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Key Points

rade between the economies of the Gulf Cooperation Council (GCC) and North East Asia (NEA)

reached $471 billion in 2013, based almost entirely on oil and gas. The GCC sends 44 percent of its

exports to NEA, which depends on the GCC region for a very high proportion of its oil imports. Trade
relations are otherwise very limited: the GCC takes only 3 percent of NEA’'s exports.

GCC-NEA energy links beyond trade are limited. Restrictive upstream ownership laws have largely
restricted GCC-NEA joint ventures to a handful of refining projects.

Current energy trade links are vulnerable to price shocks, distortion of distribution channels, and new
sources of hydrocarbons. A possible route to continued trade and cooperation is through opening
markets, joint oil stockpiling, technology exchange and a shared understanding of energy security risks.

The environmental agenda — i.e., renewable energy and improved energy efficiency — represents an
opportunity. NEA enjoys great expertise in low-carbon technologies and could be a partner of choice
for the GCC to adopt new technologies, freeing up reserves for export. Both sides have the opportunity
for a broader trade relationship if barriers and bureaucracy can be reduced.

Enhanced communication and trust between the GCC and NEA economies is essential to guard
against counterproductive responses to anticipated market dynamics, based on a fear of change
and instability.
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Summary

nergy security is not a new topic for

policymakers in NEA. The paradigm

usually adopted by both researchers and
policymakers has been to view energy security as
an asymmetric risk. Energy suppliers worry about
security of demand; energy consumers worry about
security of supply and often about diversity of
supply. Our premise is that it is time to replace this
paradigm with a new one. Energy security need not
be about asymmetric risks: policymakers can, by
adopting a broader view, use these energy relations
to reinforce mutual interdependence between
economies and reduce the risk asymmetries.

These ideas were discussed in a series of
workshops held in the GCC and NEA throughout
2015. The result was a collection of papers from

16 different collaborating research institutions on a
range of perspectives, with four main themes: the
consequences of trade and connectivity; domestic
policies; energy security and energy; and the
environment. These collected papers are being
published by Palgrave Macmillan in 2016, under the
titte Energy Relations and Policy Making in Asia.

As shown in Figure 1, in 2013 the countries of the
GCC exported $367 billion worth of goods, almost
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Figure 1. Total trade flows from NEA to GCC, and GCC to NEA, 2013.

Source: KAPSARC analysis.
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entirely hydrocarbon related, to NEA while imports
from NEA totaled $104 billion. To put these numbers
in perspective, 44 percent of GCC exports flowed
to NEA and 23 percent of GCC imports came from
NEA. By contrast, 10 percent of NEA imports came
from the GCC, a market which accounted for only

3 percent of NEA’s exports. The picture of NEA
dependence on the GCC changes markedly if the
focus is centered on oil: Japan imports 74 percent
of its oil from the GCC, South Korea 71 percent and
China 35 percent.

Despite this trade, and the interdependence it might
suggest, in other areas the energy relations are very
limited. Restrictive upstream ownership laws in both
the GCC and NEA have reduced joint ventures to a
handful, mostly downstream in refining or through
the liquefied natural gas (LNG) projects of Qatar
Gas. The only upstream GCC-NEA joint venture is
Kuwait’s stake in China’s Yacheng oil field.

The hydrocarbon trade between the GCC and NEA
is also vulnerable to a trio of potential shocks: price
volatility; the discovery and exploitation of new fuel
sources, such as methane hydrates; and even new
supply sources for conventional hydrocarbons.

Any of these could shift the energy relationship
between the two regions, suppressing economic
growth and oil demand, or fundamentally altering
the current supply and demand balance and
associated trade flows. How the GCC responds to
these vulnerabilities will be key to shaping future
relationships.

For some years, NEA, and especially China,

has been seen almost as a boundless market,
soaking up oil and gas. However, demand growth
is weakening, storage facilities are filled and NEA
markets may no longer be able to absorb excess

cargoes. Even in China, the gas supply situation
may become much less tight by 2020, once again
presenting a challenge to GCC exporters. How
countries in the GCC respond to this, to their own
growing demand and even to within-region politics
and rivalries will again shape the inter-regional
relationships. By contrast, the development of oll
stockpiles in NEA, and of energy cooperation within
and between the regions, could do much to deepen
and strengthen the relationships, even against the
backdrop of shifting demand.

