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Ladies and Gentlemen,

“tutte le strade conducono a Roma”, all streets lead to Rome, is an old saying reminding us of the times when Rome was the centre of Europe. Rome is still a European centre of cultural and political excellence and her beauty will always attract people from outside. She deserves the name of the city of eternal beauty. It is therefore a great pleasure for me to be with you in this wonderful city and I thank “EuSalt” for the kind invitation to speak to you.

Let me start with a short anecdote. Albert Einstein was once invited as a guest speaker by Swarthmore College. When he was asked to speak he stood up and said: “Ladies and Gentlemen, I am very sorry, but I have nothing to say”. He sat down again. There was much grumbling in the audience and he stood up again: ”When I have something to say I will come again”. Six weeks later he telegraphed to the President: “Now I have something to say”. And the President organized another Dinner.

The Einsteins are very rare today and therefore you do not risk a postponement of your conference. And by the way, I am not Einstein although I studied physics but I became a politician. The difference between politics and physics is that in physics two plus two is exactly four, whereas in politics the result depends on speeches and on elections. Politics deals with power, science with knowledge. As energy policy is an activity located between policy and physics you understand how irrational sometimes the decisions are. Energy policy is basically policy, it is not identical with applied physics. Therefore, our energy problems are mainly of political origin. And behind energy stands power. 

You asked me to elaborate on “A European Energy Strategy in a Global Context”. The title reminds us that our security of supply depends on the outside world. Today, 50% of our European energy supply has to be imported. In 20 or 30 years we will have to import 70 or more percent.  The reason is obvious. Our oil and gas reserves in the North Sea are depleting, our indigenous coal is too expensive, nuclear energy is not an option in many countries, but our energy consumption still increases. Certainly, we do a lot to improve our energy efficiency, we invest in renewables, we encourage an energy saving lifestyle, but altogether it is not enough to fill the gap between demand and supply. 

These figures and facts are not new. We know them for years. We import more oil and gas, we pay our bill regularly, the high oil and gas price doesn’t seem to affect our economic growth. And we live with them. So, where is the problem? 

First of all, energy is the stuff that makes our economy run. Certainly, you also need capital, skills, other raw materials, etc., to create goods and services, but without energy our modern society would stop functioning. Imagine simply a black-out in Rome: no lights on, the computers would stop, the elevators would no longer open, the hospitals would run out of electricity and no operation would be possible, the trains would come to a halt, in short, we would be in trouble. Our modern life depends on the regular supply of electricity and other forms of energy, just like our body depends on a reliable delivery of blood.

When you stop the supply of gas to a country as it happened at the beginning of this year when the Russian company Gazprom no longer pumped gas into Ukraine, Georgia and Moldova, then countries are in great danger. This unexpected blackmailing showed how powerful a country is that disposes of gas or oil, and how vulnerable a country is that depends on imports from such a powerful neighbour.

In other words, if you depend totally on one or two suppliers, you lose your margin of manoeuvre; you lose your freedom of action, your sovereignty.  

I want to draw your attention to another surprising effect. It is estimated that the value of oil exports is today in the order of magnitude of 800 billion Dollars, or six times the budget of the European Union. Oil is the most important commodity. It gives power to those who export it, and causes trouble to those who import it. Oil may therefore become a source of conflict.

There is a third fact that has to be taken into account. Our oil and gas, particularly cheap oil and gas are not forever. We already reached or will soon reach the oil peak, the moment when we discover less than we consume. Certainly, there are still big reserves of unconventional oil, like oil sands in Canada or the so-called orimulsion in Venezela, but its exploitation becomes only economic at an oil price beyond 30$ per barrel, a level we seem to have reached in the last year.

In other words, oil and its derivatives, gas and other energy resources tend to become more expensive.

What has to be our strategy? What can we do in such an unpleasant situation? I will answer with a historic reference:

On the eve of World War I, First Lord of the Admiralty Winston Churchill made a historic decision: to shift the power source of the British navy’s ships from coal to oil. He intended to make the fleet faster than its German counterpart. But the switch also meant that the Royal Navy would rely not on coal from Wales but on insecure oil supplies from what was then Persia. Energy security thus became a question of national strategy. Churchill’s answer? “Safety and certainty in oil”, he said, “lie in variety and variety alone.”

