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The OIES held its twenty-sixth annual Brainstorming meeting in Athens on the 7th and 8th May, with 
kind support from the Olayan Group. Issues discussed included the world economy; the geopolitics of 
energy; the oil market; gas and LNG markets; and, the power sector and the energy mix. 

The general view was that the global economy can be characterised in much the same terms as last 
year – low growth rates, low interest rates and low inflation. The recent counter-shock in oil prices 
may have contributed to economic growth (with various agencies forecasting the impact on GDP at 
anywhere between 0.1 to 0.8 per cent), though outcomes will be contingent on policy choices made 
by governments. Globally, there has been divergence in economic performance. Notably, China has, 
over the last three years and since the ascendancy of President Xi Jinping, entered a ‘new normal’ 
and going forward, its growth will be lower, less energy intensive, and possibly more volatile, but 
manageable. It was thought probable that China will achieve a maximum growth rate of 7 per cent as 
a result of economic rebalancing, and that the world economy could, in the longer term, end up with a 
stronger and more resilient China. In other emerging markets, it was noted that Brazil’s economic 
growth performance has been very poor, and although Russian economic performance was expected 
to worsen this year the consensus was that Russia’s economy may, perhaps, have seen the worst 
unless further economic sanctions are imposed. The impact of climate change, environmental policy 
and geopolitics comprised some of the newer economic risks, whereas endogenous risks primarily 
relate to policy implementation. One example of the latter is the timing of the US decision on interest 
rates; another is structural reforms in Europe, where despite two large fiscal stimuli, lower oil prices 
and devaluation, long term growth continues to elude policymakers. It was also thought noteworthy 
that the consequences of growing poverty and unemployment have given rise to new political groups 
and changing dynamics in domestic politics. The overall view was that the world economy will 
continue to grow, but with some downside risks. 

On geopolitics, the discussion focused on two key areas: first, the conflicts in and around the Middle 
East and North Africa, which had arguably intensified since the previous year, and second, the 
Russia/Ukraine situation, which has maintained a fragile status quo since last year. It was suggested 
that one potential way to proceed on Ukraine would be to freeze the borders and create a buffer zone 
between Russia and Nato though it was thought there is likely to be a fragile balance in the region 
with occasional smaller military conflicts with no willingness or intention to increase the conflict, but 
rather to maintain the status quo. It was noted that Russia’s swing towards China following economic 
sanctions imposed by the West had thus far proved ineffective, as China has adopted a ‘wait and see’ 
approach, from which it may obtain much better terms. On the Middle East conflicts, the discussion 
questioned whether the Middle East was still strategically relevant, especially for the US. The 
consensus was that it is important to world energy markets, given that the region contributes a third of 
world supplies, and holds a significant amount of low cost reserves, which are likely to be called upon 
in the longer term (beyond 2030). Libya, Iran and Iraq were discussed against this broader context – 
notably, Iran was a ‘wildcard’ in the region, with the impact of sanctions removal on oil supplies 
estimated at anywhere between 300,000b/d to 1 mb/d. There was a strong perception that the US is 
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less interested in actively intervening, and has left the region to generate and manage its own internal 
affairs. Notably, the rivalry between Iran and Saudi Arabia has taken on a more explicit dimension and 
could generate proxy wars in the region. The rise of new actors that wish to target and destroy 
infrastructure and the question of whether this risk has been incorporated into the oil price was also 
discussed along with the fact that new non-state actors can no longer be ignored and neither can the 
risk they pose. 
 
On the oil market, there was unanimity on the demand response having been much stronger than 
expected. The oil markets entered this year with an expectation of 2 mb/d surplus but this turned out 
to be lower. There was however uncertainty over whether an expected tightening of the market in the 
second half of the year will play out as anticipated. Given the large size of inventories, the upside 
potential of the oil price is likely to be limited in the short term. On the supply side, the discussion 
focused around the two different cycles: a long term deep water cycle and a short term shale cycle, 
with the dynamics between the two complicating expectations. US shale has introduced a new, more 
flexible, business model within the industry and contrary to popular perceptions, US shale producers 
have sufficient access to banks and private equity finances to remain on-stream. The market however 
needs the marginal offshore barrel, with short-term fluctuations in shale supply as a secondary effect, 
and it is likely that this requires a price of $70-80 per barrel. Saudi Arabia’s oil policy and its decision 
to maintain market share over maximising revenues in the current price cycle was also discussed. It 
was acknowledged that this policy could change along with market conditions in the future.  
 
In the session on gas and LNG markets, the discussion concluded, interestingly, that US shale gas 
was not destined for Asia, but for Europe. Given the economics of shale gas, US producers no longer 
need long term contracts to facilitate growth; specifically, it was claimed that US gas could be 
delivered to Europe quite comfortably at a price of $5-6/MMBtu, (assuming current Henry Hub prices) 
putting further pressure on the use of oil indexation in gas contracts. This holds significant 
implications for LNG supplies over the next 4 years or so, with Asian demand slower than expected 
and European demand languishing, and with approximately 150 Bcm/a of new export capacity from 
the US and Australia set to enter the world LNG market. Discussion focused around how Russia’s 
reaction to this scenario, and the pricing mechanisms on which this new LNG is marketed, remain key 
to the outcomes for gas markets in Europe. Gazprom and Russia could, with spare capacity and 
trading, increase production into European hubs, keeping prices below $9/MMBtu and thereby 
undermining the financial case for new LNG projects to Europe to maintain its market share. 
Conversely, Gazprom’s decisions have tended to be reactive rather than strategic/proactive, and in 
the face of economic sanctions and slowdown, revenues from gas in the present were potentially 
more valuable to the Russian government than future revenues. There was evidence of Russia 
putting in place the ‘building blocks’ for competing for European market share – for instance, the 
discontinuation of gas supplies to Europe through Ukraine after 2019 opens the way for future 
contract renegotiations. In Asia, Russia’s strategy will be to market pipeline gas rather than LNG. 
There may be further negotiation on pipeline gas to China given the uncertainty over Chinese 
demand, and Russia may be prepared to negotiate a low enough price to operationalise at least one 
of the two pipeline deals with China (Power of Siberia and Altai). Qatar, prior to mid-2014 played the 
role of discriminating monopolist by keeping back some volumes from the Asian spot market and 
supporting higher Asian LNG prices; this year, given the softening of the LNG market and the re-
linking of Asian markets with European hubs, Qatar has chosen to maximise its volume on netback 
prices of 105 Bcm/a of LNG. A soft market is expected over the next 4-5 years. 
 
The session on the power sector and the energy mix primarily brought up issues around the 
opportunities for and constraints to power sector investments in Africa, where the total investment 
requirement was estimated to be around the order of $1 trillion, with over 50 per cent of this in power 
generation alone. The impact of lower oil prices on the deployment of renewables was another 
notable topic – where the discussion concluded that for countries with low oil use in power generation 
the impacts had been negligible, in contrast with countries where oil was predominant in power 
generation where the net effects of low prices vary significantly depending on governments’ policy 
choices.  
 


