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ENERGY SECURITY= stable, cheap & environmentally friendly energy cycle (primary 
supplies + transportation + refining + transformation + final consumption)

ENERGY SECURITY=
(1) minimum volume risk +
(2) minimum price risk

EVOLUTION OF ENERGY SECURITYINSTRUMENTS:
(1) colonies + traditional concessions,
(2) military instruments + modernized concessions, PSAs, RSCs,
(3) strategic reserves + stocks,
(4) international law instruments

EFFECTIVE ENERGY SECURITYINSTRUMENTS are different at different stages of 
energy markets development:
- from monopoly to competition as a driving force of energy markets development,
- from energy independence to energy interdependence,
- from local markets of individual energy resources to global energy market

Further to growth of energy interdependence, international law becomes more and more 
effective (relatively cheap per unit of supplies/final consumption) instrument of providing 
energy security

Figure 1 www.encharter.org
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EVOLUTION OF ENERGY SECURITY MECHANISMS AND 
COST OF ENERGY SECURITY

Figure 2 www.encharter.org
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Cost of “energy 
security”
(with other thing 
being equal)

Direct control (colonies, traditional 
concessions)

Strategic reserves + commercial stocks 
(private+state, producers+consumers)

International law
(bilateral and multilateral)

Energy independence

Local energy 
markets Internationalisation Globalisation

Energy interdependence

1

2

3
4

1

2
Military instruments (military bases, arms supplies, 
military interventions and/or secret operations

3
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PARTICULAR MECHANISMS OF DIMINISHING VOLUME AND PRI CE 
RISKS UNDER DIFFERENT ENERGY SECURITY INSTRUMENTS

CompetitionMonopoly (cartel of producer 
states/state companies)

Monopoly (cartel of 
private companies)

Monopoly 
(individual 
consumer 
states/cartel of 
private 
companies)

Driving force of 
market 
development

Paper energy (oil, gas 
contract)

Physical energy (oil, gas)Physical energy (oil, 
gas)

Physical energy 
(oil, gas)

Basis for pricing 
(traded item)

Exchange pricing = 
futures + options = 
unstable prices; 
increased price 
volatility to be 
compensated by 
hedging (derivatives)

Spot + forward pricing = unstable 
prices; increased price volatility to 
be compensated by producers 
export quotas (major exporters = 
swing producers) + consumers 
stocks regulation policy

Stable & low posted 
prices + transfer 
pricing + cost-plus 
(isolated projects)

Stable & low 
posted prices + 
transfer pricing 
+ cost-plus 
(isolated 
projects)

- price risk

Diversified energy 
supply infrastructure 
(multiple supplies 
concept) + consumers 
with switching 
(competitive supplies)

Producer states production & export 
quotas + strategic reserves + stocks 
in both producer and consumer 
states (idle producing capacities, 
float tanker storage vs. SPR, 
government & company owned 
commercial stocks) 

Modernized 
concessions, PSAs, 
risk-service contracts 
(LTC for duration of 
agreement between 
host-country & 
foreign company)

Traditional 
concessions 
(LTC for 
duration of 
concession) 

- volume risk

International law 
instruments

Strategic reserves + stocksMilitary instruments 
+ concessions

Colonies + 
concessions

Mechanisms of 
diminishing:
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