DECEMBER 2018



J

THE POLICY OF RETHINKING

by Christian Rocca

13

TRUMP STORIES

; 4 EUROPE STILL A LEADER IN ENERGY TRANSITION

by Lapo Pistelli

H Editorial

THE BODY ELECTRIC
OF AMERICA

by Mario Sechi

A Scenario
HALFWAY POINT
by lan Bremmer

El International
THE POLICY

OF RETHINKING
by Christian Rocca

B TRUMP STORIES
i Energy

1940-2020: U.S. DREAMS

OF REGAINING
SUPREMACY

il THE ENERGY
DOMINANCE AGENDA:
MYTH VS. REALITY

by Douglas Hengel

Fl A SLOGAN IS NOT
A POLICY
by Moisés Naim

H Prices
A STORY OF PRICES,
GEOPOLITICS AND...
TWEETS

P THE LAW OF
UNINTENDED
CONSEQUENCES
by Nazrin Mehdiyeva

e

THE LAW OF UNINTENDED CONSEQUENCES

by Nazrin Mehdiyeva

EAA TUG OF WAR
by Bill Farren-Price
and Bassam Fattouh

£l QATAR’S ISOLATION
AND THE AGREEMENT
TO CUT PRODUCTION
by Giuseppe Acconcia

EZ IN LIBYA,
EVERYTHING

IS AT PLAY

by Alessandro Scipione

M Russia
WE ALL LOVED EACH
OTHER SO MUCH

71 THE THAW CAN WAIT

by Fabio Squillante

T3 A MATCH ON
NEUTRAL GROUND
by Nicolo Sartori

Ei China/North Korea
THE DOUBLE GAME
OF U.S. DUTIES

® All opinions expressed in World Energy represent only the personal viewpoints of individual authors.
® All the maps are without prejudice to the status of or sovereignty over any territory, to the delimitation
of international frontiers and boundaries and to the name of any territory, city or area.

7] WALKING A
TIGHTROPE
by Lifan Li

EJ IMPASSE BETWEEN
UNITED STATES

AND NORTH KOREA
by Lorenzo Mariani

[ Brazil/Mexico
- BRAZIL-U.S. TRADE

* TRUMP-OBRADOR:
SO FAR, YET SO CLOSE

[#1 THE RISKS

OF DISCONTINUITY
by Fernanda Delgado
de Jesus

] AMLO’S
REVOLUTION
by Giancarlo Strocchia

& Climate
THE DEBATE HEATS UP

THE EMPTY
THRONE
by David Livingston

EUROPE STILL

A LEADER

IN ENERGY TRANSITION
by Lapo Pistelli

STRONGER
TOGETHER?
by Sara Stefanini

33

THE NEW FRANKENSTEIN

AND THE LIMITS OF BATTERIES

by Francesco Gattei

4 Energy security
EUROPEAN SHADOWS
by Davide Tabarelli

5 The myth

THE NEW
FRANKENSTEIN
AND THE LIMITS
OF BATTERIES

by Francesco Gattei

m Editor in chief m Editorial team m Editorial Staff m Authors’ portraits m Translated by:
Mario Sechi Coordinator: Clara Sanna Piazzale E. Mattei, 1 Stefano Frassetto LOGOS GROUP -
m Editorial Director Evita Comes, Simona Manna, 00144 Roma u Photography www.logos.net
Marco Bardazzi Alessandra Mina, Serena 1?3'9*6%95%%2;:82385 Contrasto, Freepick, Luz,

i IPA Independent Photo Agency,
u Editorial committee Sabino, Alessandra Spalletta, 59 j6 59894702 o 9oy

Getty Images, Shutterstock,
SIE Masterfile, vectors.pro

Giancarlo Strocchia,

Geminello Alvi, Robert -
Manuela lovacchini

Armstrong, Paul Betts, lan

e-mail: info@abo.net Sent to press

on December 21, 2018

Quarterly Bremmer, Roberto Di Giovan u Authors Social: u Design g

Year 10 - N. 41 December 2018 . |, G0 Dj Giovanni Giuseppe Acconcia, Raffaele g7 @AboutWEnergy Cynthia Sgarallino reamtron
Authorization from the Court of Rome B ’ Fattouh. F ’ Bertini. Simone Cantarini. Livio u Graphic consultant FSC rosponaible sources
No. 19/2008 dated 01/21/2008 I el [ellEsee J z @AboutWEnergy = FSC® C100565

Sabrina Mossetto
m Graphics and layout Paper: Magno Natural
ImPRINTINg www.imprintingweb.com 100 grammi

m Printer

Stab. Tipolit. Ugo Quintily S.p.A.

viale Enrico Ortolani, 149/151,

00125 Roma

Cipriano, Fernanda Delgado
De Jesus, Douglas Hengel,
David Livingston, Lorenzo
Mariani, Francesco Marino,
Nazrin Mehdiyeva,

Bill Farren-Price, Nicolo Sartori,
Alessandro Scipione,

Fabio Squillante, Sara Stefanini

Gattei, Roberto ladicicco,
Alessandro Lanza, Lifan Li,
Molly Moore, Moisés Naim,
Daniel Nocera, Lapo Pistelli,
Carlo Rossella, Giulio Sapelli,
Davide Tabarelli, Lazlo Varro,
Enzo Viscusi

Editore eni spa @AboutWEnergy

Chairman: Emma Marcegaglia

Chief executive officer: Claudio Descalzi
Board of Directors: Andrea Gemma, Pietro
Angelo Guindani, Karina Litvack, Alessandro
Lorenzi, Diva Moriani, Fabrizio Pagani,
Domenico Livio Trombone

Piazzale Enrico Mattei, 1 - 00144 Roma
www.eni.com



we

number
fourty one

~

sing the body electric.” While I was
reviewing the drafts of this issue of
WE, the first verse of a poem by the
great American poet Walt Whitman
kept playing in my mind, like a pop
song refrain. All of the pages of WE
are electric, they vibrate with energy,
telling us what the future will bring.
Unsurprisingly, this first issue of
2019 is dedicated to America, as we
prepare for the great leap of the
presidential elections in 2020. Don-
ald Trump is on the horizon. No op-
ponents are yet to be seen. They will
come, voids in history are always
filled. Meanwhile in the White House
sits Trump, a revolutionary figure
who, amid the real and apparent
confusion of his politics, has upset the
status quo, taking traditional ingre-
dients and mixing them with Trump-
ism, upsetting the pieces on the
chessboard and starting a new but old
America First game. After meeting
him, Sergio Marchionne, a visionary
now sorely missed by the automotive
industry, said: “He's a game changer.”
How right and how farsighted he was.
Obama saved American cars from the
Great Cirisis of 2007-2008, Trump is
trying to prevent the collapse of the
American manufacturing industry.
Deep down, they are more similar
than you might think. The mission of
an American president is to nourish
that body, constantly rejuvenating it.

Tradition and scientific
advances

“I'sing the body electric.” Whitman’s
verse keeps worming its way through
my mind, and suddenly I remember
a book by Ray Bradbury by the
same title, an anthology of stories in
which, using irony and paradox, the
science fiction writer mixes the great
themes of our technological society
with the memories of provincial
America, toying with the mysteries of
family and machine, solving problems
and complicating life. Technological
transformation and scientific ad-
vances become the nail on which to
hang a picture, presenting a vision
you had never expected or seen be-
fore. This mixture of intimacy, psy-
chological interpretation, technical
evolution, biology and tradition is the
playing field of today.

The main plot of this issue is pow-
er. Geopolitically, the U.S. is first of
all a maritime power (in an age
dominated by the virtual, one tends
to forget how fundamental it is to
control the seas), but also a power in
space (the forgotten third dimension
of the sky) and on land (the ability to
project diplomacy and above all the
infantry everywhere and quickly).
"These pillars create power in the clas-
sic sense.

Carl Schmitt’s delightful book Land
and Sea emerges here like a volcanic
island, filled with metaphysical ele-

ments that lead man, the terrestrial
being, to dominate all that is en-
compassed in the oceanic dimension.
The “skimmers of the sea,” first
among them whale hunters, are the
ones who possess this intimate
essence. Unsurprisingly, the mas-
terpiece of American literature is
Moby Dick, the story of Captain
Ahab’s hunt for the White Whale,
the story of an obsession, challenged
by the immensity of the deep, mys-
terious and sensual ocean. The bib-
lical tone of Herman Melville’s nov-
el emphasizes the power of the ele-
ments, nature, also the primary
things that Whitman sings about: the
“body electric” of America.

This body is above all historical

(tradition is experience), this power

feeds on energy, seeks it and, for the
first time, sells it in competition
with other countries for which until
recently it was only the most im-
portant “customer.” This is the new
development in today’s and tomor-
row’s scenario. That customer was (is)
a partner and, in exchange for the en-
ergy, it provides (provided) tech-
nology and security, science and
weapons. This exchange lasted for
seventy years, then political and
technological change became inter-
twined, caused a short circuit, tech-
nology leaped forward (not by very
much in purely scientific terms, but
by a lot in economic terms) and this
exchange weakened. One part, Amer-
ica, no longer needed the other as

much. Fracking fractured the ground

and above all international relations.
Thus the U.S. entered another
“oceanic” dimension of its history, the
ocean of American shale gas and oil,
energy to consume and export. The
future of this renewed power lies in
the construction of networks—and
security—to transport the energy
produced all over the world. We are
facing a major overturn in history.
The U.S. has a potential dominance
in the energy sector, but to make it
solid and lasting it has to regain a ter-
restrial and maritime dimension (his-
tory echoes again). Terrestrial, by
building infrastructure on its own soil
(within the borders of the U.S.);
maritime, by launching a fleet of ships
that can cross the oceans faster than
others (beyond the borders of the

U.S.) and safely. Control of the lig-
uid dimension is associated with
that of the air, a system of satellites
that can guide, signal and monitor.

U.S. shale changes
international relations

The body electric releases energy, this
expanding energy needs space, the
U.S. is in conflict with other coun-
tries whose survival depends entire-
ly on the raw material of energy.
OPEC is the other player whose
pulse and vibrations we need to keep
measuring. Saudi Arabia and Russia
are two poles of this galaxy. The
Saudis are grappling with internal
change and a struggle with other
Middle Eastern countries, Russia is
the permafrost titan and the fox in

THE BIG REVERSAL

Donald Trump is a revolutionary
figure who, amid the real

and apparent confusion

of his politics, has upset

the status quo.

Giacomo Balla,

“Costellazioni del genio,” 1918,
Milan, Museo del Novecento.

global diplomacy. Around them ro-
tate other players worth keeping an
eye on: Iran, with its flowering gar-
dens and Shiites all over the world,
Qatar and its gas, which has with-
drawn from OPEC, the vibration of
Oman, the hopes of Iraq and Libya,
the promise of Algeria.

Price and transport, consumption
and bilateral relations, a combination
of the elements of power, are the Big
Game being played in contemporary
history. Sky, land, sea ... and fire. This
last element is what changes the
scene, energy. Its discovery, process-
ing and transport are at the center of
a furious battle and the U.S. contin-
ues to be the youngest power with the
richest reserve of energy (once again
history repeats itself).

Once the U.S. had decided to put its
boots on the ground in Europe, the
Second World War ended. Free-
dom was restored in Europe and
the British Empire was no more. One
maritime power was replaced by a
new empire: America. A new mar-
itime and terrestrial power had
emerged: the United States. An age
of deterrence started, the Cold War
with Russia, but American domi-
nance seemed unassailable. Then
the pendulum of history swung and
introduced us to an old acquain-
tance: the Celestial Empire, China.
Ever since 2001—the year when
Beijing joined the WTO—the Amer-
ican empire has watched the Dragon
race ahead, continually wondering
what to do about it. Donald Trump
has dusted off an ever-present weapon
in American policy: import tariffs. It’s
a story that began a long time ago,
during the very first session of
Congress in 1789, with the duties
signed off by President Andrew Jack-
son in 1832 and so on through history.
In all these comings and goings, as the
hourglass of history fills and empties,
seventy years after the war and peace
of the twentieth century, here comes
another conflict, this time econom-
ic and technological, and another em-
pire has to protect itself and survive
against the challenge of an ancient
and remote but rejuvenated power.
The British lost their empire, the

Americans conquered it. Now they’re
trying to hold onto theirs.

The contradictions
of freedom

The American Century is over, but
the one that started in 2000 contin-
ues to see the U.S. as the main play-
er, because the other players are ei-
ther too small or lack freedom: the en-
zyme in every virtuous chemical re-
action that takes place in human be-
ings. The America of consumption,
the Silicon Valley oligopoly, the Pen-
tagon military complex, the creeping
war between opposites, the unhappy
masses, the “forgotten man,” the
armed hand, the mass nightmare of
drugs, rich people who are too rich
and poor people who are too poor,
this contradiction of glaring lights,
splendor and misery, remains the
bulwark of freedom. In 1939, on his
return to America after spending
ten years in France, Henry Miller
wrote a book called The Air-Condi-
tioned Nightmare. One sentence from
this book remains imprinted in my
memory: “The blind leading the
blind. It’s the democratic system.”
The problem is that there isn’t a bet-
ter one. Beyond it is only a backward
step in freedom.

This scenario of American imma-
nence, of necessity and presence, is
dominated by the subject of the en-
vironment, the most unpredictable
and powerful, the most forgotten
and underrated, the most exploited
and least explained—an element of
which man can only control a small
part. The COP24 meeting in Poland
revealed the weakness of today’s lead-
erships in this respect. The division
between advanced economies and
those undergoing a full industrial rev-
olution is a fact and, due to geopo-
litical asymmetries, the path to re-
ducing greenhouse gases remains
not only long, but increasingly ar-
duous. The real decisive factor will
be technology, and again the labora-
tories of the great American institu-
tions provide hope. Perhaps we have
more time—the modeling of the rise
in the Earth’s temperature and sea lev-
els is constantly under review—but we
certainly no longer have any alibi to
at least do what is possible for us as
humans. We can reduce emissions,
not control solar cycles. But we must
do it. The body electric lives on the
Earth, our home.
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where in the middle. Trump has
broken decisively with his predeces-
sors, Republican and Democrat
alike, in their support of multilater-
alism and free trade as desirable ends
unto themselves.

Trump’s preference for striking one-
on-one trade deals and holding the
feet of traditional allies to the fire
has resulted in some unquestionable
short-term wins for the U.S., wring-
ing concessions from stalwart allies
like the E.U., South Korea and
Brazil. Trump even managed to
renegotiate the NAFTA trade deal
with Canada and Mexico, a tough
policy win for Washington even un-
der the best of circumstances. Yet
Trump’s effect on the world goes far
beyond striking trade deals more fa-
vorable to U.S. interests.

When Trump first came to power
nearly a couple years ago, very few
world leaders shared his nationalist
outlook and nakedly-transactional
approach to geopolitical relations.
In less than 24 months, we have seen
other leaders embrace “my country
first” politics, both those we’d ex-
pect, countries like the Philippines,
Turkey and Hungary, to those gen-

Trump’s
Energy
Levers

uinely surprising, like Brazil and
Italy.

The politics of resentment

The Trump presidency has made ac-
ceptable a type of identity politics
that has been largely ignored since
1945. This is the politics of the ag-
grieved, a type of politics that’s gain-
ing momentum. Trump has played
a critical role in its spread. But the
Trump presidency has come with
other significant costs to the U.S. as
well. The general tenor of relations
between the U.S. and its traditional
key allies has deteriorated signifi-
cantly, and it’s unclear whether those
frayed relations can be repaired, and,
if so, to what degree. The Trump
presidency has also been marked by
knee-jerk policy decisions that have
shown little long-term strategy back-
ing them. Look at Trump’s decision
to pull out of the Paris Climate
Agreement. The same goes for the
Trans Pacific Partnership (TPP)
trade deal, a behemoth free trade
agreement that is set to go into effect
this January, without the U.S. on
board. Where it’s harder for the rest
of the world to trudge on absent the

U.S., though, is in maintaining stable
oil markets, both because the U.S. is
a major energy player in its own
right, and because its most signifi-
cant foreign policy interests these
days revolve around other major oil
producers in the Middle East. For
the time being, Trump has seem-
ingly cast his lot with Saudi Crown
Prince Mohammed bin Salman
(MDbS), maintaining that MbS’ de-
nials of any involvement in the affair
of Washington Post columnist Ja-
mal Khashoggi were credible despite
the CIA’s own assessment to the con-
trary. This support from Trump,
while certainly welcomed in the
Saudi Kingdom, complicates oil pol-
icy for the Saudis because Trump
wants the Saudis to abandon their
push for a coordinated OPEC pro-
duction cut that’s intended to prop
up oil prices. The problem is that the
Saudis do need higher oil prices ($70
Brent is the sweet spot) to ensure
fiscal stability, which in turn under-
girds the Kingdom’s political and so-
cial stability. The fallout from the
Khashoggi affair and the expected
loss in foreign investment only
makes it more critical for the Saudis

to ensure a steady flow of oil rev-
enues. When the Saudis decide to go
ahead with production cuts, Trump
won’t be at all happy. But he’ll likely
bite his tongue given his other focus
in the region, Iran.

A boon for oil producers

Trump needs both stability in global
oil markets and a united front against
Tehran, making Riyadh an indis-
pensable parter in both those re-
gards. But its far from clear that
Washington turning the screws on
Iran via oil sanctions will cause Iran’s
government to buckle under eco-
nomic pressure and offer more con-
cessions. If anything, its likelier to
create more conflict in the region.
Sdll, the Trump administration looks
to press on with its Iran policy. The
U.S. will lean on countries with
waivers to cut back Iranian oil pur-
chases. As of now, the market ap-
pears to be well supplied for next
year, which is why OPEC+ is con-
sidering another round of produc-
tion cuts. Meanwhile, Trump con-
tinues his push to loosen restriction
on U.S. domestic energy produc-
tion, to open up federal lands, in-
cluding offshore, to drilling, to roll
back Obama-era environmental
policies, to reduce the corporate tax
rate, and to weaken federal fuel
economy standards, all of which are
a boon to oil and gas companies. At
the same time, Trump’s trade
agenda, with its focus on hitting
China and steel imports, could slow
global oil demand (more a China
story) while at the same time making
it more expensive for oil producers
to build pipelines and needed infras-
tructure (more a steel story). Adding
yet another wrinkle to the proceed-
ings, plenty of U.S. states have
shown a willingness to go their own
way in setting their own climate and
environmental policies in opposition
to the Trump administration, in-
cluding attempting to pass measures
that would impact drilling. Thus,
like Trump’s approach to geopoli-
tics, his approach to energy comes
with both positives and negatives.
Trump isn’t going to change who he
is at this point. In fact he may be the
one point of predictability in our
currently unpredictable world. It’s
up to energy producers to negotiate
that as best they can.
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The Policy of Ret

The White House has used
retaliation as a tool to force
trading partners and old allies
to behave more reasonably,
even violating the unwritten
rule that the U.S. should not
start a nuclear crisis on more
than one front at a time

THE BIG REVERSAL

Columnist for La Stampa. Former editor of
the magazine IL - Idee e Lifestyle,

he has also been special correspondent
and columnist for il Sole 24 Ore and U.S.
correspondent for /f Foglio. Among his
books: Non si puo tornare indietro -
Cronache brillanti dall’ltalia che cambia
(2015); The Intelligence Lifestyle
Magazine - Smart Editorial Design,
Storytelling and Journalism (2016).
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he capacity to anticipate the geostrate-
gic moves of Donald Trump’s Amer-
ica is beyond any human or even ar-
tificial intelligence. All the more so
now, as we are about to enter the sec-
ond half of Trump’s first term, the
two-year period 2019-2021, with a
new congress and a House of Repre-
sentatives led by Nancy Pelosi’s
Democratic Party, which is not only
unwilling to support his policy agen-
da but also looks set to keep the White
House legal team and advisers busy
with some ninety grueling investiga-
tions into the President’s actions.
America has suddenly become un-
predictable, and the reason is that the
Trump doctrine is Trump himself—
Trump First, we might call it, albeit
supported by the nationalist pillar of
America First—and his aim is to re-
store America’s lost greatness, in oth-
er words to Make America Great
Again. One day the U.S. President de-
clares a trade war on China, the next
day he signs a truce; first he tears down
the North American Free Trade
Agreement (NAFTA), and then he -
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drafts a new, almost identical one with
a different name, USMECA; he re-
imposes sanctions on Iran, but then
grants waivers to allied nations that
have trading links with Teheran. In ev-
ery area where American geopolitical
interests are involved, from North Ko-
rea to the politically sensitive issue of
his relations with Vladimir Putin’s
Russia, confusion reigns. The only
constant, at least at the time of writ-
ing, seems to be the solid alliance with
Saudi Arabia, America’s longstanding
strategic bastion. After Barack Oba-
ma’s attempt to shift the American-
Saudi axis in the direction of Iran,
Trump has returned to a more tradi-
tional security and energy policy. But
this is where certainty ends. Trump is
trying to build a new world order—
although it seems more like a world
disorder—the outlines and conse-
quences of which are as yet unclear.

A world in search
of alternative models

The world we know was established
seventy years ago based on America’s
strategic insight that the most effec-
tive way to lead the world and secure
social progress was by guaranteeing
the free movement of persons, goods
and ideas, and by spreading democ-
racy. After 1989, that world extend-
ed to Eastern Europe and Asia, albeit
with some limitations, and even made
some tentative inroads into Africa,
bringing shared well-being and im-
proving the living standards for sev-
eral billion people. Today, this mod-
el is facing a crisis, as it is not neces-
sarily well suited to dealing with the
far-reaching transformations of the
global economy caused by the digi-
tal age and the growth of China.
Trump might actually be the symp-
tom rather than the cause of the prob-
lem. Whether or not he is the cure is
too early to say. Be that as it may,
while there are stll no alternative
models to the current system, Trump
is proceeding to tear down the struc-
ture of relations, alliances and mul-
tilateral institutions that constitute the
underpinnings of the world that
emerged in the aftermath of WWIL
Because he believes that structure is
not useful for serving the principle of
America First, he has embarked on a
series of actions that include treating
the G7 with contempt, tearing down
the World Trade Organization
(WTO), declaring trade wars against
longstanding partners, engaging ad-
versaries in dangerous conflicts, fu-
eling tensions in the Middle East,
from the Qatar issue to the question
of Jerusalem, and even initiating two
nuclear crises simultaneously, there-
by violating one of the golden rules
of American foreign policy which
holds that the U.S. should not start

a nuclear crisis on more than one

front ata time. Trump’s iconoclastic —
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With Jair Bolsonaro’s presidency,
which has very close ties with Trump,
Brazil seeks to harmonize relations
with the U.S. and bring

to an end their age-old competition
for leadership in Latin America.

The American president
has chosen the sovereigntist
governments of Poland and Italy
as “privileged interlocutors”

of the United States in Europe.

Trump has repeatedly
attacked Germany,
accusing it of being
controlled by Russia
and of not contributing
its fair share to NATO.

GERMANY

/,
/,
/IIII

MEXICO |

VENEZUELA

BRAZIL

The appointment
of Mohammed bin Salman
as Crown Prince
of Saudi Arabia
marks Riyadh’s reinstatement
as America’s strategic ally

in its Middle Eastern policy.

In his first two years

in office, Trump

failed to achieve

the rapprochement with
Russia he announced during
his election campaign.
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SAUDI
ARABIA

-~ Trump puts a stop to the policy

of openness towards Iran

adopted by the Obama administration
and withdraws from the nuclear deal.
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COUNTRIES HIT BY THE TRAVEL BAN*
NAFTA COUNTRIES

NORTH KOREA

SOUTH KOREA

JAPAN

After a two year-long trade war
with China, Trump agrees
to a 90-day truce with Xi Jinping
on the sidelines of the G20 summit
P in Argentina to pave the way

for a permanent agreement.
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THE ECONOMIC BOOST

For the time being, President
Trump can count on an
expanding economy, though

the stock market, which initially
rallied after tax cuts, has lately
proven more volatile.

fury has shattered this cornerstone of
America’s national security, first by
withdrawing unilaterally from the
nuclear deal with Iran and then by
meeting with the North Korean dic-
tator Kim Jong-un, from whom he
seems not to have obtained any more
in return than what had already been
formally agreed in 1990, with meager
results. Trump is convinced he is a ge-
nius deal-maker, as he wrote in his
book The Art of the Deal, i.e., the art
of making deals that are actually
good deals. He believes that the deal
signed by President Obama and Eu-
ropean leaders with the Iranian
regime is very bad and that he can
achieve a better one by using eco-
nomic sanctions as a stick. This is
more of an adolescent reflex action
than a coherent doctrine, and its
consequences on the world we live in
are still unknown.

The impact of Trump’s
choices on global trade

The issue of global trade is even
more emblematic of Trump’s way of
handling international issues, and
potentially the one that will have the
greatest impact. At the June 2018 G7
summit held in Canada, Trump ini-
tiated four trade wars simultaneous-
ly: one against China over America’s
trade deficit, one against Mexico and
Canada over the North American
Free Trade Agreement (NAFTA),
one against Europe and the rest of the
world over tariffs, and one against the
World Trade Organization over the
rules of international trade. A few
months earlier he had also with-
drawn from the trade agreement with
eleven Pacific countries, all of which
are now ready to consider what Chi-
na has to offer. Six months later, be-
fore and during the Buenos Aires G20
summit, he signed a new version of
NAFTA, as Canadian Prime Minis-
ter Justin Trudeau defined it, and ne-

gotiated a trade truce with Chinese
President Xi Jinping. This is Trump’s
classic business model, upping the
stakes and threatening “fire and fury”
from a dominant position, to cite his
words with reference to North Korea,
and then getting the most he can, al-
most a surrender, from a deal with his
adversaries. But the rules of geopol-
itics are not the same as those gov-
erning the real estate business and, we
might add, even during Trump’s real
estate years, his business ventures
were not always brilliant successes.

Geopolitical payback

for China and Russia

Trump’s emotionally-driven policies
are threatening to subvert the system
of which, right up to his presidency,
Washington was the guarantor and
main beneficiary, along with its allies.
The paradox is that those who stand
to gain the most from this change in
approach are not the United States,
with companies like General Motors
announcing layoffs and delocalization
decisions, or the American consumer,
who will see the price of many goods
rising as a result of the protectionist
backlash, but Russia led by Vladimir
Putin and China led by Xi Jinping, the
two chief adversaries of the United
States and the main challengers of the
post-WWII global order. Putin is
reaping the benefits of his successful
strategic campaign to divide the West
and fuel global chaos, as he awaits the
outcome expected in the coming
months of the investigation conduct-
ed in Washington by Special Coun-
sel Robert Mueller and the House
Committee to determine the extent of
the Trump team’s involvement in
putting into action the Kremlin’s
plan. As Barack Obama’s National Se-
curity Adviser Susan Rice suggested,
there is no evidence that Putin is dic-
tating America’s policy agenda, or that
he did so in the past, but if that were

the case it would be hard to imagine
a better result for the Russian leader.
China, for its part, is attempting to fill
the political and trade vacuum left by
Trump, and is actively courting Eu-
rope, first and foremost, but also
Japan and other Asian nations. The
President has still to roll out his
grand plan to rebuild America’s in-
frastructure, which is currently below
standard for a superpower like the
United States but which, with the new
Democratic majority in the House,
could be put back on track. In con-
trast, Beijing is financing the new ana-
log and digital Silk Road. This pro-
ject, involving the construction of
highways, bridges, high speed trains
and a fiber optic cable network for in-
ternet connectivity, built with 5G
technology, will boost links between
Chinese-led Asia and Western Eu-
rope and Africa. Obama made his
own contribution to China’s growing
power by allowing Beijing to build
new artificial islands in the Pacific that
have become Chinese military out-
posts in waters where the American
Navy has been protecting sea routes
for over fifty years. There is a risk that
in decades to come, control of trade
will shift from the Americans to the
Chinese, particularly when it come to
digital communications, and it is not
the same to have the rules of en-
gagement dictated by Beijing’s au-
thoritarian regime rather than the
world’s greatest democracy. Clearly,
there is still the possibility that all
these tensions will be resolved, on the
economic, political and nuclear front,
but as each day goes by, it seems in-
creasingly unlikely that Trump will
backtrack, or that the European and
Asian allies will continue to put up
with the President’s erratic behavior,
or that China and Russia will decide
not to take advantage of the global
chaos that they have partly con-
tributed to but which Trump has

handed to them on a plate. All the
more so since Trump is going to be
kept busy by the Democrats and
various investigations, defending
himself against accusations of collu-
sion with the Russians and the use his
institutional position to bolster his
personal business.

A booming economy
and the energy driver

Trump can rely on a thriving econ-
omy and a stock market boosted by
his tax cuts. He also claims that the
global order works to the disadvan-
tage of the United States, knowing all
too well that American voters like this
kind of message as they struggle to
cope with the delocalization of fac-
tories and technological innovation.
The President thus still enjoys sup-
port even after the poor midterm re-
sults, an indication that Trump’s
election was not an accident of history.
The measure of America’s troubles,
according to "Trump, is the balance of
trade. If America imports more goods
than it exports, that is unacceptable:
the balance has to be restored and
there needs to be reciprocity. Most
economists, however, believe that
the trade deficit is a misleading indi-
cator of whether or not trade deals are
beneficial to the countries that sign
them, partly because the gap be-
tween imports and exports is deter-
mined by macroeconomic factors
rather than by trade policies. More-
over, Trump’s calculation of Ameri-
ca’s trade deficit, which stands at
USD 800 billion, only takes into ac-
count goods and not services, in-
cluding financial services, in which the
United States runs a surplus.

Finally, there is the difficult issue of
energy. The Trump Administration
is seen as being very close to the en-
ergy industry based on a series of poli-
cies, including favoring exploration
and drilling, doing away with envi-
ronmental regulations imposed by
Obama on automakers, supporting in-
frastructure development, including
oil and gas pipeline projects, and with-
drawing from the Paris climate agree-
ment. But that is not exactly how it
is: Trump’s policy favors consumers.
Via Twitter, Trump has put a great
deal of effort into keeping oil prices
low, probably winning political sup-
port from Saudi Arabia as a result and
taking the credit for the reduction.
This is despite the fact that low
prices are damaging to the American
shale gas industry, whose costs are
higher and which, in order to be eco-
nomically sustainable, needs higher fi-
nal prices. Ultimately, Trump is un-
predictable on everything, including
energy issues. Whether this is a good
thing or not, we can only wait and see.
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King Midas 4.0,

the American president

has the power to change
the global mood

with a simple tweet.

From energy to international
relations, from climate

to trade, here is

a summary, in chapters,

of a policy that

disrupts markets, agreements
and relationships with
unexpected results
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1970 - Energy Weakness

The U.S. is still the leading producer of petroleum,
but instead of continuing to export, it now increases
imports as a result of the constant decline in its
output. Energy leadership is now just a memory.

1940 - Energy Dominance

The U.S. produces more than 60% of the world’s oil.
Japan and Germany depend on U.S. crude imports
for their economic and military needs. The U.S.
ability to fuel its allies and restrict its enemies access
to fuel is a decisive factor in World War II.

2000 - Energy Impotence

Domestic American oil production continues to
decrease and imports increase. At the same time, gas
imports also grow, with LNG terminals built along the
seaboards. In 2005 the U.S. imports 30% of its energy

requirements.

