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ONS STAVANGER CONFERENCE, 25-26 AUGUST 1998

SPEAKING NOTES

Ladies and gentlemen: let me say first of all how pleased I am to

be here at ONS - one of the world's leading oil and gas

exhibitions, along with the UK's own Offshore Europe.

This is of course essentially an oil and gas exhibition and

conference, but as you know, a lot has been going on in the UK

energy scene as a whole over the last year or so since the

Government changed, and people have been asking me what it

all means. What I am about to say may give some answers; but

the picture is still evolving, so I can't give you a concrete view

of what the final shapes will look like.

We all live in an era of constant change. As the great French

poet Paul Valey said, the one thing we do know is that the

future is not what it used to be. Nowhere is this more true than

in the world of energy, which is changing fast all around us.

The IEA's paper World Energy Prospects to 20201 presented to

the G8 Energy Summit in Moscow in April, projected that

world energy demand would grow by about two-thirds between



1995 and 2020 unless policies were put in place to curb energy

use and hence greenhouse gas emissions.

Within that demand total, use of gas was projected to more than

double, and oil and other liquid fuels to grow by "only" about a

third. Electricity demand would grow such that around 3,500

gigawatts of new plant would be needed to service it - about

half of it in China and otfier developing countries - and costing

over $3 trillion at 1990 prices. The main fuels for this

expansion would be coal (up by about two-thirds) and gas (more

than doubling).

As far as oil is concerned, world oil prices have fallen by almost

40% since November 1997, In real terms they are now back at

levels last seen in the early 1970s. The current oil price slump

has been caused by a number of factors such as the Asian

financial crisis, mild winter weather and the increase in OPEC

production quota. Whilst economic restructuring in Asia and

the expectation of a slowdown in global economic growth could

still have an adverse impact on the oil market in the short-term,

the IEA expect in the medium term that almost 85% of the

demand for liquid fuels will be met by oil



As the overall energy demand is projected to expected to

increase significantly, the question of sustainability is an issue

which has to be addressed. One of the main challenges we all

face over the coming decades is that of climate change, to

which the use of fossil energy is a major contributor.

Looking back over the last century, the speed of technological

change and the effects and impacts of it have been absolutely

phenomenal. No one would have predicted in 1900 where we

have ended up today. However, our very prosperity makes us

aware that we have created problems in getting to where we are

- problems that must be tackled if we - by which I mean

everybody on the planet - are all to enjoy the quality of life that

people in developed countries can all too easily take for granted.

We are already beginning to address these issues - the Kyoto

agreement itself is evidence of that. In the UK, we set out

earlier this year our proposals for a national strategy for

sustainable development in our publication Opportunities for

Change, on which we are now consulting. We also recently

published Sustainable Business* which deals with sustainable

development issues which affect business; and we are involved

in a number of other consultation papers and policy reviews



aimed at specific areas which will contribute to environmental

integration, such as our integrated transport review and

renewable energy review. We must face up to the challenges of

the future in a sustainable way so that economic and social

progress go together with protection of the environment.

Technology will play a large part in that future - and I believe

that the winning technologies of the future will be precisely

those that aim at resolving those environmental challenges.

What we need now is a paradigm shift geared to actually

developing a sustainable means of moving forward to improve

the quality of life for humankind as a whole. It has been said

that the main challenges of the new century will be energy and

water. Our diminishing resources have to be saved, optimised

in use, and recycled. How we meet those challenges are vital to

the question of sustainable development; and what we have to

do is to work with the emerging technologies to deliver a

cleaner future. Already it is estimated that global environmental

markets in clean-up and cleaner technologies are currently

worth some US $280 billion, growing rapidly to some US $640

billion by the end of the next decade.

I see the future as a win, win, win situation, if only we can grasp

the opportunity:



• new technologies and processes and ways of doing things

• providing new jobs and new sources of work and,

• tackling the legacy of pollution and the challenges of building

a sustainable development into the new century.

Clean technology is about more than just cleaning up at the end

of the pipe, it's about designing industrial processes and

procedures so that they use fewer resources and produce less

waste and cleaner waste.

Tt is also about finding new solutions to difficult issues. Today, I

am delighted to approve Shell UK's revised proposals for

decommissioning the Brent Spar. The Spar will form the

foundations for a quay extension here in Norway, and I am

convinced this re-use option is the best outcome. This is the

first decommissioning programme 1 have approved since the

OSPAR Ministers met in July at Sintra, Portugal. There they

agreed to ban dumping and toppling of steel installations. It is

my fiim belief that OSPAR Ministers reached the right

decision. The UK Government together with our Norwegian

friends played a significant part in negotiating the agreement I

hope it demonstrates just how seriously we take the



environment in the UK. Environmental considerations are

always at the core of our decision making.

