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Introduction
Andrei V. Belyi and Kim Talus

Markets, technologies, and policies constantly evolve at different levels
in various countries, and this has led us to analyse these aspects as the
drivers of energy policies. All have a policy and regulatory impact on
market structures, which further stimulates technological development.
It is noteworthy that the causes of the energy transition may either stem
from the state or from market forces. Therefore, interaction between the
state and the market is a key topic when analysing the hydrocarbon
sectors.

The importance of the interaction between the state and the market
has been repeatedly stressed, albeit without comprehensive theoreti-
cal analysis. For instance, a number of policy-oriented questions have
emerged in the past decades regarding the oil and gas industries. The key
questions include, among others, the following: can the state influence
the hydrocarbon markets to its own advantage by limiting the effects
of interdependencies? Or, can we argue that the interests of energy-
producing states are inherently in conflict with those which import
energy? Do the markets provide stability while states need only to
ensure their predictability? This leads us to debate the very essence of
the interaction between the state and the market and how this varies on
a regional basis.

The key aim of this book is to demonstrate that processes related to
energy transitions are related to the nature of the interaction between
the state and the market and that these are not linked in a linear fash-
ion to the structural issues of reserve distribution or supply and demand
levels. The importance of structural factors is not underestimated, but
the book attempts to understand the institutional causes for energy
transitions in time and in space.

In order to provide a comprehensive overview of regional energy
transitions, a number of writers, drawn from various disciplines
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2 Introduction

ranging from international relations to energy law, have contributed to
this book.

State–market interaction as a core topic of international
political economy

In spite of important sectoral particularities, the analysis of state–
market interaction in the hydrocarbon sectors requires general
contextualization – an exercise which has already been carried out in
respect of many other spheres of political economy. Indeed, the very
debate on the relationship between the state and the market began
with studies relating to the Industrial Revolution. A number of mis-
leading assumptions exist to the effect that the Industrial Revolution
was stimulated by economic policies of libre echange. One should not
underestimate the role played by direct state support, protectionism,
and the indirect stimulation of the economy through the develop-
ment of national military industries (Bailroch, 1995). Classical political
economists pointed to various institutional mechanisms by which new
technologies were developed in various spheres of society. For example,
the coal industry was far from being the main driver of the Industrial
Revolution. On the contrary, it was the Industrial Revolution and the
national policies related to it that increased the importance of the coal
industry in global economic transactions. Although there had been a
degree of technological and industrial development prior to the Indus-
trial Revolution, the level of development it brought about underlined
its political importance. In turn, this political importance stimulated
various state policies directed towards supporting central banking sys-
tems as well as promoting coherent industrial policies together with
science and innovation.

At the same time, the scale of innovation and the evolution of
the market placed firm limits on state sovereignty. Capital-intensive
technologies employed in the mining industry reinforced path depen-
dencies and lock-in effects for long-term national policies. Moreover,
the increased flow of information led to best practice transfer in law
and other regulations. In many segments of the economic chain, from
extraction of minerals to retail markets, cross-border influences have
had a significant effect on state decision-making processes.

An important academic debate is taking place over grow-
ing interdependencies and the subsequent restriction of national
policies. In particular, interdependencies have increased in various
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economic spheres, including finance, investments, and trade in var-
ious commodity markets. In turn, interdependencies and the subse-
quent limits of state sovereignty in economic policies have generated
a misleading belief in the ‘invisible hand of the markets’.

The complex interaction between states and markets has attracted
attention from a number of international political economy scholars.
Works published by Susan Strange (1988) and Robert Gilpin (2001)
sought to define the general rules of the state–market relationship. States
seek to use the markets for their own strategic domestic and foreign
policy purposes, whereas market institutions tend to bypass national
borders, becoming international. In this context, limits are placed on
national sovereignty as states are not always successful in orientating
market institutions to their own advantage.

For a number of years, states have been considered as similar actors
in international political economy. The Waltzian system (Waltz, 1979)
views states as blank units of international relations. In contrast to
such classical approaches, new trends in international political econ-
omy outline regional particularities in the techno-economic paradigm
(Hayter, 2004). The core idea stems from the existence of region-specific
path dependencies in relation to particular technological and eco-
nomic structures, and a region-specific adaptation to global economic
change. Regional interactions might partially reflect global economic
trends (e.g. energy and mineral markets) but reflect local choices,
preferences, perceptions of threats, and subsequent policy attitudes.
Therefore, regions may evolve into specific embedded institutions,
whose combination does not especially reflect global economic trends
(Hayter, 2004). In particular, regional dynamics may reflect various
forms of resource nationalism, cultural perceptions of land owner-
ship and of contracts, as well as the existence of region-specific trade
practices.

