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Going for green
EDITORIAL: Pragmatism must
outweigh ideology for natural gas
to secure a long-term role in easing a disorderly energy transition
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Natural gas still has the potential to play a pivotal role advancing the global
energy transition. The idealised image of gas as a lower-carbon “bridge to the
future” displacing coal in power generation is now widely contested, but it
remains a uniquely flexible fossil fuel offering valuable insurance against inevitable disruptions on the path to a net zero future.
Energy security has muscled its way to the top of the political agenda this
winter, with fuel prices surging on shortfalls of oil, gas and coal as the world
economy rebounds from pandemic lockdowns. Global electricity demand grew by
6pc in 2021 — the biggest rise since 2010 — outstripping supply in some major
markets, the IEA says. And CO2 emissions from power generation rose by 7pc as
coal-fired plants met over half the increase in demand.
High natural gas prices encouraged unwelcome gas-to-coal switching in US and
European markets, reversing downward trends in power sector emissions and
threatening national climate targets. But pragmatic plans to include new investments in natural gas and nuclear power as part of the EU’s flagship “taxonomy for
sustainable activities” to accelerate the closure of higher-carbon coal and oil-fired
plants are proving controversial. The European Institutional Investors Group on
Climate Change, which manages €50 trillion of assets, says it undermines the
purpose of the EU taxonomy, which is expected to form the cornerstone for
global efforts to redirect investments towards net zero emission goals.
But excluding natural gas from the list of transitional activities that help to
reduce greenhouse gas emissions risks perpetuating the cycle of price volatility
currently gripping global energy markets, as investment in new supply fails to
keep up with demand. Change is rarely orderly and it will be impossible to make
the transition from a high-carbon economy to a net zero emissions future by 2050
without disruption. “Change could have sharp edges, and bring energy security
risks with it,” the IEA’s 2021 World Energy Outlook (WEO) says. In many countries,
gas infrastructure is a crucial asset for security of supply, helping to meet peaks
in demand for heat and power, the WEO says.
With significant spare production, import and storage capacity, gas provides
essential flexibility to balance a growing share of variable renewable energy in
both developed and emerging markets. Yet spare capacity is costly and the
industry is reluctant to invest when the future is so uncertain. Even high gas
prices do not send the investment signal they have in the past. Upstream spending on gas and LNG fell sharply in 2020, and is not expected to recover to 2019
levels before 2024, consultancy Rystad Energy says. And the private sector needs
government support to risk making long-term, large-scale transition investments.
The UK’s refusal in 2017 to help defray the £1bn cost of refurbishing its only large
seasonal gas storage facility, Rough, has proved to be a costly error this winter, as
it faces a much bigger bill bailing out bankrupt domestic fuel suppliers.
Pragmatism usually trumps ideology in business. Natural gas may not be
strictly green, but it is greener than coal — especially if the oil and gas industry
lives up to its pledge to curb methane emissions. And it still offers the lowestcarbon insurance policy against shortfalls in renewable investment and other
unpredictable energy supply disruptions during the transition.
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Pressures mount on firms despite earnings bonanza
Windfall profits are unlikely to be
ploughed back into the upstream,
as oil firms prioritise transition
strategies and shareholder returns, writes Konstantin Rozhnov
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Many oil firms are about to profit from a sharp rise in the scale of their earnings
revival as a result of surging oil and gas prices in the fourth quarter, but the cash
windfall is heating up the debate on how they should be spending their money.
Benchmark Brent crude averaged $80/bl in October-December, almost double
the price a year earlier. US Henry Hub natural gas prices averaged almost $6/mn
Btu in the last three months of 2021, more than double year-earlier levels, while
European gas prices were more than five times higher on the year. But none of
Europe’s leading international oil companies (IOCs) is likely to ramp up oil and gas
spending despite higher commodity prices, instead focusing on maximising returns
to shareholders. Shell chief executive Ben van Beurden says it does not make
sense to “invest in a big way” in oil and gas based on higher oil prices, as those
prices are likely to have peaked by the time new projects come on stream.
The question for many IOCs is whether they can sustainably raise their
dividend in addition to accelerating the pace of share buy-backs. Shell and BP
may be tempted to restore their dividends further, as they were the only two
majors to slash them in 2020 — a key differentiator in terms of their share price
valuations compared with other companies. Norway’s state-controlled Equinor,
which has seen its share price hit a record high in Norwegian kroner thanks to
record European gas prices, could also be tempted to consider a dividend
increase as its share buy-back plans become more expensive.
But last year’s earnings revival is creating extra pressures on oil companies, in
addition to those from activist investors. In the UK, opposition politicians are
calling for a windfall tax on oil and gas producers as consumer energy bills soar.
UK oil and gas industry group OGUK insists that such a move could drive long-term
investment and production in the basin down further.
Most IOCs are likely to continue to defend their integrated business models,
although even former BP chief executive John Browne — the architect of the
industry’s original mega-merger when BP bought US firm Amoco in 1998 — is
echoing some activist investors in suggesting that the majors should split themselves into separate low-carbon and legacy businesses to more clearly reflect the
value of each. The IOCs continue to argue that they need oil and gas proceeds to
reinvest in their energy transition assets.
Equinor, a leading offshore wind player and the biggest operator offshore
Norway, indicates its renewables arm may have made a loss in the fourth quarter.

