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OIES Brainstorming XXV 
Executive Summary 

The Oxford Institute for Energy Studies held its twenty-fifth annual Brainstorming meeting in 

Stockholm on the 12th and 13th June, with kind support from the Swedish Energy Agency. Issues 

discussed included the global economic outlook; the geopolitics of energy; the oil market; the gas 

market; the US energy scene; and, the power sector, decarbonisation and climate change.  

Despite significant geopolitical upheaval, the world economy remains in a state of relative equilibrium. 

Although first quarter data in 2014 was disappointing, looking forward there is reason to be optimistic 

about the US recovery, and its positive knock-on effects for the world economy. There are many 

underlying nuances to this outlook - the pace of China’s slowdown in terms of a ‘hard’ or ‘soft’ landing; 

the impacts of the differentiated application of quantitative easing in the US and Europe on credit 

flows to emerging markets; and the risk of Eurozone deflation. The outlook for emerging markets 

raised several questions, particularly in relation to an anticipated slowdown in China’s economy. 

There appear to be all the signs of an economic slowdown in China, for instance, world commodity 

prices (with the exception of oil) are slightly lower, and much of the reason for this can be traced to 

the Chinese economy. However, a counter-view is that although Chinese government policy on 

rebalancing the economy from investment-led towards consumption-led growth has resulted in some 

of the indicators, such as construction activity, showing weaknesses, the current rebalancing can 

have long-term positive effects on the global economy. 2014 and 2015 are likely to be characterised 

by low inflation, low interest rates, and low economic growth.  

The main geopolitical risks relate to Iraq, Libya, Russia and Ukraine, and the South China Sea. A 

spread of the instability in Iraq, even if it does not result in an output disruption from the south, could 

have ramifications for oil prices, especially for the back end of the forward curve, given that the 

market expects Iraqi production to balance the market in the longer term. It is doubtful, given the scale 

and complexity of the projects, whether Iraq could meet their optimistic production targets in the 

current unstable environment. The situation in Libya is ‘as bad as it can get’ as the post-revolutionary 

period has created a patchwork of interests and allegiances. However, the situation is unlikely to slide 

into civil war and production could come back to levels of 1 to 1.2 million b/d in 2015 – lower than the 

previous production of 1.5 million b/d. The Ukrainian crisis was arguably as much of an unexpected 

development for Russia as the west, but it is just one of the consequences of a geopolitical shift in 

Russia over the last decade. The conflict in Ukraine’s southern provinces resembles a situation akin 

to civil war, and the future of Russia-Ukraine relations will depend on how effectively it is resolved. 

The South China Sea continues to be volatile, characterised by increasingly assertive Chinese 

diplomacy. 

On the oil market, demand growth appears to be stabilising at 1.2 million b/d. Despite macroeconomic 

uncertainty and geopolitical shocks, the oil price has been remarkably stable. A large part of this is 

due to the fact that the drop in output in MENA and other countries was offset by an increase in US 

production. The role of Saudi Arabia as the swing producer remains important and the markets may 

be betting on a response from Saudi Arabia in the event that prices move up or down – the big 



 

 

 

2 

question then is what would happen if Saudi Arabia does not react as expected? Although the oil 

price has remained stable, spreads have been volatile, so underlying dynamics are being reflected in 

price differentials.  The oil price is likely to trade within a high but narrow range for the rest of the year 

due to the presence of automatic stabilisers - but the overall scenario depends on whether OPEC and 

Saudi Arabia will hold the line if the market weakens. The changing dynamic between costs and 

prices in the oil industry has been a main concern for the oil industry with a potential for oil companies 

to refocus on profits as opposed to reserve replacement.  

Turning to the gas market, the world outside North America (within the OECD) is charging far too 

much for gas which is affecting demand, and the non-OECD is charging too little, to support 

production. This, compounded with rising project costs and the move away from oil-linked pricing 

towards hub-based pricing for gas supply contracts, heralds a relatively unsettled period. Of 

significance is the China-Russia gas deal which constitutes the largest trade deal in the region for 

many years, under which China will import 38 Bcm of Russian gas for a period of 30 years. At the 

moment there is very little information on the gas price that was agreed upon and it is likely that 

several aspects of the deal will need revisiting and further consideration before the gas actually 

begins to flow. China has the only significant ongoing price reform in the region focused on the 

operationalization, within a few years, of a Shanghai citygate benchmark price – the so-called 

“Shanghai hub”. In contrast, India has been very slow to reform and the situation after the election of 

the new government has continued to disappoint. The decline in European gas markets continues 

due to low GDP growth, availability of cheap coal, and the push for renewables with inadequate 

market structures to absorb associated costs and risks. Russia and Ukraine appear determined to 

arrive at an agreement on pricing – it is clear that there is no short term substitute for Russian gas in 

Europe. Moving to the LNG market, project costs have become too expensive, signalling the need for 

greater competition in the market. There are currently too many supply-side and demand-side 

dynamics to predict what the global LNG supply situation will be in 2020 and beyond, but it is likely 

that surplus will begin earlier than expected, around 2015-16 rather than 2018. 

A key question is whether the ‘catalysts’ of the US shale revolution could be replicated elsewhere. 

One of the factors frequently cited as the key to the success of shale and tight resources in the US is 

the private ownership of mineral rights. However, the pace of development of shale in Canada 

challenges the view that private ownership of mineral rights is essential to the replication of the ‘shale 

revolution’ outside the US. Other factors such as the size of exploration blocks and the diversity of 

players are also important. In terms of the potential for US crude exports, the fact that the ban applies 

only to certain grades of crude has spawned creative strategies on how to chip at the edges of the 

ban. US crude exports are unlikely to improve the deteriorating situation for European refiners, whose 

margins are continuing to be squeezed. Gas production in North America has migrated from dry gas 

to liquids rich plays. A key uncertainty relates to the long run marginal cost of gas. The consensus is 

that it stands at $7 per MMBtu, although previous consensus on costs and prices has never proved 

accurate.  

In the power sector, the current structure of energy-only markets based on system marginal cost 

implies that the introduction of renewables would result in a system with either a zero cost or a very 

high marginal cost. The two solutions currently being proposed are separate markets for energy, 

balancing and capacity, or, a return to a single buyer model representing a potential return to central 

planning. For developing economies which have adopted, and are currently midway through, 

implementing the model of electricity market liberalisation, this stark choice represents a significant 

policy challenge, with implications for the decarbonisation of the power sector in relation to climate 

change mitigation. 

 

 