Despite forecasts by Japan’s Institute of Energy
Economics (IEEJ) that fossil fuels will continue to
supply 80 percent of global energy needs until 2050,
environmental concerns have raised the profile

of low-carbon technologies, in the form of either
renewable energy or improved energy efficiency.
More importantly, the costs of renewables continue
to fall, and forecasts suggest that solar and wind will
be the fastest growing energy sources in the years
to come. This is an area that seems perfect for
building cooperation between the two regions. The
GCC, with plentiful renewable energy resources,

is suffering from growing energy demand and

has struggled to improve its energy efficiency. In
contrast, NEA economies have great expertise in
renewable and energy efficient technologies, and
can share lessons learnt in using policy to drive
improvements in energy efficiency.

Taken together, the energy relations between

the GCC and NEA are robust and, while there

are vulnerabilities, there are also opportunities to
offset them. Energy relations need not be merely
transactional. In the 21st century, they can also be
a way to improve mutual interdependence, to build
trust and to lower risk.
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Background to the Project

onventional analyses of international energy

relations stress the asymmetric nature of the

risks and costs of disruptions to energy flows.
Energy suppliers — net exporters — are concerned
about the cost of a buyer looking elsewhere. Energy
consumers — net importers — are preoccupied with
the costs associated with an interruption of supply.
This perspective reflects the current transactional
nature of energy relations and is clearly observed in
the energy dynamics between countries in the GCC
and the economies of NEA.

The Belt and Road Initiative of Chinese President Xi
Jinping’s government is seen by many as an attempt
to reset the nature of the relationships China enjoys

with other countries. Long regarded as the workshop

of the world, China has enjoyed huge growth off the
back of trade. But the country remains anxious, with
a set of relationships that it views as insufficiently
strong. The Belt and Road Initiative is perhaps

an attempt to bolster these transactional trade
relationships with infrastructural and investment links.

Despite the obvious importance of the energy trade
to both the GCC and NEA, even here both sides
seem anxious about the health of this relationship
as it relates to energy trade. Amazingly, the often
circulated China Daily map of the Belt and Road
Initiative fails to show a node anywhere in the GCC
(as shown in Figure 2). Both land and sea routes
loop past the region.

New Silk Roads | China is assembling new trade routes, binding other regions closer to it
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In conversations with both sides it became apparent
that this was not by design, but rather through a lack
of understanding. In KAPSARC'’s discussions with
academics and policymakers in both the GCC and
NEA, two things were constant: a lack of familiarity
with the opposing region and a thirst for greater
knowledge. This project was our response.

Through a series of workshops held in Hong

Kong, Bahrain, Tokyo, Riyadh and Beijing in 2015,
KAPSARC brought together experts from leading
energy, strategic and economic policy think tanks

to discuss how energy relations are forming in the
21st century. The result was the premise that energy
relations in Asia in the 21st century should reinforce
mutual interdependence.

As the economies of both the GCC and NEA have
enlarged, there is under-recognized potential for

a move away from narrow, transactional relations

to broader, interdependent ones. Examining the
dynamics of bilateral energy relations between
countries in the GCC and NEA, we found four areas
where these mutually interdependent relationships
are being forged:

Trade and connectivity.
Domestic policies.
Energy security.

Energy and environment.

Each of the contributing scholars and experts
brought their own perspectives to this extended
dialogue, and each contributed a paper, which
was collated in an edited volume entitled Energy
Relations and Policy Making in Asia, published by
Palgrave Macmillan. The 14 original essays were
grouped across the four areas, which became the
themed sections in the book.

1. Trade is at the heart of all energy relations, yet
the underlying dynamics between the GCC and
NEA are constantly changing. The essays in
this section focus on the current energy trade
in Asia, how it is vulnerable to potential shocks,
how it is evolving in the face of changing supply
and demand and how it can be made more
stable though greater interdependence.

2. How countries trade and what they trade is
often most affected by domestic policies, but
this is insufficiently considered in conventional
analysis of energy relations. The essays in
this section consider how both policy driven
and other changes in domestic energy sectors
affect GCC-NEA gas dominated bilateral trading
relationships.

3. Energy security is the ‘typical’ lens through
which energy relations in Asia are examined.
In the third section, this volume goes beyond
the conventional energy security arguments
and examines the role of stockpiles and seeks
to understand the relevance of energy security
fears for both the GCC and NEA.

4. Asia’s energy relations in the 21st century
increasingly focus on the interplay between
energy and the environment. The fourth section
includes essays that focus on how renewables
and energy efficiency measures will affect the
traditional oil-based relationships between East
and West Asia.

