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the impliCatiOnS OF the pariS aGreement 
FOr Oil anD GaS COmpanieS

Pricing a Green Future
The world’s environmental rulebook is thickening as political momentum behind the Paris 
Agreement grows, albeit sans the US. To avoid being caught out in the economic cold, oil 
and gas companies must prep their balance sheets to meet low-carbon goals. But first they 

need a clear answer to a deeply complex question: how much is it going to cost?

Sparring between environmentalists and industry 
has historically been commonplace; green 
economics is a touchy subject. and unsurprisingly 

so; the complexity of  the challenge is immense. 
Countries have varying energy needs and economic 
abilities to mitigate climate change, with each affected 
in different ways by rising temperatures. plus, the cost 
of  renewable technologies, including solar and wind, 
has historically been high. pinning down a unified and 
global method to price carbon amidst this maelstrom 
of  disagreement has been challenging.

the signing of  the Kyoto protocol in Japan in 1997 
provided a solid political starting point, which was 
then reinforced by maturing scientific and technology 
research and development (r&D) that made some of 
the low carbon technologies touted in the late-1980s 
more financially viable in the late-2000s. it is worth 
remembering that all entities are largely operating on 
a learning-by-doing basis when it comes to pricing car-
bon; the world’s oldest carbon emissions trading mar-
ket is only 12 years old.

the unprecedented political momentum that result-
ed in the establishment of  the paris agreement in the 
French capital in 2015 changed the tone entirely. a 

pricing Carbon: Global evolution

“Clarity is gold dust in an industry beset by unpredictability;  
energy companies must already flex to unexpected political, social and  
natural incidents and the subsequent price volatility.” 

the abdullah bin hamad al-attiyah international Foundation 
for energy & Sustainable Development: White paper

the abdullah bin hamad al-attiyah international Foundation 
for energy & Sustainable Development: White paper

renewed sense of  urgency propelled global discussions 
on tackling the negative impacts of  climate change, 
including putting a price on carbon. now, proactive-
ly thinking about how to navigate the inevitability of 
carbon pricing is inexorably printed onto the large 
majority of  oil and gas companies’ daily agenda; am-
biguity is the enemy when it comes to balance sheets 
and growth forecasts. 

Oil and gas companies are far from novices. Shell 
warned in 1991 that climate change was happening 
faster than at any time since the end of  the ice age and 
major energy companies – including bp, royal Dutch 
Shell and Statoil – called on the world’s governments 
in 2015 to introduce carbon pricing systems. they 
also emphasised the need for clear, stable and ambi-
tious policy frameworks that could eventually connect 
national systems. the latest call from industry in June 
this year by exxonmobil, Shell, total, bp and other 
large corporations in a one-page advertisement in the 
Wall Street Journal suggested a gradually rising and 
revenue-neutral uS carbon tax. 

appetite for clarity is unsurprising. the oil and gas in-
dustry is beset by unpredictability; political, social and 
natural incidents, with almost inevitable subsequent 

Cap-and-trade vs tax
Emissions trading scheme: Sometimes referred to as a cap-and-trade system, this caps the total level of  GhG 
emissions and allows those industries with low emissions to sell their extra allowances to larger emitters. by creating 
supply and demand for emissions allowances, an emissions trading scheme establishes a market price for GhG 
emissions. the cap helps ensure that the required emission reductions will take place to keep the emitters – in 
aggregate – within their pre-allocated carbon budget.

Carbon tax: Directly sets a price on carbon by defining a tax rate on GhG gas emissions or more commonly on 
the carbon content of  fossil fuels. it is different from an emissions trading scheme in that the emission reduction 
outcome of  a carbon tax is not pre-defined, but the carbon price is.   Source: World Bank

price volatility, are relatively common. a ‘lower for 
longer’ era of  oil prices since mid-2014 and lower 
gas prices means eagle-eyed accountants who have 
had to cut payrolls and re-evaluate projects fear any 
last-minute carbon-related surprises.   

