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The shifts in the Transatlantic alliance in 2005 will be memorable only if unpredicted
events make things go terribly wrong. It is far more likely, however, that 2005 will be the
year of “more of the same.” Strategic priorities will continue to change and the
Transatlantic response will be additional bickering and drift.

The US will be absorbed in Irag and events outside Europe. Europe will be absorbed in
itself. The US will never encounter a deficit it doesn’t like (or embrace as a mistress,
family values or not). Europe will talk serious economic growth to death (at painful and
expert length). Russia will deteriorate, and Asia will move forward in economic terms
while focusing steadily more on intraregional trade and its supply sources, and steadily
less on the West.

Barring some unforeseen crisis in Korea or the Taiwan Straits, the most important events
of the coming year will have little to do with the transatlantic alliance in the traditional
sense of the term. They will be the ability of the US and Europe to cooperate in an Arab-
Israeli peace process, the lack of more than token cooperation in dealing with Iraq,
debates over how to deal with Iran and Iranian proliferation, and the more complex
problems of dealing with Islamic ideological extremism and terrorism.

Transatlantic Cosmetics and Dither

This does not mean that US-European relations will be as tense as in the past few years,
but most improvements will be more cosmetic than real. There will be no “healing” in US
relations with senior European partners like France and Germany, just a better job of
keeping up the facade and papering over the cracks. Diplomats will congratulate
themselves on their successes, but they will be largely meaningless.

There will be a steady improvement in the sharing of intelligence on terrorism and in
cooperation on anti-terrorism efforts ranging from money laundering to immigration
controls. Cooperation will continue at the level of professionals in NATO and in many
areas of military cooperation at the exercise, planning, and technical levels.

However, efforts at broad NATO and EU cooperation in creating effective military forces
and power projection capabilities will have largely token value. “Institutions” will be
strengthened without creating real-world war fighting capability. Forces will shrink to
become more professional, and cuts in active equipment strength will be serious enough
to help fund some modernization. Efforts at systematic and coherent force transformation
planning will be constrained by cost, a lack of consistent national efforts, and the inability
to achieve true standardization and interoperability.

European Defense and to Hell with It

The United Kingdom will remain Europe’s only power capable of serious power
projection. It has increased defense spending and will modernize in a number of
importance areas, but also continue to slowly cut forces. Germany will continue its
decline through sheer under funding and lack of coherent direction. France is also
spending more and will make some force improvements, but its modernization efforts
have no clear mission, or mission capabilities, and it is slowly losing the expertise it built
up previously in Africa.
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Other European efforts will continue to lack the critical mass and/or force specialization
necessary to deploy and sustain more than comparatively small elements outside Europe.
Once more, they will lack any clear defense mission within Europe.

According to the 1ISS, NATO Europe raised total military spending from $169 billion in
2001 to $221 billion in 2003, but much of the apparent rise has gone to increased
manpower and equipment costs, and reflects changes in the relative value of European
currency. NATO Europe continues to spend about one-third as much on defense as the
US, although the US has only 1.3 million men and women in uniform relative to 2.2
million for Europe. NATO European spending has declined from 2.0% of GNP to 1.9%,
while US spending has risen from 3.0% to 3.7%.

Overall European force rationalization remains slow and ineffective. NATO Europe still
has an active manning of 2,241,000, reserve strength of 2,580,000, and paramilitary
strength of 741.000. Short of the rebirth of the Warsaw Pact, or a truly dedicated effort at
a civil war in the EU, these figures are an absurd waste relative to the kind of much
smaller, far more professional forces Europe may actually need.

US Defense: Getting Much More than Irag Wrong

European powers have good reason, however, to be glad that they did not give way to the
US pressure to transform their forces after the first Gulf War. Iraq has shown major gaps
in US plans and capabilities to deal with the threats of the 21% Century. The US force
posture in 2003 was extraordinarily well-suited to destroying a third-rate conventional
force like Irag. Even this war, however, revealed many areas where the US was short of
manpower skills and found the conversion to “netcentric” warfare to be far more difficult
and expensive than it planned.

The heritage of Secretary Perry and Secretary Cohen, coupled with the mistakes that
Secretary Rumsfeld made during his first four years, created an unaffordable high
technology force plan that focused far too much on the kind of systems suited for the
Cold War, with an overlay of transformational systems designed to substitute technology
for people.

The aftermath to the conventional warfare phases of Afghanistan and Irag, and many
smaller anti-terrorist advisory actions, has shown that the US needs manpower-intensive
forces to deal with the kind of “humancentric” capabilities needed for nation-building,
counterinsurgency, and asymmetric warfare. Short conventional wars where decisive
force can be delivered by air and missile power may still occur, but it seems more likely
that the US will have to fight long, highly political wars, where ground power and sea
power are as important as airpower, and where human skills in the area, language, and
civil-military relations are critical.

