
A ‘Dual-Challenge’; ‘Black Swan Event’ or the elephant in the room for Oil and Gas Executives?

Forget ‘Peak Oil’; could there be a bigger problem on the horizon for Oil and Gas businesses?


As an industry, Oil and Gas is faced with the complex and far-reaching issue of energy transition (International Energy Agency, 2020). Answering the question; ‘How do we simultaneously meet increasing energy demands while also reducing emissions?’ requires industry evolution and implies a significant change to business models and operations.
Many refer to this as the 'Dual-Challenge'.
[image: ]Evident across many Sustainability Reports and published International Oil Companies (IOC) strategies, there is a consensus that the 'Dual-Challenge' presents significant business continuity risks, and an imminent need for business to adapt.
BP Group Chief Executive, Bob Dudley, explains that despite emerging technologies and new business models, 'no single solution is emerging' (BP, 2018) that can answer this complex question. Even without a concrete solution, BP's publications are a tale of 'opportunities' and 'transition', peppered with 'support' for the movement, and ambitious programs for curtailing emissions. This sentiment is echoed by Shell, Exxon Mobil and much of the remaining industry; with a message of 'exploring' business models, trialing technologies and remaining flexible to keep abreast of a changing energy system (Shell, 2018) (Exxon Mobil, 2020).Figure 2: Advancing the Energy Transition (BP, 2018)
Figure 2 Black Swan (Taleb, 2007)

The strategies used by IOC’s to navigate the ‘Dual-Challenge’ are founded on technologies ‘developing low-carbon transportation fuels, commercialising carbon capture and storage, and developing technologies for using hydrogen in power generation and transportation' (Shojaeddini & Ladislaw, 2019). As an industry response, the strategy is ambiguous (International Energy Agency, 2020) and assured by technologies and business models that are not currently available (The Oxford Institute for Energy Studies, 2019). This tactic draws similarities to discredited development theories, where finite resource issues can be resolved in the future through technological advancement (Du Pisani, 2006).
In an industry characterised by uncertainty and a cyclical nature, Oil and Gas businesses are putting on a ‘brave face’. With a façade of optimism and image of confidence, IOC's are reaffirming their commercial viability and social license to operate in an industry on the move.
Beneath the bluster, a pervasive mix of social, financial and political risks are altering the global demand and energy mix - forcing Oil and Gas businesses to change whether they like it or not.
Black Swan Events
A 'Black Swan Event' is a colloquialism used to describe highly disruptive socio-economic events. The hallmark of a 'Black Swan Event' is best described by Nassim Nicholas Taleb, the author of ‘The Black Swan';
[image: ] "First, it is an outlier, as it lies outside the realm of regular expectations because nothing in the past can convincingly point to its possibility. Second, it carries an extreme 'impact.' Third, despite its outlier status, human nature makes us concoct explanations for its occurrence after the fact, making it explainable and predictable." (Taleb, 2007).
[image: What exactly Is a Black Swan Event?]'Black Swan Events' are exceptional. These types of events impose themselves as ‘medium’ to ‘high’ on a risk matrix, purely because their consequence is so extreme. The likelihood of the event remains low, making this a difficult risk for businesses to identify and take seriously.   
This article will use the characteristics of the 'Black Swan Event' to determine if the 'Dual Challenge' is a rare, unforeseeable and unavoidable catastrophe, or just the latest ‘elephant in the room’ for Oil and Gas executives.
Attribute one: Is the 'Dual-Challenge' an outlier?
Breaking down one part of the 'Dual-Challenge'; we observe a consistent upward trend in energy demand. Since 1990, global energy demand has risen 2.8% per annum, sustaining a steady rate of growth into the recent century (The Oxford Institute for Energy Studies, 2019). 
Some models see demand increasing exponentially because of globalisation and industrialisation (Sunganthi & Samual, 2011). Others are more conservative and predict energy peaks occurring in around 30 years (Alvik & Irvine, 2020). Climate Change also serves as a future aggravating factor, with a greater need for energy to offset the impacts of climatic extremes and variability (van Ruijven & De Cian, 2019).
[image: C:\Users\thompska\AppData\Local\Microsoft\Windows\INetCache\Content.MSO\4EF5F315.tmp]The second part of the 'Dual-Challenge' stems around the need for energy sources to be cleaner and with fewer emissions.
If the Oil and Gas industry ignored the widely recognised and luminous yellow UN Sustainability Goal #7 (United Nations, n.d.), they could perhaps look for precedence in other 'dirty industries'.Figure 3 UN Sustainable Development Goal Number 7(United Nations, N.D)