Friends and enemies
A new survey by consultancy BCG of 250 institutional investors in oil and gas finds
that around 60pc expect a continued recovery in total shareholder returns over
the next two years thanks to high commodity prices, but the same proportion feel
growing pressure from their clients to divest their fossil fuel investments
UK bank Barclays says that “rather than gaining support in the past two years
with the launch of net zero strategies and a step up in low-carbon investment,
wider society’s willingness to buy oil and gas shares has weakened”. It suggests
that “a change in approach may be needed” for the firms to get their message
through to investors. And external pressures keep piling up. Campaign group
Milieudefensie/Friends of the Earth Netherlands, which won a ruling against Shell
in a Dutch court in May, is urging what it calls “major polluters” — including BP,
ExxonMobil and Shell — to detail within the next three months how they aim to
cut their emissions by at least 45pc by 2030. “If the companies concerned fail to
show a concrete and equitable climate plan within the set timeframe, Milieudefensie/Friends of the Earth Netherlands will consider follow-up steps,” it says.
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Shale discipline to be tested by market conditions
Producers have prioritised
returns over growth during the
pandemic, but signs of a change
in strategy could be emerging,
writes Stephen Cunningham

The US shale sector’s financial discipline of the past year is facing its biggest challenge yet, as persistently high crude prices boost profits while signs that the latest Covid-19 wave will pass quickly indicate improved demand growth prospects.
US crude output will reach an annual record of 12.4mn b/d as soon as next
year, according to the EIA, despite pledges by shale producers to exercise capital
restraint. And production in 2022 is expected to average 11.8mn b/d, up from
11.2mn b/d last year. The EIA cites oil prices that “we expect will be sufficient to
lead to continued increases in upstream development activity, which we forecast
will proceed at a pace that will more than offset decline rates”.
EOG Resources chief executive Ezra Yacob recently raised eyebrows when he
said the shale producer could boost output by the summer if market conditions —
specifically, the combination of global inventory levels, demand and Opec+ spare
capacity — line up to show the need for higher US crude output. “Then EOG would
be in a position to return to pre-Covid levels of production, which would be about
465,000 b/d, no more than 5pc growth,” Yacob told a Goldman Sachs conference
last week. “If the world has a call on oil and there’s room to grow our low-cost,
lower-emissions barrels into the market, we can certainly deliver on that,” he said.
With the exception of privately held exploration firms, the shale patch has been
on its best behaviour during the oil market’s recovery from the pandemic-induced
collapse of 2020, which briefly saw US crude prices turn negative for the first time.
Publicly listed companies have been focused on paying down debt and ramping up
investor returns — through dividends and buy-backs — rather than pursuing their
former growth-at-all-costs strategy. But questions remain about how long the new
industry mantra of capital discipline will last, as oil prices push higher, demand
bounces back and doubts linger about the ability of Opec+ to restore supply to
the market. “Could it erode?” asks Tom Jorden, chief executive of Houston-based
Coterra Energy. “Of course it could. But I don’t see signs of it in 2022.”

The $100/bl question
Other shale executives speaking at the Goldman conference agreed that shareholder sentiment would need to change before the sector resumes growth. “Right
now, for most of us, shareholders are saying we don’t want you to grow, we’re in
love with returns,” Diamondback Energy chief executive Travis Stice says.
But some producers could be tempted to open the taps if oil prices continue to
rise. “I don’t think it’d be good for the industry, but if oil was over $100/bl, then
that probably does signal some growth,” Stice says. His counterpart at Devon Energy, Rick Muncrief, plays down the threat posed by private equity-backed independents, which are relatively free of the shareholder pressures faced by their publicly
listed rivals. “I don’t know that the privates will truly move the needle,” he says.
Production this year will be driven by the oil majors and privately held independents, Bank of America predicts. Higher spending will be concentrated on the
Permian basin of Texas and New Mexico, which the bank’s analysts expect to hit a
new annual production record of 5.3mn b/d. Consultancy Rystad Energy forecasts
that US shale capital expenditure (capex) will surge by 18pc to $84bn this year,
up from $71bn last year. Almost a fifth of companies in a survey by the Federal
Reserve Bank of Kansas City expect capex to increase significantly this year, with
firms in US central Great Plains states needing crude prices to average $73/bl to
trigger a substantial increase in drilling. But a survey last month by the Federal
Reserve Bank of Dallas highlighted shale producer concerns that rising supply
chain disruption and associated inflation could weigh on drilling and completion
activity in 2022, constraining growth prospects, despite higher spending.
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Biden foreign policy finds traction with Russia
The US’ willingness to discuss
previously taboo subjects with
Moscow could result in an easing
of tensions, writes Haik Gugarats

‘Sanctions blackmail is the only
tool of US diplomacy these days,
and we are trying to vaccinate
them against it’

Washington’s threats of new sanctions against Russia and equally hardline talk
from Moscow are providing the backdrop for the first serious attempt in more
than a decade to reset US-Russia relations.
Talks between senior US and Russian foreign and defence officials in Geneva on
10-11 January and subsequent broader discussions with European participation
within the Nato and OSCE defence organisations this week have accomplished little,
but they should reassure Moscow that it can do business with US president Joe
Biden. For the first time since the Soviet collapse, the White House is willing to at
least discuss Moscow’s demand for “security guarantees” — the Kremlin’s code for
non-interference on its western borders and preventing a further entrenchment of
US military posturing in Russia’s neighbourhood, particularly Ukraine.
Given the antagonism that has defined US-Russia relations in recent years,
launching talks to defuse tensions between the countries comes across almost as
a breakthrough for Biden’s foreign policy. The US Democrats have blasted Moscow
since 2016 for its alleged interference in US elections, with Biden himself calling
Russian president Vladimir Putin a “killer” last year. But Biden’s White House has
already taken steps that his predecessor Donald Trump was criticised for even
attempting, such as co-operating with Moscow on cybersecurity issues. The Biden
administration has also waived sanctions against Russian state-controlled Gazprom’s 55bn m³/yr Nord Stream 2 gas pipeline project and is pushing back against
congressional attempts — most recently on 13 January — to force the White House
to kill the project with further sanctions.
“Sanctions blackmail is the only tool of US diplomacy these days, and we are
trying to change that, trying to vaccinate them against it,” says Russian deputy
foreign minister Sergei Ryabkov, who led his country’s delegation in the Geneva
talks. Averting a hypothetical Russian invasion of Ukraine — that Moscow denies
contemplating — is the immediate subject of US-Russia diplomacy, but Moscow’s
demands are far-reaching, including a rejection of Kyiv’s bid to join Nato and the
removal of advanced US tactical equipment from eastern Europe.

