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Good Morning.  Thank you for the opportunity to come to this NATO Workshop to discuss the important and timely issue of international energy security and stability.  And special thanks to the Windsor Energy Group for putting together such a terrific program – in such comfortable surroundings.  

I am especially pleased to be speaking here today together with such distinguished representatives from Russia and Georgia – countries whose role in those interwoven links of energy production and energy transportation are key components of the picture of increased energy diversity and supply the U.S. focuses on promoting on promoting as part of its energy policy.

Energy remains a vital ingredient in the modern industrial economies where roughly one billion of the world’s people live.  Over the next fifty years, rapid economic progress in the rest of the world will require expanded supplies of energy, including oil and gas.

There no longer needs to be a one-for-one correlation between in economic output and energy inputs.  In the United States, for example, we have reduced energy consumption per dollar of GDP to less than 60% of its 1973 level.  
[image: image1.wmf]We can also help developing countries achieve growth in a less energy-intensive fashion than we experienced over the past 200 years.  

Over the next generation, however, oil and natural gas will continue to play a central role in the world economy and international energy markets.  We must find more oil and gas supplies, and these supplies must be reliable and made available at prices that permit sustained economic growth. 

Long before “globalization” had become the defining concept of our era, the people in this room realized that the oil market was global, that energy independence was a mirage and that energy security had to be pursued in cooperation with friends and allies.

· We knew that two-thirds of the world’s known oil reserves were in the Middle East.

· We knew that imports were supplying roughly half of our oil needs, and an even greater share of the needs of some of our most important allies and economic partners.  

· We knew that OPEC nations were providing roughly one third of the total oil exports and controlled two-thirds of world reserves.

· And we knew that oil supply shocks in any region of the world would have an impact on our economies through the instantaneous operation of international oil markets. 
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Reliability Through Diversification

Energy investments are costly, risky and require long-term commitments.  For that reason, neither companies nor countries can have all of their eggs in one basket.  Recognizing this reality, American energy security policy has sought to encourage like-minded policies toward energy, emphasizing the expansion and diversification of energy supplies.

We also have sought to broaden the scope of operation of market forces, both in our own economy, where energy price controls and archaic regulatory practices once diminished our energy security, and also in oil exporting countries, where restrictions on foreign investment and government control of production decisions add additional layers of uncertainty.  

At the moment, there are interesting possibilities for expanded oil and gas production from the Caspian region, Russia, West Africa and North America.  There also is the prospect of increased oil and gas production in the Middle East.  Finally, depending on political events there, Venezuela could be a source of expanded oil and gas production.  U.S. policy aims to give the private sector the best possible chance to exploit these opportunities by reducing the political uncertainty that otherwise might scare off the necessary investments.

Let me provide  a few examples of what we are doing internationally to promote diversification, reliability and energy security.
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Russia 

I do not want to steal Dr. Velikhov’s thunder, but I did want to say a few words about how the U.S. sees Russia’s tremendous potential developing. Russia of course is already an energy super-power.  Expanded oil and gas production in, and exports from, Russia can make a major contribution to its own economy and to a well-balanced global supply mix.  We welcome our strengthened energy ties with Russia, have welcomed our two bilateral Commercial Energy Summits, and believe Russia’s expanded energy production in the future could enhance U.S. and global energy security.        

Through the programs of Eximbank and OPIC, we are providing financing and insurance to reduce the political risk of energy investments.  We look forward to working with Russia as it strengthens its ties with the International Energy Agency. 

However, to achieve its full potential, Russia will need to strengthen its corporate governance and legal/regulatory framework for business, improve the foreign investment climate, allow competition in the transportation system, open Gazprom and Transneft up to reform and competition, improve its technological capabilities and move domestic energy prices to world levels.   It would improve the sustainability of impressive production growth over the mid-long term by developing a tax/legal framework to encourage risk-taking investment in the costly development of greenfields and the technologically challenging frontier regions.

We also encourage Russia to have a positive attitude toward the development of multiple pipeline projects for the transportation of Caspian energy to Western markets.  

