did not lead to actual suspension of supplies to any state. But due to the already tight conditions of the world market on the eve of the declaration, the insecurity and uncertainty created by the war and the embargo the embargo declaration triggered a 400 percent increase in world oil prices in a short period. 
Throughout the 1970s and the early 1980s, OPEC was able to hold sway over international oil process because of Saudi Arabia’s significant spare oil production capacity. However, beginning in the mid-1980-s, a major shift took place in the dynamics of the world market with the coming on line of major production volumes from a number of non-OPEC sources, the breakdown in coordination among OPEC members, and the diminishing spare capacity of Saudi Arabia and other OPEC members (Shaffer 2009:8)   (see, Tables 3 and 4). Least, but not last, after embargo OPEC has  lost its political credibility.
Table 3. OPEC: Good  Times, Bad Times
	
	OPEC’s Apex
	OPEC’s Nadir

	OPEC's Total Revenue 


	$283 billion in 1980 


	$132 billion in 1995 (less 

than $100 billion adjusted 

1980 prices) 



	Annual Prices Increase 

in Oil 


	30% per annum in 1973-81 


	2% per annum 1991-96 



	Demand for Oil
	Consumption grew by more 

than 2 mbpd each year in 

industrialized countries 


	As of 1997, consumption 

growing at an average of only 

.6 mbpd each year in industri- 

alized countries 



	Competing Fuels 


	1973 shares of global primary 

energy supply- oil:50.4%, 

nuclear: 1.0%, natural gas: 

18.4% 


	1996 shares of global primary 

energy supply--oil: 39.5%, 

nuclear: 7.5%, nalural gas. 

23.5% 



	Number of Major Oil Producing Countries

(Measured as countries that 

praduce more than 240 mbpd). 
	19 


	33 



	Non-OPEC Oil Production,  

excluding the former Soviet Union and the United States. 


	9 mbpd in 1976 


	26 mbpd in 1995 



	World Market Share
	OPEC oil accounted for 56% of global energy requirements during mid-1970s 


	OPEC accounts for 26% of 

global energy requirements today 



	Typical Policy Toward Oil Industry in Producing Countries 

	Nalionalizalion; restrict entry, regulate investors 


	Privatizaton, deregulation, 
promote investment 



	Producing Countries Closed to Foreign Investment in Oil 
	1980: Albania, Burma, Cuba, 

Eastern Bloc, OPEC, U.S.S.R
	1996: Kuwail, Mexico, . Saudi Arabia 



	Futures Market for Oil 
	Nonexislent 


	Comprises bulk of traded volume 



	Excess Production Capacity
	1980. Large, 14% of world demand 


	1997: Small, 4% of world demand 




Additonal sources: Internatonal Energy Agency. 

Table 4. OPEC’s  Oil Share in 1973-1996
	
	1973 

	1983 

	1996 


	Oil % Shares 


	Western Europe 


	60.4 

	48.0 


	41.5 



	Japan 


	77.4 

	60.5 


	53.8 



	U.S.A. 


	45.1 


	41.0 

	39.1

	Natural Gas % Shares 


	Western Europe 


	10.5 


	15.03 


	22.00 



	Japan 


	1.52 


	7.45 

	11.86 



	U S.A. 


	31.03 


	25 24 


	26 72 



	Nuclear % Shares 


	Western Europe 

	1.3 


	6 8 


	13.6

	Japan 


	.7 


	8.0 


	15 3 



	U.S.A. 


	1.2 


	4.7 


	8.6 




Source: BP . Statistical Review of World Energy for 1973 and 1996. • 
 A decade after the historic oil price rise of 1974, neither OPEC members nor Western industrial powers looked remotely like the pictures painted earlier. The West's political stability, economic prosperity, free institutions, and internal and external security were hardly affected. The impact of higher oil prices on Western economies was limited, short-lived, and not altogether negative since the oil crisis drew greater attention to conservation and environmental issues. OPEC, by contrast, was badly bruised. Apart from a number of traumas unrelated to oil -- a revolution in Iran, two bloody and ruinous wars between Iraq and its neighbors, and coups in Nigeria, Qatar, and Venezuela -- the OPEC members' own miscalculations and mismanagement ultimately brought them external payments deficits, rising budgetary shortfalls, runaway inflation, considerable delays and cost overruns in poorly designed projects, an enormous waste of resources, and mounting external debts (see Box 1).