2008 - Energy
Revolution

Technological
innovations, especially
fracking and directional
drilling, make oil and
gas extraction from
shale deposits in Texas,
Pennsylvania and North
Dakota economically
realistic. Domestic
American production
increases and imports
begin to fall. Energy
independence is no
longer a pipe dream.

2015 - Energy Abundance
President Barack Obama signs a law revoking
the 40-year ban on U.S. oil exports.

1940-2020: U.S. Dreams of Regaining Supremacy

2017 - Energy
Security
Strategy

Trump outlines the
guidelines for his

agenda on energy
leadership. The paper
highlights “America's
central position in the
global energy system
as a leading producer,
consumer and
innovator.”

2020 - Energy
Dominance”?

The United States is now
a net exporter of natural
gas. By 2020, it will be
the world number three
in LNG exports, and
regain leadership of
global oil production.
According to many
experts, it will be energy
self-sufficient by the early
2020s.
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The impact of Trump’s policies on oil & gas production

The Energy Dominance
Agenda: Myth Vs. Reality

The U.S. is in the process of regaining world leadership in energy,
although this cannot be attributed to the policies of the current
administration. In fact, the growth of hydrocarbon exports could
be jeopardized by the president’s aggressive approach

DOUGLAS HENGEL

He is a former U.S. diplomat who
worked on global energy issues. He
lectures at the Johns Hopkins School of
Advanced International Studies and he is
a Senior Fellow at The German Marshall
Fund. During his diplomatic career, he
was Deputy Chief of Mission at the U.S.
Embassy in Rome from 2010 — 2013.

t the start of World War II, the
United States was producing over 60
percent of the world’s oil. Japan and
Germany depended on oil imports
from the U.S. for their militaries and
economies, and America’s ability to
supply its allies with oil and limit
Japanese and Germans access to the
fuel was critical to victory in the war.
That was energy dominance.

Jump ahead 30 years to the early
1970s. The U.S. was still the world’s
largest oil producer, but its output was
declining and the U.S. was no longer
an oil supplier to the world. Its
petroleum imports were rising. U.S.
energy dominance was history, and
the Arab Oil Embargo of 1973/74 was
a massive shock to the U.S. psyche
and economy. Energy dominance
had become energy weakness.

All American presidents from that
point forward pledged allegiance to
“Energy Independence” and elimi-
nating U.S. dependence on energy

imports from unstable regions of
the world like the Middle East. Var-
ious programs were enacted over
the years to reduce oil demand and in-
crease production, including that of
alternative fuels.

However, domestic oil production
continued to decline and petroleum
imports to rise through the middle of
the first decade of the 2000s. Mean-
while, U.S. natural gas imports were
also rising strongly and large lique-
fied natural gas (LNG) terminals
were being constructed along the
coasts to import LNG from Qatar
and other gas exporters.

The U.S. energy security situation
seemed dire and our growing import
dependence fed a narrative of an
America in decline.

In 2005, the U.S. imported more than
30 percent of its total energy needs,
the highest amount ever. Energy
weakness had transformed into near
impotence.

"Technology breakthroughs in oil and
gas production, especially hydraulic
fracking and horizontal drilling,
changed that trajectory. Beginning
just over ten years ago, production of
natural gas from shale formations in
"Texas, Pennsylvania and elsewhere be-
gan to surge, followed a few years lat-
er by sharp increases in petroleum
supply from tight oil deposits in
North Dakota and "Texas. Combined
with restrained demand from effi-
ciency measures and tougher vehicle
tuel use standards, U.S. energy im-
ports declined and some dared hope
that the holy grail of energy inde-
pendence might be attained.

Enter Donald Trump

Therefore, when presidential candi-
date Donald Trump entered the
scene in 2015, the domestic energy
situation was much improved and
with it the strategic position of the

United States. Policymakers in Wash- —
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TOP PRODUCER

America is again the top global
oil producer and likely to meet
well over half of increased global
demand both in 2018 and in
2019. In the picture, a field of

14 storage tanks that each hold
510,000bbls of oil at the Trans-
Alaska Pipeline Marine Terminal
in Valdez, Alaska.

ington were discussing how to lever-
age our newfound energy abundance
to support U.S. foreign policy and na-
tional security goals. Companies that
built facilities to import LNG now
wanted to switch them to export
abundant, cheap natural gas. The
geopolitics of energy was shifting as
countries that had been major ener-
gy exporters to the United States
sought markets elsewhere. Our en-
ergy mojo was returning.

"The shift from energy vulnerability

to abundance occurred primarily un-
der President Obama. While he may
be better known for efforts to com-
bat climate change, including the
Clean Power Plan to reduce power
sector emissions, stopping the Key-
stone XL pipeline intended to bring
more Canadian tar-sands oil to the
U.S., and toughening rules on
methane emissions, Obama was also
supportive of domestic oil and gas de-
velopment. He signed legislation to
end the ban on U.S. crude oil exports

that dated to the 1970s, and his ad-
ministration simplified the approval
process to export LNG. More on-
shore and offshore areas were opened
for drilling, including in the Arctic.
Following BP’s Deepwater Horizon
disaster in the Gulf of Mexico,
stronger safety measures were adopt-
ed, but Obama did not seek to severe-
ly restrict offshore drilling activity. Re-
newable energies were also strongly
supported under an “all-of-the-above”
energy strategy. Obama left a strong

framework supportive of most do-
mestic energy production, including
the hydrocarbons sector.
Nevertheless, candidate Trump ac-
cused President Obama of blocking
domestic production of oil and gas. In
May 2016, he promised to develop an
“America First” energy plan and de-
clare “energy dominance” a strategic
economic and foreign policy goal of
the country.

While not defining what he meant by
energy dominance, Trump said his

proposals to overturn regulations
and withdraw from the Paris Climate
Agreement were aimed at increasing
U.S. fossil fuel production so the
country could “become, and stay,
totally independent of any need to im-
port energy from the OPEC cartel or
any nations hostile to our interests.”
Ending the Obama Administration’s
purported “war on coal” was a key el-
ement of this agenda. In addition to
furthering energy security, Trump
spoke of creating trillions in new

THE BIG REVERSAL

wealth and millions of new jobs
through unleashing America’s ener-
gy potential.

A return to dominance?

Following his first reference to energy
dominance, Trump did not use the
term in a policy-oriented way again
until June 2017 during his adminis-
tration’s Energy Week. At that time
he spoke of more steps to boost U.S.
fossil fuel production and exports,
while adding the goal of reviving and

expanding nuclear power. Senior Ad-
ministration officials wrote that en-
ergy dominance described “a self-re-
liant and secure nation, free from the
geopolitical turmoil of other nations
that seek to use energy as an eco-
nomic weapon.” It also meant en-
hanced U.S. leadership and influence
and sharing our energy wealth
through exports.

The President’s National Security
Strategy of December 2017 lays out
the most comprehensive overview of
the energy dominance agenda. The
document highlights “America’s cen-
tral position in the global energy sys-
tem as a leading producer, consumer
and innovator” and declares the
United States “will help our allies and
partners become more resilient
against those that use energy to co-
erce.” The global energy order was to
pivot away from OPEC and Russia
back to the United States where it be-
longed.

To this end, the Administration de-
fined its priority actions to include re-
ducing energy development barriers,
promoting exports, protecting ener-
gy infrastructure, attaining universal
energy access and furthering Amer-
ica’s technological edge. Climate is
mentioned defensively—U.S. lead-
ership on climate is required to
counter “an anti-growth energy agen-
da that is detrimental to U.S. eco-
nomic and energy security inter-
ests.” The energy dominance agen-
da sounds very much like the old en-
ergy independence agenda plus ex-
ports.

Judging the energy
dominance agenda

So how has the Trump administration
done in realizing its energy goals?
Leaving aside whether “dominance”
has been achieved (whatever that
may be, it will not look like the pre-
World War II period), the President
has followed through on his pledges.
More federal lands and offshore ar-
eas are being opened up to energy
production, many environmental
regulations are being eliminated,
Obama’s Clean Power Plan is being
replaced, the U.S. is exiting the Paris
Climate Agreement and some ener-
gy infrastructure projects stopped
under the Obama Administration
have been green-lighted.

Oil and gas production continues to
soar. The United States, which passed
Russia to become the largest producer
of natural gas in 2009, is now a net
natural gas exporter and by 2020 will
be the third largest exporter of LNG
in the world—and perhaps the largest
by the mid-2020s.

America is again the top global oil
producer and likely to meet well
over half of increased global demand
both this year and next, putting great
pressure on OPEC and Russia to re- —
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STOP TO SUBSIDES

The Trump administration has
announced that in 2020 or 2021
it will cut incentives for the
purchase of electric vehicles and
for renewable energy sources.
Today, those who buy a plug-in
electric vehicle can count on
subsidies ranging from 2,500 to
7,500 dollars.

duce their output to balance the
market. Many forecasters expect the
United States to be self-sufficient in
oil by the early 2020s. This will not
make the United States immune to
volatility in oil prices, but perhaps the
United States is on the verge of be-
coming the dominant energy power
again.

How much of this primacy, howev-
er, can be attributed to the Trump Ad-
ministration? Itis hard to argue that
any of the steps taken in the two years
of his presidency—including tax re-
lief under the 2017 Tax Cuts and Jobs
Act—have had much of an impact on
U.S. energy production so far, al-
though they might in the future.
Many of the regulatory relief mea-
sures announced by the Administra-
tion have been halted by court chal-
lenges, and others must go through
a lengthy legal process before they be-
come effective. Efforts to roll back ve-
hicle fuel efficiency standards could
damage the energy dominance agen-
da by leading to greater fuel con-
sumption at home and therefore less
to export.

The Trump Administration’s efforts
to assist the coal and nuclear indus-
tries have so far fallen short. Proposals
by Energy Secretary Perry to favor

coal and nuclear power to ensure elec-
tricity security were rejected by reg-
ulators. Nuclear reactors and coal-
fired power plants continue to close,
victims of plentiful, low-cost natural
gas and increasingly cheap solar and
wind power. U.S. coal consumption
is at its lowest level since 1979 and
falling.

"The persistent growth of U.S. oil and
gas output is mainly driven by fa-
vorable economic and market con-
ditions. One can argue that the eco-
nomic policies pursued by the Trump
Administration have spurred eco-
nomic growth and therefore also the
energy industry, but they have not im-
proved the situation much over the
trends under the Obama Adminis-
tration. At the same time the Trump
Administration’s trade agenda could
present a speed bump, or worse, for
the U.S. and global economy with a
knock on negative impact on the U.S.
energy resurgence.

For example, Trump’s tariffs on steel
and aluminum imports and import
quotas are detrimental to the energy
dominance agenda.

"These tariffs significantly raise costs
for pipelines, LNG terminals and
other energy infrastructure. Some
critical steel components are not

made in the U.S., so import quotas
could cause significant delays to pro-
jects as well.

The threat of the trade
agenda

U.S. energy exports and supremacy
also are threatened by tariffs or oth-
er restrictions from trading part-
ners. With China soon to replace
Japan as the largest LNG importer,
long-term contracts with Chinese
natural gas importers and Chinese di-
rect investments could be critical to
U.S. LNG projects reaching final in-
vestment decisions. China can use this
as leverage in trade discussions with
the U.S. Threats emanating from
Wiashington to China and other trad-
ing partners could spur more pur-
chases of U.S. energy, but they could
also raise the perceived risk of rely-
ing on imports from the U.S. So over
the longer term a positive impact on
the U.S. energy outlook from regu-
latory and tax relief could be offset by
political and market uncertainty from
trade tensions.

On the diplomatic front, President
Trump has gone full-in on asserting
U.S. dominance, while demonstrating
clearly why U.S. energy preeminence
has not been reached. His tweets ad-

dressed to Saudi Arabia and OPEC to
increase production appear to have
had the desired effect earlier this
year. At the same time, though, the
fact that he did this underlines that the
U.S. is not anywhere near energy
dominance, that only the Saudis and
a few others in OPEC control spare
production capacity that can quickly
make a difference in market balances
and drive prices. Thus these countries
have the real power in oil markets.
"The dominance asserted by President
Trump with his orders to OPEC is
more of a geopolitical one based on
U.S. military and other strengths
and aligned interests (e.g., combatting
Iranian influence) than producing
the desired effect on oil production
and prices thanks to U.S. energy
supremacy. If we were preeminent, we
would not need the Saudis or OPEC.
President Trump also does not con-
trol the U.S. oil and gas industry, un-
like Russian President Putin, who can
direct Russian companies, and the
Saudi King, who has the final word
over the activities of the country’s na-
tional oil company, Aramco.

One risk to President Trump’s ener-
gy dominance program is the whole-
sale rollback of environmental and
safety regulations, even rules that
many energy companies support.
Steps the Trump Administraton is
proposing or undertaking to relax
rules should be analyzed carefully lest
they negatively impact the industry’s
social license to operate and thereby
actually undermine energy production.
A clear defect in this agenda is that it
focuses solely on increasing domestic
energy production, even if it is not
clear he can do much to make that
happen beyond what market forces and
technological progress are already
doing. Jettisoning U.S. leadership on
climate and clean energy threatens to
undermine America’s future energy
strength. China dominates the solar
photovoltaic and wind turbine in-
dustries and has the clear goal of
controlling the battery and electric ve-
hicle markets. Meanwhile the Trump
Administration talks about ending
subsidies for electric vehicles and re-
newables. Does the United States
want to depend on China for the crit-
ical energy technologies of the future
like we now depend on OPEC? If we
really seek to be dominant, we need to
lead in clean energy as well. In sum, the
United States has risen in a little over
ten years from an energy insecure su-
perpower to the top of the energy
standings. Dominance may be beyond
our grasp, but energy is again a strate-
gic asset for America. Staying at this
level of superiority, however, requires
a broader perspective and focus than
simply increasing the production of
fossil fuels.
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Without allies, Trump’s strategy
won’t work

A Slogan is

Not a Policy

Efforts to put America First tend
to spark episodes of economic
isolationism and hamper trade
cooperation. U.S. Energy
Dominance works better

as a slogan than a policy

THE BIG REVERSAL
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Carnegie Endowment for International
Peace, in Washington, D.C. and a
founding member of WE’s editorial board.
His most recent book is The End of Power.

n December 2017, the Trump ad-
ministration released its National
Security Strategy. It predicted that
“For the first ime in generations, the
United States will be an energy-
dominant nation.” The Strategy doc-
ument outlined five priority actions
needed to attain this objective: 1. Re-
ducing Barriers to Energy Production
by promoting clean and safe energy
resources, while limiting regulatory
burdens that encumber energy pro-
duction and constrain economic
growth; 2. Promoting Exports of
energy resources, technologies, and
services, helping allies and partners to
diversify their energy sources and
bringing economic gains to the U.S.;
3. Ensuring Energy Security by work-
ing with allies and partners to protect
global energy infrastructure from
cyber and physical threats; 4. At-
taining universal energy access to af-
fordable, reliable energy, including
highly efficient fossil fuels and nuclear
and renewable energy in order to re-
duce poverty, foster economic growth,

and promote prosperity and 5. Fur- —
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thering America’s technological edge
through nuclear technology, next-
generation nuclear reactors, better
batteries, advanced computing, and
carbon-capture technologies while
continuing to lead in innovative and
efficient energy technologies.”

"This new policy seeks to complement
two traditional goals of America’s en-
ergy policy: security of supply and in-
dependence from foreign sources.
"The goal is no longer just to make the
U.S. more energy secure and inde-
pendent but also energy dominant.
"This aim is, of course, aligned with
President Trump’s overarching “Make
America Great Again” theme.

How realistic is this objective? In re-
cent years, new technologies have
propelled the U.S. to the status of en-
ergy super-power. It now rivals and
often surpasses the production of
the traditional hydrocarbon behe-
moths, Saudi Arabia and Russia, and
has become one of the world’s top ex-
porters.

It is only natural that the successful
performance of recent years would
nurture the United States’ ambition
to be one of the world’s energy lead-
ers. Once energy security and inde-
pendence were no longer aspira-
tional goals but concrete realities,
wanting more seemed the logical
next step. And “more” means the abil-
ity to determine the trends of glob-
al energy markets and perhaps be-
come the world’s price setter and pro-
duction sheriff.

Surely this is an alluring possibility for
American policy makers, and even
more so for politicians. Under clos-
er scrutiny, however the global dom-
inance vision proves to be more
problematic as a policy than itis as a
slogan.

The dominated will resist
dominance

In September 2017, the U.S. Secre-
tary of the Interior Ryan Zinke stat-
ed “Under President Trump, we will
put America first, and we will put
America’s energy first.” He saw no
conflict between the two policies. But
as many analysts have noted, Amer-
ica First may lead to America Alone,
for energy dominance may be im-
possible to achieve without the active
support of foreign allies. Few in-
dustries are more global in nature
than the energy industry. Its structure,
organization and functioning do not
mix well with protectionism, isola-
tionism or America Alone.

"The goal of making the U.S. the plan-
et’s energy hegemon is presented by
the Trump administration as a low-
cost and largely fricdon-free policy
that doesn’t need external support or
foreign allies. It assumes that other
nations, consumers and competitors,
technology suppliers and energy
companies will accept without a fight

the new energy order imposed by
Washington. Or that the cost of these
frictions is small and worth paying if
this leads to a world whose energy
markets are dominated by the U.S.
"The validity of these assumptions is
questionable.

For example, the recent strains be-
tween the U.S. and Europe on trade
and military cooperation are largely
byproducts of the America First pol-
icy. These strains could prove a de-
terrent to the expansion of U.S. en-
ergy exports to the European energy
markets. The recent and partly suc-
cessful oil and gas forays that the U.S.
has made into European nations
have already triggered a reaction
from Russia, a formidable competi-
tor to the U.S. in the energy markets
of Europe and Asia. Kremlin
spokesman Dmitry Peskov has called
these attempts by the U.S. “unfair
competition” and vowed to fight
them. Although American oil and gas
exports to Europe will certainly allow
European nations to reduce their
significant dependence on Russian
fossil fuels, they are unlikely to replace
the oil and gas infrastructure already
in place linking Europe and Russia.
Other large energy producers will not
be passive observers of America’s at-
tempts at cornering this critical in-
dustry.

U.S. actions related to putting Amer-
ica First tend to spark episodes of eco-
nomic isolationism and hamper trade
cooperation, and this could become
a formidable obstacle to the expansion
of U.S. oil and gas exports, a funda-
mental requisite for the proposed en-
ergy dominance. As Bethany McLean
the author of Saudi America: The
Truth about Fracking and How It
Changing the World has noted, the
U.S. needs to keep harmonious rela-
tions with the outside world. She
writes “In a world where over 40 per-
cent of the S&P 500 revenues come
from outside the U.S., the American
economy is dependent on the glob-
al economy.”

Energy Dominance depends
on fracking

U.S. proven oil reserves, at some 50
billion barrels, would last about 10
years at the current rate of produc-
tion. However, shale oil resources that
are yet undeveloped are very signif-
icant and could sustain large pro-
duction levels for decades, thus al-
lowing the U.S. to seek a dominant
role in these markets. Therefore,
resources are not the problem. Eco-
nomics is.

In contrast to the state controlled
production decisions of OPEC coun-
tries, U.S. oil production is driven by
private companies, whose decisions on
production levels and prices are more
likely to reflect purely economic cal-
culations. The continuous increase in

oil production required to make the
U.S. the dominant player cannot be
guaranteed. In Saudi America
McLean details the multiplicity of
economic and geological factors that
could limit the dramatic expansion of
shale oil production needed to sup-
porta policy of Energy Dominance.
These limitations include the rapid
decline in production typical of shale
oil producing wells and the significant
capital resources required to support
expansion.

Moreover, other nations also have sig-
nificant reserves of shale oil and gas
and they too could boost their pro-
duction and add to downward pres-
sures on prices, and U.S. energy
dominance may need high prices to
sustain enormous levels of shale oil
and gas production. High prices are
difficult to sustain with booming
production levels.

America’s Energy
Dominance is bad for
the environment

The March 2017 executive order of
the U.S. president on the Promotion
of Energy Independence and Eco-
nomic Growth revoked most of the
provisions that previous administra-
tions had enacted to deal with glob-
al warming and the impacts of climate
change, as well as the regulations con-
cerning carbon emissions standards.
It also rescinded the 2013 Climate Ac-
tion Plan and the 2014 Strategy to Re-
duce Methane emissions. The new
presidential document also ordered an
immediate review of all Environ-
mental Protection Agency actions
that “potentially burden the devel-
opment of domestic energy resources,
particularly coal, oil, nuclear and
natural gas resources.” These deci-
sions, together with the withdrawal of
the U.S. from the 2015 Paris Accord,
signaled a total reversal of the U.S.
government’s previous acknowledg-
ment of global warming as a major
threat to the planet. It also affirmed
the decision to expand production of
contaminant fossil fuels such as coal
and oil.

These decisions have placed the U.S.
in a collision course with most other
countries, which are both more
“green” and the intended clients of a
major export drive of coal, oil and gas
by the new U.S. administration. As the
global environmental crisis becomes
more acute, the pressure will build for
the U.S. government to water-down
or even abandon these carbon-in-
tensive energy dominance aspira-
tions.

An infrastructure designed
for energy interdependence,
not dominance

Although the U.S is already the
world’s leading oil producer, at some
11 million barrels per day (mbpd), the

s CRUDE OIL PIPELINE
€2 LIQUIDS PIPELINE BORDER CROSSING
sy PETROLEUM PORT

Source: U.S. Energy Information Administration

country still depends on net imports
of about 4 mbpd, mostly from Cana-
da, Mexico and Saudi Arabia. For ge-
ographical and logistical reasons the
U.S. also exchanges about 2 mbpd
with neighboring Canada and Mex-
ico. This has been going on for
decades and as a result a massive and
complex logistical and distribution in-
frastructure has developed that tight-
ly intertwines companies located in
these different nations.

Energy dominance will require a
different kind of infrastructure. The
still significant size of U.S. net ener-
gy imports and the necessary energy
interchanges with its neighbors cre-
ate a situation of energy interdepen-
dence unlikely to be easily or sub-
stantially revamped in the foreseeable
future.

Today’s industry is
fragmented and hard to
monopolize

The current global energy picture
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shows an abundance of exportable en-
ergy resources in the hands of both
the traditional OPEC oil-producing
nations and an array of new actors.
No less than 20 countries in Africa,
Latin America, the Middle East and
Asia, both OPEC and non-OPEC
members, already export volumes of
500,000 barrels per day or more.
They all have long-term, solid com-
mercial relations with some of the
most important energy consumers
such as China, Germany, India, Japan
and South Korea.

The world of the “Seven Sisters,” the
large, vertically-integrated oil “ma-
jors” that controlled all aspects of the
global hydrocarbon industry is long
gone. It has been replaced by a glob-
al, complex and rowdy ecosystem that
includes all kinds of new players—{rom
independent oil companies, to agile
fracking players and from fast-mov-
ing traders, private equity firms and
hedge funds to companies that man-
ufacture wind and solar systems or
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large scale batteries. Making them
play by a single script mandated by
Washington is going to be a very
hard, if not impossible, undertaking.

An approach politically driven
and thus highly unstable

Public statements by members of
the current administration suggest
that the policy of Energy Domi-
nance is a decision essentially based
on political and ideological consid-
erations rather than in hard-nosed,
economic criteria. In justifying the
policy, Secretary of Interior Zinke has
bluntly stated that: “The Obama ad-
ministration had too much environ-
mental regulation, which was ideo-
logically motivated and which unfairly
targeted fossil fuels.” In an op-ed in
the Washington Times, Secretary
Zinke, Secretary of Energy, Rick
Perry and then Environmental Ad-
ministrator, Scott Pruitt stated that
dominance meant “freedom from
the geopolitical turmoil of other na-

C ANADA

tions that use energy as an econom-
ic weapon. An energy dominant
America will increase its global lead-
ership and influence.”

In other words, the U.S. would now
go from playing the anvil to being the
hammer. Such a reversal of roles, if at
all possible, would be expensive and
take significant time to take place.
The expansion of domestic oil pro-
duction and the construction of oil
and gas export facilities that will be
needed to fulfill the aspiration of
dominance will take years or, even
decades, if the frequently dramatic os-
cillations which take place in the
global energy market are duly taken
into account. For the policy to ma-
terialize it would need to be shared by
future administrations, which is a low-
probability scenario.

In summary

Energy dominance means being
able to influence or determine the
global production, distribution and

AMERICAN OIL PIPELINES
The as yet considerable
volume of net energy
imports to the U.S. (around
4 million barrels of oil

in energy with neighboring

of energy interdependence
that won’t be easily or
concretely replaced

in the near future.

pricing of energy and to become the
world leader in exports of oil, gas and
coal. To accomplish this objective,
the U.S. would be starting from
nearly zero. Itis a net importer of oil,
scaling up natural gas exports will re-
quire major changes in infrastructure
and current coal exports only rep-
resent about 0.5 percent of the
world’s total consumption. U.S. En-
ergy Dominance works better as a
slogan than a policy.
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SEPTEMBER-OCTOBER

In view of the sanctions coming
into force in November, several
European and Asian countries
anticipate cuts to Iranian
imports.

MAY 8 Donald Trump announces the withdrawal of the U.S. from the Iranian nuclear deal signed

in 2015 by the P5+1 countries (USA, Russia, China, France, U.K., Germany). The consequent return
of U.S. secondary sanctions on the Islamic Republic creates new uncertainties.

The price per barrel jumps to over 80 dollars.

A Story of Prices, Geopolitics and... Tweets ‘

BRENT PRICE ($/BL)
N
(=}

OCTOBER 3 The International Monetary Fund reviews its estimates
for the growth of the global economy downward, from 3.9 to 3.7%
for both 2018 and 2019. The Fund emphasizes the recessive impact
of the trade war launched by Donald Trump. New peak for Brent,
which rises above 85 dollars.

SEPTEMBER-NOVEMBER USA, Russia
and Saudi Arabia vie for the title of top
producer, achieving historic records and
bringing the sum total of their production
to around 34,000 barrels a day.

DECEMBER 7 OPEC
- and its “allies”, led by
Russia, agree on new
production cuts (1.2
® million barrels/day)
from January 2019.

65 Wl g Ay . |
([ - —— e e
55 ... ... R
NOVEMBER 2 The eight biggest importers
JUNE 22 The OPEC summit ends with an undertaking to supply of Iranian oil (China, India, South Korea,

JANUARY-MAY OPEC compliance with the cuts approved in 2016 exceeds 150%, which means that more oil to the market: the member states undertake to return the Turkey, Greece, Japan, Italy, Taiwan) are

member states have reduced production by 600,000 barrels a day more than was agreed at the overall compliance level to 100%. The production cuts will therefore temporarily exempted from the sanctions:

meeting in Vienna. The average price of Brent is around 70 dollars a barrel during the period under be realigned with the ones originally agreed: 1.2 Mb/g for OPEC, they will able to continue importing from

consideration. rising to 1.8 with the Russia’s contribution. Iran for a maximum of six months.
50 I I I I I I I I I I | T T
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The impact of geopolitics on prices

The Law of
Unintended

Consequences

The announcement of U.S.
sanctions against Iran has had
an unwanted and seemingly
unexpected effect: increased
Saudi and Russian influence
on the international market

i

///\

She is a geopolitics and energy security
specialist, working with governments,
international institutions and energy
majors. She has held senior positions in
the private sector and at Oxford
University. She is the author of Power
Games in the Caucasus and, most
recently, co-author of Beyond Blood Oil:
Philosophy, Policy and the Future. She is
a regular contributor to many prestigious
publications.

redicting international oil prices is a
dangerous business. In 2018, geopol-
itics dominated market discussions
with a vengeance. A plethora of fac-
tors have demonstrated that despite
the “tsunami of shale” from the
United States, the geopolitics of oil
will remain paramount to under-
standing the market.

Random vs premeditated

Geopolitical factors that affect the oil
market can be classified broadly into
two categories. The first are un-
premeditated events, which are in-
flicted on the global market as a re-
sult of internal crises within states, in-
stability and regime change, armed
conflicts or terrorist activities. As in
every year, examples of such events in
2018 abounded. Among the most no-
table were attacks on pipelines in
Nigeria, which led to the loss of
150,000 barrels per day (bpd) of
Bonny Light crude and a declaration
of force majeure on exports; the loss
of 850,000 barrels per day in ship-
ments from Libya after the forces of
military strongman Khalifa Haftar re-
captured ports and transferred con-
trol over them from the U.N.-backed
government in Tripoli to a separate
entity controlled by the self-styled
Libyan National Army in Benghazi;
and, the deepening crisis in Venezuela,
which led the output to collapse to
around 1 million bpd from nearly
double that volume a year earlier.

The second category of geopolitical

factors comprises those events that are —

THE BIG REVERSAL
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LACK OF INVESTMENTS

Energy demand is set to grow by
more than 25 percent by 2040,
requiring more than $2 trillion a
year of investment in new energy
supply. Meeting this growth in
the near term means that
approvals of conventional oil
projects need to double from
their current low levels. Without
such a pick-up in investment,
U.S. shale production would have
to add more than 10 million
barrels a day from today to 2025.

2015

calculated and intentional, such as
military interventions, sanctions and
output quotas. In 2018, the most
prominent examples of these includ-
ed the U.S. withdrawal from the
multilateral nuclear treaty with Iran
and the reimposition of sanctions; the
decision by OPEC states and their
non-OPEC allies to increase pro-
duction ahead of the U.S. sanctions
notwithstanding the opposition from
"Tehran; and the waivers on the import
of Iranian oil granted by the U.S.
Treasury hours before the sanctions
regime was due to come into effect.

Intentional actions
with unforeseen effects

Despite being purposeful and an-
nounced in advance, the premeditated
geopolitical interventions in the mar-
ket frequently produce a range of un-
foreseen consequences. Consider
Saudi Arabia’s “pump-at-will” policy.
Championed by Saudi Energy Min-
ister Ali al-Naimi between 2014 and
2016, it sought to drive U.S. shale
producers out of business by col-
lapsing the oil price. During this
time, Riyadh stopped coordinating
output within OPEC and instead
flooded the market with additional oil.
While this policy forced many U.S.
shale producers into administration,
those that survived did so by cutting
costs below what had been previous-
ly thought possible for unconven-
tional hydrocarbons producers. This

2020

outcome was contrary to the original
intent of the Saudi intervention and,
despite a policy reversal in 2016, it has
continued to shape the market.

By mid-2018, the lean and increas-
ingly competitive U.S. shale sur-
vivors had grown to represent half of
U.S. oil production, a massive in-
crease from the meager 10 percent
that they contributed in 2011. Indeed,
the United States hailed a key mile-
stone of 11.3 million barrels per day
in August, when U.S. production
was higher than that of Saudi Arabia
and Russia, which in that month re-
ported daily output at 11.2 million
and 10.4 million barrels, respective-
ly. Propelled by gains in shale output
from the Permian basin and the
Bakken field, the threshold of 11 mil-
lion barrels per day was reached
sooner than expected by the U.S. En-
ergy Information Agency, which has
since revised its U.S. production
forecasts upwards. According to the
new set of data, U.S. crude output is
expected to add 1.1 million barrels per
day by the end of 2019, increasing av-
erage daily output from 10.9 million
to 12.06 million barrels. The United
States is thus on the path to become
the world’s largest supplier of crude,
overtaking Russia and Saudi Arabia.
Yet in recent analysis, the executive di-
rector at the International Energy
Agency, Fatih Birol, has argued that
shale alone could not be relied on to

head off global shortages, which

2025

would result from the current low lev-
el of investment in conventional re-
serves and growing demand. The
IEA’ latest Word Energy Outlook,
published in November, predicts en-
ergy demand to grow by more than
a quarter between 2017 and 2040.
"This figure doubles if no improve-
ments are made to the current levels
of energy efficiency. At the current
levels of investment in conventional
reserves, shale producers would have
to raise output equivalent to “one
Russia” in the next seven years if they
are to stave off supply shortages.
That, in Birol’s words, would be
nothing short of a “small miracle.”

