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US-China gas deals defy tension between political leaderships

China’s voracious appetite for natural gas has
sparked a wave of deals with US exporters of the
fuel, strengthening energy trade between the
world’s two biggest economies even as their re-
lationship grows more fraught. The latest sales
were announced on Monday when Venture
Global LNG, a company building a pair of lique-
fied natural gas export plants in Louisiana, said
it had agreed two contracts to ship 3.5m tonnes
a year of the fuel to stateowned China National
Offshore Oil Corporation, the country’s biggest
LNG importer. The Cnooc deals bring to seven
the number of big contracts signed between US
exporters and Chinese customers since October.
Some of the contracts are to last decades. China
is poised to surpass Japan as the world’s largest
LNG buyer this year, analysts said, while the US
will leapfrog Australia and Qatar in LNG export
capacity next year, according to its Energy Infor-
mation Administration. Tension between Wash-
ington and Beijing has escalated over everything
from China’s persecution of Uyghurs in Xinjiang
and the crackdown on the prodemocracy move-
ment in Hong Kong to its military activity near
Taiwan. China has meanwhile accused the US of
acting like a hegemon and trying to create a cold
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war between the powers. The gas sales, by con-
trast, are another sign of ties between the two
powers on energy and climate issues. The two
governments also defied expectations to reach
an agreement on addressing climate change at
last month’s COP26 summit in Glasgow and have
negotiated a joint release of strategic oil stock-
piles to cool prices. “The US-China relationship in
many respects is at a very low point,” said Jason
Bordoff, dean at Columbia Climate School and
a former energy official under president Barack
Obama. “But energy and climate are a potential
bright spot where there can be more coopera-
tion, notwithstanding the tension and conflict.”
Venture Global had already signed agreements
in November to send 4m tonnes a year of LNG to
China’s stateowned oil and gas group Sinopec for
20 years, along with shorter agreements totalling
3.5m tonnes with its trading subsidiary Unipec.
One of the new contracts with Cnooc is also for
20 years. Mike Sabel, Venture Global’s chief ex-
ecutive, said China’s efforts to cut carbon emis-
sions by replacing coal with natural gas in power
plants was behind the agreements. The Sinopec
deal had been timed to deliver a good message
before the climate summit, he added. “China is

moving faster right now on these new deals than
the rest of Asia,” Sabel told the Financial Times.
“But as we announce these deals, the rest of
the countries will [respond] and are respond-
ing because otherwise China will get an advan-
tage.” He added: “We're at this extraordinary
moment where the world really needs US LNG
and US LNG is the fastest that can come on line.”
Cheniere Energy, the largest US LNG exporter, is
betting on China to underpin growth, securing
deals with buyers recently including state-backed
Sinochem that total 3m tonnes a year. “We think
that Asia is the growth driver for our industry for
LNG demand for decades to come, and China is
the single biggest piece in that,” Anatol Feygin,
Cheniere’s chief commercial officer, told the FT
in October. Dealmaking and gas flows are picking
up after stalling during the Trump administration
when China imposed tariffs on US gas in retalia-
tion for tariffs on its exports. Chinese companies
have been seeking secure supplies of gas amid an
economically damaging power crunch and a glob-
al gas price jump. The US was the second-largest
LNG supplier to China in the first nine months of
this year, according to trade data compiled by Re-
finitiv, behind only Australia — another country
with deteriorating relations with Beijing. “China is
getting half its LNG from Australia and the US —
that can’t make Beijing happy,” said Nikos Tsafos,
head of energy and geopolitics at the Cente for
Strategic and International Studies, a Washing-
ton think-tank. “But they have to go where the
projects are and that’s where they are right now.”