Analytically rigorous but also policy relevant, the
contributions incorporate historical approaches,
qualitative policy analysis, empirical statistical
analysis and modeling and simulation to support
the arguments.
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Existing GCC-NEA Relationships

he trade links between the GCC and NEA
I are massive and globally important, but
also poorly diversified and perceived to be
uniquely vulnerable to disruption.

In 2013, total trade between the two regions was
over $470 billion, with $367 billion worth of trade
flowing from the Gulf to NEA, but only $104 billion
going in the opposite direction. The enormous trade
surplus accruing to the GCC had grown rapidly over
the years up to 2014, but has since contracted due
to falling hydrocarbon prices. These numbers mask
a fragility based on three elements.

First, the trade base is exceptionally narrow.
Virtually all of the GCC’s NEA exports are
hydrocarbon based and although NEA exports

to the GCC are much more diversified — with
electronics and automotive related goods the largest
elements, but with many other types of goods as
well — the GCC represents a tiny market for NEA:
just 3 percent.

Second, this lack of export diversity makes the trade
between the GCC and NEA extremely vulnerable to
price shocks: there is not enough of a trade portfolio
for price movements to average out. The fall in oil
prices since 2015 has seen a substantial loss in
revenue for the GCC.

Third, with over 50 percent of the GCC’s oil exports
flowing to NEA in 2013, the sensitivity to trade
disruptions is acute. This is a sensitivity shared by
NEA: Japan acquires 74 percent of its oil from the
GCC, with 33 percent directly from Saudi Arabia;
South Korea 71 percent (34 percent); and China 35
percent (19 percent).

Despite the obvious importance of the energy trade to
both sides, there has been surprisingly little investment
by NEA entities in the GCC’s energy sector. The
relationship has largely consisted only of trade.

An obvious reason for this limited cross investment
has been the restrictive upstream ownership and
investment laws across the GCC and also in China,
the world’s fourth largest oil producer after the U.S.,
Russia and Saudi Arabia. Perhaps the only major
example is the 30 percent equity stake taken by
Kuwait’s Foreign Petroleum Exploration Company in
China National Offshore Oil Company’s (CNOOQOC)
Yacheng Oil field. An obvious comparison is the
much greater role of the IOCs in both regions.

Downstream, laws are markedly more relaxed, but
even here engagement between the two sides has
been limited compared with that seen elsewhere in
the world. The Oman Oil Company (OOC) has a 30
percent stake in a South Korean power generation
company, GS Electric Power and Services. OOC
also owns 30 percent in China’s Qingdao Lidong
aromatics project and 30 percent in the port
services venture Qingdao Lixing Logistics.

Saudi Aramco has a few refining projects with
China, Korea and Japan. The company has joint
ventures with Sinopec in both Saudi Arabia (Yasref)
and China (Fujian Refining and Petrochemical
Company). Japan is involved in the Petro Rabigh
refining and petrochemical complex and also
partners with Saudi Aramco in a Japan based crude
oil storage lease agreement and in the Showa Shell
Sekiyua refining and service station company.

By far the most outward looking of the GCC

countries is Qatar which, through Qatar Petroleum
and its subsidiary Qatar Gas, has been particularly
active in cooperation with Japan and South Korea.

This list of GCC-NEA joint ventures underscores
the lack of cooperation between the two sides.
Widening the scope from energy to trade reveals
further missed opportunities. As both an export
and import market, the GCC represents a tiny
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fraction of total imports and exports for all four NEA ~ GCC only 51. A further 110, including fabrics, glass,

economies. The GCC markets have experienced metal and machine parts, are exported worldwide,
rapid growth over the last decade, but this has failed but not to the GCC. Even with such clearly identified
to translate into the increased imports from NEA opportunities for further trade, growth is slow.

that could be expected. For example, from nearly Onerous bureaucratic and inspection procedures in
2,000 tariff items identified as enjoying demand the Gulf have been cited by entrepreneurs for raising

growth in the GCC, Taiwan currently exports to the the costs of business exorbitantly.
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Shocks and Vulnerabilities

he most obvious vulnerability to which the

energy trade is exposed is price shocks.

There have been oil price spikes for as long
as there has been a modern oil industry: the Iranian
revolution; the Iragi invasion of Kuwait; and the mid-
2000s; to identify just three events. Regardless of
absolute price levels, volatility has been associated
with recessions in several studies. Price spikes
have tended to raise inflation and unemployment
while lowering output; price volatility has dampened
international trade.