The power to swing

Despite the massive output gains, the
U.S. has not emerged as a swing sup-
plier to the market. Pipeline conges-
tion has created a situation where
strongly growing output cannot be
transported out of the production re-
gion, and, even when additional vol-
umes are evacuated by rail car and
trucks, a related problem of insuffi-
cient export infrastructure means
that the United States is constrained
in the volume of crude that it can ship
to global markets. These bottlenecks
prevented U.S. producers from de-
livering larger crude volumes inter-
nationally when oil prices began to
rise following production cuts by
OPEC and non-OPEC states in
2016-17. They continued to act as a

ARIZONA

Where
shale Is

constraint in 2018 when prices spiked
at over $86 per barrel in October, as
the market braced for hard sanctions
on Iran. Repeated demands from
the White House, communicated
most frequently by President Donald
"Trump via twitter, that Saudi Arabia
and Russia increase production to
keep a lid on prices was tantamount,
in the view of Moscow and Riyadh,
to U.S. acknowledgement of its in-
ability to balance the market.

As the main states in the system
with spare capacity, Saudi Arabia
and Russia increased their coopera-
tion. Deemed unthinkable less than
four years ago, the two states publicly
flaunted their “complete alignment”
of interests at the OPEC meeting
with non-OPEC allies in June. Be-
tween May and late September,
OPEC output had been raised by al-
most 1 million barrels per day, despite
falling supply from Iran and
Venezuela. Russian production too
was growing, reaching a new post-So-
viet record every month. Yet the
psychological impact of the impend-
ing U.S. sanctions on Iran was a driv-
ing factor that raised Brent prices to
$86 per barrel in October—their
highest level since 2014.

The unwanted, and seemingly unex-
pected, consequence of Trump’s an-
nounced decision for a “zero-toler-
ance” sanctions regime on Iranian oil
increased Saudi and Russian leverage
in the international market. While

NEW MEXICO
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Riyadh had long played the role of a
swing supplier on the global scale,
Moscow was less accustomed to the
limelight. For its senior officials, this
was a chance to tout Russia’s “re-
sponsible partnership approach,” in
which Russia increased output to
help balance the tightening market.
The contrast was made with the
United States whose “irresponsible
policy,” Russian officials said, pro-
duced higher prices. In their assess-
ment, the prices within the $60-$80
per barrel range, which President
Donald Trump found unacceptably
high, suited Russia just fine. In ana-
lyzing the root cause of the higher
prices in October, President Vladimir
Putin stated that “the activities of the
U.S. administration” were to blame,
most notably the expectation of sanc-
tions against Iran, political prob-
lems in Venezuela and the destruction
of the state in Libya. He declared that
Russia would be prepared to contin-
ue to grow output—irom the post-
Soviet record of 11.4 million barrels
per day achieved in October—thanks
to newly developed East Siberian
fields, such as Rosneft’s Yurubcheno-
Tokhomskoye, Taas-Yuriakhskoye
and Suzunskoye.

Rhetoric and defiance

Moscow also felt vindicated in its ar-
gument that U.S. sanctions repre-
sented an act of geopolitical inter-
ference in the market and a means of
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economic warfare designed by Wash-
ington to promote the export of
U.S. shale hydrocarbons. This argu-
ment, first postulated following the
imposition of U.S. sanctions on Rus-
sia in the aftermath of Moscow’ il-
legal annexation of Crimea in 2014,
became entrenched in the Kremlin’s
rhetoric. It appeared to receive more
credence internationally following
the announcement of the sanctions on
Iran in May, particularly as U.S.
"Treasury delegations began to nego-
tiate the sale of U.S. crude to India
and China, to replace Iranian supplies
before the imposition of sanctions in
November. Indeed, U.S. oil exports
to India soared to record highs of
347,000 barrels per day in June, ris-
ing from 8 million barrels in all of
2017 to 15 million in the first seven
months of 2018.

Yet, in the following months, the at-
tractiveness of U.S. crude dimin-
ished due to the strengthening of the
U.S. dollar and the reduction of the
Brent premium to WTT. Tehran’ de-
cision to offer insurance on cargo and
tankers operated by Iranian compa-
nies as well as oil discounts also
played a role. Speaking in October,
Indian Oil Minister Dharmendra
Pradhan stated that India would con-
tinue to purchase oil from Iran fol-
lowing the end of the sanctions’
wind-down period on 4 November.
Pradhan added that India was con-
sidering setting up a payment system

NORTH CAROLINA

SOUTH
CAROLINA

GEORGIA

FLORIDA

to buy Iranian oil using Indian rupees.
The sentiment was shared by the
E.U., which also suggested setting up
a Special Purpose Vehicle to “facili-
tate legitimate financial transactions”
with Iran, including those in oil.
Russia continued to denounce U.S.
sanctions as unilateral and illegal, in-
sisting that it would continue to
trade with Iran post-November.
China, which on average took
377,000 barrels per day of U.S. crude
in the first seven months of 2018 and
ranked as the first or second (after
Canada) top destination for U.S.
crude, responded to the escalating
trade war with the United States by
dropping U.S. oil imports to zero in
August. Even after Beijing excluded
crude from its list of tariffs, Chinese
importers did not purchase any U.S.
oil amid fears that the exclusion was
temporary and implemented only to
facilitate the delivery of those cargos
to which the parties had already
committed. To make up the shortfall,
Chinese importers turned to other
suppliers, including Iran, shipping in
a record 874,000 barrels per day of
Iranian crude in August.

Chinese refiners pointed to con-
tractual obligations with Iran as a rea-
son to continue buying Iranian crude
throughout the rest of the year,
while the country’s Foreign Ministry
issued a statement asserting the “rea-
sonable” nature of Beijing’s ties with
Tehran, which were not in breach of %
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U.N. resolutions. Indeed, an un-
precedented volume of 22 million
barrels of Iranian crude was loaded on
the supertankers of the National
Iranian Tanker Co for delivery to the
Chinese northeast port of Dalian in
late October and early November.
"This was far in excess of the month-
ly volumes of between 1 million and
3 million barrels of Iranian crude that
the port has typically received since
2015. The move was clearly in an-
ticipation of looming U.S. sanctions
and aimed at using Dalian’s vast

commercial storage facilities for sub-
sequent sale to Asian customers, as
was the case in the last round of sanc-
tions in 2014.

As the November deadline ap-
proached, the Administration’s posi-
tion of imposing zero-tolerance sanc-
tions on the purchases of Iranian oil
became untenable. This led to the is-
suance by the U.S. Treasury of “tem-
porary” waivers, which were granted
to all major buyers of Iranian oil, in-
cluding China and India. The adop-
tion of “soft” sanctions was a face-sav-

ing measure for the Administration in
the light of its inability to enforce the
initially proclaimed policy.

The Saudi Dilemma

The waivers undermined the U.S.
stance and complicated life for Sau-
di Arabia as the kingdom had raised
production to record levels, pumping
11.3 million barrels per day in
November. In conjunction with
record-high production in Russia
and the U.S., waivers resulted in a
steady decline in the price of Brent

from $73 per barrel on 5 Novem-
ber—the day when the sanctions
went into effect—to under $60 by the
end of the month. To balance its bud-
get, Saudi Arabia needs internation-
al oil prices to average $73 per bar-
rel in 2019. While this break-even
point is lower than the $83 per bar-
rel in 2018, in the situation of over-
supply, created by the combination of
soft sanctions on Iran and record-high
oil output from Saudi Arabia and Rus-
sia, it means that, to balance the
market, Riyadh needed not only to

cutits own production but also con-
vince other players within and outside
OPEC to follow suit. This was
achieved on 7 December in Vienna
when OPEC and their non-OPEC
allies agreed to cut production by 1.2
million barrels per day for six months
starting in January. Russia’s Energy
Minister stated that his country’s
production would fall by 228,000-
230,000 barrels per day, or about 2
percent. The agreed reductions are
very close to the 1.3 million barrels
per day cuts recommended ahead of
the meeting by OPEC’s Economic
Commission Board but went against
the wishes of President Trump who
demanded no change in production
and lower prices.

The U.S. Dilemma

The timing of U.S. sanctions on
Saudi Arabia would be hard to get
right. On the one hand, announcing
tough measures but watering them
down later, the way the Administra-
tion was forced to do in the case of
Iran, would damage the U.S. repu-
tation. On the other hand, introduc-
ing tight sanctions before U.S. export
infrastructure is expanded sufficiently
for shale producers to deliver addi-
tional volumes to the market would
lead prices to skyrocket internation-
ally and hurt the U.S. economy, be-
cause U.S. prices at the pump con-
tinue to be set by developments on
the global oil market.

Indeed, the IEA analysis shows that,
given the current inadequate level of
investment in conventional oil pro-
jects, the market would encounter
shortages even without sanctions on
a key supplier, such as Saudi Arabia.
Any sanctions on Riyadh would un-
doubtedly exacerbate this situation
immeasurably, requiring U.S. shale
producers to increase production on
a level of a big, not small, miracle.
Thus, in the oil market, geopolitics
will continue to rule the day. The
current oversupply was initially set in
motion by the U.S. geopolitical in-
tervention in the form of the an-
nounced tough sanctions on Iran.
The impact of this intervention will
continue to reverberate through the
market.

The decision by OPEC+ in Decem-
ber to cut production will test the
political resolve of Riyadh and
Moscow to hold ranks for any sus-
tained period of time and allow the
market to balance at the cost of the
loss of their market share.
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The decline
of Rohani

he new direction of U.S. policy

under Donald Trump has created
serious difficulties for Iranian President
Hassan Rohani, whose 2014 election
had raised great hopes in Western
countries, and especially in Barack
Obama’s U.S. 2018 marked a decline
in Rohani’s popularity, both at home
and abroad, due to the renewed
confrontation with Washington, the lack
of an expected economic recovery in
the wake of the 2015 nuclear
agreement, and the failure of efforts to
reform the Iranian political and
economic system, which is still
dominated by the Revolutionary
Guardians, the Pasdaran.
In his relationship with the United
States, Rohani finds himself constantly
having to react to the initiatives taken
by the Trump administration which, in
denouncing the nuclear agreement and
renewing the sanctions against Tehran,
has strengthened the role of the
Pasdaran, who are back in charge of
dealing with the hottest foreign policy
issues, Syria, Iragq and Yemen. Rohani
is also having to deal with a new
economic crisis that risks bringing the
country to its knees, with the rial losing
two thirds of its value against the dollar
between January and September this
year and dozens of Western companies
having to cancel contracts for billions of
dollars due to U.S. sanctions.
The final phase of Rohani's first term
has been marked by an extraordinary
wave of anti-government
demonstrations which, for the first time,
have included slogans against Tehran's
interventionist policies in Middle Eastern
crises, and explicit criticism of the
financing given to paramilitary groups
such as Hezbollah and the Yemeni
Shiite Houthi rebels, as well as the
Syrian regime. Despite the silence in
the Iranian media, protests and
demonstrations took place place
throughout 2018. In mid-November,
thousands of people, from steel mill
workers to teachers, staged a series of
demonstrations on a national scale,
supported by the conservative fringes,
chanting slogans against the president,
who is accused of bringing Iran back to
the brink of a crisis because of his
overtures to the West. Finally, the
president is facing internal security
issues, as demonstrated by the
increasingly frequent attacks against
Iranian security forces, particularly in the
border regions where the Sunni
minority is the strongest.

SIMONE CANTARINI
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or oil markets and OPEC? key poli-
cymakers, 2018 has been an unusual
year. The success of the 2016
OPECH+ cuts agreement that saw a
landmark deal between OPEC and
several key non-OPEC oil producers
to restrain output and stabilize oil
prices at a higher level opened a new
chapter in oil diplomacy. It proved
that coordination across the
OPEC/non-OPEC divide, especially
between Saudi Arabia and Russia,
was not only possible, but offered a
sustainable new format for oil market
management. Stronger than expected
global oil demand growth and ad-
herence to the cuts by OPEC+ in
2017 delivered a price recovery that
saw Brent prices average over USD
541in 2017 and extend to highs above
USD 80 in Q4 2018. But if OPEC
worked hard to create a new frame-
work for supply management, a new
oil price driver was about to enter
the stage. President Trump’s deci-
sion to pull out of the Iran nuclear
agreement and reimpose sanctions
on Iranian oil exports was not unex-
pected. But a lack of detail about the
policy created fresh uncertainty on
supply, helping to sustain a geopolit-
ical risk premium that saw prices
crest well above USD 80 in the au-
tumn. Yet it was Trump’s controver-
sial public criticisms of OPEC and its
actions and his regular commentary
on the oil price, delivered publicly
by tweet, that created the highest
level of confusion among OPEC
producers and within the oil market
itself. Trump seems to have the ca-
pacity to pull the oil market in
sharply different directions.

The 2016 deal-a historic
success

These developments came after a pe-
riod of historic success for the pro-
ducer group. In early 2018, there was
no enthusiasm for abandoning the
cuts prematurely. Despite evidence
that oil stocks had moved below the
five-year average, the hunt was on to
establish new benchmarks that would
justify cuts being left in place.
OPEC? assessment in late 2017 was
that the cuts, which had delivered
record compliance levels above 100
percent on the back of both disci-
plined supply restraint and un-
planned outages and declines across
several member countries, should ex-
tend through the whole of 2018. This
analysis was underpinned by the view
that it took a lot of time and effort to
seal the 2016 output cut agreement
and it would be safer to overtighten
the oil market than risk a return to
the oversupply situation that created
record stock builds from 2014 to
2016 and sent oil prices to historic
lows below USD 40.

Early in 2018, the demand picture

looked particularly strong, and while —
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A long
relationship

Common interests in oil and security
have bound the U.S. and Saudi
Arabia for more than eight decades,
though the period has not been
without times of strain.

At times, the rifts have been serious,
notably in 1973, when Saudi
Arabia’s opposition to the U.S.’s
support of Israel in the Arab-Israeli
war led it to impose an oil embargo.
But through it all, the relationship
has been viewed as mutually
beneficial and always gotten

back on track. Below are some

of the landmark events that

have defined relations between
these historical allies.

1933 The Standard Oil Company
of California (now Chevron) wins
a sixty-year concession to explore
eastern Saudi Arabia, making its
first discovery in 1938.

1973 Saudi Arabia imposes an embargo on its sales of oil to the
United States in response to Washington’s support for the Israeli
military during the Arab-Israeli war in October.

the U.S. supply was growing
strongly, there was no sign at that
point of the extent to which North
American growth estimates would
have to be upgraded. In March, the
view according to OPEC’ monthly
oil market report was that the call on
OPEC crude would be 32.6mn b/d
in the year, with demand growth at
1.6mn b/d and non-OPEC supply
growing by 1.66mn b/d, of which the
the U.S. alone was expected to con-
tribute 1.46mn b/d.

But by the end of the year, some of
those forecasts had been sharply
amended to account for much
stronger U.S. liquids supply growth
and downgraded demand growth due
to concerns about the prospects for
the global economy on the back of
the U.S-China trade war, a deterio-
ration in the outlook for some
emerging economies, and the impact
of the higher oil prices on demand.
While the November report held the
2018 call on OPEC crude unchanged
at 32.6mn b/d (the forecast for 2019

was lower at 31.5mn b/d), the non-
OPEC supply growth forecast for
the year had been lifted by a total
650,000 b/d, mainly on the back of a
600,000 b/d upgrade to U.S. liquids
growth, which now stands at 2.06mn
b/d. Russian supply had been up-
graded to annual growth of 70,000
b/d from an earlier forecast for a de-
cline of 160,000 b/d. That level of
non-OPEC supply growth is fore-
cast to be mostly sustained in 2019,
according to OPEC’ own forecasts,
at 2.23mn b/d, creating a sharply
lower demand for OPEC crude.

OPEC+ reinvents ol
diplomacy

But if the market balancing mission
looked tough, the policy infrastruc-
ture appeared capable of handling
the challenge. The 2016 OPEC+
cuts deal was significant beyond its
impact on physical oil balances. It
sent a strong message to markets that
major producers had reinvented oil
diplomacy in a new image—a struc-

1944 Standard Oil and Texas Oil Company (Texaco) form a partnership
in Saudi Arabia and together found the Arabian American Oil
Company, or Aramco; Exxon and Mobil later join the consortium.
Since 1980, the company, now known as Saudi Aramco, has been
entirely owned by the Saudi government.

1991 A U.S.-led coalition expels
Iraqgi forces that have occupied
Kuwait. More than half a million
American troops flood into the
region, many of them based in
Saudi Arabia.

ture that delivered market credibility
and in which longtime OPEC heavy-
weight Saudi Arabia was able to be
influential, to the point where it had
persuaded Russia to join it. Not only
did this muldlateral element send a
strong message, but the consistency
and commitment with which Riyadh
was prepared to pursue its market
aims was underlined by its readiness
not to exit the deal prematurely.

Yet Riyadh’s efforts to maintain out-
put targets were to be derailed by
two important developments. Presi-
dent Trump’s impact on oil markets
occurred in two ways.

First, he announced the U.S. with-
drawal from the JCPOA, the nuclear
deal that had lifted sanctions on Ira-
nian oil exports and freed up Tehran’s
access to global financial markets,
banking and investment in return for
restrictions on its nuclear program.
The decision, announced in early
May, was by that point expected,
Trump having made it clear in late
2017 that he would no longer agree

2000-2005 During the second
intifada in Israel, Riyadh tables
the Arab Peace Initiative,
whereby Arab countries could
normalize relations with Israel in
exchange for its withdrawal from
the occupied Palestinian
territories and a “just solution”
for Palestinian refugees.
Elements from this initiative are
adopted by the Bush and Obama
administrations.

to certify Iran’s compliance with the
deal. On the face of it, the move sup-
ported the OPEC+ mission of tight-
ening supply, implying the loss of
Iranian exports over time, a shift that
would contribute significantly to the
bullish market narrative that domi-
nated from this point until early Oc-
tober.

U.S. officials let it be known that
their approach to Iran sanctions
would be draconian and zero-sum
compared to the approach adopted
by President Obama. The White
House declared it wanted to see Ira-
nian oil exports reduced to zero, an
attempt to strangle the Iranian econ-
omy, correct Iran’s regional behavior
and even bring about regime change,
according to senior administration
figures.

Saudi Arabia played a significant role
here, assuring the U.S. it would make
up for any supply shortfall created
by the loss of Iranian barrels. The
possibility that Iran oil exports would
be completely choked off, with a re-

2017 King Salman appoints
Mohammed bin Salman as crown
prince of the Saudi Kingdom.
That same year, bin Salman
launches his Vision 2030
initiative, which aims to diversify
the Saudi economy and boost
foreign investment. The Trump
administration has generally
supported the new Saudi
leadership.

sulting loss of some 2.4mn b/d, up-
held the bullishness of oil markets
through the summer, bullishness in-
spired by the belief that the Novem-
ber re-imposition of sanctions on
Iran by the U.S. would result in a
precipitous collapse in Middle East
oil supply. Many market players
doubted whether OPEC spare ca-
pacity was sufficient to make up for
losses of that size.

Russia, as Saudi Arabia’s key non-
OPEC partner in the 2016 cuts deal,
also made OPEC and Saudi oil
diplomacy more complicated from
June onwards, making clear that
while it was prepared to nominally
remain within the cuts framework, it
would no longer restrain supply
growth. Effectively this was an exit
from the deal after the May presi-
dendal elections that had returned
President Putin for a fresh term in
office. Moscow was certainly content
to soft-pedal its weakening adher-
ence, speaking in supportive terms
but essentially allowing companies

1945 U.S. President
Franklin D. Roosevelt meets
with King Abdulaziz aboard
the U.S.S. Quincy off the
coast of Egypt. Saudi Arabia
will remain officially neutral
during World War Il but
allows the Allies to use

its airspace.

2018 The Saudi royal court
denounces the U.S. decision
to recognize Jerusalem as
the capital of Israel.

to implement their delayed growth
plans. Given Moscow’s readiness to
underline its readiness to maintain
cooperation, this was less of a chal-
lenge than President Trump’ attacks
on OPEC.

Trump’s litany of complaints

President Trump launched his first
"Twitter salvo against OPEC in April,
accusing the group of keeping oil
prices “artificially high” despite
abundant oil supplies. The tweet,
published just as OPEC officials and
ministers were meeting in Jeddah,
was a hammer blow to the organiza-
tion. Certainly U.S. feedback on
OPEC policy was nothing new, but
the blunt, undiplomatic and public
way it was delivered took OPEC of-
ficials by surprise. And it was just a
start, as Trump continued to launch
a barrage of complaints against
OPEC over the subsequent months,
deriding the organization in cam-
paign speeches ahead of the U.S.
midterm elections.

THE BIG REVERSAL

A watershed called

bin Salman

he appointment of

Mohammed bin Salman, son
of the Saudi King Salman, as
heir to the throne in June 2017
marked a watershed in Saudi
and foreign and domestic
politics, restoring Riyadh as a
strategic U.S. ally in Middle
Eastern politics and launching an
unprecedented reform path in
the Kingdom with the "Vision
2030" plan. The young prince’s
rise to power coincided with the
removal from the command
centers of figures closer to the
late King Abdullah and with an
increasingly aggressive policy
towards Iran, consolidated with
the election of Donald Trump.
The American leader chose
Saudi Arabia as the inaugural
stage of his first trip abroad in
May 2017, ending the policy of

openness towards Iran that had
characterized the presidency of
Barack Obama (2009-2017) that
had led to the nuclear
agreement being signed in July
2015, an agreement that was
strongly criticized by Saudi
Arabia and Israel. The
relationship between the young
crown prince, the president of
the United States and the
latter’s son-in-law, Jared
Kushner, has also
contributed to a gradual
rapprochement between
the Sunni Gulf
monarchies and the
State of Israel in
opposition to Iran,
and in favor of the
re-imposition of
sanctions against
Tehran by
Washington.
Mohammed bin
Salman'’s rise to
power coincided with a clear
break with Qatar on June 5,
2017, which led to a redefinition
of the Gulf Cooperation Council,
led by Saudi Arabia and the
United Arab Emirates, with
implications for OPEC as well.
Qatar’s decision, announced last
December 3, to pull out of the
Cartel in 2019, appears to be a
direct consequence of that
redefinition by Mohammed bin
Salman. On the energy front, the
politics of the young heir to the
throne and his faithful entourage
have been no less aggressive.
The announcement in 2016 that
the oil giant Aramco might be
listed on a stock exchange,
which has not yet happened,
and a general review of the entire
sector, has allowed Riyadh to
establish relationships with
foreign partners other than the
United States, in particular China
and Russia. The relationship with
Moscow and personally with
President Vladimir Putin, Iran’s
main ally, was one of the most
important moves by Mohammed
bin Salman. The agreement
signed at the end of 2016 to cut
production between OPEC and
the ten countries outside the
Cartel led by Russia has resulted
in an unprecedented level of
cooperation between Riyadh
and Moscow, cooperation based
on a common interest in
managing the price of crude oil.

SIMONE CANTARINI
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The attacks did not seem to be purely
rhetorical, and OPEC officials feared
there was substance and the possibil-
ity that U.S. legislators would carry
forward the draft NOPEC bill,
which sought to allow OPEC coun-
tries to lose sovereign immunity from
potential prosecution under U.S. an-
dtrust law. The NOPEC bill has seen
several incarnations since 2008 and,
given its rare bipartisan support in
Congress, is seen by OPEC officials
as a genuine threat to the organiza-
tion.

President Trump’s call for OPEC to
maintain a higher oil supply and bring
prices lower was a key challenge to
OPEC:s efforts to establish a credible
market management message ahead
of the June OPEC meeting. Not only
did Saudi Arabia have to contend
with the de facto departure of Russia
from the cuts, but it had to appear re-
ceptive to the U.S. message increas-
ing supplies to keep a cap on the oil
price, while at the same time working
to prevent an uncontrolled slide in
oil prices. This then became the gen-
esis of the conflicted Saudi policy that
has resulted in a few U-turns and
made credible market messaging so
much more difficult in the run-up to
the 2018 December OPEC meeting.
Aside from the U.S. pressure to send
oil prices lower, even after declining
by more than 30 percent since the
early October peaks, the U.S. an-
nouncement of widespread waivers
on Iranian oil sanctions took the mar-
ket and OPEC oil producers by sur-
prise. The absence of any coordina-
tion on this volte-face in U.S. policy
took Saudi Arabia by surprise, as it
had already opened its taps to reas-
sure markets and accommodate the
U.S. Iran policy and was now faced
with a bearish oil market that would
require it to rein in the surge. In
November 2018, Saudi output ex-
ceeded 11 mb/d, 1 mb/d above its
OPEC quota. Even in the face of the
recent price fall, Trump continues to
urge Saudi Arabia not to change
course and cut output, congratulating
himself for providing American citi-
zens, but also other net oil importers,
with a “tax cut.”

Saudi choices are getting
harder and harder

Intervention from the White House
has left Saudi Arabia facing multiple
new challenges, many of which em-
anate from the U.S. A constant chal-
lenge for OPEC has been to identify
the nature of the shock hitting the
market. If the declines in the oil price
are temporary, driven for instance by
speculative demand pressures and by
deterioration in expectations, then
Saudi Arabia’s push to cut output to
stabilize market expectations and re-
verse the oil price decline could result
in higher and more persistent price
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gains. On the other hand, if the de-
clines in oil price are driven by struc-
tural shifts in supply-demand, then
Saudi Arabia may be reluctant to cut
oil output as this would result in re-
duction in market share and rev-
enues, as any temporary gains in the
oil price will fade. So how Saudi Ara-
bia perceives the shock is one of the
key determinants of its output deci-
sion. The rapid growth in U.S. shale
supply and the resulting shift in trade
flows, its short-term investment cy-
cle, and its responsiveness to price
signals represent new structural fea-
tures in the oil market, features which
complicate OPEC’s management of
the oil market. Another structural
change is the increased uncertainty in
the prospects of global oil demand
growth as governments pursue more
aggressive climate change and air
pollution policies and as technologi-
cal advancements are expected to re-
duce the share of oil in the transport
sector.

However, the U.S. impact on the
oil market is not only confined to
developments in U.S. shale. Presi-
dent Trump’s capacity to influence —

Qatar’s Isolation

and the Agreement

to Cut Production

The country’s announcement that it is to
withdraw from the cartel of petroleum
exporting countries in January could
have significant geopolitical effects.
Qatar has been isolated by many of its
neighboring states, who claim that Doha
supports political Islam in the region.
Meanwhile, the OPEC summit in Vienna
ended with the decision to cut
production by 1.2 million barrels per day

atar has announced it will

withdraw from the

Organization of Petroleum
Exporting Countries (OPEC) by
January 2019. Officials of the Gulf
State, an OPEC member since
1961, said they intend to focus
on gas production. Qatar, one of
the world’s largest natural gas
exporters, has been boycotted by
many Saudi Arabia-led Arab
nations who accuse Doha of
financing terrorism. Qatar’s
Minister of State for Energy Affairs,
Saad al-Kaabi, underscored that
his country’s decision to leave the
international body is not driven by
geopoalitical considerations.
The announcement came within a
few hours of the opening of the
Vienna OPEC summit held on
December 6-7 that ended with the
decision to cut oil production by
1.2 million barrels per day. Qatar’s
withdrawal from OPEC is not
expected to have a major impact
on oil prices, since the country
only produces 0.6 million barrels
per day and ranks 11th among
the cartel’s members.

The Vienna OPEC meeting

To implement the reduction agreed in
Vienna, OPEC members will cut
production by 800,000 barrels per
day, while Russia-led oil producers
will cut the remaining 400,000 barrels
per day. Ahead of the Vienna
meeting, Russian President Vladimir
Putin said he was confident, as Saudii
Crown Prince Mohammed bin
Salman had agreed to extend output
cuts. Russia is one of the largest oil
producing countries outside the
OPEC cartel. Donald Trump said the
United States, also not a member of
OPEGC, was in favor of maintaining
current levels of production.

Within a few hours of the
announcement of the deal reached in
Vienna, oil prices increased by 5.2
percent, trading at USD 63.11 a
barrel, and rose again by 4 percent
last week following the
announcement of a truce in the trade
war between the United States and
China. The aim of curbing oil
production is to avoid falling oil
prices. As to how output cuts will be
shared among OPEC members, the
reduction could be carried out

entirely by Saudi Arabia, or it could
be shared fairly among the various
member countries, with Libya, Iran
and Venezuela—which is to assume
the presidency of OPEC next year—all
set on maintaining their current levels
of production. OPEC members were
in a similar situation in 2014 when oil
prices started to fall from USD 100 a
barrel. Many analysts have
underscored the need for Saudi
Arabia to comply with requests to
curb its output at this sensitive time,
as the country faces the political
consequences of the Jamal
Khashoggi case. An alternative
solution for Saudi Arabia could be to
maintain their oil production as high
as possible and request other OPEC
members to implement the cuts. In
recent months Libya and Nigeria
have been increasing their oil
production, and the former in
particular has doubled its output to
1.3 million barrels per day.

Qatar’s isolation
The other point on the agenda of

the Vienna meeting was Qatar’s
withdrawal from OPEC. In June

‘we

2017, Bahrain, Saudi Arabia, Egypt
and the United Arab Emirates
severed diplomatic relations with
Qatar. These countries’ major
airlines will stop flying to Doha, and
Qatar’s diplomatic missions have
been closed or significantly
curtailed. Qatar’s Al Jazeera
television broadcasts have been
permanently banned and its offices
shut down. All these countries
except for Egypt have also
banished Qatari citizens from their
national territory. These measures
have won praise from U.S.
President Donald Trump, whose
policy it is to further Saudi Arabia’s
interests in the region. American
foreign policy in the Middle East has
resulted in the imposition of new
U.S. sanctions against Iran in
August and November 2018, and in
Washington’s withdrawal from the
Iran nuclear deal signed in Vienna in
July 2015. The U.S. Administration,
however, has granted a six-month
exemption from U.S. sanctions to
eight Iranian oil importing nations,
resulting in higher than expected
Iranian oil production.

A troubled region

Tensions in the region continue to be
high. Britain and France requested a
United Nations Security Council
meeting to discuss the medium-
range ballistic missile test carried out
by Iran on December 1, 2018. U.S.
Secretary of State Mike Pompeo
accused Iran of test-firing the missile
in violation of U.N. Security Council
resolution 2231 on the Iran nuclear
deal. Washington’s position is that
any possible agreement on Iran’s
nuclear program should include
restrictions on Iran’s ballistic
program among the points of
negotiation. Also, as a result of the
new American sanctions, Iranian
crude oil production has fallen to 3.4
million barrels per day in recent
months. Qatar’s announcement that
it is to withdraw from OPEC by
January could have significant
geopolitical consequences. The
country has been isolated by many
neighboring states who claim it has
supported political Islam in the
region. On the one hand, Qatar’s
departure is not expected to have a
major impact on oil prices. On the
other, the decision taken at the
Vienna meeting to cut oil output,
despite uncertainty over its
implementation and Trump’s
opposition, could contribute to
significantly increasing oil prices, as
Russia and Saudi Arabia wish.

