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PREFACE

Chairman & CEO,
The Institute of Energy Economics, Japan

Masakazu Toyoda

This Joint International Energy Symposium,
which the Institute of Energy Economics Japan
launched jointly with APERC (Asian Pacific
Energy Research Center) to commemorate its 50th
anniversary, is celebrating its fifth year. The event
was moved to September and was held online this
year due to the Covid-19 pandemic. APERC has
been independent since April this year, but the
IEE] is looking forward to continuing collaborative

research efforts, such as this one.

The theme of the Symposium this year is
“Energy Trilemma in the Post-Corona World: Can
Innovation and Soft Power Be the Solutions?”
This theme is based on the following background.

1) The climate actions of major countries are
advancing to the stage of aiming for “net-
zero GHG emissions in the second half of
the century.” The Suga administration of
Japan has also announced the goal of net-
zero GHG emissions in 2050.

2) Renewables and nuclear power alone are
not sufficient for pursuing decarbonization
at the global level; decarbonization of fossil
fuels is essential.

3) The Covid-19 outbreak has caused the
greatest global economic recession since the
Great Depression as well as a supply glut
and slumping energy prices, raising concern

over growing instability in the Middle East.

This special issue of the IEEJ Energy Journal
(featuring the 2020 5th IEEJ / APERC Joint

International Energy Symposium) is a compilation
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of presentations by Distinguished Fellows of the
IEEJ who spoke at the event, rearranged by the
speakers as articles for this publication, as well as
articles authored by other Distinguished Fellows

and researchers of the IEEJ on the same themes.

There are three sub-themes.

1. Is it possible to fully decarbonize the global
supply of energy by 2050? — The role of
renewable energy, nuclear energy and energy
efficiency

It is widely accepted that there is no single
perfect energy source. How should we understand
the potential and limitations of non-fossil energy
technologies (renewables, nuclear, and energy
efficiency) that are raising hopes as the main

drivers of reducing CO, emissions?

2. Are hydrocarbons the enemy or ally for climate
change countermeasures?

For many countries, fossil fuels are essential
for their energy security as they are cheap and can
be produced domestically. This has brought
growing attention to fossil fuel decarbonization
technologies such as hydrogen and ammonia, and
carbon recycling. What kind of strategy should be

taken regarding these innovative technologies?

3. What could help stabilize the Middle East
region: military power or soft power? Can
Japan’s soft power play a role?

How will the energy price slump caused by
the Covid-19 pandemic affect the path to stability
in the Middle East? What roles can major players
in Middle East affairs such as the United States,
Russia, China, and Japan play to achieve stability
in the international energy market and eventually
in the Middle East, too?
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The articles in this Journal will help answer
these questions. I sincerely hope they will
contribute to discussions on policies and corporate

strategies for the future.

February 2021
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Opportunities in the U.S. and Japan
to Decarbonize Energy Supplies by 2050:
Roles for Renewable and Nuclear Energy

Peter B. Lyons*

In 2020, the world witnessed many climate-related disasters. An alphabetical list of names is
prepared each year in the U.S. to label major storms. In 2020, the large number of storms used the
entire list, and more names were added from the Greek alphabet. In California, more than 4 million
acres have burned in wildfires. Colorado experienced the three largest wildfires in its history.!
Cyclone Amphan killed many people in India and Bangladesh; its storm surge exceeded 16 feet and
extended almost ten miles inland.? Super Typhoons Haishen and Maysak hit both Japan and Korea
with major blows within a single week.? In 2019, the second greatest cost ($20 Billion) of extreme
weather was in Japan from Typhoons Faxai and Hgibis, along with serious loss of lives.* The
Northern Hemisphere had its hottest summer on record in 2020° and the atmospheric concentration
of carbon dioxide established a new record of 417 ppm.® Thus, the world moved closer to the 430-
ppm level determined by the United Nations’ Intergovernmental Panel on Climate Change (IPCC) as

a danger point for exceeding 1.5°C in global temperature increase.

A 2019 study of 26 countries found that climate change is perceived as the greatest threat. That
study reported that 75% of Japanese citizens expressed concern on climate change.” In 2020, in the
United States, 81% believe the earth has been warming for the last 100 years and 82% of people with
that belief point to human activity as the cause. However, despite the many indications above, 19%
of Americans deny that global warming is happening.® In addition, 97% of U.S. climate scientists

conclude that human-caused climate change is occurring.’

These divergent views trace to the politicization of the climate change issue in the U.S., the
world’s #2 carbon emitter, rather than respecting the consensus scientific view. The Trump
Administration, elected in 2016, rejected anthropogenic climate change, strongly favored fossil fuels
as the backbone of U.S. energy independence and argued that efforts to sharply reduce emissions
would have devastating economic consequences. In contrast, in the November 3, 2020 U.S. election,
a new Administration was elected on a platform that U.S. response to climate change is essential and
that economic consequences will be positive with a net creation of jobs in clean industries. On
November 4th, the Trump Administration’s prior decision to withdraw from the Paris Climate
Agreement became official.!® President-elect Biden has called for 100% clean electricity by 2035
and carbon neutrality by 2050.!" His vision includes all sources of clean energy, from renewables to

nuclear. He has stated that the U.S. will rejoin the Paris Accord early in his term.!? Despite the Trump

* Former Assistant Secretary for Nuclear Energy, Department of Energy, US
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Administration’s position against climate change, many U.S. states, cities, companies, and utilities

have pledged to reach carbon neutrality by 2050.

A major step toward global carbon neutrality occurred when Prime Minister Suga on October
26, 2020, committed Japan, the world’s #6 carbon emitter, to reach carbon neutrality by 2050. In his
remarks, the PM suggested greater use of renewable energy and nuclear power."* Japan’s Fifth
Strategic Energy Plan suggests 20-22% of energy from nuclear power by 2030.!* Japan announced
on October 13 the start of deliberations for its Sixth Plan that should incorporate PM Suga’s vision. '

Other countries have also stepped forward to achieve carbon neutrality. The European
Commission, #3 in carbon emissions, has called for a climate-neutral Europe by 2050.!¢ In September
2020, President Xi Jinping of China told the United Nations that China, #1 in carbon emissions,
would strive to be carbon-neutral by 2060.!” On October 28, President Moon Jae-in of South Korea,

#9 in carbon emissions, announced carbon-neutrality by 2050.'8

The importance of limiting climate-induced temperature rise to 1.5°C is discussed in many
publications including those of the IPCC', which also discuss the dire consequences if future
temperatures exceed that level.?’ In addition, global warming is not uniformly distributed across the

globe; already about 10% of the planet has warmed by 2°C.?!

The recent actions in Japan, China, EU, and South Korea as well as the U.S. plans for a new
focus on climate change provide grounds for optimism, but all nations will have significant
difficulties fulfilling their plans. For example, 80% of U.S. energy in 2019 came from fossil fuels*
and, for the year ending in March 2019, Japan derived 77% of its energy from fossil fuels.?

With significant global interest in zero carbon emissions by 2050, many studies have explored
paths to reach that goal. These studies, such as major ones by the International Energy Agency (IEA),
typically depend, along with improved efficiency, on substantial electrification of all sectors
including transportation, clean electricity generation, and/or use of hydrogen as a clean energy source.
Renewable energy sources must increase substantially along with requirements for additional zero-
carbon baseload generation, such as nuclear. Use of fossil fuels without Carbon Capture, Utilization
and Storage (CCUS) drops substantially.>* Even in a case that achieves zero emissions by 2070, 601
GW of nuclear are necessary according to the IEA, versus current capacity around 450 GW.% In
another study, the IEA Executive Director noted that, “Without action to provide more support for
nuclear power, global efforts to transition to a cleaner energy system will become drastically harder
and more costly.” That same study found several vital actions that are needed, such as: extend
lifetimes of nuclear plants wherever it is safely possible, value the dispatchability of nuclear power,
and value its environmental and energy benefits.?® These recommendations should be followed in the
U.S. and Japan!. Studies at MIT confirm that costs of decarbonizing electricity are far higher when
only renewables are employed instead of inclusion of a baseload carbon-free source.?” Another MIT
study noted that using intermittent renewables for 80% of electricity might be possible, but moving

to 100% would be prohibitively expensive.?
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Neither Japan nor the U.S. is following the IEA suggestions. In the U.S., 95 reactors are now in
operation but about ten have closed due to poor economics. The average age of U.S. plants is 39
years.”* And while most U.S. reactors are now approved for 60 years of operation, leading to many
expected closures in the 2030’s and 2040s, only four plants to date have received approval for 80
years with another four under review. In Japan, the situation is even more dire. Only 9 plants have
been approved for restart after Fukushima, and only the Genkai plant was operating in November
2020.% Japan also has significant reliance on coal power. In 2019, Japan had built 12 new coal plants
since 2012, with 15 under construction and 10 in the planning stage.’® Very few nuclear plants are
under construction in either country and both nations will need many new nuclear plants to meet their

climate goals.

New plants could use the Generation III or III+ GW-class of plant that is used in both countries
or could move to alternate designs. In the U.S. there is significant interest in GenllI+ light-water-
cooled small modular reactors (SMR). The NuScale Genlll+ SMR, recently certified by the NRC,
offers many improvements including: rapid construction using largely factory-built assemblies,
greatly improved safety with no operator actions required in any upset, no need for off-site electricity,
a very small (or site boundary) emergency planning zone, and the potential for air-cooling to avoid
the need for proximity to a river or ocean. Tentatively the first construction will supply the Utah
Associated Municipal Power Systems. NuScale plants will consist of several modules (between 4
and 12 delivering between 307 and 924 MW.), and their recent price estimate is $2850/kW.3! It could

be an attractive construction choice for Japan.

Gen IV plants, using alternative coolants, are under development in both nations for future
deployment and offer attributes like very high levels of safety requiring no or minimal operator
actions in any upset, waste re-use and disposal, and high output temperatures. Japan’s High
Temperature Engineering Test Reactor (HTTR) achieved criticality in 1998. It has demonstrated
outlet temperature of 950°C.> In the U.S. several GenlV designs are under development with gas,
liquid metal, or molten salt coolants. Many private companies are involved in these development
projects and the DOE has invested in a wide range of research projects. As part of the Advanced
Reactor Demonstration Project, the DOE recently awarded $160 Million to two companies for
demonstration of their concept, one for a sodium-cooled fast reactor with thermal energy storage and
one for a high temperature gas-cooled design.** Several micro-reactor designs with powers below 20

MW, are also development in the U.S.

To achieve complete decarbonization, clean energy must produce far more than electricity. The
IEA has explored options for the chemical, steel, and cement industries and noted that CCUS and
hydrogen are potential zero-carbon applicable technologies.** Of course, hydrogen is not a solution
unless produced with zero emissions! Nuclear power presents another strong option for cleanly
addressing these industries and studies in both countries are exploring these options using either
GenllIl+ or IV reactors. In Japan, both hydrogen production and steel production are under study.

Japan has used their HTTR, coupled to a thermo-chemical water splitting process to demonstrate
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hydrogen production.?? In the U.S. substantial research exploring coupling of nuclear and renewable
energy is under way at the Idaho National Laboratory (INL), the National Renewable Energy
Laboratory (NREL), and MIT. Approaches that directly generate heat, rather than electricity, are
more efficient since the heat demand across all sectors far exceeds electricity use, 83% to 17%. Gen
IV reactors are one source of high temperature heat.*> Additional study has focused on the use of

LWRs for these missions.>*3’

In contrast to the work in Japan using thermo-chemical processes for
hydrogen production, INL has focused on high temperature steam electrolysis.* With the importance
of utilizing hydrogen produced with nuclear energy, several demonstration projects in the U.S. are

funded.*’

The existential imperative to move to carbon-free energy should be evident. The technologies
to accomplish this for electricity, intermittent renewables with some fraction of clean baseload power,
are available now. Fission can provide that clean baseload power today and other technologies (hydro,
geothermal and possibly concentrated solar power (CSP)) may also contribute. But of those clean
baseload options available today, only nuclear can be readily expanded with favorable economics. In
the future, other clean baseload technologies may become available like CCUS to enable clean use
of fossil fuels, long duration storage systems, and fusion power; research programs in these areas

now may prove to be vital in the future.

Extensions of renewables and nuclear into sectors beyond electricity are in the demonstration
phase in several countries for clean production of hydrogen. Several studies are exploring direct
utilization of clean high temperature reactor heat for industrial processes. Electrification of
transportation is expanding. The optimum mix of renewables and nuclear energy will vary by
location, and no one prescription will be ideal everywhere. Several regions have already developed

blueprints to achieve zero-carbon goals.

Many nations have pledged carbon-free energy by dates around 2050. But the challenges to
fulfill those pledges are immense. It remains to be seen if nations around the world are ready to make
the commitments today that will provide that reality for future generations. Substantial construction
of both renewables and nuclear energy will be needed to achieve future carbon-free societies. We can
achieve this future vision, but it remains to be proven that we have the collective willpower around

the globe to achieve success.

! East Troublesome Fire Explodes During Wind-Fueled Nighttime Run, Colorado Public Radio, October 22, 2020.

2 The Undeniable Link Between Weather Disasters and Climate Change, Washington Post, Oct 22, 2020.

Super Typhoon Haishen to be One of the Most Intense Storms on Record for Japan and South Korea; Washington Post,
September 4, 2020.

Climate Scorecard, Extreme Weather Events Affect Japan, February 12, 2020.

Northern Hemisphere Just Had its Hottest Summer on Record, National Oceanic and Atmospheric Administration of
the U.S. Department of Commerce, September 14, 2020.

Earth System Research Laboratories, Global Monitoring Laboratory.
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Decarbonization by 2050:
Looking Back to Look Ahead’

Kenneth B Medlock II11"

Carbon neutrality is now dominant in commercial and political discourse. There is a growing
list of net-zero commitments by large firms — including BP, Shell, Equinor, Repsol, Eni, Occidental
Petroleum, Cenovus, Canadian Natural Resources, Southern Company, Entergy, Total, Lundin
Petroleum, Dominion Energy, NRG, Baker Hughes, Duke Energy and Williams — all of which have
significant fossil fuel portfolios. In addition, a growing number of large banks and investors —
including Morgan Stanley, JPMorgan, Citigroup, BlackRock, Pimco and Bank of America — have

pledged to review the climate impacts of future capital allocations.

Many governments around the world are also expressing net-zero intentions, with various
pathways under consideration — including greater use of renewables, electrification, hydrogen, and
carbon capture technologies. The European Union (EU), perhaps the most aggressive in its intentions,
is contemplating ways to drive lower carbon intensity in the products it imports, including a border

carbon adjustment mechanism.

The COVID-19 pandemic has also had a lasting impact. The human and economic tolls are
well-documented and staggering. Recovery has many governments looking to link economic
stimulus with green energy initiatives and policies to address environmental concerns. This is
especially true in the developed countries in the Organization of Economic Cooperation and
Development (OECD).

While the fiscal wherewithal to focus on green recovery will vary by region, simultaneous
efforts to improve energy access in developing nations present an important juxtaposition. The
world of energy is one of “haves” (OECD) and “have-nots” (non-OECD). Although the paradigm
is shifting, a large fraction of the global community still lacks access to modern energy services,
most of whom are in the non-OECD. Access to modern energy services is critical for economic
growth and improved living standards. Economic progress supports the investment required to
expand energy access; hence a virtuous cycle. The concomitant growth in energy use need not be in
conflict with net-zero commitments. Indeed, the dual goals of economic growth and environmental

sustainability are paramount, which begs the question, “Is net-zero attainable?”’

* This article builds from arguments presented in Medlock, III, Kenneth B., “Energy Transition, COVID-19, Comparative
Advantage, and a World of Uncertainty,” Oxford Energy Forum: COVID-19 and the Energy Transition, Issue 123, pp.
63-66. (https://www.oxfordenergy.org/wpcms/wp-content/uploads/2020/07/OEF123 .pdf).

* Senior Director, Center for Energy Studies, Rice University’s Baker Institute / Distinguished Fellow, IEEJ
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History Sets the Stage

Previous investments define the legacy of energy systems around the world. The scale of
existing global energy infrastructure is massive and heterogeneous, supporting a range of economic
activities, health and human services, and lifestyles across multiple geographies. As such, energy
ecosystems are built on a legacy that is difficult to replace, costly to dismantle, and impossible to
ignore in energy transitions. There are multiple options to reduce the carbon intensity of energy use,
and technologies that can leverage existing legacy infrastructures are most likely to see rapid

uptake.

As indicated in Fig. 1, OECD demand has virtually stagnated over the past two decades, but
non-OECD demand (especially in developing Asia) has seen steep growth, overtaking OECD
demand in 2007. Moreover, demand growth has been largely driven by fossil fuels. In 1970, the EU
and North America accounted for 26.4% and 36.2% of global energy demand, respectively, while
developing Asia accounted for 7.1%. By 2000, the shares shifted to 18.7% for the EU, 28.9% for
North America, and 19.1% for developing Asia, and by 2019 the EU accounted for 11.8%, North
America 20.0%, and developing Asia 36.9%. The rest of the world (RoW), comprised of about 3.0
billion people at varying levels of economic development, has held steady in the 30% range. But as
the economies of developing Asia mature, the energy needs in the RoW will continue to increase,
particularly in developing regions where energy access is still lacking. Such an outcome is

supported by various projections of population and economic growth. !

