U.S. Sees State Actor Behind
011 Tanker Attacks in Gulf
Region

| WTI, BRENT RISE AFTER REPORT OIL
;s Bloomberg  TANKERON FIRE IN GULF OF OMAN

An attack on two oil tankers near the entrance to the Persian
Gulf was likely done by a state actor, according to a U.S.
official, heightening tensions over a potential military
confrontation between the U.S. and Iran. 0il prices surged.

The incidents on Thursday, including an assault on a Japanese-
operated vessel, were the second in a month to hit ships near
the Strait of Hormuz chokepoint, through which about 40% of
the world’'s seaborne oil travels. They come as Japanese Prime
Minister Shinzo Abe, a rare ally of both Donald Trump and
Iranian leaders, visits Tehran in an effort to ease tensions.

A U.S. official said the government is confident it knows
which country 1is responsible but declined to give more
details. U.S. and Saudi officials have suggested they think
Iran was behind a previous attack last month on ships in the
region.
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“Even in the absence of ironclad evidence, the U.S. and 1its
allies will point the finger at Iran,” said Fawaz A. Gerges,
professor of Middle Eastern politics at the London School of
Economics. “These incidents are a bad omen because they point
to a calculated escalation that tells us both sides are
hunkering down.”

The Front Altair vessel.

Source: AP Photo

The Trump administration said it was evaluating reports of an
attack on ships in the Gulf of Oman and will “continue to
assess the situation,” White House Press Secretary Sarah
Sanders said in an email.

The prospects of a conflict have spiked since the Trump
administration tightened its sanctions on Iranian oil exports
in early May. Trump last year abandoned the 2015 deal that was
meant to prevent Iran from developing a nuclear bomb and
reimposed sanctions in a bid to force the Islamic Republic to
rein in its military program and proxy militias.

Facing economic catastrophe, Iran has threatened to retreat
from the accord itself unless European parties throw it an
lifeline. Its supreme leader, Ali Khamenei, told Abe on
Thursday that his country would not repeat the “bitter
experience” of talks with the U.S.



High-Stakes Diplomacy

The Bahrain-based Fifth Fleet said it received two separate
distress signals at 6:12 a.m. and about 7:00 a.m. local time.
“U.S. Navy ships are in the area and are rendering
assistance,” Commander Josh Frey, a spokesman, said. He
couldn’t confirm reports that one of the vessels was struck by
a torpedo. Iran said it has rescued 44 sailors.

The manager of one tanker, the Norwegian-owned Front Altair,
salid i1t was sailing in international waters when it was
damaged by an explosion, and that the incident 1is being
treated as a “hostile attack.” The ship had loaded a cargo of
naphtha in Abu Dhabi and was bound for Taiwan, a company
official said.

2 tankers have been damaged in a suspected attack near the
Persian Gulf.

The area 1is a waterway for about 35% of the world’s oil
transport

A distress call over VHF radio from the Front Altair said the
ship was “under attack and on fire,” said Donald MaclLeod, a
navigation officer on a vessel about 45 miles away on the Oman
Sea. “They had to abandon ship.”

Kokuka Sangyo, the Japanese operator of the other ship, said
it was attacked twice, three hours apart, forcing the crew to
evacuate. The tanker was carrying 25,000 tons of methanol from
Saudi Arabia to Asia. Japanese public broadcaster NHK, citing
Kokuka Sangyo’'s chief executive officer, said the ship was hit
by a shell.

Brent 0il crude soared as much as 4.5% and was trading at
$61.77 a barrel at 3:32 p.m. in London. Stocks in Saudi Arabia
and Dubai were down.

The incidents come a day after Iran-backed rebels in Yemen



fired a missile at a Saudi airport, wounding 26 people. The
projectile crashed into the arrivals hall, damaging ceilings
and windows and causing a fire, though the airport was able to
keep functioning with only two flights canceled. Houthi rebels
last month hit o0il infrastructure hundreds of kilometers
inside Saudi Arabia, forcing it to temporarily close an oil
pipeline.