Some twelve years of failure to achieve cost containment is coming home to roost, and
every US service now plans truly major cuts in its force modernization plans. At the same
time, the US is having to rethink many of the details of its C4I/BM/IS&R systems to
create the capability to fight asymmetric wars, bring cost and bandwidth under control,
and avoid a tendency towards over-integrated versus distributed capabilities.

The US Army is leading the way by transforming its forces from a Cold War posture to a
heavy brigade, power projection force capable of both conventional and asymmetric
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warfare. It faces the reality, however, that Iraq has shown it must retain heavy armor and
weapons as “legacy systems” through 2030, and that many aspects of its effort to move
toward light, air transportable “future combat systems” cannot meet the Army’s evolving
requirements until well after 2015 — if then. At a different level, the US is having to make
equal changes in airpower to support sustained, low intensity operations and make them
more affordable, and in the size and character of its navy. The fact remains, however, that
the FY2006 budget submission and force plan will only be a half-formed benchmark on
the way to a massive force transformation of US force transformation.

The good news is that European forces could play a strong role in many asymmetric, low
intensity, and nation-building operations. The bad news is that Afghanistan raises serious
questions about European willingness to meet the commitments they make, and Iraq
shows that lasting fissures may exist over the ability to agree on common missions. As a
result, the US now has more practical concerns with future interoperability with British
and Australian forces in LIC than NATO in other types of combat.

More broadly, the focus of real-world US contingency planning continues to move away.
The US has more and more need for interoperability and cooperation with local forces in
dealing with terrorism, asymmetric, and nation building than it does with Europe as a
whole, while the focus of its major conventional warfare scenario has shifted to Iran and
to potential Asian conflicts over Korea and the Taiwan Straits.

Three Cheers for a Modest Transatlantic Divide?

It is important to remember in evaluating these trends that the European obsession with
Europe does serve US as well as European interests. The history of Europe shows that
European stability has far more grand strategic importance to the US than any role
Europe might play collectively outside Europe. From that standpoint, it is not really
necessary to reinvent NATO and try to force it into a new mode, or create serious
European power projection forces.

If anything, it can be argued that stronger European relations with Russia, and ones that
help push Russia away from a return to statism and overcentralization, has far more
strategic importance to both sides of the Atlantic that any conceivable improvement in
NATO and EU military forces, or their power projection capabilities.

Similarly, the growing US strategic focus on issues outside of Europe almost certainly
serves the overall interests of the West — or would if that shift had preserved more
political cooperation among the US and its key European allies. The irony behind much
of the last three years is that the US can and will live with token European military
contributions, but that it is far less clear that the West can function along a divide where
many Europeans perceive the US as acting unilaterally and in the wrong ways, and the
US feels that serious action of any kind will not win support from at least some of its
major European allies.

The Greater Middle East Conundrum

One of the key ironies behind what is almost certain to be the failed transatlantic search
for serious power projection capabilities is that there is real need for US and European
cooperation on many "Greater Middle East" issues that have nothing to do with power
projection.
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The Middle East Peace Process

It is all too clear that the Israeli-Palestinian conflict poisons far more than the lives of the
two peoples directly involved. It is the leading source of Arab and Islamic anger against
the US and to some extent the West. It is a building block for Islamic extremists and
terrorists in both the region and Islamic communities in the US and Europe. It is an
excuse for a failure to look inwards and pursue reform.

There is a natural divide in the alliance between a Europe that tends to be more
sympathetic to the Palestinians and an America more sympathetic to Israel. This is
reinforced by partisans on both sides that take an extreme view of the rights and wrongs
in the conflict, and pursue opposed but equally impractical peace and security options.
That said, however, this may be the area where serious progress does take place during
2005.

Prime Minister Blair has proved to be a vital bridge between the US and Europe, and a
European leader that can successfully push President Bush towards a more active and
realistic approach to the peace process. The work the Quartet has done on the Road Map
has shown that the US and Europe can agree on how to agree on disagreeing in a range of
critical areas. Israeli politics are changing. Most Arab states want a peace, and death has
removed the man who “never missed an opportunity to miss an opportunity.”

The key questions are whether the Israelis and Palestinians can make enough progress to
allow the Quartet to have a real opportunity for success, and whether Europe and the US
will take coherent and consistent action. It is equally vital that the US and Europe prove
willing to provide the aid to the Palestinians to create a major economic incentive for
peace.

