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Global Energy and Minerals Markets

Introduction
G-20 consideration of global energy and m inerals markets reflects th e importance of
resource consumption, production, investment and trade to the world economy.

The outlook and macroeconomic consequences

The outlook for energy and minerals markets

Demand for energy and m inerals commodities has grown strongly over recent years.
This strong growth is forecast to continue over the nex t year or two on the back of
above-average global econom ic growth a nd continued rapid i ndustrialisation and
urbanisation in many developing economies. Looking further forward, the aggregat e
level of demand for energy and minerals is set to rise significantly.

Over the period to 2030, the International En ergy Agency (IEA) reference scenario—
which assum es no policy change and pr  ices rem aining around long-run average
levels—projects grow th in global prim ary energy dem and of 1.4 per cent per year,
with contributions to growth across all ener gy sources and regions. At this rate, the
world’s energy requirem ents woul d be 25 per cent higher in 2015, and 50 per cent
higher in 2030, than they are today.

A large part of the growth in dem and for energy and minerals over recent years is a
story of success—ongoing econom ic growth, industrialisation and urbanisation of
developing econom ies have been associated with a growing intensity in the use of
energy and minerals in investment and production. The growth also reflects a shift in
the location of m anufacturing from mature economies toward developing econom ies.
Developing countries now accou  nt for some 50 per cent of refined m etals
consumption. The World Bank anticipates  that continued growth and econom ic
development will underpin strong growth in demand for minerals in years to come.

The expansion of energy and m inerals supply has struggled to keep pace with the
rapid growth in dem and over recent years. Consequently, spare production capacity
and inventories have been reduced to low leve Is. This in turn has been re flected in a
significant increas € in m any price s and greater pric e se nsitivity to unexpecte d
production disruptions, natural disasters, and geopolitical events. Higher energy,
labour and construction costs are lifting ex traction and processing costs, underpinning
higher commodity prices.

The future supply of energy and m inerals re quires significant investm ent to replace
existing capacity and develop additional resour ces. In the oil and gas s ectors alone,
the IEA estim ates a cumulative U S$8 trillion in infrastructure inves tment will be
needed by 2030 (arou nd $320 billion each year), with 45 per cent of this in
developing countries.



While significant investm ent is already unde rway in the minerals sector, still m ore
investment will be needed if global supply is to keep pace with an ticipated global
demand. Delays in investment in either sector could keep prices higher for longer.

Importantly, the com bination of strong  broadly-based dem and growth and the
concentration of natural res ource endowments in certain re gions is inexorably raising
dependence on cross-border trade in both energy and minerals.

Improving e fficiency in energy and m inerals production and consum ption is another
key element in ensuring sustainable econom ic growth, particularly in respect of the
challenges posed by climate change. Further investment, development and transfer of
technology, and strengthening of m arkets ar e essential com ponents of an effective
response to climate change.

Broad macroeconomic impact

To date, the i mpact of higher energy and minerals prices on overall global econom ic
growth and inflation has been relativel y m uted, although the effects vary across
countries. As output gaps continue to na rrow, the macroeconomic challenges of tight
energy and minerals markets could become greater.

Sound medium-term macroeconomic frameworks and strong domestic institutions are
important to provide confiden ce that inflationary expect ations can be m anaged and
inflation contained. Flexible structural and exchange rate policies can provide a
useful buffer against external shocks such as large price movements in traded goods.

Commodity price m ovements make fiscal m anagement m ore challenging, by
generating large swings in re venue in producer countries an d raising the direct fiscal
and opportunity costs of energy subsid ies. Price uncerta inty can underm ine
confidence in the sustainability of underl ying fiscal balances and m ake judgm ents
about the appropriate fiscal stance more difficult.

Ensuring that global energy and m  inerals markets function well is essential to
achieving smooth and tim ely adjustments to changes in relative prices, and reduces
the potential burden on m acroeconomic policy. Delayed adjustm ent would involve a
risk that higher prices for ~ energy and m inerals translat e into gene ralised inf lation
pressures and require a sharper policy response.

Well-functioning markets

Well-functioning energy and m inerals m arkets are critical to supporting sustained
economic growth and development, and are an essential element in the policy mix for
achieving global resource security objectives. Assessing developments and prospects
in these m arkets is a practical applic  ation of the principles underlying the =~ G-20
Accord.

' The G-20 Accord for Sustained Growth highlights the importance of domestic and international
competition, which occurs in well-functioning markets, as a driving force of economic growth and
development. At a national level, the G-20 Accord advocates transparency, accountability, market-
based reforms and structural flexibility. The Accord also details the G-20’s aspiration for real progress
toward multilateral (or multilaterally consistent) trade and investment liberalisation. The Accord is
available at http://www.g20.org/Documents/2004 g20 accord for sustained growth.pdf.