President Xi Jinping told US counterpart Joe Biden

that he wanted to “strengthen co-operation on
natural gas” during the leaders’ first meeting last
month, according to a summary of the call from
China’s foreign ministry, a sign that Beijing sees
the country as central to its fuel supply. Yet selling
gas overseas has become more politically sensi-
tive inside the US after a rally recently took do-
mestic prices above $6 a million British thermal
units, the highest since 2008. Elizabeth Warren,
an influential Democratic senator, sent a letter to
chief executives of 11 big natural gas producers
including ExxonMobil and BP, asking if the com-
panies had “considered cutting, suspending or
ending exports of natural gas to help ease spik-
ing domestic prices”. Some gas executives have
pushed back, describing LNG exports as an oppor-
tunity for the US to help other countries to retire
coal-fired electricity plants in favour of natural gas
plants. Bordoff said any move to curtail exports
would undermine confidence in America as a “re-
liable energy supplier”. He drew a parallel with
European countries’ concerns about reliance on
Russian supplies, which “do have a political and
geopolitical dimension to them”. The booming
international gas trade is also politically awkward
for the Biden administration as it pushes to shift
the economy away from fossil fuels. While natu-
ral gas emits less carbon dioxide than coal when
it is burnt, it is still a big source of greenhouse gas
emissions. Tsafos said it reflected the “messy re-
ality of the energy transition” that the world re-
mains heavily reliant on fossil fuels and the US is
a large producer of oil and gas. “The fact is, this is
making both sides a bit uncomfortable.
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Energy investment needs to increase so

bills and taxes must rise

Bl Shortages and greenation will end the age of
idealism on energy policy

Politicians, consumers and companies are on a
journey of discovery about climate change and
the energy business. The rst stage, in the early
2010s, was characterised by indierence. The sec-
ond phase, in the past few years, has involved
setting idealistic emissions-cutting targets far
in the future that cost little today. In 2022 the
third stage of the journey will get under way,
amid dangerously volatile energy prices, fears
of greenation and rising geopolitical risks. It will
require realism about the task ahead. In 2021
the world was awash in easy promises. Some
70 countries, accounting for two-thirds of global
carbon emissions, had net-zero targets, to be
met by mid-century. A majority of people in the
rich world, including America, expressed con-
cern about climate change. Companies were
making ambitious carbon-neutral pledges, too—
especially those that didn’t emit much in the
rst place. A boom in green-tech venture capital
suggested that funds were being reallocated at
scale. And sustainable investing became one of
the biggest trends in nance since subprime debt.
When it came, the reality check was brutal. A
surging economy in mid-2021 pushed up energy
demand. By October the price of a basket of fos-
sil fuels was up by 95% year on year. China and
India faced blackouts and Europe a lack of gas
(often piped from autocratic Russia). A shortage
of fossil fuels, which account for 83% of primary
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energy use, threatened to push global ination
above 5%, hurt growth and spook the public. In
response, politicians turned back the clock. Chi-
na and India raised coal output, Britain turned its
dirtiest power plants back on, and as the oil price
hit $S80 a barrel, the White House urged opec to
boost exports.

B “Because energy investment needs to in-
crease, bills and taxes must rise

In 2022 attention will turn to making the energy
system less fragile. The easiest bit is fairly tech-
nical. Most grids struggle to handle the intermit-
tent nature of renewable sources such as solar
and wind energy, so more reliable base-load
power is needed that is not coal-red. Natural
gas will come back in fashion and there will be
a global rehabilitation of nuclear power, which
produces no greenhouse-gas emissions. In the
years since the Fukushima disaster of 2011 its
share of primary energy use has faded to 4%,
but more countries will seek to emulate France,
where the gure is 36%. New battery, hydrogen
and carbon-capture technologies may eventu-
ally help, but they are not ready for prime time.
In response, governments will expand the use
of carbon prices, which act as an economy-wide
ratchet on emissions. They will experiment with
setting prices far into the future to give investors
more predictability over the 20- to 30-year life-
cycle of energy projects. America will remain an
outlier, with no federal carbon price, but more
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Republicans will realise that pricing is the capitalist way to reform the energy business .

