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he impact of new technology 
on energy is going to be 
bigger than what most 
people currently realize. 

Over the next 10 to 15 years, we are 
heading towards a low-cost energy world 
both for fossil fuels and for renewables, 
with the two linked together. Renewables 
will start to compete with oil in electric 
vehicle markets, but simultaneously the 
power of technology is also bringing 
down the production cost of fossil fuels. 

The attitude of pension funds and 
other institutional investors in fossil fuel 
companies is changing. We are going to 
see investors tightening their focus on 
the strategies oil and gas companies are 
pursuing, with a lot of pressure on those 
still invested in thermal coal to get out.  
Fossil fuel companies will be scrutinized 
on how robust their strategies are, not 
just for the cycle over the next year or two, 
but for the longer term.  For example, 
we are already seeing companies like 
Total and Shell make strong statements 
about how the balance of their business 
between fossil fuels and renewables 
will shift over time. Thermal coal use is 
incompatible with the Paris Agreement 
commitments; the developed world must 
get out of burning coal in power stations 
as quickly as possible. 

The Energy Transition Commission 
is currently working with the Indian 
Government on how rapidly they can 
move beyond coal and we believe that 
beyond the 40GW of coal power stations 
already under construction there, there 
will probably be no more coal fired power 
stations built thereafter. 

As chair of the UK’s Climate Change 
Committee, in charge of our de-

carbonization program in the UK, if 
you’d asked me back in 2008 how we 
should take the carbon out of electricity 
production, I would have said we need to 
use a combination of three technologies: 
renewables, fossil fuels with carbon 
capture storage and some nuclear. But the 
facts have changed. Since 2008, the cost 
of solar has dropped by 90%, lithium ion 
batteries by 80% and onshore wind by 
75%. I did not anticipate those changes, 
but they create a new reality to which 
many people have not yet woken up.

The short-term impact of these 
changes on the oil price may be 
negligible, but by 2030 they will be 
very significant. In particular, electric 
vehicles are going to happen far faster 
than people realize. With the declining 
price of lithium ion batteries, it might be 
cheaper to buy an electric vehicle than 
an internal combustion engine by 2025, 
as well as being much cheaper to run it. 
Oil will retain its other uses, such as for 
petrochemicals and heavy transport like 
trucking and aviation, but the impact of 
the new technologies will gather pace 
over time.

Solar is a huge natural resource here in 
the Middle East.  In countries like Saudi 
Arabia and others, such as Mexico and 
Chile, we have seen solar power winning 
auctions at below 2 cents per kilowatt 
hour. Coal just cannot compete with 
that, even before you take into account 
its environmental impact. And where 
the sun does not shine, we can still 
build power systems based primarily on 
renewables, with short term flexibility 
provided by batteries and gas turbines 
providing seasonal backup, but running 

sufficiently for a few hours that the 
average carbon intensity of electricity is 
still very low. ETC analysis shows that it 
will be feasible within 15 years, and far 
earlier in some favored regions, to build 
power systems based almost entirely on 
renewables at total cost well below coal-
based systems. As renewable electricity 
prices collapse, there is also huge 
potential for green hydrogen, produced 
by electrolysis, to play a major role in the 
decarbonization of fertilizer and steel 
production, long distance trucking and 
shipping. 

In the short-term, oil prices look to 
be supported at $60/bl or maybe slightly 
above due to the balance of current 
supply and demand and the reasonable 
effectiveness of current OPEC and non-
OPEC supply cuts. But given the sheer 
capacity of US shale producers and their 
decreasing production costs – many of 
which are below $50/bl – the moment 
oil goes above $70/bl, you are going to 
see more supply coming on stream and 
prices coming back down. 

The other main factor to impact oil 
prices in the short-term is what happens 
in China and Chinese demand. The 
buoyancy of the Chinese economy in the 
last two years has surprised the World 
Bank, the International Monetary Fund 
(IMF) and all the major forecasters. 
Before 2016, rapid Chinese growth 
was underpinned by rising bank and 
non-bank credit provision, but with the 
inevitable consequence that leverage was 
rising to potentially unsustainable levels. 
Since 2016, policy has switched to provide 
fiscal stimulus with the fiscal deficit as 
percentage GDP rising from close to 0% 
in 2014 to almost 4% today. 

That has given an enormous stimulus 
to the global economy and is a key reason 
why oil and other commodity prices 
recovered in 2017. The question now is 
whether the Chinese authorities can put 
in place the policies to support continued 
strong growth, at say 6% per annum, 
over the next 10 years. My judgment is 
that they probably can, but there could 
certainly be bumps along the road and 
any significant slowdown of Chinese 
growth, even if only temporary, will lead 
to lower oil prices. n
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If you’d asked me back in 2008 how we 
should take the carbon out of electricity 

production, I would have said we need to use a 
combination of three technologies: renewables, 
fossil fuels with carbon capture storage and some 
nuclear. But the facts have changed. Since 2008, 
the cost of solar has dropped by 90%, lithium ion 
batteries by 80% and onshore wind by 75%.”
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