Therefore, regional institutions (interdependencies, perceptions of
threat, economic and cultural particularities) play a crucial role in
international political economy. The nature of state–market interaction
significantly differs between, for example, North America and Europe,
between the West and the post-command economies of the former
Soviet Union (FSU), and between industrialized regions and developing
post-colonial countries. On this basis, it becomes useful to understand
how diverse states (and public bodies in general) behave in the context
of specific economic constraints related to energy interdependencies.
In turn, regional discrepancies also need to be assessed.
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Hydrocarbon interdependencies viewed in the light of
state–market interaction

This book primarily focuses on state–market interaction in the
hydrocarbon sectors. The role played by energy is hardly underestimated
in the study of international political economy. Indeed, both oil and
gas have generated complex cross-border interdependency in terms
of production and consumption, regulatory cross-influences, financial
transactions, and inter-state security considerations (Barry Jones, 1994).
The effects of regional and international interdependencies were felt in
the aftermath of the oil shocks of 1973, which had a significant impact
on the global economy. Furthermore, recent internationalization of the
gas markets has given rise to new political considerations as regards
energy security, new market risks, and new stimuli for technological
development.

Most of the scholars who have focused on international energy
relations have emphasized the role played by structural factors in inter-
national political economy as regards energy. Studies focused on, among
other topics, the alleged use made by hydrocarbon producers of energy
as a foreign policy instrument, on the geopolitical rivalry between
states competing for access to resources, and on the structurally oppos-
ing interests of hydrocarbon-producing and hydrocarbon-consuming
nations in relation to energy markets (Kalicki and Goldwyn, 2006).1

These approaches strongly underestimate the roles played by market
trends, interdependencies, and best-practice transfers in energy poli-
cies. At the same time, the nature of energy interdependencies cannot
be dissociated from political perceptions and political understanding.
Interestingly, international energy interdependencies can be perceived
in a different way in various regional political relationships.

It is worthwhile to underline the crucial role played by institutional
factors in the early stages of the history of international political econ-
omy. In other words, it is important to focus on existing and historical
patterns, which influence the behaviour of agents (i.e. states, companies,
and societies) towards energy interdependencies. In particular, the role
played by states in the energy sectors has to be understood by assessing
policy drivers in the context of the background agenda. In particular,
the nature of the influence of the state stems from both formal and
informal relationships between public bodies and energy companies.
Discrepancies between different policy drivers can generate different in-
depth meanings for policy priorities, which can be identified in different
countries and contexts.
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A recent book entitled Dynamics of Energy Governance in Europe and
Russia attempted to assess various approaches to energy governance
within the European Union (EU) and its member states, in Russia and
other FSU countries. Our objective consists of further delineation of the
importance of institutional factors in international energy relations. For
example, the conception of the role played by the state in the mar-
ket, the conception of national control over resources, and regional
perceptions of threat and path dependencies are crucial elements of oil
and gas interdependencies. These institutional factors might play a more
important role than the structural components of the interdependency
in question. For instance, the distribution of resources, dependencies,
and structure of markets take on either a greater or a lesser importance
depending on the types of institutions involved at the national and
regional levels.

Adapting these assumptions to energy markets, this book aims to
demonstrate that the economic interests of market institutions do not
always overlap with those of states, which tend to use market forces to
bolster their long-term energy strategies, either with resource policies or
with the provision of long-term energy security.

One of the core controversies with which most scholars focus-
ing on hydrocarbon interdependency engage is the decoupling of
energy security from energy dependency. Energy security is not inher-
ent to energy dependency, but related to the stability of regional
cross-border markets, norms, and practices. For example, the differ-
ent degree of politicization of the coal and gas markets is linked
to the fact that the international coal markets are subject to pre-
dictable norms and practices, which is not the case for natural gas.
It is important to understand that energy relations vary over time and
therefore do not exist independently of a specific historical context.
A supply–demand pattern can exist for decades while the political cli-
mate in which that supply–demand pattern operates can change over
time. In particular, institutions result from historical processes, which
form cultural and social perceptions of threats related to hydrocarbon
interdependencies.

On these grounds, this book aims to enlarge the geographical scope
of the previous publication on the Dynamics of Energy Governance
in Europe and Russia. Furthermore, this objective involves focusing
on various aspects of the role played by the state in hydrocarbon
interdependencies. This requires a careful interdisciplinary approach,
which combines international political economy with a legal analysis
of regulations and laws. Indeed, the legal and regulatory component
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can be viewed as the main instrument by which the state may influence
markets and interdependencies.