Iran distanced itself from any attack.

“Iran is concerned by the suspicious events around commercial
tankers related to Japan,” Foreign Ministry spokesman Abbas
Mousavi, was quoted as saying on Fars news agency. “We see
this as going against efforts from within the region and
beyond to reduce tensions.”

0il tankers last became a target in the Persian Gulf and
Arabian Sea during the so-called “Tanker War” in the 1980s — a
sideshow of the Iran-Iraq conflict. Between 1981 and 1988, a
total of 451 ships suffered some sort of attack in the region
from Iragi or Iranian forces, according to a report from
the U.S. Naval Institute.

Norway'’s $1tn fund set to get
green light for o1l
divestment


https://euromenaenergy.com/norways-1tn-fund-set-to-get-green-light-for-oil-divestment/
https://euromenaenergy.com/norways-1tn-fund-set-to-get-green-light-for-oil-divestment/
https://euromenaenergy.com/norways-1tn-fund-set-to-get-green-light-for-oil-divestment/

e

Norway’'s $1 trillion sovereign wealth fund is about to get the
green-light to dump more than $13 billion in stocks linked to
fossil fuels as well as a broad range of emerging-market
bonds.

With broad support, parliament will late on Wednesday approve
a spate of changes, including a watered down plan to dump oil
explorers and producers that spares the biggest global
petroleum companies such as Royal Dutch Shell Plc and Exxon
Mobil Corp.

It’s nonetheless a milestone for western Europe’s biggest oil-
producing country and the global investment community. The
decision has also been seized on by climate activists eager to
choke off capital to fossil fuel producers.

But Norway has been adamant that the move is only a matter of
reducing overall exposure to crude prices. The final
divestment 1list will be worked out between the Finance
Ministry and the central bank after the legislation has
passed, but initial estimates put about $7.5 billion in oil



and gas stocks on the selling block.

“We’ll need to come back to the timing of implementation,
which will depend among others on the bank’s advice,” said
Therese Riiser Walen, spokeswoman at the Finance Ministry,
which oversees the fund.

Coal Stocks

The impact of tighter restrictions on the fund’s coal
investments is more transparent. In addition to an existing
ban on companies that base more than 30% of their activity or
income on thermal coal, the fund will observe an absolute
limit of 20 million tons for miners and 10,000 megawatts for
utilities.

Two climate groups, Urgewald and Future in our hands Norway,
estimate 8 coal companies will be divested, equaling $5.8
billion in stocks and bonds. They also urged to the fund to
divest a further 18 companies linked to new power plants.

Among the companies affected could be Anglo American Plc,
Glencore Plc and RWE AG, according to Urgewald.

The fund will be cleared to invest in unlisted infrastructure
for renewable energy, though the government has proposed a cap
of 2% of the fund within its so-called environment-related
mandates, whose upper limit will be doubled to 120 billion
kroner ($14 billion).

Parliament is set to let the fund cut government and corporate
bonds from emerging markets. That decision also falls short of
the central bank’s initial proposal to narrow bond holdings to
just euros, dollars and pounds, and the fund will still be
able to invest as much as 5% of its fixed-income portfolio in
emerging markets.



Egypt to offer 11 blocks 1in
West Mediterranean Bid Round
by Q1-2020

Reprocessed legacy 20

- [Existing LeoStreamer 2D

Proposed Bid Round 2019 Blacks West Med

EGAS Bid Rownd 2018 Blorks East Med

EGAS plans fresh WestMed gas exploration tender: The Egyptian
Natural Gas Holding Company (EGAS) plans to put some 11
natural gas exploration blocks in the western Mediterranean up
for auction by 1Q2020, a source from the company told Al
Shorouk. EGAS has finalized studies and seismic scans, and is
waiting for the 0il Ministry to make a final decision on the
timeline and the number of concessions on offer.