It’s all about you
Ukraine’s admission to Nato is unlikely to happen any time soon, but Washington
says it will not contemplate a firm rejection of the concept. It is willing to discuss
other issues, such as placement of missiles or conducting US-led military exercises
along Russia’s periphery, despite concerns from Nato’s eastern European members
that it gives Moscow a veto power over their national security considerations. The
US is reassuring its allies that it will not unilaterally agree a sphere of influence
for Russia in Europe — the US approach is “nothing about you without you” in
talks with Russia, deputy US secretary of state Wendy Sherman says.
Moscow may celebrate Washington’s willingness to discuss the previously
taboo subjects and the treatment of Russia as an equal partner in geopolitics, but
Biden’s motivation for finding some common ground with Putin is driven by the
need to reorient US diplomatic and military resources to deal with China’s
assertiveness in Asia-Pacific. Removing existing US sanctions against Russia also
looks a remote prospect, so long as Russia continues to back separatists in
eastern Ukraine. But the tentative improvement in US-Russia relations has helped
make progress in US-Iran nuclear talks that could result in the removal of US sanctions against Iran — another Biden priority. Any progress in talks over Ukraine
should help calm gas markets in Europe as well — US and EU politicians and IEA
executive director Fatih Birol have accused Russia of deliberately withholding
natural gas supply from Europe in recent months to achieve political objectives.
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Kazakh storm highlights regional concerns
The unrest in Kazakhstan has
troubling implications for neighbouring energy-producing states,
writes John Gawthrop

Kazakhstan’s top oil producers
appear to have ridden the wave
of violent unrest with minimal
disruption to operations

It is a nightmare scenario for authoritarian rulers across the world — rising fuel
prices unleashing a wave of underlying public fury that threatens to topple the
existing order. This appears to be what happened last week in Kazakhstan, the
former Soviet Union’s (FSU) second-largest oil-producing state. Protests triggered
by a sharp rise in LPG prices seemed to be driven by anger at economic inequality
and political repression. But street demonstrations turned into attacks on government buildings and looting, and the line between protest and criminality blurred.
The situation is slowly returning to normal, after the authorities clamped
down hard, with dozens killed in an “anti-terrorist” operation in the country’s
largest city, Almaty, by Kazakh security forces. Their efforts were bolstered by
the rapid dispatch of mainly Russian “peacekeeping” forces from the Collective
Security Treaty Organisation of six FSU states, at the request of Kazakh president
Kassym-Jomart Tokayev. These troops started heading home on 13 January.
Tokayev described last week’s events as an attempted coup d’etat, without
specifying who was behind it. The head of Kazakhstan’s intelligence agency,
former prime minister Karim Massimov, had earlier been arrested on suspicion of
treason. But there has been no coherent account of what exactly happened. For
most of the three decades since independence, Kazakhstan appeared stable
under the iron rule of first president Nursultan Nazarbayev. Tokayev was his
hand-picked successor in a managed transition of power in 2019 that left Nazarbayev wielding considerable influence behind the scenes.
Kazakhstan’s top oil producers — attracted during Nazarbayev’s tenure to
invest tens of billions of dollars in the energy sector — appear to have ridden the
wave of violent unrest with minimal disruption to operations. Production at the
9bn bl Tengiz field, the country’s largest, was restored swiftly after a brief
disruption during the upheaval, project leader Chevron says. The NCOC consortium, operator of the offshore 13bn bl Kashagan field, says output has “continued
in a safe and stable manner, without interruption”. And the 9bn bl Karachaganak
project was unaffected by the unrest, shareholder TotalEnergies says.
Kazakhstan’s new government, appointed in the wake of the unrest, has
promised measures to keep LPG and other motor fuel prices in check, New prime
minister Alihan Smaiylov said on 12 January that he has ordered the economy
ministry and other government agencies to devise proposals for the reform of
sovereign wealth fund Samruk-Kazyna, which holds the state’s stakes in stateowned companies, including KMG. Kazakhstan had planned an initial public
offering (IPO) of KMG shares this year. Product price caps could potentially curb
investor interest if the IPO goes ahead.