Fig. 1 Global Primary Energy Use by Source, OECD and Non-OECD (1970-2019)
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These include projections from the United Nations (https://population.un.org/wpp/),

the International Monetary Fund (https://www.imf.org/en/Publications/ WEO),

and the International Energy Agency (https://www.iea.org/reports/world-energy-outlook-2020), to name three.

All energy data used in this paper are from the BP Statistical Review of World Energy (2020). Population data are
compiled from OECD.stat.
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Fig. 2 indicates how various sources of energy have changed by decade in the OECD and
non-OECD since 1970. Notably, 1970s, 80s and 90s saw increases in every form of energy in both
the OECD and non-OECD. Since 2000, oil, coal and nuclear have all seen declines in the OECD,
but increased use of oil, coal and nuclear in the non-OECD has more than offset the declines in the
OECD. For example, since 2000, OECD coal use declined by 30% as non-OECD coal use increased
by 240%, now accounting for almost 80% of global coal use. So, the combined effects of population
growth,®> economic growth,* and gains in average individual wealth® drove up demand for all forms

of energy by 285% from 1970 to 2019, even as energy efficiency improved.

Fig. 2 Change in Energy Use by Source, OECD and Non-OECD (1970-2019)
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Figs. 1 and 2 indicate the depth of the challenge of getting to net zero by 2050, and help
highlight how multi-faceted achieving such a goal will need to be. Over the last 30 years, the share
of fossil fuels in the global primary energy mix declined from 86.0% to 84.3%, but total demand
for fossil fuels increased as total energy demand grew by 70%. Hence, achieving net zero will
require a much more rapid shift in energy composition over the next 30 years if it is to be done

solely through eliminating fossil fuels.

This is even more pronounced when one considers the pace at which wind and solar have
expanded since 2010 and the implications for total supply. The growth in wind and solar energy

have been nothing short of astounding, reaching average annual rates in excess 16% and 39%,

Global population grew from 3.7 billion to 7.7 billion. See United Nations, World Population Prospects 2019
(https://population.un.org/wpp/).

Global gross domestic product increased from 2010$19.211 trillion to 2010$84.865 trillion. See World Bank
(https://data.worldbank.org/indicator/NY.GDP.MKTP.KD).

Global per capita income increased from about 2010$5,200 to about 2010$11,000.
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respectively. Nevertheless, wind and solar combined to contribute an additional 15.6 exajoules to
the total global energy portfolio from 2010 to 2019 while fossil fuels contributed 54.3 exajoules

even though oil, coal and natural gas grew at much lower average annual rates of 1.2%, 0.5% and

2.4%, respectively. So, scale matters.

This all has direct implication for global carbon dioxide (CO,) emissions. OECD CO,
emissions have declined since 2007, and in 2019 were at their 1995 levels (see Fig. 3). By contrast,
non-OECD emissions have more than doubled since 1995. In fact, given the scale of non-OECD
emissions in 2019, even if OECD emissions were slashed to zero, global emissions would still be at
1995 levels. Hence, the fact that growth in energy demand and CO; emissions is being driven by
developing non-OECD nations, means that a large part of any strategy to reach net-zero emissions

globally must be executed in developing countries.

Fig. 3 Global CO; Emissions, OECD and non-OECD (1970-2019)
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Strategies to Achieve Net Zero Must be All-Encompassing

There are a number of options to drive reductions in CO, emissions. To date, renewable
energy technologies, such as wind and solar, have grown significantly, but they have been largely
confined to the electric power sector. Direct government support has been immensely important for
the observed growth, but existing power grids have been equally important, if not moreso. In
regions with well-established electricity value chains (from generation to transmission and
distribution to end-use), intermittent, non-dispatchable renewable resources can be successfully
integrated and managed as part of a broader power generation portfolio. The experience in these

regions has engendered a common strategy for achieving net zero: increase electrification in all

sectors.
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Fig. 4 indicates that electricity accounted for 41% of total energy in 2019. Continued growth
in electrification will require massive infrastructure investments to move into sectors where direct
combustion of fossil fuels accounts for 99% of all non-electric energy use. In addition, the investment
required for greater electrification must be sufficient to replace aging infrastructure, displace fossil
fuels, and expand generation capacity and distribution networks to also meet new demands, most of

which must occur in developing economies.®

All of the preceding is not meant to disparage net-zero aspirations; rather, it is meant to
properly frame the discussion about how to get to a desired outcome. Net-zero cannot on/y be about
renewable energy technologies. Re-envisioning the combustion of fossil fuels — for instance in
ways that allow hydrogen to serve as an energy source while carbon is used in other high-value
added ways — is one possible option. Other possibilities include greater investment in carbon
capture and storage technologies, expanding nuclear energy options, and development of natural

carbon sinks.

Fig. 4 Global Energy and Electricity by Source (1985-2019)
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In the end, the long understood but oft forgotten principle of comparative advantage will
define how transitions and net-zero goals manifest in different parts of the world. Some regions
favor a build-out of intermittent renewable resources (i.e.- wind and solar) that can leverage
transmission connections with low-to-zero carbon dispatchable resources (i.e.- natural gas, hydro
and nuclear) or perhaps even batteries or hydrogen technologies for load stability. Hydrogen, and
its multitude of colors (blue: methane reformation with carbon capture; green: renewable-powered
hydrolysis; yellow: biomass conversion; and turquoise: pyrolysis combustion yielding hydrogen

and carbon black) also holds promise. Suffice it to say that there is a portfolio of options available,

¢ Non-OECD population is about 6.4 billion people, or 83% of global population, and non-OECD economies total $34.1
trillion, or roughly 40% of the global economy. Moreover, almost all population increase and the majority of global
economic activity are projected to originate in the OECD.
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but regional comparative advantages should drive adoption of least cost pathways and render
energy transitions, and hence net-zero strategies, to be different everywhere. If this is not the case,

stated net-zero aspirations will remain unrealized.
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Climate Scenarios are Off Track

Roger Pielke Jr. *

A set of newly published papers indicates the scenarios of the future to 2100 on which much
of climate research depends have already diverged from what has actually been unfolding in the
real world (Burgess et al. 2020, Pielke and Ritchie, in press). Consequently, these scenarios —
developed, collected and assessed by the Intergovernmental Panel on Climate Change (IPCC) --
offer a poor basis for projecting into the future policy-relevant variables, such as economic growth
and carbon dioxide emissions. If scenarios are not updated, then the guidance provided to policy
makers originating in research and assessment that rely on these scenario will be out-of-date and
potentially misleading.

Burgess et al. (2020) perform the most rigorous evaluation to date of how key variables in
climate scenarios compare with data from the real world (specifically, it focuses on the four factors
of the Kaya Identity: population, economic growth, energy intensity of economic growth and
carbon intensity of energy consumption). Burgess et al. (2020) also explore how these variables
might evolve in the near-term to 2040, based on near-term energy outlooks, such as those of the
International Energy Agency (e.g., IEA 2019).

Burgess et al. (2020) find that the most commonly-used scenarios in climate research have
already departed significantly from the real world, and that this divergence is going to only get
larger in coming decades. Fig. 1 below clearly shows this divergence. The figure shows carbon
dioxide emissions from fossil fuels from 2005, when many scenarios begin, to 2045. The graph
shows emissions trajectories projected by the most commonly used climate scenarios (with labels
on the right vertical axis, see Burgess et al. 2020 for technical details and original sources). Actual
emissions to date (dark blue curve) and those of near-term energy outlooks (labeled as EIA, BP and
ExxonMobil) all can be found at the very low end of the scenario range, and far below the most
commonly used scenarios.

An important reason for the lower-than-projected carbon dioxide emissions is that economic
growth has been slower than expected across the scenarios, and rather than seeing coal use expand
dramatically around the world, it has actually declined in some regions.

Fig. 2 below shows the difference between observations of the Kaya factors and the values
found in the baseline scenarios of the IPCC Fifth Assessment Report Scenario Database (ARS5).!
The figure shows that most references scenarios of the IPCC ARS overestimated both carbon
dioxide growth and per capita GDP growth, and in most of the subregions of the IPCC (for details,
see Burgess et al. 2020).

* Professor, Environmental Studies Program, University of Colorado Boulder, US / Distinguished Fellow, IEEJ
I https:/tntcat.iiasa.ac.at/ ARSDB/dsd?Action=htmlpage&page=about
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Fig. 1 A Comparison of Energy-Related CO; Emissions Projected by Energy Outlooks.
By IPCC ARS Scenarios of Its Working Group 3, and SSP Baseline Scenarios.

For Sources and Details, See Burgess et al. 2020
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dioxide emissions. Crucially, the projections in Fig. 1 above are pre-Covidl9, which means that
actual emissions 2020 to 2045 will likely be even less than was projected in 2019 in the various
short-term energy outlooks. As Hausfather and Peters (2020) write in Nature, the emissions

scenario commonly used in research to represent a “business as usual” (or “baseline™) trajectory
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It is even conceivable, if not likely, that in 2019 the world has already passed peak carbon
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into the future “becomes increasingly implausible with every passing year.” Burgess et al. (2020)
builds upon a growing literature indicating that commonly used climate scenarios are already well
off track and will become increasingly off track e.g.,

A growing literature has begun to recognize the divergence of commonly used scenarios and
the evolution of the real world (e.g., see Ritchie and Dowlatabadi 2018 as one of the first and most
significant contributions to this literature). O’Neill et al. (2020) has also recognized that the real
world and scenario architecture have drifted apart in the years since the scenarios were first
developed. That is of course not surprising, as projecting the future is always challenging.
Correspondingly, the authors, who include many developers of these scenarios, “recommend
establishing a process for regular updates” to the scenarios and recommend that key variables in the
scenarios “be updated now to be consistent with new historical data.”

While it is excellent news that the broader community is beginning to realize that scenarios
are increasingly outdated, voluminous amounts of research have been and continue to be produced
based on the outdated scenarios (Pielke and Ritchie, in press). For instance, O’Neill et al. (2020)
find that “many studies” use scenarios that are “unlikely.” In fact, in their literature review such
“unlikely” scenarios comprise more than 20% of all scenario applications in peer-reviewed
publications from 2014 to 2019. O’Neill et al. (2020) also call for “re-examining the assumptions
underlying” the high-end emissions scenarios that are favored in physical climate research, impact
studies and economic and policy analyses. As a result of such high prevalence of such studies in the
literature, they are also the most commonly cited within scientific assessments of the
Intergovernmental Panel on Climate Change (Pielke and Ritchie 2020). O’Neill et al. (2020) find
that the highest emission scenarios comprise about 30% of all applications in studies over the past
five years, from a family of 35 different scenarios that they surveyed.

Evidence is now undeniable that the basis for a significant amount of research has become
untethered from the real world. The issue now is what to do about it. Pielke and Ritchie (in press)
recommend several options, beginning with the need for widespread recognition that scenarios
have drifted away from real-world relevance. Pielke and Ritchie (in press) also recommend that the
IPCC chose to either oversee scenario development or assess literature, but not both. In addition,
policy relevance would be enhanced with a focus on near-term scenarios more closely aligned with
real-world observations.

The challenges for climate research are significant. Pielke and Ritchie (in press) found almost
17,000 peer-reviewed articles have already been published (through early 2020) that use the
now-outdated highest emissions scenario. That particular scenario is also by far the most
commonly cited in recent climate assessments of the IPCC and the U.S. National Climate
Assessment (Pielke and Ritchie, in press). And every day new studies are published using outdated
scenarios.

The elevated role of scenarios across climate research means that there is a huge momentum
behind their continued use. A research reset would be a massive endeavor and would require
essentially writing off the policy, economic or other real-world relevance of thousands of studies,

and perhaps even their scientific utility. There are of course reasons to use exploratory scenarios in
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modeling or theoretical studies, but such uses shouldn’t be confused with practical relevance.

Climate research finds itself at a crossroads and in need to address scenarios that are now off-track.
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Is It Possible to Fully Decarbonize the Global Supply of
Energy by 2050?
The Role of Energy Efficiency, Renewables and Nuclear Power

Gerry Thomas "

Introduction

Many countries are beginning to take the need for a green industrial strategy more seriously,
as the human effects of climate change become more apparent. The European summer heatwave of
2003 contributed to at least 70,000 deaths across the continent, and such extremes of heat in
summer are expected to become more frequent by the 2040s. at the current rate of climate change.
If no action is taken, it is predicted that we will see severe impacts at 3°C of warming. For example,
in the UK, a sea level rise of 0.83 metres would be predicted (1) , river flooding would cause twice
as much economic damage and affect twice the number of people it does today (2), and by 2050, up
to 7,000 people would die from the effects of heat, compared to around 2,000 at the present time
(3). The WHO predicts that between 2030 and 2050, climate change is expected to cause
approximately 250 000 additional deaths per year, from malnutrition, malaria, diarrhoea and heat
stress. The direct damage costs to health (i.e. excluding costs in health-determining sectors such as

agriculture and water and sanitation), is estimated to be between USD 2-4 billion/year by 2030 (4).

Given these findings, which will impact the most vulnerable of our populations, inaction
would appear not to be an option for democracies that pride themselves on social justice. So how

do we mitigate the effects of climate change, yet retain our industrialised societies?

The Role of Energy Efficiency

Energy efficiency can reduce green house gas (GHG) emissions, both directly from reducing
fossil fuel consumption, but also indirectly from changes made to the way in which energy is
generated. However, many of the methods used to increase efficiency require the public to make
changes in the way that they use energy, for example switching from the use of gas boilers in
homes, to electric boilers or installing heat pumps, or increasing insulation in homes. These
changes will come at a cost to householders, and at a time of economic stress due to the recent
pandemic, household budgets are likely to be under some considerable stress. Provision of
government grants may be used to encourage individuals to make their lives more sustainable, but
these rarely cover the full cost. It can be demonstrated that energy efficiency can make a difference

— improvements in energy efficiency resulted in a 12% reduction of CO, emissions between 2000

* Professor of Molecular Pathology, Imperial College London / Director, Chernobyl Tissue Bank
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and 2017. Energy efficiency in the industrial sector can also be shown to be of value — for example,
producing metals like steel, aluminium and copper from recycled scrap is 60-90% less energy

intensive than production from metal ores (5).

The Role of Renewables

Most people would expect that the recent growth in renewables, primarily wind and solar
power, has played and will continue to play a role in reducing GHG emissions. Whilst it is certainly
true that solar and wind produce substantially less GHG in their life cycle than fossil fuels (5), the
evidence from Germany’s Energiewende policy suggests that this is not the whole story. This policy,
at a cost of 160 billion Euros to consumers and government, has seen a very impressive effort to
increase the production of electricity using wind power, which now generates 40% of the country’s
electricity. However, Germany’s GHG emissions have not declined less rapidly than expected. This
is due in part to the fact that both wind and solar are intermittent sources of energy, and with the
German reluctance to use nuclear power, coal, oil and gas power stations have been required for the

production of baseload electricity.

In addition, solar and wind are not a solution for all countries. Offshore wind is a valuable
source for countries such as the UK, whereas in other areas such as Japan, it is even less of a
realistic option. Much of the public focus has been on how to generate electricity in a more climate
friendly manner, the reality is that the most difficult sectors of all to decarbonise are heavy industry
and transport. In these areas cleaner energy sources are required — particularly hydrogen. Hydrogen
generation requires provision of large amounts of reliable energy. Although renewables are
favoured by the general public, they have inherent problems with regard to the amount of land
required. A recent report (6) has estimated that to replace the UKs current oil consumption with
hydrogen generated using offshore wind would require 120 km?, or with solar PV 26,000 km?. In
contrast the amount of land required using advanced heat sources i.e. nuclear was considerably

smaller i.e. 55 km?. Energy density may be seen as being of particular importance for island nations.

The Role of Nuclear Energy

Whilst both energy efficiency and renewables offer small steps towards the solution to climate
change, nuclear could potentially offer a step change in climate change mitigation. The ideal energy
source is one that requires smaller amounts of land in order to generate substantial amounts of
consistent energy, that could be used both to generate power for a variety of purposes, domestic and
industrial, including generation of hydrogen. Nuclear power has the potential to meet all of these
criteria, but lacks the general societal acceptance of renewables. In addition, more flexibility will
be required of nuclear power. It should no longer be seen in terms of generating only baseload

electricity.

There is no doubt that future nuclear power systems will be required to work with an energy
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system that includes intermittent energy produced by renewables. Any developments in nuclear
power would therefore need an inbuilt flexibility to supply energy to the grid when renewables
were off line, but in the interests of using energy efficiency, to be able to supply power for other

uses when the need for electricity generation was met by the use of renewables.