H It’s not easy being green

The hardest part of the coming year of realism will involve being honest with the public. Because
energy investment needs to increase from 2% of world gdp to 5%, bills and taxes must rise. Politi-
cians can try to pre-empt the inevitable backlash by using the proceeds of carbon taxes to help
the poor. If energy prices continue to soar in 2022 there will be protests both on the streets and
at the ballot box. But if the squeeze eases, then the year could end with energy policy on a more
solid foundation. The chances of the world hitting its net-zero targets will still be remote, but grid
designs, investment incentives and scal plans may be in better shape. Huge problems will remain,
though. Roughly a fth of emissions come from industrial users, such as cement-makers. Often there
is no immediate clean substitute. The dying fossil-fuel economy will amplify geopolitical risks, with
opec and Russia’s combined share of oil output expected to reach 50% by 2030. And some new
electrostates may prove to be more volatile than the old petrostates: about 70% of the cobalt used
in electric cars comes from the Democratic Republic of Congo, a country of 90m people, whose gdp
is roughly the same as the revenue of Tesla, the leading electric-car maker. The emerging world ac-
counts for two-thirds of energy-related carbon emissions, yet lacks the cash and innovation base
to invest or invent its way to a cleaner energy system. The realisation that this is ultimately the rich
world’s problem, too, will be at the heart of the fourth stage of the climate journey, beyond 2022.



W Campaigns call for greater strategic coherence
in the low-carbon transition, with ExxonMobil,
Shell and SSE feeling the heat

For decades, campaigners have picketed oil and
gas offices, blockaded refineries and disrupted
operations. Now the energy sector is facing a new
kind of activism: from its own shareholders. Over
the past year, activist investors have targeted Exx-
onMobil and Royal Dutch Shell, commodity group
Glencore and Scottish energy group SSE. Other
institutional and retail investors have also pushed
for change, voting in higher numbers than ever
before for climaterelated resolutions. The inves-
tors vary in profile and objectives, but have all tied
their campaigns to what they say has been man-
agement’s failure to plan appropriately for the
energy transition. Third Point, the US hedge fund
calling for Shell’s break-up, said in October that
the group had “too many competing stakehold-
ers”, resulting in “an incoherent, conflicting set of
strategies attempting to appease multiple inter-
ests but satisfying none”. Elliott Management has
targeted SSE, saying the company has the assets to
profit from a low-carbon future but “continues to
disappoint”. The arrival of activist investors in the
energy sector at this moment of upheaval was “no
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Activist
investors turn
screws

on energy
sector

surprise”, says Nick Stansbury, head of climate so-
lutions at Legal and General Investment Manage-
ment, the UK’s largest asset manager. “Activists
typically turn up after long periods of underperfor-
mance when they detect that headwinds are be-
coming tailwinds and where they see an open door
to push on with other investors,” he said. “This is
an industry which has both allocated capital badly
and generated poor shareholder returns for a very
long period.” The most successful activist campaign
of the year was waged against Exxon by tiny US
hedge fund Engine No. 1. When it sent its letter to
Exxon’s board in December 2020, Engine owned
0.02 per cent of the company. Six months later it
had secured three board seats with a mandate to
prepare Exxon for a future free of fossil fuels. “We
don’t really think of ourselves as activists but as
active owners,” founder Christopher James said.
“An activist is typically looking to make change in
order to drive short-term returns. An active own-
er is interested in what owners want.” While such
language may be more conciliatory than the typi-
cal Wall Street raider, James was deeply critical of
most oil and gas majors’ plans. “These companies
are aware of the energy transition. They are talking
about it; they have a plan. But it’s not really a strat-