Bordering on revolution
Addressing parliament this week, Tokayev acknowledged that events last week
were “largely caused by socio-economic problems” and spoke of the need to
tackle income disparity. The violence may have left many Kazakh citizens wary of
challenging the status quo, but the underlying discontent of a large proportion of
the population is unlikely to diminish without signs of real change.
And what happened in Kazakhstan resonates beyond its borders. The leading
energy producers on the southern periphery of the FSU — Azerbaijan, Turkmenistan and Uzbekistan, not to mention their larger neighbour Russia to the north —
are authoritarian states with underlying social inequality and a concentration of
wealth and power in the hands of a narrow elite. The turmoil in Kazakhstan,
which would have appeared almost unthinkable a few weeks ago, is a reminder of
how unexpectedly and rapidly the established order can start to unravel.
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Oil sands firms seek pathways of least resistance
The onus is now on Ottawa to set
up the kind of funding needed to
abate the sector’s huge emissions, writes Brett Holmes

C$bn

Oil sands capex
2022*

2021†

2020

CNRL

4.3

3.5

2.7

Suncor

4.7

4.2

3.8

Imperial Oil

1.4

1.1

0.9

Cenovus pro-forma

2.8

2.5

2.4

13.2

11.2

9.8

Total
*guidance †estimated

Canadian oil sands firms aim to up spending to lift capacity in 2022, with higher
oil prices and more export capacity on the horizon. But government collaboration
on carbon reduction plans could provide the long-term certainty investors seek.
Operators are embracing carbon capture, utilisation and storage (CCUS) on a
scale unseen before in Canada and capital is already flowing to related projects.
CCUS is not new to Canada, but the industry’s most ambitious carbon capture
plan has put the ball back in the federal government’s court. The oil and gas
sector accounts for a quarter of the country’s greenhouse gas emissions, the IEA
says. And although the oil sands sector has reduced its emissions intensity by
32pc since 1990, with an additional 17-27pc cut expected over 2018-30, rising oil
and gas output means more work is needed to hit 2030 and 2050 emissions goals.
The Oil Sands Pathways to Net Zero initiative between six Canadian producers
announced in June 2021 targets net zero emissions from oil sands operations by
2050. The proposal includes a trunk line serving oil sands projects connected to a
carbon sequestration hub. It also requires “significant collaboration” from
government. Ottawa’s consultation period for a planned CCUS tax credit ended on
7 December, having considered project proposals to cut CO2 emissions by at least
15mn t/yr. An announcement should be imminent, based on plans to make the
credit available this year, and that could give the 68mn t/yr Pathways initiative
the green light.

Provincial attitudes

boe/d

Oil sands production 
2022*
CNRL

2021 †

2020

1,295,000 1,235,000 1,164,136

Suncor

770,000

760,000

695,100

Imperial Oil

432,500

415,000

398,000

Cenovus pro-forma

800,000

755,000

743,740

Total

3,297,500 3,165,000 3,000,976

*guidance †estimated
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Government has set more targets in the meantime. Prime minister Justin Trudeau
signed the country up to the Global Methane Pledge at the Cop 26 summit, with a
commitment to cut oil and gas sector methane emissions by a world-leading 75pc
by 2030, against 2012 levels. But while oil firms seem used to waking up to new
targets, the province in which most operate is not. “The provinces own the
resource and under the constitution the provinces regulate the development of
the resources,” Alberta premier Jason Kenney said at a press conference with
Trudeau after Cop 26. Ottawa “must put real resources behind a huge expansion
of Alberta’s carbon capture and storage technology”, he added.
The same day as Trudeau’s Cop 26 pledge, funding for technology and
emissions reduction initiatives from the federal government and the province
were announced in Alberta. Recipients include oil sands projects belonging to US
independent ConocoPhillips and Canadian firms Canadian Natural Resources (CNR)
and Suncor. Canada’s Cenovus is pushing forward plans for CCUS projects for at
least three facilities. Christina Lake, the largest bitumen producing in-situ oil
sands project, is expected to get the CCUS treatment between 2027 and 2035.
This and other major projects appear to be dependent on the successful launch
of the Pathways initiative, so a lot is riding on the tax credit soon to be unveiled.
Collaboration with Ottawa is “well under way”, Cenovus chief sustainability
officer Rhona DelFrari says, but for now the industry is awaiting word following
the six-month consultation period. In the meantime, Cenovus, CNRL, Suncor and
others are looking to build on 2021’s oil sands production records, expecting 2022
capital expenditure and output to climb as a result of higher oil prices and
additional export capacity (see tables). Producers now have more certainty
around export pipelines — be they cancelled or under construction — giving them
a clearer path to increasing output. Prices are at their highest since 2014 and
monthly output hit consecutive record highs of around 4mn b/d in the last
quarter. Trudeau’s blessing to maintain production growth, provided emissions
reduction plans stay on track, is the signal that investors will be looking for.
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CNOOC strategy sets tone for Chinese energy goals
Renewable spending could make
up just 2pc of capex this year, as
energy security concerns drive a
focus on oil and gas