Heating and transport are the largest energy users and these two areas may be particularly
difficult to decarbonise using electricity. Nuclear reactors produce heat on a vast scale — a typical
nuclear power station produces heat that is equivalent to the output of a 100,000 domestic gas
boilers. A recent report from the Royal Society (7) points out that there are two key issues that
impact the utility of nuclear at present: it is most economic when run at high output, and 65% of the
energy produced is lost as waste heat. In the past, some of this heat has been used to heat
co-localised infrastructure, for example the UK’s first nuclear plant, Calder Hall, supplied building
heat for Calder Hall itself and nearby Sellafield. The Agesta reactor in Sweden supplied heat to
Farsta, a suburb of Stockholm, and the Chinese have recently built a pilot nuclear reactor to heat
districts in the colder northern regions of the country. Heat from nuclear reactors has also been used
to power co-localised industry — for example the Wylfa power station in North Wales was used to

provide power for an aluminium smelter.

Low temperature heat generated from conventional nuclear reactors could be used therefore to
heat homes in the local area, which would increase energy efficiency. However, the high temperature
heat generated from the newer Generation IV reactors would be better suited to drive hydrogen
production, which in turn could be used to decarbonise the “difficult to reach” transport sectors

such as aviation, heavy-duty vehicles and shipping.

Barriers to Capitalising on Nuclear’s Potential to Decarbonise

There are a number of barriers that need to be overcome in order for nuclear to realise its
potential as a major player in decarbonisation strategies. Firstly, it needs to be accepted by the
general public as a safe, secure and economic method of producing energy. Improving its energy
efficiency, and using the currently wasted heat it produces will potentially increase its economic
viability. The move to using small modular reactors may reduce some of the public concern
regarding having a very large infrastructure project built in their back yard. However, co-localising
of a nuclear power plant with an industrial process plant may prove challenging from both a public
and planning perspective. Such developments would provide stable employment of a skilled
workforce for decades — in the case of nuclear maybe two or three generations, which is a bonus for

community cohesion.

There is no doubt that reaching our climate goals will be challenging, but there is an ethical
intergeneration obligation on us to do so. Energy efficiency, renewables and nuclear power all have
a role in meeting this obligation. We do have the tools necessary to do this, but the question is do

we have the political will and sense of societal responsibility to take some difficult decisions,
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before it is too late?
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Is It Possible to Achieve Global-Scale
Net-Zero Emissions by 2050?

Mitsutsune Yamaguchi*

1. Possibility of Achieving Net-Zero Emissions by 2050 is Largely Dependent
on CCS and BECCS

After the IPCC released its 1.5°C special report (SR1.5) in 2018 and, based on this report, in
June 2019 the United Kingdom set net-zero emissions of greenhouse gases (GHG) by 2050 as legally
binding target, net-zero emissions suddenly came into the spotlight. In September this year, China
followed in the footsteps of the EU and announced that it will achieve net-zero emissions by 2060
(though not 2050), and in October, Japan declared the goal of net-zero by 2050. Many other countries
are considering similar actions, but to date, the UK is the only country that has published sector
roadmaps and technologies for achieving the goal of net-zero, the cost as a ratio of GDP, and the
average cost of measures for each sector in detail. The UK’s plan is to reduce most of its emissions
using electrification, hydrogen, and large amounts of CCS (a technology which reduces emissions to
zero by capturing CO, from fossil fuel combustion and storing it underground), and deal with the
remaining hard-to-avoid emissions using negative emission technologies, specifically BECCS'!
(bioenergy with CCS) and small amounts of forestation and DACS (capturing atmospheric CO,
directly and trapping it in geological formations semi-permanently) (the negative emissions from
these technologies are hereafter collectively called “NEs”). In 2050, the amounts of CCS and BECCS
will be equivalent to 35% of the total emissions in 2017, with BECCS alone accounting for some
10% (Fig. 1).

Other than the UK outlined above, what is the global situation? The key feature of the IPCC’s
1.5°C scenario is that it depends on large amounts of NEs, mainly from BECCS. An analysis by the
International Energy Agency (IEA) shows that 88 of the [IPCC’s 90 scenarios depend on BECCS,
with a median of 4.7 Gt? as of 2050. While the central scenario of the IEA is the Sustainable
Development (SD) scenario, which sets 2070, not 2050, as the target year for achieving net-zero
emissions of CO,, it has also published a scenario in which net-zero is achieved by 2050 by further
progress in innovation. The latter estimates CCS at approx. 8 Gt in 2050, including around 3.3 Gt of
NEs (of which about 3 Gt is BECCS). Here, CCS and BECCS together comprise a significant portion

or one-fourth of energy-related CO, emissions in 2019, while the amount of BECCS is smaller than

* Special Advisor, Research Institute of Innovative Technology for the Earth (RITE)

BECCS (Bio-Energy with Carbon Capture and Storage): The CO> emissions generated from burning biomass as an
energy source are counted as zero since plants absorb CO» as they grow. The emissions are counted as negative when
captured and stored in the ground, which is why BECCS is counted as a negative emission.

2 IEA World Energy Outlook 2019, p. 124
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in the IPCC 1.5°C scenario®. Thus, it is not possible to achieve net-zero by 2050 without large
amounts of CCS and BECCS.

Fig.1 UK’s Dependence on CCS and BECCS (2050)
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Source: 2019 material by The Committee on Climate Change
As GHG emissions in 2017 in the UK were 503 Mt, the total of CCS and
BECCS, 178 Mt, accounts for 35%.

2. Other Measures towards Achieving Net-Zero Emissions by 2050

The reason for having to resort to large amounts of BECCS, as described earlier, is because CO,
and other GHG emissions cannot be completely eliminated by any means. Why not? Consider the
UK as an example, focusing on the power generation, transportation, industrial, and building sectors.
The generation sector will boost the share of wind power and solar PV to 57% while dealing with
the soaring demand caused by electrification, reduce emissions to near-zero using nuclear and gas
with CCS, and use BECCS to achieve negative emissions. The transport sector will reduce emissions
from 120 Mt in 2017 to 2 Mt in 2050 by making passenger vehicles and light trucks 100% electrified
and large trucks electrified and hydrogen-fueled. To achieve this, only EVs will be sold as new cars
from 2035, and about 25,000 chargers will be set up for them. Next, the aviation sector will have 31
Mt of residual emissions due to a lack of options other than replacing a part of fuels with biofuels.
The shipping sector can slash its emissions significantly by using hydrogen (ammonia), while
industry can cut its emissions to 10 Mt by using hydrogen, electrification, biofuels, and CCS. The
building sector will reduce the direct emissions for heating buildings from 85 Mt to 4 Mt by installing

3 Chapter 6, IEA Energy Technology Perspective 2020. Note that the scope of the IEA’s analysis includes only energy-
related CO,. CO; absorption and emissions due to forestation and deforestation are not included.
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heat pumps and shifting from gas to hydrogen energy. The measures above will be combined with
lifestyle changes, such as eating less meat and avoiding air travel, and the last remaining emissions
that are difficult to eliminate will be offset by NEs, mainly BECCS, to achieve net-zero emissions.
The cost of this scenario in 2050 is estimated at 1— 2% of GDP (see Fig. 1 for the UK’s dependence
on CCS and BECCS).

Next, the IEA has conducted a detailed analysis of 800 technologies in the context of global
CO; reduction based on the SD scenario. The analysis concluded that electrification, CCUS (carbon
capture, utilization, and storage), hydrogen, and bioenergy will be the keys, in addition to energy
conservation and renewable energy which are basic requirements. The analysis then grouped the 800
technologies into six stages, namely conceptual (lithium air batteries, etc.), initial prototype (battery-
powered aircraft, etc.), prototype (ammonia-powered ships, DAC, etc.), demonstration (ammonia
from electrolysis with decarbonized electricity, etc.), initial marketing (off-shore wind power, heat
pumps, etc.), and mature (hydropower, railways, etc.), and applied them to the key sectors described
above to estimate the residual emissions of each sector in 2070. The industrial (steel, cement),
transportation (shipping, air transport, large trucks), and building sectors would have about 3 Gt of
residual emissions, which would be offset by using BECCS and small amounts of DACS in the
generation and energy conversion sectors to achieve overall net-zero emissions as a result. The [EA
has also released a 2050 net-zero scenario for reference purposes; major additional requirements for

achieving net-zero emissions 20 years earlier than the SD scenario are described in Table 1.

Table 1 Additional Requirements for Achieving Net-Zero by 2050

(main differences with the SD scenario)

® T technologies currently in the prototype stage must reach the market faster than prior successful

cases, and the market is assumed to expand if there is just one case of commercial implementation.

@ Itis essential thatinnovation progresses at an unprecedented speed. Technologies currenty in the
demonstration or prototype stage, such as steel production using hydrogen, ammonia fuel from
electrolysis for shipping and CCS in cement production, must be available in the marketin 6 years at
most.

@® Technologiesin the lab or small prototype stage must become available within 10 years from now in
average. The only technology that has achieved this is LED.

@® The power generation sector needs 20000 TWh of additional output by 2050 compared to the SD

scenario. This is equivalent to the output of China and India combined in 2050.

@® Renewable capacities must grow by 770 GW each year up to 2050 (50% more than the SD scenario).

Source: Created by the author based on Chapter 6, IEA Energy Technology Perspective 2020

3. Isit Possible to Achieve Net-Zero Emissions by 2050?

This question needs to be approached from three standpoints: (1) speed of innovation, (2)
emissions from existing facilities, and (3) the potential of NEs. Among them, Table 1 indicates that

the issue of (1) speed of innovation would be extremely difficult to tackle.

-5 -




IEEJ Energy Journal Special Issue February 2021

The greatest problem in terms of (2) emissions from existing facilities is China. CO; stays in
the air very long time, which makes the cumulative amount of CO» and temperature increase almost
directly proportional to each other. Accordingly, it is possible to estimate the total cumulative
emissions in order to keep the temperature increase to, for example, below 2°C or 1.5°C above pre-
industrial levels. This amount minus the amount of emissions generated to date gives the maximum
amount of emissions, or remaining carbon budget, permitted to keep the rise in temperature to 2°C
or 1.5°C. The IPCC’s SR1.5 estimates the remaining carbon budget for the 1.5°C scenario (equivalent
to reaching carbon-neutrality in 2050) at 420-580 Gt, but a study* published in the academic journal
Nature points to the growth in the number of coal-fired thermal power stations being constructed or
planned in developing countries, particularly in China, and states that these facilities worldwide will
generate 846 Gt of emissions if they operate until the end of their lives, exceeding the carbon budget.
Therefore, the possibility of achieving net-zero by 2050 will depend on whether CCS can be installed
in the thermal power stations of China and other countries, or whether these facilities can be scrapped
before the end of their lives.

As for (3) the potential of NEs, the main issues with BECCS, the most important NE technology,
include adverse effects on biodiversity, availability of land for growing biofuels, and competition
with food production. The IEA’s special report on CCUS has estimated the land area necessary for 1
Mt of BECCS?®. This, when multiplied by 3 Gt, the IEA’s estimate for the amount of BECCS in 2050,
gives 300-5100 Mha, and when multiplied by the IPCC’s median of 4.7 Gt, gives 470-8000 Mha.
The former is roughly 0.33-5.5 times, and the latter 0.5-8.7 times, the area of the United States. The
greater figures were presumably calculated for agriculture and forest residues and the smaller ones
for energy crops, but are inconceivable all the same.

From these three standpoints, achieving net-zero emissions by 2050 appears to be extremely

difficult, if not impossible.
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What is Energy in the Age of Zero Emissions?

Yukari Yamashita”

2020 has been a turbulent year for society, for the economy and for energy. The spread of the
Corona virus has dealt a serious blow to the world economy causing energy consumption to decline
sharply with a direct hit to the oil and gas industry. The competing views between Saudi Arabia and
Russia at the start of the year regarding the impact of COVID-19, caused sufficient turmoil in the
crude oil market for prices to plunge further down in early spring. Since then, the corona pandemic
continued its spread and countries have been struggling to find a way to economic recovery. The
sudden appearance of this new uncertainty has had huge impacts on individual health and life
anxiety which are more direct and tangible than the familiar public concerns over climate change.

In this paper, last year, I wrote that a major structural change in the energy system was
emerging but I was not expecting the pandemic to further push the energy transformation. In Japan
and Asia, it had been viewed until 2020 that the energy transformation was strongly influenced by
Europe’s commitments and by the financial community demonstrating an increased seriousness for
decarbonization. Since the arrival of COVID-19, all this is happening with a sense of increasing
swirling speed, as if caught in the rapids.

For example, Prime Minister Suga recently announced Japan’s intent of aiming at net carbon
neutrality, the Chinese President Xi made a declaration of decarbonization and the US President-
Elect Joe Biden is perceived for the moment as an additional runner in the decarbonization race.

This is clearly the beginning of the era of zero emissions. Is it possible to achieve zero
emissions by 2050 with only renewable energy and nuclear power that can be considered as clean

energy? At the IEEJ/APERC symposium 2020, we asked U.S. experts this simple question.

The Current Situation: The Corona Virus, and Energy-Environmental Policy

In 2020, the disaster caused by the corona virus introduced a sense of impasse in our
economic and social life, and its impact on the economy spread beyond people’s expectations. The
intensity of its effects within the different forms of energy was divided.

In each country, lockdowns and bans on mobility were imposed to limit the damage caused by
the pandemic. The economic and social impacts rapidly spread through the value chain from
industries such as food and beverage, retail trade, as well as transport industries such as aviation
and railways, to other industries such as manufacturing, agriculture and fisheries. Issues of
employment and income rapidly developed. Regarding energy, as shown in Fig. 1, the largest

negative impact hit oil because of banned or restricted transport. In addition to that, the impact of

* Managing Director, Charge of the Energy Data and Modelling Center, IEEJ
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the economic slowdown negatively affected natural gas and LNG demand, resulting in a large

market oversupply creating pressures for lower international energy prices.

Fig. 1 Global GDP and Energy Consumption y/y 2020
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Source: S. Suehiro and K. Koyama, “A Study on the Impact of “City-wide Lockdown” on Global Energy
Demand”, and others

Policies in Europe that combined economic recovery stimulus with climate change
countermeasures, such as green recovery in the EU and sustainable recovery suggested by the IEA,
attracted lots of attention. Climate change countermeasures were quickly recognized as an essential
part of the important agenda of combating the global economic slowdown. However, due to
differences in energy supply and demand structures and industrial structures, the country’s responses
are not uniform.

As a result to the pandemic, CO; emissions are expected to decline significantly in 2020. The
rate of decline is almost the same as the CO, reduction rate that would be required “every year” to
achieve the two-degrees target by 2050, giving the impression that the possibility of achieving the
target has increased. In reality, though, if you look at the power generation sector, many countries
have fossil fuel facilities that would be considered extremely difficult to replace with renewable
energy and nuclear power alone, while meeting the increasing demand for electricity in the future.
Other rising issues include meeting thermal demand for industry, electrification of transportation fuels,
and conversion to non-fossil fuels. In particular, the emerging economies in Asia, Africa, and Latin
America, where economic growth and energy consumption are expected to increase in the future,
would find it difficult to decarbonize without the full cooperation of the international community.

Against this backdrop, a series of decarbonization declarations took place around the world.
The magnitude and sudden disappearance of energy demand caused by the pandemic may have
induced such trend. The impact of lower demand hit hard the international energy companies and
energy producers, which have also been under pressure from the financial community. Emphasis on

ESG investments in recent years, and the deterioration of the investment environment caused by
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the Corona pandemic accelerated the movement or conversion from business models centered on

fossil fuels towards decarbonization.

Challenges for Decarbonization in Asia

Last year’s symposium took up the subject of energy transformation and pointed out the
different sentiments between Europe, the United States, Asia, and other countries towards global
warming countermeasures (especially decarbonization). Even with the Corona pandemic, the
uncertainties and unpredictability associated with climate change remain high, and long-term
investments still have difficulties in attracting funding. And yet, political declarations toward
decarbonization continue amid prolonged economic losses and increasing uncertainties caused by
the pandemic. This is due to the belief that climate change countermeasures can drastically contribute
to the economic recovery, as symbolized by the green recovery in Europe.

In IEEJ Outlook 2021, we depict a scenario where structural changes in economic and social
conditions, caused by the pandemic, are prolonged. In the scenario, through a scenario planning
exercise, experts identified “emphasis on security” and “progress of digitization” as important
elements that bring about structural changes resulting from the disaster. The emphasis on energy
security will lead to diversification of energy sources in Asian countries and a shift toward
indigenous resources (improving self-sufficiency rates). As shown in Fig. 2 and compared to the
reference scenario, the self-sufficiency rate increases and the diversification of energy sources in
each country progresses (moves towards the upper right corner). Advances in digitalization will

encourage an increase in demand for electricity, therefore, securing clean power supplies will

Fig. 2 Changes in Self-Sufficiency Rate and Primary Energy Consumption Composition

in Post-Corona World Transformation Scenario
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Source: Institute of Energy Economics, Japan, IEEJ Outlook 2021, (October 2020)
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become an increasing challenge.