therein lies the value of  article 6; a jewel in the 
crown of  the paris agreement. article 6 broadly 
supports the idea of  co-operation across borders 
and systems to eventually hook up individual car-
bon pricing mechanisms – an evolution that market 
participants hope to see within the coming decade. 
around 40 countries and more than 20 cities, states 
and provinces currently use carbon pricing mech-
anisms, with many more planning to. Combined, 
global carbon pricing schemes cover approximately 
13% of  annual GhG emissions, according to the 
Carbon pricing leadership association. 

the political and economic tussle surrounding the 
long-discussed offsetting scheme in the aviation in-
dustry could offer a beacon of  light for oil and gas 
companies. last October, the 191-member states 
of  the united nation’s international Civil avia-
tion Organisation (iCaO) adopted a global carbon 
dioxide offsetting scheme – known as the Carbon 
Offset and reduction Scheme for international avi-
ation, or COrSia. COrSia aims to reduce any 
annual increase in total CO2 emissions above 2020 
levels, with a voluntary period between 2021– 2026 
becoming mandatory in 2027. Significant progress 
has also been made in the shipping industry. after 
a decade on the regulatory table, the un’s interna-
tional maritime Organisation (imO) ruled last Oc-
tober to reduce the sulphur cap for bunker fuel from 
3.5% to 0.5% from 2020.

Be Holistic, Be Fast 

putting a price on carbon is not a silver bullet. Com-
plementary policies are equally important to mak-
ing article 4 of  the paris agreement a reality – a tall 
order. the article says the world must aspire to only 
emit emissions into the atmosphere that are simul-
taneously being withdrawn by the second half  of 
this century. in short, the world must have net-zero 
emissions as soon as possible from 2050 onwards. 

the un environment programme warned last no-
vember that 2030 are expected to reach 54 –56 gi-
gatons of  CO2 emissions equivalent. this is already 
far above the level of  42 gigatons that is required to 
have a chance of  limiting global warming to 2ºC 
this century. One gigaton is roughly equivalent to 
the emissions generated by transport in the eu 
– including aviation – over a year. there is also a 
black regulatory hole within which more damaging 

26
The number of years 
since Shell warned 

that climate change 
was happening faster 
than at any time since 
the end of the ice age. 

40
The number of 

countries worldwide 
that use a form of 

carbon pricing. 

13% 
Carbon pricing 

schemes worldwide 
currently cover 

around 13% of annual 
GHG emissions.

2027
The year when 

offsetting emissions 
above 2020 levels 

becomes compulsory 
in the aviation 

industry. How will the 
timetable compare 
to the oil and gas 

industry?

56
The annual rate of 

emissions worldwide 
by 2030 could reach 

56 gigatons – far 
above the level of 
42 gigatons that is 
integral to having 
a shot at limiting 

global warming to 
20C this century.

19%
The $287.5 billion 
global spend on 
clean energy in 

2016 helped spur 
a 19% increase in 

the amount of wind 
and solar energy 

connecting to power 
grids around the 

world.

60%
The surface area of 

the GCC that has 
strong suitability for 

solar PV deployment.

◆  proposals to reform 
the european union 
emissions trading 
Scheme (eu etS) are 
under discussion by 
the eu parliament, 
Council and european 
Commission. phase 4 of 
the eu etS, established 
in 2005, will run from 
2021 to 2030.

◆  China, the world’s 
biggest energy consumer, 
plans to establish a 
national emissions 
trading market this 
year on the back of 
successful pilot schemes 
since 2013, including in 
beijing, Shanghai and 
Chongqing.  

◆   talk of  establishing 
a northeast asia 
emissions trading 
hub is slowly gaining 
traction, spearheaded 
by the developments 
in China, Japan and 
South Korea. 

◆    mexico may eventually 
join California’s 
established emissions 
trading market. 
Whether the other 
countries in the pacific 
alliance – Colombia, 
Chile and peru – follow 
suit remains to be seen.
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non-CO2 emissions, such as nitrogen oxides (nOx) 
in aviation, that has not yet been fully addressed. 
reducing CO2 emissions is just the start.  

the timetable for article 4 is very tight; mid-cen-
tury is just 33 years away. Consider that 33 years 
ago, it would still be around five years until the uK 
launched its first wind farm and more than a dec-
ade until the Kyoto protocol, the most significant 
climate-related deal at the time, was signed. 

the paris-based international energy agency (iea) 
said article 4 is viable by 2060, but only if  – and it is 
a big if  – significant action is taken quickly. energy 
companies cannot rely on ‘business as usual’ scenar-
ios that are based on small incremental efforts. arti-
cle 4 means that oil and gas companies must adopt 
an environmental ethos that flows through every 
level of  the hierarchy. momentum must run at full 
burn – the clock is ticking too loudly for the lurching 
progress of  the last two decades to continue. 

