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Overview

Oil is a vital input to industrialized economies.  Despite efforts to moderate their fuel consumption, oil-importing nations remain vulnerable to the adverse consequences of oil supply disruptions.  This project examines an understudied area of energy security policy that constitutes a concrete response to oil supply insecurity: strategic oil stockpiling.  The International Energy Agency (IEA) requires member countries to maintain oil stockpiles equivalent to 90 days’ worth of imports.  Nations meet this obligation in different ways.  Some governments hold public stocks, which are costly but represent a robust policy instrument.  Other governments take a comparatively weaker approach, by mandating that private companies hold extra inventory.  Industry mandates minimize costs to governments, but they do little to improve energy security.  The project considers the determinants of nations’ approaches to oil stockpiling based on their threats and capabilities.
This project distinguishes between economic vulnerability to oil price shocks in the global market and national security vulnerability stemming from the threat of a physical supply cutoff.  Oil stocks address the former through collective IEA releases and the latter through replacing lost imports.  Market power impacts oil stockpiling strategy in countries facing primarily economic vulnerability.  Large economically vulnerable states, which can decisively impact the success or failure of a collective IEA release, tend to invest in robust strategic stockpiling programs which moderate the economic threats by ensuring the IEA’s collective capability.  In contrast, small economically vulnerable IEA members minimize costs, because the efficacy of their programs does not notably impact market stabilization outcomes.  Small IEA members facing national security threats stemming from the potential of oil coercion pursue robust government-owned oil stockpiles despite their inability to influence the market, because they treat energy security as a matter of national sovereignty.
Methods

This theory of oil stockpiling behaviour is evaluated using a multi-methodological empirical strategy designed to capture both broad trends across the IEA as well as the nuances of energy security decision making in individual countries.   First, multiple hypotheses derived from this explanatory model are tested with a statistical analysis of government oil stockpile levels in IEA countries from 1984-2012.  Case studies of oil stockpiling in the United States, Sweden, and the Czech Republic buttress the quantitative results.  
Results
The quantitative analysis lends strong support to the idea that states whose physical access to oil can potentially be threatened are likely to have relatively more government involvement in oil stockpiling.  Both dependence on OPEC and dependence on Russia lead countries to adopt stronger energy security measures.  Both of these outcomes suggest that dependence on a hostile supplier of petroleum leads to a more resource-intensive approach to energy security.  This result holds in multiple model specifications.  Variables associated with economic vulnerability perform less well.  The theory advanced here would predict this outcome: countries whose primary energy security vulnerability is economic are expected to take a more resource-intensive approach to energy security only when they enjoy large market power.  A measure linked to domestic energy politics also performs poorly, which lends limited support this project’s conceptualization of energy security policy as a form of state behavior driven by capabilities and threats, as opposed to the product of domestic interest group manoeuvring.
Insights from Case Analysis: The assessment of the United States supports the argument that, among countries which face primarily economic threats, nations whose stockpiles provide them substantial market power will pursue a government-intensive stockpiling strategy.  The U.S. Strategic Petroleum Reserve is the largest oil stockpile in the world and it can be drawn down at an extremely high rate, which gives the United States enormous market power.  Despite some elements of access concerns in the U.S. reaction to the energy crises of the 1970’s, oil supply shocks have always primarily been a prosperity issue for the United States.  Market power and economic vulnerability played central roles in the decision to build a large, government-owned oil stockpile.  In the early dialogue on energy security policy, decision makers realized that the most critical component of the energy security threat that the nation faced was the economic contraction that oil price shocks could cause.  To address this, the United States needed an energy security asset which had the power to influence the world oil market.  
Throughout its history, decision makers have evaluated the SPR’s value based on its ability to avert economic losses by stemming oil price escalations.  This framework for cost-benefit analysis is unique to the largest IEA members – smaller nations could not expect to be able to influence the world market.  For minor oil importers, the contribution that their inventories make to the global market in a crisis is far less consequential and the benefits that they enjoy are less clear.  The linkage between oil stockpiling policy, the world oil market, and the national economy is direct where stockpiles confer substantial market power.  

The case of Sweden comports with this project’s prediction for economically vulnerable states with minimal market power.  Although Sweden relies completely on imports to meet its oil demand, all of these imports arrive via marine vessel, which means that the global market provides secure access to crude oil.  Immediately after the 1973 Arab oil embargo, Sweden treated this dependency as a national security issue.  The country pursued an intensive conservation strategy, expanded the use of nuclear power, and developed a government-owned oil stockpile.  After the country successfully moderated its security vulnerability through demand-side policies, Sweden sold its publicly held oil and moved to an oil stockpiling policy that minimized costs.  

Like Sweden, the Czech Republic’s small oil stockpile cannot decisively impact the global oil market under any circumstances, which would recommend a cost-minimization energy security strategy based solely on economic calculus.  However, the land-locked nation’s oil import infrastructure renders it vulnerable to Russian oil supply cutoffs that could cripple Czech society.  Since achieving independence in 1993, the Czech Republic has treated energy security as a matter of national sovereignty and invested substantial resources reducing the nation’s vulnerability to a supply cutoff.  The Czech Republic has partially diversified its import sources, pushed energy security to the top of the EU agenda, and built a substantial government-owned oil stockpile.  Czech strategic petroleum storage capabilities far exceed the minimum stockpiling requirements laid out by the EU and the IEA.  National security imperatives drive this resource-intensive program, in line with the predictions of this theory.

Conclusions

This is the first study of oil stockpiling that conceptualizes the development of strategic reserves as a form of state behavior, governed by states’ constellation of threats and capabilities.  Most sophisticated analyses of oil stockpiling are rooted in the economics literature.  Studies focused on the market impact of these assets enrich the discourse on energy security, but they fail to present a complete picture of why states make the stockpiling choices that they do.  By assessing the types of vulnerabilities that various nations face and the disparate capabilities that their oil stocks confer, an enriched understanding of what drives this practice emerges.  This project makes clear that leveraging ideas rooted in the international relations literature to better comprehend energy security and energy policy is a fruitful analytical strategy.  The model developed here can be used to evaluate the future direction of oil stockpiling strategies in non-IEA countries, such as China.  Given the growing role that these importers are playing in global energy security, unpacking how these countries approach strategic oil storage could prove to be a valuable topic for further research and help guide policy. 
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