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Key messages‌
According to most energy forecasters, ‌oil and‌
gas demand is set to peak in the coming‌
years‌ even without governments adopting‌
new policies. Th‌is is being driven by‌
technological advances and cost reductions‌
in alternatives to oil and gas, especially‌
electric vehicles as well as wind and solar
power. Clean alternatives to oil and gas are‌
increasingly able to align energy security,‌
affordability and environmental sustainability‌
objectives, especially in importer countries.‌
Policies aiming to jointly achieve these goals‌
will bolster the transition, accelerating the‌
decrease in oil and gas demand.‌

A peak and decline in demand will push down‌
oil and gas prices‌. This can have a profound
impact on economies that depend on oil and
gas exports, including stresses on fiscal
budgets, balance of payments difficulties, loss
of access to foreign exchange and
macroeconomic shocks. About 20 countries
rely on oil and gas for more than 20% of their
fiscal revenues; for about 10 countries, it
represents more than half. While exporters
have experienced the difficulties of previous
price downturns, this time the effect is long-
term and systemic.‌

Oil and gas exporters urgently need to‌
diversify their economies‌, reducing their
reliance on oil and gas and building resilience.
This entails both building new sectors to
create a broader economic base, and
diversifying their sources of fiscal revenue.‌

Economic diversification can take decades: it‌
is important to start concerted efforts now, to‌
stay ahead of the global energy transition.‌ ‌

The energy transition poses a serious‌
dilemma for new and prospective ‌oil and gas‌
producers‌. It commonly takes over ten years
for new oil and gas fields to be developed, and‌
even longer for a government to start to see‌
meaningful revenues. Given that the global‌
energy transition is expected to take place‌
over the next two to three decades, demand‌
may already have diminished and prices‌
dropped before new producers ever see‌
significant revenues.‌

Transitioning away from dependence on oil‌
and gas creates an opportunity for a more‌
prosperous economy‌. Economic
diversification has been a priority for
governments long before climate change was
on the policy agenda, recognising that
balanced economies tend to grow faster, are
more resilient to changes in international
markets, and enable consistent development
rather than boom/bust cycles.‌

International cooperation will be crucial‌,
given the scale and urgency of the challenges.
There are many forms cooperation can take:
among exporters, with importers, and with
providers of finance, technology and capacity-
building.‌

3‌



 ‌1. Introduction‌ ‌
The energy transition is already und‌er way.‌
While oil and gas consumption have so far‌
continued to grow at a gl‌obal level,‌ ‌
underlying drivers are set to transform‌
demand in the coming years, even if‌
governments fail to achieve the Paris climate‌
goals. This report unpacks these underlying‌
drivers to give a picture of the trends and‌
prospects for global energy demand, and how‌
this will‌  ‌affect oil and gas exporters.‌ ‌

Where we are today‌
December 2025 will mark 10 years since the
Paris Agreement, where governments agreed
to hold global temperature rise to well below
2°C, and to pursue efforts to limit the rise to
1.5°C. Above 1.5°C the world will experience
a high risk of damage to ecosystems, food
supplies, economies and human health.
Above 2°C, these risks become very high‌ .‌1‌

Today, we are a long way off course from
achieving the Paris goals. Global average
temperatures have already risen by more‌ ‌
than 1.3°C above pre-industrial levels due‌ ‌
to human activities,‌  causing major impacts
through droughts, fires, storms and floods.‌ ‌
If we continue with the policies already in
force, we are headed for 2.9°C of warming.‌ ‌
If governments achieve all their conditional
and unconditional nationally determined
contributions, the most likely peak
temperature rise is still 2.4°C. If they also
achieve their net zero pledges, it is 1.7°C.‌

2‌

3‌

Fossil fuels and climate change‌
About 90% of global carbon dioxide emissions
come from burning fossil fuels.‌  This is why
governments agreed in the Global Stocktake, ‌

4‌

at COP28 in 2023, to transition away from
fossil fuels in energy systems, in a just,
orderly and equitable manner, accelerating
action already this decade.‌5‌