CNOOC 2022 strategy preview
2021*
Capex
Yn bn
Total output
mn boe

90.0

2022†
90-100

2023†
na

2024†
na

570.0 600-610 640-650 680-690

Domestic

387.6

~417

~420

~445

Overseas

182.4

~188

~225

~240

*preliminary result, †guidance
— company filings

China’s CNOOC is likely to prioritise energy security over decarbonisation in the
short term. But the firm and its peers may struggle to meet national objectives
while facing the prospect of peak oil demand.
CNOOC is the first Chinese state-controlled oil firm to announce a peak crude
target — 1.2mn b/d by 2030, up from 850,000 b/d in January-June last year — with
natural gas output expected to peak in 2035 at 110mn m³/d (40bn m³/yr), up from
35.3mn m³/d. But CNOOC offers no details on how much it plans to invest in
carbon capture, utilisation and storage (CCUS) to meet Beijing’s decarbonisation
goals as it seeks more ambitious growth than its bigger peers.
CNOOC plans to allocate 98pc of this year’s capital expenditure (capex) of
Yn90bn-100bn to boosting reserves and production, with domestic spending
accounting for 73pc of the total, up from 72pc last year. The firm is targeting
production of 1.64mn-1.67mn boe/d this year, up from an estimated 1.56mn boe/d
in 2021, and hopes to lift output to 1.86mn-1.89mn boe/d in 2024.
Crude production from CNOOC’s Bohai bay fields hit 600,000 b/d last year,
overtaking output from China’s biggest onshore field, Daqing, which is in decline.
But gas production growth remains a key focus for CNOOC — and for its bigger
peers, PetroChina and Sinopec — in China’s decarbonisation strategy. CNOOC has
pledged that gas will account for 35pc of output by 2025, up from 21pc currently.
Like those other firms, CNOOC will probably see more of its incremental output
coming from higher-cost unconventional developments. Along with its mainstay
offshore oil exploration and production, CNOOC’s domestic capex will be spent on
adding 100bn m³ of unconventional onshore gas resources and developing the
Lingshui 17-2 deepwater gas project.
CNOOC’s plans to increase spending on oil and gas mean its renewable outlay
will make up just 5-10pc of capex by 2025, chairman Xu Keqiang says. Spending
this year could be as little as 2pc of the total.
The company’s 2030 peak oil production forecast, which it says is based on
demand, carbon emissions targets and energy security goals, is in line with CNPC
research firm ETRI’s forecast last month that Chinese oil demand will peak at
18.2mn b/d (780mn t/yr) before 2030. ETRI’s projection has the petrochemicals
sector driving oil consumption through to 2030, but with total oil demand dropping
to 8.8mn b/d by 2050 and 5.4mn b/d by 2060. The forecast is more upbeat for oil
demand than that of the Development Research Centre of the State Council, which
has demand peaking at 700mn-750mn t/yr (14mn-15mn b/d) before 2030.

Secure at the peak
Transportation fuel demand will peak earlier, at 8.4mn b/d by 2025, before
declining to 1.3mn b/d by 2060, according to ETRI, as the low-carbon transportation sector grows. China’s new energy vehicle sales surged by 158pc on the year
to 3.52mn units last year, the China Automotive Manufacturers Association says.
Sales should continue to grow this year, albeit at a slower rate, despite further
subsidy cuts, according to an ETRI source.
State-controlled assets regulator Sasac made energy supply security a key
criterion for assessing the performance of such enterprises in 2021, when China
experienced acute shortages of coal, power and diesel in September-October.
Centrally controlled companies meet over 90pc of China’s oil and gas needs, more
than 60pc of its power demand and account for 25pc of the coal consumed in the
country, underscoring the significance of their role in ensuring energy security.
The government has said energy security must be integral to China’s 2030 carbon
emissions peak and 2060 carbon neutrality goals.
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Omicron sets back Delhi’s oil plans
The variant threatens to undermine economic recovery and key
government initiatives, such as
the privatisation of refiner BPCL,
writes S Dinakar

Indian demand for oil products rebounded in 2021, but the prospects for an
economic recovery to pre-pandemic levels this year could be tempered by the
rapid spread of Covid-19’s Omicron variant.
Coming on top of the lack of meaningful reforms by prime minister Narendra
Modi’s government, Omicron threatens to delay the privatisation of refiner Bharat
Petroleum (BPCL), although it has not weakened Delhi’s resolve to go ahead with
polls in five states, including the key battleground of Uttar Pradesh.
Overall Indian oil demand rose by 3.7pc in 2021, having shrunk in 2020
because of Covid shutdowns, according to preliminary oil ministry data. Gasoline
consumption rose by 12.7pc from 2020 to 712,000 b/d and by 2.3pc from pre-pandemic 2019. Diesel consumption rose by 6.7pc from 2020 to 1.57mn b/d, but was
still down by nearly 9pc from 2019 because of a weak economy.
The Election Commission — strongly criticised for holding polls last year that
accelerated the spread of the Delta variant — has mandated virtual rallies until 15
January. Modi is on a weak wicket because of his administration’s handling of the
pandemic, which has been beset by a shortage of medical supplies and services,
especially in Uttar Pradesh. Covid policy failures forced him to reverse farm
reform laws, following protests by farmers from Uttar Pradesh and Punjab, and
labour and land reforms are on hold.
Privatisation plans are another casualty. The already delayed sale of a
majority stake in BPCL has now been shunted into the next fiscal year, with a new
deadline of 31 March 2023. The process started in 2019, but there have been just
three bids — from domestic resources firm Vedanta and two US investment funds.
The government expected interest from oil majors and national oil companies
from the Middle East, but potential suitors have been put off by India’s patchy
record of honouring contracts, a lack of substantial fuel pricing reforms and
investor pressure on oil companies to divest fossil fuel assets.