GIUSEPPE ACCONCIA
Journalist and specialized researcher

in the Middle East (Bocconi University
of Milan and London).
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In Libya,

Everything

is at Play

The Tripoli stabilization plan,

agreed at the Palermo conference,

is the result of the change in the
geopolitical scene in the Middle East
caused by Donald Trump’s
accession to the White House

even years after the
outbreak of civil war, Libya
finally seems able to aspire

to stability. At the Palermo
conference last November, a plan
was agreed to for the approval of
a new constitution and therefore
the election of a new parliament
and eventually a new head of
state. This result—still subject to
numerous variables—has been
made possible by the profound
change that Donald Trump's
arrival at the White House has
brought to the geopolitical scene
in the Middle East.

Obama's policy alienated
the Saudis and Israelis

During Barack Obama’s first term,
with Hillary Clinton at the
Department of State, Turkey was
able to greatly extend its influence
over the area, supporting the “Arab
Spring” thanks to Qatar's financial
and media support, with its satellite
broadcaster Al Jazeera playing a
key role in the organization of the
riots. In his second term, Obama
instead turned the attention of U.S.
diplomacy to Iran, aiming at an
agreement to control the nuclear
program in Tehran. In both the first
and second stages, Washington
raised the ire of two traditional allies,
Saudi Arabia and Israel, who were
intimidated by the growth of the
Muslim Brotherhood, the stability of
Egypt and the expansion of Iranian
influence in Syria and the Gullf.

In an attempt to prevent an
agreement with Iran, the Saudis and
Israelis founded a bank in Francois
Hollande’s France. By vigorously
opposing the agreement with
Tehran, the French President
achieved significant contracts in the
fields of Saudi energy and defense,

and a privileged relationship with
General Khalifa Haftar, a strongman
in Cyrenaica, the eastern coastal
region of Libya. However, the
picture has now changed
completely.

Trump upsets the apple cart
and the old alliances return

In May 2017, Donald Trump made
his first trip abroad to Riyadh,
revolutionizing United States foreign
policy and rebuilding the traditional
system of alliances in the Middle
East, based on a very strong
relationship with Israel and Saudi
Arabia. This decision was favored
by the rapprochement in previous
years of the two countries, which
had found ground for dialog in
defending Egyptian stability, in
contrast to the expansion of Turkey
and Iran. The breakthrough slowly
became effective in Libya, and
these positive developments
contributed to the agreements
reached in the energy field between
[taly and Egypt, with Russia and
Qatar later coming on board.

Macron becomes ruthless

Since summer 2017, French
President Emmanuel Macron, has
been reacting to the new structure
in the region. His attempts to speed
up the planning of the presidential
elections in Libya have crystallized
the situation, rewarding Haftar and
France itself, which is aiming to
develop its own energy industry in
Cyrenaica. However, Macron has
not been supported by Trump, who
has kept a low profile on Libya and
has instead offered support to the
elaborate stabilization plan drafted
by the United Nations
representative, Ghassan Salamé, a
plan which is supported by Italy.

Signs of peacemaking

The new geopolitical framework has
made it possible to launch concrete
dialog between the various Libyan
factions, in particular between Sarraj
and Haftar. On October 7, 2018, the
Libyan Prime Minister announced a
government reshuffle, notably the
nomination of Fathi Bashagha to the
helm of the Ministry of the Interior. A
representative of the powerful militias
of Misrata—a city historically linked
to Ankara, due also to the strong
ethnic Turkish minority there—
Bashagha should be able to
reassure his fellow citizens in the
face of a general understanding
between Tripoli and Benghazi. In
November, Abdullah al-Dersi was

also appointed to head the Libyan
intelligence services. A native of
Cyrenaica, the new head of the
secret services had already been put
forward for the position in 2015 by
the Tobruk House of
Representatives, and has worked
together with the Ministry of the
Interior of the unrecognized
Benghazi-based “transition”
government.

Toward a new Constitution

Together with the progress made in
Cairo on the creation of national
armed forces, these signs of
reconciliation made it possible to
achieve the first concrete results on
the road to the stabilization of Libya,

at the Palermo conference. The
only—albeit significant—exception
was Turkey, whose Vice-President
Fuat Oktay quit the conference
over a dispute with the Egyptian
leader Abdel Fatah Sisi. The
conference participants endorsed
the new United Nations action
plan, which projects the
convocation of a national
conference, the approval of a new
constitution, and the celebration of
parliamentary elections in spring
2019. Until then, the Sarra;
government will remain in charge
in Tripoli. This is the only Libyan
entity to have managed to lift the
UN embargo on the purchase of
arms. “There is no need to change

the horse while crossing the river,”
noted Haftar, recognizing the
strengthening of his rival.

Next steps

The new UN plan notes the “failure”
of the Tobruk House of
Representatives, the parliament
that meets in eastern Libya, in
securing a constitutional framework
for the elections which, according
to the French plan, should have
taken place on December 10,
2018. The "roadmap" foresees the
strengthening of security in Tripoli
by replacing the militia with regular
police forces, the recognition of the
Central Bank and the National Oil
Corporation as institutions

THE BIG REVERSAL

common to the whole country, the
dissolution of the militia, and the
creation of national armed forces.
On the domestic front, the Libyan
High Council of State in Tripoli and
the House of Representatives, the
parliament in Tobruk, are trying to
reach an agreement to appoint a
new executive authority in Libya.
The idea is to reorganize the
current presidential council led by
Prime Minister Sarraj, appointing a
president and two members and a
new separate government. “We'll
see if a real deal can be reached,"
Salamé said to the Security
Council.

ALESSANDRO SCIPIONE

and even take credit for oil market
moves remains undimmed. This has
created a conflict for Saudi Arabia.
On the one hand, the Kingdom
needs oil prices to regain upward
momentum in order to meet its rev-
enue targets and continue its spend-
ing on welfare and the reform
agenda that is crucial to the coun-
try’s long-term economic well-be-
ing. Unlike in 2014, when Saudi
Arabia decided not to cut output in
face of a structural shock to market
fundamentals (slowdown in demand
growth, rise in U.S. shale produc-
tion, and the return of many dis-
rupted countries to the market), the
Kingdom’s current financial buffers
are thinner and the prospects for its
economy and the private sector are
weaker, while government spending
keeps rising. At the same time,
Riyadh can’t be seen to be pushing
oil prices to high levels, and at a
minimum not be seen as a leading
voice for sharp output cuts. This
represents a fundamental shift in
market perceptions about Saudi oil
policy as the market doubts that
Saudi Arabia can make its output
decisions independent of pressure
from Trump. These constraints may
require the Kingdom to change how
it acts and signals to oil markets.

The future conditions

Looking ahead, two factors will re-
main uppermost: U.S. policy on Iran
and President Trump’ capacity to pre-
serve the strategic relationship with
Saudi Arabia amid pressure for some
form of sanctions from Congress.
On the former, the U.S. focus on
countering Iran’s influence in the re-
gion appears to be undimmed, even if
the tactical pathway has become con-
fused due to the sanctions waivers. On
the latter, President Trump is keen to
preserve its strategic relations with
Saudi Arabia and has little enthusiasm
for putting arms sales to Saudi Arabia
on the table for discussion. As such,
one should assume that core strategic
relations between the U.S. and Sau-
di Arabia remain cemented in place,
even if the bilateral relations have suf-
fered in the wake of the Khashoggi af-
fair. Saudi Arabia itself will need to
continue to perform a delicate bal-
ancing act. It must keep oil prices
moderate enough to avoid censure
from the White House, avoid slow-
ing down demand growth, and mod-
erate U.S. shale supply growth, but
also put in place long-term policies
that secure the kingdom’s finances.
Until real economic reform and eco-
nomic diversification is enacted,
Riyadh cannot afford to abandon its
short-term market-balancing efforts,

efforts which will become increasingly
difficult.
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The first time

together

July 7, 2017 — Trump and
Putin hold their first bilateral
meeting on the sidelines of
the G20 summit in Germany.
During their meeting, which
lasted two hours and twenty
minutes, the two presidents
discussed Syria, cyber
security, North Korea

and Ukraine.

Hello Viadimir...
November 14, 2016 —
During their first official
phone call, President
Trump and President

Putin agree on the
“extremely unsatisfactory
state of relations” between
Russia and the United
States.

Peaceful

relations

November 11, 2017 —
Informal talks between
Trump and Putin on the
sidelines of the Asia-
Pacific Economic
Cooperation (APEC)
summit in Danang,
Vietnam. In a tweet after
the meeting, Trump
wrote: “When will all the
haters and fools out there
realize that having a good
relationship with Russia is
a good thing, not a bad
thing?”

We All Loved Each Other So Much

Witch Hunt

July 16, 2018 — On the
morning of the Helsinki
meeting with Putin,
Trump tweets, “Our
relationship with Russia
has NEVER been worse
thanks to many years of
U.S. foolishness and
stupidity and now, the
Rigged Witch Hunt!”

Congratulations
March 20, 2018 — Trump
congratulates Putin on his
re-election in a phone call
and discusses a potential

summit with his Russian
counterpart, despite
questions about the
legitimacy of the
campaign and Russia’s
alleged efforts to
manipulate the 2016
U.S. election.

The canceled

meeting

November 29, 2018
Following renewed tensions
between Russia and Ukraine,
Trump canceled a meeting
with the Russian president
that was scheduled to take
place during the G20 in
Buenos Aires. The two did
exchange a few words

on the margins of the
family photo and later
during the dinner with

all the leaders.
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The Trump-Putin relationship is more difficult following the midterm election results

The Thaw Can Wait

In his first two years in office, the U.S. president
has failed to achieve the rapprochement with Russia

he promised to seek during during the 2016 campaign,
and there is reason to believe that concrete results on
this front will elude him over the next two years

Editor-in-chief of Agenzia Nova, of which
he was founder, was correspondent from
Moscow for the Italian agency Ansa and
for the newspaper La Stampa, for which
he also followed the activities of the EU

Institutions from Brussels and Strasbourg.

He was responsible for the regional
service of the AdnKronos agency.

ad his party performed well in the
mid-term elections, Donald Trump
would probably have accelerated re-
lations with Russia, trying first to
avoid nuclear rearmament, and then
seeking collaboration on other plans,
with a view to gradually overcoming
the economic sanctions imposed on
Moscow.

The president’s party continues to
control the Senate, so it is unlikely
that the investigation into the rela-
tions between members of his staff
and emissaries of Vladimir Putin
will end with a conviction. The
House, however, is now firmly con-
trolled by the Democratic opposition,
which will certainly redouble its in-
vestigative efforts, aiming at im-
peachment or, at the very least, mak-
ing Trump unpopular enough to
stop his being re-elected. It is a dif-
ficult game to play for the Democrats
but also for the president, who had to
give up a planned bilateral meeting

with Putin at the G20 summit in
Buenos Aires.

Domestic and international
factors

Just a few days before the summit, on
November 25, two Ukrainian patrol
boats and a tugboat were forcibly de-
tained by the Russian Navy at the en-
trance to the Kerch Strait, which sep-
arates the Crimea—annexed by
Moscow in 2014—from the Russian
region of Krasnodar. At least three
Ukrainian sailors were injured in
the action; the 24 members of the
crews were arrested and 15 of them
sentenced to two months in prison for
crossing the border illegally. The
Ukrainian reaction was very tough.
President Petro Poroshenko invoked
NATO intervention in the Black
Sea and declared a state of war in all
the regions bordering with Russia and
Moldova. Moscow accused him of
wanting to prevent free elections in

the presidential elections to be held
in March, because the regions in
which the state of war is in force are
essentially Russian-speaking. The
polls, moreover, show Poroshenko to
be in trouble and seem to favor his ri-
val, Julija Timoshenko, who was vig-
orously supported by Hillary Clinton
when she headed the State Depart-
ment.

The day after the Russian-Ukraini-
an naval confrontation, Trump's for-
mer lawyer, Michael Cohen, who is
involved in the “Russiagate” investi-
gation, changed one aspect of his pre-
vious testimony, stating that Trump
had intended to build a hotel in
Moscow when he was already a can-
didate for the White House. The two
facts—the naval confrontation and
Cohen’s new testimony—prompted
Trump to cancel the meeting with
Putin, which had been carefully pre-
pared by National Security Adviser

John Bolton during a recent visit to —
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January 13
The economic sanctions
imposed on Russia in
2014 for its annexation
of Crimea are extended

June 20

The U.S. imposes
sanctions on 38
individuals and entities.

July 30

In response to the
approval of new sanctions
by the U.S. Senate on July
27, Vladimir Putin orders
America’s diplomatic staff
in Russia to be cut from
755 1o 455.

August 2

Trump signs the bipartisan
bill introducing fresh
financial sanctions over
Russian interference in the
2016 American elections.
After signing the bill,

the President releases a
statement saying that the
bill is “flawed” and adding
that “it improperly
encroaches on executive
power, disadvantages
American companies and
hurts the interests of our
European allies.”

August 31

In retaliation for Moscow’s
decision to cut U.S.
diplomatic presence

in Russia, the Trump
administration orders

the closure by September
2 of three Russian
diplomatic facilities in San
Francisco, Washington
D.C. and New York.

October 31

The Trump administration
draws up a list

of individuals or
organizations that are
“part of, or operate for

or on behalf of, the
defense or intelligence
sectors of the Government
of the Russian Federation”
to be sanctioned from
January 29.

January 26

21 individuals and 9
companies are added

to the list of sanctions
against Russia for its
annexation of Crimea from
Ukraine and its support
for separatist rebels.

20185

March 2
Economic sanctions
against Russia are
extended for one year.

March 15 March 26 March 29 April 6 July 5 August 27

The United States makes The United States orders Russia orders 60 U.S. The United States Russia extends the food The United States

first use of the CATSAA law | 60 Russian diplomats diplomats to leave the designates 24 Russian import ban from the U.S. imposes a ban on arms
for “Countering America’s to leave the country. country. oligarchs close to Putin and the European Union sales, arms sales
Adversaries” passed on for visa bans and asset until the end of 2019. financing, U.S.

January 29. Sanctions are freezes. government credit or

impose

d on 18 Russians

(13 of whom are under
investigation for Moscow’s

alleged

in the 2016 American
presidential election) and
one company, Internet
Research LLC, known

meddling

as the “troll factory.”

Moscow. The two did manage to ex-
change a few words on the sidelines
of the summit. During the press
conference at the end of the Buenos
Aires summit, Putin himself gave
the U.S. president his version of the
facts in the Kerch Strait. It is never-
theless clear that the Democrats—and
others besides them—intend to do ev-
erything they can to hinder the de-
velopment of relations between the
two leaders. It is difficult for staff
alone to find agreements on complex
issues, despite the two leaders speak-
ing to each other and having shown
on several occasions that they can find
common ground. It happened in
Syria, for example, where Russians

TRADE IS GROWING AGAIN

In spite of sanctions, trade
between the United States and
Russia has started to increase
again, although it is still not back
to 2014 levels.

IMPORT [ EXPORT
(million U.S. $)

Source: U.S. Census Bureau

and Americans conducted military
operations for months without inci-
dent. This cooperation also took
place in the management of oil prices,
an area in which Putin accepted
Trump’s request to restrict prices. The
Russian budget, moreover, has been
set to hold at a price of 40 dollars a
barrel, about half what is needed by
Saudi Arabia to avoid spending cuts
and an increase in its deficit.

"Trump would like Russia to become
a strategic ally in the battle for the
containment of China, and Putin is
well aware of the history of his coun-
try, which was dominated for some
400 years by an invader from the East.
While China has 1.3 billion inhabi-

14,5441

JAN/DEC 2016

Two Years of Actions
and Reactions

tants, Russia has just under 147 mil-
lion, only 36 million of them living in
Siberia. The growth of Chinese pow-
er is, for Moscow, the strategic risk
par excellence, but the hostility of the
United States is pushing Russia to es-
tablish ever closer ties with China.
The level of distrust between the two
Asian giants, however, can be seen in
concrete decisions, such as the route
of the “New Silk Road,” which cross-
es dozens of countries but circum-
vents Russia.

The containment of China
and the role of the E.U.

During his first two years in the
White House, the U.S. president

17,021.4

other financial assistance
and exports of national
security sensitive goods.

has failed to achieve the rapproche-
ment with Russia he had announced
during the election campaign, and
there is reason to believe that con-
crete results on this front will elude
him even over the next two years.
The leaders of the two countries
may be doing their best to avoid
friction, but the objective situation
favors competition. In the United
States, moreover, no one considers
Russia an ally, and the idea of at-
tracting it into the western orbit in
order to counteract Chinese growth
more effectively should not involve
strengthening Moscow’s strategic
position.

Since the fall of the Berlin Wall,

17,694.9

JAN/DEC 2017

JAN/OCT 2018

September 20
The U.S. State Department
adds 33 Russian defense and
intelligence officials to the list
of sanctioned individuals.

September 26
The U.S. Department of
Commerce imposes sanctions
on 12 Russian companies
alleged by the agency to be
acting against the interests

of the United States.

Washington has always done its ut-
most to prevent even economic in-
tegration between Russia and the
European Union. Republicans and
Democrats have strongly and suc-
cessfully opposed the creation of the
South Stream gas pipeline, which
was supposed to bring Russian gas
to Italy, across the Black Sea, Bul-
garia, Greece and Albania. Similarly,
U.S. politicians on both sides are
still opposed to the doubling of
Nord Stream, the gas pipeline that
supplies Germany with gas from
Russia through the Baltic Sea,
“avoiding” Ukraine and Poland. In
repeated communications with Ger-
man Chancellor Angela Merkel,
Trump has insisted that Germany
should buy liquefied natural gas
from the U.S., rather than cheaper
Russian methane. Yet, if not to Eu-
rope, Moscow would sell it to
China, alleviating that country's de-
pendence on oil imported by sea.

Moreover, Putin may have hoped
for Trump to beat Clinton in the
elections, but that doesn't mean he
is willing to support him on every
occasion. As a result of the harsh
political battle in the United States,
the president is spending more time
defending himself against opposi-

tion attacks and paying less attention
to Putin's maneuvers to diminish
the erosion of Russia’s area of influ-
ence. The occupier of the White
House evidently has two priorities:
1) to contain China militarily to hin-
der its expansionism in the Pacific,
diplomatically to remove North Ko-
rea from Beijing’s protection, and
finally to limit the commercial and
economic strength of the country; 2)
to reduce the “independence” am-
bitions of the European Union and
keep the continent firmly in the
West and under Washington’s con-
trol. According to Trump’s strate-
gists, this is the only way to win the
battle with the Chinese, and they
are probably right.

As for Russia, the thaw can clearly
wait and, while waiting for relations
with the U.S. administration to
strengthen, which could come with
a second term presidential mandate
for Trump, it can be kept at bay with
sanctions, with the heavy military
engagement in Syria and with the
continuing tensions along the band
that runs from Finland to the Cau-
casus, through Poland, Ukraine, and
Romania.
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Tsar Vladimir between
triumphs and shadows

Following his triumph in the
presidential elections last
March, which saw him returned to
power with 77 percent of the vote,
Vladimir Putin began his fourth
term by focusing on economic
growth and budget consolidation.
Among his efforts was a reform of
the pension system, which, having
significantly raised the retirement
age, caused considerable
discontent. The budget was set to
ensure balance even with an oil
price at $40 a barrel. An approach
which, incidentally, was also useful
in the discussions held with
Donald Trump, who called for a
reduction in oil prices. For
Moscow, in fact, it was easier to
agree to the cut demanded by
Washington than for Riyadh, which
can only balance its budget if the
price per barrel is $80.

Despite the discontent about
pension reform and the defeats
suffered by his party, United
Russia, in some local elections,
Putin maintains a firm grip on
power and broad popular
CONSeNsus, a Consensus also
supported by controversies in the
West regarding cases such as
doping among Olympic athletes.
The economic sanctions adopted
following the annexation of Crimea
in 2014 caused the national
economy to contract significantly
and led to a sharp drop in the
ruble, which increased the cost of
imports, but favored exports. The
government has launched an
extensive program of subsidies for
agricultural and industrial
companies in an attempt to
encourage the production of good
quality mass consumer goods and
to reduce the country’s
dependence on imports from
abroad.

The military intervention in Syria
has allowed Russia to resume a
leading role in the Middle East,
maintaining a strategic position in
the Mediterranean. The conflict
also showcased the country’s
military, one of the few cutting-
edge industries in Russia. Putin
has also shown that he is able to

deal with such diverse interlocutors

as Iran, Turkey and Saudi Arabia,

maintaining cordial relations and
collaboration with all three.

His greatest failure lies perhaps in
not being able to restart relations
with Washington. The head of the
Kremlin placed his bets on Donald
Trump winning the 2016
presidential elections, but
investigations into the so-called
“Russiagate” have so far prevented
Trump from starting a constructive
dialog with Putin, and this is
unlikely to happen before the end
of the U.S. president’s current
mandate.

Putin’s other serious failure lies in
the ever closer relations between
Kiev and the West. Despite
annexing Crimea and controlling
the separatist areas of the
Donbass, Moscow has in fact lost
its influence over Ukraine, a
country which is crucial to Russia’s
strategic security. Moreover,
economic support for regions torn
away from Kiev is adding to the
costs that Russia bears for
sustaining the separatist republics
of Moldova (Transnistria) and
Georgia (South Ossetia, Abkhazia
and Adjara) and military
intervention in Syria. The
expenditure is considerable for an
economy like Russia’s; its GDP in
2017 was just 57.46 percent of
California’s.

FRANCESCO MARINO
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He is Senior Fellow and Head of the
Energy Program of the IAl (Institute for
International Affairs), where he coordinates
projects on the issues of energy security,
with a focus on the external dimension

of Italian and European energy policy.

n recent decades, Europe's depen-
dence on Russian gas has been a cause
for concern, as well as a driver of for-
eign policy, for the various adminis-
trations installed in the White House.
You only need to look back a few years
to understand the roots of this situ-
ation and revisit the first steps taken
by Washington to stem the energy
power of Moscow over its Euro-
pean allies. The race to control the re-
sources of the Caspian—which began
in the 1990s following the collapse of
the Soviet Union, and materialized in
the signing of the "Contract of the
Century" and the construction of the
Baku-Tbilisi-Ceyhan oil pipeline—is
only the first step in a saga which has
seen the two former superpowers
clash, sometimes via proxies, on the
energy chessboard of the European
continent. In recent years, thanks to
the shale revolution started in the
mid-2000s, American pressure has in-
tensified, peaking with the 2013/14

crisis in Ukraine and the Obama ad-
ministration's promises of large vol-
umes of American liquefied natural
gas to reduce the allies' dependence
on Moscow.

Washington’s energy
shadow over Europe

But U.S. attention to European de-
pendence on Russian gas pre-dates
the shale “boom” and Washington’s
potential interest in exporting LNG
to Europe. Already in the first half of
the 2000s, with the emergence of Eu-
ropean concerns regarding security of
supply, Washington’s diplomatic ac-
tion focused on diversifying the sup-
ply of gas in Europe through the cre-
ation of alternative routes to the
supplies coming from Moscow. The
creation, in 2008, of the figure of the
U.S. Special Envoy for Eurasian En-
ergy—entrusted in the first instance
to C. Boyden Gray—and the diplo-
matic activism of his successor Amb.

Richard Morningstar, are clear evi-
dence of the importance of the dossier
for Washington. This importance
has been recognized, it must be em-
phasized, by both the Republican ad-
ministration of George W. Bush and
the Democratic one of Barack Oba-
ma, and up to today's approach—al-
beit ambivalent towards Moscow—
taken by Donald Trump. Washing-
ton’s action was initially focused
mainly on promoting the Southern
Gas Corridor—a network of gas
pipelines envisaged by the European
Commission to transport volumes of
gas from the Caspian Basin and Cen-
tral Asia to Europe—and on sup-
porting the implementation of the
Nabucco project, which failed mis-
erably in 2013 and has now been re-
placed by its younger brother (in
terms of transport capacity) TAP, in
which the last two occupiers of the
White House have invested sub-
stantial political and diplomatic cap-

ital. Donald Trump's encourage-
ment to Italian Prime Minister
Giuseppe Conte, on a visit to Wash-
ington last July, to achieve early
completion of the Trans Adriatic
Pipeline, is just the latest manifesta-
tion of American interest in opening
the south-eastern supply route. Also
in southeastern Europe, it is impor-
tant to highlight Washington’s at-
tempts to resolve the energy stalemate
in the eastern Mediterranean. With
the discovery, in 2015, of the huge
Egyptian Zohr gas field - in addition
to other minor discoveries made in Is-
raeli and Cypriot waters - a new en-
ergy region has been created at the
borders of Europe (and, as far as
Cyprus is concerned, within it). The
strategic value of the Eastern Mediter-
ranean in achieving the European ob-
jective of diversifying from Moscow
has obviously not escaped Washing-
ton, which, building on its strong ties
with Israel and the presence of Amer-

ican oil majors in the region, has ex-
pended a lot of energy in encourag-
ing cooperation between the differ-
ent actors involved in the match. In
this context, it is worth highlighting
the constant action by Amos J.
Hochstein, appointed by Obama as
U.S. Special Envoy for Internation-
al Energy Affairs, with a clear oper-
ational mandate in the Eastern Med
region.

Frontal collision on the
geopolitical front

While American diplomatic pres-
sure on these two fronts has attract-
ed little media attention, Washing-
ton's opposition to the Nord Stream
2 project has been widely reported. As
regards the Southern Gas Corridor
and the Eastern Mediterranean, in
fact, energy relations between
Moscow and European countries are
only indirectly (and in a marginal
sense) affected by American action,

while the United States' manifest hos-
tility to Nord Stream 2 has led to a
head-on confrontation with Russia.
American pressures on the project, in
particular, intensified when the two
former superpowers were set on a col-
lision course by the crisis in Ukraine
and the annexation of Crimea: Pres-
ident Obama himself, his deputy Joe
Biden and Hochstein himself open-
ly opposed the construction of the gas
pipeline, proposing that Europe
strengthen its energy trade across the
Atlantic Ocean.

With the advent of Donald Trump to
the White House, American rhetoric
towards Moscow has become am-
bivalent. The tycoon's attempts at a
rapprochement with the Kremlin
are met by fervent bipartisan positions
against Russia in Congress, which, af-
ter Democratic control of the House
of Representatives was restored fol-
lowing the midterm elections (in its
first month of work, the new lower

house has promptly adopted a reso-
lution against Russian-German con-
duct) could tighten action against
Moscow. The centrality of the Nord
Stream 2 issue for the Republican ad-
ministration as well was in any case
confirmed at the NAT'O summit last
July, during which—with his usual
"colorful" rhetoric—President Trump
underlined the danger for Germany
to depend on the supply of Russian
gas. Criticizing Berlin's decision to
proceed with the project, and high-
lighting its negative implications for
key White House allies in Central and
Eastern Europe, such as Ukraine
and Poland, Trump sent a clear mes-
sage to European partners. While
avoiding a head-on clash with
Moscow, the President offered a se-
ries of incentives for Europe to im-
port of American LNG, in order to
open new markets for U.S. produc-
ers, which at the same time limiting
Russian energy penetration in Eu-
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After the first bilateral meeting with Italian Prime Minister Giuseppe
Conte in Washington on July 30, 2018, Trump spoke of a “new

strategic dialogue.”

rope. In this light, Berlin’ decision to
build a regasification terminal on its
shores could represent a gesture of dé-
tente towards the United States—as
suggested by the German Minister for
the Economy Altmeier—reflecting
Berlin’s intention to open its market
to American LNG, while not re-
nouncing the plan to double up the
Baltic pipeline. This is an outcome
that Trump could welcome.

European prospects

It is important to point out, howev-
er, that the E.U. is not single-mind-
ed when it comes to the role of
Russian gas in Europe. Quite the op-
posite. Different energy profiles,
and different sensitivities and per-
ceptions regarding the power exer-
cised by Moscow, determine a mul-
tiplicity of national and regional ap-
proaches towards Russia that are
difficult to place in a single relation-
al scheme. On the one hand, there is
Germany, the main target of Trump's
attacks, which, despite being heavi-
ly dependent on Russian gas supplies,
is also the main destination market
(and the largest source of revenues)
for the Kremlin. Given this strong
energy and, in fact, economic and fi-
nancial, interdependence with Rus-
sia, Berlin is seeking to consolidate its
role as a dominant energy player in
Europe and a privileged interlocutor
with Moscow. The creation of Nord
Stream 2 is an essential element of
this German soft-power strategy,
offering Germany the position of a
monopsony in respect of all Russian
gas flowing into Europe (with the ex-
ception of that destined for Poland,
Finland and the Baltic States), which

would guarantee the Germans not
only massive geopolitical capital on
the continent, but also (and above all)
an economic and industrial com-
petitiveness lever that the German
authorities do not intend to let slip.
And which Washington certainly
does not appreciate. An intermediate
approach has been adopted by Italy,
whose historic energy partnership
with Russia and strong dependence
on the gas sector leave no room for
tolerant attitudes towards Nord
Stream 2. The construction of the
pipeline, coinciding with the poten-
tial suspension of the Ukrainian
route after 2019, would make Italy to-
tally dependent on gas flowing from
Germany, with all the commercial
and industrial implications that would
ensue. This outcome is obviously not
welcomed in Rome, which is (also)
counting on the actions of its transat-
lantic parter to sink Nord Stream 2
and German plans for energy hege-
mony in Europe, and to keep gas
flowing through Ukraine. And then
there are the central-eastern Euro-
pean countries, led by Poland. On the
one hand, the central-eastern block
fears the re-emergence of a twenti-
eth-century Russian-German encir-
clement, albeit based on energy. On
the other hand, it wants to prevent fi-
nancial losses caused by the potential
suspension of the Ukrainian route
and the loss of transit tariffs on gas
directed to the west. These countries
are eager to free themselves from im-
ports of gas from Moscow—often the
only supplier for their national mar-
kets—and have a clear interest in
American LNG as a way of diversi-
tying and increasing the flexibility of

their supply. The construction of the
regasification terminals in the Baltic
off the coast of Poland, Lithuania and
Finland runs counter to the installa-
tion of the new Nord Stream 2
pipelines in the same basin. But
while from a geopolitical point of
view, the construction of the Swinou-
jScie, Klaipeda and Tornio LNG
terminals (ready to be supplied with
American gas) is an important step for
Wiashington’s interests in Europe, be-
cause it will effectively reduce the en-
ergy dependence of central-eastern
Europe on Moscow, from a com-
mercial/industrial point of view—so
dear to the Trump administration—
the positive implications for the
United States are much more limit-
ed. These markets are small: just over
25 bem of annual consumption from
Finland to Hungary, with a ship im-
port capacity of just over 10 bem.
Nothing like the market for over 110
bem that Moscow currently has in
Europe (Germany first and fore-
most with 54 bem) and which it is
ready to consolidate by doubling
the capacity of Nord Stream (cur-
rently 55 bem). These structural
limitations are compounded by Rus-
sian countermoves, starting with the
renegotiation of supply contracts
with regional partners—prices in
Lithuania have dropped by 20 per-
cent—to try to displace American
competitors by pipeline, and above all
the acceleration in the construction
of the Yamal liquefaction terminal,
which also allows Russia to strength-
en its presence on the global LNG
market and—at least potentially—
competes with the United States in
the European market as well.