The great gas rush of 2019: The ministry in February handed
five gas exploration concessions in the Mediterranean and Nile
Delta to Shell, Eni, BP, DEA and Petronas in the largest bid
round in the state gas company’s history. A month later, the
South Valley Egyptian Petroleum Holding Company (Ganope)
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launched a tender for 10 oil and gas exploration blocks off
Egypt’s Red Sea coast. It remains unclear when the ministry

will announce the winning companies.
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all use

Electricity: Price Minus SMC (cents/kWh)

Price Minus SMC (cents/kWh)

Energy efficiency should not just be a matter of reducing
energy consumption. As renewables grow pricing and profits
should encourage renewable consumption. After all, renewables
aren’t a problem. And greater renewables consumption means
less fossil fuels.Yet consumer pricing models with a low fixed
price + high variable rate are designed to discourage all
consumption, warns James Bushnell of the Energy Institute at
Haas. He says we must recognise that consuming energy is not,
in and of itself, a bad thing. Valuable goods and services are
made and enjoyed using energy. We shouldre-focus pricing to
penalise the wasteful and inefficient, while encouraging the
clean.

There are two duelling, strongly held, views on the definition
of energy efficiency. The idea of energy efficiency, at least
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to economists, is to overcome market failures that can lead to
people consuming energy even when the full societal costs of
the energy exceed their benefits.

An alternative perspective also pervades policy circles. This
perspective appears to be that people should just use less
energy, period. To economists, this view is a perversion of
the notion of energy efficiency. Energy efficiency should be
about the efficient use of energy, not the non-use of energy.

Pricing electricity

One policy arena where these duelling views are colliding 1is
electricity rate design. About a month ago I participated in a
workshop at SMUD concerning a proposal to add a monthly fixed
surcharge to homes that newly add rooftop solar. The logic
behind the proposal was a familiar one to readers of the Haas
blog site: many fixed utility distribution costs are recovered
in variable, per kWh rates, and solar homes avoid paying for
those fixed costs when they generate their own electricity but
stay connected to the system. For SMUD, this is a financial
concern: how to equitably recover the fixed costs of their
infrastructure?

But there is a larger societal issue that gets overlooked when
we focus too much on just the financial viability of a
distribution utility. The larger question is: exactly what
kind of behaviour do we want to discourage, or encourage, from
consumers when we set electricity prices, and why?

The SMUD proposal was, not surprisingly, roundly criticised
and opposed by solar trade groups. Somewhat frustrating, but
not surprising, was the vocal opposition from 350.org and
other environmental groups as well. My frustration stems from
my belief that we have a much better chance at combating
climate change if we direct our scarce resources away from
rooftop solar toward more cost-effective solutions like grid-
scale solar. What was surprising to me, however, was how the
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conversation turned to the wisdom, even the ethics, of SMUD’s
general tariff structure, which has a higher monthly fixed
charge, and lower variable prices, than most other California
utilities.

Electricity prices: how high is too high?

The general tone of this part of the discussion was that it
was socially irresponsible for SMUD to charge a lower variable
price of electricity, because it would encourage people to use
more electricity. The argument is often extended to support
steeply rising increasing-block rate structures, such as exist
in much of California, on the grounds that higher prices
encourage conservation (i.e., discourage electricity use).
This begs a question that I wish I had asked at the time, but
didn't. If lower electricity prices are “bad”, and by
implication higher electricity prices “good”, then how high is
too high?

Social marginal costs

Economists have a framework for answering this question. It is
called marginal cost. Because we, as a society, are worried
about climate change and other environmental costs, we should
include those in marginal cost as well. That’s called social
marginal cost (the cost of producing the electricity plus the
external damages done by it). Ideally marginal prices would be
set at social marginal cost, so that when a consumer turns on
a light bulb, or charges their electric vehicle, the
incremental amount they pay matches the incremental cost they
impose on society.