Under the international climate system,
governments are responsible for territorial
greenhouse gas emissions. To reduce these,
they will need to reduce fossil fuel
consumption. Reducing fossil fuel imports is
also attractive to policymakers wanting to
improve energy security, as highlighted by the
response from Europe following Russia’s
invasion of Ukraine.‌6‌
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The policies governments adopt will shape‌
the future trajectory of oil and gas demand.‌
Figure 1 ‌shows future demand in three‌
scenarios with varying policy ambition,‌
produced by the International Energy Agency,‌
IEA:‌7‌

In the Stated Policies Scenario,‌
‌governments implement their existing‌
‌policies (including most of what is in their‌
‌NDCs) but introduce no new policies. In‌
‌this case, we are on course for a‌
‌temperature rise of 2.4°C by 2100.‌ ‌

In the Announced Pledges Scenario, the‌
‌governments that have set targets for net‌ ‌

zero emissions achieve these targets. This
leads to approximately 1.7°C of warming.‌ ‌

The Net Zero Emissions scenario‌
‌assumes governments succeed in limiting‌
‌warming to 1.5°C and in achieving the‌
‌energy-related Sustainable Development‌
‌Goals. To achieve this, they strengthen‌
‌their pledges and introduce new policies.‌

As ‌Figure 1 ‌shows, even in the Stated Policies
case, oil and gas demand are both set to peak
before 2030 and go into slow decline. The
Announced Pledges and Net Zero Emissions
scenarios see demand fall by about ‌half and‌
about three quarters, respectively, by 2050.‌

Figure 1: Projected global oil & gas demand in three IEA scenarios‌

5‌

Source: IEA (2024)‌8‌
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Figure 2: Global oil and gas demand projections by all major forecasters, assuming current policies‌

2. Trends in oil and gas demand‌
While not enough to achieve the Paris goals,‌
global energy systems are already changing.‌
Figure 2 ‌shows the global oil and gas demand ‌
projections from all the major forecasters,‌
based on continuation of current policies. The
IEA’s Stated Policies Scenario (STEPS) is
somewhere in the middle.‌

All of these forecasters project a slowdown in
oil and gas demand growth, compared to past
trends. With the exception of the Organisation‌ ‌

of the Petroleum Exporting Countries (OPEC)
and‌ t‌he US Energy Information Administration
(EIA), all forecasters project ‌that oil demand‌
will peak this decade and start to decrease‌
thereafter. Notably, Shell’s head of scenario‌
planning recently commented that “There is‌
very little doubt that peak oil demand is‌
coming”.‌  About half of the forecasters,‌
including the IEA, project that gas demand too‌
will peak either this decade or next decade.ᵃ‌

10‌
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a Note that this peak in oil and gas demand, in which new technologies create alternative ways to satisfy energy demands, is very
different from the prospect of a peak in supply due to geological depletion, which some “peak oil” theorists worried about in the late
2000s. (In the event, production of conventional oil peaked in 2008, but overall production continued to rise, due to the rapid growth of
tight oil production by fracking, primarily in the United States).‌ ‌
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To und‌erstand th‌e drivers of these forecasts,‌
we can‌ look in more detail at what they say
about demand in specific regions and uses.‌ ‌

Figure 3‌ breaks down what oil and gas are
used for. About half of global oil consumption
is in transport, with cars alone consuming a
quarter of the total. After transport,
petrochemical feedstocks are the most‌ ‌

important use. The greatest share of gas
consumption is in power generation, with
large shares also in buildings (for heating and
cooking) and in industrial he‌at. The biggest‌
demand segments – cars and power‌
generation – also happen to be the ones in‌
which the technological alternatives are most‌
advanced, namely vehicle electrification and‌
renewable power.‌

7‌

Figure 3: Oil and gas consumption by demand segment, 2022‌ ‌
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The spread of altern‌atives to oil and gas‌
New technol‌ogies generally diffuse according‌
to an S-shaped curve (‌Figure 4‌).‌  Starting‌
from zero, progress is initially slow as the‌
technologies are improved and their costs‌
brought down, but the upward curve is‌
exponential. Onc‌e new technologies are
affordable, they enter a middle phase where
they rapidly spread. In a final mature phase,
technologies settle at a market saturation
level.‌ ‌