Back to the roots

Despite U.S. rhetoric on the oppor-
tunities offered by their LNG as a
tool for diversification from Russia,
and the (apparently vain) attempts to
stop the construction of Nord Stream
2 by Washington, the strategic sce-
nario in the north-eastern area now
appears quite clear. It is hard to
imagine the balance of power chang-
ing substantially, the Moscow-Berlin
axis being dented and American gas
penetrating those markets to any
great extent. In this context, the only
concrete action open to the transat-
lantic ally is to continue supporting
the alternatives set up by European
partners to diversify, both from
Moscow and from Nord Stream 2:
completion of the Southern Gas
Corridor and development of the
Eastern Mediterranean, as well as ex-
ploiting the Turkish Stream option
and maintaining the Ukrainian route,
are all areas in which constructive ac-
tion by Washington can bring added
value.
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largest partner for E.U. imports of OTHER GOODS
goods and the third largest partner
for E.U. exports of goods.
In 2017, manufactured goods
dominated exports of goods from
the E.U. to Russia with a share of
almost 90%, while more than two
thirds of E.U. imports of goods from CANADA
Russia were energy products.
Among the E.U. Member States,
Germany was the largest trading USA
partner with Russia in 2017, with
imports of goods of EUR 29 billion
and exports of goods of EUR 26
billion.
Source: Eurostat
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Crude oil largely
dominates E.U. imports in
energy products with a
share of 70% in 2018,
followed by natural gas
with 20%.

Russia remained in 2018
the largest supplier of
natural gas and petroleum
oils to the E.U., ahead of
Norway.

Source: Eurostat
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January 17 - Fromthe | January 20 - February 10 - During April 6 —Trump meets July 4 - July 8 — Trump-Xi July 31 - August 2 - August 9 - October 24 - The 19th November 8 -
stage of the World Economic | Donald Trump’s a “long and cordial” telephone Xi for the first time North Korea face-to-face meeting North Korea The U.S. begins Trump responds National Congress of the Donald Trump meets Xi
Forum in Davos, Xi Jinping presidency begins. conversation with Xi, at his Florida resort launches its first on the sidelines launches investigations to missile threats Communist Party of China (CPC) Jinping in Beijing on his
launches a harsh attack on Trump reassures the Chinese and describes him as intercontinental of the G20 in its second into from North Korea: | ends. Trump calls Xi to first Asian tour, which
protectionism. “Nobody will president of his desire a “good man,” urging ballistic missile Hamburg, Germany. ICBM in three infringements “Threats will be congratulate him on his lasts until November 10,
emerge a winner in a trade to honor the “one China” policy, him to use Beijing’s (ICBM) with the The two leaders weeks. of intellectual met by fire reappointment as secretary general and signs a series of trade
war,” says the Chinese after having touched upon influence on the North capability to hit agree to continue property to and fury.” of the Party. Xi Jinping’s “Thought agreements for over USD
‘. . ,/ president, who presents the diplomatic crisis over Korean leader, Kim the U.S. working on the the detriment of on Socialism with Chinese 253.4 billion. “Relations
L0 himself as the standard- Taiwan. This is the U.S. Jong-un. The objective? Pyongyang nuclear U.S. companies Characteristics for a New Era” is between China and the
C H | N A/ N O RTH bearer of globalization, “a president’s first official To put the brakes on threat and trade under section written into the statute. Xis status United States are at a
vast sea from which no one contact with Beijing since Pyongyang’s nuclear tensions. 301 of the U.S. in the party is elevated to that of historic new starting
can escape.” his inauguration. program. Trade Act. Mao Zedong and Deng Xiaoping. point,” declares Xi.

KOREA

March 23 - The Ministry of

March 22 - Trump signs

March 17 - The National

March 9 - A telephone

March 8 - Trump announces 10%
tariffs on steel and 25% on aluminum

February 9 — At the

January 16 — Xi

January 3 - The U.S. president

January 1 -In his
speech to the nation,

2018

Energy at the
center - The main
memorandums of
understanding signed
between China and
the U.S. include a USD

Winter Olympics in
Pyeongchang, the
stadium is jubilant
about the joint parade
between the North and
South. The Olympic
thaw between the two
Koreas is staged.

calls Trump and tells
him: “Let’s ease the
tension in Korea
together.”

responds to Kim's threats with one of his
customary tweets: “North Korean leader
Kim Jong Un just stated that the nuclear
button is on his desk at all times. Will
someone from his depleted and food
starved regime please inform him that | too
have a nuclear button, but it is a much
bigger and more powerful one than his,
and my button works!”

Commerce in Beijing considers
imposing tariffs on 128 products
imported from the United States,
valued at three billion dollars in
total, targeting the agricultural
sector (Trump’s electoral base in
the Midwest) and Boeing aircraft
in particular.

sanctions and tariffs against
China worth USD 60 billion,
announcing a 25% increase
in tariffs on Chinese
products which, according
to Washington, are made

by illegally using American
patents.

People’s Congress re-elects Xi
Jinping as president of the People’s
Republic of China (PRC) and
abolishes presidential term limits
(previously the president couldn’t
serve more than two consecutive
terms), Xi, who is also general
secretary of the CCP and president
of the Central Military Commission,
increasingly consolidates his power.

call between Trump and Xi
on North Korea. The
former tells the Chinese
president that “dialog

is good but pressure must
be maintained.”

imports from which several countries
are subsequently exempted, but not
China. Beijing reacts immediately.

The Chinese government announces that
it will give a “legitimate and necessary”
response to defend its interests against
protectionism by Washington.

7 billion plan by the
State-controlled China
Petroleum & Chemical
Corp (Sinopec) to build
an oil pipeline and
several terminals from
the Texas oil field. China
is now the biggest buyer
of U.S. crude.

Kim Jong Un reiterates
that he has the nuclear
button on his table,
but also opens

the possibility of
involving North Korea
in the winter games

in Seoul.

March 28 - Secret summit
between Xi Jinping and Kim
Jong-un in Beijing. Xi is the first
leader to meet the North Korean
leader, whose aim is to sit at the
table of the powerful with equal
dignity, achieve recognition for
his country as a nuclear power,

April 27 —The historic
handshake between the leader
of North Korea, Kim Jong-un,
and the South Korean president,
Moon Jae-in, marks the
beginning of a “new history”

on the Korean peninsula. The
resumption of denuclearization
talks and the commitment

May 8 - Xi and Kim
meet for a second time
in the port city of Dalian
and discuss nuclear
disarmament and the
future of the Korean
peninsula.

May 20 - China and the U.S.
reach a trade truce. Based on

the agreement, from July 1 Beijing
will reduce tariffs on car imports
from the current 25% to 15%

and will cut the ones on imports
of spare parts.

April 3 -The Trump
administration delivers its
hardest blow to the Made

in China 2025 manufacturing
development plan with the
publication of a list of 1333
products imported from China,
the vast majority in the

April 4 - Eleven hours later, China
publishes a list of 106 U.S. products that will
be subject to a 25% tariff, also amounting
to around USD 50 billion.

April 10 - A promise of greater access

remove the sanctions regime
and ensure the regime’s
survival. The message to the
United States is clear: every
move on North Korea has to
pass through Beijing.

technological sector, which
may be subject to 25% tariffs
and are valued at around
USD 50 billion in total.

to the Chinese market, reduction in tariffs
on imported cars, greater guarantees on

the protection of intellectual property and
criticism of the cold war mentality, judged

to be “out of place” in the current context.
These are in summary the statements made

of a lasting peace result

in the Panmunjom Declaration.
Seoul also aims to remove
international sanctions that
prevent trade with North Korea.

May 22 - Trump suspects that Xi

has urged Kim to cast doubt on the
imminent U.S.-North Korean summit

in Singapore to obtain more concessions
in the sensitive trade negotiations. The
U.S. president says

The differences between

the U.S. and its South Korean
ally on the North Korean issue
soon become evident.

by Xi Jinping in his highly anticipated speech
to the BOAO forum on the Chinese island of
Hainan. Trump says he is “very thankful” to
the Chinese president “for his kind words.”

so himself while standing beside
Moon Jae-in in Washington.

May 24 - North Korea confirms
the demolition of the Punggye-ri
nuclear site.

May 27 - Second summit between the
Pyongyang leader and the South Korean
president north of the demilitarized zone
that separates the two countries.

The Double Game of U.S. Duties

May 30 - Trump ends the trade truce
December 1 - Donald November 7 -A November 2 - After October 11 - China September 30 - September 19 - September 18 - China will August 23 - Beijing July 24 - July 6 — U.S. tariffs of 25% with China at the same time that he asks
Trump and Xi Jinping reach meeting between months of fiery statements, | has “no intention of “We liked each other right “There will be great and impose tariffs of 5% and 10% on | imposes 25% tariffs North Korea come into force on 818 Chinese Beijing for support in the delicate nuclear
a ninety-day truce in Buenos Secretary of State Mike tariffs, counter-tariffs and interfering in the internal away, we fell in love. fast economic retaliation USD sixty billion of U.S. goods on USD 16 billion starts to imports valued at USD 34 billion. negotiations.
Aires. “From January 1st, Pompeo and North Korean interrupted negotiations, affairs of the United Kim wrote me some against China,” writes from September 24, the same of goods imported dismantle the
no additional tariffs will be negotiator Kim Yong Chol Trump calls Xi to re-open States,” declares the beautiful letters,” Trump on Twitter. “China day on which the U.S. will trigger | from the United States, Sohae satellite June 12 - The summit in Singapore
imposed,” announces China. is canceled. The détente the dialog. Ministry of Commerce Trump tweets. rejects unilateral action tariffs on USD two hundred at the same time launch site. June 19 - Xi and Kim meet for a third between U.S. President Donald Trump

time. The North Korean leader’s visit

to Beijing is intended to inform the
Chinese president about the summit
with Trump in Singapore and to discuss
a national strategy.

The United States will not
increase tariffs on USD 200
billion of Chinese products
from 10 to 25%. Tariff
negotiations between the two
superpowers continue with
the aim of reaching a
definitive agreement in three
months. But the outcome

is not a foregone conclusion.

by the United States on
trade and protectionism,”
declares China’s Foreign
Ministry Spokesman
Geng Shuang.

billion of Chinese products. imposing equal duties
on the same amount
of Chinese imports

by the U.S.

and the North Korean leader, Kim
Jong-un. The two exchange a historic
handshake. A joint document is signed
but the road to irreversible peace and
complete denuclearization of the area
is only just beginning.

process stalls.

spokesman Gao Feng
one week after U.S. Vice
President Mike Pence
declares in a speech
that China is using
“economic, political,
military means and
propaganda” to interfere
in the internal politics

of the United States.

September 18 - Third
meeting in Pyongyang between
Kim Jong-un and Moon Jae-in.

June 15 - Donald Trump approves
tariffs on a long list of Made in China
products amounting to around USD 50
billion in value.
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U.S.-China negotiations: an uncertain outcome
Walking a Tightrope

The 90-day truce reached between Trump and Xi
in Argentina allowed the world economy to draw
a sigh of relief. The two leaders both want to reach
a definitive agreement, but there is a high risk

of the battle continuing

m

He is associate research professor
at the Shanghai Academy of Social
Sciences and Secretary General of
Center for Shanghai Cooperation
Organization Studies.

t the end of the meeting between Chi-
nese President Xi Jinping and U.S.
President Donald Trump, held on
December 1, 2018 on the sidelines of
the G20 in Buenos Aires, Argentina,
the good news quickly spread around
the world: contrary to what had been
announced, starting from January 1,
2019, the U.S. will not increase tar-
iffs from 10 to 25 percent on 200 bil-
lion dollars of goods imported from
China. The two superpowers will also
enter into negotiations and will only
trigger an increase to 25 percent in
tariffs if no agreement is reached
within 90 days. The two parties will,
moreover, intensify negotiations to
cancel all tariff increases. For its
part, as promised, China will in-
crease its purchases of U.S. products
to reduce the trade imbalance be-
tween the two countries.

This truce is temporary, but the
global economy, destabilized by the
Sino-U.S. trade war, can breathe a
sigh of relief. A dangerous escalation
that could quickly have led to a cold
war between the two superpowers has
been avoided for the time being.

New hostilities and old
grievances

China poses a direct challenge to U.S.
hegemony and unilateralism in the
economic sector and in terms of
geopolitical balance. The objective of
the U.S. trade war is undoubtedly to
oppose the “Made in China 2025” in-
dustrial plan, the manufacturing de-
velopment program to create a cut-
ting-edge industry by focusing on in-
novation and artificial intelligence,
opposition that would hinder the
transformation and strengthening of
Chinese industry.

In 1944, the Bretton Woods agree-
ments that led to the creation of the
current world order established a
system of fixed exchange rates based
on the dollar, and the world imple-
mented a long-term mechanism fixed
to the dollar. Over the years, in order

to play a central role on the world
scene, the United States fueled local
unrest and wars, deteriorating the cli-
mate for dollar investments and caus-
ing the Fed to hike rates on several
occasions, thereby guaranteeing the
safety of savings on the return of cap-
ital. As time passed, China completed
its second industrial revolution and it
was here, not in the U.S., that the
growing manufacturing industry
started to attract the foreign capital
fleeing from unstable areas. The en-
try of the renminbi (RMB) into the
basket of reserve currencies of the In-
ternational Monetary Fund, on Oc-
tober 1, 2016, shattered the Ameri-
can dream. Industrial weakening and
the loss of hegemony on the part of
the dollar forced the U.S. to engage
in a trade war with China.

The talks held between the leaders of
the two superpowers in Buenos Aires
were only a start, and it is impossible
to predict whether trade negotiations
will continue over the next three
months or if the two countries will
sink back into the vicious circle of mu-
tual reprisals, which could further ex-
acerbate hostilities.

The Chinese position and
the importance of the truce

11 First, the Chinese government has
always attached great importance
to maintaining Sino-U.S. rela-
tions. Less than three months af-
ter Trump entered the White
House, in April 2017, Chinese
President Xi Jinping visited the
United States and explicitly stated
his intention to maintain and fur-
ther improve bilateral relations
between the two countries. The
two parties therefore began a series
of negotiations on key issues in-
cluding diplomacy, security, econ-
omy, public order and cyber-secu-
rity, and Beijing and Washington
considered the possibility of work-
ing together in the energy sector

and in infrastructure-building. In —
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November 2017, during Trump’s
visit to China, the two superpow-
ers signed an economic and com-
mercial cooperation agreement
worth 250 billion dollars.
However, this did not prevent the
U.S. from launching a trade war
against China and reopening a
long series of disputes that have
marked the history between the
two countries, raising concern na-
tionally and internationally about
the potential for a full-scale clash
between the two superpowers. For
its part, China has declared that it
does not want a trade war with the
U.S., not so much out of fear as out
of the risk of paying too high a
price.

The Sino-U.S. summit in Ar-
gentina notched up many suc-
cesses on the economy, trade, in-
ternational politics and security. It
is however only a truce, not the end
of the war. In fact, although the two
heads of state agreed to suspend
new tariffs for at least three
months, the ones in force will re-
main unchanged. The two dele-
gatons will intensify negotiations,
and China’s objective is to cancel
the tariffs imposed this year and re-
store normality to economic and
trade relations as soon as possible
for everyone’s benefit.

21 Second, China is conducting the
negotiations along three basic
lines: (1) reducing the trade im-
balance, increasing imports of
U.S. products but without de-
creasing exports; (2) continuing to
promote the “Made in China
2025” plan and defending its right
to strengthen industry and devel-
opment; (3) rejecting the U.S.
demand to reduce the “trade sur-
plus by 200 billion dollars.”

31 Third, China claims its extrater-
ritorial jurisdiction over many in-
ternational economic and com-
mercial transactions, including
acquisitions, and is aware that
these worry the United States,
particularly in the high-tech sec-
tor. China is willing to approve
the acquisition of NXP by Qual-
comm, which it had previously
opposed. The merger was ap-
proved by the world’s eight major
regulatory authorities, including
the United States, European
Union, South Korea, Japan and
Russia. Only the Chinese gov-
ernment denied authorization,
obliging Qualcomm to abandon
the transaction on July 25, 2018.
Now Beijing has given its clear-
ance.

4 | Fourth, the Sino-U.S. trade war
has encouraged investment and the
production of alternative high-
tech products imported from Chi-
na, accelerating the adaptation
and strengthening of Chinese in-

dustry and promoting the entry of
talent. This is happening not only
in information technology (chips
and artificial intelligence) but in
the automotive and energy in-
dustries as well. The trade war has
also allowed China to considerably
expand its access to foreign capi-
tal markets and to consolidate the
results of the reforms launched 40
years ago. The increased openness
of the Chinese economy could at-
tract more investments to the au-
tomotive, I'T and other indus-
tries.

Reckoning with the future

Donald Trump’s populism and the
“containment” policy towards China
appear to have increased the friction
between China and the United States,
but actually the problem is rooted in
fear among Americans, who besides
wanting to curb the Chinese econo-
my also expect it to make continuous
adjustments. How can this situation

be dealt with?

The country has first to respond to
the provocation with necessary coun-
termeasures, demonstrating its hard
power. Furthermore, China has to
learn from the experience of Japan.
After World War II, Tokyo adopted
fixed exchange rates and introduced
strict import barriers. In the 1980s,
the trade deficit between the U.S. and
Japan amounted to almost 60 percent,
enough to cause serious tension be-
tween the two countries. Despite
“voluntary” restrictions on exports,
the appreciation of the yen and a less
than rigorous fiscal policy, Japan’s eco-
nomic policy failed.

China must therefore concentrate its
efforts on preventing the creation of
an economic bubble by implement-
ing a stable and prudent monetary
and exchange rate policy, promoting
a process of financial liberalization, in-
creasing importation of U.S. products,
making legislation on foreign in-
vestments less rigid (including in the
financial sector), gradually lowering
tariffs on products from the United

THE BIG REVERSAL

States and reducing the trade deficit
between the two superpowers. The
promotion of the Regional Com-
prehensive Economic Partnership
(RCEP), the Asia-Pacific trans-re-
gional free trade agreement, must be
the starting point for strengthening
the creation of a free trade area with
neighboring countries. In addition to
developing multilateral trade relations
with the E.U., Canada, Mexico and
other countries, China will have to
speed up the establishment of free
trade areas and free ports within its
national borders.

The role of the WTO

It will be necessary to take into ac-
count the legitimate claims that can
be resolved for the benefit of China.
Beijing must learn to make use of the
multilateral rules of the World Trade
Organization (WTO) to protect the
globalized economic system and to
discuss protectionist measures that
hinder free trade. Appeals can also be
made to international organizations

such as the WTO itself against the vi-
olations of the rules in the trade war
unleashed by Washington. The ex-
traordinary successes achieved thanks
to the reform and openness of the last
40 years show that liberalizing the
economy is in China’s interest and
that the country can, and must, con-
tinue to accelerate this process at both
national and international levels.
Many foreign companies operating in
China complain that they are often
forced to transfer their skills, and Bei-
jing recognizes that these “business
requirements” actually violate WTO
rules. It is time to react firmly.

Keyword: multilateralism

China has to change its model of im-
porting U.S. products, moving from
technology to raw materials. In fact,
importing U.S. LNG would con-
tribute to reducing the trade surplus
vis-a-vis the U.S., and would consti-
tute a redistribution of global supplies
of natural gas. However, since China

is the world’s largest market for many —
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TWO INTERCONNECTED
DEVELOPMENTS

Trade tensions between China
and the U.S. are intertwined with
the delicate diplomatic game
between Washington and
Pyongyang. It is no coincidence
that after the meeting between
Trump and Xi that led to the
agreement to a 90-day truce in
the so-called tariff war, China
offered its assurances that
Beijing would support the U.S.
President’s efforts to have a
further meeting with North
Korean leader Kim Jong-un,
which is expected to take place
in January or February.

China and South Korea

also played a leading role

in the first historic summit
between Trump and Kim,

held in Singapore on June 12,
2018, the first ever meeting
between the two leaders.

raw materials, adopting the same
strategy in the trade of such goods
would create an even more serious
problem, as it would harm the inter-
ests of other suppliers. Trump is
probably hoping that Beijing will
adopt a discriminatory trade policy to-
wards products such as Australian
foodstuffs or European aircraft, de-
cisions which would result in the
end of the liberal system of global
trade.

To reach an agreement with the
United States and its allies, China can
take the path of multilateralism. It is
not possible, in fact, to solve the
trade surplus problem for standard
products such as steel, with unilater-
al or bilateral attempts. As an emerg-
ing global power, China can play a

central role in liberalizing trade, con-
solidating the free trade system and
improving the health of the world
economy. Moreover, operating on a
global scale has another potential
advantage: while it is difficult for
major powers to reach an agreement
through bilateral negotiations, as they
often consider concessions shameful,
in a global context making the nec-
essary concessions is considered a
necessary sacrifice for the common
good.

Finally, China must try to ally itself
with Europe, improving the condi-
tions for E.U. companies operating in
its territory. European support could
contribute to reducing Trump’s dis-
trust. If Beijing complies strictly with
WTO rules, Europe will find itself in

an uncomfortable position because, on
the one hand, Europeans and Amer-
icans express the same fears about Chi-
nese intellectual property policies,
on the other they continue to believe
in International Organization stan-
dards. In other words, if China and
Europe defined some common stan-
dards, Europe would support Beijing.
"Trump’s trade policy is clearly a fac-
tor of extreme instability in the cur-
rent context of international rela-
tions, but China must take account of
global interests and think of the long
term.

The obstacles in the truce

In focusing on long-term develop-
ment needs in this epic trade war,
China should examine the U.S. mea-

sures from two points of view, that of
an adversary and that of an emerging
power in the international political
and economic system. This second
perspective requires it to take a lead-
ing role in the development of the
international political and economic
system, evaluating the successes or
failures of the United States, and
profiting from its experience.

Protecting intellectual property is
the first gap to be filled, and China
will have to intervene actively to re-
solve an issue that concerns the
Americans. On the day the truce was
reached, as many as 38 government
departments, including the National
Development and Reform Commis-
sion (NDRC), issued joint political
declarations that will impose more

severe penalties, such as restrictions
on the purchase of real estate abroad,
in the event of serious violations of
intellectual property. Furthermore,
China will regularly publish a list of
“unreliable subjects.”

The country will also have to in-
crease its import of agricultural and
energy products from the United
States. As retaliation for Washing-
ton’s trade war, Beijing has imposed
tariffs on some U.S. agricultural
products; those on pork, for exam-
ple, amount to 62 percent. Given
the recent outbreak of African swine
fever in China, it is estimated that in
2019, pork imports from the U.S.
will increase considerably, reaching
9.384 tons during the year according

to the latest contract. And during—>
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A man of
the people
face to face
with the
Worla

fter his famous 2018 New Year’s

address, North Korean leader Kim
Jong-un has transformed from a
leader focused exclusively on
domestic affairs into a skillful diplomat.
Over the course of 2017, Kim
challenged the United States under
President Donald Trump with his
nuclear experiments, causing concern
among the countries in the region and
even irritating his historical ally China.
Then, after achieving sought-after
nuclear power status, which finally
enabled him to sit at the table
alongside leading global powers
(thanks also to an intensive diplomatic
effort orchestrated by Seoul and
Beijing), he changed his strategy. He
opened a dialogue with South Korea
and started a process of detente with
Washington that culminated in the

June 12, 2018 summit with Donald
Trump in Singapore, committing to a
process of denuclearization, albeit one
that remains an ambiguous point in
the negotiations. Although at the
present time the process of detente
seems to be stalling, Kim’s goal
remains to remove international
sanctions against his country and
guarantee the survival of his regime.
At the height of the escalation in the
war of words with the U.S., Trump
threatened to rain “fire and fury” on
North Korea, making fun of “little
Rocket Man.” After the Singapore
summit, the relationship between the
two men has become more personal
and less provocative. In September of
last year, Donald Trump wrote on
Twitter: “We fell in love.”
Not much is known about the 34-year-
old leader—even his date of birth and
the date of his marriage are unknown.
He is thought to have recently had a
son by his wife, his third child after a
girl born in 2013 and his firstborn son
in 2010. One thing is certain: Kim
Jong-un was educated at Swiss state
schools. On returning to North Korea
he attended the military university and
joined the race for the leadership of
the military hierarchy. He had never left
North Korea on state visits before
March 28, 2018, when he secretly
traveled to Beijing on an armored train
to meet with president Xi Jinping. After
the Olympic thaw with South Korea,
Kim’s metamorphosis became clear
during his three subsequent meetings
with Xi, the three inter-Korean
summits, and finally the Singapore
summit with U.S. president Donald
Trump. There are still many dark sides
to his political personality. Around 140
high-ranking officials are thought to
have been executed since he came to
power. Yet, he seems to have restored
a degree of popularity to the regime.
After his father’s rule, marked by a
severe famine, he loosened state
control over the economy in order to
boost economic growth. But the
economic situation worsens severely
once you leave Pyongyang.
International sanctions are taking their
toll, although China and especially
South Korea are seeking to relax
sanctions in order to open the North
Korean market. Kim has strongly
associated himself with the nuclear
program, believing he has to defend
himself against the possible overthrow
of his regime, to avoid the fate of
Libyan leader Muammar Gaddafi and
Iragi president Saddam Hussein. He
likes to portray himself as a man of the
people and is often shown among
soldiers, visiting workers at home or
cradling babies in hospital. For a role
model he seems to look towards his
grandfather Kim ll-sung, who ruled
North Korea from 1948 to 1994, even
imitating his style.

ALESSANDRA SPALLETTA
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Impasse between United
States and North Korea

While diplomatic efforts between Pyongyang

and Washington are stalling, President Moon’s
trust-building policies seem to have achieved
considerable success at the inter-Korean level

ix months after the historic

June 12 summit between

Donald Trump and Kim
Jong-un in Singapore, the process
of detente set in motion at the
beginning of this year between
North Korea and the United States
seems to be stalling. After U.S.
Secretary of State Mike Pompeo
canceled the meeting with North
Korean negotiator Kim Yong Chol
scheduled to take place on
November 8 in New York, the two
nations have been locked in an
exchange of increasingly frequent
mutual accusations. The North
Korean regime blames the
slowdown in the negotiation
process on the strategic choices
made by the United States, which,
it claims, has not only failed to

grant the security assurances
agreed between the two countries’
leaders in June but is also unwilling
to ease its sanctions strategy of
“maximum pressure.” The United
States, for its part, argues that
North Korea'’s reluctance to fully
commit to a process of “complete,
verifiable and irreversible”
denuclearization and its failure to
take any concrete steps in this
direction during the past months
are an insurmountable obstacle for
Washington to grant any
concessions to the regime. Both
contenders believe theirs is a
perfectly legitimate stance.

Kim’s nuclear program
and the burden of proof

Pyongyang’s nuclear and missile

program has been pivotal in the
“parallel development” strategy
launched by Kim Jong-un in 2013.
This is the regime’s main tool of
negotiation vis-a-vis Washington
and at the same time is a useful
guarantee against possible military
intervention in the peninsula.
Depriving itself of such a key
strategic asset at this still
preliminary stage of the
negotiations would not only make
no sense with respect to the
strategy so far adopted by the
regime, but also endanger its very
survival. Pyongyang is convinced it
has provided ample proof of its
good faith in recent months by
dismantling the Sohae missile
station and the Punggye-ri nuclear
test site. The Americans, on their
part, with National Security Adviser
John Bolton as the most vocal
critic, have sat at the negotiating
table with previous North Korean
leaders in the past and have come
to mistrust Pyongyang’s diplomatic
overtures, sometimes, but not
always, for good reasons. For
Washington, the burden of proof
lies with North Korea. U.S.
diplomats argue that before
making any demands, Pyongyang
should provide an exhaustive list of
the weapons it possesses and
commit to a firm plan to dismantle

its nuclear arsenal under the direct
supervision of international
inspectors.

U.S.-South Korea
divergence

The two countries inability to find
common ground for implementing
the points in their joint declaration
after the Singapore summit,
however, is not the only factor that
threatens to jeopardize the entire
diplomatic process. In recent
months, relations between the
United States and South Korea
have also grown more tense. After
weeks of negotiations the two
allies are still unable to find a
compromise over the joint defense
budget, paid for by South Korea,
which President Trump would like
to increase from USD 830 million
to one billion per annum.
Moreover, the ambitious
cooperation projects pursued by
South Korean president Moon
Jae-in for reviving inter-Korean
economic and political relations,
which are currently leading to
gradual arms reductions on the
38th parallel, are being
considerably slowed down by
international sanctions banning or
restricting trade with North Korea.
In October, Seoul’s attempt to
suspend sanctions against the

regime was heavily criticized and
discouraged by Trump, who
stated that without Washington’s
approval South Korea “could do
nothing.” The divergence
between the two allies mirrors
their different perspectives on the
North Korean problem. While the
United States sees the
dismantling of the nuclear
capability that would enable North
Korea to hit American territory as
the most urgent issue, South
Korea views the nuclear issue as
only one of several areas to be
resolved in order to secure
rapprochement between the two
countries. At least for the time
being, the South Korean
president has no option but to
work at the multilateral level,
submitting his projects to the
United Nations Security Council
for consideration and obtaining
case by case exemptions to
enable cooperation with
Pyongyang. The stalling of the
reconciliation process has thus far
forced South Korea to postpone
to next year three events in which
the Moon administration had
invested considerable political
capital: Kim Jong-un’s visit to
Seoul, plans for a second Trump-
Kim summit and the signing of a
joint agreement to formally end

the Korean War, suspended in
1953 by an armistice that was
never followed up by a peace
accord.

Awaiting resolution

Despite the current impasse in the
negotiations, the political situation
in the peninsula today, twelve
months after the last North
Korean test, appears to have
significantly improved from last
year’s crisis levels. However, the
main challenges to the
reconciliation process between
the two Koreas and Pyongyang’s
denuclearization program have
yet to be resolved. While progress
between North Korea and the
United States is slow, President
Moon’s trust building policies
between the two Koreas seem to
have been highly successful at
the inter-Korean level. Hence,
should the strategic divergence
between Seoul and Washington
grow wider, we cannot assume
that South Korea will be willing to
sacrifice the results it has so far
achieved for the sake of its ally’s
priorities.

LORENZO MARIANI

He is Researcher in the field
of Asian studies at the Istituto Affari
Internazionali (IAl)

the 90-day truce this figure could
grow dramatically.

Spotlight on the gas market

In October 2018, China imported no
crude oil or liquefied natural gas
from the United States. The poten-
tial loss on the Chinese market for the
United States was in the order of bil-
lions of dollars. In 2017, Beijing im-
ported about 3.6 million tons of
LNG from the United States, almost
15 percent of total LNG exports from
the U.S. The U.S. had therefore
become the country’s second largest
supplier after Australia, relegating
Qatar to third place. However, in
2018, U.S. LNG exports to China
plummeted. Last August less than 1
million tons were imported, that
compared to 2.1 million tons in the
same period of 2017. The trade war
was beginning to reap its victims.
China is the second biggest market
for U.S. crude exports after Canada.
In May this year, for example, Beijing
imported 427,000 barrels of oil per
day from the U.S.

For American exporters, finding al-
ternative markets is a difficult task. In
the first ten months of 2018, the share
of Chinese imports of Russian crude
increased by 16.6 percent compared
to the previous year, reaching 1.39
million barrels a day.

In October, after imports from the

U.S. were suspended due to trade fric-
tions, imports from Russia increased
by 58 percent year on year, reaching
1.73 million barrels per day. This im-
port model needs to be corrected.
The meeting between the Chinese
and American leaders has already
established that China will import
USD 1.200 billion of goods, 20 per-
cent from energy.