egy to create value,” James said. The oil and gas
industry disputes this. Big European participants,
for example, have all announced energy transi-
tion strategies this year, including big investment in
renewables, which they say will make them large
energy providers for decades to come. But many
investors remain sceptical, and stock market valu-
ations continue to lag behind other industries. “It is
going to be increasingly critical that these business-
es are very entrepreneurial and quick to react to
political and regulatory changes, and | haven’t seen
big conglomerates do that effectively,” said one ac-
tivist. Energy groups that planned to invest heavily
in wind turbines, solar power and electric-vehicle
charging while continuing to run oil and gas assets
would have to be agile enough to compete with
“pure play” companies in each of those areas, the
investor said. “That’s really hard.” Beyond the ex-
istential challenge of the energy transition, the big
energy companies are facing an investment com-
munity that has fallen out of love with the conglom-
erate. General Electric in November announced
that it would finally divide into three companies,
a day after Toshiba, under pressure from activ-
ists, said it was also weighing a split. “These are all
100-year-old companies deciding it is in sharehold-
ers’ best interest to run some of these businesses
with dedicated management teams who are free
and unrestrained to go off in the right strategic di-
rection,” said Oswald Clint, an analyst at Bernstein.
Unlike Third Point, Clint supported Shell’s view that
it could perform better in the energy transition as
an integrated company, but said management had
not yet done enough to explain the benefits of in-
tegration to investors. “Investors find it difficult to
model [the integrated business] and move on to
something simpler” Environmental shareholder
group Follow This is also opposed to Third Point’s
proposal to split Shell into a legacy oil company and
a new gas and low carbon business, which founder
Mark van Baal labelled “short-term activism” that
would not help the fight against climate change.
Set up in the Netherlands in 2015 as a platform to
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help retail investors press oil and gas companies to
shift from fossil fuels, Follow This takes a different
approach to the multibillion-dollar activists in Lon-
don and New York. It filed shareholder resolutions
last year at Shell, BP, Equinor, Chevron and Phillips
66 to compel each group to set emissions targets
compliant with goals of the Paris deal. One of its
most successful resolutions, at Shell, received sup-
port from 30 per cent of shareholders in May. This
year it extended the campaign to four more groups
including Exxon and ConocoPhilips. “Engagement
doesn’t work. Votes work,” said van Baal, criticis-
ing investors that he said voted with management
in the hope of achieving change through dialogue.
Such action is not limited to Follow This. In 2021
there were 16 climate-related investor resolutions
at FTSE 350 groups, up from five in 2020, according
to a survey from Thomson Reuters. Whether rising
activism will benefit shareholders remains to be
seen. The campaigns at Shell, SSE and Glencore —
where Bluebell Capital is pushing the trader to spin
off its thermal coal business — are in their infancy.
At Exxon, Engine’s directors are in place, but time
will tell whether they can change the biggest US
oil company from within. “From a long-term active
owner perspective, the activists may or may not
be good news,” said Natasha Landell-Mills, head
of stewardship at Sarasin & Partners. “It’s all about
their motivation.” Stansbury also urged caution,
while acknowledging that the best activists had an
ability to pick out the “simple things” that could be
done to boost performance. “If an activist shows
up, you need to be sure, as a long-term investor,
that they are asking for things that will both gener-
ate value for the long term and make the overall
ESG impact of the company improve.” Provided the
oil and gas majors and other energy groups remain
undervalued compared with other sectors, the ac-
tivists are not going away. “These aren’t strategies
that are going to fall by the wayside,” said Clint. BP
was another “big stock” that had underperformed.
“BP could be susceptible to a very similar strategy,
no question.”
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ahead. In the US, the ambitious climate agenda
of the president, Joe Biden, will include tax ben-
efits to renewable energy developers and elec-
tric-vehicle (EV) buyers, as well as penalties for
utilities reliant

on fossil fuels. Canada will introduce regulations
to limit the carbon-intensity of fuels produced in
and imported into the country. The EU is likely
to introduce a carbon tax at its borders, adding
a levy to emissions-producing products, as part
of the EU-wide green recovery programme. Chi-
na—under fire for its failure to participate fully
in COP26—will continue with its “dual-control”
campaign to cap energy consumption and limit
energy intensity. All these regulations will have
a profound and long-lasting impact on the global
energy sector, putting fossil-fuel companies un-
der pressure in 2022.