12‌

This same pattern has been seen for all
previous new technologies, from televisions
to refrigerators to cell phones.‌13‌

Three of the alternatives to oil and gas are in
the middle, r‌apid-rollout phase: wind and solar‌
power, electric cars, and heat pumps. Other‌
technologies such as clean industrial heat,‌
electric trucks, and bioplastics are in the‌
initial, formative phase.‌

Source: IEA 2023¹¹‌
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Figure 4: Alternatives to oil and gas on the S-curve of technological diffusion‌
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Source: Adapted from Victor, Geels and Sharpe 2019‌14‌

The main medium-term difference between‌
the dem‌and projections in ‌Figure 1‌ is how fast‌
they expect electric cars and wind and solar‌
power to climb the curve.‌  W‌e can thus
interpret trends over this period by looking
more closely at what is happening in electric
cars and in wind and solar power, shown in
Figure 5‌.‌

b‌

Today, just over 20% of the cars sold
worldwide are electric, a share that is growing
fast. In China, the world’s largest car market,
there are now more electric cars sold every
month than internal combustion engine (ICE)
cars. Most of the forecasters above are
lagging behind the real-world growth rates, as
their models are calibrated on earlier data
and/or explicitly constrain new technology
growth based on modelers’ judgement of
realism, and there are indications that they are‌ ‌

too conservative in the projections of future
growth and cost reduction:‌  future oil and gas
demand may thus be lower than the
forecasts. New cars are generally used for 12
to 15 years, so it takes time for the stock of
vehicles to turn over. But as more and more
sales are electric, this stock will be replaced,
so the writing is on the wall for oil demand.
Wind and solar are now approaching 15% of
power generation globally, and also growing
fast, especially in the major gas-importing
markets of Europe and Asia. So far, gas-fired
power generation has continued to grow
slowly at a global level (while decreasing in
some countries, such as in Europe, where
wind and solar already generate more
electricity than fossil fuels).‌ ‌

16‌

However, the rate of wind and solar
installation is increasing: once it overtakes the‌ ‌

b For example, Shell and OPEC project nearly 5% growth in use of oil by road transport from 2023 to 2035, while the IEA, Bloomberg
and BP project around 3% decrease, and consultancies McKinsey and DNV project respectively 5% and 8% decreases. In contrast, all
forecasters project similar modest growth in industrial oil use (including feedstocks) and little change in buildings use. Over the same
period, the major forecasters’ projections of gas consumption in power generation range from an increase of 8% (ExxonMobil) to a
decrease of about 12% (Bloomberg), with more modest variation in gas consumption in industry and buildings.‌15‌



annual growth in total electricity demand,‌
wind and solar will push fossil fueled‌
generation into decline.‌  This too has‌
happened in China, for example, where in the‌
first quarter of 2025, wind and solar growth‌
exceeded total demand growth, leading coal-‌
fired generation to decrease for the first‌
time.‌  The present rapid increase in grid-‌
scale battery‌ storage is helping enable wind‌
and solar growth.‌

17‌

18‌

19‌

9‌

2015 2020 2025
0

10

20

30

40

A consequence of the growth in alternatives‌
to gas – wind and solar power, and heat‌
pumps – is that there may be neither time nor‌
need for gas to serve as a “transition fuel”.‌
That idea was proposed in the 1980s and‌
1990s, when alternatives were much less‌
ready and the‌ climate crisis less pressing than‌
today.‌22‌
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Figure 5: Growth to date of alternatives to oil and gas: (a) Electric car sales; (b) wind and solar
power generation‌

Source: IEA (2025);‌  Energy Institute (2025)‌20‌ 21‌

The roles of technology ‌and policy‌
Technological improvements in batteries are‌
rapidly reducing the cost of electric cars.‌
When measured in terms of “total cost of‌
ownership” over the lifetime of a vehicle,‌
electric cars ar‌e cheaper than their ICE
equivalents in much of the world, as the lower
fuel and maintenance costs outweigh the
higher initial purchase price.‌23‌