While it may appear obvious that the value of the oil
trade is positively correlated with oil price, China’s
export led development, and the commodity super-
cycle that it encouraged, over the last 20 years has
also meant a positive correlation between oil price
and non-oil trade between China and the GCC. By
contrast, oil price volatility has a negative correlation
with trade. Again, over the past two decades, a 1
percent drop in oil price volatility has led to a 0.65
percent increase in trade between China and the
GCC: oil trade up by 0.83 percent, non-oil trade up
by 0.42 percent.

Shocks to supply and demand have different
consequences for China-GCC trade. When oil prices
rose as a consequence of global economic growth,
China-GCC bilateral trade also increased. Oil supply
shocks, on the other hand, seemed to have limited
effect on China-GCC trade, perhaps because of

the political favor and protection shown towards the
relationship.

What becomes apparent is that the strength of the
relationship can help inject stability into the trade
relationship, even when the fundamentals are
volatile. Boosting oil volumes traded and increasing
overall trade between China and the GCC can
therefore strengthen the trade relationship by
boosting its importance and increasing the likelihood

that policymakers will find ways to protect the trade
flows. In this sense, the long held Chinese belief in
diversification could actually be detrimental to the
stability of trade links with the GCC by reducing their
importance. Successfully concluding the China-
GCC Free Trade Agreement could therefore be one
way of boosting trade and stability.

Price volatility is not the only shock to which GCC-
NEA energy relations are vulnerable. Supply shocks
have the potential to be of far greater consequence.
The U.S. shale revolution has drastically redrawn
energy relations in two ways. First, NEA has
become increasingly important as the remaining
growth region for GCC energy exporters, even

as NEA demand growth has slowed. Second, the
increase in production from the U.S., coupled with
slowing demand, has helped produce the current
sustained fall in prices and the growing stress that
has been placed on GCC budgets.

This story of U.S. unconventional oil, shifting supply
and demand trading relationships and undermining
the oil price, could be repeated through two different
vulnerabilities. First, the emergence of new sources
of conventional oil supply. The GCC is not the only
region to pivot east in its oil sales: Russia, too,

has been reorienting at least part of its oil flows to
Asia in the face of weak demand from its traditional
European export markets. Long-term contracts
between Russia and China will see an expansion

in East Siberia—Pacific Ocean (ESPO) exports,
though it is currently unlikely that there will be further
capacity upgrades beyond those already in process.

The GCC has already lost market share in Asia. West
Africa, Latin America and the Former Soviet Union
have now all emerged as major suppliers to that
region. In 2008, the Middle East provided 78 percent
of oil imported by NEA, but in 2014 this was down to
66 percent. It should be noted that, in absolute terms,

Energy Relations and Policy Making in Asia: A Brief Summary of the Book
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Middle East exports to Asia have still increased
over this period, from almost 14 MMbbl/d to over 15
MMbbl/d. Specifically for GCC to NEA, exports rose
from 5.6 MMbbl/d in 2003 to 7.1 MMbbl/d in 20183.

Despite these past increases, the GCC may well
face growing competition. It is expected that Asia’s
share of Russian oil exports will grow from 6
percent in 2015 to 20-25 percent by 2030. Much
will flow to NEA, where Russia enjoys a significant
geographical advantage over the GCC. Transport
links to/from Russia are much shorter and avoid
contentious choke points that worry NEA energy
strategists, such as the Malacca Straits.

Significant new technological discoveries that may
impact the relationship are hard to predict, but can
certainly introduce unforeseen wrinkles into GCC-
NEA energy trade. For example, while methane
hydrates are often deemed unlikely by analysts, they
may present a potential black swan event that could
once again change global energy flows. Methane
hydrates are ice-encased methane; global reserves
of methane hydrates are thought to exceed all other
hydrocarbon reserves. Their potential is huge and
their abundance in NEA — in excess of 12 trillion
cubic meters, with 6 tcm in Japan — could lead to
traditionally energy poor countries such as Japan
becoming gas independent.

Despite their potential, successful commercial
exploitation of methane hydrates remains some way
off. Japan and Korea are probably the closest to the
necessary technological breakthrough, but even
here commercial production is not expected before
the mid to late 2020s, with full development unlikely
soon. Low oil and gas prices may reduce the
competitiveness of methane hydrates and further
extend this time line, and in the competition with
other emerging technologies some analysts cast
doubt on their ever becoming a commercial reality.
On the other hand, few accurately predicted the
growth of shale gas in the U.S.; methane hydrates
may yet repeat this story.