Neither losers, nor winners

China has to understand that the
Sino-U.S. trade truce is positive for
both sides and take advantage of this
opportunity to adapt to the Western
market, review its industrial orga-
nization, see foreign capital invest-
ments as a positive thing and con-
tinue with the “reopening” policy.
No one can predict with any cer-
tainty what the outcome of the truce
will be, but I personally believe it is
more likely that “peace” will prevail
over a “full-out war” between Chi-
na and the United States, even
though a long battle is highly like-
ly. It’s difficult to find a compre-
hensive and effective solution to
such complex problems in just 90
days. However, the next three
months will outline the way forward
and no one can rule out the possi-
bility that the two contenders might
decide to extend the period of ne-
gotiations upon the expiration of the
deadline.

In the meantime, it is crucial for Chi-
na to prepare a series of contingen-
cy plans, assessing economic and po-
litical risks, and to define new meth-
ods for stabilizing the financial and
commodity markets. Beijing must be
clear that the future trade clash
with the United States will be a glob-
al war that is destined to last for some
time. For this reason, China must be
ready to protect itself from the most
extreme scenarios, such as the im-
position of tariffs on all Chinese
products exported to the U.S. and
that any concerted action by U.S. al-
lies would cause a global trade war
between the Asian giant and the
West.

In 2019, China and the United
States will celebrate the fortieth an-
niversary of the establishment of
diplomatic relations, and the two su-
perpowers must maintain good re-
lations for the moment. However,
Chinese companies do not have
time to appear too optimistic. The
only certainty is that the trade war
is a war without winners. Both par-
ties will benefit from mediation and
be damaged by confrontation in
equal measure. At least for now,
the truce between China and the
United States allows the giants of
Chinese industry to breathe a sigh of
relief.

%
/%

59

‘we



Brazil was the United Brazil was the United
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books on Petropolitics, and affiliated
professor of Oil Geopolitics in Brazilian
Navy Officers University.

hanges in energy policy are on the
horizon in most countries in Latin
America. In the wake of the presi-
dental elections in Mexico, Brazil and
Colombia, new governments have
sought to adjust the state’s role in oil
production and power generation
and address the economic impact of
rising fuel prices. Chinese investments
and financial loan agreements in ex-
change for crude oil have been key to
the development of natural resources
in many countries in the region. Yet,
access to clean, affordable and reliable
energy remains a challenge. All sec-
tors of the economy have been af-
fected by a Brazilian economic-reg-
ulatory-political seesaw, and the en-
ergy sector is no exception. Brazil is
behind the race for foreign investment
and economic growth as a result of
constant regulatory changes, high
level of protection of local industry,
a lack of regular bid rounds and its un-
stable political scenery. Those ob-
stacles have distanced new interna-
tional investors and have taken from
the table the possibility to create a
competitive market that would in-
troduce competitive services and
prices. However, since the end of
2016, the government has worked at
untangling the sector by pursuing
more investment. On the upstream,
a lot has worked. The market has en-
thusiastically welcomed news about
the end of the sole operator rule for
pre-salt, though there is still some dis-
trust about the preferential right
guaranteed to Petrobras. There are
many operators in pre-salt now, in-
cluding Chevron, Equinor, Shell,
and Total.

Politics and energy,
a strained relationship

Yet, the constant political uncertain-
ty hovers over the sector. The last
presidential elections gave the victo-
ry to Jair Bolsonaro, who beat his ri-
val Fernando Haddad of the Work-
ers Party, PT. There is notorious di-
vision in the country between PT and
anti-P'T. For this reason Bolsonaro
managed to reach the Planato Palace
with the support of most of his fellow
citizens, featuring a popular anti-cor-
ruption message. It is worth noting
that the common denominator that
led to the second round of the 2018
presidential elections was political dis-
satisfaction. Just to better under-
stand Mr. Bolsonaro, it is important
to note that he has voted both against
and in favor of the Petrobras
monopoly at different moments. In
June of 2018, then a pre-candidate to
the presidency, he voted in favor of
the law which allows Petrobras to sell
up to 70 percent of its right areas in
the Santos Basin. However, there is
still no clear idea of what will be ef-
tectively done for the oil sector and
for the economy as a whole in the —
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The president

of change

ith the installation of Jair

Bolsonaro, Brazil has turned
the page. The new head of state —
a 63-year-old military man,
strongly supported by the
important national evangelical
movement — had long ago made it
clear that his government would
abandon the track beaten by
previous governments, especially
those of Luiz In&cio Lula da Silva
and Dilma Rousseff. Flaunting a
personal understanding with
President Donald Trump,
Bolsonaro has returned to seek
harmony with the U.S., for many
years seen as a competitor in the
dispute for the leadership in Latin
America.
The president-elect, who received
National Security Adviser John
Bolton at his personal residence in
Rio de Janeiro, has already
shared some of the points on the
White House agenda, announcing
the move from Tel Aviv to
Jerusalem of the Brazilian
embassy in Israel, expressing
caution about the continuity of the
Paris climate agreement and
warning that he will remain vigilant
on the acquisition of Brazilian
companies by Chinese
companies. Moreover, Bolsonaro
has made it clear that he does not
regard the Southern Common
Market, an organization founded
on “ideological” bases, which in
his opinion contrasts with the
need to have greater margins for
commercial maneuver, as
indispensable. Not to mention
that, in the weeks following the

election, Bolsonaro began a
political dispute with Havana,
culminating in the withdrawal from
the country of about eight
thousand Cuban doctors enrolled
in an international cooperation
program signed in 2016.

As for domestic policy, apart from
the battle over security, of
particular note are the promises
made by the future Minister of
Economy Paulo Guedes,
considered a temple of liberal
thought and the inspiration behind
an agenda of privatization and
public spending cuts. Bolsonaro
has entrusted the minister with
the task of immediately removing
the central bank from the control
of the Ministry of Finance, with the
appointment of the governor no
longer dictated by the executive,
but selected within the institution.
On the advice of Guedes, the
economist Roberto Castello
Branco, a firm believer in the need
to privatize even important parts
of state companies, will become
chairman of the Petrobras energy
company. Among other
government appointments, a
crucial one is that of Sergio Moro
as Minister of Justice, with
extensive powers over security
and corruption. It was Moro who,
as the magistrate in charge of the
so-called “Lava Jato”
investigations, dismantled the
political class that was later swept
away at the polls by the
president-elect himself.

RAFFAELE BERTINI

next government, which takes office
on January 1, 2019. The absence of
detailed plans brings out the hope-
lessness of a polarized population and
shows little commitment to the pub-
lic interest. The economic outlook is
not essentially optimistic, and that will
spill over to the oil sector. Because of
the damaging effects that might hap-
pen to the sector, some issues need
continuity solutions both in up and
downstream. Upstream needs to
maintain the rounds calendar and a
strong regulator organism (ANP). A
watchful check must be kept on en-
vironmental licenses as well as con-
stant governmental monitoring of the
industrial policies’ real results in the
sector, as those who do not measure
positive and negative results and ex-
ternalities, for instance, do not man-

age.

Privatization and
relaunching the oil and gas
sector

Despite the cautions mentioned above
the surplus volumes of the Transfer
of Rights areas should be auctioned
as fast as possible, accelerating the ex-
traction of billions of barrels of oil and
gas. Annual investments in oil and gas
exploration are in the region of USD
50 billion per year. Brazil received
R$28 billion in signature bonus for
the 72 blocks contracted in the six
auctions held in 2017 and 2018,
which represented three quarters of
the approximately USD 9 billion
spent on three thousand blocks, in
more than 100 auctions in 82 coun-
tries since 2016. What is ahead in
2019, with the auction of the Trans-
fer of Rights surplus and with the con-
cession and share rounds, is larger,
and could amount to tens of billions
in bonuses. In downstream, the agen-
da will be extensive and arduous, be-
cause it concerns refinery invest-
ments, urgently needed to bring
concurrence and competitiveness to
the fuels market and to natural gas
distribution, with the reminder that
investments in infrastructure are the
only ones where the surplus must be
ahead of the demand. According to
CNI (2018), it is necessary to priva-
tize the states’ natural gas distribution
assets and to encourage the sale of
Petrobras’ distribution assets to the
highest number possible of new pur-
chasers during the disinvestment
process. It is worthwhile to take ad-
vantage of Petrobras’ interest in sell-
ing its assets in the refinery field in or-
der to boost new private investments
and segment decentralization, as well
as to monitor the national fuels mar-

x
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DEFENSE

In September 2016, U.S. and Brazilian
officials inaugurated a bilateral Defense
Industry Dialogue, designed to improve
coordination with the private sector and
facilitate trade in the defense industry.
The Dialogue met again in Washington in
October 2017. In addition, Brazil and the
United States restarted their
Disarmament and Nonproliferation
Dialogue and Political Military Dialogue
in September and October 2017 and
signed an Exchange of Information
Agreement in March 2017 to facilitate
research and development.

ket, aiming to inhibit irregular prac-
tices, particularly the prices higher
than international prices? This should
occur by means of a free prices pol-
icy, without federal government in-
terference, which encourages Petro-
bras’s right both to invest and com-
pete.

An adequate level of competition
will only be achieved with the sale of
Petrobras’ refineries in the Southeast
and other areas, even though the mar-
ket is very pessimist in this regard, due
to lack of information and consider-
ation from Petrobras in recent
months. Moreover, it is important to
mention that no buyers have showed
interest in these assets until now. The
sector is controlled by unprecedent-
ed institutionalization. Petrobras is
free to act as a public company, with
the objective of maximizing its prof-
its. In this scenario, regulation should

THE BIG REVERSAL

Two
great
friends

SPACE

The Brazilian Space Agency AEB is a member of NASA’s GLOBE science program,
with 119 Brazilian schools participating in projects such as the GLOBE Mosquito
Habitat Mapper (MHM) app linked to the GLOBE database to help track
mosquitoes that spread the Zika virus and other diseases.

The United States and Brazil

have traditionally enjoyed

strong economic and political

relations. The United States
was the first country to recognize

SCIENCE

The two countries have extensive scientific
exchanges at the individual researcher level,
as well as bilateral collaborations with the
U.S. Geological Survey, NASA, the
Environmental Protection Agency and the
National Institute of Standards and
Technology. The two nations collaborate in
weather monitoring, metrology and
standards, environmental impact monitoring
and on a wide range of public health
initiatives.

EDUCATION

Cooperation between the United States
and Brazil continues to thrive, with
numerous initiatives for young people,
educators and professionals. The
binational Fulbright Commission,
established in 1957, for example,
continues to support study and
research exchanges for thousands of
scholars between the two countries.
EducationUSA, an international network
of educational centers promoted by the
U.S. Department of State, helps
Brazilian university students access
information and opportunities for study
in the United States at its 34 centers
throughout the country.

Brazil’s independence in 1822.
The two nations work together

on key issues at the global,
multilateral and regional levels

act in the defense of the consumer. To
attract the investments required for
increased production of fossil and re-
newable fuels, it is necessary that
prices follow variations in the inter-
national market and exchange rates,
but these are established in an envi-
ronment with more transparency
and competition. Thus, distortions
could be avoided, as in the last year,
when prices were far below interna-
tional levels, as was the case be-
tween 2011 and 2014, and much
higher in the 2008 to 2010 period and
from the end of 2014 until recently.
In short, market rules and efficiency
must finally prevail in the industry.
Thus, the oil and gas industry may
leave debates of an ideological nature
in the past, allowing the discussion of
a possible privatization of Petrobras
to be made in a pragmatic and ob-
jective way, considering the best al-

HEALTH

Brazil is home to the U.S. National Institute
of Health’s (NIH) largest research portfolio

in Latin America.

ENVIRONMENT

To promote the implementation of the Post-2015

Development Agenda Sustainable Development Goals, the
United States and Brazil are collaborating on sustainable

location of the resources of the
Union. The industry’s potential
should translate into economic
growth, job and income generation,
and increased revenue, competitive-
ness and productivity in the Brazilian
economy.

Lastly, it is important to review the
tributary policy over the gas and fu-
els market. Only a more efficient state
and institutions, which transmit the
right incentives, will be able to deal
simultaneously with shortages of re-
sources, huge social debts and the ef-
fects of rapid demographic transition
on health and social security expen-
ditures.

What President Bolsonaro

is saying he will do

The Army reserve captain made a
popular campaign, which brought to-
gether large groups of supporters to

agriculture, food security and nutrition.

the streets, but was also the target of
many criticisms and counter-offen-
sives. In the race for the presidency,
the candidate had difficulty in ex-
tending alliances and negotiating for
vice-president General Mourio, who
brought with him the support of the
elite armed forces. Early on, Bol-
sonaro introduced the well-known
economist Paulo Guedes as the guar-
antor of his economic program. With
the increase of the popularity of his
message and the acceptance of

Guedes, the campaign gained traction

and the support of the business and

financial sectors, while remaining
faithful to an anti-corruption message.

Particularly for the oil and gas sector,

Jair Bolsonaro proposes:

11 Reduction of the local content per-
centage on the purchase of oil
equipment. The bureaucratic de-
mand for local content reduces

INTERNET

The United States and Brazil are
committed to strengthening the
multi-stakeholder approach to Internet
governance to preserve the benefits of
an open, interoperable, secure and
reliable internet. The U.S. Department of
Commerce co-hosted the first ever
U.S.-Brazil Digital Economy Summit with
the Federation of Industries of the State
of Séo Paulo (FIESP) in October 2017.

productivity and efficiency and
generates corruption. Besides that,
according to President Bolsonaro,
the policy did not help the do-
mestic industry in the long run.
"This will require the gradual re-
moval of local content require-
ments.

2| Domestic prices of diesel and gaso-
line: prices charged by Petrobras
should match those in the inter-
national markets, but short-term
fluctuations should be smoothed
with appropriate hedging mecha-
nisms.

3| Petrobras’ divestment program:
Petrobras must sell a substantial
portion of its refining, retail, trans-
portation and other activities
where it has market power.

4| State and federal taxes on diesel and
gasoline: In the formulation of en-
ergy prices, including fuels, there —
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AMLQO’s

Revolution

After railing against the granting of oil
contracts to foreign companies during his
election campaign, Mexico’s new
president is expected to make only a few
changes to outgoing president Pena
Nieto’s energy reform, focusing instead

on reviving PEMEX

he pillars of the energy
policy embraced by
Mexico’s newly elected

president Andrés Manuel Lopez
Obrador—popularly known by the
nickname AMLO —are to reduce
Mexico’s dependence on oil and
gas imports, to accelerate the
projects for contracts already
awarded, to stop awarding new
contracts, and to review the
energy reform designed by the
outgoing president Pena Nieto.
These policies may be less
radically opposed to his
predecessor’s than his
statements during the election
campaign appeared to suggest.
Obrador has never concealed his
intention to restructure Mexico’s
energy sector. He recently told
the Wall Street Journal that he
plans to hold off the auctioning of
any undeveloped oil blocks in the
Gulf of Mexico for at least two
years, a suspension that, in some
cases, could last until the end his
term of office in six years’ time.
The president-elect has
announced he will “review” the
107 contracts already awarded to
73 leading international ail
companies, which are expected

is a strong influence of state tax-
es, and this will need to be dis-
cussed among all federative enti-
ties in order not to overburden the
Brazilian consumer.

51 An increased role for natural gas:
this energy source will play a fun-
damental role in the national pow-
er and energy matrix, providing
quality and energy security for its
expansion, along with photovoltaic
and wind energy.

6 | Natural gas market: competition
must also be promoted in the gas
sector, seeking coordinated ac-

to generate an overall investment
of USD 161 billion, but without
stating any intention to cancel
them. With respect to his firm
opposition to Pena Nieto’s energy
reforms, currently under
consideration, the new president
has now moderated his positions,
proposing a series of “tweaks”
rather than an outright repeal. The
aim of these adjustments would
be to boost the power of
Mexico's state-owned PEMEX oil
company by enabling it to govern
the marketing of all oil and gas
produced by foreign companies
and to choose its partners in ol
and gas projects.

A new drive towards oll
production growth

Under existing legislation, the
product of the latest reform,
PEMEX is required to partner with
the highest bidder for every block
awarded through the auction
process. AMLO has also pledged
to boost oil production from the
current 1.7 million barrels per day
to 2.6 million by the end of his
term of office, in 2024. Despite
such promises, however, it is not
clear whether PEMEX will have

tion among states, which are con-
stitutionally responsible for their
regulation.

71 Reduction of CO: emissions: gas
has gained prominence in the
Brazilian energy matrix, con-
tributing to the transition to re-
duced CO: emissions and to inte-
gration of other intermittent re-
newable sources.

81 Unconventionals: Incentivize shale
gas exploitation, allowing its ex-
ploration by small producers.

9| Petrobras privatization: Keep Pe-
trobras as a state-owned company

the budget for drilling and
production activities, which for
2019 would amount to USD 3.9
billion, roughly equivalent to 44
percent of PEMEX’s entire
exploration and drilling budget for
this year. According to national
and international political and
economic observers, these
measures—which also include a
substantial weakening of the
authority of the country's energy
regulatory agency —would involve
a significant strengthening of the
power of the presidency over
Mexico's energy sector. This
could cause concern among
international investors, especially
if, as stated by Maria Cortez,

and privatize “parts of the com-
pany.”

10 I'Tax burden: Reduce the tax bur-
den for fuels in Brazil.

Final comments

With an initial pro-market platform,
Bolsonaro is set to continue, inex-
orably, the current policies of open-
ing the oil industry by expanding pri-
vate competition and attracting in-
vestments, including seeking to end
Petrobras’ de facto monopoly in re-
fining. Petrobras owns 98% of the re-
fineries in Brazil. The newly elected

Latin America Upstream Senior
Research Manager at Wood
Mackenzie, “licensing rounds are
canceled and joint ventures are
the only vehicle for entry to the
country.” According to Duncan
Wood, Director of the Mexico
Institute at the Woodrow Wilson
International Center, despite his
strong initial opposition, Obrador
has had to come to the realization
that the radical repeal of the
energy reform would have been a
serious risk for the country, since
the regulatory framework is
already deeply embedded in the
Mexican model. “To pull Mexico
out of the energy reform,” Wood
pointed out, "to completely

president stated during his campaign
that his government plans to devel-
op local market competitiveness,
with a gradual reduction of local
content requirements, to institute a
new role for Petrobras in the for-
mulation of prices. Those prices
should follow international markets,
but without short-term fluctuations
which should be toned down by ap-
propriate hedging mechanisms. Due
to the exhaustion of an internal po-
litical identity, Brazilians believe that
a democratic government must be re-
built. Without this, it would be almost

reverse the energy reform from
2013, would leave a huge scar
and damage Mexico's
investment profile possibly
beyond repair."

Reducing dependence
on energy imports

According to Wood, Obrador’s
message is clear: “I'll respect
your contracts, but I'm not
going to offer any more
contracts, any more blocks until
we see more investment flowing
and we see the results of what's
happened so far.” A further
energy-related problem is
Mexico’s heavy dependence on
U.S. oil and gas imports.

impossible to achieve some level of
economic recovery, employment and
the expansion of social policies. This
should be the agenda for the imme-
diate future. Hopefully, the path to
econormic prosperity and social equal-
ity will be found. Brazil’s problems are
far from over. The civilizing process
depends on a patient and dialectical
game between two fundamental in-
stitutions, the ballot box and the
market. They should be independent
of each other, which is not a trivial
problem. Latin America is going
through a turbulent moment and

According to Fluvio Ruiz
Alarcon, a former board
member of PEMEX and one of
the developers of President
Lopez Obrador’s energy policy,
Mexico depends on imports for
as much as 70 percent of its ol
product demand and for over 90
percent of its natural gas
consumption. In November
2018, for the first time since
2016, PEMEX imported more
than 1.4 million barrels of
American Bakken oil to supply
Mexico’s refineries. The quality
of this crude oil meets the
requirements of Mexico’s
refineries. “We have to make this
mix to have the right diet for our
refiners,” Ruiz Alarcon said, “and
as long as we don’t produce the
right quality for our refiners,
maybe we’ll have to import
more.” Lopez Obrador, however,
criticized PEMEX for importing
American oil, calling it “a sign of
the country’s failed economic
policies.” With regards to gas,
despite statements suggesting
his opposition to fracking, the
new president has remained
largely silent.

In this case, too, the aim is for
greater involvement by PEMEX,
which may have to carry the
burden of increasing the
nation’s natural gas production
through new gas fields as well
as improving the productivity
levels of those already in
service.

The transition to natural gas
remains one of Lopez Obrador’s
main goals, in line with Mexico’s
aim to shift massively to energy
generation from gas. This is one
of reasons why work is set to
begin on several new pipeline
projects that are expected to
increase Mexico’s capacity to
import gas from the United
States to around 11 billion cubic
feet per day.

GIANCARLO STROGCHIA

gives the impression that something
is out of order in democracies. How-
ever, it is a fact that the combination
of political authoritarianism and free-
market economy is not new in Brazil
or Latin America. Hence, there has
not been a success story so far in this
congregation. Separating economic
and political freedom may seem like
a shortcut to development, but in
Latin America demand for a strong
government has competed with a
persistent desire for freedom.
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A passion
for democracy

he seemingly tireless 65-year-old AMLO took the
oath of office on December 1, 2018, as Mexico’s
new president. In his first address to Congress,
Andrés Manuel Lépez Obrador formally undertook to
profoundly transform Latin America’s second largest
economy and lead a government free of corruption.
During the ceremony in Mexico City, AMLO said: “What
we want, what we desire is to purify public life
in Mexico. | repeat my commitment:
| will not lie, | will not steal or
betray the people of Mexico.” A
former mayor of Mexico City, Mr.
Lopez Obrador has run twice for
the country’s presidency, first in
2006 with the Party of the
Democratic Revolution, supporting
the Por Elbien de Todos coalition,
and again in 2012, representing the
progressive coalition movement
(PRD, Labor Party, and Citizens’
Movement), always advocating a more
inclusive and consultative political
system. He based his election campaign
on a number of social and economic
crusades aimed at eradicating
corruption, reducing violence,
respecting the human rights of
migrants and stimulating
growth in the country’s
poorest regions. A man of
humble origins and the
eldest of eight children, he
became a political activist at
a young age. His early
experiences were with the
Institutional Revolutionary
Party, which he left in 1988
to found the Party of the
Democratic Revolution.
Today, AMLO is officially the
leader of the National
Regeneration Movement, the
party that led him to victory
in the presidential election
with 53.19 percent of the
vote. Obrador has regularly
expressed his wish to bring
peace to Mexico and
deliver the “fourth
transformation”, after the
struggles for independence
begun in 1810, the
reforms carried out
President Benito Juarez
and the 1910-1920
revolutionary wars that
gave rise to the current
structure of
contemporary Mexico
and which AMLO
says are his source
of inspiration.
G.S.
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Donald Trump

“In order to fulfill my solemn
duty to protect America and
its citizens, the United States
will withdraw from the Paris
Climate Accord. The bottom

line is that the Paris Accord is

very unfair to the United
States. [...JThe Paris Accord
would undermine our
economy, hamstring our
workers, weaken our
sovereignty, impose
unacceptable legal risks, and
put us at a permanent
disadvantage to the other
countries of the world.”

[JULY 2017]

“I think something’s
happening. Something’s
changing, and it'll change
back again. I don’t think it’s a
hoax, I think there’s probably
a difference. But I don’t know
that it's man-made. I will say
this. I don’t want to give
trillions and trillions of
dollars. T don’t want to lose
millions and millions of jobs.
I don’t want to be put at a
disadvantage.”

[OCTOBER 2018]

The Debate Heats Up

Xi Jinpin

“We neecE) to sgize
opportunities presented
by the new round of
change in the energy
mix and the revolution
in energy technologies to
develop global energy
interconnection and
achieve green and low-

carbon development.”

[MAY 2017]

Barack Obama
and Angela Merkel

“We are stronger when we
work together. And U.S.-

German partnership was
essential to achieving a global
agreement in Paris that offers
the world a framework for
protecting our planet.”

[NOVEMBER 2016]

Maros SefCovic

“We are probably going
through the most difficult
period in the history of
relations between Europe and
the United States since the
Second World War. The exit
from the Paris Accord was the
first withdrawal from an

international treaty, and
pulling out of the Iran deal
was the second withdrawal
from a jointly negotiated
treaty.”

[MAY 2018]
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Global leadership is lacking after the U.S. the realm of climate polities; in GHINA MET ITS TARGET, BUT IT’S NOT ENOUGH
withdrawal from the Paris Agreement ced, far from it. But the Unite

’ 4°C+ <4°C <3°C <2°C <1,5°C <<1,5°C
States’ planned departure from the WORLD WORLD WORLD WORLD WORLD WORLD

Paris Agreement, combined with a H CALLY  HIGHLY IR 2 15°C ROLE MODEL
widespread weakening of many of the NSUFFICIENT  INSUFFICIENT COMPATIBLE  COMPATIBLE

pol;c@s meant to fulfill the U:S. PARIS AGREEMENT
emissions reduction target therein, o I
has led many in the global commu- s HISTORICAL EMISSIONS R

nity to wonder to what degree, if any, CURRENT POLICY PROJECTIONS !

the United States can still be count- @ 2020 PLEDGE

ed on to exercise leadership in man- = 2020 CARBON INTENSITY TARGETS

aging the global energy transition and 2030 CARBON INTENSITY TARGETS
efforts to combat climate change. F—noc
And it has led just as many to spec-
ulate that China is quickly stepping
in to fill the space vacated by Wash-
. . ington.
Bell lng haS Shown grOWIHg "To paraphrase Kant, however, glob-

al energy and climate dynamics com-

concern over glObal Warmlng, prise a most crooked timber, and

from them a straightforward and

while at the same time trying simple story has hardly ver been
made. obal climate leadersnip, -

to consolidate its image as a just as the energy system itself, is as 1990 2000 2010 2020 2030 2040 2050

uncertain as ever, from clean energy

responsible global stakeholder. deployment to climate finance and

10,000 -

Emissions (MtCO: e/a)

5,000 -

. diplomacy and beyond. China is on track to meet or exceed its 2030 Nationally Determined
It I'GmalﬂS tO be Seen Whethef ) Contribution (NDC). China’s NDC is not ambitious enough to limit warming to
United States: Do as | do, below 2°C, let alone to 1.5°C as required under the Paris Agreement, unless

thls IS enOugh to turn Chlna lnto not as | say other countries make much deeper reductions at comparably greater effort.

While it is true that the White Despite the return to increasing emissions in 2017, China met its 2020 carbon
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a leader on climate change

He is deputy director, climate and
advanced energy, of the Atlantic
Council's Global Energy Center. He is
also a fellow of the Initiative for
Sustainable Energy Policy at Johns
Hopkins University, and of the Payne
Institute at the Colorado School of
Mines. He also teaches a course on
energy for the University of Southern
California (USC) program in
Washington, DC.

he trajectory of global climate poli-
tics was shaken in June 2017 by
President Donald J. Trump’s an-
nouncement that the United States
would seek to withdraw from the
Paris Agreement on climate. Telling
a White House Rose Garden audi-
ence that he was elected to represent
the citizens of “Pittsburgh, not Paris,”
President Trump cast the Paris
Agreement as a ball and chain on a
vibrant U.S. economy, and as an
uneven playing field on which much
was required of the United States,
while rising powers such as China
and India could slipstream behind
without concomitant sacrifices.
Regardless of the spurious repre-
sentation of the Paris Agreement, as
well as the fact that any U.S. with-
drawal from the Agreement would
only be legally possible from Novem-
ber 2020 onwards, the speech set a
new tone for the global energy tran-
sition. No longer would the slow and
laborious convergence toward a bot-
tom-up and globally-endorsed ap-
proach, meticulously constructed by
climate negotiators, be inevitable. No
longer could U.S. leadership, in the
form of leading shared sacrifices for
a greater shared good, be counted
upon.

In place of this lost paradigm came,
as in so many other domains of mul-
tilateralism over the past several
years, the return of zero-sum logic.
It is not that power politics, mistrust,
or positioning had never existed in

House has stepped back from a lead-
ership role on international climate
governance, it is not the case that the
United States as a whole has followed
suit.

Governor Jerry Brown of California
joined forces with Michael
Bloomberg and other U.S. regional
and business leaders in erecting
something of an alternative Ameri-
can climate action architecture across
the United States, with gatherings
such as the “We’re Still In” pavilion
at the COP23 climate conference and
the 2018 Global Climate Action
Summit in San Francisco serving to
take stock of the aggregate impact of
non-federal actions and galvanize
them further.

"The story of a complex, mosaic U.S
climate story is more evident when
it comes to actual emissions reduc-
tion performance. According to
Rhodium Group, a leading analyst of
U.S. emissions trends, the current
business-as-usual trajectory of U.S.
emissions will end up somewhere be-
tween 15 and 19 percent below 2005
levels in 2025. The U.S. pledge un-
der the Paris Agreement aims for a
much more significant reduction of
26 to 28 percent.

The U.S. has benefitted from two key
emissions reduction tailwinds over
the past decade. One, efficiency, is
largely the result of intentional pol-
icy measures, while another, the
flight from coal, is largely the con-
sequence of the fortuitous sympho-
ny of the technology-driven shale
revolution and clean energy. Ag-
gressive vehicle fuel efficiency regu-
lations accelerated under President

intensity target in 2017, three years ahead of schedule.

Obama have contributed a significant
share to U.S. emissions reductions,
though the transport sector is now
the single largest greenhouse gas
(GHG) emitting sector in the Unit-
ed States, ahead of the power sector.
This reduction is also in part due to
the fact that the replacement of
coal plants with natural gas plants
and advanced energy technologies
such as wind and solar has reduced
U.S. power sector emissions by 45
percent since 2010. Even Donald
Trump, perhaps the most avowedly
pro-coal President in modern Amer-
ican history, has been unable to
stem the tide of coal plant closures
across the United States; around 20
coal plants were on pace to close by
the end of 2018, making it the most
prolific for retirements in history, be-
yond even the 17 closures in 2017.
And yet this performance at home
for the U.S. has not translated well
into soft power abroad, at least not
when accompanied by the more
salient, if less meaningful, rhetoric of
the American president with re-
spect to climate change and global
efforts to halt it.

China: All eyes on the Middle
Kingdom

Climate change is increasingly a
core pillar of China’s modern iden-
tity, and a growing feature of its soft
power abroad. Chinese President
Xi Jinping announced at the May
2017 Belt and Road Forum, only one

month prior to President Trump’ an-
nouncement, that “We need to seize
opportunities presented by the new
round of change in the energy mix
and the revolution in energy tech-
nologies to develop global energy in-
terconnection and achieve green
and low-carbon development.”
Beijing was also quick to seize on the
opportunity presented by President
Trump’s Paris speech, avoiding any
direct criticism of it in authoritative
statements, but intensifying expres-
sions of concern for the issue of cli-
mate change and generally seeking to
reinforce notions of China as a re-
sponsible global stakeholder. In Pres-
ident Xi’s autumn 2017 speech before
the National Party Congress, he
made the concept of an “ecological
civilization” a key pillar of his vision
for China’s further development.
However, China’s complex and com-
peting interests, as would be ex-
pected of any rising power of its size,
mean that it is almost entirely im-
possible for the country to be only a
good news or a bad news story when
it comes to the global climate chal-
lenge. Some of the most promising
signals for the energy transition are
coming from China, but also some of
the most concerning.