However, many drivers are influenced more by
the purchase price than the total cost, so a
bigger inflection point in their take-up is likely
to occur once the purchase price becomes‌ ‌

cheaper. This is already the case on average
(across all car types) in China, and close to
being the case in many emerging markets,
where imports from China are less restricted
than in industrialised countries. In Europe, the
price gap is narrowing, whereas the US lags
behind (even before recent legislative
changes).‌24‌

F‌igure 6‌ shows the cheapest power
generation technology in different countries,
in terms of levelized cost of energy, which
combines capital and operating costs. In
almost all cases for which there are data,‌ ‌c‌

c Unfortunately, there are a lot of countries for which no data are available. These are mostly countries of the Global South, and in
many of these the cost of capital is much higher, making renewables more expensive. While these countries represent a minority of
global power generation, the resulting higher cost of clean energy is one of the many injustices of climate change. However, there are
early signs of growth even in countries with higher cost of capital, with a major increase in imports of Chinese solar panels into Africa
in the twelve months to June 2025.‌25‌

Electric car sales share‌ Wind & solar generation share‌



Figure 6: Lowest-levelized-cost means of generating electricity by country, 1H 2023‌

Source: Graphic from Bloomberg New Energy Finance 2023‌  ‌26‌

the cheapest technology is either wind or solar:‌
only in Russia is gas the cheapest‌ option. Wind‌
or solar are cheaper in ‌countries accounting‌
for 80% of global power generation.‌ ‌

These falling costs are driving the replacement‌
of oil ‌and gas uses even without policy change,‌
based on the present state of the technologies.‌
Policies can speed up or slow down this‌
process of replacement, but they cannot stop‌
it, as the technologies are already competitive.‌
For example, the rate of growth in US adoption‌
of electric cars will slow following the repeal of‌
many provisions of the Inflation Reduction Act,‌
but Bloomberg projects that the electric share‌
of US car sales will still nonetheless grow to‌
27% in 2030, from the present 11% (though‌
lower than an earlier projection of 48% by‌
2030).‌27‌

The pace of electric car adoption is shap‌ed by
policies like the building of charging
infrastructure, financial incentives such as
vehicle taxes, and regulatory incentives such
as reduced congestion charging and cheaper
parking. Policies to ban sales of internal
combustion engine cars in 2030 or 2035 are
driving faster technological improvement and‌ ‌

evolving sales strategies by car manufacturers.
Policies will similarly shape how fast wind and
solar are rolled out, including government
targets for clean power generation, air pollution
policies restricting ‌coal generation, market‌
structures that shape incentives for operators,‌
and the ways in which electrical grids are‌
upgraded.‌

Especially since Russia’s invasion of Ukraine in‌
2022, there has been an increasingly prevalent‌
view in energy-importing countries that‌
renewable energy offers a path to greater‌
energy security, as the resources – wind,‌
sunshine and water – exist within a country’s‌
own borders and relieve it of dependence on‌
commodities that are held in concentrated and‌
often unfriendly hands.‌28‌

Policy choices are motivated by the combined
objectives of energy security, affordability (or
equity of access) and environmental
sustainability. These three objectives have
been termed the energy trilemma, as
historically the objectives‌ were ofte‌n at odds
with each other.‌  However, today they
increasingly point in the same direction: clean‌ ‌

29‌
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alternatives to oil and gas are seen as more ‌
reliable and secure, more affordable and more‌
sustainable.‌

Possible further demand disruption‌
In the longer term, it is worth paying attention‌
also to the alternatives at earlier technological‌
stages, including bioplastics, electric trucks,‌
clean industrial heat, and in some countries‌
heat pumps too. Whereas there are‌
uncertainties about the steepness of the‌
climb in the middle phase of the S-curve, there‌
are much greater uncertainties in this early‌
phase, where technologies are still being‌
improved and their costs brought down. Ten‌
to fifteen years ago, wind, solar and electric‌
cars were at this earlier stage, and forecasters‌
underestimated how quickly their costs would‌
fall and the technologies would be rolled outᵈ.‌