Progress is scarcely certain, and quick progress is unlikely, but making a solid beginning
is possible.

Iraq

Barring some unforeseen Shi’ite political decision to ask the Coalition and MNF to leave,
2005 will be a year in which the US, Britain, and the Iragi governments that come out of
three elections can win a major counterinsurgency struggle, and the Iragi government can
establish some degree of unity, legitimacy, and economic progress. NATO and Europe
may play a more supportive role in some areas like training and debt/reparations relief,
but the central focus of event will be the “war after the war.” Neither NATO nor Europe
is willing to pay to play, either in terms of major troop commitments or aid, and that
pushes both to the margins.

The results are highly unpredictable. If the insurgents are largely defeated, current
perceptions of the US will change radically, although the US may well find itself
“astounded by the ingratitude” of the Iragis after such a victory. If the insurgency
continues, or a critical divide emerges between Iragi Sunni and Shi’ite, European carping
from the sidelines will be largely irrelevant. Aside from Britain, the US will deal with the
result largely on its own. It will be the Arab and Islamic reaction that matters, and the
need to quickly forge some new Gulf security structure that can deal with the result.

In any case, the end game may well not occur until 2006 at the earliest. If so, European
leaders will have to paper over growing European public opposition to the war to
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preserve the alliance as best they can, Arab and Islamic resentment will focus on the US
but spillover to the West, and the problems of Iraq will continue to interact with those of
the Arab-Israeli conflict to aid the cause of extremism.

Iran

Iran will continue to be an area where the Europeans are mostly right and Americans are
mostly wrong. The practical problem is that the European-led “good cop-bad cop”
routine that attempts to halt Iranian proliferation will probably only slightly delay it and
force better forms of concealment. Dialogue, containment, and deterrence can delay,
limit, and control the problem; they may well be unable to prevent it.

There is also a very real risk that if US intelligence should succeed in finding a true
“*smoking gun” in terms of evidence that Iran has proliferated, where the IAEA has not,
the US or Israel could take military action in spite of European opposition and a post-Iraq
lack of global credibility that will occur regardless of the evidence the US finds.

Iran’s internal and local dynamics drive its behavior, not Europe or the US. At least in the
near term, its politics are likely to become more hard-line. They may well bring younger,
more ideological, and less practical “traditionalists” to power instead of figures like
Rafsanjani.

This may or may not lead to more tension in the Gulf. It seems unlikely that Iran will risk
any further confrontation with the US or its Southern Gulf neighbors, but Irag is a major
wild card. If Iragi Sunni and Shi’ite violently divide, if the US attempts to interfere in a
Shi’ite victory that does not support US policy, or if some military action is taken against
Iran, it is a card that Iran will play in Iraq in as disruptive a form as possible. If this
results in the rebirth of Sadr or any other form of Shi’ite insurgency, the results could be
serious indeed.

Terrorism, Reform, and Dialogue

The US and Europe face a common challenge in reshaping their security structures to
both fight terrorism and respond to any terrorist successes. On the one hand, they will
make progress at the Transatlantic, regional, national, and local level. In spite of political
tension in other areas, cooperation between the US and Europe will continue to
strengthen at the bilateral level, regardless of how *“old” the European nations involved
may be.

On the other hand, many arrangements, agreements, and technical improvements in
counterterrorism will move slowly — if at all. The rate of progress will be limited by a
host of bureaucratic factors, the reality that many efforts are experimental and take years
to refine in practical terms, and serious human rights and legal issues are involved where
every nation has its own legal history and precedents to deal with--the US is more willing
to favor counterterrorist concerns than much of Europe.

Europe and the G8 have succeeded in pressuring the US to take a far more realistic
approach to a “Greater Middle East Initiative” that the US originally planned. The G8
Declaration of 2004 is a much better-nuanced document that focuses on the need for
nation-by-nation reform in the Middle East and economic and social solutions rather than
a simple-minded call for “democratization.”



Cordesman: Transatlantic Alliance in Year of Drift 1/21/05 Page 7

The problem is that neither Europe not the US yet seems to understand that the war
against terrorism is not really global, but is rather a struggle against Islamic extremism
that cannot be won through counterterrorism and the use of force, essential as they
sometimes may be. Both are far too passive in seeing the need for real dialogue between
the Islamic, Christian, and Judaic worlds.

Both are slow to see how important regional partners are, even if they do not have ideal
regimes. Europe’s patronizing and somewhat bigoted attitude towards Turkey’s
membership in the EU, and similar treatment of its Islamic population, is a case in point.
So, however, is the US attitude that every moderate and conservative regime is a
problem, rather than a natural ally or partner. Some aspects of US neoconservative policy
toward these issues can be summed up as “hold an immediate election for God knows
what, and rely on hope and prayer.”

