Introduction

· Thank you, Sir Paul. It is hard to follow such a distinguished Keynote Speaker. So I will simply try to give another perspective. A perspective, perhaps, from the other end of the Europe.

· I thought I would start by offering you some propositions. Propositions that sum up what I am going to talk about today. And then go on to explain them in a bit more detail.
Propositions

· The first proposition is the rather obvious one that current concerns about energy security are partly the result of success, the success of growth and globalisation. But they are serious concerns and need to be addressed.
· My second proposition is that properly functioning, competitive, markets are the best way to deliver energy security but today’s markets are not as open and competitive as they should be.
· Third, that resource nationalism has become a particular concern, and some have even suggested it is the answer to energy security, but it is potentially a self defeating policy.

· Fourth, that markets have tackled the problems of energy security and resource nationalism in the past, but the politics of energy do not always make market based solutions look attractive.
· Fifth, that the biggest challenge is the market failure that leads to climate change. If we do not tackle this, it will have serious impacts not just on the climate but on energy security too. If we do tackle it, it should help energy security.
· And my conclusion is that the key task facing Governments is 
· to work to create competitive global energy markets
· to create an effective market or price for carbon and
· to promote the development of energy efficiency and new technologies. 
· That is the best way to deliver the variety, or diversity, of supply that is the answer to energy security, and the energy efficiency and low carbon supply that is the answer to climate security.
· Those are my propositions. That is the summary of my case. 
· I appreciate that the problem may look different to those more dependent on supply from Russia. Or indeed to those across the Atlantic more concerned about oil than gas. And that, to some, my conclusions may sound utopian or even naïve. 

· I also appreciate that the UK liberalised its markets at a time of lower prices – and perhaps when there was a less pressing need for investment.  And that it may be less easy now to contemplate the further reform of energy markets. Or to convince people and businesses of the need for this
· But the alternatives look worse. And I would now like to say a bit more by way of explanation.
Concerns

· My first proposition was that growth and globalisation were raising concerns about energy security.
· The first concern is simply the growth in energy demand. In its business as usual, or reference, scenario, the IEA forecast that the world will consume 50% more energy in 2030 than today. More than 70% of the growth will come from developing countries.
· The second is dependence on imports. The UK learnt last winter what this could mean. The OECD will be importing two thirds of its oil needs by 2030, with a similar pattern developing in gas and coal.

· Then there is the impact on price. Growth in demand has driven up oil prices. Lower margins of spare capacity have made oil prices more volatile. Instability in the Middle East and West Africa has added a risk premium. Because gas prices are linked to oil prices, they have risen too. In countries with gas fired electricity generation, this has raised electricity prices.
· Dependence on imports and rising prices naturally leads to a worry about the concentration of resources. Over 60% of oil reserves are in the Middle East and North Africa. Over 55% of gas reserves are in Russia, Iran and Qatar.

· Finally there is the investment needed across the energy sector to meet the growth in demand and the decline in existing supply. Estimates put the figure at just over $20 trillion in today’s money to 2030.

· Against this background, there is naturally concern in consuming countries about resource nationalism. By that I mean the view that energy resources are not commodities to be traded for profit in open markets, but the property of national governments to be controlled by the state and used for wider policy purposes. 

Solutions

· So energy security is clearly a problem with a number of dimensions.

· Some people seem to suggest that the solution lies in trying to attain energy self sufficiency, but this is clearly unachievable and it is not sensible economics. 
· The answer lies more in variety or diversity of energy supply and in efficiency of use.

· And my second proposition was that properly functioning energy markets are the best way to deliver this.
· I don’t say this just because of some ideological belief in free markets. I say it because of the evidence. 

· In the UK, competition has delivered energy prices below the EU median, it has delivered gas and electricity markets that are diverse by world standards, markets with adequate capacity margins and markets that are responsive to price. I won’t bore you with the statistics.
· And, globally, markets are not about to run out of energy resources. BP statistics say that proven reserves are equal to 40 years’ current production for oil, 65 for gas and 155 for coal . 25 countries have gas reserves of more than 1 tcm. More than 15 have oil reserves of more than 10 billion barrels.
· But the second half of my proposition was that energy markets are not as open and competitive as they should be.