Policy plays a key role for newer technologies.‌
At the earliest stages governments support‌
research and development, to help the‌
technologies get started. A second form of‌
support is subsidies, which play their most‌
important role once the technologies have‌
been improved but are not yet commercially‌
competitive. This enables the new‌
technologies to be deployed, often in specific‌
applications (“niches” ), and once they are,‌
their costs start to come down through‌
“learning by doing”, as manufacturers develop‌
better ways to produce them.‌ ‌

Medium- and heavy-duty truck electrification‌
lags behind cars and other light-duty vehicles,‌
because of the additional power required and‌
the size and weight of battery needed.‌
However, advances in car batteries have‌
natural spillovers to the larger truck batteries.‌

Again, China is a key driver, with over 22% of‌
medium-duty truck sales now electric, on a‌
steep upward curve.‌  Truck fleet operators‌
tend to be more sensitive to total cost of‌
ownership, compared to private car owners; ‌
in some regions and uses, this is already‌
lower for electric trucks than for diesel, while‌
in all other major markets parity of total cost‌
is expected before 2033.‌

33‌

34‌

The largest industrial uses of gas are in‌
chemicals, iron and steel, and cement. These‌
uses are seeing rapid innovation, with‌
alternatives to gas likely to be cost-‌
competitive in the 2030s or 2040s for most‌
uses.‌  Some commentators argue that we‌
should no longer refer to such sectors as‌
having emissions that are “hard to abate”,‌
given the rapid development of technologies.‌

35‌

Whereas electric cars and renewable power‌
are already eating into oil and gas demand,‌
progress in the earlier-stage alternative‌
technologies could create additional‌
disruptions to oil and gas demand in the late‌
2030s and 2040s, to a greater extent than‌
forecasters are accounting for.‌36‌

d For example, in 2015, the IEA projected that wind and solar photovoltaic would together generate 3,500 TWh by 2030 under existing
policies or 4,600 TWh if governments adopted more ambitious climate policies. In the event, these totals were reached respectively by
2022 and 2024, after seven and nine years rather than the projected fifteen. In 2017, BP projected 6% of the global car fleet would be
electric in 2035, while ExxonMobil projected 6% in 2040. Already in 2024, 4.5% of cars were electric: this will likely pass the 6% mark in
early 2026.‌30‌
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3. Implications for oil and gas ‌
exporters‌
For countries that depend on fossil fuel‌
production and exports, transitioning away‌
will involve not only shifting their energy‌
systems, but transforming their whole‌
economies to a new paradigm.‌  Fossil fuels‌
often provide a significant share of‌
government revenues and of exports. These‌
countries face the task of making their‌
economies more resilient in the face of the‌
global energy transition.‌ ‌

37‌

The oil industry globally risks losing trillions‌
of dollars of value‌  through ‘stranded assets’,‌
where investments fail to make the expected‌
returns as the global energy transition‌
diminishes demand. The highest-cost projects‌
will be at greatest risk of losing money, as‌
their smaller margins a‌re more sensitive to‌
demand and price changes.‌

38‌

But even low-cost producers that depend on
oil and gas exports will see their revenues
affected by low prices. Countries facing this
problem have been described as at risk of
becoming ‘stranded nations’.‌39‌

Downward pressure on oil and gas prices‌
Figure 7‌ shows the IEA’s projection of long-
term equilibrium oil prices at different
demand levels, based on economic theory.
Lower demand will mean a lower-cost
marginal barrel, and hence lower equilibrium
oil and gas prices.‌ W‌hile with the demand
levels of the ‌Stated Policies Scenario, the IEA‌
projects that oil prices continue at around‌
their recent level of about $75, Announced‌
Pledges will drive a decrease to $60, and Net‌
Zero Emissions to below $40 a barrel.‌ ‌

Figure 7: Equilibrium Brent oil price projections in three IEA scenarios‌

Source: IEA 2024‌40‌
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Gas prices vary between regions, but there are‌
similar patterns. LNG in particular is likely to‌
see much lower prices in the coming years,‌
due to a glut of capacity.‌  Exporters hoping to‌
capitalize on what was previously anticipated‌
as a “Golden Age of Gas”‌  may thus find‌
themselves losing money.‌

