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Outline
• World economy and the role of energy in it

• Energy supply and demand: short versus long term

• Global energy balance and outlooks

• Nature of energy commodity prices 

• Energy commodities as collateral

• Regulations affecting energy commodity trade and 
trade finance

• Energy geopolitics and policies

• Taming climate change and making energy more 
sustainable
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Why energy?
• Energy “fueled” economic development and underpinned all industrial 

revolutions. While coal and steel were instrumental in first industrial 
revolution (railways and ships), oil and internal combustion engines were 
key for second industrial revolution (cars, ships and planes) and finally 
electricity was and is necessary condition for third and fourth industrial 
revolutions (ICTs, Internet, Internet of things and blockchains). We all 
actually live in Internet which needs electricity to charge appliances. 

• Energy sector is the major part of the economy, only second to financial 
services, and maybe third after health sector in developed countries. So in 
world GDP of around $80 trillion it probably represents between $8 to 10 
trillion. Probably while composition of its ingredients will change with 
relative decrease in coal & oil, and increase in gas & renewables, global 
energy will maintain its overall weight in the world economy.

• Price, performance and payment risk management in international trade 
in energy reflects its characteristics of a classical commodity: while its 
prices are volatile and markets unstable, the commodity itself is a good 
collateral to structure a transaction based trade financing.

• Will era of hydrocarbon man turn into that of environmental man by the 
midcentury (ie meet the targets of Paris Climate Agreement)?
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Supply and demand: short versus long-term
• According to IEA Oil Market Report of March the world oil demand in 2018 is 

expected to increase by 1,5 mbd and reach 99.3 mbd. Supply is expected to 
surpass that level. Given the economic growth demand may surpass 100 mbd.

• OPEC and non-OPEC unused production capacities and OECD strategic and 
commercial inventories  are important variables equilibrating current supply 
with current demand and taking the excessive quantities out from the market.

• Probably successful OPEC non OPEC supply management coordination is 
explaining relatively low volatility and current price band. Will it stay so until 
the effects of lower investment and higher demand become critically 
important to precipitate the oil price increases if not a spike.

• China will be a major importer of oil, while India is becoming another one.
• The US still continues to be major importer of oil while Europe of both oil and 

gas. 
• Due to shale oil and gas, the US is now the leading world oil and gas producer 

and already net exporter of LNG.
• World natural gas production will dramatically increase. 
• Half of investments goes to renewables as they become more competitive.
• The impact of cleantech on future demand for oil. Will we ever reach peak oil?
• Will more efficient production and use of energy continue keep costs and 

demand lower and hence keep some downward pressure on real prices?
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Energy outlooks: 

• By international organizations: IEA, OPEC, 

• By governments: US-EIA 

• By Industry: BP Statistical Review & Outlook, Exxon 
Mobil

• By academia & NGO’s:  ERI-RAS + Russian government 
Analytical Center, Greens

• International Energy Forum, is bringing together IEA 
and OPEC and thus playing the role of a commodity 
body for oil. In particular it gathers institutions 
producing above outlooks in an annual conference 
devoted to comparing them and achieving some 
consensus on the future of energy.
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Nature of commodity prices: the case 
of crude oil

• Low price elasticity of demand for oil products and supply of crude  oil explain 
mainly why prices after increase or fall do not adjust quickly to the market level. 

• Consumers do not react to increased petrol prices by the similar decrease in 
consumption, if at all. 

• Producers continue to supply in spite of a fall in prices, until their variable (but not 
capital) costs can be covered. But with time lag massive cuts in investment, take 
place especially in new projects

• The price spikes could take place due to decrease in spare capacities of producers 
to critically low levels

• The price falls could happen due to competition of major or new suppliers for 
higher shares of market. 

• But why oil prices were stable till 70s followed by more volatility afterwards. The 
answer was more effective cartel of “Seven Sisters” till 1973 and less effective 
cartel of OPEC afterwards. Will OPEC-non OPEC cooperation make it more 
effective?
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Supply management: the unique case of OPEC
• 1st and 2nd oil crises in 1970s, brought in OPEC as a major player in 

price formation. Other commodity exporters were inspired by the 
success of OPEC, but couldn’t repeat it.

• While IEA members were holding the main strategic and 
commercial buffer stocks, it was the OPEC production quotas and 
unused spare capacities, that were supporting the price levels. 
When OPEC abandoned quotas in 1986 and 2014, the prices fell 
dramatically. In the first case they stayed low till early 2000s. 
Whether and how long they will gravitate around  $60 depends 
both on demand but also on the state of traditional oilfields.  