Box 1. OPEC: expectations and reality

Contrary to alarmist forecasts, OPEC never acquired the power to set oil prices. The supposed global need for OPEC oil proved highly exaggerated, and the terms of trade turned against oil exporters and in favor of Western consumers. Instead of becoming bankers to the world, six members -- Algeria, Indonesia, Ecuador, Gabon, Nigeria, and Venezuela -- ultimately became wards of the International Monetary Fund. Instead of amassing trillions of dollars of foreign exchange reserves, OPEC members became some of the world's largest debtors. Instead of bringing the West to its knees, OPEC members were not even capable of defending their own national interests without Western military or political support and were virtually powerless to influence the oil market itself.
 From 1974 to 1998, OPEC members collectively earned more than $3.5 trillion from exporting oil and gas -- the largest monetary transfer in world history. Meanwhile, they amassed debts of over $400 billion, excluding grants-in-aid received by some. Where did all the money go? The foremost overall objective among all OPEC members was creating a sustainable base for a post-oil economy. This concern over the eventual exhaustion of their oil reserves led them all to seek economic diversification. With various degrees of resolve, all members adopted national development agendas focused on reducing oil dependence, ensuring greater self-sufficiency, modernizing economic infrastructures, lowering income inequalities, helping poorer oil-less developing countries, and, not least, strengthening national security and defense. Since by law or custom the state was the titular owner of energy reserves and the sole recipient of oil revenues, oil windfalls were allocated at the leadership's discretion. All member countries engaged in national economic planning and exercised varying degrees of state intervention in the economy, to disastrous effect.

No accurate accounting of the oil windfalls has been revealed by OPEC itself. Figures published by OPEC members and international financial organizations show that the lion's share (65 to 75 percent) of the post-1974 gross domestic product (including the oil bounty) went into private and public consumption, raising national standards of living that were abysmally low in some states (Ecuador, Indonesia, and Nigeria) and meager in others (Algeria, Gabon, Iran, Iraq, and Venezuela). A significant portion (20 to 35 percent) of national output was earmarked for domestic investment, covering infrastructure, public services, and government projects in agriculture and industry, all under the banner of "sowing oil" to reap non-oil products. Typically, achieving self-sufficiency in food and basic staples absorbed the bulk of agricultural investments. Energy-intensive megaprojects, in turn, formed the nucleus of what the OPEC members dubbed "resource-based industrialization." The richer members of the group -- the so-called capital-surplus countries of the Persian Gulf -- shared some of their oil bounty with poorer developing nations outside OPEC through grants and loans and began sophisticated military buildups. In contrast, some of the poorer members (Ecuador, Gabon, Indonesia) were the recipients of foreign aid, while others (Algeria, Iran, Iraq, Nigeria, and Venezuela) supplemented their oil receipts by borrowing from abroad.

Source: Amuzegar, Jahangir  (1998):   OPEC as Omen, in: Foreign Affairs, Vol. 77, No. 6, pp. 98-99

All in all, the state took on too dominant an economic role and wasted the wealth at home in a rash of boondoggle projects and military buildups. All OPEC members came down with "quick-money fever." They became addicted to supposedly limitless oil revenues even as boom turned to bust.
Consolidation of consumers: the IEA and G-7

This part of the unit addresses the issue of consolidation of  industrialized states  within IEA and G-7 in order to  coordinate their  energy  politics after the oil crises in the 1970s. 

The International Energy Agency and its Role in Energy Security

The IEA was founded during the 1973-74 oil crisis that was precipitated by the 1973 Arab-Israeli War and the oil embargo. The initial purpose of the IEA, established by members of the Organization for Economic Cooperation and Development (OECD), was to coordinate activities during oil supply emergencies. The 26 member countries of the IEA are Australia, Austria, Belgium, Canada, Czech Republic, Denmark. Finland, France, Germany, Greece, Hungary. Ireland, Italy, Japan, Korea. Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, United Kingdom and the United States. Poland and Slovakia have applied for IEA membership, and the European Commission also participates in IEA activities. Notably, China, India and Russia are not currently part of the IEA system.

IEA member countries are required to hold oil stocks that can be shared in case of an oil supply emergency. These stocks fall into three categories: company stocks, government stocks and agency stocks; the total volume of these three categories is approximately 4.1 billion barrels. Company stocks are both mandatory and commercial, and represent about two-thirds of total IEA stocks. Government stocks are financed by national governments and are held exclusively for emergency purposes. Additional agency stocks are maintained by a combination of public and private organizations.

An emergency response team has been activated four times: during the 1991 Gulf War when a supply shortfall of 4.3 million barrels a day (mbd) occurred at one point, during the millennium (Y2K) when there were concerns that computer systems might fail as we moved from 1999 to 2000, during the Venezuelan shutdown at the end of 2002 and the beginning of 2003, and most recently in response to the loss of oil supplies in the Gulf of Mexico due to Hurricane Katrina. The only actual release of emergency stocks occurred twice - during the 1990-91 Gulf crisis and in the immediate aftermath of Hurricane Katrina in late 2005.