More generally, neither Europe or the US seem willing to try to deal with the vital issue
of population growth that the Arab and Islamic world seem determined to ignore. They
talk about country-by-country approaches to encouraging reform in the Middle East, but
take token steps at best to achieve it. The aid proposals advanced to date fall somewhere
between a practical joke and the strange feeling that intraregional development by poor
countries with no clear mix of comparative advantage can lift nation’s up by their
neighbor’s bootstraps.

It is time that both sides of the Atlantic took an honest look at the scale of the problem.
The forces at work are generational, not the product of a temporary series of conflicts and
tensions, or today’s groups of terrorists and extremists. The US and the West are caught
up in a steady transition towards a global economy, growing dependence on Middle
Eastern energy exports, broad patterns of immigration that have inevitably involved large
numbers of Muslims, and a global security structure in which the threat of conventional
war has been replaced by terrorism and asymmetric conflict.

Most of the nations of the Arab and Islamic world face far broader and more disturbing
changes:'

o Failed secularism. A history of failure to deal with effective governance, and provide human rights
and a rule of law, that alienates some or most of the population. The heritage of failures in
Nasserism, military juntas, Arab socialism, and Pan-Arabism coupled to ineffective bickering and
efforts to export every problem by a secular media and intelligentsia. Impractical and
unsustainable efforts at “statism,” welfare, paternalism, and guaranteed employment mixed with a
local form of capitalism closer to 19" century exploitation by the rich than modern globalism.

e Massive population increases: The Middle East and North Africa had a population of 112 million
in 1950. The population is well over 415 million today, and approaching a fourfold increase. It
will more than double again, to at least 833 million, by 2050.

e A “youth explosion,” where age 20-24s -- the key age group entering the job market and political
society -- has grown steadily from 10 million in 1950 to 36 million today, and will grow steady
to at least 56 million by 2050.

e Some 36% of the total MENA population is under 15 years of age versus 21% in the US and 16%
in the EU. The ratio of dependents to each working age man and woman is three times that in a
developed region like the EU.

e A failure to achieve global competitiveness, diversify economies, and create jobs that is only
partially disguised by the present boom in oil revenues. Direct and disguised unemployment range
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from 12-20% in many countries, and the World Bank projects the labor force as growing by at
least 3% per year for the next decade.

e A region-wide average per capita income of around $2,200 versus $26,000 in the high-income
countries in the West.

e A steady decline in non-petroleum exports as a percentage of world trade over a period of nearly
half a century, and an equal pattern of decline in regional GDP as a share of global GDP.

e Hyperurbanization and a half-century decline in agricultural and traditional trades impose high
levels of stress on traditional social safety nets and extended families. The urban population seems
to have been under 15 million in 1950. It has since more than doubled from 84 million in 1980 to
173 million today, and some 25% of the population will soon live in cities of one million or more.

e Broad problems in integrating women effectively and productively into the work force. Female
employment in the MENA region has grown from 24% of the labor in 1980 to 28% today, but that
total is 15% lower than in a high growth area like East Asia.

e Almost all nations in the region have nations outside the region as their major trading partners, and
increased intraregional trade offers little or no comparative advantage.

e Much of the region cannot afford to provide more water for agriculture at market prices, and in the
face of human demand; much has become a “permanent” food importer. Regional manufacturers
and light industry have grown steadily in volume, but not in global competitiveness.

e Global and regional satellite communications, the Internet, and other media, have shattered
censorship and extremists readily exploit these tools.

o A failed or inadequate growth in every aspect of infrastructure, and in key areas like housing and
education.

e Growing internal security problems that often are far more serious than the external threat that
terrorism and extremism pose to the West.

e A failure to modernize conventional military forces and to recapitalize them. This failure is
forcing regional states to radically reshape their security structures, and is pushing some toward
proliferation.

e Strong pressures for young men and women to immigrate to Europe and the US to find jobs and
economic opportunities that inevitably create new tensions and adjustment problems.

Unlike today’s crises and conflicts, these forces will play out over decades. They cannot
be dealt with simply by attacking today’s terrorists and extremists.

Afghanistan

The “lesser game” in Afghanistan will play out largely in terms of how well US forces
and economic aid can strengthen the new government, and how well US-Afghan efforts
can deal with the problem of Afghani drug production. The battle against the Taliban and
al Qaida is now an American-Pakistani struggle that makes Europe irrelevant. The
broader problem of instability in the “Stans”, and the growing gap between post-
Communist authoritarians and their peoples, and the threat of local Islamic extremism is
probably beyond US or Russian influence.