• OPEC is not a mere price taker. It is price influencer and with OPEC 
non-OPEC agreement on production limits tries to stabilize prices. 
But the US shale oil/gas companies, which became leading crude oil 
and natural gas producers, are continuing to grow and compete. 
The $60 to 70 price band maintained by OPEC & non-OPEC help 
them to do so.  
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Crude Oil Prices: booms & busts, and plateaus
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(January 1960 – July 2017) 

Source: UNCTAD, UNCTADstat
Monthly, Equally weighted average of Brent, Dubai and 
WTI
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Past, current and future oil price dynamics

• 1986: Saudi Arabia decided to stop being a swing producer and OPEC stops 
targeting prices. Prices fell by 66% in 82 days.// 1990-1991 First Gulf War: 48% fall 
in 71 days.// 2008 Financial Crisis: 77% drop in 113 days.//2014: OPEC  and 
especially SA in November decided to defend market share ie abandoned swing 
producer role second time. Oil prices fell from US$115/bbl on 19 June 2014 to a 
five-year low of US$45/bbl on 13 January 2015. A drop of 61 % . 

• The first and last sharp price drops were the result of abandoning of supply  
management policies, ie swing producer role by OPEC. That role was and is still 
making OPEC a major factor in crude oil price formation. Currently the name of the 
game is back to coordinated supply management by OPEC and non OPEC. US shale 
is the joker expanding fast and becoming a major competitor.

• Raising supply  from the US, and restraining production by OPEC and non-OPEC 
are facing higher economic growth but moderate demand from China and 
stability in stocks and the US dollar exchange rates. As a result the prices are less 
volatile. Middle Eastern, Ukrainian conflicts and other geopolitics don’t alter much 
the picture.

• Futures prices for crude oil were in contango untill very recently, but now are in 
backwardation. 

• IMF assumed prices growing from around $60/barrel in 2015 to around $65 in 
2016 and around $70 in 2017.   Are we in a plateau period?
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Energy commodities as good collateral

• While commodity prices are much more volatile than 
those of manufactures, the former are considered as 
much better collateral than the latter. They can be sold in 
a secondary market at face value rather than discounted 
price.

• Banks developed structured commodity trade finance to 
fund trade flows of oil, gas and coal, based on controlling 
the title over these commodities until the credits given to 
seller or buyer are not repaid.

• With Basel III access to bank commodity finance became 
more difficult and non bank trade finance providers, 
which are less regulated, became more active.
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Regulating commodity markets and 
banks

• After the global financial crisis two sets of regulations were 
introduced:  those addressing commodity markets to tame 
excessive instability and price volatility, and those improving 
banking supervision to avoid systemic risks of major bank failures.

• Dodd Franck in the US, MIFID and EMIR in Europe tried to improve 
transparency and reporting in commodity exchanges, introduce 
central clearing in OTC markets, and in case of Europe put position 
limits on major players to avoid market manipulation. Whether that 
will affect liquidity and speculation in futures markets remains to be 
seen.

• Basel Committee on Banking Supervision introduced Basel III and  
and now IV to increase the level of capital that banks should hold to 
address financial and operational risks. That made more difficult 
access to commodity trade finance, which is a highly secure and self 
liquidating  type of finance as it is based on controlling commodities 
as good collateral. After lobbying efforts of ICC some relief took 
place. 
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Energy  geopolitics and policies

• The term “geopolitics” is interpreted as a part of international 
politics, including its most extreme aggressive methods to get 
advantage from geographical factors. In case of natural 
resources it was more about access to them, or securing that 
access is not disrupted due to hostile actions. At the same 
time active cooperation of oil producers to support prices 
could be also considered from the geopolitical angle.

• It is hard to explain intervention to Iraq from the point of view 
of the US oil geopolitics, as afterwards main contracts to 
explore oil fields went to non-American oil companies…  In 
fact the USA is no more dependent on Middle Eastern oil.

• Energy policies while including geopolitics address also larger 
considerations. Thus, they include energy subsidies to support 
consumption of fossil fuels by poor in developing countries or 
support development of renewables in developed ones.
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Будущее энергетики

• Электрификация: более интенсивное использование электричества в 
промышленности и с/х, в зданиях и др. инфраструктуре, и особенно в 
транспорте вместо топлива

• Цифровизация: использование ИКТ, программ, баз данных и др  ноу 
хау на всех этапах производства, транспортировки, хранения и 
потребления энергии. Примеры: электронные нефтяные поля, умные 
дома, Интернет вещей

• Децентрализация: производство и распределение электричества 
потребителями, имеющими солнечные панели, стирание разницы 
между потребителями и производителями, те развитие 
распределенных систем производства, хранения и потребления 
электроэнергии

• Деинтенсификация: эффективность использования энергии и ее 
снижение на эдиницу дохода, расстояния и времени    

• Декарбонизация: переход к чистым видам энергии и снижение 
уровня выбросов при использовании углеводородов, включая захват и 
хранение карбона (carbon capture and storage) 
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How to decrease CO2 emmissions
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Source: UNFCCC



Спасибо за внимание

29 March 2018 Dr. Rouben Indjikian 19

For questions and background 
materials pls. contact: 

Dr. Rouben Indjikian
indjikian@webster.ch

mailto:rindjikian@gmail.com