We need to think what will the next big jump be within

technological developments. For example, what would it mean

to change from a carbon-based energy economy to a hydrogen-

based economy? What are the prospects for a zero emissions

world, where is technology in relation to that?

Ultimately, we should not forget that, even as we all endeavour

to meet the environmental targets that flow from the Kyoto

agreement, they are only a milestone on the way a fiiture with

yet tighter restrictions if we want to avoid the potential

catastrophes of climate change. We need to be thinking hard

now about the very long term so that we are in a position to

respond when the need arises.

Well, that's the big picture, the long term. What about right

now? Thanks in part to the experience in the UK over the last

decade or so, there is an increasing acceptance nowadays that

the market is the best way to balance supply and demand for

energy in the long term, and this has led to an opening up of

markets as governments have moved away from public sector

provision in utilities. Accepting of course that as in all markets,



regulation will always be necessary to challenge abuse of

market power and to address market failure.

We have done much to open up energy markets in Europe over

the past few years, first in electricity and now gas. The benefits

will start to flow in the corning years, giving European industry

and European citizens much improved energy services. The

Electricity Liberalisation Directive adopted in 1996 entered into

force last year. The majority of Member States are planning to

open their electricity markets much more than they are strictly

required to - and much more quickly too. In fact, the

Commission estimates that at least 60% of the European market

will be open within the next two years. This is very

encouraging, but not too surprising. It is clear that the

consumer gets a better deal on price and service if companies

have to compete for their custom - this is true in electricity like

in any other sector.

Europe is now also opening up natural gas markets to

competition. This is a further significant step in the creation of a

single European market in energy. In UK terms, of course, the

degree of market opening required by the directive is relatively

modest. However, as experience in electricity and

telecommunications shows, it is likely that market forces will



drive the benefits of competition deeper and faster than set out

in the Directive. The key is long-term, sustainable competition,

not short-term knock-out. But we have some way to go before

we get to a Europe-wide market, and a lot of further change to

absorb on the way.

The UK has been in the forefront when it comes to opening up

energy markets, and I know that lots of people have been

watching to see how things have worked out before firming up

on their own plans. Because the UK has been in the vanguard,

we have had to revisit most of these structures, because they

were not properly thought through in the first place under, dare I

say, the previous administration, and have since begun to creak

under the strain of developments in the market since.

We have just completed a major review of the whole range of

utility regulation. Our utilities were privatised by the previous

Government too ideologically, too cheaply, the price controls set

at privatisation were too lax, and the regulatory structure was

not flexible or forward-looking enough to cope with the kinds of

change we have since seen. The result was a bad deal for

consumers and for for taxpayers. Effective regulation should

ensure that the consumer comes first, and the old system did

not.
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We published our final proposals on utility regulation at the end

of June. There isn't really have the time to go into all the detail,

but among the changes we propose are:

• making consumer protection a primary duty for the

regulators;

• statutory guidance for regulators on social and environmental

objectives;

• merging the gas and electricity regulators Ofgas and OFFER,

with a single energy regulator;

• providing for separate licences for the supply and distribution

of electricity (as we already have for gas).

We will also consult further on how we might change the gas

and electricity regimes to make them more consistent and more

in tune with the way the market is developing.

We have also held a major review of the electricity generation

sector, and are currently considering the way forward. The

background to this is that the structure of the electricity

wholesale market itself- the Pool - is, and always has been,

flawed, and has operated in such a way as to encourage the

entry of a massive amount of new gas-fired generation, even



when that new plant was sometimes actually more expensive to

run than the coal plant it displaced. From an environmental

standpoint, one can applaud the advent of cleaner and more

modern technology: but it seems plain daft to close down

perfectly good coal stations for something more expensive.

Beyond that, there are deeper and longer-term implications for

our security of supply. The loss of its major market was

threatening to close down much of the UK coal industry before

very long, which could effectively shut off indigenous coal as

an energy option for us, because of the great cost of reopening

mines once closed. The report from the gas consultants to the

review suggested that under the old power station consent

arrangements, gas use could rise to 60% of fuel used for

electricity generation by 2010 and to over 75% by 2020.

At the same time, we could be importing a third of our gas

supplies by 2010 and up to 90% by 2020. That may not of

itself present an immediately obvious security problem, but it all

increases uncertainty, which is why we needed to take an

informed and considered view about this fundamental and

significant shift within the electricity sector.
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What we now propose is to reform the wholesale electricity

market, to create a truly competitive environment in which no

one fuel has a built-in institutional advantage over another. The

generating capacity we already have has proved sufficient to

meet new record levels of demand in each of the last two

winters, so the need to add new capacity is not pressing.