In a previous blog, Severin Borenstein talked about work we
have been doing estimating the social marginal cost of
electricity around the US, and comparing it to the marginal
($/kWh) price faced by residential customers. These social
costs reflect the marginal wholesale cost of electricity and
researchers’ estimates of the environmental costs of



generation. There is a striking diversity across the US in the
relationship between marginal prices and social marginal cost,
but one fact that stands out is that marginal prices in
California are among the highest in the country even though
our marginal cost of electricity is among the cheapest and
cleanest in the country.

Energy Efficiency: duelling definitions

Again, the idea of energy efficiency—-at least as an economic
concept—is to overcome market failures that lead to people
consuming energy even when the costs exceeded their benefits.
There are two types of market failures, broadly
speaking: either the energy price is “wrong” or the price is
right but consumers don’t respond correctly to it.

The first failure is usually linked to externalities, like
climate change, whose costs may not appear in the energy
price, leading consumers to consume “too much” because the
price, lacking the environmental cost, is “too low.” The
second failure can be attributed to a myriad of institutional
breakdowns, like landlords who don’t have an incentive to
invest in efficiency for tenants, or behavioural factors such
as consumers misunderstanding or not wanting to spend the time
understanding their electricity prices.

But a corollary to the economic view of energy efficiency 1is
that if true social costs are low, it's OK to consume more. In
fact, it’'’s a bad idea, even wasteful, to devote scarce
resources to reducing consumption if the costs of those
investments exceed the benefits provided. This is where
electricity pricing comes into the picture. If we set
electricity prices well above the costs of serving customers,
we are encouraging consumers to take steps to reduce
electricity consumption when the electricity cost savings
outweigh the investment costs to the customer, but not to
society. Rational consumers will reduce their electricity
consumption (or install rooftop solar) based upon these price



distortions.

Indeed, this is exactly what my colleagues at UC Davis, Kevin
Novan and Aaron Smith find in their 2016 paper, The Incentive
to Over-invest in Energy Efficiency. They study air
conditioner replacements in Sacramento and estimate that while
the AC investments save about $11.50 per month in avoided
social costs, they save the consumers who make the investments
about $26.50 per month because of SMUD’s rate structure where
marginal prices exceed marginal social cost.

Considering the fact that marginal electricity prices are more
than double the marginal cost of energy (including
externalities) in much of California, any behavioural
reluctance on the part of consumers to invest in energy
efficiency could actually improve rather than reduce total
benefits. The customer’s cost-benefit test for saving money
needs to be passed by a wide margin before energy efficiency
makes economic sense in places like California. Unfortunately,
as the above map illustrates, as a country, we are devoting
funds to overcoming customer inertia in all the wrong
places. Energy efficiency program expenditures are highest in
states with high prices and clean electricity, and low to non-
existent in the states where electricity is dirty and more
expensive.

Less is more, no matter what?

One can argue with the specific numbers, but the general
principle of marginal cost pricing is pretty compelling. If
consumers want to consume energy and are willing to pay the
societal cost to provide it, their consumption creates a
benefit that economists call welfare. If prices rise well
above social marginal cost, then we are inefficiently
discouraging the use of electricity. Yet there are some who
are not persuaded. They appear to think people should use less
energy, period, regardless of whether costs are low or costs
are high.



More consumption, so long as 1it’'s
renewable

The inconsistency in the “less is more, no matter what” view
of energy efficiency is becoming more obvious as the grid gets
cleaner and we are hoping to electrify other sectors, like
transportation and home heating. The former trend means
that the social marginal cost is getting cheaper, even while
the total cost of providing electricity is getting more
expensive (including fixed costs like renewable capacity, the
transmission system, etc.). In fact, there are times and
places where electricity is effectively costless. Do we really
want to discourage consumption, even the charging of EVs,
through high prices during times like these?