Last, but not least, we are concerned by what the Yukos Affair might mean for the development of a predictable investment environment housed safely within the rule of law, non-selectively applied, and for the evolving nature of  governmental involvement in the energy sector writ large.  
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The Caspian

The Caspian basin has tremendous potential, offering the possibility of production increases from 1.6 million b/d in 2001 to 4.0 million b/d in 2010.  This will represent the largest non-OPEC/non-Russia supply growth for world markets in coming years.  The key issues in Caspian energy development at the moment are to: 1) complete the second pillar of the East-West Energy Corridor by developing the South Caucasus natural gas pipeline, which will bring competitively priced Azeri gas into Turkey and onward to European markets; 2) improve the investment climate throughout the region; 3) complete the process underway of bringing Kazakhstani oil into the East-West corridor; and 4) promote the wise use of burgeoning energy revenues in the countries of the region.  To achieve its promising potential, it will be necessary to establish a new network of pipelines for transporting Caspian resources to Western markets and establish reliable investment regimes.

American policy has made significant headway in creating an East-West energy corridor from the Caspian to the Mediterranean.  We support efforts to build multiple pipelines to strengthen the sovereignty and economic viability of the new nation states in the region and to allow the Caspian Basin to contribute new energy supplies for the world market on commercial terms.  We welcome the construction underway on the Baku/Tbilsi/Ceyhan oil pipeline that will allow energy from Azerbaijan and Kazakhstan to reach world markets at competitive prices beginning in early 2005, and appreciate the Georgian government’s commitment -- despite recent political upheavals – to the completion of that pipeline.   

Our efforts in the Caspian are intended to complement -- not detract from -- our support for Russia's efforts to develop its energy export potential.  We all win when transparency and free market conditions prevail.  

West Africa: Significant Potential

West Africa is one of the world’s fastest growing sources of oil and gas.    Nigeria is currently the fifth largest supplier of crude oil to the U.S.  Oil reserves generate a large share of government revenue in countries such as Nigeria, Angola, Gabon, Equatorial Guinea, Republic of Congo and Cameroon.  Emerging producers such as Sao Tome, Chad and Mauritania also will begin producing significant new oil supplies in coming years.   

The U.S. government is committed to promoting policies and providing expertise that will allow these resources to be utilized in a manner that will not only satisfy the U.S.’s strategic interests, but will assist in the sustainable development of these African countries.

Democratization and the development of responsible governing institutions are particularly important in reducing oil related conflicts and promoting African supply stability.

The U.S. has been exploring new partnerships to help countries make good on commitments to good governance, transparent business practices, sound economic policies and market-based regulation.  Countries with these attributes make better hosts to the huge investments needed to develop energy resources, and they make more reliable contributors to our own energy security.

At its June Evian Summit, the Group of Eight (G-8) countries endorsed a comprehensive action plan on “Fighting Corruption and Improving Transparency” to help developing countries acquire the tools to strengthen domestic institutions and enhance transparency and accountability.

We also will ensure vigorous enforcement of the OECD Convention to prohibit bribery in international business transactions, an agreement that internationalizes the main elements of the U.S. Foreign Corrupt Practices Act. 

North America: Energy Integration

Here in North America, we are strengthening our energy cooperation with Canada and Mexico.  Senior energy experts from the three North American governments released for the first time in 2003  a North American “Energy Picture” report that jointly measures the energy stocks, trading balances, and energy flows in the continent.     

In the last few years, Mexico has begun to allow independent power producers (IPPs) to sell power to the public grid.  Energy consumption in Mexico is expected to grow by 25% during the next five years; IPPs could attract the required investment in new generation and transmission infrastructure.

What often goes unrecognized is that North American energy trade is a two way street.  Mexico is becoming an important source of our oil imports.  At the same time, the U.S. is a net natural gas exporter to Mexico, and our refineries supply over fifteen percent of Mexico’s refined petroleum products.

Geographic proximity of course plays a role here, but even more important  is the rule of law and predictable investment conditions created by NAFTA, integrated pipeline networks, closer cooperation between our governments and energy companies and long-term reliable supply relationships.