Source: The New Energy Security Paradigm, p. 9
Today, the IEA's mandate includes the 'three E's' of balanced energy policymaking: energy security, economic development and environmental protection. This mandate encompasses a number of areas: guidance on good energy policy design, collecting and analysing global energy statistics and undertaking key analysis on the world's oil markets. 

“Our core mission – helping governments to support their economies with secure, environmentally acceptable energy – is all the more valid today due to the financial crisis. We have been urging governments worldwide to ensure that stimulus packages embrace low carbon technologies, what we are calling a 'clean energy new deal'”. (Tanaka, Executive director of the IEA: 'We're calling for a clean energy new deal', published: 26 March 2009, http://www.euractiv.com/en/energy/tanaka-calling-clean-energy-new-deal/article-180658)

Energy at G-7 and G-8 agenda

Because the G7 and G8 is a forum of the leaders of member countries, '[o]nly intractable international problems, which cannot be settled at lower levels, come up to the summit' (Bayne 2005b: 3). It is the host leader's prerogative to set the thematic focus for the summit and, even after the agenda is set, the leader can modify, add or delete agenda items. As well, certain major issues call for negotiation over several years, so continuity is also at work as those agenda items are carried over to subsequent summits. It is the task of the leaders' personal representatives - known as sherpas - to develop and flesh out the agenda before each summit meeting. They accomplish this in a series of meetings with their counterpart sherpas in the lead-up to the summit and in co-ordination with their leaders and other G8 officials (Hajnal and Kirton 2000: 7-8). 

In the early years of summitry, in the 1970s, the leaders were concerned mainly with 'management of international economics ... [-] the future of the international monetary order;... the enhancement of international economic growth through further liberalisation of world trade, macroeconomic policy coordination among the major industrialised countries and measures to alleviate the situation of the poor developing countries; and ... the containment of oil insecurity and instability.' But all in all, economic and financial issues 'have left the most significant imprint on the G7/G8 process' from the first summit in Rambouillet in 1975 to the Genoa summit of 2001. In the 1980s 'the emphasis shifted away from economic policy coordination ... towards broader political issues and transnational problems such as the global environment, international terrorism and drugs' (Maull 1994: 120; Sherifs and Astraldi 2001: 199). The evolution of the political agenda can be seen to have unfolded in three stages:

• 1975-1981, when France opposed the extension of political and security discussions beyond itself, Great Britain and the US, and when Japan remained reluctant to commit itself in what had traditionally been the competence of the Atlantic Alliance;

• 1982-1988, when political, security (including energy)  and other non-economic issues became increasingly important for the summits; and

• From 1989 onward, with the emergence of global issues such as democratisation, the environment, drugs and terrorism (Garavoglia and Padoan 1994: 50-53).

Summit agenda has, by and large, responded to the global economic and political context and challenges while centring on the host leader's priorities. Global, transnational issues became prominent in the 1990s and have continued to the present: the benefits and risks of globalization as well as the problems of countries and populations marginalized by it; the challenges of development; climate change and other environmental issues; terrorism and transnational organized crime; migration; food safety; and diverse other global topics. Dealing with regional and other crises and conflicts, too, has come into the purview of the G8 (Sherifs and Astraldi 2001: 208-14).

Macroeconomic policy co-ordination, international trade, the monetary system and North-South relations have been of concern to the G7 and G8 from the beginning. East-West economic issues and energy have also been recurrent preoccupations. 

 Energy, especially the use of nuclear energy, and North-South relations were on agenda in London in 1977. The key issues of the 1978 Bonn summit were economic growth, energy, and trade. A non-economic issue, aircraft hijacking, entered the agenda as well. This summit earned the highest rating in Putnam and Bayne's ranking of summits. Energy was the paramount concern of the Tokyo summit in 1979. The final communique included specific undertakings by summit countries to curb their oil imports. Hijackings and Indochinese refugees were also discussed. Energy continued to be at the top of the agenda in Venice in 1980, with the Soviet invasion of Afghanistan and the occupation of the US Embassy in Tehran as additional issues. 

Economic issues discussed at the Genoa summit of 2001 included trade, development and development assistance, poverty reduction, employment and education. Global issues on the agenda were: the environment, renewable energy, information and communication technology, food safety, drugs and transnational organized crime. Political concerns included conflict prevention in the Middle East and other regions, and disarmament. 