B Green-financing pledges will pose a threat to
fossil fuels

Securing private-sector financing will also be-
come harder for fossil-fuel companies in 2022.
While renewables and energy-saving technology
are attracting increasing flows of green financ-
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ing, emissions targets will also drive divestment.
The outlook for oil and gas exploration, as well
as coal mining, is particularly uncertain. COP26
produced a non-binding promise between more
than 20 countries, including the US and Canada,
to stop funding foreign fossil-fuel projects by the
end of 2022. Most Asian countries declined to
sign the pledge, but China has separately pledged
not to invest in foreign coal projects. Both gov-
ernments and private financiers will therefore be
wary of approving new auctions or projects, and
some may even cancel planned projects.

This will raise the risk of stranded assets (arising
when companies can no longer attract investment
for extraction), particularly in fossil-fuel busi-
nesses. Many of the oil majors are already start-
ing to divestfrom oil and gas projects in Africa, Latin
America and elsewhere because of the energy tran-
sition. The same is even more true of coal: Brazil’s
Vale is among those set to sell assets (see box). Other
companies, such as Anglo-Dutch multinational Shell,
are arguing that they need their oil and gas revenue
in order to invest in greener fuels. Higher fossil-fuel
prices in 2022 may help them to convince their
shareholders, but pressure is intensifying.

Russian Pipeline Seen As Potential Leverage In
Ukraine Crisis

WASHINGTON—A Russian pipeline carrying
natural gas to Germany is emerging as a poten-
tial point of leverage for the U.S. to deter Russia
from invading Ukraine. It is also a sore spot be-
tween Berlin and Washington. The Nord Stream
2 pipeline, which is completed but not yet certi-
fied for operation, is a key component of Ger-
man energy plans, a potential source of Russian
revenue and, U.S. officials said, a topic of discus-
sions between Washington and Berlin over how
to stop Russia’s military pressure on Ukraine.
The Biden administration wants to secure assur-
ances that Germany won’t let the pipeline be-
come operational if Moscow invades Ukraine,
said a U.S. congressional aide briefed on the
discussions. Germany has been less clear. After
a meeting of European Union leaders last week
that warned Russia of massive but unspecified
consequences, German Chancellor Olaf Scholz
said the pipeline is a private project whose certi-
fication would be decided in a nonpolitical way.
Certification is unlikely before the second half
of next year, a German regulator said, citing ad-
ministrative reasons. President Biden has said
economic penalties will be at the forefront of
retaliation should Russia escalate hostilities. Ad-
ministration officials want that retaliation to be
done jointly with European allies, making Ger-
man cooperation necessary to targeting Nord
Stream 2. “The United States sees the Nord
Stream 2 pipeline as a Russian geopolitical proj-
ect that undermines the energy security and
the national security of a significant part of the
Euro-Atlantic community,” Assistant Secretary
of State Karen Donfried told reporters Tuesday.
She declined to detail discussions with Berlin
beyond saying the two allies are working close-
ly together. White House officials declined to