What Atlanticists will not want to face is how little European military forces could do,
and how few commitments have been met. Failures in delivering aid, in carrying out the
responsibility for dealing with the drug problem, and in providing support and training
for the police are all cases in point.
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It is, of course, possible to praise many smaller European efforts in particular areas, many
of which were handled with considerable skill, and often more finesse, than by the US.
The fact is, however, that Europe could not perform in broad terms in a remote area
where it had agreed to cooperate with the US. This is both a warning and a promise.

Immigration and North Africa

There no longer is a conventional or nuclear threat in the Mediterranean. There are the
same political, economic, demographic, and social problems in North Africa as in the rest
of the Middle East. Europe will have to make its own decisions about the extent to which
its very different demographic problems, low birth rates, and aging population make it
dependent on North Africa immigration, and how to create a melting pot, rather than
multicultural "segregation."

There is, however, the same need for cooperation in political, economic, and
demographic cooperation in North Africa as in the rest of the Middle East, and an equal
need to rethink the nature of Mediterranean forces and roles and missions. The current
slow, but steady run down in NATO naval and other forces makes sense only if there is a
serious fear of the rebirth of an FSU Mediterranean fleet. It is the strategic equivalent of
"Waiting for Godot."

Arms Sales, Military Advice, Internal Security, and Reform

There is an excellent case for transatlantic cooperating in reduce Middle Eastern and
North African arms imports, and persuading importing countries to concentrate on
economic reform and improving counterterrorism and internal security. US intelligence
estimates the MENA region spent $34.3 billion on new arms agreements during 1996-
1999, and $30.9 billion during 2000-2003. The MENA region took delivery on $64.0
billion on new arms agreements during 1996-1999, and $41.6 billion during 2000-2003.

These expenditures are vastly in excess of what the region needs, particularly given the
disbanding of Iraqg's forces and Iran's concentration on proliferation. The region does,
however, badly need investment money and better internal security forces.

The practice will be for NATO to continue to try to explain to Gulf and Middle Eastern
countries why it has some conceivable value to them, while the US and Europe make
uncoordinated arms sales efforts that are not linked to any meaningful concept of regional
security.

Energy

It takes no great wisdom to predict that Europe and the US will make no meaningful
efforts towards near and mid-term reduction in dependence on Middle East energy
exports. First, they have no other sources that can alter the fundamental balance of global
supply, and second, their net increases in direct energy import dependence interact with
growing dependence on energy intensive imports from Asia that already are highly
dependent on Middle Eastern exports and will become steadily more dependent in the
future. Like the vacuous Kyoto accord, exporting energy dependence to developing Asian
countries does as much to reduce the problem as exporting emissions to the same
countries to reduce global warming.
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The MENA region has some 63% of all of the world’s proven oil resources, and some
37% of its gas. In 2001, the Gulf alone had over 28% of all of the world’s oil production
capacity, and the entire MENA region had 34%." These reserves, and low incremental
production costs, ensure the region will dominate increases in oil production through at
least 2015. The EIA estimates that Saudi Arabia alone will account for 4.2 MMBD of the
total increase, Iraq for 1.6 MMBD, Kuwait for 1.3 MMBD, and the UAE for 1.2 MMBD.
These four countries account for 8.3 MMBD out of a worldwide total of 17.9 (46%). To
put these figures in perspective, Russia will account for an increase of only 1.3 MMBD.?

The International Energy Agency estimates cover a longer period than the EIA estimates.
They predict that that total conventional and non-conventional oil production will
increase from 77 MMBD in 2002 to 121.3 MMBD in 2030. This is a total increase of
44.3 MMBD worldwide. The Middle East will account for 30.7 MMBD, or 69% of this
total. The IEA also estimates that the rate of dependence on the Middle East will increase
steadily after 2010 as other fields are depleted in areas where new resources cannot be
brought on line. It estimates that 29 MMBD, or 94% of the total 31 MMBD increase in

! Estimates differ according to source, The last comprehensive USGS analysis was performed in 2000, and
was seriously limited by the fact many countries were affected by war or internal turmoil and declared
reserves without explaining them or provided data by field. Standard estimates of reserves by non-USG
sources like those in the Oil and Gas Journal and World Oil do not adjust reported data according to a
standardized methodology or adjust for the large number of countries that never alter there estimates of
reserves for actual production.