What can the GCC do in the face of new competition?
Despite the ardent desire of NEA policymakers for
direct price negotiation, this is unlikely to take place
given the current market structure. The market
determines the spot price for benchmark crudes
such as Brent, West Texas Intermediate or Dubai.
Formula prices then define official selling prices

for contracts at a discount or a premium to the
benchmark. Individual suppliers can set discounts
to the benchmark, but these are then applicable to
all term contracts, not specific ones. There is greater
negotiation potential with non-price incentives, and
GCC suppliers have been known to offer reduced
shipping rates or enhanced credit terms.
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Energy Security: Asymmetric Fears

tructural changes in NEA energy demand,

particularly for gas, could increasingly cause

uncertainty about GCC security of demand.
Gas demand growth in China is slowing. Its gas
consumption rose from 23.5 bcm in 2000 to 185.5
bcm in 2014 and NEA accounted for more than 50
percent of the growth in world oil consumption since
2008. But from that period of double digit growth,
in the first half of 2015 year-on-year gas demand
slowed to 3.3 percent. Despite being the world’s
sixth-largest gas producer, Chinese domestic gas
production has lagged behind consumption and
imports have grown rapidly, reaching 58.4 bcm, or
31.5 percent of total, by 2014. Of this, 31.3 bcm were
through pipelines, the first of which opened in 2009,
and 27.1 bcm was in the form of LNG, which started
arriving into China in 2006. Qatar, the world’s largest
LNG exporter, provided almost 35 percent of China’s
LNG.

It is expected that Chinese gas demand will rise

to 312 bcm by 2020, though low and high growth
scenarios give a range of 290 to 350 bcm. This
slower than expected growth in gas demand has
knock-on effects for China’s gas imports. Domestic
production is currently declining year-on-year and
China’s energy industry has struggled to open up
new reserves. Shale gas and coal bed methane
have also been developed more slowly than
originally targeted. In total, the China Petroleum and
Chemical Industry Federation is now predicting total
domestic gas production to be around 224 bcm in
2020, shy of the National Energy Administration’s
2020 target of 245 bcm.

The shortfall will be covered via imports, both
pipeline gas and LNG. China’s policymakers have
targeted new pipelines as a key part of their energy
security policy. Three major new pipelines are
scheduled to bring on 135 bcm of capacity by 2020.
The Central Asian Natural Gas Pipeline, which runs
south to northeast through Turkmenistan, linking up

with the West-East Pipeline, was completed along
with the Sino-Burmese pipeline in 2014; a fourth
channel in the Central Asian pipeline is expected
by 2016; the Sino-Russian pipeline running to the
northeast of China is expected to be completed by
2018. Scheduling uncertainties lead some analysts
to predict only half the nameplate capacity will be
filled by 2020. The rest will come from LNG, but
even forecast imports are expected to be well short
of nameplate regasification capacity: 51 million
metric tons as against 80 million metric tons.

China’s policymakers, fearful of failing to find
enough gas for the country’s impressive economic
growth, could well find themselves in 2020 having
over-built import capacity and over-estimated
demand. With greater capacity than necessary to
manage gas imports, China may find itself in the
position to choose the cheapest among competing
gas supplies — so long as cheaper options are also
secure options. This may well be bad news for
Qatari LNG. While Qatar was the largest supplier
of LNG to China in 2014, these imports fell by over
48 percent in the first half of 2015. Qatari LNG,
contracted at times of high oil prices, is the most
expensive gas currently flowing into China.

Yet, while one set of energy security dynamics in
China has led to the possible over-estimation of
domestic demand and over-construction of import
infrastructure, a competing set of energy security
dynamics may actually be raising the amount of gas
available for export to China.

Qatar has ambitious plans to produce 2 percent of
its electricity from solar power by 2020, and then
to expand that to 20 percent by 2024. Given the
country’s current almost total reliance on gas for
electricity generation, such renewable targets will
free up gas to help meet either growing domestic
consumption or increased export.
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North East Asia is Qatar’s single most important
market: the region accounted for 41 percent of
Qatar’s LNG exports in 2013. In absolute terms, both
Korea and Japan buy more Qatari gas than China,
but China was, between 2009 and 2013, by far the
fastest growing market. Between those years, the
gas trade between Qatar and China had a CAGR of
76.8 percent, between Qatar and Japan a CAGR of
15.3 percent and with Korea, 14.3 percent. Overall
trade between China and Qatar has also been
growing, while Qatari trade with both Japan and
Korea has fallen since 2009. China has therefore
come to be seen as the future market for Qatari gas.