It is interesting that some opponents of rate structures like
monthly fixed charges also support increased time-varying
prices. Support for the latter implies a recognition that when
costs are low it’s OK to encourage consumption. However,
opposition to fixed charges when marginal prices are so far in
excess of costs implies a rejection of the same principles of
marginal cost pricing that would lead one to favour time
varying prices.

The other area where the view of “less electricity is better”
runs into trouble is when we consider what the alternatives to
electricity consumption are. Those alternatives are
increasingly gasoline or natural gas. If marginal electricity
is clean and cheap, we want people to shift from gasoline to
electricity to power transportation. But high electricity
prices clearly undermine that transition.

So, what exactly are we trying to achieve with electricity
prices? Once we deviate from the principle of marginal cost
pricing, we risk making moral judgments about how other people
perceive the benefits of consuming energy. Now I'm not against
doing that. I quite enjoy judging other people, in fact. But



it’s a wobbly foundation to base public policy upon.

As a policy community we need to come to some common
understanding about what energy efficiency is and should be.
This means recognising that consuming energy is not, in and of
itself, a bad thing. Many fantastic goods and services are
made and enjoyed using energy. What is “bad” is wasting money
and polluting the environment. Energy efficiency efforts
should be focused on truly wasteful, inefficient consumption.
When we place the marginal price of electricity excessively
high, we are throwing out the good consumption with the bad
and making the achievement of our ultimate goal of a
prosperous, clean-energy society harder to reach.

BP: Petrochemicals Drive U.S.
0il Demand Boom

yr _
By Tsvetana Paraskova — Jun 11, 2019, 11:00 AM CDT

The United States saw its crude oil and liquids demand jump in
2018 at its fastest pace in over a decade on the back of
growing petrochemical plant capacity that uses increased
volumes of ethane from shale, according to BP.
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U.S. oil demand grew by 500,000 bpd, or 2.5 percent, to 20.46
million bpd last year, S&P Global Platts quoted BP as saying
in its 2019 Statistical Review of World Energy.

Production of oil and natural gas liquids (NGL) from shale
plays in the United States rose by 2.2 million bpd in 2018,
according to BP’s review.

“In case there was any doubt, the US shale revolution is alive
and kicking,” BP’s chief economist Spencer Dale told reporters
ahead of the presentation of the statistical review, as
carried by Platts.

Petrochemicals are set to become the largest drivers of global
o0il demand, in front of cars, planes, and trucks, the
International Energy Agency (IEA) said in a study in October
2018. Petrochemicals are expected to account for more than a
third of the growth in global oil demand to 2030, and nearly
half the growth to 2050, according to the IEA.

In the U.S., the petrochemical industry has benefited in
recent years from greater feedstock availability and lower
prices of ethane on the domestic market, the EIA said earlier
this year.

U.S. exports of ethane surged from almost zero back in 2013 to
an average of 260,000 bpd during the first 10 months of 2018,
representing one-sixth of all U.S. hydrocarbon gas liquids
exports.

In 2015, the United States became the world’s top exporter of
ethane-a key feedstock for petrochemical
manufacturing—surpassing Norway, the only other country to
export ethane, according to the EIA.

In September 1last year, the American Chemistry Council
(ACC) estimated that since 2010, the U.S. chemical and
plastics industry had announced 333 chemical industry projects
valued at a combined US$202.4 billion.



By Tsvetana Paraskova for Oilprice.com

Erratic Weather Boosts Energy
Demand, Denting Climate
Goals: BP

LONDON — Extreme temperatures around the globe drove a sharp
acceleration in energy demand and carbon emissions last year,
0il giant BP said on Tuesday, issuing a stark warning that the
world risks losing the battle against climate change.