We believe our proposals to be consistent with achieving our

international obligations on greenhouse gases and on sulphur

emissions. While our proposals may slow the rate of decline in

coal use in the electricity sector, it will decline, and CO2

emissions likewise, as a result of the gas generation already

consented to but not yet on stream. We will be going out to

public consultation in the Autumn about the options for meeting

our climate change targets; but it does not make sense to expect

to achieve them from the electricity sector alone.

One of the points which has been made on the electricity fuels

review is that our proposals might have a significant effect on

offshore oil and gas exploration, particularly gas, because of the

rather smaller UK gas market than might otherwise have been

the case.
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That's logical, but not necessarily true. While I can accept that

the British Gas monopoly of UK sales in the 1970s and 1980s

had a depressing effect on gas exploration - there's not much

point in developing new supplies when there's a monopoly

buyer who's already got plenty - things are hardly the same

now. There is a variety of companies who may want to buy,

and in that I include companies on the mainland of Europe, who

are now accessible through the interconnector. The

interconnector also provides an additional transit option to

Europe for Norwegian gas, now that we have agreed a new

treaty on the use of the Frigg pipeline.

We should not forget that the oil price has a big influence on the

rate of development too. On the one hand, any government is

happy to see elements of input costs kept low, since this has

benefits for the economy as a whole. But we in the UK must

also recognise that oil prices at the low current level may tend to

make oil companies look first at spending money in places

which are cheaper to exploit than the North Sea.

As you know, we are currently engaged in our 18th Round of

offshore licensing, and it will be interesting to see, come

September when the applications must be received, what the

level of interest will be - and, indeed, where it is focused.
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But so far activity in the UK sector of the North Sea has held up

well, even at the kind of oil prices we have been seeing.

Technology is what makes the difference, making not only

possible but easy things which were unimaginable only a few

years ago. I don't think that people appreciate enough the sheer

staggering scale of the work that goes on offshore in the North

Sea, or the quality and inventiveness of the technology, much of

which has been developed by suppliers and operators on the UK

Continental Shelf.

As we move into deeper waters to look for new fields - not just

in the Atlantic margins, but all over the world - technology

developed for North Sea conditions is at the leading edge of

what is possible. Recent predictions suggest the global annual

spend on deepwater projects is going to almost double in the

next five years, from $11 billion to $19 billion. And the vast

majority of this is likely to be spent on floating production

systems - perhaps up to 65 floating systems, including FPSOs,

semi-submersibles, spars, and Tension Leg Platforms will be

needed to meet the expected deepwater developments

worldwide.
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Much of this will be spent in established deepwater provinces.

But here in Norway truly deepwater projects are beginning to

appear, with significant hydrocarbon finds being made in

depths of 1000 metres or more, notably BP's Nyk High and

Norsk Hydro's Ormen Lange.

In my role as the UK Minister for Energy and Industry, I would

like to think British companies will have an important role to

play in worldwide deepwater developments. They have already

been involved in such projects, and some have impressive track

records - even in places like the Gulf of Mexico, where, for

example, River Don Castings have supplied components for

Shell and Amoco TLPs.

Perhaps this is no surprise. The UK has extensive subsea

capability, and has been building floating production systems of

various types for over twenty years. Indeed, the first North Sea

oil field to be developed, the Hamilton Argyll field in 19759

involved a floating production system based on a

semisubmersible converted at a UK yard. And today British

yards are at the very forefront of FPSO technology. For

example, Harland & Wolff in Belfast, which I visited last year,

delivered at the beginning of this year the largest newbuild
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FPSO in the world for operation on the Schiehallion field, in

375 metres of water in the hostile West of Shetland province.

British expertise in the development of floating systems is

second to none, and operators ought to consider the UK as

supplier of choice. I need say no more on this matter, as the

industry itself is here to show what it can do. I would strongly

recommend that you make time to visit them.

As I said earlier things are changing rapidly as in the rest of the

modern world. The pace of technological change, demands for

a better life for those in the world who don't have as much as

we do, environmental constraints and/or the alternative of

environmental deterioration, will all combine to make

tomorrow's world very different to today's.

One thing is certain. Nobody has yet found more cheap,

convenient, compact, transportable, energy-intensive fuels than

oil and gas. That, and their usefulness as a chemical feedstock,

guarantee continuing demand well into the next century, and a

long and healthy future for the industry that produces them.

Thank you
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