Divestment drive off target

The economy was already
growing at the slowest pace in a
decade before Covid sent
unemployment to a record high
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Privatisation is critical to Delhi’s Covid-hit finances. India has one of the highest
debt-to-GDP ratios among developing countries, at 90pc. The government will fall
well short of a Rs2.1 trillion ($28.3bn) divestment target in the year to 31 March,
with its fiscal deficit growing to 7.1pc of GDP, ratings agency ICRA forecasts. The
economy was already growing at its slowest pace in a decade before Covid sent
unemployment to a record high. Many analysts see a ‘K’ shaped recovery, with
the better off prospering and the poor and middle class becoming worse off.
BPCL will be a tough sell unless Modi’s government stops interfering in fuel
pricing, or allows foreign buyers a free hand once the company is sold. “India is
very promising, but we are not able to show that there is a free market,” a BPCL
official says. State-run refiners have not adjusted pump prices since November,
despite Brent crude climbing by over $11/bl. LPG prices are also being kept under
control ahead of the elections. Delhi might impose conditions on retrenchment at
BPCL assets for a certain duration after any sale to placate labour unions.
Such conditions would increase the risks involved in buying a company valued
at around $11bn. Delhi is expecting a buyer to pay a control premium of Rs300400/share, almost twice current levels. A consortium led by Russia’s state-run
Rosneft paid $12.9bn in 2017 for Essar Oil’s modern 400,000 b/d Vadinar refinery,
a port, power plant and 3,500 retail fuel outlets. BPCL assets include 550,000 b/d
of refining capacity, 19,529 retail fuel outlets, 61 aviation fuel stations, 4.9mn t/
yr of LPG bottling capacity, city gas distribution licences and a 10pc stake in the
13mn t/yr Mozambique LNG project.
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production policy

Opec+ quota gap widens
Output rose but the group continues to fall behind its planned
production increases, writes
Ruxandra Iordache

mn b/d

Opec+ production 
Dec

Nov*

Dec
target

Comp. %
121

Opec 10

23.79

23.55

24.30

Non-Opec 9

13.90

13.84

14.04

110

Total

37.69

37.39

38.34

117

*revised

mn b/d

Opec wellhead production 
Dec

Nov

Dec
target

Comp. %
107

Saudi Arabia

9.95

9.89

10.02

Iraq

4.26

4.22

4.24

94

Kuwait

2.56

2.53

2.56

99

UAE

2.87

2.85

2.89

105

Algeria

0.96

0.95

0.96

102

Nigeria

1.44

1.49

1.67

239

Angola

1.20

1.11

1.39

241

Congo
(Brazzaville)

0.27

0.25

0.30

190

Gabon

0.18

0.17

0.17

41

Equatorial
Guinea

0.10

0.09

0.12

245

Opec 10

23.79

23.55

24.30

121

Iran

2.47

2.46

na

na

Libya

1.04

1.12

na

na

Venezuela

0.75

0.68

na

na

28.05

27.81

na

na

Total Opec
13*

*Iran, Libya and Venezuela are exempt from production
targets

Non-Opec crude production 

mn b/d

Dec

Nov*

Dec
target

Comp. %

Russia

9.95

9.94

10.02

107

Oman

0.80

0.78

0.80

111

Azerbaijan

0.60

0.59

0.65

189

Kazakhstan

1.66

1.65

1.56

32

Malaysia

0.42

0.41

0.54

337

Bahrain

0.18

0.18

0.19

131

Brunei

0.09

0.08

0.09

178

Sudan

0.06

0.06

0.07

250

South Sudan
Total nonOpec†

0.15

0.15

0.12

-200

13.90

13.84

14.04

110

*revised
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Opec+ increased production by 300,000 b/d in December, but fell short of a
400,000 b/d agreed rise in quotas, as several members struggled to keep pace.
The 19 Opec+ members subject to production restraint were 650,000 b/d below
quota last month, and more than half fell sharply short, according to an Argus
survey. Angola boosted output by 90,000 b/d to its highest last year, after sinking
to a three-year low of 1.11mn b/d in November, although overall Angolan exports
are scheduled to dip to 1.15mn b/d this month and 1.1mn b/d in February.
Saudi Arabia, Iraq and Kuwait added a combined 130,000 b/d in December. But
Nigerian output fell by 50,000 b/d to 230,000 b/d below its December quota,
defying state-owned NNPC managing director Mele Kyari’s forecast that Abuja
would reach its target by the end of this year. The drop reflected lower contributions from the light sweet Qua Iboe and Bonny Light streams. Bonny Light shipments have struggled to return after Shell lifted force majeure in late November.
Shell declared fresh force majeure on loadings from the Forcados terminal on 21-31
December after a malfunctioning barge blocked tanker access.
Kazakh production rose slightly to sit 100,000 b/d above its December quota,
before protests against high fuel prices engulfed several cities. Estimates of the
scale of the disruption were patchy, although limited preliminary public data
suggest a 65,000 b/d drop in early January. Output at the Tengiz field was
affected earlier this month, although operator Chevron said on 11 January that
the asset was operating at normal rates.
Exports of light sour CPC Blend, Kazakhstan’s main crude stream, were
already scheduled lower for January at 1.42mn b/d, down by 140,000 b/d on
actual December loadings, but still in line with October-November shipments.
Kazakhstan has been producing above quota for “seasonal needs”, the energy
ministry said in December. Tengiz output rose by 10,000 b/d last month.
Venezuela, which is exempt from quotas, managed to boost production by
70,000 b/d in December. State-owned PdV is using Iranian condensate and part of
the local refinery yield to dilute and upgrade extra-heavy crude from the Orinoco
belt into an exportable heavy sour grade. The impact was mostly offset by an
80,000 b/d fall in Libyan output. The Petroleum Facilities Guard shut down four
crude and condensate fields in western Libya — including the country’s largest,
the 300,000 b/d El Sharara field — on 20 December-10 January.