Yet Qatari LNG exports to NEA face growing
competition. Unconventional gas exports from the
U.S. are already beginning to affect the competitive
landscape but, more importantly, China’s shift

from a tight gas market to a possible oversupplied
gas market by 2020, will likely see high priced
Qatari gas continue to lose ground. In addition,
Australia is set to emerge as the world’s largest
LNG exporter post 2020, while Africa and Russia
are also set to increase their exports. While there
are clear environmental benefits to Qatar’s pursuing
an expansion of solar power in its electricity
generation capacity, and while domestic price
reform can certainly help Qatar optimize its own
gas consumption — both of which will maximize the
amount of gas available for export —the NEA market
will be increasingly sensitive to price as the supply
balance shifts in its favor.

Its position as the most expensive gas supplier to
NEA in an environment of increasing competition
poses a problem for Qatar, especially as it has
positioned itself within the GCC as an exporter

of LNG, prioritizing market based commercial
relationships with distant energy consumers over
political —i.e., selling gas at a substantial discount
to the market — relationships with geographic

neighbors. The fall in global energy prices since
2014, combined with the slowing growth of energy
demand across Asia, has increased Qatar’s
vulnerability to NEA, at the same time as the
country’s dependence on the region has grown.
When gas demand in Europe fell by 20 percent
between 2010 and 2014, Asia took up the slack.
Indeed, Qatar’s relationship with NEA rests upon
more than just the sale of LNG: of all the GCC
countries, Qatar is most entwined with Japan
through joint ventures and investments in its various
gas projects.

Yet as Qatar built up its commercial links with
growth energy markets such as NEA, it did so at the
expense of local relationships. This is not because
Qatar’'s GCC neighbors do not want gas: they do.
Apart from Qatar, the five remaining GCC members
all experience gas shortages. Discussions to
develop a strong intra-GCC network of gas supplies
have met with little success. The Dolphin gas
pipeline, conceived in 1999 to produce, process and
transport gas from Qatar’s North Field to UAE and
Oman, is one example of joint infrastructure, and it
is as much an example of failure as one of success.

Shortcomings in legal, governance and institutional
frameworks have stymied GCC integration, but so,
too, has a lack of political will. Qatar, especially,
felt isolated in the GCC after the regime change

in 1995. Long before that, in the 1980s, Qatar had
sought support for a pipeline network to deliver
gas to the rest of the GCC. In 1990, Saudi Arabia
pulled out and then refused to grant transit rights
from Qatar to Kuwait. But at the core of that dispute
was a disagreement over price, which was based
on the unreformed — and extremely low — domestic
gas prices GCC countries charge their populations.
Dubai, for instance, was unwilling to pay Qatar
more than $1/MMBtu. Saudi Arabia’s domestic

gas price is just $0.75/MMBtu. When the Dolphin

Energy Relations and Policy Making in Asia: A Brief Summary of the Book

13



Energy Security: Asymmetric Fears

project to supply UAE with Qatari gas came on
stream in 2007, it was below scope: the pipeline’s
nameplate capacity is 3.2 bcf/day, but current
compression facilities and contracts allow for only
2.2 bcf/day. Dolphin has certainly been a success
by the yardstick of GCC cooperation, but the Qatari
government has seen little incentive to prioritize
the sale of gas to its neighbors when it is at such a
discount to prevailing international prices, even if it
is willing to at least notionally subscribe to the idea
of regional cooperation and supply. The unreformed
—i.e., extremely low — gas price in GCC countries
continues to undermine the region’s gas security:
consumption is high and there is little incentive

for Qatar to supply gas when it can secure higher
prices outside the GCC. Recent moves to reform
prices in the Gulf States are unlikely to change this
situation in the short term.

The energy security concerns of Qatar and other
GCC countries are, at the core, not dissimilar

from those facing NEA. Countries such as China
are concerned about dependence on any single
supplier, just as the GCC suppliers are concerned
about over dependence on a single buyer. Related
to this is an anxiety over political stability and

how stability, or lack of it, affects the flow of oil.
Additionally, governments worry about availability
— what percentage of a supplier’s volume does a
single buyer take — affordability and price volatility.

The exact nature of energy security risks varies
from country-pair to country-pair and from year to
year. But stability has long been perceived by NEA
as the most important element. Periods of political
instability and political violence have historically
been associated with lower oil exports, and GCC
oil exports are especially sensitive to transnational
episodes of violence and instability. Yet, while this is
true, economic factors — non-political events — have
far greater power when it comes to explaining the
fluctuations in oil flows.

