
84 BizVoice/Indiana Chamber – NNoovveemmbbeerr//DDeecceemmbbeerr  22000077

W
hether an active hurricane season is expected along the coast or conflict
arises in the Middle East, there is an impact on how much Hoosiers pay
for energy.

As utility bills fluctuate and budgets change to accommodate
increased expenses at the gas pump, what’s happening internationally with
energy is a hot topic. A study done by one of the world’s largest oil and gas

companies found substantial price increases in all forms of traded energy.
The BP Statistical Review of World Energy is an annual report released by the London-based

company. This year marks the review’s 56th year of providing data on world energy. The report
asserts that many energy market participants expect to see prolonged high prices at least
through the end of the decade.

BP economist Neelesh Nerurkar provided an overview of the 2006 findings during an
October presentation at the Indiana Chamber. The widely
respected energy economics review is published each June and
serves as a reference for world governments, energy companies,
academia and the media.

Key findings
In the last five years, energy prices have been high and

continuously rising, Nerurkar reports. Oil prices more than
doubled from 2001 to 2006. On average, gas prices increased
75% and coal 46% compared to the previous five years.

In normal economic situations, demand goes down when the
price goes up. That has not been the case with energy. In the last
five years, consumption of all energy sources, except nuclear,
accelerated compared to the previous five-year period. China
dominated that increase, alone generating almost half of the world’s
energy growth from 2001 to 2006, according to the BP report.

“The single greatest driver for consumption is economic
growth,” Nerurkar states. 

Worldwide, primary energy consumption rose 2.4% in
2006. That’s down compared to 3.2% in 2005 and just about
the 10-year average.

Not all areas of the world are experiencing the increased
need for energy.

Since 1991, China’s share of energy consumption increased
from 9% to 16%, the report shows. While the gap in
consumption between the United States and China is closing,
the United States still consumes the largest portion of world
energy. Domestic consumption decreased from 23% in 1991 to
21% of the world’s energy share in 2006.

While energy consumption slowed in much of North America,
Europe and Australia, it accelerated in Asia Pacific, Africa, the
Middle East, the former Soviet Union, and South and Central
America, the report states.

The shift of energy consumption to China and other
developing countries is due to several factors: developed
countries becoming more energy efficient and some industrial
work that was once in countries such as the United States being
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**OOtthheerr  OOEECCDD – Countries that are members of the Organization for Economic
Co-operation and Development other than the United States and members in Europe
(Australia, Canada, Japan, Mexico, New Zealand and South Korea). The organization
consists of governments of countries committed to democracy and the market economy.

****FFSSUU – former Soviet Union

******OOtthheerr  EEMMEEss – Other emerging market economies, including those in South and
Central America, Africa, Middle East and parts of Asia

********TTOOEE – ton of oil equivalent
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shifted to China.

China and coal
“Coal was the fastest growing fuel last year (and the three

years prior),” Nerurkar asserts. The primary reason in 2006:
consumption by China. The country alone generated 46% of
world energy growth from 2001 to 2006, Nerurkar explains.
According to the BP report, 76% of China’s energy consumption
during that time was coal.

In the rest of the world, natural gas is the fastest growing
energy source, Nerurkar says.

Increased coal use in China also shifted energy production
to that country. China accounts for 73% of new coal production
since 2001, and it now produces 40% of the world’s coal.

As the use of coal increases, so does the growth in world
carbon emissions. The emissions increased in the last five years
at three times the rate from 1996 to 2001. Emission growth
slowed only in North America, according to the report.

Record oil prices
While coal is the most common energy, oil remains the

most internationally traded. According to the report, 64% of
world oil is subject to trade.

With that factor in place, oil prices react to events occurring
worldwide. Record oil prices at the time occurred in 2006. “The
increase was largely driven by the concerns of (security of oil
supply),” Nerurkar explains.

The world had plenty of reasons to be concerned and the
markets responded, he continues. Fears of a raging hurricane
season, the conflict in Lebanon and other international development
led markets to stock oil and increase the price. That price dropped
after high surplus levels, the absence of hurricane damage and

other factors, Nerurkar asserts.
The growth in oil consumption slowed in 2006, in part

because of the high prices mid-year. Growth slowed from a
1.5% increase in 2005 to a .7% increase in 2006.

Energy supply
Energy security remains a concern for many, including

Richard Lugar. The six-term Indiana senator has made decreasing
American dependency on foreign oil a top priority as he contends
that as much as 90% of the world’s supply is controlled by foreign
governments.

While energy security may be a concern locally, worldwide
supplies should not cause hesitation, according to the BP annual
review.

Global natural gas reserves are higher than a year ago
and equivalent to current production for more than 60 years.
Oil reserves are equivalent to more then 40 years of current
production. Both oil and natural gas reserves have been increasing
since BP started keeping records in 1980.

The energy reserves are large enough to cover expected
consumption for decades, according to the report.

How big is biofuel?
With mounting concerns on climate change and energy security,

interest in non-fossil fuels, such as ethanol, continues to grow.
Renewable energy is rapidly growing, though on a small scale.

As many as 20 biofuel plants are expected to be in production
in Indiana within the next two to three years. Only one of those
existed in 2005.  

In 2006, ethanol production worldwide grew by more
than 20% and has increased by an average of 17% each year
since 2001, according to the BP report. Still, ethanol is just a
drop in the bucket when compared to major energy sources.
Last year’s ethanol production was equal to just .5% of global
oil consumption, the report detailed.
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Since 1991, China’s share of energy
consumption increased from 9% to 16%.
Domestic consumption decreased from
23% in 1991 to 21% of the world’s energy
share in 2006.

BP economist Neelesh Nerurkar reports that energy prices continued to rise during the past five years while demand also increased.