UK Prime Minister Tony Blair first indicated in 2004 that his focus for the 2005 Gleneagles summit would be Africa and climate change. He confirmed and fleshed out this agenda at the World Economic Forum in Davos on 27 January 2005 (UK 2005d). The British hosts kept this focus at the summit itself, although they left room on the agenda for other issues as well: counter-terrorism, nonproliferation of chemical, biological, radioactive and nuclear weapons, and support for reform in the broader Middle East and North Africa. As the summit approached, energy questions (especially fast-rising oil prices) gave rise to G-8 concern. And the terrorist attacks on London on  the first morning of the summit (7 July) naturally intruded upon the agenda of the meetings. Nevertheless, Africa and climate change remained the centrepieces. This was in keeping with the G-8 tradition of the host leader setting the agenda while also being influenced by peer pressure from fellow leaders, momentum from the previous summit, and, of course, unexpected events occurring just before or during the summit.

The three main agenda items of the 15-17 July 2006 St. Petersburg summit were energy security, health/infectious diseases and education. Other topics included intellectual property piracy, the fight against corruption, trade, terrorism, post-conflict stabilization and reconstruction, non-proliferation, the Middle East and Africa.

German Chancellor Angela Merkel originally planned to concentrate on global trade imbalances, energy and intellectual property rights for the 2007 Heiligendamm summit. But, on 18 October 2006, German officials announced an expansion of the agenda by adding development and climate change. They also indicated that the overall theme of the summit would be 'growth and responsibility', and that priority would be placed on African development and the globalized economy. (McHugh 2006; Benoit 2006; German G8... 2006).

From time to time during summit history, major unexpected events have intruded on the summits' approved agenda. When this occurs, the leaders are obliged to discuss these developments. Here are some examples:

• The Chernobyl nuclear reactor explosion before the 1986 Tokyo summit, leading to a summit statement on the implication of this event;

• India's nuclear tests and the Indonesian political crisis around the time of the 1998 Birmingham summit (followed shortly after the summit by Pakistani nuclear tests).

The leaders were able to discuss these events in the first evening of the summit, enabling them to move on to negotiations on the agreed-upon agenda during the rest of the summit (Hajnal and Kirton 2000: 8). 

Russia has been on agenda of G7 from the very beginning first as strongest opponent of Western democracies and later (about 1991) as an actor looking for close cooperation with the group. (see Appendix 4). Russia’s Apex as a member of G8 reached in 2006 when the country hosted a summit in St. Petersburg.  Top priority of Russia’s presidency was  energy security. The final document specified  Global Energy Challenges  (see Annex 5) and identified the role of energy in today’s life:

’ Energy is essential to improving the quality of life and opportunities in developed and developing nations. Therefore, ensuring sufficient, reliable and environmentally responsible supplies of energy at prices reflecting market fundamentals is a challenge for our countries and for mankind as a whole.’ 
Box 3.  Global Energy Challenges  as seen by G-8 (2006)
1. High and volatile oil prices;
2.  Growing demand for energy (estimated to rise by more than 50% by the year 2030, approximately 80% of     which would still be met by fossil fuels, which are limited resources);

3.  Increasing import dependence in many countries; 
4.  Enormous investment requirements along the entire energy chain; 
5.  The need to protect the environment and to tackle climate change; 
6. The vulnerability of the critical energy infrastructure; 
7. Political instability, natural disasters and other threats. 

Source:  Declaration of G-8 Summit in St. Petersburg (2006)

 Towards the New Energy Order?
There is no shortage of institutions in today's energy markets. But today, there is no genuine international governance framework for energy policy, with issues usually dealt with on a bilateral basis.  There is a clear need to design a global framework for energy policy in a number of areas, staring from security of supply and ending up by energy issues related to climate change and involvement  of all important stakeholders to address energy security, in light of the interconnectedness of global markets. 
The IEA is the only international energy organisation with expertise across the entire energy field, but it has had a hard time finding its voice. 
Although OPEC serves a special role for oil producers, it is not designed to take on broader functions. A promising dialogue between members of OPEC and members of the IEA, aimed partly at bringing more transparency to oil markets by providing data on oil production and trade, is under way through the ad hoc International Energy Forum, but so far this body has taken very few concrete actions. 
The International Atomic Energy Agency is tackling the difficult problem of nuclear proliferation with aplomb. Yet there is no path from success on that front to broader cooperation on distinct energy problems. Beyond these specialized institutions is a landscape of wreckage. Europe's Energy Charter Treaty has had no practical impact on energy markets, despite its bold vision for integrating the energy systems of eastern and western Europe. One problem is that the treaty violates the first rule of effective institution building: it alienates the most important player. Russia, Europe's pivotal energy supplier, sees no benefit in subjecting itself to oversight by an intrusive Western institution and so has ensured the treaty's irrelevance’. (David G. Victor and Linda Yueh, 2010: 4-5)