Since Churchill’s decision, energy security has repeatedly emerged as an issue of great importance, and it is so once again today. But now the subject needs to be rethought, for what has been the paradigm of energy security for the past three decades is too limited and must be expanded to include many new factors. Moreover, it must be recognised that energy security does not stand by itself but is lodged in the larger relations among nations and how they interact with one another.

What is new?

The renewed focus on energy security is driven by high oil prices which have doubled, if not tripled over the past three years. The oil market is exceedingly tight. But it is also fuelled by the threat of terrorism, instability in some exporting nations, a nationalistic backlash, fears of a scramble for supply, geopolitical rivalry, and countries' fundamental need for energy to power their economic growth.

Since Churchill’s day, the key to energy security has been diversification. This remains true. Europe must diversify its suppliers. But it must also invest in energy efficiency and indigenous energy resources. We still have large lignite resources that wait to be used. Half of the world’s lignite is found in Europe. We still have some coal. And we can develop renewable energy technology – and nuclear energy although it is still unpopular in some of the EU member states. In other words, we could develop a common policy of resources, we could build on new technologies – or in other words, we could replace some resources by knowledge. 

The usual definition of energy security is simply the availability of sufficient supplies at affordable prices. But different countries have different ways of interpreting what the concept of energy security means to them. For Russia, the aim is to reassert state control over “strategic resources”. It wants to gain primacy over the main pipelines and market channels through which it ships its hydrocarbons to international markets. Developing countries are concerned about energy prices and how they affect their balance of payments. For China and India, energy security now lies in their ability to rapidly adjust to their new dependence on global markets, which represents a major shift away from their former commitments to self-sufficiency. For Japan it means diversification, trade and investment. And the United States must face the uncomfortable fact that its goal of “energy independence” is increasingly at odds with reality. 

And Europe? Our debate centres on how to be more efficient, to manage dependence on imported gas and oil and whether to build new nuclear power plants and invest in clean coal.

Experience shows that to maintain energy security we must abide by several principles. The most familiar is what Churchill urged more than 90 years ago: diversification of supply. A second principle is resilience, as “security margin” that provides a buffer against shocks and facilitates recovery after disruption. Resilience comes from many factors, including strategic reserves, backup supplies of equipment, spare production capacity as well as plans for responding to disruptions that may affect large regions.

The third principle is that we have to recognise the reality of integration. We are becoming more and more interdependent. Secession is not an option. The fourth principle is information. The better we are informed about the flows of oil, gas and other forms of energy, the safer we are. The International Energy Agency has led the way in improving the flow of information about world markets. The EU envisages now a similar watchdog – a European Energy Observatory -  to rely on an independent source of information.

With these four principles in mind, we Europeans have to rethink our energy policy. We need a real energy strategy in order to abide by these principles. 

But what is often forgotten in our energy debate is our commitment to reduce the emission of greenhouse gases, particularly CO2. The biggest threat to our civilisation comes from climate change. If the climatologists are right we have to reduce our CO2 emissions by a factor of 5 to 10 within a few human generations. This is a Herculean task which can only be implemented by uniting all our efforts. New technologies like clean coal, the third and fourth generation of nuclear reactors, thermonuclear fusion and all sorts of renewables must go hand in hand with energy conservation. The key word is “intelligent energy”. This is a difficult, but not impossible mission. Look at agriculture. 200 years ago roughly still 90% of our population were peasants or fishermen. They could barely feed themselves. Within two centuries we managed to improve productivity to such an extent that only a few percent of our population ploughs the earth but produces more than we can eat or drink. What happened in agriculture can also happen in energy. Energy efficiency is possible if we allow new technologies to develop and if we change some of our habits.

But there is a great difference between agriculture and energy. In order to bring about the agricultural revolution we had 200 years time. To reduce our greenhouse gases we have to do it within a few generations. 

If we do not stabilize the global CO2 concentration soon, we risk a temperature increase of more than 2 degrees. We also risk the acidification of our oceans. We know these figures by heart, we repeat them in our speeches and resolutions. But in reality the world increases the emission of greenhouse gases. Even Europe. We committed ourselves to reduce the emissions of greenhouse gases by 8% in the two decades between 1990 and 2010. In reality we are not on track. Today we Europeans emit 6% more CO2 than in 1990. If you take all the greenhouse gases together, we have reduced their emissions by 2%, not more. 

