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“Security and Supply of Energy – Challenges and Opportunities Ahead”
Ambassador, Excellencies, Distinguished Guests,

Thank you for the kind invitation to speak this afternoon. My links with Finland actually only go back eighteen months, to some work we launched in preparation for the forthcoming Finnish Presidency of the EU. However, I must confess to have become quite enchanted with this wonderful country.

It is definitely not a hardship to be invited back to Helsinki.

Having spent much of my professional career in the oil industry above the 60th parallel – first in the North Sea and later in the Soviet Union and Russia – I suppose I have quite a ‘soft spot’ both for the unique beauty as well as the challenges of the northern landscape.
Talking about ‘soft spots’ I suppose as well that I should not mention my encounters with Marshal Mannerheim’s schnaps – but that’s another story!

More important, I should say that at a professional level we have the very highest regard for the knowledge and insights that Finland brings to relationships with its neighbours and especially with Russia.

This is why I particularly appreciate the opportunity to participate in this timely and important seminar. 

As I understand you have asked me to help in setting the scene for a discussion about energy relations with Russia, by addressing the wider energy security picture from a commercial perspective.
In making this contribution I propose to focus my remarks in six main areas:

· demand and supply

· ownership and control of global energy resources
· markets and access

· risk

· impact of climate change 

· partnership and international institutions

But just two more points if I may by way of introduction. 
The first is that we do believe the world of energy is fundamentally changing, after quite a long period of relative stability. Or to put it another way, the future of energy will not look like the past. In our view energy security is important and deserves the attention it is receiving in this and other policy debates. 

The second is to declare the interest of my own company in Russia, as this is an important context to the debate. Through our 50/50 joint venture TNK-BP – a Russian company with its headquarters in Moscow - we have a large and very successful investment in the Russian oil and gas sector. 

In fact TNK-BP is producing nearly 2 million barrels of oil per day or around 20% of Russian production – while the BP share accounts for about one quarter of our global hydrocarbons production. The company directly employs around 70,000 Russian staff and is growing strongly through the large scale deployment of investment, technology, management skills and training and through the development of partnership at all levels. 

On this basis we do indeed have a significant stake in the subject of the discussion today.

Supply and Demand
The key to understanding the global energy picture is to understand demand.

It was the powerful acceleration of Chinese economic growth in 2004 that surprised the economists and sent global energy demand surging ahead of immediate supply. Energy is a global market and supply - and price - has of course adjusted accordingly. 
However, demand at global level is being fundamentally driven by the surge in middle class prosperity as hundreds of millions of people - especially in Asia - continue to escape from poverty.

We do not expect this fundamental driver to change. Strong underlying global energy demand growth is here to stay. 

Within this picture the demand for oil will continue to be driven by its suitability for transport applications. At the same time, the flexibility of natural gas will ensure continued strong demand growth for both industrial and domestic applications. 
This raises another fundamental question. Oil and natural gas are both finite natural resources – so are they going to run out and will production maximise in the near future?
I can say with some certainty that we do not believe this to be the case. We broadly concur with the IEA assessment that only around one third of currently known oil and gas resources have been produced – and that technology and higher prices will surely bring other new sources of supply onto the market in the future. The bottom line is that plentiful oil and natural gas resources remain to be produced on a global basis for the foreseeable future.
However, what is clear is that the availability of traditional ‘easy to recover’ forms of oil and gas reserves will become increasingly concentrated in just three geographic regions. 

These are Russia, West Africa and the Middle East. 
Meanwhile demand for energy will continue to be centered around three different geographic regions – North America, Europe and South and East Asia.
This in turn points towards the continued internationalisation of energy supply and the growing interdependence between energy producers and consumers in the international markets.

Finally it is also important to observe that supplies of another form of natural energy resource – namely coal - are globally plentiful and distributed on a wide geographic basis. We should expect to see continued growth in the use of coal on a global basis for non-transport applications and this – of course – becomes an important factor in the climate change question.
I will touch on this again later.

Ownership and Control of Global Energy Resources
One of the fundamental characteristics of the global energy business is that the principal forms of natural energy resources - including oil, natural gas and coal but also alternatives such as hydro power and biomass - are specific in geographic location.

As such they are a national resource subject to sovereign jurisdiction over their exploration, production and disposal to market.
Respect for sovereignty is consequently a fundamental principal of the natural energy resources business.
The state is often represented in the global oil and gas sector through the participation of a state owned oil or gas company. This participation may be on an exclusive basis or as one of a number of public and/or private companies engaged in the sector.

Indeed the fact is that the vast majority of global oil and gas reserves are accounted for by state owned entities. In 2006 it is estimated that only 12% of oil reserves and 10% of gas reserves were booked with publicly owned companies – with the balance of 90% under the control of state owned entities.
Publicly owned companies have a strong incentive to produce from reserves and return shareholder value – so the proportion of oil and gas reserves produced by public companies is much higher at around 40% of global production.
However, the underlying message about the structure of the global natural energy resources business is clear.
Incidentally the well known international oil companies such as BP, Shell, Total and ExxonMobil today account in total for around 4% of global oil and gas reserves and 14% of current production.
We believe that we play an important role in terms of our appetite for risk and our ability to deploy management, technological and financial skills – but it is clearly not a dominant position in whichever way you define that term.

Markets and Access

Wherever they are geographically, we believe that producers and consumers of energy share a common interest in ensuring the availability of adequate supplies on a continuous basis at a competitive price that provides sufficient remuneration to investors in the entire supply chain.
I hope you agree that this seems a pretty fair definition of the concept of energy security.