For policymakers concerned with stability, China
began developing its Strategic Petroleum Reserve,
taking advantage of current low prices to build up
stockpiles at lower cost. This is intended to be a
three phase process, with a final capacity of roughly
500-700 million barrels by 2023. In doing this, it is
adopting a policy similar to that of the rest of NEA.
Japan currently has an estimated capacity of 900
million barrels: 542 million under the direct control
of the Ministry for Economy, Trade and Industry and
316 million under the control of an agent company,
Japan Oil. In turn, Korea has total storage of 291
million barrels, 146 million of which are under the
control of the national oil company. Stockpiling has
long been regarded as an effective way to reduce
risks related to oil supply; it is, however, expensive.

Perhaps one way to reduce the costs of stockpiling
is through joint stockpiling, a policy that can also
help to align the energy security interests of
exporters and importers. For importers, energy
stockpiles provide easy access in times of relative
shortage; the exporter benefits from having its oil
close to the point of consumption, allowing instant
access with low transport risk. If multiple parties

are involved, the costs of facility maintenance

can also be shared, reducing the overall costs. Of
course, for a system designed to provide emergency
cover for an economy’s energy requirements, joint
stockpiles can involve difficulties over real control
and ownership. If more than one energy consumer
is relying on the storage facilities, joint ownership
and access contracts may become irrelevant during
a breakdown in international relations: location will
give ultimate control to the host nation, regardless of
contractual clauses.

Joint stockpiling projects are found in Japan, where
Japan and Saudi Aramco have a 6.3 million barrel
facility. There is a further 6.3 million barrels of

joint stockpiling with the Abu Dhabi National Oil
Company (ADNOC). Korea also has a 6 million
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barrel joint stockpiling facility with ADNOC. A 2007
strategic alliance between Korea and Japan failed
to gain traction as trust and relations between

the two countries have weakened, even against a

background of historically fraught relations.

Improving communications is probably the single
most important element in ensuring stable relations,
particularly as the underlying structure of the energy
trade relationship is evolving. Transparency can
improve trust and reduce governments’ perceived
need to go back to the old paradigm of costly
unilateral reactions in response to perceived risk
asymmetries. Communication can remind all

involved that individual governments, economies
and societies are not islands, but interconnected
in countless ways. This is as true for maintaining
political relations as it is for reducing the effects
of unexpected economic shocks. Communication
is of paramount importance for joint stockpiling
projects, especially if multiple countries have
access rights. As countries in both the GCC and
NEA have moved to protect themselves from their
perceived asymmetric energy security risks, good
communications have proved to be perhaps the
most cost-effective way to ensure the stability that
all parties are seeking.
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Responding to the Environment

Ithough the relationship between the GCC

and NEA has traditionally been framed in

terms of hydrocarbons, both renewable
energy and energy efficient technologies are
opening up new opportunities.

Currently, low carbon energy provides just 10.5
percent of NEA's total energy consumption, against
a woeful less than 0.004 percent for the GCC.
Countries in both regions have targets to expand low
carbon energy generation and are richly endowed
with low carbon energy resources, solar and wind
being the prime examples. Bahrain seeks to have 5
percent renewable energy use by 2020; Kuwait and
Oman are targeting 10 percent renewable electricity
generation by the same year; Qatar has ambitious
plans for 20 percent solar power by 2024, while
Saudi Arabia has called for 10 percent of electricity
to come from non-hydrocarbon sources by 2030.
Dubai wants to have 5 percent of final energy
consumption from renewables by 2030.

Similar targets are found in NEA. China plans to
increase non-fossil energy to 15 percent of total
primary energy supply by 2020, Japan is planning to
more than double its current renewable capacity by
2020, to reach almost 86 GW, and South Korea is
targeting 11 percent by 2035.

Furthering their own use of renewable energy,

NEA economies can also reduce their oil and

gas demand, again reorienting the traditional,
hydrocarbon dominated trade links. But they can

do more than that. As world leaders in these
technologies, NEA economies have the ability to
become energy exporters to the GCC. China can
help export and install wind technology; Japan could
leverage its well established photovoltaic electricity
generation technologies.

This cooperation has already begun. The UAE is
partnering with South Korea to build four nuclear
reactors and Saudi Arabia has signed memoranda
of understanding (MoUs) with China, in August
2014, and South Korea, in March 2015, to promote
nuclear and renewable technology cooperation.
Japan has been active in the GCC solar market
since the 1980s, providing equipment, collaborative
research and financial support. The greatest barrier
to increased GCC-NEA cooperation in renewable
energy is the price environment in the GCC,

where oil and gas prices are extremely low. This,
coupled with traditionally conservative targets for
renewables, has slowed development of wind and
solar markets and limited NEA engagement.