The role of regulation and law

The role played by states and other public institutions (i.e. supranational
organizations in the case of the EU) in sector-specific market interaction
is significant. The role of the state is most visible in the law, which can
be viewed as the embodiment of government policies. Energy law and
energy regulation are inextricably linked with energy policy. Both the
state and the public sector use law and regulation as a tool to impact,
for example, the design of the market or even public opinion in relation
to the energy sector. In this respect, law is a frozen form of energy pol-
icy at a certain moment, but this policy evolves and is therefore bound
to change the meaning and implication of the words. Rules relying on
policy standards – for example, natural monopoly, security of supply, or
public service – can change dramatically if such concepts undergo evolu-
tion or if their meaning and general acceptance collapse. These changes
can be rapid, as in the case of change in technology, or gradual, as in the
case of a change in the underlying policy approach to energy or energy
markets. Such changes are more difficult to predict, though they can be
recognized in retrospect.

Over the past few decades, energy regulation has transcended national
borders. This means that states often use similar terminologies in energy
law and regulation, in investment right definition, and in various
social and environmental liabilities. Nevertheless, the wording does not
always correspond to the institutional understanding of the regulation
in each state or region.

Globalization has influenced new perceptions of energy security
threats and hence various national and regional reactions to global
processes. However, regional and national specificities are still very
important in the variety of reactions towards the globalization. The
role played by public policies (China), non-market driven diversification
(the EU), and the use of energy as a diplomatic tool (Russia) high-
light various examples of the trend. These policies do not always reflect
the logic of the markets and therefore political and economic perspec-
tives often contradict each other. There is an emerging contradiction
between the reshaping of national sovereignty and the vulnerability of
states in the light of global market trends, on one hand, and the ever-
present desire of states to control the markets, on the other. At the same
time, these dynamics are different for export-dependent states, where
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resource nationalism is often accompanied by non-acceptance of norms
and practices emanating from the traditional ‘old West’.

Interdependencies, institutions, and regions

Taking the above-mentioned theoretical debates into account, Part
I analyses three main components of the international political econ-
omy of energy. These are mostly related to various dimensions of
energy interdependencies, to the impact of such interdependencies
upon institutions, and finally to the possible impact of hydrocarbon
interdependencies and national institutions on regional integration–
disintegration processes.

The first component consists of redefining energy interdependencies.
Oil markets have long been international and gas markets are now
becoming international. States are exposed to market volatilities and
progressively take into account new economic realities. Hence, Part
I mostly addresses horizontal transnational challenges for both states
and markets in terms of international energy relations. Therefore,
Chapter 1 by John V. Mitchell and Beth Mitchell assesses the different
impacts of international political economy on hydrocarbons. Interest-
ingly, state influence often wanes in trade transactions, as states become
exposed to international trade and financial flows. At the same time,
when looking at resource control, the role of national oil companies
has only accelerated. Moreover, national oil companies go international
and adopt new behaviour, which might be a faster adaptation to the
challenges of globalization.

The second component consists of analysis concerning concrete insti-
tutional reactions to interdependencies. Although there is no consensus
on the definition of institutions, institutional analysis offers a solid plat-
form from which to demonstrate the role played by formal and informal
practices and norms, all of which stem from their structural context.
The common ground for an institutional analysis consists in provid-
ing a conceptual framework for long-term policy priorities, risks, and
structural constraints (Peters et al., 2005). The book also includes dis-
cussion of the role of institutions in interdependent contexts. For this
purpose, Chapter 2, by Pami Aalto, assesses the impact of hydrocarbon
interdependencies on the development of state and market institutions.

This continuum is made up of actors at various levels. The first of
these comprises ‘informal institutions’ representing long-term, histor-
ically developed abstract principles and practices such as sovereignty;
trade, including the market and also other varieties of capitalism;
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management of energy issues among the great powers; and energy diplo-
macy. The second level comprises ‘formal institutions’, which represent
the organizational embodiment of informal institutions. These include
states and supranational entities like the EU; companies; and inter-
national financial institutions. Thirdly, within formal institutions we
may also discern more mundane ‘policy-making institutions’, which
have a short-term impact on energy policy. These include energy and
market regulators; sector-specific ministries and Directorate-Generals
within the EU; committees and task forces; lobbyists and other interest
groups.

Given this theoretical framework, the task of the energy analyst
involves outlining how the continuum of informal, formal, and policy-
making institutions impacts on particular markets in practice. By eval-
uating these long-term and short-term institutions, we may develop
a realistic, policy-relevant idea of what states and markets may be
expected to achieve in energy policy terms within a given timeframe.

