Some easing of the energy bind
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PAKISTAN’S economy comes under a great deal of stress whenever the international price of oil increases. The economy’s vulnerability to oil prices would be less severe, if these prices did not fluctuate as much as they have done in the past several years. 
The fluctuations are the result of the way the markets read the supply and demand situations. The prices increase sharply whenever there is fear that supplies may be disrupted. There was great apprehension, for instance, that the explosion on the streets of the Middle East could reach Saudi Arabia and Kuwait. There was also considerable apprehension about the way the Japanese government was likely to react to the accident that disabled one of its nuclear plants. Each Japanese pronouncement produced a jump in the price.

The latest indication that Japan is likely to give a lower priority to nuclear energy rather than let its share increase from 30 per cent of total supply to as much as 50 per cent over a couple of decades caused another spike in the price of oil.

There was, as a result, great stress on the markets and the price of oil increased to $125, doubling within a matter of a few weeks. It fell back to less than $100 when it appeared that the oil exporting countries may be able to keep at bay the rising the tide of political discontent. It has begun to increase once again as uncertainty about Tokyo’s future plans increases.

These wide swings hurt a country such as Pakistan which is dependent to such extent on imported energy to keep its economy working.

Energy prices also increase when the markets assume a significant increase in demand. This was the case when the Chinese economy was growing rapidly and its dependence on imported energy was increasing. With Germany having closed some of its nuclear plants following the accident in Japan, the demand for energy produced from conventional sources has increased. Germans are importing electricity from the Czech Republic which relies mostly on coal as the source.

In other words sharp fluctuations in the price of oil not always caused by sudden and real changes in supply and demand but by the way speculators read the market’s future.

Policymakers in Pakistan have given little attention to developing an energy policy that aims to factor in country’s own resources as well as the impact of electricity and gas tariffs on the pattern of consumption. There are several consequences of this neglect. One of the more important one is that the country has become increasingly dependent on imported fuel for generating electricity. The other is that a much larger proportion of total energy supply is consumed by households than is normally the case for countries at Pakistan’s stage of development. In Pakistan productive sectors of the economy in fact subsidise domestic consumption.

In planning for the future, it is important to take into account some of the recent developments in the sources of energy across the globe. In this context, one important development is worth noting. This is the likely exploitation of what is called “shale gas” for commercial use.

Across the world coal, oil and natural gas remain the source for more than 80 per cent of all primary energy demand. Coal is the largest source, accounting for 50 per cent of the total supply. The three largest energy markets – the United States, China and India – all depend on this source for the bulk of their supply. Nuclear power accounts for another six per cent.

Renewables add another two per cent but their share is likely to increase to seven percent by 2035.

The good news for countries such as Pakistan is that some recent developments may ease the pressure on supply and thus put a lid on the rise in the price of oil and also reduce fluctuations in price.

A recent survey by the United States Energy Information Administration has had a profound impact on market sentiment by suggesting that recoverable shale gas may add significantly to the supply of natural gas. Shale is a form sedimentary rock previously considered all but worthless. The rock in fact is ossified mud from the beds of ancient seas. The gas trapped in it can be recovered by hydraulically fracturing the rocks that contain it. This involves blasting the rock with water, sand and
chemicals to create cracks through which the gas can flow.

However, the process produces water with toxic substances and has generated significant environmental opposition to the widespread use of the technology. Companies interested in exploiting this resource are now working on containing the environmental damage this developing technology could cause.

Recent advances have made the use of this technology possible. Gas can be extracted at affordable costs. The American study estimates for the first time technically recoverable shale gas for 32 countries. The amount of potential supplies was estimated at 6,600 trillion cubic feet. This will add 40 per cent to the word’s current estimates of gas reserves. This technology is already being used in the United States; production of shale gas has increased 12-fold in the past one decade.

This has dramatically altered energy prospects for the country. Not long ago, it was assumed that the United States would become a net importer of natural gas; now some companies are working on the possibility of exporting it. One company has invested large amounts of money in building a storage facility in Texas that may be put to use once pipelines have been constructed to bring the gas to the coast.

Today just three countries – Russia, Iran and Qatar – hold 54 per cent of the world’s conventional gas reserves. The Russian dominant position has meant that Moscow has been able to dictate the price of the commodity. But shale is found in many other places, including Eastern and Western Europe, India, China and Australia.

There is some likelihood that Pakistan’s Balochistan and Sindh provinces and the Punjab’s salt range may also have gas rich shale rocks. As these resources are tapped, there will be greater competition among the producers, breaking Moscow’s hold on the gas market.

Greater focus on exploiting this potentially large source of energy is that China’s dependence on imports could decline significantly. This will affect Beijing’s unrelenting drive to invest in the countries that have large surpluses of energy and also those that can play a role in providing access to Beijing to these sources of supply.

Pakistan’s location right next to the Middle East and Central Asia – currently the largest potential sources of energy for China – is one reason why Beijing plans to make large investments in developing Pakistan’s transport infrastructure. A large team of Chinese railway engineers was recently in Pakistan exploring the possibility of providing assistance for linking the post of Gwadar with western parts of China. The Chinese consider the Pakistani port as an important part of the
infrastructure they would like to develop to access the areas that have large surpluses of energy.

As Nick Butler of Kings College, London wrote recently, “there will no doubt be more energy crisis headlines in 2011.

However, lasting changes are unlikely to flow from political conflicts in North Africa or the nuclear sector in Japan. It is the
combination of geology and technology that could transform global energy in decades to come.”