41‌

42‌

The impact on energy markets may go beyond‌
this theoretical picture. It is hard to predict‌
because the world has never seen long-term,‌
structural decline in oil and gas demand:‌
demand has always grown every year, except‌
during some short blips where the global‌
economy has slowed. Now we are moving‌
from a paradigm of oil scarcity to one of‌
abundance.‌  This change will create new‌
market dynamics, which will put further‌
downward pressure on oil and gas prices, ‌
while uncertainties in this time of change will‌
also make prices more volatile. Furthermore,‌
efforts to sustain higher prices, by producer‌
clubs such as OPEC and OPEC+, tend to be‌
less effective in falling markets, as we have‌
seen recently with countries like Kazakhstan‌
and Iraq overproducing their quotas, and‌
Saudi Arabia responding by increasing its own‌
production.‌

43‌

44‌

45 ‌

46‌

Economic implications for exporters‌
Oil and gas exporters have experienced the‌ ‌

economic impacts of previous periods of low‌
prices. For example in Iraq, the low oil price‌
caused by the Covid-19 pandemic pushed 4.5‌
million Iraqis below the poverty line and nearly‌
doubled the child poverty rate to 38%, as the‌
resulting fiscal deficit left the government‌
unable to pay monthly public sector salaries,‌
while devaluation of the dinar increased food‌
prices.‌  This time, however, the price fall is‌
not an acute crisis to be temporarily endured,‌
but a chronic, long-term condition.‌

47‌

For oil and gas exporters, lower prices will‌
mean lower revenues for their governments,‌
and hence stressed fiscal budgets. The more‌
economies rely on oil and gas, the greater the‌
risks. About 20 countries rely on oil and gas‌
revenues for more than 20% of their fiscal‌
revenues (‌Figure 8‌). This is the IMF’s‌
definition of resource dependence. For about‌
10 countries, it’s more than half of their‌
revenues, and for a few it’s 80% or more.‌

An analysis by Carbon Tracker finds that 28‌
countries would lose more than half their‌
expected oil and gas revenue in a moderate-‌
paced transition in line with the IEA’s‌
Announced Pledges Scenario. In nine of these‌
countries, where economic dependence on oil‌
and gas is greatest, more than 60% of total‌
fiscal budgets could be lost.‌48‌
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Figure 8: Oil and gas share of government revenue, and countries’ gross national income‌

Source: Data from World Bank and IMF or national accounts, updating graph from Muttitt & Kartha 2020‌49‌

Fossil fuels often account for ‌an even larger‌
share of exports than of revenues. For nearly‌
20 countries, they are more than 50% of total‌
exports (‌Figure 9‌).‌

A re‌duced value of oil and gas exports can‌
create ba‌lance of payments problems, and
limit access to foreign currency.‌ ‌

Figure 9: Oil and gas share of exports, and countries’ gross national income‌

Source: World Bank‌  ‌50‌
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These stresses on revenues and exports can‌
cause wider macroeconomic shocks,‌
including a contraction in the economy, a loss‌
of investor confidence, inflation and spiraling‌
exchange rates.‌51‌

Time pressures and new oil and gas‌
producers’ dilemma‌
It commonly takes ten or more years from a‌
discovery until oil and gas start to flow. It can
take even longer for a government to start to‌
see meaningful revenues, as contracts with‌
international oil companies tend to frontload‌
payments to the companies, while delaying‌
government revenues.‌  For example, gas was‌
discovered in Mozambique in 2010; the first‌
gas started to flow in 2023, and major‌
government revenues are not expected until at‌
least the mid-2030s.‌

52‌

53‌

The energy transition therefore creates a‌
particular dilemma for new and prospective‌
fossil fuel producers. Given that the global‌
energy transition is expected to take place‌
over the next two to three decades, demand‌
may already have diminished and prices‌
dropped before new producers ever see‌
significant revenues.‌