One of the major differences between European and Asian countries is that many Asian
countries do not yet have electricity or gas connected by transmission lines or pipelines with
surrounding countries. Each country will consequently introduce measures according to its energy
supply and demand structure. A drive to use domestic energy sources has the potential to intensify
not only the use of renewable energy but also the use of coal which is abundant. All means of
decarbonization in Asia, including carbon capture, storage, use and sink, are essential.

In September 2020, the Chinese government declared decarbonization by “as early as 2060”.
China’s economic recovery is ahead of other countries, but as the difficulties of transportation and
trade increase, its function as the world’s factory is shifting to Southeast Asia and India. It seems as
if China had an intention to lead the global society while positioning climate change countermeasures
as a trigger for future economic growth in China. Decarbonization, which is a challenge to be met
by 2050, has become increasingly important also for an industrial policy of gaining supremacy
through science and technology and industrial technology in each country.

Last October, Japan’s Prime Minister Yoshihide Suga announced carbon neutrality by 2050.
Carbon neutrality target is expected to strengthen Japan’s industrial policies, including

decarbonization and development of innovative technologies.

Weight of Technological Development

The key to achieve sustainable economic growth while addressing climate change towards
2050, or the end of this century, depends whether innovative technologies will be utilized in the
future. As announced in January 2020, the Cabinet Office’s “Environment Innovation Strategy” is a
long-term growth strategy, which has been developed to be in compliance with the Paris Agreement.
The Strategy advocates the development of innovative technologies to reduce greenhouse gas
emissions not only in Japan but also around the world. Under 16 research themes, 39 technologies
for decarbonization, including hydrogen and carbon recycling technologies, are considered in
addition to clean energy, such as nuclear power and renewable energy or storage batteries.

Hydrogen has been of increasing interest in Europe and the United States for several years. A
series of energy-related international conferences held in Japan in the fall of 2020 focused on
technologies that will be fundamental to future energy use. Many ministers and CEOs, !
demonstrated a high level of international interest in this field. In Europe, hydrogen could be
produced from renewable energy while in Asia, hydrogen may be produced from a combination of
fossil fuels and CCS.

Saudi Arabia, this year’s G20 presidency, is advocating the concept of “carbon circular
economy”. By applying the principles of a circular economy to carbon, it is possible to focus on
technologies and processes that utilize carbon dioxide removed during fossil fuels combustion

(CCU) in manufacturing processes and others. It is an effort to define the principles of a circular

! ICEF, Hydrogen Ministerial Meeting, Carbon Circular Economy Council, etc.
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economy as a comprehensive concept that would accelerate the technological development and
social implementation internationally. The 4 main areas are presented in Table 1. A series of fossil
fuel decarbonization technologies is important in Asia, where short-term energy transformation

with only renewable and nuclear is difficult.

Table1 Major “4R” Technologies in the Carbon Circular Economy

Reduce Reuse Recycle Remove

Reducing the amount of carbon | Reusing carbon without | Recycling carbon with chemical conversion Removing carbon from the
entering the system chemical conversion system
o Energy and materials e Carbon capture and s CCU e CCS

efficiency utilization (CCU) + Artificial photosynthesis » Direct air capture (DAC)
o Renewable energy, including e Use CO, at carbon + Bioenergy recycle in the pulp and paper |« Carbon dioxide removal

hybrid use with fossil fuel utilization facilities, industry o Fossil fuels-based blue
o Nuclear energy, including such as at + Bioenergy with carbon capture and hydrogen

hybrid use with fossil fuel greenhouses for storage
s Advanced ultra-super-critical enhancing crops s Carbamide (urea production using CO,

technologies for coal power o Bio-jet fuels with as feedstock)

plants reed beds + Coal ash concrete curing with absorbing
o Hydrogen (blue/green) fuel o Algal synthesis CO,

cells for long-distance heavy- s Electrochemical reduction of CO,

duty vehicles + Fine chemicals with innovative
o Ammonia produced from manufacturing processes and carbon

zero-carbon hydrogen recycling

(blue/green) for power s Fischer-Tropsch exothermic of carbon

generation and ships dioxide with hydrogen syngas
o Direct reduction in steel + Hydrogenation to formic acid

making by using CO, free + Qil sludge pyrolysis

hydrogen (blue/green) + Sabatier synthesis (CO, methanation:

exothermic of carbon dioxide with
blue/green hydrogen)
+ Thermal pyrolysis

Source : Mansouri, N. Y. et a/.(2020) “A Carbon Management System of Innovation: Towards a Circular Carbon Economy”

IEEJ Outlook 2021 compares the CO, emissions and primary energy demand results of
various scenarios (Fig. 3). In the Carbon Circular Economy (CCE) scenario, carbon recycling
technologies are significantly introduced in addition to those already assumed in the Advanced
Technology Scenario. The CCE scenario will reduce CO; emissions by an additional 5 Gt when
compared to the Advanced Technology Scenario, in which maximum technological innovation and
environmental measures are taken. However, the total amount of primary energy demand will not
change significantly.? The introduction of decarbonization technologies could significantly reduce
CO; emissions without drastically changing fossil fuel consumption. Looking at the breakdown
within the fossil fuels, increase in the blue hydrogen (hydrogen with CCS) produced from natural
gas induced a shift from coal and oil to natural gas. CO, emissions will not halve by 2050,
therefore, achieving carbon neutrality will require further reductions in technology costs, energy
savings, and early additional reductions through the introduction and adoption of innovative
technologies.

Our estimates show that hydrogen offers large potential for decarbonization. It is because
carbon-free hydrogen, which is under the “Remove” category, has already reached the stage of
demonstration and assumed to be promoted ahead of the other 3Rs. However, carbon-free hydrogen

and/or ammonia remain imported energy for the Asian energy-consuming countries, including

2 In fact, the additional conversion demand by 4R technology is expected to increase primary demand a little from the
Advanced Technology Scenario and such additional demand could be bigger than this estimate.
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Japan. Further developments of technologies under the “Reuse” and “Recycle” categories which

are technologies to reduce CO, emissions, by utilizing CO,, domestically, is awaited.

Fig.3 CO; Emissions and Primary Energy Demand in Three Scenarios
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Source: Institute of Energy Economics, Japan, IEEJ Outlook 2021 (October 2020)

Summary

Is it possible to achieve zero emissions by 2050 with only clean energies, such as
renewable energy and nuclear power? All speakers at the Symposium remarked that it would be
difficult because we must not forget the challenge of how to supply available energy economically
and cleanly to the additional population of 2 billion people expected by 2050 and the one billion
currently in developing and emerging countries that does not yet have energy access. In the
development of decarbonization technology, it is important for various countries and companies to
cooperate and compete. It is also important to secure a diverse supply of clean energy while

lowering costs.
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Is Hydrocarbon the Enemy or Ally to Climate Change
Countermeasures?

—What Should We Consider When Measures to Achieve
Zero Emission Status are Key Factors? —

Hiroki Kudo®

Introduction

The focus of climate change policies is shifting from short to medium-term approaches to
initiatives based on long-term targets. This has been indicated by the long-term target put into the
Paris Agreement, requests for national strategies, high evaluation of the special report by the
Intergovernmental Panel on Climate Change (IPCC), the United Nations’ requests for each
country’s zero-emission initiatives, growing international opinion for the significance of long-term
targets, and European, Chinese, and other offers to enhance initiatives to achieve specific long-term
targets. As it is widely shared that substantial transition from existing systems and technological
innovations would be indispensable for realizing a zero-emission society, desirable or potential
future pictures of energy supply and demand and other sectors are being considered. The problem
is what specific actions would be required to achieve zero emissions. Various views are identified
about what energy would be required to realize decarbonization, whether fossil fuels should be
restricted or used jointly with decarbonization technologies, and other questions about future
pictures. If 2050 is set as the target year for achieving zero-carbon status, 30 years are left. What
actions would be feasible to achieve zero-carbon status within 30 years should now be considered
along with relevant economic and social impacts.

This paper discusses what zero-emission actions should be considered now, while touching on
recent international trends regarding zero-emission actions and referring to views given by foreign
experts at the International Energy Symposium' sponsored by the Institute of Energy Economics,
Japan (IEEJ), and the Asia Pacific Energy Research Center (APERC) in September 2020.

Climate Change Policy Trends under COVID-19

While the COVID-19 pandemic is spreading throughout the world, major economies are
considering how best to promote long-term initiatives to reduce greenhouse gas emissions. As the

26th Conference of the Parties to the United Nations Framework Convention on Climate Change,

* Board Member, Director, Charge of Electric Power Industry & New and Renewable Energy Unit, IEEJ

! 5th IEEJ/APERC International Energy Symposium: “Energy Trilemma in the Post-Corona world -- Can Innovation
and Soft Power be the Solutions?”” September 18, 2020
https://eneken.ieej.or.jp/whatsnew_op/200918jointsympo.html
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known as COP26, has been postponed until late 2021, the current situation is feared to lead priority
to be lowered for climate change policies. Given growing discussions on Green Recovery
initiatives to take advantage of climate change countermeasures for economic recovery, however,
we see a momentum for promoting climate change countermeasures. These initiatives can be seen
as moves designed to combine sustainable economic growth with environmental conservation
using funds for climate change countermeasures, which may produce win-win effects. Such

initiatives may be sustained for the immediate future.

Zero-emission Targets

On September 22, Chinese President Xi Jinping in his general speech at the United Nations
stated that China would try to lead CO; emissions to peak by 2030 and achieve carbon neutral
status by 2060, sending a strong message to the international community. The European Union is in
final talks to agree on the enhancement of its 2030 emission reduction target and on the 2050
zero-emission target, acting as a driver of global moves towards zero emissions. After his
inauguration, U.S. President-elect Joe Biden is expected to take procedures for the United States’
comeback to the Paris Agreement and promote initiatives to implement campaign promises to (1)
cut GHG emissions to zero in the United States by 2050, (2) achieve net zero GHG emissions in
the power sector by 2035, and (3) invest $2 trillion (about JPY210 trillion) in four years to create
jobs and achieve environmental justice. Japan’s Prime Minister Yoshihide Suga in his policy
address declared that Japan would cut GHG emissions to zero by 2050 or achieve carbon neutral
status or a decarbonized society in 2050. Major economies are seemingly keeping step with each

other in trying to achieve zero-emission status in 2050.

Zero-emission Actions and Fossil Fuels

While major economies declare decarbonization targets, specific energy choices to achieve a
zero-emission society are attracting attention. Fossil fuels such as oil, coal, and gas supported
global economic growth from the 19th century to the 20th century and still account for more than
80% of global primary energy consumption (as of 2018) even at a time when climate change
policies are viewed as important. Given an assumption that the world’s dependence on fossil fuels
in 2050 will decrease only slightly from 2018 if present energy technologies and relevant policies
are maintained with population growing in emerging market and developing economies, the world
will have to break away from the past trends to achieve zero-emission status?.

Given such situation, the second session of the IEEJ/APERC International Energy Symposium
discussed how to handle fossil fuels in zero-emission actions under the title “Is Hydrocarbon the
Enemy or Ally to Climate Change Countermeasures?” Foreign experts agree that each country

should improve energy efficiency and promote renewable and low-carbon energies while

2 Institute of Energy Economics, Japan, “IEEJ Outlook 2021 —Energy Transition in the Post Corona World,” 436th
Forum on Research Work, October 16, 2020
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recognizing that energy supply and demand conditions differ by country. Particularly important
technologies in this respect include hydrogen, carbon capture, utilization, and storage (CCUS),
bioenergy, and batteries. Initiatives to decarbonize and utilize existing infrastructure are also
indispensable. While technology combinations and needs differ by region or country, all potential
technologies should be mobilized to realize net zero-emission status. Regarding renewable energy
that is expected to play a central role in decarbonization, fossil fuels should be used for energy
system supply chains to some extent from the viewpoint of economic efficiency for the energy
system. The so-called Circular Carbon Economy (CCE) approach to manage carbon emissions
from the global energy mix has been suggested along with the 4Rs (Reduce, Reuse, Recycle, and
Remove) approach that seeks to introduce a mechanism for assessing all decarbonization options
from the 4Rs viewpoint and build a decarbonized society combining CCUS with fossil fuel use.
While it is generally pointed out that it is important to transition from fossil fuels to renewable
energy and other zero-emission resources to achieve decarbonization, the feasibility of a
decarbonization path in which fossil fuels would be used along with technologies that capture

and/or utilize CO; such as CCUS is expected to be discussed for future zero-emission initiatives.

Japan’s long-term strategy

At a meeting of the Growth Strategy Council on December 1, 2020, Japan compiled a draft
growth strategy action plan® that gives specific initiatives of a growth strategy designed for
recovering from the COVID-19 disaster. After Prime Minister Suga declared the 2050 zero-
emission status target in his policy address in October 2020, the draft action plan includes a green
growth strategy towards the 2050 carbon neutral status. It calls for considering specific fiscal and tax
measures to support private enterprises to develop innovative technologies under national projects
and for formulating a draft plan including specific target years for green initiatives within 2020.

Regarding technological development, the draft plan recognizes that existing technologies
alone would not be enough to achieve carbon neutral status by 2050 and that innovative technology
development would be indispensable. It identifies three priority technology areas — (1) electricity
and green electricity (next-generation storage batteries, etc.), (2) hydrogen (technologies for massive
hydrogen supply to decarbonize the heat and power sectors and for hydrogen use), (3) CO; capture
and recycling (carbon recycling, biomass power generation with CO, capture/storage technology,
etc.) and calls for enhancing government support for technological development. The draft action
plan also indicates the directions of specific initiatives for hydrogen, automobile batteries, carbon
recycling, offshore wind power generation, semiconductors, and information and communication
technologies that are indispensable for achieving carbon neutral status, seeking to expand
government-wide initiatives. It also suggests that relevant government organizations be united to
formulate action plans for aircraft and ships, nuclear, solar photovoltaics, logistic systems,

lifestyles, and other areas where the virtuous cycle of economy and environment is expected.

3 https://www.cas.go.jp/jp/seisaku/seicho/pdf/jikkoukeikaku_set.pdf
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In this way, the Japanese government has indicated an attitude of adopting European and other
strategies to promote zero-emission actions as part of measures to recover from the COVID-19
disaster. Specific zero-emission actions include not only the further diffusion of renewable energy,
energy efficiency improvement, and other existing technologies but also the utilization of all future
technologies such as hydrogen and carbon recycling. This basic approach will be reflected in the new

Strategic Energy Plan and the Global Warming Countermeasure Plan to be formulated in the future.

Conclusion

At a time when countries in the world are urgently required to take measures to recover from
the COVID-19 disaster, Europe and Japan demonstrate an attitude of promoting funding for
zero-emission technologies to resolve both economic and environmental challenges. Given that the
United States is expected to consider a similar attitude under new President Biden from 2021, the
international community is likely to sustain zero-emission actions. As it is difficult for existing
technologies alone to achieve a zero-emission society, the feasibility of all potential technologies
may be tested in the future. Particularly, major countries will consider their technology strategies
meeting their respective conditions from the viewpoint of securing their industries’ international
competitiveness.

When global zero-emission status is considered, we must recognize that zero-emission
technologies developed by competent major countries should be spread to other countries including
developing economies. While the COVID-19 pandemic is assessed as leading the international
community to be divided into blocs, international collaboration and cooperation may be indispensable
for realizing global zero-emission status. At the abovementioned IEEJ/APERC international
symposium, participants indicated that each country should advocate long-term policies to pave the
way for enterprises to easily implement investment in zero-emission actions, that all countries in
various conditions regarding fossil fuels should cooperate and share best practices, and that it is
important whether the world could have a disciplined manner to transition to a decarbonized
society benefitting the global economy.

While major countries are now considering actions to promote all potential technological
innovations to achieve zero-emission status, it is expected that the international community develop

a path to zero-emission status through cooperation.
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Is Hydrocarbon the Enemy or Ally to
Climate Change Countermeasures?

~Unexpected Innovative Value of Fossil Fuels—~

Joan MacNaughton*

Introduction

For the first time this year, International Petroleum Week in London featured a plenary session
on climate change. As a speaker, I expected to be challenged on whether we needed to act
immediately, if not on the need to act. But the C suite attendees were not on that page at all. Instead
they discussed how they were going to reduce the emissions for which they were responsible — both
from their own operations and from consumption of their products. The question therefore whether
there is unexpected value in hydrocarbons to be unlocked by innovative technologies is highly
topical. Is there enough potential value that companies can rely on modest evolution of their current

business models, or must they drive on to more radical change?