comment. The German Foreign Ministry didn’t
respond to requests to comment. The 765-mile-
long Nord Stream pipeline is a marquee project
for the Kremlin that will allow Russia to abandon
a transit network that passes through Ukraine,
giving it greater sway over energy supply to Ger-
many and Central and Western Europe. That,
Secretary of State Antony Blinken and other U.S.
officials have said, makes the pipeline a source
of leverage. Members of Congress are pressuring
Mr. Biden to target Nord Stream. Under a deal
struck last week, legislation expected to go be-
fore the U.S. Senate next month would require
the Biden administration to apply sanctions to
Nord Stream 2 AG, the Switzerlandbased Rus-
sian company that built the pipeline, within 15
days of passage. If the administration wants to
waive the sanctions, as it did earlier this year, the
proposed law requires congressional approval
to do so. Mr. Scholz’s government, just weeks in
office, has signaled it will follow the agreement
his predecessor Angela Merkel reached with Mr.
Biden in July. Under that agreement, Germany
committed to take action “to limit Russian ex-
port capabilities to Europe in the energy sector”
or other sectors, if Russia commits aggressive
acts toward Ukraine. Any decision to cancel the
project would lie with Mr. Scholz. He declined to
comment in Brussels on Thursday on whether
this might be among the sanctions Europe was
considering in case of a Ukraine invasion
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M Key forecasts

e Global energy consumption will rise by 2.2%
as economies recover from the impact of the
pandemic.

All types of energy, apart from nuclear power, will benefit.
e Energy prices will stay firmer than in recent
years, as demand recovers and supply bottle-
necks continue to disrupt power generation.

e Many energy companies will need to undertake
an urgent review of their strategies in 2022, as
governments and investors ramp up pressure to
cut emissions.

M Global energy consumption will rise by 2.2%
In 2022, the overall picture for the energy sec-
tor will be one of growth, as economies recover
from the impact of the coronavirus (Covid-19)
pandemic. Total energy consumption across the
69 countries covered by EIU’s forecast will rise by
2.2%, to reach 13,410m tonnes of oil equivalent

Energy in:

(mtoe). That is higher than in 2019, compensat-
ing for the decline in consumption seen during
the pandemic. However, it is also a slowdown
from the rebound in 2021, as energy consump-
tion gradually normalises. Much of that demand
growth will come through the power sector, as
the electrification of the global economy (from
digitalisation to transport) continues.

Nearly all parts of the energy sector—even coal,
which was on the slide before the pandemic
struck—will see consumption rising in 2022. Coal
consumption will rise by 1.5%, year on year, al-
most as fast as natural-gas consumption (which
will be subdued by supply problems in the first
half of the year). Oil consumption, which was
the area of the economy worst hit by 2020’s eco-
nomic crunch, will rise by 2.7%. Solar and wind
power will soar by 10.6%. The sole exception to
this period of uplift will be the nuclear power

industry, where consumption will fall by 0.8%.

Many of Japan’s reactors have not yet

restarted following the Fukushima disaster in
2015, while many of the new plants being built
in India and China are not yet operational.

B Energy prices will stay firmer

Stronger energy demand will support high pric-
es, at least compared with the years leading up to
the pandemic. Assuming that the current OPEC+
production deal remains in place, we forecast
that oil prices will average USS$78.5/barrel in
2022, after averaging an estimated USS71.7/b in
2021. We have also significantly raised our price
forecasts for natural gas and liquefied natural gas
(LNG), particularly in Europe, and expect prices
to remain high until the second quarter of 2022
as stocks are rebuilt. Prices could go even higher
if production remains subdued, or could fall if
investors pile in to take advantage of the higher
prices. The recent energy crises in Europe and
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Carbon prices have doubled since early 2021
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China have sparked debates on underinvestment
in conventional projects as global funds have
embraced sustainable investing. The stakes are
particularly high for the OPEC+ economies, most
of which are looking to maximise revenue from
oil prices in the coming years to fund economic
diversification and their energy-transition plans.

B Emissions targets will drive new energy regulations
Despite the improving outlook for energy con-
sumption, many companies will need to un-
dertake an urgent review of their strategies in
2022, as the energy transition accelerates and
governments try to fulfil pledges made at the
UN climate conference (COP26) in Glasgow in
late 2021. Among other pledges, 23 countries,
including Poland and Indonesia, agreed to phase
out coal in the 2030s (for developed countries)
or 2040s (for developing ones). Many countries
will also pass stricter regulations promoting re-
newables growth, imposing carbon taxes or en-
couraging electrification of transport in the year
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