· Globally, the North American and UK gas markets are the most liberalised and competitive – but they only accounted for 30% of global demand in 2005.
· As for oil, the IEA estimates that more than 50% of proven reserves are effectively the preserve of national oil companies, with very limited access for other market participants.
Resource Nationalism

· Which brings me to my third proposition about resource nationalism.
· It is perhaps natural for producing countries to see energy resources as national resources, serving wider policy purposes, especially when demand is strong and prices are high. 
· But if this means higher prices, it will reduce demand and encourage consumers to diversify and develop alternative supplies. If it means unreliable supply, it will drive such changes still faster. And if it means that revenues are used for wider purposes and not invested in production, it will surely be ultimately self defeating. This last is perhaps one of the biggest risks and my hope is that suppliers will see it too and see it in time.
· There will be high costs too for consuming countries that follow such policies and seek to tie up supply in long term contracts.

· But it is easy to see why economic arguments do not always sound persuasive.

· “More security is always better” sounds more convincing than the fact that the costs of adding extra security will at some point exceed the benefits. Complete security is unattainable. 
· “Imports are risky” sounds more convincing than the obvious fact that exporters, many with energy dependent economies, have a very strong incentive to deliver. 
· “Ensuring energy security is the responsibility of Government” sounds better than saying that Government should not put unnecessary regulatory obstacles in the way of investment and should only intervene to promote competition and address market failures. 

· But that is my thesis. And it brings me on to the biggest market failure in the world. Climate Change.   

Climate Change

· I said that the IEA reference scenario forecasts a 50% increase in energy demand by 2030. On current policies that will lead to a 55% increase in CO2 emissions.
· This is not just one market failure. It is at least three. 
· The cost of climate change, or the price of carbon, is not reflected in the price of energy.
· The market alone will not deliver enough research and development into energy efficiency or low carbon technologies. 
· And the market alone will not deliver enough investment in energy efficiency.
· Government policy has to address all these three failures. That is the message of the Stern Review.
· But it is not the message I want to get across today. My proposition for today is that climate change is a threat to security of supply and that solutions to climate change can help energy security.
· If we do not tackle climate change, we have seen, with hurricanes Katrina and Rita, how extreme weather events can affect energy supply. So too can droughts, or the melting of the permafrost. 
· If we try to tackle climate change and do not act decisively, then we will create uncertainty in the energy markets which will put secure supply at risk. If energy suppliers do not know what the carbon price will be, what technologies might be subsidised, or what regulatory measures will be taken, then investment plans will suffer. 
· That is important when we are talking about a forecast requirement for $20 trillion of investment. It needs to take place and it needs to be low carbon.
· If we do create an effective international framework for tackling climate change, then we will see a wider and more diverse range of energy technologies deployed, and we will see much more efficient use of energy. Both of which should add to our security of supply.
Conclusion 

· Which brings me to my last proposition
· There are three main tasks facing Government

· to work to create competitive global energy markets

· to create an effective worldwide market or price for carbon and

· to promote the development of energy efficiency and new low carbon technologies.

· I should add, especially for this audience, that Governments also need to put in place emergency plans and the hard security needed to protect key infrastructure and supply routes. But such measures will not be as effective unless the three main planks are in place.

· And how do we put those planks in place? 
· We have made a start in Europe. The Spring European Council agreed to further legislation on liberalisation. It emphasised the importance of a properly interconnected market in Europe. It agreed an overall greenhouse gas target. It agreed on the importance of the emissions trading scheme, it set a demanding target for renewable energy.

· It is important that we deliver on these plans and that the EU speaks with one voice in the world. 

· And how will we make progress in the UK? ….I suggest you read the Energy White Paper that will be published this month.
· Thank you