The third component of the horizontal section focuses on the inter-
action between the interdependence of the hydrocarbon markets and
regional integration–disintegration processes. Chapter 3, written by
Andrei V. Belyi and Andrey Makarychev, analyses the importance of
regional integration–disintegration processes. The main research objec-
tive of this chapter lies in seeking to understand whether energy can
be a factor in regional integration. When assessing the institutional
dynamics within energy interdependencies, one needs to understand
that interdependence may be either positive or negative. A positive
interdependence emerges when states are happy to cooperate with each
other. By contrast, negative interdependence leads to mutual avoidance.
In particular, mutual avoidance leads to a willingness to pay for various
diversification projects, even though those may not be economically
profitable. Integration and disintegration processes stem from deep-
rooted policy practices, which lead to either the acceptance or rejection
of common institutions. The interest that frames our approach con-
sists in highlighting interactions between political (state-centred) and
economic (market-centred) institutions, where regional institutionaliza-
tion of energy relations is concerned, and in analysing the diversity of
regional institutions. In some cases, energy impacts on the policy moti-
vations of states, while in others it is merely a tool to achieve other
objectives.

The three components form a single research topic which comprises
the assessment of the influence of the institutional component out-
lined above on the structural component. More particularly, Part I seeks
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to understand the impact of political institutions on international
interdependencies in hydrocarbons.

Control over resources: A single concern with varied
approaches

Control over resources is one of the crucial aspects of hydrocarbon
interdependencies. In this regard, a basic distinction must be drawn
between states endowed with energy resources and those which import
energy. This also involves a distinction between energy policy and
resource policy. Energy policy is about markets, security of supply, and
efficiency. It is about government policies aimed at securing energy
resources at the least possible cost, including social costs. Modern energy
policy typically relies on the markets, at least to some extent, to pro-
vide efficiency and security. Government energy policy is geared to the
provision of a supply of energy at low cost in order to promote the
competitiveness of the national economy as a whole.

On the other hand, resource policy is about government strategy
to maximize revenue and exercise sovereignty. It is often related to a
country’s more general development policies. In this regard, govern-
ment policy focuses on maximizing resource revenue. The objective is
to squeeze as much revenue as possible from the resources, before they
run out. The revenue thus derived is then (ideally, though not always in
practice) used to develop the overall economy or to attain other similar
objectives. The strategy is not very different in terms of energy resources
and other types of resources, such as precious metals and so forth.

This distinction is drawn as the drivers behind the two are different.
With a degree of generalization, one might suggest that one essential
difference between the two is that energy policy is about security of
supply, whereas resource policy is about security of demand. This is a
significant difference and distinguishes the policies of producing and
consuming states. Of course, producing states will also have an energy
policy in place, which can be linked with the resource policy.

In Chapter 4, Wojciech Ostrowski highlights the main ideologi-
cal divide regarding the energy sector, which occurs between liberal
economies and state capitalism. In most cases, energy-rich countries
tend to gain certain strengths from their reserves in order to either
attract more foreign investment (liberal approach) or gain greater
political power (resource nationalist approach). However, discrepan-
cies between these perspectives also depend on national and regional
characteristics.
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As analysed in Chapter 7, written by Marat Terterov and Claudia
Nocente, the Middle East remains the most complex area of policy-
economic interrelationships. Latin America analysed by Isabelle
Rousseau, in Chapter 6, offers an interesting example of changing
resource regimes between states and also over time. Resource nation-
alism has specific political regional characteristics. Oil reserves are
often interpreted by states in this region as instruments of regional
influence, which can take on a strong ideological dimension. Isabelle
Rousseau’s comparison of Mexico and Venezuela evidences different
political attitudes towards resources.

Russia remains a sui generis case, which does not fit the profile of a
‘classic’ petro-state (Gufstanson, 2012). Russian energy policy is based
on a developed state structure, backed by a large scientific and engi-
neering establishment. Although corruption and non-transparency do
exist, most of the hydrocarbon export revenues are repatriated to Russia.
Russia has developed its own conception of gas markets, which is cer-
tainly challenged by recent developments in the internationalization
of transactions in blue fuel. Chapter 5, written by Andrei V. Belyi and
Catherine Locatelli, constitutes a case study of Russia in this respect.

Various regional studies of hydrocarbon-export-dependent economies
demonstrate the importance of historical institutions, cultural back-
ground, and political specificities, which impacts on various state atti-
tudes towards resources and markets. Although path dependencies exist
in most of these cases, the type of resource nationalism exhibited varies.

Hydrocarbon-consuming states: Between competition and
market stability

State and market interrelationships are very specific in energy-
consuming countries – that is, states which have a significant demand
for fossil fuels, even where there is some domestic production which
does not create export dependency on energy commodities. In most
cases, states tend to influence markets through regulatory measures.
Nevertheless, these measures still differ between North America and
Europe as well as between the ‘old West’ and emerging Asian economies.
One may observe that some of these states are also hydrocarbon
producers.

The United States is the most interesting and debated case because of
the shale gas revolution which has taken place there. Conventional wis-
dom tends to attribute this revolution to free market forces and the pri-
vate property system. While these certainly played a role, a little known
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