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The Demand Conundrum:  From Suppression to Destruction  (continued)

4. Capping It All: MTOMR Efficiency Assumptions

This discussion has highlighted several important points that argue in favour of the ‘destruction’ case.
First, the ‘suppression’ view arguably overplays the effects of an oil price decline, notably with regards
to transportation fuels. As noted, the rebound in oil demand will be primarily driven by strong
economic growth. The income and price effects are in fact asymmetric: their rise has greater impact
upon demand than their decline. Second, the ‘suppression’ argument also overlooks efficiency
improvements in transportation and interfuel substitution trends in the power sector, which are likely to
have durable consequences on oil demand patterns in the medium to long term.

In fact, on a per capita basis, US oil demand has continuously fallen over the past two decades, from
32 barrels per capita in 1978 to almost 26 barrels in 2007 – a 19% drop, despite the increase in overall
oil demand. More broadly, this has occurred on a global basis, although there are clear regional
differences (the Middle East, for example, is the world’s most inefficient area in terms of oil use, since
energy is abundant and cheap).
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In our demand outlook, we assume that efficiency gains in both OECD and non OECD countries will
continue – that is, global oil intensity will decline by 2.4% per year on average from 2009 to 2014
(compared with 2.1% from 1996 to 2008). The improvement should be slightly less pronounced in 2010
– by virtue of the expected strong rebound in oil demand relative to the lows likely to be reached this
year, notably in the OECD – but should accelerate thereafter.

However, these efficiency assumptions could prove too timid. Indeed, rather than pondering whether
demand will be ‘destroyed’ or ‘suppressed’, a more pertinent question is arguably whether the ongoing
shift towards greater energy efficiency will be more pronounced than in the past. As much as we
attempt to account for what, in our view, are discernible structural adjustments technological
breakthroughs or new policy initiatives could bring forward still stronger efficiency improvements even
more rapidly than we currently expect. In such case, even under conditions of strong economic activity,
greater efficiency advances could still result in lower oil demand growth.