Our policy is to deepen further this framework of rule of law and predictable investment conditions in North America even as we seek to build similar frameworks in other regions.   

Saudi Arabia and the Gulf Producers

The Middle East holds some two-thirds of proven world oil reserves.  The size of its reserves combined with its low production cost guarantees that the Middle East will continue to play a pivotal role in the world market.

Despite frequently expressed concerns about "dependence" on the Middle East, our economy clearly benefits from these supplies.  Without them, we would expend scarce economic resources to secure the energy we need at higher cost to our citizens and economy. 

Producers of the Persian Gulf, therefore, are a vital part of a reliable energy supply system.  Saudi Arabia plays a key role in global oil markets as the world's largest oil exporter.  Moreover, the Saudis support international energy security by maintaining considerable surge production capacity that can be brought on line quickly in the event of a serious supply disruption anywhere in the world.

Saudi Arabia and the other major Gulf producers repeatedly emphasize their commitment to be reliable suppliers, and we appreciated Saudi Arabia’s leadership role in working with other major producers last year to offset multiple disruptions last year.   

A policy of diversifying global oil supplies should not be interpreted as diversifying "away" from Saudi Arabia or other Gulf producers.  Gulf producers will continue to have an indispensable role in the world market and we encourage them to increase foreign investment and steadily expand supplies.  What we seek is better balance and a more flexible, resilient oil market that responds to price signals.  

In this regard, we believe Gulf producers would do well to open their economies to more private investment so that oil capacity could grow and oil supply could respond more fully to shifts in demand.  Plus, I would encourage Gulf producers to view the expansion of oil and gas investments in Russia, the Caspian, West Africa and North America with equanimity.  There is room in the market for these supplies and for continued, even expanded, supplies from the Gulf.  

Venezuela

Closer to home, Venezuela and the United States have also enjoyed strong historical energy ties.  Traditionally, we had considered Venezuela to be one of our most reliable oil partners, and we still very much want this to be the case.   

U.S. firms continue, of course, to be hard at work in Venezuela, and CITGO continues to operate in the U.S. as a commercial entity.   The benefits that these reciprocal energy investments bring to both parties are clear.  The U.S. supports a “peaceful, democratic, constitutional and electoral” solution to the current political impasse in accordance with Organization of American States (OAS) Resolution 833.  Democracy and the rule of law are essential elements of a sound investment climate .

Emergency Preparedness and the Role of Gulf Producers

Close cooperation with energy producers and consumers builds our collective emergency preparedness.  In the event of a serious physical disruption, we will look to producers to make a maximum effort to use spare capacity to replace lost supply.   We consult closely with our partners in the International Energy Agency (IEA) and, if necessary, we are ready, willing and able to make an appropriate emergency response, primarily based on coordinated drawdown of strategic stocks.  The 26 IEA members collectively hold over 1.3 billion barrels of government-controlled stocks, representing 114 days import coverage.  

Here in the United States, the President has authority to draw upon our Strategic Petroleum Reserve (SPR) to counter a significant disruption in supply.  The SPR contains over 640 million barrels of crude oil.   
Conclusion

In the long run we need new technologies that can fuel our economy without posing threats to the environment or our national security.  In the interim, our international energy policy must address the familiar challenges posed by a hydrocarbon-based economy where oil reserves are concentrated in various challenging regions of the world.

Energy security is advanced by sustained improvements in the investment climates in Russia, the Caspian, Africa, and in our own hemisphere, as well as by improved investment opportunities in traditional regions such as the Gulf and Venezuela.  We are placing special emphasis on making the integrated North American market work better 

We intend to continue engaging intensively with energy partners all over the world to diversify supplies, improve investment opportunities and assure that market forces work as transparently and efficiently as possible.  Like the war on terrorism, achieving energy security will not be achieved by one dramatic breakthrough but rather by sustained, patient and determined efforts.

Thank you very much.
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		U.S. and Allies Oil Imports - millions of barrels per day (Q3 2002)
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		Oil Production Forecasts for Nigeria, Non-OPEC Africa, Venezuela, Canada and the Former Soviet Union
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		U.S. Energy Intensity: souce EIA Energy Consumption Table
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