Two  radically new changes are making  it harder for governments to manage the world energy system.  The first is a shift in the sources of consumption. The era of growing demand for oil and other fossil fuels in the industrialized countries is over; most of the future growth in demand will come from the emerging-market countries, notably China and India. The other big shift in the world energy system is growing concern about the environmental impact of energy use, especially emissions of carbon dioxide, an intrinsic byproduct of burning fossil fuels with conventional technology and the leading human cause of global warming. In the face of these new realities, the international and national institutions that were created to help promote energy security over the last three decades are struggling to remain relevant.

History lessons in building successful international institutions in trade,  finance and investment are twofold: First,  any effort to coordinate global energy policy must include all the most powerful players. Second,  no system will be effective unless it starts with the countries that matter most – the large consumers and the large producers – and serves their interests. Success will require both that those countries reap practical benefits from cooperation and that the rules be designed so that they can spread widely as their legitimacy increases. (David G. Victor and Linda Yueh, 2010: 4)

Key points
There is a clear need to design a global framework for energy policy. Existing international  institutions governing energy markets ineffective in many ways.  A small, nimble body is needed. It might resemble  the Financial Stability Board in the banking sector and could gather together the dozen biggest energy producers and users.  Some experts suggest, that ‘for its administration, it might rely on the secretariat of the IEA -- by far the most competent international energy institution at present.   At first, such a new institution  would need to be ad hoc so that other institutions, such as OPEC and one or more of the Asian security organizations, could easily join its efforts; it would need to be especially welcoming to China, India, and the other important countries, which have been left on the sidelines of energy governance systems so far. Although the list of needed efforts is long, a priority should be engaging China (and other large new energy consumers) in developing standards for overseas investments and in coordinating the green-energy investments that constitute a large proportion of many governments' economic stimulus programs. In both those cases, initiatives by a small number of states, all rooted in these states' national interests, could have a large practical impact. 

3. Consolidation

Compulsory reading

Victor, David G. and Yueh, Linda (2010): The New Energy Order, in: Foreign Affairs, Vol. 89, No 1. pp. 61-73

Amuzegar, Jahangir  (1998):   OPEC as Omen, in: Foreign Affairs, Vol. 77, No. 6, pp. 95-111

Keohane, Robert O. (1978): The International Energy Agency: State Influence and Transgovernmental Politics, in: International Organization, Vol.32, No.4, pp. 929-951
Additional reading
Archer, Clive (1992): International Organizations. Second Edition.  London and New York, Routlege

Claes, Dag Harald (2001): The Politics of Oil-Producer Cooperation. Boulder, Westview Press. 
Hajnal, Peter I. (2007). The G8 System and the G20: evolution, role and documentation. Burlington, Ashgate
Shafer, Brenda (2009): Energy Politics. Philadelphia, University of Pennsylvania Press 
 Chalabi, Fadhil J. (1997-1998). OPEC: An Obituary, in: Foreign Policy No. 109, pp. 126-140
Bayne, Nicholas (2005b), Staying Together: The G8 Summit Confronts the 21st Century, Ashgate, Aldershot, UK. 

4. Tasks
1. Discuss the problem of  relationship between energy and politics (max. 300 words)

2. What are essential features of era of international oil companies? (max. 300 words) 

3. Describe the reasons why OPEC has blinked (max. 300 words) 
4.  The IEA was established in the wake of the oil crisis in the 1970s. What lessons have been learned since, as we now seem to be in a deeper crisis? (max.300 words) 
5.  What are your recommendations to strengthen international cooperation on energy? (max. 300 words)

6. Pros and cons of  the idea to build the new energy order (max. 300 words)

Glossary
International institutions– ‘the collective forms or basic structures of social organization as established by law or by human tradition’ (Duverger 1972:68). An institutional framework adds  stability, durability and cohesiveness to individual relationships which otherwise  might be sporadic, ephemeral, and unstable
International organization represents a form of institution that refers to a formal system of rules and objectives, a rationalized  administrative instrument (Selznick 1957:8) and which has  ‘a formal technical and material organization: constitutions, local chapters, physical equipment…, emblems, letterhead stationery, a staff, an administrative hierarchy and so forth’ (Duverger 1972:68).
Governance  is ‘the processes and institutions, both formal and informal, that guide and restrain the collective activities of a group’ (Nye and Donahue 2000: 12)
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