There is an obvious gap between our visions and reality. This reminds me another anecdote. Friedrich Wilhelm Hegel, the great philosopher, was once asked by a student, why his ideas were not compatible with reality. He simply replied: the worse for reality.

What sounds a bit amusing in philosophy is bitter reality in science. Hegel’s answer is not allowed in physics. Nature does not read philosophical books. Nature measures. Nature measures CO2. And does so in a very exact manner. 

Is it then all hopeless? No. For example, we have many possibilities to improve energy efficiency. Let me give you an example. In the last 20 years the so-called light emitting diodes were developed. Green, yellow, red or blue LED’s are already the ingredients of our electronic devices. In only a few years time we will dispose of economic white LED’s and replace our old light bulbs or gas discharge lamps by white LED`s. Their advantage is an extremely long lifetime and nearly 100% efficiency. If we managed to replace our actual lighting technology by the new one, we could easily save 8 – 10% of our electricity consumption.

I want to give you another example.

From your own industrial experience you know that energy prices are an enormous cost factor and you do whatever you can to reduce that cost, mainly by better and more energy efficient technology. This happens now with Russia and her neighbours. 

Russia has been heavily criticised in the West for his oil and gas imperialism. But we should not forget that behind Russia’s energy policy, there is also another truth. Russia moves away from Soviet – era arrangements of subsidising energy prices to their neighbours and to their own people and turns to market-based pricing mechanisms. By leaving Soviet subsidies they also say goodbye to wasteful consumption.

Russia’s price jolts on gas have already triggered investments in Ukraine and other former Soviet republics.  Ukraine set up an energy efficiency agency, a new energy program produced by Ukraine’s government in response to the price shock, with the aim of cutting gas consumption by more than a third by 2030, even as the plan foresees a tripling in the size of the country’s economy. Such a saving of 27 billion cubic meters of gas would be equal to two-thirds of the gas consumption of France last year.

Russia itself saw gas prices rise by 30% this year. It will seek a similar price increase this year although the government has the last word. But Russia has no choice as the domestic gas use rises faster than the production.

The savings potential is large. If all former communist – bloc countries in Eastern Europe and Central Asia could reach Western European levels of energy use per GDP unit, world energy consumption could fall 7.2%, says the European Bank for Reconstruction and Development. But not only Russia or Ukraine, also Old Europe has a saving potential of 20 or more percent, as a recent Commission document stated.

These figures are encouraging and they show us the direction in which we have to go. But they also show us how dependent we are on each other.

Assume higher gas and electricity prices in the East and more investments in modern technology in the Ukraine, Russia and elsewhere. It would trigger an increasing export of capital intensive technology from the West to the East. And their price advantage for energy consuming industries like steel, aluminium or fertilizer would decrease. Such a policy would bring us nearer and would perhaps avoid one day an disloyal competition by ecological dumping. That is what the European Union wants to achieve. We want to build our energy relations on a level playing field. We want to have equal conditions in order to compete fairly with each other.

We are still far away from such conditions, but reality brings us nearer. Our vision is that one day our immediate neighbours – North Africa, the near East, Ukraine, Russia - become part of a wider European energy community with common rules, fair prices and networks linking us with them. Last year a first step was made with the South-East European Energy Community. Such interdependency would increase our energy security as much as it would stabilize our regions politically.

How much our policies are already today interlinked shows the following example. Russia intends to build 20 new nuclear power stations in the next decades in order to replace gas by uranium in electricity production. Behind such a replacement lies the idea to export more gas to the West where they still expect higher energy prices. The Germans on the other hand phase out nuclear power stations and replace them by coal and mainly gas. In other words, Russia replaces gas by nuclear and Germany replaces nuclear by gas. Is this reasonable? And where is the safety gain?

These few examples show how dependent we are on each other. They are another reason to develop an authentic European foreign energy policy and to invest in energy- and CO2– saving technologies.

To which technology belongs the future? According to our today’s knowledge on the electricity supply side, these technologies are mainly Renewables, more efficient and CO2-free fossil power stations and a new generation of nuclear power stations, the so-called inherently safe reactors. In the future we will add thermonuclear fusion and all sorts of devices we still have to invent. Discovery and invention of the still unknown is our biggest resource. 