The Context

To address this question, we must consider how quickly emissions must be reduced. Building
on the original agreement at COP 21 in Paris to limit global temperature rise to ‘well below 2
degrees’, a report from the Intergovernmental Panel on Climate Change* warned of the dramatic
risks inherent in the two degree goal amid mounting evidence of well nigh unmanageable impacts
like wildfires, floods and other extreme events. The world took note. Policy is increasingly driving
towards a 1.5 degrees goal, which requires ‘net zero’ GHG emissions by 2050, that is, a small
residual level of emissions accompanied by emission removal measures. It is significant that the
International Energy Agency has for the first time now published a scenario based on limiting

global temperature rise to 1.5 degrees Celsius (World Energy Outlook for 2020%%*),

The UN Conference on Climate Change scheduled for November 2021 was originally centred
on getting governments to ratchet up their commitments to deliver ‘well below 2 degrees’ but is
now increasingly focused on the 1.5 degrees agenda. In line with this, some 24 national
governments have announced commitments to ‘net zero’ before or by 2050 (or 2060, in the case of
China); with the USA expected to join them. Non-state actors (states, regions and global corporates)

have joined them.

* Chair of the Board, The Climate Group
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The Implications for Future Demand for Hydrocarbons

Notwithstanding all this, some remain optimistic about the continued role of high emitting
hydrocarbons because of how challenging it will be to phase them out. I would invite them to
consider the case of coal, whose future is bleak. According to the IEA’s World Energy Outlook
2020, the pandemic has catalysed a structural fall in global coal demand: falls in forecast demand
in developed countries the USA and Europe outweigh growth in Asia. In the USA, some 100 GW
of coal plants is forecast to retire by 2025 and there is not a single proposal for new build. This is
notwithstanding President Trump’s commitment to support the industry. Admittedly the fall has
driven as much about coal to gas switching as replacement by renewable power generation. But lest
the gas developers seize on this, they might want to note President Elect Biden’s commitment to a

zero carbon power generation system by 2035.

Consider investor attitudes. Global financing for coal projects has been excluded by many
IFI’s and large investors. Oil and gas projects now face the same fate: the UK announced at the
recent Climate Action Summit*** that they would be ineligible from UK export financing support.
Thirty asset managers, who collectively oversee $9trn, have committed to net zero across their
portfolios by 2050 and some investors have announced that they will no longer invest in fossil fuels.
Denmark has announced the cancellation of remaining licensing rounds for exploration of oil and

gas in its offshore waters.

This will be beginning to affect the financeability of projects, and in turn, might prompt price
increases - adding to the challenge (already considerable in the power sector) of competing with

renewables on cost.

Fossil fuels therefore face a toxic mix of an increasingly hostile policy framework, and greater
challenges in securing financing - unless of course they can be produced so as not to emit GHG’s.
The most obvious way to do this is through carbon capture, use and storage technologies (CCUS)
which would be relevant in some of the current markets for hydrocarbons, notably the power

generation and industrial sectors.

The Potential of CCUS for Emissions Removal

i) The Power Sector

CCUS has been a proven technology at lab and pilot demonstration scale for at least a decade
and exciting new technologies continue to emerge. But they have struggled to secure the financial
support to get deployed at scale. With some isolated exceptions, and despite significant investment
by OEM’s, the hydrocarbon industry has been slow to commit support. Some campaigners have
opposed it (often not for sound scientific reasons) and - whether influenced by such campaigns or
for other reasons - governments have moved slowly or not at all. Only a tiny fraction of the funding
given to renewables has been available to move CCUS from lab or pilot demonstrations to

deployment; nor have other polices such as carbon pricing or regulation been harnessed to do so.
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Although efforts have been stepped up significantly in a few jurisdictions over recent years,
the development of business models along the whole value chain (capture, transport and storage or
usage) remains rudimentary. Importantly, CCUS is expensive as cost reductions from learning by
doing and economies of scale have yet to be realised. The costs of renewables by contrast have
fallen dramatically. They are for instance already viable subsidy free, and cost competitive with
thermal power generation, in many regions of the world. It is difficult to see how CCUS can
penetrate that market, given the cost it adds to either new or retrofitted thermal plant. Any market
for CCUS abated coal and gas power plants therefore depends on whether governments are

prepared to subsidise them.

The exceptions might be plants operating with bioenergy coupled with carbon capture and
storage (BECCS), or thermal plants with CCUS where the captured CO» has a value elsewhere.
There are difficulties with either proposition. There is much competition for biomass (for heating
and transport particularly), concern over how sustainably it is produced, and competition for land
use for food production. Markets for CO, streams have to be developed which are compatible with

the net zero agenda — and scalable.

ii) Industry and Hydrogen Production

There is probably be more prospect of continued use of hydrocarbons with CCUS beyond the
power sector, such as where there are not alternative technologies sources or energy cannot be
sourced from renewables. But the challenge again is scale and competing with some of those
industries which are themselves researching possible alternatives with lower emissions. Added
value will of course be derived from hydrogen production through steam reformation for uses such
as transport or heating. Here, the competition will be with electrification and with the production of

green hydrogen (electrolysed from water using renewable power).

Hydrocarbons in the Transport Sector and Elsewhere

The role of hydrocarbons in the transport sector is likely to be confined to the indirect one of
producing hydrogen. How large a market might this become? In the UK, the government has
recently been advised by the independent Committee on Climate Change**** to confine the use of
hydrogen for transport to freight, and public transport such as buses or trains — usually alongside
electrification as part of the solution, in part because of the constraints on hydrogen production and
distribution before the ban on new internal combustion engine cars (ICE’s) with effect from 2030.
Sales off electric cars have reached record levels in the last few months, even as conventional sales
have fallen: the technology appeals and they are cheap to run. According to a recent report by BNP
Paribas***** the cost of electric mobility (based on a renewables powered grid) will within 25
years become up to seven times cheaper than ICE’s on a full lifecycle basis. To compete, oil prices
would have to fall to uneconomic levels - below $20 bbl . So the market for hydrogen in cars may

go the way of CCUS for coal or gas power, that is, be pre-empted by another technology which is
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cheaper and readier earlier.

Innovative technologies could enable hydrogen to contribute to the decarbonisation of heating
in buildings depending on the scale of trials over the next decade — and their success in showing

how to overcome considerable challenges over safety and storage.

These examples are far from the whole story for the potential value of hydrocarbons to be
unlocked by innovative technologies, but lack of space precludes that discussion in areas such as
fertilisers and plastics. Suffice to say that innovative technologies will be needed even to maintain
some of those traditional markets to match the future emphasis on sustainability, eg in terms of

reusable or recyclable products.

Conclusion

The hydrocarbons sector has driven the world’s prosperity for centuries but climate change
means that the capital stock which it has accreted over the centuries must now be replaced.
Innovative technologies which could enable hydrocarbons to continue to be valued in a low carbon
world are already evident. But they will be limited in extent by several factors. First, leaders of the
hydrocarbons sector are all too conscious that it must regain trust in the sustainability of its
operations. It must put its house in order as regards operational emissions and fugitive methane.
Second, it must rapidly accelerate efforts to deploy innovative technologies in a world where the
process of replacement of hydrocarbons has already begun. In certain sectors even abated
hydrocarbon technologies will struggle for market share, such as power generation where it is
difficult to see how CCUS can compete effectively with renewables (unless added value can be
secured at scale from by products such as hydrogen). Third, while other uses such as packaging,
chemicals and fertilisers offer continued promise, developing those markets successfully must be

conditional on whether doing so meets sustainability criteria.

The sector certainly has the ingenuity, technical expertise and motivation to develop
innovative products beyond its traditional markets. The question is whether it will be given enough
time, and have the financial firepower, to succeed in a world where erosion of the market for its

products has already begun.
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The Role of Hydrocarbons in the European Energy Transition:

Policies and Financing in the Wake of Coronavirus

Jonathan Stern”

2020 — the year of COVID-19 and net zero targets

In early 2020, the European Union (EU) proposed that ‘Union-wide emissions and removals
of greenhouse gases regulated in Union law shall be balanced at the latest by 2050, thus reducing
emissions to net zero by that date’. At the end of the year EU ministers agreed a 2030 greenhouse
gas (GHG) reduction target of ‘at least 55%’ below 1990 levels (compared with the previous target
of 40%). In Autumn 2020, carbon neutrality commitments were announced by governments in
major Asian importing countries — Japan (2050), South Korea (2050) and China (2060) — as well as
the incoming US Biden Administration (2050 with net zero electricity to be achieved by 2035).
While this was happening at the government level, major international oil and gas companies
(IOCs) also committed to achieving net zero emissions by 2050. Although 2020 will be
remembered more generally as the year of COVID-19, energy and climate researchers will

remember it as ‘the year of net zero’.

Net zero targets require a substantial reduction in greenhouse gas (GHG) emissions from the
energy sector, particularly for the European Union and individual EU and non-EU countries (such
as the UK) which have committed to climate neutrality and accelerated 2030 reductions. But in

relation to hydrocarbons, they raise four very important questions.

What do these targets mean for the development of zero-carbon technologies?

Commitment to net zero targets will require an intensification of political and corporate
decision making around emissions from the production and trade (imports and exports) in all fossil
fuels - oil, natural gas and coal. Many scenarios have been published by the EU, the IEA, national
governments and IOCs show the possibilities of moving to a different mix of energy sources and

zero carbon technologies. The most important technologies are:

® various types of zero carbon renewables dominated by (onshore and offshore) wind and
solar and bioenergy,

@ Datteries of various types to cater for the intermittency of renewables and for transportation,

® fossil fuel decarbonisation technologies for the production of hydrogen (and potentially

also ammonia) with carbon capture utilisation and storage (CCUS),

* Distinguished Research Fellow and Founder Natural Gas Research Programme, Oxford Institute for Energy Studies,
UK
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® identification and reduction of methane emissions from fossil fuel production and also
carbon dioxide from flaring,

® anew generation of nuclear reactors,

® Jow and zero carbon transportation fuels particularly for aviation and heavy transport,

® cfficiency technologies for buildings and industry.

Different countries will focus on different sets of these technologies depending on their
particular energy situation and aspirations, but it is clear that the availability of investment will not
be sufficient for all technologies to be treated equally. The COVID 19 pandemic has limited the
financial capacity of governments to support the transition compared with what it would otherwise

have been. These two developments lead us to the second question.

How much investment will be needed to meet 2030 and net zero targets and
who is going to provide it?

More aggressive reduction targets for 2030 will require urgent action and increased expenditure.
In July 2020, the EU agreed a multilateral financial framework (MFF) budget of €1.1 trillion plus a
Next Generation EU (NGEU) fund of €750bn for the period 2021-27. An overall climate target of
30% will apply to the total expenditure of MFF and NGEU which would mean that €555bn will be
spent on climate-related sectors over this period. This would provide funding of €80bn/year spread
across energy, agriculture, rural affairs and biodiversity. While this is an impressive amount of
investment it will be spread across these four sectors of 27 EU member states. This suggests that
the majority of investment, which in the larger economies will probably require double digit
billions of Euros per year, to meet GHG reduction targets will have to come from national
governments and the business sector. A report published at the end of 2020 by the UK Climate
Change Committee found that in order to meet government targets, investments of £50bn (€55bn)
per year would be needed in the period 2030-50 (although in net terms it claimed the costs would

be very low due to reduced cost of fossil fuels and avoided climate damage).

At present, the only low and zero carbon supply technologies which are commercially viable
on a large scale are wind and solar power, all other technologies require significant financial
support from governments or regulators. Experience of wind and solar power suggests that with
large scale development, and improvements in design, costs of other technologies will fall
substantially. However, the urgency introduced by more stringent targets for emissions reduction in
2030, means that waiting 10 years for large scale technology development is not a realistic option.
Governments are looking to industry to provide guidance on which are the most promising
technologies. But private investors are looking to governments to provide a ‘long term roadmap’
for each technology, specifically the amount of funding which will be available. There is no
consensus on which technologies — from the list above — are the most suitable in which countries

and how they can be made commercially attractive to investors.
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What does this mean for the future of hydrocarbons?

It is clear that, certainly in a European but also in a global context, hydrocarbon usage must
fall substantially if climate change targets are to be met. In Europe (and much of the rest of the
world outside Asia) the impact on coal has already been much more dramatic than for oil and
natural gas. Many European governments have set targets for a complete phase-out of coal, which
has become more realistic by dramatic fall in the share of coal-fired generation due to switching to

renewables.

The impact of the COVID-19 pandemic on oil demand has also been significant due to the
decline in travel of all types. Natural gas demand both in Europe and globally has not been
impacted to the same extent as coal and oil, but significant initiatives and investments in hydrogen
— which could replace natural gas in industrial and residential heating sectors — are under way.
There is a debate about whether the first decades of hydrogen development will need to be
principally from reformed natural gas with carbon capture and storage (CCUS) so-called ‘blue’
hydrogen. Or whether hydrogen from renewable energy — so-called ‘green’ hydrogen — can be
developed sufficiently rapidly and at a sufficiently low cost. CCUS is not yet being developed on a
large enough scale — partly because in many countries it is not environmentally acceptable — to give
confidence that sufficient blue hydrogen will be available. Electrolysers to produce green hydrogen
will be scaled up from the current 10-megawatt capacity to gigawatt scale but this is likely to take

at least a decade.

Can oil and gas companies create a business model to play a major role in the
transition?

Many I0Cs have already declaring net zero corporate targets for 2050 which means they will
need to substantially change their business models. The IOC business model has been to spend
significant sums of money finding large accumulations of oil and gas. They then seek exclusivity
from governments to develop these reserves over periods of 20 or more years, underpinned by
legally guaranteed property rights in return for tax and royalty payments. Having developed the
reserves, they sell them at market prices internationally, and market or regulated prices
domestically. The traditional business benchmark for [OCs has been a 12-15% post-tax real rate of
return. This is the level of return that has led investors to commit funds to these companies and the
sector in general. A differentiating factor for oil and gas companies is the scale of their traditional
business which meant that few could challenge their position. Many large companies can organise
and finance projects requiring investments of several billion dollars. But IOCs launch projects

requiring investments of tens of billions of dollars outside the countries in which they are located.

The business model problem for oil and gas companies is two-fold: most low and zero carbon
energy projects are on a much smaller scale, and the returns on these projects are relatively low (in

comparison to traditional IOC expectations) and mostly require the support of governments. In fact,
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it is debatable whether low and zero carbon energy can be described as ‘a business’ in terms of
providing attractive returns to investors. And it is uncertain whether profitability will be based on
selling wind turbines, solar panels and electrolysers, or selling the units of electricity or hydrogen
that they will generate. Whatever the answer, low and zero-carbon energy is not compatible with
traditional oil and gas business models either in terms of project scale or return on investment. The
much smaller scale of projects means that many companies can compete successfully and raises
questions as to whether oil and gas companies can create a significant comparative advantage in the

low carbon energy sector.

Conclusion: does climate change mean that energy has become ‘a business for
governments’?

If governments are going to meet COP21 (let alone net zero) targets by 2050 then fossil fuels
have to be decarbonised or phased out. Government intervention and support has already, and will
increasingly, be required to achieve this outcome. For countries where energy sectors remain
dominated by state-owned and controlled companies this is not a major change. For the electricity
sector it is already the current situation the IEA tells us that in OECD countries government policy
already determines 75-90% of decisions. The European Union has its own carbon trading regime
(EUETS) and some governments have introduced additional national carbon levies and taxes.
Carbon pricing and taxation will be a key government policy to achieve targets, with modelling
showing the need for prices in Europe to rise from around €30/ton in 2020 to around €100/ton by
2030 and double that figure by 2040. Governments will control carbon prices and taxes either

directly or through the allocation of allowances.

Governments will need to play a large part in the selection of technologies to achieve carbon
reduction targets. During the liberalisation era of the 1980s and 1990s, the view in many European
countries was that governments should not ‘pick winners’ in terms of energy technologies, they
should allow market forces to determine which technologies were the most competitive and hence
most successful. However, the lead times for large scale introduction of these technologies, and the
changes in infrastructure these require, mean there is no time to allow markets to make those
decisions. For example, to introduce hydrogen on a large scale, or build massive offshore wind
parks or new nuclear power stations, with all of the gas and electricity network changes those
decisions would require, will require a decade (and possibly longer) to achieve. The urgency of the
2030 targets means that governments need to take decisions very quickly about which technologies

they wish to support.

In Europe, the required speed of the energy transition requires hydrocarbons to be removed
from energy balances starting with coal and oil; natural gas (principally for heating) will probably
remain for a longer period of time. National governments will play the major role in determining
the speed and direction of the transition, and companies — particularly hydrocarbon companies —

will need to react and adapt as best they can. A final thought is that it is not clear whether the trends
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described in this article should be thought of as Europe-specific — arising from the adoption of

more ambitious 2030 targets — or whether they will also be relevant for other countries and regions.
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The Enduring Role of Hydrocarbons for

Climate Change Measures
W.L. Thomas”

As part of many governments’ stimulus packages to counter the global recession caused by the
Corona pandemic, extra focus is given to a green recovery. Its aim is to stimulate achieving the
goals of the Paris Agreement on climate change to limit the increase in the global average
temperature to well below 2°C and pursuing efforts to limit the temperature increase to 1.5°C above
pre-industrial levels. More momentum is developing for aiming at the more ambitious 1.5°C target,
which means that global greenhouse house emissions need to peak as soon as possible and, while
within an overall strong efforts to reduce CO, emissions, finding a balance between unavoidable
anthropogenic emissions and removal of greenhouse gases by sinks like carbon capture and storage
as well as nature based solutions. Stronger calls and commitments for reaching net zero emissions
by around 2050 are now rising, and the question is posed how much fossil fuels will remain
required and for how long to enable this transition. Many scenarios show that electrification is key,
but that molecules will remain required in any energy system of the future. This paper examines
how much fossil energy will remain required, if any, in such world by taking wind power

generation as an example.
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Graph 1: World Total final electricity consumption by source (Source: Shell Analysis, Sky Scenario)
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This case study is based on the wind power projections in the Sky scenario!, which achieves a
well below 2°C target with 85% probability and with additional nature-based solutions 1.5 °C with
a 50% probability.