In addition, oil and gas have often failed to‌
deliver the developmental benefits‌
governments hoped for, and instead led to‌
indebtedness and slower growth, a problem‌
known as the resource curse.‌  In addition to‌
oil unbalancing the economy and constricting‌
performance of non-oil sectors, well-paid jobs‌
go to foreign workers and benefits to foreign‌
companies, as governments with weak‌
bargaining power strike unfavourable deals,‌

54‌

and inexperienced public institutions fail to‌
oversee foreign companies’ finances to‌
ensure the country gets its share of revenues.‌
Studies of the resource curse tell us that the‌
best development outcomes are generally‌
achieved by slowly growing fossil fuel‌
extraction, to give time to build domestic‌
supply chains, a skilled workforce and‌
effective institutions.‌55‌

This is how Norway succeeded in thriving
from its oil and gas, developed in the 1970s
and 1980s under a policy that explicitly
restrained production growth.‌  In the Gulf
monarchies, developmental benefits from oil
also took time, but in a different way.
Contracts signed when the countries were
weak – Saudi Arabia in 1933, Kuwait in 1934,
Qatar in 1935, Oman in 1937 – had grossly
one-sided terms that gave international oil
companies effective rights to all of their oil
over 50 or 60 years, while the governments
saw little of the revenue.‌  It was only decades
later, when these countries had built some of
their own technical and institutional
capacities and worked together through
OPEC, that the countries managed to capture
the benefits of oil to drive their development.‌

56‌

57‌

58‌

New oil and gas producers are caught
between the time pressures to move quickly
to stay ahead of the global energy transition,
or slowly to avoid and manage the resource
curse.‌  With this contradiction, it may be hard
to capture developmental benefits from new
production, so these governments will need to
carefully balance the role of fossil fuels in
their economic strategies.‌

59‌
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4. The policy solution: economic‌
diversification‌ ‌
For countries that rely on fossil fuels, the global‌
energy transition creates a need to reduce their‌
economic reliance, in order to avoid the‌
economic shocks described above. There are‌
two elements of this. First, to diversify their‌
broad economic base from a central role for‌
the fossil fuel sector, to a mixed economy with‌
many sectors. Second, to move public revenue‌
generation away from oil and gas to new and‌
diverse sources.‌ ‌

Economic reliance will take time to overcome.‌
Since the familiar, established fossil fuel sector‌
has near-term advantages, compared to‌
uncertain new directions, a gradual transition is‌
more likely to be successful than a sudden‌
one. Time is also needed to develop skills for‌
the new sectors, to build physical‌
infrastructure, and to evolve institutions to‌
drive the new economy. Furthermore,‌
transitioning away from oil and gas‌
dependence faces structural barriers that will‌
take time to overcome. A strong oil and gas‌
sector can hold back the growth of other‌
sectors, as Dutch disease inflates the currency‌
and resources invested in oil and gas crowd‌
out other economic activities.‌ In heavily oil-‌
and gas-dependent countries, oil revenues also‌
tend to shape political settlements in such a‌
way that change can provoke opposition or‌
cause political instability.‌

60 ‌

61‌

Indeed, historical experience tells us that
economic diversification takes a long time,
usually decades, even with strong policy
efforts.‌  Given that the energy transition is
expected to unfold over the next 20 to 40‌ ‌

62‌

years,‌ governments that rely on fossil fuels‌
would be wise ‌to actively pursue economic‌
transformation, starting now.‌

The countries that have succeeded at
diversification have done so through concerted
industrial strategies that play to their strengths,
enabling and investing in targeted sectors. For
example, Dubai moved way from oil
dependence in the 1990s and 2000s by
investing in trading and logistics, playing to its
geographical location at the heart of the Gulf
and to its mercantile history and culture;‌  it
later built on this with high-value sectors such
as property, finance and luxury tourism.‌ ‌

63‌

In addition, diversification can be enabled by
building broader capacities that unlock
economic expansion, such as infrastructure,
education and institutions supporting
innovation: many of the Gulf oil exporters did
this through the 1970s boom.‌64‌