For example, six of the ten nations with the largest proven reserves are in the MENA region. An IEA
analysis shows a range of 259-263 billion barrels for Saudi Arabia, 105-133 billion for Iran, 66-98 billion
for the UAE, and 31-29 billion for Libya. The figure of 115 billion for Iraq is consistent only because it is a
figure announced in the past by the Iragi government and there are no accurate, verified estimates. To put
these figures in perspective, the range for Russia is 60-69 billion, 25-35 billion for Nigeria, 23-21 billion
for the US, and 52-78 billion for Venezuela. (International Energy Agency, “Oil Market Outlook,” World
Energy Outlook, 2004, OECD/IEA, Paris, October 2004, Table 3.2.)

Estimates alter radically if unconventional oil reserve like Canadian tar sands are included. The Middle
East has only about 1% of the world’s known reserves of oil shales, extra heavy oil, tar sands, and bitumen.
Canada has 36%, the US has 32%, and Venezuela has 19%. The rest of the world has only 12%. The cost-
effectiveness of producing most of these reserves, and the environmental impact, is highly uncertain,
however, even at high oil prices. (International Energy Agency, “Oil Market Outlook,” World Energy
Outlook, 2004, OECD/IEA, Paris, October 2004, Figure 3.13.)

Reserve estimates also change radically if ultimately recoverable reserves are included, and not simply
proven reserves. Some estimates put the total for such reserves at around 2.5 times the figure for proven
reserves. For example, the IEA estimate for the Middle East drops from around 60% to 23%. Such
estimates are speculative however, in terms of both their existence and recovery price, and do not have
significant impact on estimates of production capacity through 2025-2030. They also ignore gas and gas
liquids. The Middle Eastern share of undiscovered oil and gas resources rises to 27% based on existing
data.

Such estimates are also heavily biased by the fact that so little experimental drilling searching for new
fields occurred in the Middle East between 1992 and 2002. The IEA estimates than only 3% of some
28,000 wildcat explorations for new fields worldwide took place in the Middle East. Recent exploration in
key countries like Iran, Irag, and Libya has been minimal. Some 50 Saudi fields, with 70% of the reserves
that are proven, still await development. (International Energy Agency, “Oil Market Outlook,” World
Energy Outlook, 2004, OECD/IEA, Paris, October 2004, Figure 3.15.).

% Guy Caruso, “US Oil Markets and the Middle East, DOE/EIA,” October 20, 2004.
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OPEC ?production between 2010 and 2030 will come from Middle Eastern members of
OPEC.

This dependence will be easier to secure with a friendly and stable Iraq, but the US has
no choice. The US Energy Information Agency (EIA) summarizes the trends in Gulf oil
exports as follows in its International Energy Outlook for 2004, and it should be noted
that its estimates are based on favorable assumptions about increases in other fuels like
gas, coal, nuclear and renewables, and favorable assumptions about increases in and
energy efficiency:’

In 2001, industrialized countries imported 16.1 million barrels of oil per day from OPEC
producers... Of that total, 9.7 million barrels per day came from the Persian Gulf region. Qil
movements to industrialized countries represented almost 65 percent of the total petroleum exported
by OPEC member nations and almost 58 percent of all Persian Gulf exports.®

By the end of the forecast period (2025), OPEC exports to industrialized countries are estimated to
be about 11.5 million barrels per day higher than their 2001 level, and more than half the increase
is expected to come from the Persian Gulf region. 6

® IEA estimate in the World Energy Outlook for 2004, Table 3.5, and analyzed in Chapter 3.

*  The DOE/EIA, International Energy  Outlook for 2004, can be found at
http://www.eia.doe.qgov/oiaf/ieo/download.html.

> See http://www.eia.doe.gov/emeu/cabs/pgulf.html. In 2003, Persian Gulf countries had estimated net oil
exports of 17.2 MMBD of oil (see pie chart). Saudi Arabia exported the most oil of any Persian Gulf
country in 2003, with an estimated 8.40 MMBD (49% of the total). Also, Iran had estimated net exports of
about 2.6 MMBD (15%), followed by the United Arab Emirates (2.4 MMBD -- 14%), Kuwait (2.0 MMBD
-- 12%), Iraq (0.9 MMBD -- 9%), Qatar (0.9 MMBD -- 5%), and Bahrain (0.01 MMBD -- 0.1%).

U.S. gross oil imports from the Persian Gulf rose during 2003 to 2.5 MMBD (almost all of which was
crude), from 2.3 MMBD in 2002. The vast majority of Persian Gulf oil imported by the United States came
from Saudi Arabia (71%), with significant amounts also coming from Irag (19%), Kuwait (9%), and small
amounts (less than 1% total) from Qatar and the United Arab Emirates. Iragi oil exports to the United
States rose slightly in 2003, to 481,000 bbl/d, compared to 442,000 bbl/d in 2002. Saudi exports rose from
1.55 MMBD in 2002 to 1.77 MMBD in 2003. Overall, the Persian Gulf accounted for about 22% of U.S.
net oil imports, and 12% of U.S. oil demand, in 2003.