China’s clean energy: leaps
and hurdles

Surely, the sheer scale of clean energy
developments in China is impressive,
from its acceleration of a truly glob- —
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al, commoditized solar module in-
dustry to its more recent prolific de-
ployment of low-carbon energy at
home. Emissions-free power, name-
ly nuclear and renewables, account-
ed for two-thirds of China’s new in-
stalled energy capacity in the first half
of 2018, and renewables alone now
comprise around 40 percent of the
country’s installed capacity, though
not its generation.

In recent years, renewable energy cur-
tailment has also been a headwind for
China’s green ambitions, such that the
country’s actual clean energy gener-
ation and production lagged far be-
hind its impressive investment and
nameplate capacity numbers. Since
2010 more than 150 million megawatt
hours of China’s wind generation,
around 15 percent of its total, was cur-
tailed, representing an estimated $1.2
billion in forgone value.

Much of this has been due to a
transmission system that has strug-
gled to keep pace with the speed and
scale of renewables deployment in
China, along with localized over-
supply and bottleneck issues. As a re-
sult, the problem is far more acute in
certain regions, with Gansu and
Xinjiang experiencing wind curtail-
ment rates of more than 30 percent
in recent years, and Jilin, Hei-
longjiang and Inner Mongolia seeing
curtailment rates of over 20 percent.
2018 finally showed signs of a
turnaround in this wasted renewable
energy production in China, with less
than 10 percent of wind generation
and less than 4 percent of solar gen-
eration being shed. But the issue re-
mains a symbol of the gap between
the country’s ambitious rhetoric and
prolific deployment numbers on the
one hand, and the challenging real-
ities it faces on the ground on the
other.

Fears of an unsustainably rapid and
uncoordinated buildout of renewable
capacity also contributed to the
country revising downward its re-
newable goals in mid-2018. In a
June announcement, Chinese au-
thorities capped the total new 2018
renewable capacity at 30 GW, down
from 53 GW in 2017. Only several
months later, however, the country
also increased significantly its 2030
non-fossil electricity target to 35
percent of consumption, from an ear-
lier 2030 target of 20 percent. If cli-
mate targets could be visualized as
something akin to a yield curve in
classic fixed income analysis, then
China’s recent energy story is one of
“curve steepening,” ramping up
long-term ambitions while creating
additional near-term slack amid tran-
sitional challenges.

It should be no surprise, then, that
China’s climate ambitions are in part
articulating themselves not as a move
away from coal, but instead a differ-

ent pathway for utilizing coal’s ener-
gy content. For example, China’s
Shenhua Group, the country’s largest
coal company, is developing a num-
ber of coal-conversion plants in
Western China’s coal production
base. This includes one direct coal lig-
uefaction (DCL), three indirect coal
liquefaction (ICL) and two coal to
chemicals (CTC) plants. While some
of China’s coal liquefaction facilities
have successfully demonstrated a ca-
pacity to capture and sequester car-
bon, they are also the beneficiaries of
significant subsidies from the gov-
ernment, complicating the question
of how economically efficient and ul-
timately sustainable this climate strat-
egy will prove to be for China.

China in the climate finance
landscape

At the recently concluded negotia-
tions held over two weeks at the
COP24 climate conference in
Poland, China was accused of using
smaller countries as proxies in a bat-
tle to re-erect some of the anachro-
nistic distinctions between devel-
oped and developing countries in the
global climate governance system
that many thought had been re-
solved in the 2015 Paris climate
agreement.

This was, perhaps, a maneuver to
seek leverage in the debate over
counting and catalyzing climate fi-
nance flows that China, and many de-
veloping countries, feel have yet to
live up to, promises made by wealth-
ier economies in years past. The
OECD recently reported that pub-
lic climate finance was around USD
57 billion as of 2017, indicating
some progress toward the commit-
ment of USD 100 billion by 2020
that was first offered at the Copen-
hagen climate conference in 2009 and
revisited at several climate summits
since then.

China is not only a prospective re-
cipient of global climate finance,
however, but also a strategic con-
tributor. Indeed, China’s foreign aid
and assistance apparatus has includ-
ed at least some climate change-re-
lated activities for more than a
decade, though it has expanded
rapidly in recent years. By the early
2010s, this had reached more than
USD 30 million per year, and in
2012, China’s relevant ministry, the
National Development and Reform
Commission (NDRC), announced a
doubling of climate-related aid to
USD 72 million per year.

China’s major emergence as a climate
finance actor came in late 2015 dur-
ing the Obama-Xi summit that pro-
duced joint climate commitments just
before the Paris climate conference.
There, it announced a new USD 3
billion per year “South-South Cli-
mate Cooperation Fund.” Part of
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this finance is meant to go towards
China’s “10-100-1000” Plan, in
which it committed to funding 10
low-carbon industrial pilot projects,
100 mitigation and adaptation pro-
grams and 1000 climate change
training initiatives to developing
countries from 2016 onward.
China is adamant that its aid remains
voluntary and completely distinct
from the climate aid being donated
by developed nations via the Green
Climate Fund conceived at the Paris
Climate Summit. Notably, it was at
the Obama-Xi summit that President
Obama announced a U.S. commit-
ment of USD 3 billion to the Green
Climate Fund, matching the volume
of funds committed by China to its
own “South-South” fund.

China’s administration of the “South-
South” fund, and in particular the ex-
ecution of the 10-100-1000 plan, has
been slow due to a mismatch between

the purpose of the fund and China’s
own bureaucratic design, though
that has recently improved with
China’s ministerial re-shuffle in April
of 2018 and with the assistance of a
variety of international organiza-
tions and NGOs.

In the ministerial shake-up, China
also created a new agency equivalent
to USAID, called the “China Inter-
national Development Cooperation
Agency” (CIDCA). CIDCA already
provided humanitarian aid in May of
2018 to Kenya amid severe flooding
and will likely be utilized more and
more by China over time as the
mechanism through which it ad-
ministers direct and immediate relief
efforts for climate-driven as well as
non-climate-driven disasters.

A non-negligible share of China’s cli-
mate aid has been, and will likely con-
tinue to be, in-kind contributions. A
meteorological micro-satellite was
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gifted to Ethiopia several years ago,
along with the provision of training
on satellite-related capabilities for
monitoring drought and other weath-
er events to Ethiopia. More recent-
ly, in summer 2018, China launched
a much larger meteorological satel-
lite of its own to assist with “weath-
er forecasting accuracy and the abil-
ity to cope with climate change and
mitigate losses caused by natural
disasters” along the contours of its
Belt and Road Initiative (BRI) in-
vestments.

Investment: The (belt and)
road ahead

Beyond “climate finance,” or osten-
sibly charitably oriented climate-re-
lated spending, lies the far larger and
fast-growing renewable investment
landscape. Here, too, China is be-
coming increasingly important for

South-South flows. While the ma-
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jority of utility-sourced renewable as-
set finance in emerging markets still
derives from European firms, Chi-
nese firms comprise a larger and larg-
er share of project developer re-
newable asset finance in the emerg-
ing world. Six of the ten largest re-
newable asset owners in global
emerging markets are Chinese, while
only one is from the United States.
Counting its own domestic invest-
ment, China now accounts for ap-
proximately half of all annual re-
newable investment globally. And this
share may be poised to grow yet fur-
ther if China’s vision for its BRI and
“Global Energy Interconnection”
initiatives come to be fully articulated.
Taking another angle, however, there
are also broader concerns among
some regarding how “green” China’s
BRI will turn out to be. For example,
in 2018, Egypt embarked upon build-
ing the world’s largest coal power

plant as well as Egypt’s largest solar
project, and both are being developed
by Chinese firms using Chinese fi-
nancing. The anecdote captures the
paradox of China’s arrival as an in-
ternational infrastructure player.
There will be countless headlines
about China exporting carbon pol-
lution abroad to other developing
countries, as well as headlines about
China as a green-minded purveyor of
climate-smart infrastructure, and
both in a sense will be correct. Chi-
na, to borrow a phrase often used in
the context of U.S. energy policy, is
truly “all of the above.” Whether this
will prove enough to be judged a true
“climate leader,” and whether the
United States chooses to similarly
evolve its own narrative in coming
years, most certainly remains to be
seen.
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The impact of the May 2019 elections
on the E.U’’s climate change policies

Europe still
a Leader

in Energy
Transition

There is a “green leitmotif™”
running across the political
platforms of traditional and new
European parties alike, reflecting

a growing concern among the
general public, both on the left and
the right. Industry has been warned

THE BIG REVERSAL
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hat might be the impact of the next
European elections, scheduled for
May 26, 2019, and of the new polit-
ical balances emerging from the bal-
lot box, on Europe’s role in address-
ing climate change and decar-
bonization?

We can begin by looking at the way
Europe has managed these issues in
the recent past. New political forces
entered the electoral arena for the first
time as early as 2014. Their aim was
not to drive the integration process in
a different direction but to reverse the
trend, with the explicit intention of
derailing that process. The logic of
compromise among the major tradi-
tional political families and the diffi-
culties encountered by the new play-
ers in finding a joint platform effec-
tively contained this risk during the
2014-2019 mandate that is now draw-
ing to a close. But the tide has not
turned, on the contrary. The up-
coming elections are even more cru-
cial due to several factors, notably
Brexit, a modern zeitgeist that is
raising the specter of policies based on
national sovereignty and the fight
against elites and establishments (real
or imagined), and, finally, the im-
proved networking capacity of very
different political forces who share the
repatriation of policies and practices
as their key goal. The alliance be-
tween traditional political families,
some of which are visibly in crisis,
may not be enough this time around,
so the new Commission may have
very different features and balances.
‘While all this is true, as confirmed dai-
ly by media reports, it is equally true
that Brussels life has always run along
two tracks: one involving the great po-
litical and media narratives, and one
concerned with the day-to-day run-
ning of the “political-bureaucratic ma-
chinery.” The latter has continued to
deliver regulations, initiatives and
decisions, some of them of great im-
portance, often neither the focus of
nor hindered by attention-grabbing
media headlines on the implosion of
the European project.

Increasingly ambitious
targets

The European Union has always
played a leading role on the issue of
climate change and energy transition,
undertaking some very ambitious
commitments and targets—more
ambitious, at any rate, than other con-
tinental blocs and major national
players have been prepared to com-
mit to. In this respect, the E.U. has
also had to deal with opposition
from the European business com-
munity due to the latter’s legitimate
concerns about being at a competitive
disadvantage vis-a-vis its American
and Asian competitors who are less
restricted by regulations to comply
with and targets to meet.

Ilts
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In 2007, the European Commission
adopted a Green Paper on adaptation
to climate change, endorsed by the
European Council, setting out the
well-known Europe 20-20-20 Strat-
egy that aims to cut greenhouse gas
emissions by 20 percent, improve
energy efficiency by 20 percent, and
increase the share of Europe’s ener-
gy from renewable sources to 20
percent. In keeping with this strate-
gy, and to ensure continuity between
the outgoing and incoming Com-
missions, a package of four funda-
mental directives was adopted in
2009. The key goals involve carbon
pricing, a set of binding targets for ev-
ery member state on energy from re-
newables and energy efficiency, and
cuts in greenhouse gases in the trans-
port, residential and agricultural sec-
tors. Within a few years, the package
achieved remarkable success, meeting

THE 2020 PACKAGE

* 20% cut in greenhouse
gas emissions

(from 1990 levels).

° 20% of E.U. energy from
renewables.

° 20% improvement in energy
efficiency.

the 20-20-20 targets or suggesting that
they would be achieved well before the
set deadline. While these results are
partly due to the reduction in energy
consumption driven by the econom-
ic downturn experienced in the last
decade, this does not diminish the his-
torical significance of the political
choices made by the European Union,
which has contributed tangibly and
proactively to overhauling energy
policies in the European continent and
also globally.

"Thus, in 2014, once again on the eve
of a new term, the Commission pre-
sented the more ambitious 2030 En-
ergy Strategy to the European Coun-
cil. This time around, the E.U.
dropped the catchy repetition of the
number 20 coinciding with the year
2020, doubling to 40 percent the
target for cutting greenhouse gas
emissions by 2030, and raising the tar-

The European pathway 2@@7 2@”‘ 4_

THE 2030 FRAMEWORK

* At least 40% cuts in
greenhouse gas emissions
(from 1990 levels).

* At least 27% share
for renewable energy.

* At least 27% improvement
in energy efficiency.

get for increasing energy from re-
newables and energy efficiency to 27
percent. With its customary effec-
tiveness, the political-bureaucratic
machinery put in place a series of ini-
tiatives—the “market stability re-
serve” with stronger carbon pricing,
the fourth phase of the emission
trading system, and the “clean ener-
gy package”—due to be completed by
the middle of next year.

What is happening now?

First, it should be pointed out that the
world has not been as virtuous as the
European Union. Despite the historic
Paris Accord reached at COP21, the
rate of global warming has been ac-
celerating even more due to the ab-
sence of binding targets for many of
the signatory nations, the fact thatin
some cases the targets are conditional
on international funding assistance,

2015

THE 2050 STRATEGY

The Commission has left the
climate and energy goals for
2030 unchanged and has
plotted eight scenarios - all in
line with the Paris Agreement
- which foresee different
combinations of actions and
technologies.

Only one scenario, combining

and America’s withdrawal from the
Accord. We are a long way from at-
taining the Paris goals, which in any
case would no longer be sufficient to
save our planet.

"The European Commission has thus
decided to raise the bar, putting for-
ward a proposal to the European
Council—once again on the eve of a
renewal of its mandate—to adopt new
decarbonization targets for 2050,
linked to mid-century scenarios. The
Commission’s proposal, submitted
to the European Council on Novem-
ber 28, presents eight possible mid-
century scenarios involving the adop-
tion of new decarbonization goals.
Undl a few months ago, the Com-
mission was only focusing on two sce-
narios, one of which was defined as
“moderate” and the other as “ambi-
tious,” envisaging an intermediate tar-
get of 45 and 50 percent, and a final

massive action in terms of
renewables, energy efficiency,
advanced sustainable biofuels,
the circular economy,
electrification, the use of
hydrogen and e-fuels, and
alternative mobility, as well as
the full involvement of the
agricultural and forestry
sector, achieves the goal of
“zero emissions” of
greenhouse gases. Only partial
or limited combinations of
efforts in these areas would
have limited impacts of 80, 85
or 90 percent.

target of 90 and 95 percent respec-
tively. But the discussion has broad-
ened out in recent days, fueled by a
new development. Ten European
Union member states (Denmark,
France, Italy, The Netherlands, Lux-
embourg, Finland, Slovenia, Portu-
gal, Spain, and Sweden), through a
letter signed by their environment
ministers, have called on the Com-
mission to present a proposal to the
European Council that also includes
a radical “net-zero option” scenario
whereby Europe would achieve full
decarbonization by 2050, followed by
negative emissions thereafter. This re-
flects the alarm raised by the Special
Report published by the United Na-
tions Intergovernmental Panel on
Climate Change (IPCC), and its
suggestion that global warming
should be kept to below 1.5C. The
debate has kicked off and will end
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with the choices that will be made at
the European summit to be held in
May 20109, laying the foundations for
European legislations applicable from
2020.

What direction should Europe move
towards in order to meet these targets,
given that it seeks to maintain and
protect a strong industrial base on the
continent? Multiple working tracks
are being considered, all of which will
have a major impact on the energy in-
dustry and on their positioning in the
public debate and public perception.
The European Commission—what-
ever scenario and targets are eventu-
ally adopted—implicitly assumes, on
the one hand, that energy efficiency
actions relating to consumption and
individual behavior will steam ahead,
and, on the other, that some sectors
of the economy (e.g, agriculture and
some processes in the chemical in-
dustry) will find it structurally im-
possible to decarbonize. Critically, the
latter prospect places the burden of
higher targets on other industrial sec-
tors (manufacturing, energy and
transport), which will be required to
compensate for the reduced contri-
bution of primary production and the
chemical industry.

Areas of regulatory
intervention

We can assume that four areas will be
affected by regulatory intervention in
the coming years: the gas market, new
technologies, the transport sector
and the financial sector.

"Today, the major oil and gas compa-
nies are already working and invest-
ing in new directions, with some dif-
ferences in their respective priorities.
These include carbon capture and se-
questration technologies, the pro-
duction of biogas and synthetic gas-
es used in conjunction with natural
gas, and the use of hydrogen. But what
companies are currently doing in
terms of their in-house research and
development or through the acquisi-
tion of external companies and star-
tups driven by medium-to-long-term
strategic plans, could become an even
more pressing need to comply with
European legislation in the future.
A similar situation applies to the
transport sector. In recent years, the
public narrative on the necessary
and imminent electrification of light
transport, namely our cars, has come
to play a dominant role. On the one
hand, this has encouraged automak-
ers to launch new hybrid and electric
models and to announce the end of
diesel cars, and, on the other, the
number of towns and cities that have
imposed future limitations on vehi-
cle circulation consistent with this
model has multiplied. Here, too, itis
worth recalling the other side of the
equation, that is to say, the electric-
ity required for recharging electrically

powered cars is generated in a vari-
ety of different ways. There is thus a
real risk that the final consumer will
feel “carbon free” even when the elec-
tricity delivered at the recharging sta-
tion may be generated by coal-fired
power stations. The new legislative
packages will also try to tackle heavy
goods transport—involving com-
mercial vehicles, air cargo and con-
tainer shipping—which accounts for
a huge and growing share of transport
as a whole and where electrification
poses a far bigger challenge.
Whether trade tarift wars will in-
crease, and whether the anti-global-
ist tide will keep rising, all future sce-
narios point to a massive rise in
“heavy” transport carriers. Europe
will thus have to cope with new fuel
specifications or using new energy
sources like hydrogen, decided at
the European level or through mul-
tilateral negotiations. And industry,
too, will have to cope with the same
issues. Finally, we turn to finance.
"Through direct or indirect action, and
by incentivizing sustainable invest-
ment or discouraging traditional in-
vestment, a new chapter on sustain-
able finance is about to commence.
This will become an additional car-
rot and stick with which to drive in-
dustrial transformation and energy
transition.

Let us then return to where we start-
ed from, next year’s European elec-
tions. The last ten years tell the sto-
ry of decisions taken at the end of the
various mandates and always strictly
implemented by those who inherit-
ed the legacy of their predecessors.

Will things be the same
after 20197

We might suppose that the parties in
favor of the repatriation of policies
and competencies will resist the “in-
trusive” attitudes of the European
Commission and the European Par-
liament on climate change, too, mak-
ing it harder, slower or even impos-
sible to implement European policies
in this respect. Poland and Hungary,
for example, have already shown
signs of moving in this direction.
This, however, would be a short-
sighted calculation. Looking across
the political platforms of traditional
and new parties alike, it is easy to
glimpse a “green leitmotif” linking
them, reflecting a feeling of growing
concern among the general public,
whether on the left or the right of the
political spectrum. We will probably
quarrel over foreign policy or mi-
gration issues, over financial auster-
ity and agricultural quotas, but when
it comes to climate and energy tran-
sition, there will probably be less po-
litical resistance.

Industry has been warned.
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The changeover in environmental
leadership between U.S. and E.U.

tronger
Together?

The alliance between Washington
and Brussels is being sorely tested
by the latest divisions over the
issues of climate change, sanctions
against Russia and Iran, and future
action on energy infrastructure

Sara Stefanini is Climate Home News’
senior reporter, covering Brexit and
broader stories. She is also a freelance
writer, contributing to the Financial
Times and other organizations.
Previously she was a senior policy
reporter at Politico Europe in Brussels,
covering energy, climate change and
environment, and has a master’s
degree from the Columbia University
School of Journalism.

She is based in London.
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merica’s energy relations with Eu-
rope were about as strong as they
ever could be when Barack Obama
bid goodbye to the White House in
early 2017. In his last year, the two
sides worked together to bridge a
long-standing divide with develop-
ing countries and clinch the Paris
climate agreement; secured a sec-
ond landmark deal to lift sanctions
on energy-rich Iran; and commit-
ted to further cooperation on secur-
ing clean energy supplies, liberaliz-
ing trade and combating climate
change.

“We are stronger when we work to-
gether,” Obama and German Chan-
cellor Angela Merkel wrote in a
joint op-ed in November 2016, soon
after Donald Trump’s election. “The
partnership between the United
States and Germany has also played
a central role in reaching the Paris
Agreement on Climate Change. It
gives the world the framework for the
common protection of our planet.”
Two years later, the European Union
headed to the global climate summit
in Katowice, Poland in early De-

cember carrying the heavy burden of
leadership on its own. The aim of the
two-week COP24 is to agree to a
dense and technical set of rules to en-
sure that countries meet the Paris
goals for limiting global warming by
2100. It should also set the scene for
them to raise their pledged action by
2020, as the deal requires.

Yet the outlook for the summit is
cloudy at best. The rulebook nego-
tiations reignited old differences be-
tween rich countries and China and
other emerging economies. The
U.S. remains a party to the Paris
Agreement, as Trump cannot legal-
ly pull out until late 2020 at the ear-
liest, but the U.S. presence has dwin-
dled to a team of civil servants work-
ing quietly behind closed doors.
They often fight alongside Euro-
peans for the same principals as pre-
vious administrations, only with far
less political clout.

What’s missing from
the talks is leadership
from the top

While civil servants negotiate, Trump

continues to refute scientific findings
on climate change and the damage
linked to it. He blamed the recent
California wildfires on poor forest
management, rather than a rising
global temperature, and said he did
not believe the findings of a U.S. gov-
ernment report on the economic
effects of climate change in the U.S.
Meanwhile, Trump’s energy and for-
eign affairs policies have stoked more
differences between the U.S. and Eu-
rope, first with renewed sanctions
against Iran and now with the threat
of sanctions against the Nord Stream
2 gas pipeline from Russia to Ger-
many. “We are probably going
through the most difficult period of
the E.U.-U.S. relationship since the
Second World War,” Maros Se-
f€ovi€, E.U. vice president for the en-
ergy union, said at a conference or-
ganized by the think-tank Globsec in
May. “Paris was the first stepping out
of an international treaty and the Iran
deal was the second walking away
from a treaty jointly negotiated. To
be quite honest, we do not under-
stand very well how we could be in

this shape when we’re talking about
our closest of allies.”

Brussels and Washington have tak-
en steps to reinforce their coopera-
tion on energy more recently, par-
ticularly natural gas trade. They
held the first E.U.-U.S. energy coun-
cil under Trump in July and discussed
the modernization of energy infras-
tructure, clean energy innovation
and diversification of energy sources,
supplies and routes, among other
things. However, there was a notable
omission from the joint statement,
any mention of climate change or
greenhouse gas emissions.

The statement struck a distinctly
more ambiguous tone compared to
the last bilateral meeting under Oba-
ma, in mid-2016. Riding high off the
excitement of the Paris accord, the
two spelled out lengthier and more
specific commitments to planned
European gas pipelines and regasifi-
cation terminals designed to diversify
supply, and said they could learn ways
to meet their clean energy and cli-
mate targets from each other. They
also underscored the need for “close

U.S.-E.U. TALKS

Donald Trump and European
Commiission President Jean-Claude
Juncker after the meeting

held in Washington D.C.

on July 25, 2018, to discuss

U.S. import tariffs on European
Union steel and aluminum.

U.S.-E.U. coordination” in imple-
menting the Paris commitments.
That will be missing in Katowice.

Europe’s awkward position

European leaders in Brussels and the
capitals were quick to defend the
Paris Agreement when Trump an-
nounced plans to withdraw in June
2016. They masterminded a G7 en-
vironment statement saying the deal
was irreversible and non-negotiable,
with a footnote clarifying the U.S.
objection, and formed a partner-
ship with China and Canada to
maintain support and iron out dif-
ferences that develop in negotia-
tions.

Yet America’s absence accentuates the
awkward position Europe finds itself
in on the global climate stage. Si-
multaneously there is demand from
the developing world to increase its
goals for cutting greenhouse gas
emissions, both in the near- and
longer-term, and resistance from
poorer and more coal-reliant E.U.
countries.

“The potential for the E.U. to go fur- —
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ther is very much there and critical,”
said David Wascow, director of the
international climate initiative at the
World Resources Institute. “How the
E.U. engages with other countries is
very important—being able to build
bridges and common fronts with
the [least developed countries bloc],
with the small island states, with oth-
er key vulnerable countries.”

For the developing side, one expec-
tation of Europe emerged in the first
few days of the COP summit: the
need for more money. With the
Trump administration reneging on
previously pledged financial aid, the
group of least developed countries
said it wanted rich countries to fill the
gap, even if temporarily.

It’s hard for the E.U. to mobilize cli-
mate finance as a bloc since it’s the re-
sponsibility of individual countries.
But in a bid to satisfy international
pressure for emissions cuts, the Eu-
ropean Commission is now urging
E.U. lawmakers to set a goal of
slashing emissions to net-zero by
2050, meaning any last manmade
emissions would be absorbed by
forests or carbon capture technolo-
gy. The climate strategy the Com-
mission released ahead of COP24
sets out pathways for reaching “cli-
mate neutrality.” It remains to be
seen, however, how far E.U. coun-
tries are willing to increase the ex-
isting emissions reduction target of
60% by 2050, compared to 1990.
Even if they do follow the Commis-
sion’s call, environmentalists say it is
not enough to meet the Paris Agree-
ment’s second goal to limit global
warming to 1.5 degrees Celsius.
Plus, Europe remains under pres-
sure to increase its target for 2030.
Still, its position in Katowice re-
ceived a slight boost from an other-
wise gloomy report that showed
global carbon emissions will jump to
a record high at the end of 2018.
The E.U.’s emissions were expected
to be roughly flat following 10 years
of larger declines. But America’s
stood to rise by 2.5% as a result of
cars and gas-fired power, after
falling over the previous decade.
This previous decline in the U.S.
was largely driven by the shift from
coal to domestic shale gas and ini-
tiatives led by state and local gov-
ernments and companies. But the
effect of the Trump administration’s
rollback of environmental policies
will likely begin to show in future
emissions results.

“While the U.S. was gaining in the
short term, with the transfer from
coal to gas, the Europeans have a
much longer-term plan for a real en-
ergy transition,” said Randolph Bell,
director of the Atlantic Council’s
Global Energy Center. “We see that
both at the government policy level,
but at the corporate level as well, Eu-

ropean companies are taking the
lead on recognizing and acting on cli-
mate change.”

Filling the White House void

There is, arguably, one upside to
"Trump’s decision to back away from
Paris: The rise of American gover-
nors, mayors, moguls, philanthropists
and other non-state actors, all of
whom Europe is openly embracing.
California Governor Jerry Brown vis-
ited Europe during last year’s COP23
summit in Germany and agreed with
Miguel Arias Cafiete, the E.U.%s cli-
mate action and energy commis-
sioner, to step up cooperation be-
tween the state and E.U. bloc on
emissions trading and zero-carbon
transport. In September of 2018, For-
mer New York Mayor Michael
Bloomberg, now the United Nations’
special envoy for climate action,
agreed with Arias Cafiete to work to-
gether in managing the global shift
away from coal. And in October, phi-
lanthropist Bill Gates signed a deal
with SefCovi€ to create a joint in-
vestment fund for breakthrough
clean energy technologies such as
batteries.

Even American oil and gas majors
have started to shift, after being
criticized for lagging behind Euro-
peans in acknowledging the impli-
cations of climate change and the
need to reduce fossil fuel use.
Chevron, Exxon Mobil and Occi-
dental Petroleum joined the Oil and
Gas Climate Initiative in September,
alongside European companies in-
cluding BP, Eni, Equinor and Roy-
al Dutch Shell, as well as China’s
CNPC, Brazil’s Petrobras, Saudi
Aramco and others. The initiative,
launched in 2014, aimed to reduce
emissions from oil and gas and cre-
ated a USD one billion-plus invest-
ment arm for low-emission tech-
nology.  This kind of movement
from non-state actors is crucial, as at-
tention turns from the high-level ne-
gotiations needed to set out global
goals in the Paris Agreement to the
work and investment needed to ful-
fill it.

Washington’s leadership, however, is
still clearly missed. “I’ve never seen
such positive energy coming from
states like California, New York and
many others—from the mayors, but
also from the business leaders, who
simply want to convince us all that
the U.S. can do it without the White
House,” Sef€ovi€ said in May. “But
if it comes to global talks, green fi-
nancing and overall diplomatic effort,
which you need to maintain to have
success in Katowice at COP24, of
course we are missing our American
friends.”

In fact, Trump’s assertions that the
Paris Agreement is bad for U.S. in-
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Who Is
concerned

about CO»"?

According to projections in a
recent report by the Global
Carbon Project, global CO-
emissions will reach a new peak
in 2018, of 31.1 gigatons, up by
2.7 percent on the previous
year. In this unreassuring
scenario, Europe is the only one
of the most polluting regions
where the level of carbon

terests have helped fuel a backlash to —  dioxide emissions from fossil

fuels has remained almost
unchanged (-0.7 percent on
2017). However, after
decreasing over the previous
decade, U.S. emissions
increased by 2.5 percent in
2018, due to road traffic and
gas-fired power plants.

The European Union also
shows the lowest ratio between
emissions and units of gross
domestic product: 0.19
compared to the world average
of 0.32 and the U.S.’s 0.31.
Although China has seen its
emissions levels plummet over
the last 50 years, it still heads
the world rankings with a ratio
of 0.48.
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THE RULE BOOK

COP24 ends with the
adoption of the “Katowice
Climate Package,”

the long-awaited “rule book”
for implementing

the Paris climate accord.

the deal elsewhere in the world.
Australia, a coal-rich country that has
long been resistant to strong climate
measures, is pushing back more au-
daciously against the idea of quitting
coal or funding green projects in de-
veloping countries. Brazil’s right-
wing President-elect Jair Bolsonaro
floated the idea of pulling out of Paris
during his campaign and appointed
a climate skeptic to be foreign min-
ister. The government also withdrew
its offer to host next year’s COP25
summit.

“You see that while the U.S. is not
showing leadership, other countries
are more likely to weaken their
stance—Australia is a good exam-
ple—or not feel under pressure to
act,” Bell said. “Without U.S. lead-
ership, it is really hard to get real
global action on these issues.”

The next E.U.-U.S. chasm

While transatlantic climate change
relations soured early in Trump’s
term, his stance on energy security
and diversification remained broadly
unchanged: Europe, particularly its
central and eastern countries, needs
fresh sources of gas to free itself of
Russia’s grip on the market. The dif-
ference from previous administra-
tions is that Trump ramped up the
commercial rhetoric, frequently ar-
guing that the U.S. is ready to sell
liquefied natural gas (LNG) as an al-
ternative.

E.U. leaders have followed by tout-
ing the potential for American LNG
in recent months. But their over-

tures amount to little more than po-
litical shows of support and are un-
likely to bring tangible changes in
European gas supply or policy.
When European Commission Pres-
ident Jean-Claude Juncker visited
the White House in July, the two
sides agreed to facilitate gas trade to
help diversify and secure Europe’s
supplies. Nonetheless, it is ulti-
mately up to companies, not gov-
ernments, to sign supply deals. And
Juncker made clear it remains up to
the U.S. to make its LNG commer-
cially attractive to European buy-
ers. “The growing exports of U.S.
liquefied natural gas, if priced com-
petitively, could play an increasing
and strategic role in E.U. gas sup-
ply,” Juncker said. “But the U.S.
needs to play its role in doing away
with red tape restrictions on lique-
fied natural gas exports. Both sides
have much to gain by working to-
gether in the energy field.”