Ph
ot

o 
cr

ed
its

: N
IK

O
N

 C
O

RR
PO

RA
TI

O
N

 v
ia

 U
ns

pl
as

h‌

16‌



A third ingredient of diversification is to make‌
the change politically sustainable by building‌
a national consensus around the country’s‌
future economic direction, especially‌
important in the context of just energy‌
transitions.‌ ‌

Alongside broad economic diversification,
governments also need to diversify their
sources of revenue beyond oil and gas. One
step towards this is to improve the efficiency
of collecting existing taxes, a task in which
Nigeria is presently making significant
progress.‌  New revenue sources can also be
introduced, or rates of existing taxes
increased. For example, Saudi Arabia and UAE
introduced value-added taxes in 2018; in the
same year, Oman increased corporate taxes
and introduced excise taxes on tobacco and
soft drinks.‌

65‌

66‌

The need for international cooperation‌
Achieving the Paris goals will require rapid
changes in energy systems and economies.
Contrary to the present trends towards a more
competitive geopolitical environment,
countries will need to work together to make
the transition just, orderly and equitable.‌  Oil
and gas exporters in similar circumstances
can work together to share experience, and
build collective structures to enable change;
for example, OPEC could play a greater role in
supporting diversification to help overcome
the present systemic challenge for exporters,
just as it helped coordinate them in the earlier
epochal shift away from foreign control of
their oil.‌

67‌

68‌

Exporters can seek support also from wealthy‌
countries, in finance, technology transfer and‌
capacity building; indeed these forms of‌
support are required under the Paris‌
Agreement.‌69‌

Positive signs for the prospects of‌
international cooperation include the‌
emergence of “climate clubs”‌  such as the‌
Beyond Oil and Gas Alliance, the Clean Energy‌
Transition Partnership and the Powering Past‌
Coal Alliance. In such groupings, governments‌
work together to support each other in‌
achieving common transition‌ goals, through
knowledge exchange, joint action and
technical grants. Another opportunity lies in
the growing interest in country platforms,‌  in
which countries define their needs consistent
with both decarbonisation and their
development priorities, for financing by
international public and private investors. For
example, in 2024, Colombia published a USD
40 billion investment plan, setting out its
financial needs for both transitioning away
from fossil fuels and adapting to climate
change.‌

70‌

71‌

72‌

Conversely, developing country fossil fuel
exporters will face a dilemma if sufficient
finance is not available:‌  while wanting to
mitigate climate change, their ability to do so
will be limited without adequate resources.‌
However, these countries will at least want to
manage their economic risks associated with
the global energy transition.‌

73‌

74‌
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5. Conclusions‌
While the transition to cheaper, cleaner‌
technologies ‌is unstoppable, the pace at‌
which these technologies ‌spread will be‌
shaped by policy actions. Credible forecasts‌
indicate that even without new policies, oil‌
and gas demand are likely to peak in the‌
coming years, putting downward pressure on‌
prices. This peaking is not enough to achieve‌
the temperature goals of the Paris Agreement.‌
However, aiming to achieve energy security,‌
affordability and sustainability will lead‌
governments to introduce new policies that‌
decrease demand‌ and prices faster.
Governments of importer countries will be
especially motivated to adopt such policies.
Since the majority of the world’s oil is
traded,‌  it is important for governments of
exporter countries to understand those trends
in demand and in policymaking.

75‌

The issues in this report lie at the heart of‌
development: how can countries build thriving‌
economies, while enabling healthy, fulfilling‌
and prospe‌rous lives for their citizens? Do‌
fossil fuels help or hinder these efforts? How‌
can economies become more resilient as‌
markets for fossil fuels change?‌

Transitioning away from dependence on oil
and gas creates an opportunity for a more
prosperous economy. Indeed, governments
wanted to diversify long before climate
change was on the policy agenda, recognising
that balanced economies tend to grow faster,
are more resilient to changes in international
markets, and enable consistent development
rather than boom/bust cycles.‌76‌

One thing that is clear is that countries will be
better able to tackle these challenges, and
grasp the opportunities, through cooperation
than in isolation.‌ ‌
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