The G-20’s interest in improving the operati on of global energy and minerals markets
rests on two propositions. First, significant investment is require d to meet the likely
significant increase in dem and for energy and minerals. How can the G-20 support
this investm ent? Second, the world is  becoming increasingly dependent on cross-
border energy and m inerals investment and tr ade. How can the G-2 0 facilitate this
cross-border activity? And what can be done to prov  ide com fort to countries that
resource security can be achieved through reliance on markets?

The G-20 is well-placed to better define  the challenges, identify necessary policy
responses, and generate m omentum to a ddress them . Under the broad topic of
well-functioning m arkets, two core issues are proposed for di scussion by Ministers
and Governors in 2006: res ource security and policies to improve the operation of
global energy and minerals markets.

Resource security

Strong growth in energy and m inerals demand and diminishing spare capacity have
led to concerns about resource security. There are concerns about the ability of
markets to deliver physical a nd price security and allow th ese risks to be m anaged.
These concerns are increas ingly refl ected in national energy policies.
Resource-importing countries, for exam ple, tend to highlight the challenges around
the security of supply, seeking greater self-sufficiency, efficiency, and less
dependence on im  ports. Resource-exporti ng countries are concerned about
predictable dem and, exposure to volatile pr  ices, and the need to diversify their
economic base and develop non-resource sectors.

Trade dependence should not necessarily be equa ted with a lack of resource secu rity.
Trade dependence underscores the im  portance of energy and m  inerals m arkets
functioning well—being open, transparent and deep.

The G-20 m ay be able to contribute to understanding the likely effectiveness, costs
and risks associated with va rious resource-security strate gies. W hile some countries
may decide to pursue strategies to in crease self-sufficiency or reduce im  port
dependence, for m any countries these strategi es are likely to rem ain secondary to
relying on trade on global markets.

Achieving resource security m ay be viewed as a portfolio optim isation problem—no
single strategy can be relied  on in isola tion a nd divers ification is likely toh ave
benefits. Nationa | approaches will contain dif ferent com binations of market-based,
contract-based, and investment-based trade.

Resource security is a s hared global objective. There are v arying perspectives to be
brought to the table—from  producers, consumers and industry. Creating an
environment conducive to trade, investment and innovation remains the key.

Policies to improve the operation of global energy and minerals markets

The regulatory architecture supporting globa 1 energy and m inerals m arkets can be
addressed across two dimensions—domestic policies and international agreements. It
is timely to consider the adequacy of the architecture and ways to advance reform and
provide leadership on key international economic issues.



Domestic policies

Domestic polic ies and institution s inf luence the clim ate f or inve stment, and
technological change, and determ ine the ope ration and transparency of — markets.
Governments can take steps to reduce uncertainty and allow markets to better manage
risks. Clear price signals, robust regulator y regimes, strong institutional structures,
and good governance are elem ents of the optim al policy m ix, agreed in the G-20
Accord.

Economic development requires an econom ic climate conducive to attracting capital
for the sustainable developm ent of national resources, and ensuring the fair spread of
benefits to the broader community. Meas  ures to reduce corr uption and increase

transparency of revenues and market data can be instrumental in developing countries
attracting investment and enhancing prospects for sustainable growth.

Consumer price regulation and subsidies can weaken price signals and present
considerable fiscal risks. This sugg ests possible merit in fiscal reforms to achiev e
clearer price signals, while protecting those most in need during the reform transition.

State-owned com panies will contin ue to h ave a dom inant role in the oil and ga s
sectors. There may be potential for a range of reforms to state-owned enterprises and
national budgets to allow na tional energy com panies to pursue comm ercial mandates
at arms-length from government, to engage more closely with private partners, and to
better harness their potential in global markets.

International agreements and frameworks

International agreem ents and frameworks can  com plement dom estic policies in
making global energy and m  inerals m arkets function m ore effectively. This is
especially important given the increased  dependence on cross-border trade and
investment needed to satisfy growing demand and foster economic development.

G-20 members already support the Joint Oil  Data Initiative (JOD I). There m ay be
potential to extend JODI to the gas s ector and prescribe international comparability in
energy reserves data. The Extractive Indus  tries Transparency Initiative (EITI) is
another example of an important existing framework aimed at im proving governance
and transparency that could be bolstered by the G-20 expressing its support.

Well-functioning markets require continued international cooperation to reduce trad e
barriers and make further progress in openi ng energy and m inerals sectors to foreign
investment. There is not consensus that re levant international fram eworks, such as
the Energy Charter Treaty, have fulfilled their potential.
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