The Sky scenario illustrates a technically possible, but challenging pathway for society to
achieve the goals of the Paris Agreement. It describes a set of mutually reinforcing drivers being
accelerated by society, market and governments and include a step change in the energy efficiency
in the demand sectors, a tripling in the rate of electrification with new energy sources like solar and
wind growing up to fifty fold, the prolific use of carbon pricing mechanisms and a wide adoption of

Carbon Capture and Storage (CCS) on bioenergy.

How many wind turbines need to be constructed each year?

Presently, around 60 GW of new wind capacity is installed but this needs to be three times as
much by 2030, and 11 times more by 2050, plateauing around 650 GW per year. Capacity additions
will need to grow by some 8.5% annually to 2050s. Today, about 90% of the market for wind
turbines is new builds, but by 2070 around 40% will be to replace old turbines (Graph 2).
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Graph 2: World wind turbine construction requirements (Source: Shell Analysis, Sky Scenario)

' www.shell.com/skyscenario Scenarios are not predictions, plans, or policy proposals — they simply explore what might

happen given the assumptions made in the scenario. The Sky scenario paints a technically plausible pathway for
achieving the goals of the Paris Agreement.
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In spite of the strong energy and material efficiency assumptions in the Sky scenario, seeing
only a 10% increase in materials consumption per capita by 2070, the world will still need to
produce 50% more core materials like steel, cement, copper, aluminium and polymers, than today.
With the energy transition, a significant redirection of materials requirement towards Wind
construction will happen with market shares for key materials doubling between now and 2025,
increasing fivefold thereafter towards 2050 (Graph 3). Steel will see strongest pull with a tenfold
increase for wind park construction. As offshore wind’s share is projected to increase from around
10% today to 80% by 2070 in the Sky scenario, more steel will be required, especially with the

share of floating wind going up. However, offshore wind will need less cement than onshore wind.
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Graph 3: Materials required for wind turbine construction as percentage of global material production

assuming today’s technologies (Source: Shell Analysis, Sky Scenario)

How much further scope in energy and material Efficiency?

Before we can assess how much and what type of energy is required to construct wind
turbines in the future, we need to have a look at the scope for energy and material efficiency. Key is
recycling and the use of low or zero carbon energy. But there are practical limits in how much can
be recycled because of e.g. impurities in special alloys, logistics, scale and economics. Energy and
emissions reduction do not always go hand-in-hand. For instance, compared with a coal fired blast
furnace, steel production using green electricity for an Electric Arc Furnace with 100% scrap feed,
would theoretically use about 5.5 times less energy input per tonne of steel and emit negligible CO,.
Emissions could be mitigated via CCS or through green hydrogen direct reduction of iron method,

but the hydrogen route could use 15% more energy per tonne (source-to-product). Practical limits
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in recycling, limit secondary production to around 35% of crude steel production, reducing the
potential efficiency gain for steel production to around a factor 2. Aluminium and copper also have
significant theoretical scope for efficiency improvements through recycling, but also here there are
practical limits and the use of those materials in wind park construction are a few orders of
magnitudes less than steel.

Other fabrication methods, like for cement, are already approaching theoretical efficiency, and
emission reduction is expected to be more economic through CCS. Possible efficiency and
emission improvement routes for polymers are plastics recycling and using biomass upgrading to
feedstock. However, the latter process will need overall more energy input, increasing again the

amount of energy required to produce a tonne of polymers (Graph 4).
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Graph 4: World average source to product energy intensities 2020 to 2070 (Source: Shell Analysis, Sky

Scenario)

What type of energy is required for producing wind turbines?

It is estimated that over 80% of energy used today to construct wind turbines comes from
fossil fuels, but that could be half by 2070 as new technology and more renewable electricity is
used. Electricity’s share of energy input is about 28% today, but that may ultimately be over 50%
by the second half of the century. Today, two-thirds of electricity used comes from fossil fuel power
generation. But as renewables grow, it will drop to negligible by 2070. Nevertheless, fossil fuels
will remain an important contributor to build wind turbines due to limitations in efficient material
production (steel, cement, non-ferrous metals, resins), but its share will dwindle to around 50% of
energy input by 2070 (Graph 5).

Today, approximately 68% of related CO, emissions come from iron and steel, 20% from
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cement, 9% from plastics and 3% from non-ferrous metals. With an increasing share of (floating)
offshore wind, over 90% of emissions may come from steel, 4.5% from plastics and 2.5% from
cement by 2070 if unabated. Even unabated, the annual construction of around 650GW wind
turbines in the second half of the century will emit about 0.6 Gt per year while the emissions
avoided compared with gas fired power generation will be over 11 Gt per year. Some $650 bln pa

abatement costs> might be avoided by wind generation compared with gas generation by 2070.
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Graph 5: Energy requirements to construct wind turbines 2020 to 2070 (Source: Shell Analysis, Sky

Scenario)

Concluding Remarks

Given increasing societal momentum in willing to meet the goals of the Paris Agreement,
coupled with the continuing cost reduction in wind and solar, the energy transition will be
unstoppable and be spearheaded in power generation. Despite policy efforts to increase economic,
material and energy efficiency, the demand for materials will grow as economy and population
grows. Due to practical limits in energy service efficiency, hydrocarbons will continue to be needed
over the coming decades in the production processes of building out renewables. Sectors like steel,
cement and chemicals are likely to continue using coal and gas as fuel or feedstock as the most
economical option, while abatement options like CCS are deployed.

The case study on wind power in this paper illustrates that although 80% fossil fuels are
required in building out wind power today, with the increase in renewables and different production

processes, that share of fossil input is expected to come down to 40% by 2070. Even if unabated,

2 Based on ~$85/tonne CCS costs by 2070
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emissions avoided are multiple orders of magnitudes greater over the lifetime of a wind turbine.
The avoided abatement costs make wind (and solar) a preferred cost effective solution.

However, the shift to low/no CO; emitting energies alone will not be sufficient to meet the
goals of the Paris Agreement, and in addition large-scale carbon capture and storage of remaining

fossil, but foremost bio-energy, hydrocarbons (BECCS) will be essential.
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3. What can Stabilize the Middle East Region;
Military Power or Soft Power?
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Global Landscape Surrounding Peace in the Middle East:

Past, Present, and Future

Ken Koyama*

1. History of the International Energy Market and Importance of Stability in
the Middle East

When did the modern international energy market begin to develop? Opinions vary, but I
believe it involves the development of the “oil market” which began in the late 19th century. Before
the industrial revolution, humankind relied on natural sources of energy and power such as humans,
animals, windmills, and waterwheels. The dawn of the industrial revolution made coal the number
one source of energy. However, an international market had yet to develop because people mostly
produced the energy they needed domestically.

However, the importance of oil as an energy source grew after the birth of the modern oil
industry in the United States in the late 19th century, and its sources expanded to Russia, Venezuela,
and then to Mexico. Finally, the discovery and development of massive oil fields in the Middle East
began, started in Iran. As epitomized by the rapid spread of automobiles in the early 20th century,
the use of oil as an energy source increased explosively, making the 20th century the “century of
oil.” This was made possible by abundant supplies of cheap oil, making it essential to secure stable
oil supplies through international trade.

Accordingly, stability in the Middle East, which possesses the world’s largest and least-cost
reserves of oil, became an essential factor for the stability of the international energy market, and in
turn the expansion of the world economy and international power politics. Furthermore, oil also
became of great interest to major countries as a strategic product that determines the capability of
the modern military to mobilize and deploy its forces. As the international energy market
developed, who would keep the Middle East stable and how, became the top priority for global

energy governance.

2. UK’s Hegemony in the Middle East to Ensure Global Energy Governance

The United Kingdom was the first superpower to play a central role in Middle East stability in
the context of global energy governance. Oil development in the Middle East began in Iran largely
at the initiative of the UK government. The UK was the first to switch the shipping fuel for its navy
to oil (heavy oil) led by then First Lord of the Admiralty Sir Winston Churchill. For the UK, which
had to rely on oil imports until the North Sea oil fields were developed in the 1970s, stability of the

* Senior Managing Director and Chief Economist at IEEJ
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international market, particularly securing stability in the Middle East and its oil supplies, was of
utmost importance for its national security.

Back then, the UK wielded power as the provider of governance in the Middle East (and in
many other parts of the world) with its powerful imperialistic rule backed by the world’s mightiest
navy. Governance by the UK continued to function for the most part, despite numerous challenges
including Russia’s southward expansion and the advance of the newly emerging German Empire
into the Middle East.

However, many of the complex problems in the Middle East today, including the Israeli-
Palestinian conflict and the Arab-Israel issue, were emerging even during this period of UK-led
governance. “Divide and rule,” the guiding principle of imperial regional rule, also gave rise to
various complex relationships among the region’s major countries.

As it became clear that the Middle East’s oil resources would generate enormous wealth,
various outside forces stepped up their involvement in the region, attracted by oil as a source of
wealth and power. This wealth and power also gradually strengthened the power and presence of
Middle East oil producers, while at the same time further complicating the geopolitical environment
in the region and fueling competition and disputes. The term “powder keg,” which was later used to
describe the Middle East, partly reflects the wealth and power of oil and the various historical

developments and background of the era of British rule.

3. Maintenance of Global Energy Governance by the US as a Superpower

After the ravages of World War II, the UK relinquished its position as the hegemony and was
replaced by the United States. From the early 20th century, the US rose to sudden eminence as an
emerging country and eventually built up overwhelming military power backed by the world’s
greatest industrial and economic foundation. The US was the only Western country capable of
leading the world after WWIL.

Cheap and abundant Middle East oil played a major role in the post-war reconstruction, and
large-scale development of the region’s oil fields was essential. It was the power of the US that
ensured Middle East stability from the standpoint of global energy governance. Governance by the
US not only protected regional stability but also the supply chain that enabled Middle East oil to
reach global markets without disruption. It was the overall power of the US, both political and
military, that ensured an undisrupted supply of oil via the sea lane connecting Middle East oil
producers with Asian markets, the focal point of today’s global oil market, via the Persian Gulf,
Strait of Hormuz, Indian Ocean, Strait of Malacca, and the South China Sea.

The US focus on Middle East stability and governance is reflected in various events. One
symbolic example is the Carter Doctrine (1980), issued by the then President Carter when the
former Soviet Union invaded Afghanistan in 1979, which declared that “an attempt by any outside
force to gain control of the Persian Gulf region will be regarded as an assault on the vital interests
of the United States of America, and such an assault will be repelled by any means necessary,

including military force.” Furthermore, when Saddam Hussein invaded Kuwait in 1990, the US led
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the multinational forces to fight the Gulf War, destroying Iraq’s military forces. The US also waged
the Iraq War in 2003 to overthrow Saddam Hussein’s government.

As outlined above, the US has intervened in the Middle East, exercising military force when
necessary. The US willingness to use its military muscle when necessary is a powerful protector of
governance in the Middle East. Further, the country has been regarded by its allies as a trusted
defender who protects them from outside (or even inside) enemies.

However, US intervention has also caused complications and new problems. For instance, the
Iraq War overthrew Saddam Hussein’s government. However, looking at the subsequent turmoil
and deterioration of public safety in Iraq and the division of the nation, the initial goal of building a
democratic Iraq and ensuring stability has not been achieved. The turmoil and power vacuum have
also caused problems such as the emergence of radical terrorist groups, spreading terrorism around
the world and causing a mass exodus of refugees, many to Europe, by intensifying the civil war.
Further, the turmoil in Iraq has allowed Iran to gain influence in the region, forcing the US to focus

its Middle East policy on Iran.

4. Future of US Involvement in the Middle East

The US is now the world’s only superpower with unparalleled strength. As such, its
intervention in the Middle East continues to play a major role in Middle East stability and
international energy markets from the standpoint of global energy governance. However, there is
concern about its future role.

The first concern is that while the US is still undoubtedly the most powerful, its lead over
others is no longer so great and eventually its power may weaken. In fact, US leaders have recently
commented that “the US is no longer the policeman of the world.” Further, the US is coming under
increasing pressure as China races to catch up. The rise of China may also shift the center of US
diplomatic and military strategies toward Asia and China.

More importantly, there is concern that the US is gradually becoming more inward-looking. If
the country’s interest and involvement in the costly issue of maintaining global stability and order
declines under the America First policy, stability and order in the region will inevitably be
undermined. Some say the US will wind down its involvement in the Middle East because it is now
less dependent on oil imports thanks to the shale revolution. However, I believe the US will not
abandon the Middle East merely because it depends less on its oil; rather, I think the US fully
understands that its allies in the Middle East and the stable supply of oil from the region are a
source of stability for the world economy, and in turn the US economy.

However, there are now more questions and uncertainties regarding the future of US
involvement in the Middle East. The Middle East has grown more unstable and volatile under the
Trump administration. The administration’s unilateral exit from the Iran nuclear deal and hardening
of its stance against Iran have caused Iran further economic damage on top of the catastrophe of the
coronavirus, making life extremely difficult for the nation. Tensions surrounding Iran have

mounted, with a major military clash now just a step away after the US assassinated the
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commander of the Islamic Revolutionary Guard Corps (IRGC) in January 2020. Although new
factors affecting regional stability have emerged, such as the UAE and Bahrain normalizing
diplomatic ties with Israel, overall it is not clear whether the Middle East can preserve and
strengthen its stability.

There is speculation that the US may return to the Iran nuclear deal when the Biden
administration takes office. This should help improve US-Iran ties, but it may not be so simple. The
return of the US to the nuclear deal would mean Iran returning to the international community with
increased presence. This would cause difficulties for the region’s countries such as Saudi Arabia
and Israel which oppose Iran. Unlike with the Trump administration, these countries may struggle
to coordinate and build relations with the next US administration. As such, peace in the Middle
East will remain under threat regardless of the next US administration’s policy as new challenges

and issues arise.

5. New Challenges for Middle East Stability and the Importance of Soft
Power

First the UK, then the US, have played key roles in Middle East stability from the standpoint
of global energy governance. Today, no country can take over the present role of the US for the
foreseeable future. Having increased its presence in the international community, China may play a
major role in global energy governance in the future, but there is no clear path for this to happen
yet.

Governance by a superpower has helped maintain regional stability. Challenges to peace in the
Middle East have sometimes caused the superpower to exercise its military power. Such hard
power has helped overcome outside forces and overthrow unstable forces, but also created new
challenges and problems in the region. It is difficult to achieve Middle East stability and resolve
problems with hard power alone.

In particular, many of the challenges surrounding Middle East oil producers today have to do
with tackling structural economic and social problems. Middle East oil producers are highly
dependent on oil revenue, as it is this energy that has made them wealthy and powerful. The greater
their wealth and power, the more difficult it is for them to break their dependency on oil and reform
their economic and social structures.

As shown by the fact that the coronavirus pandemic caused the demand and price of oil to
collapse, leading to economic hardships, the world’s future oil demand will significantly affect the
future of oil-producing countries. The current decarbonization efforts by major countries are also a
major uncertainty for the future of oil-producing countries, while the coronavirus-induced
transformation of society may further drive down oil demand. Considering that oil demand may
peak, Middle East oil producers must implement urgent reforms to make their economic structures
more diverse and sophisticated. To do this, they will need to fully utilize their soft power, including
their economic and technological capabilities. To decarbonize fossil fuels and achieve a circular

carbon economy, oil-producing countries must boost their soft power while seeking international
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cooperation in the area of soft power. For long-term stability in the Middle East, it is vital to attach

more importance to soft power.
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Middle East Stability and the Role of Japan
Shuji Hosaka"

Breaking Away from an QOil-Dependent Economy

Fossil fuels such as oil and natural gas are facing harsher criticism as the main cause of global
warming. Japan depends on fossil fuels, mostly imported, for roughly 80% of its primary energy.
Oil accounts for about 40% of Japan’s primary energy and comes almost entirely from the Middle
East. So long as Japan continues to use oil, stability in the Middle East remains a critical issue for
Japan. However, troubled by various conflicts, it is unclear whether the Middle East can remain a
stable source of energy into the future.