Combined with renewables targets, governments
are increasingly adopting greenhouse gas (GHG)
emission reduction targets. Japan, for example, is
seeking a 26 percent reduction in GHG emissions
by 2030 against a 2013 baseline. At least some of
this reduction will be driven by efficiency savings
and by behavior changes that ultimately lower
energy consumption. These are areas where
sharing best practice between countries can lead to
rapid, cost effective changes being adopted across
regions. The NEA has a wealth of energy saving
knowledge that can be readily shared with countries
in the GCC. But the sharing of best practice also
requires a nuanced approach to the designing of
energy conservation policies that acknowledge the
global nature of energy use and emissions. Purely
domestic actions to reduce GHG emissions can
actually lead to an increase in global emissions,

as energy intensive industries are pushed out to
developing economies with more lax environmental
standards and less efficient industrial processes.
Marrying best practice with efficient technology and
accurately measuring energy and emissions is an
important step toward a true reduction in energy use
and true collaboration between the regions.
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Countries that look only to their direct energy
balance, ignoring the energy and emissions
embodied in the goods and services they import
from elsewhere, have failed to recognize a key part
of the puzzle. Although Saudi Arabia and the rest of
the GCC are major energy exporters, they are also
importers of embodied energy. Indeed, the UAE
actually imports more embodied energy than it uses
directly, as does Japan. The energy embodied in an
economy’s exports can also make up a substantial
component of the country’s total energy use. The
embodied energy exports of China, Japan and South
Korea make up 39 percent, 28 percent and 109

percent, respectively, of their energy for domestic
consumption. South Korea’s high figure comes at
least in part from its re-export of petroleum products.

Adopting an embodied energy accounting

system does not render energy and emission
reduction targets unnecessary, but it does boost
communication. In addition, there can be improved
understanding of how economies are interlinked
through their energy relations, and of how
opportunities for enhanced relationships that look
beyond traditional hydrocarbon sales can benefit the
energy security, and economic and environmental
prosperity of all involved.
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Conclusion

his project took at least part of its cue from

China’s Belt and Road Initiative — but if

that policy seeks to build infrastructure
to physically bind economies closer together,
this project takes a broader view of the possible
relationship set available to economies in both the
GCC and NEA. Physical infrastructure projects
may deliver enhanced benefits and may boost
connectivity and interdependence, but they are not
the only route.

Clear focus by policymakers on some additional
factors could complement efforts to solidify ties
through the development of infrastructure:

Understanding of new trade opportunities.

Enhanced awareness of vulnerabilities masked
by current trading relations.

Focus on the limits to current cross investments.

Knowledge sharing so that the GCC can
leverage NEA expertise in renewable energy.

Understanding how decisions taken in one country

can both create opportunities for another country
and yet also confound the expectations of a third,
can again reduce the perception that each country
is alone, and each subject to asymmetric energy
security risks.

Understanding what are the real components of
energy security can be aided by understanding
that while political stability is certainly important

to maintain energy flows and economic growth,
economic stability is even more central.
Understanding how the new environment provides
opportunities for both sides to work together

to share best practice and reduce the costs of
energy for all sides can also help boost trust, aid
understanding and, ultimately, lower the perception
of asymmetric risks.

Most important, policymakers can re-evaluate
fears that bilateral relations among NEA-GCC are
at risk through improved trust and communication.
Energy will flow. Commerce will continue. But the
opportunity to substantially improve relationships
rests upon improved understanding, improved
communication and enhanced trust. It is here that
this project seeks to make its real contribution.
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wellbeing and economic development — and has
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environment, and economic development on the
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and development in Taiwan.
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The Energy Research Center of Fudan University
has competence in economics, energy policies and
environmental and social efficiency research in China.

The Gulf Studies Center at Qatar University

has as its prime objective the provision of a Qatar-
based research center of international excellence
for multidisciplinary academic research, stimulating
and advancing education and research on a broad
range of political, economic, social, environmental,
and security issues and other matters relating to the
Gulf region. The Gulf Studies Center aims to foster
thoughtful dialogue among students, scholars and
practitioners of Gulf affairs and to facilitate the free
flow of ideas and knowledge through publication and
dissemination of related information. It also seeks
to provide a forum for scholarship and academic
research and promote scholarly interest in the
region among researchers within Qatar and beyond.

The Institute of Energy Economics, Japan (IEEJ)
has been conducting specialized research activities in
the areas of environment and energy economics for
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