CHAPTER 10

ENERGY AND SECURITY
Over the last decade, economic growth and changing lifestyles have dramatically increased Asian energy demand, which has been temporarily offset by the economic crisis.
  Many Asian countries are relying on imports, particularly oil, to satisfy their energy needs.  Consequently, political and economic linkages are developing between Asia and the rest of the world, especially the oil producing nations of the Middle East.

Energy Overview

China and India are exceptional because of their large size and high reliance on coal, while the rest of the Asia-Pacific region relies heavily on oil.
  (See Figure 10-A.) Nevertheless the growth of the modern economic sectors of China and India will depend on expanded use of oil, natural gas and nuclear energy.

Figure 10-A

Coal.   Coal is the major source of energy to the large, traditional economic sectors of China and India, supplying 73% of China’s energy and 57% of India’s energy.  The U.S. Energy Information Administration (EIA) forecasts that by the year 2020 demand for coal in China and India will be twice the 2B short tons currently consumed.
  In the same period coal consumption will increase 53% in the rest of Developing Asia and 27% in Japan.  The Asia-Pacific region is well endowed with coal, especially China, Australia, India, and Indonesia.  At present production rates, the world's coal reserves will last 218 years, and those in the Asia-Pacific region will last 146 years.

Oil.   Oil is the key energy source powering the modern economic sectors of the Asia-Pacific region.  Japan is the world’s second largest oil consumer, China ranks third, while South Korea is sixth.  When excluding China and India, oil accounted for 52% of the region’s energy consumption in 1998.  In the next 20 years, China’s oil consumption is expected to grow 93%, while the rest of Developing Asia increases 53%.  Assuming constant production rates, the world's proved oil reserves would last 41 years, although the smaller oil reserves in the Asia-Pacific region would last until only 2015.
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Natural Gas.   Natural gas satisfied 10% of the Asia-Pacific region’s energy needs in 1998.  The Asia-Pacific region will likely witness strong demand for natural gas in the future. By the year 2020, natural gas consumption in the Asia-Pacific region is expected to reach 34 trillion cubic feet, which is 3.7 times the current level.  At present production rates, the world's proved natural gas reserves will last 63 years.

Nuclear Energy. Nuclear energy provided 5% of the Asia-Pacific region’s energy demand in 1998.  High nuclear power capacities are currently found in Japan (44 gigawatts), South Korea (13 gigawatts), and Taiwan (5 gigawatts).  The Asia-Pacific region is actively adding nuclear capacity while the industrialized countries are retiring plants.  China, India, Japan, North Korea, South Korea, Pakistan, and Taiwan have developed plans to expand current nuclear power programs, and, if high growth resumes, new programs will be established in Indonesia, Thailand, the Philippines, and Vietnam.  China’s nuclear  capacity is estimated to increase nine-fold in the next 20 years.

Hydroelectric Power. Hydroelectric power provides about 2% of the Asia-Pacific region’s energy needs.  China and India will likely double their hydroelectric consumption in the next 20 years.  China’s controversial Three Gorges Dam project will produce 18 gigawatts, is scheduled to be fully operational by 2009, and will address Chinese concerns over both flooding and energy.
Energy’s Strategic Implications

From a political and security perspective, oil is perhaps the Asia-Pacific region’s most important energy source.  Asia’s modern economic sectors rely heavily on oil to power thier industries and transportation.  The security of oil markets helps under-pin internal socio-economic growth within Asian countries, and promotes regional and global cooperation in economic and political spheres.

Asia’s dependence on Middle East sources of oil will grow.  The Middle East supplies over half of the oil demand of the Asia-Pacific region.  In 1990, the Middle East supplied 45% of the Asia-Pacific region's total oil requirement, and is projected to supply 55% in 2000, 59% in 2010, and 66% in 2020.
 (See Figure 10-B.) These projections assume continued discovery of world oil resources.
  

Figure 10-B


The share of Persian Gulf oil in total oil consumption is high for Japan (76%) in comparison to an 11% share for the United States.
  When adding oil refined by Singapore, which is primarily obtained from the Middle East, to oil imports coming directly from the Middle East, Asian countries showing high dependencies on Middle East oil include the Philippines (85%), South Korea (74%), Taiwan (61%), Singapore (55%), and Thailand (48%).
  Similarly, about 8% of China's and 23% of Australia's oil consumption is supplied directly by Middle East imports or by way of Singaporean refineries. 
The Asia-Pacific region will increasingly depend on political stability in the Middle East.  Some argue that growing economic linkages (especially vis-à-vis oil) between the two regions drive arms sales between Asia and the Middle East, particularly between China and Iran.  Non-oil producing countries of the region will continue to experience bilateral deficits in their balance of payments with oil producing countries.  For example, the Philippines will most likely need to continue exporting labor overseas to Arabian Gulf states to help pay for oil imports.
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The region's dependence on Arabian Gulf oil sharply contrasts with the United States, where Venezuela, Canada, Mexico, and the North Sea will remain key external sources for the U.S. energy market.  Overall U.S. dependency on imports to meet oil demand is expected to rise from 40% in 1995 to 50% in 2020.

China's oil demands are growing and outstripping its domestic oil production.
  China will be increasingly reliant on external sources for oil, especially the Middle East. The need to transport Middle East oil through the Indian Ocean and the straits of Southeast Asia will be a significant factor in China's approach to international relations and may be a motivating factor to expand and modernize its navy.  By the same token, China’s growing political involvement in Burma (Myanmar) is linked, according to some observers, by a desire to establish naval facilities on the Indian Ocean.
  Also, China’s energy connections to Central Asia and Russia seek to ensure its future access to global oil supplies, and imply an economic interest in stabilizing ethnic problems along China’s borders.

Oil politics in the South China Sea threaten not only global shipping trade but also regional security.  The South China Sea region has proved oil reserves estimated at about 7.5 billion barrels, which are located within Exclusive Economic Zones of several littoral countries.  The economic importance of additional reserves in the middle of the South China Sea – in the Spratlys Islands – is easily overstated.  The most optimistic western estimates place total oil resources (not proved reserves) in the South China Sea at 2 billion barrels.  If fully recoverable, the Spratly Islands hypothetically could yield a peak oil production level of 180,000 – 370,000 barrels per day – the same order of magnitude as current production levels in Brunei or Vietnam.  However, the rule-of-thumb for frontier areas that only 10% of potential resources can be economically recovered suggests that total production will be significantly less. 

Growing oil imports from the Middle East to Asia will emphasizes the strategic importance of shipping lanes.  Protection of vital Sea-Lines of Communication (SLOCs) –such as the Malacca Strait– will likely become an even greater priority in the region.  An indication of this trend is the demand for naval and air capabilities in the Asia-Pacific region, which is driven at least partly by a desire to protect oil shipments.

Impact of the Asian Economic Crisis


To compensate for reduced energy demand in 1998, global energy companies re-organized and pursued efficiency measures.  Coal companies in Australia and Indonesia have regrouped to face renewed competition from South African and European suppliers.  In bureaucratic contrast, China adjusted to a 14% drop in coal demand in 1998 by closing entrepreneurial mines and protecting its debt-ridden state enterprises.
  In fact, China’s coal bureau is now spot-lighted in a broader investigation of the government’s acknowledged mishandling of one-fifth of its budget.
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