In 2011, The Carbon Plan: Delivering our Low Carbon future set out some 'easy wins' for the UK. The plan included ambitious 40% emission reductions in existing coal-fired power stations, new carbon power stations and proposals to invest across more diverse ranges of power sources (HM Government, 2011). 
The UK iron and steel industry was also singled out for industrial decarbonisation. Policy Frameworks were introduced, whereby innovation and deployment became more viable, with industry players who failed to adapt being penalised by increasing carbon costs. (WSP and Parsons Brinckerhoff, 2015).
Ostensibly, Fossil-fuel-orientated industries appear much less viable in 2020, given the increase in statutory and fiscal measures to curb carbon emissions. Climate Justice Campaigners would discredit this presumption by presenting a case of 'fossil fuel welfare' and 'protectionism". Arguing that public financing, subsidies and bailouts hold together a 'corrupt governance system', creating a 'Polluters Market' (Lenferna, 2019) and allowing clean energy sources to be overlooked. Other theories include 'petro-masculinity' and 'fossil fascism' as reasons why oil and gas have not transitioned to cleaner sources of energy (Daggett, 2018).
The combination of rising demand for energy, precedence set by other industries and strong market drivers for clean energy creates a compelling case that the 'Dual-Challenge' is not an outlier for the Oil and Gas industry and a foreseeable problem for business.
The undercurrent of socio-political factors that make Oil and Gas still feasible today, appear only robust enough to delay the inevitable.
Attribute two: Does the Dual-Challenge carry a severe impact?

Coronavirus illuminated the fragility of the North Sea Oil and Gas industry, where oversupply pushed oil prices to the lowest seen in 20 years, threatening the employment of 30,000 workers (Keane, 2020). This example, of course, represents a small cross-section of the industry, and albeit a sharp-shock to demand. The change in behavior and demand triggered by coronavirus mimics the impact a long-term structural change of energy mix. IOC’s have already recognised volatility in demand as a continuity risk (Shojaeddini & Ladislaw, 2019). Framing this point, BP recently announced a devaluing of assets, of between $13bn and $17.5bn. The "leaner, faster-moving and lower cost" organisational model BP foresees is in response to lower oil prices for an extended period (BBC, 2020), reflecting the sentiment of industry.
It is likely that the impact to Oil and Gas will not just be in the form of reduced demand. Increased intensity of climate policies, geopolitics and loss of stakeholder confidence can severely affect investment levels. International Energy Agency estimates that without capital investment, the rate of decline in existing Oil and Gas fields would be 8% (International Energy Agency, 2020). A volatile oil price and mixed investor sentiment could cause oil, gas and coal assets to become 'stranded' whereby they will not generate desired returns before the end of their economic life (Farooquee, 2020).
Energy transition may also present another challenge to this industry. Renewable technology is developing at a rate faster than the Oil and Gas industry. Offshore wind generation is increasing in viability, quoted prices for solar energy are dropping rapidly, and improved technology is equipping grid operators with the ability to deal with the surges in generation or demand (Abram, et al., 2020). Economies of scale and advancement in technology enabling renewable energy will negatively affect Oil and Gas by drawing from its stake in the energy mix.
The 'Dual-Challenge' is flanking Oil and Gas companies, introducing cultural, social, political and environmental uncertainty, all of which carry a potentially extreme impact. 
Where the 'Dual-Challenge differs from other ‘Black Swan Events’, is that, we have not perhaps realised the full extent of the impact. This statement is based on the potential impact if we continue on the current trajectory of ‘petromodernity’ (Heurtebise, 2020) and the economic repercussions of an industry failure to act.
Attribute three: Is it, or will it be, normalised after the fact?

The trademarks of this attribute are hard to prove as we are in the midst of energy transition and 'Dual-Challenge' remains far from overcome.

On the one hand, this article recognises that as a sustainability issue, the 'Dual-Challenge' is not an outlier and has been presenting itself for some time. As a business challenge, it is already recognised and should, therefore be relatively easy to normalise. 
 
The 'Dual-Challenge' could also be perceived as too complex a model for a post-mortem to ever be performed. The task of meeting both perpetual global energy demands and iterative socio-political energy expectations may be something that is never achieved. Therefore, it cannot be normalized. 
A Black Swan or the ‘elephant in the room’?

The 'Dual-Challenge' shares only one characteristic of a 'Black Swan Event'; in that, it has the potential to affect the Oil and Gas industry significantly, should it fail to act or respond. The two other attributes of the analogy are less definitive than this.
Another conclusion can be drawn when dismantling the 'Dual-Challenge' using the 'Black Swan Event' model. The 'Dual-Challenge' is more of a societal conundrum than a singular 'event' or industry problem. This conundrum does not merely require the Oil and Gas industry to change from 'grey' to 'green' energy whilst supplying more. It is one of society's grandest challenges. 
Before anyone (let alone a business) can respond to the 'Dual-Challenge', an understanding of the terms associated with energy transition and demand is required. This in itself is an epistemological, cultural and anthropological problem (Heurtebise, 2020), that if solved today, may not be fit for purpose tomorrow. 
[image: ]A more accurate animal analogy is Michelle Wucker's 'Grey Rhino' (Wucker, 2019). The 'Dual-Challenge' is dangerous, visible and predictable for the industry. Oil and Gas businesses also have little control over their destiny, which has created a dynamic of downplaying and ignoring the problem. Paralysis has set in, where the industry waits for some sort of change; whether this is the silver bullet in renewable enabling technology, a new business model or the proverbial…Whichever comes first.  
Figure 4 Why we ignore obvious problems? (Wucker, 2019)
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