Basic research is therefore the real key to open the door of the future. And our most important ally is surprise. 

Twenty years ago we did not know how to produce a white light emitting diode. Now we know it. 40 years ago our cars were real gas guzzlers. Today they are much more comfortable and use less gasoline. And we are confident to build much more energy saving cars in the future. Nuclear and quantum physics revolutionised the world in the past like biology does it today and brain science tomorrow. In the future we will develop new materials, we will replace petrol by biofuels, we will perhaps understand the secrets of photosynthesis and reproduce it in a factory, who knows.

But whatever our dreams and scenarios are, sometimes it is useful to look at the reality. The real world, the facts are less bright as we expect them to be. Europe is still far away from a real energy strategy. We rarely speak with one voice. Our energy consumption increases steadily. CO2 emissions are 6% higher than in 1990, as I already said. By the way, on a global basis, they increased by 4,2% only last year. We rely more and more on imported gas and oil. In other words, we do not comply with our obligations.

As if this list of deficiencies were not enough, we still lack a real European internal market, with competition instead of intervention. In Italy electricity prices are two times higher than in many other countries. Competition has still its limits. And high electricity prices force energy intensive sectors like steel and aluminium to delocalise their production and leave Europe. We import more and more steel from third countries because it is cheaper to produce steel elsewhere than in Europe. Delocalisation may reduce our costs, may reduce our CO2– emissions statistically, but they reappear in other parts of the world. Looked at it from a satellite’s view it even increases CO2 emissions because steel produced elsewhere consumes often more energy and produces more CO2 than in Europe. And shipping it to Europe costs again energy and CO2.

I am not arguing for cheap energy because it would be the wrong signal to improve energy efficiency. But I recommend looking at the efficiency of the whole energy chain. Take a modern hybrid car like Toyota’s Prius. If you take into account the environmental costs at all stages of the energy chain, from oil over gasoline or electricity and you compare it with a modern diesel car, you will find no difference. The only difference is Prius’ image. Altogether, they consume the same amount of energy. 

There might be singular cases where delocalising might be profitable under environmental or energy saving aspects. But imagine for one moment we would import all our salt from China because of the low labour costs. We would not only damage our own industry, but we would also become more dependent, we would certainly emit more CO2 and would finally pay a higher price than we would pay if we refined salt at home. 

This brings me back to foreign energy policy. Foreign policy needs an energy dimension because we need good relations with the oil and gas exporting countries. Even if we succeeded to reduce our dependency we would still be in need of imported oil and gas. This is the reason why the European Union has established a functioning dialogue with the OPEC-countries, why we agreed in putting energy on the agenda of the next G8 – summit in St. Petersburg, why we created the Energy Charter Treaty, why we intensify our relations with China, India and others. We speak to each other, but we also develop technologies together, improve our industrial relation, and finally, we create confidence.  

In science and technology the most visible programmes are ITER, the International Thermonuclear Experimental Reactor, now to be built in Cadarache, the development of Generation IV nuclear reactors, hopefully clean coal, a concept whereby coal is efficiently burnt without the emission of CO2, but also solar and geothermal energy. We should not forget that Europe is the biggest donor to third world countries and under our development aid fall more and more energy projects. 

Another reason for a common energy foreign policy is Kyoto, in other words, our commitment to abate greenhouse gases. Europe accounts only for 14% of the greenhouse gas emissions. In order to be successful we need allies like the USA, China and India who emit about 50% of all greenhouse gases. Even if the Europeans succeeded to stop all greenhouse gas emissions it would not influence much on a global scale. We need allies for our climate policy, now and in the future. We need them to negotiate a post Kyoto agreement. We want to know what comes after Kyoto?

But how can we convince the USA where not only the President objects any international commitment? How can we convince China or India, where the per capita emission is far below of our own per capita emission? Certainly, we have to give a good example, we must make the first step, but we also have to convince them that we are all in the same boat, we have to show them that climate policy is a win-win policy, it is in their as in our interest, in other words, we have to create a common public opinion. 

In a world where poverty is still an appalling reality it is not easy to write a common agenda in climate policy. If we do not bring together the fight against poverty and climate change we will fail. There is an economic, a political and a psychological link between energy, climate policy and poverty.