And while 2018 saw another sharp pick up in renewable power
such as wind and solar, continued growth in o0il, gas and coal
consumption meant that overall, the world’s energy mix
remained “depressingly” flat, BP Chief Economist Spencer Dale
said in the company’s benchmark 2019 Statistical Review of
World Energy.
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The 2.9% rise in energy demand in 2018, the fastest rate since
2010, deals a blow to global efforts to meet the 2015 U.N.-
backed Paris climate agreement to limit global warming by
sharply reducing carbon emissions by the end of the century.

China, India and the United States accounted for around two-
thirds of the growth in energy demand. In the United States,
demand rose by 3.5%, the fastest rate in 30 years following a
decade of declines.

And as energy consumption grew, greenhouse gas emissions
caused by burning of fossil fuels, which account for around
two-thirds of total emissions, rose last year by 2%.

“It's clear we're on an unstable path with carbon emissions
rising at their fastest rate since 2011,” Dale said in a
briefing ahead of the release of the report.

London-based BP and its rival oil and gas companies have faced
growing pressure from investors and climate activists to meet
the Paris climate change goals.

Earlier this year, BP agreed to increase its disclosure on
emissions, set targets to reduce them and show how future
investments meet the Paris goals. But investors and activists
say it needs to do more.

Energy consumption has historically been closely linked to
economic growth.

But while global economic activity cooled last year, energy
demand growth was driven by a sharp increase in abnormally hot
and cold days around the world, particularly in China, the
United States and India, which in turn led consumers to use
more energy for cooling and heating.

Parts of the northern hemisphere were hit by freezing cold
weather fronts last winter, only to face record temperatures
in summer that resulted in vast fires and droughts.



In the United States, the combined number of heating and
cooling days was the highest since the 1950s, BP said.

“There is a growing mismatch between societal demands for
action on climate change and the actual pace of progress,”
Dale said.

Primary energy growth (BP): https://tmsnrt.rs/2X6nlqgQ
0il production (BP): https://tmsnrt.rs/2R20i9H

Gas production increases (BP): https://tmsnrt.rs/2WYrT10
World Energy in 2018: https://tmsnrt.rs/2Wxyyea

FOSSIL FUELS RISE

The BP review showed an increase in oil and gas production,
driven largely by a break-neck expansion of U.S. shale output.

While OPEC, Russia and other producers continue to cut back
oil production in an effort to boost prices, U.S. drillers are
rapidly increasing output, particularly from the prolific
Permian basin in west Texas and New Mexico.

As a result, global oil supply rose 2.2 million barrels per
day, more than double its historical average.

The U.S. boom also accounted for nearly half of an
unprecedented increase in global natural gas supplies, which
increased by 5% in 2018.

The increase in U.S. oil and gas production was the largest-
ever annual increase by any country, BP said.

Renewable energy grew by 14.5%, nearing the record increase in
2017. The share of renewables in power generation nevertheless
remained mostly unchanged, accounting for around one third.

(Reporting by Ron Bousso; editing by David Evans)



Saudi Arabia, Russia agree on
joint private sector
projects: Al-Falih

aa

Saudi Arabia has agreed with Russia to launch several

initiatives and set up joint investment and production
projects by private sector firms in both countries, Energy
Minister Khalid Al-Falih said on his Twitter account.

The move comes as part of Vision 2030 and the objectives of
Russia’s mega national projects.

Yesterday, during the sixth Saudi-Russian Intergovernmental
Commission meeting held in Moscow, Al-Falih discussed
comprehensive cooperation with his counterpart Alexander
Novak.
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According to Tass news, Al-Falih has said that Russian
President Vladimir Putin is planning to visit Saudi Arabia in
October.

Exxon Mobil proceeds with
Argentina expansion project
in Vaca Muerta basin

Ex¢onMobil

IRVING, Texas — Exxon Mobil is proceeding with a long-term oil
development in Argentina’s Bajo del Choique-La Invernada
block. The project is expected to produce up to 55,000 boed
within five years and will include 90 wells, a central
production facility and export infrastructure connected to the
Oldeval pipeline and refineries.