The global markets have been remarkably successful over recent years in fulfilling this function. Through some very significant potential dislocations – including the surge in Asian demand as well as hurricanes in the Gulf of Mexico and supply interruptions in Nigeria, Venezuela and Iraq – the market have moved quickly and effectively to adjust to circumstances and keep the consumer markets fully supplied.

It is a point that in our view should not be lost on policymakers.

There is also an important aspect here with respect to sovereignty. If markets function well, then the state interest can be quite securely exercised through appropriate market regulation in line with national and international policy objectives. 

This also applies to the important business of transportation of natural energy resources.
The technical characteristics of natural energy resources - and also of electricity as a principal energy carrier - determine the use of substantial fixed infrastructure to transmit and distribute energy to markets.

Access to fixed infrastructure is consequently of particular importance to the competitive and effective performance of energy markets.
For this reason - from a European perspective - we strongly support the intent of the European Commission to complete an effective single market in energy across the European continent. 
In our view the completion of the single market remains the single most important action that Europe can take to underwrite its own energy security.
Risk

In assessing energy security it is also - of course - essential to think about risk. 

Given our confidence in the continuing global availability of natural energy resources, it is probably fair to say that the principal risks to energy supply are essentially ‘above’ rather than ‘below’ the ground.
These risks revolve around access to resources, markets and infrastructure.
We see three principles that can help in addressing these risks:
· all participants in the energy supply chain share a common interest in the successful identification and management of these risks
· successful management of these risks will enhance the availability and reduce the costs of technology, management skills and finance for energy development
· an appropriate international framework can strengthen the shared interests of all market participants
In a world of strong demand for the technology, skills and investment to ensure adequate supply, these principles seem to us to apply equally to all market participants without distinction regarding ownership. 
It is also worth making one final point here about the importance of contract. The contract to explore for and develop natural energy resources – in whatever form - is the fundamental link between national sovereignty and physical investment and operation. 

Of course circumstances around a contract can change and all major petroleum agreements include specific provisions for addressing such changes within the contract structure. 

However, where changes are addressed by unilateral abrogation of the contract itself, then a huge element of uncertainty is introduced into the investment environment for all participants – whether state or publicly owned. 

It is not an outcome that can be of longer term benefit to any of the parties concerned.
Climate Change
It seems unusual nowadays to near the end of prepared remarks about energy policy without mentioning climate change.

This is not because we think it is not relevant – indeed the opposite. It is more that the debate is no longer about whether climate change is happening but what to do about it.

We fully recognise that climate change policy will exercise increasing importance in the operation and regulation of energy markets.

In our view the improved efficiency of use should play a key role in addressing climate change concerns. 
In order to achieve this objective it is essential that an appropriate portion of the economic benefit of more efficient energy use can be secured by the initiator of the action.

The same principle applies to the provision of lower carbon forms of energy. Ultimately this means the broad application of a carbon price to remunerate low carbon investment and allow the market to seek the most economically efficient routes towards a lower carbon economy.

This in turn leads us – and much of the leadership of European industry – to the case for a cap and trade system to reveal the economy wide carbon price.

Experience is accumulating steadily on how to most effectively design a cap and trade system to meet this objective. Although the longer term aim should be of a globally traded price, we believe this will most effectively develop – as with other commodity markets – from the arbitrage of regional markets rather than from a single global design.
Thus we remain very supportive of the European Emissions Trading Scheme and its continued development post-2012.

And one final point - It is also important that alternative and lower carbon forms of energy availability can secure competitive access to infrastructure and markets in line with public policy objectives.

In our minds this is another important reason for moving quickly to complete the single energy market in Europe. 

Partnership

All of this leads to the conclusion that the supply of adequate and timely energy resources is a matter of extensive interdependence and common interest in all parts of the supply chain.
This strongly suggests that all interests will be supported by a partnership approach at both national and international level.
As a commercial company we are greatly aware of the benefits of partnership and consistently seek to develop the capabilities, knowledge and skills that allow us to contribute to effective partnership in our core areas of activity.
We believe that our experience in Russia through TNK-BP is one important and very successful demonstration of this approach

Given the high degree of interdependence, it is also important that the appropriate mechanisms of cooperation are in place to support the development of partnership at international level.
On this basis we remain for instance strong supporters of and participants in such consultative mechanisms as the EU/Russia energy dialogue.

However, development of the right institutional frameworks for international energy cooperation is unfortunately neither a simple nor a particularly glamorous task. 

In industry we often hear colleagues say ‘but show me what this international dialogue has achieved’ – meaning which specific project or investment has been made because of this process.
To which I reply that investment decisions are not a matter for intergovernmental or institutional processes. The business of assessing the balance of risks and making investment decisions on behalf of our shareholders is a matter for us as businessmen and not one we should place anywhere else. 

Where governments and institutions can help is in securing the framework for such decisions and providing channels for consultation in the event of the inevitably difficulties.

In other words – if we did not have such mechanisms available we would need to invent them.

In my view this certainly applies to the principles and basic provisions of the Energy Charter Treaty.

My view – perhaps unfashionable - is that this is also something that the European Union does well and should continue to develop for the future.

Both the geographic extension of EU energy partnership agreements and the slow evolution of a more coordinated European approach to international energy policy are to be welcomed and - in our view - supported.

In this context the international provisions in the current Energy Package are important and deserve careful consideration. 
It is essential that regulation of non-EU investment in the European energy sector is based as far as possible on market and competition considerations and not on nationality of ownership. 

As public companies we are emphatically not in the business of limiting the potential range of investors in our businesses. As Europeans we would be equally unwise to limit the potential range of market-based investors in our economy. 

Conclusion
I have tried in these remarks to give a commercial perspective on the broad issues of energy security and the interaction between energy supply and global markets.

I hope this has been useful and look forward to the discussion.

Thank you for listening.

Howard Chase

Director European Government Affairs
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