Willingness by companies to continue broadening 
their repertoire of  renewables and gas projects – 
the latter is considered the ‘cleanest’ fossil fuel – is 
paramount. the rate of  global spending on clean 
energy last year fell by 18% to $287.5 billion, from 
the record high of  $348.5 billion in 2015, according 

to bloomberg new energy Finance (bneF). the 
decline is a red herring; investors got more value for 
their money thanks to technological advancements 
and efficiency. Consequently, there was a 19% in-
crease in the amount of  wind and solar energy con-
nected to power grids around the world. 

the abu Dhabi-based international renewable ener-
gy agency (irena) estimates that around 60% of  the 
GCC’s surface area has strong suitability for solar pho-
tovoltaic (pV) deployment. this geographic fortune 
will help the region sustainably meet the 7.4% annual 
increase in the Gulf ’s power consumption up to 2021, 
as forecast by riyadh-based apicorp. Developing just 
1% of  this area could create almost 470 gigawatts of 
additional power-generation capacity – huge potential 
for pioneering oil and gas companies. 

Oil and gas companies can cast their green net further 
to extend their support to reDD+. reDD+ is an un 
initiative to reduce emissions from deforestation and 
forest degradation in developing countries, as well as 
to increase conservation, sustainable management of 
forests and the betterment of  forest carbon stocks.

the same applies to nuclear power plants. the 
uae’s $20 billion barakah plant located 300km 
west of  abu Dhabi makes the uae the first country 

since 1985 to start construction on an inaugural nu-
clear power plant, the international atomic energy 
agency (iaea) said in 2012. the project will be ful-
ly operational by 2020, while Saudi arabia aims to 
build 16 nuclear power reactors at a cost of  around 
$80 billion over the next 25 years. 

Oil and gas companies can also support local na-
tional Visions by helping spur a greener job market 
– arguably a wise security measure as mena has 
the world’s highest rate of  youth unemployment. 
achieving the GCC renewable energy targets and 
plans could create around 140,000 direct jobs every 
year, according to irena. in 2030 alone, up to 
210,000 people could be employed in renewables – 

a volume that equates to just under 10% of  Dubai’s 
current population.

Significant progress to shape a clearer legal architec-
ture will help oil and gas companies explore new op-
portunities. So far, more than 500 climate change laws 
in 60% of  countries covering 80% of  global emissions 
have been established, but more are needed. Overall 
progress so far has created positive sentiment amongst 
large institutional investors – integral to making article 
4 viable. the european investment bank (eib) issued 
the world’s first green bond in 2007 and the World 
bank estimates that the market has grown to $60 bil-
lion worth of  global issuances in the first nine months 
of  2016 alone. 
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“Putting a price on carbon is not a silver bullet to climate 
stability – other comprehensive efforts are unavoidable.”

10%
Up to 210,000 people 

could be employed 
in renewables by 

2030 – roughly 10% 
of Dubai’s current 

population.  

500+
The number of 

climate change laws 
in 60% of countries 
that cover around 

80% of global 
emissions. 

2007
Since the world’s first 
green bond a decade 
ago, the rate of global 

issuances reached 
$60 billion in the first 
nine months of 2016.

14%
MENA could 

experience up to 
14% loss to GDP from 
climate-related water 

scarcity by 2050.

23%
Qatar’s population is 
expected to rise by 
nearly a fifth to 3.2 

million by 2030.