Polish state-run gas company PG-
NiG then signed a deal with the
U.S.” Cheniere Marketing Interna-
tional in November to import LNG
over 24 years. The supplies might
reduce Poland’s dependence on Rus-
sian gas, but it will not make a large
dent in a country that relies on coal
for around 80 percent of its elec-
tricity generation.

Angela Merkel expressed support
for plans to build Germany’s first
LNG import terminal in October
by saying the government is looking
at the possibility of providing fund-
ing. But the project has yet to be

formally approved, and Germany’s
gas use will depend on if and how
quickly the country decides to phase
out its large coal-fired power capac-
ity.

Now this tacit cooperation risks
stalling as a result of American sanc-
tions. Trump’s decision to pull out of
the Iran nuclear agreement and
reimpose sanctions has already
chilled European excitement around
investment in the country’s vast oil
and gas reserves, as well as renew-
ables and other projects. Even be-
fore Trump announced his with-
drawal this spring, the uncertainty
dissuaded many companies from
committing to investment.

The U.S. is considering sanction-
ing the Nord Stream 2 gas pipeline,
which is already under construction,
and that would hurt the five West-
ern European companies backing
the project with Russia’s state-run
Gazprom. Russia’s aggression
against Ukraine in late November,
firing at ships and seizing their crews
off the coast of Crimea, could trig-
ger sanctions sooner than expected.

Tensions over Nord Stream
2 and the role of Germany

Many argue the U.S. is right to tar-
get what s seen as a Kremlin tool to
deprive Ukraine of revenue from
Russian gas that crosses to Europe,
while tightening its grip on the E.U.
market. Punishing private European
companies, however, may go a step
too far.

Even the European Commission,

which made numerous attempts to
quash the project on the grounds
that it will increase reliance on Rus-
sian gas, lobbied Capitol Hill in
2017 to narrow the reach of sanc-
tions that could have touched pro-
jects such as Nord Stream 2 or the
Zohr gas field in Egypt, which Eni is
developing with Russia’s Rosneft.

Berlin made clear that sanctions on
Nord Stream 2 would not shake its
support for the project. “I have
taken note of the criticism but noth-
ing has changed in the basic view of
the economic project, which is what
Nord Stream is,” government
spokesman Steffen Seibert said in
late November, according to
Reuters. It would therefore raise a
number of challenges in the U.S.-
European relationship and Amer-
ica’s ability to carry various policies,
said Brenda Shaffer, a professor at
Georgetown University’s Center for
FEurasian, Russian and Eastern Eu-
ropean Studies. For one thing, E.U.
senior representatives are unlikely
to be happy, even if they oppose the
pipeline project, she said. For an-
other, it could actually weaken
Washington’s efforts to sanction
Iran. “If these companies are already
sanctioned, they might feel free to
engage in trade with Iran, Shaffer
said. “Germany would also most
likely increase efforts to undermine
the Iran sanctions if its energy com-
panies and project were sanctioned

by the U.S.”

%
/%

COP24 Reaches

a Compromise
without any Clear
Commitments

The arduous compromise reached in
Katowice will allow the Paris agreement
on climate change to be implemented.
However, serious doubts remain about
achieving the goals set in 2015

OP24 in Katowice was
definitely not the parade of
powerful men and women

from around the globe and
personalities from the worlds of art,
cinema, sport and culture we saw at
the time of the Paris Agreement in
December 2015. It was more like an
exhausting tournament—to use a
sporting metaphor—that ended in a
draw in the last minute of extra time.
The conference, which began on
December 3, was attended by 196
countries and lasted 24 hours longer
than planned, but took very few steps
forward. By Saturday, December 15,

gone 10 o’clock in the evening, the
shattered delegations had finally
approved a shared text, but one that
lacked any clear statement about the
extra steps countries are going to
take by 2020, the year in which they
are required to communicate their
new commitments.

In particular, environmentalists are
concerned that the conference failed
to resolve the issue of the INDCs, the
promises to reduce CO2 emissions.
In fact strong doubts remain about
the likelihood of achieving the goal
set in Paris to limit the increase in the
average global temperature by the

THE BIG REVERSAL

end of the century to 2 degrees
centigrade compared to pre-
industrial levels, remaining as close
as possible to 1.5 degrees.

What kind of agreement

is this?

Is the glass half full or half empty? As
always when the result satisfies
almost no one, the yardstick lies in
the actual and potential effects of the
agreement, outcomes we’ll be able
to measure very soon as COP25 will
be held in Chile in 2019, with a pre-
COP in Costa Rica. The latter
conference will serve to check the
decisions made to avoid next year
turning into ten days substantially
deadlocked as happened in
Katowice.

One certainly cannot blame Poland,
host of the UN climate conference.
Everyone knew from the start that,
with its policies on coal, the Polish
city was a place of contradiction and
was by no means a champion of the
Paris agreement policies. The people
who chose Katowice did so knowing
that global environmental and energy
policies cannot be built only with the
support of those who agree with
each other. Organizing the summit in
one of the countries that will have to
make the biggest changes made the
discussions real and forced everyone
to deal with that reality, in accordance
with the principles established by
COP19.

Looking ahead to 2020

In this sense, the Katowice gamble
was won. A number of countries
openly voiced their opposition:
Russia, the USA, Saudi Arabia and
Kuwait expressed their disagreement
with the document presented by the
United Nations, which accepts the
premises of Paris 2015 and says that
there is a 12-year window within
which action to limit global warming
and CO2 emissions must be taken.
As a result, following diplomatic
wrangles and demands to abide by
the UN statute, the delegations
attending the Katowice conference
only took note of the IPCC experts’
report rather than adopting it. This
diffidence sparked a debate in itself
but also allowed the conference,
despite prominent absences among
prime ministers and representatives
of the relevant ministries, to avoid
becoming bogged down, to hold a
proper debate and to create a kind of
“Rulebook” of 100 paragraphs. The
result is undoubtedly less poalitically
significant today but may become
more effective in the future. The text
was adopted collectively to enact the
provisions of the Paris Treaties with
an initial evaluation to take place in
2020.

This is a tool that UN Secretary
General Antonio Guterres also

intends to use in a form he defined
as “ambitious,” Guidelines will allow
real control over the progress
declared by each of the participating
States which have already provided
the UN with their annual emissions
data, albeit without any
consequence. This data, together
with documentation, can be found on
the United Nations’ website.
Another omission, one denounced
by environmentalists, is the
insufficient protection for the most
vulnerable populations facing climate
change. The Adaptation Fund is
expected to receive 128 million
dollars, but the rules established are
not strict enough to guarantee these
contributions. The transfer of
development projects and new
technology will be included in this
huge economic and cultural
transition. Finally, the methods for
monitoring CO2 emissions have been
codified, placing responsibility for
determining them on the states that
produce them, and procedures have
been established for a kind of stock
exchange, Global Stocktake, where
every ton of emissions can be traded
for a handsome payment.

One is left wondering whether the
“draw in extra time” at COP24 in
Katowice should be viewed as a
stagnation of the Treaties or as a way
to advance a few meters when under
a deadly and powerful barrage of
enemy fire. The Global Stocktake is
opposed, for example, by the new
Brazilian president, Jair Bolsonaro.
Under pressure from Bolsonaro, the
introduction of an accounting system
for the world emissions market, a
financial deterrent for polluters, who
would be obliged to pay for their
emissions, was postponed until next
year.

Notwithstanding the differences of
opinion, it is undeniable that the
Katowice conference transformed
the principles of Paris 2015 into a
series of applicable and controllable
procedures. In short, the
commitments given three years ago
are beginning to take shape, and
2020 is around the corner. The
“truce” signed in Poland after 10:00
p.m. on Saturday, December 15 tells
us only one thing for certain: COP25
in 2019, on the eve of the binding
and expensive decisions that will be
taken the following year, will be more
than a polite diplomatic wrangle

ROBERTO DI GIOVAN PAOLO
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others, ANSA, Avvenire and Famiglia
Cristiana. He was Secretary General

of the Italian Association for the Council
of European Municipalities

and Regions, and he is a lecturer

at the University of International
Studies of Rome.

‘we



Brussels’ plan to reduce CO: ek antomn Shearday moming i Be-
emissions via the increased use e 1005 Bap, e Bl Ty
of renewable sources o0 oo Aoy et oot
and the decommissioning st graduning sndeus I
of large fossil fuel power plants Ty, you hecome engimeen and
could conflict with the need T bl s 5 mooiine: e mp.

coming blackout in the national grid.”

to malntall’l SUfflClent eleCtI' lCal % ////// These words captured widespread
ower to avoid power cuts Z //// % Furoperwhere the closre of P of 5
p p / /I / sevenpnilclear power stations for rnailff

He is Chairman and co-founder tenance has put the entire electrical sys-
of Nomisma Energia, an independent tem under stress, raising the specter of
research company in Bo|ogna that a blackout. This Warning could be a
deals with energy and environmental harbinger of things to come for the rest
issues. He has always worked of Europe, where the plan to free sys-
as a consultant for the energy tems from fossil fuels and nuclear
sector in Italy and abroad, power will require electricity from re-
dealing with all the major aspects newable sources of unprecedented, and
of this market. perhaps unrealistic, proportions. This

plan would also put network safety at
risk. The limit of renewable sources, %

o



THE BIG REVERSAL

especially wind and solar, is their in-
termittent nature, only being available
when the wind blows or the sun

DEVELOPMENT OF ELECTRICITY PRICES FOR NON-HOUSEHOLD ELECTRICITY PRICES FOR NON-HOUSEHOLD CONSUMERS, SECOND HALF 2017 (EUR per kih)
CONSUMERS, EU-28 AND EA, 20082017 (£UR per kih) D1 -
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from one kilogram of fossil fuels, they
require huge areas of land, which
would therefore also require very ex-
pensive and inconvenient electricity
transmission systems. The ongoing
transition in Europe, the largest in
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earlier, in mid-June 2018, the Euro-
pean Commission had also agreed to
increase the use of renewables to 20
percent by 2020 and to 32 percent by
2030, in comparison to the current 17
percent. This percentage represents
the ratio between renewable energy
production and gross domestic con-
sumption, including transportation
and heating, although the figures in
electricity production will be are just
as ambitious, despite not yet having
been set. The proportion of these is
due to increase from the current 30
percent to over 60 percent in 2030.
"These are amazing goals, as dizzying
as they are demanding, far away
enough over time to spare the politi-
cians from the need to answer for any
failures, as they will have already
been retired for some time. The ef-
fect is also to distract from a reality
that ignores some of the fundamen-
tals, such as the fact that the electric-
ity networks represent the nervous sys-
tem of Europe, that the prediction of
growth in intermittent renewables
poses immense technical challenges,
and that the transition will come at a
heavy price, with currently high costs
that continue to increase.

While Brussels is celebrating sus-
tainability with new promises, in
Paris, President Macron has problems
putting into practice his promises
from a few years ago. The French
people's reaction to the January 2019

Source: Eurostat, May 2018

announcement of an increase in excise
duties on diesel has been incredibly
negative, despite the goal of the in-
crease being to penalize traditional
cars in favor of electric ones. The gilets
jaunes, named after the yellow high-
vis jackets they wear, are contesting the
energy transition policy handed down
by the rich elite, a policy that raises en-
ergy prices affecting the wallets of the
lowest-income population groups.
We have to wonder what will happen
in the coming years when electricity
bills start to rise to cover the costs of
renewables. To ease the transition,
Macron announced on November 27,
2018 that the goal to reduce the use
of nuclear power to 50 percent, from
the current 76 percent has now been
put back to 2035, no longer 2025 as
promised by his predecessor Hollande.
More important than the street
protests, where the nuclear question
is not being raised, is France's inabil-
ity in seven years to give up such a
large proportion of nuclear energy
production, currently over 100 billion
kilowatt-hours. Such a cut would
lead to stability problems in the na-
tional grid, not only in France but also
in neighboring countries, starting in
Ttaly, sadly the country most depen-
dent on electricity imports from

abroad, especially nuclear energy
from France. Also on November 28,
2018, the organization that includes
the European electricity transporta-
tion network operators published its
half-yearly report on the adequacy of
the European electrical system. The
report stressed that in the event of a
severe cold snap, a normal occurrence
in winter, Belgium, France and north-
ern Italy would be at risk. What “at
risk” means is unclear. In the best-case
scenario, when the cold comes, as it
did with the Beast from the East in
February 2018, electricity prices
would surge upward. When itis cold
in many countries, but especially in
France, more electricity is used, be-
cause heating, especially additional
heating, uses electrical resistance. In
Italy, more simply, the resultis greater
consumption because many people
there use electric heaters.

More demand for energy,
higher price instability

"To cover the higher demand, more
power stations are required. These
would be less efficient because they use
precious diesel, which would have to
be imported from eastern to western
Europe, thereby incurring greater
transportation costs. Other compli-

cations could also come into play, such
as the fact that colder temperatures
usually bring high pressure. If the
weather is good, the wind drops and
so does the electricity production of
wind turbines in northern Europe.
Also when there is good weather, rain-
fall can be low, resulting in a decrease
in hydroelectricity plant production
and leading to additional demand
for energy produced by more expen-
sive marginal power stations. These
are not exceptional events—they oc-
curred frequently in the last two
years. However, when there was plen-
ty of traditional production there
were few consequences, whereas now,
with more renewables and lower ca-
pacity, only a few drawbacks are
enough to create difficulties. Proof of
this lies in the fact that wholesale elec-
tricity prices in Europe have been
steadily growing for the last three
years in the countries that are most
committed to reforms, especially
France. In late November 2018,
French prices were close to EUR 70
per megawatt-hour, about EUR 30
higher than usual levels, and this re-
sulted in a higher average cost of elec-
trical generation for the French grid.
In the last three years, closures for
maintenance were needed in early

winter in the large nuclear power
plants, with resultant price increases.
In Germany, after three years of av-
erage values close to EUR 30/MWh,
2018 prices remained steadily above
EUR 40, frequently peaking at EUR
60. In the United Kingdom, the Eu-
ropean country that has spent the
most in recent years on coal-fired
power station closures, prices have sta-
bilized at EUR 60 per megawatt-hour,
compared to previous levels, when
most production was from coal, of be-
low EUR 40. Meanwhile, in Berlin the
committee tasked with discussing
what to do with the more than 150
coal-fired power stations producing al-
most 40 percent of German electric-
ity has continued to postpone their re-
porting date. The conviction is ever
stronger that, just as France cannot
give up nuclear power, Germany will
not be able to get rid of coal. This is
yet more valid if it is taken into con-
sideration that Angela Merkel is hold-
ing onto the commitment to exit
from nuclear by 2022, the impact of
which is less significant than in France,
but still worth 80 billion kilowatt-
hours, 12 percent of total. The closure
of these power stations, probably
compensated for by increased wind ca-
pacity, will worsen price instability.

(*) This designation is without prejudice to positions on status, and is in line with UNSCR 1244/1999 and the ICJ Opinion on the Kosovo Declaration of Independence.

Consequences of the risk

of blackouts in Europe

Allin all, if it were only a price prob-
lem, although annoying, it would
not be particularly serious. The crit-
ical points mentioned by electricity
transporters could take on much
more serious connotations, damage
that simple economic calculations
cannot clearly express. This worst-case
scenario is non-delivery of electrici-
ty, a technical expression for blackouts
that masks a very serious occurrence
because of the vital nature of electricity
for end customers, whether industry
or private citizens. In other words,
blackout, including due to supersti-
tions, should not be mentioned in the
European electricity industry, strug-
gling as it is with this most resound-
ing energy transition. This extreme
occurrence, fortunately increasingly
rare, instantaneously takes people,
factories and services back to the
pre-industrial age, with no light, lifts,
air conditioning, television, mobile
phone or car recharging. Attempts at
putting a price on such non-delivery
of electricity indicate values of EUR
3,000 and over per megawatt-hour, at
least 500 times the current market
price. This level can easily be under-
stood by any ordinary citizen if they

take into account what they would be
willing to pay to restart a lift if they
were stuck due to a power cut. EUR
3,000 per megawatt-hour, equiva-
lent to EUR 3 per kilowatt-hour is
enough to keep the lift in a six-story
building going for one day, consum-
ing no more than 1 kilowatt-hour. Ital-
ian consumers are better aware of the
importance of electricity supply after
they witnessed one of the worst black-
outs in world history on September
28,2003. From 3 a.m. Saturday night
into Sunday morning, no part of
Italy had any electricity apart from
Sardinia and Elba—about 56 million
users were cut off. Little by little, the
power came back on, first in the
north, from 8 a.m., then gradually
down throughout the country, with
the lights in Sicily only coming back
on at 10 p.m., 18 hours later. A sim-
ilar event, if a lesser one, occurred in
2006, between Germany and France.
Since then, massive investment has
been plowed into national grids. De-
spite the increase in intermittent re-
newables, such dramatic events have
not recurred. However, dips in elec-
tricity demand, due to the economic
crisis, are just as significant. More se-
rious issues have arisen over recent
years. Not by chance, the slight re-

covery in consumption over the last
three years has been accompanied by
more frequent tensions due to rising
prices. The future is a concern, part-
ly because demand should recover,
both due to a more sustained pace of
economic expansion and due to
greater penetration of electricity into
final consumption, one of the funda-
mental objectives of supporters of the
energy transition. A greater chal-
lenge will be the fact that the current
capacity of wind production in Europe
will need to double or more—and so-
lar power will need to increase three-
fold or more—to reach a level close
to 40 percent of overall electricity pro-
duction, compared to the current 15
percent. It has taken 60 years to
build the current European electrical
system, consisting mainly of power
stations meeting the old large-scale re-
quirements so as to achieve economies
of scale, and downstream cascade
transportation and distribution to
the end customers, to gain greater
control over the system. The idea that
the system could be completely rev-
olutionized in favor of intermittent re-
newables in only 12 years is not am-
bitious. It is a dream.

%
/%

87



fourty one

&

number

The myth/The eternal challenge between molecule and electron

The New Frankenstein
and the Limits of Batteries

The magic of electricity has animated scientific and literary
fantasies since time immemorial, but the ambition

to replace fossil fuels clashes with the intermittency

of renewables and the weakness of storage systems

He is Executive Vice President,
Scenarios, Strategic Options & Investor
Relations of Eni, previously responsible
for the E&P portfolio at Eni, where he
also held numerous planning,
negotiation and commercial roles in
Italy and abroad.

t could work...! It... could..work!!” Dr.
Frederick’s experiment in Young
Frankenstein, the loose reinterpreta-
ton of Mary Shelley’s novel, is a
symbol of the extraordinary saving ca-
pacity of electricity. Mary Shelley, just
19 years old, had been fascinated by
the studies and experiments that were
proliferating throughout Europe
around a phenomenon known since
the time of the Greeks. The fact that
a natural flow of electricity exists was
also known to Thales of Miletus and
the early philosophers who gave the
name Elektron to amber, given the
properties of this resin to electrify and
attract other materials when rubbed.
But capturing and using this flow was
another matter altogether. Centuries
passed. After the kite races in thun-
derstorms of Benjamin Franklin, an
eclectic inventor of bifocal lenses,
fins, daylight saving time and, in his
spare time, a founding father of the
United States of America, attention

THE BIG REVERSAL

shifted from the electricity of lightning
to that of animals. But no-one could
understand what this flow was and,
above all, what it was for. For sever-
al decades, the University of Bologna
was the MIT of its time. Galvani's
frogs were the first step for experi-
ments that became ever more grue-
some. Convinced that life was an
electrical fluid, some scholars began
to electrify corpses with the idea that
they could be resurrected. Galvani's
nephew, Giovanni Aldini, transformed
the experiments into a spectacle. The
difficulties in finding bodies intact
from the neck up during the French
Revolution saw him emigrate to Lon-
don, where he terrified viewers who
saw serial killers reopen their eyes or
their bodies convulsing. Sometimes
the shock was such that, as well as the
deceased-guinea pig, which unfortu-
nately, or fortunately, did not survive
once the electrical stimulus was turned
off, some poor spectators, unable to
withstand the spectacle, also suc-
cumbed.

Prometheus between electric
and magnetic fields

Butlet's get back to Mary Shelley. In
June 1816, the future Mrs. Shelley was
at Villa Diodati, near Geneva, in the
stimulating company of Lord By-
ron, Percy Shelley and Dr. John Poli-
dori. As in all respectful ghost stories,
it was a dark and stormy night in the
colder summer of the past. 1816 was
“the year with no summer” due to the
effects of ash from the eruption of the
Tambora volcano in Indonesia, which
altered the cycle of the seasons. Aldi-
ni's experiments definitely came to the
young writer’s mind when she decid-
ed to breathe literary life into Franken-
stein, the modern Prometheus. Less
clear is the inspiration for the second
“monster” born that evening, the
vampire of Dr. Polidori, as part of the
then-popular trend of Gothic stories.
However, the true nature and the
great potential of electrical flow con-
tinued to remain obscure, even to the
literary guests at Villa Diodati, and it
took another 100 years to fully un-
derstand them. Lightning or dancing
corpses were not the expression of a
vital fluid, but demonstrated the ca-
pacity of matter to exchange electrons.
Under certain conditions, negatively-
charged materials with excess electrons
and positively-charged materials with
a lack of electrons exchange these tiny
particles, generating an electric field.
The variation of this field in turn also
generates a magnetic one in a twinning
between electricity and magnetism
that clearly explains why hair or cer-
tain tissues suddenly rise and attract
small metallic objects. The experi-
ments of Michael Faraday, in the
mid-1800s, attested to this close re-
lationship, demonstrating the basis of
all the alternators, dynamos and en-

gines that we use today to convert me-
chanical energy produced by the
wind, fossil fuels and water, via a
magnet, into electricity. “It could
work...!” Like 200 years ago, today's
electricity requirements are enor-
mous. New Frederick Frankensteins
aspire to revolutionize the world of en-
ergy by almost completely electrify-
ing consumption and expanding the
role of renewable sources to cover all
of electricity generation. It is an am-
bitdous experiment that must over-
come two challenges to its success:

* | the electrification of end consump-
ton;

* | the establishment of continuity in
the production of wind and solar
power.

There is also only one keystone to suc-

cess, as we will see below. Let's focus

on the first challenge: electrifying
demand means freeing consumption
from the combustion process. Break-
ing the bonds of molecules with com-
bustion, releasing energy in the form
of heat or light, is the primary form of
consumption on which the ancient
world was built, with wood and nat-
ural biomass, and the modern one,
with fossil fuels. Today the combus-
tion of fossil molecules covers 80
percent of primary energy consump-
tion. This consumption includes not
only end uses, but also what happens
upstream to generate energy, the
process losses and energy transporta-
tion. Another 10 percent of end con-
sumption consists of the combustion

of biomass in the poorest countries, a

polluting and dangerous hangover

from the pre-industrialized world.

The remainder of energy consump-

ton is all the electricity not pro-

duced by the fossil combustion, i.e.,

power taken from nuclear fission,

the fall of water, geothermics and a

liminal proportion, only 1 percent,

from the sun and the wind.

A revolution led by the
electron

In short, today’s ratio between

molecules and electrons in total energy

consumption is 9:1. But what happens

downstream, at the level of end con-

sumption? In the detail of the various

methods of end use, molecules now

generate:

* | 99 percent of ground, sea and air
transportation requirements

* | 100 percent of consumption relat-
ed to construction work or indus-
trial feedstock, e.g., gasoline in
the petrochemical industry

* 160 to 65 percent of domestic and
industrial use, with the remaining
proportion electrified.

Not only many final uses directly pro-

vide for combustion, but also a large

part of electricity (80 percent) is pro-

duced by burning fossil fuels. It should

be remembered that electricity is a sec-

ondary source of energy, i.e., it is gen- —
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EXPERIMENTS IN SHOWBIZ
Giovanni Aldini, the nephew
of Galvani, mounted shows
where he terrified viewers
who saw serial killers
reopen their eyes or their
bodies convulsing.

This engraving from the
19th century depicts one

of these experiments.

erated by other sources. The techno-
logical challenge to achieve full elec-
trification, therefore, lies in the trans-
formation of the instruments we use.
In fact, the value of energy is nothing
more than the ability to carry out ac-
tions such as the transportation of peo-
ple or things, heating, lighting, com-
munications, building new objects
and materials. And doing it as effi-
ciently as possible, when we want, and
with minimal impact on the environ-
ment. Each action has different energy
requirements for durability and in-
tensity and can be realized only with
the tools that technology offers us.
"The energy revolution is therefore ac-
tually a technological revolution that
allows us to perform the same gestures
or new actions with instruments oth-
er than those we have used to date. If
we look at the technological revolu-
tion and the challenge between elec-
trons and molecules in end uses, so
many important changes have oc-
curred in the last century. In the
richest countries today, there is no gas,
oil or whale blubber lighting for
homes or the streets, nor the use of
candles, apart from romantic set-
tings, or fire. Homes can also be

heated using electricity. Electric ket-
tles and ovens, induction cookers or
microwaves confirm that electrons can
be a good ingredient in the kitchen.
There are still pockets of resistance,
as pizza still requires a wood-fired
oven, but the change is already well on
the way. A further area of consump-
tion where electrons have won by far
over molecules is communications:
TV, telephones and radios are defi-
nitely more versatile than smoke sig-
nals or fires. In the Oresteia, the fall of
"Troy is announced by a sequence of
torches along the slopes of the moun-
tains... clearly a tennis match can not
be followed this way. In their ex-
traordinary marathon, electrons have
also replaced other sources such as hu-
man muscles in domestic fatigue, the
washing machine, dishwasher and
vacuum cleaner, for examples. And
they are the leaders in the cold cycle,
refrigerators and air conditioners,
where molecules don't work. Finally,
electric motors are now widespread in
industry where for centuries men, an-
imals and molecules have been the
dominant source. But when we reach
the total calculation of the end uses of
energy, only 20 percent of consump-
tion is now covered by electricity. The
rate of consumption electrification in
1970 was 10 percent. In 50 years, the
electrification of final consumption has
progressed at an annual average of 0.2
percent. We are far away from the di-
mensions and rate of a rapid trans-
formation.

Grandma Duck and the
watermelon question

The most obvious gap is in trans-
portation, today almost entirely the
prerogative of the combustion of
fossil fuels. In urban transport, a
first attempt at a move from
molecules to electrons had already
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happened a century ago, but after an
initial advantage, easier ignition, the
journey similar to alternative cars and
greater cleanliness), the race was lost
to subsequent technological devel-
opments in internal combustion en-
gines. It's amazing to think that
while Elon Musk is at the techno-
logical frontier today, only 100 years
ago Grandma Duck drove obsolete
cars made by Detroit Electric, while
other characters were driving thun-
dering gasoline cars, a symbol of
modernity and progress. The reason
for fossil fuel domination in trans-
portation is a question of energy
density, the amount of energy con-
tained per unit of weight or mass.
Transporting means moving people
and goods, an engine, the body-
work, and a certain amount of stored

fuel. This is what has resulted in the
success of fossil fuels. Fossil fuels have
a density of 35 megajoules per kilo
(MJ/kg) for coal or 45 MJ/kg for
gasoline. Batteries, the form in which
electricity is stored, have a density of
0.5-0.7 MJ/kg. In short, in order to
carry the same amount of electrical
energy, a weight 100 times greater is
required than when using fossil fuels.
"This is why we do not fly or float with
electric motors, and the reason why
electric cars weigh 20 to 30 percent
more than their standard competitors
and can only guarantee a journey 70
to 80 percent shorter. It is as if we
were deciding to go for a walk in the
mountains and we had to choose as
a refreshing snack either a water-
melon, today's batteries, or an ener-
gizing chocolate bar, the tank of

10,000,000

us EU 28

Power,
electricity,
and the
limits

of batteries

Today the relationship between
fossil fuels and renewables

in global energy consumption

is still 9-1. 80% of electricity
comes from fossil fuels. They
meet 99% of energy needs for
transport, 100% of consumption
for construction or industrial
feedback, 60/65% of domestic
and industrial use.

In addition to intermittency, one
of the variables that still penalize
renewable sources is the
difficulty of storage, since
batteries, the medium of
electric storage, have a

density of just 0.5-0.7 MJ / kg.

gasoline. With the first option, the
walk would inevitably be shorter. As
long as the energy density of batter-
ies is not increased, the use of elec-
tric cars will remain limited to com-
muting, requiring short journeys and
frequent recharging. Further limits to
electrical consumption are made in in-
dustrial processes at very high tem-
peratures or in those exploiting the
molecular components of the fuel to
produce materials such as petro-
chemicals. Of this consumption, 30
percent of the total, it is impossible
to change to electrons.

A warm-blooded world

in fear of the clouds

The second challenge is intermitten-
cy. A switch, the gas pedal or a
keystroke provides us with the amount

‘we
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2007 [z os

2008 [t 0.

2009 [t e o.s

2010 [ e ]

2011 [ e 12
2012 [ e e 18
2013 1.9

2014 [ e 22

2015 [ 28
2016 [ i 2.
2017 [ s s

DEMAND BY SECTOR

40z ROAD

Eﬁ HEATING

Eﬁ COOKING
Eﬁ WATER HEATING

Final consumption min Boe/d
S
|

%AVIATION
SHIPPING

141 h OTHER

STEEL hh CHEMISTRY

CEMENT h h FOOD, PAPER & WOOD

MECHANICS [Bieg
RAIL b e TexTILE

DOMESTIC APPLIANCES Ei

LIGHTING H&m
COOLING FHg

ALUMINUM

INDUSTRIAL
SECTOR

g

CIVIL
SECTOR

a
)

TRANSPORT
SECTOR

Y

0 T I I

0% 10% 20% 30% 40% 50% 60%
Prevalence of fossil sources

of energy that we need, when we need
it. For intermittent sources, solar
and wind power, suitable environ-
mental conditions are required to
produce the energy needed. We can-
not therefore decide when we can
consume, as the weather dictates the
times and quantities available. Today,
intermittent sources have an average
operating level of 20-25 percent. In a
fully-wind- or solar-powered world,
more than two-thirds of the times we
would click a switch, nothing would
happen. Being intermittent is a bit like
the life of cold-blooded animals,
which have a reduced metabolism,
conditioned by their external envi-
ronment. If conditions are not ideal,
everything slows down, from their
heartbeat to their movements. And
they wait for the sun to recharge. And

not by chance, reptiles’ scales function
as solar cells to take in heat. On the
contrary, warm-blooded animals draw
their stock of energy from a high
metabolism. They are more complex,
the feeding of a sophisticated brain is
incompatible with a cold-blooded
system and it can perform actions in
less favorable climatic conditions.
We live in a warm-blooded world: we
want to move, produce, communicate,
under any conditions and at any time
of day. The human brain and today's
society is too evolved and complex to
slow down life when the wind drops
or at night. Once again, the solution
lies in storage: batteries will make a
difference, increasing the availability
of intermittent sources and making it
compatible with the perennial need of
a warm-blooded world. In conclusion,

70% 80% 90% 100%

More electrified sectors

AN

the modern Dr. Frankensteins’ “it
could work” can wait. We need to ex-
pand the energy density of batteries
100-fold to be able to dream of
widespread electrification and to pro-
vide continuity for intermittent
sources. Human ingenuity will also
overcome these challenges, but the
technological route has its moment,
its progression and its failures. It has
taken more than 2,000 years to un-
derstand electricity. It has been less
than 200 years that we have been gen-
erating and using it. In a few decades,
we will have to invest in it to learn how
to store it efficiently.
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