“We are encouraged by the excellent results of our Neuquén
pilot project and look forward to increased production through
this significant expansion,” said Staale Gjervik, senior vice
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president of unconventional at Exxon Mobil. “The reforms
implemented by the federal and provincial governments have
been critically important to enabling the development of the
Vaca Muerta basin as one of the country’s main energy
resources.”

If the expansion is successful, Exxon Mobil could invest in a
second phase, which would produce up to 75,000 boed. Timing of
the second phase depends on initial project performance and
business and market conditions, among other factors.

“Exxon Mobil has been an active player in the Neuquén basin
since 2010 and in Argentina for more than 100 years,” said
Daniel De Nigris, Exxon Mobil'’s lead country manager. “We will
continue to work closely with the government and our partners
and will use our expertise and capabilities to bring jobs and
other benefits to local communities.”

In 2015, the Neuquén provincial government granted Exxon Mobil
a 35-year concession in Vaca Muerta for the Bajo del Choique-
La Invernada block. Exxon Mobil began an exploration pilot
program the following year and now has three producing wells,
and three additional wells moving into production. A
production facility, gas pipeline and oil terminal have been
in operation since 2017 and were recently connected to the
Pacific Gas pipeline by a 16-in pipeline.

Bajo del Choique-La Invernada is a 99,000-acre block, located
58 mi northwest of Anelo and 114 mi northwest of Neuquén city.
Exxon Mobil Exploration Argentina is operator and holds 90%
interest in partnership with Gas y Petrdleo del Neuquén, which
holds 10% interest. Exxon Mobil Exploration Argentina 1is
leading its unconventional operations in the Neuquén basin
under a joint venture agreement with Qatar Petroleum, which
has 30% interest in Exxon Mobil’'s upstream affiliates in
Argentina.



Prime Minister agrees legally
binding net-zero emissions
target for 2050

Announced on Tuesday night (11 June), the Prime Minister
revealed that the statutory instrument to amend the Climate
Change Act of 2008 to account for a net-zero target by 2050
will be laid in Parliament on Wednesday.

Prime Minister Theresa May said: “Now is the time to go
further and faster to safeguard the environment for our
children. This country led the world in innovation during the
Industrial Revolution, and now we must lead the world to a
cleaner, greener form of growth.

“Standing by is not an option. Reaching net zero by 2050 is an
ambitious target, but it is crucial that we achieve it to
ensure we protect our planet for future generations.”
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The move comes just over a month after the Committee on
Climate Change (CCC) published its recommendations to
Government on legislating for a net-zero carbon economy. The
body’s advice includes bringing the ban on new petrol and
diesel car sales forward to 2035; quadrupling the UK'’s
renewable energy generation capacity; improving biodiversity
across 20,000 hectares of land annually and deploying carbon
capture and storage (CCS) at scale.

Crucially, the CCC believes that reaching net-zero by 2050 can
be done using between 1-2% of GDP in 2050. This is the same
level of funding currently allocated to work related to
compliance with the Climate Change Act.

Devil in the detail

How the UK actually plans to reach net-zero emissions will
need to be set out. Chancellor of the Exchequer Philip Hammond
claimed that spending cuts for schools, hospitals and the
police force would be needed to fund total decarbonisation of
the UK economy, which he estimated at £1trn.

The Financial Times reported last week (4 June) that the
cabinet has accepted a request by Hammond that 88 megatonnes
(million tonnes) of emissions from the 2013 to 2017 carbon
budget should be carried forward to give the UK more leeway in
meeting future targets. The decision flies in the face
of advice issued by the CCC when it urged ministers not to
take advantage of the existing rule.

Under the Climate Change Act, the UK is currently targeting an
80% reduction in emissions by 2050 against a 1990 baseline,
following similar advice from the CCC in the past. However,
the current Act only accounts for international aviation and
shipping on a territorial basis. Under the proposed new
strategy, the net-zero target would encompass all sectors,
including shipping and aviation.