Up with a bump
The Opec+ group’s struggle to keep up with quota increases partly explains why
oil prices are rallying again, a point reflected in comments by officials. Omani
energy minister Mohammed bin Hamad al-Rumhy says the group intends to
unwind production cuts fast enough so that demand does not outstrip supply and
aggressively boost oil prices. “We are very careful at Opec+, and we will look at
each month as we go,” al-Rumhy says. “So far, I think 400,000 b/d is good
because demand is increasing, and we want to make sure that the market is not
overheating. We do not want to see $100/bl — the world is not ready for that.”
Price increases are also partly the result of tightening global spare capacity,
following “limited” investment in the energy sector, al-Rumhy says. Spare
capacity is an increasingly scarce commodity in the Opec+ alliance as planned
quota increases are already bumping up against members’ production capabilities. Russia, the de facto leader of the non-Opec group, is inching closer to its
IEA-assessed 10.4mn b/d limit and only raised output by another 10,000 b/d in
December, despite gaining 100,000 b/d in extra quotas. The Opec+ coalition has
agreed 400,000 b/d of monthly production increases for January and February.
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In brief
Aramco, Mol to buy Lotos assets
State-controlled Saudi Aramco is poised to buy some of Polish oil firm Grupa
Lotos’ assets ahead of Lotos being acquired by Polish counterpart PKN Orlen. The
pick of these is 30pc in Lotos’ 210,000 b/d Gdansk refinery, valued at 1.15bn
zlotys ($255mn). Aramco has also agreed to buy Lotos’ products supply and
logistics business in Poland for 1bn zlotys, and a stake in its jet fuel supply joint
venture Lotos Air BP Polska. PKN says it will sign a term crude contract for
200,000-337,000 b/d from Aramco if the Gdansk sale goes through. Hungary’s Mol
has agreed to buy 417 Lotos filling stations in Poland for $610mn. If this deal is
approved, Mol will sell 185 outlets in Hungary and Slovakia to PKN for $259mn.

Gazprom plans PoS 1 spending boost
Rbs bn

Gazprom investment plans
2022

2021

Initial

Final

550.2

363.6

Kovykta-Chayandinskoye

112.3

106.6

Chayandinskoye-China

223.0

76.9

Reconstruction

109.1

Transport capex, of which:

20.3
— Gazprom

Russia’s Gazprom plans to up investment in its 38bn m³/yr Power of Siberia 1 (PoS
1) pipeline to China this year, but plans no spending on lines to Europe. The
Rbs335.3bn ($4.4bn) for PoS 1 accounts for 61pc of 2022 transport investment (see
table). A third of PoS 1 spending is for an 800km line from the 623.3bn m³ Kovykta
field to the 448.6bn m³ Chayandinskoye, enabling Kovykta production and exports
from 2023. PoS 1 is due to export 14bn m³ this year, and 38bn m³/yr from 2025.
Feeder lines for the 55bn m³/yr Nord Stream 2 route to Germany are not included
in 2022 investments. Nord Stream 2 has been filled, but Gazprom is awaiting
German regulatory approval before exports can begin — unlikely before June.

Norway’s oil, gas output to grow further
Norway’s oil and gas production is likely to rise every year in 2022-24 as a result
of new finds and field developments, the Norwegian Petroleum Directorate (NPD)
says. Output hit 3.97mn b/d of oil equivalent (boe/d) in 2021, up from 3.89mn
boe/d in 2020. NPD expects production to grow to 4.33mn boe/d in 2024, then fall
to 4.2mn boe/d in 2026. It expects “dozens” of development plans to be submitted in 2022, up from eight in 2021. Investment in fields and development of
discoveries fell to 147bn Norwegian kroner ($16.9bn) last year from NKr154bn in
2020. The NPD sees investment declining further this year, to NKr131bn, and then
increasing over the following three years, to peak at NKr165bn in 2025.

UK Mariner partners disagree on reserves revision
Partners in the UK’s Mariner heavy oil field are at odds after operator Norway’s
Equinor revised down its estimate for recoverable reserves to 180mn bl from
275mn bl, and said this will result in a $1.8bn impairment in its fourth-quarter
results. But minority partner Siccar Point said others believe the move is “premature”. Confirmation of the reassessment would be a second blow for Siccar, which
last month suspended work at the North Sea Cambo field. Mariner started up in
2019, at a cost of $7.7bn. Equinor has said it expects Mariner to produce heavy
sour crude for 30 years, plateauing at 55,000 b/d and peaking at up to 70,000 b/d.

Enterprise to acquire gas-focused Navitas
Leading North American midstream operator Enterprise Products Partners has
agreed to buy gas-focused Navitas Midstream Partners from investor Warburg
Pincus for $3.25bn in cash. The acquisition will be Enterprise’s largest since 2014,
expanding its reach into the Midland basin in west Texas, adding about 1,750 miles
(2,816km) of pipelines and over 1bn ft³/d (28mn m³/d) of cryogenic natural gas
processing capacity with completion of the Leiker plant this quarter. Enterprise
assets include 50,000 miles of pipelines, 260mn bl of storage for natural gas liquids,
crude, products and petrochemicals, and 14bn ft³ of natural gas storage capacity.
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market overview

Tighter supply prospects support prices
Easing concerns over a fall in demand are giving way to perceptions of reduced supply, driving
prices higher

