Introductory Comments by Franz B. Ehrhardt, President & Managing Director, Conoco EurAsia, Istanbul., CERA Conference “Tale of Three Seas”, Upstream Panel

Challenges and issues to be addressed by this Panel and the Conference during presentations and in private discussions

This panel will address the theme of Building Upstream Partnerships. Upstream is usually where the energy industry starts. The rapid pace of increasing competitiveness in the energy industry through a combination of mergers, oversupply of global energy, and only moderate consumption growth, suggests that full integration from the head of the producing well to the gas burner and the car engine is crucial for future prosperity.

I would like to point out a few challenges and raise some questions that should be addressed within the Upstream scenario, and the critical and related subsequent integration.  These will be the general upstream competitiveness, the markets, and how to get to them.

Issue 1: (General Competitiveness)

The Caspian region is surrounded by close to 70 % of the world’s crude oil and gas reserves, most of which can be brought to market at considerable lower cost than Caspian energy. 

Therefore, the single most significant and dominant issue for Caspian energy sources has to be to achieve sustainable competitiveness.

Present crude prices are artificially propped up through voluntary production constraints, plainly, through reducing pumping.

In the view of the pragmatist, those prices can rapidly drop again with the collapse of the volatile producer’s agreement. 

The prevailing surplus of existing production capacity combined with the ambitious plans around the world to develop new gas and crude production, i.e.: Saudi Arabia, Kuwait, Russia, Iran, West Africa, Venezuela, and many others, will add considerably to that price volatility.

Therefore, the issue is how can the Caspian energy be made fighting fit to compete in a world of a more likely, sustained level of 10 – 12 $ per barrel…..if it is actually higher, great for all of us. 

Can a common objective of unconditional Caspian energy competitiveness be established and mutually pursued and implemented?

Can the required, much higher plateau of pragmatic thinking by all parties, including host and user governments, be achieved?

Is it possible to extract concessions from each participant for the bigger benefit for all?

Another challenge is the competition for the international energy investor. With an abundance of investment options around the world to find and develop additional hydrocarbon reserves, the industry will be drawn to the most attractive possibilities and leave the lesser ones out, or walk away after initial investigation. 

How can the Caspian energy resources ensure a position of great attractiveness for those investors? Favorable and competitive exploration and development terms and conditions, expeditious negotiations and closure, transparent business and legal systems, political stability, and competitive access to attractive markets are some of the key components that will be decisive.  

How can the lowest possible exploration and production cost be achieved through dynamic, innovative, and effective cooperation between host governments and energy companies?

Issue 2: (Markets)

Where are truly the economically viable markets for the Caspian gas and for the competing Middle Eastern, Russian, and North African gas? What are the supply preferences for those markets in term of supply security, supply diversity, energy cost, etc.?

Producers like Turkmenistan and Russia have far higher production capabilities, Azerbaijan may have much more gas than previously envisioned …..where are the potential markets for that gas?

The 40 – 50 bcm of future demand of Turkey is presently chased by 120 –130 bcm of contracted or announced gas supply. Not a good outlook for the suppliers, wonderful though, for the consumer Turkey. 

On the other hand, key markets of Northwest India and Southern Pakistan, located at about the same distance from a major supply, are short 60 – 80 bcm, and have no sensible supply base with equal economics. Why not placing the same commercial and political emphasis on this option?

What can be done to develop substantial increases in consumption in the local markets within the Region through the activation or establishment of high-energy consuming, high-value-adding, high-employment industries to produce ultimately exportable high value products. For example aluminum smelters, petrochemical complexes with integrated manufacturing, and there are many more.

The export of commodity products is rarely the best long term economic option for a country. Nothing is locally more competitive than the locally produced energy.

Issue 3: (System integration and getting energy to the markets)

Pipelines are build for 25 – 30 years, most crude and gas reserves are for 15 – 30 years or even longer, markets are almost forever. 

Is there an option to link these three elements based on the most favorable economics for all, while incorporating prevailing political situations that usually have much shorter live span?

How can a battle be avoided that lets the winner take all? Is there a solution that provides some improvement for everyone and, therefore, may enhance long term regional stability?  

An East - West policy does not always consider what is North and South.  Politics may influence this, but economics can’t ignore it.

Is the energy industry the most cost-effective provider of export solutions, are there other entities that could provide common carrier pipelines with access for all, and/or other export concepts at lower rate of return requirements or through the consolidation of various entrepreneurial activities of which a pipeline is only one part? 

How can consistent, compatible, multilateral, transparent legal and regulatory frame works be developed to facilitate gas and crude oil transportation systems?

Is the overall system better served if the most effective logistics solutions are driven by the markets, by the producers, by politics, or by a pragmatic consolidation of all?

This Region is probably the most complex, multi-directional theater of operation in the energy world. Huge efforts are exerted, and tremendous resources are allocated by many players to tirelessly develop additional and competing options, alternatives, and solutions. 

There is additional, fierce competition between the economically most viable, and the politically most desirable approaches.

Is there room for wisdom to consolidate these initiatives to jointly achieve the much bigger objective, the ultimate market competitiveness of Caspian energy while ensuring adequate protection of the natural environment? Is there a widely respected regional or global leader to develop and spur this opportunity?

Conclusion:

In Conclusion, in my view, the crucial competitiveness for Caspian energy can be achieved, but open-minded full cooperation, pragmatic political and economic approaches, astute and timely action, subordination of individual preferences for the bigger whole, and creativity and innovation are the critical ingredients.

The people in this room could make it happen. I am very much looking forward to this conference and to chairing this panel.