Western Europe (defined as European countries belonging to the Organization for Economic Cooperation
and Development -- OECD) averaged 2.6 MMBD of oil imports from the Persian Gulf during 2003, an
increase of about 0.2 MMBD from the same period in 2002. The largest share of Persian Gulf oil exports to
Western Europe came from Saudi Arabia (52%), with significant amounts also coming from Iran (33%),
Irag (7%), and Kuwait (6%).

Japan averaged 4.2 MMBD of net oil imports from the Persian Gulf during 2003. Japan's dependence on
the Persian Gulf for its oil supplies increased sharply since the low point of 57% in 1988 to a high of 78%
in 2003. About 30% of Japan's Persian Gulf imports in 2003 came from Saudi Arabia, 29% from the United
Arab Emirates, 17% from Iran, 12% from Kuwait, 11% from Qatar, and around 1% from Bahrain and Iraq
combined. Japan's oil imports from the Persian Gulf as a percentage of demand continued to rise to new
highs, reaching 78% in 2003.

® Estimates by country are necessarily uncertain. The International Energy Outlook for 2004 estimate of
production capacity in MMBD for MENA countries is as follows:

Country 2001 2010 2020 2025
Reference High Price Reference High Price Reference High Price
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Despite such a substantial increase, the share of total petroleum exports that goes to the
industrialized nations in 2025 is projected to be almost 9 percent below their 2001 share, and the
share of Persian Gulf exports going to the industrialized nations is projected to fall by about 13
percent. The significant shift expected in the balance of OPEC export shares between the
industrialized and developing nations is a direct result of the economic growth anticipated for the
developing nations of the world, especially those of Asia.

OPEC petroleum exports to developing countries are expected to increase by more than 18.0 million
barrels per day over the forecast period, with three-fourths of the increase going to the developing
countries of Asia. China, alone, is likely to import about 6.6 million barrels per day from OPEC by
2025, virtually all of which is expected to come from Persian Gulf producers.

North America’s petroleum imports from the Persian Gulf are expected to double over the forecast
period. At the same time, more than one-half of total North American imports in 2025 are expected
to be from Atlantic Basin producers and refiners, with significant increases expected in crude oil
imports anticipated from Latin American producers, including Venezuela, Brazil, Colombia, and
Mexico. West African producers, including Nigeria and Angola, are also expected to increase their
export volumes to North America. Caribbean Basin refiners are expected to account for most of the
increase in North American imports of refined products. With a moderate decline in North Sea
production, Western Europe is expected to import increasing amounts from Persian Gulf producers

Iran 3.7 4.0 3.5 4.7 3.8 4.9 4.3
Iraq 2.8 3.7 2.9 5.3 3.7 6.6 4.6
Kuwait 2.3 3.7 2.3 4.4 2.9 5.0 3.4
Qatar 0.6 0.6 0.6 0.8 0.7 0.8 0.7
Saudi Arabia 10.2 13.2 9.4 18.2 129 225 16.0
UAE 2.7 3.3 2.7 4.6 3.3 5.2 3.9
Total Gulf 22.4 27.9 21.4 38.0 27.3 45.0 329
Algeria 1.6 2.0 1.6 2.4 2.0 2.7 2.2
Libya 1.7 2.0 1.7 2.6 2.1 2.9 2.4
Other Middle East 2.0 2.2 2.4 2.6 2.9 2.8 3.1
Total Other 4.3 6.2 5.7 7.6 7.0 8.4 7.7
Total MENA 26.7 34.1 26.1 45.6 34.3 53.4 40.6
Total World 79.3 95.1 90.0 114.9 107.2 126.1 117.3
(US) 9.0 9.5 9.9 8.9 9.6 8.6 9.0

OPEC data are labeled confidential but are very similar. The IEA does not provide country-by-country estimates, but
uses very similar models with similar results. It estimates total world production was 77 MMBD in 2002, and will
increase to 121 MMBD in 2030. If one looks at the data for the Middle East, the latest IEA estimates are as follows:

The IEA estimate in the World Energy Outlook for 2004, Table 3.5, is:

2002 2010 2020 2030 Ave. Annual Growth
OPEC Middle East 19.0 225 37.4 51.8 3.6%
Other Middle East 2.1 1.8 1.4 1.0 -2.7%
Total 21.1 24.3 38.8 52.8
Non-Conventional
Oil (Worldwide) 1.6 3.8 6.1 10.1 6.7%

World 77.0 90.4 106.7 121.3 1.6%
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and from OPEC member nations in both northern and western Africa. Substantial imports from the
Caspian Basin are also expected.