One deviation from the recommendations is the use of



international carbon credits. The UK Government has confirmed
that they will retain the ability to use these credits to
offset emissions within an appropriate monitoring, reporting
and verification framework.

The UK Government also looks set to stick with its original
phase-out date for new diesel and petrol vehicles. However,
MPs have confirmed a bid host COP26.

The Government’s target will also tap into the growing
influence of youth climate strikes. A Youth Steering Group
will be led by DCMS and the British Youth Council to advise
the Government on priorities for climate change, waste and
recycling and biodiversity loss. They will start their review
in July.

The legislation means the UK will become the first G7 nation
to enshrine a net-zero target, and will conduct assessments
within the next five years to push for other countries to set
similar targets. A key ambition of this assessment is to
ensure that UK industries to not face unfair competition from
foreign businesses neglecting climate impacts.

Rapid turnaround

It also follows months of calls from MPs and businesses alike
to enshrine a net-zero target into UK law — a discussion that
has been amplified by the recent climate school strikes
and Extinction Rebellion protests.

The announcement from the Government comes just hours after
the Business, Energy and Industrial Strategy (BEIS)
committee’s chair Rachel Reeves MP introduced a new bill for
legislating on net-zero to the House on Tuesday afternoon (11
June).

The bill, which followed the CCC’s recommendations and
included all international aviation and shipping, was broadly
welcomed across the house — particularly by groups such as the



Environmental Audit Committee (EAC).
Path to net-zero

The UK Government first requested advice from the CCC on how
best to legislate for a net-zero carbon economy last Autumn,
in the wake of the Intergovernmental Panel on Climate Change’s
(IPCC) landmark report on global warming.

The report shed light on the vast difference in economic,
social and environmental impacts between the Paris Agreement’s
agreed 1.5C and 2C pathways for the first time, revealing that
the 0.5C difference would significantly worsen the risks of
drought, floods, extreme heat and poverty for hundreds of
millions of people. In order to limit warming to 1.5C, the
paper concluded, global emissions would need to be cut by 45%
by 2030 before reaching zero in 2050.

In the wake of the report, Scotland has already legislated to
hit net-zero by 2045, while Wales has legislated for a 95% cut
to national emissions by the same deadline. On a global level,
efforts to reduce emissions have seen a 1C drop in the
temperature rise being forecast by the end of the century -
from 4C to around 3C.

From a business perspective, several of the UK’s largest
corporates have also set their own pre-2050 net-zero or 1.5C
targets in light of the IPCC’s claims, including the likes
of BT, Skanska UK, Ecotricity and Aldi UK and Ireland. This
trend can be seen across the global business community too,
with modular flooring firm Interface, engineering and
electronics giant Bosch and <container shipping
giant Maersk among the global cohort of so-called “zeronauts”.

Businesses from all sectors and of all sizes have also been
aiming to drive change outside of their own operations by
lobbying the UK Government to legislate for net-zero. Last
month, a coalition of 128 UK-based businesses, industry
networks and investors wrote to Ministers demanding that a



net-zero target for 2050 is legislated “immediately” and were
told such moves would be made “in a timeframe which reflects
the urgency of the issue”.

Commenting on the introduction of the legally binding target,
Secretary of State for Business, Energy and Industrial
Strategy Greg Clark said: “We want to continue our global
leadership and that’'s why we are introducing a legally binding
net zero target to end the UK’s contribution to global warming
entirely by 2050. The report we commissioned from the
Committee on Climate Change makes clear that we have laid the
foundations to achieve a net zero emissions economy, and that
it 1s necessary and feasible.

“Almost 400,000 people are already employed in the low-carbon
sector and its supply chains across the country. Through our
modern Industrial Strategy we’re investing in clean growth to
ensure we reap the rewards and create two million high quality
jobs by 2030.”

A green reaction round-up will be published on the edie
website shortly.

Matt Mace & Sarah George