$/bl

Key oil prices

North Sea Dated

13 Jan

± 6 Jan

86.12

+4.00

WTI Cushing

Feb

82.12

+2.66

Oman

Mar

82.94

+4.08

Dubai

Mar

Low stocks and fading fears about the economic impact of the Covid-19 Omicron
variant helped push prices to the highest in more than seven years.
Atlantic basin marker North Sea Dated breached $86/bl for the first time since
October 2018, adding $4/bl over the week to 13 January to reach $86.12/bl, its
highest since October 2014. US benchmark WTI lagged its North Sea counterpart,
gaining $2.66/bl to $82.12/bl, its highest since early November.
The partial resolution of supply disruptions in Kazakhstan and Libya did little
to rein in prices, with some Opec+ group members struggling to keep up with
quota increases, adding around 300,000 b/d to production last month.
The relative weakness of WTI compared with North Sea Dated reflected
reduced demand from US refiners. US throughputs have dropped to under 88.5pc
of capacity from close to 90pc, EIA data show. But US crude stocks have been on
a steady downward trend, posting seven consecutive weeks of declines to hit
413mn bl in the week to 7 January, the lowest since October 2018.
The bullish impact of the latest 4.6mn bl draw was partially muted by higher
than expected product stockbuilds. US gasoline stocks rose by 3.4pc to over
240mn bl in the week to 7 January despite the lower refinery runs, the highest
since late June. Implied US gasoline demand fell to 7.9mn b/d, down by 3.3pc
from a week earlier and the lowest since late February, as the Omicron variant
undermined travel demand at the start of the year.
European gasoline margins were firmer as exports offered support. Tighter jet
fuel supplies pushed refining returns for jet solidly above those for diesel in
Europe. European diesel prices have been dented by rising imports, with loadings
at the Russian port of Primorsk scheduled at a nine-month high.
The Kazakh and Libyan supply disruptions bolstered Atlantic basin crude.
Force majeure restrictions at Libyan ports were lifted on 11 January, but weatherrelated problems hampered exports. All five of the North Sea grades that
underpin North Sea Dated hit at least one-year highs, and some light and medium
sweet Nigerian crudes jumped to their highest premiums to Dated in 18 months.
The strength of some Atlantic basin crudes, combined with rising freight
rates, is supporting values for alternative Mideast Gulf crudes, given the expectation of reduced competition from grades priced against North Sea Dated. The
front-month March Brent-Dubai EFS — Ice Brent futures’ premium to Dubai swaps
— rose to $3.84/bl on 13 January, the widest since 29 November. Mideast Gulf
producers are supplying full contractual volumes and have trimmed official
formula prices for February-loading crude aimed at Asia-Pacific markets.
Asian refining margins rose, supported by strong middle distillates. Singapore
gasoil stocks fell to an eight-year low. Supportive arbitrage economics to the US and
Europe buoyed jet fuel prices and margins, despite Omicron-induced flight cancellations weighing on demand. Gasoline margins strengthened as rising demand from
Indonesia offset falls in other key consuming countries such as India and Australia.

82.51

+1.91

90.82

+4.00

New focus

80.40

+2.40

13 Jan

± 6 Jan

NW Europe - Brent

88.38

+3.42

US Gulf - WTI

98.34

+3.98

Singapore - Oman

75.33

+2.92

Supply concerns are taking over from demand worries as confidence grows that
Omicron’s economic impact will be milder than expected. The problems in
Kazakhstan and Libya appear to be largely resolved, but this failed to check
prices. The focus shifted instead to the Opec+ group’s ability to meet rising
quotas. Stocks that built up during the peak Covid-19 period are being used up
and fresh sources of supply are few and far between in the wake of last year’s
20-year low in oil discoveries. The upward trend in crude prices seems likely to
persist, unless and until energy transition moves begin to take effect.

Tapis
ASCI
Netbacks*

Feb

*complex yield for NWE and US, simple yield for
Singapore
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Share prices and energy indexes
World energy share indexes

13 Jan
Index

±

52-week

13 Jan

6 Jan

High

Low

Americas

S&P Oil and Gas Index, WTI Cushing

S&P Energy

480

+19

487

294

550

S&P Oil & Gas

537

+21

543

326

500

S&P Equipment & Services

240

+13

246

155

450

TSE Oil & Gas

2,493

+97

2,511

1,651

400

Europe

350

FT Oil & Gas

6,505

+373

6,505

4,546

-20

300

-40

250

Russia

-60

200

$/bl
100

index
WTI Cushing month 1 (LH axis)
S&P Oil and Gas (RH axis)

80
60
40
20
0

Apr

20

Jul

Oct

Jan

21

Apr

Jul

Oct

Jan

RTS Oil & Gas
Micex Oil & Gas

22

231

-2

275

189

9,068

-107

10,166

7,362

1,062

+41

1,140

905

Asia-Pacific
TOPIX Oil & Coal

Company share prices

FT Oil and Gas Index, North Sea Dated
index

$/bl
90

10,000

North Sea Dated (LH axis)
FT Oil and Gas (RH axis)

13 Jan
13 Jan

BP

6 Jan

±%

£3.84

£3.55

t

+8.10

$126.80

$123.26

t

+2.87
+6.54

9,000

Chevron

8,000

ConocoPhillips

$83.62

$78.49

t

7,000

Eni

€13.02

€12.65

t

+2.96

6,000

ExxonMobil

$70.63

$68.32

t

+3.38

30

5,000

€11.20

€11.14

t

+0.50

20

4,000

Repsol

10

3,000

Royal Dutch Shell - A

£18.06 (€21.62)

£17.18 (€20.58)

t

+5.12

Royal Dutch Shell - B

€21.65 (£18.09)

€20.55 (£17.21)

t

+5.35

NKr242.55

NKr246.70

u

-1.68

€48.80

€45.94

t

+6.25
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Equinor
TotalEnergies
CNOOC see p7
PKN Orlen see p10

HK$9.24

HK$8.54

t

+8.20

81.44 zloty

79.02 zloty

t

+3.06
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