Industrialized Asian nations are expected to increase their already heavy dependence on Persian
Gulf oil. The developing countries of the Pacific Rim are expected to almost double their total
petroleum imports between 2001 and 2025.

While quantified estimates of export dependence are uncertain, it’s clear that it would
take a massive breakthrough(s) in technology or discoveries of reserves outside the
Middle East and North Africa (MENA) to change these trends.

Moreover, both the military security of the MENA region, and its ability to achieve the
necessary investment in new energy production, are critical US strategic interests. For
example, some 40% of all world oil exports now pass daily through the Strait of Hormuz
and both EIA and IEA projections indicate this total will increase to around 60% by
2025-2030.

The IEA projections, for example, indicate that Middle Eastern Exports will total some
46 MMBD by 2030, and represent more that two-thirds of the world total. This means
that the daily traffic in oil tankers will increase from 15 MMBD and 44% of global
interregional trade in 2002, to 43 MMBD and 66% of global interregional trade in 2030.
This means that the daily traffic in LNG carriers will increase from 28 BCM and 18% of
global interregional trade in 2002, to 230 carriers and 34% of global interregional trade in
2030.% The IEA does, however, estimate that these increases would be some 11% lower if
oil prices remained consistently high in constant dollars.

The International Energy Agency also estimates that imports will rise from 63% of total
OECD demand for oil in 2002 to 85% in 2030 some $3 trillion dollars must be invested
in the oil sector from 2003 to 2030 to meet world demand for oil, and something
approaching half of this total must be invested in the Middle East. Some $234 billion will
be required for tankers and oil pipelines, and again, a substantial amount must go to the
MENA area.’

" See http://www.eia.doe.gov/emeu/security/choke.htmli#HORMUZ. The Strait is the narrow passage

between Iran and Oman that connects the Persian Gulf with the Gulf of Oman and the Arabian Sea. It
consists of 2-mile wide channels for inbound and outbound tanker traffic, as well as a 2-mile wide buffer
zone. The EIA estimates that some 13 MMBD flowed through the Strait in 2002. The IEA puts the figure at
15 MMBD in 2003. Both agencies indicate that the amount of oil moving by tanker will increase steadily
as Asian demand consumes a larger and larger share of total exports.

Closure of the Strait of Hormuz would require use of longer alternate routes (if available) at increased
transportation costs. Such routes include the 5 million-bbl/d capacity Petroline (East-West Pipeline) and the
290,000-bbl/d Abgaig-Yanbu natural gas liquids line across Saudi Arabia to the Red Sea. Theoretically, the
1.65-MMBD Iraqgi Pipeline across Saudi Arabia (IPSA) also could be utilized, more oil could be pumped
north to Ceyhan (Turkey), and the 0.5 million-bbl/d Tapline to Lebanon could be reactivated.

® International Energy Agency, “Oil Market Outlook,” World Energy Outlook, 2004, OECD/IEA, Paris,
October 2004, Table 3.7 and 3.8.

® International Energy Agency, “Oil Market Outlook,” World Energy Outlook, 2004, OECD/IEA, Paris,
October 2004, Chapter 3.
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It would be beneficial to have Transatlantic cooperation in ensuring suitable investment
takes place in expanding MENA energy production and export capacity, and in
developing suitable security plans to protect the rise in exports. This is far more
meaningful in terms of real-world Western needs than efforts to reduce energy needs and
find alternative supplies, but there is little near-term prospect of it happening.

The Transatlantic Future

To return to earlier themes, the Transatlantic alliance is evolving in directions which far
too many of its leaders refuse to recognize or seek to reverse. Europe will be steadily
more self-absorbed in Europe. The US will become steadily more involved in strategic
concerns outside the region. Real cooperation will strengthen in obvious areas of mutual
concern like counterterrorism, but efforts to transform Europe into an effective partner
for more than token power projection outside Europe will fail.

The real question is whether the Transatlantic alliance can find ways to cooperate outside
Europe and the United States in dealing with issues where geoeconomics, geopolitics,
diplomacy, and arms control are tools that both sides of the Atlantic can exploit to far
greater effect. This analysis has focused on the Middle East, but Russia, the emergence of
China, and the broader global reach of Islamic extremism are all additional issues. Only
one thing is certain, the events of 2005 are not going to answer the questions in any of
these areas.
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