Middle East stability is critical not only for Japan but also for other countries that depend on
fossil fuel supplies from the region. If the Middle East were to destabilize, disrupting oil and
natural gas supplies before the countries in the region can transition to carbon-free energies, the
consequences for the global economy would be grave.

Dependency on oil is an issue not only for consumer countries but also for producer countries.
Middle Eastern countries, particularly oil producers on the Persian Gulf, depend on oil for most of
their revenues, and the current backlash against fossil fuels has exposed the vulnerability of their
economic and fiscal systems. These oil-producing countries must break the dependence of their
economic and fiscal systems on fossil fuel, even more so than consumers.

Currently, each member state of the Gulf Cooperation Council (GCC) is implementing its own
policy to reduce its dependency on oil. One typical approach is Saudi Arabia’s Saudi Vision 2030.
Both the public and private sectors of Japan are supporting the Vision, but most oil producers in the
Gulf have been suffering worsening fiscal conditions across the board since oil prices plummeted
due to Covid-19, forcing them to cut budgets and downscale projects.

Other GCC countries are also taking similar initiatives to diversify their economies, but all
such initiatives require the cooperation of developed Western countries and emerging countries.
Today, East Asia, including Japan, is the main destination of Gulf oil exports, making the Gulf oil
producers and East Asian countries mutually dependent. There is much that East Asian countries
can do to help give the oil producers a soft landing from their oil dependency. For Japan, this may
include its specialties such as using oil and natural gas to build a hydrogen energy society, and

promoting CCS and CCUS initiatives jointly with Gulf oil producers.

Problems in the Middle East

The problems of the Middle East are diverse and complex. The region faces serious threats

* Board Member, Director of JIME Center, IEEJ
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including territorial disputes and ethnic problems such as in Palestine and Western Sahara, Iran’s
suspected non-peaceful nuclear program, Iran’s belligerence toward the US-Israel alliance and the
Gulf Arab nations, the civil wars in Syria, Yemen, and Libya, and the Qatar crisis, which seems to
be changing for the better recently.

These issues are causing serious problems not only within the region but also outside it. One
example is the Qatar crisis, in which Saudi Arabia, the UAE, Bahrain, and Egypt severed diplomatic
ties and imposed an economic blockade on Qatar for allegedly sponsoring terrorism. This is a
critical issue for Japan’s energy security, which imports about 60% of its oil from Saudi Arabia and
the UAE and 20% of its natural gas from Qatar, the UAE, and Oman.

Japan’s former Prime Minister Shinzo Abe took a particularly strong interest in the Middle
East and the Gulf region for a Japanese prime minister, and visited the region multiple times, most
notably Saudi Arabia, the UAE, Kuwait, Qatar, and Egypt from April to May 2007 during his first
term.

While in office, Prime Minister Abe visited the UAE four times and Saudi Arabia and Turkey
three times. Since the visit to Turkey in November 2015 was for the G20 Summit, it is clear that
Saudi Arabia and the UAE were Japan’s highest priorities. In particular, the renewal of its oil
interests in the UAE was a concern for Japan, but this was resolved for the time being when Japan
managed to renew its interests in Abu Dhabi oil fields in 2011 and 2018. Regarding the Qatar crisis,
unfortunately there was nothing Japan could do even though it has good relations with all the
countries concerned. Notwithstanding, the leader of Japan has a duty to convey its concern to the
countries directly involved.

From 2015, Prime Minister Abe twice visited Jordan, Israel, and Palestine. This indicates that
contributing to the Middle East peace process is the other pillar of Japan’s Middle East diplomacy,
alongside energy security. Japan supports the two-state solution, or the co-existence of Israel and
Palestine, and since 2006, has launched the Corridor for Peace and Prosperity initiative, in which
Japan works with the countries concerned to help Palestine achieve economic independence.

While the economic independence of Palestine is essential for stability in the Middle East,
developing this region alone is not enough. In 2020, Arab nations of the UAE, Bahrain, Sudan, and
Morocco agreed to normalize diplomatic relations with Israel. These agreements have raised the
possibility that Japan’s Corridor for Peace and Prosperity, which now consists of Israel, Jordan, and
Palestine, may expand to include the affluent Gulf countries. The initiative could even link up with

projects that involve Israel, Egypt, and Sudan, such as Saudi Arabia’s Red Sea Project.

The Yemeni Civil War and Japan

Meanwhile, one of the key current disputes is the civil war in Yemen. Five years have passed
since armed conflict began between the Houthis, who captured the capital Sanaa in a de facto coup,
and the legitimate government, which has located its provisional capital in Aden, but there is no
end in sight. The main obstacle to resolving the crisis is the large number of parties involved and

the complex relationships among them. In summary, Iran supports the Houthis, while the Saudi-
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and UAE-led coalition supports the legitimate government. The Saudi-UAE alliance may appear
solid, but the UAE is providing military support to the southern separatists who are at odds with the
legitimate government, and this could cause a split in Saudi-UAE relations. Further, Saudi Arabia
has good relations with Islah, a Muslim Brotherhood-affiliated political party that the UAE detests.

Further, Al-Qaeda in the Arabian Peninsula, which is Al-Qaeda’s Yemeni arm, the Yemeni
branch of Islamic State, and the Hadramawt tribal forces are also clashing with each other. The
relationships are so complexly intertwined that no one knows even where to start resolving the
conflicts. As the world looks on with folded arms, hundreds of thousands of Yemeni people are
dying of hunger, disease, and the fighting.

The first essential action is to treat the Yemeni people suffering from famine and epidemics or
those injured by military attacks, and to provide food and medical supplies. However, rescue
activities within Yemen require close cooperation not only with the legitimate government and
Houthis, but also with the Saudi- and UAE-led coalition, the Red Cross, and the WHO. In some
cases, patients in critical condition need to be transported across the border for more effective
treatment, for which Yemen’s neighbor, Oman, is the preferred destination. The coalition has
indeed been transporting injured people to Oman. If Japan is to step in, this is where it could play a
role.

Oman is participating in the mediation process for resolving the Yemeni crisis alongside
Kuwait and the United Nations. By supporting Oman, Japan can not only treat Yemeni people but
also indirectly back Oman’s mediation efforts. Oman’s economy is more vulnerable than those of
other Gulf oil producers, and the country takes a neutral stance in various Middle East issues. It
could play a substantial role as a mediator and broker. However, Sultan Qaboos, who had led the
mediation efforts, died in early 2020, and the new regime’s diplomatic stance is not yet clear.
Furthermore, Japan’s assistance to Oman could counterbalance China’s excessive presence, which
has grown significantly in Oman under the Belt and Road Initiative.

Kuwait, which is also engaged in the mediation efforts, lost its ruler Amir Shaikh Sabah, who
had been leading the diplomacy of the Arab world, in 2020. His successors Amir Shaikh Nawwaf
and Crown Prince Mishal have hardly been seen in the diplomatic arena and their skills are
unknown. In order to not waste the achievements of Oman and Kuwait thus far, Japan and others

need to support the two countries so they can continue to act as mediators.

Confrontation of the US and Gulf Countries against Iran

Japan has traditionally maintained friendly relations with Iran but began to distance itself from
the country during the Koizumi administration. While Iran’s suspected development of nuclear
weapons was the main reason, Iran’s ties with North Korea also made Japan cautious toward Iran.
Japan had acquired an interest in the Azadegan oil field in west Iran but had to curtail it
significantly under US pressure after allegations of nuclear weapons development were raised.

The situation changed in 2014 when the middle-of-the-road Hassan Rouhani became Iran’s
president and signed the Joint Comprehensive Plan of Action (JCPOA) in 2015. The JCPOA
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enabled Japan to approach Iran once again. However, Japan-Iran relations took a step back after the
Trump administration led the US out of the JCPOA and began to tighten sanctions against Iran.

However, the traditional friendship between Japan and Iran is a major diplomatic asset for the
US as well as for Japan. When tensions in the Persian Gulf rose in 2019, Prime Minister Abe
visited Iran, reportedly made at President Trump’s request to Japan to act as a mediator. Of course,
Iran was never likely to mend relations with the US based on Japan’s mediation efforts. However,
from Iran’s standpoint, the close relationship between Prime Minister Abe and President Trump
may have been a valuable channel for communicating with the US. Moreover, it was useful for
Japan to be able to convey to Iran the importance of easing tensions in the Gulf for Japan’s energy
security, and that Iran has a decisive role to play.

Regrettably, in terms of the economy, if Japan steps back, China will move in to fill the void.
Even if Japanese companies cannot do business in Iran, Japan should at least strengthen its political
and cultural presence to prevent the weakening of Japan-Iran ties.

Meanwhile, at the time of Prime Minister Abe’s visit to Iran in 2019, tankers, including the
Kokuka Courageous, flagged in Panama and operated by a Japanese company were attacked near
the Strait of Hormuz. In response, the US and the Gulf Arab countries formed a coalition to unite
against Iran and began surveillance activities in the Gulf. Japan did not join the coalition and
instead dispatched ships of its self-defense forces to the Arabian Sea to secure the safety of the seas.
This was an extremely delicate operation for Japan, which had to protect its oil tankers and
commercial ships, monitor the reaction of its ally the US, not provoke Iran, and avoid any trouble
with Gulf Arab countries.

With Democrat Joe Biden winning the US presidential election, the US’ Middle East policy
could change drastically. Particularly, regarding Iran, there is speculation that the US may return to
the JCPOA. While the hurdle for this is not low, if tensions ease in the Gulf, there will be more
opportunities for leveraging the Japan-Iran friendship.

However, economic activity in the Middle East is extremely slow due to the Covid-19
pandemic raging in the region, making it difficult for Japan to enhance its political and economic
presence. And yet even in times like these, China is ramping up its presence through “mask
diplomacy” And “vaccine diplomacy.” Japan cannot do the same but needs to explore more
effective means of supporting Middle Eastern countries by analyzing the future of the region after

the Covid-19 crisis is resolved.
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What Can Stabilize the Middle East Region;

Military Power or Soft Power
Tatiana Mitrova"

Combatting COVID-19 has resulted in 2020 in a sharp reduction in economic activity and
global demand for energy resources and the collapse of energy prices. The oil and gas markets have
been affected most of all, with a simultaneous drop in demand and prices. This shock threatened
Middle East two-fold: in the short term, a drastic shrinking of revenues from energy exports, and in
the long term, the acceleration of energy transition and the redivision of energy markets. The only
sustainable solution which could prevent Middle Eastern region from economic and social
destabilization accompanied by military conflicts is to help it to diversify and decarbonize its

industry.

Middle Eastern economies became much more vulnerable during the pandemic: COVID-19
caused a tremendous oil shock with oil prices and revenues of the oil producing countries
collapsing in spring 2020, state expenditures in the region growing in order to face COVID-19
economic slowdown and social dissatisfaction. Oil industry, which is the backbone of all the major
economies in the region, is experiencing probably its most painful demand-driven shock ever,
members of OPEC+ coalition had to reduce dramatically their output and exports, while total
global investment into oil and gas exploration and production fell by 34%, the lowest since 2004,
according to International Energy Forum and the Boston Consulting Group!. This is indeed a
strong macroeconomic and social challenge for all the countries of the region, and many observers
are concerned about the military stability of the region in this extraordinary situation with raising

marginalization of the society.

This unpleasant current situation is aggravated by a more long-term (and, probably, even more
painful) challenge of the energy transition. Basically, COVID-19 could be even regarded as an
“energy transition test-drive”, illustrating potential impact of decarbonization and moving away
from oil on the stability in the resource-rich countries. This process is characterized by oversupplied
oil and gas (and coal) markets and expectations of stranded assets lead to “lower-for-longer” prices.
Growing share of renewables limits the demand growth for fossil fuels, thus resulting in lower than
expected export volumes for hydrocarbons. Creation of carbon border adjustment mechanisms,
which is currently being prepared in the EU for introduction in 2022, might well be adopted in the

future by the other countries and regions and could become a long-term source of instability for

* Director, Energy Centre, Skolkovo School of Management / Distinguished Fellow, IEEJ
! https://www.worldoil.com/news/2021/1/29/fossil-fuel-transition-expect-oil-price-spikes-as-capital-investment-
declines?fbclid=IwAR3BHO0Y OegRpZCgoQGjlqHW-u-HBjTzbdoScMLuk8bfB9twrpi47Vab2zFU
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economies relying on fossil fuels. Moreover, banks and financial institutions are assessing climate
risks and becoming more reluctant to provide financing for fossil fuel — many of them have stated

already complete refusal to finance oil and gas related projects.

It is clear that the global energy transition towards a lower carbon system presents some real
threats for the Middle East. Perhaps the most obvious is financial, with lower hydrocarbon rents
meaning lower budget revenues and slower economic growth, with implications for government
spending and the wealth of the population at large. This could have implications internationally, if
reduced military spending of some of the countries in the region will clash with marginalized
impoverished population in the other countries — in this case military conflicts might become
inevitable. At the same time, at home these governments will also face huge risks of domestic
conflicts and separatism, if the current political regimes are undermined by their ability to satisfy

the welfare demands of its population.

Furthermore, these problems could be exacerbated by the fact that countries of the Middle
East may have a weaker position in international financial markets as restrictions on the availability
of capital for carbon-intensive industries may well be increased. In addition, even their non-energy
exports may be impacted if carbon tax adjustments are made for imported goods in key markets.
The combination of all these factors could weaken their global geopolitical position, which could
be further undermined by increased use of renewables in countries where they were targeting their
energy exports and which were to a certain extent guarantying stability in the region. For example,
the U.S. and the countries in North East Asia could become less engaged with the Middle East as
their energy needs increasingly focus on alternative sources with lower carbon intensity, and will
no longer be interested in playing stabilizing role for the region nor with military, nor with Soft
Power. This scenario seems to be very pessimistic for the region and, in the longer term, will

definitely have negative consequences for the whole world.

However, despite the presence of these clear threats, there are also reasons for optimism
thanks to huge potential of Middle East in solar, carbon capture and hydrogen. If green technology
transfers and capital are available, these countries could become leaders in decarbonizing oil and
gas, as well in solar generated electricity and heat. Saudi Arabia and several other countries of the
region are already very closely studying potential for commercialization of CCUS, direct air
capture, usage of CO, for enhanced oil recovery, blue hydrogen production, etc. and have even
developed the whole concept of “Circular Carbon Economy”.? In addition to that, Middle East has
huge solar power potential, and if improvements in technology could allow DC lines to be
connected to major consumers in Europe and Asia, then Middle East could become a major
exporter of green electricity or, alternatively, produce and export green hydrogen. The first projects

of export-oriented green hydrogen production are already underway in Saudi Arabia.’

Transforming this potential into reality would require huge support from the international

2 https://www.aramco.com/en/making-a-difference/planet/the-circular-carbon-economy
3 https://www.greentechmedia.com/articles/read/us-firm-unveils-worlds-largest-green-hydrogen-project
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partners — but at the end of the day these efforts could be the most efficient “investment” in
stabilizing the region and, simultaneously, facing the global climate challenge. The U.S., China, EU
and Japan could use their soft power and perform as the key providers of financial and
technological support for diversification and decarbonization of the Middle Eastern economies —

for the mutual benefit. This would be the most optimistic “win-win” scenario.

But as long as oil is still representing the dominant source of revenues, it is also critically
important to try to keep this market stable for the very period of transition — in this respect further
cooperation and some sort of coordination between Middle East, Russia and the U.S. (three major
oil producing countries) could be extremely valuable not only for the MENA countries, but also for
all oil producing countries globally and for the whole global oil market stabilization. This need for
producers’ coordination on the shrinking oil market became obvious (and supported by all the key
global stakeholders, including G20) as a result of COVID-19 and March 2020 oil price collapse.

This critical situation forced producers to agree on compromises which were unthinkable
previously. In April 2020, OPEC members and, for the first time ever, non-OPEC countries
resolved to collectively decrease production: the former for two years, including by 8.2 million
barrels per day in 2020, the latter (the USA, Canada, Brazil) by 5 million barrels per day, without
strict obligations. The agreement helped to avoid the worst-case scenario but did not guarantee
rapid market growth. The April agreements, like quarantine measures, does not treat the disease but
will help mitigate its consequences over time. The agreed reduction in production was sufficient
only to avoid overfilled storage facilities and negative prices, as long as all participants fully

observe the agreement.

This April 2020 OPEC++ deal marked a new milestone in the global governance of the oil
markets and the new role of this coalition — it was no longer blamed by the consumers as cartel,
manipulating prices, but fully supported as the only reasonable instrument allowing to avoid
complete collapse of the physical, and, more importantly, financial oil market. Up until 2021 only
massive production cut and strict compliance with the quotas were providing an acceptable price

level for the oil producers.

It is indeed an extraordinary deal without exit: if OPEC + (or any of its biggest participants)
will just open the taps, the prices will get back to the situation of March 2020. So now oil
producers have to learn, how to operate within this new framework, how to negotiate the quotas
with the oil producers outside Middle East (first of all — with Russia, which is thus gaining new
instruments of geopolitical influence in the Middle East) and how to remain profitable in the highly
competitive market with declining demand. So this is another area, where soft power from the U.S.
and Russia on the producer side and China, Japan, EU and India on the consumer side could
actually affect the situation and allow to keep oil prices, which are so critical for the region, in an

acceptable range.