1.6 
The launch of Qatar’s 

‘Jetty Boil-off Gas 
(JBOG) Recovery 
Project’ in 2014 

aimed to reduce up 
to 1.6 million tons of 

CO2 emissions per 
year – the equivalent 

CO2 emissions of  
175,000 cars

tick-tock goes the climate clock
Red flags are increasingly evident. temperatures of  54ºC (129.3F) in Kuwait last summer marked one of  the highest 
in the world’s recorded history and public showers in baghdad attempt to cool the heated population. by mid-
century, rising temperatures could render parts of  middle east and north africa (mena) uninhabitable, according 
to Germany’s max planck institute for Chemistry and the Cyprus institute in nicosia. the economic and social 
implications of  being squeezed into ‘geographic corners’ would be immense – and very expensive. Surely investing in 
r&D now to prevent further climate extremes is better than facing the cost implications later in the century when the 
challenges have multiplied? Water scarcity is also a major issue. the World bank forecasts that mena will have the 
greatest expected economic loss from climate-related water scarcity by 2050, at 6 –14% of  GDp. Qatar alone relies 
on desalinated water to meet 99% of  its municipal needs. the environmental strain will only intensify as the region’s 
population grows. un data shows that Qatar’s population could climb by 23% to 3.2 million by 2030, the uae’s by 
18% to 11.05 million, Kuwait’s by 17% to 4.8 million, Saudi arabia’s by 20% to 39.4 million, Oman’s by 26% to 5.8 
million and bahrain’s by 43% to 2 million.

lNG carrier
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actively seeking partnerships, knowledge sharing and 
data transparency are all good starting points for oil 
and gas companies. Germany has set up commissions 
that help modernize the economy, impart competi-
tiveness and manage the socio-economic transition to 
a low-carbon future, for example. Sensitivity on the 
latter has been well-managed by Gulf  countries’ slow-
but-steady approach since 2015 to reduce energy-re-
lated emissions, historically ingrained as a national 
right in the region’s psyche. in 2014, the World bank 
said mena was home to 5.5% of  the world’s popula-
tion and 3.3% of  its GDp, yet it accounted for a 48% 
of  its energy subsidies – a percentage that is falling. 

Finding a common voice amidst the varying political, 
economic and social agendas of  most of  the world’s 
196 nations in the French capital in 2015 was an ex-
traordinary feat. but it represents just the first few pag-
es of  oil and gas companies’ low-carbon narrative. 

aside from meeting tangible obligations, oil and gas 
companies have the crucial and subtle diplomatic task 
of  ensuring that efforts to erase ambiguity – including 
how to price carbon – are not overshadowed by po-
litical and economic noise. industry, and indeed our 
natural environment, have tired of  the ‘wait and see’ 
approach. Financial goalposts are needed – now. 
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Qatar: Green ethos 

Doha hosted the un Framework Convention on Climate Change (unFCCC) Conference of  parties (Cop 
18) in 2012 and environmental Development is one of  the four key pillars detailed in the country’s national 
Vision. launched in 2008, Qatar’s national Vision emphasizes the value of  harmony between economic 
growth, social development and environmental protection at a time when many countries were at the early 
stages of  brushing up on their green know-how. Qatar could deepen its reputation as an early mover if  it 
established the region’s first emissions trading market, especially as the country has already evolved into the 
world’s biggest liquified natural gas (lnG) exporter. examples of  Qatar’s emission reduction projects includes 
the launch of  the ‘Jetty boil-off Gas (JbOG) recovery project’ in late-2014. the project recovers gas, which 
was previously flared during lnG ship loading at the country’s port of  ras laffan. at the time, Qatargas 
estimated the reduction at 1.6 million tons of  CO2 emissions per year, which equates to the annual GhG 
emissions generated by 175,000 cars – 22% of  the cars on Qatar’s streets at the time. this year, the Qatar 
General electricity & Water Corporation (Kahramaa) announced this year that its ongoing national program 
for Conservation and energy efficiency (tarsheed) reduced the per capita consumption of  electricity and water 
in the country by 18% and 20%, respectively, in its first phase from 2012-2017. ●

Doha, Qatar 

“Oil and gas companies in Qatar and beyond must actively help ensure 
that the Agreement is not overshadowed by political and economic noise. 
Time is too short to start the process again - the Agreement must succeed.”
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