The prove is in emissions trading. Under the Kyoto Protocol we gave CO2 a price. In the European Union this is already a reality. Energy consuming companies, large sectors of our economy get CO2-emission rights. If they emit more, they have to buy emission rights on the market, if they emit less they can sell them. You know that system by heart and I will not go into the details. But I want to draw your attention to the fact that you can also buy CO2-credits in third countries. This so-called flexible mechanism allows European companies to reduce their greenhouse burden in a cheaper way than in Europe and it brings money and technology to third countries, to Latin-America, to Asia and to Africa. It also allows trading with Russia. These flexible mechanisms bear the name of Clean Development Mechanism and Joint Implementation. 

This trade under the Kyoto Protocol amounts already to hundreds of million Euros. Soon it will reach the volume of several billion Euros. If we continue with our climate policy, it will reach the level of our development aid in ten or fifteen years time. Carbon trading, as it is called, may amount to 0,5 or 1% of our gross national product in a generation’s time. 

For developing countries carbon trading can become an essential source of income and development. If well done it can alleviate the burden of poverty. Personally, I see in carbon trading the missing link between us, the industrialised countries and them, the developing world. Therefore, climate policy could bring our interests together. We therefore have a common ecological, but also humanitarian and economic reason to cooperate. 

To bring this message to the world is a major task of Europe’s foreign energy policy. 

Another reason to develop a common foreign energy policy is security. Energy targets are ranked top on terrorist target lists. We are more and more vulnerable as recent attacks on refineries in Saudi Arabia have shown. Oil and LNG tankers may become a strategic target. Cyber attacks may become a reality. If somebody blew up the main gas pipeline between Russia and Europe we would be in great trouble. A recent Forum on Energy Supply, organized by NATO in Prague, discussed the possible events in detail and recommended NATO to act. A possibility would be to include virtual attacks in its charter. Whatever NATO or the EU does, we cannot deny that we are confronted with a new challenge.

But whatever the considerations are, our EU member states are still reluctant to develop a real energy strategy. Although roughly half of the European population favours a common energy policy, the governments of our member states prefer still national strategies. It is therefore a great step forward that they nevertheless agreed on a Commission’s Green Paper on Energy Strategy, calling for a joint effort particularly in foreign energy policy.

My own impression is that many responsible people are more and more aware of our vulnerability. But it needs time to go from awareness to action. If you look back into our recent energy history you will see that energy policy was mainly driven by events, not by resolutions or speeches. The Coal and Steel Community of the early fifties was the result of need. In post war Europe coal was the only source of energy and there was not enough of it. Putting our efforts together helped us a lot. The Suez war in 1956 triggered the Euratom treaty because the nationalisation of the Suez Canal by Gamal Abdel Nasr put pressure on Europe and showed us that we were vulnerable. It also showed that Europe’s colonialism came to an end. Nuclear technology was seen as a technology to make us less dependent. In 1973 and 1979 the sudden rise of the oil price triggered a new serious of reactions in Europe, from energy saving programs to renewables and nuclear. Again it was an outside event that made us act. Another major and unforeseen event were the accidents of Three Mile Island and Chernobyl. Now nuclear energy was questioned. The next event was the issue of climate change, something we became aware in the 1990`s. Today we experience a new challenge. Oil and gas become more and more expensive, security of supply becomes again a major issue. 

Whatever the events were or will be, they were and will be unforeseeable. And we have to react. But we have to react in common. I am absolutely convinced that energy policy has to become an increasingly European issue. Either we speak with one voice loudly or we will not be heard.

If Europe would be successful in reducing its energy dependency, by better energy efficiency, by better technology, by consuming less and living better, we could give us and the world the right signal. If we succeeded by replacing the consumption of materials by knowledge, without delocalising our energy intensive industries, we would be extremely successful and find a new identity in a new relation with nature. Europe has initiated the first industrial revolution which replaced human labour by machines. It could initiate another revolution replacing the consumption of nature by intelligent use of nature. That is the main reason why we have created a programme called “Intelligent Energy for Europe” and we hope it will become successful.  

Such a Europe needs courageous and clever people, people who take a risk and enjoy success. I wish EuSalt to belong to this new community of intelligent energy consumers.