This whole interplay between medium-term OPEC+ power game and long-term geopolitics of
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energy transition makes the future of Middle East extremely unclear and unpredictable, but at the
same time create some opportunities for a profound change in the region’s social-economic model

and, most likely, its political model as well.
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Covid-19, Oil and Stability in the Middle East

Paul Stevens

This short article is based upon two assertions: The Middle East is already unstable. The
Covid-19 pandemic will aggravated that instability.

Three factors explain the existing instability. First, the causes of the Arab Uprisings, which
began in Tunisia at the start of 2011, have not been addressed. Thus there remains popular
frustration with incompetence and corruption on the part of governments and general unmet
aspirations. Second, there has been a general failure to diversify their economies away from
dependence on oil. This is largely because the ruling elites in many countries have stifled the
private sector because of a lack of property rights and a tendency to grab all the best deals for
themselves. Thus the post-2014 oil price collapse and the consequent collapse in government oil
revenues meant they were unable to buy-off popular unrest arising from growing unemployment
amongst a rapidly growing young population. Around one third of the population in the region is
aged between 15 and 29. Finally, for the last two hundred years at least the region has suffered
from interference by outside powers. This created competing ‘client states’ leading inevitably to

conflict between these states.

The current ‘energy transition’ has already aggravated this instability. An ‘energy transition’ is
when an economy switches from one main source of energy to another. The current transition is
away from hydrocarbon molecules to electrons. It was triggered initially by concerns over carbon
emissions and climate change but more recently this has been reinforced by concerns over urban air
quality. As with earlier transitions, once the triggers have been pulled, reinforcing factors come into
play usually related to technical change altering relative energy prices. This time, these revolved
around the falling costs of renewables and the development of electric vehicles. The speed of this
transition was being seriously underestimated by the ‘energy establishment’ i.e. the IEA, OPEC, the
large international oil companies (IOCs) and many others. This was because of vested interests, a
degree of intellectual inertia and a tendency for forecasters to cluster together for safety. Their
arguments have tended to revolve around a view that ‘energy transitions are slow’. While it is true
that some have indeed been slow, in more recent times, the speed has been very much faster
especially when governments are involved. Thus the French experience from coal and oil to nuclear
took only ten years while the UK switch from coal to renewables took only around 8 years. This
‘energy transition’ has already aggravated regional instability as the slowing of growth in oil

demand has led to competition for oil market share with growing conflict between Saudi Arabia

* Distinguished Fellow, Energy, Environment and Resources, Chatham House, UK / Distinguished Fellow, IEEJ
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and Iran, fuelled by the US.

Into this unstable mixture we can now examine the impact of the COVID-19 pandemic. There
has been much discussion in the media about the fact the pandemic has led to a lock-down in many
countries, leading to “oil demand destruction” and a collapse in oil prices. However, such claims
are misleading and confuse demand destruction with demand deferment. The level of oil demand is
determined as the result of the consumer taking a three-stage decision. Oil demand is a derived
demand. Consumers do not want gasoline or jet fuel. They want the energy services — the light,
heat or work — they provide. To get these services, the oil must be consumed in an oil-using
appliance — a car, a jet plane etc. Thus the first decision by the consumer is whether to buy the
oil-using appliance? The second decision is what type of appliance, related in some case to which
fuel to use, assuming there is a technical choice between different fuels. Another choice is whether
to buy an energy efficient or energy inefficient appliance. The choice will be determined by the
costs of saving on fuel over the life of the appliance versus the difference in purchase price.
Efficient appliances tend to cost more. The final decision by the consumer is the capacity

utilization of the appliance once bought.

Collectively these three decisions determine how much oil is demanded. Once the first two
decisions have been taken, the appliance stock is fixed. Thus in the short-term, oil demand
destruction can only occur if the appliance is destroyed and/or replaced by a more efficient
appliance or an appliance using another fuel. Once oil demand has been destroyed it cannot return
unless a new oil-using appliance is created. However, the consumer has the choice to underutilize
the capacity of the appliance. In that case, oil demand is deferred until the capacity use is increased
if it ever will be. Thus the fall in oil demand as a result of the COVID-19 pandemic is not per se
demand destruction. It is only demand deferment. Whether it will return when the pandemic ends,
depends upon what else happens to the appliance stock and how it is utilized, i.e. consumer
behaviour. It only becomes demand destruction if the behaviour to reduce capacity utilization of the
appliance becomes irreversible and the appliance is scrapped. Any such behaviour can of course be
determined by government policy. An important question is whether the changes in behaviour as a

result of the pandemic is a blip or a permanent discontinuity.

The global lock-down has severely impacted GDP as a result of recession. Therefore, so far,
most of the fall in oil demand has been deferred demand, which implies that it could come back.
Estimates of how much oil demand has fallen so far this year vary and the data are very unreliable.
The longer the lock-down continues the greater the damage will be in terms of firms going out of
business and supply chains being disrupted. There is already a second wave of infections in many
countries. If the economic damage continues to grow, oil demand will begin to suffer from demand
destruction as the appliance stock shrinks. Also, after some point, as government budget deficits
rise, it may be increasingly financially difficult for many governments to mount any sort of

effective stimulus package to protect jobs and maintain aggregate demand in the economy so far
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experienced in many countries.

Whatever the nature of the fall in oil demand, it is indisputable that oil revenues for the oil
producing countries have fallen dramatically, greatly aggravating the ability of the governments to
buy-off the domestic unrest and consequent political instability that has already been present in the
Middle East since 2014.

An important uncertainty created by the pandemic in this context is whether it will speed or
slow the energy transition. Some have argued that the pandemic and its aftermath will divert
political attention away from climate change thereby slowing the transition. This will be reinforced
because lower oil prices may slow the move away from oil and the economic recession may well
slow spending on EVs and solar panels. All this might be reinforced if growing conflict between
China and the West reduces the chances of agreements linked into COP26 in 2021. However, these
arguments have several flaws. Much of the lower crude prices will not be passed onto consumers in
full as sellers of oil products try to protect their margins and consumer governments try to capture
some of the fall by increasing sales taxes on oil products. Also, the pandemic has actually
emphasised the need for governments to intervene even more to correct market failures, which will

encourage further regulatory moves towards a lower carbon economy.

By contrast, some have argued the energy transition will be speeded up as a result of the
pandemic. As a result of the economic recession many are now expecting oil demand to peak
sooner rather than later. This is very much driven by reductions in demand for travel following
changes to working patterns. Transport accounts for 60 percent of liquid fuels demand. The
pandemic has also raised concerns about self-sufficiency and import dependence in value chains
that will constrain international trade. Renewables remove much concern over import dependence.
Also, renewables can be small scale and decentralized allowing governments to address issues of

fuel poverty without recourse to very expensive grids for electricity of gas.

If the transition is faster than many expect this will lead to lower oil demand post the
pandemic. This will aggravate instability in the Middle East as falling revenues cause rising
unemployment. Such instability will be greatly aggravated as producers compete for a declining
market share. There is however one slight ray of hope on the horizon. As oil becomes less
important, it is likely that the importance of the Middle East in the geopolitics of global energy will
diminish. Thus there will be much less incentive for others to interfere in the region. As outlined at
the start of this short piece, this could reduce what has been a major cause of instability in the
region. However, before this happens, and it will take at least a decade if not longer before this
might happen, the region faces the serious prospect of an increasing number of failed states as the

governments are unable to keep the lid on a bubbling cauldron.
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Decarbonization and Energy Geopolitics

Nobuo Tanaka’

Prime Minister Suga declared that Japan, too, will aim to reach net-zero carbon emissions, or
carbon neutrality, by 2050. The declaration came soon after Chinese President Xi Jinping surprised
the world by declaring in September last year that China will aim to reach carbon neutrality by
2060, after the EU released an ambitious green deal in 2019 aiming to achieve carbon neutrality.
Furthermore, the United States, too, is likely to fully engage in decarbonization efforts once the Biden
administration is inaugurated. Meanwhile, the International Energy Agency (IEA) has unveiled a
2050 Net-Zero Emission Case (NZE2050) in its latest World Energy Outlook (WE02020) in

addition to its Sustainable Development Scenario.

There are several reasons why a previously unthinkable scenario is now being widely
discussed. First, many governments, particularly in the Europe, have pledged to go carbon neutral
by 2050. Japan, the US, and China later decided to take the same direction. Second is the significant
drop in the cost of renewable energies, including solar PV and wind power. The IEA has said that
solar PV will be the new king of electricity. Third, many mega tech firms, the leaders of the digital
transformation that has accelerated with the coronavirus pandemic, are now committing themselves
to decarbonization one after another. A typical example is Apple, which has declared that the
company, together with their component supply chain, will go carbon-neutral by 2030. This will
require any company worldwide to aim for carbon neutrality if they want to do business with Apple.
I call this phenomenon a “demand-side driven energy transformation.” Fourth, investment in
renewable energy is robust, underpinned by the green recovery plans established by governments to
emerge from the coronavirus crisis, in contrast to the slump in demand for fossil fuels due to the
crisis. I was personally astonished to hear IEA Executive Director Dr Fatih Birol say, “Today, I'm
more optimistic than ever about the world’s ability to reach the goals of the Paris agreement,,,”.

The speed of change is accelerating.

However, to achieve net carbon neutrality, extreme levels of technological innovation and
infrastructure investment are required. The IEA has set its sights on four new technologies that will
accelerate the use of renewable energy: hydrogen; batteries; carbon capture, utilization, and storage
(CCUS); and small modular reactors (SMRs). Infrastructure investment will also be enormous. For
instance, the amount of investment needed is roughly the equivalent of building the world’s largest
solar park every two days for solar PV, the world’s largest electrolysis plant every hour for hydrogen
energy, and a mega CCS site every week. Furthermore, at least half of all new cars will need to be

EVs within 10 years. Consumer behavior will also need to change. The necessary changes will

* Special Advisor, Sasakawa Peace Foundation / Distinguished Fellow, IEEJ
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encompass all aspects of daily life; flights shorter than one hour will need to be banned in air
transport; car rides shorter than 3 km will need to be replaced by cycling or walking; 20% of all
workers in the world will need to work at home three days a week; and household air-conditioners
will need to be turned up (or down) 3 degrees Celsius when cooling (or heating). A transformation
on this scale will not happen without more rigorous government regulation, in addition to imposing
major carbon taxes or creating a carbon credit trading market. Many countries in Europe, China,

and the state of California have decided to ban the sale of gasoline vehicles by 2035.

The IEA considers that the global demand for oil will not peak for another ten years, but
according to NZE2050, the demand has already peaked, in 2019 (Fig. 1). In its recent energy
outlook, oil major BP shocked the world by stating that 2019 could have marked the peak of oil
demand if governments implement active measures toward decarbonization, and even if not, the
demand would level off without rising significantly above 2019 levels (Fig. 2). This outlook
explains why BP decided on a massive write-off of its oil resources in spring 2020. The conventional
model in the oil business has been to drill and extract underground resources in limited amounts
and sell them at high prices, assuming that demand will keep growing. High prices were made
possible by the oligopoly of a handful of oil majors and the cartel of OPEC oil producers. This
business model will no longer be feasible if oil demand declines. Even if oil demand declines and
international wholesale prices fall, the price of carbon dioxide will rise to some $140 per tonne in
developed countries (as per the IEA’s Sustainable Development Scenario), pushing up the
consumer price of oil, including the price of carbon, thus passing the rents costs from producers to
consumers. With the governments of European countries and the EU switching their policies to
decarbonization, the European oil majors including BP, Total and Shell have suddenly switched
gear to decarbonization. They have abandoned coal, shifted from oil to natural gas, and are ramping
up their hydrogen and renewable energy businesses. US majors have been slower to react, but such

a transformation will be the global norm in the energy business in the future.

Oil demand will not fall quickly unless there is a major change in policy.

World Energy Outlook 2020

Global oil demand by scenario
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Oil major BP shocked the world by predicting that demand

will peak earlier than expected.
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This is a catastrophe for countries that depend on oil and natural gas production. As
symbolized by the efforts of US President Trump who went as far as to broker a deal between
Saudi Arabia and Russia to cut oil production as oil demand evaporated due to lockdowns amid the
coronavirus, oil and gas producing countries will do whatever is in their power to maintain their
conventional energy dominance. Meanwhile, Europe and China will endeavor to attain energy self-
sufficiency by making maximum use of renewable energy. Just as Covid-19 has caused societies to
polarize into the rich and the poor in domestic politics, the world of energy is likely to polarize
further into fossil fuel-dependent and renewable energy-based countries (Fig. 3). Will opposite

sides start crashing with one another, just as in domestic politics? Or is there a different path?

Possible polarization of post-Covid energy self-sufficiency strategies: The US
will form an oil and gas producer coalition with Russia and Saudi Arabia, while

China and the EU will opt for renewable energy. What should Japan do?
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About five years ago, I was invited to a board meeting of Saudi Aramco with Daniel Yergin
and was asked, “When will oil demand peak?”” This question would be absolutely normal today, but
back then, I was shocked and was not sure if it was a serious question. However, I soon realized
that they had good reason to be worried, with electric vehicles (EVs) and hydrogen fuel cell
vehicles (FCVs) starting to be seen on the streets and with countries ramping up their emission
reduction commitments ahead of COP21. For Saudi Arabia and other oil producers, peak oil
demand is a nightmare. The curve for peak oil was first discoveredby Hubbert in 1956, but it was
based on production. In reality, oil fields were developed one after another and although costs
increased, the peak never came. Thanks to high oil prices, the United States could boost production
through technological innovation and return to the helm of global oil production after the shale oil
revolution. However, producers can do nothing about peak demand. I recall the words of Saudi
Arabia’s former petroleum minister, Zaki Yamani: “The Stone Age did not end, because we ran out
of stones.” In response to that question from Aramco five years ago, I answered “2030 or earlier,”
which was earlier than 2035 widely accepted in the oil industry back then, because at COP21 in
Paris both the US and China were keen to reach peak CO; emissions by 2030. Thereafter, China
continued to build large numbers of solar PV and wind power plants, shift to EVs and FCVs, and
has begun to suggest that oil demand will peak in 2025. And now the coronavirus pandemic is
likely to cause the oil era to end even earlier.

One of the possible solutions is hydrogen. Aramco had high hopes for hydrogen even back in
2015 when I received the question. It is possible to produce clean hydrogen by extracting hydrogen
from oil and re-injecting the carbon dioxide into geological formations for enhanced oil recovery
(EOR). Such hydrogen is currently called “blue hydrogen” and is distinguished from green hydrogen,
which is sourced from renewable energy. Saudi Arabia has begun to work on trials of both types of
hydrogen. For example, it plans to build a plant near the futuristic city of Neom, which will generate
green hydrogen through electrolysis using solar power and convert it into ammonia. Furthermore, a

plan is under way with Japan to convert blue hydrogen into ammonia and export the product.

Japan has long relied on imports for fossil fuels. However, the country diversified its sources
of energy after the oil crises to promote coal- and gas-fired thermal power, nuclear, and energy
conservation. Fifty years ago, Japan developed a business model to liquefy natural gas, a cleaner
fossil fuel, to transport the gas in liquid form, and LNG has now become Japan’s specialty.
However, natural gas does emit CO,, though in relatively smaller amounts. If Japan were to
decarbonize, the key would be hydrogen, as in Saudi Arabia, rather than LNG. Energy will be
traded by transporting decarbonized oil, coal, natural gas as blue hydrogen, converting and
transporting renewables-sourced electricity as green hydrogen, or importing electricity directly by
connecting power grids; this can be the fresh vision of energy trading. Hydrogen can be transported,
in addition to ammonia, as an organic hydrate (methylcyclohexane, MCH) or as liquid hydrogen,
and Japan is the world’s frontrunner in both these technologies. The IEA considers that decarbonizing
existing hard-to-abate sectors and facilities is the most difficult challenge, and the challenge is

particularly relevant in Asia where many plants are still young. One solution might be for Japan to
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promote clean ammonia co-firing in coal-fired thermal power plants, a technology Japan is currently
considering, to consumer countries in Asia and Middle East oil-producing countries. Singapore
intends to use MCH as the Asian hub of the hydrogen trade. Australia plans to export blue hydrogen
generated from brown coal and green hydrogen from solar PV. It also plans to connect its power
lines to Singapore. If society actually achieves carbon neutrality, the marginal cost of fossil fuel for
the power sectors should become zero, to match those of wind power and solar PV. Gas resources
underground acquired value by being converted into LNG, but in future, value will be created by
converting gas into hydrogen. Oil demand slumped due to the coronavirus pandemic, and oil prices
became negative at one point. Covid-19 will usher in an era where demand determines the form of
supply. This could be a tremendous opportunity for Japanese companies depending on the way they

choose.

Writer’s Profile
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